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Points

Aggregate wages and prices stayed on their historical track
during the Great Recession, but dropped well below in states
where unemployment rose the most

Wages are not very sticky at the state level, so they can’t be
sticky in the aggregate

An assumption that wages adapt over time to the marginal rate
of substitution is sufficient, by itself, to identify a
general-equilibrium SVAR

The immobility of wages and prices during the Great Recession
was the result of driving forces that offset the forces that would
otherwise have resulted in declines
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Measuring state-level cost-of-living
changes

The paper assumes that the consumption bundle is produced by
only two inputs, one with a common price in all states and the
other state-specific

It also assumes that the factor shares of the two inputs are the
same across states

An implication of these assumptions is that the cost of living
change has a common component and a component for which
the price of groceries is a perfect proxy

Then the paper uses scanner data from grocery stores to
measure the cost of living
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Validation of the cost-of-living
inference using CPI data

The CPI is not available by state but is available for 27 metro
areas

Useful to study the relation between the log-change of the
overall CPI and the log-change of the food component of the
CPI for the years from 2004 through 2014
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Regression to infer overall inflation
from food inflation, 2004 through 2014

Constant 0.015
(0.004)

Food inflation 0.27
(0.15)

Adjusted R2 0.083
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Inferences by metro area
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Conclusion about inferring
cost-of-living changes from food-price

changes
The assumptions needed to infer the state-level cost-of-living
index from the food index are implausible and not supported by
the geographic CPI data

The paper assumes that the elasticity of the state-level cost of
living index with respect to the state-level food-price index is 2,
reflecting the higher share of non-tradables in the cost-of-living
bundle compared to food

But the value of the elasticity from the regression using CPI
data is only 0.27, and 2 is very strongly rejected

The cost of living measured by the method in the paper seems
likely to have a large amount of noise—the authors’ belief that
geographical CPI indexes are also unreliable means we have no
handle on local price measurement
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Joint behavior of aggregates

Unemployment 
rate, percent

Price level
Wage index 

(ECI)
Real wage 

(ratio)

2007 4.6 207.3 105.5 0.509

2010 9.6 218.1 112.6 0.516

Gross change, percent 5.0 5.05 6.51 1.47

Benchmark annual growth 
rate, percent

2.83 3.28 0.45

Benchmark, percent 8.49 9.83 1.34

Change relative to 
benchmark

-3.44 -3.31 0.13

Per percentage point of 
unemployment increase

-0.69 -0.66 0.02

Paper's finding using state 
data

-0.46 -1.23 -0.77
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GE model

All the challenging issues of modern macro in one section of the
paper

But a central phenomenon is missing: unemployment, even
though unemployment is prominent in the measurement part of
the paper
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SVAR

Novel point: the entire VAR is identified by what seems to be a
plausible restriction on wage adjustment

As in SVARs in general, the assumption of zero correlation of
driving forces is critical but not rationalized

No product demand driving force—unable to deal with strong
evidence that bank stress caused a huge squeeze on households
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Employment decomposition
Figure 11: Counterfactual Employment Response

2008 2009 2010 2011 2012
−4.5

−4

−3.5

−3

−2.5

−2

−1.5

−1

−0.5

0

0.5
P

er
ce

nt

 

 
Data
Productivity / Markup
Discount / Interest rate
Leisure

Note: Figure shows the cumulative response of Employment when we feed the VAR with the
sequence of shocks between 2008 and 2012; one at a time.
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Price decompositionFigure 12: Counterfactual Price Response
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Note: Figure shows the cumulative response of Prices when we feed the VAR with the sequence
of shocks between 2008 and 2012; one at a time.
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Wage decomposition
Figure 13: Counterfactual Wage Response
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Note: Figure shows the cumulative response of Wages when we feed the VAR with the sequence
of shocks between 2008 and 2012; one at a time.
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Evaluation

No basis for the claim that the aggregate price-unemployment
slope is different from the state level one

Effective critique of sticky wages as an explanation of low
aggregate wage-unemployment slope

The mysterious productivity/markup driving forces needs a lot
more attention, as it is the key to the explanation of the
collapse of employment and lack of wage declines

Unemployment schizophrenia—it’s a key indicator of
labor-market conditions, but does not appear in the model
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