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The Effect of Wage Increases on Labor Productivity
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<Abstract>

This study 1nvestigates the effect of wage increases on labor productivity,
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controlling the factors that are believed to affect labor productivity Since 1987,
employees have been allowed to participate in determining their wages through
union negotiation more than ever. Therefore, this study also compares the extent
of the effect of wage increases on labor productivity before and after 1987 to see
whether more participation of employees 1n determining wages afect the extent of
the effect of wage increases on labor productivity

Two regression models are adopted to test two hypotheses established for this
study using 321 firms’ financial statement data for the period from 1981 to 1992
The financial statement data are retrieved from KIS-DISKETTE

The results of the study are as follows

1) The wage 1increases affect labor productivity positively, after controlling
another factor (the rate of increase in the amount of capital per worker) This
suggests that employees react to wage increases affirmatively

2) More participation 1n wage determination than ever did not resulted in more
effect of wage increase on labor productivity On the contrary, the extent of the
effect of wage 1ncreases on labor productivity decreased after 1987, comparing
with the period 1981-1986
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