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Abstract
This p ap er introduces the fair wage-effort hyp othesis and exp lores its
imp lications. This hyp othesis is motivated by equity theory in social

p sychology and social exchange theory in sociology. According to the fair
wage-effort hyp othesis, workers p rop ortionately withdraw effort as their
actual wage falls short of their fair wage. Such behavior causes
unemp loyment and is also consistent with observed cross-section wage
differentials and unemp loyment p atterns.
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