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Abstract

In this paper, we explore the recent gender wage gap trends in a sample of European

countries with a new approach that uses the direct measures of skill requirements of jobs

held by men and women. We find that, during the 1990s and 2000s, the gender wage gap

declined in the majority of the European countries. Similar to the U.S. experience, a part

of this decline is explained by changes in returns to brain and brawn skills in Austria and

in the U.K. However, in contrast to the U.S. experience, the changes in returns to brain and

brawn skills had a widening effect on the gender wage gap in Southern European countries

and in Ireland. Furthermore, we find that a substantial part of the changes in the gender

wage gaps in European countries and in the U.S. cannot be explained by the changes in

brain and brawn skill prices. The findings of this study suggest the importance of changes

in labor market institutions in explaining the gender wage gap trends.
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Spanish Ministry of Science and Innovation through grant “Consolidated Group-C” ECO2008-04756 and FEDER
is gratefully acknowledged. All remaining errors are mine.
†Contact email: KayaE@cardiff.ac.uk



1 Introduction

There was a dramatic decline in the gender wage gap in the U.S. during the 1980s. The fact

that this happened despite a significant rise in overall wage inequality, shifted the attention in

the literature to the relationship between the overall wage structure and the gender wage gap.

The key change in the U.S. wage structure in 1980s was the rising returns to education and

experience due to an increase in demand for high–skilled labor (Katz and Murphy, 1992; Juhn,

Murphy and Pierce, 1993).1 In their seminal paper, Blau and Kahn (1997) find that the change

in the U.S. wage structure should have widened the gender wage gap since women had an initial

relative deficit in labor market characteristics such as education and experience. However,

women were able to overcome this deficit by improving their labor market characteristics,

especially their experience levels and and their occupational allocation.

The existing literature attributes the increase in relative demand for high-skilled labor to

the technological change, in particular to the developments in computer technology.2 The task

based approach of skill biased technological change proposed by Autor, Levy, and Murnane

(2003) moves beyond traditional measures of labor market characteristics (such as education

and experience) and models the relation between skills and technological change through tasks

performed at jobs. In this framework, work performed in an occupation is broken down into

routine and non–routine tasks, which are substitutes and complements with computers, re-

spectively. Therefore, with the development of computer technologies, a shift in the produc-

tion technology occurred that favored more skilled workers who perform non-routine cognitive

tasks in their jobs.

If occupations are characterized by their skill requirements, one can infer the skill inten-

sities of workers given their occupational allocation.3 Since there exists gender differences in

occupational allocation, we expect changing relative demand for skills to have an impact on

the gender wage gap.4 Focusing on the different aspects of the skills required to perform an

1During the same period, wage inequality also rose also within education and experience groups reflecting
higher returns to unmeasured labor market skills (Blau and Kahn, 1997.)

2See Katz and Autor (1999) for a survey.
3This allocative process may result from different choices of individuals, discrimination in the process of

recruitment or hiring or differences in comparative advantage of workers as in Roy (1951).
4Welch (2000) assumes that women are relatively more intensive in intellectual or brain skills while men being

more physical or brawn skill intensive. Hence, an increase in the relative value of brain skills, should actually
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occupation (such as cognitive, motor, people skills and physical strength), Bacolod and Blum

(2010) study how changes in the prices of various skills affected the gender wage gap in the

U.S. Their results show that changes in prices of different types of skills (cognitive, motor,

people skills and physical strength) contributed to narrowing the gender gap between 1968 and

1990. During this period, cognitive and people skills became relatively more valuable com-

pared to motor skills and physical strength. Since females held occupations that require more

cognitive and people skills relative to males, this narrowed the gender wage gap in the U.S.

between 1968 and 1990.

This paper revisits the findings of Bacolod and Blum (2010) for a set of European countries:

three Southern Europe countries (Italy, Portugal, Spain), two Anglo-Saxon countries (Ireland

and the U.K.), and Austria (as an example of Continental European countries).5 The skill

requirements of occupations are obtained from Occupational Information Network (O*Net)

data. First, using the data from O*Net, we characterize occupations by two primary attributes,

“brains” and “brawns”. Then, we matched the brain and brawn skill requirements of jobs with

the individual level data from European Community Household Panel (ECHP) and European

Union Statistics on Income and Living Conditions (EU-SILC) given the occupational allocation

of workers. As a result, we determine the skill intensities of each individual in the sample and

estimate the wage return to each skill.6 Finally, we quantify the contribution of changes in

skill prices to the changes in gender wage gap by decomposing the changes in gender wage

gap for each country into its components using the technique developed by Juhn, Murphy and

Pierce (1991). In order to explore whether the patterns in the U.S. during the 1990s and 2000s

changed compared to 1970s and 1980s, we also analyze the changes in the U.S. gender wage

gap for the same time period using data from Current Population Survey (CPS).

We find that, from 1993 to 2008 in the U.S. brain skills became more valuable, while brawn

skills became relatively less valuable. The experience of Austria and the U.K. was similar to

the U.S. In contrast, the increase in returns to brain skills and decrease to brawn skills was

not a common phenomenon for the Southern European countries –Italy, Portugal and Spain–

narrow the gender wage gap.
5The sample of countries does not include examples of the Nordic and eastern European countries due to the

lack of comparable data for the analysis. See Section 3 for the description of data sources.
6See Autor et al. (2003) and Bacolod and Blum (2010) for a similar approach.
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and for Ireland. During the period of analysis, in Italy, Portugal, Spain and Ireland, brawn

skills became relatively even more valuable. The change in skill prices in these countries

are potentially affected by the period of the analysis. Ireland and Spain from the mid-1990s

experienced a construction and housing boom which potentially explains the increase in returns

to brawn skills.

Additionally, we also show that, from 1993 to 2008, the U.S. gender wage gap declined

(0.051 log points) and a part of the convergence in the gender gap can be explained by the

change in brain and brawn skill prices, similar to the findings of Bacolod and Blum (2010) for

1970s and 1980s.7 In particular, 17% of the closing U.S. gender wage gap can be explained by

changing returns to brain and brawn skills.8 During the same period, the gender wage gaps also

declined in the European countries in our sample, except Spain.9 Similar to the U.S. experience,

a part of the decline in the gender wage gaps in Austria and in the U.K. can be explained by the

changes in returns to brain and brawn skills. In particular, the changes in returns to brain and

brawn skills account for around 15.4% of the closing gender wage gap in Austria and around

7.6% in the U.K. On the other hand, in contrast to the U.S. experience, in Southern European

countries and in Ireland, the changes in returns to brain and brawn skills had a widening effect

on the gender wage gaps. In the absence of changes in skill prices, the gender wage gap would

have narrowed even further in Ireland (0.032 log points more), in Italy (0.022 log points more)

and in Portugal (0.037 log points more). On the other hand, if skill prices would not have

changed, the Spanish gender wage gap would have widen only around 0.025 log points instead

of 0.035.

Despite these differences across European countries and the U.S. a striking fact is that, a

substantial part of the changes in the gender wage gaps cannot be explained by the changes in

observable gender-specific factors (i.e. labor market characteristics or brain and brawn skills) or

changes in wage structure (i.e. returns to characteristics, skill prices or residual wage inequal-

ity). Of course a natural question is then why the gender wage gaps still declined during 1990s

7Bacolod and Blum (2010) show that 20% of the narrowing gender gap in the 1980s in the U.S. is due to
change in prices of cognitive, people and motor skills as well as the physical strength.

8This result is similar when the decomposition analysis is performed for an earlier period. See Table D.2 of
Appendix D for the decomposition results for 1979–1988.

9The increase in the gender wage gap in Spain from 1994 to the beginning of 2000s is documented also by
Guner, Kaya and Sánchez-Marcos (2014).
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and 2000s. Other factors that may have contributed to the convergence of the unexplained gen-

der pay gap include changes in selection to the employment, changes in gender differences in

unobservable skills and labor market discrimination, as well as the changes in labor market in-

stitutions. To answer this question, we explore the relationship between the gender wage gaps

that can not be explained by changes in observable gender-specific factors and wage structure

and changes in various measures that captures the labor market institutions and discrimination.

We find that the changes in these measures are highly correlated with the unexplained part of

the gender wage gap trends. Furthermore, we provide some evidence consistent with the role of

changes in the labor market institutions, such as decline in the trade union density and increase

in the employment protection of temporary workers, in explaining the gender wage gap trends

even if the bias induced by non-random selection to employment is corrected.

The number of studies that focus on the skill requirements of occupations to analyze the

gender wage gaps in the European labor markets is rather limited. This paper is intended to fill

this gap in the literature. A recent paper that is particularly related to the current study is Black

and Spitz-Oener (2010). Using self-reported measures of tasks performed within occupations,

Black and Spitz-Oener (2010) employ a task-based approach to study the effect of changing

tasks on the gender wage gap trends in Germany. Their results indicate that changes in the

relative task and relative prices together explain more than 40 percent of the narrowing of the

gender gap in West Germany despite the widening effect of changing task prices. Overall, these

results are parallel to the findings of this study. In contrast to Black and Spitz-Oener (2010), this

study considers skills to be required to perform an occupation and characterizes occupations

by skills rather than self-reported measures of routine or non-routine tasks.

The results of the current study are also related to the findings of Borghans, ter Weel, and

Weinberg (2006). Using data for Germany, for the U.S. and for the U.K., they show that occu-

pations that require more computer usage and higher extent of team work require more people

skills. Moreover women have relatively higher employment rate in occupations which require

people skills. They suggest that the increased importance of people skills by the technologi-

cal change and innovative work practices have raised women’s relative employment in those

occupations. This study complements their findings by showing the increasing representation
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of women in occupations which require brain skills. In addition to that, this study quantifies

the role of changes in skill intensities and skill prices on the gender wage gap trends in various

countries.

The remainder of the paper is organized as follows. The next section explains the details

of the decomposition technique employed. Section 3 describes the data sources and concepts

used in the analysis and presents the empirical specification. Section 4 analyses the gender

wage gap trends, changes in brain and brawn skill intensities of male and female workers and

trends in skill prices in the sample of European countries and the U.S. The main results for the

decomposition of the changing gender wage gaps are presented in Section 5. Finally, Sections 6

and 7 discuss the role of labor market institutions and non-random selection to the labor market

that might also have an impact on the gender wage gap trends and Section 7 concludes.

2 Analytical Framework

The existing literature classifies the factors affecting the gender wage gap into two groups: (i)

gender specific factors and (ii) factors related to wage structure. Gender specific factors capture

the relative differences of males and females in labor market characteristics (such as education,

experience, brain and brawn skill intensities) as well as the gender differences in unobserved

qualifications or discrimination. Returns to labor market characteristics, skill prices or the

residual wage inequality are not related specifically to aspects of gender and considered as

factors related to wage structure. The method developed by Juhn, Murphy and Pierce (1991),

hereafter JMP, enables one to decompose the change in the gender pay gap into changes in

gender specific factors and those related to the changes in wage structure. This section briefly

explains the JMP decomposition technique that is employed in the analysis to quantify the role

of each component on the gender wage gap trends. To this end, let the wage equation for males

at time t be given by

lnWM
t = XM

t βt + SM
t γt + σtθ

M
t , (1)
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where lnWM
t is the logarithm of hourly wages, XM

t is a matrix of labor market characteristics

(including education and experience) with returns vector βt, SM
t is the matrix of brain and

brawn skill intensities of workers determined by the skill requirements of the jobs that they

hold and γt is the price vector for brain and brawn skills. θMt is the vector of standardized

residuals (with mean zero and variance one) and σt is the residual standard deviation of male

wages for year t (i.e. unexplained level of male residual wage inequality). Given consistent

estimates of Equation 1, the gender wage gap for year t can be decomposed as

∆lnW t ≡ lnWM
t − lnW F

t = [∆Xtβt + ∆Stγt] + σt∆θt, (2)

where lnWM
t and lnW F

t are the average log hourly wage for males and females, respectively,

∆Xt is the male-female differences in labor market characteristics, ∆St is the male–female

differences in brain and brawn skill intensities, and ∆θt is the male–female differences in the

average standardized residuals. Hence, the gender wage gap for year t can be decomposed

into two components, one component due to male–female differences in average labor market

characteristics and in average brain and brawn skills weighted by the male prices for these

characteristics and skills (∆Xtβt + ∆Stγt), and another component due to differences in the

average standardized residuals weighted by the male residual wage inequality (σt∆θt).10 Given

the gender wage gap in two years, s and t, the change in the gender wage gap from year t to s,

can then be decomposed as

∆lnW s −∆lnW t = [(∆Xs −∆Xt)βs + (∆Ss −∆St)γs] (3)

+ [∆Xt(βs − βt) + ∆St(γs − γt)]

+ (∆θs −∆θt)σs

+ ∆θt(σs − σt).
10We follow the parametrization by Blau and Kahn (1997) by formulating the wage gap based on male’s wage

equation. Alternatively, the formulation could based on the female’s wage equation or pooled regression. Using
male’s wage equation lies in the assumption that the prices from the male regression are equivalent to competitive
prices. Since, male-female differences in returns can reflect discrimination, the use of male’s equation is employed
to simulate the wage equation in a nondiscriminatory labor market.
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In this four component decomposition, the first component reflects the contribution of changing

gender differences in labor market characteristics as well as the skill intensities from year s to

year t and is called “observedX effect”. The second component captures the effect of changing

returns to characteristics and prices of skills for males and is called “observed β effect”. The

two components are straightforward to calculate using the estimated coefficients from the male

wage equation and the sample means by gender.

The third and the forth components are called “gap effect” and “unobserved price effect”,

respectively, and they are calculated using the entire male and female residual distributions.

In particular, the gap effect is calculated as follows. First, for each women in each year a

hypothetical wage residual is computed by estimating what her wage residual would be if her

labor market characteristics and skills were rewarded as they would be rewarded for men for

that year (i.e. female residuals from male regression). Then, a percentile number is assigned

to her corresponding to the position of her hypothetical residual in the male residual wage

distribution for that year. Second, given her percentile number in year t and the male residual

wage distribution in year s, her imputed wage residual is computed for year t. Similarly, her

imputed wage residual for year s is the male residual in year s that corresponds to her percentile

number in year s. For males, the imputed wage residual for year t is calculated by using their

percentile ranking in year s and their wage residuals for year t. Finally, the gender difference

between the average of the imputed wage residuals in time period t and s are used to compute

the gap effect. Since both computations use the same year s distribution, this term captures the

effect of changing positions of females in the male wage residual distribution. Such a change is

considered as either the convergence in unobservable skills of females and males or a decline

in the discrimination (Juhn et al., 1991). Analogously, the unobserved price effect is calculated

by comparing the same year t individuals and by allowing only male residual wage inequality

to change. Provided that ∆θt is negative (since females typically earn less than the mean), a

rise in male residual inequality would lead to an increase the gender wage gap.

Since the first and the third term of Equation 3 captures the changing male–female differ-

ential in observed and unobserved qualifications respectively, the sum of these two terms are

called “gender-specific factors”. On the other hand, the sum of the second and the forth com-
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ponent reflects the changing observed and unobserved prices and is called as “wage structure

effect” (Blau and Kahn, 1997; Juhn, et al., 1991). By decomposing the changes in the residual

gap into into price and quantity effects, JMP decomposition technique can be used to quan-

tify the relative importance of gender-specific factors and wage structure in the gender pay gap

trends.

There are, however, two potential drawbacks of JMP decomposition (Blau and Kahn, 1997;

Kunze, 2007; Suen 1997). First, the inconsistent estimates of βt and γt in Equation 1 may affect

the interpretation of each component. Since female employment rates have changed consider-

ably, the selection bias might be one reason that would lead inconsistent estimates (Heckman,

1979). The sign of the bias is ex-ante unpredictable, since the selected group might be posi-

tively or negatively selected in terms of their unobserved characteristics (Blau and Beller, 1988;

Blau and Kahn, 1997). Selectivity bias correction (Heckman, 1979) is a common approach to

overcome this problem. In our benchmark estimates we use male prices to ameliorate the prob-

lem due to changes in non-random selection into work since male employment rates are quite

stable over time.11 Moreover, changes in male prices abstracts from the change in male-female

differences in returns that may be relate with discrimination. In Section 7, we explore the

possible contribution of sample selection to the gender wage gap trends by implementing the

correction for selection into work using a two-stage Heckman (1979) selection model.

Second, the residual gender wage gap can be separated to gender-specific factors and wage

structure component only if the residual gap does not change over time due to sample composi-

tion, measurement error, equation misspecification or a change in the distribution of unobserved

characteristics. Since the aim of this paper is to quantify the role of brain and brawn skills on

the gender wage gap trends rather than identifying the role of gender specific factors and the

factors related to wage structure per se, this is less of a concern for the purpose of this study.

Nonetheless, the forces that may affect the residual gender wage gap is discussed in Section 6

with providing descriptive evidence that residual gap attributed to gender–specific factors actu-

ally may be changes in discrimination as well as the changes in labor market institutions such

as trade union density or employment protection.

11See Blau and Kahn (1997) for a similar approach.
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3 Data, Concepts and Empirical Specification

3.1 Wage and Employment Data

For European countries, individual level data on wages and labor market characteristics comes

from two different sources, European Community Household Panel (hereinafter, ECHP) and

European Union Statistics on Income and Living Conditions (hereinafter, EU-SILC) provided

by Eurostat. The ECHP is a panel survey of 15 European countries from 1994 to 2001, covering

a wide range of topics like income, health, education, housing, demographics and employment

characteristics. From 2001 the ECHP was succeeded by the EU-SILC. EU-SILC provides

cross-sectional and longitudinal data on income, poverty, social exclusion and living conditions

pertaining to individual-level changes over time, observed over a four year period since 2003.

As a result, there is no single data source to study the long term dynamics of the wage structure

in Europe. However, despite the differences between ECHP and EU-SILC, harmonizing some

of the variables of the two datasets is possible.12

The key variable for this study is the gross hourly wage. Hence, the analysis are restricted

to the countries which provide complete information on hourly wages in both surveys, namely

Austria, Ireland, Italy, Portugal, Spain and the U.K. The analysis are based on the data from

the initial wave of ECHP and cross-sectional component of the EU-SILC because of their

representativeness.13 Both surveys include information on demographic characteristics and

employment of individuals.14 For the U.S., the data come from Integrated Public Use Microdata

Series (IPUMS) of Current Population Survey (hereinafter, CPS) March Supplements. The

CPS survey years, 1994 and 2009, were selected to match the sample period of the ECHP and

EU-SILC data used.

The country samples are restricted to individuals of working age, between 25 and 54 years

old who are working at least 15 hours per week with valid observations on all the variables used

12Goos, Manning and Salomons (2009 and 2011) make use of wages from these two surveys to investigate job
polarization trends in Europe.

13In the first wave of ECHP, in 1994, a sample of nationally represented households were interviewed in Ireland,
Italy, Portugal, Spain and the U.K. Austria have joined the project in 1995. Data from EU-SILC is used from
the 2009 cross-sectional component for all countries except 2008 for the U.K. due to the differences in income
reference period.

14See Appendix A.1 and A.2 for the description of variables and procedures followed to construct country
samples.
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in the wage equations. Wage observations five times greater than the 99th percentile or lower

than the half of the 1st percentile of the country wage distributions in each year are excluded

from the country samples.

3.2 Data on Skill Requirements of Occupations

Brain and brawn skill requirements of occupations constructed using Occupational Information

Network (hereinafter, O*Net) data developed by the U.S. Department of Labor. O*Net database

is the most well known source for information on occupations in the U.S. labor market and it is

a replacement for the Dictionary of Occupational Titles (DOT) which was extensively used in

earlier research.15 Recently, O*Net has been used to determine occupational skill requirements

and task content of occupations also for several European countries.16

O*NET database provides detailed information about worker and job characteristics for

more than 1110 occupations with a set of measurable descriptors. O*Net descriptors have

the importance scale where O*Net rank each descriptor as not important at all (1), somewhat

important (2), important (3), very important (4) or extremely important (5) to perform an occu-

pation. A subset of the these descriptors is classified by O*Net as worker abilities and measures

cognitive abilities, psycho-motor abilities and physical abilities required to perform at each oc-

cupations. 17 To construct brain skills, all the descriptors classified under cognitive abilities

and to construct brawn skills all the descriptors classified under psycho-motor and physical

abilities are used – twenty one different measures of cognitive ability intensity, ten measures of

psycho-motor ability intensity and nine measures of physical ability intensity.18 Appendix A.3

provides the list and the description of the variables used, organized by brain and brawn skill

15See Autor, Levy and Murnane, 2003; Goos and Manning, 2007; Bacolod and Blum, 2010.
16We follow the common practice in the literature on matching occupational skill requirements of the U.S. la-

bor market with European datasets. See Amuedo-Dorantes and de la Rica (2011) for Spain; Ortega and Polavieja
(2009) for 25 European countries to analyze the task specialization of immigrants and Goos, Manning and Sa-
lomons (2009, 2011) for analyzing the job polarization in 16 European countries.

17It is common in the literature to reduce the large number of descriptors to a relevant subset using textual
definitions. See Amuedo-Dorantes and de la Rica, 2011; Autor, Levy and Murnane, 2003; Bacolod and Blum,
2010; Goos, Manning and Salomons, 2009; Peri and Sparber, 2009.

18We checked the consistency of this classification using principal component analysis performed among all set
of descriptors under worker abilities title. Informed by this analysis, we categorized cognitive ability measures as
brains and psycho-motor abilities together with physical abilities as brawns. The results of the principle component
analysis performed among all set of attributes are available upon request. The details of the principle component
analysis technique can be found in Appendix C.
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type.19

3.2.1 Constructing Skill Requirements of Occupations

The occupation information in the individual level data is provided at aggregate level as eigh-

teen occupation categories. To construct skill requirements of these eighteen occupation cat-

egories, we proceed as follows. First we convert the occupation codes used in O*Net to the

codes used in individual level data.20 Second, since under each of the eighteen occupation

category there are several jobs classified, for each category, we calculate a weighted average

of all the descriptor values. For this purpose, we use the percentage of workers employed in

the U.S. labor market by 2001 for the jobs classified under the broad category as weights. It is

important to note that matching O*Net data with European data relies on the assumption that

the occupations in the U.S. and in Europe being examined herein are not different with regards

to their skill requirements.

Next, we rescale O*Net descriptors to reflect the relative importance of each skill among all

occupations. As pointed out by the earlier research, O*Net descriptors values range from one to

five, but the score of each descriptor varies considerably across occupations. Peri and Sparber

(2009) and Amuedo-Dorantes and de la Rica (2011) overcome this problem by rescaling the

measures. Formally, let skj be the value of skill descriptor k for occupation j where j =

1, 2, ...18; and the maximum and minimum value of the descriptor sk among occupations be sk

and sk. Each skill descriptor value is rescaled as the following: s∗kj = (skj − sk)/(sk − sk).

Finally, using the rescaled descriptor values, s∗kj , we construct the measures of brain and

brawn skills by taking the simple average of corresponding set of descriptors’ rescaled values.

Table 1 displays the occupations under the broad classification, as well as the brain and brawn

skill summary measures for each of the occupations.

As presented in Table 1, occupations at the top of the brain skill measure distribution

19The remaining O*NET worker ability descriptors largely pertain to sensory dimension which we do not
include in the analysis. We excluded the descriptors measuring sensory abilities mainly for two reasons. First,
sensory abilities include descriptors that are not clearly being classified under one of the two sets (brains and
brawns) according to their textual definitions. Second, they are related with some measures of cognitive abilities
and at the same time with psycho-motor and physical abilities which prevents the clear classification of skills.

20See Appendix A.4 for the details of mapping 2010 Standard Occupational Code (SOC) used in the O*NET
data to ISCO-88 codes.
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Table 1: Brain and brawn skill intensity of occupations

Occupation Average of Rescaled Values Occupation

code Brains Brawns Brains/Brawns title

1112 0.86 0.33 2.59 Physical, mathematical, engineering, life science, health professionals
1300 0.78 0.1 7.94 Managers of small enterprises
2122 0.76 0.08 9.56 Teaching professionals
2300 0.74 0.16 4.68 Legislators, senior officials, corporate managers
2400 0.71 0.11 6.24 Other professionals
3132 0.65 0.51 1.27 Physical, engineering, life science, health associate professionals
3334 0.52 0.07 7.59 Teaching and other associate professionals
4142 0.51 0.78 0.65 Agricultural, fishery and related laborers
5100 0.49 0.87 0.56 Extraction, building, other craft and related trades workers
5200 0.47 0.78 0.6 Metal, machinery, precision, handicraft, printing and related trades workers
6100 0.47 0.83 0.56 Stationary-plant and related operators, drivers and mobile-plant operators
7174 0.45 0.33 1.36 Models, salespersons and demonstrators
7273 0.42 0.22 1.97 Office and customer services clerks
8183 0.38 0.62 0.6 Personal and protective services workers
8200 0.32 0.64 0.5 Machine operators and assemblers
9100 0.28 0.8 0.35 Skilled agricultural and fishery workers
9200 0.15 0.74 0.2 Laborers in mining, construction,manufacturing and transport
9300 0.02 0.53 0.03 Sales and services elementary occupations

Mean 0.50 0.47 2.63
Std. dev. 0.23 0.30 3.12

Pearson correlation
coefficient -0.58
Note: Occupation codes are based on regrouped (group B) classification of ECHP data. If the occupations are regrouped, the first and the last two digits
of the occupation code corresponds to the 2-digit ISCO-88 classification of occupations.

are professionals (physical, mathematical, engineering, life science, health and teaching), and

legislators, senior officials and managers (corporate managers and managers of small enter-

prises). At the bottom of the brain skill distribution, there are laborers (in mining, construc-

tion,manufacturing and transport) and elementary occupations (sales and services). If occupa-

tions are ranked according to their brain skill requirements, the average difference in brain skill

requirement between two consecutive positions in the occupational ranking is 0.05, which is

equal to 1/4 standard deviation difference in brain skills (standard deviation of brawn skills is

0.2). On the other hand, occupations at the top of the brawn skill distribution are mainly blue-

collar workers (extraction and building workers and stationary-plant operators). Once again,

if the occupations are ranked according to their brawn skill requirements, again the average

difference in brawn skill requirement between two consecutive positions implies, on average,

0.05 change in brawn skill measure which corresponds to a 1/6 standard deviation change in

brawn skill requirement (standard deviation of brawn skills is 0.3).

Constructed skill measures are merged with the individual level data using the occupational

allocation of individuals. This allocative process may result from different choices of indi-

13



viduals, discrimination in the process of recruitment or hiring or differences in comparative

advantage of workers as in Roy (1951) which is taken as given over the time period of analy-

sis. Moreover, the brain and brawn skill measures do not vary by worker within occupations.

On the other hand, since there is no time variation in O*Net, the time variation in brain and

brawn skill intensity differences between men and women comes only from the occupational

differences. The results of the current analysis are valid only if the skill composition within oc-

cupations is constant over time. Throughout a long period, some skills might become idle for

certain occupations possible due to change in the task content of occupations by technological

progress. However, using DOT (earlier version of O*Net) Goos and Manning (2007) show that

most of the overall changes in task composition of occupations in U.S. labor market happened

between occupations not within occupations. Autor and Handel (2009) also provide evidence

on the dominance of occupation as a predictor for the variation in the task measures using the

individual level Princeton Data Improvement Initiative. Given the results of previous studies

and considering the relatively recent and short length of our individual level data (from 1993

to 2008), it is reasonable to assume that any kind of progression might affect the distribution of

skills and skill prices rather than the skill content of the occupations.

3.3 Empirical Specification

Using the matched data set, we implement the JMP decomposition by estimating the following

specification:21

lnWageijct = β1ct + β2ctEdu2ijct + β3ctEdu3ijct + β4ctExpijct + (4)

+ β5ctExp
2
ijct + β6ctBrainsjct + β7ctBrawnsjct + uijct

where lnWageijct is the logarithm of gross hourly wage of male worker i employed in occu-

pation j in country c at year t. Edu2 and Edu3 are dummies for the secondary and higher

levels of educational attainment leaving the low level of educational attainment as the omitted

21We investigated the possibility of different functional forms using higher order polynomials in brains and
brawns (including quadratic and cubic terms). In no case, these terms were statistically significant and had an
effect on the ceteris paribus returns to other labor market characteristics.
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category. Exp is the proxy for labor market experience. Finally, Brainsjct and Brawnsjct are

the skill requirements of the occupation that the worker holds at time t.

Since brain and brawn skills can not be sold separately there is no market for skills we

employ hedonic price model to determine the skill prices separately. Hence, occupations are

assumed to be described by their bundle of skills, brains and brawns, and the ordinary least

squares estimates for the skill coefficients in Equation 4 are interpreted as the marginal contri-

butions of brains (∂ lnWage/∂Brains) and brawns (∂ lnWage/∂Brawns) to the logarithm

of hourly wages.

4 Descriptive Analysis

4.1 Gender Wage Gap Trends

Table 2 summarize the main characteristics of the variables used in the analysis. As shown

in Table 2, female workers on average earned less than males in all the countries in each year

indicating the persistence of gender wage gaps. The unadjusted gender wage ratio in the U.S.

was around 75% in 1993 and 79% in 2008.22 The unadjusted female–male wage ratio for the

European countries varied between 74% (for the U.K.) and 92% (for Italy) in 1993. During the

1990s and 2000s, the majority of European countries experienced a decline in the gender wage

gap similar to the U.S. except Spain. The decline in the gender wage gap in European countries

and the U.S. varied from the lowest 0.006 log points (in Portugal) to the highest 0.143 log

points (in Ireland). By 2008, the unadjusted female–male wage ratio was lowest for the U.K.

and for the U.S. (about 79% for both countries). In Spain, the unadjusted gender wage gap

increased from 0.080 log points in 1993 to 0.115 log points in 2008.23

One obvious reason for closing of the gender wage gaps might be the improved labor market

characteristics of women. In fact, during the period of analysis, women have been catching up

with men in their educational attainment levels. By 2008, the share of women at higher

22The unadjusted gender wage gap ratio is calculated as exp(Log(hourly wage)F −Log(hourly wage)M )∗100.
23See the report by Eurofound on the increase in the gender wage gap in Spain during the late 1990s:

http://www.eurofound.europa.eu/eiro/studies/tn0912018s/es0912019q.htm. Using data from the ECHP and EU-
SILC, Guner, Kaya and Sánchez-Marcos (2014) also show that Spanish gender wage gap increased 0.074 log
points from 1994 to 2004.
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educational levels rose considerably as compared to 1993 in all countries in the sample. Al-

though there was an increase in the share of higher educated males during this period, the

increase was larger for females than males in all countries, again except for Spain. On the other

hand, in 2008 women workers were more experienced than they were in 1993. However, from

1993 to 2008 the experience levels of men also increased. Hence, the male–female difference

in experience levels persisted in most of the European countries to the detriment of women.24

On the other hand, women in the U.S. became on average more experienced than men already

at the beginning of 1990s.

Furthermore, from 1993 to 2008, both men and women shifted their occupational alloca-

tions to more brain skill and less brawn skill intensive occupations, except for Portugal.25 In

Portugal, women shifted their occupational allocation to less brain skill insensitive jobs and

men to more brawn skill insensitive jobs. For all other countries in the sample, women moved

into brain skill intensive occupations at a faster pace than men, except Spain. Hence, from

1993 to 2008, the gender gap in brain skill intensities increased favoring females. However,

except Austria and the U.S., in all the sample of countries male workers moved out of brawn

skill intensive occupations at a faster pace than women.

4.2 Brain and Brawn Skill Prices

How did the skill prices change? To answer this question, Table 3 presents the wage returns

of males to brain and brawn skills in the U.S. and in the sample of European countries in

1993 and 2008.26 In all the countries in common, brain skills were positively and significantly

valued throughout the period, while the marginal contribution of brawn skills to the logarithm

of hourly wages was negative and small.

To be concrete, as discussed in Section 3.2.1, a change in occupation associated with a 1/4

standard deviation increase in brain skill requirements such as going from having the brain

24In particular, from 1993 to 2008 the experience gap between males and females narrowed in Ireland, Italy,
Portugal and Spain, while the gap widened in Austria and the U.K.

25See Tables B.1 and B.2 of Appendix B for the occupational allocation of males and females in 1993 and in
2008 for the sample of countries.

26As discussed in Section 2 Table 3 is based on the wage regression estimates using the male sample to simulate
the wage equation in a nondiscriminatory labor market. See Tables D.3 and D.4 of the Appendix D for the
estimation results using the males and females pooled sample and using only females, respectively.
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skills required to be a protective service worker to be an office or service clerk. In 1993, such

a skill premium was associated with the lowest 1.9 percent (for Italy) and with the highest

4.3 percent (for Portugal) rise in wages in the European countries in the sample. In 2008, the

same occupational change was associated with the least 2.1 percent (for Italy) and the most 3.6

percent (for the U.S.) higher wage. On the other hand, in 1993, a change in occupation that

implied a 1/6 standard deviation increase in brawn skill requirements received a wage penalty,

penalty being highest in Portugal (with around 3.7 percent) and the lowest in the U.S. (with

around 0.8 percent). By 2008, this penalty was lowest in Ireland (with around 0.7 percent)

and highest in Portugal (with around 1.9 percent. From 1993 to 2008, returns to brain skills

increased in Austria, Italy, the U.K. and the U.S., while in Ireland, Portugal and Spain brain

skills became relatively less valuable.27 On the other hand, during the same period, brawn

skills became significantly less valuable in the U.S., as well as in Austria and in the U.K. In

contrast to the U.S. experience, however, the brawn skill penalty declined in Southern European

countries and in Ireland.

4.2.1 Robustness Checks

We carried out a range of robustness tests to check whether the estimated returns to brain and

brawn skills are affected by the construction of skills discussed in Section 3.2.1 or the empirical

specification (Equation 4). For checking whether the construction process of skill measures

affects the wage equation estimates, a different technique, Principle Component Analysis is

employed to generate brain and brawn skill measures. Principle Component Analysis is a

data reduction technique which maximizes the amount of variation of the large number of

variables explained by a smaller number of components (Jolliffe, 1986).28 Using the brain

and brawn skill measures constructed via Principle Component Analysis, we determine the

skill intensity of jobs held by females and males and re-estimate the empirical model specified

in Equation 4. Table D.6 in Appendix D provides the estimate of the male wage regression

27For each country, the changes in brain skill prices are statistically significant at 1% significance level.
28Principle Component Analysis has been commonly used in the literature to construct measures from DOT or

O*Net data (Autor, Levy and Murnane, 2003; Bacolod and Blum, 2010; Goos, Manning and Salomons, 2009;
Ortega and Polavieja, 2012). See Appendix C for a brief explanation of the technique and the procedure followed
to construct skill measures and summary statistics of brain and brawn skills using this method.
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specified in Equation 4 using the skill measures constructed via Principle Component Analysis.

A comparison of the returns to skills using these new measures of skills with the estimation

results discussed in the previous section shows that construction process of skill measures does

not alter our results.29

The second check for robustness focuses on the empirical specification. The empirical spec-

ification that is considered, excluding the brain and brawn skill measures, is simple but fairly

standard in the literature (Blau and Kahn, 1997; Willis, 1986). However, the estimation of

wage equation including brain and brawn skills simultaneously might exhibit collinearity. As

presented in Table 1, brain and brawn skill measures are negatively correlated. The existence

of collinearity would inflate the variances of the parameter estimates and can produce param-

eter estimates of the “incorrect sign” and of implausible magnitude (Greene, 1993). Taking

into account this concern, the variance inflation factor (VIF), the collinearity diagnostic statis-

tics is computed and presented in Table 3. VIF is based on the proportion of variance in the

each independent variable that is not related to the other independent variables in the model.

Conventionally, a variance inflation factor of ten or larger have been used as rule of thumb to

indicate serious multicollinearity (Kennedy, 1992; Hair, Black, Babin and Anderson, 1995).

As seen in Table 3 the mean variance inflation factor values for brain and brawn skill measures

for each regression are much lower than ten indicating no collinearity.

As a third robustness check, we also consider an alternative specification that includes only

the ratio of brain to brawn skill measures instead of the brain and brawn skill measures sepa-

29The skill measures constructed by the Principle Component Analysis are unit free as the rescaled skill mea-
sures, but note that the scale of measurement in both technique is different. Using skill measures constructed with
another process produces negligible changes in the estimated coefficients. For example, the coefficient estimate
for brain skills using the measures constructed by Principle Component Analysis is around 0.143 for the U.S. in
1993. In this case, the standard deviation of brain skill measure is one by construction (See Table C.2 in Appendix
C). Then one standard deviation increase in brain skills is associated with 14.3% increase in hourly wages. Once
again, if occupations are ranked according their brain skill requirements, a change in occupation implies on av-
erage 0.2 increase in brain skill measure, i.e. 1/5 standard deviation increase in brain skills. This change (1/5
standard deviation increase) is associated with 2.8% (14.3 × 1/5) increase in hourly wages which is the same as
the main estimations presented in Table 3 (0.568 × 0.05). A similar comparison can be done for the rest of the
coefficients.
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rately:

lnWageijct = β1ct + β2ctEdu2ijct + β3ctEdu3ijct + (5)

+ β4ctExpijct + β5ctExp
2
ijct + β6ct(Brains/Brawns)jct + uijct,

where (Brains/Brawns) is the brain to brawn skill ratio of the job j that the individual i in

country c held at time t. In this case, the coefficient estimate for brain to brawn ratio, β6, reflects

the marginal contribution of working in an occupation relatively more brain skill intensive than

brawn skill. The full set of coefficient estimates from this specification is presented in Table

D.5 of Appendix D. Once again, the estimation of this specification give positive and significant

coefficient estimates for the brain to brawn ratio implying a positive return of working in a

relatively more brain skill intensive occupation. We find that, in line with the results presented

in the previous section, returns to brains to brawns ratio increased in the U.S. over time period

of analysis. Among the European countries in the sample, in the U.K., return to brains to

brawns ratio increased, in Austria and in Ireland did not change significantly, while in Southern

European countries, the returns declined from 1993 to 2008.

5 Decomposition of the Changes in the Gender Wage Gap

We turn now to the decomposition results of the changes in the gender wage gaps from 1993

to 2008. The decomposition analysis results are presented in Panel B of Table 4. But be-

fore, several interesting descriptive findings regarding the changes in the gender wage gaps are

presented in Panel A.

The first four rows of Panel A present the residual standard deviation for males and females

(from own wage regressions specified by Equation 4) in 1993 and 2008. A higher residual

standard deviation indicates a higher wage inequality within education, experience and brain–

brawn skill levels. As shown in Table 4, both male and female residual wage inequalities

were much higher in the U.S. than any other European country in 1993 and 2008. Moreover,

during this period, the residual wage inequality for males and females increased in the U.S.
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Table 4: Decomposition of the change in gender wage gap, 1993 vs 2008

Panel A. Descriptive statistics Austria Ireland Italy Portugal Spain U.K. U.S.

Male residual SD∗

1993 0.402 0.433 0.303 0.451 0.416 0.448 0.545
2008 0.378 0.399 0.320 0.440 0.352 0.458 0.575

Female residual SD∗∗

1993 0.488 0.434 0.308 0.416 0.399 0.395 0.533
2008 0.353 0.421 0.332 0.340 0.344 0.449 0.546

Mean female residual from
male wage regression

1993 -0.264 -0.274 -0.125 -0.192 -0.155 -0.272 -0.333
2008 -0.188 -0.143 -0.103 -0.218 -0.146 -0.229 -0.311

Mean female residual
percentile∗∗∗

1993 31.14 32.62 38.76 35.89 39.08 30.71 32.01
2008 33.72 39.82 40.64 33.61 38.65 34.24 33.46

Panel B. Decomposition of the change in gender wage gap ∆lnW2008 −∆lnW1993

Change in gender wage gap -0.078 -0.143 -0.018 -0.006 0.035 -0.066 -0.051
Gender wage gap-1993 (∆lnW1993) 0.277 0.238 0.075 0.127 0.080 0.297 0.285
Gender wage gap-2008 (∆lnW2008) 0.199 0.096 0.057 0.121 0.115 0.231 0.234

(1) Observed X’s 0.007 -0.041 -0.042 -0.071 0.015 -0.013 -0.023
Education variables -0.003 -0.016 -0.030 -0.044 0.010 -0.021 -0.018
Experience variables 0.019 -0.017 -0.002 -0.009 -0.007 0.018 0.003
Brains -0.009 -0.017 0.007 0.015 0.004 -0.011 -0.008
Brawns -0.001 0.009 -0.017 -0.033 0.008 0.001 0.000

(2) Observed Prices -0.009 0.030 0.045 0.039 0.030 -0.010 -0.006
Education variables -0.003 0.001 0.014 -0.018 0.008 0.000 -0.001
Experience variables 0.006 0.006 0.010 0.019 0.011 -0.005 0.000
Brains 0.001 0.002 0.001 -0.024 -0.003 0.001 -0.005
Brawns -0.013 0.022 0.021 0.061 0.013 -0.006 -0.001

(3) Unobserved Prices -0.003 -0.018 0.004 0.006 -0.032 0.010 0.013
(4) Gap -0.073 -0.114 -0.025 0.020 0.022 -0.053 -0.034

Sum gender-specific (1 + 4) -0.066 -0.155 -0.067 -0.051 0.037 -0.066 -0.058
Sum wage structure (2 + 3) -0.012 0.012 0.049 0.045 -0.002 0.000 0.007
Notes: The change in the differential is the change in the male-female log wage differentials between 1993 and 2008.
∗ Estimated using male wage regression. ∗∗ Estimated using female wage regression. ∗∗∗ Computed by assigning
each women a percentile ranking in the indicated year’s residual male wage distribution and calculating the female
mean of these percentiles.

Similarly, Ireland, Italy, and the U.K. experienced increases in the male and female residual

wage inequality. In contrast to the U.S. experience, however, in Austria, Portugal and Spain

residual wage inequality for both genders declined.
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The mean female residual from the male wage regression and the mean female residual

percentile presented in the following four rows of Panel A. The mean female residual from

the male wage regression is generally interpreted as a measure of discrimination but might

also capture the omitted productivity differences between males and females (Blau and Kahn,

1997). On the other hand, the mean female residual percentile show the progression of females

within education, experience and skill groups similar to the change in the absolute value of the

female residuals from male wage regression. The results presented in Table 4 indicates that the

mean female residuals from the male wage equation are lower for the U.S. than all the European

countries in the sample. In other words, after controlling for education, experience as well as

the brain and brawn skills, the gender gap was highest in the U.S. in both years. Moreover, by

2008, the mean female residual percentile was higher compared to 1993 in all countries, except

Portugal and Spain. In Portugal, from 1993 to 2008, the mean female residual decreased which

resulted in a lower ranking of the mean female residual percentile. On the other hand, in Spain

although the the mean female residuals (from male regression) increased from -0.155 in 1993

to -0.146 in 2008, women did not move up within the residual wage distribution of males.

The unadjusted gender wage gaps in 1993 and in 2008 as well as the change in the gap

between these two years is presented in Panel B. During 1990s–2000s all European countries

experienced a decline in the unadjusted gender wage gap in common, except Spain. Despite

the common trend in the gender wage gap in other countries, the rate of convergence varies

substantially across countries, from 0.006 log points (in Portugal) to 0.143 log points (in Ire-

land). How did the changes in skill prices affect gender wage gap trends? In the U.S., from

1993 to 2008, 17% of the closing gender wage gap can be explained by changes in returns to

brain and brawn skills. Similar to the U.S. experience, in Austria and in the U.K. a part of the

convergence in the gaps was due to changes in skill prices, about 15.4% of the gender wage

gap in the former and around 7.8% in the later. However, in contrast to the U.S. experience,

the changes in returns to brain and brawn skills had a widening effect on the gender wage gap

in Ireland, Italy, Portugal and Spain. The main reason for this is that, in all Southern European

countries and in Ireland, brawn skills became more valuable, skills that women had an initial

deficit. Hence, if the occupational allocation of men and women had remained constant, this
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should have widen the gender wage gaps. Despite the decline in brain skill prices in Portugal

and in Spain that favored women since women had also initial deficit in brain skills, the change

in brawn skill prices reclaimed the potential gains of women from the decline in brain skill

prices.

What accounts for the convergence of the gender wage gaps? We start with the contribution

of “Observed X’s” and “Observed Prices”. “Observed X’s” heading indicates the contribution

of the labor market characteristics and skills to the gender wage gap trends in each country for

1990s-2000s. The “Observed Prices” captures the effect of changing returns to characteristics

and prices of skills on the gender wage gap trends. We start with the only exception, Spain that

experienced an increase in the unadjusted gender wage gap, around 0.035 log points. As seen

in Table 4, the change in gender differences in labor market characteristics and skills as well as

the the change in returns to these characteristics and skills were responsible for the widening

gender wage gap in Spain. On the other hand, in other European countries, a substantial part

of the convergence in the gender wage gaps, cannot be explained by observed factors. The

part of the convergence explained by changes in characteristics and skills and returns to these

characteristics and skills is only around 2.5% for Austria, 7.7% for Portugal, 18.8% for Ireland

and 35% for the U.K. In Italy, however, the changes in these factors cannot explain the closing

gender wage gap. However, in the U.S. the changes in “Observed X’s” and “Observed Prices”

accounted for more than the half (around 57%, 0.029/0.051) of the convergence in the gender

wage gap.

The change in male residual wage inequality measured as “Unobserved Prices” had a

widening effect on the gender wage gap in Italy, Portugal, and the U.K. as well as the U.S.

Hence female workers in these countries were adversely affected from the increase of male

residual inequality (see Male residual SD in Table 4). On contrary, the decline in the wage

residual inequality in Austria and Spain favored women. However, as seen in Table 4, the

change in male residual wage inequality is unlikely to explain the gender wage gap trends.

Turning the attention to the last term of the decomposition, “Gap effect” reveals the im-

portance of the unexplained factors on gender wage gap trends. In countries where females

moved up in the male residual wage distribution (see Mean female residual percentile in Ta-

24



ble 4), namely in Austria, Ireland, Italy, the U.K. and the U.S., the gap effect is negative. In

other words, womens progression within groups had a narrowing effect on the gender wage gap

from 1993 to 2008 in these countries. In Portugal and in Spain, however, the gap effect had a

widening effect on the gender wage gaps. What is striking is that, the “Gap effect” accounts

for a substantial part of the convergence of the gender wage gap in most of the countries. The

part of the convergence gender wage gap due to unobserved factors measured as “Gap effect”

is around 94% for Austria, 80% for Ireland and the U.K., and 66% for the U.S. In Spain, “Gap

effect” accounts for the 63% of the widening gender wage gap. In Italy, the unexplained part

reach a value greater than 100% implying if observed and unobserved prices, i.e. wage struc-

ture would not have changed, the gender wage gap would narrow even further. In Portugal, the

gap effect is not able to explain the convergence in the gender wage gap.

6 The Role of Labor Market Institutions

One of the results of this study arise from the fact that a substantial part of the changes in

the gender wage gaps can not be explained by the changes in the gender gaps in labor market

characteristics and skills or changes in the wage structure (measured as gap effect presented in

Table 4). It is important to note that, not only the convergence in unobserved skills of males

and females, but also the changes in the labor market institutions and/or the changes in discrim-

ination would be captured by the gap effect. Indeed, Gayle and Golan (2012) develop a model

of the labor supply, occupational sorting and human capital accumulation in which statistical

discrimination and a wage gap arise endogenously. They use this dynamic equilibrium model

to quantify the driving forces behind the decline in the gender earnings gap in the U.S. They

find that for the period 1967–1997 decline in the statistical discrimination accounts for a large

fraction of the decline in the gender wage gap in the U.S.

Actually, women in the U.S. advanced in the male residual distribution much more during

1980s compared to 1990s–2000s (measured as the mean female residual percentile).30 If a

part of the gap effect is due to statistical discrimination and such a sharp decline in statistical

30See Tables D.1 and D.2 of Appendix D for the wage regression estimates and decomposition of the change in
the U.S. gender wage gap from 1979 to 1988
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discrimination occurred in the U.S. during the 1980s, this might partially explain the larger con-

tribution of the gap effect to the change in the gender wage gap during the 1980s as compared

to the later decades. Indeed, the main bulk in women’s improvement in labor market char-

acteristics and skills and the increase in the labor market commitment of women in the U.S.

occurred during the 1980s which might contributed to a reduction in statistical discrimination

(Blau and Kahn, 2000). On the other hand, as shown by Pissarides, Garibaldi, Olivetti, Petron-

golo and Wasmer (2005), more generous institutions that compress the wage distribution will

also tend to decrease the gender wage gap. In other words, the changing positions of females in

the male wage residual distribution might be not only due to the convergence in unobservable

skills of females and males, but also to the decline in the discrimination or changes in the labor

market institutions. Unfortunately, the harmonized data used in this study lack variables on

either union status or union coverage. However, for further investigating the issue, this section

provide descriptive evidence on the role of some of these factors on the changing gender wage

gap via gap effect. For this purpose the relationship between the gender wage gaps that can not

be explained by the characteristics and skills or returns to these characteristics and skill prices

(measured as gap effects presented in Table 4) and the changes in various measures that cap-

tures the labor market institutions and discrimination is explored. We find that the changes in

these measures are highly correlated with the gap effect. In other words, the change in female’s

progression in each country’s male residual wage distribution might be capturing the effect of

changes in some of these measures or a combination of them.

The measures that capture the changes in the labor market flexibility include the change in

the trade union density as well as the OECD employment protection measures for temporary

and regular workers. The change in trade union density in each country is defined as the change

in the percentage of employees who are members of a trade-union from 1993 to 2008. For

calculating the change in employment protection of regular and temporary workers in each

country, the changes in the value of two OECD indicators from 1993 to 2008 are used. These

two OECD indicators are individual dismissal of workers with regular contracts and regulation

of temporary contracts.31

31To find out more about the employment protection measures see www.oecd.org/employment/protection.
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Figure 1: The Change in Trade Union Density and The Gap Effect

Figure 1 relates the change in trade union density from 1993 to 2008 to the gap effects

presented in Table 4. As Figure 1 shows, in all countries there was a decline in trade union

density from 1993 to 2008. The higher the decline in the trade union density, the larger the gap

effect implying a higher rank for females within the residual wage distribution of males. This

might be explained by the fact that the decline in the trade union membership might decrease

the unionization gap between men and women given the higher trade union membership among

men. Hence, the declining unionization rate had a larger negative impact on male than female

workers narrowing the gender wage gap (Blau and Kahn, 1997 and 2000).

Moreover, as presented in Figure 2 the correlation coefficient between the change in em-

ployment protection and the gap effect is high and negative. Although the change in employ-

ment protection of regular workers do not show a clear pattern, countries with higher employ-

ment protection of temporary workers in 2008 compared to 1993, are also countries in which

the gap effect tends to decrease the gender wage gap. Indeed, for 25–34 years old age group,

Pissarides et al. (2005), find that stricter employment legislation for temporary contracts tend to

decrease the gender wage gap, while the stricter employment protection legislation for regular

workers tend to increase the gap since it is designed to protect the “insiders in the labor market

and have a larger a negative impact on the young. Since there is no measure of discrimina-

tion, an indirect measure is generated to capture the attitudes towards gender. Using data from
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Note: The change in employment protection of regular workers is defined as the change in the OECD
indicator of individual dismissal of workers with regular contracts and the change in employment pro-
tection of temporary workers is defined as the change in the OECD indicator of regulation of temporary
contracts from 1993 to 2008.

Figure 2: The Change in Employment Protection of Workers and The Gap Effect
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World Value Survey to the statement ‘When jobs are scarce, men should have more right to a job than
women’ from 1993 to 2008 (0-1 scale: 0 indicates no agreement with the statement, 1 indicates complete
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Figure 3: The Change in Attitudes Toward Gender Roles and The Gap Effect

World Values Surveys (WVS), the proportion of people in each country agree with the state-

ment “When jobs are scarce, men should have more right to a job than women is computed.

Although this is an imperfect measure for discrimination, the change in the proportion of peo-

ple that agree with this statement would capture the change in attitudes about gender roles in

work. As Figure 3 presents, the correlation coefficient between the change in attitudes toward

28



gender roles from 1993 to 2008 and the gap effect is high and positive. In other words, if in

2008 less people agree with the statement “When jobs are scarce, men should have more right

to a job than women” as compared to 1993, the higher the ranking of females in the male resid-

ual distribution. This is parallel to the argument that the decline in the statistical discrimination

would allow female’s progression leading a decline in the gender wage gap.

7 The Role of Selection

A further issue to note is the substantial increase in women’s employment rates over time.32

Despite the use of male wage regression in analysis ameliorates the problem due to changes

in non-random selection into work, the estimated gap effects that are attributed to the change

in labor market institutions may include the impact of changes in unmeasured selectivity of

women participants to the labor market. Earlier studies emphasized the importance of selection

in explaining the gender wage gap trends.33 For instance, Blau and Kahn (2006) study changes

in the U.S. gender wage gap between 1979 and 1998 and find that sample selection implies

that the 1980s gains in womens relative wages were overstated and that selection may also

explain part of the slowdown in convergence between male and female wages in the 1990s.

Mulligan and Rubinstein (2008) also argue that in the U.S. between 1975 and 2001, selection

into employment shifted from negative to positive for women, and the narrowing of the gender

wage gap during this period reflects changes in female workforce composition.

The sign of the bias is ex-ante unpredictable, since the selected group might be positively

or negatively selected in terms of their unobserved characteristics (Blau and Beller, 1988; Blau

and Kahn, 1997). Moreover the selection process into work may be different for women com-

pared to men and selection rule may have changed with the large changes in employment rates.

For instance, if women in 1990s who were employed tend to have relatively high-wage char-

acteristics, an increase in women’s employment rates may understate the convergence of the

gender wage gap may be understated since there will be more women in the labor market who

32See Figures B.1 and B.2 of Appendix B for the trends in employment rates in the European countries and the
U.S. respectively.

33See Olivetti and Petrongolo (2008) for how nonrandom selection into work may affect international compar-
isons of gender wage gaps.
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tend to have relatively low-wage characteristics. On the other hand, if the market becomes

more positively selective over time, the convergence in the gender wage gap will be overstated.

We explore the possible contribution of sample selection to the narrowing of the gender

wage gap by re-decomposing the gender wage gap trends in the selection corrected model.

Additionally, we explore whether the labor market institutions are related to unexplained part of

the gender wage gap trends, i.e. gap effect, even after the selectivity correction. Correction for

selection into work is implemented here using a two-stage Heckman (1979) selection model. In

particular, we estimate probit participation equations for males and for females in each country

for each year and reestimate the wage regressions:

lnWM
t = XM

t βt + SM
t γt + σtθ

M
t + ψtλ

M
t , (6)

where λ is the inverse Mills ratio derived from a probit participation equation and is a measure

of the selection bias, and ψ is its estimated coefficient in the wage equation that measures the

wage effects of selection.34 Then, we decompose the change in the gender wage gap over time

in the selection corrected model as:

∆lnW s −∆lnW t = [(∆Xs −∆Xt)βs + (∆Ss −∆St)γs] (7)

+ [∆Xt(βs − βt) + ∆St(γs − γt)]

+ (∆θs −∆θt)σs

+ ∆θt(σs − σt)

+ (∆λs −∆λt)ψs + ∆λt(ψs − ψt).

The decomposition of the change in gender wage gaps in the selection corrected model in Equa-

tion 8 refines the JMP decomposition model (Equation 3) as it includes now two additional

components, (∆λs −∆λt)ψs and ∆λt(ψs − ψt). Neuman and Oaxaca (1998) show that wage

decompositions are sensitive to the way the selection term is interpreted. Since, our interest is

34The left-hand side in the probit is whether or not a person is employed and the probit is identified by including
brains and brawns in the wage function but not in the probit function, and by including the non-labor family
income, number of children and a dummy for the presence of 0-6 years old children in the probit function. Probit
results are not reported here but are available on request.
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the unexplained part of change in the gender wage gaps after correcting for the nonrandom se-

lection to employment, i.e. “Selectivity-corrected gap effect”, we follow the simplest approach

suggested by Gupta et. al. (2008), in which gender differences in the selectivity over time are

treated as a separate component of the wage decomposition (the last two terms of equation 7).

Table 5: Addressing selection bias: Selectivity-corrected gender wage gaps

Austria Ireland Italy Portugal Spain U.K. U.S.

Change in gender wage gap -0.078 -0.143 -0.018 -0.006 0.034 -0.066 -0.051
Gap effect -0.073 -0.114 -0.025 0.020 0.022 -0.053 -0.034
Selectivity corrected-gap effect -0.030 -0.578 0.046 -0.079 -0.011 -0.334 0.183

Selectivity-corrected gap effect is based on estimating the selection corrected model using a two-stage
Heckman (1979) selection model. See text for details.

The results change somewhat for the selection corrected model, particularly with respect

to the gap effect.35 Table 5 presents the change in the gender wage gaps from 1993 to 2008

for each country once again and the gap effect from the JMP decomposition of the selection

corrected model (measured as selectivity corrected-gap effect in Table 5). For comparison, Ta-

ble 5 also includes the gap effect estimated from the model that does not account for selection.

First, for Ireland, Portugal, Spain and the U.K., even after selection correction, a substantial

part of the changes in the gender wage gaps remains unexplained. Hence, in these countries

due to sample selection, the gains in womens relative wages were understated. Moreover, the

unexplained part of the gender wage gap trends becomes negative for Portugal and Spain in

the selection corrected model, going from 0.020 log points to -0.079 log points for Portugal

and from 0.022 log points to -0.011 log points for Spain. Correcting for selection reveals the

convergence in the unexplained part of the gender wage gap in Portugal and Spain from 1993

to 2008. On the other hand, for Italy and the U.S. the unexplained part of the gender wage

gap trends becomes positive in the selection corrected model indicating that controlling for the

inverse Mills ratio, the gender wage gap widened slightly in these countries. In Austria, the

convergence in the gender wage is overstated due to selection, however about 38%(-0.030/-

35Table E.1 of the Appendix E provides the contribution of each component to the change in gender wage gaps
from 1993 to 2008 based on the selection corrected model.
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0.078) of the slowdown in the narrowing of the gender wage gap cannot be explained neither

by labor market characteristics and skills or changes in the wage structure nor selection.
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Figure 4: The Change in Labor Market Institutions, Discrimination and The Selectivity-
corrected Gap Effect

In Figure 4, we present again the relationship between the unexplained part of the gender

wage gap trends, “Selectivity-corrected gap effect and the change in labor market institutions.

The correlation coefficient between the gap effect and changes in measures that captures the

labor market institutions and discrimination decrease when selection bias is corrected. In par-

ticular the correlation between the gap effect and the change in proportion of people that agree

with the statement ”when jobs are scarce, men should have more right to a job than women”

decreases from 0.62 to 0.13. This is not surprising, considering that selection into work and the

changes in attitudes towards gender roles may be altered together. However, despite the decline

in correlation coefficients, the change in the trade union density and the change in employment

protection of regular workers are still strongly correlated with the selectivity corrected-gap ef-
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fect. This evidence confirms that, to the extent that labor market institutions are an important

component in explaining the degree of overall gender wage gap trends.

8 Concluding Remarks

The recent literature focusing on the U.S. emphasizes the role of various skills required by

occupations and changing prices of those skills on the closing gender wage gap. In this paper,

we explore the recent gender wage gap trends in various European countries as well as in the

U.S. using the direct measures of skill requirements of jobs.

Our findings reveal that, although in Austria and in the U.K., similar to the U.S. experience,

a part of the closing gender wage gap can be explained by the changes in brain and brawn skill

prices, the increase in returns to brain skills and decrease to brawn skills was not a common

phenomenon for the Southern European countries Italy, Portugal and Spain and for Ireland. In

contrast to the U.S. experience, in Southern European countries and in Ireland, the changes in

returns to brain and brawn skills had a widening effect on the gender wage gaps. Nevertheless,

from 1993 to 2008 the gender wage gaps declined in the sample of European countries, except

Spain. However, a substantial part of the changes in the gender wage gaps cannot be explained

by the changes in observable gender-specific factors (i.e. labor market characteristics or brain

and brawn skills) or changes in wage structure (i.e. returns to characteristics, skill prices or

residual wage inequality).

Other factors that may have contributed to the convergence of the unexplained gender pay

gap include changes in selection to the employment, changes in gender differences in unob-

servable skills and labor market discrimination, as well as the changes in labor market institu-

tions. The results of this study reveal the relation between the changing attitudes toward gender

and/or the labor market flexibility and the unobservable gender specific factors that contribute

to closing gender wage gap even after the non-random selection to employment is corrected.
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Appendices

Appendix A. Data Appendix

A.1. Variables

Gross hourly wage: Gross hourly wages from ECHP and EU-SILC are constructed by dividing

gross monthly wages for the previous year by monthly hours worked in the main job in that

year. The income reference period in the ECHP and in EU-SILC is the calendar year preceding

the year of data collection in all countries except the U.K. and Ireland. In Ireland it is the 12

months prior to the interview, and in the United Kingdom it refers to the period around the date

of interview. Hence ECHP data on wages refers to the year 1993 except for Austria to the year

1994 since Austria joined the survey in 1995. EU-SILC data refers to the year 2008. Wages are

converted in 2005 PPP units using the purchasing power parity (PPP) exchange rates and then

deflated by using the harmonized consumer price index (HCPI=2005). Both surveys include

supplementary information on PPP exchange rates and HCPI is extracted from OECD Main

Indicators database. In March CPS the annual earnings are top-codded. Following Katz and

Murphy (1992) and Blau and Kahn (1997) procedure, the top-codded values are multiplied by

1,45. Then, the hourly wage from March CPS is constructed using the annual gross wages for

the previous year divided by the product of weeks worked and average hours worked per week

in that year. Wages are deflated by using the consumer price index (CPI=2005).

Occupation: The occupation information in ECHP and EU-SILC is defined using the In-

ternational Standard Classification of Occupations (ISCO-88) and codded at the two-digit level.

Occupation variable from March CPS is reclassified based on European classification using the

ISCO-SOC crosswalk made available by the Center for Longitudinal Studies in the U.K. at

http://www.cls.ioe.ac.uk/text.asp?section=00010001000500160002.

Education: The education variable from ECHP and EU-SILC is harmonized by using the

International Standard Classification of Education (hereinafter, ISCED) categories. High edu-

cational qualifications are defined as ISCED categories 5-7, and include recognized third level

education. Secondary education is defined by ISCED categories 3 and 4, and includes all

second stage of secondary level education. Low education is defined as having no qualifica-
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tions or only qualifications below the secondary education level, and corresponds to ISCED

categories 0-2. Educational attainment variable from March CPS is reclassified based on

the ISCED categories using the mapping provided byUNESCO Institute for Statistics (UIS)

http://www.uis.unesco.org/education/ISCEDmappings/Pages/default.aspx.

Labor Market Experience: EU-SILC, provides the exact number of years spent in paid

work with two exceptions; Ireland and the U.K. For Ireland and the U.K. the missing infor-

mation on experience in EU-SILC is proxied using the years passed after the highest level of

education was attained. On the other hand, ECHP lacks the information on actual labor market

experience. However it provides information about the age of individuals at the highest level of

education completed and at the beginning of the working life as well as the number of contin-

uous months of unemployment before current job. Using these variables we generate a proxy

for labor market experience. To proceed more formally, let yt denote the year of the survey, ys

the year when the individual attained the highest education level, yw the year when the indi-

vidual began working life and mu the number of continuous months of unemployment before

current job (yu = mu/12 in years). The measure for labor market experience for individuals

who completed their education earlier than starting to the working life (if ys >= yw) is com-

puted as exp = yt − yw and for the ones who started the working life before completing their

highest education degree (if ys > yw) as exp = yt − ys. Then, the measure for labor market

experience is partially corrected by subtracting the continuous months of unemployment before

current job (exp∗ = exp−yu). Since March CPS does not provide information about the actual

labor market experience, we use potential labor market experience variable that is age–years of

schooling–6. Values for years of schooling is imputed using the educational attainment levels

suggested by Jaeger (1997).

A.2. Sample

ECHP samples come from the initial wave of each country which is representative for the cor-

responding year. Although the ECHP aims at being both cross-sectionally and longitudinally

representative, due to non random attrition and demographic changes arising from the arrival

of new waves of immigrants, its cross-sectional representativeness tends to fade away over
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time (See Peracchi (2002) for an overview of ECHP data). On the other hand, EU-SILC is a

four-year rotated panel and provides two types of annual data: cross-sectional data and lon-

gitudinal data observed periodically over a four-year period. The analysis are based on the

cross-sectional component of EU-SILC which is representative for the corresponding year.

The ECHP and EU-SILC samples are restricted to individuals of working age, between 25

and 54 years old. In ECHP age is top-coded at 85 years in wave 1, 86 years in wave 2, and so

on, for all countries, whilst age at first job is top coded for all countries and waves at 60 years.

As we are mostly concerned with working age population, these top-coding rules are relatively

unimportant. The sample is further restricted to individuals who are working at least 15 hours

per week with valid observations on all the variables used in the wage equations. As suggested

by Commission of the European Communities, gender wage gap “ought to be based on data

covering the whole economy, including all sectors and firm sizes, including possibly also those

working less than 15 hours per week” (CEC, 2003). However, the restriction of working at

least 15 hours per week is necessary because of the nature of ECHP, since ECHP does not

distinguish individuals regularly working less than 15 hours from those out-of the labor force

in the first two waves. Finally, wage observations five times greater than the 99th percentile of

the country wage distributions in each year or lower than 1$ per hour are excluded from the

sample.

The U.S. samples are constructed using the same rules as the ECHP and EU-SILC samples.

In particular, sample is restricted to workers 25-54 aged, not living in group quarters, not in

school, not working without pay, working at least 15 hours per week and with positive number

of years of potential labor market experience with non-missing variable responses. Finally,

wage outliers five times greater than 99th percentile of the U.S. wage distributions in each year

or lower than 1$ per hour are dropped.
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A.3.Descriptors comprising the skill measures

Variables comprising BRAIN SKILLS measure

O*Net Descriptor Description

oral comprehension listening and understanding information and ideas presented through spoken words and sentences.
written comprehension reading and understanding information and ideas presented in writing.
oral expression communicating information and ideas in speaking so others will understand.
written expression communicating information and ideas in writing so others will understand.
fluency of ideas coming up with a number of ideas about a topic.
originality coming up with unusual or clever ideas about a given topic or situation, or to develop creative ways to solve

a problem.
problem sensitivity telling when something is wrong or is likely to go wrong.
deductive reasoning applying general rules to specific problems to produce answers that make sense.
inductive reasoning combining pieces of information to form general rules or conclusions.
information ordering arranging things or actions in a certain order or pattern according to a specific rule or set of rules.
category flexibility generating or using different sets of rules for combining or grouping things in different ways.
mathematical reasoning choosing the right mathematical methods or formulas to solve a problem.
number facility adding, subtracting, multiplying, or dividing quickly and correctly.
memorization remembering information such as words, numbers, pictures, and procedures.
speed of closure quickly making sense of, combining, and organizing information into meaningful patterns.
flexibility of closure identifying or detecting a known pattern that is hidden in other distracting material.
perceptual speed quickly and accurately comparing similarities and differences among sets of letters, numbers, objects, pic-

tures, or patterns.
spatial orientation knowing the location in relation to the environment.
visualization imagining how something will look after it is moved around or when its parts are moved or rearranged.
selective attention concentrating on a task over a period of time without being distracted.
time sharing shifting back and forth between two or more activities or sources of information.

Variables comprising BRAWN SKILL measure

O*Net Descriptor Description

arm-hand steadiness keeping hand and arm steady while moving arm or while holding arm and hand in one position.
manual dexterity quickly moving hand, hand together with arm, or two hands to grasp, manipulate, or assemble objects.
finger dexterity making precisely coordinated movements of the fingers of one or both hands to grasp, manipulate, or

assemble very small objects.
control precision quickly and repeatedly adjusting the controls of a machine or a vehicle to exact positions.
multi limb coordination coordinating two or more limbs while sitting, standing, or lying down.
response orientation choosing quickly between two or more movements in response to two or more different signals.
rate control timing movements or the movement of a piece of equipment in anticipation of changes in the speed and/or

direction of a moving object or scene.
reaction time quickly responding to a signal when it appears.
wrist-finger speed making fast, simple, repeated movements of the fingers, hands, and wrists.
speed of limb movement quickly moving the arms and legs
static strength exerting maximum muscle force to lift, push, pull, or carry objects.
explosive strength using short bursts of muscle force to propel oneself, or to throw an object.
dynamic strength exerting muscle force repeatedly or continuously over time.
trunk strength using abdominal and lower back muscles to support part of the body repeatedly or continuously over time

without ’giving out’ or fatiguing.
stamina exerting physically over long periods of time without getting winded or out of breath.
extent flexibility bending, stretching, twisting, or reaching with body, arms, and/or legs.
dynamic flexibility quickly and repeatedly bending, stretching, twisting, or reaching out with body, arms, and/or legs.
gross body coordination coordinating the movement of arms, legs, and torso together when the whole body is in motion.
gross body equilibrium keeping or regaining body balance or stay upright when in an unstable position.
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A.4. Mapping of O*Net-SOC Occupational Codes to ISCO Codes

15th edition of O*Net occupational coding is based on SOC 2010, but there exist differences

between two occupation codes. O*Net splits up several SOC 2010 occupations into multi-

ple separate occupations. O*Net includes 1110 occupations with detailed information in the

database for 974 of them, while SOC 2010 includes 840 detailed occupations. 667 occupations

in 15th edition of O*Net are at SOC level which we have the ability requirements and em-

ployment shares of these occupations in the 2001 U.S. labor market. However, 37 SOC level

occupations are divided into multiple categories at O*Net level. For instance, SOC 2010 code

11-3031 is Financial Managers, which O*Net provides information on ability requirements,

but divides up this category into further two categories 11-3031.01, Treasurers and Controllers;

and 11-3031.02 Financial Managers, Branch or Department. For these two categories, we have

their ability requirements separately but we do not have their employment shares separately. We

have dealt with these O*NET categories by simply taking the descriptor values for the main 37

occupation titles (for this example the values for 11-3031, Financial Managers are taken into

account). For 269 occupations in 15th edition O*Net do not exist in SOC 2010 separately. For

instance, SOC code 13-2011 is Accountants and Auditors. O*NET divides it into 13-2011.01

Accountants; and 13-2011.02 Auditors and provides the ability requirements of detailed cat-

egories (for 13-2011.01 and 13-2011.02) but does not provide the ability requirements of the

main category (13-2011). Since we do not have the employment shares of detailed categories,

we deal with these categories by taking a simple mean of the descriptor values to determine

the skill requirement of the main title (for this example we took the simple average of descrip-

tor values for occupations 13-2011.01 and 13-2011.02 to determine the skill requirement of

13-2011 Accountants and Auditors). There is one exceptional case in O*Net classification 19-

1020.01 Biologists which does not exist in SOC classification, which we excluded from the

analysis. Information on abilities is collected for 854 occupations among those 1100.

After determining the descriptor values of all SOC 2010 level occupations we proceed as

follows: First, we matched ISCO codes with SOC 2000 codes using the ISCO-SOC 2000 made

available by the Center for Longitudinal Studies in the U.K. at

http://www.cls.ioe.ac.uk/text.asp?section=00010001000500160002. Then, using SOC 2000-
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SOC 2010 crosswalk provided by Integrated Public Use Microdata Series (IPUMS-USA) we

matched ISCO codes with SOC 2010 codes. O*Net codes are matched with ISCO codes using

these two crosswalks. Finally, using the employment shares of SOC 2010 occupations for 2001

derived from Occupational Employment Statistics Survey 2010 by Bureau of Labor Statistics,

we determine the descriptor values of broader occupational titles. In total 849 O*Net occupa-

tions are classified under broad categories of ISCO level occupations with total employment

share 97% in 2001 in the U.S. labor market.

For Portugal, EU-SILC does not differentiate two occupational categories: 1112, Legisla-

tors, senior officials and corporate managers and 1300, Managers of small enterprises. Only

for Portugal, these two occupations are aggregated while determining the descriptor values of

broad level occupations.
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Appendix B. Selected Labor Market Statistics
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Figure B.1: Employment rates in the European countries, % of labor force ages 15-64: 1980-
2008
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Figure B.2: Employment rate in the U.S., % of labor force ages 15-64: 1980-2008
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Appendix C. Principal Component Analysis (PCA)

C.1. PCA Technique

Principle Component Analysis (PCA) is a variable reduction technique which maximizes the

amount of variance accounted for in the observed variables by a smaller group of variables

called components. The components are not latent factors. PCA is not a model based technique

and involves no hypothesis about the substantive meaning of or relationships between latent

factors. Technically, let the random vector X′ = [X1, X2, ..., Xp] be our observable measures

with the covariance matrix
∑

with eigenvalues λ1 > λ2 > ...λp > 0. The linear combinations:

Y1 = a′1X = a11X1 + a12X2 + ...+ a1pXp

Y2 = a′2X = a21X1 + a22X2 + ...+ a2pXp

...

Yp = a′pX = ap1X1 + ap2X2 + ...+ appXp

with V ar(Yi) = a′i
∑

ai and Cov(Yi, Yk) = a′i
∑

ak, i, k = 1, 2, ..., p are the principle compo-

nents i.e. components are uncorrelated linear combinations Y1, Y2, ..., Yp whose variances are

as large as possible. Principle components are then defined by:

First principle component = linear combination a′1X

that maximizes V ar(a′1X) st. a′1a1 = 1

Second principle component = linear combination a′2X

that maximizes V ar(a′2X) st. a′2a2 = 1 and Cov(a′1X, a
′
2X) = 0

...

ith principle component = linear combination a′iX

that maximizes V ar(a′iX) st. a′iai = 1 and Cov(a′iX, a
′
kX) = 0

for k 6= i
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PCA can be also performed based on the correlation matrix instead of variance-covariance

matrix. If the correlation matrix is used, the variables are standardized and the total variance

will equal the number of variables used in the analysis since each standardized variable has

a variance equal to one. The use of correlation-matrix is necessary when the variables have

different scales of measurement or not measured in a natural scale. The number of principle

components is decided based on the cumulative variance explained by the components. As a

rule of thumb, the first components that explains at least 50% - 70% of the cumulative variance

are taken. Kaiser criterion also suggests not to keep components with an eigenvalue of less than

1, since these components account for less variance than the original variable does. Scree plots

can be used to represent the ability of principle components in explaining the variation in data

by showing the eigenvalues, and hence the variance explained by each component. Moreover,

component loadings of each variable involved in the analysis help to interpret the constructed

components since they show the weight of each variable in forming the components’ scores.

C.2. Constructing Skill Requirement of Occupations by PCA

Principle Component Analysis (PCA) based on the correlation matrix has been widely used

in the early research to construct task or skill measures from the various descriptors of DOT

or O*Net data (Autor, Levy and Murnane, 2003; Bacolod and Blum, 2010; Goos, Manning

and Salomons, 2009; Ortega and Polavieja, 2012). A common approach is performing sepa-

rate PCAs for different sets of selected standardized descriptors (mean zero and variance one)

and using the first principle component of each analysis as the summary measure for that par-

ticular set of descriptors (Autor, Levy and Murnane, 2003; Bacolod and Blum, 2010; Goos,

Manning and Salomons, 2009). An alternative way is constructing the measures using a joint

PCA performed using all standardized descriptors and selecting the components that explain

the substantial part of the variance. However, in the case of jointly performed PCA, by con-

struction, principle components will be orthogonal to each other. Building skill measures using

a principle component analysis of the all O*Net descriptors will be ruling out the possible

complementary or substitution, i.e. correlation between skill measures a priori.

Following the earlier literature, we also construct alternative skill measures via PCA. First,
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we performed two separate PCAs using the O*Net ability descriptors of O*Net occupations

(using the 849 O*Net occupations, those are matched with ISCO level occupations as ex-

plained in Appendix A). One PCA is performed among the cognitive ability descriptors and

the other among psycho-motor ability descriptors together with physical ability descriptors.

The first component of the first PCA explains around 50% of the variation among the cognitive

ability descriptors, while most of the variation among the psycho-motor and physical ability

descriptors are explained by first principal component (around 72% of the variation). Figure

C.1 visually presents the ability of first principle components of each analysis to explain the

variation in corresponding descriptor values. Principal components based on transformation

of correlation matrix to eigen-basis coordinates are unit free. If the loadings of all descriptors

related to the same skill in the corresponding component is positive, then a higher component

score implies a higher intensity in that skill. Table C.1 presents the component loadings of each

descriptor involved in the analysis. All the cognitive ability descriptors have positive weights

on the first principle component of the former PCA analysis (with one exception: Spatial Ori-

entation), while all psycho-motor and physical ability descriptors have positive loadings on the

first component of the later PCA without any exception. Hence we call the first and the second

components as “brains” and “brawns”, respectively.

Then again, to determine the brain skill and brawn skill requirement of broad classification

of occupations we make use of the employment shares of SOC 2010 codded occupations for

2001 are derived from Occupational Employment Statistics Survey 2010 by Bureau of Labor

Statistics. Basically, we took the weighted average of the component scores of occupations

under the broad title where the weights are employment shares. Finally, we standardized the

skill measures (mean 0, standard deviation 1). Table C.2 presents the summary statistics of

brain and brawn skill measures constructed by this procedure.
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Figure C.1: Scree plot of eigenvalues after separate PCA

Table C.1: Principal component loadings

Brains Brawns

Descriptor Component Loading Descriptor Component Loading

Oral Comprehension 0.219 Arm-Hand Steadiness 0.241
Written Comprehension 0.245 Manual Dexterity 0.241
Oral Expression 0.202 Finger Dexterity 0.177
Written Expression 0.240 Control Precision 0.233
Fluency of Ideas 0.258 Multilimb Coordination 0.258
Originality 0.243 Response Orientation 0.238
Problem Sensitivity 0.242 Rate Control 0.235
Deductive Reasoning 0.278 Reaction Time 0.241
Inductive Reasoning 0.270 Wrist-Finger Speed 0.214
Information Ordering 0.249 Speed of Limb Movement 0.241
Category Flexibility 0.251 Static Strength 0.257
Mathematical Reasoning 0.213 Explosive Strength 0.123
Number Facility 0.198 Dynamic Strength 0.250
Memorization 0.235 Trunk Strength 0.240
Speed of Closure 0.229 Stamina 0.246
Flexibility of Closure 0.216 Extent Flexibility 0.252
Perceptual Speed 0.143 Dynamic Flexibility 0.140
Spatial Orientation -0.050 Gross Body Coordination 0.244
Visualization 0.092 Gross Body Equilibrium 0.234
Selective Attention 0.183
Time Sharing 0.173
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Appendix D. Wage Regression Estimates, Decomposition Results and Robustness Checks

Table D.1: Wage Regression Estimates, U.S.

1979 1988 1993 2008

Secondary Education 0.319 *** 0.351 *** 0.432 *** 0.315 ***
(0.034) (0.044) (0.047) (0.030 )

Higher Education 0.478 *** 0.586 *** 0.739 *** 0.673 ***
(0.061) (0.060) (0.072) (0.057 )

Experience 0.043 *** 0.049 *** 0.043 *** 0.043 ***
(0.006) (0.003) (0.005) (0.004 )

Experience2 -0.001 *** -0.001 *** -0.001 *** -0.001 ***
(0.000) (0.000) (0.000) (0.000 )

Brains 0.471 *** 0.599 *** 0.568 *** 0.715 ***
(0.126) (0.129) (0.136) (0.123 )

Brawns -0.013 -0.110 -0.166 -0.170 **
(0.083) (0.100) (0.099) (0.074 )

Constant 1.941 *** 1.683 *** 1.592 *** 1.688 ***
(0.142) (0.141) (0.153) (0.141 )

VIF(Brains) 1.73 1.77 1.73 1.86
VIF(Brawns) 1.82 1.86 1.78 1.87
R2 0.17 0.23 0.25 0.27
Number of obs. 22,691 20,446 23,172 31,907
Notes: i) Occupational level clustered standard errors are in parentheses. (ii)*, **
and *** significant at 1, 5 and 10 % significance level respectively. (iii) The omitted
category is taken as low level for education dummies. (iv) Variance inflation factor:
VIF= 1/(1−Ri

2) and Ri
2 is the coefficient of determination of the regression

equation where each explanatory variable regressed on all the other explanatory
variables.
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Table D.2: Decomposition of the changes in gender wage gap, U.S.

Panel A. Descriptive statistics 1979 vs 1988 1993 vs 2008

Male residual SD∗

year t 0.496 0.545
year s 0.533 0.575

Female residual SD∗∗

year t 0.488 0.533
year s 0.521 0.546

Mean female residual from
male wage regression

year t -0.499 -0.333
year s -0.385 -0.311

Mean female residual
percentile∗∗∗

year t 22.01 32.01
year s 29.03 33.46

Panel B. Decomposition of the change in the gender wage gap

Change in gender wage gap -0.138 -0.051
(1) Observed X’s -0.012 -0.023
Education variables -0.001 -0.018
Experience variables -0.001 0.003
Brains -0.010 -0.008
Brawns 0.000 0.000

(2) Observed Prices -0.012 -0.006
Education variables 0.002 -0.001
Experience variables 0.000 0.000
Brains -0.001 -0.005
Brawns -0.013 -0.001

(3) Unobserved Prices 0.026 0.013
(4) Gap effect -0.140 -0.034

Sum gender-specific (1+4) -0.152 -0.058
Sum wage structure (2+3) 0.014 0.007
Notes: Year t and year s refer to the years 1979 and 1988 for the second column, and
1993 and 2008 for the third column, respectively. The change in the differential is the
change in the male-female log wage differentials between two corresponding years.∗

Estimated using male wage regression. ∗∗ Estimated using female wage regression.
∗∗∗ Computed by assigning each women a percentile ranking in the indicated year’s
residual male wage distribution and calculating the female mean of these percentiles.
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Appendix E. Wage Regression Estimates, Decomposition Results and Robustness Checks

Table E.1: Addressing selection bias: Selectivity-corrected gender wage gaps

Decomposition results Austria Ireland Italy Portugal Spain U.K. U.S.

Change in gender wage gap -0.078 -0.143 -0.018 -0.006 0.034 -0.066 -0.051
(1) Observed X’s 0.012 -0.062 -0.039 -0.078 0.015 -0.022 -0.003
(2) Observed prices -0.027 0.091 0.044 0.046 0.029 -0.021 -0.011
(3) Unobserved prices -0.005 -0.013 0.002 0.008 -0.022 0.007 0.012
(4) Gap effect -0.030 -0.578 0.046 -0.079 -0.011 -0.334 0.183
(5) Selection -0.028 0.420 -0.071 0.096 0.023 0.303 -0.232

Selectivity-corrected gap effect is based on estimating the selection corrected model using a two-stage
Heckman (1979) selection model. See text for details.
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