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sufficient care. And when they try to answer the empirical questions. their 

results arc diminished by econometric dilXcullies. 
The thcoretcai model in the paper traces out the role of real wages in 

iteererate supply. along familiar lines. The empirical work seeks to answer cc c 
t\vo kq questions about wage setting. The first is whether real-wage growth 

can vary fast enough to keep the wage approximately equal lo the marginal 

product of labor at full employment. The second is whether expansionary 
policy. by raising the price level. can reduce the real wage and expand 

asfregate output. 
On the first question. the authors do not attempt to compare wage 

movcmcnts directly with marginal labor productivity. Rather. they test 
whether the adjirstment of real wages to a target Icvel is rapid. and whether 

the target itself is a function of aggregate demand. They conclude that real- 
wage adjustment in Europe and Japan is sluggish. and that the target doe> 

tror depend on aggregate output. In sum. they find that real-wage growth 
since 1971 is fairly constant. Their lindings. I think. are hindered by 

problems in the empirical nork. to bvhich I return. A glance at the data 
should hc enough to dissuade us from their sitnplc rigid rcitl-uap~ mc~iel. In 

IA+ 1. 1 zhow tlte Fro\\ th rates of real hour11 comprnsatiun and rc:tl hnurl~ 
earnings for the rcvcn large industrial countries. The striking aspcc~ of the 
~ablc fktr tIurc)pe :rnd Japan is mjt the fixit) of resl-\\;tgc growth. hut the 
~~pp~~te. A real-u apt csplosto~~ hiI3 Europe and J;tpati during I%9 73. 
wh11c durinp the rr‘c‘ctit rcccs3ian. real-ivagc pro\\lh falls 4l;trpl!. In c\cr> 
ct’untr\ ~WGrlc of North .\tiicricu. high ttti~nipl~~~ni~t~l ~rc\crcl~ curl;iil4 the 

1’14~ in real hourI! ~oiiipcn~;tti~~n after 1975. 



The deceleration in real wages does not vitiate the concern oyer cxcessivc 
wage levels, but only the simple lest of \h:ap rigidity in the p;ipcr. In fact. 
real-wage growth did not drop fast enough al’ter IY73 to match the slower 
growth of the full-employment marginal product of labor. Almost all of the 
industrialized countries faced a severe dro,p in total productivity growth nnd 
an adverse terms-of-trade shift afkr 1973.) These disturbances have required 
;t slowdown in real hourly compensatio;r growth of at least one .to two 

percentage points a year since 1073. In filet, the slowdown in compensation 

only came with a long lay. Conscquent’,y the cyclically adjusted share of 
labor compensation rose illmost cvcryv\hcre following the oil shock. and 
profits were squeezed. with the implkations for aggregate supply and 
cmploymenl that Branson and Rotcmhr%rg describe. In table 2. I show the 
share of labor compensation. 111 Franc.:. Germany. Japan and the United 
Kingdom. labor’s aharc rises markedly d;lring 1973 76. 






