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Abstract:
The study attempts to explain why individuals in the U.S., on average, are working one-third less in the
market in 1978 than in 1890. An aggregate labor supply function is estimated using time series data
from 1890-1978. The data used is calculated in terms of a “representative” individual. The measure of
labor supply used is total hours worked in the economy divided by the population 14 and over. The
principal explanatory variables are: the after-tax wage rate, private, non-labor income, an income term
arising from the progressivity of taxes, government social welfare expenditures which include social
insur-ance, public aid, housing, health and veterans’ benefits, and an income term stemming from
investment in education. Increased time devoted to education was also considered in some variations of
the labor supply model through the creation of an alternative dependent variable.

The supply function was estimated using four different model specifications. A two-stage least squares
procedure was employed to account for endogeneity of the regressors. The four model specifications
were estimated for both the entire sample period, 1890-1978., as well as for the post WWII period,
1948-1978, since it was in the latter period that most of the income terms increased dramatically
relative to the complete sample period.

Estimates indicate a relatively inelastic, negatively sloped supply curve with the fourfold increase in
the real wage offering the strongest explanation to the observed decline in hours worked in the last
century. The results also indicate that a progressive tax structure provides an “additional” negative
income effect that does not exist under a proportional tax system. This finding implies that a
progressive tax structure creates a greater disincentive to work than a proportional tax structure.
However, some estimated wage elasticities suggest that replacing a progressive tax system with a
proportional tax system may lead to a further decrease in hours worked thus presenting a contradiction
to recent supply-side theory.

Although the overall evidence for the effects of social welfare expenditures and the income effect from
time spent in school is weaker, estimates for the time period 1947-1978, in particular, lend support to a
priori theory that transfer problems are a disincentive to work and that individuals who invest more
time in school work more hours in the market, on average. Evidence for the effects of changes in
non-labor income on labor supply suggest that it is insignificant in explaining changes in hours
worked. 
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