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Introduction

We analyse trends in wage inequality in Central and Eastern Europe

How high are the wage inequalities?
How do they differ across CEE? How do they compare to Western Europe or
CEE?
How did they evolve since ѱѶѶѶs?

What is the role of firms?

Are wage differentials higher between or within firms?
How do these patterns change?

What are the micro determinants of wage inequalities?
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Main results

The levels of wage inequality have converged among the CEE countries

The largest changes occurred between ѱѶѶ6-ѱѶȣѳ (Great Recession)
Most of the inequality levels are explained by the between-firm component
(but not in each country)
Most of the inequality changes are explained by the between-firm component
(but not in each country)
At micro level, variances associated with workers and co-workers education,
age, occupations and market services
Changes in the size of variance of wages can be attributed mostly to shifts in
the intercept - institutional factors?
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Growing evidence on the role firms play in determining wage inequalities
(Lazear and Shaw ѱѶѶѵ, Card, Heining and Kline ѱѶȣѲ; Barth, Bryson, Davis
and Freeman, ѱѶȣ6; Blau and Kahn ѱѶȣ6; Card, Cardoso, Heining and Kline
ѱѶȣѲ)

Within-firm component higher, but high growth in the between-firm
component in the U.S. ȣѵѵѱ-ѱѶѶƭ: Barth et al. ѱѶȣ6
Low between-firm component contribution in Sweden, compared to Brazil,
and growth mainly in the within component (Akerman et al., ѱѶȣѲ)
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European Structure of Earnings Survey, a large linked employer-employee
dataset

ѳ waves of repeated cross-sections
Harmonized data available for ѱѴ EU countries
We analyse BG, CZ, EE, HU, LT, LV, PL, RO, SK
We do not have data from ѱѶѶѱ for all countries, so we focus on ѱѶѶ6, ѱѶȣѶ
and ѱѶȣѳ waves
We use gross hourly wages
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Measure of wage inequality

We normalize log wage such that for each country ŵit = 100 ∗ wit
w̄t

Our measure of wage inequality is the variance of normalized log wages (ŵit)
We decompose the overall variance into the within- and between-firm
component:
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where ˆ̄wt is the average normalized log wage in year t in a given country, ˆ̄wjt
denotes average normalized log wage for workers in firm j in year t, Nt is the
number of all workers in year t and Njt is the number of workers in firm j.
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Variance of normalized log wages (ѱѶѶѱ-ѱѶȣѳ)

Source: Own calculations based on European Structure of Earnings Survey



How do CEE compare to WE/ SE?



Between firm differentials drive wage inequality gaps



BG, RO : high between-firm shares of inequality



Changes over time? Share of between-firm inequality



Residual wage inequality - between component is lower



Micro determinants: RIF regression
Method introduced by Firpo, Fortin, and Lemieux (ѱѶȣ8)
We calculate the recentered influence function value for each observation:

RIF(ŵit) = (ŵit − ˆ̄wt)
2 (ѱ)

Next, we estimate the following model by OLS (for each year and country
separately):

RIF(ŵit) = β0 + β1Xit + β2Xjt + ϵit (Ѳ)

where Xit is a set of individual characteristics (age, gender, education,
occupation, type of contract), and Xjt is a set of firm characteristics (sector,
public/private firm, share of female workers, share of workers with tertiary
education, share of workers aged ѴѶ years or more and share of workers with
tenure of less than two years)
Interpretation: the partial effect of a small change in the distribution of a
covariate on the distributional statistic of interest (in our case variance of
normalized log wages)
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RIF(ŵit) = β0 + β1Xit + β2Xjt + ϵit (Ѳ)

where Xit is a set of individual characteristics (age, gender, education,
occupation, type of contract), and Xjt is a set of firm characteristics (sector,
public/private firm, share of female workers, share of workers with tertiary
education, share of workers aged ѴѶ years or more and share of workers with
tenure of less than two years)
Interpretation: the partial effect of a small change in the distribution of a
covariate on the distributional statistic of interest (in our case variance of
normalized log wages)



What contributes to wage variance? (RIF regs)



What contributes to wage variance? (RIF regs)



What contributes to wage variance? (RIF regs)



What contributes to higher variance of wages

tertiary education at individual level, reinforced by tertiary-educated
co-workers

age matters as well - older workers associated with higher wage inequality
(compared to young ones), but not at firm-level, higher share of older
coworkers decreases wage inequality
higher skilled occupations lower wage inequality, but not in BG and RO - where
employees in high skilled occupations increase the overall wage inequality
sectoral affiliation matters: market services contribute the most to variance
of wages, coefficients particularly high in BG and RO
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Micro determinants: Blinder-Oaxaca decomposition

We use a standard Blinder-Oaxaca decomposition to distinguish the
contribution of changes in endowments, coefficients and interaction to the
change in the overall variance
We decompose the change in the overall variance between ѱѶѶ6 and ѱѶȣѳ for
each country, according to the formula:

Var( ˆwi,2014)− Var( ˆwi,2006) = β2006(X̄2014 − X̄2006)

+(β2014 − β2006)X̄2006

+(X̄2014)− X̄2006) ∗ (β2014 − β2006)

(ѳ)



Micro determinants: results

The positive effect of tertiary education on the variance of log wages has
decreased in most countries (stable in other)

The effect of age of a worker has increased in most countries
There has been no universal patterns in changes in occupational and sectoral
effects in CEE
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Blinder-Oaxaca: results

Source: Own calculations based on European Structure of Earnings Survey



Blinder-Oaxaca: results
The biggest part of the change in overall variance was explained by changes
in coefficients, but most of this contribution is due to the changes in
intercepts (pointing to the likely role of institutional changes)

Source: Own calculations based on European Structure of Earnings Survey
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The levels of wage inequality have converged among the CEE countries

The largest changes occurred between ѱѶѶ6-ѱѶȣѳ (Great Recession)
Most of the inequality levels are explained by the between-firm component
(but not in each country)
Most of the inequality changes are explained by the between-firm component
(but not in each country)
At micro level, variances associated with workers and co-workers education,
age, occupations and market services
Changes in the size of variance of wages can be attributed mostly to shifts in
the intercept - institutional factors?
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