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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, is 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). 1/ Economists have used the reservation 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 (Holzer, 1986).

Given the usefulness of reservation wage data, the U.S.
Bureau of the Census (BC) introduced some "reservation wage
guestions" in its Survey of Income and Program Participation

(SIPP). This survey, which is a longitudinal survey of
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persons, was designed to monltor the economic well-belng 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 Jjob market
information, and the possibillity of conditioning effects on the
data. Nevertheless, it was the conclusion of the author that
the SIPP reservation wage data were probably of adéquate
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 "quality issue" 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 yhat 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.

bula n r

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 thé incorrect tabulation was 48.2
percent, but in the corrected one, only 5.0 percent. 1In 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 (1984), estimated the impact on an

individual's 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.) (%) (thous.) (%)
Total 5,165 100.0 5,165 100.0
Less than $3.35 2,487 48.2 259 5.0
$3.35 to $4.49 824 15.9 2,743 53.1
$4.50 to $5.99 6717 13.1 986 19.1
£6.00 to $7.99 570 11.0 570 11.0
$8.00 to $9.99 269 5.2 269 5.2
$10.00 to $11.99 133 2.6 133 2.6
$12.00 and over 205 4.0 205 4.0
Medlan ' $3.48 - $4.32 -
std. error .13 - .04 -

NOTE: Data are welghted.



insurance to the previous wage increases. Although both models
yielded different quantitative results, each showed positive

effects.

ese tion and Acceptance Wage Data

Reservation wage data were collected in the topical module
of the fifth interview of SIPP's 1984 panel. Thils panel began
with slightly more than 20,000 sample households. 3/ The fifth
interview in the panel was conducted in the months of January
through April of 1985. For persons who were ldentified as
being on layoff and looking for work or jobless and looking for
work in the previous month (December, 1984 through March,
1985), a battery of questions were asked about their
unemployment experlience--to include, of course, thelr
reservation wage (see Appendix A for the guestions). 4/

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 "selection" 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 avallable 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 f£ind out how many of the unemployed
persons with reservation wages found Jobs and at what
acceptance wages. These interviews cover a perlod 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, information
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. 5/ 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 Table 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 samplg reporting a reservation wage

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



Table 2. Distribution of unemployed Persons by Thelr

Reservatlon wWages and, for Those Who Eventually Found
Jobs, Their Acceptance Wages, Winter, 1984-85 1/

Unemployed persons with:

Hourly wage Reservation wages Acceptance wages
level Total Never found Found Found
job job job
Total 1,018 535 483 483
Total (%) 100 0 100.0 100.0 100.0
Less than $£3.35 4.8 4.7 5.0 4.4
$3.35 34.0 33.9 34.2 16.5
£3.36 to $£3.99 10.1 9.7 10.6 12.7
$4.00 to $4.99 15.3 15.9 14.6 20.5
$5.00 to $5.99 13.1 13.1 13.2 17.1
$6.00 to $6.99 7.1 6.9 7.3 7.3
$7.00 to $7.99 3.9 3.4 4.6 4.6
$8.00 to $8.99 3.8 4.3 3.3 5.0
$9.00 to £9.99 1.4 0.9 1.9 2.5
$10.00 and over 6.4 7.1 5.6 9.4
Mean $4.97 $£4.98 $4.95 £5.71
std. error .003 .005 .004 .006

1/ Reservation wages were collected in the period of January
to April, 1985, and relate to the perlod December, 1984, to
March, 1985. Acceptance wage data relate to those persons
who found jobs in the 12-month period after the collection
of the reservation wage data.

NOTE: Data are unweighted.



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 f£ind jobs and those
who did and reported acceptance wages. Slightly more than half
of these unemployed persons never found a job over a onee-year
period. One quality issue is whether or not this is a
reasonable estimate. Although little information exists to
which this proportion can be compared, we can turn to the
monthly gross labor force flow data for some guldance. 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 data have been adjusted for their many problems (e.g.,
rotation group blas, misclaésification), this proportion has
been estimated to be even higher (Poterba and Summers, 1985).
Therefore, the SIPP estimate d£ 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 $5.00 an hour.

As theory would suggest, acceptance wages, on average,
were higher than reservation wages--$5.71 vs. $4.95--as is

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



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)vas 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 £ind 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 recelving 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 1/

Characteristics Unemployed persons with reservation wages
Never found Jjob Found job
Total 535 483
Total (%) 100.0 100.0
Percent female 59.4 53.0
Percent Black and other 23.1 19.9
races
Percent receiving unemploy- 17.2 28.0
ment insurance
Percent receiving cash wel- 25.4 14.3
fare
Percent recelving noncash 34.4 20.5
welfare
Percent with:
0 - 8 yrs. of sch. compl. 12.5 7.5
9 - 11 " " 26.4 21.9
12 " " 38.5 46.8
13 -15 " " 13.6 18.6
16 yrs. of sch. compl. and 9.0 5.2
over

l/ See footnote 1, Table 2.

NOTE: Data are unwelghted.



17.2 percent. Persons receiving unemployment insurance
typically have strong ties to the labor force. On the other
hand, greater proportions of the non-Jjobfinders received cash
and noncash welfare in their households and this is usually
indicative of weak labor force ties. 6/ Last, expected
differences by years of school completed were evident, that is,
job finders were generally better educated than non-Jobfinders
(except in the instance of those with 16 or more years of
school completed).

Table 4 shows averages of reservation and acceptance wages
by age and sex for the 483 persons who found Jobs at some time
during the 12-month period after the winter of 1984-85. As
mentioned earlier, the acceptance wage, overall, was about 15
percent above the reservation wage. For men, the acceptance
wage was about 18 percent higher than the reservation wage.

For women it was only about 12 percent higher. Among all the

age-sex groups, the greatest difference between the acceptance
wage and reservation wage was for men age 25 to 54--$7.47 vs.

$6.12.

As research has shown, an individual's reservation wage is
likely to change as the length of the job search continues and
job offers are received. In our analysis, of course, the
reservation wage is fixed at a point in time. Many persons
begin the search with overly optimistic wage expectations and
quickly learn what the relevant job offer range is and adjust

their lowest acceptable wage (Barnes, 1975).



Table 4. Mean Reservation wages and Acceptance Wages of
Unemployed Persons Who Found Jobs'by Age and Sex,

Winter, 1984-85 1/
Age and Total Reservation 8tand. Acceptance Stand.
sex persons wvage error wage error
Total 483 $4.95 £.004 £5.71 $.006
Men, age 16 2217 5.52 .007 6.53 .009
and over
16 to 19 26 3.84 .007 4,65 .011
20 to 24 63 4.48 .008 5.10 .009
25 to 54 121 6.12 .011 7.47 .014
55 to 64 13 8.02 .046 8.45 .045
65 and over 4 6.47 .060 6.39 .020
Women, age 16 256 4.46 .005 4.98 .008
and over
16 to 19 33 3.46 .003 3.98 .007
20 to 24 49 3.80 .004 4.13 .007
25 to 54 155 4.81 .008 5.46 .013
55 to 64 18 4.85 .019 4.97 .017
65 and over 1 6.50 .000 4.50 .000

l/ See footnote 1, Table 2.

NOTE: Data are unweighted.



Regression Analyses

Table 5 presents the results of two redressions, one of
which relates to persons who never found jobs and the second to
persons who did £ind 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 regresslion is the natural
logarithm of the reservation wage. These dependent‘variables
have been regressed on varlous dummy independent variables.
They consisted of age, sex, and race varlables, 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 1s affected by
income, the regressions also contain dummy varlables reflecting
levels of individuals' monthly household income, the recelipt of
unemployment insurance by the individual, and the receipt of
cash or noncash welfare by the household (éee footnote 6 for
the definitions of the last items). Other nonpecuniary factors
which might affect the reservation wage, such as the presence
of young children in the household, availability of day care,
and school enrollment, were not fincluded.

Since the dependent variables are in logarithmic form, the
regression coefficlents are interpreted as estimated

percentage changes in the reservatlion wage of a reference group
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to a unit change in a particular dummy variable. 7/ The
reference group in both regressions was an unemployed white
male, age 25 to 54, who had a high school education, a monthly
household income of between $1,000 and $1,999, and recelved no
unemployment 1nsﬁrance 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 varlables constant. (All significant tests
were at the 5-percent level.) While this obviously reflects
differences in tastes for nonmarket work, 1t also probably
reflects market wage expectations. The coefficlents for blacks
and others were not statistically significant, but each had a
negative sign. This result is consistent with what Holzer
(1986) found for white and biack 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 varlable for

non-jobfinders was significant.



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
variable Unemployed persons with reservation wages:
Never found job Found job
Female -.178 -.183
(.039) (.040)
Black and other races -.069 -.019
(.046) (.050)
Age 16 to 19 -.205 -.226
(.071) (.064)
Age 20 to 24 -.108 -.176
(.049) (.050)
Age 55 to 64 .136 .088
(.064) (.082)
Age 65 and over .209 .211
(.133) (.193)
0 to 8 yrs. sch. compl. : -.119 -.051
(.064) (.078)
9 to 11 yrs. sch. compl. -.107 : -.002
(.050) (.051)
13 to 15 yrs. sch compl. .103 .109
(.060) (.053)
16 or more yrs. sch. compl. .280 | .382
(.072) (.090)
$0 to $999 mthly. hhld. inc. -.004 -.051
(.047) (.046)
$2,000 to 2,999 mthly. hhld. inc. .065 -.053
(.067) (.064)
$3,000 to 3,999 mthly. hhld. inc. .041 -.019
(.081) (.086)
$4,000 or more mthly. hhld. inc. .108 .134

(.095) (.083)




Table 5. Continued.

Variable Unemployed persons with reservation wages:
Never found job Found job

Unemployment insurance .133 .194
(.052) (.046)

- Cash welfare 1/ . .080 .007
(.059) (.066)

Noncash welfare 1/ -.178 -.117
(.057) (.060)

Constant 1.651 1.619
(.055) (.054)

2

R .305 .285
N 535 483
Mean of dependent variable (natur- 1.502 1.506

al logaritm of reservaton wage)

l/ CcCash welfare consists of benefits from Supplemental
Security Income, Veterans pensions, Ald to Families with
Dependent Children, General Asssitance, and Indlan and
Cuban Refugee Asssitance. Noncash welfare consists of
benefits from the Food Stamp Program, Women, Infants, and
Children Nutrition Program, and the Low-Income Energy
Assistance Program.

NOTE: Standard errors, which are shown in parentheses, have
been adjusted upward by 1.2049 for a sample design
effect.



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 thérefore the reservatlion wage. As
shown in the table, none of the coefficients were statistically
significant. The unemployment insurance goefficient, 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 Jjob
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

11
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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 suggests that nonlabor income would
increase the reservation wage. 8/ One possible interpretation
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 recelved, persons 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 recelve
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 1hcome, 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
because of background and environmental reasons.

The noncash welfare coefficient for persons who found jobs
was also negative but not statisticélly 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



dependent variable. The independent variables are age, sex,
race, years of school completed, the receipt of unemployment
insurance, and the receipt of cash and noncash welfare in the
household, as in the earlier regressions, and a few new
variables. Reservation wage levels were introduced as dummy
variables, and a time variable was included. The time variable
has three categories which represent the three four month
periods in which an acceptance wage (or job) could have been
received. Monthly household income was divided into three
categorical wvariables.

Except for the time and acceptance wage variables, all
other variables relate to the period at which the reservation
wage was reported. The reference group for this regression is
similar to that for the earlier ones, except now we assume that
persons resided in households with monthly incomes of between
$2,000 and $2,999, had a reservation wage of between $5.00 and
$5.99, and found a job in Time 1, or in the first four month
period after reporting hils reservation wage. Again, the
coefficients are
interpreted as percentage deviatlons about the average
acceptance wage for the reference group, glven a unit change in
an independent varlable.

The female coefficlent in Table 6 indicated a 16 percent
lower acceptance wage than the reference group's, a difference
that continues to reflect sex differences in earnings even
though this model controls for many factors. The coefficient

on blacks and other races also had a negative sign but was not



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

Vvarliable Unemployed persons with reservation wages who
found jobs

Female - -.158
(.045)
Black and other races -.030
(.055)
Age 16 to 19 -.126
(.073)
Age 20 to 24 -.134
(.056)
Age 55 to 64 -.015
(.090)
Age 65 and over ~-.046
(.214)
0 to 8 yrs. sch. compl. -.109
: (.087)
9 to 11 yrs. sch. compl. -.046
(.056)
13 to 15 yrs. sch. compl. -.053
(.060)
16 or more yrs. sch. compl. -.002
(.102)
$0 to $1,999 mthly. hhld. inc. ~-.065
(.067)
$3,000 or more mthly. hhld. inc. -.086
‘ (.085)
Res. wage less than $3.35 -.146
(.121)
Res. wage, $3.35 -.104
B (.074)
Res. wage, $3.36 to $3.99 -.122

(.090)




Table 6. Continued.

variable Unemployed persons with reservation wages who
found Jjobs

Res. wage, $4.00 to $4.99 -.070
(.082)

Res. wage, $6.00 to $6.99 153
(.099)

Res. wage, $7.00 or more .353
(.082)

Time 2 (second four month period) -.107
(.050)

Time 3 (third four month period) -.053
(.075)

Unemployment insurance .142
(.052)

Cash welfare 1/ -.049
(.073)

Noncash welfare 1/ -.048
: (.066)

Constant 1.851
(.096)

2 _

R .340
N ‘ 483

Mean of dependent variable (natural 1.619
logarithm of acceptance wage)

l/ See footnote 1, Table 5.

NOTE: Standard errors, which are shown in parentheses, have
been adjusted upward by 1.2049 for a sample design
effect.
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significant. According to this model and the previous model,
there exists little difference in the accepténce 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 coefficlients, only the $7.00
and over coefficient was significant, implying that if the
reference group person had aAreservation 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 remaining coefficients on these variables had fhe expected
signs but were not significant.

Theory as well as empirical evidence (Barnes, 1975) would
indicate that the acceptance wage should decline as a spell 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. Tge Time 2 coefficient was

statistically significant and negative indicating that these



longer term job finders received about 11 percent less 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 statlistlically significant.

lusi

In this paper the reservation wages of unemployed persons
collected in the fifth interview of SIPP's 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 SIPP's
sixth, seventh, and eighth interviews. The relatlionshlp 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. 8Slightly 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, thelr reported reservation
wage, on average, appeared to be a lower limit for market work
as theory suggests. 1t was also 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 recelved.
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In a narrower sense, however, the data were less
convincing. Regression models were estimated which also tested
the reservation wage data. Whenlcontrolling for a variety of
soclal, 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 varlables accounting
for the presence of young chlldren in the famlly, the
avallability 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 nonmarkef, that might
influence thelr reservation wage. Others may have been less
comprehensive in their assessment. The result is a data set

that must be used Jjudiciously.
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FOOTNOTES

1/

In May 1976, the CPS contained a special supplement to its
regular labor force guestions inquiring about the job
seeking activities of unemployed persons and thelr
reservation wages. The NLS also contained reservation wage
questions in its 1979 and 1980 survey of young men.

Other corrected tables from the 1987 ASA paper are
avallable from the author upon regquest.

Additonal SIPP -panels have been started in 1985, 1986,
1987, and 1988. These panels? -sampie -size averaged
approximately 14,000 households. See Nelson, McMillen, and
Kasprzyk (1985) for an overview of the SIPP.

Reservation wage guestions were also asked of those persons
outside the labor force who expressed irierest in
eventually returning to the labor market within 12 months.

‘Although most unemployed wageeea:aersvaresgaid by the hour,

some did Teport thelr reservation wages and acceptance
wages on another basis (e.g., weekly, bi-weekly,
monthly, annual). To place these data om a consistent

“basis, all mon~hourly wage data were—tramsformed to an

hourly basis. It was assumed all jobseekers were looking
for full-time jobs of 40 hours a week s¢ that figure was
used in the conversion of non-hourly reservation wages. 1In
addition, 4.3 weeks was used in the conwersion of any
monthly reservation salaries and 52 weeks was used 1ln the
adjustment of annual earnings. Over 75 percent of the
reservation wage data responses were orn a per hour basis.

Contained in the cash welfare wvariable were Supplemental
Security Income, Veterans pensions, Ald to Families with
Dependent Children, General Assistance, and Indlan and
Cuban Refugee Assistance. The noncash welfare varlable
consisted of Food Stamps, Women, Infants, and Children
Nutrition Program, and Low Income Home Energy Assistance.

This dummy variable method subsumes in the vonstant term
the average wage of persons with particular characteristics
defined by the selection of the independent variables.
Consequently, the coefficients represent the multiplicative
effects of the associated characteristics and measure
deviations relative to these persons, or the "reference"
group.

Multicolinearity is present between the cash and noncash
welfare variables. Running the same model, but excluding
the noncash welfare variable, produced very little change
in the coefficient of the cash welfare variable, however.
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APPENDIX A, Reservation Wage Questions

Section 5 — TOPICAL MODULES (Continued)

»o Part C — REASONS FOR NOT WORKING/RESERVATION WAGE
18192
is“"Worked'* marked on the ISS? 2202 1] Yes — SKIP to Check Item T18

Did . . . spend time locking for work or
on layoff from & job? {See item 2,
“ - page 2)

1
! 20No
1

8194 I

1OYes — SKIP 10 154 .
2[INo — SKIP to Check ttem T20, page 53

Did. . .work &t & job or business either fuil

or part time during EACH of the weeks in
this period? (See item 5a, page 2}

10 Yes — SKIP 10 183, page 54

i
'
i
I
' 20No

ASK OR VERIFY -

14. Did...worknuloboriwolnou(oruu...on

paid lesve) during the lest woek of {last month)?

10 Yes — SKIP to 185, page 54
20No

15a. This next question concerms the last week of

Mmomh).ﬂu...onhyoﬂ'mmujohdmm
that week?

~ 200No - sKiPto 16s

b. thoumnnywukohld...boononhyoﬂ
up untll that time?

i

)

1

i

H 10 Yes
1

|

T

ASK OR VERIFY ~
C, Does...now have & job or business?

1O Yes — SKiPto 15¢
200No

e e e e e

d. Does ... expect 1o be calied beck to thet job?

r!m'l 100 Yes

2UNo
x1 oK } SKIP to 15¢

€. Does . . . have & specific date to return to work?

s

,.'22!1 1) Yes

Spncmy

' 200No
1
f. What wage or salary was . . . recelving st the 1
cee 1 ‘
tme . .. was leid off that job? .EE Pes hour
Mark only one. - )V oR
$ .
E[ oo Per week
| OR
!
$ .
@ oo Per month
: OR
b $ .| oo
¥ 9
{géi% TER Per year
ASK OR VERIFY — JLEFT)
8. Did.. ... spend any time looking for work durin D Yes
16 the month of (laes mentny ™9 10 ™ 20No — SKIP 1o Check Item T20
1 .
b.Wn...hoklnglor-lulmmwpm-dmlob7 ;'ﬂy-l 10 Fult-tims
. H 2[1Part-time
! 30 Either
'
€. Did. .. contact any employers, during (lest W8224
month) in person, by mall, or by telephone? H ;8;:'__ 8KIPto 16¢
d. How many ditferent employers did . . . sontact? | ':D _
' Employers }SKlPtoChcck hem T19
H xiJ DK
®. What did. . . do during (last month) to find !
uovk-dld...lﬂudcaugodul— 1
(1] Check with the unemployment office? . . . . @ 10Yes 20No
(2) Check with & private employment sgency? . 82301 \[lves  s0No
3) Ask friends or relatives? .............. E 10Yes 20No
“, ‘n""‘m.‘“, ...a.oooo---cov-o-.oo‘E ‘DY'. ,DNO

b o e e e

m Is ... s seif-respondent? - ’

le 10 Yes

! 20INo — SKIP to 18a, page 54

n »

PORM LPP-430D (7-1).04)
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Section 5 — TOPICAL MODULES {Continued)

Part C — REASONS FOR NOT WORKING/RESERVATION WAGE (Continued)

Were you looking for & particular kind of job?

L §
:'.-222] 1O Yes
20INo -~ SKiP 1o 16k

What kind of job were you looking for?

Had you done this kind of work before?

i. When did you last do this kind of work?

« What wage or salary did you exXpact 10
j seceive for this kind of work?

k. Whatis the lowest wage or salary you would
have accepted (for this kind of work)?

{. During the time you have basn looking for & job
did y?u recelve any job ofters that you did not
take . .

Code Name of job
18202] \Oves
! 2lNo — SKIP to 16;
: Month Year
,.-mf[] e e T 1]
32801 ,[)DK
1

$ .
tm Per hour
: OR )
} ¢ .00
m Per week
: ., OR :
. s 1.] 00
E - Per month
H OR
|
e 129 perye
: Per year
mxn Dok
M x2[J Ref.
i
ze ¢ '
: Per hour
) OR ’
i . o
1@ Per week
1 OR
| ;

+ . 100

Per month

: OR
: ¢ . |00’
m Per year
FgEze)« Dok
' x2[J Ref.
«3222] |\ Myes

2lINo — SKIP t0 184, page 54

M. Whatis the main reason you did not accept the
{most recent) job offer?

1CJ Did not want that kind of work
2Py 100 low
3] Job too far away
o] Lack wransportation
sL] Job was only temporary
sJ Couldn’t srrangs child care
0] Hours were not satisfactory
0] Other job conditions were not satisfactory
sCJ inadequats benefits
1000 Other — Specify

0. What wage or salary was cfiered?

$ . 9
Per hour
OR

$ .
SKIP to
OR 18s,

. page 54
Par month

0 Per wesk

OR
$ . .

Per year J

a)x1 DK . .
H x200 Ref.

Page 52
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