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abstract

Firms' Optimal Adjustments to Demand Shocks:

Wages, Workers, and Hours

Dong-Gyun Shin

This paper investigates how firms adjust wages, employment and hours in re-
sponse to demand shifts. It focuses on rigidities and asymmetries in such
adjustments. Major findings are as follows. First, wage adjustments are fairly small
compared with worker adjustments. Second, wage adjustments are asymmetric with
respect to sales growth: there is no responsiveness of wage growth when sales are
declining, while adjustments are significantly positive when sales are rising. On the
contrary, worker adjustments are symmetric with respect to demand shifts. Third,
while workers are linearly adjusted to the sales growth, some nonlinearity is ob-
served in the wage adjustment. Fourth, hours are generally nonresponsive to de-
mand shocks. Finally, union firms cut wages rather than workers in the face of
negative demand shocks.

Key Words: Wage Ajustments, Worker Adjustments, Demand Shocks, Asymmetric,
Labor Union



