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K±V\�¹bpP%WcNqHÅVXSZW N)¶¨Y[V\OjJTbpS�© z�N)iRN&VXPR^a`cN)PRi2`cV�nXN�N�«ZVXH%JTScNqW `cb�´ ^a`cVXScvpNqi�JTS¸¥Rbp� iRN)^qYcPjJoOsr
^a`[VXSZvpN%VXvpvpPRN)vBV\OjN<N)H%~cKLb°r_H%N)SBO¯VXSZW¸YZScN)H%~cKTb�r_H%N)SBO&keH%JT^qPjb\­*VXScW¸VXvpvpPRN)vBV�OQN�­*N)iROjJTH�V\OQNqi
bXf*KTVX�mbpP¯WcN)H�VXScW�k OQ`cN�~cPjbX�[VX�cJLKTJLOsr#bXf�VXW�¥RYZiROQH%N)SBO)k9VXScW³OQ`cN�ijJTÁqNÅbXf*VXW�¥RYci·OQH%N)SBO<^qbpScWcJ ­
OQJLbpS[VXK*bXS VXW�¥RYci·OQJLScvc© ª*`cN#i·OaV\OjJTi·OQJT^qiÅV\PjN2bXf�OQNqS H�b\OQJLn\V\OjN)WÍ�BrÊV¸ijJLH�~cKLN2VXScW JLS¨OjYcJLOjJLnXN
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ScNq^)N)iRiQVXPRJTKor<N�«_OjN)ScW%OQb�V�´ubpPRKTW¦´�JLOj`1JTH%~¹NqPRf¼N)^�O/^)bXH�~mNqOjJLOQJLbpS�k\iROQPjV\OQNqvpJT^*JLSBOQN)PjVX^qOjJTbpSZi)kpScbXSd­
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Ã�iRN)N7Oj`cN7PjN�n_JTNq´ JTS ghbpScW VXScW���V\S z
NqN)ScNqS Ã��X�p���pÄjÄ�©�� ²³N7WcN�npNqKTbp~ÍV#ScN�´ OjN)iRO1i·OaV\OjJTi¡­
OQJL^Xk�ij`Zb°´�JLScv2`cb�´ OQb®WcJLPjN)^�OQKor�N)i·OQJTH�V\OjN<OQ`cJLi��·vBVX~	�®YciRJTScv2~cK±V\S¨O·­sKLNqnpNqK/~cPjb_WcYc^�OQJLbpS¤W[V\OaVd©
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G Æ Ä�k¨´�JLOj`Åi·OaVXPRµXN)Pu~cPjNqWcJT^�OQJTbXSci/f¼bpP
JTSZ^)PjN)VXijNqiÂJTS�vBVX~7H�VXvpSZJLOQYZWcN)iqkZVXKoOQ`cbXYcvp`�Oj`cN)PRN�VXPRNIOs´hb¦WcJT~ciqkdbXScN�~cPRJTbpP�OQb Æ&ÇpÇ �Zk_VXScW�bXScN
~cPRJTbpPuOjb Æ�ÇpÇ �d©��/-

²³N�VXKTiRb�KTb_bpµ»V\O9Oj`cNuÀ[PRH�i9Oj`[V\O/`[V&nXN*bpScKLr»~mbpijJoOQJLnXNÂvBVX~Zi9JTSI¥RYd«_OQVX~¹bXijN)W¦rXN&VXPRi)© �[bpP�Oj`cN
� � ]�iQVXH%~cKLNXkdf¼bXPu�mbXOQ`7�ZKTYcN6VXScW7´�`cJoOQN�^qbpKTKTVXP�K±VX�mbpPÂV\~c~cPjb&«dJTH�V\OjN)KLr �p½ �<bXfeOj`cN�bp�ciRN)P·npN)W
vBVX~Zi�VXPjN*~mbpijJoOQJonpNX©9�6f¹Oj`cbpijN*À[PRH�i9Oj`[V\O�`[V&nXN
~mbpiRJLOQJonpN*vBV\~ci9OQ`cJLi/~¹NqPjJLbdW1VXSZW�V\PjN*bp�ciRN)P·npN)W
JTS�Oj`cN�~cPjN�ndJLbpYci�~mN)PjJLbdW¬k\V\�¹bpYdO�`[VXKLfdbXf_OQ`cN�vBVX~Zi vXNqO �cJTvXvpN)Pq© ª*`ZJTi�JTi�OjPjYcN/f¼bpP��mbXOQ`¯�cKLYcN�VXScW
´�`cJoOQN>^qbpKTKTVXP�´ubpPRµXNqPji)© �[bpP
OQ`cNqijN¦bp�ciRN)P·nXV�OQJTbXSci)kmOQ`cN¦V&nXN)PQV\vpN¦JTSc^qPjN)VXijN<JLS=OQ`ZN<vBVX~�V\^)PjbXiji
OQ`ZN�OQ`cPRN)N�~mN)PjJLbdWZiuf¼bpPÂ�cKLYcN�^qbpKTKTVXPuKTVX�¹bXPhvpb_N)iÂf¼PRbpH � � © È �>OQb � �Z©ö� Æ Oj`cbpYcijVXScW®~mN)ijbXi)©�ª*`cN
´�`cJoOQN�^)bXKTK±V\P*V&npN)PjVXvpN¯JTSZ^)PjN)VXijN¯JLS®Oj`cN¯vBVX~2vpb_N)iÂf¼PjbXH � �d© Ç �>OQb ÆpÆ �Z© È �¦Oj`cbpYcijVXScW2~¹Nqijbpiq©
GIi�V*^)bXS¨OjPjbpK¨JLSc~cYZOe´hNhN¿«ZVXH�JLScN/OQ`cN�vBV\~�f¼bpPeH�V\OjN)PjJTVXKTiq© ]dJTSZ^)N�HÅV�OQN)PRJ±VXKLieVXPRN�YZS[V\É¹N)^qOjN)W

�Br�Oj`cN�¥RbX�7ijNq^)YcPRJLOsr�~cPjb�n_JTiRJTbpSciqk_´hN�iR`cbpYcKLW7N�«d~mN)^qOuOQb>À[SZW7KTJoOjOQKLN�^a`[VXScvpN6JTS�Oj`cN6H�V\OjN)PjJTVXKTi
vBVX~¬©9ª�V\�cKTN Æ V\ScW ��JTvpYZPjN��>iR`cb�´(Oj`[V\OÂOj`cN)PRN�Wcb_N)i�VX~c~mN&V\PuOQb¦�mN¯V>f�VXKTKmJTS�OQ`cN�vBV\~ciÂN&V\PjKLr
JTS�OQ`cN6ÀcPjiROÂ~¹NqPjJTb_W7WcYZPjJTSZv>OQ`cN6PjN)^qN)iRijJTbXS�kc�cYZO*V\f�OQNqP Æ�Ç�� ��OQ`cN6vBVX~ci*V\PjN �¾V�O*VXScW�^qbpSci·OaVXSBO

@ . # ÒjÑ¹Ó¼Ô¡Ñ¼Û±Ó�ðsÑH+ ÞeÑ¼ÙQß Ó�Ö 1 ãQÖjâ�ÝsÖjÙQß ØTßáÝsÖQÓ�ô�ð¡Ó�ëjà_ÚÜÝsÛdÕjôáãQÑ¾â�Ýsôáô Ó�Û_ô Ó�Õ¿ÝsÛZÓ�â¼ÛLÝsàTà_ë�Ñ¼ÛLßáÝRÙQàdÓ�ÛTÑ �/�/� ò �/� + �/C ò ?'C21 ê �$�20 ò ?'0 + ! 0 ò �2021 êÓ�ÖQÙ �$�2C ò �/� + � ! ò 09�:1 ò # ÒQÑZÓ¼Ô¡Ñ¼Û±Ó�ðsÑQ+ÜÞeÑ¼ÙQß Ó�Ö 1 ãQÖQâ¼ÝsÖQÙQß ØLßáÝsÖaÓ�ô�ð¡Ó�ëQàXÚÜÝsÛ\ä_ÒQß ØLÑdâ¼Ýsôáô Ó�ÛXô Ó�Õ¿ÝsÛBÓ�â¼ÛLÝsàTàXë¿Ñ¼ÛTßáÝ·ÙQàBÓ�ÛLÑ � ! � ò - � + C2? ò �.C21 ê
� �/� ò � ! + C2? ò ! C21 ê�Ó�ÖjÙ �.C2? ò -/C + �.0/0 ò C/021 ò # ÒjÑ�àLÑ[ÛTÑ¼àTãjô ØTà_Ó�ÛTÑ[ÛLÝsÕQãQàoØ_ØLÝ�ãQàLßáÖQðeÓ¹ØLÛ±Ó�ÖjàI*îôáÝsð¹àTë¿Ñ¼â�ß ×Qâ�ÓºØLßáÝsÖ)ò@�� ÐhÑXÒaÓ�Ô¡ÑBÓ�ôáàLÝ¨ÛTãQÖ[ØLÒQÑ ��1°åZä_ß ØTÒ[× FRÑ¼Ù¹Ñ)(�Ñ¼â�ØTà°àTë¿Ñ¼â¼ß ×aâ�ÓºØTßáÝsÖ¹ÙQÛTÝsëjëQßáÖQð¨Ú ãQÑ¼ôáà�Ó�à°Ó�ÖmßáÖQëQãRØ�ò # ÒQÑ �/0 ê 0/0/0 Ñ)F·ØTÛTÓdÝsÕQàLÑ�ÛoÔsÓºØLßáÝsÖQàÙQÝ�ÖjÝ�ØdâTÒaÓ�ÖQðsÑ[ØTÒjÑ �aÓ�Ô¡ÝsÛ_Ý�Ú�ØLÒQÑ[ÛLÑ�àLãQô ØLà�ò
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ijYZvpvpN)i·OÂV¯^a`[VXSZvpNIJLS�WZN)H�VXScW�k¨N)JoOQ`cNqP/OQ`cPRbpYcvp`ÅV�^a`[V\ScvpN
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JTS=~cPjJL^)N®Ã�´ÂVXvXN�Ä�© £ Sc^qPjN)VXijNqi�JLS=OQ`ZN<^)b_Nq§%^)JLN)SBO¯bpS�KTVXvpvpNqW=K±V\�¹bpP6VXPjN<VXKTiRb7ijYcvXvpN)i·OQJLnXN¦bXf�V
ScNqvBV\OQJonpN7JLH�~cVX^qO)k/VXi¦K±V\iRO¦~mN)PRJTb_W �Üi»K±VX�mbpP»�¹Nq^)bpH%N)i1V#�mNqOROQN)P¦~ZPjN)WZJT^qOjbpP<bXf*Oj`cJTi>~¹NqPjJTb_W � i
KTN�npNqKº©/G6i�`[V&nXN»bXOj`cN)PRi�JTS�OQ`cN¯KLJLOQNqPQV\OjYcPjN\kd´hN»KLbdbXµ%f¼bpPÂOj`cN)iRN»N�É¬Nq^qOji)©
²³N>NqiROQJLHÅV�OQN¯OQ`cN»WZr_S[VXH%JT^¯K±VX�mbpP�WcNqHÅVXSZW#N)¶¨Y[V\OjJTbpSZiIYciRJTScv%OQ`cPRN)N>VX~c~cPRbBVX^a`cNqi)�I� �;]mk

JTSZiROQPRYcH%N)SBOaVXKmn\VXPjJTVX�cKTNqi)kdVXScW7ÀZ«dNqWxN�É¬Nq^qOQiq©�ª*`cN�JTSci·OQPRYcH�NqSBOaVXKmnXV\PjJ±V\�cKTNIVX~c~cPRbBVX^a`�kd´�`cJT^a`
H�VXSBr�HÅV&r�PRN)vBV\PjW³VXi�OQ`cN%~cPjN�f¼N)PRPjN)W³ij~mN)^qJLÀ[^)V\OQJLbpS�kef¼bpKTKLb�´�i¯guKTYcSZWcN)KLK/VXScW�gubpScWÊÃ Æ�ÇXÇ�� Ä�©
²³N=^)bXScijJLWcN)PÅVXi7N)SZWcbpvpNqScbpYci7�ZKTYcN2^)bpKLK±VXP¦´uVXvpN\k�´�`ZJLOQNx^)bpKLK±VXP¦´uVXvpN\k�n\VXKLYcNxVXWcWcNqW VXScW
K±V\vpvpN)W��ZKTYcN¯^)bXKTK±V\PuN)H%~cKLb°r_H%N)SBO&©/ª*`ZN»JLSciROjPjYcH%N)SBOQiÂ´hN�YcijN»VXPjN�KTVXvpvpNqW®JTScWcYZiROQP·r�bpYZOj~cYZO)k

E = ÐhÑ¾×aÖQÙ9Ó�àTßáÞeßáô Ó�Û¨ëaÓºØoØTÑ¼ÛTÖ9ÚÜÝsÛ¨ØTÒQÑmÑ¼ôáÑ¼â¼ØLÛTßáâ¼ß Øîí�ð¡Ó�ëQà�ò # ÒQÑ¾Ú ãQÑ¼ôáà_ð¡Ó�ë/ßáàdãjÖQâ±ÒaÓ�ÖQðsÑ¼Ù�ßáÖ;ØLÒQÑ¾×aÛTàoØZë¿Ñ¼ÛTßáÝ·Ù)ê¿ÕQãjØdØTÒjÑ�Ö/ÙjÝRÑ¼àßáÖQâ¼ÛTÑ�Ó�àLÑ[ßáÖ ØLÒQÑ¾àTÑ¼â¼ÝsÖQÙ�ë¿Ñ¼ÛTßáÝ·Ù)ò
E " �ZÖQÑ¹ÞeÝ�ØTß Ô�ÓºØTßáÝsÖ�ßáàcðsß Ô¡Ñ¼Ö�Õ·í�â¼ÝsÖQàLßáÙQÑ¼ÛTßáÖQð�Ó�×aÛLÞ®ßáÖhÓ�â¼ÝsÞeë¿Ñ¼ØLß ØLß Ô¡Ñ�Ñ¼Ö·ÔRßáÛTÝsÖQÞeÑ¼Ö¡Øcä_ß ØTÒhÓ;ïBÝsÕjÕ9* & ÝsãQðsô Ó�à¾ëQÛLÝRÙjãQâ�ØTßáÝsÖÚÜãQÖQâ�ØTßáÝsÖ
Ó�ÖQÙ�Ó�Ö�3 =G+ �:1 ÙQßáàoØTãQÛLÕaÓ�ÖQâ¼ÑsòIåRßáÞeßáô Ó�Û¾ÙjíRÖaÓ�Þeßáâ;ô Ó�Õ¿ÝsÛ�ÙjÑ�Þ�Ó�ÖjÙ*Ñ.D·ãaÓºØLßáÝsÖQà�ÒaÓ�Ô¡Ñ;Õ¿Ñ�Ñ¼Ö�Ñ¼àLØLßáÞ�ÓºØTÑ¼Ù*ßáÖ�Ó�ÖRãjÞ¬Õ¿Ñ¼ÛÝ�Ú¨àLØLãQÙQßáÑ¼à�ê°ßáÖQâ¼ôáãQÙQßáÖQð/èdÓ�ÞeÞeÑ¼ÛTÞeÑ¼àTÒ + �.-/-/�21 êXåRÑ�Ô¡Ñ¼àLØLÛTÑ Ó�ÖQÙ # ÛTÝsðsÖQÝsÖ + �.-/- � 1 ê � Ó�ùLÖ 5�íRôáÕ¿Ñ�Û¹Ó�ÖQÙuñ/Ó�ôáÝsÖQÑ�í + � 0/0/021 êpÓ�ÖQÙ�ØTÒjÑôáß ØLÑ�ÛTÓºØTãjÛTÑ[â¼ß ØTÑ¼Ù;ßáÖ�è_Ñ�âTéRÞ�Ó�Ö�Ó�ÖQÙPA�Ó�ðsÑ¼àQ+ � 0/0'��1 ò
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K±V\vpvpN)WÅJTScWcYZiROQP·r�V&npNqPQVXvXN��ZKTYcN�^qbpKTKTVXPh´uVXvpN\k[K±VXvXvpN)W7JLScWcYci·OQP·r�V&npNqPQVXvpN�´�`cJoOQN�^qbpKTKTVXP�´uVXvpN\k
Os´hb\­s~mN)PRJTb_WËK±VXvpvXN)W�JLScWcYci·OQPRr�bpYZOQ~ZYZO&k/Os´hb\­s~mN)PRJTb_WËK±VXvpvXN)W�JLScWcYci·OQPRrËV�nXN)PjVXvpN��cKLYcN�^)bpKLK±VXP
´uVXvpNXk¾Os´hb\­s~mN)PRJTb_W=K±V\vpvpN)W2JTSZWcYciROjPRr2V&npNqPQVXvXN>´�`cJLOjN»^qbpKTKTVXPÂ´uVXvpNXkmOs´ub�­s~mN)PjJLbdW2K±V\vpvpN)W2�cKLYcN
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Figure 1 
The Change in Firing Costs in Chile 

Expected discounted cost of dismissing a worker, in multiples of monthly wages 

 
 
Source: Edwards and Edwards (2000). 
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Table 1   
Absolute Value of Plant-level Gap, OLS 

 
Gap = Marginal Revenue Product - Marginal Cost 

 
 

Dependent Variable Blue Gap White Gap Materials Gap 

  (1)  (2)  (1)  (2)  (1)  (2) 

       

Constant 111.467 111.678 162.815 163.149 0.283 0.283 

 [9.551]** [9.551]** [3.637]** [3.617]** [0.010]** [0.010]** 

Period Dummy (1985-1990) 24.302 23.861 -0.164 -0.827 -0.044 -0.043 

 [9.815]* [9.811]* [7.049] [7.092] [0.014]** [0.014]** 

Period Dummy (1991-1996) 41.459 41.005 16.857 16.203 -0.035 -0.034 

 [16.615]* [16.633]* [6.581]* [6.515]* [0.012]** [0.012]** 

Industry Output Growth Rate  3.415  4.803  -0.01 

  [2.507]  [3.070]  [0.008] 

       

       

Firm Fixed Effects Yes Yes Yes Yes Yes Yes 

Observations 28,641 28,634 28,643 28,636 29,485 29,478 

R-squared 0.79 0.79 0.64 0.64 0.54 0.54 

Number of clusters 66 66 66 66 67 67 

 

All variables are in thousands of 1979 pesos.  Blue Gap is defined as the absolute value 
of the gap between the marginal product of blue collar labor and the blue collar wage 
rate, normalized by the 3-digit industry output price deflator.  The marginal product of 
blue collar labor is estimated based on a gross output Cobb-Douglas production function, 
which is estimated using OLS with firm fixed effects. The blue collar wage rate is 
obtained by dividing the total blue collar wage bill by the number of blue collar 
employees.  White Gap is defined similarly.  Materials Gap is defined as the absolute 
value of the gap between the marginal product of materials and the normalized materials 
price index (also defined at the three digit industry level).  The underlying production 
functions used for calculating the gaps are estimated separately for each 3 digit industry.  
Standard errors are clustered at the 4-digit industry level.  + significant at 10%; * 
significant at 5%; ** significant at 1%.  
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Figure 2 
Differences Across Years in the Absolute Gap 

Blue and White Collar Labor and Materials, OLS estimates 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The graph plots the coefficient on year dummies in regression of absolute gap between marginal product of an input and its normalized price, including firm 
fixed effects and industry output growth rate. Year 1980 is normalized to 100.   
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Table 2 
Labor Demand Regression 

Blue Collar Employment, Instrumental Variables 
 

 Blue Collar Labor 

 Period 1 
(1979-84) 

Period 2 
(1985-90) 

Period 3 
(1991-96) 

All Periods 

     

Constant -0.015 0.016 -0.044 -0.024 

 [0.010] [0.006]* [0.006]** [0.006]** 

Blue wage -0.123 -0.235 -0.104 -0.191 

 [0.037]** [0.025]** [0.043]* [0.017]** 

Blue wage_t-1 -0.047 0.082 0.238 0.066 

 [0.016]** [0.019]** [0.023]** [0.011]** 

White wage 0.117 0.023 0.029 0.054 

 [0.023]** [0.019] [0.019] [0.010]** 

White wage_t-1 -0.026 -0.034 -0.023 -0.048 

 [0.012]* [0.008]** [0.010]* [0.005]** 

Value added 0.104 -0.002 0.075 0.081 

 [0.010]** [0.024] [0.017]** [0.009]** 

Value added_t-1 0.04 -0.006 -0.015 0.012 

 [0.006]** [0.006] [0.008]+ [0.004]** 

Blue Employment_t-1 0.12 0.435 0.664 0.457 

 [0.055]* [0.093]** [0.071]** [0.056]** 

Period Dummy (1985-1990)    0.015 

    [0.010] 

Period Dummy (1991-1996)    0.005 

    [0.009] 

Period Dummy (1985-1990)*Blue Employment_t-1   0.35 

    [0.106]** 

Period Dummy (1991-1996)*Blue Employment_t-1   -0.283 

    [0.092]** 

Observations 8129 15272 18499 41900 

Dependent variable is the log (Blue Collar Employment). All other variables are also in logs.  The 
regressions are estimated in first differences.  The endogenous variables are Blue Wage, White Wage, 
Value Added and Blue Employment_t-1.  Instruments are lagged industry output, lagged industry average 
Blue Wage, Lagged industry average White Wage, two-period lagged industry output, double lagged 
industry average blue wage, double lagged industry average white wage, two-period lagged Blue Wage, 
two-period lagged White Wage, two-period lagged Materials, two-period lagged Capital, two-period lagged 
Value Added and three-period lagged Blue Collar employment.  Standard errors are adjusted for clustering 
at the 4-digit industry level.  + significant at 10%; * significant at 5%; ** significant at 1%. 
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Table 3 
Labor Demand Regression  

Blue Collar Employment, OLS 
 

 OLS 

 Period 1 
(1979-84) 

Period 2 
(1985-90) 

Period 3 
(1991-96) 

All 
Periods 

     

Constant 0.174 0.082 0.095 0.141 

 [0.038]** [0.026]** [0.030]** [0.015]** 

Blue wage -0.194 -0.274 -0.296 -0.25 

 [0.016]** [0.018]** [0.022]** [0.007]** 

Blue wage_t-1 0.095 0.177 0.202 0.154 

 [0.017]** [0.018]** [0.017]** [0.007]** 

White wage 0.084 0.057 0.042 0.064 

 [0.009]** [0.011]** [0.014]** [0.004]** 

White wage_t-1 -0.08 -0.048 -0.034 -0.057 

 [0.008]** [0.010]** [0.012]** [0.004]** 

Value added 0.108 0.101 0.124 0.111 

 [0.006]** [0.007]** [0.008]** [0.003]** 

Value added_t-1 -0.031 -0.02 -0.049 -0.033 

 [0.004]** [0.007]** [0.007]** [0.003]** 

Blue Employment_t-1 0.859 0.879 0.88 0.858 

 [0.007]** [0.010]** [0.008]** [0.004]** 

Period Dummy (1985-1990)    -0.047 

    [0.011]** 

Period Dummy (1991-1996)    -0.056 

    [0.012]** 

Period Dummy (1985-1990)*Blue Employment_t-1   0.024 

    [0.003]** 

Period Dummy (1991-1996)*Blue Employment_t-1   0.019 

    [0.004]** 

Observations 17650 20416 23155 61221 

R-squared 0.91 0.92 0.9 0.91 

Dependent variable is the log (Blue Collar Employment). All other variables are also in logs.  Standard 
errors are adjusted for clustering at the 4-digit industry level.  + significant at 10%; * significant at 5%; ** 
significant at 1%. 
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Table 4 
Probability of Not Adjusting Labor 

 
  (1) (2) (3) (4) (5) (6) 

       

Constant 0.179 0.179 0.146 0.146 0.172 0.17 

 [0.013]** [0.013]** [0.006]** [0.007]** [0.023]** [0.032]** 

Period dummy (1985-1990) -0.044 -0.044 -0.003 -0.003 0.001 0.012 

 [0.008]** [0.008]** [0.009] [0.009] [0.011] [0.011] 

Period dummy (1991-1996) -0.044 -0.044 0.009 0.008 0.017 0.036 

 [0.006]** [0.006]** [0.010] [0.010] [0.015] [0.018]* 

Industry output growth rate  -0.002  0.001   

  [0.003]  [0.003]   

Lagged labor     0 0 

     [0.000]** [0.000]** 

Firm wage rate     0 0 

     [0.000] [0.000]+ 

Observed productivity (LP estimate)     -0.003  

     [0.005]  

Observed productivity (OLS estimate)      -0.008 

      [0.013] 

Fixed effects None None Firm Firm Firm Firm 

Observations 73,705  73,689  73,705  73,689  55,204  31,891  

R-squared 0 0 0.25 0.25 0.24 0.25 

Number of clusters 89 89 89 89 60 84 

Dependent variable is one if the firm does not adjust its employment level (compared to previous year). All other variables are in logs.  
Standard errors are adjusted for clustering at the 4-digit industry level.  + significant at 10%; * significant at 5%; ** significant at 1%. 
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Table 5 
Firing Rates Conditional on Firing 

Percentage change 
 
 (1) (2) (3) (4) (5) (6) 

       

Constant 0.172 0.17 0.174 0.169 0.232 0.208 

 [0.005]** [0.005]** [0.004]** [0.003]** [0.026]** [0.022]** 

Period dummy (1985-1990) -0.019 -0.016 -0.025 -0.019 -0.034 -0.03 

 [0.005]** [0.005]** [0.008]** [0.007]** [0.010]** [0.013]* 

Period dummy (1991-1996) -0.026 -0.023 -0.026 -0.02 -0.057 -0.06 

 [0.004]** [0.004]** [0.005]** [0.004]** [0.010]** [0.014]** 

Industry output growth rate  -0.011  -0.025   

  [0.005]*  [0.006]**   

Lagged labor     0.00 0.00 

     [0.000]** [0.000]** 

Firm wage rate     0.00 0.00 

     [0.000]** [0.000]** 

Observed productivity (LP estimate)     -0.02  

     [0.006]**  

Observed productivity (OLS estimate)      -0.028 

      [0.007]** 

Fixed effects None None Firm Firm Firm Firm 

Observations    28,908     28,898     28,908     28,898     21,216     12,557  

R-squared 0.01 0.01 0.37 0.37 0.39 0.410 

Number of clusters 89 89 89 89 60 81 

Firing rate is the absolute percentage decrease in employment, defined for firms that decrease employment. Standard errors are adjusted for clustering at the 4-
digit industry level.  + significant at 10%; * significant at 5%; ** significant at 1%. 
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Table 6 
Hiring Rates Conditional on Hiring 

Percentage Changes 
 (1) (2) (3) (4) (5) (6) 
       
Constant 0.244 0.244 0.258 0.258 0.297 0.269 
 [0.011]** [0.011]** [0.007]** [0.007]** [0.024]** [0.033]** 
Period dummy (1985-1990) -0.012 -0.013 -0.023 -0.023 0.014 0.023 
 [0.006]+ [0.006]* [0.007]** [0.007]** [0.006]* [0.007]** 
Period dummy (1991-1996) -0.045 -0.046 -0.074 -0.074 0.004 0.026 
 [0.010]** [0.010]** [0.013]** [0.013]** [0.013] [0.009]** 
Industry output growth rate  0.01  0.004   
  [0.007]  [0.005]   
Lagged labor     0.00 0.00 
     [0.000]** [0.000]** 
Firm wage rate     0.00 0.00 
     [0.000]** [0.000]** 
Observed productivity (LP estimate)     0.007  
     [0.005]  
Observed productivity (OLS estimate)      0.02 
      [0.014] 
Fixed effects None None Firm Firm Firm Firm 
Observations    33,903     33,899     33,903     33,899     25,706     14,585  
R-squared 0.01 0.01 0.34 0.34 0.39 0.410 
Number of clusters 88 88 88 88 59 82 

Hiring rate is the percentage change in total employment, defined for firms that increase employmen.  Standard errors are adjusted for clustering at the 4-digit 
industry level.  + significant at 10%; * significant at 5%; ** significant at 1%. 
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Table 7 
Explaining Movements in Real Wages 

 
  (1)  (2)  (3)  (4)  (5) 

      

Period Dummy (1985-1990) -0.375 -0.378 -0.405 -0.363 -0.533 

 [0.026]** [0.024]** [0.022]** [0.027]** [0.020]** 

Period Dummy (1991-1996) 0.081 0.072 -0.007 0.092 -0.112 

 [0.023]** [0.022]** [0.025] [0.023]** [0.028]** 

Firm Output Growth Rate  0.008    

  [0.002]**    

Log(Industry Output)   0.127   

   [0.021]**   

Industry Output Growth Rate    0.001  

    [0.006]  

Unemployment Rate     -2.131 

     [0.193]** 

Constant 4.494 4.52 2.52 4.486 4.814 

 [0.014]** [0.014]** [0.319]** [0.016]** [0.026]** 

Observations 86176 73701 86160 80346 86176 

R-squared 0.8 0.82 0.81 0.81 0.81 

Number of clusters 89 89 89 89 89 

 

Dependent variable is Log (real wage rate).  Real wage rate is the nominal wage rate 
deflated by the producer price index.  Nominal wage rate is defined as the total wage bill/ 
number of employees.  For each independent variable the first row gives the coefficient 
values and the second row gives the related t-values.  All regressions include firm fixed 
effects.  Standard errors are adjusted for clustering at the 4-digit industry level.  + 
significant at 10%; * significant at 5%; ** significant at 1%. 
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Table A1 
Absolute Value of Gap Using Levinsohn-Petrin  
Value-Added Production Function Estimator 

 
 

Dependent Variable Blue Gap White Gap 

 (1) (2) (1) (2) 

     

Constant 55.63 57.258 172.187 174.762 

 [6.079]** [6.274]** [6.386]** [6.604]** 

Period Dummy (1985-1990) 17.766 15.959 40.423 37.414 

 [8.786]* [8.548]+ [7.600]** [7.215]** 

Period Dummy (1991-1996) 28.576 26.866 63.74 61.125 

 [9.549]** [9.313]** [12.130]** [11.929]** 

Industry Output Growth Rate  1.685  18.537 

  [2.351]  [5.287]** 

     

     

Observations 63,824 60,021 63,868 60,064 

R-squared 0.74 0.75 0.68 0.69 

Number of clusters 60 60 60 59 

 
All variables are in thousands of 1979 pesos.  Blue Gap is defined as the absolute value 
of the gap between the marginal product of blue collar labor and the blue collar wage 
rate, normalized by the 3-digit industry output price deflator.  The marginal product of 
blue collar labor is estimated using a value-added Levinsohn-Petrin estimator to address 
simultaneity. The blue collar wage rate is obtained by dividing the total blue collar wage 
bill by the number of blue collar employees.  White Gap is defined similarly.  The 
underlying production functions used for calculating the gaps are estimated separately for 
each 3 digit industry.  Standard errors are clustered at the 4-digit industry level.  + 
significant at 10%; * significant at 5%; ** significant at 1%.  
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Figure A1 
Differences Across Years in the Absolute Gap 

Blue and White Collar Labor 
Levinsohn-Petrin Estimator 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The graph plots the coefficient on year dummies in regression of absolute gap between marginal product of an input and its normalized price, including firm 
fixed effects and industry output growth rate. Year 1980 is normalized to 100.  The underlying value added production function is estimated using the Levinsohn-
Petrin procedure. 
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Table A2 
Labor Demand Regression  

Blue Collar Employment, Fixed Effects 
 

 Blue Collar Labor 

 Period 1 
(1979-84) 

Period 2 
(1985-90) 

Period 3 
(1991-96) 

All Periods 

     

Constant 1.593 1.554 2.081 0.892 

 [0.094]** [0.188]** [0.236]** [0.045]** 

Blue wage -0.151 -0.26 -0.282 -0.23 

 [0.021]** [0.023]** [0.022]** [0.008]** 

Blue wage_t-1 -0.01 0.06 0.065 0.091 

 [0.012] [0.018]** [0.017]** [0.007]** 

White wage 0.098 0.062 0.023 0.06 

 [0.012]** [0.013]** [0.019] [0.004]** 

White wage_t-1 -0.027 -0.017 -0.017 -0.042 

 [0.010]** [0.008]* [0.008]* [0.004]** 

Value added 0.11 0.101 0.117 0.115 

 [0.008]** [0.010]** [0.010]** [0.004]** 

Value added_t-1 0.032 0.038 0.017 0.009 

 [0.005]** [0.004]** [0.007]* [0.003]** 

Blue Employment_t-1 0.228 0.367 0.321 0.55 

 [0.017]** [0.025]** [0.021]** [0.010]** 

Period Dummy (1985-1990)    -0.037 

    [0.016]* 

Period Dummy (1991-1996)    -0.029 

   [0.019] 

Period Dummy (1985-1990)*Blue 
Employment_t-1 

   0.023 

   [0.005]** 

Period Dummy (1991-1996)*Blue 
Employment_t-1 

   0.022 

    [0.006]** 

Observations 17650 20416 23155 61221 

R-squared 0.95 0.95 0.94 0.93 

 
Dependent variable is the log (Blue Collar Employment). All other variables are also in logs.  Standard 
errors are adjusted for clustering at the 4-digit industry level.  + significant at 10%; * significant at 5%; ** 
significant at 1%. 
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Figure A2 
Trends in Real Wages 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Authors’  calculations 
 

Figure A3 
Inflation and Unemployment Rate 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Edwards & Edwards (2000), ILO statistics, authors’  calculations. 
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