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Preface

This paper fills a void in the literature by prowid an empirical analysis of intra- and
inter-country wage inequality. There are in factywéew empirical studies comparing
wages and earnings across countries in differegibms, mainly because of the limited
amount of comparable information and methodologieaha. Wage and earning indicators
tend to be developed based on country- (or regigpekific criteria that are not always
comparable.

The few recent empirical studies available at tfesg country level show the existence
of rising inequality in wages and earnings. In margh- and low/middle-income
countries, the wages of high-skilled workers hawaeased, while those of low-skilled
workers have grown relatively more slowly, fallenremained stagnant.

Using the most recent wage and earning indicatbthiea occupational level from the
ILO’s KILM 4th Edition database, this paper shows trecent trends in low- and high-
skilled occupational wages across countries, dsasishe impact of globalization on
wages and analyses the trends in gender equaligyin

The paper’s results show that between 1990 and 28 are clear differences in wage
growth across occupational groupings. Wages inecetester in high-skilled occupations
than in low-skilled occupations for both develomadl developing countries. Although
these findings do not show a deterioration of tlagevposition for low-skilled workers in
any of these countries, they do suggest wideningevizequality between high- and low-
skilled workers during the 1990s.

In light of increased trade and foreign direct istweent, these findings might seem
contrary since, theoretically, globalization shofddour unskilled workers in developing
economies by increasing the countries’ comparatsantage in the world market (and
thus the relative wages of low-skilled workers)rtRd the reason for our results may be
due to the surplus of labour in developing econspwehereby the initial impact from
globalization may be to bring previously underengpld or unemployed people into the
formal labour market, which diminishes the growthwages in low-skilled occupations.
An additional reason could be due to latent complaarities in developing economies,
where growth in higher skilled complementary indiest can increase the demand for
workers with higher technical skills.

The analysis also shows that in the majority ofntoes with available data there have
also been strong gains in female wages. But, teeage male wage is still higher than
the average female wage in practically all cousfrieading to a high and entrenched
gender gap in most country cases. An analysis effdbtors contributing to the gender
pay gap finds that women are more highly segregatémiv-skilled occupations than are

their male counterparts. In addition, in regionserénthe gender pay gap is highest,
women are less represented in the labour market.

Rizwanul Islam
Director
Employment Strategy Department
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1. Introduction

Since the 1980s, evidence from cross-country ssuldés shown the existence of rising
inequality in wages and earnings. In many high- Ewvdmiddle-income countries, the
wages of high-skilled workers have increased, wthitese of low-skilled workers have
grown relatively more slowly, fallen or remaine@gtant. For example, in the United
States, real earnings of low-wage workers haverallhile the earnings of high-wage
workers have grown significantly. In Latin Ameriaad much of Asia, the same scenario
exists. In much of Europe (with the exception of tinited Kingdom), where wage-
setting institutions are more centralized, the metating position of low-skilled workers
is exemplified more through rising unemploymenttigagowing wage gaps.

In addition, the gap in wages and earnings betweem and women remains entrenched
in many countries. In the EU Member States the gegdp in pay was 15 per cent in
2003! In many countries in Asia and the Middle East &tmith Africa, the gap was
upwards of 40 per cent in some sectoEsen within the same occupations the wages and
earnings of women tend to be less than those ofitiede counterparts.

Wages and earnings constitute a large share dfinctame in many countries; therefore,
wage/earning inequality can be held responsiblerfoch of the inequality that exists in
wealth, consumption, healthcare and other wellgp@mdicators associated with income.
Also, since households with the lowest wages andiregs generally fall among the
poorest households within a country, deterioratiragies and earnings will only further
exacerbate their already fragile economic situation

There has been a growing debate regarding the tetixteshich workers have benefited
from recent trends in the global economy. Partitylde extent to which any gains from
globalization, in the form of trade and foreignedit investment, have been passed on to
workers in the form of more employment and improwedges and earnings is
guestionable; rather globalization has been blafoethe deteriorating position of low-
skilled workers globally.

Using wage rates and earning indicators at thepatmnal level from the ILO’s KILM
4th Edition database, this paper will discuss theent trends in wages and wage
inequality across countries. It will also disculss impact of globalization on wages and
analyse the trends in gender equity in pay witlicupations and sectors.

Part two of this section will discuss the backgmbuwontext of rising wage inequality

across countries and follow with a literature rewief recent studies on occupational
wages in part three. Part four will provide mordgatleon the wage rates and earning
indicators used in the analysis. Parts five andagilxprovide an analysis of wage trends
making comparisons across broad categories (e.gighy and low-skilled occupations,

and by gender) and finally, part seven will drae section’s conclusions.

! Eurostat estimate 2003 (European Commission, 2005)
2 Author’s calculations based on KILM 15.



2. Background context

There has been a global trend towards rising wagguiality. Rising wage inequality has
been witnessed not only between workers of diffes&ills but also among workers with
the same skills.

The evidence of rising wage inequality in the OEGiDintries is most pronounced in the
US. In the US, low-skilled workers have witnessacdaatual decline in their wages, and
this has widened the gap between high and loweskiorkers. Even among workers in
the same occupation and with the same years obBobcand age, higher paid workers
in the US. have seen larger increases in their svétggn lower paid workers. In Europe
wage growth has been more equitable. Although éwWUK and Sweden the wage gap
between high and low-skilled workers has also waderover the last 5 or 10 years
Finland and Germany actually witnessed a declinthinwage gap between high and
low-skilled workers (Slaughter, 1999).

These trends in wage inequality are not limitedh® developed economies. In many of
the developing economies there has also been aninglef the gap between low and

high-skilled workers. In many economies in Latin &mea, for example, real wage

growth has been stagnating over the past 15 yaéditsough there have been recent
improvements in wages in Brazil and Argentina, rmahufacturing wages continue to be
below 1990 levels in Argentina, where they areg&bcent below 1990 levels, Paraguay,
(93 per cent below), Uruguay (78.5 per cent beland Venezuela (61 per cent below)
(International Labour Office, 2005).

In addition, the literature suggests that followingde liberalization policies of the late
1980s, that there was a change in the wage steugturmany economies of Latin

America. For example, between 1986 and 1990 wageersion in Mexico increased
between high and low-skilled workers in all sectofgshe economy, but was greater in
tradeable than non-tradeable industries (Felici&@®1). Hanson and Harrison (1999)
also document a rising skill premium after libexation in Mexico’s manufacturing

sector, whereby the wages of white collar workarsaased relative to their blue collar
counterparts. The ratio of white collar to bluelaoivorkers increased from 1.93 to 2.55
between 1984 to 1990, attributable to both an aszen white collar wages of 13.4 per
cent and a decrease in blue collar wages of 14grgrover the same period.

In Colombia, Attanasio, Goldberg, and Pavcnik (20fdd a skill premium of 20 per
cent between 1990 and 1998. But they also find thatskill premium alone cannot
explain the dispersion in wages. They find thatjiraity has increased in all educational
groups, most notably among the university educated.

In the Asian and Pacific Region, except for a fewrdries in East Asia, there has also
been a general trend towards a widening of the vgagebetween skilled and unskilled
workers. Evidence from India shows from that eagaimequality rose among regular
workers between the early 1980s and late 1990su@iéas-Dutta, 2005); among workers
in the manufacturing sector (Galbraith, Chowduryd aBhrivastava, 2004); among



university-educated workers and those with a losesrondary qualification in Taiwan,

China in the 1990s (Vere, 2005); and among unitseesiucated workers and those in the
same age group with only a primary education in ¢gi&ong, China between 1985-92
(Fan and Cheung, 2004).

Reasons for rising wage inequality in the developednomies have been attributed to
skilled-biased technological changes, increasedetraith developing countries and
increased immigration of low-skilled workers. Inased skilled-biased technological
changes have increased the demand for high-sKelledur; while on the supply side
immigration and trade have increased the suppljowfwaged workers in the world
market. Other factors impacting on rising wage uadify, particularly in developing
countries are industry wage premiums (resultinghfahanges in trade policy that favour
workers in those industries), and the increasiizg sif the informal economy (which
generally has lower wages and worse working camd that has followed trade
liberalization, and shortage of high-skilled worker

Because trade liberalization is regarded as ornbeofactors of rising wage inequality in
both developing and developed economies it is wiaking a look at this issue in more
detail. The following section offers a global pexstive on rising wage inequality linking
it not only with trade, but foreign direct investmig FDI) — two broad indicators of
globalization.

3. Literaturereview on globalization and wage inequality

There are actually very few studies comparing wages and earnings across countries
in different regions mainly because of the limisgdount of comparable information and
methodological data. Wage and earning indicatorsl t®o be developed based on
country- (or region-) specific criteria that aret atways comparabl&For example, there
are differences between concepts (definition of evagtes and earnings), time units
(hourly, weekly), and data sources and methodekéation (household or establishment
survey, administrative records) across countriege 6f the few studies analysing global
wage trends is that of (Freeman & Oostendorp, 20@0hp also developed the
Occupational Wages around the World (OWW) data Tilee OWW data file is basically
a standardization of the data contained in the sLOtctober Inquiry (as described in
box 1) and contains occupational wages in 159 aeums, across over 158 countries
from 1983 to 2004.

In their analysis of wages across countries, Freearad Oostendorp find that, while
wage dispersion is inversely related to developnmasrbss countries (i.e. the more
developed the country, the less income inequalitgt®)’ within the same country,

% In KILM 16 real wage rates are defined as basigasaand salaries / or basic remuneration; while
real earnings include some elements of remunerdtianare not counted as part of wage rates such as
commissions, overtime, bonuses, gratuities andfpayime not worked. In practice there is ofterldit
choice but to accept whatever information is awéddrom national sources. Therefore, the term ‘ggdg
will be used hereafter to refer to both wage rates earnings unless otherwise noted.

* This conclusion is more or less backed up by thayais of the relationship between GDP per
capita and the Gini index in figure 20c of the KILM manuscript. However, the findings of Freemath an



growth in GDP per capita only slightly reduces walgy of wages. Although these

results may seem at odds, one explanation put foyrtthe authors is that institutional

differences between high-income and low-income t@@simay be a factor. Institutional

factors present in economies with high levels of RGper capita, such as the type of
government and the strength of trade unions, nhghb to explain why gains in GDP

within a low-income country may not improve wageqnality® Later studies using the

OWW data file follow up on this analysis and foeusre on the factors impacting wages
and their dispersion across countries, citing paldrly globalization in the form of trade

and foreign direct investment (FDI). These studied that in general the impact of

globalization on wages:

1. shows a U-type relationship whereby globalizatiitially has a negative impact
on wages, but this effect dissipates over time awmentually the impact of
globalization on wages becomes positive;

2. is biased towards high-skilled occupations andlésser impact on the unskilled
and the poor; and

3. has narrowed the gender gap, particularly in loilexkoccupations.

One such finding from Freeman, Oostendorp, and R&0A1) shows that over time
wages grow faster in countries that are more opetnade and FDI. Initially there are
negative impacts of trade on wages, but this impaacs positive over time; while FDI
has an initially positive impact on wages, but ghasitive impact diminishes over time.
Thus, the authors suggest that two variables argleonentary in the sense that FDI can
help to alleviate some of the initial wage lossesd might occur due to the liberalization
of trade. At the same time, however, if the openipgf the economy fails to attract FDI,
wage losses could be considerable.

Majid (2004), which also used data from the OWWabate, finds that, at the global
level, there is an initial negative impact of glbbation on wages, but they tend to
recover within three to four years of openness. fitidings suggest that in developing
economiesboth trade and FDI can initially impact negatively omges: The initial
negative impact on wages could be the result ofosgicdemand shifts (as a result of
import penetration and a move to more profitableaws) and/or inflation. In the long-
run there may be positive impacts due to incregsedth, but this may not result in full-
fledged enhancement of real wages due to openimeaddition, he finds that the effects
of globalization are considerably better in the eleped economies, where wage
inequality is less and its recovery faster thathendeveloping economies.

Oostendorp (2001), as well as figure 20c, also sti@awthere is considerable variation in wage irditu
across countries with theame level of GDP per capita; for example, in the Udittates and the United
Kingdom there is a high level of wage inequality.

® Other studies suggest that wage differences acmssries could also be due to firm size (wages in
large firms tend to be higher than small firms); ridorce composition (e.g. gender composition);
differences in job characteristics such as contigm, overtime hours, working conditions and aenid
rates. See, for example, (European Commission,20G@hapter 3.

® In contrast to Freeman, Oostendorp and Rama (¢ioess), which shows the crucial importance of
FDI in developing countries for wage gains, MajgD@Q4)finds that FDI is relatively less importantith
trade for determining wages in developing countries



Other studies using the OWW database, such as Ra6€8), find that although
globalization in the form of FDI and trade incremssages, these benefits are not
distributed equitably and can lead to increaseduakty. Globally, the evidence shows
that higher skilled workers benefit more from gllibation than unskilled workers in
terms of increased wages. In addition, there isditect benefit to the poor (and
unskilled) from globalization in terms of increasedges. These findings might seem
contrary since, theoretically, globalization shofddour unskilled workers in developing
economies by increasing the countries’ comparatiseantage in the world market.
However, Rama suggests that, since the initiaceffef globalization are on wages that
accrue to wage and salaried employees, if the nuofbgage and salaried employees is
small, as is the case in many developing econorsee KILM 3 on status in
employment), the initial direct impact on the péand unskilled) will be minimal. Other
studies have also shown that high-skilled occupatio developing economies can act as
a complement for trade in goods produced in lovleskioccupations — causing demand
for labour in high-skilled occupations to expand thg result of increased trade.
Therefore, if globalization leads to increased emplent and wages in the skilled
occupations, while having little impact on wagedaw-skilled occupation, this can also
increase inequality.

Another study by Oostendorp (2004) focuses on miygact of globalization on wages,
but from a gender perspective. Using the Octobguily database, he finds that in
developing countries the GPG was found to be 8 et lower in low-skilled
occupations compared to high-skilled occupationsjeveloped economies the GPG in
low-skilled occupations was 2 per cent lower. Imiidn, he finds that in low-skilled
occupations, globalization (in the form of tradel &DI) has narrowed the GPG in both
developed and developing economies, while in highesl occupations, it has led to a
narrowing of the GPG in developed economies, buidening of the gap in developing
economies.

Theoretically, Oostendorp suggests that globabmashould narrow the GPG in certain
occupations because increasing competitive pressoa&e it more costly for individuals
and firms to discriminate based on sex. In addjtiocreasing trade can expand job
opportunities for women in export-oriented occupasi and lead to other indirect
benefits, such as economic growth, improvemeninfrastructures and availability of
public services that can help to decrease the gethsigarities in terms of human capital.
At the same time, globalization may increase thedge gap in certain occupations if
women are concentrated in the occupations thatdwversely impacted by trade, because
the lack of demand may weaken the bargaining pafvatomen or may cause women to
drop out of the labour force altogether or redinegrtworking time.

" Such assumptions are based on Heckser-Ohlin (catiy@advantage stems from different relative
factor endowments) and Stopler-Samuelson (internatitrade lowers the real wage of the scarce fadto
production) type theorems.



Box 1. The Occupational Wages around the World datafile

In their paper, entitled “The Occupational Wagesuad the World data file”, Freeman and Oostend
discuss the methodology used to develop a datalvessmges based on the information contained in
ILO’s October Inquiry.

The October Inquiry is a questionnaire that the Is@nds to national governments reques
information on wages in detailed occupations. Tbheecage of the October Inquiry increased from
occupations in 15 countries at the beginning in4182159 occupations in 158 countries at the en
the twentieth century.

As a result of the expansion, the October Inquiataliase is rich with information, but also problém
for the following reasons:
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» Countries respond to the ILO’s request in incoesistvays because they report data from a

variety of national sources. Consequently, recorsembes in different occupations a
sometimes not even comparable in the same couwttthé same year.

» Countries do not report consistently from yeareary During the 1983-99 period, only five g
of 158 countries reported wages every year. Monre®ame countries do not provide natio
data, choosing to cover only particular regionsdad.

re

ut
nal

» The October Inquiry does not cover all componemtsasnings (annual bonuses, for example,

are missing).

» Even with the ILO’s detailed specification of skjlthe work performed in a given occupat
can vary from one country to another.

» There is a difference in the quality of the datanic@ from different sources (governme
agencies, collective agreements, etc.). This is thieylLO deems 15 per cent of the data
being of “poor quality”.

» Because of the different ways to report the wageisitnum wage rates, average, prevaili
wage by hours, days, weeks, months, earnings for, memen, both), only 5.7 per cent of t
observations are directly comparable.

Consequently, Freeman and Oostendorp developedtizodudogy to make the data in the Octo
Inquiry more comparable. They standardized the watgs of all occupations across countries base
the most common form of data in the Inquiry, thenthty average wage rates for male workers.

How did they standardize the data?

They calculated adjustment coefficients that measaw non-standard forms of data diverge from
standard rate for different countries, occupatiand time periods. As an example, consider the ah
made for “cloth weavers” in China in the 1990 ddathe reported mean wage rate was 171 yuan
month for female workers, there was no mean waigefoa males. But using their base calibrationyt
estimated that female wage rate should be rais@fltoyuan per month to be on the same basis a
monthly average wage rates for male workers. Birthky developed a huge country-occupation-t
matrix of wages. Unfortunately, the matrix containany missing elements that they were not abl
replace or estimate.

As a general conclusion, the OWW data file can basiered as a plausible alternative way
standardizing the October Inquiry data becauseamtirstandardizations yielded similar resu
Nevertheless, this database is not perfect, andnaiie problem remains: estimating the missing \al
Therefore, their conclusions have to be considerigld prudence because they are only taking sou
from 75,000 observations out of the possible 432,00

The OWW data file as well as other studies on oatiopal wages is available from the NBER webs
at http://www.nber.org/oww/
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Source: (Freeman and Oostendorp, 2001).




The author’s findings suggest that in low-skillectgpations where women are generally
more highly represented, globalization has helpetinprove their wages vis-a-vis their

male counterparts. At the same time, there ark ssghificant gender gaps in human
capital within the high-skilled occupations in depmng economies, such that any
increased demand for high-skilled labour will dgportionately favour male workers,

leading to larger GPGs.

4. Global wage trends acr oss occupations

This section examines the trend in wages and egsranross countries and occupations
since the 1990s, focusing specifically on whethgtain occupations witnessed increases
in wages and if these occupations were the sanesscountries.

Nominal wages and earnings data are taken from Kl8ywhich reports data across 19
occupations between the years 1980 and 2003 irkth®! 4th Edition® These 19
specific occupations and their correspondent wagesearnings data are extracted from
the October Inquiry based on four strict selectmieria: reliability, comparability,
geographical coverage and availability of data by. All efforts are made to ensure
within country as well as cross country compargblietween occupations. But, in spite
of the strict criteria for selecting occupations itelude in the KILM 16, the data
extracted still require “cleaning” in order to adgs some of the problems inherent in the
October Inquiry. Thus, the following steps wereetako better harmonize the nominal
occupational wages:

* Countries reporting minimum or maximum wage rafes occupations are
excluded from the database.

* Double reporting of wages and earnings were alitaid.

» Erratic movements were investigated for incorreeporting, adverse price
fluctuations and currency changes.

* Reporting periods were standardized (e.g weekbnthly, yearly).

» Estimates based on large cities are minimized.

In KILM 16, real wages are defined as basic wages salaries or basic remuneration;
while real earnings include some elements of rematiom that are not counted as part of
wage rates, such as commissions, overtime, bongsagiities and pay for time not

worked. The most appropriate indicator to use faalgsis would, theoretically, depend

on the specific questions being explored; in pcacthowever, one must often accept
whatever information is available from national sms. Therefore, the term “wages”
will be used hereatfter to refer to both wage rated earnings, unless otherwise noted.

8 The occupational wage and earning indicators (KIL6) are based on information extracted from
the ILO’s October Inquiry, which contains data oages, earnings and hours of work in 159 different
occupations and over 158 countries from 1983-2G@4.further information on the October Inquiry see
KILM 16.



Comparability across countries was maximized byveamg nominal wages into US
dollars using constant value consumption purchagavger parities (PPPs). The constant
value consumption PPPs take into consideration & exchange ratand price
changes. They are based on the prices of a baskehsumption goods specific to each
country, which allows comparisons of the standdréiving in each country relative to
the United States in a specific base year (in thise 1996). Thus, PPP consumption
wages are a better indicator of the standard afdithan wages, based simply on
exchange rate conversions to US dollars (whichebeteflect competitiveness).
Additionally, because they take into consideratiom relative prices in the country, real
wages based on PPPs give higher wage rates themlthsed on exchange rates. The real
wages in PPP dollars were calculated as follows:

(1) PPW = NW / CPPP
(2) CPPP = (PC / 100) *XRAT

Where PPW are wages in PPP, NW are nominal wag&3P@Gre consumption PPPs, PC
are price level of consumption, and XRAT are exgeamates. The price level of
consumption and exchange rate data needed to adbhle consumption PPPs are taken
from the Penn World Tables 6'4.Consumption PPPs are more appropriate for
transforming wages than using the general PPPsubectney omit expenditures for
government and investment goods.

In addition, data on average nominal wages in natufing are taken from KILM 15,
which reports data from 1980 to 2083n general, wage indicators for manufacturing
employees are more widely available than for ottemtors of the economy because of
the countries’ desire to produce a measure ofabel lof industrial development. Similar
to occupational wages and earnings, real manufagtuvages are estimated using
consumption PPPs.

In both cases wages were standardized to a comneasurement period (i.e. hourly,
daily, weekly, monthly) based on working time infation that can also found in the
October Inquiry. Where no working time informatiaras available, assumptions were
made based on standard hours of work.

° For further information on the use of PPPs to eshwages, see Majid (2004) and (Oostendorp
and Przybyla, 2002).

9 The Penn World Tables are availablehtp:/pwt.econ.upenn.edu/php_site/pwt_index.pfgr
further discussion of consumption PPPs see the Bpfgendix for a Space-Time System of National
Accounts: Penn World Table 6.1 (PWT 6.1) at theeséink.

" The data are extracted from the ILO Database dfoum Statistics (LABORSTA); website:
http://laborsta.ilo.org

12 Where working hours information is aggregated omeanthly or yearly basis, we estimate
reference period wages by dividing yearly waged dynonths, and monthly wages by 4.333 weeks. It was
not possible to standardize the wages and earniegsured per day as it was impossible to deterhone
many hours per day people worked.




Figure 1 shows the rankings of occupations accgrdintheir average monthly wage
between the period 1990 to 2050The full ten-year period was taken into considerat
to smooth yearly fluctuations in wage growth thaghm occur. Based on the average
monthly wages, it is evident that there are fiveupations (power distribution and
transmission (PDT) engineer, accountant, computegrammer, first-level education
teacher and professional nurse) with consideralgiien monthly wages than the other
occupations in the sample. Thus, in spite of tiggoreal differentiation in the sample, the
wage premium given for more technically skilled kens prevailed. The average of the
monthly wages in these five occupations was mosmn touble the average in the
remaining 14 occupations.

Figure 1. Average monthly wagesin US$ per month (1996 US$ PPP), 1990-2000

PDT Engineer ($2079)

Accountant|($2027)
Computer programmer (US$

First-level educ teacher 1604)

($1272)
Professional nurse ($1249)
Wholesale salesperson
($999)
Stenographer-typist ($910)

Office clerk ($856)
Hotel receptionist ($832)
Motor bus driver ($813)

Welder ($811)
Urban motor truck driver
($773)
Refuse collector ($712)

Retail salesperson ($692)
Labourer ($632)
Garment cutter ($603)

Room attendant ($615)
Field crop farm worker

Sewing-macr(\$ggg’|)ator
($538)

400 600 800 1'000 1'200 1'400 1'600 1'800 2'000 2'200
Average monthly wages (in US$)

Source: Author's calculations.

Table 1 shows the educational levels and profeakiquialifications that are expected of
a person performing the work in each of the ocdopat as described in the International
Standard Classification of Occupations (ISCO-88)This prerequisite information
suggests that the power distribution and transonsgPDT) engineer, accountant,
computer programmer, first-level education teacdmt professional nurse occupations
require more specialized training and a higher lleske education than the other

13 The occupations in KILM 16 are specific to partiindustries and may not represent the wages
of similar occupations in other industries. Foiull fist of occupations and sector designation lsee 16a
in the manuscript for KILM 16.

1 (International Labour Office, 1999); see also fResolution concerning future work on the
International Standard Classification of Occupatioadopted by the 17th International Conference of
Labour Statisticians, Geneva, December 2003, irthvttie ILO committed to make available an updated
version of ISCO-88 by the end of 2007; website:
http://www.ilo.org/public/english/bureau/stat/dowabl/res/futisco.pdf




14 occupations in the sample. These results atmenwith other studies showing that
higher wages are generally found within the sesvisector (where four of the five
technical occupations lie). One EU report, for eghanfound that in the majority of
Western, Central and Eastern European countriesage® wages in the services sector
generally exceed those in industPyThe report elaborates that wages are generallyeabo
average in financial intermediation industries (guations such as accountant and
computer programmer in banks), but lower than ayeerna manufacturing of textiles
(sewing-machine operator and garment cutter) antkldioand restaurants (room
attendant). Some of the wage differences in theefoskilled occupations can be
attributed to lower levels of productivity as wek higher proportions of female
employees (who might work less hours and are gépevaaker at negotiating increases
in pay than their male counterparts). There wae at®re inter-occupational wage
variation between higher and lower skilled occupai

Table 1. ISCO Occupational Skill Levels
Occupation 1SCO sKill level
e Accountant 4th (University degree required)
* Power distribution and
transmission engineer
» Computer programmer
» First-level education

teacher
» Professional nurse
» Stenographer-typist 2nd (Secondary education and/or formal trainindisason-
» Office clerk the-job training and experience, or apprenticehips

» Hotel receptionist

e Salesperson (Wholesale

» Salesperson (Retail)

e Field crop farm worker

* Garment cutter

e Sewing-machine
operator

e Welder

* Motor bus driver

e Urban motor truck driver

e Labourer 1st (Primary school education)

Figure 2 provides a useful snapshot of the mearwels as the intra- and inter-
occupational distribution of monthly wages for edluntries:® For each occupation the
horizontal line in the middle indicates the mearhaf sample. The endpoints on the lines
indicate the variation in wages within the occupagi The mean and spread vary a great
deal between occupations and it is evident thaetie more variation in wages in the
technically skilled occupations. For example, thegiation of wages within garment
cutters was less than the spread within the engimgeand accounting occupations.

15 (European Commission, 2003b).
18 We calculated the mean by region and found simélakings to those shown for all countries.
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Figure2. Intra- and inter-occupational wage differentials, 1990 to 2000
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Source: KILM table 16a.

Table 2 displays the actual values for the lowad apper-limit wages. The wages across
countries for garment cutters were between US$87AU8$51,816 per month, while in the
engineering occupation the range of wages was eetwéS$266 and US$5,823 per
month. Thus, in most parts of the world, wageshim low-skilled occupations tended to
be low, as compared to the technical occupatiorerevthe variation across countries (in
absolute terms) was much greater. At the samettieeelative intra-occupational wage
differences are higher in low-skilled occupatiohart in high-skilled occupations: the
best paid garment cutter earns almost 50 times tharethe lowest paid garment cutter,
while the best paid engineer earns “only” 22 tirtiext of the lowest paid engineer.

Table 3 shows growth in hourly wages in 1990 andO2for five selected occupations.
The occupations selected are a mix of the techmindl low-skilled occupations. The
figures in the table show that between 1990 and 2@fges increased in accounting and
computer programming occupations by 30 per centnamied over the ten-year period for
countries with available data. Some of the largesteases were witnessed in Hungary
and Mauritius where wages more than double@omparatively, in the motor bus driver,
garment cutter and sewing machine operator ocaupatwages were generally lower and
wage growth was much less than in the technicalpations; wage growth was over
30 per cent in only two incidences and declined mumber of cases. From the selected

7 All figures are measured in PPP as opposed toaggghrates. In developing economies where the
cost of living is often much less than in develogednomies, the PPP generally gives higher wags rat
than those based on exchange rates because ititdensideration the difference in the costivihb
across countries.
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occupations in the table it would seem that tharieal occupations not only have higher
wages, but have also witnessed stronger wage geihe decade from 1990 to 2000 than
in the low-skilled occupations.

Table 2. Lower and upper wage limits by occupation in US$ per month (1996 US$ PPP),
1990-2000

Lower wage Upper wage

Occupation limit limit
Sewing-machine operator 37 1469
Field crop farm worker 39 1520
Room attendant or chambermaid 54 1597
Garment cutter 37 1816
Labourer 46 1687
Salesperson (retail) 55 1670
Refuse collector 151 1915
Urban motor truck driver 70 1843
Welder 48 1961
Motor bus driver 63 1832
Hotel receptionist 60 2092
Office clerk 55 2273
Stenographer-typist 57 2138
Salesperson (wholesale) 134 3119
Professional nurse 138 3969
First-level education teacher 108 3526
Computer programmer 470 4871
Accountant 155 6010
Power distribution and transmission

engineer 267 5823

To examine this trend more closely it is necessanpok at the wage trends across all
occupations in the database. One way of doingghis separate the occupations into two
groups based on their average level of wages. @ttenically skilled group will consist
of the five occupations with the highest averagegesa(PDT engineer, accountant,
computer programmer, first-level education teachmd professional nurse), while the
low-skilled group will comprise the remaining 14capations.

Using the occupation groupings discussed aboveumtces with comparable data over
the period 1990 to 2000, figure 3 shows that tla® been stronger growth in wages in
the technically skilled occupations than in lowhski occupations across our samfile.
Figure 3 shows the growth rate in technical and-s$élled occupations in seven
countries at various stages of development. OnKuistria does one find growth in low-
skilled occupations outstripping that of technigalkilled occupations during the period.

18 Countries had to have at least two occupatioreaih of the groups in order to be included in the
analysis. The mix of occupations in the low- anghkskilled group remained the same within countries
over the period, but between countries the mix afupations may differ-or example, country A may
contain three low-skilled and five high-skilled apations, while country B may contain 6 low-skilledd
3 high-skilled occupations.
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Wage growth in technically skilled occupations viletween 15 and 60 per cent, while
wage growth in low-skilled occupations was betw@&eand 50 per cent. The Czech
Republic, Mauritius, Nicaragua and the Philippihesl particularly strong wage growth

in both high-skilled as well as low-skilled occuipat. One of the reasons for this may be
because these countries are high traders and ¢oadiebuted more to GDP (over 80 per
cent) than in Austria, Sri Lanka and Venezuela.

Table 3. Hourly wages and ear ningsin selected occupations (in 1996 US$ PPP)

1379 4.48 5.03 13.95 312

_— 1854 1044 6.63 2812 19.88 na. 372 na. 556 na.
_ 034 133 032 102 na na na na 078 na
11 84 6,57 na. na n.a. n.a. n.a. n.a. 3.92 595

1.28 n.a. n.a. n.a. n.a. n.a. n.a. 0.31 0.67

_— 660 345 234 na na na 262 241 244 na

377 449 na. 11.09 334 na. 293 153 n.a.

0.09 092 n.a. n.a. na. na. 0.22 037 n.a.
1.95 n.a. n.a. na. 0094 n.a. 196 3.05
236 233 na. 898 169 134 n.a. 1.61 4.15

0.21 n.a. n.a. n.a. na. 043 n.a. 0.18 0.36
n.a. n.a. n.a. n.a. na. 158 222 181 n.a.

na. 195 na 742 169 121 294 1.34 361

n.a. n.a. n.a. n.a. na. 023 0.32 0.26 n.a.
n.a. = Not available.

These findings are also in line with trends in oteeidies, such as Majid (2004) and
Rama (2003) who found that in developing econorthesimpact of trade on wages in
high-skilled occupations has been greater tharhénlow-skilled occupations. Theory
suggests that with increased trade those countiitbsa comparative advantage in low-
wage labour (i.e. developing economies) should Hagker wage growth in low-wage
occupations than in high-wage occupations. Majid Rama consider that this might not
be the case because of the surplus labour in thelapeng economies, whereby the
initial impact from globalization (and growth) mhg to bring previously underemployed
or unemployed people into the formal labour mankét no direct effect on wages.

Another reason for the wage premium in high-skilledcupations in developing
economies may be the result of growth in compleargnndustries that require workers
with technical skills. For example, if growth in weskilled industries attracts
complementary high-skilled industries then wagetha high-skilled industries may rise

13



at a faster rate due to the shortage of technatadur in developing economies. In
support of this theory, studies have found thay @fdout 7 per cent of the labour force
has a university degree in developing economiesk{Mey Global Institute, 2005;

verified by the data available in KILM table 14&jnce employment in the high-skilled
industries generally requires a university degreeadvanced training, the scarcity of

university graduates may contribute to a wage premin the labour market for high-
skilled workers.

Figure 3. Wage and earning growth in high- and low-skilled occupations (1996 US$ PPP),
1990-2000, total/combined growth over the period

60.0

‘D High-skilled occupations B Low-skilled occupations

Growth rates (%)

Sri Lanka Austria Venezuela Philippines  Czech Republic Nicaragua Mauritius

-10.0

Notes: Czech Republic and Sri Lanka refer to earnings and all other countries to wages. Venezuela (1990-1998); Philippines (1990-
1999); Czech Republic (1993-2000); Nicaragua (1993-2000).
Source: Author's calculations based on KILM tables 16a and 16b.

5. The gender pay gap by sector and occupation

In addition to wage equity across occupations wifferent skill sets, another important
issue is the equity within occupations betweensiaes. This section focuses on gender
equality within occupations in terms of pay. Tdender pay gap (GPG) is considered to
be one of the most important structural indicatordshe analysis of the discrepancies
between the position of men and women in the labmanket. It is defined as the ratio of

the average gross hourly wage rates (or earning&gneale and male paid employees
across occupations in a given country and year.

The main challenge in determining the GPG is to emak distinction between

discrepancies in female and male wages resultirgn fdifferent labour market
characteristics (skills, education, participatiates, etc.) and indirect or direct wage
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discrimination due specifically to gend&rFor this reason using the occupational wages
database can be useful and provide a more accrefisetion of the gap in wages
between men and women than indicators at the nggeegate level, particularly if one
assumes that males and females in the same oaugaissess similar labour market
characteristics. This can, of course, also beangtassumption because men and women
in the same occupation may indeed have dissiméarihat account for the differences in
pay. For example, if females earn lower wages padicular occupation, due to less
tenure than their male counterparts, then the gemdge gap can be attributed more to
different labour market characteristics than dirdisicrimination. Thus, care must be
taken in analysing the indicators until more rdkabnformation on the labour
characteristics of male and female workers witldoupations is available.

In the analysis, the gender pay gap is measured as:
GPG =1 ((FPPW/MPPW)h)

Where FPPW and MPPW are the female and male wageBRF anah is the number of
observations in the sample. The equation calcuthiesverage ratio of female to male
wages across occupations, by country and year.gUsiis methodology a gap of O
represents complete wage equality between maldesnale wages; as the gap increases
between 0 and 1, the less are female wages relativele wages. For example a 15 per
cent gender wage gap means that females earn l®epérmore than their male
counterparts, or alternatively female wages arey @b per cent of their male
counterparts. Figures 4 and 5 show the gender wagein various years using the
occupational groupings described in the previost@e

19 Indirect discrimination includes institutional segs, pay policies or social norms, which could
contribute to a difference in female and male wa@#sect discrimination refers to a situation in iatn
women and men with similar education, skills andkvexperience receive different wages for the same
job position.
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Figure 4. Gender pay gap in low-skilled craft occupations, 1990, 1996 and 2000
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Source: Author's calculations based on KILM tables 16a and 16b.

Figure5. Gender pay gap in high-skilled technical occupations, 1990, 1996 and 2000
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From the figures above it can be seen that thosatges with a higher relative GPG in

low-skilled occupations also had a high gender gaphe high-skilled occupations.
However, in terms of the most recent year of da@®Q), the majority of countries had a
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higher GPG in the low-skilled than the high-skilleccupations. In addition, in a number

of countries the gap was shown to be increasings@&Hindings are at odds with some
other studies (e.g. Oostendorp, 2004), which firad the GPG in low-skilled occupations

has been declining; while the pay gap in high-sllilbccupations has been increasing.
However, when one considers that the countriesrequeng increases in the GPG in

figure 4 are European, the results seem more flleusi

The European Commission recently published findstgswving that the pay gap between
men and women has remained virtually unchangedSaper cent across all sectors
(European Commission, 2005). The anaemic wage tonslifor women have been
attributed to the slowdown in economic growth ire tBU and, in particular, the
worsening labour market conditions in the new Men&tates. In addition, even in many
European countries, women are still disproportielyaémployed in sectors where wages
are lower and have been declining. For exampléhenUnited Kingdom, 60 per cent of
women workers are employed in ten occupations, thiéhmajority concentrated in “the
five Cs”: caring, cashiering, catering, cleaningl aterical (United Kingdom House of
Commons, 2005). Many of these jobs are in smaberumionized firms, where women
have less bargaining power and less possibilifgnfrove their economic situation vis-a-
vis their male counterpart8.

The ILO’'s SEGREGAT database provides detailed sttesi on employment by
occupation according to the ISCO-88 classificasgatem. Although this database does
not correspond directly to the occupational grogpiwithin the October Inquiry, the data
do match closely with many of the occupations anel aseful for gaining a better
understanding of the gender mix within low and hsgilled occupations. Comparable
data are available for five of the seven countsieswn in figures 4 and 5; and of these
representative data are available for 17 of theo&@upations used in our analysis.
Table 4 shows the country female-to-male employmetits by occupation, along with a
cross-country weighted average. A ratio greaten thameans that there is a greater
proportion of female workers within the occupattban male workers. The average is a
weight (based on share in total employment) offémeale-to male employment ratio for
Cyprus, Finland, Portugal, the Republic of Kored #re United Kingdom.

The strongly male-dominated occupations are simaleross countries; this includes
driver, welders, labourers in construction, engiseecomputing professionals and
garbage collectors. Two of these occupations (coimgprofessionals and engineers)
are among the highest paid occupation across afitdes (according to table 1), while
drivers, welders, and garbage collectors are withie mid-range of pay within the
occupations; and. labourers are in the bottom thiinpay across all occupations. Among
business professionals (includes accountants)ssaigons, and hotel housekeepers and
restaurant services, there is more diversity acoossitries in the gender make-up of
employees, e.g. in Finland and Portugal a busipesfessional is just as likely (if not

20 Other studies have found these results to hotterlUnited Kingdom, in spite of the introduction
of the National Minimum Wage (NMW) in 1999, wherelly three-quarters of the beneficiaries are
women. For example see, (Dickens and Manning, 2008jch finds the impact of the NMW to have
closed the average wages between men and womamyb.6 percentage points between 1998 and 2002.
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more) to be female as male; while in Cyprus a hbtelsekeeper or restaurant service
worker is more likely to be male. The remaining uzations are more strongly female

dominated, and employees are at least five timese riikely to be female than male

within the countries represented. Of these occapsatitwo (primary teacher and nurse)
are among the highest paid occupation across alttdes, while garment workers and

salespersons are among the lowest paid.

Table 4. Female-to-male employment ratios by occupation, weighted aver age, 2000

ISCO
Classifi- Rep of Occupational
cation Title Cyprus  Finland Portugal UK Korea AVG Gender Mix
832 Motor vehicle drivers 0.0 0.0 0.0 0.0 0.0 0.0
Metal moulders, welders
721 and related workers 0.0 0.0 0.0 0.0 0.1 0.0
Mining and construction
931 labourers 0.1 0.1 0.0 0.0 0.1 0.0
Architects, engineers and
214 related 0.2 0.1 0.4 0.1 0.1 0.1
Computing professionals .
213 (includes programmers) 0.3 0.3 0.6 0.2 0.27 0.2 nghl_y Male
Dominated
Garbage collectors and Occupations
916 related labourers 0.0 0.3 0.2 0.0 0.5 0.3
Business professionals
241 (includes accountants) 0.3 1.3 1.0 0.5 0.1 0.5
Shop salespersons and More Gender
522 demonstrators 1.0 2.7 15 2.4 1.0 1.6 Equity
Houskeeping and restaurant
512 service workers 0.7 45 2.2 21 n.a. 2.2
Primary and pre-primary
233 education teaching 5.2 4.5 n.a. 5.9 4.2 5.2 Highly
Textile, garment and related Female
743 workers 1.0 8.4 12.0 2.0 1.9 5.3 Dominated
422 Client information clerks 2.1 16.6 33 9.8 2.3 g2 Occupations
Secretaries and keyboard
411 operating clerks 13.7 34.9 5.4 11.7 n.a. 13.0
223 Nursing and midwifery 5.0 19.1 n.a. 10.1 57.8 18.8

Source: ILO, Laborsta

Gender pay gap at the sectoral level

Given the limited number of countries and obseoretiavailable at the occupational
level, such observations may not be fully represtere; therefore analyzing the GPG at
the more aggregate level, where more observatioasasailable, would be more
appropriate. Comparable data on wages by sex ame mvalely available for the
manufacturing sector. For the period 1996 to 20KRM 15 contains data for 36
developed and developing countries. Figure 6 shbe$GPG for 1996 and 2003 across
countries in the manufacturing sector, based oicators in KILM 15.
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Figure 6. Gender pay gap in manufacturing industries, 1996 and 2003
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Source: Author's calculations based on KILM table 17a.

The majority of countries in figure 6 exhibited actine in the GPG between 1996 and
2003. Noticeable exceptions, however, include atestin the region of Central and
Eastern Europe (non-EU) and CIS countries (formaarsition economies) and new EU
Member States where the gender gap has actualigased. The increase is mainly
because these countries had very low gender gapsrims of pay and other labour
market characteristics prior to the transition eriThe increases in the gender gaps are,
therefore, the result of the worsening labour margenditions resulting from the
adjustments to a market economy, which have digptiomately impacted on woméh.

In some of the EU countries the GPG was also higheatrenched, but there has been a
strong policy effort as part of the Lisbon Stratdgge box 2 below) to improve gender
equity in the labour markets and narrow gender gagay by improving the education
and training of women in the labour market and elating occupational segregation.

2 For further information, see (Newell & Reilly, 200
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Box 2. The gender pay gap in the EU

The European Commission recently released a reporéquality between women and men in
European labour market. According to EUROSTAT date pay gap between women and mer
unadjusted form in EU Member States is still veighh 15 per cent in 2003, although there is a 3
cent decline compared to 1998 figures. In pars tlsicrease could be explained by the European 4n
enlargement in 2004 since the new Member States flee former Soviet bloc have a slightly low
GPG. Despite the general trend of narrowing the ®et¥een 1998 and 2003, there are six coun

Slovakia) in which it stayed the same. A study ke tEuropean Commission in 2003 provid
information about the pay gap in the different sesof the economy. In 2000, the GPG was narromws¢
the public sector (11 per cent) than in the privsgetor (22 per cent). The most affected group \wes
older workers (25 per cent), the high-skilled (22 pent) and the people with supervisory job stétig
per cent). According to the same study, the majatoks contributing to the GPG in the EU are
earning differences between women and men with Ifjameisponsibilities, (2) gender segregation
sectors and occupations, with women being undegsepited in high-paying sectors and occupati
and (3) relatively lower earnings of women in feeadbminated sectors and occupations, which are
due to different productivity rates between sectord occupations.

Agenda, approved by the European Council in Marb02 The Agenda has a special focus
productivity and employment, aiming at the increakthe overall employment to population ratio

should be given to issues such as better educatidrtraining, employment segregation by sector
inequality problem among the public.

Source: (European Commission, 2003a;European Caianj2005).

The EU’s long-standing commitment to promote gerebprality was further reaffirmed in the Lisbon

per cent and the female employment to populatitio ta 60 per cent by 2010. Regarding the diffeeshc
in female-male wages, all Member States are engedréo apply a comprehensive policy towards a
major reduction in the GPG by 2010 with the objextof its final elimination. Special consideration

the
in
per
on
er
[ries

(Belgium, Denmark, Finland, Germany, Portugal apdi®), in which it increased, and two (France and

ed
Br i

(1)
by
ons,
not

occupation, job definitions and payment schemeswel as more awareness of the gender pay

In general, studies have shown that the GPG ixtaffleby, among other factors,
labour market characteristics of males and femalgsarticular:

the

» the composition effect, i.e. differences in the position of the male and female

workforce;

» the remuneration effect, i.e. differences in thg plamen and women with
similar characteristics; and

» the selection effect, i.e. differences in the labmarket participation behaviour

of men and womef?

The composition and remuneration effects are ndymeferred to as “explained” and
“unexplained” components of the GPG, respectiv&lye composition of the workforce
in this context means the difference in labour égparticipation rates of women and men
and can plausibly explain some of the difference$&PGs. Differences in pay among
males and females of similar characteristics arteasoeasily explained (thus the term

“unexplained”) and are often seen as direct formsliscrimination. In an attempt

22 (European Commission, 2003a).
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explain the gender gap across the countries shoviigure 6, the relationship between
the gender gap and the female unemployment ratejelisas the female labour force
participation rate, are further explored. Figureand 8 show these relationships and give
an indication of the labour market composition etfeon the GPG, which along with the
remuneration effect has been shown to comprisbulieof the explanation for the gap.

In figure 7 there is a very clear negative relatlup between the female labour force
participation rate and the gender gap. In countiéth low female labour force
participation rates, such as those in the MiddletEBad North Africa, the GPG was
relatively higher. However, in countries in the Bped Economies and European
Union and Central and Eastern Europe where thelé&tabour force participation rate
was higher the gender gap in pay was lower. ThEsltés consistent with other studies,
which attribute negative correlation between fentateur force participation and wages
to the “selection effect” — i.e. those women whteeimto the labour market tend to have,
on average higher education and better work-relsitéi$ than women outside the labour
market, thus improving their chances for higher &=

In figure 8 there is a positive relationship betwethe GPG and the female
unemployment rate. This means that at higher levefemale unemployment there is a
higher GPG. This relationship, however, does n&d hoross all regions. In the Asia and
Pacific region there was a negative relationshipvben the GPG and the female
unemployment rate. The positive relationship castéecause of the weaker bargaining
position of women relative to their male countetpaWWhen the female unemployment
rate is high the bargaining power of women canveneveaker, which will drive down
female wages relative to males. At lower levelsioémployment the demand for female
labour increases as does their bargaining powettaidwages relative to men.

Z ibid.
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Figure 7. Relationship between the gender pay gap and female labour force participation
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Figure 8. Relationship between the gender pay gap and female unemployment rates
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To determine the joint impact of the female labgarticipation rates and female
unemployment rate on the GPG, we perform a regresanalysis assuming a linear
relationship between the dependent and explanatanables. The equation to be
estimated is:

GPGit = a + BFLPR: + & Ui + 1) DREGi + &

i=1

where FLPR is the female labour force participatate, FU is the female unemployment
rate, and DREG are regional dummy variables whigptuwre the effects of regional
specific characteristics such as culture, labowketanstitutions, etc, that may impact on
the gender pay gap.

Although these factors do not explain all of thdfedences in the GPG in the
manufacturing sector, they do go some way to umaedihg some of the causes.
Institutional differences, differences in the statf employment (e.g. full-time vs. part-
time work), and direct discrimination are othertéas that should be explored. For this
reason dummy variables are particularly importadaise they will pick up some of the
effects of these missing variables. It should bentineed; however, that variable
selection is influenced by the availability of d&a many of developing countries in the
sample.

All explanatory variables are taken at the begigrohthe relevant time period between
1994 and 2003. The summary statistics for the dathple of 40 countries is shown in
Table 5. The summary statistics show that thersigsificant variability within the
sample for both the female labour force particpatrate (FLPR) and the female
unemployment rate (FU). The highest female laboucd participation rate is close to
7 times the minimum rate, while the highest femalemployment rate is about 20 times
the minimum value. Given the high maximum valuetted unemployment rate and the
low mean of the female unemployment rate this ssiggiat the maximum is somewhat
of an outlier and that the majority of values dgmgicantly less than the maximum.

Table 5. Summary statistics

Statistics Female labour force Female unemployment rate
participation rate
(FLPR) (FU)
Mean 50.2 7.9
Standard Deviation 11.2 5.2
Minimum 10.4 1.6
Maximum 71.3 30.9

We first estimate the regression equation usingngle OLS model, including regional
dummy variables for Asia and the Pacific; the Meald@ast and Northern Africa; sub-
Saharan Africa; Latin America and the Caribbean t#weddeveloped economies and the
European Union. The results of running the regoessire shown in column two of
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table 6. The results show that both female unenmpéry rates (FU) and female labour
force participation (FLPR) have a significant effem gender pay gaps; however the
female unemployment rate is the wrong sign from twiia originally predicted. The
coefficients measure the change with respect tgéneler pay gap, so that a 1 percentage
point increase in the female unemployment rate dgtirease the gender pay gap by 0.01;
while a 1 percentage point increase in the femal®ur force participation rate will
decrease the gender pay gap by 0.004. Both vasiavke significant at the 1 per cent
level. The explanation of the negative sign for famale unemployment rate is quite
puzzling; however the impact on the gender payig&uite minimal, and this is the case
for both variables. In spite of this, the adjusRdshows that 42 per cent of the gender
gap can be explained by the variables in the model.

The regional dummies are all significant at theet gent level, with the exception of

Middle East and Northern Africa. The values oncbefficients of the regional dummies

reflect the differences in the means of the gemdsr gaps with respect to the omitted
Asia and Pacific region, which allows us to compidwe differences across regions. The
mean gender pay gap in the developed region i¥ 4@$5 than that in the Asian and
Pacific region; while the mean gender pay gap itinLAmerica, Central and Eastern

Europe & CIS and the sub-Saharan African region @8, 0.11 and 0.26 more,

respectively.

It must be noted that OLS estimation is biased wisng panel data (cross-section time-
series) because it does not consider that thestsdxeterogeneity between countries over
the time. Basically, this means that for all 4@mies in the sample a 1 percentage point
increase in the female unemployment rate will lead decline in the GPG by the same
amount, i.e. 0.01. However, if we were to estinsgearate country regressions we would
obtain different results for each of the countdes to the differencesithin andbetween

the countries in the sample. Therefore when esitnmat regression using panel data it is
better to use a generalized least square (GLS) adelbgy which takes into
consideration the random (between and within) &tethis still allows us to retain the
regional dummies, which are important in order timpare the differences across
regions. In practice there are tests (e.g. Hausnspetification test) to determine
whether to use random or fixed effects regressguaton, but given that the purpose of
the estimation is to show preliminary results rathlean develop the techniques
extensively we will assume random effects in theleho

With this in mind, we re-estimated the original atjon using a random effects GLS
model with dummy variables to capture the regiaigdcts. The results are shown in the
third column of table 6. Including the random effeim the model lowers the coefficients
on the female unemployment rate and the femaleutafoyce participation rate, as well

as all the dummy variables. Using the GLS methaglolp 1 percentage point increase in
the female unemployment rate and the female lafmyae participation rate both reduce
the gender pay gap by 0.003. In addition, the femahemployment rate is now

significant at the 5 per cent level. While sometlé regional dummy variables have
lowered or lost their significance. The adjustetigRslightly reduced at 39 per cent. In
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general the GLS model produces slightly lower doigfiits and levels of significance,
but the direction and impact remain the same.

The results of both models can be seen as preligngstimates in an attempt to explain
how the “selection” and “composition” effects abaweght impact on the gender pay gap
in the manufacturing sector, as mentioned abovethé&ustudy is required to include
additional variables that are relevant in deterngrthe gender pay gap.

Table 6. Results of OL Sand GL S estimation, dependent variable: gender pay gap

Variables OoLS GLS
intercept 0.6111*** 0.5043***
(0.0396) (0.0717)
FU -.0092*** -.0029**
(0.0017) (0.0014)
FLPR -.0045*** -.0031***
(0.0007) (0.0012)
DMENA 0.0487 .0172
(0.0465) (0.0731)
DDE -.0652*** -.0771**
(0.0171) (0.0446)
DLAC -.0796*** -.0850
(0.0243) (0.0634)
DCEE 0.1059*** 0.0351
(0.0342) (0.0664)
DSSA 0.2636*** 0.1726*
(0.0648) (0.0988)
Adjusted B 0.42 0.39
Observations 212 212

Note: Standard errors are in parenthesis
* significant at the 10% level, **significant atetb% level, ***significant at the 1% level.

6. Conclusions

This section uses the most recent data from thé/Kdith Edition to show that between
1990 and 2000 wages increased faster in high-dkdlecupations than in low-skilled
occupations (within the seven countries used iratredysis). Although these findings do
not show a deterioration of the wage position fow-skilled workers in any of these
countries, they do suggest widening wage inequdlgjween high- and low-skilled
workers during the 1990s.

The findings here seem to negate the propositi@ thobalization will lead to a

convergence of wages (as discussed in part tw@eiheral, other studies on the impact
of globalization on wages found that:
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1. There exists a U-type relationship whereby diabtion initially has a negative
impact on wages, but this dissipates over time ewehtually the impact of
globalization on wages becomes positive.

The findings of this analysis do not refute theabproposition, i.e. we found evidence
of wage growth across all occupations and partiuia those countries with a high
portion of GDP dependent on trade. At the same, ttihree evidence shows that there are
clear differences in wage growth across occupaltigmapings.

2. Wage growth is biased towards high-skilled oetigms and has lesser impact
on the unskilled and the poor.

The evidence shown in this analysis would lend stp this proposition. In general,

we find that high-skilled occupations not only havigher wages, but also witnessed
stronger wage gains in the decade from 1990 to ,20@M the low-skilled occupations.

Part of the reason for this may be due to the garpf labour in developing economies,
whereby the initial impact from globalization (agcowth) may be to bring previously

underemployed or unemployed people into the forrabbur market, with no direct

effect on wages. Another reason could be due tgitbeth in complementary industries
that demand workers with higher technical skills.

3. Globalization has narrowed the gender pay gapticplarly in low-skilled
occupations.

The findings of this analysis show that there igdlence of high and widening wage
inequality among males and females, particularlyhie low-skilled occupations in EU
countries. The findings show that some of the iaseein the gender gap can be attributed
to the slowdown in economic growth in the EU ané thorsening labour market
conditions in the new Member States. At the same,timany of these low-skilled jobs
may be in companies facing competitive pressuregep wages down and where
women have less bargaining power and less posgilidi improve their economic
situation vis-a-vis their male counterparts.

A further analysis of the factors contributing teetGPG at the sectoral levels finds a
clearly negative relationship between the partiogoarate of women in the labour
market and the gender pay gap. For example, iMitldle East and North Africa, where
women are less active in the labour market, thelgiepay gap was relatively higher than
in other regions. In addition, in all regions excefsia, higher levels of female
unemployment are associated with a higher gendegap. This relationship, however,
does not hold across all regions. Such a relatipneln exist because of the weak
bargaining position of women at high rates of unkyipent.

Further research should focus on the employment position within specific
occupations, taking into consideration the breakdow male and female employees.
With this in mind more and better quality indicatan wages and employment at the
global level are necessary to improve the undedgtgnof labour market dynamics
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resulting from global changes in developing andetlgyed economies. This will greatly
improve the analysis and provide a better framevi@ripolicy interventions.
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