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Why Wage Rates are Stagnating Despite Falling Unemployment  

David G. Blanchflower discusses his research with Adam S. Posen demonstrating that lower jobless rates are masking 
the problem of people outside the official labor force who are still looking for work.
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Steven Weisman: Unemployment rates have been falling in the United States and the United Kingdom, 
which normally would lead to rising wages. But wages are stagnating in both countries.  
This is Steve Weisman at the Peterson Institute for International Economics with Danny 
Blanchflower, nonresident senior fellow, to discuss why that phenomenon. First, Danny, 
describe the phenomenon in more detail.

Danny Blanchflower: You’re right, what we’ve actually seen is that the unemployment rate has been falling. 
But that doesn’t really mean that the slack, if you like, that exists in the US has really gone 
away. It’s much broader than that. Each month the unemployment numbers are given 
out, but what you see each month is that people leave the labor force. And so it turns out 
the question is, are those people really there? Are they competing for jobs or have they 
just gone? And the answer is: they really are competing for jobs. They’re pushing down on 
wages.

 So unemployed people want the jobs. They’re pushing down on wages. People who are out 
of the labor force are pushing down on wages because if jobs became available they’ll jump 
right back in. That means there’s more downward pressure on wages. There’s more slack in 
the labor market and more for the Fed to keep interest rates low.

Steven Weisman: Some argue that the people who are leaving the labor force are of retirement age. You’ve 
done research to show that although that might be a factor, the other factor is people 
dropping out of the labor force who could otherwise take jobs.

Danny Blanchflower: Some of it is that older workers have dropped out of the labor force. But the 
problem has been many of those folks, their pensions have actually been hit. And if good 
jobs were available they’d come back in if there was an opportunity there. But another big 
group actually are young people. And because there aren’t jobs around for them, many of 
them have gone to education, they’ve gone to unpaid internships. 

 Guess what? If good jobs started to be available paying large amounts of money, then they 
wouldn’t stay in school or in college. They’d actually leave and go to those jobs. So we 
actually have evidence that if there were more good paying jobs more people would come 
and get them and that’s the pressure that’s keeping down wages.

Steven Weisman: You and Adam Posen, President of the Peterson Institute, have produced a working paper 
to be presented at the Institute this week. What research contribution does that paper make 
to this complex phenomenon?

Danny Blanchflower: Adam and I have known each other quite a long time. I was actually a member 
of the Monetary Policy Committee and left and then Adam joined. He didn’t actually 
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replace me but we’ve both been interested in how monetary policy is conducted and, to put 
technically, how big the output gap is, what’s actually going on. 

 We started to try and work at this because our view was that all the fears about inflation 
rising driven by what was happening in the labor market were misplaced. We actually 
went and looked at the data. This is something that I’ve done for quite a long time and 
if you like, we take the black box of the data and we churn those data around. And 
essentially what we find is that not just do I assert that actually the unemployed and the 
nonparticipants are pushing down on wages. We can actually show that technically. 

  
 We don’t think that wages are about to rise much at all. That’s actually pretty darn much 

the position that [Fed chair] Janet Yellen has taken. They’re going to follow the data. We’re 
not surprised that nothing much has happened. At some point wages will start to rise but 
our work suggests not anytime soon.

Steven Weisman: We haven’t seen it yet for sure.

Danny Blanchflower: No, we haven’t seen it at all.

Steven Weisman: She has suggested that the Fed might though raise interest rates sometime next year. 

Danny Blanchflower: She didn’t say that. The markets interpreted what she said as suggesting that. Adam 
and I learned very well in the early days setting monetary policy that it’s like asking when 
is the treatment over. The answer is, it’s over when it’s over. Essentially Janet has said we’ll 
watch the data. And if the data follows a certain path, yes, then rates will start to rise. I 
suspect when you start to look at these data -- and our results they suggest that a rate rise 
is actually not coming anytime soon – it’s probably going to be quite a lot later than the 
markets think. But Janet has said and I think she’s quite right; it’s like how long is the piece 
of string? We’ll see when the data tells us.

 So she hasn’t said that. She said things like, we’ll follow the data. And if they follow what 
the members of the committee thinks and the way I often say is the FOMC [Federal Open 
Markets Committee] are not astrologists. They are simply trying to say if this, then this. 
But if not this, then something else.

Steven Weisman: Are they looking at the right data?

Danny Blanchflower: I think they are. Janet Yellen has made it absolutely clear in a set of speeches and 
in testimony that they’re looking at various components of what’s happening in the labor 
market and she has said on a number of occasions that following wage growth is pretty 
important. It’s a simplifier if you like. If you want to look at one thing, there are lots of 
other things you can look at. But if you want to look at one thing, that’s what you should 
look at. We actually argue for it in our paper and Janet Yellen has said that. Some other 
members of the committee don’t seem to quite be on board but we have a governor of a 
central bank who traditionally is a dictator.

Steven Weisman: Thanks very much, Danny.


