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Figure 12. Response of Employment and Adjusted Wages to an Employment Shock 
Effect of shock (percent) 
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Source: Authors' calculations using data described in the appendix. The shock is a - I percent shock to 
employment. Bands of one standard error are shown around each line. 

years, thus implying an elasticity of relative wages to relative unemploy- 
ment of approximately unity.44 

While the manufacturing wage is the only wage series available con- 
sistently for the last 40 years, there are reasons to think that it may be a 
mediocre proxy for movements in overall wages in a state. Thus we have 
constructed another wage series for the period 1979-89, by using CPS 
data to construct a wage for each state and each year controlling for a 
number of industry and workers characteristics. (The details of con- 
struction appear in the appendix.) Figure 12 gives the dynamic re- 
sponses of employment when we use that wage instead of the manufac- 
turing wage, doing panel data estimation allowing for state effects. In 
this case, the time dimension is short so that even when we use only two 
lags on each variable, we have only six degrees of freedom for each 
state. Thus while the pooling of all states gives us substantial informa- 
tion at short horizons, our estimated responses are unlikely to be accu- 

44. These findings are consistent with the general wisdom from past research. For a 
survey of earlier research and extensions, see Bartik (1991). 


