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This paper critically reexamines a hypothesis that the increase in
social wages was in part responsible for the decline in the cyclical
variability of wages. In terms of both theoretical rationale and
empirical evidence, we find that the hypothesis is fragile. We pro-
pose an alternative hypothesis that if social wages move in a
strongly counter-cyclical fashion, then the cyclical variability of
wages appears to decline without an overall increase in social
wages. We find that some empirical results are consistent with our
hypothesis. (JEL Classification: E24)

I. Introduction

In the late 1970s and the early 1980s several economists observed
the declining sensitivity of nominal wages (and prices) to business cycle
conditions in the United States. Cagan (1975), Sachs (1980), Bowles
and Gintis (1982), Schor (1985a), and others provided empirical evi-
dence on the decline in the cyclical variability of wages over the post-
war period. It appeared that the decline was more prominent in the
1970s. However, Tsuru (1991) finds, in a disaggregated study, that the
declining trend in the cyclical variability of wages halted and started to
reverse in the 1980s.

The decline in the cyclical sensitivity of wages was a serious concern
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for a wide spectrum of economists. It has important implications for
labor market functioning and macroeconomic policy-making. It implies
that more severe economic downturn must be implemented to reduce
wage inflation to a certain level. It has been also suggested that
increasing wage inflexibility may have been in part responsible for the
prolonged recession in the early Reagan years. For economists working
within the political economic framework, it represents a significant
alteration in the workings of the capitalist economy. The failure of
wages to sufficiently decrease during periods of labor market slack in
effect weakens the functional role of unemployment—“the reserve army
of the unemployed”—to restore profitability and thereby to provide
renewed conditions for the next round of expansion.

Many explanations for the decline in the cyclical variability of wages
have been put forward. The most standard explanation is that it may
have been caused due to the widely used practices of counter-cyclical
macroeconomic policy in the postwar period and/or the spread of
multi-year collective bargaining agreements (see, for example, Sachs
1980; Taylor 1986). The former explanation is that the rather pre-
dictable implementation of counter-cyclical macroeconomic policy
alters expectations of firms and workers about business cycle condi-
tions of the near future. To the extent that counter-cyclical policy
makes firms and workers perceive current business cycle conditions to
be temporary and thus likely to be changed in the near future, it obvi-
ously weakens the ability of current economic conditions to regulate
current behaviors. The latter is an obvious institutional obstacle to
prevent a prompt adjustment of wages to business cycle conditions.!

Not a few economists, for example, Clark and Summers (1982) and
Bowles and Gintis (1982), suggested an alternative explanation—the
decrease in the cost of job loss as a result of the growth of social
wages, which include unemployment benefits and other, minor in mag-
nitude and coverage, income-maintaining welfare benefits. (Hereafter
social wages and unemployment benefits are treated as interchange-
able.) The increase in social wages is argued to decrease the cost asso-
ciated with becoming unemployed by providing unemployed workers
with alternative sources of income, and thereby to alleviate the nega-
tive pressure of unemployment on the wage and hence reduce the

11t i{s noted by Sachs (1980) that the spread of muiti-year wage agreements
may have been spurred by the more macroeconomic stability generated by
active counter-cyclical policies.
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cyclical sensitivity of wages to labor market conditions. The same logic
can be applied to the increase in multiple-earner families. The essen-
tially same view was expressed by the Council of Economic Advisers
(1983) when it argued that the growth of various “safety net programs”
may have made workers more resistant to wage reductions during
labor market slack, hampering an efficient operation of the labor mar-
ket.

Despite the potential importance of the phenomenon at issue, all
these explanations did not go beyond theoretical speculations and were
not subjected to careful empirical scrutiny, although there would be
ample difficulties in testing some of the hypotheses. The only
exception, as far as we know, is Schor’s study (1985b). Schor argued
that there is strong evidence that the increase in social wages had a
major influence on decreasing the cyclical flexibility of wages, while
rejecting other explanations such as the growth of multiple-earner fam-
ilies and the spread of long-term wage agreements as empirically
implausible.

This paper reexamines Schor's study and shows that her result is
not robust to the extension of the sample period through most of the
1980s. It will also criticize a priori theoretical rationale that the
increase in social wages in itself induces the decline in the cyclical vari-
ability of wages. It will instead propose an alternative hypothesis that if
social wages move in a strongly counter-cyclical fashion, then the cycli-
cal variability of wages will appear to decline. Indeed, social wages have
been increasingly counter-cyclical through the 1970s and since then
they lost most of their counter-cyclical movement due to the Reagan
administration’s restructuring of the unemployment benefits system.
The increasingly counter-cyclical movement of social wages might have
been in part responsible for the declining cyclical variability of wages in
the 1970s. It is hoped that with additional (but seemingly different)
experiences of the 1980s more light can be shed on the issue.

This paper is organized as follows. Section II investigates the trend in
the cyclical variability of wages over the period of 1955-88 in order to
put the issue into historical perspective. Section III illustrates our
argument by way of a counter-example from the labor discipline model,
of course, with some qualifications. Section IV reexamines Schor’s
empirical evidence. Section V proposes an alternative hypothesis about
the relationship between social wages and the cyclical variability of
wages. Section VI concludes.
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TABLE 1
TREND IN THE CYCLICAL VARIABILITY OF WAGES

Equation (1) Equation (2}
1955-79 1955-88 1955-88
Constant -2.67 2.30
(-1.53) (1.14)
55-79 1.30
(1.44)
80-88 -3.52
-2.16)
Ult-1) 27.19 4.82
(3.08) (0.46)
55-79 9.23
2.21)
80-88 38.58
(3.79)
Ut - 1y*T -1.28 0.57
(-2.27) (0.75)
T 0.36 -0.10
(3.17) (-1.09)
DP(t - 1) 0.31 0.60 0.56
(3.26) 8.77) (10.63)
Adjusted R? 0.84 0.75 0.78
S.E. 0.72 1.01 0.94
D.W. 1.35 1.07 1.15

Notes: The numbers in parentheses are t-statistics. All data are from Economic
Report of the President.

II. Trend in the Cyclical Variability of Wages

In order to investigate changes in the cyclical variability of nominal
wages employing aggregate data, we first regress a simple wage change
equation with time trend terms. The equation to be estimated is as fol-
lows:

DW() =as+ aqUlt- 1) +a,Ult-1)+»T+a;T+a,DP(t-1) +e(t) (1)
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where DW and DP are logarithmic rates of change of nominal wages
(hourly earnings, adjusted for interindustry shifts and overtime pay-
ments) and the consumer price index, U is the inverse of the civilian
unemployment rate (lagged one year), T is a time trend, and an interac-
tive term, U(t - 1) * T, is included to capture trend changes in the cycli-
cal variability of wages.

The estimates shown in Table 1 shed some light on the trend in the
cyclical variability of wages during the postwar period. The estimates
for equation (1) show that the interactive term is found to have a nega-
tive coefficient for 1955-79 and that it is statistically significant, which
confirms earlier findings for the declining trend in the cyclical variabili-
ty of wages during the period. The significant and positive coefficient
on the time trend term is consistent with general observations that the
economy has been increasingly subject to an “inflationary bias” during
the period. But when the full sample period of 1955-88 is accounted
for, the coefficient on the interactive term fails to achieve statistical sig-
nificance and is even positive in its sign. It suggests, although incon-
clusively, that the trend for declining cyclical variability of wages may
have begun to reverse in the 1980s.

For a more direct test of whether there was a revival in the cyclical
variability of wages in the 1980s, we run a piecewise (or linear spline)
regression. Suppose that wage change equations shifted at 1979 and
that they are DW(t) = by + b,U(t - 1) + b,DP(t — 1) + ef(t) for 1955-79, and
DW(t) = by’ + by Ut - 1) + b,DP(t - 1) + e(t) for 1980-88, respectively. It is
reasonable to presume that the shift did not occur abruptly. To miti-
gate an abrupt change in regimes, the piecewise regression requires
that the two regression lines meet at the supposed switching point,
that is, in 1979. The imposition of this requirement leads to the follow-
ing reformulation of the wage change equation:

DW(t) = by + by[U(t - 1) - Ult = 1) D + Uyg x D] + by’ [Ult - 1) - Uygl * D (2)
+ b,DP(t - 1) + e(t)

and by’ = by + (b; - b{)Us, where a dummy variable D takes on the
value of 1 for 1980-88, 0 otherwise, and U,z is the value of U(t - 1) for
1979.2

The estimates show that the coefficients on the labor market variable
are quite different for two subperiods, from 9.23 for the period of 1955-

2Experimentations with a couple of other switching points, 1980 and 1981,
little altered the results.
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79 to 38.58 for the period of 1980-88, and that the difference is highly
significant. The results confirm Tsuru's finding that there was a revival
in the cyclical variability of wages in the 1980s.

III. Theoretical Considerations

In order to illustrate our argument that more income protection
when unemployed (the increase in social wages) does not necessarily
reduce the cyclical variability of wages, we will proceed by way of a
counter-example based on the labor discipline model, commonly called
“shirking model” among the efficiency wage models. This procedure is
not severely biased, we suppose, since those who argue to the contrary
seem to often base their arguments on a similar logic.3

The main thrust of the labor discipline model is that the effort inten-
sity of a worker depends to a crucial extent upon the costs to be
imposed to the worker when he is dismissed. The cost of dismissal or
job loss, defined as the difference between the worker's current wage
and expected replacement income when he is dismissed, should be
positive, of course, in order for dismissal to be a credible threat. The
threat of dismissal may well be the only effective weapon in the hands
of employers in regulating workers’ behaviors in a capitalist economy
{see, for example, Shapiro and Stiglitz 1984; Bowles 1985). It is intu-
itively obvious that the more the cost of job loss is, the more effective
the threat of dismissal will be and hence the more work efforts will be
exerted.

It is assumed that all workers and all firms are identical. Following
Bowles (1985) and Summers (1988), the worker's effort intensity func-
tion is postulated as follows (the function is assumed to be well-
behaved):4

E=EQl),E(l) >0,E"(L) <0 (3)
L=w-[(1 -Suw*+ Sw’] 4)

31t might be objected that the efficiency wage model does not apply to union
wage settings. But the union representation in the labor force and the propor-
tion of workers covered by collective agreements are much lower in the USA
than in Europe. In the 1980s below one-fifth of all workers are unionized (see
Reder 1988). This may justify our adoption of the efficiency wage model in
which employers determine wages.

4This effort intensity function can be formally derived from the worker’s
intertemporal utility maximization framework as in Shim (1991).



CYCLICAL VARIABILITY OF WAGES 71

Here, L is the cost of job loss, the difference between the current wage,
w, and the expected replacement income when dismissed, [(1 - Sjw” +
Sw']. For the unemployed worker either finds an alternative job at a
wage w® with the probability of (1 - S) or remains unemployed and
receives his social wage w*® at the probability of S.

The social wage, w’, is expressed as a fixed fraction of the current
wage: w’® = Hw, 0 < H < 1. H will be called as the social wage ratio.
(Note that H varies depending upon the duration of unemployment
benefits as well as the “replacement ratio”.) The identity (4) is altered
as: L=(1-SHw-(1-Suw".

For illustration’s sake, the functional form of (3) is assumed as:

E(L) = blogL), b > 0 (5)

It will be assumed that L > 1 to avoid negative E. The parameter b may
be interpreted to reflect the monitoring technology of firms.

The problem for the firm is to maximize its profits subject to its pro-
duction function and effort intensity function. Following a usual
assumption that the nonlabor inputs do not affect the labor process,
the firm’s profit maximization problem is first to minimize the cost of a
unit of work effort, i.e., w/E(L). The first-order condition for a cost min-
imum, called as the Solow condition, is that the average work effort per
wage is equal to the marginal effect of an increase in the wage on work
effort. In the economy-wide equilibrium, the current wage should be
equal to the alternative wage (w = w” under the assumption of
homogenous firms and workers.5 The equilibrium wage is determined

by:
w = ! "SS5 _ ) (6)

Note that equation (6) has determined the level of real wages as
optimal responses by employers. The real wage equation implies
that nominal wage change is a function of the changes in S, H, and
(expected) prices. However, if we take into account the wage-price
dynamics along Blanchard (1986) and Layard et al. (1991), we can
easily express nominal wage change as a function of levels of S and
H, and the price inflation. Therefore, the comparative static results
that will be applied with respect to the level of real wages can be

5If the current wage differs from the alternative wage, there will be leapfrog-
ging and wage-wage spiral. In equilibrium there must be no leapfrogging under
the homogeneity assumption. Thus, w = w? is the equilibrium condition.
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equally applied with respect to the change of nominal wages.
The comparative static results are obtained by the differentiation
of equation (6) and they have expected signs:

ow/ 8S =-wlS(-H)+1]/S%(1-H)<0 )
ow/ 6H =w[S(1-H)+1-S]/S1-H)?>0 (8

The change in the cyclical variability of wages with an increase in the
social wage ratio, H, is our primary interest. Differentiating equation
(7) with respect to H again gives:

6w/ 8S)/ 6H =-(éw [ 6H) /S~ [(1- H)(éw / dH)+w]/S*(1-H)?> <0 (9)

Equation (9) is unequivocally negative. According to experimentations
with some other simple effort intensity functions, the same results
were obtained. Therefore, the above example may not be a peculiar
one. The example, if rather specific, shows that the increase in the
social wage ratio increases the cyclical flexibility of wages rather than
reduces it.

However, we should point out some caveats. In the theoretical exer-
cise we assumed that firms promptly adjust wages to a change in labor
market conditions. But available evidence suggests that firms do not
promptly adjust wages.8 If there are some costs involved with frequent
wage adjustments (along “menu costs” argument), or if there are
explicit or implicit long-term wage contracts, or if firms foresee busi-
ness cycle conditions to change in the near future owing to the institu-
tion of counter-cyclical macroeconomic policy, firms may have incen-
tives not to make prompt wage adjustments. When firms do not
promptly adjust wages, the independent positive effect of the increase
in social wages on the wage change will be still effective but its effect
on the cyclical flexibility of wages will be ambiguous. The actual result
will depend upon the speed of adjustment of wages to changing busi-
ness cycle conditions.

This possibility for the decrease in the cyclical flexibility of wages
may be higher if there is a significant asymmetry in the response of
wages to business cycle conditions. The effect of an increase in social

6If firms fully and promptly adjust wages, the cost of job loss and hence the
effort intensity move pro-cyclically: dL/dS = w[(1 ~ H)S(S - 1) - 1]/S2 < 0. (Note
this result is quite general.) The generally counter-cyclical movement of the cost
of job loss suggests that firms do not fully adjust at least in the short run. The
partial adjustment is also consistent with observations that labor productivity
slows down at the late expansion phase (e.g., Gordon 1979).
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wages may not operate in business cycle upturns but operate in busi-
ness cycle downturns. In fact, this possible asymmetry is implicit in
most arguments, which focus on the role of an increase in social wages
in helping workers to resist wage reductions when business cycle con-
ditions are not favorable. For example, Clark and Summers writes: “By
making unemployment more palatable, Ul is likely to reduce the down-
ward pressure it places on wages.” (p. 316, 1982) However, it is an
empirical matter whether this asymmetry holds true in practice.

The last case {(which we will support) in which the changes in social
wages will alter the cyclical variability of wages is when social wages (or
social wage ratio) are counter-cyclical. When the duration of unemploy-
ment benefits is extended as labor market conditions worsen, the
social wage ratio becomes counter-cyclical. The strongly counter-cycli-
cal movement of social wages will obviously reduce the cyclical variabil-
ity of wages. As will be shown below, social wages not only increased
but also were much more counter-cyclical in the 1970s. Even if the
overall increase in social wages actually increases the cyclical variabili-
ty of wages as in the theoretical example, a highly counter-cyclical
movement of social wages will make the opposite result appear in prac-
tice. It needs to be emphasized that in this case the counter-cyclical
movement of, not the increase in, social wages is responsible for the
declining cyclical variability of wages.

IV. Reexamination of Empirical Evidence

This section reexamines the empirical evidence Schor (1985b) pre-
sented on the effect of the increase in social wages on the cyclical sen-
sitivity of wages. We reestimate the same equation as Schor’s, but for
two extended periods (her sample period is 1960-79): one is for 1955-
79, which experienced declining cyclical variability of wages, and the
other is for 1955-87, which includes the period of restoring cyclical
variability of wages in the 1980s.

The wage change equation is specified as:?

DW(t) = ay + a;OUT() + a,OUT(t) * SWR(t) + a;SWR({) 10
+ a,DP(t - 1) + elt) (10)

7The terms OUT and SWR are entered contemporaneously here to ensure
comparability with Schor’s study. It would be more appropriate if those terms
are lagged, in view of the nature of data on W and the possible simultaneity
problem. However, we did not find any significant difference.
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TABLE 2
TEST FOR THE EFFECT OF AN INCREASE IN SOCIAL WAGES

1955-79 1955-87
1) (22 (23 (24 (25 (26
Constant -14.34 36.23 -17.55 -21.32 39.04 -20.95
(-2.21) (0.61) (-2.60) (-3.15}) (0.67) (-3.05)
our 17.33 -34.43 18.21 24.07 -34.26 24.26
(2.71) (-0.59) (2.82) (3.61) (-0.59) (3.82)
OUT * SWR 144.73 157.19
(0.88) (1.00)
D+ OUT + SWR 1.42 2.18
(1.45) (2.01)
SWR -140.99 7.23 -163.59 -2.14
(-0.84) (0.92) (-1.04) (-0.36)
DP(t - 1) 0.63 0.61 0.49 0.61 0.71 0.58
(9.40) (3.71) (3.31) (9.57) (7.36) (5.82)
Adjusted R? 0.78 0.78 0.79 0.74 0.74 0.77
S.E. 0.84 0.85 0.83 1.02 1.02 0.97
D.W. 1.42 1.33 1.22 0.76 1.01 0.87

Notes: The SWR is defined and constructed by Gordon (1989). The OUT is from
Gordon (1990). The dummy D takes on 1 when the current OUT is less
than that in the previous year.

The labor market condition is represented by the output ratio
(OUT)—the ratio of actual to trend gross national product. The price
inflation term is the rate of growth of the consumer price index, lagged
one year.8 The social wage ratio (SWR) is defined as the ratio of expect-
ed weekly income of an unemployed job loser to actual total weekly
earnings. We use the comparable estimates of Gordon (1989), updated
through 1987. The term SWR is included to capture its possible inde-
pendent effect on the wage change. The interactive term OUT * SWR is
intended to capture the effect of the change in the social wage ratio on
the cyclical variability of wages.

If the hypothesis for the declining cyclical sensitivity of wages due to

8Because the estimation results are sensitive to the lag lengths, we used
Akaike’s final prediction error criterion, to select one-year lag as in Schor.
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the increase in social wages is correct, it would imply that the interac-
tive term is statistically significant and that the full coefficient on OUT
from equation (10), i. e., a; + a,SWR, is smaller than the coefficient on
OUT in the equation without terms involving SWR.

The estimates are shown in Table 2. The estimates for 1955-79 do
not support the hypothesis. The interactive term is not statistically sig-
nificant even at 10 percent level of significance. The full coefficient on
OUT evaluated at the mean value of SWR (column 2) is 17.43, not
smaller than 17.33, the value of coefficient on OUT in the equation
without the interactive term (column 1). The estimates for the extended
period of 1955-87 fare no better. Again the interactive term is not sta-
tistically significant and the full coefficient on OUT is not different from
the coefficient on OUT in the equation without the interactive term.
Therefore, Schor's evidence in favor of her hypothesis is a result of her
particular sample period, 1960-79.

To test for the possibly asymmetrical response of wages to the
increase in social wages, the following specification with a dummy vari-
able was employed:

DW(t) = a, + a;OUT(t) + a,D » OUT(t) * SWR(t) + agSWRIt) 11
+ a,DP(t - 1) + elt)
D=1 if OUT(t) < OUT(t - 1), D = O otherwise.

The estimates as shown in columns 3 and 6 do not provide support
for the asymmetrical response of wages with respect to an increase in
social wages. For the full sample period, the interactive term is statisti-
cally significant but has the “wrong” sign. We have performed several
“sensitivity” tests (not shown here). We have tried other labor market
condition variables, including the civilian unemployment rate, the
unemployment rate of prime-age men, and the ratio of help-wanted
advertisings to unemployment. We have also experimented with differ-
ent lag structures. The results were found to be invariant to these
changes and in no case we were able to confirm the alleged effect of the
increase in social wages on dampening the cyclical variability of wages.

However, it may be the case that the social wage ratios used in the
above results are not fully adequate estimates. Elsewhere (Shim 1991)
we have argued that they are flawed in that they include most of
income-maintaining social welfare benefits which affect only a minority
of marginal workers and, especially, they do not fully take into account
the duration of unemployment benefits. (In fact, our and Gordon's
series are roughly compatible with each other through the 1970s and
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diverge since then.) For a further exercise, we estimated again equa-
tions (10) and (11) with our series on the social wage ratio (not shown
here). The results remained unchanged.

V. Hypothesis of Counter-cyclical Social Wages

In overall, we could not empirically confirm the hypothesis that the
increase in social wages would reduce the cyclical variability of wages.
What then is the relationship between social wages and the cyclical
variability of wages?

Before answering this, we need to make more precise the usual
meaning of the decline in the cyclical variability of wages. Suppose a
simple traditional wage change equation without the terms involving
SWR: DWI(t) = by + byU(t or t - 1) + b,DP(t - 1) + e(t), where U refers to
the labor market conditions. Most economists interpret the decline in
b,(in absolate value) in the traditional equation as the decline in the
cyclical variability of wages.

In the third section, we have argued that the strongly counter-cycli-
cal movement of social wages might reduce the cyclical variability of
wages. Let us suppose that the true model is:

DW(t) =ay+ qU(tort - 1) + a;SWR(t or t - 1) + azDP(t - 1) + e(t) (12)

It is econometrically obvious that estimating the traditional model will
render the coefficient on U, b,, biased toward zero (i.e., reduction in the
cyclical variability of wages) if U and SWR are negatively related (i.e., if
SWR is counter-cyclical). In Shim (1991), we estimated equation (12)
and found that it provided a superior explanation for the wage develop-
ments in the postwar period to the traditional equation by all usual
econometric standards. We are inclined to take equation (12) as the
“true model”.

The social wages were much higher in the 1970s owing to the institu-
tionalization of permanent federal-state extended unemployment bene-
fits and the relatively generous supplemental unemployment benefits
during periods of severe labor market slack. These extra benefits signif-
icantly added to regular program benefits. The social wages also had a
strongly counter-cyclical impetus in the 1970s mainly due to the “trig-
ger system” which links the eligibility of extended unemployment bene-
fits to insured unemployment rates. We suspect that the coincidence of
increasing social wages and their pronounced counter-cyclical move-
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TABLE 3
DEGREE OF COUNTER-CYCLICITY OF SOcCIAL WAGES

1955-88 1971-79 1981-88
Constant 0.401 0.134 0.150
(8.77) (1.51) (2.17)
U 0.039 0.093 0.046
(4.29) (6.75) (5.07)
Dummy * U, 1971-79 0.013
(3.12)
Dummy * U, 1981-88 -0.025
(-5.64)
Adjusted R? 0.75 0.85 0.78
S.E. 0.052 0.045 0.035
D.W. 0.92 1.64 2.36

Notes: The dependent variable is the social wage ratio, defined and documented
at length by Shim (1991). The U is the civilian unemployment rate. The
first dummy takes on 1 for 1971-79. The second dummy takes on 1 for
1981-88.

ment in the 1970s may have led some observers to conclude that the
increase in social wages has reduced the cyclical variability of wages.

However, the Reagan administration restructured the unemployment
insurance benefits system in the early 1980s. As a result, the social
wages were not only much lower but lost much of their counter-cycli-
cal movement. This may have contributed to a revival in the cyclical
variability of wages in the 1980s. Table 3 displays results from a sim-
ple regression on the degree of counter-cyclicity of our estimates of the
social wage ratio during selected periods. (Our estimates somewhat
control for labor market conditions such that they are counter-cyclical
by their nature.) The movement of social wages roughly coincides with
the changes in the cyclical variability of wages during selected periods,
which may lend some support to our hypothesis.

VI. Concluding Remarks

The decline in the cyclical variability of wages caused much concern
across the broad spectrum of economists. The concerns encompass
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from limited roles of macroeconomic policies and plausible motives
behind the prolonged recession in the early 1980s to the “abnormal”
functioning of the capitalist economy and its alleged relation to the
long-term stagnation.

It was hypothesized that the strongly counter-cyclical institution of
unemployment benefits in the 1970s was a contributing element to the
decline in the cyclical variability of wages, which was already proceed-
ing over the postwar period. In the Reagan administration the unem-
ployment insurance system became very restrictive and lost much of
its counter-cyclical impetus. It ceased to be counter-cyclical at all due
to the virtual elimination of extended. unemployment benefits since
1984. It appears that this restructuring has worked to restore some of
the cyclical variability of wages. It remains to be seen that the recent
restoration in the cyclical variability of wages will continue and ulti-
mately dispose of the associated concerns.

The limits of this study are obvious, however. We did not attempt a
fully specified empirical investigation into the causes for the declining
cyclical variability of wages. Especially deficient is that the role. of stabi-
lizing macroeconomic policies was not subjected to empirical scrutiny,
leaving the possibility that our empirical equation may be misspecified.
It is also an open question whether the same conclusion can be applied
to many of the OECD countries which appear to have had similar expe-
riences. Much work needs to be done about the causes of the postwar
phenomenon of the declining cyclical sensitivity of wages in view of its
practical importance.
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