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Cost-or-li\.ing adjustments (COLAS) 
are contract cl:~~ises that esplicitly tie 
wages anel benefits to the inflation 
rate. They arlange for :kiitomatic 
(often cluzlrierly) \vage increases that 
depencl on the rise in a specific 
price indes (generally the Consumer 
Price Incles for ~ i r l ~ a n  \\- 'I g e earners, 
or CPI-\V). I3eca~1se COLAs ai-e lairly 
simple provisions to write, they 
might seem :I relatively costless way 
to actjust for infl;~tion. 

'I'he clata suggest othcr.\vise, 
COLA pro\-isions \Yere incluclecl in ;I 

sn~all  fraction of the mxjor U.S. c-01- 

lective bargaining agreements n'rit- 
ten cl~lring the 1960s, when inflation 
\\.as lo~v. 1)uring the double-cligit in- 
Slation of the 1970s, the share o f  
\vorlters \vith COLA coverage rose 
clrarn:~tically. If COLAs were costless. 
one w o ~ ~ l d  expect them to be incor- 
pouted in I:ll,or agreements inclefi- 
nitely. However, once inflation rates 
slo\vecl ancl it was clear that they 
\voulcl remain low, nlost collecti\-e 
I)arg:~ining agreements no longer in- 
cl~ided COLA provisions. 

C~~rrently, the share of 1J.S. n w k -  
ess covered by COLAs is at :I recorcl 

lo\\-. \\-it11 these acljustments malting 
LIP a tiny frxction o f  the wage rate 
changes res~klting from collective 
harg:kining Ligreements. COLA cover- 
age has clsoppecl in all incl~istries, in- 
cl~~cling ~n:~nufactiising. \\;\;here such 
pro\,isions h;lve historically playecl :I 

large role. Even where present, cur- 
rent COLA cl:~uses only partially in- 
sure against inflation. A 10% in- 
cre:kse in the CI'I-\V \\.ill illean a 
wage acljustment of less than 40 
cents per h o ~ ~ r  in the ~ 1 s t  majority of 
I ..S. lal~or :kgrecments. 

http://clevelandfed.org/research/trends
March 1997

Best available copy


