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1 Introduction

The relationship between aggregate demand and the distribution of income is a topic
of considerable importance, as research in this area may be able to identify policy options
that could simultaneously make economies more equitable and more dynamic. Much of the
recent research in this area has focused on the functional distribution of income—i.e., the
share of total income going to wage earners vs. the share that is earned as profits. The focus
on functional distribution can be explained in part by the strong theoretical framework for
examining the relationship between the wage share and aggregate demand that neo-Kaleckian

models have provided.

Following these theoretical models, many empirical studies have sought to charac-
terize demand regimes as either “wage-led,” with a higher wage share leading to higher
aggregate demand, or “profit-led,” with a lower wage share leading to higher aggregate de-
mand.! However, despite much empirical work in this area, previous attempts to estimate
this relationship have not resolved the issue, as results vary drastically across studies. Al-
though the idiosyncrasies of individual studies contribute to the disagreement among results,
Blecker (2016) notes that the studies’ varying results tend to depend upon the methodological
approach that they follow. Structural models, which estimate the relationship between the
wage share and the individual components of aggregate demand (see e.g. Stockhammer and
Wildauer, 2016; Stockhammer et al., 2011; Onaran and Galanis, 2012; Onaran et al., 2011;
Onaran and Obst, 2016), tend to find more evidence of wage-led demand (except in cases of
small, open economies), whereas aggregative models (e.g. Barbosa-Filho and Taylor, 2006;

Carvalho and Rezai, 2016; Kiefer and Rada, 2015; Silva de Jesus et al., 2018; Diallo et al.,

! Although the empirical measure of the wage share often includes multiple forms of labor compensation,
including bonus pay and benefits—and not just wages—the term “wage share” will be used in order to
maintain consistency with the theoretical literature.



2011), which estimate the relationship between the wage share and the capacity utilization

rate, tend to find uniformly profit-led results.

Although structural studies generally focus on the effect of the functional distribu-
tion of income on demand, aggregative studies often examine this relationship from both
directions of causality. In addition to their general finding that demand is profit-led, these
studies typically find a “profit-squeeze” result, wherein an increase in utilization leads to a
reduction in profits. Together, these two results suggest a cyclical relationship between these
two variables, in which an initial increase in the profit share (i.e. a decrease in the wage
share) leads to higher demand, which in turn reduces profits. This cyclical pattern is often

called a “Goodwin cycle,” as it resembles the relationship suggested by Goodwin (1967).

One potential explanation for the differences in the results typically found by aggrega-
tive and structural studies is that that the methodology used in many aggregative studies
could bias results. Lavoie (2017) argues that models that do not account for the cyclical vari-
ation of labor productivity—a component the wage share—will be biased towards findings
of profit-led demand. Furthermore, measurement error resulting from the use of a Hodrick
and Prescott (HP) (1997) filter to calculate the utilization rate measure in some aggregative
studies also has the potential to introduce bias (Blecker, 2016; Barrales and von Arnim,

2017).3

Although the literature has theorized that these potential sources of misspecification

may bias existing aggregative estimates, little work has yet been done to test these hypothe-

ZStockhammer (2017) calls those who follow the aggregative approach “neo-Goodwinian” because the
cyclical relationship between demand and distribution in these models is different from the theoretical re-
lationship between the wage share and the employment rate originally found in Goodwin’s (1967) model.
Stockhammer calls those who follow the structural approach “neo-Kaleckians” because they examine the
relationship between distribution and the individual components of aggregate demand and treat the wage
share as exogenous, as some neo-Kaleckian theoretical models do.

30thers have proposed alternative hypotheses. Critics of the structural approach, such as Barrales and
von Arnim (2017) and Kiefer and Rada (2015), argue that the wage-led findings of structural studies are
driven by improperly treating the wage share as exogenous. Blecker (2016) suggests that there may be
differing effects in the short run and the long run, and that the two types of studies could be capturing
effects at different time horizons due to differences in the methodologies that they generally employ.



ses. This paper explores these issues empirically in the context of the U.S economy. It
examines how cyclical variation in labor productivity affects aggregative estimates of the bi-
directional demand-distribution relationship and introduces a method to adjust estimates for
these effects. It also constructs a measure of the utilization rate using an alternative filtering
technique, proposed by Hamilton (2018), that avoids some of the potential measurement

error caused by the use of an HP filter.

Initial estimates, found using a model specification that maintains the assumptions
of previous aggregative studies, find evidence of Goodwin cycle effects. However, further
investigation reveals that these results likely reflect a misinterpretation of the cyclical effects
of demand on labor productivity. VAR models that separate the real wage rate and labor
productivity—the two primary components of the wage share—reveal that estimates are
highly sensitive to the ordering restrictions relating productivity and demand. The findings
indicate that stronger estimates of profit-led demand and profit-squeeze effects will be found
when using restrictions that enforce the assumption, implicit in previous aggregative stud-
ies, that demand has only a lagged effect on labor productivity. When such restrictions are
imposed, the contemporaneous correlation between demand and productivity will be inter-
preted as an effect of productivity (and therefore the wage share) on demand, even though
it likely reflects procyclical variation in productivity. These findings suggest that Lavoie’s
(2017) critique of previous aggregative studies is valid and some previous aggregative esti-

mates are likely biased.

Moreover, when using filters to separate the cyclical variation in productivity from the
wage share, the Goodwin cycle pattern is not found. The results instead suggest that demand
is wage-led, and the effects of demand on distribution are mixed or insignificant. These results
are found regardless of whether the utilization rate is constructed using the conventional HP
filtering technique or the preferred method introduced by Hamilton (2018). These findings
suggest that previous estimates of Goodwin cycle effects are spurious, capturing a positive

effect of demand on productivity, rather than a negative effect of the wage share on demand.



Therefore, it appears that the short-run relationship between the wage share and demand
should be viewed as a combination of wage-led demand and procyclical productivity effects,

rather than profit-led demand and profit-squeeze effects, at least in the case of the U.S.

To the author’s knowledge, this is the first study to examine how the relationship
between demand and labor productivity impacts estimates of the relationship between the
wage share and the utilization rate. It introduces two methods for treating these produc-
tivity effects: separate exploration of the relationship between utilization and the two main
components of the wage share, and the use of an cyclically adjusted wage share measure
from which the cyclical variation in labor productivity has been separated. It is also the first
study to use the Hamilton (2018) filter to examine the relationship between the wage share

and capacity utilization.

It should be noted that all of the results in this paper are limited to the short run, or
at most the medium run. The use of quarterly data, data differencing for many variables,
and a vector autoregression (VAR) model make it likely that the estimates pertain only
to business cycle fluctuations. Furthermore, the estimates only capture the relationship
between demand and the functional distribution of income in the U.S. economy. Results

may differ for other countries.

The rest of the paper proceeds as follows. Section 2 presents the general theoretical
foundations and provides a brief overview of the literature. Section 3 discusses the empirical

strategy, while Section 4 discusses the results. Section 5 provides some concluding thoughts.



2 Theoretical Framework and Literature Review

2.1 Theoretical Framework

A sizable literature exists on the empirical relationship between demand and the func-
tion distribution of income.* This literature is primarily inspired by neo-Kaleckian models of
distribution and growth, sometimes referred to as “structuralist” or “Post-Keynesian” mod-
els, which link the functional distribution of income to the components of aggregate demand.
These models stem from the work of Kalecki (1954) and Steindl (1952), and have been built
upon by many others (e.g. Rowthorn, 1982; Taylor, 1983; Dutt, 1984; Taylor, 1985; Dutt,
1987; Blecker, 1989; Bhaduri and Marglin, 1990; Marglin and Bhaduri, 1990; Blecker, 2002).

A basic version of the neo-Kaleckian model is presented below.?

Y=AD=C+1+G+NX (1)

Equation (1) represents the accounting identity that aggregate demand (AD), is equal to the
sum of consumption (C'), investment (/), government spending (G), and net exports (N X),
which are defined as exports (X) minus imports (M). In equilibrium, aggregate demand
is also equal to total output (Y). The various components of aggregate demand can be

specified in general terms as:

C=CY, ¥, Z) (2)

I=1(Y,¢0,Z;) (3)

4Stockhammer (2017) estimates that there are approximately two dozen empirical studies on the subject.

5This discussion of the model and how it relates to different approaches to estimating the relationship
between demand and the functional distribution of income is largely based on the presentation in Blecker
(2016). The model in Blecker (2016) is a simplified version of the one presented by presented by Stockhammer
et al. (2011).



NX = NX(Y, P, Zx, Zy); P = P(i, Zp) (4)

Each of these components, with the exception of government spending, is a function of
output (Y'), the wage share (¢), and a vector of exogenous control variables, denoted Z;,
where 7 = C, I, X, M, P indexes the component that the control variables determine. The
wage share affects net exports indirectly through the domestic price level (P), which is a
function of the wage share and a vector of control variables, such as the real exchange rate
and the foreign price level. Government spending is assumed to be exogenous, as it is not

clear a priori how output or the wage share would affect it. The resulting equation is thus:

The following assumptions are commonly made regarding the signs of the partial
derivatives of the components of aggregate demand: Cy > 0, Cy > 0, Iy > 0, I, < 0,
NXy <0, P, >0, NXp < 0. Following these assumptions, the effect of a change in the
wage share on aggregate demand and output is found by taking the derivative of Y with

respect to 1.

Y  0AD/o (6)
oy 1—0AD/OY
Due to varying effects of distribution on consumption, investment, and net exports,
the sign of the relationship between distribution and demand in these models depends upon
assumptions made regarding exogenous model parameters and functional forms. Note that

assuming stability in the goods market requires the condition (7) to be satisfied:

OAD  0AD N OAD N OAD 1 )
oy — oC oI ONX



Therefore, in a stable system, the denominator of equation (6) must be positive. As
a result, the sign of 0Y/0¢ depends upon the sign of 0AD/0y. Researchers following the
structural approach exploit this fact to sign Y /0y. They seek to calculate 0AD /0y by
separately estimating and then adding the partial derivatives of consumption, investment,
and net exports with respect to the wage share (with the wage share affecting net exports
through the price level). Blecker (2016) and Stockhammer (2017) note that studies following
this approach usually find evidence that 0AD/d¢ > 0, i.e., demand is wage-led (see e.g.
Stockhammer and Wildauer, 2016; Stockhammer et al., 2011; Onaran and Galanis, 2012;

Onaran et al., 2011; Onaran and Obst, 2016).

On the other hand, those following the aggregative approach seek to estimate Y /0
directly. By estimating the relationship between the wage share and a single measure of

output, they arrive at a solution like the following:

Y:Y<¢,ZC,Z],ZX,ZM7ZP) (8)

Aggregative models typically combine this with an equation for the wage share, like equation

(9) to make distribution endogenous.

=Y, Zy) (9)

Those following the aggregative approach typically try to estimate difference equation
versions of equations (10) and (11) in discrete time as a system, where output is measured

by the utilization rate (u), or the ratio of output or the output gap to potential output.

) =gy, u) (11)



This specification is similar to Goodwin’s (1967) theoretical model, which illustrates
the relationship between the wage share and the employment rate as a system of two differen-
tial equations. While Goodwin’s measure of economic activity was the rate of employment,
most studies following Barbosa-Filho and Taylor (2006) have used the utilization rate (see
Carvalho and Rezai, 2016; Kiefer and Rada, 2015; Barrales and von Arnim, 2017; Nikiforos
and Foley, 2012).° These studies use mainly lags of u and v as right-hand side variables and

often include few or no control variables.

Estimating discrete-time versions of equations (10) and (11) yields estimates of the
slopes of the nullclines, alternatively called the “effective demand” (for @ = 0) and “distribu-
tive” (for ) = 0) schedules (see Barbosa-Filho and Taylor, 2006). The slopes of the nullclines,
— fu/ fy for the effective demand scheulde and —g, /g, for the distributive schedule, dictate
the dynamics of the model. While there are numerous possible combinations, some stable
and some unstable, aggregative studies typically find a downward-sloping effective demand
schedule and an upward-sloping distributive schedule. In other words, demand is profit-led,
such that demand rises as the profit share (1 — 1) rises, but there is also a profit-squeeze,
wherein the profit share falls as demand (u) rises. This case is illustrated in Figure 1, which
is based on a similar illustration in Barbosa-Filho and Taylor (2006). This outcome requires
a negative derivative of u with respect to ¢ and a positive derivative of ¢ with respect to
u. The presence of cyclical dynamics depends on the functional form used by Barbosa-Filho

and Taylor (2006). The models used in this paper will estimate the slopes of these nullclines.

6Goodwin’s (1967) model did not examine demand at all, as he followed a Marxian approach in which
employment was determined by capital accumulation. There is also a related literature that estimates models
that are closer to Goodwin’s original model (see e.g. Harvie, 2000; Grasselli and Maheshwari, 2017; Desai,
1984).



Wage Share (1)

Utilization Rate (u)

Figure 1: System with Profit-led Demand and Profit-squeeze Effects
Adapted from Barbosa-Filho and Taylor (2006)

2.2 Literature Review

Barbosa-Filho and Taylor (2006) estimated a difference equation version of the system
in equations (10) and (11) for the U.S. from 1948-2002 using a reduced form VAR with two
lags.” They found evidence of a Goodwin cycle, i.e. profit-led demand and a profit squeeze.®
Using data for 1967-2010 and a TVAR model in which the sample is broken up into different
regimes based on the value of the Gini coefficient, Carvalho and Rezai (2016) find that both
profit-led demand and profit-squeeze effects have become stronger in the regime of higher

personal inequality, beginning around 1980.° Other aggregative studies have found evidence

of similar dynamics using different techniques or country samples.!® Kiefer and Rada (2015)

"The model that they estimate is not a standard VAR, because they estimate the equations for the
utilization rate and the wage share separately, using data in levels for one and data in log levels for the
other.

8Stockhammer and Stehrer (2011) argue that these results are biased due to autocorrelation problems,
and likely sensitive to lag length.

9Gilva de Jesus et al. (2018) also find profit-led demand effects in the impulse response functions from
their VAR for Brazil. However, their Granger causality tests suggest that causality does not run from the
profit share to utilization or economic growth.

10An early study by Stockhammer and Onaran (2004) is an outlier. Estimating a larger model in which
the profit share and the utilization rate are only two of several variables included, they find wage-squeeze
effects and no significant effect of distribution on demand. It is possible that these findings are the result

10



estimate a system of equations for the wage share and utilization rate for a panel of 13
OECD countries using Generalized Least Squares. Their results indicate Goodwin cycle
effects in the short run, although they also find evidence that the equilibrium is shifting in
the direction of a lower wage share and lower utilization in the long run. Diallo et al. (2011)
estimate a system of equations using instrumental variables GMM applied to U.S. data from
1973-2008 and find evidence of both profit-led demand and a profit-squeeze. Barrales and
von Arnim (2017) use a wavelet decomposition to estimate cyclical dynamics of the U.S.
economy at different periodicities. They find evidence of Goodwin cycle dynamics for all
periodicities, although they do not find a clear cyclical pattern in the medium-run after 1980.
Using longer data series and similar wavelet analysis, along with regression analysis including
control variables from the endogenous growth literature, Charpe et al. (2019) examine the
relationship between the wage share and growth for the U.S., U.K., and France. They find
evidence of profit-led growth in the short run and wage-led growth in the longer run, with
stronger correlations in the long run. Further complicating matters, Nikiforos and Foley
(2012) find evidence that the distributive schedule is nonlinear, suggesting the existence of
multiple equilibria. Their model is estimated for different subsamples using 2SLS applied to

U.S. data. However, their full sample estimates are indicative of Goodwin cycle effects.

The U.S. case provides a striking illustration of the differing conclusions of aggregative
and structural studies. Although most aggregative studies find evidence of profit-led demand,
recent structural estimates of this relationship for the U.S. are usually indicative of wage-led
demand (e.g., Onaran et al., 2011; Onaran and Galanis, 2012). These differences suggest
that the disagreement between the results of these two approaches cannot be explained by

differing objects of analysis, and must be the results of methodological differences.

of accounting for cyclical productivity effects, as they include productivity in the model and find a positive
effect of demand on productivity. While controlling for productivity will eliminate any bias caused by the
cyclical effects of demand on productivity, this approach will lead to productivity shocks being counted twice,
as they will affect both productivity itself and the profit share.

11



It is possible that misspecification of aggregative models contributes to these dif-
ferences. The literature has identified some issues that may bias the results of previous
aggregative models. One major issue is that the these studies do not account for the effects
of cyclical variation in labor productivity.!! Lavoie (2014, 323-5) argues that the presence
of overhead or managerial labor can cause labor productivity to vary procyclically with the

utilization rate.!?

Because the wage share is equal to the hourly wage divided by labor
productivity, as shown in equation (12),'® the procyclicality of labor productivity will make
the wage share countercyclical, as an increase in the utilization rate will lead to a decrease

in the wage share, via an increase in labor productivity.

worker compensation — worker compensation/hours

Y=

output N output /hours

12
_real hourly wage rate (12)

labor productivity

Therefore, empirical estimates may incorrectly capture the increase in utilization as the effect
of the decrease in the wage share, when in reality the wage share is decreasing as a result of
increased utilization, through the cyclical effects on productivity. As Lavoie (2017, p. 212)

explains:

1 Although structural studies do not typically consider these effects either, such short-run variation in
productivity is most likely to affect estimates of short-run dynamics found using quarterly data (Lavoie,
2017). Blecker (2016) argues that typical methodological decisions make aggregative studies more likely to
capture short-run effects, while structural studies are more likely to capture a longer-term effect.

12Tn his model, the quantity of production workers employed is variable and depends on the level of output,
while the quantity of overhead managerial labor employed depends on the full capacity level of output, and
therefore does not vary cyclically. As capacity utilization increases, the ratio of production workers to total
workers increases, causing total labor productivity to increase. Lavoie (2017) notes that the argument that
overhead labor will cause productivity and therefore the profit share to vary procyclically had previously
been made by others, such as Sherman and Evans (1984) and Hahnel and Sherman (1982) in their critiques
of Weisskopf (1979).

I3If the wage rate and labor productivity are deflated using the same price index, these two variables are
the two components of the wage share. However, if the wage rate and labor productivity are deflated using
different price indexes, then the wage share has three components: the real wage rate, real labor productivity,
and the ratio of the price indexes used to deflate the two other components.

14 Although Lavoie’s model suggests that the presence of managerial labor is one reason why productivity
is procyclical, there are other potential reasons why productivity may be cyclical. These include variable
effort and capital utilization over the course of the business cycle, as well as labor hoarding (see Gordon and
Solow (2003) for a full discussion).

12



...in an economy with overhead labour, all else being equal, that is, with no
change whatsoever in the mark-up over unit direct labour costs, an increase in
the rate of utilization leads to an increase in the share of profits. Thus, unless
the measures of the profit share are corrected for this effect, statistical enquiries

will be biased towards finding that aggregate demand is profit-led.

However, previous studies following the aggregative approach have not controlled for the
role of cyclical variation in labor productivity in estimating the relationship between the

utilization rate and the wage share.

Some aggregative studies have also been criticized for their measurement choices. A
common measure of the utilization rate is the deviation of output from the trend of the
output series, found by applying an HP filter (see Barbosa-Filho and Taylor, 2006; Carvalho
and Rezai, 2016; Nikiforos and Foley, 2012). There are reasons to doubt whether this is
an accurate measure of capacity utilization, due to several well-documented issues with
this methodology. Cogley and Nason (1995) show that the application of an HP filter to
persistent time series can generate cyclical variation that is not present in the original data.
Gordon and Krenn (2010) argue that filtering techniques lead to implausible estimates of
trend capacity. Barrales and von Arnim (2017) note two additional problems: the filter
generally puts too much of a bend in the trend near the end of the sample, and filtering
removes any medium-term trends, allowing only examinations of short-run effects. Blecker
(2016) argues that measuring demand in this way may make studies more likely to find
profit-led demand, as demand is more likely to be profit-led in the short run. Expanding on
previous criticisms of the HP filter, Hamilton (2018, p. 831) offers this explanation for why

this technique should never be used:

. (a) HP introduces spurious dynamic relations that have no basis in the un-
derlying data-generating process. (b) Filtered values at the end of the sample

are very different from those in the middle, and are also characterized by spuri-

13



ous dynamics. (c) A statistical formalization of the problem typically produces

values for the smoothing parameter vastly at odds with common practice.

Therefore, it is possible that the use of this measurement approach has biased the results of

the aggregative studies that have used it.

This may not be a sensible way to measure demand, even if potential output were not
calculated using an HP filter. Cerra and Saxena (2017) argue that measures of the deviation
between output and potential output, such as the output gap and the utilization rate, will be
difficult to accurately measure and to interpret.!® These variables are difficult to accurately
measure because estimates of potential output, either obtained using a filter or estimated
with a production function, will change when new data is included in the sample (Cerra
and Saxena, 2017; Borio et al., 2013). Moreover, it is not clear how these measures should
be interpreted. As Cerra and Saxena (2017) argue, the view of the output gap (and by
implication the utilization rate) as the temporary deviations of output from an exogenously
given trend is flawed, because changes in output can lead to permanent changes in potential
output. For this reason, the utilization rate may not be an appropriate measure of demand,

even if the methods used to construct it do not introduce any bias.

3 Empirical Strategy

3.1 Methodology

To examine how productivity effects impact the relationship between demand and
distribution, a baseline set of estimates, found using a model including only the wage share

and utilization rate, is compared to estimates found using alternative specifications. The

15 Although their analysis mostly focuses on the output gap—or the difference between output and potential
output—it applies to the utilization rate as well, as this measure is simply another way of comparing output
and potential output.

14



baseline model is a VAR that combines elements of the models used by Barbosa-Filho and
Taylor (2006) and Carvalho and Rezai (2016). Barbosa-Filho and Taylor (2006) estimated
a VAR of the following form:

L
Y =+ Z Fiyi—j + e (13)

j=1
where t is the time period, y; is a vector of dependent variables, and Fj represents the

coefficient matrices to be estimated, p is the constant, e; is the error term, j =1, . . ., L

indexes time period, and L is the number of lags.

This model is very similar to the one used by Carvalho and Rezai (2016). However,
whereas their model computes separate estimates for different regimes, depending on the
value of the Gini coefficient, this model does not feature any regime switching elements.
Furthermore, whereas they measure both the wage share and utilization in natural logarithm
transformed levels, the baseline model includes the log level of the utilization rate and the
log difference of the wage share. The logged wage share is differenced in this case because
unit root tests, which will be discussed in more detail below, suggest that it is nonstationary.
In this way, the baseline model also diverges from the methodology of Barbosa-Filho and
Taylor (2006), who estimate one model with the dependent variables in levels and another
with the variables in natural logarithms to facilitate the decomposition of each variable into
its component parts. As this paper will not conduct such a variable decomposition, it will
simply use the log transformation.'® Another difference from the Barbosa-Filho and Taylor
(2006) model is that they include an exogenous trend. No trend is included in the baseline
model here because neither the log utilization rate nor the first difference of the log wage

share exhibits a trend.

16The components of the wage share, which are used in some specifications, are logged as well.

15



Following this estimation, modified versions of the model are estimated and compared
to the results of the baseline model. These additional specifications use different methods of
treating productivity effects. One uses alternative ordering restrictions, another replaces the
wage share with its two primary components—Ilabor productivity and the real hourly wage—
and a third separates the cyclical component of labor productivity from the wage share. In all
specifications, the lag length is determined by using the Hannan-Quinn Information Criterion
(HQIC), which is the recommended information criterion when using quarterly data and a

sample size above 120 (see Ivanov and Kilian, 2005).

Asin Carvalho and Rezai (2016), Cholesky decomposition is used to obtain error terms
that are not correlated across equations, as reduced form errors will be correlated with one
other if the variables in the VAR are correlated. This is a necessary step if impulse response
functions (IRFs) are to be used for causal interpretation, because impulse response functions
require keeping all errors but one constant, and this is not possible if the errors are correlated
(Stock and Watson, 2001). This technique also allows for some contemporaneous effects
between variables. Following this method, the order of the VAR imposes the restriction that
variables have no contemporaneous effect on those that come before them in the ordering.
However, variables do have contemporaneous effects on those that come after them in the
order. As Barbosa-Filho and Taylor (2006) do not use Cholesky decomposition, the ordering

used in Carvalho and Rezai (2016) is used for the baseline model:'?

Yy = [A In wage shareg, In utilization,] (14)

"Tn a study of the Brazilian economy Silva de Jesus et al. (2018) use a VAR model with generalized
impulse response functions (GIRFs), for which the variable ordering does not matter. While insensitivity to
ordering is a benefit of GIRFs, they also have a downside. As Kim (2013) notes, GIRFs can be misleading
because they impose assumptions that are more extreme than those used in Cholesky decomposition, and
these assumptions can be contradictory. Furthermore, because results for all possible orderings are reported
for all specifications, GIRFs would not provide any additional information, as they simply combine IRF's
from estimates with different orderings. For this reason, GIRF's are not used.

16



This ordering imposes the restriction that the log utilization rate does not affect the
first difference of the log wage share contemporaneously. Models with this ordering use a
less restrictive version of the assumption in structural studies that demand has no effect on
the wage share at all. Although this assumption is commonly used in the literature, it is
not necessarily accurate.!® In fact, if the wage share is countercyclical due to the procycli-
cality of labor productivity, as argued by Lavoie (2014, 323-5), the reverse ordering may
be more appropriate, because it would allow labor productivity to vary contemporaneously
with shocks to utilization. Therefore, although this restriction is used in the baseline model,
other specifications are also used to test the sensitivity of the results to this assumption. In
order to differentiate between changes in the real wage rate and labor productivity, and to
allow for more precise ordering assumptions, another version of the model includes these two
components of the wage share in a VAR with the utilization rate. The importance of the
cyclicality of productivity is also explored with an alternative model separating the cyclical

variation in labor productivity from the wage share.

3.2 Data

All models are estimated using quarterly U.S. data from 1947-2016.!° For comparison
to the previous literature, one measure of the utilization rate that is used is constructed
using the same techniques as Barbosa-Filho and Taylor (2006) and Carvalho and Rezai
(2016). Following their methodology, the utilization rate is measured as the ratio of output

to potential output, where the potential output series is constructed by taking the trend

18Stockhammer and Onaran (2004) impose the opposite restrictions in their structural VAR, allowing
demand to impact the profit share contemporaneously, but not the reverse. They justify this by arguing
that the profit share will fluctuate automatically with demand if markups are constant and labor costs are
fixed, while consumption may be slow to adjust to income. However, the assumptions regarding markups
and labor costs may not be plausible. Furthermore, as Blecker (2016) points out, investment and net exports
may adjust more quickly than consumption, and these components of output will also impact the utilization
rate.

9However, data transformations and lags lead to shorter sample periods.
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component of output obtained by applying an HP filter to the output series.?’ The output
series is the BLS index of real business sector output. The resulting series is multiplied by

100.

Due to some of the documented issues with the HP filter, this measure of the utiliza-
tion rate could be biased. Therefore, a preferred measure of the utilization rate is constructed
by applying Hamilton’s filtering technique to the BLS output index. Hamilton (2018) argues
that this technique accomplishes the same goal as an HP filter—i.e. separating a stationary
cyclical component from a nonstationary series—without many of the drawbacks. Follow-
ing his methodology, the cyclical component of the output series is found by simply taking
the residuals of an OLS regression of equation (15), while the predicted values from this

regression represent the trend component.

11

In output; = o + Z B In output,_; + € (15)
i=8

The utilization rate is therefore measured as the cyclical component of the output series,
i.e. the estimated residuals from this regression—¢;. In other words, it is calculated as
the deviation of output from the trend of output, where this trend is found by taking the
two-year-ahead forecast based on observations for the preceding year.?! Because the cycle
and trend components are calculated using only past data, this technique is not subject to
Cerra and Saxena’s (2017) criticism for measures calculated using an HP filter or a produc-
tion function approach that estimates of potential output based on future information not

available at time t.

Figure 2 compares utilization rate measures constructed using the HP and Hamilton
techniques. The two series described above are not directly comparable because the Hamilton

utilization rate captures the cyclical component of the In output series, whereas the log-

20The standard value of the smoothing parameter for quarterly data, 1,600, is used for filtering.
21This is what Hamilton (2018) recommends for analysis of business cycle effects.
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Figure 2: Comparison of HP and Hamilton Utilization Rates, 1947-2016

transformed HP utilization rate consistent with the methodology of Barbosa-Filho and Taylor
(2006) and Carvalho and Rezai (2016) measures the natural log of the cyclical component
of the output series. In other words, they differ in whether the series is log-transformed
before or after the filter is applied. Therefore, a third series—the HP cyclical component of
In output—is included in Figure 2 to illustrate the degree to which the differences between
the other two series can be explained by the differences in the filtering technique alone.??

As Figure 2 shows, the resulting series can differ substantially when a different filtering

technique is used.

When using the Hamilton technique, the estimated potential output series tends to

vary cyclically, lagging behind the cyclical changes in output. This is a desirable feature

22 Although the HP cyclical component of In output is more comparable with the Hamilton utilization rate,
the natural log of the HP cyclical component of the output series is more consistent with the methodology
used by Barbosa-Filho and Taylor (2006) and Carvalho and Rezai (2016). Because the HP utilization rate
is primarily used for the purpose of comparison to the previous literature, the latter measure is preferred.
Differences stemming from the decision to log-transform the series before the filter is applied, rather than
after, are negligible, as these two series have a correlation coefficient of 0.998.
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Sources: Refer to Table A.2 in the Appendix
of a potential output series, based on Cerra and Saxena’s (2017) argument that persistent
changes in actual output lead to permanent changes in its trend. However, the timing of
the changes in potential output may not be plausible. By construction, changes in output
generate changes in potential output beginning two years later. As a result, potential output
often continues rising during contractions, and drops two years later, often when the economy
has begun expanding. Because of this, the resulting utilization rate series would indicate
recoveries beginning (or contractions occurring) two years after a recession (expansion) be-
gins, even if output did not change. Consequently, the initial size and speed of recoveries
and contractions may be overestimated. Therefore, even though this technique represents

an improvement over the HP filter, it is still not a perfect measure.

For this reason, other measures of output are used as sensitivity tests. These in-
clude the growth rate of the Bureau of Economic Analysis’ (BEA) real GDP series, and
two alternative measures of utilization that are not constructed with filters. Both of these

measures—the Federal Reserve’s capacity utilization index and a measure of the output
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gap—were previously used by Barrales and von Arnim (2017).%* The output gap measure is
the ratio of the real GDP series to the U.S. Congressional Budget Office’s (CBO) estimate
of potential output, which is estimated within a growth accounting framework. Although
this measure does not rely on filtering techniques, it is still subject to the critique of Cerra
and Saxena (2017) that the utilization rate (or output gap) is not well conceived, because
the business cycle is not simply a temporary deviation of output from a steady trend. The
Fed index estimates capacity based upon plant-level survey data. However, it covers only
industrial production, and not the entire economy. The growth rate of real GDP covers the
entire economy and does not depend on the same conception of the business cycle as the
HP utilization rate and the CBO output gap. However, it is less comparable to the previous
aggregative literature, although it is used by Charpe et al. (2019). For these reasons, the
Hamilton measure is preferred. Figure 3 provides a graph of the three alternative measures

of demand used as sensitivity tests.

The wage share is measured using the BLS business sector labor share index. This
is an index of the ratio of total labor compensation paid to total output with 2009 as the
base year (Bureau of Labor Statistics, 2008). Total labor compensation includes all forms
of pay and benefits, as explained in Bureau of Labor Statistics (2017). For consistency with
the output and utilization measures, the business sector series is also used for the wage
share.?* Other specifications replace the wage share with its two main components—Ilabor

productivity and the real wage rate. Productivity is measured as the BLS index of business

2See Barrales and von Arnim (2017) for a more detailed comparison of these measures with the HP filter
utilization rate. They also use a third measure to proxy for the utilization rate—the income-capital ratio.
This paper does not make use of this measure because data on net-fixed assets (Barrales and von Arnim’s
(2017) measure of the capital stock) is only available annually, and because there are some questions about
the validity of the income-capital ratio as a proxy for utilization. As Barrales and von Arnim (2017) note,
the income-capital ratio is only proportionate to the utilization rate if this ratio is assumed to be fixed at
full capacity utilization.

24Tt should be noted that this wage share measure is slightly different from the one used by Barbosa-Filho
and Taylor (2006), who construct their wage share series by dividing the BEA measure of labor compensation
by the BEA measure of national income. However, the BLS measure has been used in more recent work
that has built on Barbosa-Filho and Taylor (see Carvalho and Rezai, 2016).
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sector labor productivity, calculated as output divided by hours. The real wage rate is
measured using the BLS index of real hourly compensation for the business sector. This
measure is the ratio of labor compensation to hours worked, adjusted for inflation using the

Consumer Price Index (CPI).

Because the real wage rate is deflated using CPI and the real output measure used
to calculate productivity is deflated using the BLS implicit price deflator for business sector
output, a full decomposition of the wage share would include these two series as well as the

ratio of CPI to the output deflator, as shown in equation (16).

100 % nominal hourly compensation/C PI

(G

~ 100 * nominal output per hour [output de flator (16)
real hourly wage rate CPI

*
labor productivity output de flator

However, the relative price variable is excluded from estimates in order to avoid further
complicating the model, as there is no strong theoretical explanation for why this variable
would affect demand. This variable is not expected to dramatically impact the results, as it
exhibits little short-term variation relative to the other two components of the wage share.
At 0.205, the variance for In productivity is roughly 8 times larger than the variance for
In relative price of 0.025. Similarly, the variance of In real hourly wage rate is about 7

times that of the variance for In real hourly wage rate, at 0.178.

In order to control for the effects of demand on labor productivity over the course of
the business cycle, two cyclically adjusted wage measures are constructed. These measures
are adjusted by removing the cyclical component of labor productivity—found by applying

either the HP filter or the Hamilton method.?® The HP adjusted wage share is constructed

25While the use of filtering techniques is not ideal, for the reasons discussed above, they are employed
here because the author knows of no other method for separating the cyclical component of productivity
from the rest of the wage share. It is hoped that any bias caused by the use of these filtering techniques is
limited by the fact that the adjusted wage share series and the cyclical component of productivity will always
appear together in the VAR systems that are estimated. Therefore, the models will contain the same exact

22



using equation (17), where In H P trend productivity is calculated by taking the natural log

of the HP trend component of the labor productivity series.?6

In HP adjusted wage share;, = In real wage rate, — Iln HP trend productivity, — (17)

The Hamilton adjusted wage share is calculated by subtracting the Hamilton trend compo-
nent of In productivity from In real wage rate. The trend component of In productivity
is taken as the series of predicted values from OLS estimates of equation (18), while the

residuals from this regression represent the cyclical component of productivity.2”

11
In productivity; = o + Z Bi In productivity, ; + € (18)
i=8

Figure 4 compares the two adjusted wage share series with the unadjusted wage share.

Variable measurement and data sources are summarized in Table A.2 in the Appendix.

In order for the empirical models to have valid results, the data series used to estimate
them must be stationary. Three unit root tests are used to test for stationarity: the Aug-
mented Dickey Fuller (ADF) test with lag length selected using MAIC (see Ng and Perron
(2001)), the Phillips-Perron (PP) test, and the Kwiatkowski-Phillips-Schmidt-Shin (KPSS)
test. Unit root tests are conducted over the largest sample possible for each variable given
the available data. The first difference of each variable is taken unless two of the following
three criteria are met for the given sample period: the ADF test rejects the null hypothesis
of a unit root at the 5% level, the PP test rejects the null hypothesis of a unit root at the

5% level, and the KPSS test fails to reject the null hypothesis of stationarity at the 5%

information as those using the unadjusted wage share, but this information is separated into two variables
to allow for more precise ordering restrictions.

26 As with the HP utilization rate, a smoothing parameter of 1,600 is used.

2TNote that because the wage share, real hourly wage, and productivity series are all indexed, the resulting
In adjusted wage share series will have a different scale than the natural log of the wage share index.
However, because both the wage share and the two cyclically adjusted wage share series are used in log-
difference form, the scale does not impact the results.
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Sources: Refer to Table A.2 in the Appendix
level.?8 Using this decision rule, only the log of the utilization rate measures and the two
measures of the cyclical component of labor productivity were found to be stationary. The
second difference of the real hourly labor compensation series was taken, because this series
was found to be integrated of order two. All other variables were found to be integrated of
order one and were first differenced.? Selected unit root test results are shown in Table A.1
of the Appendix. Models were estimated using the log levels of stationary variables and the

log difference of variables with unit roots.3°

28Nonstationary series are differenced so that the variables will match the data-generating process, as is
common practice (see, e.g. Enders, 2014, p. 291).

29Tn cases where the determination of stationarity was sensitive to the use of the 5% threshold of significance
instead of the 10% threshold, the results were tested for sensitivity to differencing. Similarly, in cases where
the determination of stationary was sensitive to the inclusion or exclusion of a trend in the unit root tests,
the results were tested for sensitivity to differencing the series. In no case did the decision to difference a
series lead to a major difference in the interpretation of the results.

30Note that no models were estimated as vector error correction (VEC) models because there was no
evidence of cointegration between the wage share and real GDP—the only nonstationary measure of demand
used in this analysis.
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Figure 5: Selected IRFs for the Baseline Model with Hamilton Utilization Rate

4 Econometric Results

4.1 Baseline Estimates

The baseline model maintains the assumptions traditionally used in the previous
aggregative literature, and therefore uses the variable ordering shown in equation (14), in
which the log-differenced wage share is placed before the Hamilton utilization rate. This
model is estimated for the sample period of 1952 Q1 to 2016 Q4 and includes a constant
term and nine lags. Selected impulse response functions for this specification are shown in
Figure 5. These represent responses to a one standard deviation positive shock, along with

confidence bands of &+ two standard errors that correspond roughly to a 5% significance level.

The response of utilization to a positive wage share shock, shown in panel (a) of Figure
5, is significantly negative in the first eight quarters and insignificantly negative afterwards.
The negative sign here is indicative of profit-led demand. The response of the wage share

to a utilization shock, shown in panel (b), is positive and statistically significant in quarter
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four, suggesting a profit-squeeze effect. These results match the Goodwin cycle dynamics

that have been found in many aggregative studies.

These effects are found to be economically meaningful. A one standard deviation
shock to A In wage share (an increase of 0.95 percentage points in the growth rate of the
wage share) leads to a decrease of 0.0139 in the Hamilton utilization rate (roughly 1.68
standard deviations). Similarly, a one standard deviation shock to the Hamilton utilization
rate (an increase of 0.0411) leads to an increase of 0.0053 in A In wage share (approximately
56% of a standard deviation).?! Unreported results show that the qualitative findings of the
baseline model are not driven by the decision to difference the wage share and leave the

utilization rate in levels.3?

Goodwin cycle effects are similarly found when using the HP utilization rate that
is more consistent with the previous literature. The IRFs for this model can be found in
Figure A.2 of the Appendix. The profit-squeeze effects are similar to those found when using
the Hamilton utilization rate, although they are significant for more periods. The profit-led
demand effects are smaller and less persistent than those found using the Hamilton utilization
rate. These differences in persistence could be explained by the construction of the Hamilton
utilization rate. Because the values of the utilization rate will be correlated with values of
output 8 to 11 quarters in the past, it is not surprising that larger effects are found at later

time horizons for the Hamilton utilization rate.?3

31These descriptions are based on the cumulative effects over ten periods.

32Results for specifications with both variables in either differences or levels are available from the author
upon request. Although the IRFs differ somewhat in these specifications, both generally show profit-led
demand and profit-squeeze effects. Some significant lagged wage-led demand effects are present in the
specification using the first difference of both variables, but the accumulated response of utilization to the
wage share shock remains negative and significant in all ten quarters. Other unreported results show that the
findings are similarly robust to using data series without log transformation, and to including an exogenous
trend.

33Unreported results found using the Hamilton utilization rate show that the magnitude of the lagged
profit-led demand effects becomes smaller when using 2 lags, as in the HP model, instead of the optimal
lag length of 9 for the Hamilton model. However, these effects remain significant, and more persistent in
comparison to those found in the HP model.
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Statistically significant profit-led demand and profit-squeeze effects are also found
using the Federal Reserve utilization rate, the CBO output gap, or the growth rate of real
GDP in place of the HP utilization rate or Hamilton utilization rate. However, there are
some differences when using these other measures. Using the growth rate of real GDP, the
effects in both directions are less persistent and significant for fewer quarters. Using the
Federal Reserve utilization rate or the CBO output gap, the magnitude of the profit-squeeze
effect is smaller than in the HP and Hamilton utilization rate models. As with the Hamilton
utilization rate model, the profit-led demand effects are more persistent in the models using
the Fed utilization rate or the CBO output gap, relative to the HP utilization rate. IRF's for

these specifications can be found in Figures A.3-A.5 in the Appendix.

4.2 Alternative Ordering Restrictions

The specifications discussed above have maintained the restriction that the utilization
rate does not have a contemporaneous effect on the wage share. In other words, the wage
share has been placed before the utilization rate in all of the orderings. Figure 6 shows
how the results change when the ordering is reversed, as in equation (19), and it is instead

assumed that the wage share does not have a contemporaneous effect on the utilization rate.

ys = [In utilization,, A In wage share] (19)

The results change substantially when changing the ordering restrictions. The re-
sponse of utilization to a wage share shock, shown in panel (a) is considerably weaker. The
maximum magnitude of the profit-led demand effects is only about half as large as those

found using the baseline ordering, and they are statistically significant in only three quarters
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Figure 6: Selected IRFs for Reverse Ordering Model with Hamilton Utilization

(4 through 6).3* The response of the wage share to a utilization shock, shown in panel (b),
is initially negative before becoming positive one quarter after the shock. In other words,
there is an initial wage squeeze, but ultimately profits are squeezed as utilization rises, as
was the case in the baseline model. This initial negative effect of the utilization rate shock

on the wage share could be explained by positive effects of utilization on productivity.®

Estimates found using the HP utilization rate change even more dramatically when
the ordering restrictions are reversed. The response of the HP utilization rate to a wage
share shock becomes positive, indicating that demand is wage-led rather than profit-led.
However, the magnitude is smaller than the estimated profit-led effects found using the
Using this

baseline ordering, and the positive effect is only significant for one quarter.

ordering, the effects of a utilization rate shock on the wage share are similar to those found

34This finding could be driven by correlation between the Hamilton utilization rate and values of output
8 to 12 quarters in the past. When using only 2 lags, instead of 9, insignificant wage-led demand effects are
found.

35Using the level of In wage share instead of the first difference, the response of utilization to a wage share
shock is negative but insignificant, and the response of the wage share to a utilization shock is negative for
three quarters before becoming positive.
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using the Hamilton utilization rate. IRFs for this specification are shown in Figure A.7 in

the Appendix.3¢

Although the ordering assumptions used in the baseline model, and shown in equation
(14), are more consistent with the existing empirical literature than the reverse ordering,
shown in equation (19), they are not necessarily accurate. Evidence from Granger causality
tests, presented by Barrales and von Arnim (2017), suggest that both the utilization rate
and the wage share affect one another—at least in the case of the U.S. However, the timing
of these effects is not fully clear. If labor productivity varies procyclically, as Lavoie (2017)
suggests, it would not be appropriate to assume that the wage share is only affected by
changes in the utilization rate after a lag of at least one quarter. In cases where productivity
changes cyclically, imposing the restriction that the utilization rate has no contemporaneous
effect on the wage share will bias estimates. In these cases, changes in the utilization rate
will appear to be the result of cyclical changes in the wage share that are driven by those

very changes in the utilization rate (through its effects on labor productivity).

4.3 Models Separating the Main Components of the Wage Share

Models that replace the wage share with its two main components—the real wage
rate and labor productivity—can be used to impose more precise ordering restrictions and
further test Lavoie’s (2017) hypothesis. The six possible orderings of this three variable
VAR are shown in Table 1. Four of these orderings align with different orderings of the two
variable model, because the restrictions related to the utilization rate are the same for both

of the main components of the wage share. However, the other two orderings present new

36The results found using this ordering and the other measures of demand are generally qualitatively similar
to those found using the HP utilization rate, although the magnitudes vary across specifications and some
show lagged profit-led demand. One exception is the specification using the Federal Reserve utilization rate
as the measure of demand. When using this measure, the initial wage-led effects are small and insignificant.
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Table 1: Possible Orderings in Wage Share Decomposition Model

Order . Corresponding Order in
Number Variable Order Two Variablegl\/[odel
Order 1 Wage rate, utilization, productivity N/A

Order 2 Utilization, productivity, wage rate Utilization, wage share
Order 3 Utilization, wage rate, productivity Utilization, wage share
Order 4 Productivity, utilization, wage rate N/A

Order 5 Productivity, wage rate, utilization Wage share, utilization
Order 6 Wage rate, productivity, utilization Wage share, utilization

cases, in which the two main components of the wage share have different orderings relative

to the utilization rate.

The estimates for these models suggest that differences in the results for the baseline
model and the specification using the reverse variable ordering can largely be explained
by their differing assumptions regarding the relationship between the utilization rate and
labor productivity. In Orders 1-3, the utilization rate has a contemporaneous effect on labor
productivity, but productivity has only a lagged effect on utilization. The reverse is true in
Orders 4-6, wherein productivity has a contemporaneous effect on utilization, but utilization
effects productivity only with a lag. Selected IRFs for Orders 1 and 4, which are generally
representative of their respective groups, are shown in Figures 7 and 8. Complete IRFs for

every ordering can be found in Figures A.8-A.13 in the Appendix.

The relationship between the real wage rate and utilization is found to be fairly
consistent across all six specifications. An increase in the wage rate is generally found to
have a positive effect on the utilization rate,>” although these effects are only significant for
Orders 1 and 6—the two cases in which the wage rate has a contemporaneous effect on both
of the other variables. The response of the wage rate to a utilization rate shock is generally

small and insignificant in most specifications.8

370rder 5 is a slight exception, as effects are initially negative before becoming positive, but these effects
are small and insignificant.
38Using Order 3, a positive and significant response is found in the first quarter.
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Figure 7: Selected IRFs for Order 1 with Hamilton Utilization

Conversely, the estimated relationship between productivity and utilization is heavily
dependent upon the ordering of these two variables. Although the response of utilization
to a positive productivity shock is generally positive across all specifications, the magnitude
is over three times larger when productivity is assumed to have a contemporaneous effect
on utilization (i.e. in Orders 4-6), and these effects are insignificant in the other three
cases (i.e. Orders 1-3).3% Ordering restrictions are also found to impact the response of

productivity to a utilization shock. When productivity is assumed to have only a lagged

39The relevant IRF reaches a magnitude of at least 0.0104 when using Orders 4-6, while the maximum
magnitude for Orders 1-3 is 0.0029.
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Figure 8: Selected IRFs for Order 4 with Hamilton Utilization

effect on utilization and the contemporaneous correlation between the two variables is viewed
as an effect of utilization on productivity, as in Orders 1-3, an increase in the utilization rate
leads to a large and statistically significant increase in productivity. This increase is followed
by negative lagged and significant lagged effects.?® However, the accumulated response is
positive and significant for the first three quarters and insignificant afterwards. This suggests
that productivity is procyclical, as Lavoie (2017) argues. When using the reverse ordering of

these two variables, as in Orders 4-6, these initial effects are assumed away, and the estimated

40These negative effects could reflect workers reducing their effort when the economy is booming and they
have more bargaining power.
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response includes only the negative and significant lagged effects. This result contradicts the
theoretical prediction of Lavoie (2014, 323-5) that labor productivity will be procyclical.
However, this is unsurprising because contemporaneous effects of utilization on productivity
have been ruled out by assumption.

These results indicate that the model’s findings are highly dependent upon its treat-

41 Observed profit-led demand and profit-squeeze effects will

ment of productivity effects.
be much larger when imposing ordering restrictions that assume that utilization has only a
lagged effect on productivity. When this assumption is maintained, the contemporaneous
correlation between utilization and productivity—which likely reflects cyclical variation in
productivity—is viewed as an effect of productivity on utilization. As a result, the estimated
response of utilization to a productivity shock will be more positive, and the estimated re-
sponse of productivity to a utilization shock will be less positive. Because there is an inverse
relationship between productivity and the wage share by definition, this will lead to estimates
that suggest a more negative response of utilization to an increase in the wage share (i.e.
more profit-led demand) and a more positive response of the wage share to an increase in
utilization (i.e. more of a profit squeeze). In other words, observed Goodwin cycle effects will
be larger when it is implicitly assumed that productivity drives utilization; when the model
accounts for the potential cyclicality of productivity and assumes that productivity has only

a lagged effect on utilization, estimates will be less likely to indicate profit-led demand and

profit-squeeze effects.

The same general pattern is found when using the HP utilization rate measure that
is consistent with the previous aggregative literature in place of the Hamilton utilization

rate. IRFs for these specifications can be found Figures A.14-A.19 in the Appendix. As with

41This conclusion is not driven by the decision to use the second difference of the real hourly compensation
series. Unreported results show that when using the first difference of the wage rate instead of the second,
there are no qualitative differences in the IRF's relating utilization and productivity. However, there are
some minor differences in the relationship between the real wage rate and utilization, as no significant effects
are found in either direction for any variable ordering when using the first difference.
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the estimates found using the Hamilton utilization rate, these results show more negative
effects of utilization on productivity and more positive effects of productivity on utilization
for Orders 4-6 relative to Orders 1-3.42 In other words, they also indicate that observed
Goodwin cycle effects will be stronger when ordering restrictions rule out contemporaneous
cyclical variation in productivity and treat productivity as an immediate determinant of
utilization. Unreported results show a similar pattern for the CBO output gap, the real

GDP growth rate, and the Fed utilization rate.*

Therefore, all specifications in which the wage share is replaced by its two primary
components—the real wage rate and labor productivity—provide evidence that estimates
of both profit-led demand and profit-squeeze effects will be larger if the contemporaneous
correlation between productivity and demand—which likely reflects the positive effect of de-
mand on productivity—is instead interpreted as a positive effect of productivity on demand.
These findings suggest that the assumption—used in the baseline model and some previous

aggregative studies—that demand has no contemporaneous effect on the wage share may be

42Productivity is found to have a strong and significantly positive impact on utilization when using Orders
4-6, but a negative and statistically significant effect when using Orders 1-3. The latter finding could be
explained by reduced input use and investment following an improvement in technology (Basu et al., 2004).
In the other direction, the effects of utilization on productivity follow the same pattern as those found using
the Hamilton utilization rate. However, the IRFs for the HP utilization rate differ in that significant positive
effects are found in periods 9 and 10 for all specifications (these effects are found to be significant in both of
these periods for Orders 1-3, but only in the 10th period for Orders 4-6.). Significant effects of the wage rate
on utilization are found for all specifications except for Order 3. These effects are negative in the case of
Order 5, and positive in the other cases. For the estimated response of the wage rate to a positive utilization
shock, positive and significant effects are found for Orders 2-3, and negative and significant effects are found
in Order 4. However, these effects are generally small and significant only for one quarter.

43When using the CBO output gap or the growth rate of GDP as the measure of demand, productivity is
found to have a negative and significant effect on demand for Orders 1-3, and a positive and significant effect
for Orders 4-6. In the case of the Fed utilization rate, productivity is always found to have a positive and
significant effect on demand, but these effects are considerably larger for Orders 4-6. When using Orders 1-3
and the Fed utilization rate or GDP growth rate, demand is initially found to have a large and significant
positive effect on productivity. These effects are followed by negative and significant lagged effects, except
in the case of Order 3 for the GDP growth rate. When using Orders 4-6 and these same measures, the initial
positive effects are ruled out by assumption and the negative lagged effects are the only significant effects
remaining. The results for the CBO output gap follow the same pattern, but each specification also shows
small but statistically significant positive effects in periods 9 and 10 that are similar to those found when
using the HP utilization rate. These positive effects in periods 9 and 10 are not found when using the first
difference of In CBO output gap instead of the level, but the results are otherwise robust to this change.
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problematic. If productivity is in fact positively affected by demand over the course of the
business cycle, as Lavoie (2017) suggests, it is likely that some previous aggregative estimates

have been biased towards findings of stronger Goodwin cycle effects.

4.4 Cyclically Adjusted Wage Share Estimates

In order to further explore the ways in which the cyclical effects of demand on pro-
ductivity affect estimates of the relationship between aggregate demand and the functional
distribution of income, another set of specifications separates the cyclical variation in labor
productivity from the wage share. VARs are estimated with three variables: a measure of
demand, the cyclically adjusted wage share, and the cyclical component of labor produc-
tivity. Because they include both the cyclical component of productivity and the adjusted
wage share from which this cyclical variation has been removed, these estimates include all
of the information from the wage share. However, because these two variables are included
separately, more specific ordering restrictions can be used, and more precise estimates can

be obtained.

Figure 9 shows the results for the specification including the Hamilton adjusted wage
share, the Hamilton utilization rate, and the Hamilton cyclical component of productivity
(in that order). The results now show significant wage-led demand effects, even when main-
taining the ordering restriction that the adjusted wage share is only impacted by demand
with a lag. However, these effects are fairly small and significant for only one period.** The

effects of demand on the adjusted wage share are mixed.*® Significant profit-squeeze effects

44The results imply that a one standard deviation shock to A In Hamilton adjusted wage share (an
increase of 1.06 percentage points in the growth rate of the adjusted wage share) leads to a cumulative
increase over ten periods of 0.0067 in the Hamilton utilization rate (about 16% of a standard deviation).

45Tt is possible that separating the cyclical component of productivity from the rest of the wage share could
lead to underestimates of profit-squeeze effects. One potential channel for a profit squeeze is a reduction in
worker effort during booms, when job loss is less costly and less likely to occur. Such a reduction in effort
would lead to lower productivity and profitability. In this model, such effects would largely be captured
by the cyclical component of productivity, rather than the adjusted wage share. However, given the initial
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Complete results shown in Figure A.20 in the Appendix

Figure 9: Selected IRFs for the Hamilton Adjusted Wage Share Model

are found in the second period, but significant wage-squeeze effects are found in periods 8
and 9.6 The complete IRFs, shown in Figure A.20 of the Appendix, illustrate procyclical
movements of the cyclical component of productivity. A positive shock to utilization leads
to an increase in the cyclical component of productivity that is significant for three periods.

These effects become negative and significant in periods 8 and 9.

These results are sensitive to variable ordering. However, there is little theoretical
justification for any other possible ordering. The argument for allowing contemporaneous
effects of demand on the wage share is no longer applicable when the cyclical variation in
productivity has been separated from the wage share measure, and Lavoie’s (2017) argument

suggests that demand should precede the cyclical component of productivity in the ordering.

positive response of the cyclical component of productivity to a positive demand shock, it does not appear
that there are any large negative effects of booms on productivity through effort.

46The accumulated response shows positive and significant in periods 2 and 7 with no other significant
effects.
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Using the HP adjusted wage share, the HP utilization rate, and the HP cyclical
component of productivity (in that order), estimates are similarly indicative of wage-led
demand effects,*” but no significant effects of demand on the adjusted wage share are found.
These estimates similarly reflect a response of the cyclical component of productivity to a
utilization shock that is initially positive and significant but becomes negative and significant.
Results for this specification can be found in Figure A.21 of the Appendix. Unreported results
show that similar effects are found using any of the other three measures of demand and a
combination of the adjusted wage share and cyclical component of productivity constructed

using either the Hamilton method or the HP filter.*®

These findings provide further evidence that the Goodwin cycle effects found by pre-
vious aggregative studies (or at least those using similar data and techniques) reflect a
misinterpretation of cyclical variation in labor productivity, rather than a true underlying
relationship between demand and distribution. Evidence of this cycle of profit-led demand
and profit-squeeze effects is not found when the cyclical effects of demand on productivity
are accounted for. Instead, demand appears to be wage-led and the effects of demand on dis-
tribution are found to be mixed or insignificant. Therefore, the results of this disaggregated

analysis suggest that the relationship between these variables would be better characterized

4"These effects are significant for the first six quarters, and they are larger than those found when
using the measures constructed with the Hamilton method. A one standard deviation shock to
A In HP adjusted wage share (an increase of 0.81 percentage points in the growth rate of the adjusted
wage share) leads to a cumulative increase over ten periods of 0.0134 in the In HP utilization (about 66%
of a standard deviation).

48When using the Hamilton method, wage-led demand effects are found for all three measures of demand,
but these effects are only significant when using the growth rate of GDP. No significant effects of demand
on the adjusted wage share are found using the CBO output gap or the Fed utilization rate. However, when
using the GDP growth rate results are similar to those found for the Hamilton utilization rate, indicating
significant positive effects in the second period and significant negative effects in the ninth period. When using
the HP adjusted wage share and the HP cyclical component of productivity instead, no significant effects
of demand on the adjusted wage share are found using any of the three measures of demand. However,
significant wage-led demand effects are found for the CBO output gap (although this result is sensitive to
differencing in CBO output gap) and the growth rate of GDP. The effect of the adjusted wage share on the
Fed utilization rate is found to be positive but insignificant. Positive and significant effects of demand on the
cyclical component of productivity are found using any measure of demand and either cyclically adjusted
wage share. These effects are followed by negative and significant lagged effects in all cases except models
using the growth rate of GDP (or when using A in CBO output gap instead of In CBO output gap).
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by wage-led demand and cyclical effects of demand on productivity, rather than a Goodwin

cycle pattern.

5 Concluding Remarks

Aggregative estimates of the relationship between demand and the functional distri-
bution of income have typically found evidence of Goodwin cycle effects, wherein demand is
profit-led and the wage share varies procyclically with utilization. A prevalent view among
practitioners of the aggregative approach has been that findings of wage-led demand in struc-
tural studies are the direct result of a failure of these studies to account for the effects of
demand on the wage share. The findings of this study suggest that this conclusion should

be revisited.

Like most previous aggregative estimates, the baseline model finds evidence of profit-
led demand and profit-squeeze effects. However, these estimates, found using model specifi-
cations that follow assumptions traditionally used in the literature, do not properly account
for cyclical productivity effects. Because labor productivity is a component of the wage
share and is likely to vary procyclically over the course of the business cycle (Lavoie, 2017),
the effect of demand on productivity needs to be considered when exploring the relationship
between the wage share and aggregate demand. The results of specifications that adjust
for these cyclical productivity effects suggest that these observed Goodwin cycle effects are
likely spurious. Using models in which the two main components of the wage share—the
real wage rate and labor productivity—are separated, profit-led demand and profit-squeeze
effects are found to be strongest when using orderings restrictions that treat all contempora-
neous correlation between productivity and demand as an effect of productivity on demand.
When demand is instead allowed to have a contemporaneous effect on productivity, as would
be appropriate if productivity varies cyclically, these effects are substantially weaker. Fur-

thermore, when using specifications that separate the cyclical component of productivity
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from the wage share to allow for more precise ordering restrictions, the Goodwin cycle pat-
tern is no longer found. Such specifications produce estimates of wage-led demand and
estimated effects of demand on distribution that are either insignificant or mixed—featuring
some profit-squeeze and some wage-squeeze effects. These results are found using either
the preferred Hamilton technique or the HP filtering technique conventionally used in the
literature. These findings are also generally robust to various measures of demand, although

significance varies in some cases.

These findings suggest that existing evidence of Goodwin cycle effects is the result of
biased estimates. Indeed, the appearance of profit-led demand seems to be a misinterpre-
tation of procyclical variation in labor productivity, and evidence of profit-squeeze effects is
weaker when productivity effects are accounted for. As a result, it is time to rethink the
popular Goodwin cycle story of the relationship between demand and distribution over the
course of the business cycle. Rather than profit-led demand and profit-squeeze effects, we
should characterize this relationship as a combination of wage-led demand and procyclical

productivity effects.
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A Appendix

Table A.1: Selected Unit Root Test Results

Variables Sample Trend ADF PP KPSS Result
In HP

1947 Q1-2016 Q4 N Reject 1% | Reject 1% | Fail Stationary
utilization
In wage Reject

1947 Q1-2016 Q4 Y Reject 5% | Reject 5% | Difference
share 10%
A In wage

1947 Q2-2016 Q4 N Reject 1% | Reject 1% | Fail Stationary
share
In gdp 1947 Q1-2016 Q4 Y Fail Fail Reject 1% | Difference
A In gdp 1947 Q2-2016 Q4 N Reject 1% | Reject 1% | Reject 5% | Stationary
Hamilton

1949 Q4-2016 Q4 N Reject 5% | Reject 1% | Fail Stationary
utilization
In CBO Fail to

1949 Q1-2016 Q4 Y Reject 1% | Reject 1% Stationary
output gap reject
In CBO Reject

1949 Q1-2016 Q4 N Reject 1% | Reject 1% | Difference
output gap 10%
In fed

1967 Q1-2016 Q4 Y Fail Reject 5% | Fail Stationary
utilization
In real

1947 Q1-2016 Q4 Y Fail Fail Reject 1% | Difference
wage rate
A In real Reject

1947 Q2-2016 Q4 N Reject 1% | Reject 1% | Difference
wage rate 10%
A A In real

1947 Q3-2016 Q4 N Reject 1% | Reject 1% | Fail Stationary
wage rate
In produc-

1947 Q1-2016 Q4 Y Fail Fail Reject 1% | Difference
tivity
A In pro-

1947 Q2-2016 Q4 N Reject 1% | Reject 1% | Reject 5% | Stationary
ductivity

Continued on next page
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Table A.1 — continued from previous page

Variables Sample Trend ADF PP KPSS Result

In HP
Reject
adjusted 1947 Q1-2016 Q4 Y Fail o Reject 5% | Difference
10%
wage share

A In HP
adjusted 1947 Q2-2016 Q4 N Reject 1% | Reject 1% | Fail Stationary

wage share

In
Hamilton Reject
1949 Q4-2016 Q4 Y Fail Fail Difference
adjusted 10%

wage share

A ln

Hamilton
1950 Q1-2016 Q4 N Reject 1% | Reject 1% | Fail Stationary
adjusted

wage share

HP cyclical
component
1947 Q1-2016 Q4 N Reject 1% | Reject 1% | Fail Stationary
of produc-

tivity

Hamilton
cyclical
component | 1949 Q4-2016 Q4 N Reject 5% | Reject 1% | Fail Stationary

of produc-

tivity

Null hypotheses: ADF Test — Unit Root, PP Test — Unit Root, KPSS Test — Stationarity
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Table A.2: Variable Definitions and Data Sources

Variable Definition Units Source
Wage share index for the Index, 2009 =
Wage share BLS
business sector 100
100 * Output / HP filtered BLS,
HP utilization
trend in output for the business | Percentage*100 | Author’s
rate
sector Calculations
Federal Reserve Federal
Capacity utilization, total index | Percentage*100
utilization rate Reservel
Billions of
Real gross domestic product,
Real GDP chained 2009 BEAT
seasonally adjusted
dollars
Business sector | Business sector current dollar Index, 2009 = BLS
output output index 100
Billions of
CBO potential Real potential gross domestic
chained 2009 CBOf
output product
dollars
CBO output 100 * Real GDP / CBO Author’s
Percentage*100
gap potential output calculations
Billions of
Nominal GDP Nominal gross domestic product BEAT
dollars
Business sector labor
Labor Index, 2009 =
productivity index, output per BLS
productivity 100
hour
Ratio of labor compensation to
Real hourly hours worked for the business Index, 2009 = BLS
wage rate sector, adjusted for inflation 100
using the Consumer Price Index.

t indicates series downloaded from the Federal Reserve Bank of St. Louis FRED Database
Details regarding construction of the Hamilton utilization rate, HP and Hamilton adjusted wage shares, and

HP and Hamilton cyclical components of productivity are discussed in Section 3.2.
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Figure A.7: Complete IRF's for Reverse Ordering Model with HP Utilization

53

1 2 3 4 5 ] 7 B g 10
Response of Change in In Wage Share to
Change in In Wage Share
1 2 3 4 5 ] 7 B 9 10




UOIRZIIY () UOIWRH I T 0PI 10] S.IY] de[dwo) 8y 9In3rg

of s -] L 5 1 ¥ 3 Z T
oo
o = - .|.|.....
— —— Sl
-.1...1|1|.|.|| wl
- —— T ———— Hm—— =7l
-~ T T h]
- .._ oor
h
" oo
| S0Cr
Apaugonposg up un 2Sueyn
o} Apansnpong up w Sumy po ssucdssy
of s -] L 5 1 ¥ 3 Z T
e
......... J..:..:. )
T S — L
......... Ry
T s o
oTor
=
Apanonpoug up un Sumyn
0} USHEZE WorLEy Jo ssucdsey
0T 5 g £ & 1 ¥ 3 F4 T
oTor-
oo
T e T~ R S
O — T oo
woor

Aduganpaouy up un 2Sueyn

o] 2qey Smp EEy Uf 0 S0USEE] PUDIEG Jo ssusdsey

Ayampnpord Ul 7 ‘UOIRZI[IN UOJIWRH ‘D)RI 9FeM [ROI ) |/ :SULIDPIO S[(RLIBA
U9} JUeISUOd pue s8e| ¢ :uoreoywads PPoN F0) 9107 - 10O ¢G¢61 :poured oidureg

oL 5 = £ 5 £ § £ T 1
zo0-
et = o
L \
- ......
W | o
A
(AL
oo
AR
&
SO0

UCHE T WS
o Apasnposg up ul 2Sumy jo seucdssy
or S -] L 5 1 ¥ 3 Z T

UOEE T WayrLe
O] WD) UoyrLEy Lo seuodsay
0T 5 g £ 5 1 ¥ 3 F4 T

oTor-
oo
-
S N e e -
g
-.J.J.J..1.1.|.|||||||J.|||.|.1.1||IJ.J.II.1.|
oo

U =TI LI
o] a1y =Sma (mSy Up L0 S0USISY] PUDOES 1o seuodsey

ot & ] L 5 © ¥ E Z T
Zoor-
[EEE]
o
o
So0r
aqmy =S mRy Up 4T SOUSIRL] PUCTes
og Apanonpong up ul 2Sumy po seuwcdssy
ot & ] L 5 © ¥ E Z T
eor-

g8 B
54

=

F1my =S =Ry U] 4O R0URSERL] PUDISS
O WHPEDIE WOl ey 1o seusdsey
ot ] =1 £ & 1 ¥ 3 Z T

T ot
i
U woo-
i
-
LS - PR, i
- =T =T -
P — - L
e —— A " [y
- e —_———
= - —— e oy
b1
[1eE)

1y a5 Ry U] JO SCUSISLN] FUSTES
o] 2y aSmp PRy ) L0 S0USISL] PUTOSS O seundsay



UOTIYeZI[I} () UOYTWR]] UM g IopI() I10] s, Iy @lo[dwo)) :6°y 2andig

9RI 9%eM [ROI \/ \/ ‘Ajanionpoid U 7 ‘UOIIRZI[IIN UO)IWRH :SULIDPIO S[(RLIBA
ULID) JURISUOD puR SSR[ G U0IpedOy1ads [OPOIN FO) 9T0Z - IO 7661 :portad ojdureg

F1my S (mRy U 4O STURSEYY ] PUSIES

o3 3y S (mRy U b0 sUR S PUodes 4o ssundsey

o 5 g £ & 1 ¥ 3 F4 T

ey =S mRy U] JO STUSIRN PUOCTIES
o} Apansnpaoug Uy ul sSumyy o ssuadssy
oF ] g L 5 1 ¥ £ i T

1y =EE A mRY U 4O S0U RIS PUSTES
O] U T WO Uy b0 ssuadssy

Apanzn poug up ui =Sumy

o3 aqey =5 ma mRy U 4O RoUS SR PU0TEs Jo ssusdsay

0T 5 g £ 5 1 ¥ 3 F4

U CHE I ] WO

T 5] ] -] L 5 1 ¥ 3 Z T ot ] ] L 5 1 ¥ 3 Z T
=0 =00 0o
oo . oo oo

— .l|||.|||.|.1| ...........:. LY T,

—_— - L — |.|.I1111];.;. H|J....I.1.|.1 T e o ——— |.I.|rr.r........
ooo I o | e T |

T——- o - == .
oo oo oo
=0 =0 = e

o3 3y 5 e mRy U o soUS SE] PUoTes 4o ssundsey

=L -] =1 £ & 1 ¥ 3 F4 T

Apanonpaorg uj un sSusy

o] Apansnpoug up ul =Sueys jo ssuadssy
[£] & g L 5 1 ¥ £ i

T

L AT DL
o] Apaanpoug uj ul sSueys Jo ssuadssy
ot & ] L 5 1 ¥ 3 i T

S
o — -

A pugonpouy uy un Suey
O] W= WOg Uy jo ssuodsy

U T T WSy
O UIE T WO ey Lo ssuadsay

700r- 00r- 700
r—— -
T ........ ....-.- T--F—1- Tl
e T T T
| OO oo oo
.1.1.I...J.......f..r....._.-|._............... . Eu
- o e i
= 00 o 700
SO0 V| s SO0

55



UOIYRZI[1}) UOYIUIRE] Y4 € I0pIQ) 10§ Sy ojolduio) 01"V oanS1g

m
L]
=
i
"y
-1

"y
(K]
wi

Apagonposg up u 2Sueyn
oq Apanonpong up ul 2Sumyy o ssucdssy

of s -] L 5 1 ¥ 3 Z T
Eh
= .||.1.|||JI ||||| ——— e
NSl —
oy — - -
- = —— X T

Apanznpang up un 2Susyn

f

H

O] Sy S (ERY U 0 soURIS] PUDORS Lo ssuadsay

oT & 2 L 5 11 ¥ 2 z T
P

- s

- -~
e M e —— =

-

ST Ny Cmw

i .......... ————

Apaganpoug up un =Sueyn
0 W= TjE Woie po seuodsay

=00r-
oo
oo
S0
TR

Ayarpnpoad uf 7 ‘ejer ofem [eal Y\ UOIRZI[IIN UOYIWRH :SULISPIO S[(RLIBA
U9} JUeISUOd pue s8e| ¢ :uoreoywads PPoN F0) 9107 - 10O ¢G¢61 :poured oidureg

3
o
w0
-
in

apmy =Smp (mRy U 4T STURSEL] PUSTES
o Apasnposg up ul 2Sumy jo seucdssy
or S -] L 5 1 ¥ 3 Z T

5
Al
|
|
Pl
L
i
oy /]
- L _— —_————
T T, WY .
. —_— =T
ElrY . —_— - )
- T e v A
-
- -

1=y S5 Ry U] 4O ROURSELN] PUDIRS

B

B

o1 SEY ESEp mEY U] 4O SoURISL] PUDIET 1o ssundsey

0T 5 g [ 1 ¥ 3 F4 T

1y aSmp ERy U) 4O SOUSIRLN] PUCTES
O] UE T WOl ey Lo ssusdeay

BRER

F41)
STO°

3
m
i
=
i
"y
-1

"y
[
wi

-

n
T L]

UCHE T ] UCYILE
og Apanonpong up ul 2Sumy po seuwcdssy
ot ] ] L 5 1 ¥ 3 Z T

—_—
T — ——————— -
e P ——— L
= i T,
——
- T —— P
L T -

U e T WO

OTo-

H

o3 2y =S mRy ) 4O SoUREL] PUDOET 4o ssundsey

eE & B £ & 1 ¥ K Z T

UCHIE T ] UCYILEL
O] U= WoypLEL 1o seudeay

oo
[EEE)
o

S0
TR0
STO

56



UOT)eZI[I} () UOYTWR]] UM § IopI() 10] s, JY] @3o[dwo)) :11°Vy 2andig

F1my S (mRy U) 4O STURSEYY ] PUDIES

-

5 8

§

o3 3y S (mRy U O 0UR SE] P Uodes 4o ssundsey

o 5 g £ & 1 ¥ 3 F4 T

L.
IIIIIIIIII Elal T
——
el
-
|-I-I-I.|I|Il|ll-ll| s -
o
. ——
J.J.J. T—_-— —
- , ==

a1y =5E A mRY U 4O S0U SIS PUSTES
o] USRI WD) Uy 1o ssucdesy

£ ] g L 5 " ¥ 3 Z T
o ——— 2
- - P -

- J.J.J. - T J.J.J.J.
lll]lll-l x P >
- e

P
= -
—_— - .|.|LJ.J.J.|||.||||J.J.J. ......
T -

1ey =S mSY U JO SOUSISL] PUCTES
03 Apagonpouy up wi 2Sumyy Jo ssuodssy

&

iR B

Fatey

ORI 9%RM [ROI \/ {/ ‘UOIjRZI[IIN UojIeH A}Arjonpold u {7 :SULIDPIO S[(RLIBA
ULID) JURISUOD puR SSR[ G U0IpedOy1ads [OPOIN FO) 9T0Z - IO 7661 :portad ojdureg

oo
-
EX A
- - - N .\
- - - —_— -
by e e e - —_———_—— |||1111]f_._..
— e .
= . S Do — —
S g YUY R S s et SR oy o o _ L. -
" e e W
-
o

W CIE TG [] WO

o3 aqey S5 ma =Ry U 4O RoUS USR] PUOTEs 4o ssusdsay

=1 g £ 5 1 ¥ 3 F4 T

Apaunon pong up ui sSumy

38

& 8

#

o3 ey 5w =Ry U 4o souUS A P UoTes Jo ssundsey

=L -] =3 L & 1 ¥ 3 Z

T

- i t———

DI T L

0] WHIETEL Wog ruEy jo ssucdssy

Apaznpaong up un sSusyn

O] UHIETIIL]| WOg ey 1o ssuodssy

o 5§ F £ % &% F T T T
00 -
= .1L|||.-.1|J.J..-. -
mmmrrmae L e e
x _—
oo — — — -
e T s .._
.
7O - §
5
]
o
S0
S0 I

LA T[] WL
03 Apugonpouy up wi 2Sumyy Jo ssuodsey

Adpansnpoung uyp us 2Suey

0} Apagonpoug uy ul 2Sueyn Jo ssuodssy

3

#

&

57



UOIYRZI[1}) UOIIUIRE] [I4 G I0pIQ) 10§ Sy ojolduio) g1y oanS1g

3
m
L]
=
i
"y
-1
"y
(K]
wi

UDHETI] WDyrLe
O] WOE T UoyrLey 1O ssuodsay
ot & 3 L 5 © ¥ E Z T

B o o e S e e _— e e =
—

-
-L M ———— =T T

TEa e Ry TR TN

-

H

Fatey

B o#

-

#

o3 2y S mRy U] $O S0US IS PUDIES Lo ssuadsay

T 5 B £ & 1 ¥ £ F4 T

LT =TI WO
o] Apaanpoug up ul 2Suey jo ssuodssy

Z00r-

UOIJRZI[IIN UOYIWRH ‘9)el 98em [eal 7\ ‘Ajarponpoid uf 7 :SULIBPIO S[RLIBA
U9} JUeISUOd pue s8e| ¢ :uoreoywads PPoN F0) 9107 - 10O ¢G¢61 :poured oidureg

ot & 3 L L © ¥ E Z T or & ] L 5 © ¥ E Z T
||||| .|||||.|.1.1 J.IJ.IIJ...IlJI =00r- o
I.|.J|||11|.1|Irrr.| ﬂ oo b
B T it S 00 O
S0 00
Fa1E) I
ey =S Ry U) 4O SOUSNERLN] PUCIRS Apagonposg up un =Sumy
O] UET wol puEy jo ssucdssy O UDHEDP woyruEy 4o seucdssy
ot & 3 L L © ¥ E Z T or & ] L 5 © ¥ E Z T
A
fal
i oo -
Wil
Wil
| - - -
......J.J.J. -~ - ....—_-_ - T ....
- T e =, T =T T =T
AT T il . r— B
e —_ = e ey ST e o 1)
- T il W [] - e e = "
- e # M
e oo o
=L S0

Apaznpaong up un sSusyn

o3 2y SRRy U] 4O SOUS IS PUDIES 1o ssundsey

1=y =S Ry U] JO SOUSISLN] PUCIRS
o] =gy SSma Ry U] 4O SOUR IS PUDIES 4o ssundsey

Bt & T L 8 € £ £ T 1 Bt & = L 8 £ % § T T
00~ o0-
i
- —m— 00 oo
I.|.1.1|J.|JJ“rrrr..||||.”|.|...JJJ|.IIII.|InJ. .........
T 2 o o
o o
S S0
e o

F1ey =Sep |y Up 4O STUSUSY] PUCIES Apagangoug up un Eueyy

g Apaganpoug up ul 2Sueyq jo ssuodssy 01 Apaganpoug up un 2Sumy Jo ssundssy

58



UOIYRZI[1}) UOYIUIRE] [}a 9 I0pIQ) 10§ Sy orolduio) :gT1"Y oanS1g

3
m
L]
=
i
"y
-1
"y
(K]

UDHETI] WDyrLe
O] WOE T UoyrLey 1O ssuodsay

[£) ] -] L 5 1 ¥ 3 Z T
oo
oo
oor
oo
S0or

U T[] WOyl
oq Apanonpong up ul 2Sumyy o ssucdssy

ot ] g £ & 1 ¥ 3 F4 T
oTor-
oo
- hp R — e L
woor

TEa e Ry TR TN

0 =gy 28mp (B Uj PO E0US RN PU0SeE Jo ssuadssy

uorjeZI[In uojruey ‘Ayanonpold Ul yy ‘@Rl afem [l {7 |/ :SULIDPIO S[(RLIBA
U9} JUeISUOd pue s8e| ¢ :uoreoywads PPoN F0) 9107 - 10O ¢G¢61 :poured oidureg

3
m
L]
=
i
"y
-1
"y
(K]
wi

Apagonposg up un 2Sueyn
0 UoIETE] UoyiEy 1o seuodssy
ot & 3 L L © ¥ E Z T

_———-— J..:. Fll
1. ) -
i ——— e 1
.- e
-
Elar -
i —— 1 .
o —m——ar S .._
.l-l 5

A1

|
]

Apananpoug up ul 2Sumyn
o} Apanznpong up w Sumy po seuodssy

eE & B £ 5 1 ¥ K F4 T

1
u

. . 4

- I, - -
T T —— T -

T, T e -

I R ——
- - - _— -
L e ————— e

A pugonpouy uy un Suey

B8 8B

Fatey

#

o] =qey =Smp Ey U] 40 S0US R PUDtES Jo ssudsey

3
m
i
=
i
"y
-1
"y
i
wi

Fpmy =S =Ry U) 4O R0URSERL] PUDIES
o WDEIL WOl ey 1o ssusdsey
or & ] L 5

a1y =Smp =y U) 4T STURSESLN] PUSTES
g Apanonpong up ul SSumy jo seucdssy
0T 5 =1 £ & 1 ¥ 3 Z T

-
El ~ —
- T T =

e o

— —

PP - _

i =T ==y

P -

1y =S Ry U] JT SCUSISLN] PUSTES

o=

0] =qey =S Ry Uj 0 S0US RN PU0teG Jo ssuadsey

59



wonRZI ) JH YIM T 0PI 10§ SAY] oR[dwo) HT'y oInsLg

E
m
L]
L
i

Z00r-
oo
oor
oo

Apagonposg up u 2Sueyn

oq Apanonpong up ul 2Sumyy o ssucdssy

Foor-
oo
oo
0o

Apanonpoug up un Sumyn

o] USHIET 4 Uj 4o ssucdssy
ot ] g £ & 1 ¥ 3 F4 T

oo

Aduganpaouy up un 2Sueyn

0 =gy 28mp (B Uj PO E0US RN PU0SeE Jo ssuadssy

£yanonpoad up 7 ‘uoryezimn JH Ul ‘9jel a8em [Ral {7 Y/ :SULIDPIO J[(RLIRA
UL} JUueISuod pue sgel § :uoryeoynads PPoN F0) 9107 - €O ’F61 :potred ojdureg

3
m
L]
=
i
"y
-1
"y
(K]
wi

Zor-
[EE ey
o
o
b
1
UCEIHT dH Y
o} Apanznpong up w Sumy po seuodssy
ot ] -] L 5 1 ¥ 3 Z T
-
[EE ey
o
=0
UCHETI] JH U
o] USHETL 4 U] $o ssucdssy
ot ] g £ 5 1 ¥ 3 F4 T
o=

UHIETIAN JH U
o] =qey =Smp Ey U] 40 S0US R PUDtES Jo ssudsey

- - i .
- N

e 5

- —

L]
——— T T - — - 5
|-.I.I||J.J.||..... Yy
L]
.:.
L]

L]
L]
L]

sy =Smp =y U] 4T STURSERLN] PUSTES
g Apanonpong up ul SSumy jo seucdssy
] ] L 5 1 ¥ 3 Z

T

)4

F1my =S =Ry U] 4O R0URSERL] PUDISS
T WD 4H U] $O ssuodsay
] =1 £ & 1 ¥ 3 Z

1y =S Ry U] JT SCUSISLN] PUSTES

:

g &

#

g

#

0] =qey =S Ry Uj 0 S0US RN PU0teG Jo ssuadsey

60



uowezIY) JH YHA g 10PIQ) 10§ SIH] o[dwo) g1y omSLg

91eI 9deM [RAI \/ V/ ‘Ayanonpord Ul 7 ‘uoneziin JH Ul :SULIOpIo S[qeLIRA
ULID) JURISUOD pur SS[ 7 :uo1peoy1dads [OpoN FO) 910% - €0 8761 :ported ojdureg

=) ] -] L 5 1 ¥ 3 Z T ot ] g L 5 1 ¥ 3 Z T
w0 oo
P
N
L o )
- - .|.|.| T -
T CLua e oo oo
e e e T e o .... '
= W
L]
w0 [1eE)
apmy =Smp Ry U O SCUSIRY ] PUCOES Apanzn poug up ui =Sumy U CED] ] JH U
o] ElEy S Ry U 40 S0UR SN BU0TEs 4o spucdsey ol a0y =Smpg mRy U 4T sTUS RN PUOSeEs 4o ssucdsey o] a1y S mRy U 4T soUS SN B UoTes 4o ssucdsey
ot ] 2 L 5 11 ¥ 2 z T ot 13 2 L 5 11 ¥ 2 z T ot 13 ] L 5 11 ¥ 2 Z T
oo oo
[EEEY [EEE)
oo o
oo oo oo
] N
SO0 SO0 L soor
a1y =Smp mRy Up 4O SOUSISHN] PUTOES Apanznpasg up un sSumy U COEDEN JH U
o3 Apaanpaug up wi SSumyy 1o ssuadssy 31 Apuganpaouyg up wi 2Sumyy 1o ssuodssy o] Apananpoug uj ul SSuey 1o ssuadssy
oF ] g L 5 1 ¥ £ i T Ot & g L 5 1 ¥ £ i T ot & ] L 5 1 ¥ £ Z T
oo oo oo
oo [EEEY [EEE)
oo oo oo
= ey = ey S0

1y =EE A mRY U 4O S0U RIS PUSTES Apagonpoug up u =Sumyy UCETE] 4 U
O] WOE AR 4 M U 40 @ susdsey O] UDEIL 44 ) 4o ssuodssy 0] UOEDE] 4H ) 4o ssucdesy

61



uonpezI) dH UHA § 10pIQ) 10§ SIH] 030[dwo)) 91"V 2nSLg

3
m
L]
=
i
"y
-1
"y
(K]
wi

oo
So0r
Apagonposg up u 2Sueyn
oq Apanonpong up ul 2Sumyy o ssucdssy
ot & 3 L 5 © ¥ E Z T
oo
[EEE)
j ey

Apanznpang up un 2Susyn
o1 21y Smp [ERy U] 4O S0US RN PUSSES Lo ssucdsey
ot ] g £ & 1 ¥ 3 F4 T

:

5 8

#

Apaganpoug up un =Sueyn
0] WoETE Y Uj $0 ssuodssy

£yanonpolad up 7 ‘ejel oGem [eal y 7 ‘UonezIin JH U :SULIDPIO J[RLIRA
UL} JUueISuod pue sgel § :uoryeoynads PPoN F0) 9107 - €O ’F61 :potred ojdureg

ot & 3 L L © ¥ E Z T
Zor-
[E L)
oo
o
SO
aqmy =Sep PRy U] 4T SOUSUSL] PUCIET
o} Apanznpong up w Sumy po seuodssy
ot & 3 L L © ¥ E Z T
...._
|
4
4 o=
'
Pt !
_d. T T T T 4
[ == = m DI A £ L)
oo

1=y =S Ry U] JO SOUSISLN] PUCIRS
o] =gy SSma Ry U] 4O SOUR IS PUDIES 4o ssundsey

ot 13 2 L 5 11 ¥ 2 z T
ﬂ-“-“_. -
....... ssmmmciotrootoo, o
Bt OO
=)

a1y aSmp ESy U) 4O SOUSSRLN] PUCTES
O UDEINL] 44 ) jo ssuodssy

Z00-
[EEE)
FinE)
oo
Ll s
USHEIT dH Y
g Apanonpong up ul SSumy jo seucdssy
or S ] L 5 1 ¥ 3 Z T
woo-
i
N I.|.1.........I.|.|.1._._.|-|-|-.r...
..... T e | P
[1eE)

UoQEIa JH U
o1 sy Smp (mRy U] 40 S0US SR PUSTES Lo ssucdsey
0T 5 =1 £ & 1 ¥ 3 Z T

i

-

#

USIETIAN 4H U
0 UoIETE 4 Uj po ssuodssy

62



uowezIY) JH YHA § 10PIQ) 10§ SIH] o3e[dwoy) 4TV omSLg

F1my S (mRy U) 4O STURSEYY ] PUDIES

o3 3y S (mRy U O 0UR SE] P Uodes 4o ssundsey

o 5 g £ & 1 ¥ 3 F4 T

—_———— o

a1y =5E A mRY U 4O S0U SIS PUSTES
T U NN 4 M U 4o @ sucdesy
£ 5 1 ¥ |3

4
i

1ey =S mSY U JO SOUSISL] PUCTES
03 Apagonpouy up wi 2Sumyy Jo ssuodssy

QeI 98eM [ROI \/ \/ ‘Uoneziin JH Ul ‘Ayanonpoid U]  :SULIOPIO S[(RLIRA
ULID) JURISUOD pur SS[ 7 :uo1peoy1dads [OpoN FO) 910% - €0 8761 :ported ojdureg

o=
-
o
_ P ta P —_— -
—— o (R [, g = T
|-..I.I..I.FI.“...II.1|IIIII....III.....J:}....._...... e oo T T
- E kY La T -
- - T m——
L -
1 ey

uogETIaN dH U

o3 aqey S5 ma =Ry U 4O RoUS USR] PUOTEs 4o ssusdsay

=1 g £ 5 1 ¥ 3 F4 T

Apaunon pong up ui sSumy

o3 ey 5w =Ry U 4o souUS A P UoTes Jo ssundsey

=L -] =3 L & 1 ¥ 3 Z T

_——— —T-

oo —
T
oo
=0
W=D JH U Apanonpoug up un =Sumy
o] USHETLT 4 U) do ssucdssy o] USHIEDET 4H Uj 4o ssucdesy
=1 ] g £ 5 1 ¥ |3 Z T oF ] =3 L 5 1 ¥ |3 Z T
00 pmm T
-1 gt
e e, ..
e ST e
||||| - !
o
1
oo
S0Cr
=0 L

U T JH U
03 Apugonpouy up wi 2Sumyy Jo ssuodsey

Adpansnpoung uyp un Sueyy

0] Apananpoug ujp ul SSuey Jo ssuodssy

63



uonpezI) dH Y¥A G 10pIQ) 10 SIH] 030[dwo)) 8TV 2nSLg

USEIHT dH YW
o] USHIET 4 Uj 4o ssucdssy
[£) ] -] L 5 1 ¥ 3 Z T

USEI JH U
o1 21y Smp [ERy U] 4O S0US RN PUSSES Lo ssucdsey
ot ] g £ & 1 ¥ 3 F4 T

—

————r— T

USOETIAN dH U
03 Apaganpoug up ul 2Suey jo ssuodssy

uonezZIImn JH U ‘9jer afem [eal 7\ ‘Ajarponpoid uf 7 :SULIBPIO S[(RLIBA
UL} JUueISuod pue sgel § :uoryeoynads PPoN F0) 9107 - €O ’F61 :potred ojdureg

a1y aSmp PRy ) 4O SOUSSRLL] PUDTSS
o1 UDREDN] 44 U) 4o ssucdssy
ot & 3 L L © ¥ E Z T

W -
= f;.ut..i!..._,.u;..,.___._._
Irlrl-

o0

1=y =S Ry U] JO SOUSISLN] PUCIRS
o] =gy SSma Ry U] 4O SOUR IS PUDIES 4o ssundsey
ot ] g £ 5 1 ¥ 3 F4 T

o=

————__
- -

—_ = -
T = -

-
T

spey =Smp RSy U $0 SOUSIRL PUOTRE
g Apaganpoug up ul 2Sueyq jo ssuodssy

Apagonposg up un 2Suey
o UDIETE 44 ) 4o seucdsay

ot ] =4 L 5 = ¥ £ Z T

T

.1.|III.|.| ...,..

-

|||||| e £
T e — e T
.,........II.1.|II.| ..,...,...
=
L]

Apaznpaong up un sSusyn

o3 2y SRRy U] 4O SOUS IS PUDIES 1o ssundsey

ot ] =3 L s e * £ z T
-
e -
U.h.l}nﬁsi_
- I
T ——— — —
|||||| FET T ikl J.J.J.J..l...\ "

Apagangoug up un Eueyy
01 Apaganpoug up un 2Sumy Jo ssundssy

o=

64



USEIHT dH YW
o] USHIET 4 Uj 4o ssucdssy
[£) ] -] L 5 1 ¥ 3 Z

==
- e

UCOETI dH W
oq Apanonpong up ul 2Sumyy o ssucdssy
ot ] g £ & 1 ¥ 3 F4

U oRED dH U

uonpezI) dH ¥ 9 10pIQ) 10§ SIH] 030[dwo)) 61"V 2InSLg

0 =gy 28mp (B Uj PO E0US RN PU0SeE Jo ssuadssy

uoryezin Jy uf ‘Ayanonpold U 7 ‘9)el a8em [l \/ \/ :SULIDPIO S[(RLIBA
UL} JUueISuod pue sgel § :uoryeoynads PPoN F0) 9107 - €O ’F61 :potred ojdureg

Apagonposg up un 2Sueyn
T} UCHEIN Y U] 4o ssucdssy
ot & 3 L L © ¥ E Z T

Apananpoug up ul 2Sumyn
o} Apanznpong up w Sumy po seuodssy
ot ] g £ 5 1 ¥ 3 F4 T

A pugonpouy uy un Suey

g

B

o] =qey =Smp Ey U] 40 S0US R PUDtES Jo ssudsey

ot ] ] L 5 1 ¥ 3 Z T
......
—— e T e
e -
, :

a1y ESEp Ry U 4O SOUSSRLY] PUODOSS
o UETL 4H ) 4o ssucdssy

a1y =Smp =y U) 4T STURSESLN] PUSTES
g Apanonpong up ul SSumy jo seucdssy

0T 5 =1 £ B 1 ¥ 3 Z T

i
i
o 5
Pt N R o ?
—_——— ...._.._.._....JJ-.J il kT
O A A
e u -
- - .
e

1y =S Ry U] JT SCUSISLN] PUSTES

#

0] =qey =S Ry Uj 0 S0US RN PU0teG Jo ssuadsey

65



[PPOIN oIeyg 98eA\ pajsnlpy uojiuref] oy} 10j s Y] 21erdwo)) :0g"V 2InSr g

£yanronpoad Jo jueuodurod [edrDAD UO)TWeH ‘UOIJRZI[IIN UOIIWRH ‘oIeys oSem pajsnlpe uojiuey U] \/ :SULIOPIO S[(RLIBA
ULID) JURISUOD puR SSR[ G UOIYROYIdS [OPOIN FO) 9T0C - 2O 7S6T1 :portad ojdureg

oo oo oo
[ ey oo T oo
o - T T
= e =0 o
Apanonpouyg po pusuoduscy Eoapds woge UCHETIEL] WO aumys sSmp peasnipy uoymuemy up un 2Sumyn
@ Apaonpoy Jo wsucduwoy eopds uoyuey Jo ssucdssy @ Apanonpog jo weucduwion Empds uoyruey jo ssucdssy @ Apanonpoy po wsuadunsn popds uoyruey Jo ssucdssy
0T 5 g [ T 7 3 F4 T oeE &5 B [ 1 ¥ 3 F4 T o 5 g [ 1 ¥ E F4 T
Lol P . oo - e emm———— -l £00-
E —_—— - .||.|.|..... J.J.J. . .-.|||J.J..-.
e |1|.1|J.rp._.rr = e =y
= [EEE) [EEE) = [EEE]
- Jrff-]-|..........1......1 — ] |rrrr..r..rr..—...
.|.|.|..,.....-.JIII.||I.|IIII.1I.1.| : .1.1.|JI|III.1.1.1 —_———— - — -
oTor OTr OTor
11158 ST 115
Apaanposg Jo wauodueo e uoyruey UDIE T UoyrLEL aumys sl paasnipy woyrwey up un sSumyn)
0} USHEZE WorLEy Jo ssucdsey o USHEZEL WoyrLEy 1o seucdsey 0} U DI WoRLEy Jo ssucdsey
or S -] L 5 1 ¥ 3 Z T or s ] L 5 1 ¥ 3 Z T LE] S 1 -] L 5 1 ¥ 3 Z T
Fzo0- e R ST
.|.|.| .-.J|||.|||.|.|.| .
e = 000
w00 w200
(E e ) (E ey (EE ey
[ TdE ey 00 [ TdE ey
Apananpaouy jo wsucduoy oyl woymuey UL T UL aumys 25y peqsnipy woymuey up un 2Suey

o sumys S8emps peisnlipy voypwey up un sSumy Jo ssuodssy @ seeyc Sepa peosnipy wogpuey) up u SBuey Jo ssuodssy @ sy 2Sepy pegsnipy woymuey ug un 2Suey Jo ssuodssy

66



[PPOIN @IeyS 98ep\ pajsnlpy JH oY} 10} ST 21e[dwo)) :1g 'V 2anSIq

Lyarponpord jo juouodurod [edI[0Ad JH ‘Uonezinn JH Ul ‘oIeys oSem poisnlpe JH U] V :SULIDPIO S[(RLIBA
ULI9) JURISUOd pue sge| g :uoryeoyrads PpoN F0) 9107 - 70O L¥61 :poled ojdureg

Apanznpaong jo wesuoduwon i 4H
o3 Apananparg Jo sucdw o Epds 4 o ssucdssy
ot ] =3 L & 1 ¥ 3 Z T

|.I.|||.H|1....... oo
||||| oo

00

Apanznparg jo wesuocduwon Emsds 4H
o] USRI 4H U] 4o ssuadesy
oF ] =3 L 5 1 ¥ |3 Z T
oo
|||.||||.||I.I.J.-..1 J.J.J.J.

e |

.:....r...... d_“-“_.

oo

So0°

o

dpganpos 4 yo wesucdwss essds 44
o3 aumys 2Sep peesnlpy 4y upw sSumyy Jo ssuodssy

(K]

[}

USREII JH U
o} Apananpary jo usucdw o Empds 4H o ssucdssy
ot ] g £ & 1 ¥ 3 F4 T

ey
oo
= r ey
UHIEZIA JH U
O] WOHETE Y Y $o ssuodssy
ot & g L 5 " ¥ £ i T
oo
[ ED
oo
oo
SO0
=0

U T JH U
o1 aumys 25 peesnlpy Y g w sSumyy yo ssuodssy

i ————— e

—_— e

™

"

oy 25 pRrsnlipy 4y up u sSumyn
o] ApAInpas Jo wesucdi o ez 4 o ssucdssy

ot 1] 2 L 5 11 ¥ |3 z T
oo
oor
=y
=y 25 persnlpy 4y up w aSumyy
o] USRI 4H U] 4o ssucdessy
ot ] ] L 5 1 ¥ 3 i T
T o0
———— 1]
e xu.\u..:.. oo
- '
| piee}
_-.
oo
500
1 2007

=reyc Sepy pasnlpy iy uy un =Sueyn
o3 aumys Sep peasnlpy U up w sSueyy Jo ssuodsey

67



Impressum

Publisher: Hans-Bdckler-Stiftung, Hans-Bdckler-Stralle 39, 40476 Diisseldorf, Germany
Contact: fmm@boeckler.de, www.fmm-macro.net

FMM Working Paper is an online publication series available at:
https://www.boeckler.de/imk_108537.htm

ISSN: 2512-8655

The views expressed in this paper do not necessarily reflect those of the IMK
or the Hans-Bdckler-Foundation.

All rights reserved. Reproduction for educational and non-commercial
purposes is permitted provided that the source is acknowledged.


mailto:fmm@boeckler.de
http://www.fmm-macro.net/
https://www.boeckler.de/imk_108537.htm

