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Are Nominal
Wage Changes
Skewed Away
From Wage
Cuts?
Kenneth J. McLaughlin

Real-wage cuts are much more common
than nominal wage cuts.  Why?  By
definition, real cuts must be more com-

mon if inflation is positive.  Yet there might
be more to it.  Perhaps workers suffer from
money illusion.  Maybe managers cannot
cut pay in nominal terms, but they can cut
real wages.  As a result, a low-inflation
economy might be a high unemployment
economy.  And moderate inflation might
“grease the wheels” of the labor market.

These issues are being addressed in 
a burgeoning body of literature on wage
changes in panel data (McLaughlin 1994;
Lebow, Stockton, and Wascher 1995; Craig
1995; Akerlof, Dickens, and Perry 1996;
Card and Hyslop 1997; Kahn 1997; Altonji
and Devereux 1997; Crawford and Harrison
1997; and Christofides and Stengos 1998).
To detect the existence of downward rigidity
of nominal wages, this literature identifies
properties of the distribution of wage changes:

• The frequency of wage cuts

• A spike or mass-point of observa-
tions with no change in pay

• Skewness

• Thinning of the distribution 
below zero

• Holes in the distribution 
around zero

Correlations of these properties with infla-
tion also help to identify skewness away
from nominal wage cuts.

Although these papers have much 
in common, the specific techniques, data
sets, and even conclusions vary.  With a
series of simple calculations on a single data
set, I intend to integrate the main results
from this new and exciting area of research
to shed light on an important question for
macroeconomic policy and economic theo-
ry:  Are nominal wage changes skewed away
from wage cuts?  In particular, does down-
ward nominal rigidity censor some would-
be wage cuts, transforming some wage
changes that would be negative into zero-
wage changes?  To answer this question, I
document key properties of the distribution
of wage changes in panel data.  I show that
tests based on the familiar skewness coeffi-
cient are particularly weak in the presence 
of fat-tailed distributions, such as the distri-
bution of wage changes, so I introduce 
symmetrically differenced histograms, a
convenient way to detect asymmetries
visually.  I also apply mean-median differ-
ences and sign tests of symmetry to the
wage change data.

Evidence of skewness of wage changes
is decisive; however, establishing that wage
changes are skewed away from wage cuts
requires more than evidence of skewness 
of wage changes.  Is downward nominal
rigidity the source of the skewness of wage
changes, or is the distribution of wage
changes more generally skewed?  To sort
this out, I calculate measures of thinning, a
reduction in the frequency of wage change
observations below zero (Lebow, Stockton,
and Wascher 1995; Card and Hyslop 1997;
and Kahn 1997); the calculations do point
to the thinning of wage cuts.

A complete explanation also must
account for two other features of wage
change distributions.  First, by focusing 
on wage changes close to the median, I
show that wage changes are skewed right
over a range that has nothing to do with
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1 Card and Hyslop (1997, pp. 75-
76) conjecture that I failed 
to detect nominally induced
asymmetries because I pooled
annual distributions of real-wage
changes.  But pooling the distrib-
utions had no bearing on my
conclusions.  I reported the spike
at zero and positive skewness; 
I also found that wage changes
vary closely with inflation, skew-
ness does not vary with inflation,
and wage changes of nonunion
and nonminimum-wage workers
are symmetric (McLaughlin
1994).  These findings led me
to conclude that there was little
evidence of downward nominal
wage rigidity.

downward nominal rigidity at zero.  This
violates the mirror-image assumption of one
thinning estimator; consequently, Lebow,
Stockton, and Wascher; and Card and Hyslop
overestimate the thinning of nominal wage
cuts.  Second, I show that skewness of wage
changes is basically unrelated to inflation;
that is, higher inflation does not reduce
the impact of any nominal wage rigidity.

I begin by introducing the issues and
methods in the context of the literature.

ONE LITERATURE, 
TWO QUESTIONS

One can go a long way toward recon-
ciling disparate conclusions in the literature
by drawing a single distinction.  That is,
one must distinguish between the level or
frequency of nominal wage cuts and the
sensitivity of nominal cuts to downward
rigidities.  There is a distinct possibility
that nominal wage cuts are common and
wage changes are skewed away from wage
cuts.  The first property of nominal wage
changes answers the question, “How com-
mon are wage cuts in nominal terms?”
The second property answers a comple-
mentary but distinct question:  Is there 
evidence of downward rigidity reducing
the frequency of nominal wage cuts?  One
could conclude that nominal wage cuts 
are common and that they would be more
common if nominal wages were not 
downwardly rigid.

Wage Cuts Are Common, 
But Are They Common Enough?

In McLaughlin (1994), I documented
that real-wage cuts are frequent and nominal
wage cuts are not rare.  Using survey-week
data from the Panel Study of Income
Dynamics (PSID), I found that 43 percent
of workers who do not change employers
(i.e., stayers) suffer real cuts in straight-time
pay (hourly wage or salary) on the main
job.  For about 17 percent of the sample,
the wage cuts are nominal.  The subsequent
literature focuses on nominal wage changes.
Research by Lebow, Stockton, and Wascher
(1995) using the PSID; Craig (1995) using

intrayear data from the Survey of Income
and Program Participation (SIPP); Card 
and Hyslop (1997) using the PSID and
matched samples from the Current Population
Survey (CPS); and Kahn (1997) using 
the PSID confirms my findings of surpris-
ingly frequent reported wage cuts even 
for stayers.

Regarding the complementary question
of downward rigidity, my analysis was lim-
ited to computing (a) the size of the spike
at no change in pay and (b) skewness coeffi-
cients.  I found that an additional 7 percent
of the stayers report no change in pay from
year to year, and that the distribution of
wage changes was skewed to the right, away
from wage cuts (McLaughlin 1994).1

Lebow, Stockton, and Wascher; Card and
Hyslop; and Kahn also document the spike,
although Card and Hyslop (1997, note 13)
find a substantially larger spike by analyz-
ing hourly workers.  Some of the spike at
zero could be due to variation in interview
dates in the PSID.  Lebow, Stockton, and
Wascher estimate that 1 percentage point
of an 8-percentage-point spike is attribut-
able to interviews occurring within a year.
They also estimate that an additional 3
percentage points are due to rounding of
wage reports.  Card and Hyslop (1997, 
p. 83), on their CPS sample of hourly
workers, also estimate that about half of
the spike is attributable to rounding errors.

This literature takes a variety of
approaches to estimating skewness of wage
changes.  Using the skewness coefficient, I
found that the overall distribution of wage
changes is skewed to the right; however, I
also reported that the distributions of wage
changes of nonunion workers, nonmini-
mum-wage workers, and salaried workers
are dead-on symmetric (McLaughlin 1994,
Table 2).  Similarly, Lebow, Stockton, and
Wascher report small positive skewness
coefficients for all stayers, and sizable posi-
tive skewness coefficients for hourly work-
ers.  (See also Crawford and Harrison (1997)
and Christofides and Stengos (1998) for
skewness estimates of wage changes in
Canadian union contract data.)

The subsequent literature focuses on
the complementary question by estimating
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whether nominal wage cuts are too rare;
that is, whether the left side of the distribu-
tion is too thin below zero (Lebow, Stockton,
and Wascher 1995; Card and Hyslop 1997;
Kahn 1997).  Lebow, Stockton, and
Wascher’s measure of skewness subtracts
the proportion of observations below zero
from the proportion above twice the median.
Since zero and twice the median are the
same distance from the median, this thin-
ness measure would be zero for symmetric
distributions and positive for right-skewed
distributions.  Their skewness measure is
6.8, so the left tail below zero is about 7
percentage points thinner than its mirror
image on the right side of the distribution.
Card and Hyslop also assume that the right
tail would be the mirror image of the left
in the absence of nominal rigidity.  For
each year, they provide kernel estimates
(basically smoothing) of the actual and
counterfactual histograms and find a range
of thinning from 6 to 14 percentage points,
depending on the year.  These are in line
with Lebow, Stockton, and Wascher’s esti-
mate of 10-percentage-point thinning for
hourly workers.

By using year-to-year variation in the
position of the wage change distribution,
Kahn (1997) estimates the extent of nominal
rigidities without imposing the mirror-
image assumption.  One checks whether
bars of the wage-change histogram tend 
to be shorter in years when those bars lie
below zero.  For instance, is the third bar
below the median shorter in those years
when it lies below zero?  Kahn’s regression
estimates, which weight the effects across
bars, imply that 9 percent of hourly workers’
would-be wage cuts are censored at zero.
The only evidence of downward rigidity
for salaried workers is early in her sample
period (before 1982), but this evidence
appears to be dominated by more frequent
than expected nominal cuts after 1982.

With the two questions distinguished,
the papers in this literature share much in
common.  Nominal wage cuts are not rare,
but there is evidence of a spike at zero,
positive or right skew of distribution, and
thinning of the distribution below zero.
The evidence is much weaker, however, for

salaried workers and nonunion workers.
Another common feature is that about
three-quarters of would-be wage cuts actu-
ally occur.  Removing downward nominal
rigidity would increase the frequency of
reported wage cuts of stayers from the
observed 17 percent to 22 percent (using
Kahn’s estimates of thinning) or from 18
percent up to 24 percent (using Lebow,
Stockton, and Wascher’s estimates of thin-
ning).  Even in the CPS sample of hourly
wage workers, about three-quarters of the
predicted wage cuts appear in the data
(Card and Hyslop 1997).

If nominal wages are downwardly rigid,
then there should be less skewness and thin-
ning in high inflation periods.  The evidence
on this important point is mixed.  I found that
the skewness coefficient is positively corre-
lated with anticipated and unanticipated
inflation, which is not consistent with infla-
tion relaxing the impact of nominal wage
rigidity (McLaughlin 1994, note 12).  Lebow,
Stockton, and Wascher’s (1995) thinness
measure is not significantly correlated with
inflation on their sample of all stayers, although
the correlation is negative for hourly work-
ers.  On the CPS sample of hourly workers,
Card and Hyslop (1997) find less thinning in
high inflation periods.  Hence any evidence
of inflation reducing the impact of nominal
wage rigidity is limited to hourly workers.

But Are Wage Cuts Common?
Perhaps survey reports of wages are

riddled with error and the appearance of
nominal wage cuts is illusory.  The wage
variables in these surveys refer to straight-
time pay on the main job during the survey
week or the most recent pay period; wages
are not generated by dividing annual earn-
ings last year by annual hours worked.
Indeed, for the SIPP data on hourly workers,
a respondent is asked what the hourly wage
rate was on his last pay stub (Craig 1995).
But the role of measurement error in inflat-
ing reported wage cuts deserves scrutiny.

To identify the frequency of true wage
cuts, I estimated the variance of the mea-
surement error component and applied a
mean-preserving compression to correct
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2 Akerlof, Dickens, and Perry
(1996, note 10) criticize my
use of a mean-preserving com-
pression to correct the distribu-
tion of wage changes.  Their
criticism builds from the
assumption that the true distrib-
ution of wage changes is asym-
metric.  Wage changes are not
severely skewed, however, and
Akerlof, Dickens, and Perry do
not assess how sensitive my
corrections are to mild asymme-
tries.  In addition, one can redo
my calculations on symmetric
subsamples without affecting
any of my conclusions
(McLaughlin 1999).

3 This point was driven home
recently when a colleague of
mine reported that his salary
for the new academic year had
dropped 25 percent.  The union
pay scale governing his employ-
ment has not changed in years,
but he had completed his term
as acting dean.

the distribution of wage changes (McLaughlin
1994).  I took three very different tacks to
estimate the error variance:

• First, I drew reliability measures 
of wage change variables from 
validation studies (Bound and 
Krueger 1991; Bound, Brown, 
Duncan, and Rodgers 1994).

• Second, I used the frequency of 
reported nominal wage cuts of 
minimum-wage workers, which
were assumed to be due to mea-
surement error.

• Third, I associated measurement 
error with the stationary component 
of wage change residuals, and the 
random walk component of wages 
was classified as true variation.

The three methods pointed to a single
conclusion.  Although significant measure-
ment error is present in wage changes,
wage cuts remain fairly common in the
corrected distributions.2 In particular, my
most conservative measurement error cor-
rection reduced the frequency of nominal
wage cuts from 17 percent to 12 percent.

Suspicious that measurement error is 
the source of reported nominal wage cuts,
Akerlof, Dickens, and Perry (1996) asked
respondents in a Washington, D.C., telephone
survey whether they had experienced wage
cuts during the previous year.  That is, rather
than differencing wage responses across
years, Akerlof, Dickens, and Perry asked a
single qualitative question directly.  About 
3 percent of the stayers reported cuts in base
pay.  Akerlof, Dickens, and Perry conclude
that the frequency of wage cuts in panel data
is an artifact of measurement error.  It is well
known, however, that survey respondents
under report embarrassing personal informa-
tion, so this survey instrument probably
undercounts wage cuts.

In a comment on Card and Hyslop
(1997), Shea (1997) assesses the reliability
of wage reports of union workers in the
PSID.  Shea matches union workers in 
the PSID to union wage settlements by

industry, occupation, location, and year.
Since very few of the reported wage cuts
align with union wage concessions, Shea
concludes that most nominal wage cuts in
the PSID are attributable to measurement
error.  A problem with Shea’s method is that
wages of union workers change without
corresponding changes in union pay scales.
Union wages are typically assigned to jobs,
and workers regularly move from job to job
in some union firms.  This was the case in
the large manufacturing firm used in the
PSID’s Validation Study; indeed, workers 
in the validation study had great difficulty
reporting hourly wages because they
changed job assignments week-to-week and
even day-to-day (Bound, Brown, Duncan,
and Rodgers 1994).3

Altonji and Devereux (1997) provide
maximum-likelihood estimates of an
empirical model of wage rigidity and mea-
surement error.  They exploit cross-sec-
tional variation in the position of the wage
change distribution to estimate thinning.
That is, Altonji and Devereux replace
Kahn’s (1997) time-series variation with
cross-sectional variation in the distribution’s
position, and they add a distributional
assumption in the process.  In addition,
Altonji and Devereux simultaneously 
estimate the variance of the measurement
component.  For their model to account
for the spike at zero nominal wage growth,
small wage cuts must be censored.  Hence,
the presence of small wage cuts in the data
must (in their model) be attributed to
measurement error.  Altonji and Devereux
conclude that about 80 percent of observed
wage cuts are an artifact of measurement
error; however, this would overstate the
extent of measurement error if some small
wage cuts were genuine.

The extent of measurement error 
is important for assessing the frequency 
of nominal wage cuts but not for the 
complementary question posed in this
paper:  Is there evidence of downward 
rigidity reducing the frequency of nominal
wage cuts?  Adding a symmetric measure-
ment-error component would not bias 
any of the skewness tests or thinning 
measures.
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WAGE CHANGES IN THE PSID
To determine whether wage changes

are skewed away from wage cuts, I use
data from the PSID, which has followed
thousands of households since 1968.  The
PSID includes annual observations covering
survey week pay with the main employer.
My measure of wages is the respondent’s
report of his survey week pay on his main
job.  For hourly workers, I use the straight-
time hourly wage rate.  For salaried workers;
I do not convert salaries into hourly wage
rates; hours-induced wage variability
might mask salary rigidity.  This is particu-
larly important in light of the errors in
reported hours of work (Bound, Brown,
Duncan, and Rodgers 1994).  Wage
changes are the annual differences of 
log wages times 100.

My data set combines the PSID’s 1992
cross-year individual file with 22 annual
family files.  Because downward wage
rigidities are not expected to be important
for workers who change employers, the
sample is limited to household heads
(since 1971) and spouses (since 1979)
who stayed with their employers since the
previous year (i.e., stayers).  To be included
in the sample, a worker must also report
his wage in adjacent years.4 In the resulting
sample, 5,887 persons contribute 34,633
person-year observations on wage changes
—an average of nearly six wage-change
observations per person.

Do Wage Changes Reflect 
Money Illusion?

The bigger issue is money illusion.
Downward wage rigidities associated with
infrequent wage cuts would constitute
money illusion, but placing the issue in a
wider context is essential.  The broader
question is:  How do nominal wages move
with the price level?  Or equivalently:  How
does the rate-of-change of nominal wages
vary with the inflation rate?  Perhaps some
nominal wage cuts are censored at zero, but
the overall distribution of wage changes
could be tightly linked to inflation.

This is the case in longitudinal data
from the PSID.  For each annual sample 

of stayers, I compute the average rate-of-
change of nominal wage over the previous
year.  Table 1 contains the results of
regressing this annual wage change variable
(in percentage terms) on the rate of infla-
tion, based on the GDP Deflator.  Consistent
with my earlier findings (McLaughlin
1994, p. 403), nominal wages move closely
with the price level.  The estimated effect
is .84, which is 1.6 standard deviations
from one, so the hypothesis that nominal
wages and prices move one for one is 
not rejected.  The test is not decisive, 
so a suspicion of incomplete indexing 
of wages to prices might remain.

However, suspicion of incomplete
indexing or money illusion vanishes if the
inflation rate is partitioned into anticipated
and unanticipated components.  To reach
this conclusion, I use time-series methods
to generate one-step-ahead forecasts of
inflation (i.e., anticipated inflation) and
forecast errors (i.e., unanticipated infla-
tion).  Like Pearce (1979), and Fama and
Gibbons (1984), I find that the inflation
rate is the sum of a random-walk compo-
nent and a stationary component; in par-

4 Also excluded are top-coded
observations, which were com-
mon during the mid-1970s.  See
McLaughlin (1999) for details of
the sample exclusions.

Nominal Wage Changes and Inflation
Panel Study of Income Dynamics, 1971-92

Inflation Process
Variable ARIMA (0,1,1) AR(3) ARIMA (0,1,1)

Intercept 3.309 3.063 2.847
(.602) (.589) (.645)

Inflation .840
(.103)

Anticipated Inflation .880 .928 .918
0(.101) 0(.113) 0(.049)

Unanticipated Inflation .584 .592 .717
0(.176) 0(.183) 0(.100)

R 2 .777 .810 .805 .018
No. of Observations 21 21 21 34,633
Unit of Observations Annual Avg. Annual Avg. Annual Avg. Individual b

Table 1

a Least-squares regressions with standard errors in parentheses.  Nominal wage changes are for
stayers in the PSID; inflation is based on the GDP Deflator. All variables are computed as annual
differences of logs.

b Additional regressors include years of age and education, as well as indicators of sex, race, mar-
riage, disability, occupation, industry, and union status, and change in union status; an intercept
is also included.
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5 The result also is confirmed in
aggregate data (e.g., Startz,
this issue).  The principal
advantage of using panel data
is in controlling for sample 
composition; in addition, 
using panel data at the 
individual level allows for 
additional regressors.

6 Ahmad and Li (1997) have 
proposed a formal test of 
symmetry that is closely related 
to symmetrically differenced his-
tograms, and their test has been
applied to Canadian wage-change
data by Christofides and Stengos
(1998).  The test amounts to
summing the squares of the val-
ues of the symmetrically differ-
enced histogram.  Ahmad and Li
prove that the kernel-based test
statistic is asymptotically normal.

ticular, the first difference of the inflation
rate follows a first-order moving-average
process (i.e., MA(1)), so the inflation rate
is an integrated first-order moving-average
(i.e., ARIMA(0,1,1)) process.  (Details are
available on request.)

Table 1 displays the results of regressing
nominal wage changes on anticipated and
unanticipated inflation rates.  Nominal wage
changes move one-for-one with anticipated
inflation, and there is a strong (but weak-
er) positive relationship between nominal
wage changes and unanticipated inflation.
The results are robust to alternative specifi-
cations of the time-series process.  For instance,
in Table 1, the relationship between nomi-
nal wage changes and inflation components
is essentially unchanged if a third-order
autoregressive model is used to compute
anticipated and unanticipated inflation
rates.  So incomplete indexing of nominal
wages to prices appears to reflect that
inflation is not fully anticipated.

This result is confirmed on individual-
level data from the PSID.5 Here I regress
an individuals’ nominal wage change on
anticipated and unanticipated inflation
rates, as well as on the labor economist’s
standard set of regressors (including years
of age and education and indicators of sex,
race, occupation, industry, and union sta-
tus).  The estimated effects of the inflation
components, which are reported in Table 1,
confirm the pattern.  From the relationship
between nominal wage changes and com-
ponents of inflation, there is no evidence
of money illusion.

In terms of monetary policy, this 
suggests no role for moderate inflation in
greasing the wheels of the labor market.
Suppose, however, that one detects evi-
dence of nominal rigidity by focusing on
the nominal wage change distribution
around zero.  Such evidence of money
illusion might be treated as a problem 
to be solved by monetary policy, but
downward rigidity around zero should 
be treated as a higher-order problem.  
The wider context—that the overall 
distribution of nominal wage changes
moves one-for-one with anticipated 
inflation—must not be dropped.

Subtracting the Left Side 
from the Right Side

Visual inspection of a distribution can
sometimes reliably detect departures from
symmetry.  But visually inspecting the his-
togram, matching bars on each side of the
distribution, can be misleading if depar-
tures from symmetry are not severe.  This
is particularly important in the current
context, where stayers’ wage change his-
tograms in the PSID appear to be fairly
symmetric (McLaughlin 1994).

To aid the eye, I present symmetrically
differenced histograms.  I compute the 
histogram based on equal-sized intervals
around the median, flip the left side of 
the distribution over onto the right, and
difference the two.6 Here I subtract the
left from the right, so a positive (negative)
value indicates that the right (left) side 
of the distributions is thicker than the 
left (right) side over that particular 
interval.  Since the histogram sums to 
100 percent (with 50 percent on each 
side of the median), the symmetrically 
differenced histogram sums to zero.

For a sample drawn from a symmetric
distribution, the symmetrically differenced
histogram would be a scatter of points
along the zero line.  Alternatively, suppose
the left side of the nominal wage change
distribution was thinned below zero, with
these would-be wage cuts piling up at zero.
Such a density function is illustrated in the
upper-left panel of Figure 1, and its sym-
metrically differenced histogram in the
lower-left panel.  Since the spike at zero
lies below the median, the symmetrically
differenced histogram has a negative spike
at twice the median.  (A reference line is
drawn at the median.)  Values are zero up
to twice the median, and positive values
beyond this point reflect that the left tail 
is thinner than the right.

In addition, perhaps some small wage
increases or decreases are censored at zero.
The right two panels of Figure 1 illustrate
such a density function and its symmetri-
cally differenced histogram.  By censoring
half of the small wage changes, two positive
spikes surround the negative spike in the
lower-right panel.  So if nominal rigidities
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If the value of the histogram on the interval
is smaller when it lies below zero, there is
evidence of wage changes being skewed
away from wage cuts.

Kahn estimates econometric specifica-
tions that essentially weight all the intervals
that move above and below zero.  But her
idea can be implemented most directly by
picking a few intervals that pass zero.  My
symmetrically differenced histograms use
intervals two percentage points wide.  The
third and fourth intervals below the medi-
an (i.e., 4-6 and 6-8 percentage points
below the median) lie above zero in high
inflation years and below zero in low infla-
tion years.  For each interval, Table 3 reports
values of the histogram in years when the
interval was above and below zero.  Wage
change observations on interval 3 are 2.1
percent more common when that interval
lies above zero.  For interval 4, the difference
of the histogram values is only .4 percent.

As with any difference estimator, there is
the question of a control group.  If the sample
in low wage-growth years has lower variance
of wage changes, the tails of the distribution
would be thinner even if would-be wage cuts
were not censored at zero.  Perhaps the com-
position of the sample differs when nominal
wage changes are higher, or as Card and
Hyslop (1997, p. 86) argue, perhaps the dis-
persion of wage changes is affected by infla-
tion.7 This issue can be addressed with a
difference-in-difference estimator.  I use the
change in the corresponding interval above
the median as the control.  Difference-in-dif-
ference estimates in Table 3 are a bit larger:
2.5 on interval 3 and 1.9 on interval 4.
Overall, these histogram difference estimates
do point to a thinning of tails below nominal
zero, with a thinning of one-third to one-half
of would-be cuts near zero.

Are Censored Wage Cuts 
the Only Source of Skewness?

If thinning of the wage-change distrib-
ution below zero were the only source of
skewness, then (a) extreme tail observa-
tions would not be the main source of
skewness, and (b) wage changes close to
the median would be symmetric, since

these observations would not be affected
by any downward nominal rigidity at zero.
That is, the distribution’s right side is pre-
dicted to be heavier than its left side over
the range of wage cuts, but not over the
entire range of wage changes.  These impli-
cations can be checked directly.

First, to check whether skewness is
limited to tail observations, I exclude wage-
change observations that contribute to the
bottom and top histogram bars in Figure 2.
This eliminates 1.19 percent from the left
side and 1.44 percent from the right, so
these tail observations contribute to the
right skew.  Skewness test statistics are 
computed on the remaining wage-change
observations, which lie within 48 percentage
points of the median.  The results in Table 2
reveal that positive skewness survives trim-
ming the tails.  Extreme wage change 
observations do not account for all of 
the skewness, a result consistent with
downward nominal rigidities.

Second, based on the symmetrically
differenced histogram in the lower panel of
Figure 2, wage changes just to the left of
the median are more common than those
just to the right of the median.  This prop-
erty is typical of right-skewed distributions
such as the log-normal.  In Table 2, on the
sample of wage changes within 5 percent-
age points of the median, the test statistics
reject symmetry.8 Since this band does not
include wage cuts, the spike at zero, or
small wage increases, the source of skew-
ness of wage changes is not limited to the
censoring of would-be wage cuts and small
wage changes.  Skewness seems to be a
more general property of wage changes.

Skewness close to the median presents a
problem for the thinning estimates of Lebow,
Stockton, and Wascher (1995) and Card and
Hyslop (1997); these estimates rely on the
mirror-image assumption that the distribu-
tion of wage changes would be symmetric if
not for downward nominal rigidity.  If the
overall distribution were skewed right,
which is consistent with the evidence close
to the median, then the mirror-image
assumption would be violated, and their esti-
mates of thinning would overstate the extent
of downward nominal rigidity.

7 Composition of my sample from
the PSID does vary:  The uni-
verse of wage respondents
widened beginning in 1976,
and household spouses are
included beginning in 1979.

8 Unfortunately, properties of
symmetry test statistics can
reverse as the band around the
median narrows.  For instance,
with a log-normal distribution,
as the band around the median
becomes very narrow, the
skewness test statistics change
sign.  The ±5 percentage point
band appears to be wide
enough to avoid this problem,
but I prefer to rely on the clear
evidence in Figure 2.
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