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International comparisons

A perspective on U.S. and foreign
compensation costs in manufacturing

Despite the appreciation of the dollar,
U.S hourly compensation costs have grown more slowly
than costs in foreign countries over the 1975-2000 period

hourly compensation costs for manufactur-

ing production workersin the United States
rose above hourly compensation costs in Eu-
ropeinU.S. dollar terms. U.S. hourly compensa-
tion costs remained well above cost levelsin
Canada, Mexico, and a group of four newly in-
dustrializing economies (NIES) in Asia—Hong
Kong, Korea(the Republic of Korea), Singapore,
and Taiwan. Costs in Japan, however, were 11
percent higher than costsin the United Statesin
2000. (Seechart1.)

With declining barriersto world trade and the
increasing importance of tradein many countries,
business and labor leaders, and other analysts
are concerned with the competitiveness of their
countries’ exports. Labor costsareamajor factor
influencing the costs of goods produced by a
country relative to those of its trading partners,
and conseguently its international competitive-
ness.! Reflecting the importance of these labor
costs, the European Commission and European
Council, for example, have called on member
statesfor moderation in both wage and nonwage
labor costs? Eurostat, the statistical office of
the European Union, notes that “labour costs
considerably influence the choices of palitical,
economic and social decisionmakers, asthey ac-
count for some two-thirds of the production
costs of goods and services. Moreover, knowl-
edge of labour cost levelsis an essential tool in
the strategic planning of investment, production,

I n 2000, for the first time since 1989, average
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employment policy or wage levels in collective
bargaining.”®

Over the past quarter-century, hourly com-
pensation costsin the United Stateshavetripled,
and costs in competitor economies have risen
nearly four-foldin U.S. dollar terms. These costs
reflect both comparative changes in costs in
terms of national currencies and exchange rate
changes. Major changesin therelative position
of countries' hourly compensation costs over
this 25-year span are evident in the examination
of three periods, illustrated in chart 1. From 1975
to 1985, hourly compensation costs for a trade-
weighted average of 28 foreign economies grew
at a slower rate than in the United States. This
was particularly truein thefirst half of the 1980s,
aperiod that saw strengthening of the U.S. dol-
lar and awidening gap between foreign and U.S.
costs. Between 1985 and 1995, however, foreign
costs grew at amuch faster rate than U.S. costs,
with competitor costs nearly reaching U.S. lev-
elsin 1995, and costs in Europe and Japan sur-
passing thosein the United States. From 1995 to
2000, costs in the foreign economies fell on a
U.S. dollar basis, while U.S. costs continued to
rise, withtheresult that competitor costs are now
only three-quarters of the U.S. level, and Euro-
pean costs have fallen below the United States
onceagain. Thelatter two periods coincidewith
the weakening of the dollar beginningin 1985 as
aresult of the*Plaza Accord,” and the strength-
ening of the dollar beginning in 1995.4 These



\Chart il Hourly compensation costs in U.S. dollars for production workers in manufacturing, 1975-2000
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exchange rate changes have an important effect on the BLS
hourly compensation costs series because they are used to
convert foreign costsinto U.S. dollars.

This article examines hourly compensation costs and the
component parts of compensation in 2000, aswell as histori-
cal trends over the past 25 years for the United States and
several foreign economies, with particular focus on the wid-
ening gap betweenthe U.S. and foreign costsin 1975-85, the
faster growth of foreign costsin 1985-95, and the slowdown
in foreign growth in 1995-2000.> The article also analyzes
some of the underlying factorsthat drive changesin relative
hourly compensation costs, including compensation costs
on anational currency basis, the component parts of com-
pensation, and exchange rates. Exchange rates are used to
convert national currency levels of compensation into com-
pensationonaU.S. dollar basis, and changesin these under-
lying factors are reflected in changes in hourly compensa-
tion on a U.S. dollar basis. Exchange rate movements are
often volatile, and compensation costson aU.S. dollar basis
can be dramatically affected by them over short periods of
time. Over the 25-year period studied, however, it was differ-
encesin therates of compensation growth on anational cur-
rency basisthat had the larger effect on the U.S. competitive
position in many countries.

Hourly compensation costsare discussed for six countries
or groups. the United States, Canada, Mexico, Japan, Europe,
and the AsianNIEs. Canada, Mexico, and Japan are the coun-
trieswith thelargest sharesin U.S. trade. For ease of presen-

tation, Europe is discussed asaregion.® The AsianNIES are
comprised of Hong Kong, Korea, Singapore, and Taiwan.

The BLS publishes comparative hourly compensation
costsfor production workersin manufacturing for the United
States and 28 foreign economies.” Hourly compensation
costsdiffer significantly from the morereadily available aver-
age hourly earnings statistics published in many countries.
Hourly compensation costs consist of pay for time worked;
pay for time not worked (such as vacation and holiday pay);
seasonal and irregular bonuses; pay in kind; employer ex-
pendituresfor legally required social insurance programsand
contractual and private benefit plans; and other taxes on pay-
rolls or employment® Average earnings do not include all
items of labor compensation; they aretypically limited to pay
for time worked and the omitted items frequently represent a
large proportion of total compensation. Moreover, the por-
tion of compensation not included in hourly earnings statis-
tics varies widely among countries. In some countries, the
proportion of the omitted items of compensation may make
up aslittle as 20 percent of total compensation costs, whilein
others nearly 50 percent of compensation may consist of the
omitted items. The broader measure of compensation ana-
lyzed here therefore permits more meaningful cost compari-
sons across countries.®

Compensation costs in U.S. dollars, 2000

Hourly compensation costsin the United Statesreached nearly
$20in 2000, about $2 |essthan the hourly cost (when adjusted
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to U.S. dollars) in Japan but alittle more than a dollar higher
than the trade-weighted average for Europe, and almost $4
higher than in Canada. Hourly compensation costs in the
four newly industrializing Asian economies were below $7.
Mexican hourly compensation costsin U.S. dollarswere well
below those of any economy studied. (Seetable 1.)

These levels of compensation costs can be broken down
into three basic components: pay for timeworked, other direct
pay, and social insurance expenditures—contributing to an
understanding of the sources of differencesinlevelsof hourly
compensation costs.

Pay for time worked includes basic time and piecerates, plus
overtime premiums, shift differentials, other premiums and
bonuses paid regularly each pay period, and cost-of-living
adjustments.

Other direct pay includes paid leave (vacations, holidays,
and other paid leave, except sick leave), seasonal or irregular
bonuses and other special payments, selected social allow-
ances, and the cost of paymentsin kind.

Social insurance expenditures include employer expendi-
tures for legally required insurance programs and contrac-
tual and private benefit plans (retirement and disability pen-
sions, health insurance, income guarantee insurance and sick
leave, life and accident insurance, occupational injury and
illness compensation, unemployment insurance, and family
allowances).

Inthisarticle, werefer to the combination of other direct pay
and social insurance asadditional compensation. Analysisof
compensation structure after all adjustments (that is, the per-
centage of compensation cost comprised of pay for timeworked,
other direct pay, and social insurance) provides insight into
the composition of employer costs and yields information
about which items are most responsible for differencesin to-
tal compensation cost levels and trends among countries.

In 2000, compensation costs in Japan were higher than in
the United States, but pay for timeworked in Japan was about

90 percent of what U.S. employerspaid for timeworked. (See
chart 2.) In Europe, hourly compensation costs were 93 per-
cent of theU.S. level and well abovethe Canadian level (table
1), but pay for time worked in Europe was just 77 percent of
the U.S. level and lessthan pay for time worked in Canada.®®

These situations are possible because the share of addi-
tional compensation (other direct pay and social insurance) is
higher in Japan and Europe than in the United States. In
Japan, other direct pay was equal to 26 percent of total com-
pensation in 2000, amuch higher percentage than inthe United
States, where other direct pay was only 7 percent of total
compensation. (Seechart 3.) Asaresult, when bonuses and
|leavetime (vacation and holiday pay) areincluded, direct pay
(pay for time worked plus other direct pay) in Japan is higher
thaninthe United States. Within the BLS estimates of hourly
compensation costs, bonuses are an especially large part of
Japanese costs, equaling 15 percent of hourly compensation
costs, whilein the United States bonuses are less than 1 per-
cent of hourly compensation costs.

Other direct pay was also substantially more important in
Europe than in the United States, comprising 17 percent of
total compensation in 2000.1* According to BLS estimates of
components of other direct pay, bonuses in most of Europe
were not aslarge asin Japan, but they were still considerably
higher than inthe United States, typically about 5-10 percent
of total compensation. Anotherimportant component of other
direct pay, pay for time not worked, was higher in most Euro-
pean countries than in the United States, averaging between
9-12 percent of total compensation in most European coun-
tries, compared with about 6 percent in the United States.

The other major category of compensation costsis social
insurance. Social insurance made up a higher percentage of
costsin Europethaninthe United States, Japan, and Canada
in 2000. (See chart 3.) The importance of social insurance
among European countries varies considerably. Social in-
surance cost shares in some countries, such as Belgium,
France, Italy, and Sweden were near or above 30 percent. In
other European countries, however, including Denmark, Ire-
land, and the United Kingdom, social insurance cost shares
were much lower than in the United States. In the Asian

\Table Il Hourly compensation costs in U.S. dollars for production workers in manufacturing, selected years 1975-2000

[United States = 100]
Country or area 1975 1980 1985 1990 1995 2000
UNited SEAES .....veveeieeiiaieeieieeeee e 100 100 100 100 100 100
(cost in U.S. dollars) ($6.36) ($9.87) ($13.01) ($14.91) ($17.19) ($19.86)

Canada .........cocoveiieeinennn 94 88 84 107 94 81
MEXICO e 23 22 12 11 9 12
JAPAN oo 47 56 49 86 139 111
EUTOPE ..o 80 100 61 116 128 93
ASIaN NIES .....covveeinininnn, 8 12 13 25 37 34
All 28 competitors ...........coeevviviiiiiiieiin, 60 67 52 83 95 76

38 Monthly Labor Review June 2002



‘ (oL Ll Hourly pay for time worked in U.S. dollars for production workers in manufacturing, 2000
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Importance of other direct pay and social insurance expenditures for production workers
in manufacturing, 2000

Percent of total hourly Other direct pay _ Percent of total hourly
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Norte: Separate data for pay for time worked and other direct pay are not available for Mexico and the Asian NIEs.
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NIES, social insurance cost shares were only 14.5 percent,
but they have been rising asapercentage of total compensa-
tion costs over the last 25 years. Mexico's share of social
insurance costs in hourly compensation was the lowest of
the countries compared.

The analysis of compensation structure illustrates theim-
portance of looking at additional compensation costs. Using
only pay for time worked data as a means for comparison
would result in an inaccurate assessment of differences in
employer costs among countries. Asnoted above, costs for
pay for time worked are higher in the United States than in
Japan or Europe, but once items of additional compensation
are included, total compensation in Japan and several Euro-
pean countriesis significantly higher than the United States.

Compensation costs in U.S. dollars, 1975-2000

Growth over three periods Between 1975 and 2000, hourly
compensation costs in the United States rose at an average
annual rate of 4.7 percent. Thisgrowthwasconsiderably slower
than Japan’ s rate of 8.3 percent and the 11.1-percent growth
rate of the AsianNIEs over the 25-year period. Europe’ sgrowth
rate was more moderate but still rose at arate higher than the
United States. Only in Canadaand Mexico did ratesgrow at a
slower pace than in the United States. (Seetable?2.)

Compensation costsin the United Statesgrew at about the
same rate asin Japan between 1975 and 1985, before slowing
considerably for thenext 15 years. Only the AsianNIEsexhib-
ited significantly faster growth in compensation costs than
did the United States over the 1975-85 period. During 1985—
95, costs in U.S. dollars in all the foreign economies except
Mexico grew at arate significantly higher than in the United
States. Then, in 1995-2000, costs either declined or grew at
much slower ratesthan inthe United States, again with Mexico
asthe exception.

The years between 1985 and 2000 contained dramatic ex-
amplesof growth and declinein compensation costs. Growth
ratesin Europe, Japan, and the AsianNIEswerein the double
digits for the 1985-95 period, much higher than the U.S. rate
of 2.8 percent. In 1995, however, things changed drastically.

\Table P8  Growth in hourly compensation costs for production

workers in manufacturing, U.S. dollars 1975-2000
[Average annual percent change]

Country or area | 1975-2000 | 1975-1985 | 1985-1995 | 1995-2000
United States ......... 4.7 7.4 2.8 2.9
Canada ................. 4.1 6.3 3.9 1
MeXiCo ....cc.uvevunnnen. 2.1 .8 -.5 10.3
Japan ... 8.3 7.8 14.2 -1.6
Europe .........ccoeen 5.4 4.8 10.4 -2.8
Asian NIES ............. 111 12.8 14.8 1.2
All 28 competitors ... 6.2 6.5 9.1 .0
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Costsin Europe and Japan actually fell during the 1995-2000
period. The Asian NIES maintained a positive growth rate
duringtheselast 5 years, but hourly compensation cost growth
slowed to well below that of the United States.

Asin Europe, Japan, and the Asian NIES, Canadian cost
growth also decelerated sharply after 1995, but it is notewor-
thy that trends in Canada did not follow the same pattern as
these other economies. Canadian costsaccelerated quickly in
the latter half of the 1980s, but did not grow at al from 1990
onward.

The pattern in Mexico was reversed from that of the other
foreign economies. Mexican compensation costs grew at the
slowest rate during 1975-85, and Mexico was the only
economy in which hourly compensation fell between 1985
and 1995. However, Mexican costsgrew at the fastest rate by
far over thefinal 5 years of the comparison period.

Changesinrelative position. Thedifferencesingrowthrates
of the United States and foreign economiesresult in changes
in the relative position of a country’s hourly compensation
costsin U.S. dollars over time. Chart 4 showsthe position of
each foreign economy over timerelative to the United States.
The U.S. level is set to 100 in all years, and each foreign
economy’ slevel isexpressed as apercentage of the U.S. level
inany given year.

Among the foreign economies, Canadian costs, at 94 per-
cent of the U.S. level, were closest to the United States in
1975. Japanese costswereslightly lessthan half of U.S. costs,
while M exican costswere about aquarter of the United States.
Costsinthe AsianNIEswere only 8 percent of the U.S. level,
averaging amere 52 cents per hour.

By 1985, U.S. hourly compensation costs per hour had
risen to $13.01, the highest compensation costs of all coun-
tries studied. Canada was still the country closest to the
United States, but relative costs were now only 84 percent of
the U.S. level. After rising to the same level as the United
States in 1980, European costs declined 5 consecutive years
relative to the United States, and Japanese costs remained at
about one-half the U.S. level. Relative to the United States,
Mexican costs were sharply lower, and costs in the Asian
NIES higher, with the result that costs in both these competi-
tors were about 12 percent of the U.S. level in 1985.

The years between 1985 and 1995 illustrate dramatic
changes in hourly compensation costs for the U.S. competi-
tors. After rising above U.S. costs for the first timein 1992,
Japanese costs peaked in 1995, 39 percent higher than the
United States. Similarly, costsin Europeincreased to alevel
in 1995 alittle below Japan but significantly higher than the
United States.

With costsrising even faster than in Japan or Europe, the
Asian NIEs continued to close the gap with the United States
between 1985 and 1995. After several yearsintheearly 1990s
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when costs were higher in Canadathan in the United States,
Canadian costswere once again lower than the United States
by 1995. Mexican costs had been steadily increasing relative
to the United States since 1986, but in 1995 Mexican costs
were back down to 9 percent of the U.S. level.

Costsin Europe relative to the United States declined ev-
ery year during the 1995-2000 period, and by 2000 were below
the U.S. level. Japanese costs, which had been about $7
higher than the United Statesin 1995, fell 3 consecutiveyears
to alevel below the United Statesin 1998. Following rapid
growth in costsin 1999 and 2000, however, Japan once again
became the economy with the highest compensation costs.

Costsinthe AsianNIEs dropped 12.6 percent in 1998, and
these countries still had a lower cost level relative to the
United Statesin 2000 thanin 1995. Although costsin Mexico
rose from 1995 to 2000, Mexico continued to have very low
costs in 2000, only about one-third the level of the Asian
NIES, the competitor with the next lowest costs. Canadian
costsremained essentially flat after 1995, and, with U.S. costs
continuing to rise, were only 81 percent of the U.S. level in
2000.

Compensation in national currency
and exchange rates

Changes over time in compensation costs denominated in
U.S. dollars reflect the underlying national wage and benefit

trends measured in national currencies, as well as frequent
and sometimes sharp changes in currency exchange rates.
Between 1975 and 2000, both of these factors played an im-
portant part in determining relative trends in compensation
costs on aU.S. dollar basis. In this section, trends in both
national currency compensation costs and exchangeratesare
analyzed.

Exchange rate changes play a key role in the competitive
position of the United States. After that position deteriorated
somewhat between 1975 and 1985 due to the strength of the
U.S. dollar, aweakening dollar in 1985-95 helped improve the
U.S. competitive situation. Therevival of astrong U.S. dollar
inthelast 5 years of the 1990s corresponded with adeclinein
U.S. competitiveness as reflected in hourly compensation
costs denominated in U.S. dollars.

While volatile fluctuations in exchange rates often over-
shadow trends in compensation costs in national currency
over short time periods, differencesin the compensation cost
trendsin the United States and foreign countries have a sig-
nificant impact on competitiveness over longer time periods.
Throughout those 25 years between 1975 and 2000, hourly
compensation costs denominated in national currenciesgrew
faster in most of the competitors than in the United States,
contributing to animprovement inthe U.S. competitive stand-
ing. (Seetable3.)

Chart 5illustrates the combination of the growth in hourly
compensation costs in national currency and growth in ex-
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I ¢ Hourly compensation costs in U.S. dollars for

production workers in manufacturing, average
annual percent changes, 1975-2000

[Average annual percent change]

Country or area 1975-2000 (1975-1985]1985-1995 [1995-2000

u.s

U.S. dollar basis ........ 4.7 7.4 2.8 2.9

National currency....... 4.7 7.4 2.8 2.9

Exchange rate........... - - - -
Canada

U.S. dollar basis ........ 4.1 6.3 3.9 1

National currency....... 5.7 9.5 4.0 1.7

Exchange rate'.......... -1.5 -2.9 -1 -1.6
Mexico

U.S. dollar basis ........ 2.1 .8 -5 10.3

National currency....... 33.2 36.7 35.2 19.2

Exchange rate' .......... -23.3 -26.1 -27.5 -7.5
Japan

U.S. dollar basis ........ 8.3 7.8 14.2 -1.6

National currency ....... 4.0 5.5 4.0 1.2

Exchange rate' .......... 4.1 2.2 9.8 -2.7
Europe

U.S. dollar basis ........ 5.4 4.8 10.4 -2.8

National currency ....... 6.8 10.5 5.1 3.1

Exchange rate' .......... -1.3 -5.1 5.0 -5.7
Asian NIES

U.S. dollar basis ........ 11.1 12.8 14.8 1.2

National currency....... 11.9 15.5 11.8 5.5

Exchange rate' .......... -7 -2.3 2.7 -4.0
All 28 competitors

U.S. dollar basis ........ 6.2 6.5 9.1 .0

National currency....... 9.7 13.6 8.6 4.3

Exchange rate' .......... -2.6 -5.2 1.1 -4.0

1 Value of foreign currency relative to the U.S. dollar.

change rates (the value of the foreign currencies). When
both bars have values greater than zero, both the increase in
hourly compensationin national currency and the changesin
exchangeratesare contributing to increase hourly compensa-
tion costson aU.S. dollar basis. When the exchange rate bar
isnegative (for example, Europein 1975-85), thechangeinthe
exchangerate offsetstheincreasein national currency hourly
compensation, indicating that the change in hourly compen-
sation on a U.S. dollar basis is somewhat less than the in-
crease on anational currency basis.

Measured in national currency, hourly compensation costs
grew fastest in the 1975-85 period for the United States and
each of theforeign economies. Between 1985 and 1995, growth
was still strong, but since 1995 growth has slowed consider-
ably in al the competitors while growing at about the same
rate in the United States. As an indication of the slowing of
growth onanational currency basis, the slowest rate of growth
during the 1975-85 period—»5.5 percent in Japan—matched
the second fastest growth rate in 1995-2000.

Whilehourly compensation costsin the United Statesalso
grew faster during the 1975-85 period than in later periods,
they were never as high as the growth rates of costs in na-
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tional currency in several foreign economies. Cost growth
decelerated faster and earlier in the United States than in the
other economies; between 1985 and 1995 costsin all competi-
torsgrew at ratesfaster than the United States. Between 1995
and 2000, however, U.S. growth ratesremained the samewhile
compensation costs on a national currency basis continued
to moderate in the competitor countries. As a result, only
Mexico and the Asian NIEs had significantly higher growth
rates than the United States during this period.

The growth ratesin national currency, as well as changes
inthe exchangeratesof foreign currenciesrelativetotheU.S,,
had amajor impact on the competitive positions of the United
States and the competitors. The severity and timing of the
impact followed a different pattern in each competitor.

In Europe, the trade-weighted growth of hourly compen-
sation costs measured in national currency was about 2 per-
centage points higher than growth in the United States over
the entire 25-year period. However, the slowdown in growth
of European costs over that time was much steeper than the
declineinthegrowthrate of U.S. costs. Betweenthe 1975-85
and 19952000 periods, European cost growth ratesfell about
7-1/2 percentage points, compared with a 4-1/2 percentage
point drop in U.S. growth during the same period. The years
1999 and 2000 are particularly significant in that the growth
rate of hourly compensation costs in national currency was
lower in Europe than in the United States for the first time
since this series began in 1975.

Additional compensation (other direct pay and social in-
surance) increased at afaster rate than pay for timeworkedin
Europe over the 25-year period, asreflected in theincreasing
share of total compensation costs accounted for by the addi-
tional compensation components. The shares of both in-
creased as a percentage of total compensation costs through
1990, but sincethat time, the structure of compensation costs
in Europe hasremained rel atively stable. Thefollowing shows
other direct pay and social insurance as a percentage of total
compensation in Europe:

Other Social
direct pay Insurance

1975 e 15.8 20.8
1980 ....coveereneee 16.5 222
1985 ... 17.2 22.6
1990 ...covvvreenen 17.6 234
1995 ..o 17.3 239
2000 .....cccvenne 17.0 233

After appreciating moderately against the dollar between
1975 and 1980, the European currencies underwent two dis-
tinct periods of changein the 1980s. (See chart 6.) The cur-
rencies in Europe began to weaken against the dollar in 1981,
declining at a rate of 11.7 percent per year through 1985.
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(o Il Exchange rate growth, 1975-2000 (value of foreign currency relative to U.S. dollar)
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Strong growth against the dollar between 1985 and 1990, how-
ever, nearly offset theweak performanceinthefirst half of the
decade. Thenet result wasthat, over the entire decade of the
1980s, exchangeratesin Europedeclined only slightly against
thedollar. Inaddition, the higher growth ratein national cur-
rency costs relative to the United States over the decade,
combined with only a moderate decline in the value of the
European currencies, drove European costs 16 percent higher
than U.S. costsin 1990—asignificant increasefrom 1980, when
U.S. and European costs were at the same level.

European exchangeratesin 1995 were essentially unchanged
from their 1990 levels. European national currency costs, how-
ever, were growing at a rate of 1-1/2 percentage points faster
than U.S. costsso that, by 1995, European hourly compensation
costsin U.S. dollars were 28 percent higher than U.S. costs.

European exchange rates reversed their course beginning
in 1996, declining against the dollar in each year between 1996
and 2000.*2 With national currency growth rates slowing in
Europe to about the same rate of growth as in the United
States, the exchange rate changes brought European costs
relative to the United States down to a level lower than the
United Statesin 2000.

In Japan, growth in national currency compensation costs
was more moderate than in the other countries and areas con-
sidered. Average growth during the 25-year period was 0.7
percentage points lower than U.S. growth. Costs grew at an
average of only 5.5 percent over the 1975-85 time period, the
lowest of any country, including the United States. Thiswas
aremarkably low rate of growth considering that growth rates
for all economieswere at their peaks during that period.

Japanese cost growth slowed in subsequent periods, and
only the United Stateshad alower growth rate over the 1985-95
period. Between 1995 and 2000, Japanese compensation costs
grew at the lowest rate of any of the competitors. In 1999 and
2000, Japanese costs actually declined on a national currency
basiswhile costsin the other competitors continued to grow.

The composition of Japanese compensation has under-
goneanimportant changeinthepast 25 years. Bonuses, which
make up alarge portion of total compensation in Japan, have
beenfalling asapercentage of total compensation since 1975,
when they comprised 19.6 percent of compensation costs.
Since that time they have fallen 4.5 percentage points. The
following tabul ation shows bonuses and social insurance as
apercentage of total compensation in Japan:

Bonuses Social
Insurance

... 19.6 9.9
... 18.6 11.4
... 17.6 12.6
....18.3 135
.. 16.7 14.7
15.1 16.0

In contrast to the relative decline in bonusesin Japan, the
share of social insurance expenditures rose steadily over the
last quarter-century. In 1975, social insurance expenditures
accounted for just about 10 percent of total compensation
costs, but since that time they have grown 6 percentage
points. Social insurance in Japan now has an importance as
high as Canada and several European countries.

With national currency costs growing at a moderate rate,
it was predominantly the increase in the value of the yen
relative to the dollar that was responsible for Japan having
compensation costs higher than the United States in 2000.
(See chart 6.) Japan was the only foreign economy with a
currency that was stronger against the dollar in 2000 thanin
1975, and the only currency that appreciated in both 1975-85
and 1985-95.

During 1985-95, the strength of the yen pushed Japanese
compensation costs well above costs in the Unites States.
However, the latter part of the 1990s saw a reversal in the
Japanese exchangeratetrend, asthe yen weakened for 3 con-
secutiveyears. Thisdownward trend lowered Japanese com-
pensation coststo about the samelevel asU.S. costsin 1998.
(See chart 4.) But the yen rebounded strongly in 1999 and
2000, causing therise of Japanese compensation costs above
U.S. costs once again.

Unlike Japan, growth in national currency compensation
costs was the major factor that determined the trend in com-
pensation costsfor the AsianNIEsrelativeto the United States
between 1975 and 1995. While costs in national currency
weregrowing at double-digit rates, exchangerateswere nearly
thesamein 1995 asin 1975. Thus, the sharp increasein com-
pensation costs on a U.S. dollar basis in the NIEs through
1995 can be attributed nearly entirely to fast growth in na-
tional currency compensation costs.

Those national currency growth rates followed the same
general slowing pattern in the Asian NIES as in most of the
other foreign economies, but the decel eration took placefrom
a higher growth level. Despite compensation cost growth
rates that fell nearly 4 percentage points from the 1975-85
time period to the 1985-95 time period, growth still remained
inthedoubledigitsinthelatter period. Coststhenfell another
6 percentage points in the 1995-2000 period, but the rate of
growth was still higher than any other competitor except
Mexico.

Two factors in particular contributed to the fast pace of
hourly compensation cost growth in the NIEs. First, costsin
Koreagrew faster than the other NIEs throughout the 1975—
2000 time period, growing at arate of 17.7 percent, compared
to atrade-weighted average of 9.7 percent for the other three
NIES. Second, social insurance costs as apercentage of com-
pensation costs have been increasing in the NIEs. After fall-
ing to a low of 7.8 percent of compensation costs in 1987,
social insurance costs rose fairly consistently throughout
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the 1990s, and by 2000 made up 14.5 percent of compensa-
ti oo S22 The following shows social insurance as a per-
centage of total compensation for Asian NIES:

While exchange rate changes played a secondary role
during most of the period studied, the Asian currency cri-
sisin 1997-98 was a turning point in exchange rate trends
in theNIES. With the exception of Hong Kong, where the
currency is pegged to the U.S. dollar, the value of NIES
currencies fell 25.7 percent during the crisis. Combined
with slower cost growth on a national currency basis,
costsin these countries dropped in 1997 and 1998, when
measured in U.S. dollars. (See chart 1.) In 1999 and 2000,
these costs recovered somewhat, but failed to reach their
pre-crisislevels.

Exchange rates played an important role in the competi-
tive position of Canada. The Canadian dollar steadily de-
preciated from 1975 to 2000 and, compared with the other
competitors, fluctuations in the Canadian currency were
modest. On anational currency basis, social insurancein
Canada assumed arising importance over the 25-year pe-
riod, rising to 16.4 percent of total compensation costsin
2000, up from 8.9 percent in 1975. Altogether, Canadian
national currency costs grew at arate 1 percentage point
higher than the United States between 1975 and 2000, but
the cumulative effect of the declining Canadian dollar more
than offset the faster growth. Asaresult, Canadian com-
pensation costs went to only 81 percent of the U.S. level
in 2000, down from 94 percent of the U.S. level in 1975.
(Seetable 1).

In Mexico, national currency growth rates were sub-
stantially higher than for the other competitors through-
out the period studied, growing at more than 30 percent
per year between 1975 and 2000. However, the Mexican
peso was hard hit by adverse economic shocksthat led to
several devaluations over the past quarter-century. In
1982, the peso was devalued coinciding with adebt crisis
that followed a severe recession and liquidity crisis. In
1986, the peso was further devalued in response to the
steep fall inthe price of oil, Mexico’ s main source of export
revenue. The latest major devaluation occurred in Decem-
ber 1994, when the peso was permitted to float vis-a-vis
the dollar.** These events severely impacted the Mexican
currency to the point where it was the weakest of any of
the competitors.
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Chart 7 illustrates the effect of these devaluations on the
value of the peso and Mexican hourly compensation costs.
Each of the three major devaluations resulted in a drop of
more than 40 percent in the value of the peso. Asaresult,
Mexican compensation costs as a percent of the U.S. level
(lower panel of chart 7) fell sharply in response to each of
these events. The impact of these events on Mexican com-
pensation is overwhelming; since 1980 Mexican costs rela-
tive to the United States have fallen only during the immedi-
ate aftermath of the devaluations—2 years (1982 and 1986) in
which devaluations occurred, and 2 years (1983 and 1995)
that followed devaluation years. Otherwise, Mexican costs
have held steady or increased in the other 16 years. Never-
theless, hourly compensation costsin Mexico havefallen to
only 12 percent of the U.S. level in 2000 from a high of 26
percent.

It is notable that hourly compensation cost growth on a
national currency basis increased sharply with the first two
major devaluations in 1982 and 1986, while the value of the
peso continued to fall at afairly high rateintheyearsdirectly
following the devaluations. By contrast, during the last de-
valuation in 1995, the growth rate of national currency com-
pensation costsincreased only moderately, but the weakness
in the peso abated much more quickly than following previ-
ous deval uations—and compensation costs on a U.S. dollar
basis had returned to positive growth by the following year.

Conclusion

Over the past 25 years, the U.S. competitive position with
regard to hourly compensation costs has improved rela-
tiveto competitors, particularly Japan and Europe, despite
some deterioration over the final 5 years of the 20th cen-
tury. Futuretrendsinthisareawill undoubtedly be closely
watched as governments, manufacturers, and worker bar-
gaining associations examine proposal s regarding wages,
additional compensation costs, worker pension plans, and
work time.

Thesetrendsin hourly compensation costsin U.S. dol-
lar terms are often heavily influenced in the short-term by
exchange rate movements, but it isimportant to note that
over the past 25 years it was the difference in national
currency cost growth rates between the United States and
competitors—particularly Europe and the Asian NIEs—
that most affected the competitive position of the United
States. For many years, growth in hourly compensation
costs in the United States was lower, on a national cur-
rency basis, than most of the competitors, contributing to
the improvement of the U.S. competitive position. This
trend recently changed, and national currency hourly com-
pensation is now growing at slower rates in many of the
competitors than in the United States.
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Notes

* See, for example, “Manufacturing costs, productivity, and competi-
tiveness, 1979-93,” by Edwin R. Dean and Mark K. Sherwood, Monthly
Labor Review, October 1994, pp. 3-16, for a discussion of input costs,
product prices and competitiveness. The offsetting impact on product
prices due to productivity gainsis discussed in “Comparing 50 years of
labor productivity in U.S. and foreign manufacturing,” this issue, pp.
51-65.

2 “| abor costs—annual update 2001,” European Industrial Relations
Observatory On-Line.

® “Eu labour costs 1999,” Satistics in focus Population and social
conditions, Theme 3, 3/2001.

4 The Ministers of Finance and Central Bank Governors of five coun-
tries (France, Germany, Japan, the United Kingdom, and the United
States) met on September 22, 1985, at the PlazaHotel in New York, in
order to review economic developments and policiesin their countries.
The results of their meeting were summarized in an agreement, known
asthe“PlazaAccord.” In particular, they noted that the “ appreciation
of the U.S. dollar” was among the factors that have “contributed to
large, potentially destabilizing external imbalances among major indus-
trial countries” and that an “appreciation of the main nondollar cur-
rencies against the dollar is desirable. They stand ready to cooperate
more closely to encourage this when to do so would be helpful.” For
further information, see the University of Toronto Library and the G8
Research Group at the University of Toronto on the Internet at http:/
/www.library.utoronto.ca/g7/finance/fm850922.htm

® The purpose of this article is to decompose the rather distinct speed-
ups and slowdowns in hourly compensation growth rates for the 28
competitors as illustrated in chart 1. There was no attempt to select
time periods to eliminate possible cyclical factors.

¢ Europeincludes the 15 countries of the European Union, Norway, and
Switzerland. For the purposes of constructing a time series for hourly
compensation for Europe, data for Germany included in the trade-
weighted averages for Europe relate to the former West Germany only.
Data for Germany are available only from 1993-2000; no data are
available for 1975-92. Approximately 90 percent of manufacturing
employment for Germany isin the former West Germany, and the level
of hourly compensation in Germany is approximately 4 percent lower
than in theformer West Germany. Using datafor Germany rather than
data for the former West Germany would lower the level of European
compensation costs by approximately 1 percent.

" China is not included because the data needed to construct hourly
compensation cost estimates for production workers are not available.
Available earnings data are monthly earnings on an all-employee basis;
earnings data and hours worked for production workers in manufactur-
ing are not available. In addition, comprehensive surveys on compo-
nents of compensation not included in earnings are not available.

8Theinternational comparisons of compensation costs do not indicate
relative living standards of workers or the purchasing power of their

APPENDIX: About the data

income. Prices of goods and servicesvary greatly among countries, and
total compensation costs include not only payments made directly to
workers, but also employer payments to funds for the benefit of work-
ers. Many of these payments to funds may benefit the workers only
indirectly (as is the case with employer payments for unemployment
insurance) or at some point in the future (for example, payments to
retirement funds). See the appendix to this article.

9 The hourly compensation cost measures used in this article differ
from the hourly compensation data in “ Comparing 50 years of labor
productivity in U.S. and foreign manufacturing” on p. 51 of thisissue.
Hourly compensation datain that article are cal culated from national
accounts aggregate employee compensation data and estimates of
labor input. In addition, the hourly compensation data used in that
articlerelate to all employees or all employed persons. Only indexes
of hourly compensation are calculated; no level data are available.
Data in the current article are computed using establishment survey
data on average earnings and supplementary labor cost data from
periodic labor cost surveys and other data sources. These data relate
to production and related workersonly. Seethe appendix on p. 63 of
this issue.

10 Separate data for pay for time worked are not available for Mexico
and the Asian NIES

" Although the trade-weighted average of other direct pay as apercent-
age of total compensation in Europe is 17 percent, the percentage of
other direct pay ranges from just under 10 percent in Ireland to 20
percent or more in Austria, Belgium, and Italy. More information
about compensation cost structurein individual European countries can
be found in the Supplementary Tables for BLS News Release “Interna-
tional Comparisons of Hourly Compensation Costs for Production
Workers in Manufacturing,” available on the Internet at http://
www.bls.gov/fls

2.0n January 1, 1999, 11 European countries joined the European
Monetary Union (EMU): Austria, Belgium, Finland, France, Germany,
Ireland, Italy, Luxembourg, the Netherlands, Portugal, and Spain. At
the same time, currencies of EMU members were established at fixed
conversion rates to the euro, the official currency of the EMu. Ex-
change rates between the national currencies of EMU countries and the
U.S. dollar are no longer reported; only the exchange rate between the
euro and the U.S. dollar is available.

2 Thelargedropin social insurance in 1987 was primarily the result of
areduction of the rate of employer contributionsto the Central Provi-
dent Fund (a social security fund) in Singapore. The rate of employer
contribution was cut from 25 percent of monthly earnings to 10 per-
cent of monthly earnings effective April 1, 1986.

“ The exchange rates used in this article are annual averages of daily
ratesfor theentireyear. Because this devaluation occurred near the end
of 1994, itsimpact on the annual average of that year was minimized.
The full impact of the devaluation is evident in the annual average for
1995, the first full year following the devaluation.

Thedatain thisarticleare hourly compensation costsfor production
workers in manufacturing. The total compensation measures are
prepared by the Bureau of Labor Statisticsin order to assessinterna-
tional differences in employer labor costs. Comparisons based on
the more readily available average earnings statistics published by
many countries can bevery misleading. National definitions of aver-
age earnings differ considerably; average earnings do not include all
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itemsof |abor compensation; and the omitted items of compensation
frequently represent alarge proportion of total compensation.

The compensation measures are computed in national currency
units and are converted into U.S. dollars at prevailing commercial
market currency exchangerates. Theforeign currency exchangerates
used in the calculations are the average daily exchange rates for the
reference period. They are appropriate measures for comparing



levels of employer labor costs. They do not indicate relative living
standards of workersor the purchasing power of theirincome. Prices
of goods and servicesvary greatly among countries, and commercial
market exchange rates are not reliable indicators of relative differ-
encesin prices.

Definitions

Hourly compensation costs include (1) hourly direct pay and (2)
employer social insurance expenditures and other |abor taxes. Hourly
direct pay includes all payments made directly to theworker, before
payroll deductionsof any kind, consisting of (a) pay for timeworked
(basic time and piece rates plus overtime premiums, shift differen-
tials, other premiums and bonuses paid regularly each pay period,
and cost-of-living adjustments); and (b) other direct pay (pay for
time not worked—vacations, holidays, and other leave, except sick
leave—seasonal or irregular bonuses and other special payments,
selected social allowances, and the cost of paymentsinkind). Social
insurance expenditures and other labor taxes include (c) employer
expendituresfor legally required insurance programs and contractual
and private benefit plans (retirement and disability pensions, health
insurance, income guarantee insurance and sick leave, life and acci-
dent insurance, occupational injury and illness compensation, unem-
ployment insurance, and family allowances); and, for some coun-
tries, (d) other labor taxes (other taxes on payrolls or employment—
or reductions to reflect subsidies—even if they do not finance pro-
gramsthat directly benefit workers, because such taxes are regarded
as labor costs). For consistency, compensation is measured on an
hours-worked hasis for every country.

The BLs definition of hourly compensation costsis not the same
asthe International Labour Office(Lo) definition of total 1abor costs.
Hourly compensation costs do not include all items of labor costs.
The costs of recruitment, employee training, and plant facilitiesand
service—such as cafeterias and medical clinics—are not included
because data are not available for most countries. The labor costs
not included account for no more than 4 percent of total labor costs
in any country for which the data are available.

Production workers generally include those employees who are
engaged in fabricating, assembly, and related activities; materia han-
dling, warehousing, and shipping; maintenance and repair; janitorial
and guard services; auxiliary production (for example, powerplants);
and other services closely related to the above activities. Working
supervisors are generally included; apprentices and other trainees
are generaly excluded.

Methods

Total compensation is computed by adjusting each country’s aver-
age earnings series for items of direct pay not included in earnings
and for employer expenditures for legally required insurance, con-
tractual and private benefit plans, and other labor taxes. For the
United States and other countriesthat measure earnings on an hours-
paid basis, the figures are also adjusted in order to approximate
compensation per hour worked.

Earnings statistics are obtained from surveys of employment,
hours, and earnings or from surveys or censuses of manufactures.

Adjustment factors are obtained from periodic labor cost sur-
veys and interpolated or projected to nonsurvey years on the basis
of other information for most countries. The information used in-

cludes annual tabulations of employer social security contribution
rates provided by the International Studies Staff of the U.S. Socia
Security Administration, information on contractual and legislated
fringe benefit changes from 1Lo and national labor bulletins, and sta-
tistical series on indirect labor costs. For other countries, adjust-
ment factors are obtained from surveys or censuses of manufactures
or from reports on fringe-benefit systems and social security. For
the United States, the adjustment factors are special calculationsfor
international comparisons based on data from several surveys.

The statistics are also adjusted, where necessary, to account for
major differencesin worker coverage; differencesinindustrial classi-
fication systems; and changes over time in survey coverage, sample
benchmarks, or frequency of surveys. Nevertheless, some differ-
ences in industrial coverage remain and—uwith the exception of the
United States, Canada, and severa other countries—the dataexclude
very small establishments (less than 5 employeesin Japan and less
than 10 employees in most European and some other countries).
For the United States, the methods used, aswell astheresults, differ
somewhat from those for other BLS series on U.S. compensation
COsts.

Hourly compensation costs are converted to U.S. dollars using
the average daily exchange rate for the reference period. The ex-
changeratesused are prevailing commercial market exchangeratesas
published by either the U.S. Federal Reserve Board or the Interna-
tional Monetary Fund.

For further details on survey sources and on specia estimation
proceduresfor some countries because of incompl ete data, seeInter-
national Comparisons of Hourly Compensation Costs for Produc-
tion Workersin Manufacturing, 1995 (Report 909, Bureau of Labor
Statistics, September 1996).

Trade-weighted measures

The trade weights used to compute the average compensation cost
measures for selected economic groups are relative importances de-
rived from the sum of U.S. imports of manufactured products for
consumption (customs value) and U.S. exports of domestic manu-
factured products (free along side {f.a.s.} value) in 1992 for each
country or areaand each economic group. Thetabulation showsthe
share of total U.S. importsand exports of manufactured productsin
1992:

Country or area 1992 Country or area 1992
trade trade
share share

Canada ................. 19.2 Greece ....covvvevvennne. A
MEexico ......c.cueuee. 7.6 Ireland 6
Italy .. 23
Audtrdia .............. 14 Luxembourg ........... A
HongKong sarR'.. 2.0 Netherlands............ 1.9
Isragl ..o 8 3
Japan ........ccceeeeenne 15.8
2
Korea .....cccceeeeene 34 8
New Zedland........ 3 8
Singapore ............. 24 1.0
Si Lanka.............. A United Kingdom .... 4.4
Tawan .......ccc.c..... 4.4
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Country or area 1992 Economic group 1992
trade trade
share share

3 28 foreign
15 €CONOMIES ....... 80.8
3 OECD® e 71.1
2 Europe ......cccovee 234
32 European Union... 22.1
5.4 ASanNIES............ 12.2

The trade data used to compute the weights are U.S. Bureau of
the Census statistics of U.S. imports and exports converted to an
industrial classification basis from datainitially collected under the
Harmonized Tariff Schedule commodity classification system.

The Organization for Economic Cooperation and Devel opment
(OECD) grouping above includes the countries in this data set that
belong to the oecp: Canada, Mexico, Australia, Japan, Korea, New
Zealand, and all European countries. Europe asdefined for this data
set consists of Austria, Belgium, Denmark, Finland, France, Ger-
many, Greece, Ireland, Italy, Luxembourg, the Netherlands, Norway,
Portugal, Spain, Sweden, Switzerland, and the United Kingdom. The
group labeled “Asian NIES” consists of the four newly industrializ-
ing economies of Hong Kong sAR, Korea, Singapore, and Taiwan.

The trade weighted measures relate to all the countries or areas
coveredintheseries. Trade-weighted datafor Germany relateto the
former West Germany. Estimates are computed for missing country
datausing the average trend in other economiesto estimate the miss-
ing data.

The trade-weighted average rates of change are computed as the
trade-weighted arithmetic average of the rates of change for the indi-
vidual countries or areas; the trade-weighted average hourly com-
pensation costs in U.S. dollars are computed as the trade-weighted
arithmetic average of cost levelsfor theindividual countriesor areas.
Rates of change derived from the trade-weighted average hourly com-
pensation cost levels need not be the same as the trade-weighted
average rates of change.

Data limitations

Because compensation is partly estimated, the statistics should not
be considered as precise measures of comparative compensation
costs. Inaddition, the figures are subject to revision asthe results of
new labor cost surveys or other data used to estimate compensation
costs become available.

The comparative level figures in this article are averages for all
manufacturing industries and are not necessarily representative of all
component industries. In the United States and some other coun-

50 Monthly Labor Review June 2002

tries, such as Japan, differentialsin hourly compensation cost levels
by industry are quite wide. In contrast, other countries, such as
Sweden, have narrow differentials.

Labor costs versus labor income

The hourly compensation figuresin U.S. dollars provide compara-
tive measures of employer labor costs; they do not provide inter-
country comparisons of the purchasing power of worker incomes.
Prices of goods and services vary greatly among countries, and the
commercial market exchange rates used to compare employer labor
costsdo not reliably indicate relative differencesin prices. Purchas-
ing power parities—that is, the number of foreign currency units
required to buy goods and services equivalent to what can be pur-
chased with one unit of U.S. or other base-country currency—must
be used for meaningful international comparisons of therelative pur-
chasing power of worker incomes.

Total compensation converted to U.S. dollars at purchasing
power parities would provide one measure for comparing relative
real levels of labor income. It should be noted, however, that total
compensation includes employer payments to funds for the benefit
of workersin addition to payments made directly to workers. (For
a few countries, the compensation measures also include taxes or
subsidies on payrolls or employment even if they do not finance
programs which directly benefit workers.) Payments into these
funds provide either deferred income (for example, payments to
retirement funds), a type of insurance (for example, payments to
unemployment or health benefit funds), or current social benefits
(for example, family allowances), and the relationship between em-
ployer payments and current or future worker benefits is indirect.
On the other hand, excluding these payments would understate the
total value of income derived from work because they substitute for
worker savings or self-insurance to cover items such as retirement
and medical costs.

Total compensation, because it takes account of employer pay-
ments into funds for the benefit of workers, is a broader income
concept than either total direct earningsor direct spendable earnings.
An even broader concept would take account of al social benefits
available to workers, including those financed out of generd rev-
enues as well as those financed through employment or payroll
taxes.

Footnotes to the ArpenDIX

' Hong Kong Special Administrative Region of China.
2 Former West Germany.
% Organization for Economic Cooperation and Development.



