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What We Know So Far

Periods of high inequality were also periods of high education
wage premiums

Inequality and wage premiums fell during periods when the
supply of high school educated individuals greatly expanded

Hypothesis: the rise and fall of inequality are driven by a race
between demand for educated workers and growth in the
supply of educated workers
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Model for Output and Relative Skilled Labour

Goldin and Katz define a CES aggregate production function:

Qt = At(λtSρ
t + (1 − λt)Uρ

t )
1
ρ

and
Ut = (θtHη

t + (1 − θt)Oη
t )

1
η

Define all variables and parameters above
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Equilibrium Equations

Goldin and Katz use equilibrium conditions to derive

log( WSt

WUt
) = log( λt

1 − λt
) − 1

σSU
log( St

Ut
)

and
log(WHt

WOt
) = log( θt

1 − θt
) − 1

σHO
log(Ht

Ot
),

where σSU = 1
1−ρ and σHO = 1

1−η . How to derive?
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College Wage Premium and Relative Skilled Labour
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Predicted Wage Premium and Actual Premium

Model does a good job predicting the college wage premium
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Discussion of Model Fit

WWII policies and union power may explain the greater than
predicted decline in the college wage premium in the 1940s

The greater-than-predicted premium may be explained by the
erosion of union power in the 1970s
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High School Wage Premium and Relative HS Graduates
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Determinants of Inequality

Model suggests that relative supply of skilled labor explains a
portion of the wage premiums and therefore, inequality

But is the supply of skilled workers driven only by the high
school and college movements?

Alternative explanations:
Immigration of low-skilled immigrants decreasing the relative
supply of skilled labor
Growth in cohort size naturally leads to larger cohorts and
since each cohort is more educated
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Immigration and Cohort Size

Goldin and Katz can estimate how much immigration changed
the relative supply of skilled workers in each period

Their regression estimates tell them how much this would
have changed the college and high school wage premium

Immigration had little effect in the early period (1915-1940).
From 1980-2005, explains 5 percent of the growth in the
college premium and 43 percent of the high school premium

Similar argument for cohort-size. Education rates are
increasing during periods where the wage premiums are
changing rapidly faster than cohort-size is changing
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