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ABSTR4CT:

The reaper mszkes an attempt to test expiricalily
the velidity of the marginsl productiviity hypothe-
sis of wege determinagtior in the case of the
Infien econony by using the date on taoe organisad
manufecturing sector. The broad metrhodology
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for years 126C & 1964 end in turn derivins the
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EMPIRICAL TEST OF THE MARGINAL PRODUCTIVITY THEORY
OF WAGES — THE CASE QF INDIAN INDUSTRIES*

by

Bakul H. Dholakda®#*
Ravindra H, Dholalcigit

Merginal productivity doctrine, while it has been under constant
criticism, has all along continued to dominate economic thought
centering around the theory of factor prices in gencrsl =znd the theory
of wages in particulaer, and hes also elicited severel efforts zt its
empirical wverification, It is surprising, however, to find thzt
go far as the case of the Indian economy is concerned, very little
work has been done in the direction of empirically testing the validity
of the marginal productivity theory with reference to a specific
factor price, say, the wage rate. Jn attempt is therefore made in
this paper to test empirically the validity of the merginal productivity
hypothesis of wage dstermination in the case of the Indian economy
by using the data on the organised manufacturing sector and by follow-
ing, with some importmnt modifications and extensions, the broad
methodology laid down by Paul Douglas znd Charles Cobb in their
celebrated work on theory of wages and 1:>roch.1c:t:ton.2 '

1T

Basicelly, the marginel productivity theory of weges states
that under the conditions of perfect competition, labour will be hired
upto the point where the value of its marginal product equals its wage.

#*The auvthors are grateful to Dr.M.M.Dedi for teiing keen interest in
their work and for clarifying some points especially relating to the
data given in his doctoral dissertation.

¥tFPaculty Member, Bconomics fArea, Indian Institute of Management, ihmedabad

###lgeturer in Economics, Faculty of Arts, M.S,University of Baroda

1Fbr an excellent sketch of the evolution of the marginal productivity
doctrine, its limitations and the attempts at its empirical testing,
see Paul Davidson: Theories of Agzregate Income Distribution, (Rutgers
University Press, New Brunswick, New Jercy, 1960); Cha.IV & VI; see
also, M.H,Dobb: "Theories of Weges", in V,B.Singh (Ed.):Industriael

Igbour in India, (Bombay, 1963).

2Charles W. Cobb and Paul H. Douglas: "4 Theory of Production," American
Economic Review, Proceedings, Vol.18, 1928, See also, Paul H. Douglas:
The Theory of Wageg (MecMillen & Co., New York, 1934); and his famous
Presidentizl iddress to the fmerican Economic Association, "ire There
laws of Production," Americen Economic Review, Vol.38, 1948.
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For the purpose of .empiricel testing, however, we can posiﬁ{zlafe a
linear functionel relationship between the wege rate (W) and the value
of marginal product (MP;), and write it as:

W=a3a +bMP,.

Now, obviously the hypothesis of the marginal productivity theory
in its strict and rigid form, namely that wages are equal to the
value of marginal product, would imply that in the sbove relation-
ship, we must have 2 = O and b =1, Similarly, a somewhat less rigid
hypothesis of positive proportionality between W and MP. would imply
that & = 0 and b® 0, While in its most liberzl interpretation,
we may have the hypothesis of posgitive correlation betweén W and MP
which would imply simply that b > O, though it must be made clear
that while b & O is 2 necessary condition for the marginal producti-
vity theory to hold, it is certainly not the sufficient condition;
and to thet extent the last hypothesis even if found to be acceptable
does not imply that the marginal productivity theory as such is
operating in the determinetion of wage rate,

The traditional marginal productivity theory is based on two
premises, viz., perfect competition in the product market implying
the equality between price of the product and the marginal revenue
accruing to the producers; and perfect competition in the labour
market implying a horizontal supply curve »f labour or the equality
between the average wage and the marginal wage paid by the units
hiring labour. These two premises coupled with the assumption »f
profit maximizing behaviour on the part of the producers, which in
itself implies a tendency on the part of producers to equate the
merginal wage (MW) with the marginal product (MP;) of labour, gives
rise to the proposition that W equals MP,., It is obvicus there-
fore that if the hypotheses thet a = 0 aiid b = 1 in the above equa-
tion have to be rejected after a suitable empiricel test of the same,
then it would imply that one or more of the following factors might
account for the statisticelly significant divergence betwsen W and
MP_: o '

L

i) lack of competition in the product market implying
price} MR;

i) lack of couwpetition in the lebour merket implying en
upward sloping supply curve of labour or WX MM_I; and

1ii) lack of the tendency on the pert »f producers to maxi-
-mize profits implying a divergence between MW and MPL.



Now we can argue that if the estimated coefficient b is found
to be pogitive and stetistically sigmificant, i,e., if W is signi-
ficantly correleted with MP., it would imply broedly speaking th=t
there does exist a basic tandency on the part of producers to meximize
profits inassmuch as W is significently influenced by MP,;. 4nd in fact
we may conclusively say that the divergence between W and MP. is
caused primarily by imperfections either in the product market or
in the labour market or both.  However, since imperfections in both
the markets, given the basic assumption of profit meximizing behaviour,
show the same tendency, so far as thulr influence on W is concerned,
namely, to push the wage rate below the valus of marginal product
of labour, we camnot hope to be able to isolate the scparpte influence
of 1mperfect" ons in the 'bww different markets, unless of course
we have in sdvance the Imowledge about the elasticity of demand for
the relevant product on the prevailing price rangs. But if we can
make some kind of a rough guecs about the elasticity of demand
for the proluct, we can get at least some broad dimensional ilea about
the extent of the obsgerved divergence between W znd MP. that can be
attributed to the imperfections in lsbour market, i.e., t> the presumably
upward sloping supply curve of lsbour, It must be noted, however,
that this type of theoretical framework of explaining tlre drrergsmce
between W and MP_, if it is observed and found to be statistically
significant, can only explain why MP, exceeds W; it camot explsin
any significant divergence of the na%’ure W > MP unles:., of course,
factors like strong and effective unionism or t%!e soci gultur"a 1~ .
economic factors of the kind examined in detail by Lams are brought
in. 4nd finally, if W is not found to be significantly correlzted with
MPL at all, then even the basic assumption of profit maximizing be-
haViour gives way and this sctually means that almdst any thing unler
the sun might be offered as a possible explanation of why W differs from

MP:L’

In what follows, we have mads an initial =nd purely experimental
attempt to test the hypothesis of marginal productivity theory of wages
'within the broad franewsrk discussed above by applying the standaril
regression technigue to the time series as well zs cross-section dete
on the organised manufacturing sector in India, which are presumebly
a more comprehensive anl reliable set of late as comparad to the data
available for the rest of the Indian economy. While the time series
anelysis coverg the period 194%4-64 and relates to the 28 comparsble
industries covered by the Census of Indian Manufectures {1946-58)

3 See W. irthur Tewls: '"Economic Development with Unlimited Supplics of

Iebour", in Agarwal and Singh (Ed,): The Economics of Underdevelopment
(Oxford’ University Press, 19644). \ o
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and the Agmual Survey of Industries (1959-6,), the cross-section

analysis deals with nineteen two-digit level industries covered by
the ASI and relates to two different years, 1960 and 1964,

o7

Since MP; is defined as the partial derivative of the production
function with respect to labour, the first step in our anslysis would
~involve the estimation of suitable production functions based on
time series data and also on cross-gection data. The specific form
of production fumction which we have selected for this purpose is
of course the calfbrated Cobb-Douglas form which can be represented
as ¢+ Y = A, _Ifn. where Y, K and L represent the output, the
quantlty of real stock of capltal, and the quantity of labour employed
respectively, and A & m are given constants, The properties, or the
assumptions as we might put it, of this functionzl form are well-known.,
Thus, it is homogeneous of degree one in L & K; the exponents of
L & K indicate the constant elasticities of output with respect to
L & K respectively; and, perhaps most importently, the elasticity of
substitution between L & K is equal to unity for all combinations of
L & K. For the purposes of estimstion, the function can be reduced
to its intensive form by dividing through by L, Thus, we have,

¢ = A ¥, where.y = Y/L and k = K/L.

For the purpose of time series analysis, we may modify the above
functional form to incorporate the effect of neutral disembodies
technical progress by introducing the time.factor. Thus, we may re-
write the above function as:

y = 4. X" ert', where r is the ratc of neutral technical
progress and t represents the pure time factor.

Time Series Production Functions:

By using the data on gross capital stock per person employed
and gross value added per person employed, both et 1950 prices, relating
to 28 manufacturing industries covering Zha period 1946-64, obtained
directly from a recent study by M.M.Dadi¥ we have estimated the time
geries production function by regressing log y on log k and t. The
estimeted reletionship is:

41'1.M.Dadi: come Share of Factor our_in India, (Shri Ram Centrs,
New Delhi, 1973); Ch.V.



log 4 = -0.4609, T = 0.4111., T = 0.085
(0.44825 (0.1831) (0.0046)
R® = 09146, B = 0.8985

(Figures in brackets indicate the standard errors of the estimated
coefficients,)

Thus, the estimated production function turns out to be:
N\
Y = 0.6307 I10.5889' KO‘4111. 0.0285¢ (1)

Cross~gection Productinsn Functions:

By using the data on gross value added per worker end gross
capital stock per work (both at current prices) rclating to the
19 major two-digit level industry &5 7ups derived from the ASI
and a recent study by Bashim and Dadi”, we have estimeted the 'cross-
section! production functions for two different years, 1960 and 1944,
by regressing log y on log k. The estimated relsationships are:

i) Year 1960:

A
log & = -0,2116 /?l} = 0.6399
(0.2951) (0.1074.)
P = o761 RS = 0.63%0
Hence, the sstimated production function is:
/\
T = 0.8093 10-3601 x0.6399 (2)
ii) Year 19&:
N\
log 4 = -0.215 ‘ma = 0.6167
(0.2055) (0.0656)
. ' =2
R®=  0.8388 R = 0,8198
Hence, the esstimated production function is:

A
Y = o.8856 10-3833 0.61€7 (3)

55,R.Hashim end MM.iedi: Capital Output Relations in Indign Memmfactur-
ing (1946-8,), (M.S.University of Baroda, 1973); Ch.IV.




v

By partielly differentiating each of the three estimsted production
functions presented above with respect to labour (L), we can derive the
marginal product of labour as:

1) Time-series data:

o~ 0.5889-1 ,0.4111  0.0285%
MPp,y= 0.5889 x 0.6307 I NS Sl

/ﬁm)s 0.5889 5, (4)

where % is the estimated output per person employed at time t and
fip 1s the corresponding estimeted value of marginal product of
la%é&) (at time t). Since both y, and therefore MP,, ., are valued
at constent 1950 prices of mami‘agturei articles, w ﬂve‘converted
the latter time series to the corresponding series at current prices
by applying the wholesale price index numbers manufactured articles
for the period 1946~64 (with 1950 as the base year). The time series
of value of marginel product of labour at current prices, go derived
for the period 1946-64, is presented in Appendix Teble I along with
the time series of the observed wage rate (per person employed)
actually paid in the industries covered by equation (1).

ii) Cross-section data:
(2) Year 1960t

2 6 60 6
fl‘(i) = 0.3 01 X OoB@B @-3 1_1‘ I{S. 3%
. A
(b) Year 1964:
s

MPL(i) = 0.,3833 x 0.8856 @.3833-1. _1(2'6167

[

. A

where ¥, is the estimeted velue of outpuE per worker at current

prices In the industry i, and MPy . is the corresponding estimsted
velue of the merginal product oflg'gour at current prices in industry i.
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The series of MPy , s0 derived, are presented in Appendix Table I
a_lon% with the corresponding series of observed wage rates (actually
paid) in different industries for the years 1960 and 1964.
v
Having derived the required series of MP. and W, we can now
estimate the relationship W =a + b‘MPI.. by regressing W om MP,.
The results of this exercise are given in Table I below:

Table I

Regults of the Rg‘ression of Won M'PL

The Semple No. of Estimate Istimate 5
obser- of = of b R
vations

1) 28 comperable 19 183% 0.7572% 0.9809

industries over (45) (0.0256)
the period
1946-64
2) 19 Two-digit 19 gagwt 0, 3070% 0.6404
industries in (413) (0.0558)
the year 1960
3) 19 Two-digit 19 1093* 0.257*  0.5372
industries in (142) (0.0553)
the year 1964

#¥Statistically significant =t 1% level of significance
¥#Statistically significant at 10% level of significance

(Figures in parenthesis indicate the standerd errors of the
estimated regression coefficients, )

It can be readily seen from this table that both a and b are
statisticelly significant and b is significently less than unity
(at 1% level) in all the three regressions. However, we can notice
a significant difference between the regults of the regression
based on time series data and the regressions based on cross-section



data, The former shows a very high explanatory power, a mch lower
value of the constant term a and a fairly high value of the co-
efficient b as against the relatively low explanatory power, very
high velues of a and quite low values of b indicated by the latter,
This clearly immlies that there is a much better correspondence
between W and MF, at an aggregate level of the industrial sector
consisting of a group of 28 industries when we consider the vertical
movement of the sectaor as a whole over a period of time, than at a
somewhat disaggregated level of two-digit industries when we consider
the horizontal movement across the industries at a given point of
time, Nonethelegs it must be noted that the test procedure outlined
in section II above would lead us to reject the marginal productivity
hypothesis in all the three cases examined in Teble I above. However,
in view of the significant differences observed between the results
of the time series and the cross-section enalysis, we may consider a few
alternative test criteria before arriving at any ‘definite conclusion.

Now, before we consider any other alternative crlter%on, it would
be interesting to apprly the one suggested by Paul Douglas and subsequently
used in some of the more recent studies on the subject./ The test
criterion suggested by Douglas essentially consists in comparing the
observed average shere of labour in total product with the estimated
elasticity of output with respect to labour (based on the estimated
productior. funétion), and testing whether the difference between
the two is statlst:.cal]y gignificant or not. If the difference
between the two turns oubt. to be statisticelly insignificant, then
it is concluded that "the results conform to what normzlly would be -
expected,to occur under the competitive (marginal) productivity
theory",” or that "labour on an average therefore is getting whet
its marginal productivity would warrent for",9 It is quite interesting

%aul Douglas: The Theory of Wages, op. cit,

7See, for instance, M.M.Dadi, Op. cit.

8Paul Douglas: "Are There Iews of Production?!, op. cit., p.38.

IM.M.Dadi, op. cit., p. 67. :
The rationale behind this test criterion is >f course derived from
the well known neo-classical theorem which states thet under the
coanditions of constant returns to scale, if factors of production
are paid according t-> their respective marginal products, then the
elasticity of output with respect to a given factor would be exactly
equal to the relative share of that factor in itotal product.
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to find that in each of the three cases considered sbove, the
difference between the observed wege shares and the estimeted
glasticities of output with respect to labour turmns out to be
statistically16nsignj_f‘ic:ant a2t one or even ten per cent level of
gignificance; ~ 8o that according to the test criterion suggested
by Douglas we should come t> the conclusion that 'wages are on

an average equal to the respective marginal products in Indian
manufacturing industries', which in all probability appears to be
the one far away from the reality at least so far as the cross-
gectisn anslysis is concerned. Obviously therefore the test
eriterion suggested by Douglas and later osn used by others

geems to be totally misleading snd quite unsuitable for a general
application to any kind of situation. The reason for this,
perhaps lies in the fact that the avorage of the observed shares
of labour just camnot be tsken as representing the whole series

if the coefficient of variation for the antire series is frirly
high and significant. The Dougless test would therefore be valid only
if the geries of observed wage share does not show any significaat
veriztion, .nl, as shown in Table IT below, the coefficient of
variation turns out to be fairly high and significent for both the
cross-section series of observed wage share, while it turns out

to be quite low and ingignificant for the time series of observed
wage shere, We may therefore conclude that while the inference
drawn on the basis of the Douglas test criterion may be regardsd
as acceptable and perhaps also somewhat conclusive in the case of
the time serieg data, the test appsars to be just ingppliceble,
and hence the inference drawn from it geems to be misleading and
unacceptable, in the case of the cross-section data, In fact we
may ergue that the whole approach wunderlying the Douglas test of the
marginal productivity theory is rather indirect and roundabout, and
perhaps a mors direct method of testing the marginsl productivity
hypothesis such as the one which we have sugzested here in

section II above seems to be more general as well as appropriate.

In view of all this, we have considered in Igble II some
alternative criteris for testing the marginal productivity hypo-
thesis. Since the first two criteria given in the table have
already been discussed above, we may now cxamine the remeining

1oIhe computed t-values for the hypothiesis that the estimated

elagticitius are equal to the observed shares turns out to be
0.3833, 0.2784 and 1.2088 for the time-series, cross-section
1960 and cross-section 1964 data respectively.
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Table IT

Lternstive Criteria For ,’_’festing- The Merginsl Productivity
Theory of Wages

Resuults obtained for

Test Criteri
riterion Time Cross-Section Data
Seri -
De_zies For 1960 For 196,
1)Elasticity v/s Relative Shares:
Estimated elasticity of Y wer. o L 0.5889% 0.3601* 0,3833%
4verage of observed wege share C.5187 0.3302 0.3040
Coefficient of variation for the
ssries of observed wage share 0.806 0.3637 0.3289
2 Regression of W on ME.:
i) Bstimsted value of Constant Term(a ) 183 . 82¢ 1093
a as § of the Mean Value of W 12.79 59.26 63.58
ii) Estimated value of paramecter
b in the Equation W=atb MP 0,7572%¢ 0.3070%* 0,457
ii1) Estimeted velue of parzmeter :
b in the Equation W:b.l“fPL@@ 0,8683%+ 0, 75343 . 0, 67443+
3 )Comparison of the Msans of W & MP,:
Mezn of the scries of Estimated MPL 1648 1857 2546
Standard deviation of MF 579 1429 1668
Mosn of the series of ob¥erved W 1431 1399 1719
Standard deviation of W 443 548 559
4 )Average Deviation Absolute 266 1139 1552
of the geries of W s As % of 16.14 6t .34 60.96

from the series of M:E'I: Mean of MPL

*Jignificently diffsremt from zero but not significemtly differsnt from ths
observed wage shere at 5% level of significance.

*#3ignificantly different from zero as well asg unity at 5% level of
gignificance.

@@Tnis regression differs from the previous one in regard to the specification
of the linear relationship itself. It agsumes that there is no constant
term and, in disgrammatic terms, amounts to fitting = streight line through
the origin rather than any kind of straight line as implict in the earlier
case, The egtimation procedure followed in this cass is known as the
Ratio Estimate. For details, see W.G. Cochran: Sampling Techniques,

(Wew York, 1963); Chs, 3 =nd 5.

Source: Appendix Table I,
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tw> criteria considered in the table. The first of these, viz.,

a direct comperison of the arithmetic neans amd tae gtanderd devistions
of the estimated MP, and observed wage rates, is perhaps the simplest
statisticsal test eriterion ¢ epply. Howsver, it is gquite rough and
erude in neture and hence the only conclusion that we might draw
from the relevant figures given in the table coull be thet the
differsnce between the means of MP, and W gppesrs to be quite smell
and insignificant in the cass »f the time series Jdate especislly in
view of ths ralstively large welues of ths gtendard leviations of the
two series, whick bestween them are als> founi to be quite in
egrzement with each other,

The lagt criterion coasiusare? in the table makes a dirsct
attempt &v measuring the extent by which the entire series of W
differs from the corresponling seriss of MP.. This measure, named
here as tre &verege Deviation of the seriss of W from the series of
MP., is derived by uzing the formmuis 4.0, = e -W. )" / -

b ) (MPi i Yo

n -
where n is the totel mumber of observations and (W., MF,) with
i=17,2, ... n is the given set of observations and W &MP,;. It
csn be readily seen from the tebls that the aversge deviatid>n of W N
from MP., so derived, is highly significant in the case of the
cross-section data, while it 1g rel=tively quite low in the case of
the time gerdies date.

y

Thus, after considering all the =lternztive criteriz given in
Table I, we might conclude that wages paidl in Mdisn manufacturing
industries Jio not reflsct the correspoding marginad protuctivity
of lsbour especialily uwhen we consider the industries =t the twn-
digit level of aggregation; though perhaps it appears that for the
orgenised industrial sector zs a whaole (i.e., a%t the highest level
of aggregation so far as the seetor is concerned), the level as well
&8s temporal movaewsits of the estimated value of marginel product '
of labour and the cbserved wage rate were in feirly closs corres-
pondence during the period 1946~64. It is als, interesting to note
in the passing thet on the whole W seems to be lying below MP., which is
precisely the kind of sibtuetion thet might be swpectel t» preveil
when there are market imperfections.,

VI

Having concluded that the cross-section datz on Indizn industries
furnish the necessery statistical evidence for us t- reject the marginal
productivity hypothesis, we mey now examine a little nore closely the
gituetion in those industries where the livergence between W and Wy
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is found to be highly significent in the sense that it is foumd to
be greater than the average divergence obsearved between the means of
the two> series and make some rough guess about its implications.

The industries which fall under this category (considering the situa-
tion in both the years taken together) are: Food Products (20),
Boverages (21), Paper & Psper Products (27), Products of Petroleum
and Coal (32), NonMetallic Mineral Products (33), and Iron & Steel
(34).V1 It is interesting to observe that in each of these Six
industrial groups W lies considerably below MP.; and also that

each of these industries (with the only exception of Food Products and
Minersl Proiucts) is highly capitel intensive, the average value of
gross cepital stock per worker at current prices for the two

yoars taken together exceeding Rs,25000, and thet too quite sub-
stentially in most of the cases. Inasmich as high capital intensity
is generally found to be highly correlated with the degree of
concentration an.i wsrket imperfection, we can regard these two
obgervations relating to the six industries listed sbove as perfectly
consistent with the conclusion thet the observe?l divergence between
W and MP. in these industries has been caused by the gignificant
:imperfec%'ions exigting either in the markets for their products or
in the msrkets from where they get their labour supply. In particular,
if we gssume the former to be less significent than the latter, by
agsuming either nearly perfect competition in their product market

or alternatively a high value of the elasticity »f lemanl for their
proluct of the magnitude of, say, five, then we we can reaiily
quantify the Jdegree of imperfection in their labour markets by
computing the corresponding elasticities of supply of labour to
reflect the extent to which the supply curve of labour is upward

sloping. This can be done by using the formla _ __&W _ AW
‘ ®1S™ MW-&W MR -aW

whers LW and MW represent the average and the marginnl wege reates
respectively, and MR.PL represents the marginal revenue productivity
of labour which equals MW under the assumption of profit meximizing
beheviour. Since MRP. equals MR x MFP; where MR is the marginal
reverme on the product ani MPP. is the'marginal physical product

of lasbour, all that we need in"order to derive MRF. from the value of
marginel product of lsbour (MP,) is some informatiSh on the elastiecity
of Jemand in the product market, for which we have already made

two alternative assumptions. The computel elasticities of supply

in those six industries are presentod in Table IIT below:

11For details, see fppendix Table I,
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Table TTI

BEstimsted Elasticities of Supply of labour in Selected
Indian Industries

Bsoaming Porfect — [ppig Eiig e

3 o g ;
Tubustey Competition in the (o e
O e Product Market
Year Year Year Year
1960 1964 1960 1964
(20) Food Products 0.72 0.82 1.09 1.30
(21) Beverages 0.99 1.17 1.65 2.07
(27) Paper & Paper Products 1,01 0.88 1.68 1.42
(32) Petroleum Products 0.90 0.65 1.45 0.97
(33) Non-Metallic Mineral
Products 1.38 1.40 2.6 2.70
(34) Iron & Steel 0,75 0.72 116 1.10

Source: Sce the text.

It can be resdily noticed from this table that the elasticities
of lsbour supply computed under the extreme assumption of a perfectly
competitive product market fall in the range of 0.72 to 1,17 (with the
exception of Minersl Products); while the corresponding range for a
more liberal assumption (of e, = -5), which allows for imperfections
in ths product market also, tUrns out to be 0.97 to 2.07. And it is
rather sgtisfying toc note that the figures for the two different years
show a remarksble dimensionsl similarity., uhile we may not try to
read too much from this table, beczuse the figures given there may
be regardsd as only broad and tentztive in nature, we may still
obgerve that the significantly low veluss of the elasticity »f supply
of labour probably indicate the specificity of labour requirements
in these industries. Thus, it is quite possible thet each of these
industries has a labour merket with perhaps a large component which
is specific to it in terms of the skill requirements and specificity
of jobs in these industries. Ths whole lebour market may therefore
be operating in the form of = conglomeration of a mumber of non-
competing groups of workers largely specific to individual industries
and this phenomenon might give rise to upward sloping supply curve of
labour to each individual industry. This scems particularly note-worthy
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because the series of working force merely indicates the number of
workers employed without any regard t» their skill-composition and
to that extent the inter-industry estimetes of mwarginal products of
labour may be sazid to be based on the assumption of 2 uniform skill
composition of working force. This implies that varying skill-
composition of working force smong different industries might be at
least partly responsible for the observed divergence between MP.
and W, inesmch as the lstter consists of the actual amount p2id and
therefore presumsbly includes the higher rewards to skilled workers
while the former does not include its corresponding influence on
productivity.

Finelly, it should be noted here that, while interpreting
any of the results presented above, it perhaps needs to be borne in
mind thet they are based on a aumber of simplifying assumptions such
as constent returns to scale and unity elasticity of substitution
between labour and capital in Indian industriss, and therefore
suffer fram an unknown error margin to the extent to which these
aessumptions go wrong.
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