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Presentation Outline 

• Survey Method 
• Theories Tested 
• Important Results 
• What this means regarding macroeconomics 



Survey Methods 

• 184 Firms 
• Three Categories: White-Collar, Blue-Collar, and 

Less Skilled 
• Most respondents were compensation executives 

in Business Week 1000 corporations 
• 9 Statements 
• Replies based on how important a consideration 

they were in not cutting wages during recessions 
– Rated on a scale of 1 to 4 (not important to very 

important) 



Theories of Wage Rigidity 

• Contract Theory 
• Implicit Contract Theory 
• Fair Wage-Effort Hypothesis 
• Insider-Outsider 
• Efficiency Wage Theory 

– Shirking Model 
– Gift-Exchange Model 
– Adverse Selection Model 
– Turnover Model 



Important Results 

• Adverse Selection 
 



Important Results 

• Fairness 
– More important for 

Blue-Collar and Less 
Skilled firms 

• Turnover 
– More important for 

White-Collar firms 



What this Means 

• Not cutting wages in recessions is profit-
maximizing behavior 
– Firms lower costs by laying off the least-

productive workers instead, keeping the firm’s 
MPL high. 

– Firms fear that wage cuts reduce productivity 
– Firms want to keep training costs low and fear 

they will lose their most productive workers if 
they lower wages 
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