Egrpn‘mn‘Ec‘ouvomiv: Review 10.{1977).115-~124; .© Worth-Holland Publishing Company

HOW TO REDUCE THE H\ICOMES OF THE TWO
LABOUR: ELITES?

Jan TENBERGEN
The Hague, The Netherlands

Received June 1977

In Western countries the share of incomes from assets in national income has fallen consider-
ably during the last century. Inequality in labour i incomes is much more important. Two types
of labour show relatively high incomes: the profk and of the former
show o long-term velative decline due to a shurp increase in university graduates. The awvthor
offers a crude-attempt to compare manager incomes in the U.S.A. wnh he site of the enterprise
they are hcadlm. He then poses the ion whether J s 1iay be reduced
further in comparison to average incomes by increasing their supply, This depends on whether
managzr capabilities are learnable or mainly innate. He concludes with some remarks on the
demunid for managers in a post-industrial society.

1. 4 gemeral desire for Jess inequality

On several occasions pubiic opiaion polls in many courtries have shown [cf.
Mustert (1977)] that 2 majority of citizens prefer less inequality in incomes.
Such.a desire has been 2t the basis of socialist and of trade union movements
and for quite some time concentrated on reducing the distance between capital
income:and labour income. More recently it was found that the larger part of
‘vatiarice In-incomes is due to variance in labour income and the expression
explc'taLtlon by, human capital’ was coined [Tinbergen (1975)]. This shift in
emphasis is fistified also by the fact that a non-negligible portion of income from
‘capital is.now drawn by insurance funds ~ and hence by people with moderate
incomes and by the other fact that income from capital constitutes a falling
share of total national incoms (cf. table 1).

Without denying that some very high incomes are incomes from capitzal we
will concentrate our attention o relatively high labour incomes (earnings) and
discuss possibilities to reduce inequality among them.

2. The two labowr élites

We will deal with two groups of income earners knowa unwer somewhat
different names and call theia the inteflectual and the mangerizl clite. In the
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American Censuses of P’c ;pu]ation they are known as the two major occupa-
tional groups: () professic:aal, technical and kindred workers, and (i) managers
and administrators. In ¢ D atinental European statistics censuses contain figires
about mdlependent workets and workers emnloyed by others. Jn the Nether-
lands, directors of limiti! companies -are 2 categoty alongside independents.
In the Dutch Census mpin categeries are described as (i) professions, higher
and medium specialists ‘and (i} managers and officials, For some years tax
figures about irvcomes of the professions are-given separately, alongside other
groups. of mdenwcndt.nts latid the directors of limited wompanies. Since in.the
present. article ornly figrtir e on the U.S A, and. the Nethierlands wilt ‘be- dealt
with we do not enfer int 1 '

A jatge part of the']
tribution centers mtoundl t !
inleriled persénalisy tTaE: on ncomc Th.\s mphes tha

had farmore aitention the
of ‘professionals and tetiuicidns have drawn muth mere attention ‘of scholars
than incomes of managers. Th:s state of affairs i isat’ Jenst reflected in, but may
even have to do with, the very uneven treatment of e 1t»rca.kdown of American |
census income figures into stnaller and more homogeneous ca.tugones Whereas a
large number of occugaticns belonging to ;,mup (xj is specified,’ only very few
categories of managerizl occupations are gn/cn separatély. Frobably the most
significant determinant lof mandgerial income is the ‘of'the firin where the
function is performed. Mo breakdown aceording 1o size ¢ ﬁrm is'given by Census
figures, however; one youders why. In the preuent 553y an atu:m,rnt has been
mace to obtain a crude pictare of such 2 breakdowsn,

As ar extremely crude reconnaissance a regréssion of earnin, us ﬁguzes‘ ¥ taken
from the 1970 Censis bt rhe: Unifed States on two poxsilnﬂ deterniinants: has
been estitnated! s, the "J:ar, of schooling comoleled,‘ anda dummy Z, provision-
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ally called responsibility level. This dummy has been given three values only:
0;'1'and 2, -and has been chosen cqual to 2 for occupational groups with a high
degrer: of responsibility either because of required leadership or because of the
risk to society implied in wrong decisions. Thus, main occupational groups
Operatives, Transport Equipment Operators, Laborers and Service Workers
hayve been given 0, Sales Workers, Clerical and Kindred Workers and Craftsmen
and ‘Kindred Workers the value 1, and both Professicnal, Technical and
Kindred Workers and Managers and Administrators the value 2.
In linear form the equation runs:

¥ = 6.195+13.592+22.88, R = 0.839, n
(1.05) (1.46) n= 3l

The figures in parentheses are standard deviations of the regression coeflicients.
The units are $100 per annum for y; years for s and uaits as indicated for 2.

Inspestion of the partial scatter diagrams shows that the impact of z is very
close to linear, but that of s curvilinear; accordingly a significantly better fit is
obtained by the intreduction of a term in s*; this yields the equation

¥ = —5435+0.581s + 1531z, R?* = 0918. )

The simple correlation coefficients r,; = 0.769, r,, = 0.618 and r,. = 0.24
show thiat both variables 5 and z make a substantial contribution to the good fit
obtained and are only loosely interrelated. This supports our plea for the
introduction of the z dummy, and in particular for our distinguishing between
two, not narrowly related, élites: one with cognitive perscnality traits and one
with a non-cognitive, or at least less typically cognitive characteristic.

Before engaging into & more thorough discussion of its truc nature, we
should remind the reader of the fact that s does not simply stand for schooling,
but also for innate cognitive capabiiity. The most convincing evidence on this
aspect of the subject is due to Taubman (1975, 1977) and collaborators.
Usiny the regression coefficients for schooling implies the assumption that
untapped reserves of this innate capability are available. We come back oa ihis
issue in section 7.

Two more preliminary remarks may be added befere tackling our main
subject. One is that in an attempt to ‘explain’ the income distrivution in the
Netherlands we alse found thai 2 satisfactory explanaticn canmot be given
without introducing the z dummy fef. Bouma c.s. (1976) and Tinbergen (1975))].

The. other is that the elitist character of a group can b reduced in two ways*
their incomes can be reduced, but also their numbers can be raised, Table
itlustrates the Jatter point. From if we see that the percentags of the active
popuiation belonging to what we called the two Jabour élites has increased
considerably over the peried since 1900, excepi the “independent workers' in
the Netherlands.
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The Netherlanss . 1900 19607 1973
Percentage of setive population with nniversity degree 0.54*  1.37°
Percentage of active population with highes pro‘essional

education *1.94°
Pereentage with either university degree or bigher

professional cducation 335100 9

1930 1963

Ind dent warkers asa.pt e of active

population® 4 43

718 l"'opulauon Ccnsusd

vrassemicr (1972},

“Metherkindy Population Censuses.

“Statistical Pocketbook, Central Burean of Siatistics (1576, p. 98).
*Census of Froductiop (1030 and 1963) (non-farm entérprivis only).

3. Incoise dev eukninmts

Jn order to dijcuss’ possibilities io reduce the meqml“ T lanour mvomcs wr

determinants 9’f earuings. ’Btte me»hamsm is ym‘tl“,' eccmo
is expressedl by the Operation ‘of demand and’supply; ored €4 scarcxty hay
partly eppear in the demand or s1upp1y ilmctzons and: pax'tly B380Ime uther forms
shick may b fescribed, by terms such as dxscr Biztion o collusion: Another
form of power may exist: the power of custorm Wwhich cub :lso 'be tndicited 25
inertia in the ndaptaiion of pricesto chanfed demand azid aupply factors:: “Bince
we are mainly interested in long-term changes i m mtomcs tmc. vx:ntpksyxrmzt cvf
the labour élires we may neglect time lags. :

The socio-economic deferminalits of incomes as f far a5 de; yeadem
can be subdivided into demamd and supply factors: Demiand’ fa
quantitics of persons required with o vatiety of traits, t:‘.peua.uy traits Televait
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io: thﬁ‘ performance of producnvc ‘asks, Supply factors are ihe quantities
-available ‘with ‘suckitraits'or characteristics.. The relevant characteristics are
; ‘by function. analyses .ot job evaluation (p]arases considered identical
bmad subdivision of these characteristics is one in cognitive and non-
cogmuve For the intellectual Elite cognitive characteristics will be predominant.
Yot the-manager élite other characteristics may have to be added. A fuller
discussion of the latter'will be taken up ic sections 5 and 6.

Forms of discrimination or collusion may enter the picture if some groups are
paid (hlg,h) incomes not because of high productivity, but because they belong
to an ‘inmer circle’ showing an internal solidarity. The outcome of this dis-
crimination may be facilitated by the objective difficulty of mensuring the
productivity of the group members. Historical examples are such privileged
groups as craperors, kings, nobility and priests. Less remote examples may be
found in the industrial military complex. [Galbraith (1971)] or totalitarian rulers,

4. The intellectan! flite: A race § techology and education?

Income formation of the intellectnal élite during the twentieth century can
be analysed more easily than incore formation of the leadership élite mainly
because of two circumstances. On the one hand the production of intellectuals
has been organized more deliberately and earlier than that of managers and,
on the other hand, more statistical daia are available to test theories on their
income formation. The latter circumsitance is a consequence of the former,
Alongside with these two phenomena the production of intellectuals has been
the subject of 2 by now established body of theory kaown 25 the human capital
theory of education. It is within this framework of research that Carmel J.
Ullman Chiswick presented her remarkuble longitudinal study on the growth
of professional occupations in the American labour force {Ullman (1972)]. It is
also thanks to statistical data for the United States as well as the Netherlands
from the year 1900 on I could present my theory of the ‘race between technology
and education’ [Tinbergen (1975)]. Common features of the two studies are the
(for economists) uswal distinction betwzen a demand and a svpply equation.
Mrs. Chiswick’s supply funetion, when interpreted in the tiaditional way,
shows a negative slope, with an efasticity, though negative, smaller in absolute
value than the demand clasticity. In my analysis I assumed an inelastic supply,
hence neither negatively nor positively sloped. Mrs. Chiswick’s relative demand
function shows ap elasticity of —2.5 if relative prices are explzined by, amoag
other variables, relative quantities. If the latter had been considered to be the
dependent variable, my guess is tha: she would have found a figure near — 1.5,
but this is a guess based on the squared multiple correlation coerficient of 0.6
obtained by her. My own study assumes a demand substitution elasticity of - 1.
In a number of studies higher elasiicities (in absolutz value) have heen found
{of. Tinbergen (1975a)}; recently Groenveld and Kuipers (1977) found figures
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numbem i the lwcur force of.
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m.h m,,her educauon, wiiereas. some- oF Kuxper sug

2 rising demand. Still-other models, including Mrs, Chiswick’s, are peutr,
this tespect. T The net role of increased education is wniformly one of deprssi
althcugh in varying degrees, relative incomes of the intellectual élite by zbout
1 percent per annum over the period 15001970,

5. The manageris® . iwe: Some erode fgures

Income form~ . of managers has been studied in less detzil than income
f ormation of profe.-<pual workers because of the two circuristances mentioned

n jection 4. Delibs:.. ¢ and organized training of managers is a far more 1ecent
phcnomenon than inteliectual ed uzation. Business schools are recent phenomena
in somparison to universities, ¢ & of which are nearly 1000 years old. Momover,
rightiy.or wrongly, many per  ** ~nder whether managers can be ‘produced’ by
training to any large exte .. + - present section we proposs first w0 giv
crude idea of the heteroge. ¢ 4 ihe group of managers. Table 3 consiitutes
an attempt to give n appro. & picture of the very large dispersion in size
of enterprises and the labour . w3 of their managers in the UiS.A. The table
tlaims to give a pictw . of th. sitation around 1970-1975 2nd has been based
on figures for 1969 (. sus), 1672 {Sta*zst:cal Abstract: (19753}, 1974 and 1975
(Fortune Magazine).

From a graphical representation a fairly good:fit can b obtained for the
linear relationship

Iny = 0.315+0.307In5,
{0.146) (0.030)

where y is employment income or earnings and 5 is salés, both in S, measing
that the elasticity of income with respect to saies amounts to 6.307. The warning
should be repeated that the figures of table 3 are meant to be a crude approxi-
mation of an illustrutive nature,

6. How to explain manager earaings?

I we want o find ot whether menager Zafmu incoms can e efiected by
socio-economic policy we must try %0 “explai Aence 1o identify their
1zin determinants and the fmpact of the latter t,ﬂ m,, wr"a:l In 2y sttémpt to
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Table3

Size rank, sales and chiel executive carnings of enterprises (propriet s
partnerships and corporations) in the United States, around 1970-1975.

"Rank Szles per enterprise Chief executive earnings
in §1000 in $1000
- 10 20,000,000°
11~ 50 5,000,000" 250¢
51—~ 500 665,000
501~ 1000 160,000°
*0.001- 224 8,5%“{
224~ 47 490° 24
427~ 1700 21 0‘;(
1700- 2800
2800~ 3500 71 12.5
3500- 4200, i
4200 5500 35 8f
5560~ 6700 I 4.5
6700 7700 J 2.5
T60-13000, g
Average 192¢ 11.05¢
Sources:

23970 Census of Population. PC(2)-8B, pp. 53, 116, 225, 230. 234, 239, 263,
299, 400, and 405, (Average carnings in 1969 of all ma 1S, e1c.)

“Foriune, May 1975, p. 208; avthors: Lenore Schiff, Caroline Parker
Young, Claudine Knight; industrial corporations 1974,

“Fortune, June 1975, p. 120, refers to 1974,

“Fortune, May 1976, p. 173-312; author: Charles G. Burck, research
associate; Fay Rice (eraployment income, rounded, in 1975).

*Statistical Abstract of the US, 1975, p. 451.

“Estimated from source a.

*From here «p downward rank pumbers in 000%s.

formulate a theory as set out in section 3 we should try to use the results of
functicn analysis in order to represeni the characteristics required and hence
the demand side, and the results of personal performance estimates to represent
the supply stde. Function analysis has been started for simpler occupations, and
then usuallyv called job evalvation, quite some time ago. More recently function
analysis has gradually been extended to the ‘higher” jebs. In poth cases inidally
a fairly large number of *aspects’ has been proposed and the degree in which
required for a given job been scored with the aid of scales developed in vareful
pegotiations between workers, cmployers and specialists. Later developments
showad a tendency to reduce the number of aspexts, because of high inier-
f‘orﬂt:i’-ru'or»s found. Thus the Dictionary of Occapational Titels (DOT) uses

> ten aspects, summerized in three main aspects, deading with information,
c»zlmg with things and dealing with people.
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thrca.s for thé’ lower joccupatio agrecm nt’ h

occupntwm.
gerial [-skoate}
not-always, cleat An
Jades (1961) cnds up pan.
It is 2 measureof the time which elapsss befcr-, afvefror wmmzttt,d can‘become
evident. The snmoler the job, the shorter the me span. : ozhef system, dealt
with in Muller (1970) and.due to 2'¢orisiderable xtent to 'Vaxi Lennep, vsesasa
sammarizing concept a. ‘helicopter. (ap: mh‘y, of. wb;chfthe ‘powet fo under-
stand complicated situations, alongsxdc 2 'serse o’f‘ réalism; 2'capacity to take
decisions are components. A third simmarizing ocn«a_pt propoaw and applied
by Malotaux (1977) is called ‘complexity’, again based om a tumiber of com-
ponents, partly related to the capabilities used by DOT. The systemns mentioned
are examples oply axid this author doesn’t consider hirnself an exnpert in the Geld.

Two things are striking. One is the need for integration into ong, generaily
acceptable system and a corresponding uniform terminology. The other phero-
menon is that leadership for a small or medimm-size plagt or frm requires
capabilities different from those required by the very laxge units. Esperisily the
capability to deal with people ranks high for small or rnediwmesize managers
but teads to become less important for the very ‘larze’ manager. The ‘helicopter
capabitity’ or equivalint other denominations require cognitive aspects such as
power of analysis and sense of rezlism which are closer to fea*uﬂs of excrptios-
ally able intellectuals ugain,

Although material is available on the determ.nmns o manag"r mcam‘s. it
is ot so easily accessible 1o the outsider as'are pabhshr‘r‘ enqairies and’ vt‘msu»s
as used in the establishinent of earnings :-quatlons fornon-mi
To. particular iadividual performanee scores in guantitari des
not been discovered by this author, although: at!.empts are being made to vollect
them. !

In mms of the more fundamenial inforination on which emand‘emﬁoz:
for m:macemal labour might 1 be based, namely the o foyale) R pmaucnm
fanctions in the ecogometric senise, we may cha Ltacter.ch the sra..tm'\ also by
stating that production functions in whicl mapagerial 14bour enters as 2  pEparate
factor of production have not 50 fir bewn t’shmau,d in’ publishked doco-
ments.

Even if the type of earnings function for mémagers of diverss types angd
referring 1o longer time perlods existed, ind wcmic explaii the high inconses of
some manager groups with the aid of ucarcity the m,wwn J.ses =] :m,,n
scarcity be reduced by deliberate policies ¥

This question raises & second one, namely, are mapager [ca“urus Iearnabla?
If so, to what extent — or, i other words, are they intate to o laTger extent Than
are intellectuals’ features?
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Figures shown by Burck (1976) imply that between 1952 arnd 1975 Jabour
incomes of top executives rose 30 percent less than wages. It would be interesting
to Know. ‘whether reduced scarcity can indeed be made responsible for this
relative: decline.

7. Fubure supply of and demand for managers

For an estimate of fotuie manager incomes - of different enterprise size
groups — both a demand and a supply forecast is needed and in both cases an
extrapolation of pest tendencics would be supsificial.

Cn the demand side questions arise abouat the future struciure of the pro-
duction process. The Upited Siates are likely to live already for scme time ia
the post-iadustrial cra. The percentage of the active population employed in
manufactsring rose from 17.4 in 1873 to 22.3 in 1950 and =i to 26.5 in 1960
and t0 24.2 in 1970. The average size (expressed in persone ernployed) in 1969
was 83 in manufacturing, 8.4 ix trade, tanking, ete. and i 1.5 i services, This
makes it Ikely that the demand for high-level managers will decline, if high-
level stanos for a large unit to manage. The shift to {modern) services may well
iead to 2 derand for managers with a high-level education. Moreover, clairis
with regard to the quelity of employment sought may refiect itself in further
decentzalization within large units, and corresponding changes in the tyre of
rngnager in demand.

The supply of managers will depend on what effect trainmg in busincss schools
and 2 large number of manager courses, symposia and so on will have on both
the number and the quality of individuals applying for managerial posts, Here
the question, already mentioned, may come up what untapped rrsources of
managerial ability of ar innate character exist. A wide field of research, ouly
paxtly covered, offers itseli and its results have to be waitcd for before any
conclusions about the prospects for manager incomes can be drawn. It muy be
appropiiate to keep in mind here the interesting findings by Hauser and
Featberman (1976), that access to schooling (of all types) has not only increased
but that the unfavourable impact on that access by 2 number of ‘social handi-
caps’ has also clearly diminished. Cooparing two generations, those bom in
180711 and those born in 1947/51, they find that the 0.8 year less schooling
of those coming {rom farms has disappeared; that the 0.8 years less schooting
of those coming from the Soush has Ciminished to 0.3 year. that the 2.0 years
hooting of those of Spanish back ground fell to 0.7 yeas and that the 1.35
years less schooling of blacks hes vanished as weil. These changes may well affest
the scas of both élites discussed and hence contribute t2 less ineqguality in
ipcome distribution in the next few decades.

less
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