
32

64

128

256

512

1830 1850 1870 1890 1910 1930 1950 1970 1990

Figure 2: Real Wages in the United States

Note: This figure plots real wages in the United States from 1830 to 2009. Data for the period 1830
to 1988 are from Williamson (1995). Data from 1988 to 2020 is from the Main Economic Indicators
of the OECD (average nominal wages in manufacturing). The price series used to deflate nominal
wages is the CPI. I plot decadal averages. That is, the data point listed as 1830 is the decadal average
for 1830-1839.

implications, some of which we will explore later in the chapter. Ignoring income
effects is a common error in economic analysis. Many people seem to find substitu-
tion effects “more intuitive” than income effects and therefore implicitly or explicitly
ignore income effects. An important example of this is the analysis of permanent tax
cuts. It is common for people to argue that a permanent tax cut will lead people to
work more. This would be the case if there were no income effects. But if income ef-
fects are larger than substitution effects, a permanent tax cut might result in people
working less (depending on how the money is used, as we discuss in more detail in
section 4).

While hours worked per worker have been on a downward trend since at least
1830, the same is not true of hours worked per person. Figure 4 plots hours worked
per person of age 15-65 in the U.S. from 1950 to 2020. This series fluctuates quite a
bit, but it does not display a downward trend. In fact, hours worked per person in
2020 are almost exactly the same as in 1950. The reason for the difference between
Figures 3 and 4 is that the fraction of the population that is employed increased
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