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Do Wages and International Trade
Follow an Equilibrium Path?

Manouchehr Mokhtari*
University of Maryland, College Park

Abstract

This paper presents an empirical analysis of the factor price equalization the-
orem (FPE) for 16 OECD countries. The paper demonstrates that the disper-
sion of wages in the OECD countries follows a non-stationary process. Nonethe-
less, the wages tend to converge as trade expands. The results also indicate that
wage dispersion in the short-run responds in an asymmetric manner to trade
expansion depending upon the source of this expansion. In the long-run, esti-
mates show that increases in both exports and imports lead to wage convergence
among the OECD countries. This result supports the FPE theorem. [JEL.:
FO0,F1, F15, ]30, C00, C22]

l. Introduction

The factor price equalization theorem (FPE) is regarded as one of the
major propositions of the Heckscher-Ohlin-Samuelson (H-O-S) model. FPE
postulates that, in terms of income distribution, free trade and factor move-

* Address for Correspondence: M. Mokhtari, 1204 Marie Mount Hall, University of
Maryland, College Park, MD 20742, U.S.A. Tel: (301) 405-6669, Fax: (301) 314-9161. 1
would like to thank Janet Wagner and two anonymous referees for helpful comments
and suggestions on an earlier version of this paper. An earlier version of this paper
was presented at the Cambridge University, Cambridge, UK, September 2-6, 1991.
The support of the computing facilities of the Computer Science Center at the Univer-
sity of Maryland - College Park are gratefully acknowledged.

©1995 - Institute for International Economics, Sejong Institution. All rights reserved.



Manouchehr Mokhtari 257

ment are perfect substitutes. Movement toward free trade, reflecting the
presumption of the Heckscher-Ohlin model that trade is caused by differ-
ence in factor endowments, should have a significant impact on factor
prices. This strongly implies that trade expansion (contraction) should
reduce (increase) factor price dispersion across various trading countries.
In international trade, many theoretical results depend on the presence or
absence of this theorem. For example, see Jones [1956-57], Deardorff
[1979], Bhagwati [1972, 1981], Rassekh [1993] and Rassekh and Thompson
[1993]. If trade influences factor prices, then trade and factor prices should
follow a unique long-run (equilibrium) path. Short-run (transitory) respons-
es of factor prices to trade exposure are also important and should be exam-
ined. In this respect, Neary’s [1978] work, allowing for factor market distor-
tion and an adjustment mechanism, is insightful because it accounts for
some potentially perverse behaviors.

Despite extensive criticism of FPE on the basis of its being inapplicable to
the real world, there are three reasons to believe that its implications are
powerful enough to lend themselves to empirical modeling and hypothesis
testing [Mokhtari and Rassekh, 1987 and 1989]. First, one basic implication
of FPE is its relationship to the flow of trade: the higher the level of trade
exposure, the narrower the gap among factor prices of trading countries.
Second, FPE is relevant to policy analysis if it forms an equilibrium (long-
run) relationship with the flow of trade. In the presence of a long-run path,
short-run deviations from this path capture dynamic reactions of factor
prices to trade movement. Finally, asymmetric or symmetric reaction of fac-
tor price dispersion to exports/output and imports/output ratios can be
only measured on empirical grounds. Dollar, Wolff, and Baumol [1988, p.44]
conclude that the “factor-price equalization through trade in goods, taken as a
static result, does not appear to hold across the industrial countries. On the
other hand, there appear to be dynamic forces ... that are leading to intertem-
poral convergence of ... factor prices.”’

The last decade witnessed the proliferation of techniques for testing and

1.1t is worth pointingout that Rassekh’s [1992] study shows a strong role for the
impact of international trade on the convergence of per capita gross domestic prod-
ucts in the OECD countries over the 1950-1985. period.
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modeling economic time series. For example, see Engle and Granger
[1987], Baltagi and Mokhtari [1990] and Mokhtari [1992 and 1994].
Nonetheless, the empirical relevance of international trade theories to the
real world has been left virtually unexamined. FPE is a prime example of
such neglect. This study is an attempt to provide a proper empirical analysis
of wage and trade movements using FPE as a conceptual framework.

Given that the theoretical model suggests hypotheses about the potential
long-run relationship between wages and trade openness, our empirical
analysis of annual observations (i.e., short-run data) sharpens our under-
standing of the long-run as well as the short-run responses of wages to
trade movements. In this regard, a dynamic model of wage convergence
through a general to simple modeling strategy is advanced. In particular,
Engle and Granger’s [1987] econometric techniques for the analysis of time
series data are used to properly examine an implication of FPE and to devel-
op a dynamic adjustment model for wage convergence.” While data support
the FPE proposition in the long-run, imports and exports exert an asymmet-
ric impact on wage dispersion across OECD countries. Trade exposure has
differential short-run and long-run effects on wage convergence across
these countries.

Section II introduces the data used in this study, which include measures
of wage variation, capital/labor variation, total employment and trade expo-
sure for 16 OECD countries over the 1961-1984 period. Tests for the order
of integration (time-series properties) of these variables are also presented.
Section III, in addition to presenting some relevant background material,
provides an empirical analysis of the long-run relationship between trade
exposure and wage conversion across the 16 OECD countries. Section IV
provides a dynamic model of wage convergence. Section V presents some
concluding remarks.

2. A further development in the econometric modeling of time-series is Johansen’s
[1988] maximum likelihood method. This method requires estimation of a (closed)
system of (VAR) equations. This is beyond the scope of this paper, as our data set is
not large enough relative to the number of variables in the model to get sensible
results.
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Il. Time Series Behavior of the Data

A. Measurements of Wage Dispersion and Trade Exposure

The dispersion of wages for each year ¢ (t=1, ... T) among n (n = 1, ... N)
countries is measured through normalization of the standard deviation of
wages by their mean. This variable, the coefficient of variation of wages, is
calculated for each year and denoted by W,,,. Manufacturing wages in U.S.
dollars divided by the Consumer Price Index (real wages in U.S. dollars) are
the basic input to this process. Time paths of W,,, and other variables
(described below) are presented in Figures 1a and 1. Clearly, the down-
ward sloping behavior of the wage dispersion measure indicates that the
wage differentials among the OECD countries are being reduced over time.

The importance and movement of trade exposure may be measured in
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several ways. One would be the sum of imports and exports as a share of
total output (7,,,,). Here, we use the ratio of real imports to total output,
T, and real exports to total output, 7,,. Figures 1a and 15 indicate a ten-
dency toward a global increase in the share of trade out of total output. Even
though 7,,, and T, commence with positive slopes, they possess different
characteristics over time and do not provide identical time profiles. Figure
2, depicting the relationship between W,,,, 7,,, and T, ,, is indicative of a non-
uniform reaction of wage dispersion to these variables. Overall, downward
sloping wage dispersion and upward sloping trade measures support the
basic idea behind FPE. Nonetheless, Figure 1b reflects a remarkably com-
plex relationship between our measures of trade exposure and wage disper-
sion, while controlling for the behavior of the capital/labor (KL,,) ratio. One
may argue that similarity of KL, among OECD countries implies that this
ratio does not exert strong influence on trade or wage convergence. If
wages are converging due to the FPE process, factor endowments should

40 ]

Graph of Wage Dispersion, W.,, Capital/Labor Dispersion, KL, and
Trade Exposure Index, T,
Figure 1b
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make no difference. In particular, factor endowment must lie within the
common production cone. Nonetheless, in an empirical study where the
real world does not necessarily overlap with the theoretical world, inclusion
of KL, to capture the dispersion in factor endowment is necessary. Clearly,
excluding such a variable, when it is statistically significant, leads to serious
misspecification and, hence, biased estimates.

Since in the H-O-S framework trade movements are due to differential fac-
tor endowments (capital/labor ratio) across countries, a measure of factor
endowment dispersion is needed. We divide the stock of capital (K) by
employment level in each country at time ¢ (denoted by E;,) to obtain a mea-
sure of the capital/labor ratio, K;,/E;,. Then we calculate the coefficient of
variation of this variable (KL, to capture the dispersion in factor endow-
ments.

As a control variable for full employment, which is generally assumed in

40 1
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Graph of Wage Dispersion, W.,, and Trade Exposure Indices, T,, and T,
Figure 2
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theories of trade, a measure of total employment (E,) was also computed.
This consisted of the sum of employed workers across all of the # countries
in our sample for each year divided by the sum of the labor force across the
same number of countries.

B. Testing for Non-Stationarity of the Data

Inclusion of non-stationary processes in empirical analysis has strong eco-
nomic and statistical implications. If W,,, is an integrated (non-stationary)
process, then any shock to this variable is going to have a lasting effect.
Moreover, inclusion of integrated variables renders the conventional critical
values reported for t-tests invalid (Philips and Duarluf [1986]). Hence, test-
ing for the presence of unit roots (in other words the degree of integrated-
ness) in the time-series of interest is imperative.

The negatively slopped W,,, implies that wages across countries, though
converging, are not equal. Indeed, Katz and Summers [1989, p. 226] found
stability in wage differentials across countries and time periods. According-
ly, in testing for the time series property of this variable, an allowance for a
drift is made. In particular, we test for the existence of unit roots (non-sta-
tionarity) in W,,, and other variables considered in this study.

To determine the number of unit roots in the logarithmic values of time
series in our data set, Sargan and Bahargava’s [1983] Cointegrating Regres-
sion Durbin-Watson statistic (CRDW), Dickey and Fuller’s [1981] t-statistic
(DF), and an augmented version of Dickey and Fuller’s (ADF) are used. To
test for the significance of these statistics, critical values are taken from Sar-
gan and Bahargava [1983] and Fuller [1976, p. 373]. Table 1 presents the
estimates of CRDW-, DF- and ADF-statistics for logarithmic values of levels
and first changes of variables used in this study. Because DF- and ADF-val-
ues for the natural log of all the variables are negative and (in absolute
terms) three or higher, inW,,,, InT,,, ,, inT,,,, InT,,, InKL,,, and InE, are inte-
grated of the first order, I(1). Hence, their first differences produce station-
ary time series, 1(0). High values of CRDW also lend support to the station-
arity of first changes in our variables. Below, the proposition that inW,,, and
trade variables (InT,,,, InT,,, and InT,,) should follow an equilibrium (coin-
tegrated) path is examined.
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Table 1
The Time Series Properties of the Variables

Variable Levels First Changes

CRDW DF ADF CRDW DF ADF
In W, 0.0 -1.0 -1.0 1:2 -3.1 4.7
InKL,, 0.0 14 11 1.9 46 33
nT,, 0.0 -0.9 -0.7 2.2 -5.3 -3.2
InT, 0.0 -0.6 -0.7 2.0 -4.9 -3.4
InT, 0.0 11 09 2.1 5.0 3.0
InE 0.1 0.1 -0.9 13 -3.3 -3.8

lil. Do Wages and International Trade Follow an Equilibrium Path?

A. A Two-Step Procedure

An important reason for the lack of rigorous and proper empirical analy-
sis of the implications of FPE has been its underlying assumptions, which
have led well-known international trade scholars to find FPE intractable
from an empirical standpoint (Caves [1960]). On the relevance of the FPE
theorem to the real world, Samuelson [1949, p.881] expresses his doubts
and hopes as follows: ‘T cannot pretend to present a balanced appraisal of the
bearing of this analysis upon interpreting the actual world ... but ... strong sim-
ple cases often point the way to an element of truth present in a complex situa-
tion.” The recent survey article of Rassekh and Thompson [1993] contains
relevant references.

Engle and Granger [1987] provide appropriate techniques that allow for
estimation, testing and modeling of various economic variables presumed to
follow an equilibrium (long-run) path with each other. These techniques
allow us to test economic propositions about the behavior of variables in
equilibrium, while allowing for the short-run dynamics (adjustments) sug-
gested by the data. Since economic theories imply that variables following
an equilibrium (cointegrated) path should not diverge from each other by
too great an extent, cointegration techniques can be employed to test, esti-
mate and model the relationship between trade movements and wages
across various countries. In this paper, the theory of cointegrated variables
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is used to test whether the dispersion of wages across sixteen OECD coun-
tries during the 1961-1984 period followed an equilibrium (a cointegrated)
path with the measures of trade exposures.

Since non-stationary variables following a unique path with each other
have an Error Correction Representation (Granger’s Representation Theo-
rem), Engle and Granger suggest two-steps for modeling, estimation, and
testing. First, after establishing that two variables are integrated of the first
order (i.e, their first difference is stationary), an equilibrium model by way
of a regression on the levels of variables of interest is formed. Existence of
such a regression in levels implies that variables of interest follow an equi-
librium path. Stationarity of estimated residuals from this regression implies
that estimated coefficients (equilibrium parameters) are unique. In fact,
Stock [1987] shows that these estimated coefficients are super-consistent.
Second, the lagged residuals from this regression are used as the error cor-
rection term in a standard ECM model. A significant error correction term
would support the validity of ECM and, therefore, the equilibrium model.
Moreover, the ftest on the error correction term has been shown to be a
more viable test of the cointegration of included variables than either the
ADF- or CRDW-statistics (Banerjee, et al., [1986]).

B. Estimating an Equilibrium Path

On practical grounds, Ethier [1988, p. 109] takes FPE to mean that: “Free
international trade between two countries will cause factor prices in the coun-
tries to become more equal.” Clearly, delicate properties of the production
functions, transportation costs, tariffs, asymmetric diffusion of technology
among countries, imperfect competition, factor endowments being too far
apart, deviation from constant return to scale, higher numbers of factors
than goods, increases in non-traded goods, and other obstructions to inter-
national trade justify the position of Ethier and other trade scholars to
expect convergence rather than equality. Hence, in the presence of an inte-
grated process for the trade volume among nations over time, convergence
of wages toward an equilibrium path is what we should look for. Recent
attempts at lowering trade barriers, in the European Economic Community
for example, put this proposition at the forefront of empirical analysis
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(Tovias [1982]). For our analysis, Ethier’s definition provides the context in
which we will conduct our empirical analysis of the above proposition.
Accordingly, a static functional relationship that allows for the effect of trade
expansion on the dispersion of wages among OECD countries, while con-
trolling for the impact of other variables, is estimated:

W, =—1.2+0.35 nKL,,, + 0.81 InE,— 0.41 InT,,, + e, Q)
p=06 DF=-3.5 ADF=-30 R*=.95

where, ¢, is the error term and p is the first-order coefficient of autocorrela-
tion among the disturbances.? Since the variables in (1) are nonstationary,
the Gauss-Markov theorem does not hold and standard errors of the para-
meter estimates following a nonstandard distribution are not suitable for
inference; hence, we are not reporting these statistics. The high R-squared
on the reported cointegrated regression can be taken as an indication that
spurious regression is not a problem. Reported DF and ADF values support
(1) as a cointegration regression. However, decomposing 7,,,, into its com-
ponents, i.e., relaxing the parameter restriction on 7,,, and T, provides
remarkable insight into the impact of trade exposure on wage convergence.
Inclusion of 7,,, and 7, instead of 7,,,, yields:

InW,y == 15+ 034 InKL,,, + 0.97 InE,— 0.14 InT,,— 027 InT,, .+ ¢, ()
p=05 DF=-36 ADF=-3.0 R*=095

Reported tests of the unit roots (DF and ADF) for both (1) and (2) reject
the null hypothesis of no-cointegration (non-stationarity) in the residuals.
This indicates that our coefficient estimates are unique, supporting our esti-
mated regression as an equilibrium (long-run) relationship. Since standard
errors (and, therefore, t-tests) of the parameter estimates that include inte-
grated variables are shown to follow a non-standard distribution, and hence,
are not suitable for inference, we are not reporting these statistics. Nonethe-
less, Stock [1987] proves that OLS estimates obtained by performing a coin-

3. Since high values of p (as reported here) indicate significant loss (more than 50%) in
the power of CRDW-test, we rely on DF- and ADF tests for inference about cointe-
grated regressions. For a comprehensive analysis of the CRDW-test, see Sargan and
Bhargava [1983].
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tegrated regression converge to their true values at a faster rate than other-
wise. In particular, our coefficient estimates have a bias of order 7! rather
than order of 772 Hence, the estimates are super-consistent. For further
examination and an excellent treatment of regression models with non-sta-
tionary regressors see West [1988].

Our primary focus will be on (2), as it is more revealing of the underlying
process causing wage dispersion (convergence) across the OECD coun-
tries. The signs of the coefficients are of primary interest. Similarly, a posi-
tive coefficient estimate on InE, shows that the higher the rate of employ-
ment, the higher the wage dispersion among OECD countries. Three theo-
ries can explain this phenomenon. First, a higher employment rate may
imply that a more heterogeneously productive labor force is in the market
now and, hence, a wider range of wages is being offered and taken. Second,
a higher employment rate may also reflect higher opportunity cost in home
and foreign countries for the workers who would otherwise have been
mobile (potentially, going to another country). Third, if a higher level of
employment is due to the expansion of the nontraded goods industries (e.g.,
service industry) then the positive cofficient estimate on InE, supports the
results of Deardorff and Courant [1990], who show that the likelihood of the
FPE theorem holding declines as the number of nontraded goods increases.

Our estimated parameter for the total level of trade exposure nT,,,, and
its components (in7T;, and InT,,,) all have obtained their long-run expected
negative sign. Negative elasticities of the coefficient of variation of wages
InW,,, with respect to our measures of trade exposure, range between —0.14
and -0.41. The reported coefficient estimates of export and import ratios
are consistent with our findings in Figure 2. The differential slopes of a7,
and InT,,, support disaggregation of inT,,, to its components. Although
reported cointegrated regressions and the expected negative signs on trade
exposure variables support FPE, further insight can be gained by applying a
dynamic modeling framework.

IV. A Dynamic Model of Wage Convergence

Time series observations used in estimating the long-run (theoretical)
relationships, i.e., equation (2), are the outcome of the short-run transac-
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tions among economic agents or countries. Nonetheless, parameter esti-
mates in the cointegrated regressions are shown to be consistent estimates
of true equilibrium parameters; hence, capturing long-run reactions of the
dependent variable to independent variables. These parameter estimates of
cointegrated regressions provide a unique path from which the economic
system should not significantly depart. In this context, a complete model of
wage convergence offers an opportunity for an empirical analysis of FPE.
Such an analysis will be more useful than the static regression tests of coin-
tegration, which are obtained by using the estimates of equations (1) and
(2) (Jenkinson [1986]).

Hendry’s general to simple dynamic modeling methodology [Gilbert,
1986] and Granger’s representation theorem, proving that cointegrated vari-
ables have an error correction representation, provide the framework for a
proper analysis of FPE. The above two step procedure is consistent with
Hendry’s methodology that lets the short-run reactions around the long-run
attractor be determined by the data. Accordingly, we estimate an over-para-
meterized model with the contemporaneous and lagged changes of the
dependent and explanatory variables in (2). Additionally, estimated lagged
residuals from the cointegrated regression, (2), are added as an explanatory
variable. OLS estimates of our over-parameterized model are as follows:

AlnW,,,=0.00 +0.16 AnKL,, , — 0.08 AnKL,,, ,+0.37 AlnE,

02 @7 (-1.0) 0.3)

+0.92 AlnE, _,+0.16 AlnT,,, - 0.31 AlnT,,, _, - 0.42 AlnT,,
(0.9 (1.1) (-2.2) (-2.9)

+0.38 AlnT,,_, +0.64 AlnW,, , — 057 EC,_, +u, 3)
(1.6) (3.5) (-4.5)

R?=0.68 InL=59.7 DW=23 n,(1) =3.6 n,(1) =0.3 ny(2) =2.6

where, «, is the white noise error, o' =(1 — L) and L is the lag operator, EC,
is the lagged residuals from (2), and IzL is the maximized value of the log of
likelihood function. Values in parentheses under the coefficient estimates are
heterscadacity-consistent ¢-values; see White [1980]. DW is the conventional
Durbin-Watson statistic for detecting serial correlation among the distur-
bances. 1,(1) is the Bruesch-Godfrey [1978] Lagrange Multiplier test for
detecting the first order serial correlation among the residuals; n,(1) is the
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test for the autoregressive conditional heterscadacity-effect (ARCH effect)
among the residuals; see Engle [1982]. Both 7, (1) and 7,(2) have central chi-
square distributions with one degree of freedom. For testing the normality of
the residuals, Jarque and Bera’s [1980] Lagrange Multiplier test, 1;(2), is
reported; this has a central chi-square distribution with two degrees of free-
dom. The tests reported above do not indicate any shortcomings.

After an iterative simplification, reparameterization and testing (Hendry,
Pagan and Sargan [1984]), we obtained the following error correction
model:

AlnW,,;=0.18 AlnKL,,,+ 0.80 AlnE, , + 0.23 A’InT,,, - 0.39 A%InT,,

(3.2) 2.1 (3.5 (-3.8)

[3.2] [1.9] [5.0] [-5.8]
+0.64AlnW,,,, — 057 EC, , + 1 @

(8.2) (-6.9)

[6.5] [-8.2]

R?=0.67 InL =59.2 DW=2.2 1,(1)= 1.5 n,(1)= 0.4
15(2)=3.75 £,(5,16)= 0.14 £,(5,11)=0.12

which is a more parsimonious representation than (3), since it has five para-
meters fewer than (3).! This is supported by the reported F-test, 1(5,16), at
the 5% level of significance. Reported statistics support (4) as a viable model
for inference. An F-test of the imposed parameter restrictions, nested in the
ECt-1 term, supports the ECM specification, see &,(5,11). We estimate (4),
with the inW,,, ,, InKL,,, ,, InE, , InT,, | and InT,,, , replacing the EC,_,
term as the unrestricted model. The results of the F-test, &,(5,11), at 5% level
of significance, support our model. Moreover, as a check on the validity of
the t-ratios of the EC terms, a series of bootstrap experiments with 1000 rep-
etitions was conducted (Efron and Tibshirani [1986]). The medians of the
obtained t-ratios are reported in the brackets. These values support our
model, in general, and the error correction term, in particular. In this re-
spect, the inverse relationship between wage dispersion and trade exposure
may be considered as an attractor from which open economies cannot devi-

4. Note that AlnX,= (1 — L)InX, = InXt —InX, _,
where, L is the lag operator, represents growth rate in X;. Similarly,
AnX, = (1- L)4nX,= (1- 2L + LY)InX,= X, - 2InX, _; + InX, 5 = AlnX,— AlnX;_,
represents acceleration in X;.
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ate too far over time.

The most remarkable finding is the asymmetric reaction of the growth in
wage dispersion to acceleration in trade exposure indices. The reported
coefficient estimates in (4) capture short-run responses (impact elasticities)
of the wage dispersion measure [nW,,, to the trade exposure measures n7T,,
and InT,,,. Accordingly, in the short-run, acceleration in imports of goods
and services (relative to output) leads wages to diverge. This is opposite to
the long-run relationship (2). On the other hand, acceleration of exports of
goods and services (relative to output) leads wages to converge. Without a
complete dynamic specification, we would not have been able to account for
these empirical findings. Therefore, different measures of trade exposure
(e.g., imports/output and exports/output ratios) should simultaneously be
included in dynamic (and short-run) models of wage determination.’

An examination of the coefficients in (4) reveals important but silent fea-
tures of the data analyzed in this paper. Estimated coefficients of AlnKL,,,
and AlnE, suggest that growth in dispersion of production technology and in
employment leads international wages to diverge. Similarly, a positive coeffi-
cient estimate on AlnW,,,_, indicates that, ceferis paribus, the higher the rate
of wage dispersion in the past, the higher the rate of wage dispersion will be
in the present. This may indicate the natural tendency of wages to diverge
when strong economic forces (e.g. trade exposure indices) are kept con-
stant. This is not surprising since, in the absence of trade and factor mobili-
ty, wages reflect relative scarcity of labor within each country. Overall,
short-run elasticities in (4), apart from those of A%ln7T;, and EC, _,, are indica-
tive of wage divergence among the OECD countries; hence, the long-run
convergence of wages can be only attributed to significant trade exposure in
the long-run.

V. Conclusion

Using the analysis of time series, we demonstrate that the dispersion of
wages in the OECD countries follows a non-stationary (integrated) process.

5. Inclusion of proxies such as the price of exports alone does not seem to capture the
complex dynamics that drive wage movement across countries.
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Nonetheless, the wages in the OECD countries tend to converge as interna-
tional trade expands. Tests indicate that both wage dispersion among the
OECD countries and international trade follow an equilibrium (cointegrated)
path. The results also indicate that international wage dispersion in the
short-run responds asymmetrically to trade expansion depending upon the
source of this expansion. Estimation of an error correction representation
shows that, in the short-run, an increase in the imports/output ratio leads to
an increase in wage dispersion, while a similar increase in the exports/out-
put ratio leads to a decrease in wage dispersion. Therefore, different mea-
sures of trade exposure (e.g., imports/output and exports/output ratios)
should simultaneously be included in the dynamic (and short-run) models
of wage determination. However, our long-run estimates show that, in gen-
eral, increases in both exports and imports, relative to output, lead to wage
convergence among the OECD countries, supporting the Factor Price
Equalization theorem.
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