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What is a wage-price spiral?



Federal Reserve Bank of San Francisco 3

A bird’s-eye view of wages and prices 
Prices and wages normalized to 2000q1
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Prices and wages normalized to 2021q1

Wages and prices in the post-pandemic period 
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Wage growth tends to lag price growth
Intertemporal correlations of price and productivity-adjusted wage growth (1982-2023)
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Pass-through tends to be small, isolated to services
Cumulative impact of ECI increase on core PCE inflation (sample period 1988-2023)

Shapiro, Adam "How Much Do Labor Costs Drive Inflation?." FRBSF Economic Letter 2023.13 (2023): 1-6. 
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Extra slides
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Intertemporal correlations of price and wage growth (1982-2023)
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Intertemporal correlations of price and productivity-adjusted wage growth

(2000-2023)(1982-1999)



Federal Reserve Bank of San Francisco 10

Wage-price spiral, international evidence

Alvarez, J., Bluedorn, J., Bluedorn, M., Hansen, M., Hansen, N., Huang, Y.,& Sollaci, A. (2022). Wage-price spirals: What is the historical 

evidence?. International Monetary Fund.
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Pass-through evidence from the minimum-wage literature

Lemos, Sara. "A Survey of the Effects of the Minimum Wage on Prices." Journal of Economic Surveys 22.1 (2008): 187-212.
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Pass-through evidence: avg. hourly earnings to CPI

Heise, Sebastian, Fatih Karahan, and Ayşegül Şahin. "The Missing Inflation Puzzle: The Role of the Wage‐Price Pass‐Through." 
Journal of Money, Credit and Banking 54.S1 (2022): 7-51.
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Inflation expectations plausibly drive wages

Jordà, Òscar, et al. "Wage Growth When Inflation Is High." FRBSF Economic 
Letter 25 (2022): 1-6.

Glick, Reuven, Sylvain Leduc, and Mollie Pepper. "Will Workers 
Demand Cost-of-Living Adjustments?." FRBSF Economic Letter 
21 (2022).



Is wage compression likely to be 
persistent? 

or 
Are we entering into a new era of 

reduced earnings inequality?
Stephanie Aaronson,  Board of  Governors  of  The Federal  Reserve System

T h e s e  r e m a r k s  r e f l e c t  m y  o w n  v i e w s  a n d  n o t  t h a t  o f  t h e  B o a r d  o f  G o v e r n o r s  o f  t h e  F e d e r a l  R e s e r v e  
S y s t e m  o r  i t s  s t a f f

I  w o u l d  l i k e  t o  t h a n k  M o l l y  H a r n i s h  f o r  h e l p  o n  t h e s e  e x h i b i t s
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Wage inequality and
labor market tightness

Real Full-time Weekly Earnings V/U Ratio



Wages and the 
business cycle

Table originally appeared in: Aaronson, Stephanie, Mary C. Daly, William Wascher, and David W. 
Wilcox, "Okun revisited: Who benefits most from a strong economy?" Brookings Papers on Economic 
Activity, Spring 2019.
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Institutional factors
The Minimum Wage Unionization Rates

Minimum Wage Tracker, Economic Policy Institute
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International Trade and Industrial Policy

Real private investment in manufacturingManufacturing share of employment
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Artificial Intelligence

Eloundou, Manning, Mishkin, and Rock, “GPTs are GPTs: An Early Look at the Labor Market Impact Potential of Large Language 
Models”



The Big Shift to Remote Work

On Recent U.S. 
Wage Developments

Brookings Inst i tut ion
18 January 2024

Hutchins Center Conference on the 
Recent Evolution of Labor Markets

Steven J. Davis 
Senior Fel low, Hoover Inst itut ion
https://stevenjdavis.com

https://stevenjdavis.com/
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Real ECI: compensation, private industry workers (deflated by CPI)
CPI-U: All Items
Real ATL Fed Wage Growth Tracker (deflated by CPI)

2021 Q1 = 100

Sources: Bureau of Labor Statistics, Atlanta Fed, and authors’ calculations.

U.S. Real Wage Behavior and the CPI, 
January 2019 to September 2023
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Recent U.S. Episodes with Falling Real Wages

Source: “The Shift to Remote Work Lessens Wage-Growth Pressures” by Barrero, 
Bloom, Davis, Meyer and Mihaylov, NBER WP 30197. Revision in progress.
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