
American Economic Association

Fairness and Unemployment
Author(s): George A. Akerlof and Janet L. Yellen
Source: The American Economic Review, Vol. 78, No. 2, Papers and Proceedings of the One-
Hundredth Annual Meeting of the American Economic Association (May, 1988), pp. 44-49
Published by: American Economic Association
Stable URL: http://www.jstor.org/stable/1818095 .

Accessed: 09/10/2013 11:53

Your use of the JSTOR archive indicates your acceptance of the Terms & Conditions of Use, available at .
http://www.jstor.org/page/info/about/policies/terms.jsp

 .
JSTOR is a not-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide range of
content in a trusted digital archive. We use information technology and tools to increase productivity and facilitate new forms
of scholarship. For more information about JSTOR, please contact support@jstor.org.

 .

American Economic Association is collaborating with JSTOR to digitize, preserve and extend access to The
American Economic Review.

http://www.jstor.org 

This content downloaded from 216.164.44.3 on Wed, 9 Oct 2013 11:53:30 AM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/action/showPublisher?publisherCode=aea
http://www.jstor.org/stable/1818095?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp
http://www.jstor.org/page/info/about/policies/terms.jsp


Fairness and Unemployment 

By GEORGE A. AKERLOF AND JANET L. YELLEN* 

There have been natural reasons for the 
recent development and partial acceptance 
of efficiency wage theory. Some theory em- 
bodying payment of more than market-clear- 
ing wages is necessary to explain important 
features of the labor market, such as the 
existence of involuntary unemployment; the 
observed unwillingness of firms to reduce 
wages in the presence of job queues; the 
persistence of pay differentials for workers 
with seemingly identical characteristics; and 
the procyclical behavior of quits. 

Alan Krueger and Lawrence Summers 
(1986a, b) and William Dickens and Lawrence 
Katz (1986a, b) have compiled impressive 
evidence in support of a central prediction 
of efficiency wage theory-that workers of 
identical characteristics receive different 
wages. These papers show the existence of 
large differences in wages across industries 
and occupations for workers after control- 
ling for union status and observed worker 
and job characteristics. The impact of in- 
dustry affiliation on wages is not just signifi- 
cant; it is also large, ranging in 1984 from a 
high of 38 percent above the mean for the 
petroleum industry to a low of 37 percent 
below the mean for private household 
services (Krueger-Summers, 1986a, p. 8). The 
leading neoclassical justifications for such 
differentials-unmeasured labor quality, 
compensating differentials, and transitory 
labor immobility-cannot easily account for 
the patterns of observed wage differentials. 

As Lawrence Summers has observed, in its 
most general form, efficiency wage theory is 
virtually tautologous: it states that firms re- 

frain from wage cutting because they don't 
perceive it to be in their interest. But why 
don't firms perceive wage cuts to be in their 
interest? The leading efficiency wage argu- 
ments are based on maximizing behavior; 
they stress the role of high wages both as a 
worker discipline device and also as a 
turnover reduction device. While efficien- 
cy wages per se are a useful concept, the 
maximizing models fail to explain four 
well-documented empirical regularities. They 
fail to predict wage compression (Robert 
Frank, 1984; Jean Grossman, 1983), the 
strong positive correlation between industry 
profits and industry wages (Dickens and 
Katz, 1986a; Krueger and Summers, 1986b), 
and the inverse correlation between unem- 
ployment and skill. Particularly striking is 
the unpredicted correlation of industry wage 
premia across occupations (Dickens-Katz, 
1986b). All workers in better-paid industries 
tend to receive positive wage premia. That is, 
the wages of secretaries and engineers are 
highly correlated across industries. Ease of 
supervision and the magnitude of turnover 
costs might well be correlated across in- 
dustries for a given occupation explaining, 
for example, why, say, skilled machinery op- 
erators receive positive wage premia in most 
industries. But there is no obvious reason 
why, say, secretaries, should be harder to 
supervise in the chemical industry where pay 
is high, than in the apparel industry where 
pay is low. 

This paper presents an efficiency wage 
model based on fairness which provides nat- 
ural explanations for the four regularities 
described above. According to this model, in 
industries where it is advantageous to pay 
some employees highly, it is considered fair 
to also pay other employees well. This theory 
is more in concert with basic worker motiva- 
tion than standard maximizing models in 
which workers hedonistically maximize util- 
ity dependent only on their pay and their 
effort. Such hedonism seems too simplistic. 
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University of California, Berkeley. We also thank Daniel 
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Well-paid workers often grumble and shirk 
while poorly paid workers are often satisfied 
and hard working. All textbooks on com- 
pensation consider it self-evident that the 
most important aspect of a compensation 
system is its accordance with workers' con- 
ceptions of equity. Workers who consider 
themselves fairly treated are likely to work 
hard, and workers who consider themselves 
unfairly treated are likely to shirk. 

Daniel Kahneman, Jack Knetsch and 
Richard Thaler (1986) have demonstrated 
that popular conceptions of fair wages and 
prices often diverge substantially from the 
prices of goods and the wages of labor which 
would clear competitive product and labor 
markets. A hardware store that raises the 
price of snow shovels after a snowstorm 
would be considered to have acted unfairly. 
Similarly, in the labor market, a firm that 
has been making money and that reduces the 
wages of its existing labor when there is 
unemployment in the area will also be con- 
sidered to have acted unfairly. 

Kenneth Arrow has written that economic 
theory is concerned with " the forces of greed 
and aggressiveness... not the best, but the 
strongest motives of humanity" (1972, p. 90). 
But, in contrast to the marketplace, where 
traders have little personal contact, in the 
workplace, where personal contact is close, 
other emotions such as "concern for fair- 
ness," pejoratively called "jealousy," are also 
important. The poets serve as witness to the 
importance of both greed (or desire) and 
jealousy (or hate). Following Robert Frost: 

Some say the world will end in fire, 
Some say in ice. 
From what I've tasted of desire 
I hold with those who favor fire. 
But if I had to perish twice 
I think I know enough of hate 
To say that for destruction ice 
Is also great 
And would suffice. 

I. Faimess and Unemployment 

In the most rudimentary model of effi- 
ciency wages due to Robert Solow (1979), 
output with one unit of capital is a function 

of labor efficiency units, which are the prod- 
uct of man-hours and effort expended, so 
that q=f(e(w)l) where q is output; e is 
effort; w is the real wage; and / is man-hours. 
The optimal wage for the firm, that mini- 
mizes labor cost per efficiency unit, occurs 
at the wage w*, where the effort function 
has unit elasticity with respect to the wage. 
With the wage at w *, the firm will demand 
labor, 1*, up to the point where the mar- 
ginal revenue product of labor equals the 
wage, w*. In mathematics, this condition is 
e(w*)f'(e(w*)l*) = w*. If there are K units 
of capital and N units of labor inelastically 
supplied, unemployment will be N - Kl*. 
The worker-discipline device and turnover 
models serve to derive the nature of the 
e(w*) function from first principles rather 
than to posit it in an ad hoc way. 

An alternative efficiency wage model that 
considers fairness could be formulated as 
follows. Suppose that there are two types of 
labor, call them 11 and 12, and suppose also 
that output with one unit of capital can be 
expressed as: q = eQ()f(11, 12). Let us follow 
Solow in trying on for size an ad hoc as- 
sumption about the effort function e f), 
whose argument is as yet unspecified. As- 
sume that e depends on the variance of 
wages paid by the representative firm: e = 

e(a 2( w)). The simple rationale for this de- 
pendence of effort on wage variance is that 
firms with less variance in their compensa- 
tion will have more harmonious labor rela- 
tions and thus achieve higher output per 
worker. The firm's profit function is now: 
X = e(a2(w))f(11, 12)- Wl1 - W212- 

It is easy to see that in such an economy 
the higher paid labor will always receive a 
market-clearing wage and will have no in- 
voluntary unemployment. A reduction in the 
wage for higher-paid employees unambigu- 
ously benefits the firm. As the wage to 
higher-paid workers declines, effort increases 
as a consequence of the decrease in the 
variance of wages; in addition, the firm's 
wage bill declines. Without loss of gener- 
ality, we may assume that 1, is the higher- 
paid labor type and that its wage clears the 
labor market. The firm will then choose 11 
and w1 at market-clearing levels, and it will 
choose 12 and w2 to maximize profits. With 
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an interior solution to both of these maximi- 
zation problems, it will choose: d7/d2 = 0 
and d8 /d w2 = 0. If these two conditions 
have an interior solution and N2 > Kl2 , there 
will be unemployment of type 2 labor. The 
wage differential between types 1 and 2 labor 
will be "compressed" in comparison with the 
perfectly competitive equilibrium. 

A very slight change in the model yields a 
result exactly analogous to Solow's. If one 
assumes that the effort of the lower-paid 
labor depends on the wage gap, but the 
effort of the higher-paid labor is independent 
of the gap, the firm then maximizes 7 = 

f(l1, e(2 (w))l9)-wlI-w212. Here w1 and 
11 are at market-clearing levels. And the 
firm's optimal choice of effort and wage for 
type 2 labor satisfies the familiar Solow con- 
dition. With an interior-maximizing solution, 
the elasticity of effort with respect to the 
wage of type 2 labor (due to the dependence 
of effort on the variance of wages) will be 
unity.' 

This model provides a straightforward ra- 
tionale for wage compression and easily ex- 
plains the observed positive correlation of 
industry wage premia across occupations. In 
industries where market forces compel firms 
to pay high wages to their engineers, con- 
siderations of equity will generate high 
pay to secretaries as well. The model also of- 
fers an explanation why unskilled workers 
have much higher unemployment rates than 
skilled workers. The model predicts that 
groups of workers with high pay will have 
lower unemployment than groups with low 
pay. Because high skill and high pay are 
typically correlated, this means that higher- 
skilled groups will usually have lower unem- 
ployment rates than lower-skilled groups. 
Occasionally, however, due to oversupply, 
highly skilled groups have high unemploy- 
ment rates. Classical musicians are an exam- 
ple. Despite their skill, classical musicians 
are in considerable supply, and, as a result, 
their pay is low. They also have high rates 
of unemployment. Our model, which pre- 

dicts that low-paid workers will experience 
high unemployment, is consistent with this 
anomaly. 

The preceding model focuses on the ad- 
verse reaction of workers to inequitable pay 
disparities among employees. The same de- 
structive forces of jealousy will also operate 
when there are "unfair" disparities between 
the earnings of the firm and the earnings of 
workers. Thus, the natural extension of our 
model, to include a relation between effort, 
firms' earnings, and workers' earnings, pre- 
dicts the observed positive correlation be- 
tween profits and wages. The correlation be- 
tween profits and wages gives added reason 
for the positive correlation of industry wage 
premia across occupations. 

II. The Fair Wage/Effort Hypothesis 

The Solow model is useful in characteriz- 
ing the type of unemployment which occurs 
when the labor market is in equilibrium. 
Nevertheless, it is not a complete model 
because the relation e = e(w) is ad hoc. Sim- 
ilarly, the effort/wage-variance model pre- 
dicts an unemployment equilibrium which 
accords with the stylized facts of the labor 
market discussed above. But this model, like 
the Solow model, lacks an adequate micro- 
foundation for its effort function. 

Social exchange theory in sociology and 
equity theory in psychology both provide a 
rationale for a precise relationship between 
effort and fairness. (For a similar rationale 
based on worker cohesion, see David Levine, 
1987.) According to equity theory, in inter- 
personal exchange, the ratio of the perceived 
value of outcomes to inputs will tend to be 
equal. It is important to note that this 
equality is based on subjective valuations and 
not on market valuations. 

In the context of a wage contract, equity 
theory suggests that the perceived value of 
an individual's labor input, ewi, should equal 
the perceived value of the compensation re- 
ceived, w, where w is the actual wage and wi 
is the wage which is considered fair com- 
pensation for "normal" effort. Assuming that 
workers supply "normal effort," e = 1, if they 
are compensated at least fairly, and lower 
effort if they receive "unfair wages," equity 

1This condition assumes that c 2(w) is calculated 
with constant amounts of '1 and 12 labor. If a2(w) is 
calculated on the assumption of varying '1 and 12, no 
simple formula obtains. 
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theory implies that e = min(w/wi, 1). Insofar 
as the actual wage w falls short of the fair 
wage w, the worker will withdraw effort so 
as to maintain equity between the subjective 
value of input and the subjective return. We 
call the preceding behavior with respect to 
effort the fair wage/effort hypothesis. Under 
this hypothesis, if production depends on 
labor efficiency units and if firms have even 
the smallest preference for paying the fair 
wage (rather than less than fair wages), firms 
will always find it worthwhile to pay at least 
the fair wage w. 

There are many possible theories concern- 
ing the determination of w; but any theory 
which leads to an equilibrium value of w for 
some class of labor greater than the market- 
clearing level will result in unemployment. 
The work previously mentioned of Kahne- 
man et al. tells us that such discrepancies do 
occur; popular views of fair wages do not 
coincide with market clearing. A theory, for 
example, in which workers use the pay of 
higher-paid workers at the same firm as their 
anchor in determining fair pay, gives exactly 
the type of result obtained in the last sec- 
tion. Lower-paid workers are unemployed 
while higher-paid workers receive market- 
clearing wages. 

The fair wage/effort hypothesis serves 
three useful purposes. First, it gives a natural 
functional form for the relation between 
effort and wages-while leaving consider- 
able room for variations in the theory depen- 
dent on the determination of the fair wage. 
Second, it grounds the wage-effort function 
in theory from two social sciences, both re- 
flecting the basic human desire to "get even." 
Third, equity theory (and to a lesser extent 
social exchange theory) has been subject to 
empirical verification: for the psychologists 
through experiments, and for the sociologists 
through field studies. 

A number of experiments have been per- 
formed to test the implications of equity 
theory for the inequity-performance relation- 
ship. Surveys of these experiments suggest 
that they are usually supportive of equity 
theory. In a typical study, subjects are asked 
to perform a task, such as proofreading, and 
offered an "hourly" or "piece" rate designed 
to induce a clear feeling of over- or under- 

payment relative to a salient comparison 
group. The outcomes of these experiments 
typically accord with the predictions of 
equity theory: underpaid hourly subjects 
usually decrease their labor input to achieve 
an input-outcome balance. For example, 
Edward Lawler and Paul O'Gara (1967) 
compared the performance of workers who 
were paid the "going piece rate" vs. an un- 
derpaid rate for conducting interviews. They 
found the lower-paid workers produced work 
of substantially lower quality (but greater 
quantity) and had reduced self-esteem. Fur- 
ther evidence comes from a study by Robert 
Pritchard, Marvin Dunnette, and Dale 0. 
Jorgenson (1972), who hired men to work for 
a manpower firm they set up. After the 
workers had been on the job for three days, 
the firm changed the pay with some subjects 
receiving increases and some subjects receiv- 
ing decreases in pay. Those who got pay cuts 
were angry and performed less well in their 
work. All of these experiments suffer from 
two unavoidable difficulties: the anchor point 
of the fair wage must be inferred and the 
experiment by its nature is of short duration. 
Whether the observed behavior consistent 
with the fair wage/effort hypothesis will 
continue over long periods of time has not 
been inferred from experimental data. 

Sociologists have explained field study ob- 
servations with social exchange theory. The 
most famous of these is a study by Peter 
Blau (1955). In a federal bureaucracy agents 
varied in expertise. He found that agents of 
equal expertise frequently consulted one 
another, but only rarely did agents of aver- 
age expertise consult the experts. Blau asked 
why the agents of average expertise did not 
consult the experts more frequently. The ex- 
perts were observed to be friendly and al- 
ways helpful, if asked. According to Blau's 
answer, the two sides of the exchange had 
equal value-the average consulting agent 
receiving the advice of the expert with the 
expert receiving gratitude and respect. But 
such gratitude and respect had diminishing 
returns. Equilibrium occurred where the ex- 
change was considered fair by both sides; 
the payment in gratitude and respect to the 
experts was of equal value with the aid given 
by the experts. 
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The scientific findings of social science 
notwithstanding, the key advantage of equity 
theory is its accordance with common sense. 
According to George Homans: "The more 
to a man's disadvantage the rule of distribu- 
tive justice fails of realization, the more likely 
he is to display the emotional behavior we 
call anger" (1961, p. 75). Or, more prosai- 
cally, if people do not get what they think 
they deserve they get mad. This is the ba- 
sic simple proposition underlying the fair 
wage/effort hypothesis. If w falls short of w', 
people will be angry. As a result of this 
anger, their effective labor input is reduced 
below the level they would put in if fully 
satisfied. 

III. Theories of Fairness 

The fair wage/effort hypothesis specifies 
the relation between effort and wages condi- 
tional on the fair wage w'. Different theories 
of the fair wage w, will yield different theo- 
ries of unemployment. Our longer paper 
(1987) constructs a model with two groups 
of workers, a high-paid group and a low-paid 
group. The low-paid group regard their fair 
wage as an average of the wages of the high- 
paid group in the same firm (who constitute 
part of their reference group) and the wages 
they would be paid if the market cleared. 
This formulation is a compromise between 
theories in which market forces completely 
determine fairness (in which case fair wages 
and market-clearing wages would exactly 
coincide) and theories in which sociological 
theories completely determine fairness (in 
which case the wages of some reference group 
would determine the fair wage). The micro 
model is surprisingly complex, but the macro 
intuition of the variance-efficiency wage the- 
ory of the last section survives. There is wage 
compression and the low-paid workers are 
those with unemployment. 

The assumption that low-paid workers 
base their notions of fairness on the pay 
received by more highly skilled workers is 
undoubtedly a substantial simplification of 
how individuals realistically form concep- 
tions of equity. Most workers in fact feel 
that fairness requires a relation between re- 
muneration and performance. Workers with 

low skill do not consider it fair to receive the 
identical wage as workers who are obviously 
more skilled. The theory of unemployment 
described here does not, however, rely on the 
simplistic assumption that workers view wage 
equality as fair. What is important is that 
workers regard a fair wage system as one 
with pay differentials which are more com- 
pressed than productivity differentials. An 
interesting study by Herbert Meyer (1975) 
suggests that this is indeed the case. He 
found in surveys that workers have a sys- 
tematic tendency to view their own perfor- 
mance as superior. In four surveys he found 
that between 68 and 86 percent of workers 
viewed their performance in the top quartile. 

IV. Conclusion 

Careful use of sociological theory, which 
thankfully also coincides with common sense, 
produces efficiency wage models of unem- 
ployment. The key to such models is the fair 
wage/effort hypothesis, that says that effort 
is proportional to the wage for workers paid 
less than the subjectively determined fair 
wage. The fair wage/effort hypothesis comes 
naturally from equity theory and social ex- 
change theory. A simple hypothesis regard- 
ing the determination of the fair wage w 
explains why unemployment is greater for 
low-paid labor groups (even of high objec- 
tive skill). Efficiency wage theories based on 
fairness do not suffer from the criticism 
levelled at more neoclassical theories that if 
all agents are fully maximizing more com- 
plicated contracts will eliminate involuntary 
unemployment. They are also consistent with 
observed industry and occupational wage dif- 
ferentials. 

REFERENCES 

Akerlof, George and Yellen, Janet, " The Fair 
Wage/Effort Hypothesis and Unemploy- 
ment," mimeo., University of California, 
Berkeley, July 1987. 

Arrow, Kenneth, "Models of Job Discrimina- 
tion," in A. H. Pascal, ed., Racial Dis- 
crimination in Economic Life, Lexington: 
D. C. Heath, 1972, 83-102. 

Blau, Peter M., The Dynamics of Bureaucracy: 

This content downloaded from 216.164.44.3 on Wed, 9 Oct 2013 11:53:30 AM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


VOL. 78 NO. 2 THE NA TURA L RA TE THEOR Y RECONSIDERED 49 

A Study of Interpersonal Relations in Two 
Government Agencies, Chicago: University 
of Chicago Press, 1955. 

Dickens, William and Katz, Lawrence, (1986a) 
"Interindustry Wage Differences and In- 
dustry Characteristics," NBER Working 
Paper No. 2014, September 1986. 

and , (1986b) "Industry and 
Occupational Wage Patterns and Theories 
of Wage Determination," mimeo., March 
1986. 

Frank, Robert, "Are Workers Paid their 
Marginal Products?," American Economic 
Review, September 1984, 74, 549-71. 

Grossman, Jean, "The Impact of the Mini- 
mum Wage on Other Wages," Journal of 
Human Resources, Summer 1983, 18, 
359-78. 

Homans, George C., Social Behavior: Its Ele- 
mentary Forms, New York: Harcourt Brace 
Jovanovich, 1961. 

Kahneman, Daniel, Knetsch, Jack and Thaler, 
Richard, " Fairness as a Constraint on Profit 
Seeking: Entitlements in the Market," 
American Economic Review, September 
1986, 76, 728-41. 

Krueger, Alan and Summers, Lawrence, (1986a) 

"Efficiency Wages and the Inter-Industry 
Wage Structure," mimeo., 1986. 

and (1986b) "Reflections on 
the Inter-Industry Wage Structure," Har- 
vard Institute of Economic Research Dis- 
cussion Paper No. 1522, July 1986. 

Lawler, Edward E. and O'Gara, Paul W., "The 
Effects of Inequity Produced by Under- 
payment on Work Output, Work Quality, 
and Attitudes Toward the Work," Journal 
of Applied Psychology, October 1967, 51, 
403-10. 

Levine, David, " Cohesiveness and the In- 
efficiency of the Market Solution," mimeo., 
Harvard University, March 1987. 

Meyer, Herbert, " The Pay for Performance 
Dilemma," Organizational Dynamics, Win- 
ter 1975, 3, 39-50. 

Pritchard, Robert D., Dunnetter, Marvin D. and 
Jorgenson, Dale O., "Effects of Perceptions 
of Equity and Inequity on Worker Perfor- 
mance and Satisfaction," Journal of Ap- 
plied Psychology Monograph, February 
1972, 56, 75-94. 

Solow, Robert, "Another Possible Source of 
Wage Stickiness," Journal of Macroeco- 
nomics, Winter 1979, 1, 79-82. 

This content downloaded from 216.164.44.3 on Wed, 9 Oct 2013 11:53:30 AM
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp

	Article Contents
	p. 44
	p. 45
	p. 46
	p. 47
	p. 48
	p. 49

	Issue Table of Contents
	The American Economic Review, Vol. 78, No. 2, Papers and Proceedings of the One-Hundredth Annual Meeting of the American Economic Association (May, 1988), pp. ii-vii+1-527+i-lii+i-liv
	Front Matter [pp. ii-485]
	Richard T. Ely Lecture
	The Challenge of High Unemployment [pp. 1-15]

	The Political Economy of Terrorism
	To Bargain or Not To Bargain: That Is The Question [pp. 16-21]
	Free Riding and Paid Riding in the Fight Against Terrorism [pp. 22-26]
	Intervention Policy Analysis of Skyjackings and Other Terrorist Incidents [pp. 27-31]

	The Natural Rate Theory Reconsidered
	The Persistence of Unemployment [pp. 32-37]
	Long-Term Unemployment and Macroeconomic Policy [pp. 38-43]
	Fairness and Unemployment [pp. 44-49]

	The Economics of the Arms Race
	Self-Interest and National Security [pp. 50-54]
	Economic Consequences of the Arms Race: The Second-Rate Economy [pp. 55-59]
	U.S. Military Power, the Terms of Trade, and the Profit Rate [pp. 60-65]

	The Economics of the Aging of the Baby Boom
	The Baby Boom's Legacy: Relative Wages in the Twenty-First Century [pp. 66-69]
	The Baby Boom, Housing, and Financial Flows [pp. 70-75]
	Social Security Benefits and the Baby-Boom Generation [pp. 76-80]

	The Feminization of Poverty
	Child Support Payments: Evidence from Repeated Cross Sections [pp. 81-85]
	Getting into Poverty Without a Husband, and Getting Out, With or Without [pp. 86-90]
	Poverty Among Women and Children: What Accounts for the Change? [pp. 91-95]

	Markets for Information
	Selling and Trading on Information in Financial Markets [pp. 96-103]
	Informational Theories of Employment [pp. 104-109]
	Parallel Search and Information Gathering [pp. 110-116]

	Challenging Some Conventional Wisdoms about the Labor Market
	The Un-Natural Rate of Unemployment: An Econometric Critique of the NAIRU Hypothesis [pp. 117-123]
	The Growth of Low-Wage Employment: 1963-86 [pp. 124-128]
	The Reemergence of Segmented Labor Market Theory [pp. 129-134]

	Constitutional Convention Bicentennial
	Contractarian Political Economy and Constitutional Interpretation [pp. 135-139]
	Original Intent, History, and Doctrine: The Constitution and Economic Liberty [pp. 140-144]
	Contested Exchange: Political Economy and Modern Economic Theory [pp. 145-150]

	Issues in the Black Community
	Income, Wealth, and Investment Behavior in the Black Community [pp. 151-155]
	The Social Preference for Fair Housing: During the Civil Rights Movement and Since [pp. 156-162]

	Uncertainty in Macroeconomics
	Uncertainty Across Models [pp. 163-167]
	The Fate of Systems With "Adaptive" Expectations [pp. 168-172]
	Consumption: Beyond Certainty Equivalence [pp. 173-177]
	Macroeconomic Implications of the Information Revolution [pp. 178-181]

	Why is Unemployment So High in Europe?
	Beyond the Natural Rate Hypothesis [pp. 182-187]
	Is European Unemployment Classical or Keynesian? [pp. 188-193]
	West European Unemployment: Corporatism and Structural Change [pp. 194-199]

	Tax Policy and Investment: A Reconsideration
	Investment, Financing Decisions, and Tax Policy [pp. 200-205]
	Business Tax Policy, The Lucas Critique, and Lessons from the 1980's [pp. 206-210]
	Investment Tax Incentives and Frequent Tax Reforms [pp. 211-216]

	Technological Innovation and Productivity Change in Japan and the United States
	Productivity and Economic Growth in Japan and the United States [pp. 217-222]
	Industrial R&D in Japan and the United States: A Comparative Study [pp. 223-228]
	Why are Americans Such Poor Imitators? [pp. 229-234]

	Differing Theoretical Perspectives on the Household
	Gender Difference: The Role of Endogenous Preferences and Collective Action [pp. 235-239]
	Tied Transfers and Paternalistic Preferences [pp. 240-244]
	Risk, Private Information, and the Family [pp. 245-250]

	High School Economics: Implications for College Instruction
	A Report Card on the Economic Literacy of U.S. High School Students [pp. 251-256]
	Variables Affecting Success in Economic Education: Preliminary Findings from a New Data Base [pp. 257-262]
	The Effects of Advanced Placement on College Introductory Economics Courses [pp. 263-268]

	Inflation and Full Employment
	Fluctuations in Equilibrium Unemployment [pp. 269-275]
	The Role of Wages in the Inflation Process [pp. 276-283]

	The Measure and Character of American Unemployment
	The Measurement of Unemployment [pp. 284-288]
	What Is So Natural About High Unemployment? [pp. 289-293]
	Evaluating the European View that the United States Has No Unemployment Problem [pp. 294-299]

	Economic Aspects of Product Liability
	Product Liability and Regulation: Establishing the Appropriate Institutional Division of Labor [pp. 300-304]
	The Political Economy of Workers' Compensation: Lessons For Product Liability [pp. 305-310]
	The Political Economy of Product Liability Reform [pp. 311-315]

	Surprises from Deregulation
	Surprises of Airline Deregulation [pp. 316-322]
	Surprises from Telephone Deregulation and the AT&T Divestiture [pp. 323-327]
	Interaction of Financial and Regulatory Innovation [pp. 328-334]

	The Widespread Depression Overseas: American and Pacific Influences
	On Macroeconomic Implications of Price Setting in the Open Economy [pp. 335-340]
	Exchange Rates, Wages, and the International Allocation of Capital [pp. 341-345]
	A Working Model of Slump and Recovery from Disturbances to Capital-Goods Demand in an Open Nonmonetary Economy [pp. 346-350]

	Search Behavior in Labor and Product Markets
	Pareto Inefficiency of Market Economies: Search and Efficiency Wage Models [pp. 351-355]
	"High-Low Search" in Product and Labor Markets [pp. 356-362]
	The Search Equilibrium Approach to Fluctuations in Employment [pp. 363-368]
	Self-Fulfilling Optimism in a Trade-Friction Model of the Business Cycle [pp. 369-372]

	"The New Industrial State" After Twenty Years
	Time and the New Industrial State [pp. 373-376]
	Time and the New Industrial State: Discussion [pp. 377-382]

	Efficiency Wages, Labor Relations, and Full Employment
	Relative Wages, Efficiency Wages, and Keynesian Unemployment [pp. 383-388]
	Unemployment, Labor Relations, and Unit Labor Costs [pp. 389-394]
	Labor Discipline and Aggregate Demand: A Macroeconomic Model [pp. 395-400]

	What Do We Know About Consumption and Saving, and What are the Implications for Fiscal Policy?
	Consumption, Saving, and Fiscal Policy [pp. 401-407]
	Consumption, Computation Mistakes, and Fiscal Policy [pp. 408-412]
	Are Consumers Forward Looking? Evidence from Fiscal Experiments [pp. 413-418]

	The Estimation and Measurement of Spillover Effects of R&D Investment
	Industry Effects and Appropriability Measures in the Stock Market's Valuation of R&D and Patents [pp. 419-423]
	Appropriability, R&D Spending, and Technological Performance [pp. 424-428]
	Interindustry R&D Spillovers, Rates of Return, and Production in High-Tech Industries [pp. 429-434]

	Is It Money or Credit, or Both, or Neither?
	Credit, Money, and Aggregate Demand [pp. 435-439]
	Monetary Policy Without Quantity Variables [pp. 440-445]
	Money and Credit in the Monetary Transmission Process [pp. 446-451]

	Comparative Strategies for Economic Reform
	Economic Reforms Within and Beyond the State Sector [pp. 452-456]
	On the Strategy for Implementing Economic Reform in the USSR [pp. 457-460]
	Choosing a Strategy for China's Economic Reform [pp. 461-466]

	Applications of International Comparisons of Prices and Quantities
	What We Have Learned about Prices and Quantities from International Comparisons: 1987 [pp. 467-473]
	National Price Levels and the Prices of Tradables and Nontradables [pp. 474-478]
	The Sensitivity of International Comparisons of Capital Stock Measures to Different "Real" Exchange Rates [pp. 479-484]

	Proceedings of the One-Hundredth Annual Meeting
	The John Bates Clark Award: Citation on the Occasion of the Presentation of the Medal to Sanford Grossman, December 29th 1987 [p. 486]
	Minutes of the Annual Meeting Chicago, Illinois December 29, 1987 [p. 487]
	Minutes of the Executive Committee Meetings [pp. 488-494]
	Report of the Secretary for 1987 [pp. 495-498]
	Report of the Treasurer for the Year Ending December 31, 1987 [pp. 499-500]
	Report of the Finance Committee [p. 501]
	Report of the Editor American Economic Review [pp. 502-510]
	Report of the Editor Journal of Economic Literature [pp. 511-512]
	Report of the Editor Journal of Economic Perspectives [pp. 513-515]
	Report of the Director Job Openings for Economists [pp. 516-517]
	Report of the Committee on Economic Education [pp. 518-519]
	Report of the Committee on the Status of Women in the Economics Profession [pp. 520-521]
	Report of the Committee on U.S.-Soviet Exchanges [p. 522]
	Report of the Committee on U.S.-China Exchanges in Economics [pp. 523-524]
	Report of the Representative to the National Bureau of Economic Research [pp. 525-526]
	Report of the Representative to the American Association for the Advancement of Science [p. 527]

	Back Matter [pp. i-liv]



