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The Wage Phillips Curve under Labor Market Power!

By ANASTASIA BURYA, RUT MANO, YANNICK TIMMER, AND ANKE WEBER®*

The period of extremely accommodative
monetary policy following the global financial
crisis was associated with a strong decline in
unemployment while wages remained stagnant
until late in the expansion period. These devel-
opments led to a growing debate about the flat-
tening of the Phillips curve and its underlying
causes (Galf and Gambetti 2019).

While the literature has focused on the role
of labor market rigidities (Costain, Nakov,
and Petit 2022) and better-anchored inflation
expectations (Hazell et al. 2022), the impor-
tance of labor market power in shaping these
macroeconomic outcomes is less well under-
stood. US firms are well known for not only
their product market power but also their sig-
nificant labor market power, allowing them to
mark down wages from the marginal product
of labor.

To shed light on potential linkages between
labor market power and the trade-off between
unemployment and wages, this paper uses a
highly disaggregated dataset of 250 million
online vacancy postings in the United States
from Lightcast (formerly Burning Glass
Technologies). Labor market power is mea-
sured by the Herfindahl-Hirschman index
(HHI) of vacancies in a commuting zone and
is found to be more prevalent in less densely
populated rural areas, where average incomes
tend to be lower and job seckers have fewer
employers to choose from. We estimate the
Phillips curve at the commuting zone level and
exploit regional variation in the degree of labor
market power.
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The relationship between unemployment
and wage inflation is found to be very weak
across regions with high labor market power.
These empirical findings are consistent with
a dynamic monopsony search-and-matching
model where firms can increase hiring by either
offering higher wages or posting more vacan-
cies (Manning 2006). Hence, in regions where
firms have a large degree of labor market power,
they face less competition and can hire workers
without having to raise wages as much, which
weakens the relationship between employment
and changes in wages and therefore leads to a
flatter wage Phillips curve.

Using these insights, we conclude by lay-
ing out potential implications, particularly on
income polarization, of the ongoing monetary
policy tightening of the Federal Reserve in light
of the existing pattern of labor market power
across US regions.

I. Using Vacancies Data to Estimate Labor
Market Power

A. Vacancies Data from Lightcast

Lightcast tracks online postings covering
about 70 percent of all US vacancies. It scrapes
over 45,000 online job boards and performs
basic data cleaning—for example, by remov-
ing duplicates. The resulting dataset comprises
approximately 250 million job vacancy postings
for the years 2007 and 2010-2019. Hershbein
and Kahn (2018) indicate that despite some
shortcomings, Lightcast data track aggregate
and industry trends closely.

The granularity of Lightcast data allows us
to construct an establishment-level dataset. All
postings include the date when the vacancy was
posted online, the name of the employer, and the
Federal Information Processing Standard county
code. For our analysis, we aggregate firm-level
data at the commuting zone level, since the latter
is widely used as a representation of US local
labor markets.
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B. Defining Labor Market Power

We proxy for the extent of labor market power
by computing the HHI of vacancy postings at
the commuting zone level across all firms:/'

(1) HHI., = ZVacancy Share?..,,

where the share of vacancies of every firm i
within each commuting zone ¢ is computed
cumulatively up to quarter 7 to avoid drop-
ping smaller firms that post only infrequently
and to abstract from quarter-to-quarter noise.
Cumulative vacancy shares are more closely
related to employment shares. We find that these
measured vacancy shares are negatively related
to posted wages at the vacancy level even after
controlling for a large set of observed and unob-
served vacancy, firm, and region characteristics.
This finding suggests that vacancy shares are a
good proxy for labor market power.

C. Stylized Facts on Labor Market Power

Regions with high labor market power as
measured by vacancy HHI tend to be less
advantaged (have lower gross domestic product
per capita, lower house prices, a smaller labor
force, and looser labor markets). This result also
becomes apparent when we plot the distribution
of the average HHI for each commuting zone on
a map of the United States -‘[ Note that
high labor market power is more co entrated in
rural, middle-of-the-country areas and is notably
absent in the coasts or around larger cities.

Firms that control a significant share of vacan-
cies at the commuting zone level are particularly
prevalent in health care, educational services,
agriculture, public administration, retail trade,
and mining.

II. Regional Wage Phillips Curve

To shed more light on whether labor market
power can be at least partly responsible for the
flattening of the wage Phillips curve, we estimate
the wage Phillips curve at the commuting zone

I'See Azar et al. (2020) for more on using the HHI. Such
a proxy is theoretically justified by two strands of the lit-
erature: in oligopsonistic settings, see Berger, Herkenhoff,
and Mongey (2022); in search-and-matching models, see
Jarosch, Nimezik, and Sorkin (2019).
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FIGURE 1. GEOGRAPHY OF LABOR MARKET POWER

Note: The map reports labor market power across the United
States as measured by the HHI of vacancies in a commut-
ing zone.

level. Using wage growth data from Lightcast
and unemployment data from the Bureau of
Labor Statistics, we estimate the following
equation:

(2) AWage., = a+ ;UR., + 3, 1LMP,,
+ 55 UR,, X 1LMP,,
+ fixed effects + €,

where A Wage,, is the annual wage growth of
posted vacancies from Lightcast at the commut-
ing zone-year level. To identify the effect of
labor market power on the slope of the Phillips
curve, we focus on the interaction between the
unemployment rate and a dummy, 1LMP,,
which takes the value of one if a given commut-
ing zone has above-median HHI. Unemployment
Rate,, is the unemployment rate at the commut-
ing zone-year level.

The results are shown in Table 1, which pres-
ents the estimates of equation (2) with varying
levels of fixed effects included. The coefficient
0, reflects the wage Phillips curve for regions
where labor market power is low. The coefficient
is always negative and statistically significant,
ranging widely from negative 1.5 to negative
5.3 depending on the level of fixed effects intro-
duced. The change in this point estimate as fixed
effects are added indicates that commuting zone
and time-specific factors that are correlated with
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TABLE 1—WAGE PHILLIPS CURVE DEPENDING ON EXTENT OF REGIONAL LABOR MARKET POWER
Wage Growth,,
) &) ®3) 4)

Unemployment Rate, , —1.546 —1.735 —2.745 —5.301

(0.291) (0.391) (0.394) (0.811)
1LMP,, —0.090 —0.091 —0.078 —0.102

(0.031) (0.031) (0.052) (0.050)
Unemployment Rate,, x 1LMP,, 1.840 1.619 2.810 2.485

(0.529) (0.529) (0.747) (0.728)
Observations 6,333 6,333 6,333 6,333
Time fixed effects v v
Commuting zone fixed effects v v

Notes: This table reports estimates of a regression of annual wage growth of posted vacancies from Lightcast on the unem-
ployment rate from BLS at the commuting zone—year level and a dummy that is equal to one if the commuting zone has a
vacancy-based HHI above the median. Standard errors in parentheses are clustered at the commuting zone level.
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FIGURE 2. WAGE PHILLIPS CURVE BY LABOR MARKET POWER

Notes: This figure plots a binscatter between wage growth
and the unemployment rate at the commuting zone—year
level. The y-axis refers to annual wage growth from Lightcast
data on vacancy postings. The x-axis measures the commut-
ing zone unemployment rate based on BLS data. The blue
(pink) diamonds (dots) reflect regions in which labor market
power (as measured by the commuting zone—year level HHI
in vacancy postings) is below (above) the median.

the unemployment rate are important to con-
trol for when attempting to interpret the wage
Phillips curve causally. For instance, inflation
expectations are likely to be captured by the
time fixed effects (Hazell et al. 2022), which
may bias the coefficient. The coefficient on the
interaction between labor market power and the
unemployment rate is positive and statistically
significant, leading to an entirely flat or flatter
(depending on the specification) wage Phillips
curve when there is high labor market power.

Figure 2 confirms the result graphically in a
binned scatter plot. For commuting zones that
have a below-median HHI in terms of vacancy
postings, labeled as Low Labor Market Power
by the blue diamonds, the wage Phillips curve
is steep—that is, there is a strong negative rela-
tionship between the unemployment rate at the
commuting zone level and wage growth based
on Lightcast data. However, for commuting
zones with High Labor Market Power—that is,
where the HHI of vacancy postings is above the
median (denoted by the pink dots)—there is no
association between the unemployment rate
and wage growth.

These results have important implications for
the role of monetary policy in stimulating wage
and employment growth. In particular, the flatter
wage Phillips curve can serve as an explanation
for why accommodative monetary policy in the
presence of labor market power can significantly
stimulate labor demand but does not lead to a
strong increase in wages. In fact, using firm-level
variation in the degree of labor market power
and the response of vacancy postings as well as
firm-level employment, we show in Burya et al.
(2022) that monetary policy has strong effects on
vacancy postings that also translate into stronger
employment growth for firms with labor mar-
ket power, but there is no differential effect of
monetary policy shock transmission to wages
depending on the degree of labor market power
of the firms. We also formalize these insights in a
model in which companies with a large degree of
labor market power can hire more workers with-
out increasing wages.
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II1. Discussion

Elevated inflation in the United States is
prompting the Federal Reserve to raise rates
at the fastest pace in more than 40 years. The
findings in this paper have implications for our
understanding of how the rapid tightening of
monetary policy will transmit to the labor mar-
ket. They particularly shed light on the role of
US corporate concentration in monetary policy
transmission.

Historically, small increases in the unemploy-
ment rate have reduced wage and price pres-
sures significantly, but there is evidence that this
relationship has weakened. Our findings point
to an important role of labor market power in
explaining this weakening. Reducing wage and
price pressures may thus be more difficult when
employers have labor market power, as unem-
ployment will have to rise more than it would
otherwise, meaning that labor market power
increases the sacrifice ratio between inflation
and unemployment.

Since regions where labor market power is
more prevalent tend to be poorer to begin with,
rising interest rates may push unemployment
up precisely where incomes are lowest and may
disproportionately affect less educated workers.
This mechanism could thus exacerbate income
polarization within and across regions as the Fed
raises interest rates, with significant social and
political implications.
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