JoINT EconomMic COMMITTEE
DEMOCRATS

SenaTOR JAack ReeD (D-RI) — RANKING DEMOCRAT

BACKGROUND ANALYSIS APRIL 2006

AN OvVERVIEW OF THE GENDER EARNINGS GAP

The typical female worker in the United States earns less
than the typical male worker. While the earnings gap has
narrowed somewhat over time, much of this change has
resulted from the stagnation of male earnings. Part of the
continuing gap can be explained by differences between
men and women in such factors as work experience, training,
occupation, and industry. But part of the difference generally
remains unexplained after controlling for those factors.
Some of the unexplained gap may be due to different career
choices that women and men make to accommodate family
responsibilities. Butaudit studies and other evidence suggest
that gender-based discrimination almost certainly plays a
role.

How Large is the Earnings Gap?

According to the most common measure of the earnings
gap, women earn about 23 percent less than men for full-
time work. This figure is based on the median annual
earnings of full-time, full-year female and male workers as
published by the Census Bureau. Focusing on full-time
workers allows observers to examine differences in earnings
not due primarily to differences in hours of work. In 2004,
the female-to-male earnings ratio was 0.77 for full-time,
full-year workers.! Thisratio reflects median annual earnings
of $31,223 for full-time, year-round female workers and
$40,798 for full-time, year-round male workers.

Bureau of Labor Statistics data on median weekly earnings
provide an alternative measure of the earnings gap. This
measure yields aslightly higher female-to-male earnings ratio
of 0.81 based on median usual weekly earnings of $585
for female full-time workers and $722 for male full-time
workers in 2005.?

The Earnings Gap Has Narrowed Over Time

The gap between the annual earnings of female and male
workers has narrowed by almost 20 percentage points over
the last 25 years (Chart 1).2 After remaining essentially
unchanged during the 1960s and 1970s, the female-to-male
earnings ratio increased substantially during the 1980s.
During the 1990s the ratio continued to increase but at a
slower rate. Since 2001 the ratio has remained relatively
constant. The measure based on weekly earnings has
followed a similar pattern.*

The increase in the female-to-male earnings ratio occurred
in large part because of the stagnation of male earnings.
Chart 2 shows how the median annual earnings of full-time,
full-year male and female workers have changed over time.
Between 1960 and 1973, both male and female median
earnings increased steadily. Since 1973, however, while
female median earnings continued to grow at about the same
rate as before, male earnings have remained essentially
unchanged.

The Effects of Age and Birth Cohort

The gender gap in earnings has narrowed over time in part
because younger cohorts of women with higher skills and
stronger labor force attachment have entered the labor force,
replacing older cohorts of women with lower skills and
weaker attachment to the labor force. The female-to-male
earnings ratio in almost every age group is higher for younger
cohorts of women than for older cohorts of women.

If the higher earnings of younger cohorts were the sole force
atwork, one might expect the overall gender gap in earnings
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Chart 1

The Earnings Gap Has Narrowed over Time
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Women's Earnings Have Increased While Men’s Earnings Have Stagnated
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The Earnings Gap Is Smaller for Younger Cohorts of Workers but it Grows Wider
During the First Half of Workers’ Careers
Women'’s Earnings as a Percentage of Men'’s Earnings for Full-Time Workers, by Birth Cohort and Age
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to decline steadily. That would occur if the gender gap in
earnings remained relatively constant for each cohort of
workers as they age.

In fact, however, the female-to-male earnings ratio exhibits
a U-shaped pattern as workers age (Chart 3).> The
earnings ratio tends to decrease through the mid-to-late
thirties and then level off, even for the more recent cohorts.
For the older cohorts, for whom data are available for a
greater number of years, the data show the earnings ratio
increasing in the second half of workers’ careers, after about
age 50.

One explanation for the decrease in the earnings ratio for
women in their thirties is the presence of children in the
household. At least two theories exist for how childrearing
could depress women’s wages. First, women, whether
through socialization or by choice, generally spend more
time than men on caregiving within the family and may
therefore alter their work situation to accommodate their
family responsibilties. They may take less demanding jobs
or pass up promotions to positions of more responsibility.

Second, employers may treat women of childbearing age
differently from men, by for example shunting them into
lower-paying “mommy track” positions or overlooking them
for promotions because of concerns that they will not devote
as much time and energy to their jobs because of their family
responsibilities. These issues will be explored further below.

Theories and Evidence about the Causes of the
Earnings Gap

Several theories have been offered to explain why the gender
earnings gap exists, and why it has declined over time.
Differences between men and women in their level of human
capital (such as education, training, and work experience),
occupation and industry in which they work, and differences
in treatment by employers could affect wages and result in
the observed difference between the typical earnings of
female and male full-time workers. The main source of
disagreement is over how much the observed patterns result
from preferences and choices and how much they reflect
limited opportunities. Itis difficult to sort out this debate
from the data.
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Human Capital. At one time, differences in human capital
could explain a substantial fraction of the earnings gap. For
example, in the 1970s women were much less likely than
men to have graduated from college. Ten percent of women
aged 25 or over were college graduates in 1973 compared
with 16 percent of men.® Women were also less likely than
men to stay with the same employer for a long period of
time, in part because they were more likely to take time out
of the labor force. Inthe early 1980s, 25 percent of women
had been with their current employer at least 10 years
compared with 38 percent of men.” One representative
study by Francine Blau and Lawerence Kahn found that
simply accounting for differences in human capital such as
educational attainment and years of work experience
explained about 20 percent of the earnings gap in 1979.8

Differences in both education and work experience have
narrowed substantially since then. In 2004, women were
almost as likely as men to have 4 or more years of college
(26 percent of women compared with 29 percent of men)
and to have been with their current employer at least 10
years (29 percent of women compared with 32 percent of
men). Asaresult, the importance of human capital differences
inexplaining the earnings gap has diminished. Blauand Kahn
found that by 1998 the proportion of the earnings gap
explained by differences in human capital had declined to
10 percent.® They attributed 39 percent of the narrowing
of the earnings gap during the 1980s and 1990s to changes
in human capital characteristics.'°

Occupation and Industry. Women tend to be more
concentrated than men in low-paying occupations and
industries. While these differences have lessened over time,
they remain significant. Women have increased their
representation in higher-paying managerial and professional
positions over time, but they are still more likely than men to
be found in service and administrative support occupations
and less likely than men to be found in blue-collar occupations
with relatively high pay such as precision production, craft,
and repair.*!

Controlling for occupation and industry in analyses of the
earnings gap is controversial because no consensus exists
about why these differences in occupation and industry exist
or why predominantly female jobs tend to pay less than
predominantly male jobs.*? It could be that the jobs women
tend to choose offer non-pecuniary benefits such as greater
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flexibility and less responsibility and stress, while the jobs
men tend to choose require more overtime, more exposure
to difficult or hazardous conditions, and more specialized
skills and therefore pay more.

However, job segregation could also reflect the effects of
discrimination, whether directly through the actions of
employers or indirectly through women altering their career
decisions based on perceived opportunities and socialization
about what constitutes appropriate work for women. If
this is the case, then including occupation and industry in
the analysis would capture elements of discrimination by
employers instead of the effects of individual choices.

For example, women are a disproportionate share of
elementary school teachers. Is it a choice—teaching
provides a work schedule that is compatible with family
obligations and is a nurturing profession? Or are women
steered into the profession?

While controlling for occupation and industry as well as
human capital does substantially more to explain the earnings
gap than controlling for human capital differences alone, a
significant amount of the earnings gap generally remains
unexplained. Blau and Kahn found that controlling for both
human capital differences and differences in occupation and
industry explained 56 percent of the earnings gap in 1998.
Another study by Kimberly Bayard, Judith Hellerstein, David
Neumark, and Kenneth Troske used very detailed records
to compare men and women working in the same
occupations within the same establishments. They found
similar results, with only about half of the earnings gap
explained by human capital, occupation, and industry
differences.®

Blau and Kahn conclude that changes in occupation and
industry were slightly less important than changes in human
capital in explaining the closing of the earnings gap during
the 1980s and 1990s. Occupational variables explained
29 percent of the narrowing of the earnings gap. Women
shifted into higher-paying occupations and industries and
men lost union jobs, which tend to be higher paying, ata
higher rate than women did.**

Unexplained Gap. While a portion of the earnings gap
examined in these studies can be explained by
characteristics such as experience, occupation, and industry,
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researchers consistently find that some amount of the earnings
gap is left unexplained.’®> Some observers attribute this
unexplained gap to unmeasured differences in productivity
that result from the choices women make to balance their
work and family responsibilities. Other observers attribute
the unexplained gap to discrimination. Still others suggest
that the unexplained gap results from differences in
unmeasured factors such as cognitive ability and quality of
education.®

A large part of the debate centers around the question of
the impact of children on women’s earnings. Studies have
found that while marriage and the presence of children tend
to have a positive impact on the earnings of men, they tend
to have a negative impact on the earnings of women.’

Having children could have a real impact on women’s
productivity and therefore on the wages that they can
command. If they have a choice, they may be willing to
trade higher pay for a job in a more family-friendly work
environment providing greater flexibility, less stress, and less
overtime. Itwould be difficult for the data to capture all
these differences, but even when studies include variables
that address this issue to some extent, a substantial
unexplained earnings gap remains.®

Having children or being of child-bearing age could
negatively affect wages due to discrimination by employers.
For example, if employers perceive that women’s skills and
productivity will be negatively affected by time out of the
workforce and the competing responsibilities of caregiving,
they may offer women lower wages, restrict them to
“mommy track” positions, or overlook them in hiring and
promotion.

This discriminatory treatment of women—termed statistical
discrimination—could have feedback effects on women’s
behavior in the labor force. For example, if awoman finds
that she earns less than her husband and perceives that she
has few prospects for promotion and higher pay that would
make her re-entry into the labor force after childbearing
attractive, then she will be more likely to spend time out of
the labor force after giving birth. This in turn will reinforce
employers’ beliefs that women are a riskier investment than
men because they are more likely than men to leave the
workforce to care for a child.
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Statistical discrimination by employers is only one of the
ways that discrimination could act to lower women’s
earnings. For example, there could be overt discrimination,
with employers basing hiring, pay and promotion decisions
on their own preference for male or female workers or on
the preferences of co-workers or customers. Such behavior
could resultina “glass ceiling” with women prevented from
reaching upper-level, higher-paying positions. Inaddition,
women’s exclusion from jobs held predominantly by men
could result in an over-supply of workers in predominantly
female jobs, depressing women’s wages.

In sum, researchers are able to attribute a portion of the
earnings gap to differences in observable characteristics such
as education, experience, occupation, and industry.
However, some portion generally remains unexplained.
Substantial disagreement exists about how much of the
unexplained difference—or for that matter the differences
in observed characteristics—results from direct or indirect
effects of discrimination and how much results from the
effects of choices and unmeasured differences between men
and women.

The Question of Discrimination

Itis quite difficult to resolve this debate about whether the
gender gap in earnings is attributable to women’s choices
or discrimination based on the results of statistical analyses
that attempt to isolate the effects of particular characteristics.
The empirical evidence from these analyses is not sufficiently
robust to rule out either explanation.

However, other types of studies have found more direct
evidence of discrimination. For example, audit studies assess
employer reaction to candidates who are identical except
for their sex. One such study found that at high-priced
restaurants, women were much less likely than men to be
called for an interview and ultimately to receive an offer of
employment.’® In addition, a study of blind orchestra
auditions, during which individual musicians are hidden from
the judges by a screen, found that such a procedure increases
the chance that women will advance to later rounds of
auditions and eventually be hired.?

Finally, court cases provide a gauge of the existence of
discrimination in the workplace. In recent years, Morgan

JoINT Economic CommITTEE © 804 HART SENATE OFFICE BuiLDING ® WASHINGTON, D.C. 20510 « 202-224-0372




Stanley agreed to pay $54 million to settle a class-action
sex discrimination lawsuit. The suitalleged that women were
denied promotions, received unequal pay, and were
discriminated against in the terms and conditions of
employment.?* Boeing agreed to pay between $40.6 and
$72.5 million to settle a class-action sex discrimination
lawsuit. The lawsuit alleged that Boeing denied its female
employees job assignments, promotional opportunities,
management positions, training, equal pay, overtime, and
other benefits and conditions of employment because of
their gender.?? In 2005, the Equal Employment Opportunity
Commission found in favor of the person bringing charges
of sex discrimination in over 5,700 of the cases submitted
to it, or 25 percent of the formal complaints filed.

Conclusion

Women typically earn less than men. The official government
statistics based on annual and weekly earnings of full-time
workers do not account for differences in such factors as
education, work experience, occupation, industry and job
requirements. Research that examines the impact of these
factors indicates that they explain part of the gender earnings
gap, but some portion of the earnings gap remains
unexplained. While part of the gap may result from career
choices women make to accommodate family
responsibilities, discrimination almost certainly playsarole.
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