Reoinder
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| find Gordon's reduced form approach very unsatisfyingfor reasons
that arestated in my paper. Onedoesnt know whether the variablesthat
Gordon addsto hisequation belongin thestructural priceequation, in the
structural wage equation, or in both, and so the resultsare hard to evalu-
ate. Among other things, the structural approach dlowsone to examine
the implied behavior of the red wage, and thisisan important check on
theindividual priceand wageequations. In Model 2in my paper, thelong-
run behavior of the real wage with respect to changesin both the unem-
ployment rate and the price of imports is suspect, and in Model 1 the
long-run behavior with respect to changesin the price of importsis sus
pect. There is room for further work here. The reduced form approach
does not, however, get around this problem. The problem is smply
ignored.

Thereisawaysadanger of data-miningin macroeconometricwork, i.e.,
running enough regressionstofind the result that one wantswhen in fact
the result isspurious. A model may fit the data well and give the desired
result when it isin fact a poor approximation o the true structure. The
method that | use to comparethedifferent mode saccountsfor this poss-
ble problem since it accounts for the possble misspecification of the
models. Beforeonecan haveany confidencein Gordon's results, hismodel
needsto be put through further tests.

Isthesumdf the nominal RHScoefficientsin Gordon's equation redlly
one, or hasGordonin hisdiligencemerdly foundaspecification that gives
avaued one? The main change that ssemsto giveavaued oneisthe
addition o the 9th through 12th lag o the dependent variable. Thisis
equivalent in Mode 2 to adding the price change lagged five quartersto
the wage equation. The results discussed in my paper show that this
change is not significant. There is no evidence in my work that price
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changeslagged morethan four quartersbelong in the wageequation. The
new lagged pricevariableisalso not significantin Gordon's equation until
Gordon's other varigblesare added to the equation (compare columns 4
and 5in Gordon's Table 1). Theimportant question isthuswhether these
other variables belong in the equation. My feding is that until a more
structural approachistaken and until Gordon's model issubject to misspe-
cificationtests, these resultsare not to be trusted.

Finally, Gordon makesno mention of Model 1 except tosay that inside
it “is arate-of-changeequationstrugglingto get out, sincein both the price
and wage equationsthe coefficient on the lagged dependent variable is
greater than 0.9” The coefficient estimatesare, however, significantly less
than one by alarge margin, and the equationsare redly not strugglingin
thisway. From my tests, Model 1 seemsto be the best of the three, and it
should not beput out of therunningin thenever-endingsearchfor the best
model of priceand wage behavior.



