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On the Substitution between Labor Differentiated by Educational
Attainment and Capital :
The Case of Japanese Mahufacturing Industries

Terukazu Suruga* and Keiji Hashimoto**

Using time-series data from Japanese manufacturing industries, the capital-skill com-
plementarity hypothesis is tested by estimating elasticities of substitution from a transolg
cost function. The hypothesis has two components: (1) that capital and skilled labor are
complements, and (2) that capital is more complementary with skilled labor than with
unskilled labor. The first component of the hypothesis receives little support in this analysis.
On the other hand, the second is supported in all the industries. Further, the time-series
variation of the elasticites, and. the relationship between the elasticities and the power of
labor union are also considered.
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