





Introduction

This report is a follow-up to the National Employment Survey® (NES) October 2007 which was released in
July 2009, and presents supplementary statistical analysis on the wage differential between the public
and private sectors in Ireland.

The NES publication reported that, on average, public sector hourly earnings were 47.6% higher than the
private sector (€26.67 in the public sector, compared with €18.07 in the private sector) and that the
public sector weekly earnings were 32.6% higher than the private sector (€847.17 in the public sector,
compared with €639.05 in the private sector). However, these figures did not take into account the
differences in characteristics of employees in both sectors. Sector of employment is not the only
determinant of earnings; in this study, both the attributes of the employees (e.g. educational
attainment, experience, hours worked etc.) and the characteristics of their employment (e.g. size of
organisation) were used to further explore the wage differential between the two sectors. This analysis
does not attempt to compare similar jobs between the public and private sectors.

The analyses were carried out on both weighted and unweighted data. For comparability with the
recent publication by Kelly et al (2009), the main results presented in this report were based on
weighted data. It should be noted that there are issues surrounding the use of survey weights in
multivariate analysis.

The multivariate analysis of the NES 2007 sample yielded a public sector wage premium of 19.1%, i.e.
when differences in individual and employment characteristics were controlled for, public sector
employees were paid on average 19.1% more than private sector employees. Further analysis based on
gender yielded a public sector wage premium of 14.8% for males and 22.9% for females.

In line with other published literature on this topic, a sub-group of the NES sample was also considered;
permanent, full-time employees aged 25-59 years’. The analysis of this particular sub-group vyielded a
public sector wage premium of 12.6%, with a premium of 10.4% for males and 15.1% for females.

Further analysis of the differential at differing points throughout the earnings distribution showed that
the premium was largest at the lower end of the earnings distribution and generally decreased as
earnings increased. For all employees, at the 10" percentile of earnings the premium was 25.7% and
reduced to 11.4% at the 90" percentile. For permanent full-time employees aged 25-59 the
corresponding figures were 22% at the 10™ percentile, and decreased to 5.8% at the 90™ percentile.

This report analyses different components that account for the public-private pay differential in weekly
earnings. It acknowledges that the estimated premium is sensitive to the methodology adopted as well
as to the specification of the model used, i.e. the selection of the explanatory variables. This report uses
a number of different models and specifications, but at all times clearly indicates the approach being
taken.

! http://www.cso.ie/releasespublications/documents/earnings/2007/nes 2007.pdf
2 Murphy and Ernst & Young (2007) considered this particular sub-group more appropriate as a benchmark. This is also the sub-
group analysed by Kelly et al. (2009).
















The distribution of earnings also differs between sectors. Table 1a gives details of various percentiles of
the distribution of weekly earnings. The difference between the 75" and the 25" percentiles is
commonly referred to as the Interquartile Range. It corresponds to the range of earnings into which the
middle 50% of earners fall. In the public sector, 50% of employees earned weekly wages in the range
€548.40 to €1,084.00, and in the private sector, 50% of employees earned weekly wages in the range
€368.25 to €785.75.

Table 1a - Distribution of Weekly Earnings (€)

Percentiles of Earnings by Sector

Percentile Public Private All
90% 1,394.75 1,111.00 1,213.50
75% 1,084.00 785.75 869.33

50% (Median) 807.75 544.25 593.00
25% 548.40 368.25 393.75
10% 306.25 207.25 219.25

Figure 3 shows the distribution of weekly earnings in both the public and private sectors. It is clear
from the graph that the earnings distribution for the private sector was more positively skewed than
that for the public sector. There was a higher concentration of employees from the private sector at the
lower end of the earnings distribution. It should also be noted that the top end of the earnings
distribution also contained a higher concentration of employees from the private sector.

Figure 3. Distribution ofWeeklyEarnings, All Employees



Determinants of Earnings within Sector

Given the structural differences in employment between the sectors, it is helpful to look at each sector
separately to examine the determinants of earnings. An analysis looking at the public sector only found
that some of the main determinants of earnings were educational attainment, job occupation, full-
time/part-time status, etc. These particular determinants were also found to be important in the
private sector (although the contributions of these characteristics varied across the two sectors). In the
public sector almost all organisations are large in size. In the private sector, the size of the enterprise
was found to be a significant determinant of earnings, with people who work in large (250 or more
employees) enterprises earning a premium over those working in small to medium enterprises.

Multivariate Analysis

Simple comparisons of weekly earnings, as presented earlier, do not take account of the differing
composition of private sector and public sector employees with regard to education, gender, experience
etc. It is important to control for all of these characteristics when drawing comparisons between public
and private sector pay. This report presents a typical multivariate model which controls for relevant
factors such as age, gender, and education. This analysis did not attempt to match individuals across the
two sectors, or to control for differences in job “types” etc. between the sectors. There may be other
factors which impact on earnings for which we have no measures.

In accordance with the standard approach in the literature, the public-private wage differential was
estimated in this analysis using the log of weekly earnings as the dependent variable. Weekly earnings
are defined as gross earnings (before the deduction of tax, PRSI and superannuation) payable by
organisations to its employees. It includes normal wages, salaries and overtime, taxable allowances,
regular bonuses® and commissions, holiday and sick pay. It does not include benefit in kind, irregular
bonuses and commissions, employer’s PRSI, employer’s pension contributions, redundancy payments or
back pay.

The analyses were carried out on both weighted and unweighted data. For comparability with the
recent publication by Kelly et al (2009), the main results presented in this report were based on
weighted data. Some results on analyses based on unweighted data are presented for comparison
purposes and more detailed results are provided in Appendices C and D.

It should be noted that there are issues surrounding the use of survey weights in multivariate analysis.
Survey weights are designed to make the sample representative of the population so that summary
statistics such as means and cross-tabulations will be unbiased. Their use in multivariate analyses

A regular bonus is defined as a bonus received every pay period although the amount may vary from period to period.





