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EXECUTIVE SUMMARY

In-depth analysis of the structure of wage inequality in Europe indicates that the levels of aggregate inequality vary considerably across the EU. The lowest levels of wage inequality are observed in Denmark, Austria and Belgium, and the highest in Portugal, Greece, Ireland and Spain. Moreover, the picture varies widely across EU member states regarding the proportion of inequality that is attributable to differences between educational groups, age groups and gender. For example, in Portugal almost 40 per cent of the observed differences appear to emanate from disparities between educational groups, while the corresponding share in the UK is only around 5 per cent. Likewise, in Germany differences across age groups appear to account for less than 5 per cent of aggregate wage inequality, while in Greece they account for over one-fifth of total inequality. Differences across countries are less substantial, but still considerable, when the employees are split according to their gender or sector of employment (industry/services). In Germany, Austria and Luxembourg the contribution of differences between males and females to wage inequality is close to 7 per cent, while in the Southern countries (Greece, Italy, Portugal and Spain) the corresponding proportion is around 1 per cent. Differences across sectors of economic activity account for almost 8 per cent of wage inequality in Portugal while in the UK, France and Austria the corresponding percentage is close to zero. Broadly speaking, it appears that the higher the level of inequality in the distribution of wages, the higher the proportion of aggregate inequality attributable to differences across educational (and, to a lesser extent, age) groups.
Moreover, when considering the four criteria (education, age, sex and sector) simultaneously, the differences across EU countries are – expectedly – most conspicuous, too. In Portugal, Greece and Luxembourg the four factors combined appear to account for 50 per cent or more of total wage inequality, while in Denmark, Germany and the UK, the corresponding contributions ranged between 10 and 20 per cent. In most countries, differences across educational groups stood out as the main determinant of “between-groups” disparities.
In recent decades, EU labour markets have faced substantial changes when it comes to the labour force participation of women, the educational qualifications of the employees, the age structure of the workforce, and the sectorial allocation of workers. It is, therefore, of considerable interest to also explore the dynamics of wage inequality in Europe by splitting the aggregate change into changes in inequality “within groups”, changes in inequality “between groups”, and changes in population shares. When workers are split according to their educational qualifications, the major findings are: changes in population shares have led to increases in inequality; changes in inequality “between groups” have had a detrimental but small effect on inequality; changes in inequality “within groups” have been associated with substantial increases in inequality in all countries apart from France and Sweden. 

The general policy implications that can be drawn from the above results are as follows. First, since the structure of wage inequality is so different across EU member states, different policies will be required in different countries if a reduction in wage inequality is the desired policy outcome. Second, in most countries, policies aimed at reducing wage differentials across sectors of economic activity and, to a lesser extent, across gender lines are not likely to achieve significant reductions in the aggregate level of wage inequality. Third, in most countries “general” policies aimed at reducing inequality within education–age groups (even narrowly defined ones) are likely to be more successful at reducing aggregate wage inequality than policies aimed at reducing wage differential between educational groups or age (experience) cohorts.






* * *
The undertaken analyses of the effects of demographic and educational changes on unemployment rates and earnings in Europe, with particular emphasis on the economic effects of the “baby bust” and the “educational boom” phenomenon, indicate the following.

The demographic and educational shocks have had qualitatively different impacts on young versus adult workers, as well as on more versus less educated people. While adult workers and more educated individuals typically experience lower unemployment rates, changes in the population age structure (“baby bust”) appear to have been positively related to young workers’ unemployment rate. In other words, the baby bust has depressed the unemployment rate of young people because they are less numerous. Conversely, the changes in the skill structure (“educational boom”) have worked towards reducing the unemployment of the more educated (including the relatively more educated young cohorts). Moreover, this positive effect of the educational boom on the employment situation of the more educated holds true also after controlling for skill-biased technological change. In addition, labour market institutions are found to influence unemployment rates in different ways. Unemployment benefits increases unemployment, while bargaining coordination and employment protection tend to reduce it.
The impact of changes in demographic trends on real earnings in Europe, in contrast, appears to have been modest. The share of individuals aged 20 to 34 in the population aged 20 to 54 has declined in the EU–11 countries by 10.2 per cent between 1991 and 2001. At the same time, the percentage of individuals aged 35 to 54 has increased by 9.3 per cent. Despite these significant changes, and conditional on the relative education effect, the real earnings of the younger cohort have increased by a tiny 0.06 per cent, while the earnings of the older cohort have fallen by a modest 0.93 per cent. Clearly, the “baby bust” under way in EU–11 has flattened the wage–age profile. The size of this effect, however, has been small. The effect of cohort size varies significantly by age, education, and group of countries, though. In particular, the response is significantly higher – and negative – in Southern Europe. This finding is obviously due to institutional factors such as the degree of employment protection, the minimum wage, and the coordination of the wage bargain; economies with higher protection have relatively large unprotected sectors, where earnings are more flexible.






* * *

Preliminary results concerning the link between educational levels and wage risks, its evolution over time, and its influence on the observed pattern of wage inequality suggest the following: (1) In most countries, returns to education tend to increase over the age distribution. This increasing pattern is particularly evident for the private sector, thus suggesting that the wage risk associated with education is lower in the public sector. (2) The returns to education have, over the last decade, remained high despite a sharp increase in the fraction of the population with tertiary education. Skill-biased technological change may be partially responsible for the observed pattern. (3) The education-related wage risk has increased in some of the countries under study, suggesting that the expansion in education has contributed to increased within-group inequality.
SCIENTIFIC REPORT
1. Summary of the specific objectives for the second 12-months period of the project

The activities planned for the second 12-months period of the EDWIN project included a finalisation of the research work undertaken within WP 2, 3 and 4; delivery of both a first draft (D2) and a final version (D6) of WP2; delivery of both a first draft (D3) and a final version (D7) of WP3; delivery of both a first draft (D4) and a final version (D8) of WP4; and organisation of the 1st User-oriented seminar (D5). In addition, the second stage of the project (WP5) was to start and proceed approximately half way.
2. 
Overview of the technical progress including survey of the work carried out during the second 12-months period of the project (on a task per task basis) and its main results 

2.1
WP1 – State of the art of the knowledge and research activities conducted in the field

The literature review outlining the state of the art of our knowledge within the field covered by the EDWIN project is still in progress. At the moment, all country chapters have been finalised, except one. The Greek partner delivered only in November 2004 a first draft of the country chapter, which the two editors (the coordinator and the Norwegian partner) have commented on. The final version has not been received yet. Because of this unfortunate delay, several partners have opted for the possibility to publish their country chapter in the working paper series of their institute. The literature review is titled “Education and wage inequality in Europe: A literature review” and will be published in the series of the co-ordinating organisation, ETLA (Series B as number 209). 

2.2 WP2 – Wage inequality in Europe: structure and inter-temporal change
The WP divides into two main parts. The first part focuses on the structure of inequality in the distribution of wages in the EU, and utilises ECHP data. The second part explores inter-temporal changes in wage inequality in a majority of the countries covered by the project, and is entirely based on national data delivered by partners. The major findings from these two studies were presented at EDWIN’s first policy-oriented workshop organised by the German partner at ZEW in Mannheim, Germany, in June 24, 2004. The authors have made further data checks by consulting each partner concerning the delivered country-specific results. The two studies, which are outlined in more detail in Box 1 below, are revised into a final report of WP2 (D9). A draft report has been sent to the Commission as deliverable D2. The Greek team (the thematic coordinator of WP2) is also preparing a chapter for a planned EDWIN book, which will be offered to an international publisher. More details on this book project are provided in section 4 below.
═════════════════════════════════════════════════════════

BOX 1.

The structure of the earnings inequality in Europe: Evidence from the ECHP by Panos Tsakloglou and Ioannis Cholezas

Objective of the research, data and method: The objective of the paper is to analyse the structure of earnings inequality in the European Union using truly comparable data reflecting genuine cross-country differences rather than data idiosyncrasies. More specifically, the data used are those of the 7th wave (2000) of the European Community Household Panel (ECHP) for all EU member states apart from the Netherlands and Sweden for which the existing information did not allow a proper in-depth analysis. Using one-way inequality decomposition by population sub-groups, aggregate inequality is decomposed into inequality emanating from differences “between groups” and inequality emanating from differences “within groups”, when wage and salary earners are grouped according to four key criteria: educational level, age (proxy for experience), sex and sector of employment. The analysis is first performed using distributions of hourly earnings and, then, distributions of monthly earnings.

Key findings: The first finding of the analysis is that the levels of aggregate inequality in the distribution of hourly earnings vary considerably across the EU. The lowest levels of inequality are observed in Denmark, Austria and Belgium, and the highest in Portugal, Greece, Ireland and Spain. The results of the one-way decomposition of inequality suggest that the picture varies widely across EU member states regarding the proportion of inequality that is attributable to differences between educational groups, age groups and gender. For example, in Portugal almost 40% of the observed differences appear to emanate from disparities between educational groups, while the corresponding share in the UK is around 5%. Likewise, in Germany differences across age groups appear to account for less than 5% of aggregate inequality, while in Greece they account for over a fifth of total inequality. Differences across countries are less substantial, but still considerable, when the employees are split according to their gender or sector of employment (industry/services). In Germany, Austria and Luxembourg the contribution of differences between males and females to hourly earnings inequality are close to 7%, while in the Southern countries (Greece, Italy, Portugal and Spain) the corresponding proportion is around 1%. Likewise, differences across sectors of economic activity account for almost 8% of hourly earnings inequality in Portugal while in the UK, France and Austria the corresponding percentage is close to zero. Further, broadly speaking it appears that the higher the level of inequality in the distribution of hourly earnings, the higher the proportion of aggregate inequality attributable to differences across educational (and, to a lesser extent, age) groups. In the final step of this part of the analysis, we calculated correlation coefficients between the level of inequality in the distribution of hourly earnings and a number of factors related to the labour market and the tax system. The results suggest that the higher the rate of return to schooling, the higher the level of inequality, and the higher the level of centralisation of labour market bargaining and of the progressivity of the tax system, the lower the level of inequality.

Then, wage and salary earners were grouped using the above four criteria (education, age, sex and sector) simultaneously and a multi-variate decomposition of inequality was attempted. These results allow the quantification of the impact of disparities “between groups” and “within groups” when the sample is split into very small homogeneous categories. Once again, the results demonstrated that the differences across EU countries are very considerable. In Portugal, Greece and Luxembourg the four factors combined were found to account for 50% or more of the total inequality in the distribution of hourly earnings, while in Denmark, Germany and the UK, the corresponding contributions were between 10% and 20%. In most countries, differences across educational groups were the main determinant of “between-groups” disparities.

In the next step, using multiple classification analysis, the marginal effect of participation in a particular population group was examined while holding the impact of the other criteria (factors) constant. Thus, we were able to estimate the “independent” effect of the participation of a worker in, for instance, a particular educational group on his/her earnings vis-à-vis the average national earnings level.  Comparison of average and marginal effects from the participation in particular groups revealed that the differences in these effects were seldom more than quite modest.

In the final part of the paper, the whole exercise is repeated for the distribution of monthly instead of hourly earnings. Surprisingly enough, it is found that in most countries hours worked per week and hourly earnings are negatively and statistically significantly correlated.  Nevertheless, in most cases the results regarding the structure of earnings inequality are very similar, irrespective of the distribution used (hourly or monthly earnings).






* * *

Inter-temporal trends in earnings inequality in eight European countries by Panos Tsakloglou and Ioannis Cholezas

Objective of the research, data and method: This paper aims to explores the dynamics of inequality in the distribution of hourly and monthly earnings during the most recent decades in eight of the participating countries (Finland, France, Germany, Greece, Italy, Norway, Sweden and the UK) using so-called “trend inequality decomposition analysis”. Due to the ECHP being a relatively short panel (eight waves only) and the fact that the outlined type of dynamic analysis requires comparable data for longer periods of time, our study relies on national data sources rather than the ECHP. Although these data sets differ, to some extent, across countries – for example, some of them refer to gross while others to net wages – and cover periods of different length, they are truly comparable within countries.
Key findings: In recent decades, several changes took place in the labour markets of the investigated countries regarding the labour force participation of women, the educational qualifications of the employees, the age structure of the workers and the sectoral allocation of workers. In all but one of the countries under study (France), inequality in the distribution of hourly earnings rose during the investigated time period. In some of them quite substantially (Norway, Greece, Finland, Germany), while in others less so (Italy, Sweden and the UK).

Trend inequality decomposition analysis attributes the aggregate change in inequality to changes in inequality “within groups”, changes in inequality “between groups”, and changes in population shares.  When the workers are split according to their educational qualifications, the results of the analysis demonstrate that in all countries, changes in population shares have led to increases in inequality. In almost all cases, changes in inequality “between groups” have had a detrimental but small effect on inequality. Changes in inequality “within groups” have been associated with substantial increases in inequality in all countries apart from Sweden and France. When the workers are split by gender, almost all the changes in inequality are driven by changes in inequality “within groups”. On the contrary, when the workers are split into five age groups, the results are quite mixed. Changes in population shares had a strong negative effect on inequality only in Germany, whereas in the rest of the countries these effects were quite small. In four countries – Italy, Norway, Greece and Germany – changes in inequality between age groups led to increases in total inequality, while in the rest the impact was small. In Norway, Greece, Germany and Finland changes in inequality within age groups caused increases in total inequality.  Finally, changes in the sectoral allocation of labour had quite small effects on earnings inequality.

In all but two of the countries examined (Norway and Sweden) earnings inequality rose faster when measured by monthly instead of hourly earnings.  Nevertheless, the results of the trend inequality decomposition analysis are very similar, irrespective of the earnings distribution used (hourly or monthly earnings).

Even though this and the previous paper aim primarily to provide an in-depth picture of the structure and the inter-temporal trend in earnings inequality in a number of European countries rather than to provide detailed policy implications, it is likely that a few general policy implications can be drawn from their results.  First, since the structure of earnings inequality is so different across EU member-states, different policies will be required in different countries if the reduction in earning inequality is the desired policy outcome.  Second, in most countries, policies aimed at reducing earnings differentials across sectors of economic activity and, to a lesser extent, across gender lines are not likely to achieve significant reductions in the aggregate level of earnings inequality.  Third, in most countries “general” policies aimed at reducing inequality within education-age groups (even narrowly defined ones) are likely to be more successful at reducing aggregate earnings inequality than policies aimed at reducing earnings differential across educational groups or age (experience) cohorts.

═════════════════════════════════════════════════════════
2.3 WP3 – Cohort effects on wages and (un)employment in Europe
The WP divides into two separate but intimately related analyses. The major findings from these two studies were presented at EDWIN’s first policy-oriented workshop organised by the German partner at ZEW in Mannheim, Germany, in June 24, 2004. After further data checks and comments from partners, including the comments received at the workshop, the two studies are finalised into a final report from WP3 (D10).

The first study, conducted by the thematic (Italian) coordinator, explores the interplay between relative unemployment, skill gaps and cohort effects in Europe, and searches for explanations for the observed cross-country patterns in economic factors and labour market institutions. The analysis uses national data provided by partners complemented with data obtained from the Bank of Italy and the OECD. Details about this contribution are given in Box 2.

═════════════════════════════════════════════════════════

BOX 2.

Relative unemployment, skill gaps and cohort effects in Europe: Economic factors and labour market institutions by Federico Biagi, Claudio Lucifora and Elisa Scarpa

Objectives of the research: The paper investigates the effects of demographic and educational changes on unemployment rates in Europe. In particular, the authors analyse the economic effects of the “baby bust” and the “educational boom” that have occurred in Europe over the last decades.

Data and method(s): The dataset used is structured as a panel disaggregated by gender, cohort (age groups, 15–24, 25–54 and 55–64) and educational levels (primary, upper secondary and tertiary according to the ISCED definition) and contains information on population, employment, labour force, business cycle, and labour market institutions for ten European countries (Finland, France, Germany, Greece, Italy, Norway, Portugal, Spain, Sweden and the UK) from 1975 to 2002 (depending on the country). 

The basic specification for analysing the effects of both the demographic and the educational composition of the population on the unemployment rate is
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where the dependent variable lnun, the log of the unemployment rate, is specified at the most disaggregated level available. 

The definition of the (aggregate) demographic term (YOUTHSHARE) is given by the number of individuals in the 15–24 age interval (the young cohort) over the number of individuals in the 15–54 age interval. To account for the changes in the composition of education, the authors use two different definitions. The first one (EDUCSHARE1) measures the share of those who have achieved upper secondary education or more over the total population in the age interval (15–54) and can be interpreted as the share of skilled individuals – those with more than compulsory education – on total human capital. The second variable (EDUCSHARE2) is defined as the share of those with upper secondary education or more within the young cohort (i.e. the 15–24 age interval), which proxies for the distribution of skills and human capital within the youngest cohort. The underlying idea is that individuals compete for skills mainly within their own cohort, while the extent of competition between young and adult workers in the labour market (for a given skill) is less relevant. Notice also that while EDUCSHARE1 mixes the effects coming from demographics with those from shifts in the educational composition, EDUCSHARE2 captures exactly the educational composition of the young cohort conditional on the demographics (expressed by YOUTHSHARE).

Key findings: The model including lnEDUCSHARE1 produces a positive effect of lnYOUTHSHARE (0.569) and a negative impact of lnEDUCSHARE1 (-0.391) on the unemployment rate. When interacting demographic and educational terms, young cohorts are found to benefit relatively more from the baby bust than the adult cohort. When defining the education share term differently (by lnEDUCSHARE2), lnYOUTHSHARE exerts a positive influence on the unemployment rate, while lnEDUCSHARE2 comes out with a negative and statistically significant coefficient (-0.203) suggesting that a higher share of educated people within the young cohort is, on average, negatively associated with the unemployment rate. Adding interaction terms confirms these findings.

Conclusions and policy implications: The results show that demographic and educational shocks are qualitatively different for young (adult) workers, as well as for more (less) educated people. While adult workers and more educated individuals typically experience lower unemployment rates, changes in the population age structure (“baby bust”) appear to be positively related to young workers’ unemployment rates. Conversely, changes in the skill structure (“educational boom”), even after controlling for skill-biased technological change, reduce the unemployment of the more educated. The findings further indicate that most previous studies were unable to account for the full picture as they did not distinguish between demographic changes and shifts in the educational composition. The finding that young cohorts, face to the “baby bust”, do relatively better, is due to the fact that they are less numerous (and relatively more educated), an outcome that is not compatible with models involving search externalities and age having a  positive impact on the matching function. The authors also find that “education matters”, in the sense that the share of those with more than compulsory education is negatively related to the unemployment rate. The latter result gains further support when the endogeneity of educational choices is accounted for by use of instrumental variables. Labour market institutions also influence unemployment rates in different ways. Unemployment benefits are found to have a positive impact on unemployment, while bargaining coordination and employment protection reduce it. The policy implications from the above evidence are of particular relevance given the ageing of the European population and given the deterioration of the age-dependency ratios.

This paper will be finalised by the end of 2004. A draft report has been sent to the Commission as deliverable D3(part1).

═════════════════════════════════════════════════════════
The second study, conducted by the Italian partner in collaboration with the German partner, focuses on the effects of cohort size on European earnings, and is entirely based on ECHP data. Details about this contribution are given in Box 3.

═════════════════════════════════════════════════════════

BOX 3.

Are Wages in Southern Europe more Flexible? The Effects of Cohort Size on European Earnings by Giorgio Brunello and Charlotte Lauer

Objectives of the research: Europe is ageing. The decline in the birth rate, as well as in child and old age mortality rates since the 1970s, has substantially changed the age structure of the European population. Empirical evidence on the response of real earnings to changes in demographics, however, is scarce for European countries, mainly because of the lack of comparative data on earnings. The aim of this study was to provide empirical evidence on the impact of cohort size on real earnings in Europe, using comparable European data. The relevant cohort is here the population group with which the individual competes in the labour market. In particular, the paper aimed to disentangle the effects of demographics from the effects of educational shifts, to differentiate the cohort size effect by age and education groups, and to relate the differences within Europe to institutional factors.

Data and method(s): To study how cohort size has affected real earnings in Europe, the authors exploit the cross-country and time variation in the demographics and educational structure of 11 European countries (Germany, Denmark, Belgium, the UK, Ireland, Italy, Greece, Spain, Portugal, Austria and Finland), based on the seven waves (1995 to 2001) of the European Community Household Panel, which contains comparable information on individual earnings. 

With comparable panel micro-data for 11 European countries, the authors were able to study the relationship between cohort size and earnings by controlling for observed and unobserved individual heterogeneity, which includes non-random selection into paid employment. A two-step approach was adopted. In the first step, the relationship between individual earnings and time by age effects is estimated for each country and level of education using the fixed-effects estimator, after controlling for other individual factors. In the second step, the authors pool the time by age effects of each country and educational level together, and regress them on a number of controls and on cohort size. Besides, they showed that the definition of cohort size used in the literature can be conveniently decomposed in a demographic effect and in a relative education effect. Brunello and Lauer investigate whether the size of the cohort that an individual belongs to significantly affects his or her earnings, and whether these effects vary with education, age and country.

Key findings: Overall, the impact of changes in demographic trends on real earnings is modest. The share of individuals aged 20 to 34 in the population aged 20 to 54 has declined in the EU-11 countries by 10.20 per cent between 1991 and 2001. At the same time, the percentage of individuals aged 35 to 54 has increased by 9.32 per cent. Their estimates suggest that, as a consequence of these significant changes and conditional on the relative education effect, the real earnings of the younger cohort have increased by a tiny 0.06 per cent (-10.20*-0.006), while the earnings of the older cohort have fallen by a modest 0.93 per cent (9.32*-0.100). However, the effect of cohort size varies significantly by age, education and group of countries. When the authors allow the response of earnings to cohort size to differ by group of countries, education and age, they find that:
a) the response is negative and significantly higher in Southern Europe. They relate this to institutional factors such as the degree of employment protection, the minimum wage, and the coordination of the wage bargain, and argue that economies with higher protection have relatively large unprotected sectors, where earnings are more flexible;

b) the response is also significantly larger among the older age groups, and there is no evidence in support of the view that a “baby bust” increases the earnings of the young relative to the old to a larger extent among college graduates, as it was found to happen in the US. If anything, the opposite occurs.

Conclusions and policy implications: When the authors pool the data of all countries, they find that cohort size has a negative and statistically significant effect on the earnings of the older cohorts – aged between 35 and 54 – but no statistically significant effect on the earnings of younger cohorts – aged 20 to 34. The negative effect of cohort size on earnings is completely driven by Southern European countries, a result which Brunello and Lauer relate to institutional differences. While the share of 20–34 year-olds in the population has declined in the EU-11 by 10.20 per cent between 1991 and 2001, the share of 35–54 year-olds has increased by 9.32 per cent. Their estimates suggest that, as a consequence of these significant demographic changes, the real earnings of the younger cohorts have increased on average by a tiny 0.06 per cent, while the earnings of the older cohorts have declined by 0.93 per cent, a modest variation. Clearly, the “baby bust” under way in EU-11 has flattened the wage–age profile. The size of this effect, however, has been small.

A final version of this paper has been sent to the Commission as deliverable D3(part 2). The paper has been published as IZA Discussion Paper 1299 (2004), and has also been submitted to an international journal for publication.
═════════════════════════════════════════════════════════
In addition to the above main deliverable, the following cross-country and country-specific studies on cohort effects are in progress:
· In progress: A study on Education, age and wage inequality in France, which is to be extended to other European countries by use of ECHP data. Details are given in point (1) of the Annex.
· In progress: A study on Education and wage inequality in Finland. The study produces information on wage dispersion and returns to schooling by gender, age and sector for the period 1984 to 2001. The dispersion of returns on investments in education is analysed both between and within educational groups.
· In progress: Economic effects of demographic and educational change: a review of recent findings. Chapter for the planned international book written by the Italian team (Claudio Lucifora and Giorgio Brunello)
2.4 WP4 – Returns to education and wage inequality in Europe
The WP provides European-wide evidence on average returns to education with respect to both years of schooling and completed levels of education, as well as on the dispersion of returns around these means. Initially, these calculations were to be based on ECHP data, but because of troublesome delays in getting permission from Eurostat to acquire and use the ECHP data, the thematic (Portuguese) coordinator had to re-plan the research to be undertaken and resort to country-specific data delivered by project partners. This ECHP data problem caused a serious delay in the generation of WP4 results. Nevertheless, preliminary results were presented at the project’s first policy-oriented workshop organised by the German partner at ZEW in Mannheim, Germany, in June 24, 2004. Some more details are provided is Box 4 below.
═════════════════════════════════════════════════════════

BOX 4.

The Dynamics of Changes in the Wage Distribution in Europe by Pedro Telhado Pereira and Santiago Budria
Objective and method: Building on quantile regressions, the Portuguese partner produces cross-European empirical evidence on the link between educational levels and wage risks, its evolution over time, and its influence on the observed pattern of wage inequality. The analysis hereby differentiates between the private and the public sector. Such a distinction is useful for highlighting important differences in wage risks across different types of workers. 
Key findings: (1) In most countries, returns to education tend to increase over the age distribution. This increasing pattern is particularly evident for the private sector, thus suggesting that the wage risk associated with education is lower in the public sector. (2) The returns to education have, over the last decade, remained high despite a sharp increase in the fraction of the population with tertiary education. Skill-biased technological change may be partially responsible for the observed pattern. (3) The education-related wage risk has increased in some of the countries under study, suggesting that education may have contributed to increased within-group inequality.
After further data checks and comments from partners, including the comments received at the Mannheim workshop, this study will be finalised as the main delivery from WP4 (D11). A draft report has been sent to the Commission as deliverable D4.

═════════════════════════════════════════════════════════
In addition to the above main deliverable, the following cross-country and country-specific studies on education and wage inequality have either been finalised or are in progress:

· Finalised: Study on Education, gender and earnings in France and Germany, undertaken by the German team (Charlotte Lauer). It has been published as ZEW Discussion Paper 04-54 (2004), and is forthcoming in Brussels Economic Review. Details on the study are given in point (2) of the Annex. Copies of it have been sent to the Commission.

· Finalised: Are Successive Investments in Education Equally Worthwhile? Endogenous Schooling Decisions and Non-linearities in the Earnings-schooling Relationship by the French team (Ali Skalli). Copies of the paper have been sent to the Commission. The paper has been revised and resubmitted for the Economics of Education Review.

· Finalised: Class Ridden or Meritocratic?: An Economic Analysis of Recent Changes in Britain, undertaken by the UK team (Fernando Galindo-Rueda and Anna Vignoles). Forthcoming in the Journal of Human Resources. Details on the study are provided in point (3) of the Annex. Copies of the study will be sent to the Commission.
· Finalised: Educational Inequality: The Widening Socio-Economic Gap, undertaken by the UK team (Stephen Machin and Anna Vignoles). The paper analyses the links between higher education and family background in the UK, and concludes, inter alia, that the expansion of higher education in the UK appears to have disproportionately benefited children from richer families rather than the most able. The study has been published in Fiscal Studies in 2004. Copies of the article will be sent to the Commission.

· In progress: The Finnish partner attempts to extend the aforementioned study on Germany and France to Finland.

· In progress: A study on Education, age and wage inequality in France, which is to be extended to other European countries by use of ECHP data. Details are given in point (1) of the Annex.

· In progress: A study on Education and wage inequality in Finland. The study produces information on wage dispersion and returns to schooling by gender, age and sector for the period 1984 to 2001. The dispersion of returns on investments in education is analysed both between and within educational groups.

· In progress: The determinants of access to further education, undertaken by the Portuguese team. The literature review for Portugal shows that the evidence for this country is surprisingly scarce. Most of the topics covered in the reviews for the other EDWIN countries cannot be properly covered for Portugal. The lack of proper data sources arises as one explanation. Thus for example, there are no studies that explicitly analyze the determinants of the demand for education in Portugal. This topic is an important aspect of the relation between education and wage inequality, as many international studies have shown that low-educated and poor parents act as a cultural barrier to the youth’s demand for further education. Thus, family background may promote the inter-generational transmission of economic inequality. This effect is likely to be intense in Portugal, for it is the European country with the highest returns to education and with one of the lowest average educational levels. The latest waves of the European Community Household Panel will be used to analyze the key factors that determine the demand for (further) education. The analysis will be carried out for Portugal and for other European countries simultaneously. This will provide further evidence on the key factors governing access to education across European countries. The results for Portugal will be compared to those of other European countries.
2.5
WP5 – Exploring the link between education and wage inequality in Europe and its explanations
The specific objectives of WP5 are (1) to produce comparative and prospective new empirical knowledge on the link between education and wage inequality by drawing together and evaluating the findings of WP 2, 3 and 4; and (2) to contrast these findings against a number of education system and labour market institutions related factors that may potentially contribute to explaining the observed patterns of change within and across the European countries.
Task 1 – Labour market institutions and flexibility:

The diverse situation across European countries in terms of their labour market institutions and educational systems can be expected to shape not only overall wage inequality but also between- and within-educational-group wage inequality both across and within cohorts. The thematic coordinator (the Norwegian partner) has, in collaboration with the Greek and Italian partners, collected country-specific panel data on residual wage inequality from the EDWIN partners. These data have been used to analyse the relationship between wage inequality and several explanatory factors in order to distinguish between supply, demand and institutions in the determination of wage inequality. A joint paper based on preliminary results has been submitted to the 2005 SOLE/EALE conference (Barth, E., C. Lucifora and P. Tsakloglou: Wage Dispersion, Markets and Institutions. The effects of the boom in education on the wage structure). 
In addition, the following cross-country and country-specific studies on education and labour market institutions have either been finalised or are in progress:
· Finalised: Hvorfor så store forskjeller i lønnsstruktur mellom land? (Why so large differentials in the wage structure between countries?) undertaken by the Norwegian team (Erling Barth). The study has been published in Søkelys på arbeidsmarkedet (Spotlight on the labour market) 2/2004 (in Norwegian). Copies of the paper will be sent to the Commission.
· In progress: Firms and Worker Effects in Norway, undertaken by the Norwegian team (Erling Barth and Harald Dale-Olsen). They have developed an algorithm for a simplified analysis of fixed employer and employee effects in large data sets. The algorithm builds on the work of Abowd, Creecy and Kramarz, as well as on an algorithm used by Gütter and Lalive. The resulting fixed employer and employee effects are utilised to characterise the quality of workers and companies in an analysis of the relationship between the educational level of the workforce and the personnel strategies and performance of companies. This is done by use of a large data set that the research team has recently constructed for Norway. The data consists of interviews with about 2,500 employers. This information has then been linked with register data including detailed work histories, educational information and wage information on all employees at the same employers.
Task 2 – Over-education and job competition:

The point of departure for this WP5 task is the possibility that the expansion in post-compulsory education has caused problems of increased over-education and job competition, which might offer at least part of an explanation for the observed changes in within-group wage inequality. In response to the longish discussion of potential difficulties related to analysing over-education empirically (see the 12-months progress report of January 19, 2004) and the failure of the Swedish partner (originally the thematic coordinator of this task) to accomplish the needed research, the UK partner has used the year to analyse the over-education problem based on two cross-country databases. Preliminary results from this analysis were presented at EDWIN’s first policy-oriented workshop organised by the German partner at ZEW in Mannheim, Germany, in June 24, 2004. Details on the two studies in progress are given below in Box 5.

═════════════════════════════════════════════════════════

BOX 5.

Over-education across Europe: some preliminary evidence by Peter Dolton and Oscar Marcenaro
Objectives of the research: The paper examines the differential impact across Europe of the over-education phenomenon, by means of comparable datasets at a cross-country level. Additionally, the dynamics aspects of over-education are analysed by exploiting the panel structure of these datasets. 

Data and method(s): The sample used in this study comes largely from two sources: the European Community Household Panel (ECHP) for the period 1994 to 2001, and the ELiving survey (2001). To be more precise, the countries analysed using the ECHP are Belgium, Denmark, France, Greece, Ireland, Netherlands, Portugal and Spain. In the case of the ELiving survey, we managed information regarding Bulgaria, Israel, Germany, Norway, Italy and the UK. Different panel estimation techniques are applied, as well as more frequently implemented econometric models (ordinary least square and probit).
Key findings: The preliminary results achieved so far seem to show that the potential size of the negative earnings effect of being over-educated is highly sensitive to the nature of the model used to capture the endogeneity of over-education and earnings determination. Results from the OLS estimations are close to those found in the existing literature in that over-educated workers appear to earn less than equally educated workers that match with the educational level required to do his/her job. Conversely, under-educated employees earn more than the reference group. These patterns vary widely across European countries, though. Once we take advantage of the panel structure of the ECHP by including a full set of regressors controlling for the ‘movements’ among jobs, the coefficients obtained for this dynamic aspect show that these ‘movements’ have significant influence on the effect of over-education on the earnings functions.
Policymakers need to be concerned about the possible consequences of any policy change which impacts on the labour market adjustment mechanisms (formal qualification, training, etc.).
 





* * *
Educational Standards and Qualification Inflation - Does it Matter? Evidence for Britain by Peter Dolton and Oscar Marcenaro

Objectives of the research: This is a policy-orientated paper that tries to disentangle the complex implications of the risen level of education of the labour force in Europe since the late sixties. If the academic requirements to enter higher education become lower, it could be the case that lower ability workers go into further education, thereby raising the average education level of the labour force. This could drive the firms to raise the level of educational requirements to their employees, leading to the phenomena of qualification inflation. More precisely we want to answer the following questions:

(i) Are educational standards constant over time? Does it matter?
(ii) Are there increasing returns to the rising skill levels in occupations?

(iii) Should young people adapt their choices of subjects in response to wage changes? 

Data and method(s): The sample used to undertake the analysis comes from the Labour Force Survey (LFS) and the New Earnings Survey (NES). It uses the periods 1993-2003 and 1993-2001, respectively.






* * *

Based on these two studies, the authors will prepare a chapter for the planned international EDWIN book. 

═════════════════════════════════════════════════════════

The following country-specific studies on over-education have either been finalised or are in progress:
· Finalised: Arbetslivet halkar efter: de enkla jobben försvinner inte (Working life is slipping behind: the simple jobs are not disappearing, undertaken by the Swedish team (Carl le Grand, Ryszard Szulkin and Michael Tåhlin). The study has been published in Sociologisk Forskning (Sociological Research), a journal of the Swedish Sociological Association, as vol. 41, no. 1, 2004. Unfortunately the authors were unaware of the request to mention the EDWIN project as the source of research funding.

· Finalised: Överutbildning eller kompetensbrist? Matchning på den svenska arbetsmarknaden 1974–2000 (Over-education or skill shortage? Matching in the Swedish labour market 1974–2000), undertaken by the Swedish team (Carl le Grand, Ryszard Szulkin and Michael Tåhlin). The study has been published in Familj och arbete. Vardagsliv i förändring. (Family and Work. Everyday Life in Transition) edited by Bygren, M., M. Gähler, and M. Nermo. Stockholm, SNS Förlag, 2004. Unfortunately the authors were unaware of the request to mention the EDWIN project as the source of research funding.

· Finalised: Over-education or Lack of Skills? Job Matching on the Swedish Labour Market 1974–2000, undertaken by the Swedish team (Carl le Grand, Ryszard Szulkin and Michael Tåhlin). Copies of the paper will be sent to the Commission.
· In progress: Skill mis-match and wage growth, undertaken by the Swedish team (Tomas Korpi and Michael Tåhlin).
Task 3 – Educational, skill and institutional quality differences: 

Quality differences may arise from a change in the quality of education over time, on the one hand, and from quality differences between educational institutions, on the other. If these quality differences affect the labour market outcomes of individuals, then they might, at least in part, explain the observed differences between and within cohorts. As indicated in the 12-months progress report of January 19, 2004, only a few countries will be able to cover the quality aspect, mostly in a none-comparative way. 

The following cross-country and country-specific studies on institutional quality differences in relation to education have either been finalised or are in progress:

· Finalised: PISA: What Makes the Difference? Explaining the Gap in PISA Test Scores Between Finland and Germany, undertaken by the German team (Andreas Ammermüller). The study has been published as ZEW Discussion Paper 04-04 (2004). Details on the study are given in point (4) of the Annex. Copies of it have been sent to the Commission.

· Finalised: Schooling quality in Eastern Europe: Educational production during transition, undertaken by the German team (Andreas Ammermüller) in collaboration with Hans Heijke and Ludger Wößmann. The study has been published as IZA Discussion Paper No. 746 (2003), and is forthcoming in Economics of Education Review. Details on the study are given in point (5) of the Annex. Copies of it will be sent to the Commission.
· Finalised: Career Progression: Getting-On, Getting-By and Going Nowhere, undertaken by the UK team (Peter Dolton, Gerry Makepeace and Oscar Marcenaro). Details on the study are provided in point (6) of the Annex. Forthcoming in Education Economics. Copies of the study will be sent to the Commission.
· Finalised: Ethnic segregation and educational outcomes in Swedish comprehensive schools: A multilevel analysis, undertaken by the Swedish team (Ryszard Szulkin and Jan O. Jonsson), submitted to the American Journal of Sociology. Copies of the paper will be sent to the Commission. 
· In progress: Use IT or Lose IT, undertaken by the UK team (Peter Dolton, Gerry Makepeace and Helen Robinson). Details on the study are provided in point (7) of the Annex.
· In progress: Measuring Occupational Success over the Life Cycle using Panel Data, undertaken by the UK team (Peter Dolton, Gerry Makepeace and Oscar Marcenaro). The objective of the research is to examine what determines the ‘occupational success’ of individuals over their life-time by also accounting for pre-labour market indicators of success. Major attention is paid to the influence of parents’ socio-economic background and early cognitive achievement. Different measures of occupational success and econometric models are utilised for this purpose. The sample used to undertake the analysis comes from the National Child Development Survey (NCDS). It comprises information for the same cohort of individuals since they were born in 1958 to 2000 (when they were aged 42).
· In progress: Educational opportunities and the role of institutions: An international comparison, undertaken by the German team (Andreas Ammermüller). Details on the study are given in point (8) of the Annex.
· In progress: Economic Inequalities and Education Funding Schemes, undertaken by the French team in collaboration with the Finnish partner. Education funding policies should not only decide upon the extent to which private individuals are to contribute to the funding of education, but also upon a funding scheme which neither reduces the incentives to invest in education nor increases educational inequalities. We propose a model which aims at estimating the impact of funding indicators (tuition fees, grants, scholarships, student loans, etc.) on enrolment decisions, on the one hand, and returns to schooling, on the other hand. To be more specific, the idea is to examine how these indicators impact on the schooling decisions of individuals, conditional on their socio-economic background. Two paper projects on this issue are conducted by the French team. Unfortunately, this topic is data demanding and it turned out that in none of the EDWIN participating countries, except Finland, is there suitable data. This issue is therefore going to be addressed based on Finnish micro-data in collaboration with the Finnish partner. As a complement, the impact of funding schemes on enrolment rates and returns to education is also going to be estimated based on macro-data from some OECD countries.
· In progress: School quality and educational skills, chapter in the planned international book written by the German team (Andreas Ammermüller and Charlotte Lauer). This book chapter will review the existing evidence for European countries on the quality of education and its determinants, as well as the contributions of the EDWIN partners on this topic. The objective is to assess the current knowledge on this issue, highlight the contributions of the EDWIN project, point to policy implications, and identify areas in which further research should be undertaken as well as the conditions required for this to be made possible.
Task 4 – Gender differences:

Women have increased their acquisition of human capital, and now in many countries and many subjects they graduate in higher numbers than men. In addition they now out-perform their male counterparts at many levels of post 16 education. The consequences of these changes have been dramatic for the labour markets of all European countries and have had major repercussions on all aspects of all these societies. Nevertheless our current knowledge on these issues is minor, since previous work in this area is from the early 90s. The undertaken analysis addresses two key questions: How important is the effect of education on observed gender wage differentials? How do cross-cohort changes in the gender-specific distributions of educational attainments influence the evolution over time of gender wage differentials?

As stated in the 12-months progress report of January 19, 2004, the thematic (the French and UK partners) coordinators of this WP5 task have undertaken an analysis focusing on the role of gender for between- and within-educational-group wage inequality in France and the UK (“Measuring Gender Wage Differentials Over Time and Across Countries”). The data requirements for replicating this analysis for the other partner countries are, however, too hard to meet for most of the other countries, for which reason the subsequent analysis will rely on ECHP data. More details on this analysis is given in Box 4 below.
═════════════════════════════════════════════════════════

BOX 4.

Gender Wage Differentials by Ali Skalli and Peter Dolton
Objectives of the research: During the last three decades, many countries have experienced a continuous rise in educational enrolment rates. At the same time, the rate of female participation in the labour market has been accompanied by a rising male–female wage differential. A remarkable feature of this evolution is that the increase in educational investments has been faster for women than for men. In many countries, women have also been outperforming men in terms of educational achievements in school and university examinations. It is therefore important to investigate the impact of such dynamics on the gender wage differential.

Indeed, one would reasonably expect that the relatively higher accumulation of human capital by women yields a lower wage differential. However, whether this impact is systematic or not also depends on the evolution of the returns to schooling. There is, indeed, European evidence that these are not necessarily equal for males and females. In addition, the increase in women’s educational levels has been accompanied by other behavioural changes which are indirect effects of the rising enrolment rates and which could also have significant impacts on wages and therefore on the gender wage gap.

First, by increasing the wage levels that women could expect, their relatively higher educational levels also induce them to increase their labour supply. It is, indeed, a stylised fact that women’s participation in the labour market has also notably increased during the last three decades. At the same time, however, the proportion of women working part-time has also sharply increased. Whether female part-timers are women who would not have joined the labour market had they belonged to an older cohort with an equal or lower educational level, is a question that is worth exploring. It is also worth asking whether women from past generations would have worked full-time if their male counterparts had earned less than they do today.

Second, it is reasonable to expect that due to their relatively higher educational levels, women belonging to young cohorts have access to a wider range of job opportunities. Indeed, the extent of occupational segregation by gender was much higher in most countries 30 years ago than it is today. These changes in the occupational distributions of males and females over time are also likely to influence the evolution of wage differentials. 

Finally, another issue that is worth investigating is that of simultaneity. If younger cohorts of women are relatively more educated, then one would expect their expected wages to be higher either via the returns to education and steeper age–earnings profiles, or via higher participation levels and better job opportunities. A question of interest is therefore that of how do such labour market outcomes influence enrolment behaviours of women belonging to newer cohorts.

Data and methods: During the Paris EDWIN meeting, organized by the French team, Dr. Ali Skalli presented a paper (in collaboration with Prof. Peter J. Dolton), summarizing the methodological difficulties that the complex nature of these observed patterns raises. He has also proposed a testing strategy designed to overcome these difficulties. It entails estimation of simultaneous-equation models of the cross-cohort evolution of gender wage differentials where the endogeneity of (i) schooling, (ii) participation in the labour market, and (iii) occupational choice are accounted for.

While this model accounts for the interdependence between a variety of potential gender gap determinants, it is data demanding. Information about the available data in the other EDWIN countries revealed that it would be possible to repeat the analysis in a reasonably comparable way only for a very limited number of partner countries. A decision was then made to conduct the whole analysis using ECHP data. So far, our models have been completely and satisfactorily tested using the French Labour Force Survey as well as the British Household Panel Survey. As soon as the ECHP becomes accessible (occurred in early December 2004), the analysis will be replicated for other countries, and a comprehensive report will be written on the results related to the gender gap issue. An academic paper will, of course, be produced as well.

In a separate paper, the French and British partners plan to exploit the longitudinal dimension of the ECHP. The idea is to estimate and decompose the gender wage gaps in a panel framework. One advantage of such a longitudinal analysis is the measurement of that part of the gender wage gap that is attributable to unobserved characteristics of workers of both genders. Its disadvantage is that in a fixed-effects model, the role of those individual characteristics that are time-invariant cannot be quantified.

═════════════════════════════════════════════════════════
In addition to the above main contribution, the following cross-country and country-specific studies on gender differences are in progress:

· In progress: Study on Male-female earnings differential across Europe: Evidence from the ECHP, undertaken by the Greek team (Ioannis Cholezas and Panos Tsakloglou). Details on the study are given in point (9) of the Annex. 
· In progress: Study on University enrolment, family income and gender in Italy, undertaken by the Italian team (Simona Comi). Details on the study are given in point (10) of the Annex. 
· In progress: Study on Parental education, gender and the returns to education in Europe by the Italian team (Simona Comi). Extensive research has analysed the direct effect of family background on school achievement, schooling levels and wages as well as the casual effect of education on wages, but only a few have examined whether the education slope of wages varies systematically with family characteristics while also allowing for heterogeneous returns to education. In this paper the author studies how family characteristics affect returns to education in Italy, and also tries to answer this question by building a sample of European siblings using ECHP. She will try to control for unobserved family-specific heterogeneity and to eliminate the bias due to family effects using a fixed-effects estimator.

Task 5 – Experience and training:

If the opportunities to accumulate work experience of high demand in the European labour markets are correlated with key characteristics of the individual, particularly his/her educational level and age, this circumstance may be reflected in the observed variation in wage outcomes between and within educational groups and cohorts. Major contributions to this aspect have been produced in both cross-country and country-specific studies:

· Finalised: Market failures and the under-provision of training. Chapter in the planned international book written by the Italian team (Giorgio Brunello and Maria De Paola). Published as CESifo Working Paper No. 1286 (2004). Copies of the paper will be sent to the Commission.
· Finalised: The Provision and Effects of Company Training: A Brief Review of the Literature, undertaken by the Finnish partner (Rita Asplund). The study has been published as ETLA Discussion papers No. 907 (2004), and is forthcoming in The Nordic Journal of Political Economy. Copies of it have been sent to the Commission. A modified, more policy-oriented version of the paper (Employers and training: What do we know and what do we not know?) will appear as a chapter in Marx, I. & W. Salverda (eds), Low-wage Employment in Europe: Perspectives for Improvement. Acco, Leuven.

· Finalised: The economic assessment of training schemes, written by the UK team (Peter Dolton). Forthcoming in the International Handbook of Education Economics, Edward Elgar Publishing, Cheltenham. Copies of the paper will be sent to the Commission.
· Finalised: On the returns to training in Portugal, undertaken by the Portuguese team (Pedro T. Pereira and Santiago Budria). The study has been published as IZA Discussion paper No. 1429, and has been submitted to an international journal. Copies of the paper will be sent to the Commission. More details on the study can be found in point (11) of the Annex.
· In progress: The benefits of undertaking vocational education in Madeira, undertaken by the Portuguese team. The study focuses on the private benefits of undertaking courses of vocational education in the Portuguese region of Madeira. In a first stage, the study uses the Survey of Insertion, a data set collected by the Regional Secretary of Education from 1997 onwards. This survey is based on a representative sample of youths that undertook vocational courses two years prior to the interview. Individuals are asked to report information regarding age, educational level, type and length of the vocational course, and their labour market status at three different moments in time: one month, one year, and two years after finishing vocational education. The study uses this information to explore which factors facilitate the transition from vocational education to work in Madeira. Special emphasis is placed on differences between genders, educational levels and type of vocational formation. In a second stage, the study uses the Portuguese Labour Force Survey to discuss whether or not participating in training activities reduces the probability of being unemployed. Additionally, the study will also estimate the returns to training in the Portuguese region of Madeira. The preliminary evidence suggests that training in Madeira might act as a remedial education, insofar as the returns to formal education are much lower than in the rest of the country and the returns to training are the highest.
· In progress: Productivity and wage effects of employer-financed training in Finland, undertaken by the Finnish team (Rita Asplund and Edvard Johansson).
3.
Comparison of planned activities and actual work accomplished during the first twelve months of the project, in terms of technical content

There have been no significant deviations from the planned work progress with respect to scientific progress or scheduling aspects. The only noteworthy deviation from the timetable set out in the Technical Annex is the literature review of the project (see point 2.1 above). 

A major deviation concerns the division of research tasks among the partners, especially in relation to WP5. Most of the responsibilities of the Swedish partner, as stated in the Technical Annex, have been re-allocated among the rest of the partners due to the Swedish partner’s incapacity to fulfil the stated obligations. The coordinator has been in contact with the project’s scientific officer in this matter with an inquiry concerning the possibilities to re-allocate funds among partners in line with the re-allocation of research obligations. This need of a re-allocation of funds is urgent since partners will exceed their budgets due to their kind willingness to take on extra research work within the project. Moreover, this situation has forced the coordinator to arrange an extra project meeting, in March 11–12, 2005.
4. Planned activities for the next six months (for more details, see Section 2 above)
In relation to WP1 – Start-up of project:
· Publication of the literature review (editors: Finnish and Norwegian partner)
· Continuous update of the project’s web site at http:// www.etla.fi/edwin
In relation to WP2 – Wage inequality in Europe: structure and inter-temporal change:
· Produce a final report on “Wage inequality in Europe” (deliverable D9) (Greek team)
In relation to WP3 – Cohort effects on wages and (un)employment in Europe:
· Finalise the paper on cohort size and (un)employment in Europe (D10). (Italian team)
· Finalise the following related studies in progress:

· Education, age and wage inequality in France (with an extension to ECHP data). (French team)
· Education and wage inequality in Finland. (Finnish team)
In relation to WP4 – Returns to education and wage inequality in Europe:

· Produce the final report for WP4 (D11). (Portuguese team)

· Finalise the following related studies in progress:

· Extend the German paper on “Education, gender and earnings in France and Germany” to Finland. (Finnish team)
· Education, age and wage inequality in France. (French team)
· Education and wage inequality in Finland. (Finnish team) 
· The determinants of access to further education. (Portuguese team)
In relation to WP5 – Exploring the link between education and wage inequality in Europe and its explanations:
Finalise the following research in progress:

· Summary of the main findings of WPs 2, 3 and 4. (Norwegian and Finnish teams)

· Report on Wage Dispersion, Markets and Institutions. The effects of the boom in education on the wage structure (Norwegian team in collaboration with the Greek and Italian teams) (book chapter, see below)
· Other labour market institutions related studies:
·  Firms and Worker Effects in Norway (Norwegian team)

· Report on Over-education in Europe (UK team) (book chapter, see below)

· Other over-education related studies:
· Skill mis-match and wage growth (Swedish team)
· Report on School quality and educational skills (German team) (book chapter, see below)
· Other quality-related studies:
·  Use IT or Lose IT.  (UK team)
· Measuring Occupational Success over the Life Cycle using Panel Data, (UK team)
· Educational opportunities and the role of institutions: An international comparison. (German team)
· Economic Inequalities and Education Funding Schemes. (French team in collaboration with the Finnish team)
· Report on Gender wage differentials (French and UK teams) (book chapter, see below)

· Other gender-related studies:

· Male-female earnings differential across Europe: Evidence from the ECHP. (Greek team)
· University enrolment, family income and gender in Italy, (Italian team)
· Parental education, gender and the returns to education in Europe. (Italian team)
· Report on Market failures and the under-provision of training (Italian team) (book chapter, see below)

· Other training-related studies:

· The benefits of undertaking vocational education in Madeira. (Portuguese team)
· Productivity and wage effects of employer-financed training in Finland. (Finnish team)
In relation to the second and final policy-oriented workshop, to be held in Brussels in April 29, 2005:

· The programme of the workshop is planned by the coordinator in close cooperation with the Commission.

· The structure and content of the agenda of the workshop will be outlined in detail at the project’s next meeting to be held in Paris in March 11–12, 2005. Preliminary presentations will be delivered by partners during the meeting.
In relation to the final report of the project:
· The main contributions of the EDWIN project will be summarised into a book that is planned to be offered to an international publisher. The preliminary content of the book is as follows:

· Introduction and summary by the editors (Finnish, Norwegian and UK partner)

· Chapter on Wage inequality in Europe (WP2, Greek team)

· Chapter on Cohort effects (WP3, Italian team)

· Chapter on Within-group inequality (WP4, Portuguese team)

· Chapter on Labour market institutions (WP5/task 1, Norwegian team)

· Chapter on Over-education (WP5/task 2, UK team)

· Chapter on School quality (WP5/task 3, German team)

· Chapter on Gender wage differentials (WP5/task 4, French team)

· Chapter on Training (WP5/task 5, Italian team)
* * *
Finally, there are no reasons whatsoever for proposing revisions to the work programme based on critical assessment of the results achieved so far. Research findings having occurred elsewhere, in the field of the project, are notified and, whenever relevant, used as input in the present project, but they do not necessitate revisions to the work programme of the project.
5.
List of key project deliverables 

· WP2 – Wage inequality in Europe: structure and inter-temporal change (thematic coordinator: Greek team). A draft report has been sent to the Commission as deliverable D2.
· WP3 – Relative unemployment, skill gaps and cohort effects in Europe: Economic factors and labour market institutions (thematic coordinator: Italian team. A draft report has been sent to the Commission as deliverable D3(part1).
· WP3 – Are Wages in Southern Europe more Flexible? The Effects of Cohort Size on European Earnings (thematic coordinator: Italian team in collaboration with the German partner). A final report has been sent to the Commission as deliverable D3(part2).
· WP4 – The Dynamics of Changes in the Wage Distribution in Europe (thematic coordinator: Portuguese team). A draft report has been sent to the Commission as deliverable D4.
· For other papers produced in relation to the project, see the publications list in the next section.
6.
Exploitation and dissemination of results

Contacts with potential users: 
· the contacts include the national ministries of education as well as other national stakeholders, and also the Employment and Social Affairs DG (Georg Fischer);

Partner publications linked to the project over the period 1.11.2003 to 31.10.2004:
Abdelkarim, O.B. and A. Skalli (2004), Education and Economic Inequality in France: A Survey of the Literature, in Asplund, R. and E. Barth (eds), Education and Wage Inequality in Europe: A Literature Review. ETLA The Research Institute of the Finnish Economy, Helsinki. (forthcoming)
Ammermüller, A. (2004), PISA: What Makes the Difference? Explaining the Gap in PISA Test Scores Between Finland and Germany. ZEW Discussion Paper 04-04.
Ammermüller, A., H. Heijke and L. Woessmann (2003), Schooling Quality in Eastern Europe: Educational Production During Transition. IZA Discussion Paper no 746. Downloadable at ftp://ftp.iza.org/dps/dp746.pdf (forthcoming in Economics of Education Review)
Ammermüller, A. and A.M. Weber (2004), Education and Wage Inequality in Germany: Review of the Literature, in Asplund, R. and E. Barth (eds), Education and Wage Inequality in Europe: A Literature Review. ETLA The Research Institute of the Finnish Economy, Helsinki. (forthcoming)
Asplund, R. (2004), Employers and training: What do we know and what do we not know?, in Marx, I. & W. Salverda (eds), Low-wage Employment in Europe: Perspectives for Improvement. Acco, Leuven. (forthcoming)
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Asplund, R. (2004), A Macroeconomic Perspective on Education and Inequality. ETLA, Research Institute of the Finnish Economy, Discussion Paper No. 906, Helsinki. (forthcoming in Asplund, R. and E. Barth (eds), Education and Wage Inequality in Europe: A Literature Review. ETLA The Research Institute of the Finnish Economy, Helsinki)
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Barth, E. and A. Mastekaasa (2004), Education and Inequality in Norway: A Review of the Literature, in Asplund, R and E Barth (eds), Education and Wage Inequality in Europe: A Literature Review. ETLA The Research Institute of the Finnish Economy, Helsinki. (forthcoming)
Brunello, G. and M. De Paola (2004), Market Failures and the Under-Provision of Training. CESifo Working Paper No. 1286.
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Budria, S. (2004), Education and Inequality: Evidence from Spain, in Asplund, R. & E. Barth (eds), Education and Wage Inequality in Europe: A Literature Review. ETLA The Research Institute of the Finnish Economy, Helsinki. (forthcoming)
Budria, S. and C.L. Nunes (2004), Education and Wage Inequality in Portugal, in Asplund, R. & E. Barth (eds), Education and Wage Inequality in Europe: A Literature Review. ETLA The Research Institute of the Finnish Economy, Helsinki. (forthcoming)
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Dolton, P. and O. Marcenaro (2004), Education and Income Inequality in the UK: A Current Perspective, in Asplund, R. and E. Barth (eds), Education and Wage Inequality in Europe. A Literature Review. ETLA, The Research Institute of the Finnish Economy, Helsinki. (forthcoming)
Dolton, P., G. Makepeace and O. Marcenaro (2004), Career Progression: Getting-On, Getting-By and Going Nowhere. (forthcoming in Education Economics)
Evälä, A. (2004), Koulutuksen panokset ja tuotokset – Suomi kansainvälisessä vertailussa (Educational inputs and outputs – Finland from an international perspective). ETLA Research Institute of the Finnish Economy, Discussion Paper No. 922, Helsinki.

Galindo-Rueda, F. and A. Vignoles (2004), Class Ridden or Meritocratic? An Economic Analysis of Recent Changes in Britain. (forthcoming in the Journal of Human Resources)
Lauer, C (2004), Education, gender and earnings in France and Germany. ZEW Discussion Paper 04-54 (2004). (forthcoming in Brussels Economic Review)
le Grand, C., R. Szulkin and M. Tåhlin (2004), Working life is slipping behind: the simple jobs are not disappearing, Sociological Research (Journal of the Swedish Sociological Association) 41(1), 27–33. (in Swedish)
le Grand, C., R. Szulkin and M. Tåhlin (2004), Overeducation or skill shortage? Matching in the Swedish labor market 1974-2000, in  Bygren, M., M. Gähler and M. Nermo (eds), Family and Work. Everyday Life in Transition. SNS Forlag, Stockholm. (in Swedish)

le Grand, C., R. Szulkin and M. Tåhlin (2004), Education and Inequality in Sweden: A Literature Review, in Asplund, R. & E. Barth (eds), Education and Wage Inequality in Europe: A Literature Review. ETLA The Research Institute of the Finnish Economy, Helsinki. (forthcoming)
Machin, S. and A. Vignoles (2004), Educational Inequality: The Widening Socio-Economic Gap, Fiscal Studies 25(2), 107–128. 
Pereira, P.T. and S. Budria (2004), On the Returns to training in Portugal. IZA Discussion paper No. 1429.
Skalli, A. (2004), Are Successive Investments in Education Equally Worthwhile? Endogenous Schooling Decisions and Non-linearities in the Earnings-Schooling Relationship. Revised and resubmitted paper for the journal Economics of Education Review.

Tsakloglou, P. and I. Cholezas (2004), Earnings inequality in Europe: structure and inter-temporal change. Athens University of Economics and Business, Department of International and European Economic Studies. (mimeo) 
Partner conference presentations linked to the project in the period 1.11.2003 to 31.10.2004:

Ammermüller, A.: PISA: What Makes the Difference? Explaining the Gap in PISA Test Scores Between Finland and Germany. Paper presented at the IZA Summer School 2004, Buch/Ammersee, 19–25.4.2004, at the ESPE Annual Conference, Bergen, 10–12.6.2004; at the EALE Annual Conference, Lisbon, 9–10.9.2004; at the Verein für Socialpolitik Annual Conference, Dresden, 29.9–1.10.2004. 
Barth, E.: Lønnsforskjeller mellom kvinner og menn. Betydningen av utdanning (Wage differentials between men and women). Speech at a seminar arranged by the Ministry of Labour and Administration in November 2003 in Oslo.
Barth, E.: Institutions for growth. Speech at the Leankollen seminar, Norwegian Research Council, Leangkollen, June 2004.

Budría, S.: EDWIN research. Jornadas Beticas de Macroeconomia Dinamica, Malaga, 21–22.5.2004.

Budría, S.: On the Returns to Training in Portugal. Paper presented at the SPIE 2004 conference, Lisbon, and at the Department of Economics of the University Carlos III.

Dolton, P.: Career progression: Getting on, getting by and going nowhere. Paper presented in the Human Capital Workshop (Maastricht, December’03) and the Royal Economic Society conference (Swansea, April’04).

Dolton, P.: Measuring Occupational Success over the Life Cycle using Panel Data. Paper presented in the EALE conference in Lisbon, September’04.
Jonsson, J.O. and R. Szulkin: Ethnic segregation and educational outcomes in Swedish comprehensive schools: A multilevel analysis. Paper presented at a seminar at the Swedish Institute for Social Research on 25 January, 2004, and at a seminar at the Swedish Board of Education on 22 April, 2004.   
Korpi, T. and M. Tåhlin:  Skill mismatch and wage growth. Paper presented at a seminar at the Swedish Institute for Social Research in November 2004. 
Lauer, C.: Are Wages in Southern Europe more Flexible? The Effects of Cohort Size on European Earnings. Paper presented at the EDWIN Policy-oriented Workshop, Mannheim, 24.6.2004.

Lauer, C.: Gender and Earnings in France and Germany: Level and Dispersion Effects. Paper presented at ZEW, Mannheim, 18.8.2004; at the EALE Annual Conference, Lisbon, 9–10.9.2004; at the University of Zürich, 23.11.2004.

Lucifora, C.: Relative unemployment, skill gaps and cohort effects in Europe: Economic factors and labour market institutions. Paper presented at SIEP (Societa' italiana economia pubblica), Pavia, 7–8.10.2004.

Pereira, P.T: On the Returns to Training in Portugal. Department of Economics, University Autonoma de Barcelona.

Skalli, A.: Are Successive Investments in Education Equally Worthwhile? Endogenous Schooling Decisions and Non-linearities in the Earnings-Schooling Relationship. Paper presented at the European Association of Labour Economics conference held in Lisbon in September 2004.

Tsakloglou, P. and I. Cholezas: Earnings inequality in Europe: Evidence from the ECHP. Paper presented at the 2nd Annual Research Conference of the European Panel Users’ Network (EPUNet), June 2004, Berlin, Germany, and at the 18th Annual Meeting of the European Society for Population Economics, June 2004, Bergen, Norway.

Tåhlin, M.: Education and job demands – overqualification or skill shortage? Lecture held at Statistics Sweden’s (SCB) labour market conference, December 2003, and at the Swedish Association’s of Local Authorities labour market conference, February 2004.
Other aspects of results dissemination:

· Organisation at the Université Panthéon-Assas (Paris 2) of a workshop on “Labour Market Outcomes of Educational Attainments”, November 10th, 2003. A total of 6 papers were presented during the workshop among which four were by EDWIN partners: France (Ali Skalli), Italy (Giorgio Brunello and Claudio Lucifora) and the UK (Peter Dolton).

· EDWIN disseminations by the coordinator:
· Education, careers and earnings. Invited speech at the seminar “Female perspectives in the post-modern society”, University of Helsinki, Finland, 3.11.2003.

· Education, Training and Active Labour Market Policy. Invited speech at the conference “Impulses for European Employment Policy - Impulses for Germany. Report of the European Employment Task Force”, Berlin, Germany, 8.12.2003.
· Quantitative goals of education – Is quantity the decisive aspect? Invited session at the seminar “Kansantaloustieteen päivät” 5-6.2.2004, Kuopio, Finland.

· The economy and education. Speech for the President of Finland’s Economic Policy Group 19.2.2003.

· Education and the economy. Speech at the Finnish Ministry of Finance, Economics Unit, 12.3.2004.

· Learning at work from the perspective of education, economy and well-being. Invited speech at the conference “Life as learning”, Dipoli, Finland, 2.6.2004.

· Education economics and the theory of human capital. Invited speech at the Finnish Student Organisation’s 3rd education policy meeting, Siuntio, Finland, 13.9.2004

· The project’s web site at http:// www.etla.fi/EDWIN
MANAGERIAL REPORT

7.
Management and coordination aspects

The co-ordination activities within the project over the second 12-months period have consisted of regular contacts over email and two project meetings, held in Mannheim on June 24, 2004 and Madeira on October 3, 2004.

The time table for up-coming project meetings / workshops is:

· Project meeting: Paris, March 11–12, 2005.

· Policy-oriented Workshop II: Brussels, April 29, 2005, in co-operation with DG Research. A final project meeting will be held in relation to the workshop.

The project’s web site can be found at the address http://www.etla.fi/edwin. The web site functions at two separate levels: one public level, accessible by all, and one partner level, accessible with a user code and password only. 

The chart below is reproduced from the project’s Technical Annex. Blue shaded texts roughly indicate which parts the project has covered up till October 31, 2004.
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There have been no further changes in partner organisation contact information. 
An up-to-date list of contact information is given below.

	Title :          Education and wage inequality in Europe
Acronym :  EDWIN

Duration:     30 months

	Partner n°
	Partner role
	Organisation Name
	Country
	Scientist Responsible 
	Gender

	1
	CO
	The Research Institute of the Finnish Economy – ETLA 
	Finland
	Dr Rita Asplund            Email: Rita.Asplund@etla.fi
	F

	2
	CR
	Centre for Economic Research and Environmental Strategy – CERES 
	Greece
	Prof. Panos Tsakloglou  Email: tsaklog@aueb.gr
	M

	3
	CR
	Fondazione Eni Enrico Mattei
	Italy
	Prof. Claudio Lucifora    Email: claudio.lucifora@unicatt.it
	M

	4
	CR
	Universidade da Madeira
	Portugal
	Prof. Pedro Telhado Pereira Email: ppereira@uma.pt
	M

	5
	CR
	Université Panthéon-Assas (Paris 2)  Equipe de Recherche sur le Marchés, l’Emploi et la Simulation – ERMES
	France
	Dr Ali Skalli                   Email: skalli@u-paris2.fr
	M

	6
	CR
	Institute for Social Research
	Norway
	Prof. Erling Barth           Email: erling.barth@samfunnsforskning.no
	M

	7
	CR
	Stockholm University                       Swedish Institute for Social Research – SOFI
	Sweden
	Prof. Carl le Grand          Email: carl.le.grand@sofi.su.se
	M

	8
	CR
	London School of Economics
	UK
	Prof. Peter Dolton          Email:  Peter.Dolton@lse.ac.uk 
	M

	9
	CR
	Zentrum für Europäische Wirtschaftsforschung – ZEW 
	Germany
	MSc. Charlotte Lauer     Email: lauer@zew.de
	F


8.
Annexes

An Annex is attached, which provides details on partner-specific research in progress.

ANNEX
1. Education, age and wage inequality in France (French team)
A synthetic measure of the contribution of education to wage inequality is the returns to education estimated from Mincer-type equations. Adoption of this approach, however, requires that the measure of individuals’ educational achievements is modelled as the outcome of individuals’ choices. Neglecting the endogeneity of schooling decisions might, indeed, result in a large bias in the estimated returns. – So far, quite a large number of studies have addressed this issue. Unfortunately, the earnings–schooling relationship is most of the time assumed to be linear while there is clear evidence that it is not. On the other hand, studies that account for non-linearities simply ignore the endogeneity issue. The reason for this is that simultaneous treatment of endogeneity and non-linearity is data demanding and requires the use of more complex econometric tools. – There are at least two reasons for the estimation of grade-dependent returns to schooling, both with important policy implications. First, one message from the EU-funded PURE project is that the returns to schooling estimated by assuming linearity vary over time. Suppose the earnings–schooling relationship is concave. Then a one percentage point variation in the returns to schooling might be due to either a large change in the returns to the highest grades or to a slight variation only in the returns to lower secondary education, or even to any combination of these. Second, non-linearity might also shed some light on the debate between advocates of human capital theory and those of the screening hypothesis. Suppose again that the earnings-schooling relationship is concave. Then, decreasing returns could be interpreted in line of human capital theory as reflecting decreasing marginal returns or decreasing amounts of accumulated human capital. In contrast, interpretation in light of the signalling theory is more problematic. That the marginal returns to high schooling levels are decreasing could be seen as a means that employers use to induce low ability individuals (incurring increasingly high signalling costs) not to invest in further education. That the marginal returns to secondary educational levels are higher than the returns to higher education is by no means a prediction of the signalling theory. – Besides overlooking endogeneity, another weakness of studies relying on a non-linear earnings-schooling relationship is that they either assume ad hoc non-linearity schemes (quadratic or cubic functions) or impose sheepskin effects as the only source of non-linearity. The paper “Are Successive Investments in Education Equally Worthwhile? Endogenous Schooling Decisions and Non-linearities in the Earnings–schooling Relationship” (by Ali Skalli) proposes a testing strategy which accounts simultaneously for endogeneity and non-linearity while imposing no specific non-linearity scheme and without assuming that the returns to the other individual endowments (age, seniority, etc.) are independent of educational achievements. The results, which are so far based on French data only, show that (i) endogeneity is indeed a crucial issue, (ii) the earnings–schooling relationship is not linear, (iii) constraining age–earnings and seniority–earnings profiles not to differ from one educational level to another systematically results in a bias in the estimated returns to schooling, and (iv) schooling levels are correlated with starting wages and with the slopes of age–earnings profiles, not with the marginal returns to successive levels of education. 

One result from the above study is confirmation of the prediction of human capital theory; that education influences, not only starting wages, but also age–earnings profiles. One could, indeed, reasonably expect education to endow individuals with a higher propensity to accumulate human capital throughout their working lives. In a cross-sectional framework, it is, however, hard to identify which part of the returns to age is due to the process of accumulating human capital and which part is due to cohort effects; that is, to younger cohorts being more educated on average than older ones. It might therefore be interesting to address this identification issue, as one of its advantages is that it might shed light on the two means by which education influences wage inequality: an instantaneous effect since highly educated individuals enjoy, in general, higher wages, and a long-term effect, since education influences the dynamics of wage evolution via age–earnings profiles. 
The French team has now estimated a model that allows identification of these two dimensions of the effect of education on wage inequality. The strategy is as follows. First, for each educational level, estimate age–specific earnings functions while accounting for the endogeneity of schooling (using the same methodology as in the paper discussed above). Second, for each cohort, simulate the hypothetical wage distributions that one would have observed had all individuals had the same educational level. This yields hypothetical wage distributions conditional on either cohorts or educational levels. Third, estimate inequality measures associated with these hypothetical wage distributions. Within a given cohort, these inequality measures allow one to assess the effect of education on wages. Within educational levels, they allow one to assess the cohort effect of education on wages.

Status: Work in progress.
═══════════════════════════════════════════════════════
2. Education, Gender and Earnings in France and Germany: Level and Dispersion Effects (German team: Charlotte Lauer)

Objectives of the research: This paper analyses the relationship between educational attainment, gender and earnings in France and Germany. A look at the evidence available so far reveals a lack of studies comparing France and Germany with respect to the impact of education on earnings. At the same time, France and Germany appear to have set different priorities on their education systems, in particular concerning the degree to which labour market aspects are taken into consideration in the qualifications offered by the education system at different levels. Exploiting these differences, conclusions can be drawn on the education–earnings link through the examination of the detailed patterns observed both within and between countries. Hereby, a careful distinction between types (vocational/general) and levels of education has been undertaken. Moreover, as education is often considered as an investment in human capital, it seemed essential to also examine how risky this investment is. Thus, the objective of this study was not only to assess the impact of educational attainment on average earnings, but also on earnings uncertainty. Finally, gender differences are examined.

Data and methods: The analyses are based on the 1991–2000 waves of comparable national data sets that are representative for France and Germany: the Employment Survey (Enquête Emploi) and the German Socio-Economic Panel (GSOEP). The German sample is restricted to West Germany and for both countries, the analyses focus on nationals or individuals born in the country aged 25 to 55. The impact of education on earnings is modelled by means of a Mincerian earnings equation extended in such a way that i) non-random access to employment is accounted for, ii) the impact of education on both earnings level and unexplained earnings variance is modelled and iii) gender differences on both employment selectivity and educational impact on earnings are modelled and testable. More technically, the resulting model consists of two equations, an employment propensity equation and an earnings equation, the correlation of which might be different for men and women. The impact of education on both selection and earnings might also differ across genders and education enters the equations as a factor explaining the expected level of earnings (and employment propensity) but also the residual earnings variance, an indicator of the earnings uncertainty. A multiplicative form of heteroscedasticity has been chosen to model the way the residuals depend on education. Other explanatory factors have been included in the equations to isolate the effects of education from the effects of other individual or labour market characteristics.

Key findings: The results indicate that in both countries the completion of a minimum level of general education (intermediate secondary education) yields an earnings premium that cannot be attained by the completion a vocational degree without this minimum level of general instruction. Moreover, basic vocational education leads to a higher earnings premium in Germany than in France. This points to the better relative efficiency of the German system of vocational education compared to the low-status vocational education in France, which remains rather theoretical, less connected to the job market, and signals failure in general education. The completion of higher education yields a particularly high earnings premium in both countries, but particularly in France, though study duration is typically shorter. This could be due the presence of elite institutions in France, which are typically designed to produce graduates for high-ranked jobs. 

A further key result is that education affects not only the expected level of earnings, but also the earnings uncertainty. In particular, in both countries, general qualifications are found to increase the earnings risk, whereas vocational one to reduce it. This finding is consistent with the pattern observed both within and across countries, using the knowledge on the (different) degree of vocational orientation of the qualifications in either country. More education, especially tertiary education, yields a high earnings premium but is associated with the highest earnings uncertainty in both counties. 

Looking at gender differences reveals further common patterns. In both countries, women have a lower educational attainment than men but enjoy a higher earnings premium for education, anything else equal. The gender gap in educational attainment and the earnings premium for education is much larger in Germany than in France. Women have overall lower earnings and a higher earnings dispersion than men in both countries. However, though they face overall a higher earnings uncertainty, they can to a larger extent than men reduce this risk by investing in their education.

Conclusions and policy implications: The findings show that only examining the effect of education on the earnings level illustrates only one aspect of the relationship between education and earnings. The level of education attained is not neutral with respect to earnings uncertainty, even after controlling for gender-specific selection into employment and a large number of explanatory factors. From a political point of view, the results point to the usefulness of fostering the attainment of a minimum level of school education. Moreover, the balance between general and vocational contents in the qualifications produced by the education system seems to affect the benefit/risk ratio of educational attainment. Finally, gender differences do not only concern the level of earnings of the average earnings premium for education, but also the uncertainty of earnings and the impact of education on it.

Status: Published as ZEW Discussion Paper 04-54 (2004), forthcoming in Brussels Economic Review.
═══════════════════════════════════════════════════════
3. Class Ridden or Meritocratic?: An Economic Analysis of Recent changes in Britain (UK team: Fernando Galindo-Rueda and Anna Vignoles)
Objectives of the research: Examine the complex inter-relationship between social class, ability, education and labour market outcomes.

Data and method(s): The samples are drawn from the longitudinal information contained in the National Child Development Study (NCDS) and the British Cohort Study (BCS). The authors use information about individual’s initial social class, early parental inputs, early cognitive ability, schooling, educational attainment and subsequent measures of socio-economic success. By applying principal component analysis to the age10/11 test scores they compute an index of cognitive ability, which is the key variable of their empirical analysis. They solve different econometric models to examine a) the determinants of educational attainment, b) determinants of unemployment and economic inactivity among men and women respectively, c) returns to ability by income and education and d) the factors behind the intergenerational transmission of ability.

Key findings: The production of human capital (ability and education) has become less meritocratic and more influenced by social background in Britain. Although cognitive ability is an important determinant of labour market success, there is only mild support for an increase in its importance.

Conclusions & policy implications: The main conclusions can be summarized as follows:

i. The impact of cognitive ability on educational achievement has decreased, while the role of parental social class and income has increased.

ii. Cognitive skills are an important determinant of British labour market success, independent of any effect of educational attainment.

iii. Returns to cognitive ability increase over the lifetime and appear to have slightly increased over the decade of the nineties.

iv. In terms of higher education, the expansion of the education system in Britain has disproportionately benefited the higher social classes. Less able children from higher social classes are more likely to participate in higher education and they then go on to benefit from the on-going increase in the labour market demand for graduates.

v. Children’s cognitive skill can change throughout childhood. However, children from higher social classes and wealthier families are more likely to move up the ability distribution, when their initial attainment is low.

The policy interventions designed to promote a more meritocratic British society have not been effective, as parental income and social class have become increasingly important determinants of final cognitive development. Therefore further policy measures should be undertaken to avoid this harmful pattern for the less economic advantaged social classes.
Status: Forthcoming in the Journal of Human Resources. 
═══════════════════════════════════════════════════════
4. PISA: What Makes the Difference? Explaining the Gap in PISA Test Scores Between Finland and Germany (German team: Andreas Ammermüller)

Objectives of the research: The 2000 PISA study and its aftermath led to a public outcry in Germany and envious gazes towards Finland. While Finland achieved the top ranks in reading proficiency and in mathematics and science, Germany was placed well below the OECD average in all three test subjects. This paper analyses the difference in student performance in reading proficiency between Finland and Germany using PISA data. Besides the link to the current political debate, the countries are also well suited for a comparison between a streamed (Germany) and a single type schooling system (Finland). The main research question is: Are the student characteristics more favourable in the high performing country or are the returns to these characteristics in terms of test scores more advantageous? For example, there may be a higher share of students from a lower social background in Germany than in Finland. However, if the assumed negative effect of a lower social background were smaller in Germany, the impact on the average test score could still be comparable to the impact in Finland. Moreover, the resources and the institutional setting of schools might partly explain the difference in test scores.

Data and methods: The student level data are based on the international PISA data but additionally contain information on the school type and imputed missing values. For both countries, educational production functions are estimated which reveal the effect of different characteristics like the background of students or a school’s resources such as the student/teacher ratio on student performance. The results are used to decompose the test score gap into several effects that all contribute to the difference in student performance using Oaxaca–Blinder and Juhn–Murphy–Pierce decomposition techniques. Differences in PISA performance concern variations in the average test scores but also the dispersion of the score distribution. 

Key findings: The analysis shows that German students have on average a more favourable background, although this does not hold for the lowest deciles of the student population, but experience much lower returns to their background characteristics in terms of test scores than Finnish students. The background of German students such as parents’ education changes much faster along the score distribution, which explains the higher inequality in Germany. The results also imply that early streaming in Germany penalizes students in lower school types and leads to a greater inequality of educational achievement. It remains unclear, however, if this can be attributed to the effect of school types per se or student background and innate ability that determine the allocation process of students into school types. Moreover, resources are used more efficiently in Finland, where teachers are higher educated and a lower education of teachers has no negative effect on student performance. Overall, the variation in test scores can be explained much better by the observable characteristics in Germany than in Finland.

Conclusions and policy implications: In order to improve the performance of students in Germany, especially the educational achievement of students in the lower part of the test score distribution has to be promoted. These students suffer from a highly disadvantaged student background, whose negative impact upon performance might be magnified by the early streaming in the German schooling system at the age of ten. They are not given the chance to compensate for their background before they are divided into different school types. The measured resources, especially the education of teachers, must be employed more efficiently in order to close the gap to leading countries in student performance. There is no evidence for a beneficial effect of lower student teacher ratios but a higher education of teachers seems to benefit students in Germany.
Status:  Published as ZEW Discussion Paper 04-04 (2004).
═══════════════════════════════════════════════════════
5. Schooling quality in Eastern Europe: Educational production during transition (German team: Andreas Ammermüller in collaboration with Hans Heijke and Ludger Wößmann)

Objectives of the research: This paper analyzes and compares the production of schooling quality in seven Eastern European transition countries striving for EU accession. A main focus of the progress in the transition countries is on reforms of institutions and a changing structure of society. The supposedly egalitarian societies in which mainly the party rank defined the social position are replaced by a new social distinction based on occupation and income. Education is the major vehicle through which the societal changes take place. The function of education shifts from keeping the social consensus of a classless society to allocating its individual members to economic roles and positions, allowing for greater differentiation by increased educational choice. The readiness for and speed of transition depends therefore essentially on reforms in education, which prepare people for their new roles in society. Reforms include the decentralization of the educational system, which might increase its effectiveness by increasing its responsiveness to market forces at the local and national level. A greater choice of different types of institutions for students and an increased influence of parents on their children’s education might as well result in higher effectiveness in the new economic terms. The introduction of decentralization and free choice may also serve to convey the values of democracy and the market system to the population. 

The available resources, the institutional setting of schools and especially their usage depict the quality of the schooling systems. The main goal of this paper is to examine the impact of these factors, as well as of student characteristics and family backgrounds, on the performance of individual students by estimating educational production functions for seven Eastern European countries. While the former factors are determined by school policy, the latter display the ability of schools to diminish the impact of the environment surrounding students. By estimating production functions of many Eastern European schooling systems for the first time, the paper intends to elaborate on the determinants of schooling quality during the phase of transition. In addition, it contributes to the widely discussed topic of the effect of resources. We also compare the characteristics and the results of the production functions for the Eastern European schooling systems to those of a sample of EU member countries. 

Data and methods: Educational production functions relate an outcome of education like educational achievement to various inputs. In this study, standardized test scores from the Third International Mathematics and Science Study (TIMSS), which are comparable across countries, are related to variables drawn from background questionnaires on student background, resources employed and the institutional setting. These unique micro-level data on test scores and background information are available on over 42,000 students in the 7th and 8th grade of the seven countries, who took the math and science tests in 1994/95. As the only measurable outcome taken into account is educational achievement, the analysis is restricted to the cognitive dimension of schooling. Other educational outcomes like civic values conveyed to students have to be neglected in the data analysis. 

Key findings: The main finding of the paper is that a distinction can be made between two groups of accession countries with respect to the characteristics of the schooling systems, which constitute a decisive factor during the transition process. One group has moved decisively towards the features of Western European countries while the other cannot display successful results of transition yet. The more advanced group, consisting of the Czech and Slovak Republics, Hungary and Slovenia, outperforms most EU countries and has many traits similar to the Western schooling systems. The schooling systems of the less advanced group, including Lithuania, Latvia and Romania, still feature characteristics of communist times. Further findings of the paper are the relative importance of student background for explaining test scores, the ambiguous impact of resources, and the limited but existing role of the institutional setting in understanding within-country variations in test scores.

Conclusions and policy implications: The findings of this paper carry implications for the potential future development of the transition countries’ economies. The tested students have by now reached an age of about 22 and are about to enter the labour market. The measured schooling quality is thus to take effect on the countries’ economies in the coming years. Besides the relatively advantageous economic and political situation, the first group of transition countries also presides over well functioning schooling systems. The high development of institutions is visible in the favourable incentive system in schools, where decentralization has widely progressed and positively affects student scores. The quick transformation of the schooling system in the early years of transition despite the financial and political hurdles is a good foundation for economic growth in the coming years. 
The second group of transition countries instead has not fully reformed its schooling systems yet. The countries still feature many traits from communist times. Institutional reforms may need to be continued in the coming years. 

Status: Published as IZA Discussion Paper No. 746 (2003), forthcoming in Economics of Education Review.
═══════════════════════════════════════════════════════
6. Career Progression: Getting-On, Getting-By and Going Nowhere (UK team: Peter Dolton, Gerry Makepeace and Oscar Marcenaro)
Objectives of the research: This research examines the ‘career progression’ of individuals by studying how an individual’s ranking within their cohort changes over their lifetime. The author’s goal is to establish the contribution of early ability, educational achievement and labour market experience to the relative movements of individuals within their cohort.  
Data and method(s): The National Child Development Study (NCDS) provides the data for this paper. The NCDS began with a survey of all individuals born in UK during one week in March 1958. The individuals have been surveyed at regular intervals since then providing a picture of what they have achieved and experienced over time. The authors use labour market data from the last two NCDS surveys undertaken in 1991 and 2000 when the sample members were, respectively, 33 and 42 years old. The analysis is restricted to individuals who were full-time employees in both surveys, and is conducted employing descriptive and fixed effect regression methods to describe the process.
Key findings: These results reveal important insights about the process of career progression and the relative position of women in their cohort.

Conclusions & policy implications: Our results suggested that higher values for age 11 performance, schooling, age 16 educational achievement, NVQs, work experience and job tenure all influence the career progress an individual will make. In other words, the process of being successful is conditioned by early ability, educational attainment, and labour market experience. 

Additionally, the paper assess whether there are significant differences between men and women over the life cycle or not. The authors found that women fare worse relative to men with identical characteristics, if this is measured in terms of changes in the percentiles of the relevant distributional variables. These results hide important subtleties. Work experience seems to matter more for women in the early labour market years up to age 33. Education, in terms of years of schooling or changing NVQ levels matters more for women in explaining wage increases between age 33 and 42. On the other hand looking at the overall difference between men and women from age 11 to 42 qualifications matter much less for women that men and working hours matter more.  This pattern of results tells that the women who retain their ranking in the cohort and do well relative to their peers are those who do acquire more work experience when young and attain more educational qualifications between age 33 and 42.
Status: Forthcoming in Education Economics. 
═══════════════════════════════════════════════════════
7. Use IT or Lose IT (UK team: Peter Dolton, Gerry Makepeace and Helen Robinson)
Objectives of the research: To provide British evidence of the extent of the impact of Information and Computing Technology (ICT) on earnings.
Data and method(s): The authors use the National Child Development Study and the British Cohort Study along with the recent E-Living data set. The computer information available in the data can be used to measure computer competence and computer intensity in several different ways.  Specific categories of computer software are directly measured for each individual in the data who uses a computer along with duration of usage and self-assessed levels of competence.  In addition, the surveys contain a vast array of information relating to other technical skills and “soft skills” that are intrinsically linked with the social capital component of computer use.  Using this information they compute standard Mincerian earnings functions.

Key findings: There is variation in overall gender pay associated with the use of ICT.  It appears important not only to have access to new technology at work, but to spend work time developing key skills associated with this.

Conclusions & policy implications: The authors document how a gender pay differential remains, even when controlling for type of computer use. As the implementation of ICT requires bundles of characteristics that do not rely on attributes such as physical strength it might be argued that it lends itself to female workers.  However, only around 23 per cent of the workers in the ICT industry are female.  In the spring quarter of 2002, 36 per cent of new hires in ICT were women but some 46 per cent of leavers in the same period were women.  It would seem that female retention is low due to the intermittent participation resulting from childbearing, the glass ceiling, and low confidence (inadequate training).  Small re-entry rates to ICT occupations after child-rearing are associated with changing pace of technology.  However, it would seem that the provision of adequate training would do much to remedy the deficiency and enable women to retain a foothold in an increasingly technological world. 

Therefore, it seems clear that any policy intervention aimed to promote women training in terms of ICT would be very positive for this social collective.

Status: Work in progress.
═══════════════════════════════════════════════════════
8. Educational opportunities and the role of institutions: An international comparison (German team: Andreas Ammermüller)

Objectives of the research: Educational systems around the world, which differ to a large extent, have been scrutinized increasingly over the preceding years. Recent large scale performance tests of students by international organizations like the IEA and OECD reflect this interest in schooling and aim at establishing an internationally comparable account of schooling quality. The importance that is directed at school education is supported by a growing literature that stresses the extent to which the schooling quality affects the earnings prospects of students and economic growth. One important aspect of education that is the topic of this study is the equality of opportunity, i.e. how strong educational performance is determined by the background of students. The intergenerational mobility of human capital and income depends on the degree of equality in educational opportunities. The schooling systems play a central role in shaping the determinants of student performance concerning the background of students. A schooling system that is characterized by a strong use of tracking for example might be more prone to producing a heavy dependence of performance on social background and hence lead to lower intergenerational mobility. Particularly changes in the determinants between different stages of the schooling systems could be attributable to the organization of schooling in the respective countries. 

The aim of the paper is thus twofold. First, it intends to show how strongly student background affects student performance at two stages in a student’s life. This describes the equality of opportunities that students face at different stages in the schooling system. Second, the paper aims at exploring whether cross-country differences in the educational opportunities are related to essential features of educational systems. This step of the analysis provides empirical evidence on the link between institutional settings and educational opportunities, and seeks to elaborate on better frameworks for equal opportunities.

Data and methods: The estimation strategy employed here aims at a consistent estimation of the link between institutions and educational opportunities. A two-step procedure is employed in order to explain the change in educational opportunities over time (measured by student age) by institutional features. Thereby, country-specific factors besides the schooling system can be largely controlled for, assuming they are identical for students of age ten and fifteen. 

The analysis builds on internationally comparable micro data from two studies (PIRLS and PISA) on student performance in 14 countries. The schooling systems are analyzed at grade four and grade nine/ten, two important points in a child’s development and in the schooling system. The first point is associated with the end of primary education in many countries while the second often constitutes the end of compulsory education. Any changes in the educational opportunities between the two stages in a student’s life should depend largely on the schooling system and are compared across the sample of countries.

Key findings: So far the estimation of the effects of student background on student performance shows that the absolute effect of gender, the amount of books at home, the school location and parents‘ attitude increases between the end of primary and lower secondary education in most countries, while the effect of parental education seems to decrease. Therefore, the educational opportunities seem to increase for individuals with the right attitude towards education. There is a considerable amount of variation in the changes of educational opportunities over a student’s schooling career between countries. It remains unclear what part of the changes in the educational opportunities is due to differences between the studies and what changes really take place, though.  

It can be shown that school policy is linked to the educational opportunity of students. The results indicate that a high share of female teachers is associated with an increase in the head start of girls from primary education. The social origin of students, measured by the number of books at home and parental education, increases its effect on student performance in countries with a differentiated schooling system with several school types. This supports the hypothesis that streaming benefits the performance of students from a better social background. The time students spend in schools seems to limit the effect of parents upon student performance while school autonomy is positively linked to parental influence. 

Status: Work in progress. 

═══════════════════════════════════════════════════════
9. Male-female earnings differential across Europe: Evidence from the ECHP (Greek team: Ioannis Cholezas and Panos Tsakloglou)
Objective of the research, data and methods: The issue of earnings differentials between males and females has been examined in many European countries by many researchers and almost all of them conclude that such a differential does exist and is, to a great extend, the result of discrimination in the labour market. Discrimination exists, when individuals with the same productivity characteristics are compensated differently for equal amount of work input, due to some other characteristics, e.g. sex, race, ethnicity, etc. The purpose of this paper is to exploit the European Community Household Panel (ECHP), which provides a dataset that is strictly comparable across countries, in order to examine the observed gap in hourly earnings between male and female workers, using a number of alternative approaches. The first and the one prior to the last waves of ECHP are used in most countries (for comparability reasons, the exceptions are the UK (4th), Belgium (5th) and France (5th). The sample consists of employees aged between 16 and 64 years of age.

In the first stage, the observed earnings gap is decomposed into discrimination and human capital differences using the method of Blinder (1973) and Oaxaca (1974). In the second stage we attempt to account for selectivity bias, using the method of Neuman and Oaxaca (1998) which allows us to analyse in detail how much selectivity biases the expected earnings gap and each distinct component of the overall earnings differential. In the third stage we employ a recently proposed “aggregate” method by Yun (2003), according to which a “normalised” earnings equation is set up and then used, in order to overcome the identification problem. This way, it is made possible to further decompose each component into its subcomponents and get a clearer picture. For example, the discrimination component is further decomposed into a constant’s effect, a human capital subcomponent and a labour market subcomponent. Finally, we investigate the trend of the earnings gap in the late 1990s and, in addition, the way different components of the gap change over time. 

Key findings: Our findings suggest that a gender earnings gap is present in all countries, but it seems to have declined in most EU countries during the period under examination (the exceptions are Belgium, Greece and Luxembourg). Discrimination is the most important source of the gap, irrespective of the method of decomposition employed. Its share in the total gender earnings gap declines over time in six countries (Belgium, France, Germany, Greece, Ireland and Spain) and increases in five countries (Denmark, Italy, Luxembourg, Portugal and the UK). In most countries, selectivity correction leads to an increase in the constant term’s effect and in some cases it even causes a change in the sign of the difference. As far as labour market coefficients and characteristics are concerned, they both turn out to be more significant after controlling for selectivity bias. When the components of the earnings gap are broken down to their subcomponents, it is clear that discrimination due to the value attached to human capital characteristics by the labour market (coefficients) together with the constant term are the most important parts of the earnings gap, followed by changes in labour market characteristics. As far as the inter-temporal change of the earnings gap is concerned, the role of the estimated parameters is very crucial. It should be noted, though, that due to lack of detailed information our results may be biased in the sense that the variable used as a proxy for “experience” – potential experience, to be more precise – assumes an uninterrupted career for both males and females, while several studies show that for a number of voluntary (for example, childbearing) or involuntary (for example, unemployment) reasons, females are more likely than males to have interrupted careers in most European countries (and, hence, ceteris paribus, less experience).

No matter how we look at it, earnings differentials between male and female workers are important across European countries and discrimination remains their main source. Therefore, policies should focus on the battle for equal treatment of the sexes in the labour market. Females do not lack endowments, they lack equal opportunities when it comes to both entering the labour market and determining their compensations. Further, from a research point of view, one very interesting topic for further research could be the analysis of the variation of the earnings gap throughout the earnings distribution using quantile regression techniques.

Status: Soon to be finalised.
═══════════════════════════════════════════════════════
10. University enrolment, family income and gender in Italy (Italian team: Simona Comi)

Objective of the research: This paper looks at the relation existing between family income, university enrolment and gender in Italy. The author investigates the relationship existing between university enrolment decision and family income to see whether an almost free University system can really ensure equality of opportunity. Furthermore she investigates if family income effect is gender based.

Data and methods: The data used in this paper are 7 waves of the Bank of Italy SHIW, a repeated cross-section of Italian households, from 1989 to 2002. To address the issue of university enrolment Comi selects a sample of Italian young boys and girls aged 19 to 25 that have already completed secondary school. To deal with the potential endogeneity of family income, she will use different approaches trying to measure the casual effect of family income on college enrolment decision, such as IV and grouping methods and furthermore she explicitly models the probability to enrol in tertiary education conditioning on high school completion. And finally Comi computes an overall index of Socioeconomic Status on the basis of both family income and parental education to study inequality in tertiary education enrolment. 

Key findings and conclusions: From raw data, it seems that the enrolment decision do not depends by family income but more sophisticate approaches reveals that this is not fully true. In fact, aggregate analysis shows that family income have a positive effect on enrolment decision which is greater for female than for males. The author then tried to instruments family income using grand parents’ education and region of residence at parents’ birth. She found a positive effect but significant only for females. This approach do not seems to be able to control for all the unobserved heterogeneity. Finally Comi conditioned the enrolment decision on the decision to finish high school and she finds that the selection model is able to explain only female self selection. Family income turns out to be very important in determine female decision to finish high school while it have a negative coefficient in the second stage: once the high school diploma is achieved, family economic resources are no more crucial in deciding whether to continue. Finally using an overall index for Socio-Economic status which combines parents’ education and family income, Comi finds that females experience greater inequality than males.

Policy implications: Measuring the true casual effect of family income on children educational attainment has a relevant importance in designing educational policies. In particular in a country like Italy, where (public) university education is almost free and students pay very low fees and the relation between family income and education decision has been very seldom investigated. Notwithstanding the hypothetical equality of the Italian education system, real equality of opportunity seems far to be reached, in particular for young women.

Status: Soon to be finalised.

═══════════════════════════════════════════════════════
11. On the returns to training in Portugal (Portuguese team: Pedro T. Pereira and Santiago Budria)

Objective of the research: This paper investigates the earnings effects of training in the Portuguese labour market. One of the main contributions of the paper is to describe how the educational background affects the probability of receiving training, and the labour market value of training activities. 
Data and results: We use the Portuguese Labour Force Survey to classify training according to multiple criteria, including providing institution, purpose, duration, and content of the training activity. First, we establish some stylised facts about the extent and determinants of different types of training. We find that there are major differences in participation across groups, with older, low-educated workers participating substantially less. Second, we measure the wage effects of training. We find that in Portugal returns to training are large and significant. The estimated coefficients are about 12% in the case of men and 37% in the case of women. We show that discriminating between gender, educational level, experience, the public and the private sector, and industrial activity reveals important differences across categories of workers. Workers with low qualifications and long professional experience earn larger returns. On average, women receive larger returns than men, though they are subject to greater variation across education and experience groups. The average effect of training is similar in the private sector and in the public sector. Experience in the private sector and education in the public sector are key determinants of the returns to training. Further, training to improve current skills and training in a firm attract the largest returns. Third, the paper investigates whether and to what extent training participation affects the probability of entering and leaving unemployment. We find that being trained does not affect significantly the transition probabilities.

Status: Published as IZA Discussion paper No. 1429, submitted to an international journal.
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