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Research Summaries

The Gender Pay Gap

Francine D.Blau and
Lawrence M. Kahn*

Over the past 25 years, the gender
pay gap has narrowed dramatically
in the United States. In our recent
research, we analyze the sources of
the relative wage gains for women in
the United States, and we study the
determinants of gender differences
in pay using international compar-
isons of the gender gap.

Trends over the 1980s
and 1990s in the
United States

After a long period of constancy at
about 60 percent, the gender pay
ratio in the United States started to
increase in the late 1970s. The pace
of change was especially rapid dur-
ing the 1980s, but it appears to have
slowed considerably during the
1990s. We examine the sources of
the robust trends of the 1980s in
detail and investigate the reasons for

the slower gains for women during

the 1990s.

Looking first at the 1980s experi-
ence, it is striking that the wage gains
for women occurred during a time
when overall wage inequality
increased substantially. This raises
the question of how women were
able to narrow the gender gap in pay

*Blau is a Research Associate in the
NBER’s Program on Labor Studies. She is
also the Frances Perkins Professor of
Industrial and Labor Relations and Labor
Economics, and Kabn is Professor of
Labor Ecomomics and Collective
Bargaining, at Cornell University’s School
of mdustrial and Labor Relations.

when overall labor-market trends
were increasingly unfavorable for
low-wage workers in general, and
women were disproportionately rep-
resented at the bottom of the wage
distribution.

In analyzing the decline in the
gender pay gap, it makes sense to
start with the two major explanations
economists have developed for
group differences in pay: differences
in human capital investments or
other qualifications; and labor mar-
ket discrimination — differences in
the treatment of men and women
who are equally qualified. These two
explanations are not necessarily
mutually exclusive, and indeed con-
siderable evidence supports each
explanation for gender pay differ-
ences at any particular point in time.
There also may be important feed-
back effects: discrimination in the
labor market may lower women’s
incentives to invest in their qualifica-
tions, and women’s lower qualifica-
tions reinforce statistical discrimina-
tion against them.!

Building on earlier work by Chin-
hui Juhn, Kevin M. Murphy, and
Brooks Pierce, we argue that to
explain trends over time in the gen-
der pay differential, we also must
consider a third factor: overall trends
in wage structure.? Wage structure
refers to the returns the market sets
for various skills or for employment
in particular occupations or indus-
tries. Although wage structure was
previously overlooked, both the
human capital and the discrimination
explanations of the pay gap imply
that it plays a potentially important
role in determining how women fare
over time. For example, despite
recent pay gains, women still have

less work experience than men, on
average. This means that if the mar-
ket return to experience rises over
time, women will be increasingly dis-
advantaged by having less experi-
ence. In addition, both the human
capital and the discrimination mod-
els suggest reasons why women and
men are likely to be employed in dif-
ferent occupations and perhaps in
different industries. This implies that
an increase in the rewards for
employment in “male” occupations
or industries will further place
women at an increasing disadvan-
tage. In fact, the patterns of rising
overall wage inequality for both men
and women have been associated
with precisely such increases in the
market rewards to skill and to
employment in high-paying male
sectors. This means that, during the
1980s, women as a group were
essentially “swimming upstream” in
a labor market that was growing
increasingly unfavorable for workers
with below-average skills — in this
case experience — and for workers
employed in disproportionately
female-dominated occupations and
industries.

How can we explain the decrease
in the gender pay gap in the 1980s,
when overall shifts in labor market
returns were working against
women as a group? Our analysis of
this period, using data from the
Panel Study of Income Dynamics,?
indicates that women were able to
more than overcome the effect of
adverse shifts in overall wage struc-
ture (that is rising labor-market
returns to skills and to employment
in high-paying male sectors) on their
relative wages by improving their
qualifications relative to men. So,
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although on average women con-
tinue to have less labor-market expe-
rience than men, they have nar-
rowed the gender difference in
experience considerably. They also
have upgraded their occupations rel-
ative to men’s, as they moved out of
clerical and service occupations and
into professional and managerial
jobs.* Women also have benefited
from a decrease in the “unexplained”
pay gap. Such a shift may reflect an
upgrading of women’s unmeasured
labor-market skills, a decline in labor
market discrimination against
women, or a shift in labor market
demand favoring women over men.
Indeed all of these factors may well
have played a role, and all appear
credible during this period.

Since women improved their rela-
tive level of measured skills, as
shown by the narrowing of the gap
in full-time job experience, it is plau-
sible that they also enhanced their
relative level of unmeasured skills.
For example, women’s increasing
labor-force attachment may have
encouraged them to acquire more
on-the-job training. There is also evi-
dence that women have increasingly
acquired more market-oriented for-
mal education, reducing gender dif-
ferences in college majors and in
professional education. The male-
female difference in SAT math scores
also has declined

It may seem less credible that dis-
crimination against women declined
in the 1980s than that women'’s
unmeasured human capital
improved, because the federal gov-
ernment actually scaled back its
antidiscrimination enforcement effort
during the 1980s.¢ However, as
women increased their commitment
to the labor force and improved their
job skills, the rationale for statistical
discrimination against them dimin-
ished. Thus, it is plausible that this
type of discrimination decreased.

e) And in the presence of feedback

effects, the revised views of employ-

ers can generate further increases in
women’s wages by raising the
returns to investments in job qualifi-
cations and skills. To the extent that
one does not fully control for such
job qualifications in the statistical
analysis used to explain the change
in the gender wage gap, they may
also help to explain the decline in
the unexplained gap.

Finally, the underlying labor-mar-
ket demand shifts that widened wage
inequality during the 1980s may have
favored women relative to men in
certain ways and thus, also may have
contributed to a decrease in the
unexplained gender gap. There is
some evidence that technological
change has produced intra-industry
demand shifts that have favored
white-collar workers in-general.’
Given the traditional male predomi-
nance in blue-collar jobs, one might
expect this shift to benefit women
more than men and partly to offset
the large increase in female labor
supply that also occurred during this
time.® In addition, increasing com-
puter use favors women both
because they are more likely than

men to use computers at work and -

because computers restructure work
in ways that de-emphasize physical
strength.’

The framework we used to obtain
these results assumes that labor mar-
ket returns to skills and to employ-
ment in particular sectors — as esti-
mated from a sample of male
workers — are determined by forces
outside the gender pay gap and are
a useful indicator of the market
rewards for both men and women.”
This assumption is consistent with
evidence that widening wage
inequality in the 1980s and 1990s
was significantly affected by econo-
mywide forces, including technolog-
ical change, international trade, the
decline in unionism, and the falling
real value of the minimum wage."
And increases in wage inequality
during this period were similar for

men and women, suggesting that
both groups may have been affected
similarly by these trends.** This
implies that our assumption is rea-
sonable. However, under some cir-
cumstances, the gender pay gap
could influence male wage inequal-
ity. For example, suppose there is a
fixed overall hierarchy of jobs and
that jobs determine wages. In this
case, as women succeed in narrow-
ing the gender pay gap by moving
up in the overall distribution of jobs
(and wages), men who are displaced
move down resulting in widening
male inequality. Nichole M. Fortin
and Thomas Lemieux argue that
recent trends in the gender pay gap
and male wage inequality are con-
sistent with such a model.” In this
view, women'’s gains to some extent
have come at the expense of men’s
losses.

Unfortunately, the data are not yet
available to undertake the type of
detailed study for the 1990s that we
summarize above for the 1980s. Most
important, datasets that contain
information on actual labor-market
experience, a crucial variable for
analyzing the male-female pay gap,
have not yet been released for a
period that covers most of the
decade. However, we have explored
what could be learned from prelimi-
nary analyses of available data,
specifically the Current Population
Surveys.* We find that changes in the
composition of the male and female
workforces by age and education
cannot explain the slowing of con-
vergence in the gender pay gap in
the 1990s. Nor does it appear that the
effect of changes in wage structure
on changes in the gender gap was
more adverse in the 1990s than in
the previous decade. These findings
suggest that the slower progress of
women during the 1990s was proba-
bly attributable to one or more of the
following factors: less rapid improve-
ment in women’s qualifications (such
as experience) relative to men’s in
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the 1990s than in the 1980s; a smaller
decline in discrimination against
women in the 1990s than in the
1980s; and less favorable demand
shifts for women in the 1990s than in
the 1980s. Future research is needed
to sort out these explanations.

International
Differences in the
Gender Pay Gap

Our work on international differ-
ences in the gender pay gap
addresses the following paradox:
while the relative qualifications of
U.S. women are high compared with
those of women in other countries,
and the United States has had a
longer and often stronger commit-
ment to antidiscrimination laws than
most industrialized nations, the
United States has long been among
the countries with the largest gender
gaps. The especially rapid narrowing
of the gender pay gap that occurred
in the United States during the 1980s
moved it closer to the middle of the
pack, but one might still question
why U.S. women do not rank higher
relative to their counterparts in other
advanced countries.

Our analysis of these international
differences — particularly the rela-
tively low ranking of the United
States — indicates that wage-setting
institutions differ considerably by
country. These differences have
implications for wage structures and
hence, for wage inequality and the
gender-earnings ratio. The manner in
which wages are determined may be
highly centralized, as is true in many
other OECD countries. These coun-
tries have very strong unions; and
wages in both the union and
nonunion sector are often deter-
mined largely by a collective bar-
gaining process. Many collective bar-
gaining agreements extend to
nonunion workers, and nonunion
firms voluntarily imitate union pay
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structures.” This contrasts with the
highly decentralized pattern of wage
setting in the United States.
Applying techniques similar to
those we use to analyze trends over
time in the gender gap, we find that
the higher level of wage inequality in
the United States than in a number of
other advanced countries is the pri-
mary reason for its relatively high
gender pay gap.'® As noted earlier,
this approach is essentially an
accounting technique and does not
explicitly test such assumptions as
the applicability of the same set of
estimated labor-market returns to
both men and women. However, in
another paper, we report the results
of a more direct test for the effect of
overall male inequality on the gender
pay gap across a number of coun-
tries in a regression context. This
research design also allows us to
determine whether our earlier results
were specific to the U.S. situation
compared to other countries or were
more generally true for a broad
range of international comparisons.
Our findings are strikingly similar
to those obtained using the Juhn-
Murphy-Pierce decomposition tech-
nique. Specifically, using Interna-
tional Social Survey Programme
microdata for each country and year
from 1985-94 (100 country-year
observations in all), we find that
higher inequality of male wages
(controlling for the distribution of
male productivity characteristics) and
higher female labor supply had large,
statistically significant, positive
effects on the gender pay gap. The
differences in inequality of male
wages were quantitatively more
important than female labor supply
in explaining differences across
countries in the size of the gap.
Based on these regression estimates,
the contribution of higher wage
inequality and higher female labor
supply in the United States to the
larger U.S. gender pay gap can be

estimated. Both factors help explain
the higher U.S. gap, with wage
inequality being considerably more
important than female labor supply.
It is interesting to note that because
these variables are more than suffi-
cient to account for the higher U.S.
gender pay-gap, the implication is
that unmeasured factors — perhaps
higher female qualifications or less
discrimination — favor U.S. women
compared to their counterparts in
other countries."”
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