
CHAPTER 2

Earnings mobility: taking a longer run view

differentiate between earnings changes that reflectA. INTRODUCTION AND MAIN FINDINGS
predictable ‘‘career’’ trajectories, such as the ten-
dency for earnings to rise with age, and more idio-1. Introduction
syncratic and potentially unpredictable changes,
such as the earnings losses experienced by manyome workers earn more than others and these
displaced workers.differences sometimes raise important ana-

lytical and policy issues. Sound policyS The empirical analysis requires longitudinal
advice requires, however, that earnings differences data that track individual earnings histories, but
are appropriately measured and interpreted. Typi- they are neither widely available nor easy to use. As
cally, earnings are measured over a year but this a result, the detailed mobility analysis is restricted
snapshot provides an incomplete picture. When to the period 1986 to 1991 and just six countries:
their earnings are computed in any given year, most Denmark, France, Germany, Italy, the United
workers are in the midst of an extended career. Kingdom and the United States.1 When possible,
Their labour market situation can be better under- however, results for other countries and recent
stood if information about their past and future trends in mobility are also discussed, including
earnings is also brought into the picture. whether the strong rise since the late 1970s in earn-

ings inequality in several OECD countries has beenA longer-run view is useful because workers’
mitigated by increased earnings mobility.earnings change over time. Accordingly, and follow-

ing analysis in the 1996 Employment Outlook, earnings A difficult issue that arises in any analysis of
mobility is the focus in this chapter. Last year’s empir- earnings mobility is how to incorporate workers with
ical work led to three tentative stylised facts. First, different levels of employment intensity in terms of
earnings mobility is substantial in all countries; weekly hours worked or continuous versus intermit-
about one half of all workers move at least one tent employment (a fuller discussion of this issue, as
quintile up or down the earnings distribution over a well as a summary of data sources and definitions, is
five-year period. Second, the degree of relative provided in Annex 2.A). As in the 1996 Employment
mobility seems similar across countries. Countries Outlook, emphasis is placed on changes in the
with higher cross-sectional inequality do not appear weekly or monthly earnings of full-time wage and sal-
to have higher relative earnings mobility, so that ary workers, which can be interpreted as a measure
comparisons of earnings inequality at a point-in- of wage-rate mobility since this measure is approxi-
time may provide a useful indication of the differ- mately standardised for the number of hours
ences in life-time earnings inequality. Finally, the worked. Calculations were also performed using the
movement into and out of low-paid jobs suggests annual earnings of full- and part-time workers.2 In
that low-paid employment cannot be simply general, the results are similar for the two sets of
characterised either as a stepping-stone into a more calculations, but some important exceptions are
stable and higher-paid career or as a permanent noted. Part-time workers ideally should be included
trap. in the analysis of wage-rate mobility, but reliable

This chapter revisits the last two of these tenta- information on their hours worked, which would be
tive stylised facts in an attempt to pin them down required to calculate a wage rate for them, generally
more precisely. The extent to which earnings mobil- is not available. Indeed, it might also be desirable
ity reduces the earnings inequality observed in a to include non-employed members of the working-
single year is more precisely and rigorously quanti- age population in the analysis, particularly those
fied. Similarly, a more complete analysis is under- moving between non-employment and employ-
taken of the incidence, persistence and recurrence ment, but it is very difficult to estimate potential
of low-paid employment. This chapter also analyses earnings for these workers. Since intermittent work-
several new issues that emerge when attention ers are of great importance for understanding policy
shifts from relative earnings mobility to absolute issues related to low-paid employment, workers
changes in workers’ real earnings. In examining moving between low pay and ‘‘no pay’’ are briefly
workers’ real earnings paths, an attempt is made to analysed for Germany and the United States, for
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which the necessary data are available. However, no 2. Main findings
attempt is made to impute potential earnings for
workers in years in which they were not employed. In all of the countries analysed, relative earn-

ings mobility is substantial and cross-sectional ine-Earnings mobility is complex because earnings
quality overstates longer-run inequality. Inequalitychange for many reasons and these changes can
averaged over the entire 1986-1991 period is 4 tohave very different implications for economic wel-
30 per cent lower than in any single year; thesefare. This chapter poses different questions about
estimates understate lifetime mobility because theythe level and effect of mobility, and each is best
are restricted to a six-year period. The extent toaddressed using different measures of mobility. One
which inequality is reduced depends on the choiceof the conclusions is the importance of specifying
of inequality index, because mobility is not uni-exactly what type of mobility is pertinent when
formly equalising at all points in the earnings distri-assessing policy choices or making international
bution. Country rankings with respect to how muchcomparisons, and then using the most appropriate
mobility reduces inequality also depend on the ine-measure to address the issue in question.
quality index used. Evidence on changes in relativeSection B analyses the extent to which relative
mobility over time is thin, but suggests considerableearnings mobility reduces longer-run inequality. The
stability. Life-time earnings inequality has probablyquintile transition probabilities used in the 1996
risen in the United Kingdom, the United States and,Employment Outlook suggested overall similarity
perhaps, in other OECD countries that have seenacross countries in the extent to which workers at
substantial increases in cross-sectional earnings ine-different positions in the earnings distribution in an
quality. Much earnings inequality and mobilityinitial year change positions over the next five years
occurs among workers with similar characteristicsand, hence, tend to have more equal earnings over
(gender, age and education), rather than betweenthe entire period than in any single year. The meth-
these groups. The importance of within-groupods adopted this year provide more precise com-
mobility may reflect a significant degree of unpre-parisons of cross-country differences in the equalis-
dictable volatility in individual earnings.ing impact of mobility. The overall reduction in

inequality is also decomposed into the share due to Chronic low pay is quite common, despite most
changes in the relative earnings of groups of workers low-pay spells being short. The decline in the
who differ by age and other characteristics that probability of upward mobility as a low-pay spell
affect earnings (between-group mobility), and the lengthens, plus multiple spells of low pay, are impor-
share due to changes in the relative earnings of tant explanations for this seemingly paradoxical
workers with the same characteristics (within-group finding. When low pay is defined as less than two-
mobility). thirds of median earnings, low-paid workers in 1986

averaged from just under two years of low-paidThe ‘‘dynamics’’ of low-paid employment, a
employment over 1986 to 1991 in Denmark, to justtopic of particular policy importance, is discussed in
over four years in the United Kingdom and theSection C. The questions addressed include: How
United States. Upward mobility rates are furtherlarge a share of workers in low-paid employment in
lowered when workers moving between low pay anda single year remain so for an extended period of
no pay are also considered. Which workers are mosttime? Of those escaping low-paid employment, how
at risk of low-paid employment varies with the timemany subsequently fall back into it? How much total
period considered and the degree of persistencetime do workers spend in low pay? What individual
used to define low pay. Youth, not surprisingly, arecharacteristics and events most improve the odds of
among the most likely groups to experience at leastmaking a sustained escape from low-paid
one year of low pay, but older workers are oftenemployment?
more vulnerable to being persistently low paid.Attention shifts to absolute changes in workers’
Women and workers with low educational attain-real earnings in Section D. Average real earnings
ment are also at high risk of low pay in a single yeargrowth rates are compared, both across countries
and are even more heavily represented among theand across groups of workers defined by age, educa-
persistently low paid.tion and other characteristics. The large dispersion

of individual earnings growth rates around these Average absolute mobility, measured as the
averages is also analysed. The shares of workers percentage growth in real earnings during 1986-1991,
experiencing real earnings declines or very large differs markedly across the six countries considered.
increases are presented as indicators of earnings Average earnings of continuously employed workers
volatility, useful for assessing labour market and grew most strongly in the United Kingdom, followed
income support policies. The chapter concludes by Germany and Italy. There is also considerable
with a brief summary of results and a discussion of diversity across groups. In all countries, youths and
policy implications. job changers have above-average earnings gains,
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but other patterns vary greatly, e.g. the least edu- 2. Overall equalisation
cated workers had the largest gains in Germany, but
the smallest in the United States. Individuals’ real The analytical framework developed by
earnings paths fan out widely around the average in Shorrocks (1978) is used to quantify the extent to
all countries, but particularly so in the Unites States. which earnings mobility reduces inequality mea-
The variability across individual workers includes sured over several years below that in a single year.
falling real earnings for a significant number, despite Several comments about this methodology are in
the tendency for earnings to rise with experience. order (see Annex 2.B for a technical explanation).
The share of workers with real earnings reductions Most important, these calculations only provide a
ranged from 6 per cent in Germany to 29 per cent in tentative and incomplete answer to the question
the United States. posed. Because the available data only cover six

years, the full equalising effect of mobility over the
working lifetime is not captured. It is understated, as
only a modest share of age-related differences in
earnings ‘‘average out’’ in such a short period.4 InB. EARNINGS MOBILITY
another sense the equalising effects of mobility areAND EARNINGS INEQUALITY
overstated. Averaging workers’ earnings over an
extended period assumes that they are able to
maintain a living standard based on a complete or1. Introduction
near-complete ‘‘smoothing’’ of their earnings, no
matter how volatile their earnings paths may be.Although earnings inequality is most easily
Because it assumes that a stable earnings path pro-measured at a point in time, it is also important to
vides the same welfare as a widely and, perhaps,analyse earnings differences over a longer period.
unpredictably fluctuating path with the same aver-This perspective is particularly important for assess-
age earnings, this is clearly an upper-bound esti-ing the equity effects of policies designed to
mate of how much mobility reduces inequality inincrease labour and product market flexibility
the standard of living that can be supported out of[OECD (1997)]. Some of the policies proposed to
earnings.5 It is not possible to assess the quantita-encourage more job creation, such as relaxing legis-
tive importance of these two factors. The reductionslated or negotiated minimum wage standards,
in inequality reported here may, accordingly, beappear likely to increase wage dispersion, at least
either too high or too low.initially. It may not follow, however, that life-time

earnings inequality will increase. Such policies may The Shorrocks’ estimate is shown in Chart 2.1 as
result in more dynamic labour and product markets, the percentage reduction in inequality when four
in which low-paid workers not only have a greater different indices of earnings inequality are used (for
chance to gain a foothold in the labour market, but details, see Annex 2.B). A value of zero indicates no
also have better opportunities to move up the earn- equalising effect from mobility because earnings
ings distribution. The six countries analysed differ averaged over a multi-year period are no more
considerably in terms of the nature and extent of equally distributed than earnings in a single year. If
labour and product market regulations, thereby pro- time-averaged earnings are the same for all workers,
viding a good test of the ‘‘equalising’’ effects of mobility is fully equalising and the index equals
mobility. 100 per cent. In fact, earnings inequality falls as

earnings are averaged over longer periods of time.In this section, the extent to which earnings
However, at least over a six-year horizon, the overallmobility reduces long-run inequality below that
equalising effect for the weekly/monthly earnings ofmeasured at a point-in-time is quantified. The over-
full-time workers is always less than one-third andall effect is also decomposed into the share due to
most often around 10 per cent. This suggests that achanges in the relative earnings of workers who dif-
large share of cross-sectional earnings inequality isfer by age and other characteristics that affect earn-
quite persistent. There is, however, no indicationings (called ‘‘between-group’’ mobility) and to
that the full equalising effect of mobility ischanges in the relative earnings of workers with the
exhausted within the first six years as relatively littlesame characteristics (called ‘‘within-group’’ mobil-
of the earnings differences attributable to age-ity). Even if the total reduction in inequality due to
earnings profiles balance out in such a short period.6mobility is similar for two countries, the level

of earnings insecurity is likely to be higher in the A second important finding is that the choice of
country where within-group mobility is a relatively inequality index matters. The four indices reported
more important factor, since this form of earning in Chart 2.1 differ in the implicit weighting they
mobility, by its nature, tends to be less place on earnings differences at different points in
predictable.3 the distribution and mobility need not operate
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Chart 2.1.

Percentage reduction in earnings inequality
when earnings are averaged over longer periods, 1986-1991a

Weekly/monthly earnings of continuously employed full-time workers

a) See Annex 2.B for an explanation of these calculations.
b) Data for 1984-1989.
Source:See Table 2.A.1.
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equally at all points. The mean log deviation index tion. Country comparisons for the mean log devia-
is most sensitive to inequality near the bottom of tion and Gini indices indicate relatively strong
the distribution, the Gini is most sensitive in the equalisation at the bottom for Germany and in the
middle, the Theil I2 at the top, and the Theil I1 at middle for the United Kingdom. These comparisons
both extremes. For all countries, the Gini index indi- must be interpreted carefully, however, since they
cates a much weaker equalising effect than the other may reflect quite specific characteristics of national
three indices. It appears, therefore, that mobility labour markets or noncomparabilities among the
smoothes out earnings differences most in the tails data sources used.8

of the distribution. Workers in the middle of the Country rankings also change somewhat when
distribution tend to have relatively stable earnings, annual earnings for full- and part-time workers are
hence, more persistent earnings differences.7 considered (Table 2.1, Panel C). Mobility among this

Country rankings according to how much mobil- broader group of workers reflects changes in both
ity reduces earnings inequality depend on the ine- annual hours worked and wage rates, yet at least
quality index selected (Table 2.1, Panel A). Although 75 per cent of cross-section inequality persists over
many of these differences are quite small, some are six years. Including hours variations does signifi-
large, and this sensitivity of rankings to the index cantly increase equalisation at the bottom of the
adopted suggests that there are significant national earnings distribution (as reflected by the mean log
differences in the way that mobility reduces earn- deviation index), because it is more common for
ings dispersion, e.g. whether the predominant effect part-time and part-year workers to increase their
is to raise up low earners or to level down high annual hours strongly than for low-wage workers to
earners. This is most evident for France which has enjoy large pay increases. This difference is particu-
the strongest mobility measured by the Theil I1 and larly large for Italy, suggesting that, among workers
the Theil I2 indices, but the least mobility measured with employment in six consecutive years, Italian
by the mean log deviation and Gini indices. French workers are relatively likely to experience one or
earnings equalisation appears to be strongest at the two years with quite low annual hours, while working
top of the distribution, suggesting that many top a longer work schedule in the other years. However,
earners in any single year are enjoying a temporary estimates based on the Gini and Theil I2 indices are
surge in their earnings, but relatively weak in the not much changed (with the exception of Theil I2
middle and bottom of the distribution. By contrast, index for France, as discussed in note 8). This sug-
Denmark, Italy and the United States appear to have gests that equalisation over time in annual hours
the weakest equalisation at the top of the distribu- worked does not contribute much additional equal-

Table 2.1. Percentage reduction in single-year earnings inequality when earnings are averaged over 1986-1991a

Inequality index Denmark Franceb Germany Italy United Kingdom United States

A. Weekly/monthly earnings of continuously full-time workers

Mean log deviation 11.0 11.0 15.3 12.1 11.4 11.9
Gini 5.5 4.3 4.5 5.6 5.7 4.8
Theil I1 10.9 13.7 12.7 11.3 11.8 10.5
Theil I2 11.7 27.2 18.6 11.6 15.6 12.5

B. Weekly/monthly earnings of continuously full-time workers, aged 25-49 only

Mean log deviation 11.3 11.1 8.7 11.4 11.1 11.6
Gini 5.6 4.2 3.6 5.3 5.7 4.9
Theil I1 11.5 14.4 10.2 11.0 11.9 10.3
Theil I2 12.5 29.7 19.7 11.4 16.6 12.2

C. Annual earnings of all continuously employed workers

Mean log deviation 19.7 19.0 22.3 26.6 . . 19.3
Gini 5.9 5.6 6.2 5.9 . . 5.0
Theil I1 12.9 12.0 15.5 15.9 . . 10.9
Theil I2 10.2 11.8 17.3 11.7 . . 10.5

. . Data not available.
a) See Annex 2.B for an explanation of these calculations.
b) Data for 1984-1989.
Source: See Table 2.A.1.
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isation in the middle and top of the earnings distri- a fact quite uniform across countries, inequality indi-
bution, presumably because these workers are gen- ces and whether or not part-time workers are
erally employed full-time and full-year. included in the sample (Table 2.2). Most dramati-

cally, averaging over six years greatly reduces ine-This analysis of the equalising effect of mobility
quality among workers initially under age 25. Thesubstantially enriches the more impressionistic
results in Table 2.2 indicate that youths’ initial earn-analysis presented in the 1996 Employment Outlook.
ings paths are relatively volatile, reflecting frequentAs a result, it appears that a large share of cross-
changes of employer, industry and occupation. Theirsectional earnings inequality is quite persistent,
earnings trajectories become more stable as theydespite the considerable movement of workers up
gain work experience and become established inand down the earnings distribution. This persistence
their careers.10 The equalising effect of mobility isincreases the likelihood that earnings inequality, as
also above-average for women (except in the Unitedconventionally measured, may have important eco-
Kingdom) and for low-education workers (except innomic and social consequences. The analysis also
Denmark) and workers changing employers at leastpoints towards important cross-country differences
once during 1986-1991. Although these differencesin mobility patterns. These differences do not sug-
hold in most of the countries, Germany stands outgest that countries with more liberalised labour and
for having especially strong differences by age, edu-product markets, as exemplified by the United
cation and job mobility, due in large part to theKingdom and the United States, have higher mobil-
apprenticeship system associated with its dual sys-ity which off-sets their higher levels of cross-
tem of secondary education. One clear lesson is thatsectional inequality. More research will be required,
a large share of earnings mobility is not due simplyhowever, to develop a clear picture of national dif-
to a steady rise in earnings as workers gain experi-ferences in the overall equalising effect of mobility
ence. There is considerable variation in earningsand, critically, their determinants.9
paths within groups of similar workers.

3. Group differences in equalisation The distinction between within- and between-
group mobility is examined more formally in

The equalising effect of mobility is much Table 2.3.11 The work force is divided into 24 or
stronger for some groups of workers than for others, 32 groups according to gender, age (four groups) and

Table 2.2. Percentage reduction in single-year earnings inequality when earnings are averaged over 1986-1991,
by workers’ characteristicsa

Weekly/monthly earnings of continuously full-time workers

Denmark Franceb Germany Italy United Kingdom United States

Total 11.0 11.0 15.3 12.1 11.4 11.9

Sex
Men 11.0 10.6 16.2 11.7 13.6 12.5
Women 18.3 15.4 19.2 16.9 10.7 16.1

Age
Under 25 25.3 29.3 48.5 30.5 19.5 27.3
25-34 14.9 15.4 12.3 16.3 14.7 14.7
35-49 9.4 9.3 6.8 9.1 9.4 9.4
50-64 6.0 8.4 6.9 9.7 8.8 8.9

Education
Less than upper secondary 15.1 . . 27.5 . . . . 18.6
Upper secondary 13.4 . . 18.2 . . . . 15.9
Non-university tertiary 20.5 . . . . . . 15.7
University degree 10.1 . . 6.2 . . . . 12.2

Change of employer
No change 6.1 10.2 11.7 9.2 9.9 8.1
At least one change 15.5 15.8 24.5 18.8 13.2 17.3

. . Data not available.
a) Earnings inequality is measured by the mean log deviation index. See Annex 2.B for an explanation of these calculations.
b) Data for 1984-1989.
Source: See Table 2.A.1.
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Table 2.3. Earnings inequality and mobility ‘‘within’’ and ‘‘between’’ groups, 1986-1991a

Weekly/monthly earnings of continuously employed full-time workers

Inequality index Mobility index

Earnings averaged
‘‘Between’’ share Total ‘‘Between’’ share

over: Total
of total inequalityb mobility of total mobilityb

inequality
(percentage) (percentage) (percentage)

Denmark 1986 0.044 38.8 0.0 x
1986-1987 0.042 40.6 4.8 3.5
1986-1988 0.040 41.2 6.9 3.8
1986-1989 0.040 41.5 8.6 4.0
1986-1990 0.039 41.6 9.8 4.5
1986-1991 0.039 41.6 11.0 4.5

France 1984 0.116 45.8 0.0 x
1984-1985 0.110 47.8 5.7 0.5
1984-1986 0.110 48.1 8.1 0.5
1984-1987 0.109 48.5 9.2 1.1
1984-1988 0.108 48.8 10.1 1.4
1984-1989 0.109 48.9 11.0 1.8

Germany 1986 0.098 44.2 0.0 x
1986-1987 0.088 45.6 5.2 5.7
1986-1988 0.079 44.1 9.8 16.2
1986-1989 0.073 43.3 12.7 15.3
1986-1990 0.068 42.5 14.0 16.4
1986-1991 0.065 41.9 15.4 15.8

Italy 1986 0.053 41.7 0.0 x
1986-1987 0.052 43.9 4.8 3.6
1986-1988 0.052 44.9 7.2 4.5
1986-1989 0.052 45.4 9.5 4.6
1986-1990 0.052 45.6 10.9 5.0
1986-1991 0.053 45.7 12.1 5.0

United Kingdom 1986 0.103 41.9 0.0 x
1986-1987 0.097 42.6 4.8 2.3
1986-1988 0.094 42.0 7.1 4.4
1986-1989 0.093 41.5 8.9 5.9
1986-1990 0.091 41.1 10.3 7.1
1986-1991 0.090 41.1 11.4 8.1

United States 1986 0.185 38.7 0.0 x
1986-1987 0.170 41.1 5.1 3.0
1986-1988 0.166 42.1 7.5 3.8
1986-1989 0.162 43.0 9.0 4.4
1986-1990 0.162 43.1 10.1 4.7
1986-1991 0.163 43.1 11.7 5.3

x Not applicable.
a) Earnings inequality is measured using the mean log deviation index. See Annex 2.B for an explanation of these calculations.
b) The total work force is divided into 24 or 32 groups defined by sex (2 groups), age (4 groups) and education/occupation (3 or 4 groups).
Source: See Table 2.A.1.

education/occupation (three or four groups). The effect always accounts for less than 20 per cent of
second column shows that between 39 and 46 per the total effect. In other words, most of the equalis-
cent of cross-sectional earnings inequality in 1986 ing effect of mobility occurs within groups. The pre-
was due to differences in average earnings between dominance of within-group mobility means that
the various groups, while the remainder reflected much of the year-to-year change in workers’ earnings
differences within them. The third and fourth col- does not reflect smooth increments to their earnings
umns report the total equalising effect of mobility as they acquire more experience and may
and the share due to cross-group convergence of represent, in part, unpredictable fluctuations that
average earnings. The between-group mobility are a source of economic insecurity.
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C. PERSISTENCE AND RECURRENCE low-pay incidence rates for this group are lower than
OF LOW-PAID EMPLOYMENT they would be if intermittent workers were also

included. The low-pay incidence measures reported
below can be meaningfully compared with each

1. Introduction other, but are not easily compared with incidence
measures calculated with cross-sectional data.

The underlying issues considered in this sec-
The analysis in the 1996 Employment Outlooktion are how the incidence and severity of low pay

revealed large movements between low-paid jobsare affected by earnings mobility and what sorts of
and non-employment. Depending on the reasons forpolicies might effectively facilitate upward earnings
these movements, workers who cycle between ‘‘nomobility among low-paid workers. The detailed
pay’’ and low pay may be among those of greatestquestions posed include: How large a share of work-
concern to policy makers. In the following analysis,ers in low-paid employment in a single year remains
low-pay persistence when intermittent workers areso for an extended period of time? Of those escap-
included in the calculations is briefly discussed foring low-paid employment, how many subsequently
Germany and the United States.13 These results con-fall back into such jobs? How many years of low-paid
firm that the border between low-paid employmentemployment do workers accumulate over a multi-
and non-employment is highly permeable when ayear period? Do patterns vary across countries and
multi-year period is considered, and that a fulldemographic groups?
account of low-pay dynamics would have to treat

The low-paid threshold is defined alternatively intermittent workers more extensively.
as the upper limit of the first quintile of the earnings
distribution (the 20th percentile) or as 0.65 times

2. Measuring the incidence of low paymedian earnings. The first quintile definition is com-
parable across counties in the sense that attention

Most often, low-pay patterns are assessed usingis focused on the lowest fifth of all earners in each
data for a single year. A longer-run view, incorporat-country. However, it is not comparable because the
ing worker mobility, can either increase or decreaseextent to which these workers’ earnings fall short of
the incidence of low pay, depending on whether theaverage earnings varies greatly across countries.
emphasis is placed on all workers who were ever lowStandardising the threshold at 0.65 of median earn-
paid or only those persistently low paid. Due to theings unambiguously identifies those earning signifi-
considerable movements into low-paying jobs, thecantly less than a typical worker. This threshold pro-
share of continuously employed workers who wereduces a different noncomparability, however, which
in the bottom quintile at any time during 1986-1991has important implications for low-pay mobility pat-
is one and one-half to two times as high as the shareterns: a far larger share of the work force is classified
in a single year, such as 1986 (Chart 2.2, Panel A).14

as low paid in countries with widely dispersed earn-
Although many of these spells were short, this largerings, such as the United States, than in countries
group may be relevant for assessing the share of thewith less cross-sectional wage inequality, such as
work force at risk of low pay and the hardship thatDenmark and Italy. These two threshold definitions
even temporarily low earnings may produce.are applied using both the weekly or monthly earn-

ings of full-time workers (the proxy wage rate) and When low-pay ‘‘careers’’, rather than low-pay
the annual earnings of full- and part-time workers.12 jobs, are the focus of policy concern, the proportion

of continuously employed workers always low paidBoth thresholds for low pay are calculated each
over a multi-year period is a natural incidence mea-year using the distribution of earnings across all
sure. The share of continuously low-paid workersworkers in that year, regardless of whether they were
over the period 1986-1991 is much lower than thecontinuously employed during 1986-1991. This
low-paid share in any single year. While the sharesyields thresholds comparable to those studied in
of continuously full-time employed workers whothe 1996 Employment Outlook and in the cross-
were ever in the bottom quintile over the periodsectional literature on low-paid employment [US
1986-1991 ranged from 18 to 24 per cent, the sharesBureau of the Census (1992); International Labour
who were always low paid ranged from 3 to 5 perOffice (1996); Keese and Swaim (1997)]. However,
cent. Low-pay traps appear to be much less com-most of the low-pay incidence and persistence
mon than low-pay stop-overs. It does not follow,measures examined below are calculated only for
however, that low-paid employment is confined to aworkers continuously employed during 1986-1991,
single, short spell for most workers who are low paidbecause of the extreme difficulty in determining
at any given time (see below).potential earnings in those years in which a worker

was not employed. Since the continuously Cross-country differences in the incidence of low
employed group tends to have higher earnings than pay using the bottom quintile threshold are modest
intermittent workers (see Annex 2.A), the single-year and not much affected by whether one compares the
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Chart 2.2.

Alternative incidence measures for low-paid employment, 1986-1991
Percentage of specified group

A. Continuously employed full-time workers
Low pay defined as bottom quintile of weekly/monthly earnings of all full-time workers

a) Data for 1984-1989.
b) Data not available.
Source:See Table 2.A.1.

Ever low paid, 1986-1991 Low paid in 1986 Always low paid, 1986-1991

Denmark

B. All continuously employed workers
Low pay defined as bottom quintile of annual earnings of all workers

C. Continuously employed full-time workers
Low pay defined as below 0.65 median of weekly/monthly earnings of all full-time workers

Francea Germany Italy United Kingdom United States

Denmark Francea Germany Italy United Kingdomb United States

Denmark Francea Germany Italy United Kingdom United States
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shares ever low paid, low paid in a single year or likely to be low paid in 1986, but 4.3 times as likely
to be always low paid).always low paid, so long as attention is restricted to

the weekly/monthly earnings of continuously Of particular importance for targeting policy
employed full-time workers. The picture changes interventions designed to ameliorate problems
when differences in hours worked are taken into resulting from low pay, the demographic mix of low-
account or the alternative low-pay threshold is used paid employment varies depending on whether
(Chart 2.2, Panels B and C). When the bottom quin- interest centres on the ever low paid, the single-
tile threshold is applied instead to the annual earn- year low paid or the always low paid (Table 2.4,
ings of full- and part-time workers, the picture is Panel C). Women, older and less-educated workers
largely unchanged, except that the ever low-paid account for significantly larger shares of always low
rate jumps 5 percentage points in the United States paid workers than of the ever low paid or low paid in
(Chart 2.2, Panel B). Temporarily low annual hours 1986, although the extent of these differences varies
appear to push workers, who usually earn more, into considerably across these six countries. Although
low-paid employment more often in the United not reported in Table 2.4, these demographic com-
States than in the other countries. Much larger differ- parisons look very similar when low pay is instead
ences emerge when low pay is defined as 0.65 times defined as below 0.65 times median earnings.
median earnings (Chart 2.2, Panel C). All three inci-
dence measures are significantly higher in the

3. Time spent in low payUnited States than elsewhere, due the greater dis-
persion of wages there. Denmark, with its more equal

As is clear from Chart 2.3 (Panel A), in all coun-wage distribution, has very low incidence rates.
tries, only a minority of low-paid workers in a given
year remain so for an extended, consecutive periodThe relative propensities of different demo-
of time. Among bottom-quintile workers in 1986,graphic groups to being in low-paid employment
between 60 and 75 per cent move above this low-(i.e. in the bottom quintile) vary depending on
pay threshold at some point over the next fivewhether interest centres on the ever low paid, the
years. International differences are much more pro-low paid in 1986 or the always low paid (Table 2.4,
nounced when low pay is defined as underPanel B). Youths are particularly likely to have been
0.65 times median earnings: essentially, all Danishlow paid at least once during 1986-1991 and at the
and more than 80 per cent of French, German andbeginning of the period (when they were youngest).
Italian workers who were low paid in 1986 escapedHowever, they move up the earnings distribution
by 1991; the corresponding rate for the Unitedmore rapidly than older workers, causing their
Kingdom and the United States was 60 per cent.always low-paid rate to fall relative to older workers.
Despite these differences, most workers who are lowThis pattern holds in all of the countries examined,
paid in any selected year move higher in the earn-but is particularly strong in Germany: workers aged
ings distribution within a few years, provided theyless than 25 in 1986 were four times as likely as all
remain employed.15workers to be low paid in that year, but only a little

more than twice as likely to be always low paid Focusing on these cumulative exit rates can
during 1986-1991. Workers aged 50-64 in 1986 exaggerate the extent of upward mobility and
showed the opposite pattern, being just 0.7 times as understate the amount of time workers spend in
likely to be low paid in 1986 as all workers, but low-paid jobs. Despite the high exit rates, the aver-
nearly twice as likely to be continuously low paid. age cumulated time in low pay grows quite steeply

when such workers are followed over time (Chart 2.3,Women and less-educated workers have a par-
Panel B). By 1991, workers who were low paid inticularly high risk of being in low-paid jobs, regard-
1986 had cumulated an average of three to fourless of the measures or time-frame adopted. Like
years in low pay. It should also be borne in mindyoung workers, these groups have above-average
that these figures understate total time low paid,risks of being low paid in a single year. Unlike
since they do not account for low-pay years prior toyouths, women and less-educated workers also have
1986 or subsequent to 1991. Accounting for intermit-above-average risks of remaining low paid, so that
tent workers would also indicate greater persistencetheir risks of being always low paid are higher rela-
in low pay, as is discussed below.tive to other workers than their risks of being ever or

single-year low paid. The gender pattern is strong- When low pay is defined as earnings in the bot-
est in Germany (women have 2.1 times the average tom quintile, both persistence measures tell much
incidence of 1986 low-paid employment, but are the same story in all six countries. However, low-paid
3.4 times more likely to be always low paid) while employment is more persistent in the United
the education pattern is especially strong in the Kingdom and the United States than elsewhere,
United States (American workers who have not fin- when low pay is defined as below 0.65 times median
ished upper secondary schooling were 2.4 times as earnings (Chart 2.3). Workers who were low paid in
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Table 2.4. Incidence and distribution of low-paid employment by workers’ characteristics, 1986-1991a

Weekly/monthly earnings of continuously employed full-time workers

Denmark Franceb Germany Italy United Kingdom United States

Ever Always Ever Always Ever Always Ever Always Ever Always Ever Always
Low paid Low paid Low paid Low paid Low paid Low paid

low paid, low paid, low paid, low paid, low paid, low paid, low paid, low paid, low paid, low paid, low paid, low paid,
in 1986 in 1984 in 1986 in 1986 in 1986 in 1986

1986-1991 1986-1991 1984-1989 1984-1989 1986-1991 1986-1991 1986-1991 1986-1991 1986-1991 1986-1991 1986-1991 1986-1991

A. Incidence (percentage of workers in each category who are low paid)

Total 24.5 13.6 4.4 21.5 12.2 3.4 19.9 11.7 2.7 24.2 13.4 3.8 17.8 13.3 4.8 22.0 14.5 3.9

Sex: Men 12.4 3.9 0.4 17.6 9.7 2.0 13.0 7.4 0.6 17.2 9.0 1.8 10.7 6.7 1.8 16.0 9.3 2.3
Women 44.9 29.8 11.3 30.1 17.6 6.5 41.1 24.9 9.3 41.2 24.2 8.6 35.8 30.4 12.3 30.9 22.2 6.1

Age: Under 25 45.0 31.5 6.2 46.3 32.4 6.8 58.1 47.0 6.1 55.5 37.5 9.6 46.4 43.1 9.4 50.9 37.1 5.2
25-34 26.6 13.2 3.3 22.2 12.6 3.7 15.4 6.5 2.1 21.8 10.1 2.5 10.0 6.6 2.7 20.5 14.6 3.2
35-49 19.3 10.3 4.6 14.4 6.9 2.3 9.6 2.7 1.1 12.7 5.6 2.1 11.0 6.7 3.5 17.3 9.3 3.7
50-64 19.6 10.1 5.0 19.8 9.2 3.5 15.9 7.7 5.2 16.8 7.9 3.5 18.3 10.2 6.8 16.5 11.2 5.0

Education: Less than upper
secondary 34.5 18.1 8.0 . . . . . . 37.6 23.5 5.8 . . . . . . . . . . . . 47.0 35.4 16.4

Upper secondary 22.7 13.5 3.4 . . . . . . 16.3 8.5 2.1 . . . . . . . . . . . . 27.9 17.5 4.7
Non-university

tertiary 16.5 8.2 0.5 . . . . . . . . . . . . . . . . . . 19.3 12.0 1.0
University degree 5.4 2.7 0.0 . . . . . . 3.7 3.1 0.0 . . . . . . . . . . . . 5.4 2.9 0.0

B. Relative incidence (incidence of low-paid employment in each category relative to overall incidence of low-paid employment)

Total 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0

Sex: Men 0.5 0.3 0.1 0.8 0.8 0.6 0.7 0.6 0.2 0.7 0.7 0.5 0.6 0.5 0.4 0.7 0.6 0.6
Women 1.8 2.2 2.5 1.4 1.4 1.9 2.1 2.1 3.4 1.7 1.8 2.3 2.0 2.3 2.6 1.4 1.5 1.6

Age: Under 25 1.8 2.3 1.4 2.2 2.7 2.0 2.9 4.0 2.3 2.3 2.8 2.5 2.6 3.2 2.0 2.3 2.6 1.4
25-34 1.1 1.0 0.7 1.0 1.0 1.1 0.8 0.6 0.8 0.9 0.8 0.7 0.6 0.5 0.6 0.9 1.0 0.8
35-49 0.8 0.8 1.0 0.7 0.6 0.7 0.5 0.2 0.4 0.5 0.4 0.5 0.6 0.5 0.7 0.8 0.6 1.0
50-64 0.8 0.7 1.1 0.9 0.8 1.0 0.8 0.7 1.9 0.7 0.6 0.9 1.0 0.8 1.4 0.7 0.8 1.3

Education: Less than upper
secondary 1.4 1.3 1.8 . . . . . . 1.9 2.0 2.1 . . . . . . . . . . . . 2.1 2.4 4.3

Upper secondary 0.9 1.0 0.8 . . . . . . 0.8 0.7 0.8 . . . . . . . . . . . . 1.3 1.2 1.2
Non-university

tertiary 0.7 0.6 0.1 . . . . . . . . . . . . . . . . . . 0.9 0.8 0.3
University degree 0.2 0.2 0.0 . . . . . . 0.2 0.3 0.0 . . . . . . . . . . . . 0.2 0.2 0.0

C. Distribution (percentage share of low-paid employment in each category)

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sex: Men 31.8 18.3 5.2 56.6 55.3 40.9 49.2 47.5 16.2 50.4 47.5 34.3 43.3 35.8 27.2 43.3 38.1 36.0
Women 68.2 81.7 94.8 43.4 44.7 59.1 50.8 52.5 83.8 49.6 52.5 65.7 56.7 64.2 72.8 56.7 61.9 64.0

Age: Under 25 20.7 26.1 15.7 23.9 29.6 22.0 47.9 66.1 37.0 45.1 54.8 49.7 44.1 54.5 33.2 25.0 27.7 14.6
25-34 33.8 30.2 23.1 38.9 39.0 40.1 20.5 14.9 20.4 27.0 22.6 19.6 14.8 13.1 14.8 34.1 36.9 30.2
35-49 34.9 33.7 46.3 26.5 22.6 26.2 21.0 10.2 17.1 21.8 17.5 22.7 26.2 21.4 31.4 31.7 25.8 39.1
50-64 10.7 10.0 14.9 10.7 8.8 11.7 10.7 8.9 25.5 6.1 5.2 8.0 14.9 11.0 20.6 9.2 9.5 16.1

Education Less than upper
secondary 48.9 46.3 62.7 . . . . . . 52.1 55.5 58.5 . . . . . . . . . . . . 23.3 27.0 46.5

Upper secondary 44.3 47.6 36.6 . . . . . . 44.6 39.7 41.5 . . . . . . . . . . . . 49.7 48.1 47.6
Non-university

tertiary 4.3 3.9 0.7 . . . . . . . . . . . . . . . . . . 20.0 19.1 5.8
University degree 2.4 2.2 0.0 . . . . . . 3.3 4.8 0.0 . . . . . . . . . . . . 7.0 5.8 0.1

. . Data not available.
a) Low pay defined as bottom quintile of weekly/monthly earnings of all full-time workers.
b) Data for 1984-1989.
Source: See Table 2.A.1.
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Chart 2.3.

Two views of the persistence of low pay, 1986-1991
Continuously employed full-time workers

A. Persistence rates in low pay

1986 low-paid workers remaining
continuously low paida

a) Low pay defined as below 0.65 median of weekly/monthly earnings of all full-time workers.
b) Low pay defined as bottom quintile of weekly/monthly earnings of all full-time workers.
c) Data for 1984-1989.
Source:See Table 2.A.1.

B. Mean years in low pay
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1986 on average accumulated roughly three addi- quality in recent years than other OECD countries
tional years of low pay, during the next five years, in [OECD (1996), Chapter 2], but have had considerable
these two countries. The labour market conditions or success at lowering unemployment.16

institutions that result in greater low pay persistence
Comparing estimates of average cumulated time

are not well understood, but this outcome may be
in low pay shows that women, as well as older and

related to the lesser level of regulation in the UK
less educated workers, who were low paid at the

and American economies, including fewer barriers to
outset, experience more time in low-paid employ-

low-paid employment. These two countries also
ment than other workers (Table 2.5). Once in a low-

experienced much greater increases in earnings ine-

Table 2.5. Average cumulative years in low-paid employment during 1986-1991
Workers who were low paid in 1986

Denmark Francea Germany Italy United Kingdom United States

A. Continuously employed full-time workersb

Total 3.8 3.7 3.3 3.7 3.9 3.7

Sex: Men 2.6 3.3 2.4 3.3 3.4 3.4
Women 4.0 4.1 4.1 4.1 4.2 3.8

Age: Under 25 3.1 3.4 3.0 3.7 3.3 3.3
25-34 3.6 3.7 3.1 3.4 4.2 3.5
35-49 4.3 3.9 4.4 4.0 4.7 4.0
50-64 4.4 4.1 5.3 4.2 5.2 4.4

Education: Less than upper secondary 4.4 . . 3.5 . . . . 4.7
Upper secondary 3.4 . . 3.3 . . . . 3.7
Non-university tertiary 2.7 . . . . . . 3.0
University degree 1.8 . . 1.2 . . . . 1.8

B. All continuously employed workersc

Total 3.6 2.8 3.1 2.5 . . 3.5

Sex: Men 2.6 2.3 2.5 2.2 . . 2.7
Women 3.8 3.3 3.6 2.8 . . 3.7

Age: Under 25 2.7 2.2 2.5 2.1 . . 2.9
25-34 2.9 2.5 3.9 2.5 . . 3.3
35-49 4.0 3.3 4.4 3.2 . . 3.5
50-64 4.9 4.0 4.3 3.9 . . 4.7

Education: Less than upper secondary 4.0 . . 3.2 . . . . 4.3
Upper secondary 3.4 . . 3.0 . . . . 3.3
Non-university tertiary 2.8 . . . . . . 3.2
University degree 2.1 . . 3.5 . . . . 3.7

C. Continuously employed full-time workersd

Total 1.8 2.8 2.8 2.8 3.8 4.1

Sex: Men 1.4 2.6 2.2 2.7 3.3 3.8
Women 1.9 3.1 3.4 2.9 4.0 4.2

Age: Under 25 1.6 2.6 2.4 2.5 3.1 4.0
25-34 1.6 2.8 3.0 2.7 4.1 3.9
35-49 2.2 3.0 3.5 3.5 4.6 4.2
50-64 2.0 3.3 5.1 3.8 5.1 4.2

Education: Less than upper secondary 2.1 . . 2.9 . . . . 4.8
Upper secondary 1.6 . . 2.9 . . . . 4.0
Non-university tertiary 1.0 . . . . . . 3.8
University degree 1.0 . . 1.2 . . . . 2.7

. . Data not available.
a) Data for 1984-1989. 
b) Low pay defined as bottom quintile of weekly/monthly earnings of all full-time workers. 
c) Low pay defined as bottom quintile of annual earnings of all workers. 
d) Low pay defined as below 0.65 median earnings of weekly/monthly earnings of all full-time workers.

Source: See Table 2.A.1.
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paid job, these groups have particular difficulty mov- low pay and no pay is not attempted here, but incor-
ing up the earnings distribution, at least in a sus- porating intermittent workers into the analysis
tained way. Nonetheless, once in low-paid employ- strengthens the finding that high mobility among
ment virtually all groups cumulate significant the low paid does not imply that most soon move
additional low-paid years. on to stable, higher paying jobs [OECD (1996),

Chapter 3; Eriksson (1997); Stewart and SwaffieldThe population of workers who appear vulnera-
(1997)].ble to becoming chronically low paid is increased

when intermittent workers are considered It remains to reconcile the two, apparently par-
(Chart 2.4). In both Germany and the United States, adoxical, faces of low pay: few of the 1986 low-paid
workers who were in the bottom quintile of annual workers were continuously low paid during
earnings in 1986 averaged fewer than two years in 1986-1991, yet, on average, these workers were in
‘‘high pay’’ (i.e. above the bottom quintile) during low-paid jobs half or more of the time over this
1986-1991. The remainder of the period was divided period. Two factors are involved in understanding
between ‘‘no pay’’ (one to one and one-half years) this paradox. First, while many low-pay spells are
and low pay (approximately three years). Women short, so are many of the escapes into higher earn-
and older workers were particularly likely to exit ings (see below). The second factor is more purely
employment. A full analysis of the flows between mathematical, but contains an important lesson for

0 1 2 3 4 5 6 0 1 2 3 4 5 6

a) Low pay defined as bottom quintile of annual earnings for all workers.
b) All tertiary (including university) education for Germany.
Source:See Table 2.A.1.

No pay

Chart 2.4.

Mean years of no pay, low pay and high pay, 1986-1991, by selected characteristics
For all workers who were low paid in 1986a

Germany

Low pay High pay

United States

Total

Number of years

Sex:

Men

Women

Age:

Under 25

25-34

35-49

50-64

Education:
Less than upper

secondary
Upper secondary

Non-university tertiaryb

University degree

Number of years
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Table 2.6. Distribution and concentration of years spent in low-paid employment, 1986-1991
Workers with at least one year of low pay

Denmark Francea Germany Italy United Kingdom United States

Years spent in low pay
Share Share Share Share Share Share Share Share Share Share Share Share

of workersb of yearsc of workersb of yearsc of workersb of yearsc of workersb of yearsc of workersb of yearsc of workersb of yearsc

A. Continuously employed full-time workersd

1 35.5 12.0 38.4 13.6 41.7 15.7 32.7 11.1 27.2 8.0 32.8 10.9
2 14.7 10.0 17.2 12.2 15.3 11.5 17.3 11.7 15.1 8.8 17.7 11.7
3 14.3 14.5 10.3 11.0 13.8 15.7 13.4 13.6 10.4 9.2 11.2 11.1
4 7.3 9.9 8.6 12.2 8.2 12.3 11.1 15.0 9.6 11.2 9.4 12.5
5 10.0 16.9 9.5 17.0 7.4 13.9 9.8 16.7 10.8 15.8 11.4 19.0
6 18.1 36.7 16.0 34.0 13.7 30.9 15.7 31.9 26.9 47.1 17.5 34.8

B. All continuously employed workerse

1 39.0 14.9 53.7 25.3 43.1 17.3 55.9 28.2 . . . . 35.5 12.8
2 20.4 15.5 19.6 18.5 17.4 14.0 19.9 20.0 . . . . 20.3 14.7
3 12.0 13.7 9.2 13.0 15.1 18.2 9.7 14.6 . . . . 12.3 13.4
4 9.3 14.1 5.4 10.2 8.0 12.8 5.0 10.1 . . . . 9.4 13.5
5 6.1 11.6 3.4 7.9 5.0 10.0 3.5 8.9 . . . . 8.8 15.9
6 13.2 30.2 8.8 25.0 11.5 27.7 6.0 18.2 . . . . 13.7 29.7

. . Data not available.
a) Data for 1984-1989.
b) Percentage of workers with at least one year of low pay, who were low paid for the specified number of years.
c) Percentage of total years spent in low pay attributable to workers who were low paid for the specified number of years.
d) Low pay defined as bottom quintile of weekly/monthly earnings of all full-time workers.
e) Low pay defined as bottom quintile of annual earnings of all workers.
Source: See Table 2.A.1.



42 EMPLOYMENT OUTLOOK

policy. Even though a large share of the workers differ in their future earnings prospects, e.g. due to
ever low paid during 1986-1991 experienced only differences in education and aptitudes. Over time,
one or two years of low pay, the smaller group who the workers with the best prospects move up the
experienced many years of low pay form a dispro- earnings ladder, leaving behind a pool of workers
portionately large share of low-paid workers in any with the poorest prospects. For policy purposes,
single year and have a large weight in the calcula- knowing the relative importance of these two factors
tion of the average cumulative time low paid is of some import. The more strongly being in low-
(Table 2.6). For example, French workers with only paid employment progressively undermines a work-
one or two low-paid years represent 56 per cent of ers’ future prospects, the more important it
the (continuously employed full-time) workers ever becomes that any policy interventions be as prompt
low paid, but they account for only 26 per cent of as possible. Conversely, if the declining exit rate is
the total years of low-paid employment. Workers mostly due to sorting, it may be an efficient target-
with four or more low-paid years account for 34 per ing strategy to focus interventions on long-duration
cent of workers ever low paid, but 63 per cent of the low-paid workers. However, it is very difficult to dis-
total years of low-paid employment.17 Even though tinguish these two explanations empirically
low pay is a transitory phenomenon for a majority of [Heckman and Singer (1984)].
workers ever becoming low paid, a large share of

The remaining four columns of Table 2.7the time spent in low-paid jobs is attributable to
examine paths into, or back into, the bottom quin-workers for whom low pay appears to be a chronic
tile. If the entire group of workers above the low-paycondition.18

threshold in 1986 is considered, relatively few enter
low-paid employment in any of the subsequent years.
However, this is a large group, and the total number4. Transitions in and out of low pay
of workers falling into low pay is quite high, as indi-
cated by the much greater number of workers ever

A closer inspection of the diverse paths in and low paid in 1986-1991 than low paid in 1986. Further-
out of low pay provides some clues as to the causes more, entry rates are two to four times higher among
and possible cures of chronically low-paid employ- moderate-earning workers (defined as the second
ment. Table 2.7 presents measures of several types quintile in 1986), who begin not too far above the
of transitions, using the bottom quintile threshold, low-pay threshold. This suggests that the division
which offer further insights into the finding that low between low- and better-paid workers is not clear
pay can be either transitory or quite persistent. The cut, once multiple years are considered. There is a
first column in each panel traces the exit rate from continuous gradation in workers’ vulnerabilities to
low pay as a 1986 spell continues.19 The main mes- spending time in low-paid employment.
sage is that workers’ prospects of moving up worsen,

The permeability of the border between low-the longer they have been low paid. Falling exit
and better-paid employment is especially clearrates indicate that the distribution of completed
when multiple spells of low pay are considered. Ofdurations for low-pay spells is strongly right-skewed:
the low-paid workers in 1986 who moved higher inwhile most spells are quite short, some are very
the earnings distribution in 1987, a significant num-long. This pattern is remarkably similar across the
ber were back in low-paid employment in subse-six countries, when low pay is defined as the bottom
quent years. By 1991, this group had accumulated,quintile of weekly/monthly earnings of full-time
on average, between 0.6 and 1.0 additional years inworkers. The only significant difference is that the
low pay.20 In short, while relatively few of the low-probabilities of upward mobility are lower in the
paid workers in 1986 remained continuously lowfirst two years in the United Kingdom than else-
paid during 1986-1991, many of the escapes werewhere. If the 0.65 times median threshold is used
transitory. When assessing policies to enhance theinstead, escape rates in the United Kingdom and
upward mobility of low-paid workers, it is, therefore,the United States begin lower than elsewhere and
important to consider the durability of the earningsdecline more steeply, indicating greater persistence
gains achieved.of low-pay spells.

A falling exit rate may be either causal or due to The dynamics of low pay are complex and no
so-called ‘‘sorting’’. If it is causal, the exit rate one measure of low-pay incidence or persistence will
declines because the experience of low pay progres- adequately reflect all of its dimensions. It seems
sively undermines a worker’s potential to move up clear, however, that the substantial rates of upward
in the job market, for example, through the pro- mobility among low-paid workers do not, by them-
longed absence of opportunities to apply or acquire selves, vitiate policy concerns associated with low-

paid employment. The large flows in and out of lowjob skills. The sorting explanation assumes that
pay do mean, however, that low-paid workers in aworkers entering low pay in a given year already
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Table 2.7. Probabilities of making transitions into and out of low-paid employment, 1986-1991a

Weekly/monthly earnings of continuously employed full-time workers

Exits Entries Repeat spells

Exit low pay Low pay Low pay Low pay Average
in the year in the year in the year in the year post-1987 years

if have been if not low pay if in second quintile if exited low pay of low pay if exited
continuously low paidb in 1986c in 1986c in 1987d low pay in 1987e

(percentage) (percentage) (percentage) (percentage) (years)

Denmark
1987 33.7 3.0 9.9 0.0 0.0
1988 25.4 3.8 12.1 15.9 0.2
1989 12.8 5.7 18.2 20.3 0.4
1990 12.4 5.9 17.4 27.5 0.6
1991 13.5 6.3 19.2 23.2 0.9

France
1985 30.3 4.0 13.4 0.0 0.0
1986 29.4 3.1 9.8 16.7 0.2
1987 18.5 3.2 10.2 17.0 0.3
1988 18.2 3.4 10.2 16.6 0.5
1989 14.1 4.4 13.1 16.7 0.7

Germany
1987 33.1 2.5 11.5 0.0 0.0
1988 30.1 2.6 10.8 14.0 0.1
1989 30.6 2.8 11.3 14.5 0.3
1990 17.9 3.4 12.8 16.2 0.4
1991 12.5 4.6 16.9 16.0 0.6

Italy
1987 31.6 3.2 9.8 0.0 0.0
1988 25.0 4.2 12.4 17.7 0.2
1989 22.8 5.2 15.0 21.7 0.4
1990 17.2 5.7 15.7 22.6 0.6
1991 13.7 6.5 17.5 23.4 0.9

United Kingdom
1987 24.7 1.0 4.2 0.0 0.0
1988 21.4 1.3 5.6 13.6 0.1
1989 19.0 1.9 8.0 14.1 0.3
1990 15.4 2.5 10.5 14.9 0.4
1991 11.8 3.3 11.9 15.7 0.6

United States
1987 33.4 2.9 11.2 0.0 0.0
1988 28.2 2.8 10.0 20.2 0.2
1989 18.9 2.5 8.2 22.7 0.4
1990 18.0 3.4 9.4 22.3 0.7
1991 16.6 3.4 11.1 25.5 0.9

a) Low pay defined as bottom quintile of weekly/monthly earnings of all full-time workers.
b) Probability of earning more than the low-pay threshold in the specified year, conditional on being continuously low paid in earlier years.
c) Probability of earning less than the low-pay threshold in the specified year, conditional on earning more in the initial year.
d) Probability of earning less than the low-pay threshold in the specified year, conditional on exiting low pay between the initial and second years.
e) Average additional years of low pay for workers who exited low pay in the second year.
Source: See Table 2.A.1.

given year have very different prospects and, hence, characteristics, career events and policy interven-
differ greatly in whether they require public assis- tions that most improve the odds of making a sus-
tance and, if so, what sorts of assistance would be tained escape from low pay would be especially
most appropriate. Further study of the individual useful.
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D. REAL EARNINGS PATHS characteristics (such as gender, age and education)
OF INDIVIDUAL WORKERS and career events (such as changing employers,

industry or occupation) are most strongly associated
with whether, and how strongly, real earnings rise or1. Introduction
fall?

Before discussing the results, three measure-In Sections B and C, changes in a worker’s earn-
ment issues require discussion. First, earningsings were measured relative to those of other workers.
growth rates are calculated here for fixed samples ofRelative earnings measures do not, however, pro-
continuously employed workers, as they age sixvide a reliable indication of how rapidly a worker’s
years. The average wage growth for this populationreal earnings grow over time; the latter, in turn, is a
is conceptually distinct from estimates of nationalgood proxy for growth in living standards. For exam-
average earnings for (the changing population of) allple, a worker persistently in low pay may nonethe-
workers, which are more commonly reported. Sec-less enjoy a substantial increase in real wages if the
ond, the growth rates are calculated from three-yearwage structure for the entire economy is shifting
averages of workers’ earnings taken at bothupwards. Furthermore, workers experiencing the
endpoints.21 This averaging should provide a bettersame relative mobility in two countries may experi-
picture of longer-run trajectories by smoothing outence very different absolute mobility. A fuller interna-
very short-lived fluctuations in individual earnings.tional comparison of mobility is produced when
Another advantage of averaging is that it reducesabsolute mobility is also considered. This section
the effect of measurement error in the earnings vari-analyses changes in individual workers’ real earn-
able on the calculated earnings growth rates.22ings over the period 1986-1991.
Finally, consumer price indices were used to convert

Many factors influence whether, and how nominal earnings growth into real earnings growth. If,
strongly, any particular worker’s earnings rise or fall. as is sometimes argued, these deflators make inad-
In part, the rate at which a worker’s real earnings equate allowance for quality improvement and a
grow are influenced by macroeconomic conditions, number of other factors [Advisory Commission to
such as national trends in average productivity and Study the Consumer Price Index (1996)], real earn-
real wages. Typical career progressions, as captured ings growth will be understated. Comparisons of
by age-earnings profiles, will also be reflected in growth rates across groups within a country would
individual worker’s earnings paths. In addition to not be affected, however, and international compari-
these common factors, a wide range of factors spe- sons would be so only to the extent that the over-
cific to that worker, such as the onset of a serious statement of inflation differs.
health problem, may also be important. A key ques-
tion addressed by this analysis is the relative impor-

2. The distribution of real earnings growthtance of these latter factors. In other words, how
closely do the earnings histories of individual work-
ers follow the smooth trajectories defined by the Data on the distribution of real earnings growth
common factors? A related question is which worker rates over 1986-1991 are presented in Table 2.8.

Table 2.8. Dispersion of real earnings growth, 1986-1991
Weekly/monthly earnings of continuously employed full-time workers

Percentage of workers whose
Denmark Franceb Germany Italy United Kingdom United States

earnings grewa by:

Less than –40% 0.4 2.8 – 0.4 0.4 3.7
–40% to –22% 2.7 4.0 0.3 1.5 1.6 8.1
–22% to –14% 3.9 4.0 1.4 2.4 2.3 5.6
–14% to –5% 10.9 11.4 4.2 5.8 5.4 11.4
–5% to +5% 30.4 28.0 16.3 14.6 12.4 17.4
5% to 16% 26.9 22.2 30.2 26.1 20.9 17.2
16% to 28% 13.0 11.9 23.4 22.3 20.1 11.0
28% to 65% 10.0 10.8 18.5 20.9 27.9 16.9
65% to 112% 1.5 3.1 2.9 4.7 7.1 5.2
More than 112% 0.4 1.7 2.7 1.4 2.0 3.4

Mean growth 7.2 6.2 19.3 18.1 22.4 9.3

a) Negative values indicate that real earnings fell.
b) Data for 1984-1989.
Source: See Table 2.A.1.
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Mean growth of real, weekly/monthly earnings of high for German workers under the age of 25 (at the
continuously employed full-time workers over this beginning of the period) due to the movement of
six-year period varied significantly among these six many such workers from apprenticeship allowances
countries, being lowest in Denmark, France and the to adult pay schedules. At the other extreme, aver-
United States, and highest in the United Kingdom. age growth for American workers aged 50-64 was
International comparisons of how rapidly the real slightly negative. Earnings growth declined with age
earnings of continuing workers rose generate very in all of the countries, but age differences were less
different rankings than do the comparisons of rela- pronounced in Italy than elsewhere. Cross-country
tive earnings mobility presented last year and in differences are more striking by gender and educa-
Sections B and C. The United Kingdom provides a tion. The earnings of women grew much more
good illustration, having medium to low relative rapidly than those for men in Denmark, the United
mobility, but ranking at the top in tearms of abso- Kingdom and the United States, and a little more
lute mobility. rapidly in Germany, but less rapidly in France and

Italy. Better educated workers in Denmark and theThe spread of individual earnings growth is
United States had much stronger real earningswide in all countries, but particularly so in the
growth than less educated workers, but earningsUnited Kingdom and the United States (Chart 2.5,
growth decreased modestly with educational attain-Panel A). Although real earnings rose by 9.3 per cent
ment among German workers.on average in the United States, about 30 per cent of

continuously full-time American workers experi- Do these large differences in earnings growth
enced a fall in real earnings of at least 5 per cent. At rates tend to equalise or magnify initial differences
the other extreme of fortune, one-quarter had an in earnings? Consistent with the analysis in Sec-
increase greater than 28 per cent. One notable dif- tions B and C, mobility over these six years reduces
ference between the United States and the other earnings inequality. When workers are grouped into
countries is the higher probability of large reduc- initial-year earnings quintiles, real earnings grow
tions in real earnings. Earnings fell by more than much more rapidly for workers beginning near the
14 per cent for about 17 per cent of full-time workers bottom (Table 2.9). For example, over the 1986-1991
in the United States, 11 per cent of French workers, period, earnings growth averaged 40 per cent for
7 per cent of Danish workers, 4 per cent of Italian bottom quintile workers in the United Kingdom,
and British workers and under 2 per cent of German compared with 15 per cent for the top quintile. How-
workers (Table 2.8). In part, the higher incidence of ever, it is important to note that the detailed analy-
large earnings declines in the United States and – to sis of relative mobility in Sections B and C indicates
a lesser extent – France and Denmark, reflects their that these comparisons can give a misleading
lower average earnings growth. A second important impression of how strongly equalising mobility was
factor for the United States is the greater fanning out over the period in questions. The more precise
of individual earnings paths around the average quantification of the equalising effect provided by
path. the Shorrocks method indicates that mobility over

The dispersion is somewhat larger when the 1986-1991 reduced earnings inequality by only
annual earnings of full- and part-time workers are between 5 and 30 per cent. Similarly, the analysis of
considered (Chart 2.5, Panel B). While individual time spent in low-paid employment showed that
earnings paths vary more widely when variations in low-paid jobs cannot be generally characterised as
annual hours worked are considered along with providing a stepping-stone into higher-paid
changes in wage rates, neither average earnings employment.
growth nor international comparisons are much

Another question is whether the internationalaffected. The fact that individual earnings growth
differences in the relationship between worker char-rates vary substantially is consistent with the wide-
acteristics and average earnings growth are persis-spread belief that even workers in stable jobs may
tent features of these national labour markets orface considerable – and possibly rising – employ-
one-time perturbations of career earnings patternsment and earnings insecurity (see Chapter 5).23
caused by contemporaneous shifts in the structure
of relative wages, such as the rapid increase in edu-
cational differentials in the United States during the3. Group differences in average real earnings
1980s. Both factors appear to be important. Forgrowth
example, the very high earnings growth of the
youngest age group in Germany reflects the specialEarnings growth tends to be much higher for
nature of the school-to-work transition associatedsome groups of workers than for others (Table 2.9).
with the dual system of secondary education. How-Young workers just establishing their careers have
ever, the above-average real wage gains of womenmuch more rapid real earnings growth, on average,
in the United Kingdom and the United States, asthan do older workers. Growth rates are especially
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Denmark

B. Annual earnings of all continuously employed workers

Germany Italy United Kingdom United StatesFrancea

Denmark Germany Italy United Kingdomb United StatesFrancea

% of workers

Less than -5% 5% to 28%-5% to 5% More than 28%

Chart 2.5.

Distribution of workers by real earnings growth over 1986-1991

A. Weekly/monthly earnings of continuously employed full-time workers
% of workers

Real earnings growth of:
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Table 2.9. Mean real earnings growth by workers’ characteristics, 1986-1991
Weekly/monthly earnings of continuously employed full-time workers

Denmark Francea Germany Italy United Kingdom United States

Sex
Men 5.5 6.2 18.8 18.1 19.8 6.7
Women 10.3 5.1 20.9 17.9 29.6 13.6

Age
Under 25 13.8 17.4 55.6 23.8 47.9 27.0
25-34 9.7 8.3 21.4 19.1 26.6 17.7
35-49 6.1 2.0 12.6 15.5 16.3 2.6
50-64 1.8 0.0 7.7 13.8 10.1 –1.0

Education
Less than upper secondary 4.8 . . 21.5 . . . . 0.7
Upper secondary 7.2 . . 18.9 . . . . 7.2
Non-university tertiary 9.1 . . . . . . 8.4
University degree 14.2 . . 17.1 . . . . 16.4

Change of employer
No change 6.2 5.1 16.9 17.2 18.4 8.1
At least one change 8.3 13.9 34.4 19.7 29.3 11.9

Earnings in 1986b

1st quintile 20.0 12.7 66.3 26.6 40.3 29.5
2nd quintile 9.2 7.3 22.1 14.7 28.0 18.4
3rd quintile 6.5 4.1 16.4 14.5 24.1 8.3
4th quintile 4.5 4.1 13.7 15.5 19.2 3.3
5th quintile 3.9 1.0 12.3 20.0 14.5 0.9

Average earnings over 1986-1991c

1st quintile 5.5 4.1 44.1 19.4 21.0 5.9
2nd quintile 6.5 5.1 20.4 11.3 22.5 11.0
3rd quintile 5.3 5.1 20.1 15.0 21.2 6.2
4th quintile 6.3 6.2 16.2 19.2 22.5 5.9
5th quintile 11.7 9.4 17.0 25.5 24.6 15.0

. . Data not available.
a) Data for 1984-1989.
b) Quintiles defined for weekly/monthly earnings of all full-time workers in 1986.
c) Quintiles defined for weekly/monthly earnings averaged over 1986-1991 for continuously full-time workers.
Source: See Table 2.A.1.

well as of more educated workers in the United hours worked over 1986-1991 (Chart 2.6).25 By con-
trast, earnings growth was strongest for AmericanStates, illustrate how the rising relative wages of
workers with the highest levels of employmentthese two groups during the 1980s manifested itself
intensity.as rapid wage growth for these types of workers.

These groups did not have above-average earnings
growth in countries in which their relative wages 4. Real earnings growth and job change
were stable or fell a little [OECD (1993); Freeman
and Katz (1995); Gottschalk and Smeeding (1997)].24 The positive association noted above, between

changing employers and earnings growth, suggests
Certain career events and differences in work two further questions. First, why do the higher

patterns are also reflected in real earnings growth. A labour turnover rates widely believed to character-
striking uniformity across all of the countries is that ise less regulated labour markets, particularly the
workers changing employers at least once over the American labour market, not result in higher earn-
period experienced more rapid real earnings growth ings mobility? A related and even more difficult
than workers remaining with the same firm. (This question is whether policies to encourage higher
relationship is discussed in more detail below). labour turnover might provide workers with
Earnings growth also differed between persistently improved prospects to increase their earnings. Esti-
full-time, full-year workers and those working fewer mates of the proportion of continuously employed
or more variable hours. In France and Italy, earnings workers changing employers, industry or occupation
growth was strongest for individuals with the lowest are shown in Table 2.10. These estimates understate
‘‘employment intensity’’, which is an index of annual labour turnover for the total work force, because
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Chart 2.6.

Real earnings and earnings growth by employment intensity, 1986-1991a

Annual earnings of all continuously employed workers

a) All earnings are in 1991 currency units. See Annex 2.A for the definition of employment intensity.
b) Data for 1984-1989.
c) Data for weekly earnings.
d) Data not available.
Source:See Table 2.A.1.
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Table 2.10. Average number of years in which workers changed employer, industry or occupation, 1986-1991
Continuously employed full-time workers

Denmark Francea Germany Italy United Kingdom United States

Changingb

Employer 1.09 0.6 0.3 0.5 0.6 0.8
Industry 0.30 0.4 0.1 0.2 0.2 0.4
Occupation 0.28 0.6 0.0 0.2 0.4 0.4

Ratio of changes
Industry/employer 0.28 0.6 0.2 0.3 0.4 0.5
Occupation/employer 0.26 0.9 0.1 0.3 0.7 0.5

a) Data for 1984-1989.
b) Changes defined in terms of workers’ main job in each year. Industry and occupation are classified into broad groupings (approximately one-digit).
Source: See Table 2.A.1.

they are calculated using samples of continuously worker changed employers between 1986 and 1991
employed full-time workers and, hence, tend to and their average earnings for the entire period
exclude many of the workers who change employers (Chart 2.7). This pattern is particularly strong in Italy
or the type of work that they do (see Annex 2.A). and the United States and probably reflects, in part,

the typically low earnings of youthful and low-Labour turnover rates are not uniformly higher
education job changers. Overall, these associationsin the United States than in Europe. American work-
suggest caution in concluding that increased turno-ers most frequently change broad industrial sector,
ver should be encouraged on the grounds that it isbut change employers less frequently than Danish
likely to lead to higher earnings, particularly forworkers and change occupation less frequently than
adults or highly educated workers. Much of theBritish and French workers. Germany stands out in
association between changing employers and morethis sample of countries for having the lowest turno-
rapid earnings growth appears to be due to youths,ver rates. German workers are particularly unlikely
who rate high on both measures. This coincidenceto change industry and occupation, probably due to
suggests that moving between employers plays anthe greater investment in and formalisation of spe-
important role during the initial stages of manycific vocational skills that is associated with the dual
careers, but is not a reliable guide to when addi-system of secondary education.
tional turnover would improve the earnings pros-

Although workers changing employers have pects of more experienced workers. It probably mat-
higher average real earnings growth, it cannot be ters a great deal which workers change jobs and
concluded that greater turnover would also increase under what conditions.
upward mobility. The pay-off to turnover among
continuously employed workers may greatly over-
state the earnings gains from turnover for the entire E. CONCLUSIONS
work force, because many workers for whom chang-
ing jobs is most disruptive are omitted from the The analysis in this chapter confirms that earn-
analysis. For example, displaced workers who expe- ings mobility is one of the defining characteristics of
rience long spells of unemployment leave, or the labour markets in OECD countries. When assessing
labour force, are not accounted for in these the distribution of the gains from work and their
estimates.26 Furthermore, the association of more possible implications for policy, a longer run view
rapid wage gains with turnover does not, of itself, that incorporates mobility is essential. The analysis
imply a casual relationship between more job presented here highlights several different aspects
changes and higher earnings growth. of mobility, including: the extent to which workers

Table 2.11 shows that the propensity of workers change places in the earnings distribution, thereby
to change employers varies quite strongly across lowering long-run inequality below cross-sectional
groups, in ways that suggest that only certain forms inequality; the dynamics of low-paid employment;
of turnover are likely to result in earnings gains. In and the shape of the real earnings paths traced out
all countries, young workers change employers fre- by individual workers. These different facets of
quently. Less-educated workers also change mobility cannot be reduced to a single measure.
employers more often than university graduates. Furthermore, international comparisons of earnings
With the exception of the United Kingdom, there is mobility vary, depending on which aspect is being
a negative association between the number of times a emphasised and the details of how it is measured.
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Table 2.11. Relative number of annual changes of employer by workers’ characteristics, 1986-1991
Ratio of average annual changes for the specified group to the average for all continuously employed full-time workers

Denmark Francea Germany Italy United Kingdom United States

Total 1.00 1.00 1.00 1.00 1.00 1.00

Sex
Men 1.06 1.06 0.99 1.00 0.95 0.92
Women 0.92 0.89 1.02 0.99 1.08 1.08

Age
Under 25 2.78 1.55 2.28 1.76 1.72 1.98
25-34 0.98 1.00 1.30 1.04 1.20 1.13
35-49 0.68 0.87 0.49 0.69 0.79 0.79
50-64 0.58 0.82 0.26 0.56 0.56 0.42

Education
Less than upper secondary 1.17 . . 1.19 . . . . 0.97
Upper secondary 1.03 . . 1.03 . . . . 1.01
Non-university tertiary 0.61 . . . . . . 1.19
University degree 0.67 . . 0.56 . . . . 0.81

By earnings level (average over 1986-1991)b

1st quintile 1.54 1.72 1.43 1.99 1.02 1.56
2nd quintile 1.13 0.86 1.33 1.09 1.05 1.32
3rd quintile 0.87 0.68 0.81 0.80 0.89 0.97
4th quintile 0.75 0.69 0.82 0.61 0.94 0.62
5th quintile 0.71 1.06 0.61 0.52 1.06 0.53

. . Data not available.
a) Data for 1984-1989.
b) Quintiles defined for weekly/monthly earnings averaged over 1986-1991 for continuously full-time workers.
Source: See Table 2.A.1.

Several cross-cutting themes emerge from this quality in a single year is equalised over a longer
time horizon and, hence, may not be a source ofdiverse analysis. First, labour market policies need
important differences in living standards. However,to take account of earnings mobility. For example,
mobility sometimes takes the form of large fluctua-measures of the persistence and recurrence of low-
tions in real earnings that could result in economicpaid employment imply that programmes to assist
insecurity.chronically low-paid workers should target women,

older and less-educated workers more strongly than The equalising effect of mobility is important,
programmes intended to help workers experiencing but should not be exaggerated. Perhaps of greatest
temporarily low earnings. Second, countries with importance for policy, the substantial rates of
more deregulated labour and product markets do upward mobility among low-paid workers do not, by
not appear to have higher relative mobility, nor do themselves, vitiate most of the concerns associated
low-paid workers in these economies experience with low-paid employment. The large flows in and
more upward mobility. Equity concerns about out of low pay do mean, however, that low-paid
increased earnings inequality, which several conti- workers in a given year have very different pros-
nental European governments have identified as an pects and, hence, differ greatly in whether they
important barrier to implementing some of the pol- require public assistance and, if so, what sort of
icy recommendations of the OECD Jobs Strategy assistance would be most appropriate. Further
[OECD (1997)], cannot be dismissed simply with an study of the individual characteristics, career events
appeal to increased labour mobility. Supplementary and policy interventions that most improve the
policies to ameliorate the potential negative effects odds of making a sustained escape from low pay
of any expansion in low-paid employment would be especially useful.
(e.g. employment-conditional benefits) or alterna-
tive strategies for reducing unemployment Further analysis of earnings volatility, and the
(e.g. targeted wage subsidies or payroll tax reduc- extent to which it imperils family living standards,
tions) merit additional attention. Finally, mobility is would also be useful. Significant shares of workers

experience absolute declines or large increases ina double-edged sword. Some of the earnings ine-
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Average number of years in which workers changed main employer by level of earnings, 1986-1991
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a) Earnings averaged over the period.
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Source:See Table 2.A.1.
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real earnings, suggesting considerable earnings presented here is descriptive and additional
insecurity, as does the finding that much earnings research will be required to better delineate the
mobility occurs among similar workers (according to determinants of individual earnings fluctuations and
sex, age and education). However, the analysis their implications for welfare and policy.
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Notes

1. In this chapter, Germany always refers to the former ity using the Gini, rather than alternative indices, but
West Germany. do not find that national rankings are affected by the

choice of inequality index. Some of the apparently2. Changes in annual earnings are interesting in their
higher earnings mobility near the top and the bottomown right, but they may not provide as good an indi-
of the distribution could reflect measurement errors.cation of changes in workers’ potential earnings if – as
Large and transitory errors would place an individualseems likely – the lower earnings associated with
at one or the other extreme in the year in which of thepart-time employment are due in substantial degree
error was recorded. In several of the datasets, a smallto voluntary labour supply choices.
number of outlier observations, which appeared to3. It is very difficult to differentiate between earnings
reflect large measurement errors, were omitted fromfluctuations that can be ‘‘smoothed’’ and have little or
the sample.no adverse impact on consumption from those caus-

ing economic insecurity. No doubt, some of the 8. An example of the former is provided by the strong
within-group mobility, which appears as idiosyncratic upward mobility at the bottom of the German earn-
variations in the decomposition, reflects either pre- ings distribution. This is due to the importance of the
dictable or insurable earnings variations. low wages (and subsequent strong wage growth)

received by apprentices when they first enter the4. Even though all of the workers in the sample gain six
labour market. When the sample is confined to prime-years of work experience over 1986-1991, some of the
aged workers (Table 2.1, Panel B), Germany has thecross-sectional earnings inequality due to age differ-
lowest equalisation from mobility measured by theences in earnings is equalised, because wages rise
mean log deviation index. Although no direct evi-much more quickly for the youngest age group than
dence is available, the relatively high mobility at thefor the older groups, particular those aged 50 to 64 in

1986. Much longer panels of data would be required top of the French earnings distribution may reflect
to account fully for ageing. However, some earnings measurement error in the data, rather than true mobil-
differences associated with age in a cross-section ity. The French annual earnings data appear to be
might persist over entire working lives, since different quite accurate, but their conversion into a monthly
age cohorts may fare differently. wage rate is somewhat imprecise for workers with mul-

tiple jobs. Measurement errors introduced by this cal-5. The considerable empirical success of the permanent-
culation may account for the apparently high level ofincome model of consumption indicates that families
equalisation at the top of the French wage rate distri-are able to smooth their incomes to a considerable
bution. French mobility estimates for the Theil I2 indi-degree. However, the ‘‘over-responsiveness’’ of con-
ces drop sharply when annual earnings are usedsumption to changes in income, relative to the basic
(Table 2.1, Panel C).model’s predictions, indicates that smoothing is

incomplete, perhaps due to the difficulty of predicting 9. Little is known about whether mobility in recent years
future incomes or liquidity constraints that make it is higher or lower than previously, but some limited
difficult to tap future income growth before it is actu- evidence suggests considerable stability. This ques-
ally received [Hall (1978); Flavin (1981)]. tion is particularly pertinent for countries that have

6. The single exception is Germany using the Theil I2 experienced a recent increase in cross-sectional earn-
inequality index, where the full equalising effect is ings inequality. Several studies for Canada, Finland,
reached in three years. More detailed analysis indi- the United Kingdom and the United States have con-
cates that the ‘‘smoothing’’ effect of averaging earn- cluded that the recent rise in earnings dispersion
ings over more years was off-set by rising cross- within a single year has not been offset by greater
sectional inequality as a small number of men, ini- relative mobility [Gottschalk and Moffitt (1994);
tially aged 25 to 34, achieved high earnings levels. Gittleman and Joyce (1995, 1996); Buchinsky and
This probably reflects an idiosyncrasy of this particu- Hunt (1996); Morrissette (1996); Dickens (1997);
lar sample, rather than a general characteristic of the Finnie (1997); Eriksson (1997)].
German labour market. Studies using longer panels

10. This within-group youth effect is distinct from the bet-typically find that most of the equalisation occurs in
ter known between-group age effect, i.e. the tendencythe first four  to six years [Buchinsky and Hunt (1996);
for young workers to gain ground on older workers,Finnie (1997)]. However, they also understate the full
due to their typically more rapid earnings growth.effect of age, since they only examine earnings mobil-

ity during years in which the careers of workers from 11. This decomposition can only be computed for the
different age cohorts overlap. mean log deviation inequality index. Results are

reported for the weekly/monthly earnings of continu-7. In a comparison of Germany and the United States,
ously full-time employed workers, but qualitativelyBurkhauser and Poupore (1997) also find lower mobil-
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similar results were obtained using annual earnings of 20. Cross-country differences in the average accumulation
full- and part-time workers. of repeat spells are greater when low pay is defined

as less than 0.65 times median earnings, ranging12. From a policy perspective, the definition of low pay as
0.3 years in Denmark and Italy to 0.9 in the Unitedbelow 0.65 times median earnings is probably more
States.salient than the bottom quintile, but this definition

produces quite small samples of low-paid workers in 21. That is, the average of earnings over 1985-1987 was
several countries, which may not yield as precise esti- used as the starting wage and the average over
mates of mobility patterns. A third approach to defin- 1990-1992 as the ending wage.
ing a low-pay threshold would be to set a common

22. Westergard-Nielsen (1989), Hill (1992), Atkinson,
absolute (e.g. fixed purchasing power) threshold for all

Bourguignon and Morrison (1992) and Bound, Brown,
countries. The construction of comparable absolute

Duncan and Rodgers (1994) discuss measurement
thresholds is complex and is not attempted here. See

error in longitudinal datasets.
Keese and Swaim (1997) for a comparison of absolute

23. For evidence that the dispersion of individual growthand relative thresholds.
rates and the risk of significant declines in real earn-13. Intermittent workers are difficult or impossible to
ings was higher during the 1980s than the 1970s intrack in the longitudinal datasets used for most of the
Canada and the United States, see Morrisette (1996),countries studied in this chapter.
Gottschalk and Moffitt (1994) and Rose (1994, 1995).

14. As was explained above, the exclusion of intermittent
24. Whether there was an overall trend toward higher orworkers from the sample explains why less than 20 per

low earnings inequality is reflected in the associationcent of the workers fall in the first quintile of the
between individual earnings growth rates and theirearnings distribution in 1986, in Chart 2.2.
earnings averaged over the full 1986-1991 period. In

15. Chart 2.3 reports escape rates from low weekly/ Germany, cross-sectional inequality fell a little during
monthly earnings of continuously employed full-time this period, consistent with earnings growth being
workers. Results are similar when annual earnings of higher for workers whose time-averaged earnings were
all continuously employed workers are used instead. lowest (i.e. the lowest growth trajectories tended to

16. The United Kingdom has also had strong gains in slope more steeply upwards). The association
average earnings, but weak employment growth. The between earnings averaged over this period and earn-
situation was reversed in the United States. ings growth is somewhat erratic in other countries, but

there is some indication that gains were strongest at17. Qualitatively similar results obtain for the other coun-
the top of the distribution.tries and for the annual earnings of all workers.

25. Everywhere, and virtually by definition, the level of18. This finding is very similar to that found in an earlier
annual earnings rises with employment intensity. Seeliterature about the distribution of time spent unem-
Annex 2.A for a fuller description of the employmentployed [Clark and Summers (1979)].
intensity index.19. In the statistical literature, this is referred to as ‘‘the

hazard rate’’. It is calculated as the conditional 26. Among displaced workers, those experiencing pro-
probability of exiting low pay in year t, given that the tracted unemployment also have the largest earnings
worker was low paid continuously from 1986 to losses once re-employed [Podgursky and Swaim
year t-1. (1987)].
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ANNEX 2.A

Data sources, sample construction and data definitions
for the longitudinal analysis

be particularly salient for some of the policy questions1. Sources and representativeness of data
related to earnings mobility, especially those relating toon earnings histories
low-paid employment. For this reason, the core analysis of
time spent in low pay among continuous workers is sup-An overview of the data sources used in this chapter
plemented by a parallel analysis incorporating data onis provided in Table 2.A.1. Earnings mobility is analysed
intermittent workers. However, this supplementary analy-over the period 1986-1991, with the sole exception of
sis is restricted to Germany and the United States.France, where the data refer to 1984-1989. Business-cycle

conditions, which affect earnings mobility, were broadly Table 2.A.2 provides several measures of the extent
similar for these countries and years. and implications of sample attrition and the exclusion of

intermittent workers from the sample. Sample sizes fallThe use of longitudinal data raises a number of spe-
quite dramatically. The number of workers observed to becial data quality concerns that were discussed in the 1996
continuously employed over 1986-1991 was betweenEmployment Outlook. In one important respect, these con-
52 and 68 per cent of the number observed in employ-cerns are heightened in the analysis presented in this
ment in any single year. Attrition was moderately higherchapter. Last year, the analysis emphasised comparisons
for full-time employment, since some workers moveof earnings in 1986 with earnings in 1991. Because many
between full- and part-time jobs. Continuous workers alsodetails of an earnings history are lost if only the start and
earn more than intermittent workers. The differences inend points are examined, this year the focus has shifted to
earnings between continuous and intermittent workers aretracking earnings over the full 1986-1991 period. This pro-
largest at the bottom of the earnings distribution and forvides a more detailed view of earnings histories, but also
the annual measure of earnings, which reflects differencesrequires that attention be largely restricted to individuals
in hours worked as well as wage rates. Chart 2.A.1 indi-for whom a continuous earnings history is available, rais-
cates that, in all countries, half or more of the workers ining the issue of the extent to which such a sample is
the continuously employed sample worked full-time andrepresentative of the overall work force.
full-year schedules throughout 1986-1991 (‘‘very high’’

For a variety of reasons, some of the individuals in a
employment intensity). However, even in this sample sig-

panel dataset in one year will be lost from the sample
nificant shares of women, low-educated and low-earning

over the succeeding year. Such sample attrition can intro-
workers had lower levels of employment intensity, partic-

duce biases if no correction is made for any resulting
ularly in Denmark (Table 2.A.3).

change in the representativeness of the remaining sam-
ple. However, sample attrition is probably only slightly
more severe for the analysis in this chapter than for the 2. Data definitions
snapshot measures reported in the 1996 chapter. Only a
small number of individuals included in both the 1986 and

Mobility is examined in terms of two measures of1991 samples are missing in one or more of the interven-
earnings. As in the 1996 chapter, the emphasis is on aing years and, hence, fall out of the new analysis. The
wage-rate estimate, namely, the weekly or monthly earn-collectors of the German and United States data provide
ings of full-time workers. This measure is intended to con-sophisticated probability weights to correct for sample
trol for differences in working hours and to provide anattrition bias that are used in all of the calculations
indication of earnings potential and how it varies over a

reported here. The other datasets lack such weights, but
career. An important limitation of this measure is that it

are probably less vulnerable to this problem since they restricts attention to full-time workers. The exclusion of
are collected from administrative records rather than part-time workers is particularly troublesome when low-
household interviews. paid employment is analysed, but in many of the data

A second form of sample restriction, which is eco- sources it is not possible to calculate an accurate wage rate
nomic rather than statistical, is much more strongly for them. Accordingly, a second earnings measure, the
affected by following workers over a successive six-year annual earnings of both full-and part-time workers, is also
period. This generally requires that analysis be restricted examined. Differences in annual earnings, whether across
to individuals employed in every year. The exclusion of individuals or across time for a given worker, reflect both
‘‘intermittent’’ workers means that great care must be changes in wage rates and in hours worked. The inclu-
taken in interpreting the results. Intermittent workers may sion of differences in hours worked is of interest, but
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Table 2.A.1. Overview of longitudinal datasets used in earnings mobility analysis

Main groups of wage
Data on the

Source of data Type of data and salary workers Earnings concepta
non-employed

excluded

Denmark Data from the Danish Longitudinal Database (DLD), supplied Administrative – Yes Gross weekly
by Niels Westergard-Nielsen and Paul Bingley, Centre for Labour earnings
Market and Social Research, Aarhus Business School.

France Data from Déclarations Annuelles des Données Sociales (DADS), Administrative General government No Net monthly
supplied by Yves Guillotin and Alain Bigard, Groupe d’Analyse earnings
des Itinéraires et Niveaux Salariaux (GAINS), Université du Maine.

Germany Secretariat calculations based on data from the German Socio- Household survey – Yes Gross monthly
Economic Panel (GSOEP). earnings

Italy Data from the Instituto Nazionale de Previdenza Sociale Dataset Administrative General government No Gross monthly
(INPSD), supplied by Marco Novarese, Riccardo Revelli and earnings
Claudia Villosio, Ricerche e Progetti, Torino.

United Kingdom Data from the New Earnings Survey Panel Dataset (NESPD), Establishment Very low earners No Gross weekly
supplied by Peter Elias and Abigail McKnight, Warwick University. survey (sampled earnings

from administrative
data)

United States Secretariat calculations based on data from the Panel Study Household survey – Yes Gross weekly
of Income Dynamics (PSID). earnings

a) This column reports the earnings measure used for samples of full-time workers as a proxy for a wage rate. For all countries except for the United Kingdom, gross annual earnings are also analysed for full-time
and part-time workers.
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Table 2.A.2. Earnings levels and sample sizes for the mobility analysis, 1986-1991

A. Weekly/monthly earnings of full-time workersa (1991 prices in national currency)

Earnings averaged over 1986-1991
Average of single-year values, 1986-1991

for continuously full-time subsample

Sample Sample
D1 D5 D9 D1 D5 D9

size size

Denmark 3 041 4 043 6 195 5 273 3 331 4 233 6 449 3 023
Franceb 4 652 7 259 14 274 92 365 5 491 8 022 15 234 45 779
Germany 1 860 3 643 6 225 3 796 2 733 3 995 6 564 1 666
Italy 1 445 2 118 3 428 111 852 1 677 2 290 3 622 56 605
United Kingdom 131 236 431 125 326 162 272 453 42 536
United States 223 549 1 168 5 867 310 634 1 206 3 179

B. Annual earnings of full-time and part-time workersa (1991 prices in national currency)

Earnings averaged over 1986-1991
Average of single-year values, 1986-1991

for continuously employed subsample

Sample Sample
D1 D5 D9 D1 D5 D9

size size

Denmark 79 101 174 012 281 267 8 242 116 650 186 823 294 716 5 639
Franceb 16 866 75 873 153 979 117 467 52 288 88 688 171 861 66 349
Germany 9 528 38 851 70 253 4 842 22 807 43 666 72 801 2 670
Italy 4 997 21 866 38 607 115 697 14 636 25 182 41 818 59 989
United Kingdom . . . . . . . . . . . . . . . .
United States 4 374 21 683 51 118 7 114 9 269 25 046 53 507 4 483

. . Data not available.
a) D1, D5 and D9 denote the 10th, 50th (median) and 90th percentiles of the earnings distribution, respectively.
b) Data for 1984-1989.
Source: See Table 2.A.1.

complicates interpretation of the results. Differences in employment for earnings mobility could be examined.
earnings opportunities may now be confounded with The index is computed in two steps. First, individuals are
choices to work fewer weekly hours than the national stan- assigned a single-year employment intensity score for
dard for full-time employment or to work only part of the each of the six years, 1986-1991. Individuals working full-
year. time during the entire year received the score 3; those

Two additional limitations of the mobility analysis are working less than, but at least one-half of, full-time and
related to the definition of earnings adopted. First, the full-year 2; and other workers 1. The six-year employment
analysis of earnings mobility is restricted to dependent intensity index is then simply the sum of these annual
employees. Earnings from self-employment may play an scores. For purposes of tabulation, workers were some-
important role in the earnings histories of a significant times grouped by ranges of this index. Workers with a
number of workers, but these earnings are measured combined score of 18 (continuously full-time and year-
either imprecisely or not at all in the data sources used for round workers) are labelled as having ‘‘very high’’ employ-
this analysis. National differences in the overall level of ment intensity. Workers with six-year indices in the ranges
self-employment and the extent to which dependent 15 to 17, 12 to 14 and under 12 are labelled as having,
employment and self-employment are combined into sin- respectively, ‘‘high’’, ‘‘medium’’ and ‘‘low’’ employment
gle careers may thus affect the comparisons made in this intensity. These are intended to provide a useful compari-
chapter. Second, the earnings measures refer to gross cash son of relative employment intensities among continuous
earnings. Accordingly, they may not provide a completely workers and indicate that women and the youngest, oldest
accurate indication of how total compensation or take- and the least educated workers have below-average
home pay evolves over time. employment intensities (Table 2.A.3). By comparison to

A multi-year employment intensity index was computed the full working-age population, virtually all of these work-
so that the implications of part-time and part-year ers have high levels of employment intensity.
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a) See Annex 2.A for an explanation of employment intensity levels.
b) Data for 1984-1989.
c) Employment intensity measure does not incorporate variations in weeks worked per year.
Source:See Table 2.A.1.

Low/medium intensity

Chart 2.A.1.

Distribution of workers by employment intensity, 1986-1991a

All continuously employed workers

High intensity Very high intensity

% of workers

Denmark

% of workers

Franceb Germany Italy United Kingdomc United States
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Table 2.A.3. Distribution of employees by employment intensity, 1986-1991a

All continuously employed workers

Denmark Franceb Germany Italy United Kingdomc United States

Low/ Very Low/ Very Low/ Very Low/ Very Low/ Very Low/ Very
High High High High High High

Medium high Medium high Medium high Medium high Medium high Medium high

Total 29.1 25.3 45.6 14.4 25.1 60.5 14.0 15.9 70.0 11.4 22.8 65.9 9.1 4.5 86.4 17.4 27.9 54.8

Sex
Men 20.5 25.4 54.2 10.5 26.3 63.2 2.6 15.5 81.9 8.6 20.3 71.1 0.8 1.4 97.8 5.3 24.2 70.4
Women 39.3 25.2 35.5 21.7 22.7 55.5 36.6 16.9 46.5 17.2 27.9 54.9 22.9 9.6 67.5 29.0 31.3 39.7

Age
Under 25 36.3 36.9 26.8 19.6 35.9 44.4 10.0 36.9 53.0 20.9 39.2 39.9 1.4 4.5 94.1 21.4 36.4 42.2
25-34 28.6 31.0 40.5 13.3 25.5 61.2 13.8 16.3 69.9 11.0 21.7 67.4 6.1 3.6 90.3 14.6 26.4 59.0
35-49 26.9 20.1 53.0 13.1 21.6 65.3 14.3 9.4 76.3 7.4 15.0 77.6 12.1 5.1 82.8 15.9 25.8 58.3
50-64 31.1 20.2 48.7 16.4 23.3 60.3 17.6 15.4 67.0 8.9 25.4 65.7 14.4 4.1 81.5 24.3 29.2 46.4

Education
Less than upper secondary 39.5 25.9 34.6 . . . . . . 18.6 18.7 62.7 . . . . . . . . . . . . 20.7 30.3 49.0
Upper secondary 27.8 26.2 46.1 . . . . . . 14.1 16.3 69.6 . . . . . . . . . . . . 17.5 27.8 54.7
Non-university tertiary 23.7 25.8 50.6 . . . . . . . . . . . . . . . . . . 15.7 30.4 53.9
University degree 9.1 20.5 70.3 . . . . . . 6.6 10.6 82.7 . . . . . . . . . . . . 17.7 23.3 59.0

Average earnings
over 1986-1991d

1st quintile 80.1 15.1 4.9 45.4 30.7 23.8 68.1 18.2 13.6 48.7 37.6 13.7 20.2 7.6 72.1 54.7 33.4 11.9
2nd quintile 31.9 37.9 30.2 8.8 29.5 61.7 8.3 25.4 66.4 5.8 37.9 56.3 1.0 2.5 96.5 15.3 37.3 47.5
3rd quintile 17.5 30.6 52.0 5.3 22.7 71.9 4.7 18.5 76.8 1.3 19.9 78.8 1.8 2.6 95.5 9.3 27.0 63.7
4th quintile 12.7 25.1 62.2 4.7 20.2 75.1 1.7 10.7 87.6 0.6 11.9 87.6 1.4 2.3 96.3 5.0 27.2 67.7
5th quintile 3.3 17.9 78.8 7.8 22.3 70.0 0.2 8.1 91.6 0.2 6.8 93.0 0.4 0.7 98.8 2.6 14.4 83.1

.. Data not available.
a) See Annex 2.A for an explanation of employment intensity levels.
b) Data for 1984-1989.
c) Employment intensity measure does not incorporate variations in weeks worked per year.
d) Quintiles defined for annual earnings (weekly for the United Kingdom) averaged over 1986-1991 for continuously employed workers.
Source: See Table 2.A.1.
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ANNEX 2.B

Quantifying how much mobility reduces earnings inequality

Shorrocks (1978) proposed an answer to the question, IW(ω) = Σg = 1 to G [νg * Ig(ω)], is simply a weighted
average of inequality within each group Ig, the weights‘‘How much does mobility reduce inequality?’’. He argued
νg = ng/N being the population shares of each group, andthat a precise answer can be obtained by examining how

much more equal the distribution of earnings is when IB(ω) = Σg = 1 to G [νg * log(wmN/wmN
g)], an index of the

individual earnings are averaged over multiple years, as deviations between the overall mean earnings for the
compared with the distribution in a single year. If a total sample (wmN) and the means for the G groups (wmN

g).
decomposable index is used to measure inequality, the

Analogously, the mobility index for a T-year periodreduction in earnings inequality due to mobility can be
can be decomposed into within-group and between-groupsplit into the share due to mobility among groups of simi-
mobility:lar workers (within-group mobility) and relative changes in

the average earnings of these groups (between-group Mtotal
T(W) = σWMW

T(W) + σBMB
T(W)

mobility).
Total mobility is a weighted average of the within-

group and between-group mobility indexes, which are
defined analogously to the total mobility index:1. Shorrocks’ method

MW
T(W) = 1 – [IW(ωmT) / (Σt = 1 to T (ηt, T * IW(ωt))] and

It is first necessary to select a measure of inequality.
MB

T(W) = 1 – [IB(ωmT) / (Σt = 1 to T (ηt, T * IB(ωt))].Let I(ω) denote the chosen inequality index, such as the
Gini index or the mean log deviation, where ω denotes The σW and σB weights reflect the relative importance
the (N x 1) vector of the earnings of the N workers in the of within-group and between-group inequality in total ine-
sample being analysed. Shorrocks suggests estimating quality and are defined as:
mobility by the extent to which the index I(•) is lower for σW = [Σt = 1 to T (ηt, T* IW(ωt)] / [Σt = 1 to T (ηt, T* Itotal(ωt)]earnings averaged over T > 1 years compared with earn-

andings in a single year. A useful way to make this comparison
is to express the inequality of ‘‘smoothed’’ earnings as a σB = [Σt = 1 to T (ηt, T* IB(ωt)] / [Σt = 1 to T (ηt, T* Itotal(ωt)]
proportion of single-year inequality, where the latter is
averaged over the time period being investigated. For-
mally, Shorrocks’ ratio is calculated as: 2. Implementation of Shorrocks’ method

in this chapter
R(WT) = I(ωmT) / [Σ t = 1 to T(ηt, T * I(ωt))], where

WT is the (N x T) matrix of the N workers’ earnings Four different measures of the inequality index func-
in years 1 to T, ωmT denotes the (N x 1) vector of tion I(•) are used. In the formulas defining these four
individual earnings averaged over years 1 to T indices, log(•) always denotes the natural logarithm
(i.e., wmT = (1/T) Σt = 1 to T wt), ωt denotes the (N x 1) vector (base e) and wmN denotes the mean of earnings over
of individual earnings in year t and ηt, T = (Σj = 1 to N wj,t) / the N individuals in the specified sample
(Στ = 1 to T Σj = 1 to N wj, τ) is the share of total earnings (over [i.e., wmN = (1/N)Σj = 1 to Nwj]. The four measures are:
the years t = 1 to T) that accrued in year t.1 The associated

Mean log deviation:mobility index is simply:
Imld(ω)  = (1/N) Σj = 1 to N [log(wmN / wj)]

M(WT) = 1 – R(WT) Gini:
Igini(ω) = [1/(2N2 wmN)] * Σj = 1 to NΣk = 1 to N]wj – wk]M ranges from 0 (no equalising mobility) to 1 (fully

equalising mobility). Theil I1: II(ω) = (1/N)Σj = 1 to N[(wj/w
mN) * log(wj/w

mN)]

If a decomposable inequality index is adopted, the Theil I2: I2(ω) = (1/2N)Σj = 1 to N[(wj/w
mN)2 – 1]

Shorrocks method can be extended to examine the rela-
All four indices are used to assess how rapidly mobil-tive importance of within-group mobility and between-

ity caused inequality to diminish.2 Multiple indices aregroup mobility. Suppose the total sample has been
used because no one index fully captures all the relevantdivided into G groups (for example age groups). Letting
aspects of inequality, as each are more sensitive to differ-IW(ω) denote within-group inequality, IB(ω) between-
ent aspects of inequality.3 However, when differentiatinggroup inequality, and Itotal(ω) total inequality for all
within- and between-group mobility, only the mean logworkers:
deviation index is used, because it alone allows exact

Itotal(ω) = IW(ω) + IB(ω), where decompositions into the shares due to each effect.
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Notes

1. Under quite general conditions, Shorrocks shows that 3. Atkinson (1970) has pointed out that all inequality indi-
the ηt, T are the best weights to use to calculate an ces weight different portions of the distribution differ-
‘‘average’’ inequality level over a multi-year period, ently. Among the four indices used, the mean log
which can then be compared with the level of inequal- deviation index is most sensitive to inequality near the
ity when earnings are first averaged over the same bottom of the distribution, the Gini is most sensitive in
period. the middle, the Theil I2 at the top, and the Theil I1 at

both extremes.2. The mean log deviation is sometimes referred to as the
Theil I0 index. The Theil I2 index is one-half of the
square of the coefficient of variation.
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