

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Relative Wage Movements and the Distribution of Consumption

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w4771
 
        

    
	

	
	
		
		
			64 Pages
		
		

		Posted: 27 Jul 2010
		
			Last revised: 17 Jul 2022
		
		
	

	
		
			
			




	See all articles by Orazio AttanasioOrazio Attanasio
Dept of Economics Yale University; Institute for Fiscal Studies (IFS); University College London - Department of Economics; Centre for Economic Policy Research (CEPR); National Bureau of Economic Research (NBER)
Stephen J. Davis
affiliation not provided to SSRN


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Relative Wage Movements and the Distribution of Consumption

								
							
							
							
								NBER Working Paper No. w4771
							

							
							
								
									Number of pages: 64
								
								
									Posted: 27 Jul 2010
								
								
									Last Revised: 17 Jul 2022
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   45
							
						

					

					
					

					
						
							
						

						
							
								
									Relative Wage Movements and the Distribution of Consumption
									

								
							
							
							
								JOURNAL OF POLITICAL ECONOMY, Vol. 104, No. 6, December 1996
							

							
							
								
								
									Posted: 04 Nov 1996
								
								
							

							
						

						
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: June 1994

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We analyze how relative wage movements across birth cohorts and education groups during the 1980s affected the distribution of household consumption.  The analysis integrates the labor economics literature on time variation in the wage structure with the consumption insurance literature.  In contrast to previous tests of consumption insurance, we examine the impact of systematic, publicly observable shifts in the hourly wage structure.  To circumvent the extreme scarcity of longitudinal data with high quality information on both consumption and labor market outcomes, we draw upon the best available cross-sectional data sources to construct synthetic panel data on consumption, labor supply and wages. We find that low-frequency movements in the cohort-education structure of pre-tax hourly wages drove large changes in the distribution of household consumption.  The results constitute a spectacular failure of the consumption insurance hypothesis, and one that is not explained by existing theories of informationally constrained optimal consumption allocations.  We also develop a procedure for assessing the welfare consequences of deviations from full consumption insurance and, in particular, from the failure to insulate the consumption distribution from relative wage shifts across cohort-education groups.  For a coefficient of relative risk aversion equal to two, fully insulating households from group-specific endowment variation would raise welfare by an amount equivalent to a uniform 2.7% consumption increase. 
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