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Average hourly compensation (AHC), 167, 

Average hourly earnings (AHE), 27, 36, 
288-89; and constant labor quality index 
compared, 36; and promotions, 27 

Average weekly earnings (AWE) and 
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168, 177, 270 
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Benefits: Chamber of Commerce and BLS 
series compared, 85-86, 293-94; in col- 
lective bargaining data, 165-66; and 
compensation inequality, 253-62; in con- 
trols programs, 433-34, 437; cost data 
on, 237-38, 356-57; data sources, 157- 
58, 180-81; and firm size, 12, 89, 100- 
101,105; and firm-specific human capital, 
12,84; Health Insurance Survey and BLS 
series compared, 378-79; household and 
establishment series compared, 237-38; 
and implicit contracts, 13, 23, 69; insur- 
ance benefits, 18, 239, 242-43, 356-57, 
371, 377-78, 386, 436-37; and manda- 
tory retirement, 24; and part-time status, 
379-80, 381; profit sharing, 356-57; re- 
cipiency by demographic groups, 12, 52, 
237, 246-49, 380-81, 384, 391-92; re- 
cipiency by industry and occupation, 
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240-41, 246, 249, 250, 253; scale econo- 
mies in, 242-43,253,257,273; stock op- 
tions, 356-57; and taxes, 12-13,52,242- 
43, 249,253,275,280-81,384; and ten- 
ure, 12, 17; treatment in controls pro- 
grams, 436-37; treatment in labor cost 
measures, 9-19, 85-86; and turnover, 
16-17; and union membership, 12, 15, 

Benefit-wage ratio, 249, 371, 375-76; ex- 
planation for increases, 89, 121; and firm 
size, 12, 100; increases over time, 86, 
239, 289, 371; increases with total com- 
pensation, 376; reduces turnover, 89. See 
also Wage-benefit trade-off; Wage-com- 
pensation ratio 

52, 250, 383, 391-92 

Capital, return to, in measured earnings, 

Capital cost, components of, 82 
Capital measurement: parallels with labor 

cost measurement, 3, 24-26, 49, 423; 
theory of, 1, 25, 53 
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Casual labor market, 6, 19, 34 
Collective Bargaining File (CBF), 165-66, 

178 
Compensating differentials, 8, 10- 11, 15- 

18, 31-48, 53; and firm size, 104, 108; 
and hedonic methods, 40-45; in labor 
cost measures, 46-47,278-79; and moni- 
toring costs, 79; and regional differences, 
310-13, 320; and separability in labor 
cost measures, 8, 46-48 

Consistency hypothesis, 13- 15 
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Controls programs, labor cost measures in, 

Corporate income tax and relative factor 
prices, 30, 289-91, 293 

Cost-of-living adjustment (COLA) clauses. 
See Labor cost measures, COLAS in 

Current Population Survey (CPS): accu- 
racy, 162, 168-69; benefits measured in, 
157, 161, 237; compared with Time-Use 
Survey, 175-77; hours measures in, 155- 
56; longitudinal data from, 161-62; sup- 
plements, 160-62; wage measures in, 

Current Wage Developments (CWD), 

439-42, 449-55 

155-56, 451 

165-66 

Deferred compensation: and implicit con- 
tracts, 69; increases return to specific 
human capital, 89; recipiency of, 240- 
41; reduces monitoring cost, 69, 89; re- 
duces turnover, 89; scale economies in, 
272-73; and tax advantages, 257, 274; 
treatment in controls programs, 435-36, 
459. See also Benefits; Implicit contract 
theory; Pensions 

Depreciation, not exogenous, 82 

Education, rate of return to, 381,383,386. 
See also Firm-specific human capital 

Employee compensation: components of, 
238-41; data needs, 284-85; effect of de- 
mographic factors on, 246-49; empirical 
measures of, 243; employer cost, versus, 
246-53. See also Labor cost 

Employer Expenditures for Employee 
Compensation Survey (EEEC), 157,159, 

Employment and Wages Covered by Un- 
employment Insurance Laws Survey (ES- 

162-63, 168, 237, 239, 268-72, 282 

202), 160-67, 178-79 
Employment cost. See Labor cost 
Employment Cost Index (ECI), 159, 163, 

occupational and industry detail in, 38; 
payment mechanisms in, 28-30; as subin- 
dex of full input cost index, 7; and wage 
drift, 26-27 

Entrepreneurial ability, 74-75; distribution 
of, 76-77; and firm heterogeneity, 96- 
97, 105; and labor quality, 100; and size 
distribution of firms, 75, 77 

Entrepreneurial input and composition of 

168,177,237,239,268,270-72,451,456; 

product line, 80; and the firm, 73; and 
organization of production, 80 

Entrepreneurial time, shadow price of, 107 
Establishment Employment and Payroll 

Survey (790 Survey), 166-67, 178-79 

Firm: definition of, 73; as a coordinator of 
team production, 73; and entrepreneurial 
input, 73 

Firm heterogeneity, 63,68,73, 76, 96; and 
entrepreneurial ability, 96-97, 105; and 
firm size, 96; and firm-specific human 
capital, 96; and theory of labor econom- 
ics, 106; and worker heterogeneity, 46- 
47, 49, 55 

Firm size and: accession rates, 100; age of 
capital stock, 82; age of workers, 91; ben- 
efit-wage ratio, 12, 100; capital-labor 
ratio,. 80; characteristics of output, 79- 
80, 97; compensation, 84; compensating 
differentials for rigidity of work sched- 
ules, 104, 108; composition of employ- 
ment, 84; deferred compensation share, 
89, 105; education levels, 90, 97; entre- 
preneurial ability, 74-75; firm-specific 
human capital, 79,80,101,105; fixed pro- 
portions, 80; job tenure, 91, 105; moni- 
toring costs, 76,83-84,97,105; part-time 
employment, 91; pension coverage, 101; 
personnelpractices, 79,97; race, 91; ratio 
of applicants to job vacancies, 79; ratio of 
fixed to variable labor costs, 104; ratio of 
production to nonproduction workers, 
90; recruiting costs, 97; relative input 
prices, 83; shadow price for entrepre- 
neurial input, 105; shift work, 80,84,91, 
96; survival rates, 104; union mem- 
bership, 97, 100; variable proportions, 
83; wage-benefit proportions, 100; wage 
levels, 76,100,108; and wage rigidity, 84, 
105 

Firm-specific human capital, 64,69,71-72, 
291-92; accounting for in labor cost mea- 
sures, 20-21, 291, 307-8; and benefits, 
12; complementarity with general human 
capital, 72-73; costs of, 72; and design of 
compensation package, 84; durability of, 
72, 84, 106; estimation of, 292-93; and 
firm heterogeneity, 96; and firm size, 71, 
104; and job tenure, 97,291; and private 
pension coverage, 418; production of, 
307-8; and rate of return to education, 
292-93,304; and skill levels, 72,454-55; 
and team production, 77 
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Firm-specific labor skills, neglected in pro- 

Firm-specific training. See Finn-specific hu- 

Fixed employment costs. See Quasi-fixed 

Fringe benefits. See Benefits 

ductivity measures, 78 

man capital 

factor 

Gini coefficient of employer cost and em- 
ployee compensation measures, 260-62 

Hay Associates compensation survey, 355 
Hay Point, 355 
Hedonic function, 31-33, 53-54, 123-51; 

arguments of, 32,54; defined, 31; estima- 
tion of, 42-45; form of, 32-33; identifica- 
tion problem, 44-45, 127-37; implicit 
prices derived from, 41, 127-37; inter- 
pretation of, 31-33. See also Hedonic 
methods 

Hedonic methods, 31-48, 123-51; as ad- 
justments for labor quality, 33-40; de- 
fined, 31; and estimates of labor market 
differentials, 40-45; information re- 
quirements, 40-45, 127-37; interpreta- 
tion of results, 31-33; and specification 
error, 137-43 

Hedonic price indexes, 35, 54 
Hiring costs. See Labor cost components 
Hours paid to hours worked ratio. See 

Labor cost components, paid leisure ratio 
Human capital. See Firm-specific human 

capital 
Human capital approach to labor quality, 

38-39 

Implicit contract theory, 63-65,68-71,80- 
81, 90; and benefits, 12, 21-26; and de- 
ferred compensation, 69; human capital 
in, 38-39; and labor cost measures, 21- 
26, 445; and mandatory retirement, 24; 
pension and social security rules as 
enforcers of, 395, 420; and promotions, 
26-27; role of labor quality, 38-39 

Implicit prices. See Hedonic function; 
Hedonic methods 

Imputation procedures, 333-43 
Incentive pay. See Payment mechanisms 
Index number theory, 6-8, 426-27, 439- 

40. See also Labor cost measures; Mea- 
surement theory 

Industry Wage Survey (IWS), 163-64, 177 
Inflation: cost-push, 425-26; and variation 

in alternative labor cost measures, 300 

Input costs: and hedonic functions, 33; in- 
dex of, 6-9; index of, in characteristics 
space, 34. See also Labor cost measures 

Insurance benefits. See Benefits 

Job tenure, characteristics of, 97; and 
wages, 26-27,100; measured in CPS, 161 

Labor cost components: benefits, 9-19,84- 
90, 238-41, 289, 293 (see also specific 
components under Benefits); bonuses, 
29-30, 288, 307, 371; comparisons 
among surveys (see Benefits); hiring and 
training costs, 19-21, 69, 97, 288, 291, 
307-8; instructor’s time and earnings, 
291, 307; paid leisure ratio, 85-86,202- 

377, 383; social security and unemploy- 
ment insurance taxes, 86, 204, 245-53, 
288,391. See also Nonpecuniary job char- 
acteristics 

Labor cost defined, 4, 64, 74, 76, 84, 109, 
154 

Labor cost index numbers, 7-9, 186, 189- 

Labor cost measures: aggregation in, 4-6, 

451; alternative measures, 287-88, 451- 
55; bias from using wages as an approx- 
imation, 13-15, 89, 110, 244, 262-68, 

93; capital measurement, parallels with, 
24-25, 49, 53, 423; COLAS in, 442-43, 
446,459-61; and compensating differen- 
tials, 8, 46-47; in controls programs, 
423-62; data sources, 153-70, 173-81, 
218 (see also specific survey titles); empir- 
ical estimates of, 189-97, 243-45, 287- 
88; versus employee compensation mea- 
sures, 246-53; fixed employment costs 
in, 19-21; growth over postwar period, 
191-97, 288-94; hedonic methods in, 
33-36 (see also Hedonic function; He- 
donic methods); and implicit contracts, 
21-26,445 (see also categories under Im- 
plicit contract theory); as index numbers, 
7,189-91,426-27,439-40; by industrial 
sector, 197-98; information require- 
ments for, 25, 35, 48, 49-50; as input 
price measures, 4-7,426-27; labor qual- 
ity in, 33-40 (see also Labor quality); 
multiperiod considerations, 19-26; pro- 
motions and job ladder changes in, 26- 
27,440-42,450-55; role of stylized pro- 

3, 253, 289, 293, 304, 356-57, 368, 371, 

98, 426-29 

37-39,48,426-28,431-32,438,439-42, 

297-99, 306-7, 348, 374, 386-87, 389- 
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Labor cost measures (cont.) 
duction model in, 5, 7, 8-9, 48-49; 
separability in, 35-40, 48, 51, 426-29, 
439; as subindexes of input cost indexes, 
7, 35-37, 426-27; taxes in, 30, 52; and 
technical change, 428-29, 430-31; 
theoretical reasoning in, 4-5, 50-51, 
307-8; theory of, 4-9, 48-50, 425-32; 
uses for, 4; and wage drift, 26-27, 453 

Labor demand elasticities, estimates of, 
294-99,306-7; and alternative measures 
of labor cost, 297-99, 306-7 

Labor demand model, 294-95; and re- 
gional differences, 316-19, 331-32; and 
user cost of capital, 295 (see also Corpo- 
rate income tax) 

Labor input, heterogeneity of. See Worker 
heterogeneity 

Labor input, price of. See Labor cost 
Labor market differentials, 40-45, 241, 

262-67, 309-32; and regional differ- 
ences, 310-13; and union membership, 
313-16, 322, 326-28. See also Compen- 
sating differentials; Wage differentials 

Labor market equilibrium conditions, 
64, 76 

Labor markets, cyclical behavior of, 22,64- 

Labor quality, 27, 33-40, 49, 73-76, 191; 
aggregation in measurement of, 39-40; 
and bonus payments, 29-30, 307; and 
entrepreneurial ability, 100; hedonic 
methods as adjustments for, 33-40; in- 
creasing returns to, 76; and labor cost, 75; 
as treated in human capital models, 38- 
39; and wage-benefit trade-off, 354-56, 

Leisure, paid, rises over time, 86. See also 
Labor cost components, paid leisure ratio 

Level of Benefits Survey (LOB), 164,270, 
402 

Lifetime jobs. See Implicit contract theory 
Long-term employment. See Implicit con- 

65, 71, 80-84, 117-18, 303, 455 

361-64, 367-69 

tract theory 

Mandatory retirement, 24, 395-420. See 
also Pensions 

Measurement theory, 1-4, 48-49, 50-51; 
and capital, 1,24-25,49,53,423; in char- 
acteristics space, 31-33; “constant qual- 
ity” input price index, 34-35; for hedonic 
prices, 31-33 (see also Hedonic function; 
Hedonic methods); index numbers in, 
6-7, 33-34, 51, 54, 425-32; for input 

prices, 5, 34-35,425-32; for labor cost, 
4-9,48-50,425-32; for prices, 2,25,50; 
role of separability in, 35-40, 48, 51, 
426-29,439; subindexes, 7,35-37,426- 
29, 439. See also Capital measurement; 
Labor cost measurement 

Monitoring costs, 69, 72-75; and age of 
capital stock, 82; and capital-intensive 
production, 74,77; and labor quality, 77; 
and team production, 77-78,97; reduced 
by deferred compensation, 69, 89; re- 
duced by inflexible work schedules, 79; 
substitution for compensating wage dif- 
ferentials, 79 

National Longitudinal Survey (NLS), 180- 
81, 237 

Nonpecuniary job characteristics, 47, 174- 
75. See also Benefits; Hedonic function 

Okun’s law, 80-83 
On-the-job training versus implicit contract 

theory, 23 

Paid leisure ratio. See Labor cost compo- 

Panel Survey of Income Dynamics (PSID), 

Payment mechanisms, 26-30, 53; in con- 
trols programs, 429-35, 438-39, 443, 
455-62; and promotions, 26-27; and 
wage drift, 26-27 

Payment periods, 28 
Peak load pricing model for labor de- 

mand, 81 
Pensions, 23, 239-40, 242-43, 347-69, 

391; costs of, 356-57; data in CPS, 161; 
data needs for analyzing effects of, 412, 
415; and implicit contracts, 23; and labor 
supply of older workers, 278,409-11; re- 
cipiency of, 240-41, 246, 249-50, 253; 
scale economies in, 12, 242-43,272-73; 
tax advantages of, 12, 257; treatment in 
controls programs, 436, 456-59; wealth 
equivalent of, change in, 397; wealth 
equivalent of, defined, 396-97; wealth 
equivalent and taxes, 417. See also Bene- 
fits 

Price measurement. See Measurement 
theory 

Principal-agent relation, 69; and team pro- 
duction, 78 

Productivity change and labor demand esti- 
mates, 296 

nents, paid leisure ratio 

175, 180-81, 237 
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Professional, Administrative, Technical, 
and Clerical Survey (PATC), 164, 177 

Profit-sharing benefit, 356-57 

Quality of Working Life Survey, 175, 
180-81 

Quasi-fixed factor, 19-21, 23, 63-65, 71; 
allocation to market and nonmarket 
activities, 81; and joint production of 
training and goods, 71 

Recruiting costs. See Labor cost compo- 

Risk, 68-69. See also Compensating dif- 
nents 

ferentials 

Search activity measured in CPS, 161 
Search theory, 63, 65, 68-71, 80 
Separability, assumption of, in indexes, 

790 Survey. See Establishment Employ- 
ment and Payroll Survey 

Shift work: and firm size, 91, 96; conse- 
quence of volume production of stan- 
dardized goods, 96; and unions, 100 

Simulation techniques using microdata, 
238, 272; criticism of, 280-84. See also 
Imputation 

Social security: effect of interaction with 
pension provisions on retirement deci- 
sions, 395-420; treatment in controls 
programs, 433; wealth equivalent of, 
396-97. See also Labor cost components 

Specific human capital. See Firm-specific 
human capital 

Stock option benefit, 356-57 
Substitution: labor types and capital, 64- 

65; monitoring costs and fixed employ- 
ment costs, 97,105; wage goods and pen- 
sions, 351 

7-8, 35-40, 48, 51, 426-29, 439 

Team: firm as a, 72; production and moni- 
toring cost, 77-78, 97; and principal- 
agent relation, 78 

Time-Use Survey, 174-76, 180-81 
Toll model, 20 
Training, specific. See Firm-specific human 

Translog labor cost index, 186, 191 
Turnover, 64, 70, 80; and benefits, 16- 17; 

costs of, 19-21; effect of pension rules 
on, 396, 411; and labor cost measures in 
controls programs, 441; and mandatory 

capital 

retirement, 396, 411; and the design of 
compensation packages, 97; reduced by 
deferred compensation, 89 

202. See Employment and Wages Covered 
by Unemployment Insurance Laws Sur- 
vey 

Union membership: and benefits, 12, 15, 
52, 250, 383, 391-92; and labor market 
differentials, 313-16, 322, 326-28; and 
wage-benefit ratio, 12, 101; and wage 
changes of under controls programs, 
442-43, 459-61; and wage-experience 
profile, 100 

U.S. Chamber of Commerce, Employee 
Benefits Survey, 288, 303 

Wage-benefit trade-off, 348, 384, 399; and 
controls programs, 434; data require- 
ments, 353-55; estimation of, 355-56, 
369; existence, 15-16; and labor quality, 
354,356,361-64,367-69; slope, 16-17, 
350-53, 367; theory of, 10-13, 51-52, 

Wage-compensation ratio: declines over 
time, 86,89; decreases with firm size, 89; 
decreases with wage levels, 89; falls with 
tenure, 101; varies with paid leisure ratio, 
86. See also Benefit-wage ratio 

Wage differentials, 50; understated by 
omission of benefits, 100. See also Com- 
pensating differentials 

Wage Distribution Survey (WDS), 164-65, 
177 

Wage drift, 26-27, 453 
Wage measurement. See Measurement 

Wage-price-productivity matrix, 169 
Wage rigidity, 65, 69-70; and alternative 

measures of labor cost, 299-302; and firm 
size, 84 

Wages: and job tenure, 77; and understate- 
.ment of experience profiles, 101 

Wages, bias from using as a measure of 
labor cost, 13-15, 89, 110,244, 262-68, 

93. See also Consistency hypothesis 
Wages, cyclical variability of. See Labor 

markets, cyclical behavior of 
Worker heterogeneity, 185; and firm heter- 

ogeneity, 46-47,49,55; and pension plan 
variation, 420 

348-53 

theory; Labor cost measures 

297-99, 306-7, 348, 374, 386-87, 389- 

Work Stoppages Survey (WS), 165-66 




