Abstract

Usng the accurate and extensve data available in the UK New Earnings Survey, this paper
investigates the extent to which nomind wages are downwardly rigid and whether such
rigidity interferes with necessary red wage adjuments when inflation is low. Despite the
subgtantiad  numbers of individuads whose nomind wages fdl from one year to the next, we
find that if long-run inflation is one percent higher, the number of individuds with negative
redl pay growth increases by around 1.4 percent. This is controlling for the median and
disperson of the red wage change distribution.
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1. I ntroduction

It is commonplace for economists to assat that nomind wages are downwardly rigid.
However, a casud glance at the work of Smith (2000) for the UK or McLaughlin (1994) for
the US immediatdy reveds that subgtantid numbers of individuds experience fdls in
nominad wages from one year to the next. So is the downward rigidity of nomind wages
amply a myth? Not necessxily. Even if many individuds have negaive nomind wage
rises, some people may gill face a barier & zero and this type of nomind rigidity could ill
generate Sgnificant red effects.

Our purpose is to andyse the extent to which downward nomind wage rigidity
influences actua red wage changes given equilibrium red wage changes, thereby interfering
with the workings of the labour market. We investigate this issue by making use of the fct
that changes in equilibrium red wages are much less likdy to involve negative nominad wage
changes when inflation is high. Consequently, the sze of the didortion generated by
rigidities @& zero nomina wage changes will vary sysemdicdly with the overdl inflation
rate.

Following a number of papers which use US pand data’, mainly the PSID, Smith
(2000) dudies the extent of downward nomind rigidity in Britan. Usng data from the
British Household Pand Study for the 1990s, she finds that around 9 per cent of employees
who remain in the same job from one year to the next have zero pay growth. Smith puts
aound hdf of this down to measurement error (including rounding error). Further, she a0
has to ded with the fact that her successive annud observations on pay are not necessarily 12
months gpart and she finds that a dgnificant proportion of the group with zero pay growth are
there because of 12-month contracts. The problem here is that periodic contracting is part of
the dructure of nomind rigidity. Indeed, the very exigence of 12-month contracts is, itsaf,
evidence of nomind rigidity and may interfere sgnificantly with the efficent operation of the
labour market, especidly if inflation is high.

In this paper, we are able to go consderably further than Smith (2000) and, indeed,
the US sudies, because we have very accurate pay data for a large pand of individuas over a
long period (1975-99). The accurecy of the data is particularly helpful because it enables us
to focus on subgtantive issues rather than devoting our energies to confronting and attempting

to resolve measurement error problems. The data we use are taken from the UK New

1 McLaughlin (1994), Lebow et al (1995), Akerlof et al (1996), Card and Hyslop (1996), Kahn (1997) and
Altonji and Devereux (1999).



Earnings Survey (NES). This is a 1 per cent sample of employees based on dl individuas
whose Nationd Insurance number ends in the digits 14. Since these numbers are issued
prior to starting work and are retained for life, there is a large pane dement in the daa
Complete data on earnings are provided for every individuad and cover a specific week in
April for eech year. These data are provided by employers who are legdly bound to
comply and come directly from payroll records, which ensures a high degree of accuracy.
The data cover hourly and weekly earnings plus detalled information on hours, overtime
hours, age, occupation, industry, region and whether or not the individud was in the same
job as in the previous year. Note that she can be in a different job with the same employer.
The measure of the nomina hourly wage rate we use throughout is the weekly pay of those
whose pay is unaffected by absence excluding overtime pay divided by weekly hours
excluding ovetime hours. We only condder full-time employees and the wage changes
refer to the April to April movements in the hourly rate for each individua.

In Figure 1, we present the digtribution of nomina wage changes (in the form of
proportional increases) for nonjob changers in a period of high inflation, 1975-76
(inflation: 188 per cent), medium inflation, 1986-87 (inflation: 4.4 per cent), low
inflation, 1992-93 (inflation: 1.3 per cent). In dl three periods there is a diginct spike a
zero but the spike is far more marked when inflation is low. This immediatdy suggests
that nomind wage rigidity may have red consequences because of the obvious digtortion
to the nomind (and hence red) wage change didribution. We pursue this issue first by
getting a picture of the digtribution of nomind wage changes for a vaiety of different
groups. We then invedtigate the basic question of whether nomina wage rigidity interferes
with necessary real wage adjustments. The answer turns out to be yes but not much.

2. A Picture of Nominal Wage Rigidity 1975-99

In Table 1, we present some aspects of the frequency didtribution of changes in basc
hourly pay for individuas who stay in the same job. The changes refer to a given week in
April in every year. Looking firg a column 1 (no change in wages) we see that practicaly
no-one has a congant nomind wage from one year to the next in the years of very high
inflation €g 1975-77 or 1979-81). By contradt, in the low inflation years of the 1990s, the
numbers reach a peak of over 7 per cent. How do the 1990s numbers compare with those



reported by Smith (2000)? In her Table 1, she reports that an average of 9 per cent of
individuds had zero annud pay growth over the years 1991-96. This compares with our
average of 5.1 per cent over the same years (see Table 1, column 1). Smith argues that
around haf of her numbers are due to measurement or rounding error, and if we exclude
these, then our numbers are roughly comparable.

In column 2, we see the percentage receiving nomind pay cuts the numbers
ranging from nine or 10 per cent in periods of high inflation to around 20 per cert in
periods of low inflation. These numbers are broadly comparable to those reported for the
US (eg McLaughlin, 1994; Card and Hydop, 1996) while being somewhat lower than
those presented for the UK in Smith (2000), Table 1. To see how the digtribution of
nomina wage changes is bunched around zero, we present the proportion of individuals
whose wage changes lie in the 1 per cent interva centred on zero and those adjacent to it.
Throughout the twenty four years of the sample, the interval centred on zero aways
contains around two to three times as many people as each of the surrounding intervals.
This indicates again tha the zero change has a paticular satus, even in periods of high
inflation.

Nominal Rigidity for Different Groups

In Table 2, we present the same information as in Table 1 reveding the differences
between men and women. The proportions with zero nomina changes are generdly
dightly higher for men as are the numbers with fdls in nomind pay. This & least in part,
reflects the somewhat lower median wage increases for men. Overdl, the differences are
not dramatic. Turning to differences by skill, we find in Table 3 that higher skill men tend
to have rather higher proportions with zero nomind changes as well as lower numbers
with declines in nomind pay. The latter reflects the higher median red wage shifts among
the higher skilled whereas the former perhgps reflects a lower levd of wage flexibility in
this group.

If we congder longer period changes, we would expect a marked decline in the
numbers facing zero nomind wage changes and in Table 4 we see this is exactly what
happens. In most periods, fewer than 1 per cent of individuas in the same job have no
change in nominad wages over two years. These numbers are markedly lower than those
reported in Smith (2000). Using her measures, around 4 per cent of non-job changers had
zero pay growth over two years in the firg hadf of the 1990s perhaps reflecting the



importance of measurement error in her data  Findly, in Table 5, we report on the
gtuation for job changers. Perhaps surprisngly, there are dill a smal number with zero
annud nomind pay changes, dthough it should be recdled that in our data job changers
do not have to change firms, they merely have to change jobs within firms.

To summarise, we have seen that year-on-year changes in basic hourly pay exhibit
a bunching around zero, even in periods of high inflation. Despite this, we have dso seen
that between 10 and 20 per cent of job stayers have faling hourly pay from one year to the
next. Indeed, even over two-year periods we find over 10 per cent of individuds have
fdling nomina pay in the low inflation 1990s. While these facts are interesting, they do
not reved the extent to which the bunching d nomind pay rises & zero is symptomatic of
a ggnificant digortion of the dructure of wages, particularly in periods of low inflation. It
is thisissue which we pursue in the next section.

3. Does Nominal Wage Rigidity Distort the Wage Structure?

It is often argued that one of the benefits of having a postive rate of inflation is that it can
ease necessay adjusments in relative wages in a world where nomina wages are
downwardly rigid (see Tobin, 1972 or Yates, 1998 for example). As we have seen,
nomind wages are not rigid downwards but there is enough bunching of nomind wage
changes a zero to make it worth pursuing the question of whether nomind rigidity is
interfering sgnificantly with the operation of the labour market.

To do this we make use of the fact that if nomind rigidities a zero are important,
then the didribution of red wage changes across individuas should be influenced by
inflation, ceteris paribus. By its very nature we would expect these effects to be apparent
a the lower end of the didtribution, so we focus on the proportion of rea wage changes
that are negative.

In order to build up an anayticd framework, we dart by conddering the factors
that would impact on the proportion of red wage changes which are negative in the
absence of nomind rigidity a zero. Fird, it is obvious that the proportion of red wage
changes that are negative would depend on the podtion of the rea wage change
digribution, which we capture by the median. Furthermore, it is clear that the rdationship
between the proportion below zero and the median rea wage change is not linear, athough



it will generdly be negaive. Second, since the median red wage change is nearly adways
podtive (see Table 6), it is likey that the proportion of changes beow zero will be
positively relaied to the disperson of the digtribution (see Figure 2). Third, even if the
digribution of red wage changes is independent of inflation in the long run, if changes in
inflation reflect surprises then they will impact on changes in red pay. Typicdly a
postive (negative) inflation surprise will lead to red wages beng lower (higher) than
planned. This will, of course, operate via the median but if surprises influence wage
changes differently a different pats of the didribution, because of more or less
indexation, for example, then inflation changes could have an impact on the proportion
negdive.

So if we control for dl the above factors which we take to capture the effect of
equilibrium red wage changes, what will be the ceteris paribus impact of inflaion on the
proportion of red wage changes which are negaive? In Figure 3, we illudrate the
potentid distortion caused by the existence of some degree of nomind rigidity around zero
nomind wage changes. The idea is that the introduction of a barrier around zero nomind
wage changes will lead to some individuds being shifted from the area of red wage
changes just bdow —p to the area just aove. The digtortion involves the area A below -p
being noved to the area B above -p. Of course, the areas A and B are equa and it is clear
that if inflation is low, 0 that -p is close to the zero ling, then the distortion moves some
individuas to the right of this line.  This will not heppen when inflation is high because -p
is far away from the zero line (see Figure 3). This leads to a postive rdationship between
the inflation rate and the percentage of red wage changes which are negetive.

In order to investigate this relationship, we congder a time series regresson whose
dependent varidble is the percentage of red wage changes which are negative. The
regressors include the median red wage change and its square, a measure of dispersion
which we take to be the 75-35 percentile range and the level and change of the rate of
inflation. The use of the rather eccentric measure of digperson is an attempt to use
something which is not much afected by the nomind rigidity digortion which, in the
main, al happens to the left of the 35" percentile. In order to utilise more information we
adso consder pooled regiond data since we have al the necessary information available at
the level of the standard UK regions. Of course, the regiond time series relaionships are
not independent, so we dlow for cross-corrdeion in the resduds by usng the SURE
method.



In Table 7, we report the regression results for men and women separately. As we
can see the overadl impression is that the proportion of job stayers whose rea wage change
is negative is wdl explaned by the podtion and disperson of the read wage change
digribution. However, in addition, there is a drong podtive inflation effect which is
conggent with the digortion generated by having some degree of rigidity in the area of
zero nomind wage changes  Taking the average inflation coefficient from the four
equations in Table 7, we find that a 1 per cent rise in the long-run rate of inflation will
induce, in the long run, a %2 percentage point rise in the number of job dayers with a
negative real wage increase.  On average, this reflects a 1.4 per cent increese.  So while
this effect is datidicdly dgnificant, it is hardy a very lage one  As an argument for
raisng the UK inflation target from 2.5 per cent to 3.5 per cent, say, it does rot appear to
be very strong.

In Table 8, we see the same kind of inflation effect on the percentage of job Stayers
whose two-year red wage change is negative. Furthermore, if we look a the percentage of
job stayers whose annud red wage change is less than —5 per cent (as opposed to less than
zero), we find exactly the same results with much the same inflation effect. The question
now aises as to whether the inflation effects are actudly generated by a rigidity located a
zero as opposed to some more generdised form of money illuson. Looking again a
Figure 3, we see that if we consider the percentage of real wage changes below -x per cent
where x is above the range of inflation rates then we should observe a negative
relationship between this percentage and inflation. Thus in the lower hdf of Figure 3, we
se tha when inflation is high, the digortion removes individuds from the left of -x.
When inflation is low in the top haf of Figure 3, the digortion is too far away from -x to
have any mpact. This suggests that the type of distortion generated by the particular form
of nomind rigidity based on zero nomind wage changes illusrated in Fgure 3 will lead to
the following particular structure of relationships.

If we take the percentage of job stayers whose annual real wage changes are below
=Y per cent where Y is towards the lower end of the sample range of inflation rates, this
percentage will be pogtively rdated to inflation, ceteris paribus. If Y is towards the upper
end of the sample range, the percentage of job stayers whose annua red wage changes are
below —Y per cent will be negativdy rdaed to inflation. So what happens in practice?
The answer is presented in Table 9. We see that we have precisely the pattern suggested
above. As'Y moves from the lower end of the sample range of inflation to the upper end,
the coefficent on inflation moves sysgematicdly from postive to negaive. This suggests



that the nomind rigidity is indeed focused on zero nomind wage changes and induces a
digtortion in red wage changes of the type illusirated in Figure 3.

4, Conclusions

Using the accurate and extensve data available in the UK New Earnings Survey, we have
underteken an invedigation of the extent to which nomind wages are downwardly rigid.
Despite the subgtantil numbers of individuas whose nomina wages fal from one year to
the next, we find that if long-run inflation is 1 per cent higher, the percentage of
individuds with negative red pay growth increases by Y% percentage point (ie around 1.4
per cent). This is a ddidicdly dgnificant increese in flexibility which is ceteris paribus
on the median and overdl disperson of the red wage change didtribution. However,
despite its Satigical ggnificance, the overdl effect is clearly modest and would not be a
grong argument for raisng the long-run inflation target.



Tablel
Nominal Wage Rigidity, 1976-99

Percentage of job stayers whose annual changein hourly pay fallsin the given categories

0 <0 (-1.5% ;- (-0.5% (0.5%;1.5%] Inflation Median
0.5%] ;0.5%] real wage
change
1976-75 0.29 511 043 103 049 1884 4.20
1977-76 0.57 1004 0.87 233 141 20.49 -5.59
1978-77 114 9.50 0.97 308 132 547 292
1979-78 0.88 9.35 0.79 295 1.09 9.98 -0.15
1980-79 0.20 5.06 0.35 0.80 0.46 2182 447
1981-80 0.99 10.14 0.76 341 107 12.03 348
1982-81 120 9.90 0.90 392 129 934 134
1983-82 205 10.63 091 3.27 138 5.73 4.16
1984-83 459 1275 115 6.21 175 343 178
1985-84 164 11.60 106 2.96 148 6.95 111
1986-85 136 12.30 108 3.36 139 310 4.39
1987-86 250 12.05 116 391 162 4.36 3.09
1988-87 155 1143 101 264 139 400 357
1989-88 198 10.86 0.96 313 128 7.95 142
1990-89 228 1059 0% 347 135 9.52 051
1991-90 2.77 11.09 0.93 3.87 124 6.50 4.07
1992-91 5.03 1313 121 6.63 184 4.19 341
1993-92 7.13 16.25 173 942 3.30 129 290
1994-93 6.48 19.38 219 944 6.40 2.56 0.50
1995-94 548 19.47 178 803 298 328 0.08
1996-95 132 1820 161 6.44 241 311 0.09
1997-96 149 2238 192 7.71 285 179 237
1998-97 392 18.66 149 6.10 222 390 -0.57
1999-98 4.51 16.85 144 6.56 2.10 162 2.83

Notes: i) The first five columns refer to the percentage of individuals whose nominal wage changes fall in
the categories described at the head of the column. ii) The workers are full-time individuals who remain in

the samejob.



Table2
Nominal Wage Rigidity by Sex, 1976-99

Percentage of job stayers whose annual changein hourly pay fallsin the given categories

ALL workers
0 <0 (-1.5%;0.5%] (-0.5%;0.5%] (0.5%;1.5%] Inflation Median
real wage
change
1975-80 0.62 7.85 0.69 205 0.96 1531 132
1980-85 211 1101 0.96 397 140 750 233
1985-91 2.08 11.38 101 340 138 591 312
1991-95 6.02 17.01 172 8.36 3.60 285 197
1995-99 2.83 18.95 161 6.68 2.39 277 1.78
Average 0.05 0.11 0.04 0.07 0.05
se
Men
0 <0 (-1.5%;-0.5%)] (-0.5%;0.5%] (05%;15%] Inflation Median
real wage
change
1975-80 059 8.82 0.74 207 102 1531 097
1980-85 219 12.16 104 4.05 145 750 212
1985-91 227 12.72 109 3.70 149 591 270
1991-95 6.51 1840 177 894 360 285 164
1995-99 3.26 19.97 1.62 71.25 2.34 277 172
Average 0.07 0.15 0.05 0.09 0.06
se
Women
0 <0 (-1.5%;-0.5%)] (-0.5%;0.5%] (05%;15%] Inflation Median
rea wage
change
1975-80 0.70 535 0.53 199 0.82 1531 204
1980-85 1% 840 0.77 378 127 750 271
1985-91 167 854 0.85 277 113 591 399
1991-95 5.09 1441 162 7.26 3.60 285 154
1995-99 2.06 17.10 158 5.65 246 2.77 1.89
Average 0.09 0.19 0.06 0.12 0.08
se

Notes: i) These tables have the sameform asin Table 1 but with averages taken over groups of years.




Table3

M ale Nominal Wage Rigidity by Skill, 1976-99

Percentage of job stayers whose annual change in hourly pay fallsin the given categories

Men L ow skill level

0 <0 (-1.5%;-0.5%] (-0.5%;0.5%] (0.5%;1.5%] Inflation Median
real
wage
change
1975-80 041 1243 112 207 145 1531 -0.02
1980-85 19 16.65 142 415 184 7.50 137
1985-91 170 17.22 145 3.39 184 591 2.36
1991-95 391 2451 1.86 6.78 474 285 103
1995-99 248 25.28 218 6.02 2.89 277 143
Average 0.21 0.62 0.20 0.32 0.24
se
Men L ow intermediate skill level
0 <0 (-1.5%;-0.5%)] (-0.5%;0.5%] (05%;15%] Inflation Median
real
wage
change
1975-80 0.50 9.38 0.77 190 120 1531 165
1980-85 1.82 12.90 1.09 348 152 750 243
1985-91 2.06 1291 114 351 157 591 3.08
1991-95 5,52 18.76 192 7.90 345 285 1.70
1995-99 2.57 19.95 173 6.33 2.38 2.77 1.68
Average 0.10 0.24 0.08 0.15 0.10
se
Men High intermediate skill level
0 <0 (-1.5%;-0.5%] (-0.5%;0.5%] (05%;1.5%] Inflation Median
real
wage
change
1975-80 0.50 8.32 0.70 1.85 0.95 1531 127
1980-85 2.64 12.05 1.06 432 150 750 224
1985-91 2.38 12.76 110 384 152 591 3.03
1991-95 7.26 1847 175 9.78 337 285 1.60
1995-99 3.69 20.25 158 7.85 2.39 2.77 1.79
Average 0.12 0.25 0.08 0.16 0.10
se
Men High skill level
0 <0 (-1.5%;-0.5%)] (-0.5%;0.5%] (05%;15%] Inflation Median
real
wage
change
1975-80 0.80 6.98 0.58 234 0.89 1531 0.89
1980-85 2.37 8.99 0.75 3.67 1.06 7.50 245
1985-91 2.73 10.18 0.79 403 116 591 3.69
1991-95 7.71 15.59 14 9.99 3.92 2.85 1.87
1995-99 351 18.18 1.39 8.05 2.08 277 2.00
Average 0.07 0.32 0.10 0.22 0.13
se

Notes. i) These tables have the sasmeform asin Table 1 but with averages taken over groups of years.
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Table4
Nominal Wage Rigidity over a Two Year Period, 1976-99

Percentage of job stayers whose bi-annual changein hourly pay fallsin the given categories

ALL workers
0 <0 (-1.5%;-0.5%)] (-0.5%;0.5%] (05%;15%] Inflation Median
real
wage
change
1975-80 0.09 379 031 0.48 0.37 30.06 111
1980-85 017 491 0.36 0.62 0.48 1891 527
1985-91 0.26 6.07 0.46 0.80 0.57 12.26 559
1991-95 138 1133 095 253 134 6.59 510
1995-99 084 13.65 102 2.58 136 6.06 2.25
Average 0.03 0.11 0.03 0.05 0.04
se
Men
0 <0 (-1.5%;-0.5%] (-0.5%;0.5%] (05%;1.5%] Inflation Median
real
wage
change
1975-80 0.09 435 034 054 043 30.06 256
1980-85 0.19 5.60 0.40 0.69 053 1891 6.09
1985-91 031 6.99 053 093 0.65 12.26 6.63
1991-95 163 12.59 103 285 144 6.59 457
1995-99 103 14.48 105 2.87 135 6.06 213
Average 0.04 0.14 0.04 0.06 0.05
se
Women
0 <0 (-1.5%;-0.5%)] (-0.5%;0.5%] (0.5%;1.5%] Inflation Median
real
wage
change
1975-80 0.06 226 0.20 031 0.22 30.06 0.55
1980-85 012 323 0.28 044 0.28 1891 493
1985-91 015 3.87 0.28 0.49 0.38 12.26 495
1991-95 0.87 8.82 0.79 190 114 6.59 6.00
1995-99 0.48 12.07 0.98 2.03 140 6.06 251
Average 0.04 0.17 0.05 0.07 0.06
se

Notes: i) Thesetablesdiffer from the previous tables simply because all changesrefer to two year periods.
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Table5
Nominal Wage Rigidity Among those who Change Jobs, 1976-99

Percentage of job stayers whose annual changein hourly pay fallsin the given categories

ALL workers

0 <0 (-1.5%;-0.5%] (-0.5%;0.5%] (0.5%;1.5%] Inflation Median
real
wage
change
1975-80 025 1271 0.67 126 0.83 1531 521
1980-85 127 1753 0.97 259 117 750 6.33
1985-91 0.62 16.89 0.85 167 104 591 8.28
1991-95 165 2259 130 3.37 2.26 285 532
1995-99 0.62 23.89 134 261 164 277 6.84
Average 0.09 0.40 0.10 0.15 0.12
se
Men
0 <0 (-1.5%:;-0.5%] (-0.5%;0.5%] (0.5%;1.5%] Inflation Median
real
wage
change
1975-80 024 13.76 0.68 133 0.89 1531 470
1980-85 157 18.83 0.97 281 121 750 591
1985-91 071 18.65 0.83 183 107 591 9.32
1991-95 1.80 24.65 139 367 232 285 471
1995-99 0.72 2515 1.30 2.63 163 2.77 6.75
Average 0.12 0.52 0.13 0.20 0.15
se
Women
0 <0 (-15%;-0.5%] (-0.5%;0.5%] (0.5%;1.5%] Inflation Median
real
wage
change
1975-80 0.27 10.35 0.66 111 0.67 1531 6.29
1980-85 0.69 15.09 0.96 216 110 750 7.05
1985-91 051 14.01 105 123 0.95 591 753
1991-95 185 19.38 116 291 172 2.85 6.09
1995-99 0.48 21.94 139 259 164 277 6.99
Average 0.14 0.62 0.17 0.23 0.18
se




Annual Real Wage Changesfor Job Stayers, 1976-99

Table6

Per centage Median real 35" 750 (75"-35") Real change

with negative ~ wage change per centile per centile at zero

real wage nominal

change change
1976-75 33.17 4.20 053 12.69 1217 -18.84
1977-76 7295 -5.59 -7.95 0.73 867 -20.49
1978-77 7295 292 0.26 1031 10.06 -547
1979-78 50.72 -0.15 -301 7.30 10.30 -9.98
1980-79 3252 447 0.69 13.95 13.13 -21.82
1981-80 37.40 348 -0.80 1233 1313 -12.03
1982-81 4134 134 -094 7.61 855 -9.34
1983-82 21.17 4.16 194 10.05 8.10 -5.73
1984-83 36.16 178 -0.03 755 757 -343
1985-84 4292 111 -0.90 6.69 759 -6.95
1986-85 1914 4.39 239 1051 811 -3.10
1987-86 24.11 3.09 134 9.14 7.80 -4.36
1988-87 2533 357 103 10.90 9.87 -4.00
1989-88 40.90 142 -1.04 931 10.35 -7.95
1990-89 47.17 051 -1.39 7.36 8.75 -9.52
1991-90 24.04 407 245 1045 8.00 -6.50
1992-91 26.68 341 125 872 7.48 -4.19
1993-92 2819 290 141 7.85 6.44 -1.29
1994-93 44.25 0.50 -0.96 513 6.09 -2.56
1995-94 40.22 0.08 -1.08 540 6.48 -3.28
1996-95 49.49 0.08 -1.28 6.08 7.36 -311
1997-96 28.06 237 130 842 713 -1.79
1998-97 5211 -057 -1.73 554 127 -3.90
1999-98 24.91 2.83 136 8.84 747 -1.62




Table7
Explaining the Per centage of Job Stayers
whose Annual Real Wage Changeis Negative, 1976-99

Dep Var: Percentagewith Negative Annual Real Wage Change

Men Women
Annual Data Annual/ Annua Data Annual/
Regional Data Regional Data
OLS SURE OLS SURE

Median Real -05.12 -5.24 -4.37 -544

Wage Change (139 (326) (5.9 (210

(%0)

75"-35" 0.071 0.485 119 0.921

Percentile 0.1 (3.6) (1.5 (6.2

Difference (%)

Inflation Rate (%) | 0.857 0.449 0.618 0.252

(2.8 (5.6) (1.7 (3.0

?inflation Rate -0.248 -0.089 0.016 -0.019

(1.7 (1.6) (0.7) 0.3
Region Dummies
v v
Observations 23 230 23 230
Re 0.97 0.93 0.%4 0.91
(average) (average)

Notes:

)] t ratiosin parentheses.

(i) The real wage is the nomina basic hourly rate normalised on the retail price index. The
median real wage change is measured as a percentage. The 75M-35" percentile difference
refers to the difference between the percentage real wage change at the 750 percentile less the
percentage real wage change at the 35 percentile. Itisameasure of dispersion. Theinflation
rate is the percentage rate and refers to the retail price index. All changes are annual, April to
April. Intheregional equations, the data are all region specific.

(iii) The use of SURE for the regional panel takes account of the high cross-region correlations in

the equation errors when computing the standard errors. These correlations are generaly in
therange 0.5t0 0.8. The R?refersto the average over the ten regional regressions.
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Table8

Explaining the Per centage of Job Stayers Bi-Annual

Dep Var:

Real Wage Changeis Negative, 1976-99

Per centage with Negative Bi-Annual Real Wage Change

Annual/Regional Data: SURE

Men Women
Median Rea -4.98 521
Wage Change (%) (2 year) (29.3) (24.9)
(Median)? 0.169 0.164

(10.3) (10.0)
75"-35" 0915 0.870
Percentile Difference (%) (10.0) (8.2
Inflation Rate (%) 0104 0.185
(2 year) (27) 43
?Inflation Rate 0.023 -0.029

(0.6) (0.6)
Region Dunmies v %
Observations 220 220
R2 (average) 091 0.93

Notes: Asin Table 7, except the changes are over 2 years.




Table9
Thelmpact of Inflation on the Percentage of Job Stayerswhose

Annual Real Wage Changesarelessthan —Y%

Inflation Coefficients in the Standard Regression (asin Table 7)

-Y 0% -5% -10% -15% -20%

Men 0.449 0453 0.074 -0.026 -0.036
(5.6) (84) (1.6) (0.9 (20

Women 0.252 0.400 -0.038 -0.050 -0.073
(3.0 (74) (0.7) (1.8) (4.3

Notes:

(i) These inflation coefficients are taken from SURE regressions whose independent variables are
those in Table 7 and whose dependent variables are the percentage of job stayers whose annual
real wage changes are less than—Y %. Thusthe first column presents the inflation coefficients
reportedin Table 7.

(i) t ratiosin parentheses.
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Fig 2. Red Wage Changes. Increasein Digperson

Low dispersion

High dispersion

0 Red Wage changes
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Fig 3A. Real Wage Changes. Distortions due to
nominal rigidities: Low Inflation

Low Inflation

Real Wage Change

Fig 3B. Real Wage Changes. Distortions due to
nominal rigidities: High Inflation

High Inflation

-x% -P 0 Real Wage Change
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Data Appendix

Nominal Wages: Weekly pay of those whose pay is unaffected by absence excluding

ovetime pay divided by weekly hours excluding overtime hours. For a given week in
April, annualy. UK New Earnings Survey.

Prices. Retal priceindex. Available monthly in UK. Labour Market Trends.

Skill Levels. The four skill levels reported in Table 3 are based on the individud
occupation. Details may be found in Nickell et al. (1999).

Prices (regional): A Regiond Price index for the UK is collected annudly by the

Regiona Rewards Survey Ltd. The company samples prices in approximately 100 British
Towns and then produces a percentage comparison of prices in each region againgt the
national average. We use the nationa CPI to create regional CPI indices from these data.
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