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Chapterr 1 

Introduction n 

1.11 Overview 

Thiss thesis is a collection of several papers, with the focus on the issues of part-time 

work,, fixed-term jobs, the gender wage gap and the cohort effects on changes in men's 

wagee distribution. The main papers in this thesis are based on empirical studies using 

dataa sets for the Netherlands and the UK. 

Althoughh the papers in this thesis touch on different issues and can be read 

independently,, there is a common denominator across the main chapters: they all deal 

withh wage differentials. Such wage differentials are examined from different 

perspectives.. First, I investigate to what extent the level of the hourly wage differs for 

part-timee and full-time workers. Second, I explore what wage differences exist between 

fixed-termm workers and those in permanent jobs. Third, I analyse the gender wage gap. 

Finally,, the cross-cohort wage differentials are examined. 

Accordingg to neoclassical economics, there is a market-clearing or market 

equilibriumm wage in a freely operating labour market. This market equilibrium wage is 

reachedd when labour demand equals labour supply. If every worker could perform any 

jobb without training, and if there were no difference between jobs, every worker would 

receivee the same wage. However, as Bosworth et al. (1996) pointed out, in the real world 

thee labour market is imperfect, and it is evident that there is a wide spectrum of wages. In 

thee neoclassical model, wage differentials are important in achieving an efficient 

allocationn of scarce resources. Wage differentials may reflect the underlying forces of 

supplyy and demand. The differences in productivity between workers can also produce 

wagee differentials. Human capital theory predicts that education and on-the-job training 

aree important elements in improving productivity. Thus those with higher levels of 



educationn and job training will earn higher wages. Although human capital theory is one 

off  the most powerful tools in explaining wage differentials, a number of competing 

theoriess also contribute to an understanding of such differentials. Among others, the 

theoryy of compensating wage differentials and efficiency wage theory are widely cited. 

Inn practice, non-market factors can also affect wage differentials. For example, there 

iss a long history of fighting against discrimination in the labour market. It has been 

arguedd that more centralized wage setting will narrow wage differentials (Freeman, 

1998).. Government can influence wage differentials through rules and legislation. For 

example,, the national minimum wage set by government can benefit lower-paid workers 

andd thus reduce wage inequality among workers. 

Detailedd theoretical exploration of wage differentials is beyond the scope of my 

research.. The above discussion simply shows that wage differentials could arise as a 

resultt of many different factors. These factors compound each other and give rise to a 

widee spectrum of wages. Discussions of the wage gaps across different occupations, 

industriess and firms, along with union and non-union wage differentials, used to be the 

highlightss in the study of wage differentials. However, European labour markets have 

changedd dramatically during the past few decades. The increased participation of women 

inn the labour force, the fall in the number of young workers in the labour markets, the 

improvedd level of education for young people and the diversification of forms of 

employmentt as a result of the search for greater flexibility by firms and workers are only 

somee examples of such changes. Also, labour market institutions have been reformed in 

responsee to rapid changes in the labour markets. Hence, there is a need to investigate how 

thesee changes have impacted on wage differentials by using modern econometric 

techniques.. I expect that my papers in this thesis can make a contribution to these studies. 

Thee main chapters in my thesis, as mentioned above, include analysing four pairs of wage 

differentials:: between part-time and full-time workers; between fixed-term and 

permanentt jobs; between men and women; and between different cohorts. 

Thee data sets for the Netherlands and the UK are used in my research. This in part 

reflectss some difficulties in acquiring suitable data sets from other sources that can be 

usedd without any restriction (in terms of time and cost). As many relevant academic 

paperss written in English can be found in both countries, using these two countries' data 
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wil ll  help overcome the obstacles of language when making reference to previous research 

onn the subjects. On the other hand, perhaps more importantly, it reflects my great interest 

inn the differences between these two countries' labour markets. 

Accordingg to Esping-Andersen's classification (1990), Great Britain is categorized as 

aa 'liberal welfare state'. Indeed, the British labour market differs in many ways from the 

majorr labour markets in continental Europe. For example, negotiations on wages in Great 

Britainn are conducted at the enterprise level; wage setting where unions are present is 

decentralizedd (Gosling and Lemieux, 2001). There is no general mechanism to extend 

unionn wage floors beyond the organized sector; consequently, the fraction of workers 

coveredd by collective agreements is relatively modest in Great Britain. Moreover, labour 

markett institutions have been reformed during the 1980s and 1990s. The major changes 

inn labour market institutions include the decline in union membership, the weakened and 

finallyfinally  abolished wage council in 1993, and the introduction of the National Minimum 

Wagee (NMW) in 1999. 

Hartogg (1999) noted that the Dutch labour market has strong corporatist features. 

Thesee make it possible for the Dutch government to develop and implement social 

economicc policies in cooperation with trade unions and employers' organizations. For 

example,, during the 1980s and 1990s, extensive and prolonged wage moderation and the 

increasingg flexibilit y of labour were actively pursed - or at the very least, simply not 

obstructedd - by each of the three partners (government, employers and unions) in the 

Netherlandss (Salverda, 2000). Wage bargaining at industry level is predominant in the 

Netherlands.. Although there is a relatively low density of trade union membership, the 

resultss of collective agreements can cover large portions of the labour force. 

Muffelss and Fouarge (2001) emphasized the importance of taking account of different 

labourr market institutions for comparative research. Indeed, differences in the 

institutionall  settings may explain to some extent why the Netherlands has a higher ratio 

off  part-time employment than the UK; more centralized wage setting in the Netherlands 

makess it more likely that there are relatively smaller wage differentials between part-time 

andd full-time workers than in the UK. Accounting for the specific national institutional 

settingg and other societal contexts when explaining the econometric results is another 

featuree of my study. 
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Whenn examining wage differentials between part-time and full-time workers, between 

fixed-termm and permanent jobs, and the gender wage gap, a number of wage equations are 

fitted.. These models are Mincer-type wage equations (1974). As with other researchers, 

whenn fitting the models, I also control for occupation, industry, region, and other 

importantt factors that might affect wage levels. Note that the wage equation used to 

examinee cross-cohort wage differentials is different from Mincer-type wage equations in 

soo far as individuals' wage profiles are derived from a simple production function. This 

wagee equation consists of cohort and age effects. Moreover, the interaction of cohort and 

agee is considered when estimating the wage equation. 

AA two-step estimation method is used to model the hourly wages of part-time and 

full-timee workers. This method allows us to control for the problem of sample selection. 

Too use this method, a 'choice model' needs to be estimated first. Among a number of 

'choicee models', I use the ordered probit model. The model is built on the assumption 

thatt individuals choose different kinds of jobs to maximize their lifetime utility. In 

addition,, the estimated model should be regarded as a reduced-form econometric model 

inn the sense that we cannot fully justify whether the estimates are the ones caused by the 

demandd for part-time jobs or the ones determined by supply-side preferences. On the 

otherr hand, in order to gain a comprehensive understanding of fixed-term contracts, a 

multinomiall  logit model is estimated to show who is more likely to have a fixed-term job. 

Similarly,, the estimated model should be viewed as a reduced-form econometric model, 

andd it rests on the assumption that individuals choose different kinds of jobs to maximize 

theirr lifetime utility. 

Whenn examining the gender wage, two related wage decomposition techniques are 

employed.. The Oaxaca (1973) method is adopted to decompose the gender wage gap for 

thee 1990s, while the JMP method invented by Juhn, Murphy, and Pierce (1991) is used to 

analysee the changes in the gender wage gap in the 1990s. Although the JMP method has 

beenn criticized by some authors (see, e.g. Suen, 1997; Welch, 2000), so far the method is 

stilll  the one used by most researchers to examine the changes in the gender wage gap 

overr time and to make comparative studies across countries. 
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1.22 Chapter outline 

Chapterr 2 discusses labour market flexibilit y and analyses the expansion of non-standard 

employmentt across the EU member countries. The main purpose of this chapter is to set 

thee scene for further analysis of part-time employment and fixed-term contracts in 

Chapterss 3 and 4. Chapter 2 starts by reviewing the background to the increasing 

flexibilit yy in the labour markets and then discusses some concepts related to non-standard 

employment.. Based on time series data, Chapter 2 also documents the development of 

non-standardd forms of employment across selected European countries. As a number of 

typess of jobs can be classified as non-standard employment, it is impossible to discuss 

themm in one chapter. Instead, the discussion focuses on part-time work and temporary 

employment,, which have increased significantly during the past two decades. When 

lookingg at cross-country differences in the extent and forms of part-time work and 

temporaryy employment, I explain them in the context of the specific institutional setting 

andd societal differences. This method enables us to gain a better understanding of the 

roless of institutional and other societal-specific factors in the growth of non-standard 

formss of employment. 

Chapterr 3 uses the European Community Household Panel to analyse part-time work 

andd identify the wage differentials between part-time and full-time workers in the 

Netherlandss and the UK. Two main questions are raised in the chapter. First, who is more 

likelyy to work on a part-time basis? Second, to what extent does the wage level of part-

timee workers differ from that of full-time workers? The exploration of the first question is 

basedd on the estimated ordered probit model. To answer the second question, the wage 

equationss for part-time and full-time workers are estimated separately. 

Thee analyses in Chapter 3 are made in a comparative framework. As shown in the 

chapter,, Dutch women are more likely to work part-time than women in the UK. Yet 

part-timee workers in the UK have much larger wage gaps compared with their 

counterpartss in the Netherlands. Such differences between the two countries are taken as 

evidencee resulting from the specific national institutional context and different societal 

structures.. Another feature of the study in Chapter 3 is that short part-time and long part-

timee jobs are distinguished. This classification is different from the notion that part-time 
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workerss are an undifferentiated mass. I examine the extent to which those in short part-

timee jobs differ from those in long part-time jobs in terms of the wage gaps relative to 

full-timee workers. Doing this gives us more insights into the employment position of 

part-timee workers in the labour markets in terms of their wages. 

Thee focus of Chapter 4 is on fixed-term jobs in the Netherlands. In a similar way to 

thee structure of Chapter 3, two main questions are on the research agenda. First, who is 

moree likely to take a fixed-term job? Second, what wage differences exist between fixed* 

termm workers and those in permanent positions? A multinomial logit model is used to 

analysee the first question. To answer the second question, two-level random intercept 

modelss are used to fit the wage equations. Using this kind of multilevel technique enables 

uss to take account of both within- and between-firm wage variations. The analyses show 

thatt fixed-term workers in the Netherlands are paid at a lower rate than those in 

permanentt jobs. Moreover, male workers in fixed-term jobs suffer more wage penalties 

thann their female counterparts. 

Chapterr 5 is a study of the gender wage gap during the 1990s in Great Britain. This 

studyy is comprehensive in the sense that both the absolute level (i.e. the gender wage gap 

inn the 1990s) and the relative level (i.e. the changes in the gender wage gap in the 1990s) 

off  the gender wage gaps are investigated. The evidence shows that despite the fact that 

Britishh women's wages relative to men's have increased over the 1990s, the gender wage 

gapp can still be detected. The main factor attributable to the wage gap is the gendered 

differencee in returns to the observed characteristics. Based on this finding, it has been 

emphasizedd that further policy initiatives are required to combat the gender wage gap. On 

thee other hand, the results of decomposing changes in the gender wage gap demonstrate 

thatt the reduction in the gap occurred between 1991 and 2000, despite there being an 

overalll  effect of wage structure that worked to widen the wage gap. This indicates that 

duringg the 1990s the decline in the gap of gender-specific factors was more than 

sufficientt to counterbalance the role of wage structure that moved against the 

improvementt of women's wages in Great Britain. 

Inn Chapter 6, the association between cohort effects and the changes in male wage 

distributionn in the British labour market is investigated. When analysing cohort effects on 

thee changes in wage distribution, the earlier research used large-scale data sets and 
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createdd a variable reflecting the size of specific cohorts. However, there is an increasing 

tendencyy to use medium-sized data in recent studies. Following the method developed by 

Beaudryy and Green (2000), the wage equations incorporating cohort dummy variables are 

estimated.. A cohort is defined as a group of individuals who are 25 years old. 

Furthermore,, age 25 is regarded as the entry age to the 'mature labour market' (for 

detailedd discussion, see Part 6.4 in Chapter 6). Another feature of Chapter 6 is that when 

fittingg the model, an interaction term of age and cohort effects is taken into account to 

showw whether the age-eaming profile has been becoming flatter or steeper across 

differentt cohorts. 

Chapterr 6 presents the evidence of a significant cohort effect on the changes in men's 

wagee distribution during the past two decades in Great Britain. More recent labour 

entrantss earned higher wages than earlier cohort groups; moreover, the age-earning 

profiless have become flatter for more recent labour entrants. Comparisons across 

differentt education groups show that the wage differentials between highly educated 

workerss and those with a lower level of education have widened for more recent cohorts 

off  young workers. 

Finally,, Chapter 7 is used to summarize the findings for the research in this thesis. At 

thee end of the chapter, the possible extension of my research in the future is discussed. 

1.33 Data used in the main chapters 

Differentt types of data from various sources are employed in my research. Each of 

Chapterss 3-6 has a section introducing the data used for the study. Therefore, in this 

section,, I will keep my description of the data as simple as possible. 

Thee data used in Chapter 3 comes from the Users' Database of the European 

Communityy Household Panel (ECHP). During my one-month visit to the 

CEPS/INSTEADD in Luxembourg, where the ECHP can be used without charge, it was 

impossiblee to analyse all the countries' panels. Instead, a few countries had to be 

selected.. Considering that the panels for the Netherlands and the UK have more 

observationss on part-time workers, yet some variables can be consistently obtained from 

7 7 



theirr panels, the data sets of the Netherlands and the UK for the year 1998 have been used 

forr the study in Chapter 3. 

Chapterr 4 uses the data from the AVO (Arbeidsvoorwaarden Onderzoek). The AVO 

dataa is a type of linked employer-employee data. Two data sets, collected in October 

19977 and October 1998, are adopted. As the information in the data sets is obtained 

throughh firms, administrative departments, it is strongly anticipated that the data sets are 

lesss likely to be severely contaminated by measurement errors. 

Thee data source for Chapter 5 is the British Household Panel Survey (BHPS). The 

BHPSS is designed as an annual survey of each adult member of a nationally 

representativee sample of the population of Great Britain living in private households. The 

firstt survey was conducted during the autumn of 1991. The study in Chapter 5 makes use 

off  the first 10 waves of BHPS, covering the years 1991-2000. 

Thee analyses in Chapter 6 are based on the data from the General Household Survey 

(GHS)) in Great Britain. The GHS started in 1971 and was carried out prior to 1996 by the 

Officee of Population Censuses and Surveys (OPCS). In April 1996, the OPCS was 

amalgamatedd to become the Office for National Statistics (ONS), and since then the 

sociall  survey division of the ONS has conducted the surveys. It is worth noting that the 

GHSS is not panel data but a repeated cross-sectional survey. Because some variables used 

too fit the models are not available prior to the 1983 survey, the study only uses the data 

setss from 1983 to 2001. 
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