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Testing Self-Selection in Transitions between
the Public Sector and the Business Sector

Yuval Mazar

Abstract

This paper tests the Incentive Theory predictidrag tvages which are less sensitive
to performance or skill attract lower quality workeand wages which are more
sensitive attract higher quality workers. A longinal dataset of individuals moving
from the Israeli public sector to the Israeli besis sector or vice versa, is used to test
whether and to what extent relative equal-sharimgcadirages participation of
productive individuals. The findings provide eviderof a negative selection among
those switching from the business sector to thdipsgbkctor, and a positive selection
among those moving in the opposite direction, esfig@among men. Entrants to the
public sector from the business sector were negjgtiselected in their conditional
pre-entry earnings — identified as skills — comgdaie non-leavers. Individuals who
left the public sector were positively selectedtihgir skills compared to the workers
who stayed. At the broader level, these findings/jole micro level empirical support
for Borjas’ hypothesis that migrants’ self-selentidepends on the difference in

earnings inequality between the origin and theidason.



1. Introduction

The public sector (PS) is more equal sharing comgap the business sector (BS,
commonly called the private sector). This is raielcoy a compressed wage structure
and probably by less return for individual skill.

Two main predictions of Incentive Theory are thaga-sharing or team-based pay:
1) Encourages free-riders to stay (the incentitectf

2) Discourages the entrance of high-ability indixts (the selection effect)Yet,
there is little empirical work on the selection exff, mainly because of data
limitations”. This paper contributes to the literature by einaily addressing the
guestion of whether, and to what extent, equalisadiscourages participation of
high-ability individuals. Specifically, | ask: aiadividuals who leave equal-sharing
arrangements, namely the public sector, positigelgcted in their ability? And, are
entrants to equal-sharing arrangements negatieddygted?

A unique panel data set of individuals exiting amdtering equal-sharing
arrangements is analyzed. These data on individilaked across population
censuses allow me to test for selection in both f&m and entry to PS positions
which offer their members a relative equal-sharirgy, rank-based pay which is less
sensitive to performance compared to BS.

| test the hypothesis thin PS-to-BS transitions fositively selected and BS-to-PS
transitions are negatively selected. My empiricadlgsis partly supports the selection
hypothesis. Specifically, male-movers from PS ameenskilled than stayers, as they
earn higher conditional wages upon exit than olag#y similar individuals. In
contrast, entrants to the public sector earn lovegrditional wages than individuals
who have stayed in BS. Moreover, following the @agh developed in Finkelstein
and McGarry (2003) and Finkelstein and Poterba §200 rely on observable

characteristics that are not used by the publitosaéa the application process. | then

1 A classic reference to the incentive effect of égmaring is Holmstrom (1982). Lazear (1986,
2000a, 2000b) highlighted the selection effectayf pchemes.

2 The (slight) evidence provides a mixed answer imdhestion. Weiss (1987) finds that, in the contex
of workers in a pharmaceutical company, both higititg and low-ability workers are more likely to
leave than medium-ability workers. Lazear (2000aJd that the average quality of workers in an auto
glass company increased after the introductioniefeprate pay. See also Prendergast (1999) for a

survey of the literature on the provision of ingees in firms.



document the presence of adverse selection aabluto asymmetric information
between the applicant and the PS.

In addition, the selection pattern is vary acrossdgrs. | show that negative selection
patterns in exit PS is driven typically by men.

| also examine transitions within the businesseitself as well as within the PS,
and compare them to the transition between theswabors. The assumption is that
workers who changed their jobs expect to increlase wage significantly more than
workers who haven't changed their jobs, otherwisgy twould have stayed. The
empirical results reveal that the selection pasteemain after checking separately the
workers who have changed their occupation and th&evrs who have not.

| then evaluate the hypothesis that individuals wlam to leave PS are not more able,
but simply invest more in their human capital. lartgular, older movers who
arguably made their investment in human capitats/@go were examined. Again,
selection of movers in all age groups is foundeesly for younger workers.

Apart from empirically testing the selection effewt compensation schemes, this
paper contributes directly to the migration litewat by addressing some of its main
guestions. Are migrants positively or negativelleseed from their source country?
How do migrants perform in terms of their earnirgs compared to the native
population? These questions have generated adgahof attention and dispute over
the last few decades (prominent contributions elChiswick (1978), Borjas (1987)
and Chiquiar and Hanson (2005)). The goal of thigep is to test a well-known and
much-disputed hypothesis, according to which pasiself-selection of migrants is
expected when the place of origin has a more egaalings distribution than the
destination, while a negative self-selection isemtpd when the place of origin has a
more unequal earnings distribution (Borjas (198811 1994)).

Todaro (1969) and Harris and Todaro (1970) arditbeto present a model in which
the decision to migrate results from the ratiormhparison of the expected costs and
benefits of migration. In both models, the diffeszeron average expected earnings
between countries or regions of destination andt@s or regions of origin plays a
key role and is predicted to have a positive eftattmigration flows. However this
kind of model is unable to explain key stylizedtgasuch as migration flows to and
from particular regions or countries.

Borjas (1987) and, more recently, Dahl (2002) had®pted a rather different

approach, based Roy's (1951) seminal paper. InsRivgimework, workers select



themselves in income earning activities on theshatitheir comparative advantage.
Applied to residential choice, this model explamgration not by average expected
earning differentials, but rather by differencesndividual expected returns to skills
that are either observed or unobserved by the ecetnwian. As a result, migration
flows are not necessarily one-sided. Another caichu of this literature is that
migrants’ self selection should be taken into aotawhen estimating the returns to
human capital in countries where the flow of migsais significant. Dahl (2002) for
instance, in a study of migration between statehhefUSA, estimates a Roy model
and finds that correcting for selection bias sults#ly changes the estimated returns
to education in a sense that supports the roleooifparative advantage in mobility
decisions. He also finds that migration flows depeositively on the differences in
the corrected returns to education.

According to Borjas, positive (negative) selectmrcurs when individuals with high
(low) skill levels leave the country of origin araltperform (underperform) the
natives in the country of destination in terms afnéngs. The basic idea is that a
country with a low level of earnings inequality Sures” low-skilled individuals and
“taxes” high-skilled individuals.

However, the empirical relevance of this conjectuae been questioned (Chiswick
(1999), Chiswick (2000) Liebig and Sousa-Poza (2@dquiar and Hanson (2005)).
First, migrants are observed only at the destinatmut self-selection of migrants
should be compared to that of non-migrantSecond, few studies have found
evidence of the negative selection of migrantsarmgigss of whether the migrants
come from origins with high or low income inequglit

The longitudinal data for individuals linked acrose 1983 and 1995 Israeli
population censuses allows us to test Borjas’ hygmis directly while avoiding the
above-mentioned critiques. First, | observe 'mitg'am both the origin and the
destination and, thus, can compare them to nonamigr Second, in the period of
study (1983-1995), PS offered equal-sharing andsua$, they offered lower skill

3 Chiswick (1978), Carliner (1980), Borjas (1987),idlliar and Hanson (2005), and the surveys by
Borjas (1994), Chiswick (1999), Burda, Hardle, Mijland Werwatz (1998) and Liebig and Sousa-
Poza (2003) overcome these limitations by emplodiaiz on the intention to migrate.

* Gabriel and Schmitz (1995) also study internal atign and, thus, do not face policy restrictions.

Their study, however, only observes individualsra point in time.



premium than do Israeli BS. Thus, PS-to-BS movessnaoving from an origin with
low earnings inequality to a destination with higgrnings inequality, and business to
public movers are moving from high-inequality onigo low-inequality destination.
This paper provides empirical support, at the irtlial level, for Borjas’ hypothesis.
However, the analysis reveals that the type ofctiele is not necessarily the same for
all movers and it may vary with age, education e@rand gender.

This paper also contributes to an understandingrgénizations that are subject to
self selection. These include professional parinpss cooperatives, and labor
managed firms, which are often based on revenuersftaThe paper explicitly
investigates the relative quality of partners iit ard entry.

The remainder of the paper is organized as foll@astion 2 briefly sums the recent
literature associated with the public sector ansifnmss sectors comparisons. Section
3 provides the theoretical framework based on Borgelection hypothesis for
migrants as well as a simple model which demoredr#tte differences in rewards
between the two sectors. Section 4 describes thbog@ogy, critical assumptions
and hypotheses. The environment and data souseekin the analysis are described
in Section 5. Section 6 presents a statisticalrgagm of the data. Section 7 tests the
hypothesis thin PS-to-BS (BS-to-PS) movers aretipet (negatively) selected
compared to stayers and evaluates the hypotheats etljual-sharing encourages
productive individuals to exit (against alternativgpotheses). The empirical section
also examines differences in selection patternssacgenders and education levels.
Section 8 checks other model of self selectionti®e® further investigates positive
selection in exit by testing whether, upon exit-tB8BS (BS-to-PS) movers earned
higher (lower) wage' increase than public (busihesayers. Section 10 discusses
some critiques of the theoretical model and the ieoab results and section 11

concludes.

® Theretical contributions include Ward (1958), Fhremnd Scotchmer (1988), Kandel and Lazear
(1992), Kremer (1997), and Levin and Tadelis (200%j)e studies by Craig and Pencavel (1992), and
Gaynor and Gertler (1995) focus on the effect séreie sharing on productivity; Craig (1994) focuses
on a cooperative’s response to shocks comparedneeational firms; Lamoreaux (1995) studies the
choice between partnerships and other forms ofnizgtion in early 19th century American business;
Garicano and Hubbard (2005) study law firms’ fiblwundaries.



2. Related Literature Review

The literature about the relationship and the diffiees between the two sectors
employment is quite wide. This section briefly sutine recent findings. For a wide
review of the wage differentials between the publc business sectors see Bender
1998, which summarizes articles that examine theldpment of those differentials
post Nineties. The paper surveys the common teaksiqsuch as like dummy
variables or the Double Equation Technique), maama micro analysis, and
researches from developed as well as developingtces.

Burgess (2003) reviewed the important issues ifopeance pay in public sector as
he summarized the main explanations for the infeatuse of explicit incentive in
the public sector; among them: Multiple Principdfgrinsic Motivation, Teamwork,
Measurement and Monitoring, and finally Severalkgas

Kruger and Kats (1991) find that the wage structurethe U.S. public sector
responded slowly to significant changes in privadetor wages during the 1970s and
1980s. Despite a large expansion in the college/banool wage differential during
the 1980s in the private sector, the public sectilege wage premium remained
fairly stable. Regional pay levels in the Federalegnment appear unaffected by
local economic conditions. Kruger and Kats poinséweral possible explanations to
account for the rigidity of the government's intdrrwage structure, including
employer size, unionization, and nonprofit stafNene of these factors adequately
explain the pay rigidity they observed in the gowveent.

Employing data from the General Household Survey$§for the years 1983, 1985,
and 1987, Rees and Shah (1995) estimate the avesage gap for males, using a
single equation model with a sector dummy, to kievéen 9.8 and 11.4 percent. The
difference is even larger for females and lies eetw22.3 and 26.3 percent. A simple
Oaxaca decomposition into explained (differenceshiaracteristics) and unexplained
(returns to characteristics) parts shows that mb#te male gap is due to differences
in characteristics between public and private seetaployees. Yet, for females their
results suggest that the substantial earningsreiffal is solely due to a positive
wage premium.

Disney and Gosling (1998) use data from both theS@Giid the British Household
Panel Survey (BHPS) for the years 1983 and thg €880s. Simple OLS estimation,
with a dummy for public sector employment and ctindal on age and education,

reveals that the pay differential for males hakefafrom 5 to 1 per cent and increased



from 11 to 14 per cent for women from the mid-1980s the early 1990s.
Furthermore, applying quantile regressions on thgendistribution, the authors find
an increase in the income dispersion. Interestjrtpig increase is not confined to the
public sector but occurs in both sectors. Howewasr,one would expect, income
inequality in the public sector is less pronountteh in the private

Borjas (2002) uses data from the U.S. Decenniak@ziand the Current Population
Surveys to document the differential shifts thatuwced in the wage structures of the
public and private sectors between 1960 and 20@0.fikls that the wage gap
between the typical public sector worker and a canaiple private sector worker was
relatively constant for men during this period, datlined substantially for women.
He reports further that wage dispersion in the ipudgctor was increasing relative to
wage dispersion in the private sector prior to 1950a time when public sector
employment was rising rapidly. Since 1970 there basen a significant relative
compression of the wage distribution in the puldector. He suggests that the
different evolutions of the wage structures in tfwe sectors are an important
determinant of the sorting of workers across sectord as a result of the relative
wage compression, the public sector found it irgiregly more difficult to attract and
retain high-skill workers.

Bender (2003) estimates separate wage equationgublic and private sector
distinguishing males and females. Furthermore, dhthor controls for possible
sample selection due to the sector choice of emgpkyln addition to the usual
decomposition of the average wages between therseet decomposition technique
based on Belman and Heywood is applied that tak#erehces in the wage
distribution into account. Applying data from theitBh SCELI survey in 1986,
Bender finds that males at the low end of the puddictor pay distribution are better
off than their private counterparts whilst highgbairivate sector males earn more
than high-paid public employees. Yet, there is nodence for this "double
imbalance" in the female wage distribution. Funthere, the results of the simple
Oaxaca decomposition show that much of the difiezen average wages is due to
differences in returns rather than characteristics.

Aysit (2004) examines the factors which explainéhgloyment choice and the wage
differentials in the public administration and tf@mal private wage sector in
Turkey. He suggests that for men, when controlfirgobserved characteristics and

sample selection, public administration wages aghdr than private sector wages



except at the university level where the wages samglarity. Similar results are
obtained for women. Further, while wages of men aminen are at parity in the
public administration, there is a large gender wgae in the private sector in favor
of men. Private returns to schooling are found ¢oldwer in the noncompetitive
public rather than in the competitive private secto

Heitmueller (2004) analyzes the public-private segtage gap in Scotland in 2000
by using the extension sample of the British Hoof®lPanel Survey (BHPS). He
states that the unadjusted wage gap is shown i® lger cent for males and 24 per
cent for females. For males this is mainly due fiffedences in productive
characteristics and selectivity. For females theupe is more ambiguous. Findings
also suggest that there exists a substantial wagmipm for male private sector
employees. While there is no evidence of a samglecson bias for females, the
sector choice of males is systematically correlatétd unobservables. He also finds
that expected wage differentials between sectasaarimportant driving force for
sectoral assignment.

Lucifora and Meurs (2004) analyze public-privatey pletermination using French,
British and Italian microdata. Unlike traditionalethods which focus on parametric
methods to estimate the public sector pay gap, tiseyboth non-parametric (kernel)
and quantile regression methods to analyze theldifbn of wages across sectors.
They show that the public-private (hourly) wagdeténtial is sensitive to the choice
of quantile and that the pattern of premium vangth both gender and skill. In all
countries the public sector is found to employ move skilled workers relative to the
private sector, whilst the reverse is true for haffilled workers; they find that these
effects are more pronounced for females.

Poutvaara and Wagener (2004) ask why the publioisecmore labor-intensive than
private companies. They suggest that a distortiothe tax structurg@rovides some
explanations to the puzzle.

Dell’'Aringa et al (2005) investigate the regionabjc-private wage differentials in
Italy, following the reforms that significantly chged wage setting and employment
relations in both sectors — increasing decentradizain collective bargaining and
enforcing a "privatization" of public sector emphognt contracts. They present
estimates of the public-private wage gap by geducap location, and report both
'standardized' public-private wage differentials,veell as estimates obtained using

geographically weighted regression methods. Theyvstat significant differences



exist in public-private wage differentials acrossdian regions, and that the latter can
be partly explained by local labor market condisiaffecting the private sector but
only marginally affecting the public sector. Thetate that differences in public-
private wage differentials across regions are ebgoeto cause imbalances in terms of
‘wait' unemployment and recruitment problems indifierent areas.

Chatterji et al (2007) use new linked employee-yatake data for Britain in 2004,
and find that the nature of the public private pap differs between genders and that
of the gender pay gap differs between sectors. Bheyv that little or none of the
gender earnings gap in both the public and prigetor can be explained by
differences in observable characteristics, and alede that the contribution of
differences in workplace characteristics to thelipytrivate earnings gap is sizeable
and significant. They also expose that the presehqeerformance related pay and
company pension schemes is associated with higlegtive earnings for those in the
private sector, and an important workplace charti® for the public private pay
gap is the presence of family-friendly employmerdqgtices. Increased provision is
especially associated with higher relative earningbe public sector for women.
Chatterji and Mumford (2007) examine the publiospte sector wage differential for
full-time male employees in Britain, in a framewowhere relative employment
conditions have changed across the public and tersectors in Britain over the last
decade with the former becoming a more attractamiags option. They use the
same data of employee-employer for Britain in 2Q0%) report that, on average, full-
time male public sector employees earn 11.7 logewamnts more than their private
sector counterparts, and expose that the majofithie pay premium is associated
with public sector employees having individual dweristics associated with higher
pay and to their working in higher paid occupatiofkey reveal some evidence of
workplace segregation in the private sector aritk lindication that rates of return
vary across the earnings distribution for eithebljguor private sector employees.
They find that it no longer appears to be the dhsé the public sector provides a
refuge for the low skilled at the expense of thghhi educated and that working
conditions appear more uniform in the public seand, unlike the private sector,
there is no significant penalty associated witmetlackground.

Earle and Telegdy (2007) estimate public-privatel(foreign-domestic) differentials
by using linked employer-employee data from Hungd886—2003. They find that

ownership type is highly correlated with charadtiies of both workers (education,
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experience, gender, and occupation) and firms ,(Sradustry, and productivity);
suggesting ownership type is systematically seteeteng these dimensions. The
large unconditional wage gaps in the data, 0.24dnlic-private, are barely affected
by conditioning on worker characteristics, but colting for industry reduces the
public premium to 0.16, and controlling for emplogmb size further reduces it to
0.07. They exploit the presence of 3,700 switchfeswmnership type in the data to
estimate firm fixed-effects and random trend modatsounting for unobserved firm
characteristics affecting the average level anddtrgrowth of wages. These controls
have little effect on the conditional public-prigagap. The results imply that the
substantial unconditional wage differentials aresttyp but not entirely, a function of
differences in worker and firm characteristics.

Blanchflower and Bryson (2007) looked at an incee@s the size of the union
membership wage premium in the UK public sectaatiet to the private sector and
investigated the wage impact of trade unions inUle public and private sectors.
They find that the public sector membership wagapum is approximately double
that of the private sector when controlling for Wl range of individual, job and
workplace characteristics. By using data from th& lof 1993-2006 they note that the
gap between the membership premium in the pubktmivate sectors closes with
the addition of three digit occupational contra@ihough significant wage premium
remain in both sectors. On the other hand, by uslata from the Workplace
Employment Relations Survey of 2004, they estinthtg the public sector union
membership wage premium remains roughly twice tae sf the private sector
membership premium, having accounted for workplézed effects, workers’
occupations, their job characteristics, qualificas and worker demographics. They
finally state that the membership wage premium agnweaorkers covered by collective

bargaining is only obvious in the public sector.

Researches in Israel

Abramitzky (2007) uses a longitudinal dataset afividuals entering and exiting
Israeli Kibbutzim to test whether and to what ektewqual-sharing discourages
participation of productive individuals. He findsigence for negative selection in
entry to the equal-sharing communities and posgelection in exit.

Gould and Moav (2007) examine the rate of emignafiom Israel in the years 1995

to 2004. They find that the probability of emigrafifrom Israel is 2.5 times higher
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for educated individuals (individuals with a baar& degree or higher) than those
with less education. They note that the group wWithhighest rate of emigration from
Israel is senior faculty members — more than dsctengineers, or any other
profession.

Ben-David (2008) estimates the rate of academigeation from Israel to the United
States is unparalleled in the western world. Heestthat the number of Israelis in the
top 40 American departments in physics, chemigihjlosophy, computer science
and economics, as a percentage of their remairolgagues in Israel, is over twice
the overall academic emigration rates (at all Ievélom European countries. The
steady multi-decade per capita reduction in facptigitions, the constant erosion in
salaries and the stagnation fed by an absenceabégic vision at the national level,
combined with a pervasive culture of micro-managamare all part of a massive
policy breakdown that has resulted in one of theatgst academic brain drains on
record.

Shalev (2007, not published) and Kraus (1992) fihdt women and Arabs are
overrepresented in the public sector; they expldis by lower level of pay
discrimination and greater access to part-time.jobs

Neuman and Cardoso (2007) use a unique eight-year gbt, merging population
census and national insurance data, to examine cantpare patterns of wage
mobility in Israel. The public and the private sest are compared, and then a
distinction is made within each of these sectorsvéen sub-sector groupings that
exhibit a high level of concentration and thosd #ra more diffuse and unregulated.
The main finding of the paper is that the extentvafje mobility in a given economic
sector is negatively related to the degree of catnagon in that sector. Particularly
they find that private sector wage mobility is dalpsially in excess of wage mobility

in the public sector.

3. Theoretical Framework

The theoretical prediction that equal-sharing disages participation of high-ability
individuals is straight forward. High-ability workseare more likely to be attracted to
pay-for-performance schemes and low-ability workames more likely to be attracted
to rank-based pay (more equal-sharing). This idraight forward prediction of

standard incentive theory.



The simple theoretical framework in this sectioningended to illustrate how the
migration literature uses this insight in the caniaf selection of workers to and from
origins where sharing is more equal.

Borjas (1987), Chiquiar and Hanson (2005) and Dey¥Tr et al. (2007) show that
migrants’ selection depends on the differencesamiags inequality between the
origin and the destination. Migrants from originghvlow earnings inequality are
expected to be positively selected (i.e. they Hagber-than-average skill); migrants
from origins with high returns to skill and earnimgquality are negatively selected

(they have lower-than-average skill).

To illustrate, assume that individuals from PS ¢xed by 0) choose whether to move
to BS (indexed by 1). Assume that the market in@slgarning equality:
1.

InW,) = Int; +6,S

=01

0, <0y, Inty > Int;

whereS is the level of skill (informal one, talent or bty), and ¢, is the return to

skill, i.e. BS is better pay for skill .Unlike Chigar and Hanson (2005), | focus mainly
on movers’ selection over unobservable skills ¢heai wage), that is, movers’
unobservable (to the researcher) characteristetsate associated with a higher (or
lower) level of earnings.
Incentive Theory predicts thin PS workers move $iB
2.

W, =Int, +6,S> Int; +0,S+C =W, +C
where C represents migration costs, it includes lgtect costs and indirect costs.
Here it represents the cost of changing work pfeeseework and even occupation.
Equation 2 defines a cutoff skill leved above which workers would move to BS.
That is, we expect PS-to-BS movers to be positigelected from PS population.
This is illustrated in Figure 1, which shows thediction that workers with a skill
level below S remain in PS, and workers with a skill level ab&eamove to BS.
The BS-to-PS transitions can be described simil&gcause PS offers lower returns
to skill and higher earning equality, we expect BSRS movers to be negatively

selected from the business workers. A main diffeeemere is that the public sector is



probably well-aware of the tendency of low-skiliedividuals to attempt to enter and
does not admit applicants with (observed) skilelewbelowe . However, individuals
may have private information on their skills (uneb&d by the employers) and enter
if their privately observed skills are low (adverssdection). The census data used in
this study contain information on pre-entry earsintpat were unobserved or
overlooked by employer in the public sector. Hemdegve information available only
to the more informed party, which enables me toftesadverse selection in entering

the public sector.

Figure 1

Workers'
Wage

\>

Public Sector

q
Business
Sector

S+ Skills

Beside the incentive effect, there is an oppositéor which can affect the decision to
leave any job. On the one hand, a high comparatage suggests high skill, which
according to the theory and following the assumjcshould cause the worker to
leave PS; but on the other hand, a high comparatage may also suggest that the
worker acquired specific knowledge or specific hangapital, which increases the
productivity only in his/her current job and whishnot easily transferable. The latter
case decreases the probability of separatibor the rest of the paper this is defined
as the job training effect. When the workers arepleged in PS the two effects
counter each other and the net influence of a kmhparative wage is not clear.
Possibly adding a quadratic phrase of the workexges, which allows the correlation

® This is another way to interpret the negative datien in [18] (E(Ui |€i ) <0), see below.



between the sector's transitions and the selebtamto not be monotonous across the
workers' attributes, improves the assessment oftlmginal effect. However, when
the workers are employed in the business sectomtbesffects reinforce each other,
thus adding a quadratic phrase to the empiricah@oetric models is to check
whether the relationship is linear or non-linear.
To illustrate, return to [1], for worker
3.

V\/iyj = Int].'l +ijS'i’j + 5].8911i

j=01
where S; is for specific skill andS; is for general skill,y; >0 .

A worker will move from PS to BS if and only if
Int, +6,S,; — (Inty + 7S 0 +,S,;)—C >0
AlInt+Ad-Sy; —7,S;;0—C>0
or
AS-Sy; > 7050+ C—Alnt
Benefit> Cost
where
A6 =06,-6,>0,
Alnt = Int, —Int; <0

Thus when workers are employed in PS, high speskiit affects the decision to

S
leave in an opposite direction of high generallskiko, the ratiogg or the gap

S, — Ss are the effective parameters.

However, a worker will move from BS to PS if andyoif
Int, +6,S,; — (Int, +,S;;, +6,S;;) >0
—AINt—A6-S;; —7,S;;,-C>0
Or
—AInt>Ad-S;; +7,S;,+C
Thus when workers employed in BS, high specifidl siffiects the decision to leave in

the same direction of high general skill — a negsitnfluence.

Figure 2 presents the worker's wage as a funcfitimeownorker's specific skill in the

current job and other jobs.



Figure 2

Workers' ]
Wage Current job

\

Other jobs

Specific Skill

The combination of the incentive effect and the jodining effect is presented in

figure 3. TheXs in figure 3 represent the workers wage in PS.

Figure 3

Workers'
Wage

X3 x4
X2 /

Public Sector

X1

Business
Sector

Sg General skill

Once the model reflects worker 1 specific skil,, it is better for him/her to work in

the business sector although his/her generaliskiklow S; (because his/her specific

skill is low); conversely, for worke3 it is better to work in the public sector although

*(



his/her general skill is abovS; (because his/her specific skill is high). Incogiing

the idea that some skills are firm-specific intce tinodel can generate a non

monotonous correlation between the residual wadelanlikelihood of leaving.

Employees in the public sector may enjoy fringedfiés such as longer holidays,
greater job satisfaction or superior pension sclsecoenpared with business sector
employees. In Israel (like many other countries)addition to the effect of the return
on skills', there is another phenomenon which pgobbamplifies the negative and the
positive selections. This phenomenon occurs wheplarars provide their workers
with tenure -job protection. The PS, unlike the BS (in mostesas provides its
workers with tenure after a probationary period alhoften lasts two-four years (in
certain places the duration of the probationaryiogers longer, for example - the
academic staff). Once a worker is granted tenuremployer can not fire herBeing
tenured increases the workers' benefit from wokgalise otherwise the worker
initially would not decide to work in this job. Thaitical assumption which creates
the selections is that the benefit from receivieigure is a decreasing function of the
worker's skill, since as the worker is more skilleg chances of being fired without
tenure decreases. In other words, this kind ofrarsze is especially necessary for less
skilled worker and it provides them with greateméig@s. The intuition can be
depicted by a simple model.
Assume the utility of the worker in his job is:
4.

V(e,;)=UW ;) +p(SpV(u;)+@-SP-V(e,))

Suchthat

V(w)=U(b)+A(@-f)-vu)+ f-V(e))

" This assumption is just to simplify, without anys$oof generality it is possible to assume that the
probability for separation is lower in PS compatedBS and the qualitative results would be not
changed. A large literature documents the impogarfcself-reported job security on individual's lvel
being; see for example Hans De Witte, 1999, Fra@gisen 2006. Simon et al. (2008) studies the
influence of the unemployment rate on workers whe employed by exploiting sector-specific
institutional difference in the exposure to econonsihocks, public servants against business

employees.

)



WhereV (g ; ) is the benefit to the workeérfrom being employed at firm, V(u;) is
the benefit from being unemployed,(\W, ; i9 the utility derived from the wage of

employed worker at firmj, b is the unemployment benefitg, is the time discount
rate, Sp is the probability of separation arids the probability to find a jobx'
denotes the next period.

Once workers receive tenure their employer carfirmthem. This norm is captured

here by substitutin§p=0. Define the utility of workers' who received teauas

V(g ;). Given that the worker is employed by firm by revealed preference,
V(e )>V(y). Hence

V(e ;)>SpV(u;)+1-Sp-V(€;)

=

V(e ,;)>V(s,)
Define the worker' utility derived from tenure @g(T )
5.
U (T)=
Vie)-V(e,)=p-sp(e,)-Vu))
Since the worker is voluntary employed, the phriasparenthesis is positive. Now
assume that the probability for being fired forgaavithout tenure decreases with the

workers' skills:
6.

Sp=f(S)
where S is the individual skill of the worker, general plspecific skill. This

assumption is intuitive.

ThusU, (T ) is a negative function of the workers' skill. Thidden assumption is that
V(g ;), which includes the worker's wage, is less sesstiian Spto worker's skill.

This property of providing workers with tenure eaages the less skilled workers to
be employed in PS and may create or amplify thextngyand positive selections in
the transitions between the two sectors.

The next part combines the two effects.

*1



A worker will prefer moving to a different job whicdoes not provide her tenure if
and only if
1.

V(e k)>V( )<:>

V(e,)— V( )>O<:>
U(\M,k>+ﬁ(5p-V(ui)+(1—SF»-V(en,k))—U(vvi‘,J—ﬂVT,j)>o
UMW,)-UW,) - aV(E,, ) - SpV(U,) - 1-SP-V(e,,))>0
UW,)-UMW,) - AV (e, ) -Sp (VU ) -V(E,,))-V (e, ))> 0
U, -UMW,)-B(sp (Ve ) -vu))+ Ve, ) -Ve,,))>0
UW,)-UW ) - A(Sp Ve, ) -Vu))> aVE,) -VE,,))

..(/f?x - oj

S UML) -UW )-8 (SR - V(g ) -V (U,)> 0

=

S UML) -UM)> S8 (SR - V(e ) - Vi)
Substitute [3] in [7] we get

8.
> AN +6,8,) -U(Int, + 5,8, +7,8,))-C > Y. B (SR -V (8.,) -V (1))

A worker will work in BS only if the LHS of 8 is gater than the RHS of 8.

The two components mentioned are complementary:

The LHSU(Int, +6,S) -U(Int, + 6,S,; +7,S,; ) decreases (increases) the demand for
less (more) skilled workers to work in BS;

Sp in the RHS increases (decreases) the supply ofese (more) skilled workers
available to work in PS.

Alternatively, think about two workers where onerler is less skilled from the other

(Sy0 < Sy1)- Hence Spy, > Spy,. Thus in order to leave PS and enter BS the less
skilled worker has to be offered a higher wagg > W, ; . Following the assumption

of the greater return for skill in BS, the probébilof getting this offer for the less

skilled worker is smaller, and vice versa.



4. Methodology

To test for selection in leaving, | submit probigressions for workers who were
employed in 1983 in PS that take the value 1 wimeim@ividual left PS between 1983
and 1995 and entered BS, and another set of regmnesfor workers who were

employed in 1983 in BS that take the value 1 wherindividual left BS between

1983 and 1995 and entered PS. This is a reduced ddrindividuals’ decisions

whether to stay or leave. Specifically, assume #maindividual chooses whether or
not to leave D; ) based on his or her individual characteristi¥s ) The individual

leaves if the following unobservable criterion ftioo is positive:
9.

D =6,X; +U,
whereE(U,) = O and Var(U, )is normalized to 1 without loss of generality. Besa
we do not observ® , we instead observe whether the individual movedtayed

(denote a9, ). It follows that,
10.
D, =1 ifD >0

D. =0 otherwise

The demand for educated and skilled workers isdrigh PS than in BS. As a result
the workers in PS have more years of schoolingB(28d 11.8 in 1995, respectively,
and 13.5 and 11.5 in 1983, respectively). For tkason, also, the average hourly
wage in PS is also higher. The higher demand foarcatibn in PS may create a
positive (negative) correlation between the leedaducation in 1983 or 1995 and the
decision to leave BS (PS). Hence, the interestartpble is the ability or skill of the
worker which is not explained by her observed humrcegntal. The problem, if so, is
that this variable is not observed econometrically.

In order to solve this problem one can think aluegulatMincer's wage regression
where its residuals have positive correlation witle workers' unobserved skill
(however, not unobserved by the current employerjsther words the unexplained
part of the workers' wage is used as a proxy toumbikers' skill (general or specific).
The test is to check whether these residuals arelated with the workers' transition,

what the signs are and what the magnitude of timeation is.



To illustrate the log-wage of the worker is a fuoetof observed and unobserved
characteristics:

11.
W, =4 X, +7,

Where S X, represents the intercept in equation 3.

The unobserved characteristic is a function ofvtbeker's skill

12.
T, =S +¢

where S is for both general and specific skills.

Incentive Theory:

13.
D, = f(S)

The assumptions:
14.

E(&)=0,

E(8i|xi’S) =0
The result:
15.

D =0,X +U, =4 X, + 4,7, +u, =
=L X, +4,(S +&)+u =4 X, + 4,5 + 4,6 +0,

The final model which tested is the following:
16.

D = ﬂ'l(xi )"' /lz(fi )+ 2’3(Ti2)+ Y

The rest of the assumptions are necessary to @imanbias id,:

17.
E(v,) =0,
E(u]S)=0,
E(Ui|8i) =0

The hypotheses are: (following the theory preseimesgction 2)
ThePositive Selectiofwhen the workers are employed in public sector)

A,>0 if D,=1PS_to_BS

if the incentive effect is stronger than the jadirimg effect and vice versa.



TheNegative Selectiof(when the workers are employed in business sector)
A, <0 if D,=1BS_to_PS

where the incentive effect and the job trainingeetffare predicted to affect in the

same direction.

The possibility of negative correlation between timexplained part of the worker's
wage and the decision to leave the job can be wbdavithout any relationship to the
decision to leave from PS to BS or BS to PS spmtifi. One can charge that workers
who decided to leave their jobs are workers whoewnitially badly matched with
their jobs.

Formally:

18.
E(Ui|8i)< 0

This property amplifies a finding in whicii, is positive when workers decided to

leave PS and enter BS; but weakens a finding irchwiii, is negative when workers

decided to leave BS and enter PS. A possible tobss test to the last argument is to
check only the workers who have changed their catooip during the period.

The last test is a "result test”. The question lnethver the workers who decided to
leave PS and enter BS benefited from a positivenpra related to their wage
increase relative to the workers who stayed; andhenother hand, whether the
workers who decided to leave BS and enter PS saffamegative premium related to
their wage increase relative to the workers whyesta
Formally the model is:
19.

AW, =5, X, +5,(D, )+,

whereAW is the difference in the workers log wage betw&@83 and 1995.



Two arguments have to be dealt with:

1. If the findings in the first section are that leayiPS is characterized by positive
selection and leaving BS is characterized by negatelection; that is to say that
those workers who were leaving PS earned, on agefagh conditional wage
compared to stayers, and those workers who wevenp®&S earned, on average,
low conditional wage compared to stayers. Additiynahe workers' wage may
converge over time. Combining these two phenomémegthens the negative
coefficient of the dummy variable in leaving BS,tbweduces the positive
coefficient of the dummy variable in leaving PS.ditdy the workers' wage as an
explanatory variable is a bad solution becauses iiipart of the dependent
variable. A better option is to estimate a modekmch the dependent variable is
the worker's wage in 1995 and the worker's wag&983 is used as another
explanatory variable.

20.

W, o5 = 6, X, +6,(D;)+ 8,(IW, 55)+ 0,

This model could also be criticized because thekerst wage in 1983 is correlated

with the workers' skill, which according to the nebdupposed to be captured only by

the dummy variable of leaving. Consequently, theiabde of leaving has an
endogeneity problem and the estimate of the dumamable as a counter effect is
biased.

2. With the same intuition as the transition modele can charge that every kind of

transition is associated with an increasing wagepnly a sector transition; otherwise

workers would not decide to leave their jobs (ap@rnsearch theory model). This
argument amplifies a finding in which, is negative when the workers decide to
leave BS and enter PS; but weakens a finding irchviai, is positive when the

workers decide to leave PS and enter BS. Like teeigus model, a robustness test

can be to check only the workers who have chanped tccupation during the

period.

5. The Data

The dataset used here is a random representatiydesaf individuals linked between
the 1983 and the 1995 Israeli Censuses of Popnlétie link was done by the Israeli
Central Bureau of Statistics). The data includelsatheli citizens who answered the



“extensive questionnaire” in both years: it wasegivat each census to 20% of the
households in a way that adequately representecerntiee population. Thus, the
matched sample accounts for a representative 4tedtraeli population (including
a representative 4% of Israeli workers). The Censudopulation is the most
comprehensive source of demographic and socio-esicnaata on the Israeli
population. The data identify workers who employedS or BS by their economy
branch (Standard Industrial Classification).

For this study, four main sub-samples were created:

(1) 1983 PS workers who were also there in 1995.

(2) 1983 PS workers who were employed in BS in 1995

(3) 1983 BS workers who were also there in 1995.

(4) 1983 BS workers who were employed in PS in 1995

These samples allow comparing PS-to-BS transitwitts PS workers who stayed in
PS, and comparing BS-to-PS transitions with BS wrskvho stayed in BS, i.e. for
selection in exft

To make these comparisons meaningful, | concentoatandividuals who were
between the ages of 2and 45 in 1983 (and thus between the ages of 87@nn
1995). The sample excludes ,military workers arifiesaployed workers so the data

on earned income is reliable.

6. Descriptive Statistics
Table 1 contains the means for the variables usemlghout the analysis for both

sectors in 1983.

8 | didn't check the selection in entry: | didn't quame the workers who have entered to PS to the
workers who were employed in PS in that time, addlh't compare the workers who have entered to
BS to the workers who were employed in BS in thraét



Table 1 — a descriptive statistics

Gender . . Men Men Women Women

Sector Public Business Public Business Public Business
Observation 5,221 6,508 2,385 4,385 2,837 2,123
Monthly Wage 3,168 3,253 3,999 3,737 2,471 2,253
STD 3,536 3,113 3,706 3,186 3,225 2,697
HPW 38.49 43.20 45.02 46.55 32.99 36.28
Hourly Wage 20.10 17.88 21.44 19.20 18.99 15.18
STD 23.44 19.90 20.47 17.92 25.59 23.20
Age 33.94 33.03 34.02 33.21 33.87 32.66
Schooling 13.48 11.43 13.34 11.32 13.59 11.65
Skilled Occu. 0.30 0.21 0.42 0.31 0.23 0.09
Jew 0.93 0.91 0.88 0.87 0.97 0.98
Immigrant 0.05 0.05 0.04 0.04 0.05 0.06
Tsabar 0.54 0.53 0.56 0.54 0.54 0.51
family Size 4,12 4.23 4,22 4.38 4.04 3.93
Number BW 1.84 1.75 1.70 1.65 1.96 1.96
Number_ WY 49.88 49.65 50.66 50.29 49.23 48.34
Partly 0.33 0.15 0.15 0.06 0.49 0.35
Married 0.86 0.86 0.88 0.89 0.84 0.81
Female 0.54 0.33

HPW is the number of working hours per week, S#i@ccupations are management
or academic occupations, BW is for bread winner¥, M/the number of weeks of
work per year and Partly is a dummy variable forkeos who stated that they work
fewer than 35 hours per weeks.

Some stylized facts are concluded: females areremersented in the public sector,
probably because the wage premium for males anduhwer of hours of work in it
are lowet. The average of years of schooling is much higiéne public sector. The
monthly wage in BS and in PS is at parity but tbarly wage is lower in BS, a result
of more hours of work per week in BS. The numbepaiftly jobs in BS is lower.
However, excluding the partly job's workers makies difference of the hours of
work per week between the sectors negligible.

The above facts, especially the hourly-wage-gapvéen the two sectors, are

commonly observed in many of developed countfies

° The overrepresentation of females in the publitosés a known phenomenon for most of the
developed countries.

9 For example: Rees and Shah (1995) reported aymsitige gap in favor of the average public
sector for both women and men in U.K., 22 to 26qest and 10 to 11.5 per cent, respectively, insgea
1983 to 1987.



Figures A.1 (for 1983) and A.2 (for 1995 epict the hourly wages and the adjusted
hourly wages in each sectors for each group of mettons, for men and women
separately. The adjusted wage was calculated bgracting the workers'
characteristics in one sector with the rates afirrefor these characteristics in the
other sector (the parameters). The rates of rdtureach sector were calculated by
regular Mincer-like wage regressions, for men amnen separately (the controlled
variables include years of schooling, age, age regilareligion, immigration,
marriage, family size, number of bread winners, benof hours of work per week,
number of weeks of work per year, and dummies bbeta for each group of
occupations). The figures reveal that even thohighstmple average of hourly wages
is lower in the business sector, for both men amwdnen, the adjusted wages are
higher. The phenomenon is especially typified foenmand for academic and
scientific as for management occupations. Thesdirfgs indicate that the rates of
return for the observed characteristics are high®S and a statistically comparable
worker would earn higher wage in BS. In 1995 pieture is quite different, while
the adjusted wage is lower in BS, apart from theugrof scientific and academic

occupation¥.

" The calculations in 1983 were done by the unit aenshich made in 1983 and includes 20% of the
whole population. For 1995 the calculations weraeadby the linked data, which includes only 4% of
the whole population. The data include only workeh® worked more then 30 hours per week.

121n years 1993 and 1994, large of wage agreemenssigned in the public sector of Israel, as a

result the real wage in the public sector was meed by 30 to 50 percent.



Table 2 presents the transition matrix in the sampl

Table 2 — the transition matrix

Business Sector Public Sector Total
(1995) (1995)

Business 6,199 939 7,138
Sector (1983) (87%) (13%) (100%)
Public Sector 1,426 5,131 6,577

(1983) (22%) (78%) (100%)
Total 7,625 6,070 13,695
Men
Business Sector Public Sector Total
(1995) (1995)

Business 4,279 438 4,717
Sector (1983) (91%) (9%) (100%)
Public Sector 939 1,735 2,674

(1983) (35%) (65%) (100%)
Total 5,238 2,173 7,391
Women
Business Sector Public Sector Total
(1995) (1995)

Business 1,920 501 2,421
Sector (1983) (79%) (21%) (100%)
Public Sector 487 3,396 3,883

(1983) (13%) (87%) (100%)
Total 2,403 3,897 6,304

Again, some stylized facts are concluded: 17 pet ckthe workers moved from PS-
to-BS or from BS-to-PS during the research perddst of the transitions were made
from PS-to-BS. Males tended to change their settore compared to females (19
and 16 per cent, respectively), but the directese different — males tend to leave

PS toward BS unlike females, who tend to do theosjpe.



In order to test the first assumption - that thieire for unobserved skill is greater in
BS, table 3 presents the appropriate mean-squares-eof OLS Mincer-like wage
regressions, i.e. | measured the returns to unedisker skill with residual inequality.
The assumption is that highbtSE which reveals higher variance of the residuals,
reflects higher return on unobserved skill.

Table 3 - RootMSEs of OLS regressions
(the ratio public over business)

Log hourly Log monthly
wage wage
All Business 0.579 0.569
All Public 0.575 0.583
(99%) (102%)
Females Business 0.608 0.603
Females Public 0.588 0.592
(97%) (98%)
Males Business 0.550 0.541
Males Public 0.548 0.559
(100%) (103%)

Theresults suggest almost no different betwdenappropriatdSE's.Figure A.3 in
the appendix presents the MSEs in PS and BS sifé& for men and women
separately. Overall the MSEs are larger for menhm business sector while for
women they are approximately at parity.

Maybe the MSE measure does not entirely captur¢han@ossibility in which the
wage in BS is more correlated with the worker'sfggemance compared to PS,
because the latter is harder to quantify in PS @Bss (2003)). Furthermore the PS
unlike the BS is not a profit-maximizer so it is$ecommitted to efficiency; hence,

the correlation between wage and performance driskveaker.

Another statistic is the 90-10 monthly wage rafigure A.4 in the appendix). In
1983, this ratio for males in BS was 4.9 compared.? in PS. For females in 1983
the ratio was 5.5 compared to 4.8 in PS. Examiriveg 90-10 hourly wage ratio
instead, tells us the same story, beside that 83 1%e ratio in BS is higher
particularly for males. Expanding the checks byhgghe annual income surveys for



each year follows 1995 reports that the gap o0 monthly wage ratio remains

higher in the business sector compared to the pabtitor, especially for men.

Given the differences in the distribution and dispen of pay between the sectors, the
standard approach based on the analysis of thetwoad mean of the distribution
has been criticized in a number of studies. ForUlse Poterba and Rueben (1994)
report evidence suggesting that the wage distobutr the PS is much less dispersed
and propose alternative methods to analyze payerdiftials based on quantile
regression. Mueller (1998) provides a decompositibwage differentials at several
guantiles of the densities, applied to workershia public and business sectors in
Canada. In the UK, Blackaby, Murphy and O’Leary9@Pand Disney and Gosling
(1998) show that the public sector pay gap variesgathe distribution, being higher
for the lowest deciles relative to the top deciMslly (2002), in Germany, also finds
that the differential decreases monotonically asmoves up the wage distribution.
Using quantile regression methods (QRM) allows d@malysis of the entire wage
distribution, while the (marginal) effect of thevawiates on the dependent variable
can differ at different points of the wage disttibn. These outcomes may also be
interpreted as the effect of a different distribatiof unobserved determinants of
wages, for a given set of workers characteristatsyarious points of the wage
distribution. The analytical framework which is @ted here for the estimation is
based on the quantilic regression methodology deeel by Koenker and Basset
(1978) and applied, in the context of wage equatiby Chamberlain (1994), Poterba
and Rueben (1994), and Buchinsky (1994, 1996, 1997)

To examine the effects of differences in charasties on the public sector pay gap at
different points in the distribution, | carry outsaries of quantile regressions on the
pooled data. Pooled regressions impose the réstrithat the returns to observed
characteristics are the same for the two sectadstlaat public-business differences
only depend on a dummy factor. Hence, the estimégsiness sector dummy
captures the extent to which the BS pay gap remanexplained, at the various
guantiles, after controlling for individual charagstics, gender and job attributes.

In order to assure that the comparison is meaningfis needed to certify that for
both genders for the two different sectors the wmskfrequency in each decile is

sufficient. Figure A.5 teaches us that this requeat is existed.



Figure A.6 presents estimates of the business<psblitor wage differential at every
decile of the wage distribution. The main set alutes from quantile regressions show
thin PS pay gap decreases along the wage distibéar both men and women. The
other variables included (though not reported ie taper) are in line with the
standard findings in the literature: returns to adion and age increase over the
deciles. These findings confirm the previous claimat focusing on the average
business sector gap might be not appropriate.

As it can be seen from the figure, the BS gap i€hmhigher for male workers as
compared to their female counterpart. In the cdderales the gap is even negative
at the bottom deciles, while for males in the uppemnt of the distribution it becomes
large. In other words, if we are asked to interphetse patterns in terms of male to
female wage differences, the evidence seems toestidhgat female are relatively
better off being in the PS with respect to fifen

7. Results

Figures A.7.1 and A.7.2 present the distributiontesf main occupation groups in
public sector and business sector for women and seearately. According to the
figures it can be concluded that even though tlstridutions are widely different
there is a common area between them in which werkan change their sector
without changing their occupation, for example dlsademic occupations.

The next table presents the unconditional wagemiffce between the leavers and the

stayers.
Table 4 - naive data
Transitions from BS to PS
Monthly

BS PS Gender Observations Wage Hourly Wage

0 Women 2,069 2,173 14.5

1 Women 540 1,536 11.5
Percent 70 79

0 Men 5,338 3,481 17.9

1 Men 476 2,861 15.1
Percent 82 84

13 Similar results were observed for France, Italy @ndat Britain, see Lucifora, Meurs (2004), Pages
11-14.



Transitions from PS to BS

Monthly
PS BS Gender Observations Wage Hourly Wage
0 Women 3,482 2,239 18.5
1 Women 583 2,141 15.3
Percent 96 82
0 Men 1,794 3,684 204
1 Men 1,146 3,709 19.4
Percent 100 95

The table shows that females who were leaving BS ea average 30 per cent less
than the stayers, and females who were leaving ®8y-4 per cent less. The findings
for males tell us approximately the same story, that(naive) negative selection in

leaving BS is much stronger for females.

Note that entry is low in part especially if PSwsll-aware of the tendency of low-

ability individuals to apply; they engage in celiged screening to mitigate adverse
selection. Note that this makes it more difficldt document negative selection in
entry and the results probably provide a lower lobtor the negative selection in

entry.

Beforewe get to the regressions, it is interesting tb ¢baracteristics which specify

the movers and the stayers (a binary correlatiogerder, occupations, and other
individuals characteristics like married, familygaj and origin. The tables with the
complete details are shown in the appendix (Tableand A.2).

Table A.3 till A.6 present the results of 6*4 protegressions for workers who were
employed in PS in 1983 or for workers who were @yt in BS. The differences
between the regressions are the definitions oibiders' wage: monthly wage (table
A.3 and A.5) or hourly wage (table A.4 and A.6) ahe sector of the workers in
1983, PS for tables A.3 and A.4 and BS for tableés @nd A.6. Each table includes
regressions for men and women separately, and dtir. @wo specifications were
chosen for every group: one includes both the qiedform and the linear form of
the residual wage and the second only the lingan.fo

Beside the interesting variable, the unexplained p& the worker's wage, the
regressions control for. gender, age, educationl®83 (number of years of
schooling), immigration, religion, hours of workrpseek, weeks of work per year,

family size, number of bread winners in the famdydummy variable for working



partly in 1983 (less than 35 hours per week), ardymariable for being married and
occupations — 9 dummy variables, one for each gmfupccupations, where the

control group is the unskilled occupations.

Transitions from public sector to business sector

Before we examine the interesting variables, atsieMiew of the less interesting
parameters; in parentheses the estimations aferf@es and males, respectively:
The common regression analysis suggests (coluntable A.3) that females have a
leaving rate toward BS from PS of 18 percentagentpoiess than males. Jewish
workers have a leaving rate 8 (10 for both gendpestentage points higher than
other religions; immigrants, Tsabars (4.3 percemtpgints higher for males ) and
married are all estimated to be insignificant. Reehsurprisingly, the age of the
workers given the other controls is found to bagni$icant as well. The reason is
probably that the exact date of leaving the seionot known. Another year of
schooling decreases the probability to leave P8.8y0.4 and 1.3) percentage points
on average. The effect of another person in thealyais1 1.0 percentage points less
(significant only for females: -1.4). The number lofead winners decreases the
probability to leave PS by 2.6 percentage points (hales 3.2) and the effect of
another week of work in the previous year is 0.8sl@ercentage points (0.5 for
males). Females with academic occupations leave4P&rcentage points less
compared to unskilled workers, and for males thHecefis much bigger — about 20
percentage points less. Managers leave PS 7.5mageepoints less. Workers who
worked less than 35 hours leave PS 13 percentagts pess (15 and 10).

The analysis of the main parameter of interest atfmidecision of whether to leave
PS and enter BS suggests that the effect of th&ensrskill is not monotonous.
According to column 1 in table A.3, the signs ofthnear and the squared
coefficients reveal that the pattern is non-lineend characterized by U-shape.
Apparently, for workers who earned a small (or riega relative unexplained wage,
an increase in their unexplained wage decreasedpiapensity to leave PS; while
for workers whose unexplained wage was relativggelaran increase in their
unexplained wage increased their propensity toded®8 and enter BS. Generally,
workers whose wage was below its prediction teniédwge, similar to workers whose

wage was above its predicted value. The findingeakan interesting phenomenon



where workers with relative small (or negative) xplained wage who have left PS
were negative selected by their skills; unlike therkers with relative high and
positive unexplained wage who have left PS and \pesttive selected by their skills.
The result may confirm the theoretical model (sectB) about the two contrast
effects, the incentive effect and the job traingftgct, in which the former is most
likely to be dominant for the workers whose wagkess than its predicted value, and
the latter is most likely to be dominant for therlgrs whose wages is above its
predicted value. The accumulated distribution @f tsiduals teaches that only 4 per
cent of the transitions from PS to BS were negitigelected, the rest, 96 per cent,
were positively selected. This obvious result isfédrat the incentive effect is much
stronger than the job training effect. Looking atle gender separately exposes an
interesting result in which the residual wage, athbspecifications, does not influence
the decision of whether to leave for females, wfolemales the quadratic form is not
significant and the linear form is positive — ip@sitive selection in leaving . Perhaps
for females the two effects mentioned offset onetlaer or possibly the pecuniary
issue has less significance for females relativenees. The incentive effect is
dominant for males all over the wage distributio@, males who left PS to BS were
positively selected. Figures 4 and 5 illustrae tiarginal effect, the total probability
and the accumulated distribution of a normalizedeinof the residual wages - the
workers' skills — for both gender and for malespeztively.

Figure 4 — The conditional probability to leave P&gainst an index of the residual wage,
All
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Figure 5 — The conditional probability to leave PSgainst an index of the residual wage,
Males
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The results suggest that the probability to leaSdd? BS as a function of the residual
wage is dJ shape, although the rate of workers who were negiptselected is very
low (4 per cent) — the decreasing side of the graghstated in section 3 (equation 8)
the ratio between the general and the specifitsskilthe parameter which determines
the probability of leaving PS, other variables amnstant. If so this variable is
supposed to also get its maximum values at the eittie residual wage distribution,
i.e. also aU shape. A model in which the general skill's ineeegs accelerated with
respect to the residual wage and the specificskitrease is decelerated with respect

to the residual wage provides an explanation todiserved results. To illustrate,

assume:
S
os ) 118 .
2 >0 >~ <0r, <R
or’ or,,
0°S -
=<0 o| =+
or,, S,
>0r, >R
or,

wherer,, is the residual wage.

Figure 6 depicts the theory.



Figure 6 - The workers' skills and the residual wag

The Worker's Skill

R* Residual Wage

The break poinR” is determined by the second derivativesSpand S, respect to

r,-
Table A.4 depicts the results when the wage ofntbekers is the hourly wage. As it
is shown in the table, these variations weakemttegratic form of the residual while
the linear form is still positive and significaritthe 10% level at least, for males and
for both. The interpretation, which is based by ithleustness estimations, is that the
incentive effect is stronger than the job traingffgct.

The same regressions were submitted for workers ettamged their occupations'
group during the period and for workers who did. fratr the sake of parsimony, only
the interesting parameters are presented in tabletAe whole results are available
from the author. The majority of the results suppbe main finding where workers
who left PS for BS were positively selected, esplécmales.

Robustness empirical tests

Some checks were made to test the robustness argkemtisitivity of the results (the

whole results are available from the author).

The first check is to divide the samples for woskarho earn less and above the
median monthly wage and to drop the quadratic fofitne workers' residual wage as
an explanatory variable. Each median is calculatgghrately for females, males and

for both. The results amplify the previous speaition: for males, females and for



both the coefficients of the residual wage are tiegdalmost significant) when the
analyzed workers are workers who earned less ttemedian and positive when the
analyzed workers are workers who earned above #ukam (again almost significant
when the checks are done separately for femalesrabhes but significant when the
check is done for both).

The second check is for partly position: the ressiiggest that the coefficients of the
residual wage are still significant and with thensadirection when the analyzed
workers are these who worked at least 35 hoursvpek. The last check reveals that
the linear form of the residual wage is significamd positive for females, i.e. a
positive selection is observed in leaving PS whieecking only females who have
worked a complete job.

The third check is for the workers' age: the ressliggest that as the population
consists of younger workers (less than 35 in 1988)coefficients of the linear form
and the quadratic form are not significant. Thabisay that the positive selection is
not observed when the population consists of justbung population.

The last check is for education effect. When theutation consists of just the
workers who had more than 11 years of schoolingl883 the results are
approximately with the same magnitude like the whglopulation; when the
population consists of just the academic workersrérthan 15 years of schooling)
the directions of the influences are the samelmitésults are insignificant.

Transitions from business sector to public sector

A short review of the less interesting parameters:

The common regression (column 1, table A.5) analgsggests that females have a
leaving rate toward PS from BS 5 percentage pdiigbker than that of compared
males. Married leave BS 2 percentage points lessdifference is estimated for
immigrants or Tsabars. The effect of family sizehaling and another bread winner
in the family are estimated to be insignificant calsNorkers with academic
occupations are 5.4 percentage points more likelgdve BS compared to unskilled
workers. Like the managers in PS, the managersSrieBve 4.8 percentage points
less (3.9 for males). The worker being one yeaermltecreases the probability of
leaving by 2.1 percentage points (2.2 for males).

The analysis of the decision whether to leave B& emter PS exposes that, like the

opposite direction of transition, the effect of twerkers' skill is not monotonous;



however, it reflects a mirror image of the decisioeave PS. According to column
(2) in table A.5, the significance of the lineadahe quadratic coefficients and both
their negative signs reveal that for workers whaned a negative relative
unexplained wage (a negative residual), an increaskeeir residual wage increases
their propensity to leave BS; while for workers whainexplained wage was positive,
an increase in their residual wage decreasesghgpensity to leave BS and enter PS.
Workers whose wage was above its prediction terstap in BS like workers whose
wage was below its predicted value. Looking closatythe distribution of the
residuals reveals that for males approximatelyhalworkers were negative selected.
The results completely confirm the hypothesis fegative selection in leaving BS;
and even more, the probability to leave BS decseas@n accelerated rate while the
two effects probably reinforce each other. Lookmegpectively for each gender
exposes a different picture relative to leaving #8:residual wage effect is negative
for males as well as for females and highly sigaifit in all specifications; even
more, the slope is higher for females which mehlas unlike the selection in leaving
PS, the negative selection in leaving BS is mordeat among females. However, 96
per cent of the females' transitions were negatigelected, as were 99.7 per cent
from the males' transitions. Figures 7 and 8 ithatst the marginal effect, the total
probability and the accumulated distribution of @malized index of the residual

wages - the workers' skills — for each gender,getyely.

Figure 7 — the conditional probability to leave BSgainst an index of the residual wage,
females
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Figure 8 — the conditional probability to leave BSagainst an index of the residual wage,
males

0.2 0

0.18 - T -0.01

0.16 - r -0.02

©
s
IS

T -0.03

©
[
N}

+ -0.04

T -0.05

0.08 - T -0.06

The probability
o
[

The marginal probability

0.06 - T -0.07

0.04 - T -0.08

0.02 - T -0.09

0.00 0.10 0.20 0.30 0.40 0.50 0.60 0.70 0.80 0.90 1.00
The worker's skill index

‘—The Probability — The accumulated distribution —— The marginal probability‘

Table A.6 depicts the results in which the wagehef workers is the hourly wage.
This specification supports the negative selectbBS leavers which was found in
the former specification, while the linear form atiee quadratic form are highly

significant, especially for females.

Like the previous analysis, the same regressiong wabmitted for workers who

changed their occupation group during the periadl fan workers who did not. Only

the interesting parameters are presented in taldle (e whole results are available
from the author). The results highly support themfanding where workers who

have left BS to PS were negatively selected, batlesnand females.

Robustness empirical tests

The same checks (like for the transitions from BBS) were made to test the
robustness and the sensitivity of the results {thele results are available from the
author).

The division for level of wage: The results amplthe previous specification: for

males, females and for both the coefficients ofrdsdual wage are negative when
the analyzed workers are workers who earned lessttie median and negative with
a large magnitude (in absolute values) when théyaea workers are workers who

earned above the median wage. In other words,l#s¢iaty of the residual wages is



larger as much as the workers wage is higher; dgative selection in transitions is
getting stronger with the workers' wage.

The second check is for partly position: the ressliggest that the coefficients of the
workers wage are still significant and with the sadirection when the analyzed
workers are the workers who worked a full-time jab, no less than 35 hours per
week, for females as well as for males.

The third check is for the workers' age: the ressliggest that as the population
consists of younger workers (less than 35 yearsnol®83) the slopes (the coefficient
of the linear and the quadratic form) are approxatyawith the same magnitude as
the whole population; i.e. no selection effect ssaciated with the workers' age in
leaving BS.

The last check is for education effect. When theutation consists of just the

workers who had more than 11 years of schoolingréisalts are approximately the
same as the whole population. When the populatimfudes just the academic
workers (more than 15 years of schooling) the santhe coefficients are the same
but their magnitude is larger (in their absolutéues), that is to say, the negative

selection in leaving BS is fairly strengthened vtttk level of education.

8. Other Model
The goal of this section is to estimate another@hodorder to test whether, to what
extent and in which direction the transitions of tworkers between the sectors are
biased.
The basic model which is analyzed is the followamg:
21.

Move = B,Educ + 5,(S) + y,Edug (ROR™ - ROR*®) +

+7,(S)o5° - 05°) + B,0ccup_dummiesr B.X; +a, +¢;

Where Move is the transition for each direction: PS to BSB& to PS.S is the

workers' skill which, as described, is estimatedttes residual wage from regular

Mincer's regressions
The parameterROR™®,ROR*® are the rates of the return to education in eacior
and ¢f°,c55° are the appropriatfdSEs from regulaMincer's regressionsr theGiny

indexfor each sector. The indekdenotes an occupation division for ten groups of
occupations. | estimated these parameters by tsegnique census of 1983 which



contains much more observations (not the linkedseg)n the results are shown in
figures A.8 to A.10 in the appendix.

According to figure A.8, generally, the rate of tteturn to education is quite a bit
higher in BS. The rest of the figures suggest thatexplained and the unexplained
inequality are both higher in BS which it hints tthhe rate of the return on

unobserved skills is also higher in BS.

The following summarizes the theoretical predictions

The higher demand for education in PS provides uk thie prediction thatg, is

positive if the model estimates the probabilityléave BS andg, is negative if the

model estimates the probability to leave PS.
If the return for education is higher in BS comphte PS as is seen in figure A.8 then

we expect that, is positive if the model estimates the probabildyleave BS and
7, IS negative if the model estimates the probabibtieave PS.

If the return for the unobserved skill is higher BS compare to PS, which is
reflected by higheMSE (or by higherGiny indey, than Incentive Theory provides us
with the following predictions:

p, 1s negative if the model estimates the probabibtyeave BS angb, is positive if
the model estimates the probability to leave PS.

7, Is positive if the model estimates the probabiidyeave BS and, is negative if

the model estimates the probability to leave RS,dositive selection in leaving PS
and negative selection in leaving BS.

The probit regressions' results of the interestiagables are in the appendix (tables
A9to A.12).

Table 5 summarizes the signs of the empirical esioms against the theory's

predictions. As is shown in the tables, most oflthear form variables (the variables
without the interactions) have the predicted sigt@wever, the interaction variables
are insignificant when the research population sts®f workers who were in BS in

1983. When the research population consists oitir&ers who were in PS, the sign

of the education interactions with the return fdueation has the opposite sign.



Table 5 - Workers who were in the public sector

Variable Expected Observed comments
The worker's - NS
education
The worker's skill + NS Significant only for womem i

specification number 2

The worker's - + Significant only for men
education interacts
with the gap of the

ROR

The worker's skill - NS
interacts with the
gap of theROS

NS- Means not significant

Workers who were in the business sector

Variable Expected Observed comments
The worker's + NS
education
The worker's skill - - The results are relativelyhiig

significant, for all of the models.

The worker's + NS
education interacts
with the gap of the

ROR

The worker's skill + NS
interacts with the gap
of theROS

The main conclusion which can be derived from t&bie that most of the parameters
are estimated to be insignificant apart from thekecs' skill, which is estimated to
have a negative effect when the workers are emglaydS and choose whether to

leave. The latter finding is robust and consisteith the theory and the prediction.

"k



9. Wage Increase

The following section tests whether and to what mtee workers who changed their
sector are different from the workers who didn'tréhation to their wage increase
during the research period.

Table 6 presents a naive description of the tramwsiind the average hourly wage

ratio or the average of monthly wage differenc@eaisted with them.

Table 6 - The difference in the log monthly wage ahthe hourly wage ratio associated
with the transitions

Males
Business Sector Public Sector
(1995) (1995)
Business Sector 7.81 7.51
(1983) (1.12) (1.12)
2.53 2.63
Public Sector 8.21 8.21
(1983) (1.11) (0.94)
2.85 2.98
Standard deviations in parenthesis
Females
Business Sector Public Sector
(1995) (1995)
Business Sector 7.48 7.21
(1983) (1.03) (1.07)
2.68 2.65
Public Sector 7.83 7.74
(1983) (1.00) (0.87)
2.97 2.76

The naive data show that females who have left PB® earned larger increases
with respect to their monthly and hourly wage comepao females who stayed in PS.
Workers, males and females, who left BS for PSezhsmaller increase with respect
to their monthly wage compared to workers who slapeBS. Females who were in
BS in 1983 earned a larger increase with respetiiteio hourly wage and a smaller
increase with respect to their monthly wage conmgbaoemales. The groups which

most benefited with respect to their hourly wagerease were public stayers for



males and public leavers for females. The standavdtions of the wage's increases
are smaller in PS compared to BS, which stressekitiiner sensitivity of the return to

skills as well as the higher risk of being employe®sS.

Now the goal is to examine the marginal effectedving BS or PS on the wage
increase during the research period. Of course, ekglanatory variables are
correlated and the interesting question is to ttestmarginal effect of each variable
given that the other variables are held constant.
The model | check econometrically is the following:

IW, g5 = 8,X; +6,(D;)+8,(IW. 5 )+ v,

where D, is a dummy variable which receives 1 if the workas left PS (BS) during

the period and was employed in PS (BS) in 1983.

Workers who were in Public Sector in 1983
A short review of the less interesting parameters:
According to table A.13 column 1 for workers whoraven PS in 1983, females
increased their log-monthly-wage 35 percentagetpdass than males, and their log-
hourly-wage — 20 percentage points (table A.14Jhe effect of being a Tsabar is
insignificant. Being an immigrant decreases the-rfamthly-wage-increase by 12
percentage points (for males — 21), Jew — 30 panuee (for males - 49) and being
married is significant only for females — 10 pettegye points further. The number of
bread winners adds 4.3 percentage points and effebe number of weeks of work
is negligible. The effect of the workers' age isifhs but significant only in the
common regression; that is because we control trkess' wage in 1983.
Acquiring an extra year of schooling during theiperis estimated to increase the
log-monthly-wage increase by 3.8 percentage poid@,for females and 4.4 for
males. Another year of schooling in 1983 incredledog-monthly-wage-increase by
4.5 percentage points, 5.0 for females and 3.énfles.
Working in academic occupations increases the logthly-wage-increase by 15.1
percentage points for females but no effect is dodor males; working in
management occupations by 21 and 33, respectively.
Looking intently at the interesting variable of winer the workers left PS and entered

BS reveals that all coefficients in all the vawas are insignificant and their



magnitude is small. Workers who left PS didn't losgain any premium with respect
to their monthly wage increase compared to worlkdrs stayed in PS.

The results which are presented in table A.14 suggasworkers who left PS earned
smaller increases in their log-hourly-wage. Thisateg premium is estimated to be
approximately with the same size for females antesnaB.1 percentage points for

females compared to 7.1 for males.

Some checks were additionally made (all the resarksavailable from the author):
separately for workers whose wage was above ombile median-monthly-wage in

1983 which reveals a negative premium for femaepdrcentage points) and for
males (6 percentage points) whose wage was belwédian and were leaving PS.
Checking only the workers who worked for no lesantl35 hours per week in 1983
reveals approximately the same results as theibas@&he last check reveals workers
who were in PS, had no less than 15 years of seigpl 1983 and left to BS from

PS have gained a positive premium compared to trkess who stayed in PS, about
14 and 10 percentage points more with respectdio litg-wage-increase, for females
and for males, respectively. The last finding fitee tprediction of the positive

selection which we found among the PS leaversatise?.

Workers who were in business sector in 1983
A short review of the less interesting parameters:
According to table A.15 column 1 for workers whoreen BS in 1983, females
increased their log-monthly-wage 32 percentagetpdass then males, and their log-
hourly-wage — 16 percentage points (table A.16).e Effect of family size for
females is positive but small and the effect of bemof weeks of work per year is
negligible. Another bread winner in the family demses the log-monthly-wage
increase for female by 9 percent. The effect ofwbbeker's age is insignificant, that,
as noted before, because we control the workergewa 1983. Being married
increased the log-monthly-wage-increase by 6.0gmtage points for females and by
13.3 for males; being a Tsabar — 7.1 for males; J&¥® percentage points for both
genders; being an immigrant decreases the incifadee log-monthly-wage by 15
percentage points.
Acquiring an extra year of schooling during theiperis estimated to increase the

log-monthly-wage-increase by 2.8 percentage poifus, females as for males.



Another year of schooling in 1983 increases thenhmythly-wage-increase by 4.8

percentage points for females and by 6.2 for males.

Working in academic occupations increases the logthly-wage-increase by 48

percentage points for females and 25 for males, wondking in management

occupations by 29 percentage points for both.

Looking closely at the interesting variable of wiegtthe workers left BS and entered
PS exposes that all coefficients in all the vaomdi are negative and have large
values. For example, on average, workers who weaeinng BS lost 25 percentage
points of from log-monthly-wage increase comparm@dvbrkers who stayed in BS.

Males who were leaving BS lost approximately theesanagnitude as females, but
lost more compared to females related to their lgomage increase, 18 and 14
percentage points, respectively. Related to thethhprwage increase, unlike the

workers who left PS, the workers who left BS sudtea negative benefit; related to
the hourly wage increase, workers who left BS satfea negative benefit which is

approximately twice that of the workers who left @&ble A.14 and A.16)

Some checks were additionally made (like for the I@&sers, the all results are
available from the author): separately for worketsse wage was above or below
the median-monthly-wage in 1983, which reveal amgreater negative premium for
those whose wage was above the median and lefE&Sexample, females whose
wage was above its median value and decided t@ IB&/lost 44 percentage points
with respect to their monthly-wage-increase comghaiee 7 percentage points for
those whose wage was below its median value. Chgcnly the workers who

worked in 1983 for 35 hours per week at least risvaaproximately the same results.
The last check reveals that workers who were in ligsl no less than 15 years of
schooling in 1983 and left to PS from BS sufferemyvlarge negative premiums
compared to the workers who stayed in BS, 53 ang@ecentage points less with
respect to their log-wage-increase, for females arades, respectively. The last
finding fits the prediction of the accelerated negaselection which we found among

the BS leavers in section 7.

Table A.17 and A.18 present the coefficients arelttbtatistic of the interesting

parameted, after dividing the population into two sub samplesone includes



workers who did not changed their occupations' grduring the period and the other
includes the workers who changed. According totéide, the workers who changed
their occupations' group during the period arevibekers who residual suffered from
the negative premium after they left PS, especiailti respect to their hourly-wage-
increase. This phenomenon occurs when the workendefhBS are analyzed, while
the difference here is that the two populationgesatl from a negative premium after
leave BS. The workers who also changed their odmus group suffered more,
particularly with respect to their monthly-wage+iease.
In order to test the robustness of the resultshema@pecification was done:
19.

AW, gsg0 = 5, X; +5,(D; )+,
where the interesting variable is whether the wolék BS or PS D, ).

Table 7 presents the OLS estimation of the coeffisidor males, females and for
both:
Table 7 — the estimation ofd, , Monthly Wage

(t value)
PSto BS BS to PS
All 0.034 -0.309
(1.1) (7.0)
Females 0.078 -0.340
(1.46) (5.4)
Males -0.010 -0.267
(0.23) (4.29)
Hourly Wage
(t value)
PS to BS BS to PS
All -0.095 -0.048
(3.7) (1.78)
Females -0.108 -0.023
(2.6) (0.59)
Males -0.102 -0.078
(3.9) (2.12)




The results suggest that workers who left PS to BiShdt gain any premium with

respect to their monthly-wage-increase comparegdkers who stayed in PS; and

that workers who left BS to PS suffered a large aeghtive premium with respect to

their monthly-wage-increase compared to workers staged in BS. In regaro the

hourly-wage increase, workers who left their secB8 or PS, suffered a negative

premium, apart from females, who left BS and ditlsudfer from any punishment.

10. Discussion

The following section discusses some critiques eftkieoretical model and some

problems with the data base.

Beginning with some weaknesses in the data base:

1. The data do not provide information on whether thwkers were fired or

whether they left their jobs voluntarily. This magate a bias in the analysis
of the exit and the entry, although the directioh tbe bias is not
comprehendible. As a result, another explanatigorazided for the positive
selection observed in leaving the public sectdrtkhe workers' wage is higher
than its predicted value, this may encourage thpl@rars to dismiss their
workers. Higher conditional wage means less peofd greater likelihood for
separation. This argument seems to be weak becduseo main reasons:
first, the public sector unlike the business sedtomot characterized by
maximum profit targeting (see Burgess (2003) foedew about this issue);
the job protection in the public sector is verythand it is almost impossible
to dismiss workers after they were granted tenab®i(it 80 per cent of the

public sector in Israel workers have a tenure).

. The number of observations is small. The sample dedwnly workers who

were working both in 1983 and 1995. For this reat@nanalysis is a macro
level study although it is more interesting to laikthe micro level and to test
whether the selection is done in a specific ocdapator example teaching or
medicine. For the moment this is the best datanl wse for the research's
purposes. A better data set, for the purpose odreipg the current research,
in which the census population of 1995 is mergeth whe employers-

employees data for the following years is beingstatted.

. There is a problem where the definition of the seittavhich the workers are

employed is not single-valued. As a result theeeaafew errors: a worker is



Real Wage

considered to work in public sector while he or abtually works in business
sector and vice versa. Typical examples are takem fthe education or
medicine branch - a small percentage of the teacbertthe physicians are
employed in BS. We must take this into account;nettee econometric

method controls for the economic branch in allhaf $pecifications.

. The exceptional wage agreements in 1994 to 199Barpublic sector affect

the estimation of the wage increase analysis itiee® and may create a
misleading assessment of the interesting parametdrether the decision to
leave the sector is associated with the wage iserehuring the research
period. Figure 10 depicts the development of tla weage in the two sectors
in the last thirty years. The 'eye test' reveals tha agreements in 1994 to
1995 were just a kind of correction for the wagesan in the public sector

compared to the business sector for the previoassye

Figure 10 - The Real Wage in the Public and therBass Sector
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. The hyper inflation in Israel from 1983 to 1985 (edhan 150 per cent per

year in 1983) may generate an error in the realewaaculation in 1983,

especially if the workers were sampled in differemdnths of the years. This
problem is minimized because the nominal wage afheworker was

calculated as an average of his/her wages in gtéHeee months.

In Israel as well as in the rest of the world oaa consider work in the public

sector as a type of investment in human capitaisoa kind of signaling~or



example, it is well known in Israel that working time finance ministry and
specifically in the budget department is a highlgyaignal for employers in
the business sector. This progress reinforces tls#tiym selection of the
model in which the qualitative workers tend to ledke public sector and it is
difficult for the public sector employers to kedpem. The control for the
workers' age in the regressions and the separatkglior some ages groups
weaken the claim that the human capital accumulistéide main explanation
of the observed positive selection.

Critiques on the theoretical model:

The main critique on the theoretical model is tha@tke migrants who do not decide
whether to be born and in which country; the woskéo decide initially whether to
work: in the public sector or in the business secfbe decision of where to work is
not exogenous; this is definitely not a randomgagssient.

Two arguments confront this claim:

The first argument, and the most important onehas the selection of the workers is
examined compared to their sector co-workers. hdbcompare the workers who
have left the public sector to the workers who ergloyed in the business sector; |
compare them to the workers who are employed inphielic sector; the same
intuition applies to the workers who have left thesiness sector.

The second argument refers to the following claima: worker has high (low) general
skills, why did he or she initially decide to warkthe public sector (business sector).
The answer is given by using simple models of searth matching, learning, and
signaling. All of these theories have the same raeisin and prediction in which the
workers can improve their jobs and increase theigevduring their career although
they were behaving rationally in their initial sseip the job market.

Search Theory (Burdett and Mortensen (1986), Moeensnd Pissarides (1999))
states that there is no complete information inrfaket and a situation of natural
unemployment exists because the workers who séargbbs are not suitable for the
vacant positions because they have not matchedMeadthing Theory (Jovanovic
(1979), Eckstein (1995) and Pissarides (2000)est#tat not all of the employer-
employee pairings are optimal, and during theieees the workers change their jobs
and the employers substitute their workers in otdeimprove their matching. The

learning model (Jovanovic (1984) and Mortensen 8)P8s that the workers



themselves and their employers do not entirely ktfosir true skill in the beginning

of the work interaction and their knowledge impreveith the time as their

performance is observed. The last model is a siggatodel (see for example Spence
(1973), Wolpin (1977) or Weiss (1984)) which teaches that the employers use
some observed characteristics or achievementgar tw improve their assessment of
the real skill of the worker. For example workersonare promoted faster in their
current job are workers whose signal for rival eoypls is better; consequently their

job offer rate grows and their probability to leaséigher.

11. Conclusions

This paper tests the selection effect of two diffiérequal-sharing sectors. Dataset of
individuals entering and exiting the public andibass sectors is used here to test the
predictions.

The findings provide support for positive selectinrleaving the public sector and a
great deal of evidence for negative selection avileg the business sector. This is to
say that individuals who move to the public sedimm a pay-for-performance
environment were negatively selected in terms efrtbnobservable characteristics,
like skill. Furthermore, selection patterns varyoss genders. Specifically, men are
more positively selected in leaving the public eediut the negative selections in
leaving the business sector are at parity.

The selection effects also somewhat support thes dasi Borjas’ hypothesis that
selection (either positive or negative) dependshenrelative earnings inequality of
the origin and destination.

The analysis of the wage increase reveals that weonkbo left the business sector
earned lower monthly-wage-increases compared tstthyers, especially men; while
workers who left the public sector did not gain grgmium with respect to their
wage increase compared to the workers who stayeldeipublic sector, apart from
the educated workers. The findings somewhat fit gredictions derived from the

negative selection which we observed in leavingailginess sector.
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Appendix

Figure A.1.1 - hourly wage in each sector in 1983
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Figure A.1.3 - hourly wage in each sector in 1988groups-occupations division

32

27

22

17

12

32

27

22

17

12

Men

OBusiness M Business Adjusted [OPublic OPublic Adjusted

All Scientific and Technicals Managers Clerks Service Skilled in Skilled in

Academic Industry Industry

Figure A.2.1 - hourly wage in each sector in 1995
I Business B Business Adjusted 27.6
B Public O Public Adjusted 25.0
22.8
21.9
19.4
18.5
Women Men



Shekels

Shekels

Figure A.2.2 - hourly wage in each sector in 1986ups-occupations division
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Figure A.3 —the MSEs ratio Public to Business&ih897, Women and Men
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Figure A.5 — The Share of the business sector werkeross the pooled deciles
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Figure A.7.1 - The occupation frequency in pubhd &dusiness sectdyomen
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Figure A.8 - The Rate of Return (ROR) to Educatioh983
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Figure A.10 - Giny Indexes in 1983
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Table A.1 - the transitions between the sectorsyéfo

PS_BS 0 1 BS_PS 0 1
"Obseravtions 3,396 487 ~ 1,920 501
Age 33.54 32.50 32.85 31.64
Jew 0.96 1.00 0.99 0.98
Immigrant 0.04 0.04 0.06 0.05
Tsabar 0.56 0.55 0.50 0.55
skilled Occup. 0.20 0.16 0.08 0.11
Partly 0.60 0.41 0.33 0.45
Academic 0.16 0.11 0.03 0.07
Married 0.85 0.79 0.81 0.79
Table A.2 - the transitions between the sectors) Me

PS_BS 0 1 BS_PS 0 1

"Obseravtions 1,735 939 ~ 4,279 438
Age 34.19 33.35 33.18 33.49
Jew 0.85 0.91 0.87 0.88
Immigrant 0.05 0.04 0.04 0.05
Tsabar 0.56 0.58 0.55 0.53
skilled Occup. 0.42 0.36 0.32 0.27
Partly 0.20 0.11 0.06 0.08
Academic 0.23 0.14 0.06 0.06
Married 0.88 0.85 0.88 0.85




Table A.3 — the dependent variable is whether tbeker left PS and entered BS during 1983
till 1995.

D, = 6,X, +5,(IWh )+,

The wage is the log-monthly-wage

1 2 3 4 5 6
All Men Women

Public to Business dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z
Feral e -0.178 -11.79 -0.179 -11.90
Marri ed -0.005 -0.29 -0.006 -0.32 -0.000 -0.01 -0.002 -0.05 -0.008 -0.40 -0.008 -0.42
Age -0.015 -1.17 -0.015 -1.19 -0.029 -1.30 -0.030 -1.32 -0.002 -0.15 -0.002 -0.17
Age 2 0.000 0.79 0.000 0.80 0.000 1.10 0.000 111 0.000 -0.19 -0.000 -0.17
Jew 0.077 3.26 0.077 3.26 0.100 2.79 0.100 2.79 0.102 2.66 0.101 2.63
| nmi gr ant -0.012 -0.38 -0.013 -0.42 -0.017 -0.33 -0.019 -0.35 -0.005 -0.16 -0.005 -0.17
Tsabar 0.014 1.03 0.014 1.00 0.043 1.85 0.043 1.84 -0.012 -0.82 -0.012 -0.85
School i ng -0.009 -3.95 -0.009 -4.01 -0.013 -3.70 -0.013 -3.71 -0.004 -1.64 -0.004 -1.67
Res 0.024 2.34 0.022 2.18 0.045 2.43 0.042 2.29 0.007 0.66 0.007 0.62
Res 2 0.011 1.75 0.011 0.84 0.008 1.20
Hour per Wéek -0.003 -4.19| -0.003 -4.37 -0.005 -4.69 -0.005 -4.71 -0.001 -1.06 -0.001 -1.18
Fanily Size -0.011 -2.26| -0.011 -2.26 -0.011 -1.49 -0.011 -1.50 -0.014 -2.31 -0.014 -2.29
Bread W nnes -0.026 -2.11| -0.026 -2.10 -0.032 -1.63 -0.033 -1.67 -0.012 -0.68 -0.011 -0.67
VPY -0.003 -4.54( -0.003 -4.58 -0.003 -2.37 -0.003 -2.38 -0.002 -3.84 -0.002 -3.89
Partly -0.129 -4.97( -0.128 -4.92 -0.147 -3.34 -0.146 -3.32 -0.099 -3.39 -0.098 -3.38
Acadeni ¢ -0.119 -55( -0.119 -5.51 -0.204 -4.87 -0.202 -4.83 -0.041 -1.70 -0.043 -1.77
Techni cal s -0.151 -6.24 -0.150 -6.21 -0.114 -2.88 -0.114 -2.86 -0.141 -4.58 -0.141 -4.58
Manager s -0.075 -2.28| -0.075 -2.27 -0.085 -1.63 -0.085 -1.62 -0.063 -1.55 -0.063 -1.55
d erks -0.087 -3.56| -0.088 -3.56 -0.177 -4.48 -0.177 -4.48 -0.038 -1.22 -0.039 -1.25
Sal es 0.345 4.67 0.351 475 0.168 1.53 0.167 1.53 0.443 4.36 0.449 4.41
Servi ce -0.146 -6.17| -0.146 -6.16 -0.209 -5.18 -0.209 -5.19 -0.084 -2.92 -0.084 -2.92
Agricul ture -0.024 -0.33| -0.023 -0.31 -0.021 -0.22 -0.019 -0.20
Skilled in Industry -0.033 -1.08| -0.034 -1.11 -0.060 -1.39 -0.060 -1.39 0.382 250 | 0.378824 2.48
Skilled in Industry 0.038 1.07 0.040 1.10 0.053 1.09 0.055 1.13 -0.010 -0.141-0.011133 -0.16
Cbs. 5,197 5,197 2,370 2,370 2,826 2,826
Pseudo R2 0.1262 0.1257 0.0674 0.0671 0.1078 0.1072

Table A.4 — the dependent variable is whether theker left PS and entered BS during 1983
till 1995.

D, =6,X, +6,(IWh )+,

The wage is the log-hourly-wage
2 3 4

1 5 6
All Men Women

Public to Business dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z
Femal e -0.171 -11.08 -0.171 -11.09
Marri ed -0.007 -0.37 -0.007 -0.37 -0.005 -0.14| -0.005 -0.15 -0.008 -0.43 -0.009 -0.44
Age -0.014 -1.10 -0.014 -1.10 -0.031 -1.37 -0.031 -1.37 -0.001 -0.06 -0.001 -0.06
Age 2 0.000 0.74 0.000 0.74 0.000 1.18 0.000 1.18 0.000 -0.28 -0.000 -0.27
Jew 0.075 3.12 0.075 3.12 0.092 2.50 0.092 2.50 0.100 2.55 0.100 2.54
| mmi gr ant -0.012 -0.39 -0.012 -0.39 -0.021 -0.39 -0.021 -0.40 -0.003 -0.11 -0.004 -0.11
Tsabar 0.014 1.03 0.014 1.03 0.042 1.78 0.042 1.78 -0.010 -0.72 -0.011 -0.74
School i ng -0.009 -3.87 -0.009 -3.87 -0.012 -3.38 -0.012 -3.38 -0.004 -1.72 -0.004 -1.73
Res 0.017 1.61 0.017 1.61 0.033 171 0.032 1.73 0.008 0.78 0.009 0.80
Res 2 0.000 0.06 0.001 0.1 0.002 0.35
Hour per Week -0.002 -3.09] -0.012 -2.43 -0.004 -3.37 -0.004 -3.37 -0.001 -1.12 -0.001 -1.16
Fanily Size -0.012 -2.43| -0.024 -1.87 -0.013 -1.66 -0.013 -1.67 -0.015 -2.46 -0.015 -2.45
Bread W nnes -0.024 -1.87| -0.003 -5.19 -0.031 -1.55 -0.031 -1.55 -0.010 -0.58 -0.010 -0.58
2% -0.003 -5.19]  -0.127 -4.83 -0.004 -3.46 -0.004 -3.46 -0.002 -3.66 -0.002 -3.68
Partly -0.127 -4.83] -0.114 -5.31 -0.143 -3.22 -0.143 -3.22 -0.101 -3.43 -0.101 -3.43
Acadeni ¢ -0.114 -5.31] -0.151 -6.21 -0.212 -5.14| -0.212 -5.15 -0.043 -1.73 -0.044 -1.76
Techni cal s -0.151 -6.21| -0.080 -2.44 -0.115 -2.86 -0.115 -2.86 -0.144 -4.65 -0.145 -4.66
Manager s -0.080 -2.44]  -0.091 -3.69 -0.094 -1.80 -0.094 -1.80 -0.066 -1.63 -0.066 -1.64
O erks -0.091 -3.69 0.344 4.66 -0.178 -4.47 -0.178 -4.47 -0.044 -1.39 -0.044 -1.40
Sal es 0.344 465 -0.153 -6.49 0.167 1.52 0.167 1.52 0.437 4.30 0.439 4.32
Servi ce -0.153 -6.49] -0.027 -0.38 -0.226 -5.59 -0.226 -5.60 -0.087 -3.02 -0.087 -3.03
Agricul ture -0.027 -0.38] -0.040 -1.30 -0.030 -0.31 -0.030 -0.31 0.373 2.45( 0.372047 2.44
Skilled in Industry -0.040 -1.3 0.037 1.03 -0.067 -1.56 -0.067 -1.56 -0.015 -0.22| -0.01575 -0.23
Skilled in Industry 0.037 1.03 0.040 1.10 0.054 1.09 0.054 1.10 -0.010 -0.14]-0.011133 -0.16
Cbs. 5,097 5,097 2,311 2,311 2,785 2,785
Pseudo R2 0.1256 0.1256 0.0699 0.0671 0.1078 0.1072




Table A.5 — the dependent variable is whether tbeker left BS and entered PS during 1983
till 1995.

D, =5, X; +6,(IWh )+,
The wage is the log-monthly-wage

1 2 3 4 5 6
All Men Women

Busi ness to Public dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z
Femal e 0.048 4.27 0.055 4.86
Marri ed -0.020 171 -0.020 -1.68 -0.018 -1.23 -0.018 -1.23 -0.027 -1.12 -0.025 -1.07
Age -0.021 -2.48 -0.021 -2.49 -0.022 -2.47 -0.022 -2.48 -0.007 -0.38 -0.005 -0.29
Age 2 0.000 2.36 0.000 2.37 0.000 2.58 0.000 2.59 0.000 0.07 -0.000 -0.02
Jew 0.018 1.12 0.016 1.00 0.007 0.46 0.007 0.46 -0.068 -0.94 -0.078 -1.06
| i gr ant 0.004 0.22 0.003 0.16 0.018 0.78 0.018 0.79 -0.029 -0.76 -0.034 -0.88
Tsabar -0.002 -0.22 -0.002 -0.22 -0.009 -0.86 -0.008 -0.84 0.018 0.93 0.015 0.79
School i ng 0.001 0.65 0.001 0.71 0.001 0.69 0.001 0.67 0.002 0.57 0.003 0.71
Res -0.064 -7.82 -0.049 -7.46 -0.047 -5.05 -0.041 -5.71 -0.097 -5.65 -0.068 -4.79
Res 2 -0.018 -3.4 -0.005 -0.99 -0.052 -3.89
Hour per Wéek -0.000 -0.39] -0.000 -0.22 0.000 0.40 0.000 0.36 -0.003 -1.96 -0.002 -1.75
Fam |y Size 0.001 0.45 0.001 0.46 -0.000 -0.10 -0.000 -0.09 0.004 0.50 0.003 0.34
Bread W nnes 0.009 1.22 0.009 1.16 0.007 0.91 0.007 0.91 0.007 0.33 0.009 0.44
2% -0.000 -1.27]  -0.000 -1.19 0.000 0.01 0.000 0.05 -0.001 -1.50 -0.001 -1.46
Partly 0.014 0.58 0.015 0.61 -0.023 -1.04| -0.022 -1.02 0.156 2.25 0.151 2.18
Acadeni ¢ 0.054 291 0.052 2.79 0.024 0.86 0.023 0.82 0.026 0.81 0.028 0.86
Techni cal s -0.019 -1l -0.019 -0.98 -0.024 -1.33 -0.024 -1.31 -0.002 -0.05 -0.006 -0.12
Manager s -0.048 -2.4| -0.048 -2.39 -0.039 -2.18 -0.039 -2.17 -0.083 -1.38 -0.082 -1.34
d erks -0.023 -1.44] -0.024 -1.50 -0.014 -0.80 -0.014 -0.78 -0.039 -0.96 -0.041 -0.99
Sal es -0.020 -1.02| -0.022 -1.13 -0.016 -0.80 -0.016 -0.79 -0.015 -0.32 -0.026 -0.54
Servi ce 0.059 2.37 0.058 2.33 0.001 0.06 0.002 0.07 0.157 2.75 0.160 2.79
Agricul ture 0.048 1.13 0.049 1.15 0.042 1.05 0.043 1.07 0.063 0.51| 0.071539 0.56
Skilled in Industry -0.027 -1.73]  -0.026 -1.63 -0.025 -1.72 -0.025 -171 -0.004 -0.08 | -0.000695 -0.01
Skilled in Industry -0.038 -2.34| -0.038 -2.31 -0.036 -2.42 -0.036 -2.41 -0.007 -0.14 | -0.005159 -0.10
Cbs. 6,505 6,505 4,382 4,382 2,123 2,123
Pseudo R2 0.0578 0.0553 0.0243 0.0239 0.062 0.0534

Table A.6 — the dependent variable is whether theker left BS and entered PS during 1983
till 1995.

D, =5,X; +6,(IWh )+,
The wage is the log-hourly-wage

1 2 3 4 5 6
All Men Women

Busi ness to Public dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z dF/dx z
Femal e 0.047 4.03 0.051 4.40
Marri ed -0.022 -1.86 -0.022 -1.82 -0.020 -1.35 -0.020 -1.35 -0.029 -1.19 -0.026 -1.10
Age -0.021 -2.50 -0.021 -2.51 -0.022 -2.39 -0.022 -2.41 -0.008 -0.41 -0.006 -0.31
Age 2 0.000 2.39 0.000 2.39 0.000 2.51 0.000 2.53 0.000 0.10 -0.000 -0.01
Jew 0.016 0.97 0.015 0.91 0.006 0.35 0.006 0.35 -0.069 -0.94 -0.074 -1.01
| nmi gr ant 0.002 0.10 0.001 0.07 0.014 0.63 0.014 0.64 -0.029 -0.73 -0.031 -0.81
Tsabar -0.002 -0.20 -0.002 -0.19 -0.008 -0.84 -0.008 -0.83 0.016 0.82 0.015 0.76
School i ng 0.001 0.50 0.001 0.55 0.001 0.53 0.001 0.53 0.002 0.43 0.002 0.54
Res -0.052 -6.82 -0.044 -6.71 -0.043 -4.73 -0.039 -5.39 -0.079 -4.89 -0.062 -4.42
Res 2 -0.011 -2.29 -0.004 -0.74 -0.036 -3.00
Hour per Week -0.001 -1.52 -0.001 -1.32 -0.000 -0.09 -0.000 -0.11 -0.003 -2.32 -0.003 -2.05
Fanily Size 0.001 0.50 0.002 053 -0.000 -0.09 -0.000 -0.08 0.003 0.43 0.003 0.35
Bread W nnes 0.010 1.26 0.009 1.22 0.008 1.07 0.008 1.08 0.010 0.44 0.010 0.47
VPY -0.000 -1.19 -0.000 -1.16 -0.000 -0.06 -0.000 -0.03 -0.001 -1.48 -0.001 -1.48
Partly 0.012 0.47 0.012 0.49 -0.024 -1.08 -0.023 -1.06 0.153 2.18 0.147 2.09
Acadeni ¢ 0.046 2.45 0.045 2.40 0.033 112 0.032 1.07 0.012 0.36 0.017 0.49
Techni cal s -0.022 -1.13 -0.021 -1.11 -0.025 -1.35 -0.024 -1.33 -0.006 -0.11 -0.010 -0.20
Manager s -0.045 -2.22 -0.046 -2.23 -0.038 -2.04 -0.038 -2.04 -0.082 -1.34 -0.082 -1.34
Cl erks -0.028 -1.67 -0.028 -1.69 -0.017 -0.98 -0.017 -0.96 -0.039 -0.94 -0.042 -1.00
Sal es -0.025 -1.24 -0.026 -1.28 -0.016 -0.76 -0.016 -0.76 -0.028 -0.57 -0.034 -0.70
Servi ce 0.058 2.30 0.057 2.28 0.002 0.07 0.002 0.08 0.162 2.76 0.160 273
Agricul ture 0.044 1.00 0.043 0.99 0.034 0.82 0.034 0.83 0.066 0.52 | 0.066785 0.53
Skilled in Industry -0.029 -1.78 -0.028 -1.72 -0.027 -1.79 -0.027 -1.79 -0.001 -0.02 | -0.001105 -0.02
Skilled in Industry -0.038 -2.26 -0.038 -2.24 -0.036 -2.37 -0.036 -2.36 -0.005 -0.09 | -0.004907 -0.09
Cbs. 6,373 6,373 4,284 4,284 2,092 2,092
Pseudo R2 0.0552 0.054 0.0235 0.0233 0.0579 0.0528




Table A.7 — the dependent variable is whether thieker left PS and entered BS during 1983

till 1995.
No Change in Occupation Change in Occupation
dF/dx Z dF/dx Z
Monthly Wage
All All
res 0.025 1.99 res 0.031 2.03
res: 0.008 1.12 res: 0.013 1.27
res 0.024 1.91 res 0.029 1.93
Men Men
res 0.061 2.35 res 0.043 1.71
res: 0.030 1.93 res: -0.006 -0.32
res 0.051 1.94 res 0.045 1.82
Women Women
res 0.011 0.89 res 0.010 0.63
res: -0.001 -0.13 res: 0.015 1.37
res 0.01 0.89 res 0.010 0.58
Hourly Wage dF/dx 4 dF/dx Z
All
res 0.018 1.43 res 0.024 1.1
res: 0.003 0.38 res: -0.001 -0.14
res 0.018 1.43 res 0.024 1.52
Men
res 0.054 2.01 res 0.027 1.02
res: 0.023 1.38 res: -0.016 -0.76
res 0.049 1.79 res 0.033 1.28
Women
res 0.009 0.74 res 0.013 0.76
res: -0.001 -0.16 res: 0.007 0.63
res 0.009 0.73 res 0.013 0.78
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Table A.8 — the dependent variable is whether thieker left PS and entered BS during 1983

till 1995.
No Change in Occupation Change in Occupation
Monthly Wage dF/dx Z dF/dx Z
All
res -0.062 -5.31 res -0.062 -5.71
res: -0.019 -2.48 res: -0.018 -2.65
res -0.045 -5.01 res -0.047 -5.31
Men
res -0.036 -2.78 res -0.047 -3.94
res: -0.001 -0.10 res: -0.006 -0.90
res -0.035 -3.45 res -0.041 -4.32
Women
res -0.099 -4.48 res -0.103 -3.80
res: -0.046 -2.84 res: -0.074 -3.40
res -0.062 -3.74 res -0.072 -3.13
Hourly Wage dF/dx 4 dF/dx Z
All
res -0.054 -4.82 res -0.050 -4.97
res: -0.016 -2.16 res: -0.011 -1.73
res -0.041 -4.57 res -0.043 -4.82
Men
res -0.030 -2.38 res -0.045 -3.82
res: 0.001 0.17 res: -0.005 -0.76
res -0.031 -3.04 res -0.039 -4.21
Women
res -0.094 -4.32 res -0.080 -3.17
res: -0.045 -2.83 res: -0.046 -2.38
res -0.061 -3.64 res -0.066 -2.92

0)



The regressions' results of section 8

The following tables present the empirical estioratof the interesting variables for

each gender respectivéhand for both.

The models are different by the variables which evehosen to use in order to

describe the within variance of each sector whids a proxy for the return to skill

(ROS).

Table A.9 — the dependent variable is whether theker left PS and entered BS during 1983

till 1995

Women
Public to Business
1
dF/dx z dF/dx

Schooling 0.001 0.5|Schooling 0.001 0.5
Res 0.028 1.25|Res 0.041 2.14
Res*MSE -0.070 -0.22
Res*ROR -0.124 -0.75|Res*ROR -0.121 -0.74

Res*Giny 0.174 0.62
Pseudo R2 0.0793 Pseudo R2 0.0795
Obs. 2,669 Obs. 2,669

Table A.10 — the dependent variable is whethewthker left BS and entered PS during

1983 till 1995
Women
Business to Public

Schooling
Res

Res*MSE
Res*ROR

Pseudo R2
Obs.

dF/dx
-0.001
-0.090
-0.383
0.257

0.0302
2,118

z
-0.17|Schooling
-4.02|Res
-1.13
1.24]Res*ROR
Res*Giny

Pseudo R2
Obs.

dF/dx
-0.001
-0.063

0.262
0.184

0.0298
2,118

-0.19
-3.16

1.26
0.53

4 The variables (ROR and etc.) were calculated seglgrfar each gender.
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Table A.11 — the dependent variable is whethewthker left PS and entered BS during

1983 till 1995
Men
Public to Business
1 2
dF/dx z dF/dx z

Schooling -0.001 -0.25 Schooling -0.001 -0.25
Res 0.032 1.08 Res 0.036 1.44
Res*MSE -0.167 -0.36
Res*ROR 0.619 2.26 Res*ROR 0.619 2.26

Res*Giny -0.137 -0.22
Pseudo R2 0.042 Pseudo R2 0.042
Obs. 2,070 Obs. 2,070

Table A.12 — the dependent variable is whethenthiker left BS and entered PS
during 1983 till 1995

Men
Business to Public
1 2
dF/dx z dF/dx z

Schooling 0.002 1.45]Schooling 0.002 1.43
Res -0.021 -2.25|Res -0.027 -3.06
Res*MSE 0.170 1.04
Res*ROR 0.134 1.11|Res*ROR 0.132 1.09

Res*Giny 0.012 0.05
Pseudo R2 0.0108 Pseudo R2 0.0104
Obs. 4,866 Obs. 4,866




Table A.13 — the dependent variable is the log mgnwage in 1995

All the workers who where in PS in 1983

log(w,) = &,X, + 5,(PS_BS)+,

1 2 3
All Men Women

|_monthly_wage 95 Coef. t Coef. t Coef. t
Public to Business -0.024 -1.18 -0.037 -1.37 -0.019 -0.56
Female -0.352 -16.45

|_monthly_wage_83 0.267 18.15 0.299 13.01 0.236 12.13
Hour Per Week 95 0.001 8.30 0.001 5.21 0.001 6.59
Hour Per Week 83 0.001 0.65 0.002 1.48 -0.001 -0.56
Married 0.042 1.61 0.053 1.28 0.062 1.77
Acquire 0.038 8.99 0.044 7.32 0.029 5.04
Age 0.038 2.08 0.004 0.16 0.054 2.19
Age 2 -0.001 -2.02 -0.000 -0.22 -0.001 -2.00
Jew 0.302 8.38 0.405 8.86 0.072 1.09
Immigrant -0.119 -2.90 -0.207 -3.28 -0.046 -0.85
Tsabar 0.021 1.09 0.030 1.03 0.021 0.85
Schooling 0.045 13.41 0.039 8.29 0.050 10.60
Family Size -0.019 -2.83 -0.019 -2.10 -0.005 -0.43
Bread winners 0.043 2.37 0.046 1.91 -0.000 -0.01
WPY 83 0.002 1.96 -0.001 -0.45 0.003 2.78
Partly 83 -0.071 -2.29 0.033 0.60 -0.136 -3.31
Academic 0.111 2.45 0.080 1.36 0.151 1.99
Technicals 0.077 1.86 0.086 1.61 0.083 1.17
Managers 0.248 4.36 0.209 3.03 0.327 3.18
Clerks 0.082 1.95 0.042 0.76 0.120 1.68
Sales 0.227 2.60 0.144 1.15 0.320 2.53
Service -0.117 -2.60 -0.099 -1.69 -0.126 -1.65
Agriculture 0.001 0.01 -0.018 -0.14 0.259 0.45
Skilled in Industry 0.121 2.35 0.080 1.40 0.659 3.26
Skilled in Industry 0.004 0.07 -0.038 -0.62 0.144 0.96
Constant 6.756 21.20 7.380 15.29 6.234 14.08
bs. 4,907 2,243 2,664
Adj suted R2 0.36 0.30 0.27

)+




Table A.14 — the dependent variable is the log lyomage in 1995

All the workers who where in PS in 1983

log(w,) = &,X, + 5,(PS_BS)+,

1 2 3

All Men Women
|_hourly_wage_95 Coef. t Coef. t Coef. t
Public to Business -0.071 -3.41 -0.071 -2.55 -0.08 -2.52
Female -0.202 -9.38
|_hourly_wage_83 0.246 16.44 0.290 11.99 0.204 10.66
Hour Per Week 95 -0.003 -28.96 -0.003 -22.79 -0.003 -17.55
Hour Per Week 83 0.004 3.73 0.004 3.13 0.002 1.32
Married 0.027 1.06 0.017 0.39 0.037 1.09
Acquire 0.032 7.64 0.039 6.36 0.023 4.04
Age 0.018 0.99 0.023 0.82 0.012 0.49
Age 2 -0.000 -0.79 -0.000 -0.76 -0.000 -0.27
Jew 0.176 4.86 0.253 5.33 -0.049 -0.76
Immigrant -0.144 -3.52 -0.228 -3.52 -0.070 -1.34
Tsabar 0.027 1.46 0.018 0.61 0.034 1.42
Schooling 0.042 12.66 0.039 7.95 0.047 10.17
Family Size -0.015 -2.20 -0.006 -0.63 -0.017 -1.71
Bread winners 0.025 1.38 0.016 0.64 0.021 0.73
WPY 83 0.001 0.91 -0.000 -0.29 0.001 1.14
Partly 83 -0.012 -0.39 -0.029 -0.52 -0.029 -0.69
Academic 0.121 2.68 0.089 1.46 0.171 2.3
Technicals 0.099 2.38 0.106 1.92 0.105 1.51
Managers 0.220 3.88 0.175 2.46 0.306 3.07
Clerks 0.033 0.79 0.028 0.49 0.059 0.84
Sales 0.163 1.89 0.095 0.75 0.231 1.89
Service -0.163 -3.60 -0.138 -2.26 -0.161 -2.15
Agriculture -0.062 -0.51 -0.050 -0.39 -0.124 -0.22
Skilled in Industry 0.108 2.09 0.068 1.16 0.584 2.99
Skilled in Industry -0.056 -1.02 -0.081 -1.26 -0.004 -0.03
Constant 1.704 5.40 1.536 3.13 1.889 4.4
bs. 4,810 2,107 2,623
Adj suted R2 0.35 0.36 0.30

)*




Table A.15 — the dependent variable is the log mgnwage in 1995
All the workers who where in BS in 1983

log(w,) = 6,X; +6,(BS_PS)+0,

1 2

All Men Women
|_monthly_wage 95 Coef. t Coef. t Coef. t
Business to Public -0.252 -11.96 -0.241 -8.48 -0.254 -7.98
Female -0.318 -16.64
|_monthly_wage_83 0.325 26.21 0.307 19.81 0.327 15.43
Hour Per Week 95 0.001 10.29 0.001 8.29 0.002 7.39
Hour Per Week 83 -0.000 -0.18 0.002 1.70 -0.003 -1.72
Married 0.097 4.79 0.133 4.88 0.060 1.79
Acquire 0.028 7.40 0.027 6.43 0.028 3.73
Age 0.005 0.37 0.005 0.30 -0.002 -0.06
Age 2 -0.000 -0.64 -0.000 -0.51 -0.000 -0.1
Jew 0.175 6.20 0.187 6.30 0.187 1.73
Immigrant -0.153 -4.53 -0.145 -3.38 -0.149 -2.68
Tsabar 0.054 3.47 0.071 3.79 0.019 0.71
Schooling 0.058 19.33 0.062 17.83 0.048 8.1
Family Size -0.001 -0.13 -0.002 -0.32 0.019 1.73
Bread winners -0.006 -0.50 0.021 1.44 -0.088 -2.77
WPY 83 0.001 1.27 0.002 1.81 0.000 0.09
Partly 83 -0.024 -0.79 0.103 2.01 -0.114 -2.4
Academic 0.304 7.23 0.251 5.33 0.480 5.4
Technicals 0.174 4.97 0.133 3.36 0.290 3.97
Managers 0.307 8.05 0.290 7.00 0.287 3.08
Clerks 0.129 4.27 0.066 1.80 0.189 3.16
Sales -0.026 -0.69 -0.071 -1.63 0.039 0.54
Service -0.133 -3.25 -0.085 -1.61 -0.188 -2.55
Agriculture -0.006 -0.08 0.039 0.51 -0.384 -1.92
Skilled in Industry -0.073 -2.54 -0.075 -2.43 -0.120 -1.55
Skilled in Industry 0.051 1.69 0.081 2.45 -0.162 -2.15
Constant 7.186 28.66 6.952 22.73 7.317 15.66
bs. 6,145 4,139 2,006
Adj suted R2 0.50 0.46 0.42




Table A.16 — the dependent variable is the log lyomage in 1995
All the workers who where in BS in 1983

log(w,) = 6,X; +6,(BS_PS)+0,

1 2 3

All Men Women
|_hourly_wage_95 Coef. t Coef. t Coef. t
Business to Public -0.158 -7.25 -0.180 -5.94 -0.144 -4.59
Female -0.161 -8.01
|_hourly_wage_83 0.288 22.90 0.285 17.42 0.283 13.67
Hour Per Week 95 -0.003 -27.20 -0.003 -24.69 -0.003 -11.26
Hour Per Week 83 0.004 3.68 0.005 3.89 0.000 0.13
Married 0.074 3.51 0.093 3.16 0.038 1.15
Acquire 0.027 6.91 0.028 6.19 0.024 3.22
Age 0.017 1.16 0.029 1.53 -0.002 -0.07
Age 2 -0.000 -1.14 -0.000 -1.50 0.000 0.04
Jew 0.172 5.84 0.171 5.32 0.122 1.15
Immigrant -0.187 -5.30 -0.177 -3.85 -0.174 -3.14
Tsabar 0.083 5.19 0.080 4.00 0.090 3.33
Schooling 0.052 16.68 0.055 14.83 0.045 7.66
Family Size -0.003 -0.63 -0.002 -0.36 -0.005 -0.45
Bread winners -0.005 -0.41 0.009 0.57 -0.023 -0.73
WPY 83 0.001 1.39 0.001 1.36 0.001 0.79
Partly 83 -0.048 -1.55 -0.036 -0.62 -0.111 -2.3
Academic 0.279 6.38 0.213 4.23 0.463 5.24
Technicals 0.170 4.66 0.108 2.55 0.340 4.66
Managers 0.252 6.35 0.221 4.97 0.304 3.3
Clerks 0.111 3.52 0.054 1.36 0.219 3.65
Sales -0.029 -0.76 -0.096 -2.05 0.120 1.65
Service -0.082 -1.93 -0.121 -2.12 0.001 0.02
Agriculture 0.015 0.19 0.018 0.21 -0.060 -0.3
Skilled in Industry -0.081 -2.70 -0.100 -3.03 -0.055 -0.72
Skilled in Industry 0.010 0.32 0.009 0.25 -0.061 -0.82
Constant 1.313 5.07 1.016 3.14 1.781 3.88
bs. 6,022 4,046 1,976
Adj suted R2 0.41 0.42 0.34




Table A.17 — the dependent variable is the log wad®95
All the workers who where in PS in 1983

log(w,) = &,X, + 5,(PS_BS)+,

No Change in Occupation Change in Occupation
Monthly Wage [ Coef. t Coef. t
All All
ps_bs 0.056 1.64 ps_bs -0.069 -2.63
Men Men
ps_bs 0.045 0.89 ps_bs -0.076 -2.41
Women Women
ps_bs 0.060 1.2 ps_bs -0.078 -1.68
Hourly Wage Coef. t Coef. t
All
ps_bs 0.012 0.35 ps_bs -0.112 -4.23
Men
ps_bs 0.017 0.33 ps_bs -0.115 -3.42
Women
ps_bs 0.011 0.23 ps_bs -0.133 -3.04
Table A.18 — the dependent variable is the log wad®95
All the workers who where in BS in 1983
logw,) = 5,X; + 6,(BS_PS)+0v,
No Change in Occupation Change in Occupation
Monthly Wage [ Coef. t Coef. t
All
bs_ps -0.187 -5.47 bs ps -0.275 -10.2
Men
bs_ps -0.131  -2.41 bs ps -0.272 -8.11
Women
bs_ps -0.241  -5.47 bs_ps -0.264 -5.51
Hourly Wage Coef. t Coef. t
All
bs ps -0.181 -4.99 bs ps -0.139 -5.05
Men
bs_ps -0.137 -2.3 bs_ps -0.185 -5.23
Women
bs_ps -0.235 -5.19 bs_ps -0.081 -1.78




