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Following the Leaders: Wage Growth of Job Switchers
By José Mustre-del-Rio

Recent aggregate wage and compensation statistics have signaled nascent growth as the labor market continues to
tighten. Looking specifically at job switchers, we find evidence of significant wage growth over the past several
quarters. With the quits rate rising and returning to pre-recession levels, we should expect to see even greater wage
growth for job switchers and ultimately job stayers in the future as competitive pressures take hold.

Wage growth is often cited as an important gauge for the labor market’s strength. For contractual reasons,
however, wages of workers who stay in the same job (“stayers”) are unlikely to vary much from month to
month. Since the workforce is disproportionately composed of stayers, aggregate measures of wage growth
may understate the cyclical behavior of the labor market. To control for this bias, we focus on wage growth of
those who switch jobs (“switchers”) using data from the Survey of Income and Program Participation (SIPP)
and Automatic Data Processing’s (ADP) Workforce Vitality Index (WVI). Unlike wages of stayers, wages of
switchers are much more cyclically sensitive, as contracts signed with new employers are more likely to reflect
current economic conditions. Historically, wage growth of switchers tracks the quits rate, suggesting that as
the labor market continues to recover and the quits rate continues to rise, switchers’ wage gains should rise
even further as a result of competitive pressures. Consistent with this hypothesis, we find that switchers’ wage
growth has been quite strong the past several quarters as the labor market continues to tighten.

To get a historical perspective of wage growth for job switchers, we use data from the SIPP. The SIPP’s panel
structure allows us to track individuals across consecutive months and label them as job switchers whenever
their main job in the current month is different from their main job in the previous month.! We restrict our
sample to individuals who report being paid at an hourly rate and being employed in the private sector.

Chart 1 presents the time series behavior of average wage growth for switchers.? This measure of wage growth
displays significant cyclicality, rising during economic
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turnover and the resulting wage gains.

Because the most recent data from the SIPP ends in Chart 2: ADP switchers’ wage growth and quits
2012, we turn next to data from ADP’s WVI.? The rate

WVI includes several labor market indicators including % s %
wage growth of individuals who switched employers

from one quarter to the next.* Unlike the survey-based Job swltcher wage growth (rgh)
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error. Chart 2 reveals that despite these measurement
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average monthly quits rate one quarter prior is 0.51.

As the quits rate rose, switchers’ average wage growth rose from roughly 4.3 percent per quarter in the first
quarter of 2013 to 5.6 percent in the third quarter of 2014. Job switchers in leisure and hospitality reached
average wage growth of 7.7 percent, while switchers in professional and business services saw wage increases of
6.8 percent by the third quarter of 2014. In contrast, switchers in the education and health sector observed
gains of only 3.9 percent, and switchers in the manufacturing sector saw wage gains of 4.2 percent. However,
as the labor market continues to tighten and turnover continues to rise, these trends should become more

broad-based.

"' We define an individual’s main job as the job at which they spent the most time employed (or worked the most hours) during the month
in question.

2 We apply a 24-month moving average to the wage growth series to account for seasonality and to impute missing data in between survey
panels and months without all four rotation groups.

3 We stop our SIPP analysis in 2012 since not all rotation groups were interviewed in 2013.

*To compare with the SIPP data, we convert the original ADP data to nominal terms using the Personal Consumption Expenditures
(PCE) price index.

* José Mustre-del-Rio is an economist at the Federal Reserve Bank of Kansas City. The views expressed are those of the author and do not
necessarily reflect the positions of the Federal Reserve Bank of Kansas City or the Federal Reserve System.
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