International comparisons of productivity
and unit labor cost trends in manufacturing

U.S. manufacturing competitiveness improved in 1987,
as measured by relative changes in unit labor costs,

because of good productivity growth,
a decline in unit labor costs,

and large appreciations in foreign currency values

ARTHUR NEEF AND JAMES THOMAS

The manufacturing labor productivity increase in the
United States in 1987 —about 3} percent—was more
rapid than the gains in 7 of 11 other countries studied.
Norway and the United Kingdom had the largest in-
creases (about 7 percent) followed by Japan and Sweden
(around 4 percent). Gains recorded in the other countries
ranged from about 3 percent in Belgium, France, and
Italy; 1 to 21 percent in Canada, Denmark, and Germany,
and less than 1 percent in the Netherlands.!

Unit labor costs, which reflect the interplay of produc-
tivity and hourly compensation costs, fell by slightly more
than 1 percent in the United States in 1987. Belgian unit
labor costs decreased at a similar rate and Japan had a
larger decline of around 2§ percent for the year. Taiwan,
newly added to the unit labor cost comparisons, had a
decline of about 2 percent. Unit labor costs were basically
unchanged in France; increased less than 1 percent in the
United Kingdom; rose between 2 and 3 percent in Can-
ada, Germany, Italy, the Netherlands, Sweden, and South
Korea (which was added to the unit labor cost compari-
sons last year); and increased more than 9 percent in
Denmark and Norway.

Arthur Neef is chief of the Division of Foreign Labor Statistics, Bureau
of Labor Statistics. James Thomas is an economist in the same division.

The U.S. competitive position was aided for the second
consecutive year by exchange rate developments, which
resulted in 1987 appreciations of between 5 and 22 per-
cent in foreign currency values relative to the U.S. dollar.
Measured in U.S. dollar terms, unit labor costs rose be-
tween a low of 7} percent in Canada and a high of around
30 percent in Denmark.

Our study of developments in Korea and Taiwan is
limited to manufacturing output and unit labor costs.
Both countries are excluded from the productivity analy-
sis because of unresolved problems in developing labor
input measures. However, we have studied Korea and
Taiwan to the extent possible as part of our effort to add
some of the newly industrializing countries or areas that
have become of such great importance to U.S. trade in
manufactured goods. Currently, only Canada, Japan, and
West Germany account for higher proportions of U.S.
trade in manufactured goods (imports plus exports) than
Taiwan, and Korea ranks sixth.

Productivity trends

The year 1987 marks the third consecutive year that the
United States has been among the productivity leaders.
Over this 3-year period, 198487, the United States and
Japan had about equal average rates of productivity
growth, and only the United Kingdom had a higher aver-
age rate. In addition, it marks a continuation in the
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rebound in U.S. manufacturing productivity growth fol-
lowing the 1973-79 slowdown.? As analyzed in previous
articles, all 12 industrial countries have had productivity
slowdowns since 1973, and only the United States and the
United Kingdom have had productivity growth rates
since 1979 that match or exceed their pre-1973 trend
rates.” Most of the other countries have had lower pro-
ductivity growth rates from 1979 to 1987 than they did in
the 1973-79 period. (See table 1.)

Output and labor input

The 1987 productivity gains recorded by the United
States, Canada, and Italy resulted from manufacturing
output gains that exceeded increases in labor input. The
productivity gains registered by all other countries except
Denmark resulted from a combination of increases in out-
put and reductions in labor input. In Denmark, output
fell, but total labor hours were reduced even more.

The United States, Canada, Italy, and the United King-
dom had the largest output increases among the 12
industrial countries, ranging from nearly 4} percent in the
United States and Italy up to about 5 percent in Canada
and the United Kingdom. The British increase was the
largest since 1973, but output was still 4 percent below the
historical peak reached that year.

Korea and Taiwan had much larger gains in manufac-
turing output than any of the industrial countries—
around 15 percent. At the other extreme, output fell
about 24 percent in Denmark and rose about 1 percent or
less in Belgium, France, Germany, the Netherlands, and
Norway. France and Denmark were the only countries
other than the United Kingdom where the level of manu-
facturing output was below a previous year. The peak year
for France was 1979; for Denmark, 1986. (See table 2.)

Manufacturing employment rose in the United States,
Canada, and the Netherlands in 1987; remained un-
changed in Germany and Sweden; and fell about 1 to 2}
percent in the other industrial countries. Canadian em-
ployment rose more than 2 percent, whereas the U.S. and
Dutch increases were only about § of 1 percent. This was
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the fourth consecutive year in which Canadian employ-
ment rose around 2 percent or more. The small U.S.
increase followed 2 years of declining manufacturing em-
ployment. Dutch employment rose for the third con-
secutive year, following 14 years of falling employment.

Belgium and France had the largest 1987 employment
reductions, marking the 13th consecutive year of declines
in both countries. The falloff in British employment was
the 12th in the last 13 years.

Total labor hours decreased the most in Denmark and
Norway due to both employment cutbacks and reductions
in the standard workweek. The Norwegian standard
workweek was cut 2% hours as of January 1, 1987, and the
Danish workweek was reduced 1 hour as part of a two-
stage working time reduction that will lead to a 37-hour
working week in 1990. (See table 2.)

Hourly compensation costs

Hourly compensation costs—which comprise wages
and salaries, supplements, and employer payments for So-
cial Security and other employer-financed benefit plans —
rose 2.1 percent in the United States in 1987. This was the
smallest annual increase since 1965. Nevertheless, Bel-
gium had an equally small rise in hourly compensation
and Japan had an even smaller increase. For both
countries, these were the smallest annual increases since
at least 1961.

Hourly compensation costs rose at moderate rates of
between 2} and 4 percent in France, Germany, and the
Netherlands. These were also the smallest increases since
at least 1961. Canadian, Italian, Swedish, and British
compensation costs rose about 5 to 7 percent. Danish
hourly costs rose 12 percent, and Norwegian hourly costs
rose 17 percent, in large part reflecting the workweek
reductions. (See table 3.)

Unit labor costs

Unit labor costs fell in the United States, Japan, and
Belgium as productivity gains in those countries exceeded
their small increases in hourly compensation costs. Unit
labor costs also fell in Taiwan and were largely unchanged

Table 1. Annual percent changes in manufacturing productivity, 12 countries, 1960-87
United United .
Year States Canada Japan France Germany Italy Kingdom Belgium Denmark | Netherlands Norway Sweden
Output per
hour:
1960-87 .. 2.8 3.3 7.7 5.0 4.4 57 3.7 6.3 4.3 5.7 3.4 4.6
1960-73.. 3.2 4.5 103 6.4 5.8 7.5 4.2 6.9 6.4 7.4 4.3 6.4
1973-87.. 25 2.1 53 37 3.2 4.0 3.2 57 23 4.2 26 29
1973-79.. 1.4 2.1 55 4.6 43 33 1.2 6.0 4.2 55 2.2 26
1979-87.. 3.3 21 5.1 3.0 23 4.6 47 54 1.0 33 2.9 3.1
1979-85.. 3.4 2.4 5.8 3.0 29 54 4.7 6.0 1.7 4.4 28 35
1986 ... 33 3 1.7 3.0 0 8 2.7 4.0 -3.6 -5 -7 0
1987 ... 3.4 2.4 41 3.2 14 3.2 6.8 3.0 1.3 5 71 43
NoTe: Rates of change based on the compound rate method.
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Table 2. Annual percent changes in manufacturing output and labor input, 12 countries, 1960-87
United United . Nether-
Year States Canada Japan France | Germany Haly Kingdom Belgium | Denmark lands Norway | Sweden
Output
1960-87 ......................... .. 34 4.3 8.7 3.9 3.0 4.9 1.3 41 34 3.7 26 3.1
1960-73 4.8 6.5 12.8 7.2 52 7.3 3.0 6.6 5.3 6.0 4.7 5.1
1973-87 . 2.2 23 5.1 1.0 11 2.7 -3 1.8 16 15 6 1.2
1973-79 ... 1.9 25 38 26 1.7 3.1 -7 1.3 1.6 1.7 2 5
1979-87 ... 24 21 6.2 -2 6 24 0 21 1.7 1.4 9 1.8
2.0 1.5 7.6 -6 5 19 -9 24 26 1.6 1.0 18
23 2.6 6 6 7 33 2 1.7 7 1.2 3 -5
4.3 54 3.4 1.1 7 43 54 9 -27 5 1.3 4.0
[} 1.0 1.0 -1.0 -14 -8 -23 -2 -9 -19 -8 -14
1.6 19 23 8 -6 -2 -11 -3 -1.1 -1.2 3 -1.2
1973-87 -3 2 -2 -26 -20 -13 -34 -3.7 -7 -26 -19 -1.6
1973-79 ... 5 4 -1.8 -19 -2.5 -2 -19 -45 ~-25 -36 -19 -2.0
1979-87 ... -1.0 0 1.1 -3.2 -1.7 -21 -45 -3.1 7 -18 -18 -13
-13 -8 1.7 ~-35 -23 -33 -53 -34 9 ~-2.7 -1.8 -16
-1.0 23 -1 ~-2.4 7 25 -24 -2.1 4.4 1.7 11 -5
9 3.0 -6 -20 -7 1.0 -14 -20 -39 .0 -54 -3
Employment
1960-87 ... 5 11 1.6 -3 -4 A -18 -1.1 B -8 1 -4
1960-73 1.4 2.0 3.3 1.3 4 1.6 -5 .8 5 A 13 A
1973-87 -4 4 .0 -1.8 -13 -13 -3.0 -29 -3 -1.7 -1.0 -.8
1973-79 8 .8 -15 -1.0 -16 .3 -14 -34 =20 -2.3 -2 -
197987 ... ! -1.2 0 1.0 ~-2.4 ~-1.0 -25 -4.2 -25 9 -1.2 -15 -1.1
1979-85 ‘ -1.4 -.8 1.6 -2.4 -1.6 -3.0 -49 -2.7 1.2 -2.1 -1.9 -1.5
1986 .. -14 28 -3 -25 1.6 -1.2 -23 -1.5 2.0 2.0 1.2 4
1987 .. 4 23 -1 -25 -1 -8 -20 ~-2.4 -17 7 -20 0
Note: Rates of change based on the compound rate method.

in France and the United Kingdom. The gains recorded in
the other countries ranged from about 2 to 4 percent in
Canada, Korea, Germany, Italy, the Netherlands, and
Sweden to more than 9 percent in Denmark and Norway.
(See tables 3 and 4.)

Unit labor costs in U.S. dollar terms

The U.S. competitive situation was greatly improved in
1987, as it had been in 1986, by foreign currency apprecia-
tions relative to the U.S. dollar. While the 1987 apprecia-
tions of the Japanese yen and the European currencies
were less than in 1986, they were still very substantial —
ranging from 10 to 12 percent for the currencies of Nor-
way, Sweden, and the United Kingdom up to 20 percent
for the currencies of Belgium, Germany, and the Nether-
lands. In addition, the values of the Canadian dollar and
Korean won, which fell slightly in 1986, rose 5 to 7 per-
cent, and the Taiwanese dollar rose 19 percent.

Adjusted for these exchange rate changes, unit labor
costs rose 73 percent in Canada and from 10 percent to 30
percent in Japan, Korea, Taiwan, and the European
countries. In 1986, unit labor costs rose about 20 percent
to 40 percent in the European countries and 46 percent in
Japan—amounting to 2-year increases of 32 percent in
the United Kingdom; 50 percent to 57 percent in Bel-
gium, Italy, France, Norway, and Sweden; more than 60
percent in Japan; and more than 70 percent in Denmark,

Germany, and the Netherlands. The United States had a
1-percent decline in unit labor costs over this 2-year pe-
riod. (See tables 3 and 4.)

Trade-weighted relative unit labor costs

The countries covered by these comparative measures
differ greatly in their relative importance to U.S. trade in
manufactured goods. In 1986, Canada and Japan each
accounted for 20 percent of total U.S. imports and exports
of manufactured goods; Korea, Taiwan, and the four
large European countries each accounted for 3 percent to
7 percent; and the five smaller European countries each
accounted for 2 percent or less. Therefore, the Bureau
constructs trade-weighted measures that take account of
these differences. The 11 industrial foreign countries ac-
counted for 63 percent of U.S. manufactured goods trade
in 1986. Korea and Taiwan accounted for an additional 8
percent.

Two summary measures are constructed: a “competi-
tors” index, which is the trade-weighted geometric average
of the indexes for the 13 other competitors, and a relative
index, which is the ratio of the U.S. (or other country)
index to the “‘competitors” index. The trade weights were
derived by rescaling an unpublished International Mone-
tary Fund series covering 21 countries or areas that is
based on disaggregated 1980 trade data for manufactured
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Chart 1. U.S. manufacturing unit labor costs relative to 13 competitors, 1973-87
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Chart 2. U.S. manufacturing unit labor costs relative to 13 competitors, Canada,
and Japan, U.S. dollar basis, 1973-87
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Table 3. Annual percent changes in manufacturing hourly compensation and unit labor costs, 12 countries, 1960-87
United . Nether-
Year g:‘:::: Canada Japan France | Germany Italy Kingdom Belgium | Denmark lands Norway | Sweden
Hourly compensation
1960-87 ..o 6.2 7.9 113 11.5 8.7 18.2 1186 10.3 113 10.1 11.0 11.0
1960-73 .... 50 6.2 161 10.0 10.3 135 9.2 11.0 12.2 12.9 10.0 10.5
19783-87 ... 7.4 9.5 8.0 13.0 7.2 16.7 139 9.7 10.5 75 119 1.4
1973-78 9.5 12.0 12.8 16.3 9.5 208 19.4 14.0 140 116 134 142
1979-87 ... 58 7.7 4.5 10.5 55 139 10.0 6.5 7.9 4.5 10.8 9.3
1979-85 ... 6.8 8.6 4.9 129 6.0 17.2 108 7.7 8.1 5.1 9.9 10.0
1986 ... a7 4.6 4.9 44 43 3.3 7.4 39 33 3.0 9.7 7.7
1087 . 21 5.2 1.4 31 4.0 5.9 71 19 11.6 27 17.2 7.0
Unit labor costs
1860-87 ... 33 4.5 3.4 6.2 4.1 9.0 7.7 38 6.7 41 7.3 6.1
1960-73 ... 18 1.6 4.3 34 4.3 56 48 3.8 55 5.2 54 3.9
1973-87 ... 48 7.3 26 8.9 3.9 12.2 104 38 8.0 3.1 9.1 8.2
1973-79 ... 8.0 9.8 6.9 11.2 49 16.7 18.0 7.5 9.4 5.8 11.0 112
1979-87 ..o 24 54 -6 73 3.1 8.9 51 11 6.9 1.2 7.6 6.0
3.4 6.1 -8 9.6 3.0 111 6.0 1.6 6.3 8 6.9 6.3
5 4.3 3.2 1.3 43 25 4.5 0 71 3.6 10.5 7.7
-12 27 -25 -1 25 26 2 -11 10.2 22 9.3 26
Unit labor costs in U.S. dollars

1960-87 3.3 33 6.9 54 7.4 6.0 5.6 49 6.8 6.5 7.5 53
1860-73 1.8 1.3 6.6 4.2 8.0 6.1 3.7 58 6.6 7.7 7.2 53
1973-87 48 5.1 73 6.6 6.8 6.0 7.3 41 7.0 55 78 53
1973-79 ... 8.0 6.9 10.8 120 11.6 10.0 152 12.7 119 1.7 133 11.5
1979-87 ...... 2.4 38 4.7 27 3.4 3.0 1.7 -1.9 3.4 11 39 9
1979-85 34 3.4 -23 -32 -48 -33 -24 -9.6 -5.4 ~-75 =21 -54
1986. .. 5 25 46.1 31.4 413 31.2 183 328 40.2 40.4 2B.4 30.0
1987... -1.2 7.7 135 151 238 18.0 120 183 303 235 20.0 153

NoTe: Rates of change based on the compound rate mathod.

goods and which takes account of both bilateral trade and
the relative importance of “third country” markets.*

Chart 1 shows U.S. relative unit labor cost indexes on
both a national currency and U.S. dollar basis over the
1973-87 period. The U.S. indexes are shown relative to
all 13 competitors and relative to the 9 European
countries. As the chart shows, U.S. relative unit labor
costs, unadjusted for exchange rate changes, fell from
1973 to 1977, rose moderately from 1977 to 1982, and
then fell again from 1982 to 1987. As of 1987, U.S. rela-
tive unit labor costs were down 19 percent from 1973 and
6 percent from 1977 relative to all 13 competitors.

As the chart also shows, these relative changes, mea-
sured on a national currency basis, were greatly altered by
changes in currency exchange rates, particularly in the
period since 1979. Between 1979 and 1985, the trade-
weighted value of the U.S. dollar increased 44 percent
relative to all 13 competitors. Consequently, U.S. trade-
weighted relative unit labor costs rose 36 percent over this
period measured on a U.S. dollar basis, compared with a
relative decline of 5 percent measured in national cur-
rency terms.

Between 1985 and 1987, the trade-weighted value of the
U.S. dollar fell 28 percent, which is equivalent to a 39-
percent appreciation in foreign currency values. There-
fore, on a U.S. dollar basis, U.S. relative unit labor costs

fell 31 percent, compared with a S-percent relative decline
on a national currency basis.

As of 1987, the value of the U.S. dollar, relative to the
currencies of the other 13 competitors, was 3 percent
above its 1979 value, and U.S. relative unit labor costs
were down 65 percent on a U.S. dollar basis, compared
with 94 percent on a national currency basis.

If Canada, Japan, Korea, and Taiwan are excluded
from the comparison, and U.S. unit labor costs are com-
pared to a trade-weighted average covering the nine
European countries on a U.S. dollar basis, both the
1979 -85 relative increase in U.S. unit labor costs and the
198587 relative decline are accentuated. The value of the
Canadian dollar fell much less relative to the U.S. dollar
than did the European currencies between 1979-1985
and rose very little between 1985 and 1987. The Japanese
yen also fell much less in the 1979-85 period but rose
very strongly in 1986 and 1987. Chart 2 shows U.S. unit
labor costs, on a U.S. dollar basis, relative to those of
Canada and Japan.

The manufacturing trade deficit

While the trade-weighted value of the U.S. dollar is up
only 3 percent over 1979 and trade-weighted unit labor
costs are down-—relative to the 13 competitors—the
United States is still running a large negative trade bal-
ance in manufacturing goods. This accounts for most of
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the current account deficit. The United States had a posi-
tive trade balance in manufactured goods in 1979, 1980,
and 1981; the balance turned slightly negative in 1982 and
strongly negative by 1983. In 1987, the United States still
had a very large deficit in manufactured goods trade, but
the deficit was no longer rising. In volume terms, U.S.
exports of manufactured goods increased 12 percent in
1987, rising for the first time above the previous peak level
in 1981, and import volume fell 2 percent.’

With U.S. manufacturing unit labor costs now lower
relative to a trade-weighted average for the 13 competi-
tors, it might be expected that the U.S. trade balance in
manufactured goods would have been reduced substan-
tially. However, the deficit is no longer rising, and there
are other explanations that have been advanced to explain
the slow improvement in the U.S. manufacturing trade
balance. Among these are: the failure of dollar prices of
imports to increase as rapidly or as much as changing
currency exchange values would seem to indicate, partic-
ularly for goods that have established market shares; a
delayed j—curve effect; the international debt crisis, es-
pecially in respect to Latin American countries; and a
higher growth rate in the U.S. economy, stimulating im-
ports.® In addition, trade is not based on cost alone, but
on such other factors as design, quality, marketing, and
services.

Recent exchange rate changes

The value of the U.S. dollar was lower at the end of 1987
relative to all of the other currencies, compared with the
annual average 1987 exchange rates used in this article. As
of September 1988, the dollar had fallen further against

'The data relate to all employed persons, including the self-employed,
in the United States and Canada, and to wage and salary employees in
the other industrial countries, Korea, and Taiwan. Hours refer to hours
paid in the United States and to hours worked in the other countries.

The comparisons are limited to trend measures only because reliable
level comparisons of manufacturing productivity and unit labor costs are
not available. See Arthur Neef, “International trends in productivity and
unit labor costs in manufacturing,” Monthly Labor Review, December
1986, p. 17, footnote 2.

This article includes some revisions which have not yet been incorpo-
rated in “Current Labor Statistics,” table 47, this issue.

*The U.S. manufacturing productivity measures are based on the na-
tional accounts measure of gross product originating in manufacturing.
Recently, a number of analysts have suggested that the real growth in
manufacturing output since 1973, and particularly since 1979, may have
been less than shown by the published measures.

Frank de Leeuw and Robert P. Parker of the Bureau of Economic
Analysis (BEA) of the U.S. Department of Commerce, which prepares
the U.S. national accounts, responded to some of the criticisms in
*Gross Product By Industry: Comments on Recent Criticisms,” Survey
of Current Business, July 1988, pp. 132--33, and plan to reexamine some
of the manufacturing data.

There is another factor that affects the manufacturing output meas-
ures that has nothing to do with possible errors in measurement. The
constant price measures are based on 1982 relative prices, and BEA’s
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Table 4. Annual percent changes in manufacturing output
and unit labor costs, Korea and Taiwan, 1973-87
Korea Taiwan
Unit labor costs Unit labor costs
Y
| output | Natomal | US. | Outpw | National | US.
currency dollar currency dollar
basis basis basis basis
1973-87 .. 12.3 12.4 6.8 9.2 78 93
1973-79 .. 16.5 20.2 16.4 16.2 11.0 1214
1979-87 . 9.2 6.9 0 85 55 7.2
1979-85 .. 6.8 8.3 -1.8 6.6 75 57
1986 .. 17.4 28 15 15.5 18 7.2
1987 .. 16.4 30 10.4 135 -22 16.5

the Canadian dollar and Korean won but was up relative
to the yen and the European currencies. Comparing Sep-
tember 1988 exchange rates with 1987" annual averages,
the U.S. dollar was down 7 percent to 13 percent against
the Canadian dollar and the Asian currencies, down 3
percent against the British pound, and up about 2 percent
to 7 percent against the other European currencies.

In the first three quarters of 1988, U.S. manufacturing
productivity was about 3 percent higher than in the first
three quarters of 1987 and unit labor costs were about
unchanged. This, in conjunction with the exchange rate
changes, suggests that U.S. manufacturing competitive-
ness, as measured by comparative changes in unit labor
costs on a U.S. dollar basis, has probably improved fur-
ther relative to Canada, Japan, Korea, and Taiwan, but
may not have improved further relative to the European
countries. -

price index for the rapidly growing computer industry, part of the non-
electrical machinery industry, has been declining at a rate of about 15
percent per year since 1982. Consequently, as the BEA article states,
“recent manufacturing growth expressed in 1982 prices substantially
exceeds what it would be in 1987 prices, because the relative price of
computers was much higher in 1982 than in 1987.”

The output measures for the other countries are, of course, also sub-
ject to measurement errors. They will also be affected by the base year
used to construct the constant price measures if there are large differ-
ences in relative price movements among industries. For example, the
Japanese constant price output measures are based on 1980 relative
prices and the output deflator for the rapidly growing electrical machin-
ery industry in Japan fell 41 percent between 1979 and 1985, whereas the
deflator for all other manufacturing industries fell 4 percent. Therefore,
it would appear that the Japanese manufacturing output growth rate
over this period would be less measured in current rather than 1980
relative prices.

‘In comparing U.S. productivity growth rates over time, it is custom-
ary to divide the periods analyzed at 1973 and 1979. U.S. output peaked
in 1973 and the years since 1973 have been characterized by a productiv-
ity growth rate slowdown. U.S. output also peaked in 1979. These
periods also work quite well for the other countries. Manufacturing
output peaked in 1973 or 1974 in Canada, Japan, and the European
countries and those countries also had subsequent productivity growth
rate slowdowns. Manufacturing output peaked again around 1979-80in




all the countries except Japan, which has not had a decline in manufac-
turing output since 1975.

“The trade weights currently used by the International Monetary
Fund (1MF)— to derive indicators of price competitiveness—relate to 17
industrial countries. See Anne K. McGuirk, “‘Measuring Price Competi-
tiveness for Industrial Country Trade in Manufactures,” IMF Working
Paper, April 28, 1986. McGuirk recently expanded the coverage of the
trade weights to include Hong Kong, Korea, Singapore, and Taiwan and
provided the new weights to the authors.

If the trade data related to 1987, rather than 1980, Korea and Taiwan
would have larger weights. Based on bilateral trade alone, that is, ex-
cluding the importance of “third country” markets, Korea and Taiwan’s
combined share of U.S. imports and exports of manufactured goods rose

from about 5 percent in 1980 to more than 9 percent in 1987.

$See United States Trade, Performance in 1987 (U.S. Department of
Commerce, International Trade Administration, June 1988), p. 16.

®For example, see Robert Blanchfield and William Marsteller, “Rising
export and import prices in 1987 reversed the trend of recent years,”
Monthly Labor Review, June 1988, pp. 3-19; Jeffrey A. Rosensweig
and Paul D. Koch, “The U.S. Dollar and the ‘Delayed J-Curve',”
Economic Review, Federal Reserve Bank of Atlanta, July/August
1988, pp. 2—15; Paul R. Krugman and Richard E. Baldwin, “The Per-
sistence of the U.S. Trade Deficit,” Brookings Papers on Economic
Activity, 1:1987, pp. 1-43; and Catherine L. Mann, “Prices, Profit Mar-
gins, and Exchange Rates,” Federal Reserve Bulletin, June 1986, pp
366-79.

The welfare link to productivity

Advance in economic productivity is a means of improving living
conditions for everyone. In its absence, increased income for some can
only come at the expense of reduced income for others. The way the term
welfare is most commonly used today, in connection with our welfare or
transfer system, makes it evident that increases in economic productivity
are a crucial element in social welfare policy.

The welfare of the dependent population, notably the children, the
infirm, the retired, and the poor, is vitally affected by the productivity of
those who produce the Nation’s food, clothing, housing, medical care,
and other GNP-type goods. The dependency ratio is often calculated as
the ratio of the number of dependents (various classes of nonworkers) to
the number of maintainers, or workers. However, each maintainer should
not be counted without change over time as one person. This is because
changes occur in the relative importance of high- and low-productive
employees, hours of work per person and in output per labor-hour. The
Jast mentioned factor has been the most important over a long period of
years. Output per hour of workers doubled in the 25-year period
1947—1972. While the number of dependents increased, as did their
benefits, the “ability” of a worker to support these welfare benefits also
increased. Only through further increases in productivity, translated into
increases in real compensation per hour, can these transfers to the
dependent population be increased in real terms, without reducing the
real incomes of the working population. The slowdown in recent years in
the trend rate of productivity growth gives rise to added social concern in
the context of the problems facing the U.S. welfare system.

—MiLTON Moss

“Welfare Dimensions of Productivity Measurement,”
in Measurement and Interpretation of Productivity
(Washington, National

Academy of Sciences, 1979), pp. 289-90.
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