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Starting with its early twentieth century origins, the development of  Labor Economics 
is traced to the present. We describe an intellectual revolution in which an earlier tra- 
dition that focused primarily on the institution of  the labor union has been replaced 
by a perspective that emphasizes the various roles played by labor markets in an eco- 
nomic system. That earlier tradition contained very significant ideological elements, 
whereas its successor deals much more with the world of  ideas. In the course of  the 
debate, which still continues, ideas triumphed over ideology and created modern Labor 
Economics. 

I. Introduction 

When and where did Labor Economics, as it has existed during the twentieth century, 
come into existence? More importantly, where did the very expression "Labor Eco- 
nomics" originate? While there may be no precise and definitive answers to these ques- 
tions, it does seem clear that academic interest in the separate subject, Labor Economics, 
existed very early in the century. In a fascinating quasi-survey, quasi-review, article 
written in 1926 by Professor Paul Brissenden of Columbia University, a brief biblio- 
graphic history of Labor Economics textbooks is provided. Parallelling Brissenden, 
both in time and subject matter, are a 1926 article by Sumner Slichter and a 1927 piece 
by Charles E. Persons. 

One of the striking aspects of the bibliographic references presented by Bris- 
senden, Persons, and Slichter is the frequent use of the term "problem(s)" in the title 
of the books referenced. For example, Brissenden assigns temporal priority as a text- 
book to Adams and Sumner's 1905 book, Labor Problems. Other textbooks with sim- 
ilar titles are F. T. Carlton, History and Problems of  Organized Labor (1911, 1920); 
G. S. Watkins, Introduction to the Study of  Labor Problems (1923); Willard E. Atkins 
and Harold D. Lasswell, Labor Attitudes and Problems, and Warren B. Catlin, The 
Labor Problem in the United States and Great Britain (1926). Also worth noting are 
two significant books of readings, John R. Commons, Trade Unionism and Labor Prob- 
lems (1905, 1921) and Edgar J. Furniss and Lawrence R. Guild, Labor Problems (1925). 

Why the rather widespread notion of labor problems? The answer to that ques- 
tion can be found in large part in the history of nineteenth century economic thought. 
Central to many of the ideas of that era are matters that are quite naturally part and par- 
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cel of what may be broadly viewed as labor economics. The role of labor as an input 
in the productive process, notions of the division of labor, the role of wages in the dis- 
tribution of income, and, most important, the concept of the labor theory of value are 
examples. That latter notion plays a critical role in promoting the idea that there is a 
labor problem. From Adam Smith through to Karl Marx, economic thought is domi- 
nated by the labor theory of value. Marx was responsible for taking that concept to 
the ultimate in arguing that if labor is the source of value, factor returns other than 
wages represent an exploitation of workers. That is the source of the labor problem. 

Even before Marx, though, among the classical economists, there are strong over- 
tones of the existence of a labor problem. In particular, the subsistence theory of wages, 
John Stuart Mill's wages-fund doctrine, and Malthus's theory of population suggest a 
wage problem. This is documented in Mill's Principles of Political Economy (origi- 
nally published in 1848), in which Chapters XII and XII of Book II (pp. 442-70) are 
titled, "Popular Remedies for Low Wages," and "The Remedies for Low Wages Fur- 
ther Considered." The tone of these chapters is suggested by the opening two sentences 
of Chapter XIII (p. 457): "By what means, then, is poverty to be contended against? 
How is the evil of low wages to be remedied?" 

Mill's choice of the word evil is suggestive, implying the social undesirability of 
the institutional arrangements that determine wage rates in a market economy. Within 
his perception of the world, as within Marx's, the link between wage rates and the 
production process is non-existent. Specifically, in Chapter 1, Book II, of his Princi- 
ples, he denies any connection, arguing (pp. 257-58), "The laws and conditions of the 
production of wealth partake of the character of physical truths . . . .  It is not so with 
the Distribution of Wealth. That is a matter of human institutions solely. The things 
once there, mankind, individually or collectively, can do with them as they like." 

What this view involves is the use of normative, not objective, criteria in deter- 
mining wage rates and the distribution of income. It also lends credence to the insti- 
tution that became central to the labor economics that emerged in the early twentieth 
century - -  the organization of workers known as a labor union. In a world in which 
expressions such as "the evil of low wages" are found in major works of economics 
and there is uncertainty about the nature of the forces that determine the distribution 
of income, the "wage problem" and labor unions are a natural coupling, with unions 
being perceived as the solution to the problem. 

On another front, however, things were somewhat different. In the latter half of 
the nineteenth century, the "marginal" or "final" utility notion became increasingly 
popular (Dupuit, 1844; Gossen, 1853; Jevons, 1871 ; Menger, 1871 ; Clark, 1899). Ulti- 
mately, this led to a supplanting of the labor theory of value. More important, for our 
purposes, the marginal revolution carried over into the realm of income distribution. 
What it added was something that had been missing, an actual theory of income dis- 
tribution that could be integrated into the theories of value and production. In the world 
of marginalism, wage determination now had a theoretical basis, the marginal pro- 
ductivity concept. As articulated by John Bates Clark (1899), it resolved the dilemma 
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posed by Marx by arguing that competition in the market for labor would tend to equate 
wage rates with the marginal productivity of labor. But, in the process, this addition 
to formal economic theory established a zone of conflict between the economic theo- 
rists and the scholars interested in "labor problems," i.e., the proto-labor economists 
circa 1900-1920. 

Evidence of the nature of this conflict is provided in Persons's (1926) review 
article which discusses some dozen volumes dealing with the subject of labor. Among 
them is Nora Milnes's, The Economics of Wages and Labour (1926). Milnes states (p. 
105) that a "real understanding of the marginal discount [marginal productivity] the- 
ory should go far to dispel the feeling of unfairness so general among the workers." 
Persons's reaction to the Milnes book is to label it as an apologia for capitalism, com- 
menting (p. 490) that the advance of labor unions "has been much hampered by an eco- 
nomic apologetic of the sort which this book seems to typify." An interesting aspect 
of the introduction of marginalism is the work of Paul Douglas, a labor economist with 
an interest in the real wage rates of workers (1926, 1930). Following the line of thought 
postulated by the marginalists, he developed a specification of a production function 
(Cobb and Douglas, 1928; Douglas and Bronfenbrenner, 1939) in order to facilitate 
the comparing of observed real wage rates with the marginal product of the labor input 
into the production process. This would become a staple element of future labor studies. 

This takes our story of the development of Labor Economics to the eve of the 
Great Depression of the 1930s. To summarize, Labor Economics at this point rather 
naturally evolved from the dominant economic theory of the bulk of the nineteenth cen- 
tury, the Classical framework. However, the marginalist revolt against these notions 
produced a body of economic thinking that was not nearly as congenial to the ideas 
of the majority of academic labor economists. An exemplar of this group would be 
Solomon Blum, whose book, Labor Economics, was published in 1925. It is the pri- 
mary focus of the Brissenden (1926) article, and Brissenden cites (p. 449) a personal 
observation that Blum made to him in the form of a "wish that there might be some 
way in which a college professor could do 'something for the labor movement. '"  

II. The Great Depression Years 

Two unique events of the Great Depression years had a substantial effect on the labor 
economics of the time. On the one hand, there was the total formalization of the coop- 
erative relationship between the federal government and the labor movement. This was 
an extension of developments that began earlier in the century. During Woodrow Wil- 
son's administration, various legislative acts (such as the Clayton Act of 1914 and the 
Adamson Act of 1916) courted union political support, and unions were incorporated 
into a number of tripartite (labor, management, and government) boards and panels as 
the representative of workers (Bloom and Northrup, 1965). A prominent example is 
the National War Labor Board of World War I. There followed, in 1926, the enact- 
ment of the Railway Labor Act, which provided formal status in collective bargaining 
negotiations for the railway labor unions. 
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These are forerunners of the burst of pro-labor union legislation that marked the 
1930s - -  the Norris-LaGuardia anti-injunction law (1932), the Davis-Bacon prevail- 
ing wage bill (1931), the National Industrial Recovery Act (particularly section 7a) of 
1933, and the National Labor Relations (Wagner) Act of 1935. By 1937, when the U.S. 
Supreme Court began to validate these legislative departures, the institution of the labor 
union had received the full imprimatur of the federal government. Consequently, the 
study of unions took center stage in the academic discipline known as Labor Eco- 
nomics. In the process, the work of John R. Commons et al. (1926-1935), on the his- 
tory of unionism acquired classic status, as did the writing of Sidney and Beatrice Webb 
(1920), G. D. H. Cole (1938), Robert Hoxie (1917), Frank Tannenbaum (1922), and 
Selig Perlman (1922). Thus, an imposing intellectual infrastructure was created for 
inquiring into the nature, character, and operations of labor unions. 

This infrastructure bore the imprint of off-shoots from the mainstream of eco- 
nomic thought, viz., fabianism (the Webbs and Cole) and institutionalism (in particu- 
lar, Commons). Perhaps, then, the Labor Economics of this time was something of 
a stepchild, more "labor" than "economics." However, a second major development 
of the 1930s operated to keep Labor Economics somewhat mainstream: the advent of 
Keynesianism. 

III. John Maynard Keynes As Labor Economist 

When writing the General Theory of Employment, Interest, and Money, John Maynard 
Keynes often donned the cap of labor economist. Early on in the book, he advocates 
an approach to national income accounting that emphasizes labor market magnitudes. 
On page 3 of the General Theory, he suggests using the average money wage rate in 
the economy as a numeraire for income accounting purposes. What this reflects is his 
conviction that money wage rates in the economy are relatively rigid in a downward 
direction. Even more dramatic is Keynes's venture into the realm of empirical labor eco- 
nomics on page 10 of the General Theory, where he makes the remarkable statement: 

in the case of changes in the general level of wages, it will be found, I think, that the 
change in real wages associated with a change in money wages, so far from being 
usually in the same direction, is almost always in the opposite direction. When money 
wages are rising, that is to say, it will be found that real wages are falling, and when 
money wages are falling real wages are rising. 

Since Keynes accepted the classical proposition that real wage rates and employ- 
ment are negatively related, this notion implies ideas about wages and employment that 
were politically popular in the 1930s and motivated much labor legislation. For exam- 
ple, Herbert Hoover was an advocate of keeping money wage rates high in order to 
stimulate economic activity (Rothbard, 1963; Vedder and Gallaway, 1997). Also, the 
Policy and Findings section of the National Labor Relations Act (1935) states that 
unequal bargaining power in nonunion situations "tends to aggravate recurrent busi- 
ness depressions by depressing wage rates and the purchasing power of wage earners 
in industry." 
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The rationale underlying Keynes's argument is as follows: 

This is because, in the short period, falling money wages and rising real wages are 
each, for independent reasons, likely to accompany decreasing employment; labor 
being readier to accept wage cuts when employment is falling off, yet real wages 
inevitably rising in the same set of circumstances on account of the increasing mar- 
ginal return to a given capital equipment when output is diminished (p. 10). 

Keynes's speculations triggered one of  the more interesting debates in the his- 
tory of labor economics in the major English academic journal of  the era, the Economic 
Journal, which was edited by Keynes. An American economist, John Dunlop (1938), 
examined the British data, and a British economist, Lorie Tarshis (1939), did the same 
for the American information. Both of  them found relationships that contradicted 
Keynes. The Tarshis article is simple and direct. He calculates the simple correlation 
between changes in money and real wage rates in the U.S. for a 75-month period begin- 
ning with January, 1932, and ending with March, 1938. The results? Positive correla- 
tions ranging between 0.86 and 0.96, contra Keynes. Dunlop focuses on wage data 
provided by a number of  sources, including George H. Wood (1909) and Arthur L. 
Bowley (1900). r Basically, his findings are similar to those of  Tarshis. As Keynes ( 1939, 
p. 34) himself summarizes their work: 

Mr. Dunlop's investigations into the British statistics appear to show that, when money 
wages are rising, real wages have usually risen also; whilst when money wages are 
falling, real wages are no more likely to rise than fall. And Mr. Tarshis has reached 
broadly similar results in respect of recent years in the United States. 

Having said that, Keynes then engages in some remarkable obfuscations. For 
example, he complains (p. 42) that, "The great majority of  Mr. Tarshis's observations 
relate to changes of  less than 1.5 percent," ignoring the fact, reported by Tarshis, that 
eliminating very small changes strengthens his results. Even worse, he interprets a post- 
script to the Tarshis effort which points out that the simple correlation between real 
wages and man-hours worked (employment) ranges from -0.48 to -0.64, both statis- 
tically significant, as follows (p. 42): 

whilst real wages tend to move in the same direction as money wages, they move in 
the opposite direction, though only slightly, to the level of output as measured by 
man-hours of employment; from which it appears that Mr, Tarshis's final result is in 
conformity with my original assumption . . . .  It seems possible, therefore,.. ,  that I 
may not, after all, have been seriously wrong. 

To cap off his performance, Keynes (p. 50) sums up by saying, "I am comforted 
by the fact that their [Dunlop, Tarshis, and Michael Kalecki (1938)] conclusions tend 
to confirm the idea that the causes of  the short-period fluctuation are to be found in 
changes in the demand for labor and not in changes in its real supply price." 

Keynes had support from other figures within the economics professions. Of  par- 
ticular note are Roy Harrod (1937) and James Meade (1936) who concurred in his 
notions. Further down the road, perhaps the most  strained example of  support for 
Keynes was to come from a young Lawrence Klein, who, in his 1947 book, The Key- 
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nesian Revolution, dealt directly with the Keynes-Dunlop-Tarshis contretemps. He con- 
fronts the issue with a remark that perhaps, "Keynes was backing the wrong horse" 
(1947, p. 107) However, he then allays his concerns by adding, "Our main concern 
is not with the empirical problem but with the theoretical relation of wage rates to 
unemployment." 

The Keynesian ruminations about the link between money and real wages con- 
tributed substantially to a macroeconomic paradigm which would dominate econom- 
ics for nearly a half century. It held that movements in money wage rates didn't matter; 
that they largely were exogenously given by the institutional framework of the econ- 
omy. That institutional framework is described by the strain of industrial relations 
type thought that was favorably disposed toward labor unions and now dominated Labor 
Economics. 2 As part of the "high-wage model," its paradigms were now philosophi- 
cally consistent with and reinforced by the mainstream economics that soon bore the 
appellation, "The New Economics." 

IV. The State of Labor Economics: World War H 

An interesting glimpse into the nature of Labor Economics as the Great Depression 
wound down and World War II occurred is provided by the three volume Economics 
of Labor project produced by Harry Millis of the University of Chicago and Royal 
Montgomery of Cornell University. The first two volumes, Labor's Progress and Some 
Basic Labor Problems and Labor's Risks and Social Insurance, were published in ! 938 
and the third, Organized Labor, in 1945. All told, the three volumes provide nearly 
2,000 pages of material, including 930 in Organized Labor, which deals entirely with 
the phenomenon of the labor union. Roughly speaking, half the contents of the full 
series deal with industrial relations topics, a quarter with social insurance, and another 
quarter with labor markets. In a sense, the Millis and Montgomery effort established 
the form for the majority of post-World War II Labor Economics textbooks, a pre- 
ponderance of material dealing with industrial relations and social insurance combined 
with a sprinkling of discussion of the operation of labor markets. 

The heavy emphasis on industrial relations is reflected in the involvement of uni- 
versities in "labor education." In 1945, the New York State School of Industrial Rela- 
tions began its operations at Cornell University. This would not be a unique incident. 
By 1946, Caroline Ware was able to report the results of a survey of "labor education" 
programs at a number of universities. She classifies such programs in terms of their 
aims, "i.e., to advance theoretical knowledge and understanding in administrative tech- 
niques within unions, (e.g., Harvard, University of Chicago); to improve the process 
of collective bargaining and negotiation, (e.g., Rockhurst, St. Joseph's); to improve the 
effectiveness of labor unions and their members (Wisconsin, Rhode Island State Col- 
lege, University of Michigan)" (Ware, 1946, p. 130). Note the emphasis on unions and 
collective bargaining. Clearly, at this juncture, several universities appear to be attempt- 
ing to fulfill Solomon Blum's wish to do "something for the labor movement." 
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In the same spirit, the very first article published in Cornell 's  new journal, the 
Industrial and Labor Relations Review, October, 1947, is a paper that Edwin Witte read 
at the University Labor Education Conference, held in Washington, DC, on May 28, 
1947. It is titled, "The University and Labor Education." Witte's views, as expressed 
in this article, can be summarized as follows: 

A complete labor education program for a university worthy of the name includes 
research, resident instruction, and workers' education and other forms of adult educa- 
tion . . . .  It can be soundly developed only through co-operation between the universi- 
ties and organized labor with guidance afforded by such an agency as the United States 
Department of Labor. Unless that Department is enabled to adequately provide that 
guidance, the development of workers' education will be seriously retarded (p. 17). 

Witte's call for a tripartite (university, organized labor, and government) approach 
to labor education is symptomatic of  the times. The industrial relations approach to 
Labor Economics is in the ascendancy. 

V. The Lester-Machlup-Stigler Controversy 

At just this time, a representative of the industrial relations view of Labor Economics,  
Professor Richard Lester of Princeton University, launches a frontal assault on an ele- 
ment of  mainstream economics that presents problems for this new orthodoxy, the mar- 
ginalist ideas that are the foundation of  much microeconomic thinking. Basically, what 
Lester (1946) does is resurrect the issue of  money wage rates in the economy that was 
central to the Keynes-Dunlop-Tarshis interchange already discussed. The emphasis is 
on the U.S. with the arguments being reported in the American Economic Review. The 
major protagonists are Lester and Fritz Machlup of Buffalo University. The discus- 
sion begins with an article by Lester, published in March 1946. Lester's primary con- 
clusion is, "Market demand is far more important than wage rates in determining a 
firm's volume of  employment" (p. 81). Thus, Lester asserts a microeconomic position 
identical to that taken by Keynes at the macroeconomic level. 

In Lester, we have the classic example of  the marriage between the pro-labor union 
industrial relations types and the practitioners of  the aggregate demand oriented "New 
Economics." By now, as already suggested, the industrial relations school had been 
integrated into and accepted by the establishment of American economics, as repre- 
sented by the American Economics Association. This acceptance is indicated by an 
interesting piece in the May, 1947, Papers and Proceedings of the American Economic 
Association (Reynolds et al., 1947). It is a report requested by the Chairman of  the 
Association's Committee on Research from its Subcommittee on Labor. That sub- 
committee contained many of the titans of  the industrial relations field, including Pro- 
fessor Lester. 

Lester's critique was more than a mere restatement at the micro-level of  Keynes 
position. It was a direct attack on the basic theoretical paradigm accepted by most econ- 
omists, the theory of  prices and production, especially the marginal productivity the- 
ory of factor pricing. An answer seemed appropriate and it came quickly from Professor 
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Machlup. Machlup had strong ties to the marginalist tradition. He was one of  the "emi- 
gres" who left Europe in the 1930s, along with Gottfried Haberler and Ludwig von 
Mises. He had been a student of  Mises, who had been a student of  Carl Menger. 
Machlup's initial contribution (1946) is lengthy (36 pages) and concludes, "that the 
marginal theory of  business conduct has not been shaken, discredited or disproved by 
the empirical tests discussed in this paper" (p. 553). 

In March, 1947, an additional dimension was added to the debate. The previous 
June, George S tigler (1946) had published a paper using the traditional marginal analy- 
sis to evaluate the effects of minimum-wage legislation. His critique was negative. This 
brought him within the field of fire of  Lester, who opens his response (1947) to both 
Machlup and Stigler with the following cannonade: 

Two recent papers in the Review raise the question whether marginalism suffers more 
from its admirers or its critics. Professor Machlup's admissions and inclusions leave 
the doctrine weak and distended. Professor Stigler's strict application of "pecuniary" 
marginalism to the labor market, for which it is ill-suited, exposes it to further dis- 
credit (p. 135). 

His more specific comments on Stigler are revealing with respect to the institu- 
tionalist origins of  the field of industrial relations. He remarks that Stigler's article indi- 
cates, "an inadequate understanding of: (a) the process of  wage determination in 
American industry, (b) actual operations in labor markets, (c) the policies and func- 
tioning of  management in manufacturing concerns, and (d) the economic effects of  
minimum-wage fixing as observed in practice" (Lester, 1947, p. 142). 

Later, he chides Stigler's paper for having, "a pre-World War I flavor, as though 
it was contemporary with the adverse pronouncements of  marginalists like J. B. Clark 
and E W. Taussig on minimum-wage legislation some thirty years ago" (p. 143). 

Of course, Machlup and Stigler are permitted to reply, but, by now, the basic posi- 
tions are etched in stone. Machlup says (1947, p. 149): 

I am sorry that with all the expository effort invested in my article I did not succeed 
in making clear to Professor Lester what marginal analysis means and what it does 
not mean. Had I succeeded, he could not have reiterated several statements of his ear- 
lier article . . . .  It would be wasteful of time and space if I countered reiteration with 
reiteration. 

As to Stigler (1947), he simply despairs and concludes his reply in a tone that is 
questioning of  Lester's motivations. 

There things stood. 3 The industrial relations school had their hero, Lester, and 
the traditional price theorists had their champions, Machlup and Stigler. In the main- 
stream of the profession, though, the strange amalgam of the industrial relations and 
"New Economics" types continued to prevail. 

VI. The Employment Act Episode 

Coincident with these events is a political action that contributed to enhancing the mys- 
tique of  the macroeconomic side of  the industrial relations-mainstream alliance. It is 
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the Employment Act of 1946. As the prospects for the U.S. being on the winning side 
in World War II increased, people began to worry about the nature of the post-war econ- 
omy. Visions of massive unemployment, such as that which marked the 1930s, were 
common. A leader in this regard was Alvin Hansen, one-time labor economist (1922), 
now macroeconomic doyen. In 1943, Hansen wrote (p. 5), "When the war is over, the 
government cannot just disband the Army, close down munitions factories, stop build- 
ing ships, and remove all economic controls." Hansen was not alone in holding these 
views. As business economist Robert A. Gordon (1961, p. 464) put it, "In the summer 
of 1945 the belief was fairly widely held in Washington that unemployment would be 
a serious problem during the winter of 1945-46." 

At the highest political level, the Presidency, this perception was accepted. Shortly 
after Japan's surrender in August, 1945, President Truman spoke in terms of the 
"inevitability" of substantial unemployment (1955). Furthermore, he reiterated the high- 
wage idea by commenting, "the existence of sub-standard wage levels sharply cur- 
tails the national purchasing power and narrows the markets for the products of our 
firms and factories" (New York Times, September 7, 1945, p. 7). In the political arena, 
these views ultimately led to the passage of the Employment Act of 1946, which once 
again enshrined the purchasing power idea in the law of the land. The final version of 
the legislation called for the creation of "conditions under which there will be afforded 
useful employment opportunities, including self-employment, for those able, willing, 
and seeking to work, and to promote maximum employment, production, and pur- 
chasing power" (Economic Report of the President, 1947, p. 9). 

VII. The "Structural Change" Argument 

Actual developments in the immediate post-World War II era did not confirm the pes- 
simistic forecasts of a return to the economic conditions of the 1930s. Rather, the period 
was marked by a series of relatively brief business cycles (4 to 5 years) with the down- 
turns being about a year in length. Unemployment peaks occurred in 1949 (4.9 per- 
cent), 1954 (5.6 percent), 1958 (6.8 percent), and 1961 (6.7 percent). The fact that the 
unemployment rate at its peak was rising did not go unnoticed, especially since the 
average unemployment rate from cycle peak to cycle peak also rose in each succes- 
sive cycle, moving from 4.1 percent in the 1948-1953 cycle to 5.6 percent in 
1957-1960. Charles Kill ingsworth (1963) suggested an explanation for this phenom- 
enon that was based on "structural changes" in unemployment in the U.S. Basically, 
Killingsworth's argument was that technological change was operating to displace the 
relatively unskilled from the labor market, increasing unemployment among them and 
generating a rise in the overall unemployment rate. His argument was challenged by 
empirical evidence presented by Edward Kalachek (1963), Lowell Gallaway (1963), 
and Norman Simler (1964). 

A variant of the unemployment structural change argument also emerged about 
1960. In particular, John Kenneth Galbraith (1958), Michael Harrington (1964), and 
Robert Lampman (1959) argued that structural changes were creating a more perma- 
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nent "poverty" group in American society. Their position was that economic growth 
could no longer be relied on to move people upward from the poverty condition, and 
that a new kind of poverty was emerging in America. Again, this thesis was debated 
in the literature with Lowell Gallaway (1965) and Harry Johnson (1966) arguing against 
the structural change hypothesis. 4 

VIII .  Structural Change and Economic Policy 

Both versions of the structural change hypothesis argue against an alternative expla- 
nation for rising unemployment rates and a slowing in the rate of decline in poverty 
(however defined), 5 namely, a deficiency of aggregate demand. This position coincided 
with a view that had been gaining adherents in macroeconomic circles, namely, that 
the American economy needed some artificial Keynesian-style stimulation, even if it 
meant incurring some amount of general price inflation. A leading proponent of this 
view was Alvin Hansen, whose attitudes are described in a 1965 article entitled, "The 
Case for High Pressure Economics." Hansen's position was reinforced by Arthur 
Okun's 1962 analysis of the gap between actual and potential Gross National Product 
in the United States. According to Okun, beginning in 1958, actual GNP began to fall 
significantly below potential GNP. This followed from Okun's having defined poten- 
tial GNP by assuming it was consistent with a four percent unemployment rate. Thus, 
Okun's calculations represented nothing more than a restatement of the fact that unem- 
ployment had been rising in the post-World War II era. 

Arthur Okun was a significant figure from the standpoint of economic policy in 
the United States. As a member of that creation of the Employment Act of 1946, the 
Council of Economic Advisers, he was in a position to influence the formation of pol- 
icy attitudes. His calculations were important and became the basis for Okun's Law, 
that every one percentage point change in GNP is associated with a seven-tenths of one 
percent change in the opposite direction in the unemployment rate. For at least the next 
quarter century, Okun's Law was a staple item among Congressional economic policy 
leaders of the aggregate demand persuasion in Washington. 

VIII .  The Phillips Curve 

The Okun Weltanschauung was reinforced by events in the intellectual milieu. In 1958, 
A.W. Phillips published a paper in Economica that ultimately shook the world. It pur- 
ported to identify a systematic negative relationship between the rate of change in 
money wage rates and the unemployment rate in an economy. This proposition was 
refined by Richard Lipsey in a paper published in Economica in 1960. At the same 
time, at the 1959 annual meetings of the American Economic Association, future Nobel 
laureates Paul Samuelson and Robert Solow presented a paper that used a cost-push 
inflation framework to transform Phillips's relationship into one between the rate of 
price inflation and the unemployment rate. The "trade-off'' between inflation and unem- 
ployment had become popularized. 
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The "trade-off" is pure John Maynard Keynes. It presupposes the existence of a 
pervasive money illusion on the part of workers, just as Keynes did in the General The- 
ory. Thus returned the Keynes's contention that money and real wage rates move in 
opposite directions. If true, a greater increase in money wage rates will lead to a larger 
decrease in real wage rates and a more substantial rise in employment and fall in unem- 
ployment. The Phillips curve is implied on page 10 of the General Theory. 

The beauty of the Phillips curve for the deficiency of aggregate demand types is 
the intellectual underpinning it provides for their economic policy agenda. It legitimizes 
Hansen and Okun and validates the proposition that "inflation can be a good thing." 
For those who were pursuing an industrial relations approach to Labor Economics, 
especially one sympathetic to labor unions, the device of the Phillips curve softens 
any criticism of unions based on their being a monopolistic imperfection. To the extent 
unions cause money wage rates to rise at a faster pace, they increase employment and 
output and reduce unemployment. In effect, in the world of the Phillips curve, unions 
are a "free lunch." 

The Phillips curve concept is also consistent with Richard Lester's critique of mar- 
ginalism. Lester (1946) put the dominant emphasis in labor market decisions on the 
demand for labor. He begins the summary of his findings with the statement (p. 81), 
"Market demand is far more important than wage rates in determining a firm's vol- 
ume of employment." The message is very simple from an economic policy standpoint. 
Stimulate the economy through macroeconomic policy devices which will shift micro- 
economic labor demand curves, driving up money wage rates while increasing prices, 
output, and employment. 

That was precisely the thrust of much of U.S. economic policy during the 1960s. 
At first, it seemed to work splendidly. Between 1961 and 1969, the unemployment rate 
fell from 6.7 percent to 3.5 percent while the rate of price inflation escalated from 1.0 
to 5.5 percent. The U.S. had apparently walked right up a Phillips curve, just as the 
model had predicted. In 1967, though, in his Presidential address to the American Eco- 
nomic Association, Milton Friedman argued that this was an illusion, a temporary phe- 
nomenon. Three years later, in 1970, Friedman's judgment was confirmed. The money 
illusion in the labor market that had permitted the decline in unemployment in the 1960s 
had been only partial and temporary. When it disappeared as workers' wage demands 
caught up with the price increases of previous years, the Phillips curve shifted sharply 
to the right. Between 1969 and 1970, the unemployment rate rose from 3.5 to 4.9 per- 
cent. Meanwhile, the rate of growth in the GDP price deflator (fourth quarter to fourth 
quarter) declined from 4.6 percent in 1969 to only 4.4 percent in 1970. And, in 1971, 
prices rose by 4.7 percent and the unemployment rate soared to 5.9 percent. The Phillips 
curve had been grievously wounded. 

VIII. The Industrial Relations Front: The Revolution That Failed 

The last few sections of this discussion have focused largely on the labor economics 
dimensions of macroeconomics. We might ask, "What had been happening on the 



654 JOURNAL OF LABOR RESEARCH 

industrial relations front?" Largely, it had been business-as-usual in the post-war era. 
Some insight into this is provided by a content analysis of Labor Economics text- 
books conducted by Arthur Ross and published in Industrial Relations in 1964. Indus- 
trial Relations was the second American journal to provide a specific outlet for 
industrial relations oriented research. It began publication in 1961 under the aegis of 
the Institute of Industrial Relations at the University of California (Berkeley). In his 
paper, Ross considers a dozen standard labor textbooks of the time, allotting the num- 
ber of pages in each devoted to nineteen separate categories of subject matter. Among 
these are nine that qualify as being industrial relations subjects, history and theories 
of the labor movement, trade union structure and government, other employee organ- 
izations (including government unions), collective bargaining procedures and contracts, 
objectives and policies of management, political action by labor, industrial conflict, 
social security, and government regulation. 

The texts averaged 541 pages in length and nearly sixty percent (315 pages on 
average) of the space was devoted to industrial relations topics. This is only modestly 
less than the distribution of content in the Millis and Montgomery volumes of the late 
1930s and early 1940s. Thus, from the standpoint of textbook content, things were 
essentially the same. 

That conclusion is somewhat misleading, though. The title of Ross's paper is, 
"Labor Courses: The Need for Radical Reconstruction," and it is part of a five-article 
symposium entitled, "Are Labor Courses Obsolete?" The editorial introduction to the 
symposium begins: 

Labor and industrial relations became a major field of study in American universi- 
ties in the thirties and forties. The rise of the CIO, the passage of the Wagner Act, 
and the growth of the human relations movement all contributed to the spread of 
industrial relations departments, centers, and institutes throughout the country. From 
the thirties to the fifties industrial relations was considered one of the more chal- 
lenging academic fields. Yet, today it is charged that, like unions, industrial relations 
is old before its time (p. 6). 

The participants in the symposium are five major figures in the industrial relations 
field, Ross, Professor of Industrial Relations at the University of California (Berkeley); 
Jack Barbash, Professor of Economics at the University of Wisconsin; George P. Shultz, 
Dean of the Graduate School of Business and Professor of Industrial Relations at the 
University of Chicago; Charles A. Myers, Director, Industrial Relations Sector, at the 
Massachusetts Institute of Technology; and Neil W. Chamberlin, Professor of Eco- 
nomics at Yale University. Ross in particular is exceedingly critical of the standard 
course, to wit (p. 2): 

the course is dominated by unions, collective bargaining, hourly wages, and other 
incidents of manualism [manual labor], [and] 

Anyone who attempts to teach the standard labor course in the standard way, using 
any of the standard textbooks, ends by peddling an archaic product to apathetic 
customers. 
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What does Ross suggest for the course? He offers a sample outline based on 44 
hours of class time. Despite his criticisms of the standard course, slightly more than 
half (23 hours) is assigned to the topics Employee Organizations (7 hours), Labor-Man- 
agement Relations (9 hours), and Employment Opportunity and Economic Security 
(7 hours), subjects well within the purview of the so-called traditional Labor Economics 
course. However, the remainder of Ross's desired curriculum is a pastiche of sociol- 
ogy, psychology, and institutional history; and very little conventional economics. 

Among the other contributors to the symposium, only Shultz directly answers 
the question posed in the negative. The remainder generally follow Ross's lead, albeit 
less forcibly, in calling for less attention being paid to the institution of the trade union 
and the substitution of other things in its stead, but not formal economics. In a sense, 
what they provide in the symposium is a revolutionary manifesto reflecting their dis- 
enchantment with unions as the focus of their intellectual endeavor. This call for rev- 
olution fails, in part because in some circles it was regarded as merely the complaints 
of people who had become bored with teaching the conventional Labor Economics 
course, 6 but largely because what they proposed to substitute would not have been a 
significant improvement. 

IX. The Revolution That Succeeded 

Meanwhile, though, without the benefit of a formal declaration of intent, another rev- 
olution was underway, one that spontaneously reflected many of the same concerns 
expressed by the contributors to the Industrial Relations symposium, although it sub- 
stituted for the traditional material content that incorporated analysis grounded more 
centrally in the discipline of economics. It was a revolution whose leit-motif was "more 
economics," not less. In a way, it paralleled what had occurred in the case of the clio- 
metric revolution that swept the economic history field. 

To illustrate the nature of this spontaneous revolution, we will discuss the specifics 
of several examples of the revolutionary process at work. In the way of background, 
we note that the incidents we have chosen to describe have a common theme running 
through them, namely, the use of choice-theoretic models of behavior to motivate the 
actors in the various scenarios and the subjecting of the implications of the models to 
comparison with the real world. 

The Economics of Discrimination. We begin by reporting on the work of Gary 
Becker in the field of discrimination. The basic theme of his classic 1957 work, The 
Economics of Discrimination, is that the act of discrimination, far from operating to 
the economic betterment of the discriminator, actually imposes significant costs on 
the perpetrator of discrimination. This suggests that market forces work to reduce dis- 
crimination through the assignment of these costs. Becker also provides empirical sup- 
port for these propositions by showing that discrimination is more likely to occur in 
regulated and less competitive industries. 
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Investment in Human Capital. Next, we point to Theodore Schultz 's  Presidential  
address before the American Economic Associat ion in December  1960. Its title is sim- 
ply, "Investment in Human Capital." Schultz 's  basic thesis is straightforward (p. 3): 

The failure to treat human resources explicitly as a form of capital, as a produced 
means of production, as the product of investment, has fostered the retention of the 
classical notion of labor as a capacity to do manual work requiring little knowledge 
and skill, a capacity with which, according to this notion, workers are endowed about 
equally. This notion of labor was wrong in the classical period and it is wrong now. 

Pursuing this point further, Schultz notes that, "Laborers  have become capitalists not 
from a diffusion of the ownership of corporate stocks, as folklore would have it, but 
from the acquisition of  knowledge and skill that have economic value." 

Labor Mobility. At the individual level, the concept of  human capital opens up the 
possibil i ty that people, acting in accordance with a choice-theoretic framework, can 
make private choices that will enhance their economic prospects in life. An example  
of  such a possibil i ty is suggested in a paper presented at the Exploratory Conference 
on Capital  Investment in Human Beings, held in December  1961. Funded by the 
Carnegie Corporation and sponsored by the National Bureau of  Economic Research, 
the conference papers were published in a Supplement  to the October  1962 issue of  
the Journal of Political Economy. Larry Sjaastad 's  paper, in his own words (p. 92), is 
an " e f f o r t . . .  to place human migration in an investment context and in so doing to 
formulate testable hypotheses germane to observed migration behavior." 

Such a treatment of  human migration ran contrary to the received wisdom of  the 
time. In a paper on the subject of  migration published almost simultaneously with Sjaas- 
tad's,  Robert Raimon (1962, p. 428) summarizes the conventional position as follows: 

In lieu of wage differences as the allocator of labor supplies, the labor market stud- 
ies, especially the New Haven study, have advanced the job vacancy thesis - -  work- 
ers respond to job openings. Wage differences are regarded as of little importance in 
the allocation process in the sense that the adjustment of labor supplies to the chang- 
ing needs of industry is more or less independent of wage differences. 

This view was expressed in Herbert  Parnes 's  survey (1954) of  the labor mobil i ty 
literature and was supported by Lloyd Reynolds (1951), Charles Myers  (1957), Robert  
Lampman (1957), and Richard Lester (1957). 7 The specifics of the posit ion were well  

stated by Lampman (1957, p. 629) in an interchange with Simon Rottenberg (1957): 

Researchers into the facts challenge the realism of classical wage theory, by offer- 
ing the following findings: (1) workers' responses to questionnaires indicate that wage 
differences play a very small role in the choice process; (2) workers are often igno- 
rant of job alternatives; (3) workers value security highly and hence are unrespon- 
sive to wage differences; (4) workers do not seem to calculate net advantages or act 
rationally in choosing among jobs. 

The "classical wage theory" referred to by Lampman  is well expressed in John 
R. Hicks 's  (1932, p. 76) remark, " . . .  differences in net economic advantages, chiefly 

differences in wages, are the main causes of  migration." 
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The exchange between Lampman and Rottenberg also included Lester (1956 ) 
and in many ways was a reprise of the Lester-Machlup debate about a decade earlier. 
Again, questionnaires are at the center of things, and the argument revolves about 
whether the important consideration is the actual behavior of people or what they think 
they are doing. Raimon focuses on the actual behavior by comparing net population 
migration, by state, over the interval 1950-1958 with the respective state per capita 
income levels. The results are striking. Spearman rank-order correlation coefficients 
between net migration and per capita income vary from 0.71 to 0.78, depending on 
the definition of income employed. Thus, variations in per capita income account for 
at least half the variation in net migration by state. 

In the years that follow, much research is done on this question and it generally 
confirms the Raimon findings. Gallaway (1967, 1969), using longitudinal data from 
the American Social Security system's records, Gallaway and Vedder (1971), focus- 
ing on Census data over the interval 1850-1960, and Michael Greenwood (1969, 1970) 
are cases in point. 8 Greenwood's survey of the mobility literature (1975) replaces 
Parnes's (1954) views and in it he states (p. 411), "Migration does occur from low to 
high income regions. ''9 Thus, in a two-decade period, there occurred a significant shift 
in attitude with respect to the position stated by Hicks (1932). At the end of the period, 
the debate was not so much whether differential economic advantages influenced 
mobility as it was the quantitative magnitude of the influence. This was a significant 
triumph for the "new" labor economics. 

Regional Wage Differentials: A Brief Aside. An ancillary dimension of the mobil- 
ity issue is the matter of factor price equalization. Hicks's "classical" wage theory 
implies that purposive factor migration would lead to a convergence of factor prices, 
including wage rates, among the several states. Work by Lloyd Reynolds (1951) and 
Clark Kerr (1954) calls this proposition into question. However, research consistent 
with the mobility findings of the 1960s (Gallaway, 1963; Scully, 1969) lend support 
to the factor price convergence notion. 

Discouraged vs. Added Worker Effects. In the mid-1960s, Thomas Dernburg and 
Kenneth Strand (1964, 1966), as well as others, revisited an issue that had originated 
just prior to World War II l~ - -  the matter of systematic cyclical variation in the sup- 
ply of labor. In a 1940 monograph, written for the Social Science Research Council, 
W. S. Woytinsky analyzes the hypothesis that during depressed economic times addi- 
tional workers may enter the labor force, where, "By additional worker is meant the 
person who is in the labor market because of the unemployment of the usual bread win- 
ner in the family. . .  " (p. 1). As to the magnitude of the phenomenon, Woytinsky esti- 
mates that perhaps 900,000 to 1,000,000 such workers were included in a November, 
1937, census that recorded 7,845,000 unemployed people. 

By itself, the presence of Woytinsky's additional workers could produce a back- 
ward-bending portion of an otherwise positively sloped labor supply curve at very 
low wage rates. In fact, it could even create a situation where no potential equilibrium 
exists between the quantity of labor demanded and the quantity supplied. 
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The added-worker hypothesis was questioned by Don Humphrey (1940) and 
Clarence Long (1942), both of whom suggested that there might also be a discouraged- 
worker effect. In Humphrey's words (p. 419), "Often overlooked is the possibility that 
a depression may bring withdrawals from the labor market as well as entries into it. 
Young workers continue in or return to school; some of the wives and daughters of 
the middle and upper classes work when jobs are easily obtained and wages high, but 
once out of work they drop out of the labor market for the duration of the depression 
because the pay is low and jobs are difficult to obtain." 

Available data as of the era circa 1940 were not sufficient to enable distinguish- 
ing between these alternative hypotheses. Thus, things stood as they were until the 
1960s. By then, the monthly labor force data that had been accumulated through the 
Current Population Survey permitted a resurgence of interest in this issue. A survey 
of this literature is provided by Jacob Mincer in 1966 and it generally concludes that 
the evidence supports the existence of both added-worker and discouraged-worker 
effects, although the discouraged-worker effect is dominant. Thus, the combined effect 
is that the quantity supplied of labor declines as the unemployment rate rises. 

Other Developments. Other developments in the post-World War II period are 
worth noting. First, there is George Stigler's work on information (1961), This is 
extremely pertinent to modern labor economics since so much of the analytical frame- 
work revolves about the process of search in the labor market and workers' response 
to the acquisition and processing of information. 

Second, there is the question of the economic impact of labor unions in the mar- 
ket for labor. From the standpoint of wage rates, several studies are suggestive, includ- 
ing John Maher (1956), Stephen Sobotka (1953), Lloyd Reynolds (1953), and Arthur 
Ross (1957). The classic work, though, is H. Gregg Lewis (1963), who estimates an 
overall union wage premium of 10-15 percent as of 1957-1958. The existence of such 
a premium implies the possibility of negative efficiency impacts (deadweight losses) 
associated with the presence of labor unions. This scenario has been modeled by Albert 
Rees (1963). Rees concludes that there are significant deadweight losses which accom- 
pany the institution of labor unions. 

X. Harbingers of Things to Come 

The presence of increased interest among labor economists in things more strictly eco- 
nomic in nature is reflected in multiple ways at this time. For one thing, an additional 
scholarly journal makes its appearance, the Journal of Human Resources. Its first issue 
appears in the Summer of 1966 under the sponsorship of multiple entities at the Uni- 
versity of Wisconsin, the Industrial Relations Research Institute, the Center for Stud- 
ies in Vocational and Technical Education, and the Institute for Research on Poverty. 
In the editorial note accompanying the initial offering (1966), Gerald Somers makes 
it clear that the primary, perhaps exclusive, interest of this new journal will be on the 
subject matter subsumed under the last two of the sponsoring organizations. This is 
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confirmed by the Table of Contents of this issue, especially the lead article, "Invest- 
ing in Human Capital," written by Burton Weisbrod. 

In addition, there are new developments at the textbook level. A sprinkling of 
books appears that reflects the rising interest among scholars in labor market phe- 
nomena beyond the industrial relations scene. We mention four of them, all published 
by major purveyors of texts in economics. In chronological order, we begin with Allan 
Cartter's 1959, Theory of Wages and Employment, published by Richard D. Irwin. Its 
emphasis is on the economic theory dimensions of labor markets. Ten years later, in 
1969, Richard Perlman's Labor Theory appears under the imprimatur of John Wiley. 
In addition to dealing with the theoretical aspects of labor markets, it pays significantly 
greater attention to the empirical evidence that has been emerging in the 1960s. This 
places the book overtly in the current of the "new" labor economics revolution. 

The Perlman book was followed in rapid succession by Belton Fleisher's Labor 
Economics: Theory and Evidence (1970) by Prentice-Hall and another Richard D. Irwin 
book, Lowell Gallaway's, Manpower Economics (1971), both of which feature heavy 
doses of economic theory and empirical evidence. Admittedly, these books are rela- 
tively brief compared to the standard industrial relations oriented textbooks, ranging 
from 193 pages (Cartter) to 304 pages (Fleisher). Nevertheless, they provide an alter- 
native to the industrial relations view. What they constitute is a preview of the labor 
economics texts to come. 

XI. The Revolution Triumphant 

Subsequent to the early 1970s, the triumph of the new labor economics became more 
complete and modern labor economics is the result. There were several reasons for this. 
First, the macroeconomic portion of the industrial relations paradigm, i.e., Keyne- 
sianism, fell into widespread disrepute, being replaced by other frameworks, such as 
Thomas Sargent's and Neil Wallace's (1975) and Robert Lucas's and Leonard Rap- 
ping's (1970) rational expectations. Perhaps more importantly, growth in private sector 
labor union membership ceased (Troy and Shiflin, 1985) and then began a precipitous 
decline, both absolutely and relatively. The basic fabric of the industrial relations posi- 

tion was unravelling. 

At the same time, the opportunities for scholarly research of the new labor eco- 
nomics type were expanding. Different data sources, including both cross-sectional and 
longitudinal panels of individual observations, such as the National Longitudinal Sur- 
vey of Youth, decennial Census tapes, and the Continuous Work History Sample infor- 
mation from the American Social Security Administration, became more and more 
available. Augmenting these data banks was the introduction of qualitative response 
analytical techniques for analyzing them (Amemiya, 1981), including the now famil- 
iar logit and probit methodologies. These techniques, under the rubric microecono- 
metrics, are the focus of James Heckman's Nobel lecture (2001). 
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As the new labor economics expanded, the breadth of its subject matter also 
widened. Of special interest is the development of wage function analyses that incor- 
porate a wider range of variables, including social characteristic and demographic 
measures of people. Examples are Kevin Murphy and Finis Welch (1990) and Zvi 
Griliches (1976). Quite naturally, such research took labor economics into considera- 
tions of the role of education in determining economic outcomes. There, the debate has 
been lively Coleman, 1966; Scully, 1969; Card and Krueger, 1996; Hanushek, 1986, 
1996). 

There is more. In the realm of government oversight of the work site, W. Kip 
Vizcusi's (1992) estimates of the value of a human life permit the implementation of 
cost-benefit analyses of the usefulness of various workplace regulations. In the area 
of sports, formal analysis of the labor market for athletes, such as Scully (1974), has 
made significant progress. Finally, in response to a renewed interest in the phenome- 
non of immigration, a very substantial volume of new work has emerged (Abowd and 
Freeman, 1991; Borjas, 1994; Borjas et al., 1996; Chiswick, 1999; Freeman and Bor- 
jas, 1992; Simon, 1999; Simon et al., 1993; Vedder and Gallaway, 1996; Vedder et al., 
2O0O). 

In all fairness, it should be observed that the triumph of the new labor economics 
has not been total. There are vestigial remnants of the old order still among us that 
have overtones of the great debates of the 1930s and 1940s. For one, only recently, Card 
and Krueger (1994) have attempted a rehabilitation of the Richard Lester position on 
minimum wage rates, reprising the Machlup-Lester-Stigler contretemps, although the 
specifics are somewhat different. Among those responding directly to Card and Krueger 
are David Neumark and William Wascher (1998, 2000) and Finis Welch (1995). 

Another example of this recidivism, and one widely cited in the macroeconomic 
literature, is the doctrine of efficiency wages. Essentially, the efficiency-wage argu- 
ment postulates an interdependence between the real wage rate and the position of the 
productivity schedule of workers, arguing that higher (lower) real wage rates lead to 
greater (less) effort on the part of workers. Thus, it is maintained that a reduction in 
real wages will produce a negative shift in the entire productivity schedule for the labor 
input in the production process. Therefore, under certain circumstances, employers will 
be reluctant to initiate wage reductions in the face of the existence of cyclical unem- 
ployment. For a survey of this literature, see Janet Yellen (1984). 

The efficiency-wage notion has the potential to generate the same outcome that 
Keynes so strongly suggested was the case in his General Theory, namely, that wage 
adjustments are ineffective in resolving labor market discoordination and that money 
wage rates tend to be rigid in a downward direction.I l In Keynes's world, the down- 
ward rigidity came from money illusion on the part of workers. In an efficiency-wage 
scenario, it is the behavior of employers that generates the rigidity. Either way, the Key- 
nesian vision of labor markets that will not clear is supported. The efficiency-wage 
argument is simply a reworking of the same basic issues of the 1930s from the per- 
spective of the demand for labor. 
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XII.  The Modern Labor Economics Textbook 

From time to time we have reported content analyses of textbooks for the labor eco- 
nomics course. One final update along these lines is appropriate. We have examined 

six different textbooks with publication dates ranging from 1991 to 2000. In chrono- 

logical order, they are R. F. Elliott (1991); Morgan Reynolds (1995); Lloyd G. 
Reynolds, Stanley H. Masters, and Colletta Moser (1998); Campbell  R. McConnell ,  

Stanley L. Brue, and David A. McPherson (1999); Ronald G. Ehrenburg and Robert 

S. Smith (2000); and George Borjas (2000). Four of these books are currently in mul- 
tiple editions, the 1 lth for Reynolds, Masters, and Moser; the 5th for McConnell ,  Brue, 

and McPherson; the 7th for Ehrenburg and Smith; and the second for Borjas. Collec- 
tively, these books contain 95 chapters, only 11 of which deal with the material of the 
traditional industrial relations paradigm. Over the past half-century, the industrial rela- 

tions share of the material in labor economics courses has shrunk from two-thirds or 
more to less than 12 percent. 

XIII .  Concluding Remarks 

Our tale is told. Basically, we have traced the development of labor economics as a 

specialty in economics from its early twentieth century origins to the present. Along 

the way, we have witnessed a true intellectual revolution, one in which an earlier tra- 
dition that focused primarily on the institution of the labor union has been replaced 

by a perspective that emphasizes the various roles played by labor markets in an eco- 
nomic system. That earlier tradition contained very significant ideological elements, 

whereas its successor deals much more with the world of ideas. The debate that accom- 
panied the transformation we have described continues to this day. However, as a gen- 

eral proposition, we feel it is safe to say that, over the course of the twentieth century, 

ideas triumphed over ideology and created modern labor economics. 

NOTES 

IDunlop recommends as "convenient" a single index provided by Walter Layton and Geoffrey Crowther 
(1935; Appendix E, pp. 263-73). 

21nterestingly, Dunlop is a classic example of this line of thinking. His piece in the Economic Journal is 
replete with discussion of the mechanics of the industrial relations process and how they lead to the empir- 
ical outcomes he reports. 

3There are some additional contributions, Melvin Reder (1947) was favorably disposed to the marginal 
productivity theory while Fred H. Blum (1947) took a contrary view. 

4Henry Aaron (1967) questioned certain dimensions of Gallaway's 1965 analysis. 

Sin the mid-1960s, an official government set of poverty definitions was adopted which were based on the 
work of Molly Orshansky. 

6professor Gallaway recalls the reaction of his colleague at the time, Herbert R. Northrup, another signifi- 
cant figure in tile industrial relations field, as being along these lines. 

7There was an occasional dissenter, such as Sumner Slichter (1957) and John R. Hicks (1932). 
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8Greenwood (1969, 1971) also showed that differential economic advantages were an important determi- 
nant of migration patterns in Egypt and India. 

9There still remained bastions of the job opportunity thinking. In particular, see Ira Lowry (1966) and Cicely 
Blanco (1964). 

l~ the other scholars involved in this issue were Albert Tella (1965) and the partnership of William 
Bowen and T. Aldrich Finegan (1965). 

Iqn this respect, an interesting aspect of the Yellen article is its citing of a piece by Robert Solow (1979) 
entitled, "Another Possible Source of Wage Stickiness." 
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