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RESERVATION WAGES AND SUBSEQUENT ACCEPTANCE WAGES 

OF UNEMPLOYED PERSONS 

by Paul Ryscavage 

The reservation wage, or the lowest wage a person would 

accept for market work, continues to be an important concept in 

the theory of labor markets. Theoretically, it is viewed as 

the value of leisure when a person is not engaged in market 

work. An offer wage in excess of the reservation wage will 

result in a positive labor supply response. 

The empirical measurement of the reservation wage, 

however, 1s problematic. It is a subjective value based on 

market as well as nonmarket factors. Unlike market determined 

values such as the nominal wage, the reservation wage is the 

result of an individual's cognitive process. Nevertheless, 

attempts to measure reservation wages have occurred from 

time-to-time in household surveys such as the Current 

Population Survey (CPS) and National Longitudinal Surveys 

(NLS). U Economists have used the zeservation wage data from 

these surveys to analyze such issues as the impact of 

unemployment insurance on the reservation wage (Feldstein and 

Poterba, 1984)  and the unemployment experiences of white and 

black male youths (Holzex, 1986). 

Given the usefulness of reservation wage data, the U.S. 

Bureau of the Census (BC) introduced some wreservation wage 

questionsw in its Survey of Income and Program Participation 

(SIPPI. This survey, which is a longitudinal survey of 



persons, was designed to monitor the economic well-being of 

persons and households across the country. The reservation 

wage questions were asked during the fifth interview of SIPP's 

1984 panel. 

The quality of the reservation wage data were discussed in 

an earlier paper presented at the 1987 meetings of the American 

Statistical Association (ASA) (Ryscavage, 1988). The 

data were shown to have limitations because of SIPP's 

relatively small sample size, the lack of related Job market 

information, and the possibility of conditioning effects on the 

data. Nevertheless, it was the conclusion of the author that 

the SIPP reservation wage data were probably of adequate 

quality for certain modelling purposes, one of which was 

demonstrated in that paper. 

The discussant of this paper was even less sanguine about 

the quality of the data and reservation wage data in general 

(Jacobs, 1988). The large proportion of persons with 

reservation wages below the minimum wage and the subjective 

nature of the questions suggested to the discussant that the 

data were of little value. 

This paper represents a continuation of the earlier paper. 

It reports on an error found in the tabulations of the earlier 

paper and then proceeds to explore the mquality issuem from a 

new angle. Because SIPP is a longitudinal survey, we can find 

out if unemployed persons at the time of the fifth interview 

eventually found jobs--and at what acceptance wages--from 

subsequent SIPP interviews. These additional data should 



provide further insight into the quality of the reservation 

wage data. The basis for judging their quality will be how 

good the relationship looks between the two sets of data in 

light of theoretical expectations and existing research 

dealing with reservation wages. - 
In the preparation of this paper, a tabulation error was 

discovered in the distribution of SIPP reservation wages as 

presented in the 1987 ASA paper. The error occurred in the 

programming of the tables. Reservation wages were 

misclassified in the lower intervals, most notably between the 

less than $3.35 and $3.35 to $4.49 intervals. Table 1, which 

is based on weighted estimates, shows that the proportion of 

unemployed persons with reservation wages below $3.35 (the 

Federal minimum wage) in the incorrect tabulation was 48.2 

percent, but in the corrected one, only 5.0 percent. In the 

next two intervals--$3.35 to $4.49 and $4.50 to $5.99--the 

corrected distributions reflect this realignment and the 

proportions of persons in them now become larger than in the 

incorrect distribution. Proportions remained the same above 

these intervals. 2/ 

This tabulation error, however, had no effect on the model 

presented in the earlier paper since it was based on unweighted 

estimates. This model, which replicated one developed by 

Feldstein and Poterba (19841 ,  estimated the impact on an 

individualts reservation wage when the ratio of unemployment 



Table 1. Incorrect and Correct Reservation Wage 
Distributions, Winter 1984-85 

Incorrect Correct 
Reservation (1987 ASA Paper) (1988 ASA Paper) 

wage Number Percent Number Percent 
(thous. ) ( % I  ( thous. 1 ( $ 1  

Total 

Less than $3.35 
$3.35 to $4.49 
$4.50 to $5.99 
$6.00 to $7.99 
$8.00 to $9.99 
$10.00 to $11.99 
$12.00 and over 

Median 
Std. error 

NOTE: Data are weighted. 



insurance to the previous wage increases. Although both models 

yielded different quantitative results, each showed positive 

effects. 

Reservation and Arce~tance V w  Data 

Reservation wage data were collected in the topical module 

of the f i f t h  interview of SIPP'S 1984 panel. This panel began 

with slightly more than 20,000 sample households. The fifth 

interview in the panel was conducted in the months of January 

through April of 1985. For persons who were identified as 

being on layoff and looking for work or jobless and looking for 

work in the previous month (December, 1984 through March, 

19851, a battery of questions were asked about their 

unemployment experience--to include, of course, thelr 

reservation wage (see Appendix A for the questions). U 

Only persons responding for themselves, or 

self-respondents, were asked about their reservation wages. 

This restriction was made because of concern that answers from 

proxy respondents would be of poor quality. However, it also 

resulted in a possible wselectlonw problem in that a large 

proportion of the unemployed were not asked the reservation 

wage question. Approximately 2,000 persons were identified as 

looking for work in the December, 1984 to March, 1985 period. 

Because of the self-respondent rule, only 1,021 persons with 

reservation wages were available for analysis (including 157 

whose reservation wages were imputed). Thus, over 50 percent 

of the potential sample was not asked about their reservation 



wages. Since it is possible that self-respondents had 

different characteristics than those not interviewed, the data 

results may have differed if the complete sample had been 

composed of self-respondents. 

From the sixth, seventh, and eighth interviews of the 1984 

panel it was possible to find out how many of the unemployed 

persons with reservatlon wages found jobs and at what 

acceptance wages. These interviews cover a period of one year 

since roughly four months elapse between each SIPP interview. 

Unlike the reservation wage information which was collected in 

the topical module portion of the questionnaire, infozrmtion 

about finding a job and at what acceptance wages was done in 

the core portion of the questionnaire. While it may be tempting 

to consider the period from the time of the fifth interview to 

the time of the new job as a continuous spell of unemployment 

in this analysis, that would be inappropriate. Unemployed 

persons as of the fifth interview may have subsequently ceased 

looking for a job for a time and then resumed the job search. 

All of the reservation wage and acceptance wage data 

are presented on an hourly basis. In addition, these data 

are unweighted and statements about them are in the context of 

sample observations (unlike the preceding section). 

The first column of Ta->le 2 shows the unweighted 

distribution of reservation wages of persons unemployed in the 

winter of 1984-85. The distribution is postively skewed with 

almost 50 percent of the sample reporting a reservation wage 

below $4.00 an hour. About 6 percent indicated a reservation 



wage of $10.00 or more an hour. The mean reservation wage was 

$4.97. 

The second and third columns show the distributions of 

reservation wages of persons who did not find jobs and those 

who did and reported acceptance wages. Slightly more than half 

of these unemployed persons never found a job over a one-year 

period. one quality issue is whether or not this is a 

reasonable estimate. ~lthough little information exists to 

which this proportion can be compared, we can turn to the 

monthly gross labor force flow data for some guidance. For 

example, in 1983 the CPS gross labor force flow data showed 

that in an average month-to-month period approximately 76 

percent of the unemployed continued to be unemployed or outside 

the labor force in the next month (Hogue and Flaim, 1986). 

When the C - ? a  have been adjusted for their many problems (e.g., 

rotation group bias, misclassification), this proportion has 

been estimated to be even higher (Poterba and Summers, 1985). 

Therefore, the SIPe estimate of slightly more than 50 percent 

never taking a job may not necessarily be an unreasonable 

estimate. 

The distributions of persons with reservation wages who 

did and did not find jobs were similar. Both were positively 

skewed and the mean reservation wage in each was a little less 

than 85.00 an hour. 

As theory would suggest, acceptance wages, on average, 

were higher than reservation wages--85.71 vs. $4.95--as is 

shown in the third and fourth columns. The difference in means 



Table 2 .  Dis tr ibut ion  o f  unemployed Peraons by Their 
R e s e r v a t i o n  Waqes and, f o r  Those Who E v e n t u a l l y  Found 
Jobs, T h e i r  Acceptance Wages, W i  n t e r - ,  1984-85 U 

Unemployed p e r s o n s  w i t h :  
Hour ly  wage R e s e r v a t i o n  wages Acceptance wages 

l eve l  T o t a l  Never found Found Found 
j o b  j o b  j o b  

T o t a l  
T o t a l  ( 8 )  

L e s s  t h a n  $3.35 
$3.35 
$3.36 t o  $3.99 
$4.00 t o  $4 .99  
$5.00 t o  $5.99 
$6.00 t o  $6.99 
$7.00 t o  $7.99 
$8.00 t o  $8.99 
$9.00 t o  $9.99 
$10.00 and o v e r  

Mean 
S t d .  e r r o r  

&./ R e s e r v a t i o n  wages were c o l l e c t e d  i n  t h e  p e r i o d  of J a n u a r y  
t o  A p r i l ,  1985, and r e l a t e  t o  t h e  p e r i o d  December, 1984, t o  
March, 1985.  Acceptance wage d a t a  r e l a t e  t o  t h o s e  p e r s o n s  
who found jobs  i n  t h e  12-month p e r i o d  a f t e r  t h e  c o l l e c t i o n  
of t h e  r e s e r v a t i o n  wage d a t a .  

NOTE: Data are unweighted .  



was statistically significant at the 5-percent level. (All 

statements of comparison have been tested at this level and 

standard errors have been adjusted upward by 1.2049 for a 

sample design effect.) This of course assumes a constant 

reservation wage over time, an assumption which research has 

shown to be of dubious validity (Kiefer and Neumann, 1979). 

Another statistically significant difference in the 

distributions is the smaller proportion of persons with 

acceptance wages at or below the minimum wage (slightly more 

than 20 percent) as compared to the reservation wage 

distribution (slightly less than 40 percent). 

Had we not found these two differences in the distributions, 

the reservation wage data would have been seriously suspect. 

Table 3 contains selected social, demographic, and 

economic characteristics of persons with reservation wages who 

found jobs and did not find jobs. Some differences would also 

be expected in these two groups on the basis of these 

characteristics. For example, of those persons who never found 

jobs, 59.4 percent were women compared to 53.0 percent for 

those who found jobs. Higher jobless rates for women and their 

lower participation rates relative to those for men would 

support this finding. Proportionately more blacks and persons 

of other races were found among the non-jobfinders than job 

finders (at least some evidence at the 10-percent significance 

level) and this conforms to what we know about the labor market 

problems of blacks and other races. A greater proportion of 

the jobfinders were receiving unemployment insurance--28.0 vs. 



Table 3. Selected Characteristics of Unemployed Persons with 
Reservation Wages Who Never Found Jobs and Who Found 
Jobs, Winter, 1984-85 lJ 

Characteristics U n e ~ p l o y ~ d  persons with reservation wages 
Never found job Found job 

Total 
Total ( $ 1  

Percent female 
Percent Black and other 

races 
Percent receiving unemploy- 

ment insurance 
Percent receiving cash wel- 

fare 
Percent receiving noncash 

welfare 
Percent with: 

0 - 8 yrs. of sch. compl. 
9 - 11 n n 

12 n tt 

13 -15 n H 

16 yrs. of sch. compl. and 
over 

1/ See footnote 1, Table 2. 

NOTE: Data are unweighted. 



1 7 . 2  p e r c e n t .  Persons  r e c e i v i n g  unemployment insurance  

t y p i c a l l y  have s t r o n g  t i e s  t o  t h e  l abor  f o r c e .  On t h e  o t h e r  

hand, g r e a t e r  p r o p o r t i o n s  of t h e  non- jobf inders  r ece ived  cash  

and noncash w e l f a r e  i n  t h e i r  households and t h i s  is u s u a l l y  

i n d i c a t i v e  of weak l a b o r  f o r c e  t i e s .  L a s t ,  expected 

d i f f e r e n c e s  by years of s choo l  completed were ev iden t ,  t h a t  is, 

job f i n d e r s  were g e n e r a l l y  b e t t e r  educated t h a n  non-jobf inders  

(except  i n  t h e  i n s t a n c e  of t h o s e  w i th  16 o r  more y e a r s  of 

school  comple t ed ) .  

Table  4 shows ave rages  of r e s e r v a t i o n  and acceptance wages 

by age and s e x  f o r  t h e  483 persons  who found jobs a t  some t ime 

du r ing  t h e  12-month pe r iod  a f t e r  t h e  win te r  of 1984-85. A s  

mentioned e a r l i e r ,  t h e  accep tance  wage, o v e r a l l ,  was about  15 

pe rcen t  above t h e  r e s e r v a t i o n  wage. For men, t h e  accep tance  

wage was about  1 8  p e r c e n t  h igher  t han  t h e  r e s e r v a t i o n  wage. 

For women it w a s  on ly  abou t  1 2  pe rcen t  h igher .  Among a l l  t h e  

age-sex groups,  t h e  g r e a t e s t  d i f f e r e n c e  between t h e  acceptance 

wage and r e s e r v a t i o n  wage was f o r  men age 2 5  t o  54--$7.47 vs .  

$ 6 . 1 2 .  

As r e s e a r c h  has  shown, an   individual*^ r e s e r v a t i o n  wage is 

l i k e l y  t o  change as t h e  l e n g t h  of t h e  job s e a r c h  c o n t i n u e s  and 

Job o f f e r s  are r e c e i v e d ,  I n  our a n a l y s i s ,  of course ,  t h e  

r e s e r v a t i o n  wage is f i x e d  a t  a p o i n t  i n  t ime.  Hany persons  

begin t h e  s e a r c h  w i t h  o v e r l y  o p t i m i s t i c  wage e x p e c t a t i o n s  and 

q u i c k l y  l e a r n  what t h e  r e l e v a n t  job o f f e r  range is and a d j u s t  

t h e i r  lowes t  a c c e p t a b l e  wage (Barnes,  1975) .  



Table 4 .  nean Reservation wages and Acceptance Wages of 
Unemployed Persons Who Found Jobs by Age and Sex, 
Winter, 1981-85 1/ 

Age and Tota, Reservation Stand. Acceptance Stand. 
sex persol: wage error wage error 

Total 

Men, age 16 
and over 
16 to 1 9  
20 to 24 
25 to 54 
5 5  to 64 
6 5  and over 

women, age 16 
and over 
16 to 19 
20 to 24 
2 5  to 5 4  
55 to 64 
65 and over 

- - -- - -- -- 

JJ See footnote 1, Table 2. 

NOTE: Data are unweiqhted. 



Rearession Analvses 

Table 5 presents the results of two regressions, one of 

which relates to persons who never found jobs and the second to 

persons who did find jobs. They have been specified for the 

purpose of evaluating the reservation wage data and not for 

testing hypotheses relating to the theory of reservation wages- 

As was shown, the composition of the samples who did and did 

not find jobs differed significantly in certain characteristics 

and, therefore, separate regressions were run for these groups. 

The dependent variable in each regression 1s the natural 

logarithm of the reservation wage. These dependent variables 

have been regressed on various dummy independent variables. 

They consisted of age, sex, and race variables, as well as 

human capital variables, defined here as years of school 

completed. These variables are commonly found in earnings 

models. In addition, since the reservation wage Is affected by 

income, the regressions also contain dummy variables reflecting 

levels of individuals8 monthly household Income, the receipt of 

unemployment insurance by the individual, and the receipt of 

cash or noncash welfare by the household (see footnote 6 for 

the definitions of the last items). Other nonpecuniary factors 

which might affect the resetvation wage, such as the presence 

of young children in the household, availability of day care, 

and school enrollment, were not included. 

Since the dependent variables are in logarithmic form, the 
- 

regression coefflclents are interpreted as estimated 

percentage changes in the reservation wage of a reference group 



to a unit change in a particular dummy variable. 1/ The 

reference group in both regressions was an unemployed white 

male, age 25 to 54, who had a high school education, a monthl,- 

household Income of between $1,000 and $1,999, and received Lo 

unemployment insurance or cash or noncash welfare payments in 

his household. 

As shown in Table 5, the female coefficients were highly 

significant in both regressions and indicated that the 

reservation wages of women would be about 18 percent lower than 

men, holding other variables constant. (All significant tests 

were at the 5-percent level.) While this obviously reflects 

differences in tastes for nonmarket work, it also probably 

reflects market wage expectations. The coefficients for blacks 

and others were not statistically significant, but each had a 

negative sign.  his result is consistent with what Holzer 

(1986) found for white and black male youths. He also showed 

that while black youths have generally the same reservation 

wages as white youths, the former's acceptance wages are 

generally lower than the latter's. 

Coefficients on the 16 to 19 and 20 to 24 year old 

variables were negative as would be expected and were 

significant. This too reflects differences in the value of 

nonmarket time and wage expectations relative to that of the 

reference group. For the older age groups, only the 

coefficient on the 55 to 64 year old variable for 

non-jobfinders was significant. 



Given the positive relationship between education and 

income, one would expect that reservation wages would be 

positively related to years of school completed. As shown in 

Table 5, the coefficients of 0 to 8 years and 9 to 11 years of 

school completed do have negative signs as expected (since the 

reference group's education level is 12 years), but only the 

non-jobfinders coefficient on the 9 to 11 years variable was 

significant. For jobfinders with 13 to 15 years of education 

and with 16 or more, coefficients were positive and 

significant. The reservation wage for a person who found a job 

and had 16 or more years of schooling would be about 38 percent 

higher than the reference group's. 

With respect to income, reservation wages would be 

expected to rise as income rises. This is because as the 

ability to buy more goods and services increases so to would 

the value of leisure and therefore the reservation wage. As 

shown in the table, none of the coefficients were statistically 

significant. The unemployment insurance coefficient, however, 

had a strong positive effect on reservation wages as would be 

expected, especially for those who finally found jobs. The 

reservation wage would have been almost 20 percent higher for 

those in this latter group. The stronger effect on the job 

finders probably reflects their more serious job search and 

stronger attachment to the labor force. 

A large and significant negative effect was recorded on 

the noncash welfare coefficient for those who never found a 

job. This means that the reservation wage would have- been 
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nearly 18 percent lower than the reference group if noncash 

welfare had been received in the household. This finding is 

puzzling since theory .~ggests that nonlabor income would 

increase the reservation wage. 8/ One possible interpretatic. 

is that respondents are providing a conditioned response since 

contained in this variable is the Food Stamps Program, a 

program that has a work requirement. In the households in 

which food stamps were received, peraona of working age who did 

not hold jobs may have wanted to demonstrate their interest in 

the job market by reporting that they were indeed looking for 

work and would take a relatively low wage if they found a job. 

Another interpretation is that unemployed persons who receive 

food stamps in their household are different than unemployed 

persons from other households, even though we are controlling 

for many differences. For example, wage expectations may 

differ greatly for the low income, high school educated, 

middle-aged man from a rural area and for a similar individual 

from an urban area who has been on and off various means-tested 

programs for many years. Even though we have controlled for 

a number of factors, one's wage expectations may still differ 

becausz of background and environmental reasons. 

The noncash welfare coefficient for persons who found.jobs 

was also negative but not statistically significant. Cash 

welfare coefficents all carried positive signs as would be 

expected, but were not significant. 

Table 6 presents the results of a third regression which 

uses the natural logarithm of the acceptance wage for its 



Table 5. Regression Results of Regressing the Natural 
Logarithms of Reservation Wages of Unemployed Persons 
Who Never Found Jobs and Found Jobs on Various 
Social, Demographic, and Economic Characteristics of 
These Persons 

Unemployed persons with reservation wages: 
Never found job Found job 

Female 

Black and other races 

Age 16 to 19 

Age 20 to 24 

Age 55 to 64 

Age 65 and over 

0 to 8 yrs. sch. compl. 

9 to 11 yrs. sch. compl. 

13 to 15 yrs. sch compl. 

16 or more yrs. sch. compl. 

80 to $999 mthly. hhld. inc. 

$2,000 to 2,999 mthly. hhld. inc. 

$3,000 to 3,999 mthly. hhld. fnc. 

$4,000 or more mthly. hhld. inc. 



Table 5.  continued. 

V a r i a b l e  Unemployed p e r s o n s  w i t h  r e s e r v a t i o n  wages: 
Never found Job  Found j o b  

Unemployment i n s u r a n c e  

Cash w e l f a r e  U 

Noncash w e l f a r e  L/ 

C o n s t a n t  

Mean of  d e p e n d e n t  v a r i a b l e  ( n a t u r -  1.502 1.506 
a1 l o g a r i t m  of r e s e r v a t o n  wage) 

U Cash w e l f a r e  c o n s i s t s  of b e n e f i t s  from Supplementa l  
S e c u r i t y  It  .erne, Ve te rans  pens ions ,  Aid t o  F a m i l i e s  w i t h  
Dependent C h i l d r e n ,  Genera l  A s s s i t a n c e ,  and I n d i a n  and 
Cuban Refugee A s s s l t a n c e .  Noncash w e l f a r e  c o n s i s t s  of 
b e n e f i t s  f rom t h e  Food Stamp Program, Women, I n f a n t s ,  and 
C h i l d r e n  N u t r i t i o n  Program, and t h e  Low-Income Energy 
A s s i s t a n c e  Program. 

NOTE: S t a n d a r d  e r r o r s ,  which a re  shown i n  p a r e n t h e s e s ,  have 
been a d j u s t e d  upward by 1 . 2 0 4 9  f o r  a sample d e s i g n  
e f f e c t .  



dependent v a r i a b l e .  The independent v a r i a b l e s  a r e  age, sex ,  

race ,  y e a r s  of s c h o o l  completed,  t h e  r e c e i p t  of unemployment 

insurance,  and t h e  r e c e i p t  of c a s h  and noncash wel fa re  i n  t h e  

household, as i n  t h e  earl ier  r e g r e s s i o n s ,  and a few new 

v a r i a b l e s .  Rese rva t ion  wage l e v e l s  were in t roduced  as dummy 

v a r i a b l e s ,  and a t i m e  v a r i a b l e  was included,  The t ime v a r i a b l e  

has  t h r e e  c a t e g o r i e s  which r e p r e s e n t  t h e  t h r e e  fou r  month 

pe r iods  i n  which a n  accep tance  wage ( o r  job)  could have been 

r ece ived .  Monthly household income w a s  d iv ided  i n t o  t h r e e  

c a t e g o r i c a l  v a r i a b l e s .  

Except f o r  t h e  t ime and accep tance  wage v a r i a b l e s ,  a l l  

o t h e r  v a r i a b l e s  r e l a t e  t o  t h e  pe r iod  a t  which t h e  r e s e r v a t i o n  

wage was r e p o r t e d .  The r e f e r e n c e  group f o r  t h i s  r e g r e s s i o n  is 

s i m i l a r  t o  t h a t  f o r  t h e  e a r l i e r  ones, except  now we assume t h a t  

persons  r e s i d e d  i n  households w i th  monthly incomes of between 

$2,000 and $2,999, had a r e s e r v a t i o n  wage of between $5.00 and 

$5.99, and found a job i n  Time 1, o r  i n  t h e  f i r s t  four  month 

per iod  a f t e r  r e p o r t i n g  h i s  r e s e r v a t i o n  wage. Again, t he  

c o e f f i c i e n t s  a r e  

i n t e r p r e t e d  as pe rcen tage  d e v i a t i o n s  about  t h e  average 

accep tance  wage f o r  t h e  r e f e r e n c e  group, g iven  a u n i t  change i n  

a n  independent v a r i a b l e .  

The female c o e f f i c i e n t  i n  Table  6 i n d i c a t e d  a 1 6  pe rcen t  

lower accep tance  wage t h a n  t h e  r e f e r e n c e  group ' s ,  a difference 

t h a t  c o n t i n u e s  t o  r e f l e c t  s e x  d i f f e r e n c e s  i n  ea rn ings  even 

though t h i s  model c o n t r o l s  f o r  many f a c t o r s .  The c o e f f i c i e n t  

on b l acks  and o t h e r  races a l s o  had a nega t ive  s i g n  but  was no t  



Table 6. Regression Results of Regressing the Natural 
Logarithms of Acceptance Wages of Unemployed Persons 
Who Found Jobs on Various Social, Demographic, and 
Economic Characteristics of These Persons 

Variable Unemployed persons with reservation wages who 
found jobs 

- 

Female 

Black and other races 

Age 16 to 19 

Age 20 to 24 

Age 55 to 64 

Age 65 and over 

0 to 8 yrs. sch. compl. 

9 to 11 yrs. sch. compl. 

13 to 15 yrs. sch. compl. 

16 or more yrs. sch. compl. 

$0 to $1,999 mthly. hhld. inc. 

63,000 or more mthly. hhld. inc. 

Res. wage less than $3.35 

Res. wage, $3.35 

Res. wage, $3.36 to $3.99 



significant. According to this model and the previous model, 

there exists little difference in the acceptance and 

reservation wages of whites and blacks, although here too we 

were not explicitly testing these hypotheses. The only 

significant age coefficient was on the 20 to 24 year old 

variable which would indicate that acceptance wages would be 13 

percent lower than the reference groups. 

None of the human capital and monthly household income 

coefficients were statistically significant at the 5 percent 

level. One might have anticipated a positive relationship here 

between education and wages. The unemployment insurance 

coefficient, however, was highly significant and positive and 

would have been predicted. 

Among the reservation wage coefficients, only the $7.00 

and over coefficient was significant, implying that if the 

reference group person had a reservation wage at this level his 

acceptance wage would have been 35 percent higher. Given the 

reference group's reservation wage of between $5.00 and $5.99, 

the ?mining coefficients on these variables had the expected 

signs but were not significant. 

Theory as well as empirical evidence (Barnes, 1975) would 

indicate that the acceptance wage should decline as a ape11 of 

unemployment lengthens. There is some evidence of this in the 

SIPP data but it is not entirely convincing. It should be 

remembered that these spells are spells of nonemployment and 

not spells of unemployment. The Time 2 coefficient was 

statistically significant and negarive indicating that these 



Table 6. Continued.  

Var iab le  Unemployed persons  wi th  r e s e r v a t i o n  wages who 
found jobs 

Res. wage, $4.00 t o  $4.99 

R e s .  wage, $6.00 t o  $6.99 

Res. wage, $7.00 o r  more 

Time 2 (second f o u r  month p e r i o d )  

Time 3 ( t h i r d  f o u r  month p e r i o d )  

Unemployment i n su rance  

Cash wel fa re  t/ 

Noncash welfare JJ 

Constant  

Mean of dependent  v a r i a b l e  ( n a t u r a l  1.619 
l o g a r  i thm of a c c e p t a n c e  wage 

U See f o o t n o t e  1, Table  5. 

NOTE: S tandard  errors, which are sho rn  i n  paren theses ,  have 
been a d j u s t e d  upward by 1.2049 f o r  a sample d e s i g n  
e f f e c t .  



longer term job finders received about 11 percent lesa than the 

reference group who found their job in the first four months 

after the reservation wage was reported. The Time 3 variable, 

however, was less negative and not statistically significant* 

In this paper the reservation wages of unemployed persons 

collected in the fifth interview of SIPPts 1984 panel were 

evaluated. Because SIPP is a longitudinal survey, it is 

possible to find out whether or not these individuals 

eventually found jobs and at what acceptance wages in 31PPts 

sixth, seventh, and eighth interviews. The relationship between 

what respondents said were their reservation wages and what 

eventually happened to them, in light of theoretical 

expectations and existing empirical research, therefore, was 

the basis of the evaluation. 

In a very broad sense, the reservation wage data appeared 

reasonable. Slightly less than half of the unemployed found 

jobs in a year, and for those who did, the acceptance wage, on 

average, was approximately 15 percent higher than the reported 

reservation wage. In other words, their reported reservation 

wage, on average, appeared to be a lower limit for market work 

as theory suggests. It was alao shown that jobfinders and 

non-jobfinders differed In certain characteristics as would be 

expected. Job finders were comprised of proportionally more 

men and recipients of unemployment insurance and proportionally 

fewer persons from households in which welfare payments had 

been received. 



In a narrower sense, however, the data were less 

convincing. Regression models were estimated which also tested 

:he reservation wage data. When controlling for a variety of 

social, demographic, and economic characteristics, a number of 

the estimated coefficients failed to agree with predicted 

results. For example, there was no evidence that monthly 

household income had a signficant effect on the reservation 

wage. Also puzzling was the result obtained with respect to 

noncash welfare benefits. Theory would predict the receipt of 

such nonlabor income to have a positive effect on the 

reservation wage. The opposite was found. It should be 

remembered, however, that the estimated models have limitations 

as well, one of them being the omission of variables accounting 

for the presence of young children in the family, the 

availability of day care, school enrollment, and other 

noneconomic variables which may affect the reservation wage and 

the value of nonmarket time. 

Given these findings, users of the SIPP reservation wage 

data should be mindful of the fact that these data are based on 

respondents' judgements. No doubt some considered all the 

various factors, both market and nonmarket, that might 

influence their reservation wage. Others may have been less 

comprehensive in their assessment. The result is a data set 

that must be used judiciously. 



U I n  Hay 1976, t h e  8 8  contained a special supplement t o  its 
regu la r  l a b o r  force ques t ions  inqu i r ing  about  t h e  job 
seeking a c t l v i t l e s  of unemployed persons and t h e i r  
r e s e r v a t i o n  wages. The NLS a l s o  contained rese rva t ion  wage 
ques t ions  i n  its 1979 and 1980 survey of young men. 

2/ Other corrected tables from the 1987 M A  paper a r e  
a v a i l a b l e  from t h e  au thor  upon request. 

1/ M d i t o n a l  81- .panels have been s t a r t e d  i n  1985, 1986, 
1987, and 1988. -- putels'- aim averaged 
approximately 14 ,000  households. Set Nelson, ncn i l l en ,  and 
Kasprzyk (1985) f o r  an  overview of the SIPP. 

4/ Reservat ioa  wage quwi3on.s .were also irs'htd of those persons 
ou t s ide  t h e  labor f o r c e  who expressed 3x&+zest i n  
e v e n t u a l l y  xe t ruo ing  t o  t h e  l abor  market within 12 months. 

5/ Although most unemployed wage tar- ime paid by t h e  hour, 
same did report their rtectvat'ian zwaqes a d  acceptance 
wages on another basis ( e . g . ,  weekly, bi-weekly, 
monthly, annua l ) .  To p lace  t h e s e  d a t a  cm a cons i s t en t  
t m ~ s l ~ ,  all nnm-hourly wage dgtam-rmed t o  an 
hourly basis. I t  w a s  assumed a l l  j o b d c r s  were looking 
f o r  fu l l - t ime  jobs of 4 0  hours a week SIP t h a t  f i g u r e  was 
used i n  t h e  conversion of non-hourly r e se rva t ion  wages. I n  
add i t ion ,  4.3 weeks was used i n  t h e  conversion of any 
monthly r e s e r v a t i o n  s a l a r i e s  and 52 weeks was used l n  t h e  
adjustment of annual earnings.  Ovex 75 percent  of t h e  
r e s e r v a t i o n  wage da.ta raspmses were on a per hour bas i s .  

h/ Contained i n  the cash  wel fare  variable were Supplemental 
S e c u r i t y  Income, Veterans penrrlons, A i d  t o  Famil ies  w i t h  
Dependent Children, Oeneral Assistance, and Indlan and 
Cuban Refugee Assistance. The noncasb welfare va r i ab le  
cons l s t ed  of Food Stamps, Women, Infants ,  and Children 
N u t r i t i o n  Program, and Low Income Home Energy Assistance.  

This dummy variable method antmums lo t h e  c o n s t a n t  term 
the average wage 'of pezsoas wf th p a r t i c u l a r  characteristics 
def ined  by t h e  s e l e c t i o n  of t h e  indcptndent va r i ab les .  
Consequently, the c a f f i c i e a t s  r e p r e s e n t  t h e  m u l t i p l i c a t i v e  
e f f e c t s  of t h e  a s s o c i a t e d  c ~ a c t e r l s t i c s  and measure 
d e v i a t i o n s  r e l a t i v e  t o  these qersoas ,  o r  the  *referencea 
g r  oap . 

&/ X u l t i c o l l n e a r l t y  is p r e s e n t  between t h e  cash and noncash 
welfare v a r i a b l e s .  Rnnninq the same aodel, but  excluding 
t h e  noncash welfare v a r i a b l e ,  produced vzry  l i t t l e  change 
i n  t h e  c o e f f i c i e n t  of t he  cash welfare variable, however. 
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Section 6 - TOPICAL MODULES (Continued1 I 
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