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Abstract

This paper offers a test of the relative wage version of the efficiency wage hypothesis
â€“ that firms are able to improve worker productivity by paying workers a wage
premium. Psychologists believe work effort reflects motivation that is governed by a
feature of personality referred to as locus of control. Measures of locus of control are
available in the National Longitudinal Survey of Youth, Using data drawn from the NLSY
in 1992 we simultaneously estimate structural real wage and effort equations. We find
that receiving an efficiency wage enhances a person's effort and that person's providing
greater effort earn higher wages.
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