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Preface of the Series Editors

This publication contains the revised and updated versions of the papers pre-
sented at the 16" Joint Seminar of the Faculties of Economics at the Universities
of Freiburg and Nagoya. The Seminar took place from September 30 to October
4, 1996, in Freiburg. As with previous seminars its main purpose is the scientific
exchange of information on economic issues and developments in Japan and Ger-
many as well as in the geographic and economic regions into which both
countries are imbedded. We appreciate that the editors of these proceedings, who
also acted as scientific coordinators of the seminar, have again chosen our series
for publication.

Labor market issues in Japan and Germany certainly play a dominant role in
both countries. The situation has even aggravated since the time of the seminar
so that the publication of the results is timely and acute. Labor market issues are
analyzed from a macroeconomic or sectoral as well as from the single enterprise
point of view. They also comprise technological and ecological perspectives. So-
cial imbalances such as in the role of the female workforce play a further role.
Therefore, we are sure that a broad range of relevant subjects has been touched
in the seminar and at least partial solutions to the difficult problems have been
proposed.

The Faculty of Economics at the Albert-Ludwigs-University of Freiburg wish-
es to thank the Ministry of Science, Research and Arts of Baden-Wiirttemberg
and the corresponding institutions in Japan for their generous support. We further
thank the Ministry as well as the Bank for International Settlements Basle, IBM
Stuttgart and Peugeot Mulhouse for inviting the participants of the seminar to
their premises and providing an interesting discussion forum. Thirdly, we thank
the Wissenschaftliche Gesellschaft in Freiburg im Breisgau for the grant which
made this publication possible. Finally, many thanks to Thies Lehmann and
Rainer Zinsmeister, who substantially helped in the editorial work.

Freiburg, April 1998

Theodor Dams
Joachim Klaus
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Adjustment Problems for the Rural Labor Market
within the Transformation Process of East Germany
(“Neue Bundeslinder”’)

Theodor J. Dams

A. Introduction

On July Ist, 1990, the “German Economic, Monetary and Social Union” was
established as a preliminary step within the frame of the Political Unification
(October 4th, 1990). The introduction of market economy into the ex-German
Democratic Republic (GDR) has been connected with a radical restructuring of
the economy as a whole and has deeply touched all sectors, regions and — last but
not least — enterprises and labor force input.

In this paper which may be considered as a follow-up of the publication pre-
sented at the 13th Joint Nagoya-Freiburg-Seminar in 1991 the special problem of
the adjustment of the agricultural/rural labor market in the “Neue Bundeslin-

der”! will be covered.

What is the “speciality” of this topic, taking into account that the East-German
Economy as a whole was confronted with challenges produced by a system trans-
formation process?

1. The agriculture of the ex-GDR has been transferred from a centrally planned
socialist order into the Common Agricultural Policy (CAP) of the European
Union (EU) as a special regulation in the frame of a market economy system.

2. The German Unification has generally introduced a radical change of owner-
ship and property/usage rights. But the restructuring of the agricultural sector was
strongly influenced by the ideology that the individual decisions would produce
a land tenure system dominated by agricultural family farms — the main objective

! Germany’s constitution prescribes a federal system (Bund und Bundeslinder). In the
course of the Unification five “Neue Bundeslander” have been established: Mecklen-
bourg-West Pomerania; Brandenburg; Saxony-Anhalt; Thuringia and Saxony.
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of the Agricultural Policy of West Germany! Or, in other words: What concept
of agricultural structure (“Leitbild”) could be adequate for East Germany after a
period of nearly half a century of collectivization? The answer has to be consid-
ered as a main element determining the input of labor.

3. Inthe GDR the agrarian structure of collectives and state owned enterprises
had incorporated labor forces for covering the demand for non-agricultural activ-
ities (e.g. construction of buildings, repairing machines, social services etc.) In a
market economy, these activities are performed by external, non-farming indus-
tries or by municipal employees.

4. The situation of regional labor markets is influenced on the one hand by the
type of land tenure systems (family farms are using a relatively higher labor input
than big holdings) and on the other hand by the working opportunities outside of
agriculture.

In the ex-GDR we also have to consider a North-South divergency with regard
to industrial activities.

These topical subjects have been mentioned as examples in order to demon-
strate that agricultural policy has to play an important role within the German
Unification and is confronted by special challenges.

B. Outline of the Paper

This paper will provide some basic information covering the evolution of agri-
culture in the “Neue Bundeslidnder”, especially with regard to the land tenure sys-
tem and the labor market constitution.

The analysis starts with some definitions and theoretical reflections (C). The
following chapter (D) deals with the historical adjustment processes of agricul-
ture in East Germany; we have to distinguish three periods: The agrarian struc-
ture and labor market before the end of World War II; the collectivization after
1945; the re-transformation process starting in 1990. In chapter (E) the theoreti-
cal adjustment challenge to GDR agriculture posed by CAP and market economy
has been illustrated by model calculation, explicitly to figure out the impact on
the agricultural labor market. Furthermore, the “philosophy” of the dominant role
of peasant farms should be carefully considered within the restructuring and evo-
lution of the land tenure system; the firm positions of new theoretical consider-
ations have to be taken into account (e.g. the theory of transaction costs,
institutional economics). The transformation of GDR agriculture (after 1990) has
produced a sharp decline in the number of working people due to the fact of low
agricultural labor force productivity in a collectively organized land tenure sys-
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tem (Chapter G); we have to examine the question of the role of agriculture in a
socialist and in a market oriented economy. Furthermore, we have to consider
that a higher agricultural labor productivity requires a transfer of working force
to other sectors of the economy. And therefore we have to investigate the close
relationship between the development of agricultural structure and the evolution
of regional economy (H). The last chapter (I) closes the paper with a brief outlook
on regional and agricultural development aspects for the near future.

C. Some Definitions and Theoretical Reflections
1. Land Tenure — Labor Constitutional Charter — Economic System

Land tenure has a political, social and economic component: Folke Dovring
(1956) has described these interdependencies in his famous book “Land and La-
bor in Europe 1900-1950”. The labor constitutional charter and the redistribution
of labor force between sectors and regions are strongly influenced by the land
tenure system within a given economic order: Market forces in a liberal economic
order or centralized decisions in a socialist system within a set of goals, such as
to guarantee full employment, to observe the overall aim of the society’s welfare
etc.

We have to take into account the great differences which exist between forms
of establishing a market economy order and of the integration of agriculture with-
in a given market economic system. In Western societies the agricultural policies
are characterized by a high degree of governmental interventions in the fields of
price, structural and social policies linked with regional subsidies, and, in the
case of the ex-GDR, special support for the acceleration of a successful transfor-
mation process of agricultural holdings. To conclude: GAP interventions of the
EU on the one hand and additional measures on the national level accompanied
on the other hand by special means of both sides within the German Unification
are joining together in the context of an economic policy for regional develop-
ment (see: Bundesministerium fiir Erndhrung, Landwirtschaft und Forsten
(BMELF), Agrarbericht 1996). Thus, we are confronted with a very high com-
plexity of problems. We can only mention some of these aspects of the transfor-
mation process of agriculture and of the rural labor market in East Germany.

II. The Land Tenure System

The agricultural labor market is an integral element of the land tenure system.
Therefore, we do need an “operational” definition of both terms in order to un-
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derstand correctly the differences in the relation of labor input to other production
factors in divergent economic orders (decentralized market economy vs. central
socialist system).

With regard to the definition of ‘Land Tenure’ there is a long historical discus-
sion of the content of this notion which has been supported strongly by German
economists.

In the 1950s C. von Dietze (1959, 1960) presented the German version of
“Agrarverfassung” and referred to the concept of G. Schmoller. Within the land
tenure system two opposing tendencies can be observed: The increase of free in-
dividual ownership and the subordination of all private ownership under the com-
mon goals of the society. Furthermore, at an earlier time Max Sering (1913)
pointed out the close relationship between “Agrarverfassung” (land tenure) and
“Sozialverfassung” (social order) and he defended private property in agriculture
against the concept of socialism; we also have to recognize his critical analysis
concerning the agrarian revolution and reforms in East and Central Europe
(1929). The International Association of Agricultural Economists (IAAE, 1953)
has intensively discussed the content and role of land tenure in the countries of
the Western World (by realizing the differences in interpretation between the An-
glo-Saxon and the German speaking areas) and in East Europe (presented mainly
by Russian economists). The results of this general discussion had a strong im-
pact on the quantity of the agricultural labor force (F. Dovring, 1956) in different
economic systems as well as on the agrarian structure (Dams, 1970). Further-
more, it seems very important to include — in a broader sense of ‘Land Tenure’ —
the behaviour (“Wirtschaftsgesinnung”) of people engaged in agriculture: How
to combine the production factors “Land-Capital-Man” with regard to decision
taking in the field of ownership, land cultivation and income distribution. This
land tenure question is not only a crucial point in relation to the choice between
private ownership and collective land use. Even more important is the need to
consider the behaviour of agricultural workers in the case of the transformation
a collectively organized agriculture into an agrarian structure within a market
economy (e.g. in East Germany and East Europe).

To conclude, we should quote two definitions: (1) “Land tenure is a broad term
covering all the relationships established among men which determine their vary-
ing rights in the use of land” (R.R. Renne, 1947); “Land tenure encompasses the
legal foundations and the social order as a frame of the economy and society as
a whole” (quoted by C. von Dietze, 1959, with reference to W. Eucken, 1952).
These expressions are compatible with the position of F. Dovring (1956): “Own-
ership and tenancy will be regarded under the view point of the basic relativity of
their social and economic implications, to some extent also in their legal structure
... and with their impact to the level of employment in agriculture.”
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III. Some Theoretical Reflections

Income generation and an improvement of the living conditions of the people
engaged in agriculture are the main goals to be achieved within the frame of dif-
ferent land tenure systems. There is a huge amount of scientific literature cover-
ing these two questions under the perspective of comparing economic systems.
We do not have time and space to enumerate the main topics of the investigations
concerned. Nevertheless, we will present some theoretical considerations which
have been put forward by Western economists. There is no doubt that a land ten-
ure system influences the labor input as well as the combination of the production
factors.

H. Chenery (1974) has pointed out that in socialist societies there is a more
equal income distribution compared with capitalist countries; the reason is the
collective ownership of land and capital. J. Robinson (1970) has expressed the
same point of view. The Russian economist I.S. Kushinov (1964) has explained
this normative fact as follows: “The greatest role in strengthening of the collec-
tive farm system has been played by the supply of land without charge” . ..
“Collectivation put an end forever to exploitation of the peasants by large farmers
(Kulaks), class fragmentation, and poverty.” As far as income distribution was
concerned, only differences in professional skills, in the quality of labor input,
and in the level of productivity could have an impact. Nevertheless, in a centrally
planned economy the state had the opportunity to transfer a part of the collective
farm income in favour of other sectors (e.g. for the development of industries).
In the economic reality the income situation was quite different (which will be
demonstrated in chapter E).

With regard to the evolution of a specific farm structure and labor input there
is still another theoretical foundation which should be mentioned: The theory of
transaction costs related to market and non-market interdependencies (G.
Schmitt, 1991b) and the institutional organization of agricultural enterprises (al-
location of resources including the backward and forward linkages). “Conven-
tional microeconomics fail in those situations where transaction costs are higher
than zero, and where property rights take forms different from the idealized pat-
tern hypothesized for classical capitalism” (E. Furubotu and R. Richter, 1991).
This evolution of economic theories has a direct impact on the land tenure system
and the labor input: To compare the effectiveness of collective farming in the
“East” with that of family holdings in the “West”, and to interpret the recent
changes of the land tenure system characterized by the dominance of big collec-
tive holdings in the “Neue Bundeslidnder”.

To conclude: Some theoretical reflections (property rights, transaction costs,
institutional economics etc.) provide us with new approaches for considering the
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-evolution or transformation of land tenure. That has been the reason for including
this theoretical section — hopefully, as a “productive detour” — in this paper; in
chapter F we have to test these assumptions against the empirical figures.

IV. The Role of Agriculture and Labor in Different Systems

For decades the analysis of the role of agriculture within the economic devel-
opment process has been a main topic for investigations in the social sciences.
There are two points which have been covered intensively: (1) The agrarian
structure (farm sizes and outlets) and the volume of agricultural labor input in a
market versus a socialist economy; and (2) the impact of market forces on labor
input (e.g. economic growth and distribution of workers amongst sectors of the
economy) and the repercussion of the transformation process in a socialist econ-
omy on the labor force used.

In this regard, figure 1 “Contribution of Agriculture to Economic Growth” con-
tains six elements (employment of working force; capital accumulation; increase
of agricultural production; income distribution; ecology; demand for non-agri-
cultural products). Taking in account the topic of this paper the two elements
mentioned first have the greatest relevance (see diagram: top right and bottom
left). In an early stage of development agriculture has the function of absorbing
the rural labor surplus, irrespective of the negative impact on labor productivity.
After reaching the point of take-off and a sustained economic growth, the process
of shifting agricultural workers to non-agricultural activities has a gradually in-
creasing tendency caused by market forces; this results in an increased per capita
food production and the improvement of the man-land (capital) — ratio as well as
higher labor productivity.

The adjustment process of agriculture has to be interpreted as a concurrent
growth with industry. With regard to the selection of two elements in figure 1 we
will explore only the role of labor and capital.

In a socialist land tenure system with collective farms, this type constitutes a
structure of social enterprises with a “complete agreement between the private in-
terests of the peasants and the collective and of interests in the result of produc-
tion” (Kushinov 1964). In the first place, there is a guarantee for full
employment; secondly, the ideology of the economic superiority of big enterpris-
es requires a high input of machinery organized in big entities on a level above
the holdings (Maschinen- / Traktoren-Stationen). This leads to a great hidden un-
employment for the labor force. This fact is illustrated by Table 1: In the period
1980-1988 the labor force increased by 16% (from 801,259 to 886,827; Deut-
sche Demokratische Republik (DDR), Stat. Jahrbuch 1989). In West Germany
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during the same time span there was a reduction of 27% in the number of workers
engaged in agriculture (from 1,289,000 to 940,000) with increasing tendency.
The rise in the number of agricultural workers in the GDR had several causes:

An increase in administration, in cultural/social services and in the repairing of
technically outdated machinery. In West Germany there was and is a smooth ad-
justment process of the labor input over time; in the last 15-20 years the input of
working hours decreased by 3.4% per year, and for family workers by 2.6% per
year. This divergent development in West and East Germany had to have radical
consequences for the “Neue Bundesldnder”: A sharp reduction of the number of
people engaged in agriculture in order to reach a higher level of productivity and
income!

As far as the capital accumulation related to the role of agriculture is con-
cerned, K. Ohkawa (1994) has pointed out that for market economies it is a
“well-known fact that the outflow of a surplus created in agriculture and directed
to the rest of the economy was a contribution by making neccessary investments
and public expenditure for modernization.” But, at a later period, due to the rapid
growth of industry and a time-lag of agricultural adjustment (with the conse-
quence of income “disparity” in comparison to other groups), in the frame of a
free market mechanism governments have undertaken measures for a sectoral
transfer in favour of workers engaged in agriculture.

In a socialist economic system with agricultural collectives the labor organiza-
tion in brigades and the governmental price policy (for agricultural inputs and
outputs) determine the individual income. In this procedure sources and means
for capital accumulation are transferred in favour of a rapid industrialization. We
can conclude: After the Unification of Germany the transformation process of ag-
riculture and the agricultural labor force as well as the capital input were a heavy
burden. This adaptation to the frame of a market economy was more or less cen-
tered around a restructuring of land tenure, especially of farm sizes.

D. Stages of Transformation and Re-Transformation

The Transformation process of East Germany’s agriculture has to be analyzed
in three periods: (1) the pre-socialist era (before 1945); (2) the land reform and
agricultural collectivization 1945-1989; (3) the privatization of GDR-agriculture
starting in 1990.

In some cases the comparison of statistical facts of period (1) with those of the
time span after 1945 seems to be difficult.
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Table 1
Agriculture of the GDR
Agricultural Acreage Agricultural Production Cooperatives
(APC)
Year Total Arable Pasture Acreage Number Members?
Land Cultivated by
AP.C2 (%)
1950 6,526,554 5,017,294 1,291,097 57 — —
1955 6,479,963 4,991,565 1,261,637 273 6,047 196,946
1959 6,427,445 4,879,977 1,338,268 48.2 10,132 435,365
1960 6,419,755 4,847,831 1,362,021 92.5 19,313 901,490
1961 6,414,853 4,812,140 1,401,369 92.7 17,906 964,528
1965 6,357,613 4,718,067 1,436,398 93.9 15,139 986,622
1970 6,286,392 4,618,075 1,469,172 94.2 9,009 915,119
1980 6,269,085 4,760,015 1,235,349 94.9 3,946 801,259
1985 6,224,804 4,716,760 1,251,686 95.0 3,905 856,420
1986 6,208,152 4,709,157 1,250,665 95.2 3,890 868,226
1987 6,187,483 4,693,699 1,254,231 95.4 3,878 880,915
1988 6,181,878 4,687,078 1,258,265 95.4 3,855 886,827

3 Official Registration
From 1960 onwards apprentices have not been included. From 1968 onwards mem-
bers engaged in services of cooperatives and from 1976 onwards members of state owned
agricultural enterprises have been included: From 1971 onwards the non-permanent
workers have not been registered.
Source: Statistisches Jahrbuch der DDR, 1989

Furthermore, during the period of 1945-1989 the criteria for including workers
in the agricultural labor force were changed (see table 1). Taking into account
these restrictions, the following indications will be presented:

In the 30s the land tenure system and the labour constitution were mainly char-
acterized by bigger holdings, sometimes in tenancy (T. Hibich, 1947). The
Statistik des Deutschen Reiches 1933 illustrates the full picture. Nevertheless,
family farms had — in particular in the southern areas — a remarkable position in
the frame of GDR-land tenure (Stat. Jb. der DDR, 1956-1959). In 1939, there
were roughly 450000 farms, ranging in size from 1 to 100 ha, with farms from 5
to 10 ha and from 10 to 20 ha each accounting for about a quarter of the total
number, a further 20,000 farms of 1-5 ha, and 60,000 farms of 20 to 100 ha (see
table 2). Due to the land reform the number of smaller agricultural entities had
increased by 30%, in 1949, compared with 1939). In 1952 the establishment of

2 Schober / Matsugi
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Table 2
Changes of the Farm Sizes of Peasant Holdings
(1-100 Ha) in the German Democratic Republic 1939/1949/1952-1957

Year Number of holdings1 (distributed according to farm sizes)
1-5 5-10 10-20 20-100 Total
1939  Number 201,851 93,935 95,211 56,767 447,764
1949  Number 198,565 256,840 115,855 46,660 617,920
Changes total 3286 +162905 +20,644  -10,107% +170,156
% -1.6 +173.4 +21.7 -17.8 +38.0
1952 Number 180,433 240,923 113,180 45,395 579,931
Changes total -18,132 -15,917 -2,675 -1,265 -37,989
% -9.1 -6.2 -2.3 -2.7 -6.1
1953  Number 169,932 195,934 95,300 28,846 490,012
Changes total -10,501 -44,989 -17,880  -16,549 -89,919
% -5.8 -18.7 -15.8 -36.5 -15.5
1957 Number 159,627 169,732 84,701 23,613 437,673
Changes total -10,305 -26,202  -10,599 -5,233 -52,339
% -6.5 -13.4 -11.1 =222 -10.7
1949- Changes total -38,938 -87,108 -31,154  -23,047  -180,247
1957 ¢, -19.6 -33.9 -26.9 494 -29.2

U always for 15.6. of a year.

2 including approximately 4 500 holdings which have been expropriated in the course of
the land reform.
Source: Stat. Jahrbuch der DDR 1956, p. 348351, Stat. Jahrbuch der DDR 1959, p. 418—419

collectives (as production cooperatives) was started, accompanied by the type of
state owned farms with salaried workers.

Table 3 lists the different stages of agricultural transformation towards a social-
ist land tenure from 1945 to 1989:

This political decision of the GDR authorities has produced the following
agrarian structure as far as farm sizes are concerned:

In the course of the German Unification — starting in 1990 — the GDR Agricul-
ture was “re-transformed” (third period of the stages of transformation. This pro-
cess (during the time span 1990-1995) will be described at length (Chapter E)
with regard to the farm size distribution and the agricultural labor input.
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Table 3

GDR: The Stages of Agricultural Transformation 1945-1989

1945-1952
1952-1960

1960-1968
1968-1983

1983-1989

tives

tion”

Land Reform and Preparatory Measures for Collective Farming
Collectivization and Establishment of Agricultural Production Coopera-

Consolidation, Cooperation and Concentration in the Sector “Agriculture”

Specialisation and Introduction of “Industrialized Agricultural Produc-

Reduction of the Special Implementation of the Goals Formulated in 1968

Table 4

Land Tenure Structure of the GDR in the Year 1989
(Farm Sizes and Type of Ownership)

Number of ha cultivated % of total Avgage farm
farms acreage size in ha

State owned 446 448,898 73 5,000
Agricultura Collectives/ 3,855 5,343,715 86.5 4,450
cooperative production
Horticultural Collectives/ 199 14,676 0.2 75
prod. cooperatives
Others 0.3
Total 4,686 5,827,308

The labor force input was closely linked with the land tenure system (see Table 1).

2*

Table 5
Workers Engaged in GDR Agriculture in 1989
(Divided into Branches)
1980 1989 % Change 1980-1989
(per year)
Total number 780,200 819,700 +0.6
Main production 522,500 494,900 -0.6
By-production 53,800 53,300 -0.1
Input production 86,100 127,100 +4.4
Management/administration 84,400 101,200 +2.0
Cultural and social services 33,400 43,100 +29
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Nevertheless, some indications will be given at this point, in order to provide
some preliminary information on the gradual change and the general context of
the transformation process.

Table 6
Transformation and Privatization of GDR-Agriculture
Time Table 1989-1993

09.11.1989 | “Berlin Wall” and “Iron Curtain” are opened

12.01.1990 | Private ownership of production factors is allowed

01.03.1990 | Establishment of “Treuhandanstalt” for privatization

18.03.1990 | Free election of the “People’s Chamber” of GDR (Volkskammer)
17.06.1990 | Legislation adopted for the Treuhandanstalt

29.06.1990 | Legislation adopted for the adjustment of agriculture

01.07.1990 | Introduction of the Economic, Monetary and Social Union (GEMSU)

06.07.1990 | (a) Legislation for agricultural market regulation
(b) Legislation for implementing and supporting the privatization

03.10.1990 | Adoption of German Unification by the two German parliaments
01.01.1991 | Adoption of measures for agricultural support during the transition period
01.07.1991 | Adjustment of the decisions of July 1st, 1990

01.01.1993 | Final date for dissolution of still existing farms.

The politically ambitious aim was the following one: The obligatory transfor-
mation process of GDR-Agriculture 1945-1989 should be re-transformed in
three years with the pre-condition of the introduction of a market economy!

E. An Adjustment Model of GDR Agriculture in the
Frame of EU Market Economy and of Common Agricultural Policy

Immediately after the political collapse of the GDR agricultural economists
were starting their investigations in order to figure out the competitiveness or the
deficiencies of the East German agriculture under the new conditions of the Com-
mon Agricultural Policy of the EU. The central point has been formulated as fol-
lows: What would be the effect on the net value added reached by the East
German agriculture during the years 1986-1989, if the input and output prices of
the agriculture of West Germany were taken into account?

Or: What are the chances — under these new circumstances — of being able to
pay the expenses for wages (the labor force), the interests for debts, and to cover
the investments?
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A detailed study has been presented by the Institute for Agricultural Econom-
ics, University of Bonn (Ch. Bose and W. Henrichsmeyer, 1993) and earlier —
based on preliminary figures provided by this institute — by the Wissenschaftliche
Beirat (1990). The model and the results concerned have been described in pub-
lications during the past years (see: Th. Dams 1991a; 1991b). Therefore we can
summarize the outcome in the short version of the Ministry for Agriculture
(Agrarbericht 1991).

The net value added of the GDR agriculture has been figured at 26.2 Bill.
East-Mark (57 Bill. production value, 29 Bill. inputs; furthermore depreciations;
taxes (in relation to production) and subsidies).

Table 7
The Economic Situation of Ex-GDR-Agriculture in 1990
(Based on Sectoral Data of the Years 1986-89, Calculated
on the Basis of Prices in West Germany in 1990)

Value of production 20.1 Bill. DM
Value of inputs 17.1 Bill. DM
Gross value added 3.0 Bill. DM
(market prices)

Subsidies 0.7 Bill. DM
Prod. taxes 0.9 Bill. DM
Depreciations 3.1 Bill. DM
Net value added -0.3 Bill. DM
(factor costs)

Wages 8.6 Bill. DM
Interests 1.4 Bill. DM
Net income of -10.3 Bill. DM
agricultural activities

Based on these calculations for the year 1990 we can conclude:

Regarding the precarious economic situation there is a strong challenge for a
radical adjustment process which will immediately affect the labor force input
linked with a restructuring of the land tenure system. Both problems which are
“two sides of one coin” will be covered in the next chapter.
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F. Re-Transformation of GDR Agriculture: Labor and Land Tenure
I. Changes in Property and Farm Sizes: The Theory

In 1990, after the collapse of Real-Socialism in the GDR, the political and sci-
entific discussion has brought up the question: What will be the future agrarian
structure produced by the transformation process (starting facts see table 4 and 5)
with regard to the new conditions of CAP and the introduction of individual prop-
erty rights?

First of all, we should consider that the agricultural policy has been dominated
by the “Philosophy and Doctrine” of the family farm. Furthermore, the scientific
analysis has presented conclusive economic results (with regard to productivity,
income etc.) on the subject of family holdings in comparison with the collectively
organized GDR agriculture (G. Schmitt, 1989; 1991; K. Hagedorn, 1991).
Among the most important reasons have been the low transaction and adminis-
tration as well as transport costs.

After the introduction of the first steps of German Unification (see: Table 6)
expectations have been put forward that the family farm would be the central fo-
cus of the transformation process of GDR agriculture into a market economy of
the CAP-type. And there was the firm position that the big estates of collective
production farming — in the first period organized as cooperatives or private es-
tates — would not have a realistic chance of survival in the frame of a market
economy.

G. Schmitt (1991) has presented the following hypothesis: Under the condi-
tions of the recently introduced market economy the artificial construction of the
big socialist estates (see: F.A. v. Hayek, Die Irrtiimer des Konstruktivismus,
1970) without any historical evolution process will have only little chance of eco-
nomic survival. The reason: The family household and enterprise has reached the
relatively highest efficiency of allocation of resources which is linked with a
greater reduction of transaction costs in comparison with privately owned big ag-
ricultural entities which are managed with hired workers or in a privately orga-
nized type of collective production as cooperatives.

But where “pros” are presented in favour of the dominating role of the family
farm, the “cons” are never far away in the scientific and political discussion.

E. Harsche (1990) has pointed out that after the German Unification the doc-
trine in favour of the family farm — expressed in West Germany — would collapse
due to the economic and social advantages of the bigger holdings — from 1990
onwards privately organized — in the East.

K. Hagedorn (1991) has put forward the following crucial questions: (a) What
farm size will dominate in the future evolution process of land tenure? (b) What
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kind of layout and organization of farms will have the higher competitiveness?
In order to answer those two questions we have to take into consideration the per-
manent interactions between the product and factor markets as well as the labor
capacity of the peasant’s family and for the internalization of external effects.

With regard to this problem, M. Kohne (1990) has expressed the following
opinion: The change of the socialist land tenure system could be based on legal
foundations other than the individual ownership/usage rights of family farms;
e.g. partnership companies, juridical persons of Civil Code or of Public Law. The
reason is a very simple one: to reach an economic viability for a higher degree of
competitiveness.

The theoretical reflections include on the one hand the production costs and on
the other hand the transaction costs and both are determining the optimal farm
size, the management of the holdings and the quantitative as well as the qualita-
tive input of labor force.

However, based on the democratic constitution the land tenure system is main-
ly a product of an individual decision making process in the frame of the legisla-
tive and administrative preconditions, including the fact of special measures in
favour of the “Neue Bundeslinder”.

St. Merl (1991) called special attention to some elements of a positive valua-
tion of cooperative production in agriculture; e.g. the income situation in relation
to labor input is not worse than for family farms; the social advantages of a lim-
ited working time. Furthermore, the establishment of a family farm is linked with
uncertainties due to the high capital investment and market risks (CAP-Reform;
GATT/WTO etc.). Last but not least, the highly specialized work in the past (in
collectives) is a real obstacle when doing multifunctional work on a family farm
(it takes a longer period to build up the human capital which is needed for an ef-
ficient management of a family farm).

To conclude: We have to consider the challenges in order to find answers to
two central questions: (a) Has there been some change in the overall aims and
goals during the last years after the Unification with regard to the agricultural
policy in Germany? (b) What are the results of the re-transformation process in
the last five years (statistical-empirical analysis)?

II. The Changing Goals of the Agricultural Policy

What has been the reaction of the official agricultural policy with regard to the
challenges resulting from the agricultural transformation process of East Germa-
ny?
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The “Agrarberichte” (Annual Agricultural Report of the Federal Ministry) ex-
plain the aims, goals and norms of the German agricultural policy year by year
expressis verbis. Analysing the reports for the years 1985 (before the Unifica-
tion), 1991 (the first report immediately after the Unification separately covering
the “Neue Bundeslinder”), of the year 1992 and of 1996 (the last report) has pro-
duced the following results:

1. The report of 1985 contains a very detailed description of the overall goal,
subtopics and partial aims of the agricultural policy. The main norm has been for-
mulated as follows: Amelioration of the living conditions in rural areas, and an
equal participation in the overall increase of income and welfare for people en-
gaged in agriculture. The subtopic explains the necessity of supporting peasant
agriculture characterized by full time and part time holdings. In order to protect
this type of land tenure a partial aim has been prescribed: To avoid a heavy con-
centration of production capacities and to support the competitiveness of hold-
ings which combine plant and animal production.

2. In 1991, the overall goal includes the protection of natural resources as the
living foundation of the society — no other change and addition. The subtopic
(peasant agriculture) stands unchanged, with the addition that this farm structure
should be competitive with a creditable performance. For East Germany we read:
During the transition period for the present time and the near future there will be
an agriculture organized as a cooperative type.

3. Nothing has been changed; the subtopic has the addendum of ““a self-respon-
sible management by family farms.” And for East Germany there is a slight
change of position: The adjustment process of agricultural enterprises will take
more time due to the political decisions taken in the socialist past.

4. Six years after the Unification the main norm has been changed into the
phrase: A competitive agriculture which is integrated into a market economy and
takes into account ecological needs. With regard to the peasant holdings the re-
port explains that this type will play a dominant role in the future, too. And for
East Germany we read: The support of effective and competitive agricultural en-
terprises which are corresponding with the ecological objectives.

To summarize: There is an increasing tendency, followed by the official policy,
to accept the diversification of the agricultural structure within a wider spread of
farm sizes. The two main points are underlined: The self-responsible entrepre-
neurship and individual property rights for a higher number of people engaged in
agriculture.
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G. The Results of the Transformation 1990-1995

I. Duality of Agrarian Structure

The academic-theoretical discussion (see: F) has presented divergent regional
positions. After five years of the agricultural transformation process the econom-
ic reality has generated a clear-cut result which is presented in table 8.

Table 8
Distribution of Farm Sizes in East Germany in 1995
Farm size Number Acreage
ha Total % |Total inha) %
1-10 13,653 45.6 49,600 1.0
10-100 8,856 29.6 309,900 5.6
100200 2,368 8.0 342200 6.2
200-500 2,375 8.0 746,700 15.5
500-1000 1,299 44 942,000 17.1
1000-3000 1,602 36| 2,590,000 47.1
more than 3000 138 05 539,300 9.8
Total 30,248 100.0| 5,520,500 100.0

The duality of the agrarian structure in East and West Germany can be illus-
trated by the following facts:

Table 9
Distribution of Farm Sizes in West Germany 1995
Farm size Number Acreage

ha Total % Total (in ha) %
1-10 234,619 45.1 971,400 8.3
10-100 276,458 53.2 8,889,500 75.9
100-200 — — — —
200-500 — — — —
500-1000 — — — —
1000-3000 — — — —
more than 3000 11,950 23 1,800,500 15.3
Total 523,037 100.0 11,661.5 100.0

Source: Agrarbericht 1996
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In West Germany we still have in mind the “doctrine” of family farm policy
and the idea that this type of land tenure should play a leading role in the trans-
formation process of agriculture in East Germany. Table 10 indicates that another
concept has been realized by the individuals in the last five years.

Legal Forms of Agricultural Ho{:il:;slii the “Neue Bundeslinder” 1995
Legal Type Holdings Acreage Average (ha)
_ total % total (ha) % Farm size

Natural persons 27,259 90.1 2,340,500 42.4 86

Indiv. hold. 24,588 81.3 1,141,300 20.7 46

Partnership companies 2,671 8.8 1,199,200 21.7 449
Juridical persons 2902 9.6 3,168,700 57.4 1,092
of Civil Code
Juridical persons 87 03 11,400 02 132
of public law
Total 30,248 100.0 5,520,600 100.0 183

There hasn’t been a radical change of legal forms of farming since 1992; the
number of individual holdings owned by natural persons has strongly increased
(1992: 14 600; 1995: 27 200, mainly caused by the rise of the number of individ-
ual farms); but the acreage percentage has changed on slightly, from 17 to 21%.

The official conclusion of the Federal Ministry of Agriculture (1996) has been
presented in the following words: Between the two parts of Germany we will
have in the future, too, great differences as far as the farm sizes, the production
structures, the legal types of enterprises and the property conditions are con-
cerned.

And we will quote an additional “political voice”” coming from the “Neue Bun-
desldnder”. The Minister of Agriculture of the Land Brandenburg has pointed out
the following for his area (1996): The concept of the policy makers of West Ger-
many (to break up the big entities of production cooperatives; to kick out the
management; to start with family holdings within a short time etc.) didn’t suc-
ceed; the real development and evolution were quite different in East Germany,
and the politicians of West Germany have been mistaken in their expectations —
and (Zimmermann, 1996) that has been a fundamental error! Maybe we should
add that this was the case for some of the agricultural economists, too (see: C, III;
F, I)!
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II. The Results of the Transformation 1990-1995:
The Agricultural Labor Force

Once more, land tenure has to be considered as a coin with two sides: farm
structure and labor force. After the presentation of the development of farm sizes
and legal forms of enterprises we will cover the second side (of the coin): the evo-
lution of the labor input during the transformation process in East Germany.

Table 7 has illustrated the extremely weak economic situation of the GDR ag-
riculture in 1989 (with a deficit of 10.3 bill. DM - calculated on the basis of
EU-prices); or, in other words, the bankruptcy condition with regard to the com-
petition within the European Union with the CAP which is not at all a free market
economy.

In 1989 — the last year of GDR economy — 819,700 workers were engaged in
agricultural activities (table 5) other sources set the number at 848 000 (see:
K. Schmidt, 1993). The decrease of the labor force is indicated in table 11:

Table 11
The Development of the Agricultural Labor Force
in East Germany 1989-1995

Year Total number Decrease (%)
1989 818,000 100
1991 361,900 44
1992 201,000 25
1993 179,000 22
1994 165,000 20
1995 157,000 19

The sharpest decline can be observed in the middle of the year 1992. We have
to put forward the question: What has happened to the 620,000 or 660,000 work-
ers who have been discharged?

For the middle of 1993 K. Schmidt (1993) has presented the following figures:
190,000 workers engaged in agriculture (22.4% of the labor force of 1989),
16.8% of them were short-time workers; 190,000 persons retired (partly before
reaching the official age limit) (22.4%); 100,000 persons (12%) working in sub-
sidized jobs (ABM), one third of them in agriculture; professional training
40,000 (5%); 130,000 agricultural workers transferred to other jobs; migration to
West Germany permanent or daily (40,000); 140,000 (16.5%) out of work. These
figures are only an indication of the labor adjustment process which was linked
with very severe human hardship.
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In the regional context there is a north-south differentiation of the decline of
the labor force, a higher degree in the north where agriculture is more dominating
and industrialization is lacking.

The decrease of the labor force in agriculture has produced a better
man-land-ratio (1989: 14.5 labor units/100 ha; 1992: 3.8). Nowadays (1995), in
East Germany 2.3 working units are engaged per 100 ha; in West Germany (re-
lated to the structure of family farms) we can observe a figure of 4.8/100 ha.

The absorption capacity for agricultural laborers depends on many factors, last
but not least on the different measures undertaken in the frame of the agricultural
policy/CAP. We will enumerate only two examples: In the year 1995 14% of the
arable land in East Germany had been abandoned (in West Germany 9%) to pre-
vent agricultural production surplus (subsidized by the CAP). In addition to this
regulation, some compensation payments have been agreed upon for plant and
animal production (BMELF, 1996).

No doubt, these measures are influencing the per capita income and the volume
of investments (350.- DM/ha in East Germany on average, that is only one third
of West Germany’s equivalent figure).

Furthermore, there is a strong financial support of the adjustment process by
national and European Union funds. We can only mention the very complicated
system as a whole — there is no possibility of covering this problem in detail.

Ch. Bose and W. Henrichsmeyer (1993) have mentioned that for the first peri-
od until 1991/92 an improvement of the efficiency of agricultural holdings could
be observed.

Nevertheless, the adjustment process has not yet reached a level of sustainable
development; a great part of the value added and of the remuneration of the pro-
duction factors is the result of officially transferred income (Ch. Bose and W.
Henrichsmeyer, 1993).

There are some indications that the agricultural enterprises of East Germany
have produced better economic results than in earlier years.

To summarize: The political collapse of the economic land tenure system after
1989/90 had severe consequences for the agricultural labor market. The sharp de-
cline of working opportunities within agriculture has presented a great challenge
to the labor market as a whole, especially for the rural regions.
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Table 12
Results from Agricultural Accounts in the GDR (1986/89)
and in the “Neue Bundeslinder” (1990/95)

>1986-89 @1986-89 1990/91 1991/92 1994/95
S Bill. DM
Final agricultural output 56,7 20,1 13,0 12,3 11,1
— Total interm. consumption 28,0 17,1 11,5 8,5 8,1
= Gross value added at m.p. 28,7 3,0 1,5 3,8 3,0
+ Subsidies 1,3 0,7 52 29 3,9
— Taxes linked to prod 0,9 0,9 0,1 0,2 0,2
- Depreciation 3,0 3,1 2,0 1,8 1,8
= Net value added at f.c. 26,1 -0,3 4,5 4,7 4,9
— Wages 8,6 8,6 7.8 5,8 3,4
—Rent — — 0,2 04 0,7
— Interest 1,4 1,4 0,8 0,8 0,5
= Net income from agr. activity 15,4 -10,3 23,3 -2,2 0,3
Net income + wages 24,0 -1,7 4,5 3,6 3,7

Source: Schmitz and Henrichsmeyer (1993), unpublished data

H. The Adjustment Process of
the Rural (Non-Agricultural) Labor Market

1. Introductory Remarks

In a growing economy a part of the agricultural labor force has to be transferred
to other sectors in order to reach a higher productivity and income. But after the
break down of the real socialism in the GDR a decline of the economic activities
of other sectors has occurred, with a reduction of working places by three or four
fifth. Nevertheless, a number of the agricultural workers leaving this branch have
been hired by construction firms (one fourth), commerce (14%) or services (an-
other fourth).

As far as economic activities are concerned, in East Germany the regional dif-
ference is more accentuzated than in West Germany; the northern part of East
Germany is characterized by the dominant role of agriculture, accompanied by a
few industrial enterprises. Berlin and the “Umland” as well as the southern part
(mainly Saxony, a part of Thuringia and Saxony-Anhalt) have historically devel-
oped industrial areas (see: map). This regional distribution of economic activities
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requires a higher mobility of workers or an official support for industrialization
in backward areas.

II. The Migration to West Germany

At first, immediately after the opening of the wall/the Iron Curtain there was
an unburdening caused by a heavy migration of inhabitants to West Germany.
The number is estimated at about one million. Another half million workers are
migrating daily or weekly to working places. But there could also be a burden
linked with this migration: 86% were younger than 40 years and professionally
qualified.

III. Preconditions for a Positive Development of Economic
Activities and the Labor Market

There is a strong need for higher investment, economic growth and for more
employment of workers. Generally speaking, the preconditions are not very fa-
vorable. Some figures are presented in the following table:

Table 13
East German Economic Data Relative to West Germany; West Germany? = 100

1991 1994 1995°  1996°
Gross Domestic Product 313 48.7 52.1 | 56.2
Private Consumption 49.9 67.2 68.9 70.7
Gross Industrial Investment 65.8 1339 148.8 161.8
Disponable Income® 46.8 66.6 68.1 70.0
Productivity? 31.0 52.7 54.9 57.8
Unit Labor Costs® 158.0 135.7 1329 128.4

2 Data in current prices and per capita — ® Forecast — ¢ Private Households
4 GDP per Capital — € Labor income in % of GDP
Source: Meimberg (1995, p. 103)

Based on these facts, H. E. Buchholz (1996) has pointed out: “With respect to
the time required in which the East German economy will catch up with the West
opinions are quite different . . . Even if the current, rather high growth rates in
East Germany can be sustained, it will last about 10 to 15 years before the objec-
tive of equality in living conditions can be reached”. The gap between the level
of productivity and of labor remuneration, especially the unit-wage-costs, are
strong constraints in this context.
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IV. The Rate of Unemployment

The calculation of the real unemployment of the labor force seems to be a very
difficult task. The heavy burden of a high unemployment rate has been lowered
for the labor market by introducing some measures to decrease the number of un-
employed workers; e.g. to finance short-time work; officially subsidized jobs
(ABM); full-time professional training, special pension schemes with govern-
ment compensation payments. The impact of this financial support financed by
different sources has been estimated: a yearly decrease of unemployment by 1.9
(1991 and 1992), 1.6 (1993) and 1.3 (1994) Mill. workers. Some of these mea-
sures are linked to the notion of a “second labor market” which could lead (fi-
nanced by official financial transfers) to a distortion on the “first labor market”.
Or, in other words: The radical change of the socialist system with its well-known
negative impact on the labor force has required immediate social measures in fa-
vour of the working people; but at a later period financial support for restructur-
ing is more necessary. But in practice that should not be an alternative; the
problem of unemployment in such a situation requires an optimal mix of both,
maybe with differences during the transformation period (Buttler, F. and Em-
merich, K., 1995). In the first period (1990/91) more than 2 Mill. workers were
employed in 8000 firms administered by the Treuhand (official institution for
privatization) — with an uncertain economic future! In some areas of East Germa-
ny the rate of the working force negatively influenced by the economic unifica-
tion (“Betroffenheitsquote”) had reached one third of the labor force capacity, in
a number of communes around 50%).

For a first information the figures of the average rate of unemployment can be
used: May 1991 9.5%; 1992: 14.1%; 1993: 14.8%; 1994: 13.3%; 1995: 13.8%.
These general statistical data should be differentiated by regions; the northern
part of East Germany shows higher unemployment rates compared with the south
(in absolute figures the southern part shows higher numbers).

Nevertheless, the Neue Bundeslinder could realize a higher growth rate — start-
ing from a lower absolute level — than in West Germany. But the positive rela-
tionship *“growth rate — employment increase” experienced in earlier years didn’t
work any longer. In the spring of 1996 there was a stagnation of economic devel-
opment mainly caused by a low demand in the construction branch (15% of GNP
—in West Germany 6%). In East Germany, in August 1996 the GNP per worker
amounted to 53%, the net wages to 86% compared with West Germany. In the
same period the net wages costs per unit of production were one third higher than
in West Germany with the result of a lower degree of competitiveness on the in-
ternal and international markets (see: Table 13). More than half of the production
of East Germany is sold in East Germany itself, one quarter in West Germany,
and only 17% on the international market (only 5% of this amount to Eastern Eu-
rope). Nevertheless, there are remarkable tendencies to change this situation. To
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conclude: The economic growth in East Germany, the financial transfer from
West to East Germany and the optimal mix “to support investments and to realize
an active labor market policy” will play an important role in the future. Further-
more, especially for the northern part, a close link between regional policy, the
structural adjustment of agriculture and overall economic policy will be a great
challenge in the near future and stimulate the labor market.

V. A Special Problem of the Labor Market: The Apprenticeship Situation

The German politicians as well as the unions of employers and employees are
very proud to work with the so called “Dual System” of vocational training (prac-
tical work in enterprises and part-time schooling). No doubt, there are some ad-
vantages to this mode of organizing professional education (e.g. the link between
professional training and the labor market on the micro level; the vocational ed-
ucation in the context of practical daily life; the experience of the social environ-
ment of an enterprise). But there are some disadvantages, too: The number of
places offered depends on the economic viability of the firms; the internal struc-
ture of production has to cover the main elements of the curriculum; the profit-
ability of firms determines quantity and quality of vocational training.

A great part of these preconditions are not fulfilled in the Neue Bundeslander
because of the severe burden of the transformation process; nevertheless, due to
lower economic growth rates we do have a similar problem in West Germany,
too. By the end of August 1996 the situation could be summarized as follows:

Table 14
Situation End of August 1996

West Germany  East Germany
81,000 36,000 | pupils looking for a vocational training place
60,000 5,000 | offered places not yet accepted
135 720 | number of applicants per 100 vacant
apprenticeship places

The Federal Government as well as the Neue Bundeslinder are financing mea-
sures which should foster the private initiative to offer more places for the young-
sters. Sometimes, the governments are organizing and paying vocational training
outside of enterprises which demands a high budget expenditure.

In East Germany we can observe a certain tendency to create a “second appren-
ticeship market” (see: earlier remarks concerning the labor market and the special
measures for decreasing the unemployment rate).
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1. Final Remarks

The situation of the labor market seems to be an efficient criterion to describe
the development of an economy in an transformation process. Six years after the
beginning of the German Unification Process the labor market in East Germany
is confronted with very severe problems (more so than in the West). We have il-
lustrated the collapse of the socialist economy in 1989 and the break down of the
agricultural and industrial enterprises which resulted in very high unemployment
rates from one day to another more or less in all branches. The economic defi-
ciencies of the production units were obviously demanding very high invest-
ments; the environmental disasters were tremendous; to master an effective
transformation process from collective/state ownership to individual property/us-
age rights has been a great challenge.

Nevertheless, there was and there are remarkable positive economic results
within the unification of Germany. But at first we do need a realistic view of the
existing constraints which will determine the time span necessary to reach acom-
parable economic situation of production, employment and living conditions.
However, in the near future there will be a certain re-orientation of the economic
and financial policy of the past due to official budget deficits.

Last but not least, we should realize a great error of the past: The unification in
a broader sense takes more time than politicians and economists thought. There
was an interesting remark in a talk-show round table discussion: The integration
of East and West Germany within the unification takes

* only a couple of years for infrastructural investments

* 10-15 years for the economic development in the context of the economic mar-
ket forces

* and 40 years to grasp and to master the challenge of unification within our
“Matiere grise” (in our German heads), and that has to be a task for the citizens
in East and West Germany!
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Labour Market Problems in the European Union

Bernhard Friedmann

A. The Extent of the Problem

For quite a long time now high unemployment figures in the European Union
have been a cause for concern, and the situation has been steadily deteriorating.
From a figure of 1.9% in 1964 the percentage of unemployed in the EU of the
Fifteen has risen to almost 11% by mid-1996. About 18 million of its people are
out of work, which corresponds to the combined populations of Denmark, Fin-
land and Austria. Add in their families and dependents and you have roughly 50
million people in the European Union suffering the consequences of unemploy-
ment. However, even these figures do not reveal the full extent of the problem. If
you add on all those people engaged on work schemes, retraining and further
training programmes and all those who have had to take early retirement because
of unemployment, the situation becomes even more daunting.

Furthermore, national economies find themselves saddled with enormous costs
because of unemployment. In the EU the direct costs alone, i.e. unemployment
benefits plus the loss of tax revenue and social security contributions, amount at
the present time to over 200,000 million ECU per annum. This corresponds to the
total gross domestic product of the ten Central and Eastern European countries
that are to be admitted to the EU. In reality, however, the costs are much higher,
since unemployment involves considerable social expenditures as well as a fall-
ing off in revenue from indirect taxation.

Average unemployment over the period 1971-1980 was about 4%, whereas for
1981-1990 it was almost 10%. Of the 18 million unemployed about half are
long-term unemployed, who have been out of work for more than one year. Be-
hind this bald statistic lurk many harrowing human stories of hardship and mis-
ery. 20% are young people who have not yet managed to find any job, in itself a
highly explosive political factor. Rampant unemployment in the European Union
is a social and political time-bomb.

Unemployment figures vary from one Member State to another. In mid-1996
Spain had the highest figure with about 23%, followed by Finland with about
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18%, Ireland with almost 15% and France and Italy with roughly 12%. Belgium,
Germany, Austria, Sweden and the United Kingdom range between 9 and 10%.
Greece has 9% and farther back come Denmark, the Netherlands and Portugal
with about 7%. Luxembourg brings up the rear with a figure of less than 3% at
the present time.

By way of comparison, the figures for the USA are 5.2% in 1964 and 5.9% in
1995, though by mid-1996 it was almost back to the 5% mark. Figures for Japan
are 1.1% in 1964 and 2.9% in 1995.

B. Causes of Unemployment

High unemployment stands out in stark contrast to Europe’s economic muscle.
The European economic area, comprising the European Union internal market
plus the EFTA countries, accounts for 25% of gross world product and 40% of
world trade. So Europe is faced with the phenomenon of relatively high per capita
income being offset by relatively high unemployment.

The reasons for this high rate of unemployment are many and complex, and to
go into them individually and in detail would be beyond the scope of a paper such
as this, especially in view of the differences between the Member States in this
regard. However, by interpreting the various economic data to hand, it is possible
to arrive at some rather generalized conclusions. Even though it is frequently ar-
gued in various quarters that we have here nothing more alarming than a
short-term unemployment situation brought about by a slowing down in growth
rate, it would seem rather to be the case that Europe is affected by an unemploy-
ment crisis of a structural nature complicated by technological developments.
The following reasons may be adduced for this:

* Labour costs in Europe are comparatively high, which not only favours invest-
ment in rationalization but also lowers the ability of European enterprises to
compete both on the European and the international market.

« Factors that affect employment, such as workers rights, employment policy
and wage agreements, are not brought to bear effectively enough on the prob-
lem.

* New countries challenging for the same market pull the rug from under their
competitors, particularly through their lower labour costs. European countries
are very often not sufficiently attuned to new developments in the international
division of labour, particularly in the growth-bearing high technology sector.

« In many cases technical progress does away with more jobs than it creates.

Something must be done, but the trouble is that there are no patent remedies.
This is particularly evident in the case of the so-called ‘magic square’, the four
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points of which are growth, employment, stable prices and a balanced external
trade. How are these four points to be brought into alignment? The goals to be
pursued are often in conflict, and finding the right and appropriate solutions is of-
ten a formidable balancing act. All this applies to the fight against unemploy-
ment, and nowhere more so than in the European Union.

C. Legislative Framework of the European Union

We have to remember that the difficult unemployment situation in the Europe-
an Union is made up of the sum of the problems of the individual Member States.
This leads on naturally to the following question: at what level — whether Mem-
ber States, social partners or European Union — and with what instruments can
something be done to solve the problem of unemployment? Seeing that political
union is as yet only evolving, we have to consider how the EU should shape its
legislative and social policy vis-a-vis its Member States. In the United States, for
example, the government acts as a political counterweight to the domestic mar-
ket, which is of course based on a single currency. To this extent it also influences
labour market policy through instruments that have been put in place in a uniform
manner. The EU does not as yet have a uniform economic and monetary policy,
but it has set itself the following clearly defined eonomic goals:

* asteady growth rate which is not inflationary and does not unduly harm the en-
vironment,

¢ ahigh level of employment,

* a high degree of social protection with improved living standards and quality
of life.

These goals are to be attained through the domestic market in conjunction with
an economic and monetary union. The EU Treaty does not, however, stipulate
precisely what form this economic policy should take. The text of the treaty says
only that it is to be coordinated. A practical case that arises in the context of em-
ployment is, for example, the question of whether the provisions for continued
payment of wages to sick workers should be brought into line throughout the EU.
At the present time this matter is still governed by very different regulations,
which can lead to distortions of competition. The same is true of minimum wage
levels and provisions for work protection.

A legislative framework must be created therefore within the EU which will
achieve the goals that it has set itself. There should be no question of watering
down the Community’s responsibilities, but what must be avoided at all costs is
an overweening central bureaucracy. The principle of subsidiarity must be ad-
hered to. This means that only such matters as cannot be adequately regulated at
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Member State level should be dealt with at the level of the EU. The European
Parliament and the Council should reach agreement on the political objectives of
the Union, which would then be realised by the governments of the Member
States.

At Member State level, this would mean in practice that questions of wages,
wage agreements and conditions of employment would be regulated in coopera-
tion with the social partners. However, insofar as it is necessary for the proper
functioning of the European domestic market, regulations would have to be en-
acted at EU level. Here it will be generally sufficient for the EU to sketch out the
broad outlines, which would then be filled in in detail by the Member States.

D. Implementation of the Internal Market in the Interests of Employment

The internal market has indeed made great strides, but all is not yet perfect. For
example, we still have a long way to go in the matter of tax harmonization, espe-
cially of value added taxes. This leads to distortions of competition and conse-
quently affects employment. Fair competition is of vital importance for
employment. The EU has got to face up to the task of stamping out regulations
and practices that distort competition within the internal market, such as, for in-
stance, cutting corners on minimum social standards. In this connection it is re-
grettable that the European Social Charter has not been adopted by the United
Kingdom, with the result that we have a two-speed Europe on this issue. Never-
theless a good deal of progress has been made on European social policy. In
mid-1996 a very important directive was enacted which stipulates that workers
employed in a Member State other than their own must be allowed to benefit by
the conditions of employment prevailing in that country. In other words foreign
workers are to be guaranteed minimum wages. This directive must be transmuted
into national legislation by 1988. In Germany, for example, social dumping had
meant that increasing numbers of construction workers were being brought in
from Portugal and the United Kingdom at sharply reduced wages while many
German building workers were being made redundant.

On the one hand within the planned monetary union, it will be of vital impor-
tance for the internal market that the criteria set for currency stability should be
met. On the other hand, one has to consider that the strict observance of the cri-
teria of public debt and budget deficit can lead in the short-term conditions to the
non-availability of financial resources for anti-cyclical economic programmes.

Another task facing the EU will be to ensure that within the European internal
market environmental issues are given adequate consideration, as laid down in
the EU Treaty. Watering down environmental provisions can also lead to distor-
tions of competition.
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Finally, when it enters into international negotiations, particularly with the
World Trade Organization, the EU must make every effort to eliminate social
dumping and to ensure that environmental provisions are complied with.

E. European Solidarity

The whole notion of solidarity is a very important one not only in a social mar-
ket economy but also in the legislative thinking of the EU. What it means specif-
ically is that richer countries lend a helping hand to poorer ones, and this of
course raises the whole question of subsidies. There is a fundamental contradic-
tion between subsidies and free competition which is ample justification for EU
legislation on competition. The EU budget or Member State budgets are some-
times too flush with their money, but this can only ever be of short-term benefit
and eventually there will be a rude awakening and generally even higher unem-
ployment. Subsidies should be granted only for clearly defined reasons and only
until certain goals that have been established are reached. From this point of view
subsidies for the purpose of reducing unemployment may well be justified.

The European Social Fund as a financial instrument was set up at a very early
stage, actually by the EEC Treaty of 1958, whcih had a primarily economic ori-
entation. It was intended to enhance employment opportunities for workers in the
Common Market. As the Community expanded and developed the Social Fund
was joined in 1975 by the Regional Fund and the Fund for agricultural structural
measures. The Cohesion Fund, negotiated at the Edinburgh Summit, was set up
specially for Greece, Ireland, Portugal and Spain with a view to paving the way
for European monetary union. This Fund had the overriding objective of reducing
the economic disparities between the EU’s various regions. At the moment the
richest are five times richer than the poorest. One of the Fund’s principal con-
cerns is to reduce unemployment. A sum of 170,000 million ECU, at the present
time about 325,000 million DM, has been earmarked for the period 1994-1999 —
this includes monies from the Cohesion Fund. A special effort is to be made to
develop the so-called Objective 1 areas, i.e. those where per capita income is less
than 75% of the Community average. These areas receive three-quarters of all
Structural Fund aid. The four Cohesion Fund countries — Greece, Ireland, Portu-
gal and Spain — will get about 85,000 million ECU, which is half of the total sum
available. Spain alone will be given about 40,000 million ECU. A breakdown of
all the money available for structural funds shows that the Regional Fund gets
about 50%, the Social Fund about 30% and the Agricultural Fund and other struc-
tural measures about 20%.
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F. Effects of the Structural Funds

If we look into the effect that these considerable subsidies have on increasing
gross national product, we find that the figures are pretty modest by comparison
to the Cohesion Fund countries, which get most assistance. Ireland has seen the
most striking increase in gross national product, measured against the Communi-
ty average and in terms of parity of purchasing power, which has risen from 63%
in 1986 to 90% in 1996. The Irish authorities estimate that about 0.5% of the an-
nual growth rate may be attributed to the structural aids. Since its accession to the
European Union in 1986 Spain has seen its gross national product rise from 70%
to 78% in 1992. Since that time, however, it has been at a standstill. In Portugal
GNP rose from 54% in 1986 to 67% in 1993, but again since that time there has
been no movement. Since 1985 Greece’s GNP has remained at a low level with
minimal variations. It is the country with the lowest gross national product in the
EU. In the case of both Spain and Portugal intervention by the structural funds
have probably brought about no more than an average annual increase of 0.2% in
GNP.

One of the most important tasks of the Structural Fund was to reduce unem-
ployment, but the unemployment statistics make it clear that it has had even less
success in this regard.

Let us assume that it costs 70,000 ECU to create one permanent job — and this
is a generous estimate — and let us further assume that these jobs are created in
sectors of intensive production. When we take other multiplying and accelerating
factors into account, this means that for an expenditure of 1000 million ECU we
could have 25,000 jobs. Over the past seven years the Structural Funds have com-
mitted an average annual sum of 17,000 million ECU. If we throw in the co-fi-
nancing contributions of the Member States, this brings the figure up to around
30,000 million ECU. In the period 1996 to 1999, if we add in the co-financing
contributions of the Member States, the average annual sum available for reduc-
ing unemployment, directly or indirectly, would be in the order of 50,000 million
ECU. This means that every year anything from 750,000 (30 x 25,000) to over a
million (50 x 25,000) jobs could be created, but where are they? There is no sign
of them anywhere. It has been argued in many quarters that the situation would
be far worse without the Structural Funds, but the employment statistics quite
clearly tell a different story. To quote one example, the Portuguese authorities
claim that over the period 1989 to 1993 80,000 jobs were created with the help
of the Structural Funds. However, since the total figure for those at work has re-
mained constant, this means that the same number of jobs has been done away
with. In other words, no new jobs have been created at all.
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G. Relationship between Growth and Employment

How are we to explain all these depressing results? There can be no doubt that
there is a relationship between growth and employment. Yet bringing the poorer
Member States up to the EU average level of GNP does not mean a correspond-
ing reduction in the number of unemployed. It is true that Luxembourg, with per
capita income standing at 165% of the EU average, also has the lowest figure for
unemployment, 2.7% in 1995. However, because of high transfer payments com-
bined with a small population, Luxembourg cannot be viewed as a representative
case. The second lowest rate of unemployment in the EU belongs to Portugal
with a figure of 7%, yet on the prosperity scale it comes in second last, just above
Greece. Greece, with the lowest per capita income in the EU, has an unemploy-
ment rate of 9%, which puts it neck and neck with Germany, the United Kingdom
and Sweden. France, Italy and Belgium have relatively high per capita income
side by side with relatively high unemployment figures. In the three years
1993-1995 Ireland, for example, recorded an economic growth rate of 17%. Nev-
ertheless, in spite of a high injection of monies from the structural funds, there
was only a very slight fall of about 1% in the unemployment rate over the same
period. If you keep track of the situation over a longer period of time, you find
the same trend occurring. To take another example, Spain’s economy grew by
100% between 1970 and 1993, yet over the same period there was no change in
the high unemployment rate.

When we compare the prosperity league table with the employment figures for
the various regions of the EU — and it is these that are aided by the structural funds
— the picture becomes even clearer. Hamburg, for example, with a per capita in-
come of 190% of the Community average, is top of the table in the EU. However,
its unemployment figure of 7.6% puts it in the upper end of mid-table in this re-
gard. Per capita income in the Brussels region is by far the highest in Belgium,
but as against that it has the second highest figure for unemployment, 13.3%. At
4.1% Crete has the lowest unemployment rate in Greece, but it is also low on the
per capita income scale. The same is true of other regions also.

On the basis of these figures we can argue that the link between growth and em-
ployment has to a great extent been broken. One of the reasons for this may be
deduced from the following considerations. Over the period 1973-1990 the USA
had the same average annual growth rate as the EU at 2.3%, but its unemploy-
ment rate stayed at a steady figure of between 5 and 6% while that of the EU rose
to 10%. During the same period, however, real wages in the USA rose annually
by 0.4% as against 1.5% in the EU. This means that wage levels exercise a sig-
nificant influence on what is called the employment intensity of growth, in other
words the relationship between growth and employment. As things stand at
present, the EU would have to create 15 million jobs if it is to halve unemploy-
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ment by the year 2000. Indeed five million more jobs would have to be created
merely to keep the unemployment figures from rising any further.

A further point to be borne in mind is that areas that are predominantly rural
and generally have lower per capita income enjoy greater stability from the point
of view of employment than urban areas. However, lower per capita income does
not necessarily mean that people in these areas are worse off. Their incomes may
often be lower but the cost of living will also be lower.

Of course, the situation has to some extent been aggravated by the fact that peo-
ple have tended to leave rural areas, thus adding to the problems of the industri-
alized areas. Over the period 1980 to 1990 the number of agricultural workers in
the EU fell by 2 million to a level of barely 17 million. The EU’s agricultural sub-
sidies policy has to a certain extent contributed to this development, as in the past
it helped to build up larger agricultural holdings which needed fewer workers. It
remains to be seen whether the latest agricultural reforms can bring about an im-
provement in the situation through direct income subsidies, and in particular
whether the flight from the land can be stemmed. This is a particularly important
issue for the accession of the Central and Eastern European countries, which still
have 25% of all those in employment working in agriculture. The Fund for agri-
cultural structural measures is going to be particularly important in this context.
Part of the reason for setting it up was that it should cushion the EU against the
negative impact of agricultural reform.

H. Measures for the Reduction of Unemployment

An initial conclusion that is prompted by the considerations set out above is
that one of the principal reasons for high unemployment is high labour costs, es-
pecially, it would seem, in more heavily industrialized regions. This means that
if unemployment is to be cut, wage rises must be kept under some sort of control.
Normally subsidies will not be needed for this purpose. In its White Paper on
Growth, Competitiveness and Employment the Commission has outlined a num-
ber of ways and means of reconciling these three objectives without the need for
subsidies.

As has already been explained, most structural aids go to the Objective 1 re-
gions. They are meant to bring these regions up to 75% of average Community
income and therefore to the highest sustainable wage levels. However, in the light
of the above considerations, it has to be asked whether this is really a sensible cri-
terion from the point of view of employment policy. We are aiming at a 75% per
capita income level, which is quite a high figure, and at the same time we have
to realise that the higher the income levels the higher the unemployment. This is
a contradiction that has to be faced up to, but it is not the only one. The Member
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States that are being thus aided have to co-finance structural measures, but this
only forces them to go deeper into debt, particularly in the case of the poorer
countries. However, this can make it more difficult for them to meet the Maas-
tricht criteria for economic convergence. On the one hand these Member States
are being prepared for monetary union with the help of structural aids, but on the
other hand these very same structural aids are the cause of plunging them deeper
into debt, thus putting the attainment of the criteria for monetary union further
out of their reach. Furthermore, these aids are generally provided by the better-off
countries, but if too much money is involved, then even these countries could
have difficulty in meeting the convergence criteria. This is particularly true of
Germany. However, unstable economic conditions generally mean unemploy-
ment.

The Regional Fund in particular has been and is still being used to promote in-
frastructural projects. It has been found, however, that, in addition to the environ-
mental problems they cause, road-building projects have very little impact on
employment. Roadworks make intensive use of machinery and only create tem-
porary jobs. A Commission survey of major roadworks in the Objective 1 regions
estimates that from 50 to 80% of them are carried out by firms that are not from
the region itself, sometimes not even from the Member State. It frequently hap-
pens too that there are high follow-up costs which have not been taken into con-
sideration, thus swallowing up money that could be used for productive
measures. If infrastructural measures have to be put in place, they should be con-
centrated on areas where they will create additional jobs in the services sector.
Railways would be an example.

It has been argued over and over again that the unemployment crisis could be
beaten if more resources from the Structural Funds were thrown at it. However,
it is already clear that the Member States are not able to use up the money that is
available. At the end of last year about 25,000 million ECU or almost 50,000 mil-
lion DM had not been taken up. Amongst the reasons for this are the fact that na-
tional administrations are overstretched, difficulties in deploying the monies and
difficulties in relation to co-financing. Sometimes you just cannot spend a huge
amount of money wisely in a short period of time.

At the present time over 51% of the population of the European Union, almost
200 million people, are either directly or indirectly in receipt of aid from the
Structural Funds. Objectives are often not clearly defined, so that the aid ends up
being sprayed around on the watering-can principle. If unemployment is to be
cut, these resources will have to be brought to bear in a concentrated fashion on
the vitally important objectives.

The all-important thing, as far as employment is concerned, is that aids should
be directed more towards the productive sector. More must be done for those who
are in a position to offer jobs, and here small and medium-sized enterprises,
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which at present employ almost 70% of all those at work, have a vital role to play.
They are less vulnerable to short-term economic downturns.

The small and medium-sized enterprises are generally regarded as the most im-
portant source of additional jobs. They employ a disproportionate number of
young people, women and less-skilled workers and also have their own special
wage and productivity structures. They too, however, must be given suitable con-
ditions if they are to function properly. The fiscal, administrative and financial
obstacles that can hamper the creation and operation of small and medium-sized
enterprises must be eliminated. In the event of difficulties with financing at the
start-up stage, financial aid could be considered. Loans could be arranged, with
interest rebates in particular cases. The example of Finland and the new states of
the German Federal Republic demonstrates clearly the importance of small and
medium-sized enterprises. Up to 1990 Finland had a relatively low unemploy-
ment rate, about 5%. With the collapse of the Soviet Union markets were lost.
Since most of the workforce was in large enterprises rather than small and medi-
um-sized ones, the unemployment rate shot up in no time to 17%. There was a
similar situation in the new federal states of Germany. Small and medium-sized
enterprises played only a minor part in the former German Democratic Republic.

The very special potential for job creation afforded by the environmental pro-
tection sector is being increasingly recognised at the present time. The Commis-
sion’s White Paper estimates that three million jobs could be created in this sector
by the year 2000.

It is clear too that in the research and technology sectors there is a great deal of
ground to be made up.

I. Conclusions

By way of conclusion there can be no doubt that the connection between
growth and employment has been broken. The employment intensity of growth
is at such a low level that to effect any reduction of unemployment would call for
annual growth rates that are probably beyond our reach. One of the principal rea-
sons for this is high labour costs by comparison with the economies of other
countries. It is first and foremost the Member States and the social partners that
will have to face up to the challenge of achieving some restraint in the matter of
wage increases, while the EU will have to tackle the internal market. If employ-
ment is to be secured, the EU will have to ensure fair conditions of competition.
Subsidies should be given only for clearly defined objectives, and even then only
as a temporary measure. All the statistics to hand seem to confirm the pattern of
lower unemployment in those regions of the EU that have lower per capita in-
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come. The criterion established by the Structural Funds of a minimum per capita
income of 75% of the Community average, in addition to the wage rises that this
will call for, seems, from the standpoint of employment policy, to be contradic-
tory and self-defeating. Structural aids must be concentrated and not deployed on
the watering-can principle. They should be directed to the productive sector and
particularly to small and medium-sized enterprises. The environment sector,
which is becoming more important all the time, looks promising as a source of
many permanent jobs.

Sources

Eurostat Statistical information

— 1996-1: Per capita income in the regions.

— 1996-2: Unemployment in the regions 1995.

— 1996-3: Provisional figures for GDP 1995.

European Commission

— White Paper on Growth, Competitiveness and Employment, Official Publications
Office, Luxembourg 1994.

— Community structural interventions and employment, Brussels 1996.

— Sixth Annual Report on the 1994 Structural Fund, Brussels 1995.
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Low Unemployment Rate
and Female Labour Supply in Japan

Shimono Keiko!

A. Introduction

Life-time employment, the seniority wage system and company-based unions
have been distinguishing characteristics of the Japanese labour market. Stable,
long-term employment has served to guarantee employee loyality to the compa-
ny. However, life-time employment and the seniority wage system were gradu-
ally eroded in the 1980s. Early retirement at the age of 50 or so, and transfers to
related, usually smaller, companies will be the first signs of the erosion of this
stable employment system.

Furthermore, the number of regular workers employed by large companies, es-
pecially blue-collar workers and female workers, decreased dramatically during
the period 1974-85 and the 1990s, due to the introduction of industrial robots in
factories and computers and casual workers in offices. The Japanese unions did
not oppose these developments, because male employees did not become unem-
ployed, but were simply transferred to other factories or smaller subsidiary com-
panies.

Nevertheless, throughout this period unemployment in Japan remained low at
alevel of 1-3 percent in contrast to other industrialised countries, which recorded
high unemployment rates following the oil shocks of 1973 and 1979 (see Figure
1). Japan’s current rate of unemployment stands at 3.2 percent in 1995, the high-
est figure since World War II. However, Japan’s performance is still much better
than that of other industrialised countries such as the USA (6 percent), most EU
members (some 10 percent) and Australia and New Zealand (10 percent).

I'The preliminary version of this paper was presented at the 16th Joint Freiburg-Nagoya
Seminar, Freiburg, Germany. I would like to thank Professor Arayama Yuko, Dr. Harald
Nitsch and the members of the seminar for helpful suggestions and discussion. Also I
thank Ms. Sato Masayo for preparing the figures and tables.

4 Schober / Matsugi
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Figure 1: Comparison of the Unemployment Rate

Why is there such a big difference in unemployment rates between Japan and
other developed countries? Part of the explanation lies in the economic growth
rates of the 1980s. Japan had relatively high growth rates in terms of real GDP of
4.1 percent annually over the period 1981-90, compared with 2.6 percent for the
USA and 2.4 percent for the EU.

Part of the explanation, however, can be related to the pattern of Japanese fe-
male labour supply. Firstly, the female labour participation rate in Japan stayed
relatively stable in the 1980s, unlike the USA, Canada and other countries, which
recorded rapid increases. Secondly, one third of female workers are engaged in
low-paid, unstable work, so-called “part timer” jobs. In Japan, *“part timer” refers
not to an employee who works less than 35 hours a week, but to low wages and
instability. In fact, 40 percent of “part timers” work more than 35 hours a week
(see Figure 2). Demand for “part timers” strongly depends on economic condi-
tions, which has been pointed out by many economists (see Tachibanaki (1987)
and Houseman and Abraham (1993)). During a period of recession, for example,
the number of “part timers” decreases quickly. However, the majority of these are
not described as unemployed, but as having left the labour force. As a result, the
number of unemployed females increases only a little, as discussed in Part III of
Section B.
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Figure 2: The Distribution of Hours Worked per Week

The purpose of this paper is to explain the relationship between the pattern of
female labour supply and low unemployment in Japan. The next section of the
paper provides some statistics on female labour supply in Japan. This is followed
in Section C by a discussion of the impact of Japan’s current tax and social secu-
rity systems on women’s job choice. Section IV then presents some concluding
remarks.

B. Female Labour Supply in Japan
I. Labour Supply for Women

In such countries as the USA and Canada, the female labour market participa-
tion rate increased rapidly in the 1980s. In contrast, the rate in Japan increased
slowly from 48 percent in 1980, to 51 percent in 1992 and 50 percent in 1995.

According to Table 1, in 1995 some 16 million women (or 30 percent of the
female population aged 15 years and over) are “not in the labour force” because
they keep house. In Japan, house-keeping is considered a respectable occupation
and there is no pressure on married women to work.

Traditional gender roles whereby men go to work and women stay at home are
still supported by some 60 percent of the Japanese population, including even the
younger generation. Also, some 80 percent of the Japanese insist that keeping
house and raising children are women’s responsibilities, although women can
work. Male workers in Japan work on average a total of some 2,000 hours a year,

4%
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Table 1
Labour Force Status (ten thousand persons)
Male Female
Population 15 years old and over (a)| 5,108 5,402
Labour Force (b) 3,966 2,701
b/a (77.6%) (50.0%)
Employed (c) 3,843 2,614
c/b (96.9%) (96.8%)
Not in labour force (d) 1,139 2,698
d/a (22.3%) (49.9%)
*Keeping house (e) 22 1,637
e/d (1.9%) (60.7%)
*Attending school (f) 489 424
f/d (42.9%) (15.7%)
*Other (g) 627 636
g/d (55.0%) (23.6%)
Labour force participation rate (77.6%) (50.0%)
Rate of unemployed in labour force | (3.1%) (3.2%)

Data: Annual Report on the Labour Force Survey, 1995.

compared with 1,600 hours a year in the case of France and Germany. Such long
working hours for male workers would be impossible without house-keeping
wives. Under current conditions in Japan, married women are unable to work as
long as men do (see Figure 2). Thus the labour market participation rate for mar-
ried women is closely related to their husband’s income: the lower the husband’s
income, the higher the labour ratio for married women. Another factor is the level
of education: the higher the level of education of married women, the lower their
labour market participation rate, unlike other developed countries. There is a pos-
sibility that in Japan many married women might be discouraged from working
(see Tachibanaki and Sakurai (1991)).

The Japanese labour market is clearly segmented by sex. Male workers are em-
ployed under the life-time employment system and their wages are determined
by the number of years they have worked for the company under the so-called
“seniority wage” system. Males are expected to work for their entire lives, unlike
female workers. Young working women are referred to as “office flowers”, the
expectation being that they will leave the office once they “fade”. Most work un-
dertaken by young women involves secretarial work without promotion. Many
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young women therefore quit their jobs once they marry or have babies, but will
enter the labour market again, once their children have grown up (see Figure 3).
In this way, the labour market participation rate for Japanese women produces a
clear M-shape, unlike most industrialised countries.
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Figure 3: Female Labour Market Participation Rate by Age

It should be noted that most Japanese people hold the strong belief, despite
there being no scientific evidence to support it, that a mother should take care of
her baby for at least three years. This belief, however, can be seen as an obstacle
for young Japanese mothers, keeping them from continuing to wortk, or as an ex-
cuse for quitting their jobs.

After their children have reached primary school, women try to re-enter the
workforce, though their options are generally restricted to low-paid “part timer”
jobs. Some 50 percent of middle-aged female employees in the Japanese work-
force are “part timers”. It is important to understand that in Japan “part-time”
does not denote a job with shorter working hours, but low-paid, unstable work.
In fact, one third of the “part-timers” in Japan work longer than 35 hours a week
(see Figure 2).
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II. The “Part Timer” as a Low-Paid Worker

Table 2 shows the income distribution rates for male and female employees.
Average wages for female workers are about half of those for male workers. Such
a gap partly derives from different lengths of work experience, which on average
was 7.6 years for females and 12.8 years for males in 1994. However, even in the
case of employees of the same age and with the same experience, the wage gap
by sex is still substantial, and the older the worker the greater the wage gap by
sex. This is because men’s wage increases with age, while women’s wage re-
mains almost the same after the age of 30. Even at the age of 50 the average wage
of female workers is only half that of their male colleagues of the same age and
with the same length of service. Low income for women is justified by the nature
of the jobs they perform, which are secretarial rather than managerial, although
Japanese companies typically are unwilling to provide female workers with man-
agerial opportunities.

Table 2
Income Distribution for Employees (1996)
annual income (Regular staff) (Part-timers)
(10,000 yen) male female male female

-50 0.5% 1.4% 28.8% 20.7%
50-99 0.7% 4.2% 27.6% 48.0%
100-149 1.9% 10.2% 16.5% 18.0%
150-199 3.5% 14.2% 9.4% 6.7%
200-299 13.2% 29.5% 8.8% 4.0%
300-399 18.4% 18.9% 4.1% 1.0%
400499 17.0% 9.4% 1.8% 0.1%
500-699 22.9% 7.6% 0.6% 0.0%
700-999 15.2% 3.4% 0.0% 0.0%
1000- 5.8% 0.4% 0.0% 0.0%

Data: Report of the Special Survey of the Labour Force Survey, Feb. 1996

Furthermore, Table 2 shows that the annual income of “part timers” is consid-
erably lower than that of regular employees, especially for female “part timers”.
Some 70 percent of female “part timers” earn less than 1 million yen per year,
despite the fact that some 40 percent work more than 35 hours a week. This sug-
gests that hourly wage rates for female “part timers” are lower than that for reg-
ular workers. The majority of “part timers” do not earn enough money to support
themselves. Thus the Japanese tax and social security system provides compen-
sation to married women who do not work or have low incomes of under 1 mil-
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lion yen per year, which has a further impact on the pattern of labour supply for
married women, as will be discussed in Section C.

The average hourly wage rate is 1689 yen for regular male workers, 1187 yen
for regular female workers and 831 yen for female “part timers” (Ministry of La-
bour, Basic Survey on Wage Structure, 1993). The hourly wage rate for female
“part timers” is some 70 percent of that of regular female workers and some 50
percent of that of regular male workers. Furthermore, company payments for reg-
ular workers, such as social security, bonuses, retirement payments and fringe
benefits like housing allowances, family allowances, transport allowances and so
on result in labour costs for female “part timers” being less than half of that of
regular female workers.

“Part time” workers thus constitute a source of cheap labour for employers.
The ratio of “part timers” among female employees has been increasing rapidly,
rising from 26 percent in 1982 to 32 percent in 1987 and 34 percent in 1992.
Working conditions for women, therefore, have gradually become unstable.

III. Business Cycles and Unemployment

In times of recession, employment falls and unemployment rises, as Figure 4
shows. The annual fluctuation in numbers of female workers in Japan has been
larger than that for male workers. Male workers have increased in numbers in all
periods except only in 1975 and 1993, even following the oil shocks of the 1970s.
By contrast, female labour demand seems to be much more dependent on busi-
ness cycles. Furthermore, Figure 4 shows that the number of female workers has
increased rapidly after the oil shocks.

The figures in Table 3 derive from the calculation employed in Figure 4. Table
3 shows the average number of the annual fluctuation for the unemployed and the
employed. The average fluctuation per year of the unemployed is twelve thou-
sand persons for females and sixteen thousand persons for males for the period
from 1956 to 1995 and the standard deviation of the annual fluctuation for unem-
ployed females is much less than that for males. In the case of unemployment,
the fluctuation in numbers of unemployed females was smaller than that for un-
employed males. However, in the case of employment, the standard deviation of
the annual fluctuation for females is much larger than that for males.

Table 4 shows that in the case of females there is no relationship between the
annual change in numbers of the unemployed and that of the employed for fe-
males, however, in the case of males a strong relationship between them exists.
In times of recession, the number of employed females decreases like that of
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Figure 4: Annual Changes in the Labour Force

Table 3
The Annual Change of Unemployed and Employed Persons
(unit: ten thousand persons)

[1956-1969]  [1970-1979]  [1980-1995] ||[1956-1995]
average SE = average SE  average SE average SE
unemployed (female) || -1.21 211 210 274 275 468 120 3.12
employed (female) 2043 1399 1140 36.44 31.06 22.2¢|22.43 19.65
unemployed (male) -1.50 426 3.60 7.32 3.06 7.93]| 1.60 5.63
employed (male) 46.07 1592 2450 13.23 30.00 18.07|| 3425 15.49

males, however, that does not lead to an increase in the number of unemployed
females. How do women who lose jobs behave?

Three categories are used in the labour statistics: “employed”, “totally unem-
ployed” and “not in the labour force”. The unemployment rate is calculated as
“totally unemployed” / (“employed” + “totally unemployed”). In general, the
larger the number of persons who lose their jobs and fall into the “not in the la-
bour force” category, the smaller the number of unemployed persons becomes.
Table 4 shows that in the case of females “totally unemployed” figures do not
correlate with “employed” figures. Male unemployed and employed figures have
a strong negative correlation. According to the estimation for the period 1956-95
in Table 4, male unemployed figures increase by 2,700 for every 10,000 male
workers who lose their jobs. On the other hand, in the case of females, the rela-
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tionship between an increase of the number of unemployed persons and a de-
crease of the number of employees is not significant. Even if it is significant, the
number of unemployed persons increases only by 400 for every 10,000 who lose
their jobs. Over 90 percent of female workers losing their jobs shift to the cate-
gory “not in the labour force”.

Table 4
Estimation Results
[female] [male]
const. emp R*R const. emp R*R
1956-1995 2.027 -0.0369 0.058 10.727  -0.2664 0.486
3.91) (0.024) (5.21) (0.044)
1956-1969 -1.179 -0.0017  0.00013 5.621 -1.1546  0.334
(2.28) (0.043) (3.75) (0.063)
1970-1979 2.267 -0.0146 0.038 13.649  -0.4102 0.549
(3.00) (0.026) (5.50) (0.131)
1980-1995 6.502 -0.0121 033 | 12147 -03028 0.477
(4.10) (0.046) (6.13) (0.085)

Data: Annual Report on the Labour Force Survey
Note: 1. Dependent variable is an annual change of unemployment persons.
2. ‘const’ is a constant term and ‘emp’is an annual change of employed per-
sons.
3. Figures in () are standard deviation.
4. Correlation between an annual change of the unemployed and that of the

employed:
female male
1956-1969 -0.114 -0.578
1970-1979 -0.195 -0.746
1980-1995 -0.574 (-0.690)
total period -0.241 -0.697

C. Why do Married Women Choose to be “Part Timers”?

On average Japanese women have higher education levels than those in other
developed countries. Recently some 40 percent of women graduated from uni-
versity or two-years college study. Even among middle-aged women in their 40s,
some 30 percent have a higher education. However, most of them are only able
to find “part timer” jobs. Also, some 60 percent of female “part timers” wish to
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continue being “part timers”, while only 6 percent wish to be regular workers.
The main reason why women choose to be “part timers” relates to hours worked,
despite the fact that “part timers” in Japan work longer than in other developed
countries (see Figure 2). For most women the empbhasis is on keeping their houses
clean, not on their own careers or other interests.

The reason highly educated women accept “part timers” status with its low
rates of pay and lack of promotion opportunities would appear to lie in Japan’s
current taxation and social security system. This system compensates married
women who do not work or only desire low incomes in their capacity as “part
timers”.

Figure 5 shows the total family income under the current Japanese system. If a
wife’s annual income is less than one million yen (US $10,000, based on an ex-
change rate of US $1.00 = 100 yen), she is treated as not independent economi-
cally under the taxation and social security system. This means that she does not
have to pay tax or contribute to the public insurance system. Furthermore, her
husband can apply for a tax deduction for a dependent wife, on top of which he
is also given a dependent allowance by his company of about 250,000 yen per
year (US $2,500). On the other hand, if a wife earns over one million yen, she is
not a dependent under the taxation and social security system. Thus, the dispos-
able income of her husband decreases sharply, for he is no longer entitled to de-
pendent allowance or tax deduction. Furthermore, a working wife is obliged to
contribute to the public insurance system, to both health and pension insurance,
although her husband has to contribute the same amount of money to the public
health and pension insurance system as if his wife were treated as a dependent.

Figure 6 shows the total family income excluding tax and public insurance con-
tributions. If a wife wishes to work and earns under one million yen, all her in-
come is added to the total family disposable income. Once a wife earns over one
million yen, the total family income drops sharply (see Figure 6). If a married
woman were to earn two million yen per year, the total family income would be
almost the same as if she earned only one million yen. Given the very low wage
rates paid to married women, it is very unlikely that one could earn two million
yen as a “part timer” (see Table 2). It is easy to see, given all this, why most “part
timers” wish to remain dependents of their husbands.

D. Conclusion

This paper has explained the connection between low unemployment rates in
Japan and the pattern of female labour supply. Firstly, the female labour market
participation rate in Japan increased relatively slowly during the 1970s and
1980s, although Japanese economic growth rates were higher than those in other
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Figure 5: Total Disposable Family Income

developed countries. Secondly, one third of female employees work in low-paid,
unstable jobs as “part timers”. When female “part timers” lose their jobs, only 5
percent are described as being unemployed. The other 95 percent are said to have
left the labour market and gone *“back to their kitchens”. This behaviour sustains
the impression given by statistics of a low unemployment rate in Japan.

Labour participation rates for married women in Japan are strongly correlated
with the husband’s income. The higher the husband’s income, the lower the
working ratio. Even though they are working, some 70 percent of “part timers”
are not considered as independent persons under the taxation and social security
system in Japan. As Figure 5 and Figure 6 show, under the current system, the
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Notes: 1. “A” indicates the limited income, under which the wife is regarded as a depen-
dent of her husband. Then the husband can get dependent allowance by his company and
the wife has not to contribute to social security.

2. “B” is equivalent to “A” in terms of the total income of the husband and the wife.

Figure 6: The Total Income of Husband and Wife

families with dependent wives have a considerable advantage and there is no in-
centive for married women to work and earn more than one million yen per year,
even if they have a chance to do so.

To sum up, low-paid and unstable “part timer” work can weaken the impact of
business cycles on unemployment rates. Furthermore, “part timer” jobs are relat-
ed to the longer working hours worked by men in Japan.
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Choice to not be Employed in Intact Families:
Interaction between Male and Female Household Members
and the Determination of Working or not Working,
of Working Hours, and Working Days

Yuko Arayama1

A. Introduction

The unemployment rate in Japan has been substantially lower compared with
that in EU countries and US. Namely, the unemployment rate was 10.7% in EU
countries and 6.8% in the US in 1993, but in Japan it remained at 2.5% in the
same year. Many studies emphasize the differences in the definitions of unem-
ployment in order to explain the observed difference in unemployment rates.’
Tomita (1984) pointed out that the method used in order to determine whether a
person is engaging in job search activities and the identification as a house keeper
or a job seeker, respectively, can affect the estimating of the unemployment rate..
Based on these approaches, this study tries to analyze the choice to not be em-
ployed by focusing on the choice between working and not working, between
looking for a job and not doing so, and by analyzing the determination of working
hours per week and annual working days, especially with regard to the interac-
tions among family members.

The 1987 Employment Status Survey in Japan (micro data) was utilized to per-
form this research. We observed that the calculated unemployment rate for fe-
males, 8.6%, is substantially higher than the calculated male unemployment rate,

! This research was performed as a part of a research project organized by Prof. Yoshi-
hiro Maruyama with support by the Scientific Research Fund of the Ministry of Education.
I am indebted to Professors Y. Maruyama, T. Matsugi, and K.Taketoshi for many useful
comments. I have received very helpful research assistance from S. Furuta and K. Miy-
oshi.

2 The Labor Force Survey defines a person who worked more than one hour with pay
in the last one week of the month as a worker at work. Workers comprise both workers at
work and workers on vacation.
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while the male unemployment rate, 2.0%, is found to be very close to the official
rate of unemployment reported by the Ministry of Labor.3 We will focus on this
difference in the unemployment rates for males and females in the Employment
Status Survey and try to infer the reason why the overall unemployment rate has
been lower in Japan compared with other similar countries.

This paper is organized as follows. The first section summarizes the findings
of the Employment Status Survey. The second section explains the derivation of
unemployment from the data made available by the Employment Status Survey.
The third section reports the results of log-linear analysis concerning male and
female work status and job search. An economic model of working hour deter-
mination and a corresponding econometric model will be developed in the fourth
section. The fifth section then summarizes the results of coefficient estimation.
The final section will provide concluding remarks.

B. Data Source

The Employment Status Survey (ESS later on) was performed by the Statistics
Bureau 1985 Population Census as the first stage sampling unit, and households
as the second-stage sampling units. 326,033 households were chosen from
24,900 enumeration districts adopted as stratified two-stage sampling method
from the enumeration districts for the Population Census. All the household
members 15 years old and over living in the chosen households were counted, to-
talling 832,302 persons.

In accordance with the purpose of our research, age range was limited to be-
tween 18 and 60 years old. Married persons were selected first and these persons
were grouped together again to form family households. As a result, 139,167
households were included in this analysis. Definition of variables and their means
and standard deviations are reported in Table 1.

C. Determinants for Unemployment Rates

Male and female work force (M_WF and F_WF) is defined as,
) M_WF = m"/ M_POP,

3 Since the unemployment rate for household heads is 0.3% lower compared with the
reported unemployment rate, the calculated unemployment rate based on the Employment
Status Survey is roughly 0.2% lower than the reported unemployment rate.
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Table 1
Means and Standard Deviation of Variables
Variable Definition Means  S.D.
M_AGE male age 43.71 9.34
F_AGE female age 40.95 9.17
M_EDUC male years of schooling 12.02 2.46
F_EDUC female years of schooling 11.62 1.9
CHILD children under 6 years old 0.15 0.08
M_WHOURS male weekly working hours 4647 9.24
4337  (9.34)
F_WHOURS female weekly working hours 36.78  14.21
(16.8) (20.6)
M_WDAYS male annual working days 227.63 4321
(222.5) (56.84)
F_WDAYS female annual working days 196.79  67.83
(106.3) (110.31)
M_WS4 male work status 3.85 0.53
1 = not working w/ job search (2.0%)
2 = not working w/o job search (1.8%)
3 = working w/ job search (5.2%)
4 = working w/o job search (91.1%)
F_WS4 female work status 2.96 1.11
= not working w/ job search (8.6%)
2 = not working w/o job search (38.2%)
3 = working w/ job search (3.1%)
4 = working w/o job search (50.1%)
M_EMPLOY dummy: 1 if working = 1 091 0.29
F_EMPLOY dummy: 1 if working = 1 0.51 0.50
M_P_WAGE male predicted hourly wages 0.25 0.07
F_P_WAGE female predicted hourly wages 0.1 0.03
M_P_DINC male predicted daily earnings 33.89 1.06
F_P_DINC female predicted daily earnings 2.86 0.33
UNEARNED income from other sources 49.16 12143
D_URBAN dummy: living in urban areas 0.28 0.45
D_FRINGE dummy: living in rural areas 0.51 0.5
D_SIZE2 dummy: population between 100,000-250,000 0.28 0.45
D_SIZE3 dummy: population between 250,000-500,000 0.22 0.41
D_SIZE4 dummy: population more than 500,000 0.06 0.24

Note: Values in brackets indicate average values of male weekly working hours; when
missing, values are substituted by zero.

5 Schober / Matsugi
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@ F_WF= " F_poP,
where M_POP and F_POP are male and female population. m” and f " are the
rate of persons who are classified as work force respectively.

The number of persons who are employed is given by fraction of male and fe-
male population;
3) M_W = m“ M_WF, and
4) F_W= f*F_WF.

Needless to say, the numbers of males and females who are not working are
given by

) M_NW = (1-m®)M_WF, and
(6) F_NW =(1- f*)F_WF.
The number of unemployed workers (M_UEP and F_UEP) is given by
™ M_UEP = (1 -m"* - m* )M_WF,
8) F_UEP=(1- ™ _ f*)F_WF,

where m™* and fhk indicate the male and female ratio of “house keepers” in the
male and female work force respectively, and m® and f° the male and female
ratio of employed persons in the male and female work force respectively. There-
fore, the male unemployment rate is derived from Equation 7. It shows that the
male unemployment rate can be defined as follows in terms of m* s m* , m® and
M_POP.

© m _M_UEP m_ e _ (1 —-m™ —m®ym" M_poOP
M_WF m*'M_poP

Similarly, the female unemployment rate is defined as follows in terms of f he
f¢,and F_POP.

(10) W =1 ge

We can specify that each person is employed or not employed and engaging in
job search or making no job search by utilizing the information reported in ESS.
Thus, males can be divided into the following four work-status categories: 1) not
working with job search (M., ), 2) not working without job search (M),
3) working with job search (M, ), and 4) working without job search ( M), ).
Similarly, females can be classified as belonging to the following four work-sta-
tus categories: 1) not working with job search ( F fw ), 2) not working without job
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search (F"”) 3) working with job search ( F” ), and 4) working without job
search (F'” *). Therefore, m"* and m® are given by the share of M’ in the moth-
er populatlon (m), and the share of M’ +M?° in mother population,

(m’) +m’"), respectively. Namely, we have,
1) m™ = m
(12) m® = m!’ 4 ml®

Then the unemployment rate for males is given by

(13) u" = mjs

nw?’

where m >, stands for the share of unemployed males with job search in the moth-
er populatlon 4 Slmllarly, the unemployment rate for females is given by

(14) fnw ,

where fffw stands for the share of unemployed females with job search in the
mother population.

By utilizing ESS we find that male and female unemployment rates are 2.0%
and 8.6% respectively. The male unemployment rate derived by the above equa-
tion is very close to the unemployment rate officially announced by the Ministry
of Labor, 2.5%; however, the female unemployment rate is far beyond the offi-
cial rate of roughly 2.5%. The two possible reasons are: 1) the work status of not
working with job search is not based on an official survey definition, but rather
reflects female opinion about willingness to have a job, and 2) the rate of married
women who are working is substantially lower compared with the rest of the
sample. Since the mother population for females are married women who prefer
to remain within households without working outside which tends to reduce the
unemployment rate for females, the observed high rate of unemployment for fe-
males can be considered as a puzzle.

D. Log-linear Analysis for Work Status Determination

Tables 2 and 3 report the result of log-linear analysis of male and female work
status.> Work status here is divided into four categories; not working with job
search (indicated by “WS1”), not working without job search (indicated by

4 Tomita stated that persons classified as not working with job search in ESS (survey
on usual state) are roughly corresponding to persons unemployed in Labor Force Survey
(survey on actual state).

5 Log-linear estimates for males and females are reported in Appendices 1 and 2, re-
spectively.

5%
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“WS82”), working with job search (indicated by “WS3”), and working without
job search (indicated by “WS4”). The reported coefficients are the logit estimates
of WS1, WS2, and WS3 to WS4 respectively.

Table 2
Multinominal Logit Estimates of Male Work Status
Variable WS1/WS4  WS2/WS4  WS3/WS4

CONSTANT -7.48 -10.27 -1.03
(-38.20) (-41.52) (-7.80)

M_P_DINC -3.61 -3.93 -0.21
(-37.03) (-33.66) (-2.54)

F_P_DINC -1.28 -0.87 -0.29
(-7.24) (-4.51) (-2.72)

M_AGE 0.12 0.17 -0.02
(44.88) (48.78) (-9.44)

M_EDUC 0.36 0.39 -0.03
(20.47) (19.02) (-2.34)

CHILD -0.10 -0.14 -0.01
(-1.90) (-1.63) (-0.31)

D_URBAN 0.02 0.03 -0.14
(0.29) 0.41) (-3.57)

D_FRINGE -0.85 -0.75 -0.09
(-13.01) (-10.08) (-2.06)

D_SIZE2 0.58 0.42 0.1

(10.49) (6.95) (2.85)

D_SIZE3 0.81 0.53 0.09
(14.95) (8.82) (2.70)

D_SIZE4 0.52 021 0.10
(5.29) (1.78) (1.71)

Note: 1. Work Status indicates that 1 = not working w/ job search (2.0%), 2 = not working
w/o job search (1.8%), 3 = working w/ job search (5.2%), and 4 = working w/o job

search (91.1%).

2. t-values are in parentheses.

The explanatory variables consist of four major categories; 1) earnings per day
of male and female household members predicted by utilizing Mill’s ratio, 2) per-
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Table 3

Multinominal Logit Estimates of Female Work Status

Variable WS1/WS4  WS2/WS4  WS3/WS4

CONSTANT 426 9.19 -7.95
(9.94) (35.08) (-10.40)

M_P_DINC 0.18 0.51 -0.17
(4.99) (22.78) (-2.77)

F_P_DINC 6.98 16.08 -11.19
‘ (10.83) (41.27) (-9.68)
F_AGE -0.07 -0.11 0.03
(-16.55) (-39.45) 3.97)

F_EDUC -0.62 -1.28 0.88
(-11.64) (-39.49) 9.16)

CHILD 0.47 1.44 -0.59
(15.44) (79.59) (-10.82)

D_URBAN 0.19 0.32 -0.18
(5.20) (14.58) (-2.89)

D_FRINGE 0.13 0.41 -0.57
(2.80) (14.85) (-7.26)

D_SIZE2 0.22 0.09 0.27
(7.74) (5.20) (5.96)

D_SIZE3 0.16 -0.23 0.54
(4.38) (-10.54) 9.11)

D_SIZE4 0.00 -0.34 0.54
0.02) (-10.49) (6.11)

Notes: 1. Work Status indicates that 1 = not working w/ job search (8.6%), 2 = not
working w/o job search (38.2%), 3 = working w/ job search (3.1%), and 4

= working w/o job search (50.1%).
2. t-values are in parenrtheses.
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sonal characteristics such as age and educational level, 3) children, and 4) loca-
tion characteristics of households. Predicted values of earnings per day were
utilized in order to avoid not only bias in estimated coefficients for female house-
hold members but also selectivity bias for male household members due to the
work status of their spouses. Since roughly half of the female members do not
have any earnings utilizing actual earnings in the estimation means excluding
households in which the female spouse is not in the work force.
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Male and female differences in the way of responding to the explanatory vari-
ables can be summarized as follows. In the first place, males and females show
opposite responses to a change in their own earnings per day in the probabilities
of both not working with job search and not working without job search. An in-
crease in predicted value of earnings per day decreases the probability of not
working with job search, that of not working without job search and that of work-
ing with job search for male household members. On the contrary, an increase in
predicted value in earnings per day increases the probability of not working with
job search and that of not working without job search, and decreases only the
probability of working with job search for female household members.

Secondly, an increase in age also elicits completely opposite responses from
male and female household members. An increase in age increases the probabil-
ity of not working with job search and that of not working without job search, but
decreases that of working with job search for male household members. On the
other hand, an increase in age decreases the probability of not working with job
search and that of not working without job search, but increases that of working
with job search for female household members. Thirdly, coincidentally an in-
crease in the level of education produces exactly the same effects as an increase
in age. An increase in education increases the probability of not working with job
search and that of not working without job search, but decreases that of working
with job search for male household members. On the other hand, an increase in
education decreases the probability of not working with job search and that of not
working without job search, but increases that of working with job search for fe-
male household members.

In the fourth place, children in a household decrease the probability of not
working with job search, that of not working without job search, and that of
working with job search for male household members. On the other hand, female
household members increase the probability of not working and decrease only
the probability of working with job search.

In the fifth place, residing in rural areas increases the probability of not work-
ing with job search and that of not working without job search for male household
members compared with those residing in city areas. On the contrary, for female
household members, residing in rural areas decreases the probability of not work-
ing with job search and that of not working without job search compared with
those residing in city areas. Both the male and female household members resid-
ing in rural areas reduce the probability of working with job search.

Finally, male residence in a city of larger population size tends to increase the
probability of not working without job search, that of not working with job search
and that of working with job search; female residence in a city with more than



Choice to not be Employed in Intact Families 71

250,000 inhabitants tends to decrease the probability of not working without job
search.

E. Determination of Working Hours vs.
Determination of Working Days

We will assume the simplest neo-classical model as an economic model of
households as follows,

max U(t;", t,f, X;0)

s.t.

(15) X=w"l+wtl v
et = 1"
ot =

where U(-) stands for utility function, 7' and t,f are male and female leisure
hours, t'w" and t£ are male and female working hours, X is income and monetary
value of consumption goods, w” and w/ are male and female wage rates, V is
unearned income, and ™ and +/ are male and female total available hours.

Based on the economic model, working hours per week and working days per
year are going to be estimated.® We utilized Mill’s ratio when we derived the pre-
dicted value of male and female wages.’ The predicted values of male and female
wages are included in working hours per week and working days per year equa-
tions.

F. Results of Coefficient Estimation

Table 4 reports the result of the coefficient estimation which utilizes the pre-
dicted value of income per day as an explanatory variable. First, we will scruti-
nize the effect of an increase in the predicted values of earnings per day on
working hours per week and annual working days. An increase in the predicted
values of male earnings per day tends to increase both working hours per week
and annual working days for male household members. Similarly, an increase in

6 The major structure of the econometric model is based on Arayama (1995).

7 Estimation of Mill’s ratio by using probit model for males was not so successful, pos-
sibly because more than 96% of males are employed. Therefore, we performed logit mod-
el to get the predicted value of male wages.
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the predicted values of female earnings per day tends to increase female working
hours per week, but tends to decrease female annual working days. In addition,
it is noted that an increase in the predicted values of male earnings per day tends
to decrease female working hours per week and increase annual working days. In
other words, it is observed that higher male earnings induce wives to shift from
full time work for longer working hours to part-time work for shorter working
hours per day. As far as an effect of an increase in female earnings on male work-
ing hours per week and annual working days is concerned, it is noted that the co-
efficient itself is not so large compared with other coefficients or does not posses
high t-ratios.

Secondly, male working hours per week and annual working days tend to de-
crease with age and reach their minimum around age 57 and 51 respectively.
Similarly, female annual working days tend to decrease with age and reach their
minimum around age 42. On the other hand, female working hours per week tend
to increase with age and reach their maximum around age 43.

Thirdly, both the number of male working hours per week and that of annual
working days is affected by children. On the other hand, working hours per week
tend to be shortened due to children for female household members, however, fe-
male annual working days tend to increase for female household members with
children. This implies that female household members have to spare some hours
to take care of their children so that they tend to shift from full time work to
part-time work.

These results imply that male and female in household members behave differ-
ently in many aspects, especially in response to the change in earning capacities
of their spouses. Nevertheless, officially announced unemployment rates for
male and females are very similar. The large estimated coefficient of male earn-
ing capacity in female working hours and annual working days equations can
possibly imply flexibility in female working decisions.

G. Concluding Remarks

Logit analysis has shown that higher predicted male daily income raises the
probability of being employed for male household members, while higher pre-
dicted female daily income reduces the probability of being employed, and in-
creases the probability of remaining in reserve for employment or remaining a
housekeeper. It is also observed that female household members tend to reduce
annual working days as their daily income increases while male household mem-
bers tend to increase not only working hours per day but also annual working
days as their income per day increases.
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Tobit Estimates of Working Hours :ﬁgli’:orking Days by Fitted Daily Income
Variable MWHOURS FWHOURS MWDAYS FWDAYS
M_P_DINC 35.14 -15.40 151.28 143.21
(148.78) (-31.98) (258.71) (145.71)
F_P_DINC 3.24 69.83 10.4 -105.48
(8.8) (77.85) (48.06) (-92.29)
AGE -4.00 9.14 -21.59 -41.68
(-243.87) (88.22) (-815.68) (-129.92)
AGESQ 3.44 -10.46 20.98 49.67
(145.99) (-81.38) (497.44) (123.35)
EDUC -4.01 -4.71 -17.25 -223
(-112.58) (-61.03) (-245.12) (-106.81)
UNEARNED -0.01 -0.03 0.02 -0.08
(-17.12) (-23.87) (20.18) (-24.19)
CHILD 0.18 -64.44 0.39 56.13
(2.35) (-77.45) (2.26) (199.96)
D_URBAN -2.02 4.67 92 -48.5
(-16.83) (11.68) (-30.19) (-41.34)
D_FRINGE 7.04 8.92 34.1 16.76
(53.60) (21.17) (100.34) (20.00)
D_SIZE2 -3.17 29 -15.18 -17.38
(-28.70) (-8.88) (-59.04) (-74.49)
D_SIZE3 -3.86 5.87 -18.19 -74.20
(-34.15) (18.07) (-69.54) (-72.35)
D_SIZE4 -1.66 -3.96 -8.81 -91.87
(-8.42) (-6.56) (-19.85) (-51.44)

Note: t-ratios are in parentheses.
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These results indicate that female household members are seemingly very ac-

tive in labor markets for the decision on their working status although 46.8% of

females are not working on average. Since the ESS is asking questions about the
usual status, it is conceivable that unemployment rates can be found to be sub-
stantially higher for females as a reflection of this female active stance to their
work decision, compared with the formally reported unemployment rate based on
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the Labor Force Survey, which is asking questions about the actual state during
the specified one week period. In other words, the work status of female house-
hold members is highly flexible, so that the unemployment rate should vary as
the definition of unemployment changes.

On the other hand, the reasons why the unemployment rate for male household
members is lower in Japan compared with other countries are unknown to a large
extent. The male unemployment rate was estimated at 2.0% by utilizing ESS and
this unemployment rate is substantially lower compared with that of similar for-
eign countries. Although 5.2% of all male household members are engaging in
job search while they are working at the same time, it has been found that they
are rather insensitive even to a change in daily income.
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Recent Aspects of the Japanese Labor Market
in a Changing Economic Structure

Takashi Matsugi

A. Introduction

There are a number of structural changes, not only in Japan but also in Germa-
ny and other OECD countries, which affect the demand-supply relations in the
labor market.

Firstly, we observed that a large trade surplus would give rise to changes in the
exchange rates such as the recent Japanese Yen evaluation. This tends to raise
wage rates in Japan relative to wage rates in other countries like the USA and
Asian developing countries. Manufactures start to shift their production bases
from Japan to those areas where they can make use of lower wage costs. This is
widely happening in Japan today and is called “deindustrialization” or “hollow-
ing—out”. Deindustrialization is defined by the Japanese Economic Planning
Agency (EPA, 1996) as the reduction in domestic employment mostly in manu-
facturing, which is caused by overseas production shifts due to higher wage costs
in the domestic market. Dr. Nitsch and Prof. Yamamoto treat this topic from dif-
ferent viewpoints.

The trade surplus can affect industrial structure in another way, in that it induc-
es deficit countries to demand trade liberalization. A typical example is seen be-
tween Japan and the USA, the latter demanding for Japan to open the rice market.
The agricultural sector in developed countries is commonly protected by the gov-
ernment and abundant in low productivity workers. Deregulation and rationaliza-
tion should change this sector to be more efficient and protectionist policy
measures should be taken only for the adaptation period. The presentations made
by Prof. Dr. Dams and Prof. Dr. Arayama are related to this problem.

Secondly, the changing demographic structure affects the demand-supply rela-
tions of labor. The decreasing relative share of the young population makes the
labor market tighter in general, and the probability of the aged and the female to
appear in the labor market becomes higher. At the same time there are mismatch-
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es between labor supply and demand, which are to be observed on the sectoral,
regional and occupational levels. Job search activities and unemployment could
be better explained from this standpoint. Prof. Dr. Oberhauser and Prof. Dr. Shi-
mono attempt to take these aspects into consideration by using their own analyt-
ical methods.

Thirdly, managers are always confronted with a situation in which they are
forced to reduce costs to compete with others in the market. Since 1985, when
today’s Yen appreciation started, restructuring has been a new cause for almost
all industries in Japan. Typical management systems like life-long employment
and progressive wage profileare being gradually reconsidered with a view to
finding a new managerial system to reduce wage costs. It is proposed in this re-
spect that the productivity of white-collar workers should be checked, the number
of part-time workers should be increased, and workshops should be introduced.
What problems should be solved are themes in the contributions made by Prof.
Dr. Miiller and Prof. Dr. Kishida.

Fourthly, it should be noted that economic structure itself is affected by a par-
adigm shift. It is not an exaggeration to say that, up to now, the paradigm of free
trade basically constituted the economic structure in OECD countries, supported
by the famous theorem in international economics, while protectionism was ad-
vocated in newly developing countries in their catching-up process. Since the
1960’s, on the other hand, we have been suffering from pollution problems and
more recently thinking about global environmental issues. Today, sustainability
is recognized as a new paradigm. More emphasis is put on the quality improve-
ment of living environments than on efficiency in production. This will change
economic structures and then the labor market correspondingly. Selected topics
from these areas are concerns in papers by Dr. Pfliiger and Dr. Spermann on the
one hand and by Mr. Nishijima on the other.

Based on these considerations, this paper will provide statistical evidence and
show what has been going on in the Japanese labor market. It is expected that
Prof. Dr. Friedmann will make a comparison of the situation in the EU with the
one in Japan.

B. Recent Trends in the Japanese Labor Market

I. Trends in Leading Indicators

It seems to be convenient first to observe leading employment indicators, based
on EPA (1995), such as job offers and job seekers, overtime work, employee
numbers and unemployment rate. Figure 1 shows the recent development of these
indicators since 1970, which covers a couple of trade cycles indicated by peak
and trough as turning points.
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Times (1) Ratio of new job offers to job seekers and ratio of effective job offers to job seekers
(seasonally adjusted)
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(2) Overtime index for manufacturing (establishments with 30 or more regular workers,
1990 level = 100 seasonally adjusted)

SRR RSN ENEENCE RS ENT, AR NN NN U R RSN N NS RN RN R SRR RN RN SNSRI NN URTEEERETENENIUT SRR AN UNNNATI

70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95

(3) Change in employee numbers from same quarter of previous year
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(4) Unemployment rate (seasonally adjusted)
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Source: “Report on Employment Service” (Ministry of Labour), “Monthly Labour Sur-

vey” (Ministry of Labour) and “Labor Force Survey” (Management and Coordina-
tion Agency), Cited from EPA (1995), p. 121.

Figure 1: Leading Employment Indicators



78 Takashi Matsugi

In the moderate economic recovery since the last trough in 1993, the only in-
dicator that was showing signs of improvement was the number of overtime
hours (index) worked in manufacturing. On the other hand, the ratio of effective
job offers to job seekers declined to 0.63 in the middle of 1994 after the peak in
February 1991, the change in employee numbers from the same quarter of the
previous year was slightly positive but negligible, and the unemployment rate is
still high (3.5% in May 1996). We conclude that the recent economic recovery in
Japan is still faltering.

II. Employment Trends Differentiated by Industry

When we look at Figure 2 where employment trends differentiated by industry
are shown in terms of annual change we can see that permanent employment
numbers continued to decrease in manufacturing, though going up slowly in the
negative zone. Employment numbers in wholesale, retail and restaurants were
declining from the middle of 1994 onwards, while they had been kept positive for
nearly 20 years since the first Oil Crisis in 1973. Only the service industry record-
ed increasing employment, but its growth rate was dropping.
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Source: Monthly Labor Survey (Establishments with 30 or more regular workers), Min-
istry of Labor. Cited from EPA (1995), p. 124.

Figure 2: Annual Change in Index of Permanent Employee Numbers
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If we direct our attention to the employment of part-time workers as shown in
Figure 3, the contribution of part-time workers to the percentage change in the
total number of regular employees from the same month of the previous year was
relatively large in the last boom, especially in 1993, but this trend was reversed
from the middle of 1994 onwards and employment of part-time workers started
to fall in 1995. Differences between industrial sectors are more remarkable. The
decline was particularly noticeable in manufacturing. The wholesale, retail and
restaurants sector depended more on part-time workers, but it also started to de-
crease their employment in 1995. In the service sector, the increase in part-time
workers was slowing down to some extent, but there was still an increase to be
observed.

III. Surplus Reflected in the Survey

Firms in the “Short-Term Economic Survey” made by the Bank of Japan cer-
tify the slow economic recovery reflected above in the labor statistics. Figure 4
shows that managers considered the number of their employees to be excessive
in recent years, especially in the manufacturing sector. (Diffusion Index is calcu-
lated here as surplus minus shortage in percentage). In the service sector, after
1973 the predominant perception for a long time had been that there was a short-
age of empolyees, whereas in the recent recession, on the contrary, a perception
of surplus was dominant.

Under these circumstances, the number of companies making adjustments to
their hiring and employment activities came to about 50% in the October-Decem-
ber quarter of 1993, but it decreased to 34% by January-March 1995, based on
the other statistical source reflecting the slowly declining perception of surplus,
as is seen in Figure 4.

IV. Estimated Employment Compared with Actual Employment

EPA (1995) estimated an employment function in net sales, regular wages and
working hours (see Figure 5). From the middle of 1991 onwards, the actual fig-
ures generally exceed the estimated ones up until 1994 (suggesting labor hoard-
ing). Up to mid-1994, when the actual index drops below the estimate, employee
numbers had risen in line with the predicted index. The subsequent deviation can
be attributed to the cumulative effect of labor hoarding, as well as employment
adjustment linked to falling productivity in labor-intensive sectors from 1993 on-
wards, as the strong Yen increased many imports of both products and parts. Em-
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Source: Monthly Labor Survey (Establishments with 30 or more regular workers), Min-
istry of Labor. Cited from EPA (1995), p. 125.

Note: Relative proportion of part-time and non-part-time workers calculated by the First
Domestic Research Division on the basis of the total number of regular employees
index and ratio of part-time workers.

Figure 3: Growth in Part Time Workers versus Total Number
of Employees

ployee numbers were also constrained by other factors such as a lack of overall
corporate flexibility associated with the declining value of hidden assets.
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Source: Short-Term Economic Survey of Principal Enterprises, Bank of Japan. Cited
from EPA (1995), p. 127.

Figure 4: Employee Shortage/Surplus Diffusion Index

V. Shorter Working Hours and Their Effect

After the amendment of the Labor Standards Act in April 1988, scheduled
working hours were substantially shortened from 1933 hours in 1987 to 1772
hours in 1994. This change reflected a paradigm shift from the production orient-
ed society to the welfare oriented society (Komine 1989, chapter 4). As a result
the reduction in the number of employees seems to have been mitigated to a cer-
tain extent. To test this effect, an empirical study was made, assuming that sched-
uled working hours be fixed at the level reached during the cyclical trough in
Oct.—Dec. 1986 and actual values be used for variables other than employee num-
bers, such as labor input and labor productivity.

The estimated number of employees (as of index) under this assumption was
smaller than the actual number, which was still increasing in recent years, while
the estimated one began to decrease in the course of 1992 (Figure 6). The differ-
ence between the actual and the estimated number can be regarded as the effect
of shorter working hours on employment (so-called work sharing). This effect is

6 Schober / Matsugi
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Source: Monthly Labor Survey (Establishments with 30 or more regular workers), Min-
istry of Labor; Quarterly Report of Incorporated Enterprises Statistics, Ministry of
Finance; Wholesale Price Index, Bank of Japan. Cited from EPA (1995), p. 131.

Note: Estimate calculated as follows

In RE =4.9625 + 0.29327 In ISA - 0.25137 In CCE - 1.0266 In THW
(14.34) (13.17) (-5.54) (-19.59)
where

R%  0.988, D.W. = 1.83 from 1985 I through 1994 IV.

RE: index of regular employees (industrial total, seasonally adjusted)

ISA: net sales by industry sector (industrial total, seasonally adjusted), adjusted with
respect to the overall average wholesale price index

CCE: regular wages (industrial total, seasonally adjusted), adjusted with respect to the
overall average wholesale price index

THW:total working hours (industrial total, seasonally adjusted)

Figure 5: Index of Regular Employees: Actual and Estimated

not only to be observed in the economy as a whole but also in each individual sec-
tor, such as manufacturing, wholesale, retail and restaurants, and services.

These developments in the Japanese labor market remind us that German labor
unions demanded shorter working hours in 1984 (38 Wochenstunden) which ac-
tually resulted in work sharing between those employed and those unemployed,
even if this was not aimed at consciously (Matsugi 1985a and 1985b).
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Note: Working hours fixed at the level reached during cyclical trough (1986 IV); employ-
ee index based on labour input (number of regular employees x total working
hours) using actual values.

Figure 6: Change in Employee Numbers: Shorter Working Hours
versus No Change

VI. Wages and Labor Share

In the current recovery since the peak of April-June 1991, real wages increased
only by a small percentage. At the same time the decrease in working hours con-
tinued as before, so that real hourly wages went on increasing and personnel ex-
penditures were still to be reduced from the viewpoint of management.

When we compare the movements of real wages in several business cycles, the
movement in the current recovery is seen to be relatively modest both in real
wages and real hourly wages, which tells that managerial efforts to cut personnel
expenditures were more active than before.

6*
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As far as the labor relative share is concerned, it continued to rise in 1994 and
reached its highest. This is mostly due to decreasing value added which reflected
the poor business performance at that time, but also partly due to the fact that ex-
cess workers were kept in firms (employee hoarding) on the one hand, as is point-
ed out in Section B-III, and that real wages were rising, though only moderately,
on the other hand.

VII. Rate of Unemployment

The unemployment rate in Japan rose up to 3.2% in April 1994, the highest lev-
el ever, compared with the record of 3.1% in May 1987 at the time of the reces-
sion caused by a rapid appreciation of the Japanese Yen. To verify what factors
raised the unemployment rate, it was regressed on cyclical economic factors
(here designated by the ratio of female to total employees, etc. See Figure 7-I,
notes). Judging from the estimated results, the current unemployment increase
was basically explained by cyclical economic factors, namely a deficiency in de-
mand, though the effect of cyclical economic factors started to decline around the
end of 1994 and the change due to structural factors was slowly increasing in
1993 and 1994.

VIII. Working Women with Spouses

As is shown in Section B-II, the development in the number of part-time work-
ers tended to change from an increase to a decrease in 1995. A large number of
part-timers are females, especially working women with spouses. In the de-
pressed labor market, some workers are forced to quit their jobs and register as
unemployed. It is to be noted that no small number of Japanese working women
with spouses are apt to quit the labor market and not register as unemployed. This
tends to lower the unemployment rate in Japan to a certain extent.

The behavior of working women with spouses can be analysed by a regression
in which explanatory variables are firstly change in income of head of household
from previous quarter (income factor) and secondly ratio of part-time job offers
to applicants (labor market factor). According to the estimation, the ratio of
working women with spouses is affected negatively by income factor and posi-
tively by labor market factor. In the current business cycle, where ratio of work-
ing women with spouses was decreasing as is seen in Figure 7-II, income
received by head of household was stagnant and did not much affect the depen-
dent variable. On the other hand, the labor market factor was unfavorable to
part-timers and significantly affected the ratio of working women with spouses.
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I. Calculations
Dependent variable: ratio of working women with spouses (%, seasonally adjusted)
Constant |Change in income of head of  |Ratio of part-time job offers to Timetrend| g 2 | D.W.
household from previous applicants (seasonally adjusted)
quarter (%, seasonally ad-
justed)
47,684 |t -0.0659 (-3.67) |t 0.03065 (4.44) 0.5684| 0.87| 0.41
(107.43) {1 -0.1318 (-367) |t-1 0.06130 (4.44) (8.46)
t2  -0.1977 (-367) [t-2 0.09195 (4.44)
t-3 -0.2636 (-3.67)
Total -0.6591 Total -0.1839

Il. Trends in ratio of working women with spouses

%

54
53 1
52 1
51 4
50 -
49 -
48 -
47 -
46 -
45

Source: Labour Force Survey, Family Income and Expenditure Survey, both Management
and Coordination Agency; Report on Employment Service, Ministry of Labour.

Cited from EPA (1995), p.140.

Notes: (I)

1. Calculated from 1975 I to 1994 IV using Almon lag. Brackets indicate t-value. Time
trend is a step prediction in increments of 0.1 where 1976 I level = 1.0.
2. Ratio of working women and income of head of household seasonally adjusted by
the First Domestic Research Division.
3. Statistics on income of head of household do not distinguish between genders prior

to 1992.

(I) Figures seasonally adjusted by the First Domestic Research Division.

Figure 7: Predicted Ratio of Working Women with Spouses
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C. Concluding Remarks

Based on the empirical facts described above, it is to be concluded that recent
developments in the Japanese labor market will have very severe effects on work-
ers. Industrialized countries are today deindustrializing and also facing a
mega-competition and business principles of “leaner and meaner” are being uni-
versally adopted. It is said that the next target of cutting personnel expenditures
will be white-collar workers, some of whom are offered a choice between a
monthly and an annual salary according to their ability.

Labor unions are confronted with these realities and their cause of “equality
and solidarity” is challenged. It seems to be unrealistic that unions today struggle
for barely two to three hundred yen per month in addition to the base-up offered
by employers at the time of wage negotiations in the spring, while members pay
monthly five to six thousand yen per month to the unions. Some unions are aware
of the necessity to change their policies. It is mentioned that their new role will
be as a supplier of useful information so as to propose management reforms or to
help members to properly negotiate with employers in the ability dependent per-
sonnel evaluation and salary payment.

Similar changes are going on not only in Japan, but also in Europe. It is report-
ed for example that the German big three chemical companies are changing their
employment policies to take account of the mega-competition in the global mar-
ket and correspondingly have reallocated labor and capital between domestic and
foreign operations. Mega-competition and/or deregulation will give further rise
to labor market issues.
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A Pro-cyclical Fiscal Policy
which Increases Unemployment: A Consequence
of an Individual Economic Orientation

Alois Oberhauser

In my contribution to our last seminar in Nagoya I presented some consider-
ations on ‘The Problems of the Debt Criteria in the Treaty of the European
Union’ (Treaty of Maastricht).1 At that time, I expressed the fear that the debt cri-
teria do not allow for any employment stabilisation policies, and that support by
wage policies is missing. It could be expected that economic setbacks and unem-
ployment will increase as a consequence.

In the meantime it is worse than I feared — not only in Germany but also in
almost all West European countries. With the efforts of meeting the Maastricht
criteria, unemployment was considerably intensified by government behaviour.
In almost all West European countries a pro-cyclical fiscal policy on behalf of the
state is carried out. This means that every anti-cyclical fiscal policy is disregard-
ed, every reduction in tax revenue is attempted to be balanced by a limitation of
expenditure, in part also by tax increases. Some countries are actually trying to
reduce the net budget deficit absolutely. Through the Maastricht criteria, the bud-
get deficit is limited to a maximum of 3% of the gross domestic product (GDP);
the amount of national debt should not exceed 60% of the GDP. Both criteria are
met only by Luxembourg. Most countries could only manage to meet the debt cri-
teria if their borrowing was to remain under 3% of the GDP for years and years
- independent of the unemployment situation.

The increase in unemployment resulting from such pro-cyclical fiscal policy
will be shown using the example of the consolidation efforts for the public bud-
gets in Germany. The savings programs for the budget consolidation are getting
carried away. The federal government, states, and municipalities are trying to re-
duce the deficits in their budgets in every way. They were surprised by the real-
isation that the tax revenue was always lower than predicted. It was sworn that
there was a light at the end of the tunnel of the dark economy, but this was always
shifted to the future. The fear is spreading that Germany, the model student, will

I'See: Matsugi, Oberhauser and Schober (1996).
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not be able to meet the Maastricht criteria in time. This is taken as grounds to fur-
ther increase the consolidation efforts.

This consolidation policy is approved of and called for by many, even many
economists. They maintain that an increase in borrowing should be avoided at all
costs. Only in this manner could the basis for a new upswing be created; only in
such a way could it be achieved that the future generations will not be even more
strongly burdened.

Those politicians and parties who reject the savings measures totally or in part
use predominantly social arguments. In this way, they weaken their persuasive
power. Much is wished for in social areas which we are not able to afford because
of the economic conditions. Much more crucial is the fact that it is economically
incorrect to carry out a pro-cyclical fiscal policy when high unemployment and
low growth rates of the national product exist. This however, is exactly what the
fiscal policy does. It intensifies the economic situation and constantly reopens the
gaps which should have really been closed by the savings measures. An anti-cy-
clical policy to which the state has actually committed itself through the German
‘Stabilisation Law’ is declined using questionable arguments. A prominent psy-
chological trick is the misinterpretation of the term ‘stabilisation policy.” The sta-
bilisation of employment and growth is no longer meant by this term, but rather
the stabilisation of the state budget by means of a reduction in new borrowing.

The following exposition would like to investigate the question of why this
pro-cyclical fiscal policy was adopted. The Maastricht criteria for national debt
which were set down in a relatively good economic situation without convincing
theoretical grounds,2 can serve at most as a superficial explanation. According to
the author, it is much more decisive that the thinking in the overall economic con-
text has been pushed to the background. Extensive inadequate microeconomic ar-
guments determine the fiscal policy behaviour as well as the theoretical
economic discussion.

The situation is characterised by the fact that not only the politicians are trying
to justify their questionable consolidation efforts with microeconomic reasons.
Even the economists use predominantly the microeconomic, supply-oriented
suggestions. That the results do not fit with the macroeconomic relations is gen-
erally overlooked.

Two examples, which could be supported using many others, are symptomatic.
The Bundesbank notes an improvement of the economic situation in a recent re-
port because of an increase in foreign demand and the demand for consumer
goods.3 Two pages later they claim that the causes for unemployment are not to

2 See: Filc (1994).
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be found in the demand, but rather in the wage costs. It is difficult to understand
why an increase in the foreign demand should have a positive economic effect
and with that, an expansive employment effect, while a national demand policy
is rejected, and a restriction in the national demand according to budget consoli-
dation is called for. Why tax decreases which stimulate consumption are to im-
prove the total economic situation, when at the same time the public demand is
reduced by more than this amount, is difficult to recognise.

Similar ideas apply to the arguments of the German Council of Economic Ad-
visors. In their last annual 170 page report, the diagnosis and prognosis of all the
components and changes of the demand in the economic developments are anal-
ysed. In the economic policy part of the report, which extends to 74 pages, the
demand effects of the suggested measures are not even mentioned.* The annual
government economic report and a series of other publications proceed in a sim-
ilar manner. The splitting of the consciousness is perfect. Completely different
arguments are used in the diagnosis and the therapy, and it appears that the au-
thors are not even aware of this discrepancy.

If the demand has the importance which is granted to it in the diagnosis, then
the economic and financial policy measures must also be examined and devel-
oped with regards to how much they influence the demand. No contrast to the
supply-oriented policy arises; their measures could be implemented thoroughly
in the demand-oriented policy. However, it is inadequate to neglect the demand
aspects in the supply policy measures, as predominantly occurs.

It corresponds to the experiences in developed economies that production and
employment are mainly determined by the development of the demand for the
products produced in the companies. Production adaptations to changes in de-
mand generally follow very quickly. Price changes as an adaptation mechanism
are of minor importance within this process. Otherwise the unemployment deter-
mined by demand — in part also with increasing prices — would not be explain-
able.

Such connections also appear for example in the importance of foreign demand
for economic development. An increase in the foreign demand — more precisely,
the real current account balance — has, in Germany, repeatedly contributed to
overcoming economic setbacks and reducing unemployment. This was especial-
ly the case in the 1980s, during which the current account surplus rose to 5% of
the national product. The domestic demand for consumer goods and investments
was thus stimulated. Employment increased in West Germany by over 2 million,
that is by about 10%, although there was much talk of structural unemployment.

3 See: Bundesbank (1996a), p. 7.
4See: Sachverstandigenrat (1996).
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There is no doubt that the increase in the foreign demand is currently an impor-
tant support for the economic development. Its extent however, could not be as
large quantitatively as in the 1980s, since Germany’s most important trading
partners, namely the countries of the European Union, carry out a restrictive bud-
get consolidation policy similar to Germany’s, in order to (supposedly) meet the
Maastricht criteria. The expansive demand effects which start out from the export
demands of the USA, Japan, and the quickly-developing Asian countries, are at
least compensated to a large extent through the limitation of the government de-
mand. The total demand does not increase enough to reduce unemployment no-
ticeably. A favourite dummy argument claims that this is structurally determined
or even voluntary. With that one would like, from the start, to indirectly remove
one’s responsibility for an adequate demand policy. If this argument is correct,
then every additional demand from foreign countries would also be irrelevant and
would lead, at the most, to an increase in prices.

With this the question must be asked, why the government in Germany and
similarly in other West European countries, conducts a pro-cyclical fiscal policy.
Why are the duties of the stabilisation law, to which all German public regional
administrative bodies are subject, silently negated? Why is every anti-cyclical
fiscal policy rejected by the federal Minister of Finance?

An important reason lies first of all in the fact that the government as a deci-
sion-making unit does not exist. More than 16,000 regional administrative bodies
and other public institutions act fiscally more or less independently of one anoth-
er. They make their fiscal decisions mainly according to their individual situa-
tion. The macroeconomic effects of their individual behaviour remain
predominantly unconsidered or are not known by the decision-makers. They act
as though these effects are irrelevant. Negative effects, which come about be-
cause of the decline in demand due to savings measures, remain unconsidered
since they only affect their own revenues to a small extent. Even for the federal
government, it applies that the setbacks of a budget consolidation policy make up
only one part, and actually less than half of those effects which affect the state
sector altogether. Consequently, there appears to be a contradiction between the
total economic effects and the fiscal interests in the savings measures of the indi-
vidual state institutions.

The behaviour of almost all regional administrative bodies in the Federal Re-
public of Germany is characterised by the fact that individual economic consid-
erations are in the foreground. Similar to the private economic units, the state
units are trying to compensate the recessive setbacks of their revenue through
more and more savings measures or by raising additional taxes and fiscal charg-

3 See: Waigel (1995), p. 29 and Bundesministerium der Finanzen (1996), pp. 39.
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es. The view that in the end the public budget can only be brought to order
through an expansion of the national product and through the additional revenue
thus determined, has fallen out of view. Without growth there can not be a true
consolidation of the public budgets. Although it is then also necessary that the ad-
ditional revenue is used for the reduction of the debt, and that the constantly
present wishes for additional national output are not given into.

The disadvantage of the national savings measures in the recession exists in
that they considerably intensify the economic situation. According to the Keyne-
sian concept of an anti-cyclical fiscal policy, on the one hand, the state should in-
stead offset the shortfall of tax revenue and the extra expenses for the
unemployed through the acceptance of cyclically caused deficits, and on the oth-
er hand, it should at least partly compensate the decreasing demand in the private
sector through additional anti-cyclical deficits. If the state reduces its expenses
within the realm of the shortfall of tax revenue, as corresponds to the savings pro-
grams, then with a state share of about 50%, the reduction in the total economic
demand is approximately twice as high as in the readiness for cyclically caused
deficits. Is it any wonder that unemployment is constantly increasing, even
though expansive counter-effects start out from the foreign demand, which, up
until now were only sufficient for a partial compensation?

The state also works against its own fiscal interests with the pro-cyclical poli-
cy. The decrease in demand determined by its spending, means, that with macro-
economic multiplier and accelerator effects of about 2, a relative decrease in the
national product of about twice the reduction of the state expenditure ensues. Al-
together, the government revenue is reduced by about the same amount as the ex-
penditure reduction itself. That is why new savings programs must be brought
about again and again, and why overall consolidation effects hardly ever appear.
The macroeconomic setbacks of the savings policy obviously receive no consid-
eration in the financial decisions of the state. The state is missing the ability to
think in the macroeconomic context. It behaves like a private economic unit for
which the macroeconomic effects of its actions are irrelevant.

This microeconomic thinking by the government decision-makers is supported
by the microeconomic, supply-oriented thinking in the economic literature.
Without this support in the economic theory, the extensive aversion to the mac-
roeconomic context could hardly be explained. Within two decades the majority
of economists have returned to arguing in purely microeconomic categories, as
prevailed until the spread of the Keynesian demand theory from the mid 1930s.

The reason for this change in views is found in the apparent failure of the de-
mand-oriented policy. Many are blind to the not few examples of successful im-
plementation of demand policy, although there are also examples of its failure.
But instead of inquiring about the causes for the success or failure of the demand
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policy and what conditions must be created in order to achieve its effectiveness,
the entire demand policy is immediately condemned.

It is overlooked, however, that the supply-oriented thought and behaviour is at-
tached to weaknesses of at least the same size, which are found predominantly in
the unrealistic requirements and the neglect of macroeconomic balance mecha-
nisms. Some of these important aspects will be discussed in more detail in the fol-
lowing section.

The statements about the amount of the labour costs — including the incidental
wage costs — are in the forefront. It is maintained that the real wages are too high,
the wages or at least incidental wages should be decreased. The curve of the de-
creasing marginal product of labour is confronted with the real wages and used
as a reference. Under the conditions of this model, a decrease in wages would
lead to an increase in employment demands. However, it is not taken into consid-
eration that the marginal returns can not be interpreted as real values, but as nom-
inal values, which are influenced by every change in the demand and prices.
Wage decreases, however, reduce the demand and with that, the value of the mar-
ginal returns. It is by no means certain that employment increases at all with wage
decreases.

Furthermore, it is assumed by such wage theoretical statements that employers
and unions decide on the level of the real wages. This, however, is an error. They
merely decide on the level of the nominal wages. The real wages are in the end
the result of the market and the price level changes that occur. They could exceed
the labour cost changes or remain behind them. All macroeconomic models that
work with given real wages are unrealistic.

Such models can express something at best for individual markets under ceteris
paribus assumptions. Macroeconomically, however, the real wage level is deter-
mined by the amount of the national product per employee and its utilisation
structure, not by the labour union wage policy. That the labour unions have not
recognised this yet and run an almost pure nominal wage policy, simply proves
how much they are caught up in the microeconomic thinking. They could earn
real revenue for the employers if they were to orient their policy towards macro-
economic distribution contexts.

Similarly inadequate arguments are used with respect te the incidental wage
costs. Almost all politicians and parties are of the opinion that a decrease in these
wage costs would lead to a relief in the company costs and thus contribute to in-
creased profits and employment. An error exists here as well. First one must con-
sider what other financing methods would replace the reduced incidental labour
costs. If, for example, the social services were reduced, or if the employers were
compelled to take additional financing payments, the relation between demand
and costs in the companies would hardly change. Their profit and demand situa-
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tion would not improve on the average. Why then should they employ more la-
bour?

The macroeconomic connections are misjudged, even with the reduction of the
profit tax burden which is called for by the companies and economists. If every-
thing else were to remain the same, a lower profit taxation would certainly in-
crease the readiness for investing, and thus have an effect on employment.
However, if the profit tax reduction is compensated by a reduction in state expen-
diture, or an increase in labour taxes or indirect taxes, then the gross profit must
decrease because of the effects on demand. Hardly any net profit is made. Only
if the profit tax decreases are balanced with an increase in public debt could an
increase in the net company profit occur. But these compensations are not taken
into consideration. It is quite astonishing how naively a decrease in the profit tax
rates is treated as equivalent to an increase in net profits. The given gross profits
are simply assumed without expounding the problems of this assumption.

Similarly inadequate is the argument — mentioned in a series of recommenda-
tions — that the reduction in the profit tax rates or in the income tax rates are to be
balanced by a broadening of the tax base. In this manner, expansion effects
should arise, at least in the midst of a recession. In the long term there is much to
be said for bringing about a more just taxation in this way through the reduction
of the allowances and a general decrease in profit tax rates. In the current eco-
nomic situation however, such a line of action is counter-productive. Decreases
in the profit tax rates could hardly be a reason for the companies to invest more
when the economic situation is bad. The lower tax burdens lead to reduced bor-
rowing or repayment of debt. Depreciation allowances and other tax subsidies
which currently reduce the tax base to a considerable extent could only be used
to reduce taxes if investments were really carried out. A recession is therefore the
worst time to take on a reduction in investment tax subsidies.

The argument that one must support all investments because these create addi-
tional employment is also false. The opposite is more the case. The demand for
investments in the form of buildings and equipment is effective towards produc-
tion and employment in the same way as the demand for consumer goods. This
does not, however, apply to the demand for properties, which is generally count-
ed towards microeconomic investment. Property purchases merely represent
transactions of wealth. Whether the sellers spread the demand for goods with the
proceeds is fairly uncertain.

Employment is created by the later use of the investments, that is the capital,
yet only to a limited extent. Thus, the utilisation of the building investments,
which make up about half of the private investments, is made with almost no la-
bour. The few building caretakers hardly count. Expenses for maintenance gen-
erally follow after several years or even decades. This applies similarly to public
investments in infrastructure.
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In the investment of the companies one must make a distinction between ex-
pansion investments and rationalisation investments. Additional expansion in-
vestments can be connected to an increase in employment, but only if a greater
demand exists or is expected. With the general under-utilisation of production ca-
pacities as in the current economy, this can hardly be the case.

Rationalisation investments which are connected to the exploitation of techni-
cal progress actually lead to the elimination of employment. This means that the
same amount of goods can be produced with less manpower, or a larger amount
of goods can be produced with the same manpower. Without an equivalent ex-
pansion in demand, rationalisation investments are thus tied to redundancy ef-
fects. Every advance in productivity means therefore a redundancy unemploy-
ment to begin with. Only if the demand increase at the same time (or if the
average work time is reduced), could this unemployment be avoided. Already
present unemployment can only be reduced if the demand increases above that.
Here it becomes clear how one-sided the argument is when the demand remains
unconsidered. The isolated claim that investment creates employment is false in
any case. More the opposite applies; that is, ‘investment destroys jobs’, unless
their use is supported by a corresponding expansion in demand.

A few conclusions for an adequate investment promotion policy result from
this. Investments are, in connection with technological advances, a requirement
for medium-term growth, an increase in productivity, and with that, an increase
in real income level. In order to overcome current unemployment, investments
are only suitable, however, if an adequate expansion of demand follows at the
same time. With the abandonment of a demand policy or even with the limitation
of the demand for the consolidation of the public budget, an investment promo-
tion leads instead to an increase in redundancy unemployment.

A promotion of private investment is also viewed such that through the budget
consolidation policy, the government falls back on private savings to a lesser ex-
tent, and that the interest rates decrease as a result. In such claims, which are often
found in the literature and political discussions,® perhaps the most serious mis-
take in microeconomic theory is expressed, as I have tried to show in other pub-
lications.” Such statements are based on the idea that the economic capital supply
will be limited by the amount of voluntary ex ante-savings. One speaks of a cap-
ital shortage, of the migration of capital into foreign countries, the necessity of
promoting savings and reducing the taxation burden of the savings.

A look to the happenings in reality shows however, that such statements con-
tain an unsuitable microeconomic savings and investment theory. Macroeconom-

6 A current example is the study of the by the 10er-Gruppe (G7) (1995).
7 See: Oberhauser (1988) and (1995a).
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ically, private savmgs (Spr) are always identical with the sum of private net
investments (lpr ), national debt (Krg;), and the balance of current account (X-M)
is:

Spr=lpr + Krgp + (X-M)

This equation says nothing however, about causal connections. The interest
rate is not the price which balances the ex ante-savings and the demand for in-
vestment resources. The private savings adjust to a larger extent through changes
in the income distribution in the demand for investment resources. Interest rate
level changes simply modify. These adjustment processes appear above all in
changes in the level of the profits, especially the retained profits. Always when
the prices increase faster or slower than the increase in costs, an adjustment of
savings is connected with changes in the profit quota.

Such occurrences can be observed to a quantitatively important extent in all
countries.® Therefore, for example, the previously mentioned large increase in
surpluses on current accounts in the 1980s in West Germany did not lead to a
crowding out in private investments but instead stimulated these considerably.
The adjustments of private savings resulted from a decrease in the wage quota of
about 5% and a corresponding increase in the profit quota. If these adjustments
did not occur, an economy could also not manage to get itself out of an economic
crisis through additional foreign demand or additional investments.

Because of these adjustment processes, most statements regarding the crowd-
ing out of the national debt are not suitable. At least in recessive phases and with
a non-restrictive monetary policy, the public debt does not at all displace private
investment. Consequently, the expansive credit-financed demand policy of the
state can contribute to a better utilisation of the macroeconomic production po-
tential and to a reduction in unemployment. The private investments are also
stimulated in this manner, while pro-cyclical fiscal policy reduces them due to
reasons mentioned previously.

I can not write in greater detail about the employment possibilities of such a
demand policy, the adequate means, and the requirements for their successful im-
plementation in this context. Through the omission of such a policy, the state
contributes to the giving away of large sums of a potential national product, to
higher unemployment, and to wasted opportunities for a budget consolidation.

Various reasons are responsible for the failure of a national debt policy. So it
is no longer questioned, as already mentioned, how an increased budget deficit

8 The Bundesbank (1996b), pp. 59 for example in its study ‘Die mittelfristige Entwick-
lung der Finanzierungsverhiltnisse in den wichtigsten Industriestaaten’ completely ig-
nores the adaptation processes for saving and interprets the current account balance as a
result of savings surpluses and deficits.

7 Schober / Matsugi
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would affect the public sector macroeconomically and fiscally. Much more often
one proceeds from the situation of the individual regional administrative bodies,
and one does not distinguish between the different types of national debt. It is
claimed in an illogical argument that one accepts the cyclically caused deficit as
the balance for the reduction of tax revenues and the increased expenditures for
the unemployed, but at the same time, would like to limit the structural deficit
from the earlier periods. The intellectual division of the deficit is not, however,
decisive for the economic effects, but rather for its demand effects altogether. It
is also not considered that anti-cyclical effects can only be achieved if the de-
mand effects exceed the cyclically caused deficits. For such an anti-cyclical debt,
by and large, a debt paradox applies.

However, this applies only for the state as a whole, not for the individual re-
gional administrative bodies who incur this debt.’ The debt paradox is created in
that out of the multiple increased revenue, the state receives additional revenue
to such an extent that it incurs additional debt.'® Microeconomic dealings of the
regional administrative bodies negate these connections.

Partly responsible for the rejection of an anti-cyclical fiscal policy is also the
idea that future generations will be burdened by the national debt. This is not true
in real terms — at least in the case of domestic debt — and if a crowding out does
not occur. Interest and possible redemption payments which are financed out of
tax revenue, do not take away any goods from the private sector, but rather, sim-
ply cause changes in the revenue distribution. Therefore, negative effects arise
from the public debt predominantly with respect to their distribution effects.!!
However, if there is a relative increase in the national product through borrowing
by the government when there is unemployment, then all sectors of the economy
are better-off even if to different degrees. Thus, public debt is above all, to be re-
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