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An Examination of the Wage in the Public and Private Sectors, and 
Self-Selection of Employees Moving from One to the Other in the 

Years 1995– 2005 
 

Yuval Mazar 
 
 

Summary 
 
This study examines forecasts of the incentives theory, according to which a wage 
that is less sensitive to employees' performance or skill attracts employees of lower 
quality, and vice versa. Data relating to a panel of employees was used to study staff 
who moved from one sector to the other in the period from 1995 to 2005. Using 
parametric and non-parametric methods, we found that in line with the situation in 
other advanced economies, the wage structure in the public sector in Israel is more 
compressed than that in the private sector, for employers with similar characteristics 
and in general, and that the difference widened during the period. Hence, the findings 
support the contention that the public sector compensates employees less for their 
skills than does the private sector. In contrast, it was found that in the course of the 
period studied, the return to education increased at a similar rate in both sectors. In the 
analysis of those who switched from one sector to the other, it was found that, 
consistent with the changes that occurred during the period, the public sector 
succeeded throughout most of the period in both attracting higher educated employees 
from the private sector, and in most cases to prevent higher educated employees from 
leaving for the private sector. Furthermore, a significant positive connection was 
found between the difference between the increase in the return to education in both 
sectors and men's education on the one hand, and their tendency to leave their jobs, on 
the other. An analysis of employees' non-formal skills, i.e., their residual wage, 
confirms the existence of dominant negative selection among those who moved from 
the private sector to the public sector, mainly among women, and the existence of 
both positive and negative selection among those who moved in the opposite 
direction. 
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 Mean  Median  STD  Range  Skewness  Kurtosis 
Public Sector          8.61            8.59      0.53       3.77              0.02        -0.13 
Private Sector          8.61            8.59      0.60       4.19              0.15        -0.45 

 Mean  Median  STD  Range  Skewness  Kurtosis 
Public Sector          8.90            8.86      0.54       4.08              0.14          0.16 
Private Sector          8.85            8.82      0.66       4.37              0.29        -0.34 
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 Mean  Median  STD  Range  Skewness  Kurtosis 
Public Sector        9.06        9.10       0.49         3.59           -0.38         0.10 
Private Sector        9.04        9.10       0.57         4.17           -0.25        -0.47 

 Mean  Median  STD  Range  Skewness  Kurtosis 
Public Sector        9.34        9.37       0.53         4.00           -0.18         0.45 
Private Sector        9.33        9.40       0.68         4.30           -0.17        -0.29 

 Mean  Median  STD  Range  Skewness  Kurtosis 
Public Sector        8.54        8.51       0.45         3.13            0.20         0.31 
Private Sector        8.54        8.52       0.61         3.55            0.15        -0.72 

 Mean  Median  STD  Range  Skewness  Kurtosis 
Public Sector        8.83        8.78       0.45         3.59            0.33         0.72 
Private Sector        8.87        8.84       0.65         3.78            0.26        -0.53 
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������I��������III��

1 2 3 4 5 6 (only skilled)

skill -0.054    -0.056    -0.016    -0.061    -0.058    -0.056         
-5.31          -4.89          -1.16          -4.57          -4.46          -4.17                

Skill Square -0.007    -0.003    -0.008    -0.006    -0.006         
-0.42          -0.15          -0.46          -0.34          -0.29                

Schooling 0.001     0.001     0.003     0.000     0.001     0.008          
0.41           0.43           1.32           0.02           0.41           2.24                 

L_wage_t+1 -0.049    
-4.54          

Skill*� MSE Private -0.257    
-1.10          

Skill*� MSE Public -0.131    
-1.37          

Schooling*� RTE Private 0.207     
1.16           

Schooling*� RTE Public -0.074    
-0.89          

Skill*� MSE Public-Private -0.065    
-0.76          

Schooling*� RTE Public-Private -0.074    
-1.04          

Pseudo R2 0.062 0.062 0.072 0.067 0.066 0.046

Obs. 3,782          

��
�"�II��
�"���III��

1 2 3 4 5 6 (only skilled)

skill -0.028  -0.028  -0.009  -0.025  -0.025  -0.029         
-4.12       -4.28       -0.93       -1.97        -3.31        -3.39                

Skill Square 0.013   0.014   0.014    0.014    0.008          
1.39        1.60        1.46         1.45         0.69                 

Schooling 0.001   0.001   0.002   0.000    0.000    0.008          
0.75        0.70        1.64        0.19         0.37         2.97                 

L_wage_t+1 -0.023  
-2.36       

Skill*� MSE Private -0.039  
-0.48        

Skill*� MSE Public 0.049    
0.40         

Schooling*� RTE Private 0.077    
0.49         

Schooling*� RTE Public 0.075    
0.52         

Skill*� MSE Public-Private 0.042    
0.81         

Schooling*� RTE Public-Private 0.002    
0.06         

Pseudo R2 0.064 0.065 0.068 0.069 0.068 0.051

Obs. 4,087      ��
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1 2 3 4 5 6 (only skilled)

Skill -0.058    -0.054    -0.018    -0.049    -0.051    -0.041         
-7.04          -5.78          -1.64          -2.11          -5.33          -4.71                

Skill Square 0.011     0.015     0.016     0.015     0.008          
0.89           1.27           0.85           1.12           0.76                 

Schooling 0.000     0.000     0.002     -0.140    0.000     0.003          
0.17           0.14           1.74           1.38           0.20           1.20                 

L_wage_t+1 -0.046    
-4.87          

Skill*� MSE Private 0.180     
0.90           

Skill*� MSE Public 0.085     
1.05           

Schooling*� RTE Private -0.140    
-1.41          

Schooling*� RTE Public -0.035    
-0.50          

Skill*� MSE Public-Private 0.038     
0.53           

Schooling*� RTE Public-Private 0.007     
0.13           

Pseudo R2 0.092 0.092 0.106 0.0928 0.091 0.064

Obs. 3,804          
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1 2 3 4 5 6 (only skilled)

Skill -0.034  -0.016  0.015    -0.013  -0.013  -0.016         
-5.80        -2.23        1.54         -1.66        -1.75        -2.36                

Skill Square 0.029    0.032    0.032    0.032    0.030          
3.49         3.96         3.71         3.67         3.82                 

Schooling 0.001    0.000    0.002    0.001    0.000    0.000          
0.59         0.36         2.16         0.57         0.39         0.16                 

L_wage_t+1 -0.036  
-4.43        

Skill*� MSE Private 0.134    
1.11         

Skill*� MSE Public 0.028    
0.51         

Schooling*� RTE Private -0.066  
-0.91        

Schooling*� RTE Public 0.012    
0.26         

Skill*� MSE Public-Private -0.007  
-0.15        

Schooling*� RTE Public-Private 0.014    
0.36         

Pseudo R2 0.093 0.101 0.116 0.104 0.103 0.070

Obs. 4,042       
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1 2 3 4 5 6 (only skilled)

skill -0.023    -0.020    -0.026    -0.017    -0.020    -0.013         
-4.28          -3.95          -3.81          -2.07          -3.53          -1.96                

Skill Square 0.021     0.021     0.020     0.020     0.022          
3.12           3.11           2.74           2.74           2.54                 

Schooling 0.003     0.003     0.002     0.003     0.003     0.005          
3.44           3.31           0.85           2.04           2.98           2.43                 

L_wage_t+1 0.007     
1.33           

Skill*� MSE Private 0.006     
0.11           

Skill*� MSE Public -0.036    
-0.93          

Schooling*� RTE Private -0.079    
-0.59          

Schooling*� RTE Public 0.044     
0.34           

Skill*� MSE Public-Private -0.026    
-0.87          

Schooling*� RTE Public-Private 0.042     
1.69           

Pseudo R2 0.044 0.048 0.049 0.0486 0.049 0.036

Obs. 6,669          
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1 2 3 4 5 6 (only skilled)

skill -0.012    -0.009    -0.005    0.028    -0.008  -0.003           
-3.27 -2.63 -0.85 0.70         -1.94        -0.6

Skill Square 0.010     0.010     0.010    0.008    0.011             
2.21 2.23 1.91         1.65         2.35

Schooling 0.002     0.002     0.002     0.005    0.001    0.005             
3.45 3.31 3.51 3.39         2.06         3.49

L_wage_t+1 -0.006    
-1.16

Skill*� MSE Private -0.059  
-0.78        

Skill*� MSE Public 0.036    
0.54         

Schooling*� RTE Private 0.137    
0.57         

Schooling*� RTE Public 0.232    
0.88         

Skill*� MSE Public-Private -0.073  
-2.37        

Schooling*� RTE Public-Private 0.117    
4.07         

Pseudo R2 0.034 0.036 0.037 0.034 0.044 0.036

Obs. 7,901     ��
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1 2 3 4 5 6 (only skilled)

skill -0.122  -0.111  -0.007  -0.095  -0.117  -0.086         
-7.62        -5.82        -0.31        -3.75        -5.70        -5.48                

Skill Square 0.026    0.041    0.011    0.011    0.010          
1.08         1.81         0.46         0.45         0.70                 

Schooling 0.001    0.001    0.007    0.005    0.005    -0.000         
0.57         0.52         2.82         1.96         2.03         -0.12                

L_wage_t+1 -0.118  
-7.51        

Skill*� MSE Private -0.031  
-0.36        

Skill*� MSE Public -0.221  
-1.66        

Schooling*� RTE Private -0.072  
-0.62        

Schooling*� RTE Public -0.051  
-0.18        

Skill*� MSE Public-Private -0.054  
-0.76        

Schooling*� RTE Public-Private -0.068  
-3.08        

Pseudo R2 0.098 0.099 0.141 0.112 0.109 0.083

Obs. 1,904        
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1 2 3 4 5 6 (only skilled)

skill -0.072    -0.040    0.064     -0.016  -0.048  -0.010           
-5.92 -2.74 3.19 -0.78        -2.93        -0.74

Skill Square 0.046     0.054     0.032    0.033    0.051             
3.44 4.16 2.29         2.34         4.03

Schooling -0.001    -0.001    0.005     0.003    0.002    0.005             
-0.63 -0.8 2.37 1.26         1.04         1.99

L_wage_t+1 -0.115    
-6.9

Skill*� MSE Private -0.079  
-1.14        

Skill*� MSE Public -0.278  
-2.55        

Schooling*� RTE Private -0.132  
-1.16        

Schooling*� RTE Public 0.014    
0.05         

Skill*� MSE Public-Private -0.036  
-0.63        

Schooling*� RTE Public-Private -0.064  
-3.12        

Pseudo R2 0.094 0.101 0.132 0.123 0.085 0.077

Obs. 2,334     �
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III���	���� II���	�� II���	���� I���	�� ��
���������� 2005��� 2003����� 2000��� 1998����� 1997��� 1995�����

0.08                     0.19                   0.28                ��	�� 0 0 0
0.28                     0.24                   ���������

-0.09                  ����������
0.11                     0.21                   0.32                ��	�� 1 0 0
0.52                     0.34                   ���������

-0.11                  ����������
0.16                     0.32                   0.48                ��	�� 1 1 0
0.38                     0.53                   ���������

-0.11                  ����������
0.06                     0.24                   0.29                ��	�� 1 1 1
0.36                     0.28                   ���������

-0.12                  ����������
-0.03                    0.25                   0.23                ��	�� 0 1 1
0.55                     0.30                   ���������

-0.11                  ����������
0.14                     0.34                   0.47                ��	�� 0 0 1
0.36                     0.47                   ���������

-0.05                  ����������  
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III���	���� II���	�� II���	���� I���	�� ��
���������� 2005��� 2003����� 2000��� 1998����� 1997��� 1995�����
0.13                     0.16                   0.29                ��	�� 0 0 0
0.24                     0.22                   ���������

-0.22                  ����������
0.06                     0.15                   0.21                ��	�� 1 0 0
0.55                     0.31                   ���������

-0.11                  ����������
0.19                     0.27                   0.46                ��	�� 1 1 0
0.41                     0.44                   ���������

-0.11                  ����������
0.12                     0.22                   0.33                ��	�� 1 1 1
0.29                     0.24                   ���������

-0.06                  ����������
0.04                     0.15                   0.19                ��	�� 0 1 1
0.51                     0.32                   ���������

-0.20                  ����������
0.19                     0.22                   0.41                ��	�� 0 0 1
0.32                     0.46                   ���������
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