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| ntroduction

Over the past thirty years, there has been a ggppatarisation of wages within the UK
(Briggs et al. 2006). The aim of this essay isidentify why wage inequality has
increased and subsequently to assess whether wageality is a problem that the
government should concern itself with.

Although this essay could consider a large numbéaaiors that have led to the increase
in wage inequality, building upon the work of Hijz¢2003), technological change and
globalisation will be considered as the key drivansthe rise of wage inequality.
Globalisation and technology will firstly be consréd through looking at their impact on
supply and demand in the UK economy. Consequethtty extent to which the UK has
been affected by wage inequality will be discussédwill be demonstrated that the UK
government should ensure education is accessidl¢hanfree market model is strived for.
Accessible education should lead to a gradual asaen the supply of a well-educated
workforce and a fall in the ranks of unskilled werk (Andrews, 2001: 36). Through the
analysis of Italy’s economic situation, it will Iseiggested that international free trade is
indeed thepareto, and that ultimately workers are most happy inraefmarket
environment as low paid jobs are not such a ‘blaidg (Siebert, 2002: 2).

Globalisation and technology

The development of international trade has resuttéde growth of national economies in
real terms, whilst at the same time increasing uaéties within these countries
(Duranton, 1999: 1). Figure 1 shows that the enves of rich countries and the top
globalising developing countries are growing, whilee economies of the non-globalising
developing countries are shrinking. Therefores guggests that globalisation is a good,
increasing the wealth and economies of countrieeff@®mann, 2002: 1).

Essentially, the process of globalisation createsger pool of workforce and materials,
the result is that countries share resources (Eligs2003: 449). Figure 2 shows the
effect of globalisation within the UK labour marketGlobalisation has resulted in the
demand for unskilled labour decreasing, shifting ¢emand curve inwards and in turn
lowering the free market wage. Because globatisatias resulted in manual work being
outsourced to developing countries such as Brazl@hina, the result has been unskilled
workers within the UK being made unemployed (WeB606).

Whilst globalisation has decreased the demand fmkilled workers in the UK, in
contrast, technological progress has increasedehend for skilled workers. According
to Hijzen (2003), skill biased technological changdghe main reason for the growing
wage inequality. Figure 3 shows the demand fdteskworkers has shifted the demand
curve outward from D1 to D2, resulting in an ingean the free market wage of skilled
workers.

Over the last twenty years there have been remigrkadvelopments in technology,



particularly within industries such as manufactgri(Rover is a case in point). As
technology advances figure 3 shows that unskilzblir will be replaced by machines
which are less expensive (particularly if theraiminimum wage above the free market
equilibrium). As a consequence of unskilled labbeing replaced by machines, there is
then an increase in demand for skilled labour terag the machines. This results in a
fall in demand and real wage of the unskilled worké and an increase in demand and
real wage of the skilled workforce (Smith, 1994).86

Growing wage dispersion: isinequality really wrong?

It has been demonstrated thus far that globalisatiod technology have resulted in an
increase in wage inequalities. Figure 4 and figudemonstrate the extent to which these
inequalities have grown in the past twenty yeaighile the lowest tenth percentile have

only seen very small increases in real wage, tpeteéo percent, both male and female,
have seen a substantial rise in their real wagsatiRe to the wage of unskilled workers,

the wage of skilled workers has increased by apprately 35% over the past twenty

years (Dickens and Ellwood, 2001: 47). Howevetah be seen that whilst the wage
dispersion is clearly increasing, the lowest tepéncentile have actually been making
small real term gains of about 1.5% and are cdytaio worse off.

Figures 4 and 5 show how the market in the UK srafing, and as previously discussed,
globalisation and technology are two contributarshis trend. However, before looking
at whether the government should attempt to impnage inequality, the concept of
wage inequality needs to be addressed. Welsh thitgsEly argues that inequality is in
fact an economic ‘good’ (1999: 1). This positioakas rational sense as it is inequalities
which keep the labour market moving; for examgie, iharket encouraging individuals to
relocate or be trained. If a free market is toctiom it is important that the market is able
to set the equilibrium wage without interferenaenirthe government, as interference will
not give thepareto optimum. Essentially therefore, if governments have tred#éfs or
limit the ability to implement technology changesweork, the result will be a loss of
efficiency; effectively dead-weight loss to society

When wage inequality isunfair

Ely argues that wage inequality is not an econdpaid unless low-wage citizens view
society as unfair, where mobility is considered asgible or illegal attempts are made to
redistribute income (Welsh, 1999: 2). Ely is cotren his assertion, because in this
situation unskilled workers would effectively givg on the labour market which goes
against the basic assumptions of supply and denaaddwill inhibit reachingpareto
efficiency. Essentially, the pivotal issue is that of aciel#ty to education. The UK
government should ensure opportunities exist wheifethe free market dictates a shift in
demand for unskilled to the left, and a shift te tight in the demand of skilled workers,
the unskilled labour need to be able to re-train.



One of the most serious problems the UK labour etallas is a lack of skilled workers.
Nickell, argues that the high rising inequalitieswage have been made worse by ‘the
very long tail in skill distribution’, stating thaiver 20% of the UK working population
have very low skills (2004: 24). Andrews (2001¢agnises that a shift in demand to the
well educated poses a problem to unskilled workétswever, Andrews argues that it is a
signal from the market that young people shoulduaegskills before entering the job
market and low-wage workers should invest in imprguheir competencies (2001: 36).
Essentially therefore, the government should nigrfare with the free market but should
merely facilitate it, helping reduce the frictiofigt may exist.

The question of happiness

When the UK is considered in comparison to Itaippéical evidence reveals that Italy’s
wage inequality has actually got smaller over thstpwenty years (Siebert, 2002: 13).
Although this might at the outset seem attractageSiebert argues, there are two possible
reasons for the increased wages of unskilled labdemand increases, or alternatively,
collective agreements which push up unskilled wgg662: 4). The Italian government’s
strict labour regulation has actually artificiafpyshed the wages of unskilled workers up.
As figure 6 suggests this has been to the detriroktite Italian economy, thus the UK
government should not follow a similar policy.

As increasing wage inequality is growing within tb& and the demand for unskilled
workers is getting less, the relationship betweerkvand happiness should be considered,
and whether the growing wage inequality is havimgpsitive or negative impact upon the
UK. Within the US, a country where wage inequailitygrowing even faster than the UK
(Salverda et al. 2001: 22), Ely states that wagmyuality has worked positively to
highlight the importance of education (Welsh, 1929). The growing importance of
education is also evident within the UK, with thevgrnment encouraging young people
to stay in education for longer (BBC, 2002). Whilse training of unskilled workers
needs to take place, in reference to a numberudfes Siebert states that an unemployed
person would typically prefer to have a ‘bad’ jather than be unemployed receiving
state benefits (2002: 2). Furthermore, empirie&dence suggests that income only has a
small insignificant effect upon happiness (Sieb2@02: 10). Consequently, although
unskilled workers who do not invest in training mag paid a low wage, a higher wage
would not significantly raise their levels of hapgss.

Conclusion

This essay has discussed how technological pragressid globalisation have reduced
the demand for unskilled labour and increased #raahd for skilled labour. It has been
demonstrated that the free international markeheey is the best economy to operate in
as it is thepareto optimum. This essay has shown that the current situationcreasing

wage inequality is actually an economic good &ndourages unskilled workers to invest
in training and education. In conclusion therefahe role of the UK government should



be to help communicate the market needs to the farmdk, thereby ensuring that all is
done to minimise any market frictions that may egisch as imperfect knowledge on the
part of unskilled labour.
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Figure 2. Supply and demand of unskilled labour before and after globalisation

Supply

x
Demand 2

Real Wage (w/p)

»" Global competition

Unskilled labour



Real Wage in Pounds Per Ho

Skilled labour

Demand 2

Supply

Real Wage (w/p)

Skilled labour

Figure 4: Real wagesin Britain for malesworking
at least half time

£20

Lax]

"
fax) ey ey
-] = %]
I 1 L

b B x ]
A
1
|
|
|

£2 1

90th Percentile P

Median

10th Percentile

£0 T T T

1983 1988 1993 1998

Year

Adapted fromr Dickens R and Ellwood D, 200
Whither poverty in Great Britain and the United

Advances in technology

States? The determinants of changing poverty and

whether work will work, Centre for Economic

Performance, London School of Economics.
Page 46.

Real Wage in Pounds Per Hour

Real Wage (w/p)

Iy

Figure 3: Supply and demand of labour before and after technological advances
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Figure 6: Supply and demand of unskilled labour in Italy

Extended collective

agreements cause Deadweight loss to society
high wages .
y. |
r 4

< Suppl
E VXZ upply
L
c W1, . <+—— Free market equilibrium
= |
C_U |
() |
o :
' Demand
¥ |
L2 L1 Unskilled labour

Demand for unskilled labour decreased

References:

» Pfeffermann G, 2002. The Eight Losers of Globaiorat Globalist Paper: Global
Development.
http://theglobalist.com/DBWeb/Storyld.aspx?Story2d29

* Briggs C, Buchanan J, Watson |, 2006. Wages Pali@n Era of Deeping Wage
Inequality. The Academy of the Social Sciences urstfalia, 4; 1-20.

* Hijzen A, 2003. Fragmentation, Productivity and &e&k Wages in the UK: A
General Equilibrium Approach, GEP Research pap@032A7, University of
Nottigham, Nottingham.

* Andrews M, 2001. The Political Economy of Hope a&rehr: Capitalism and the
Black Condition in America. New York University Rse

e Duranton G, 1999. Trade, Wage Inequalities and &isps between Countries:
The Technology Connection, Growth and Change, 38:4%8.

e Smith S, 1994. Labour Economics (second editiooutiRdge.

* Fligstein N, 2002. The Architecture of Markets: Attonomic Sociology of
twenty-First-Century Capitalist Societies. PrirmcetUniversity Press.

* Dickens R and Ellwood D, 2001. Whither poverty ire@ Britain and the United
States? The determinants of changing poverty aretheh work will work, Centre
for Economic Performance DP No. 506, London Scled&conomics.

* Dickens R and Manning A. 2002. Has the nationalimim wage reduced UK
wage inequality?, Centre for Economic Performan&eNd. 533, London School
of Economics.

*  Weber T, 2006. Outsourcing firms eye new markeBCBusiness News.
http://news.bbc.co.uk/1/hi/business/4644698.stm



Welsh W, 1999. Richard T. Ely lecture: In defen$enequality, The American
Economic Review; 89 (2).

Nickell S, 2004. Poverty and worklessness in Britdihe Economic Journal, 114.
March.

Salverda w, Bazen S, and Gregory M, 2001. The EBaongAmerican Employment
Gap, Wage Inequality, Earnings Mobility and SkiIStudy for France, Germany,
the Netherlands, the United Kingdom and the Un§&ates. European Low-Wage
Employment Research Network.
www.economics.ox.ac.uk/Members/mary.gregory/JobsasHp

Siebert S, 2002. Notes on Labour market flexihiliQuestions for the new
economy. Chapter 4 in Cheng R, Meadows R and SuBdéds.) 2002. Urban
and Regional Prosperity in a Globalised, New Econdadward Elgar.

BBC, 2002. £40 a week to stay in education, BBCiigass News.
http://news.bbc.co.uk/1/hi/education/2081742.stm

Dollar D and Kraay A, 2001. Trade, Growth, and Rtuerhe Economic Journal,
114. February.



