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Summary

In this paper we try to find the mechanisms that decide the behaviour of labour’s
relative income share and asset share™ ',

It is usually assumed that the market mechanism so-called the “invisible hand”
works well in adjusting the aggregate demand to the aggregate supply in an economy
and that the optimal resource allocation will be achieved if the market mechanism
works well. However, it is usually not assumed that the “invisible hand” towards dis-
tributive justice does work.

We suggest that the market mechanism towards “distributive justice” does work to
a certain extent.

However, it is the government’s role firstly to secure the “primary goods” for every
person, secondly to prepare and maintain the social and economic framework for fair
competition and thirdly, to prevent and remedy the overshooting of economic fluctua-
tion and distributional inequality.

We suggest four hypotheses on the behaviour of income and asset distribution.
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1 . U- Shaped Curve of Relative Income Share

Simon Kuznets once suggested that income distribution deteriorates at the earlier industrial stage of eco-
nomic development when an economy grows rapidly. However, after a turning point, the relative income
share of the low-income class begins to increase again.

Since the beginning of the 1960s, we have suggested a similar hypothesis. That is a hypothesis on the be-

(1) We owe to the late Professors Nicolas Kaldor and J.E.Meade. One of the authors of the present paper, Maruo, stayed at Cam-
bridge University in 1972 and 1973. Maruo learnt macro income distribution theories mainly from Professor Kaldor. Maruo
learnt the importance of policy mix and assets distribution from Professor J.E. Meade. The theories in the present paper may

be assumed as the development of their theories.
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haviour of labour’s relative income share. We suggested that the share of wages (employee’s compensa-
tion) behaves as Chart 1 shows.

In the present paper, we will first explain the possible reasons for the U-shaped curve of the share of

wages. The theoretical explanation of the relationship between the rate of economic growth and the share of
wages is as follows.

Assuming the two- class model a la Nicholas Kaldor, we assume the following relationship.

YO W+P YUOI+C
10 S Sp > Sw,
w_,_P

Y Y

We assume further that both the capitalist class and labour class save for investment. Equation (1) is a

macro saving function originally suggested by Kaldor and equation (2) is a simplified investment function.

By combining equation (1) and (2), we obtain equation (3).
w 8v
v = 1- Sp— s, T sy s e (3), where

Y: National income, W: Wages = Employee’s compensation, P: Profits = Incomes from assets, I: Investment ,
S: savings, C: Consumption, sp : Propensity to save of capitalist class, sw : Propensity to save of working
class, v : Marginal capital / Output ratio, g : Rate of economic growth

The relationship between the share of wages and related variables will be visualized as Chart 1.
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Chart 1 Hypothesis on the Share of Wages
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Secondly, we want to suggest that at the highly developed economic stage, the value of national assets
tends to become larger relative to that of GDP or national income. For example, the proportion of gross na-
tional assets to GDP in Japan from 1960 to 1990 took an increasing trend as Chart 2 shows. However, as

the Japanese economy has been stagnant since 1993, the assets/GDP ratio has been stagnant since then as

Chart 2 and regression (4) indicate.

Chart 2 Proportion of National Gross Asset to GDP
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Chart 3  Elasticity of Gross National Assets with Respect to GDP
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R?=0.995, where

g: Rate of economic growth in real terms, Y: GDP in nominal terms.
Coefficients in () are t-statistics.
(Source) Chart 2 and 3 are based on the statistics in the Government “White Paper on Economy and Fi-
nance, 2011.
Regression formula (5) suggests that the elasticity of national gross assets with respect to GDP is about

13.
2. Hypothesis on Relative Asset Share

The simplified model in Section 1 neglects the fact that workers have assets as long as their propensity to
save is positive. If we assume that the working class saves and accumulates assets and, therefore, receives
asset incomes, the above Kaldorian model should be expanded. A revised two-class model a la Kaldor sug-
gests there is a possibility that equalization of asset ownership between the capitalist class and working
class will proceed as a result of a higher relative wage share Q combined with workers’ modest propensity
to save.

As long as Q sw(1+rw) is larger than (10 Q) sp(1+1p), the amount of working class assets will be larger

than that of the capitalist class, where
Q : Share of wages, sw: Propensity to save of working class, rw: Profit rate of the assets of working class, rp:

Profit rate of the assets of working class.

As Peter Drucker once suggested in his The Unseen Revolution in 1976, the total amount of the working
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class’s assets was so huge that in future the working class would own two thirds of total stock. The Em-
ployees Fund introduced in Sweden in 1980 suggested that if the assets of working class were invested to
buy the stocks of main companies in Sweden systematically, the Employees Fund could become the main

owner of Swedish companies.
3. Towards an Optimum Share of Wages

The share of wages plays a dual role in deciding wages. In the short run the higher share of wages leads
to an increase in wages, while in the long run the high share of wages will decrease the growth rate of the
company and as a result decreases the rate of wage increase. We define the optimum share of wages as the
share of wages that maximizes the present value of wages over the employed period. Assuming, for sim-
plicity, that all investment is financed by the profits of the company, the optimum share of wages in incre-
mental value added is 1/2 (=50%). The following simplified relationship explains the dual effects of the
share of wages(Q ).

Incremental value added will be shown as equation (6)~ 2"

T 2 ©6)

On the other hand, the increment of wages is obtained by equation (7).

Inserting equation (6) into (7), equation (8) is deduced. The equation suggests the dual effects of Q .

OW=Qs50 (10Q)V tiriii i i i s in s 8)

To know the share of wages that maximizes A W, differentiating equation (8) with respect to Q , equation
(9) is obtained (Maruo, (1971).

Q=172 i i i e (9),
where V: Value added of the company, s: Propensity to save from the profits of the company, Q =W*/V:
Share of wages as a percentage of value added of the company, T = P/V: Share of profits in the value
added=10Q, 0 : Productivity of investment= A Y/IO A Y/A K, n: Expected employed period. Here A indi-
cates increment.

We assume further V=P+W.
If we assume the employment period is longer, it is probable that the optimum share of wages will ap-
proaches 1/2 as the propensity to save from profits s and the productivity of investment @ are higher, while

the time discount rate is lower.

0200V=01

=0 S
=0 sP
=0 STV
As T = (10 Q), equation (6) is deduced.
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4. Policy Mix to Achieve Three Objectives of Distributional Justice

There are three aspects of distributive justice. They are (1) equality, namely, the same amount of distri-
bution for every person; (2) equity, namely, the distribution proportional to one’s contribution; and (3) fair-

ness, namely, equal opportunity and equal treatment for equal case.

Table 1 Policy Mix to Achieve Four Objectives of Distributive Justice

Policy .
objectives . ) ] f4)Equahty
(1)Equality (2)Equity (3)Fairness in stock
Policy means ownership
Minimum wages
Basic pension
Primary goods Minimum health
and personal
care services
Distributi ) Wages propor-
t.ls rll tu lot?lptropord tional to contri-
1(;1;&1 to abity an bution Income
eror related pension
Fair rule and fair Fair trade Equal
treatment for
treatment
equal case
More equal distri- Property
bution of stocks owing
democracy

It is impossible to realize (1) and (2) at the same time. To realize three objectives of justice at the same
time, three different policy means are required as the theory on policy mix suggests. Table 1 suggests a pos-
sible policy mix. It is usually assumed that there is a trade-off relationship between economic efficiency
and distributive justice. However, it is only equality in the meaning of (1) that conflicts with economic effi-
ciency. Therefore, it is possible theoretically to achieve three objectives of distributive justice and economic

efficiecy at the same time by taking a policy mix as shown in Table 1.
5. Role of Government for Distributive Justice

The conclusion seems to support that of neo-liberal economists who insist that the government interven-
tion in an economy should be confined to guaranteeing the safety net that provides the primary goods and
policies to make the market mechanism work well. However, recent economic history suggests that the
market mechanism does not work as well as neo-liberalists expect, especially in preventing the overshoot-
ing of economic fluctuations and deteriorating equality in income and asset distribution. The government

should maintain the economic framework so that the market mechanism works well and prevents over-
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shooting in economic fluctuations and in the distributional inequality of income and assets.
Besides, as John Rawls suggested in the revised edition of his book “A Theory of Justice”, property own-

ing democracy is required to secure justice at the starting point.
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