The Trade-off Between Unemployment and
Wage Inequality Revisited”

Alena Bic¢dkova
CERGE-EI f

Abstract

The Krugman hypothesis attributes high wage inequality in the US and high unemploy-
ment in continental Europe in the 1980s to the same negative change in the demand for
the low skilled under different degrees of wage rigidity. This paper revisits the hypothesis
in order to explain the labor market developments in France, the UK, and the US in the
1990s. We estimate a labor supply and labor demand model with heterogenous types of
labor to analyze the effects of market forces and wage rigidity on changes in skill-group
labor market outcomes. The results provide evidence in favor of the Krugman hypothesis
when France is compared to the US and the UK. We also find support for an extended
version of the Krugman hypothesis, which suggests that, when labor supply is sensitive to
wages, there is a trade-off between unemployment on one hand, and wage inequality and
inactivity on the other.

Abstrakt

Pokud jde o vysokou mzdovou nerovnost v USA a vysokou nezaméstnanost v zemich
evropského kontinentu v osmdesatych letech dvacatého stoleti , Krugmanova hypotéza
pripisuje oba jevy poklesu poptavky po pracujicich s nizkou kvalifikaci, jehoz dtsledky se
lis{ podle rizného stupné mzdové rigidity. Predkladané studie zkoum4, zda tato hypotéza
je schopna vysvétlit také vyvoj na trhu prace ve Francii, Velké Britanii a USA také v
nasledujici dekadé, v letech devadesatych. Odhadujeme model nabidky prace a poptavky
po praci s heterogennimi typy pracujicich, jehoz pomoci analyzujeme vliv trznich sil a
mzdové rigidity na pozorované zmény vystupi na trhu prace skupin pracujicich s odlisnou
kvalifikaci. Nase vysledky ukazuji, Zze pomoci Krugmanovy hypotézy lze vysvétlit rozdilny
vyvoj na trhu préce ve Francii ve srovnéni s USA a Velkou Britanii. Nachazime také
empirickou relevanci rozsitené verze Krugmanovy hypotézy, ktera iika, ze pokud je nabidka
prace citlivd na mzdy, existuje substitucni vztah mezi nezaméstnanosti na jedné strané a
mzdovou nerovnost{ a neparticipaci na trhu prace na strané druhé.
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