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1. Introduction

Similar to trends in other developed countries, labor force participation rate
among Jewish women' in Israe! has been rising during the past three decades.
It went up from approximately 30 percent in the mid-1960s, to almost 50 percent
in the early 1990s. In contrast. labor force participation rate of Jewish men has
declined during that period from 76 to 62 percent. Not only did women
increased their share in Israe’s labor market, but the quality of women workers
has been improving, as indicated by their high levels of education {Israel, 1994).
in addition, equal employment opportunity laws protecting women from market
discrimination have been enacted in Israel in recent years. Despité these
trends, however, women’'s position in 1srael’'s 1abor market has been persistently
inferior refative to their male counterparts. The level of gender based
occupational segregation has hardly narrowed between 1972 and 1983 (Cohen
et al. 1988), and the women-to-men ratio of average hourly wage has been
stabel at about 75-80 percent during that period (see Haberfeld [1990] for a
review of empirical studies on gender based wage differences in Israel).

At least a portion of the earnings gap in Israel cannot be explained by
productivity differences between the two gender groups. Women have been
closing the education gap with men during the last three decades. Indeed, most
empirical studies found that almost the entire 20-25 percent gap has has

remained “unexplained” by productivity differentials between men and women.

! We focus on the Jewish labor force only because Israeli Jews and Arabs operate in two
separate labor markets (e.g., Lewin-Epstein and Semyonov, 1993).



Congequently, the entire gap has been attributed to market discrimination
against women (Haberfeld, 1996).

The present study is designed to describe and analyze trends in the
earnings gap between native-born, Jewish Israeli men and women between
1975 and 1993.> However, due to the major ethnic division within the Jewish
population between Jews of European or American origin (henceforth
Westerners) and those of Asian-African origin (henceforth Easterners), the
group of women was broken down into two sub-groups - Western women and
Eastern women. These two groups were compared to the group of Israeli-born
Western men. This group has been located at the top of the socioeconomic
hierarchy in 1srael (Amir, 1987; Cohen and Haberfeld, 1995; Haberfeld, 1992,
Haberfeld and Cohen, 1996; Mark, 1994, 1996; Nahon, 1987; Smocha and
Kraus, 1985; Shmaltz, Delapergula, and Avner, 1991; Yitzhaki, 1987), and it
served us as the benchmark group, much like the U.S. benchmark group of
native-born, White, non-Hispanic men.

Our main purpose is to examine whether the increasing weight and quality
of women in the Israeli labor market, combined with beter legal protection, have
led to narrow both the earnings gap, and the portion of the gap which is due to

labor market discrimination against women.

2 We chose to study native-Israelis only because market behavior of immigrants is quite
different than that of natives {e.qg., Borjas, 1990; Chiswick, 1977).



2. Theoretical Model

Human capital theory (Becker, 1975) suggests that higher levels of human
capital lead to higher productivity, which in turn results in higher earnings. Thus
differences, if exist, in average levels of human capital between the two gender
groups might explain a portion of the earnings gap between men and women.

In addition to individual productivity levels, earnings are determined by
labor market characteristics as well (Dunlop, 1957). Occupational labor markets
have been most often recognized as a major factor determining earnings (e.g..
Treiman and Hartmann, 1881). Occupational markets differ in skill requirements,
work processes and in supply of and demand for Jabor. Consequently, earnings
of people with similar productivity levels might differ across occupations. Men
and women are differehtly distributed across occupational markets (e.g.,
Albelda, 1986; Fields and Wolif, 1991). more importantly,, earnings in “female
type” occupations average less than earnings in “male type” occupations
(Goldin, 1990). Thus, gender-based occupational segregation has been held
responsible for another portion of the earnings gap between men and women.

The question, however, is whether and to what extent there is still a gap
left between men’s and women's earnings after differences between the two
groups in human capital and in occupational characteristics have been
accounted for. Such a residual earnings gap, if exists, is most often equated
with market discrimination against women because it can be explained nor by
individual or by market differences between men and women (Cain, 1986). The

most widely used explanation of discriminatory behavior in the labor market is



that offered by Becker (1971). According to Becker, employers, coworkers and
customers have tastes against members of certain groups. Thus, employers and
customers that have tastes against female workers are willing to pay more to
men in order to avoid market interaction with women. Similarly, male workers
that have tastes against female coworkers demand higher wages before they
agree to work with them side by side. These premiums added to the male
earnings by various types of discriminators create, according to Becker, the

“unexplained” portion in the gender-based earnings gap.

3. Empirical Model
This paper is designed to study changes in earnings gaps between native-born
fsraeli men and women. For that purpose, we examine the sources of the
earnings gaps in 1975 (t;), 1987 (t,), and in 1993 (t;), and compare the structure
of the gender-based gaps each year. This approach enables us to better
understand which Iabof market processes are responsible for these gaps during
the last two decades.

If yy is the natural logarithm of earnings in year t (t = 1975, 1987, 1993) of
members of the jth group (j = native-born Western men. native-born Western
women, native-born Eastern women), then an earnings equation can be written

as follows:
M Y= X' B ey
where X denotes a vector of explanatory variables, of individual and

occupational characteristics, # is a vector of coefficients, including a constant



term, and e is an error term. This earnings equation was estimated nine times—
at three points of time, separately for each one of the three groups.

Oaxaca’s (1973} traditional method for decomposing the gap in average
earnings between two groups into “explained” (endowments effect) and
“unexplained” (market effect, which is often equated with “market discrimination”)
portions is based on an arbitrary decision about one of the two groups that
serves as a base-group. Obviously, the estimated effects vary when the base
group, to which the other groups are compared, is switched. Several methods
have been offered in order to solve this problem. In general, they can be
classified into “weighted coefficients” and “weighted endowments” approaches.
Both derive the necessary weights from the proportion of the two groups
involved in the comparisons.

The first approach—weighting the two groups’ coefficients—focuses on
the “unexplained” portion of the earning gap and tries to better understand its
structure. It ié based on the assumption that neither the first, nor the second
group’s earnings structure (i.e., coefficients) would prevail in the absence of
market discrimination (Cotton, 1988; Ashraf, 1996). Instead, this method
searches for the nondiscriminatory wage structure in between the two base-line
equations used by the traditional method. A weighted equation provides,
according to this approach, such nondiscriminatory coefficients.

The second approach—weighting the twe groups’ endowments—faocuses
on the “explained” portion of the earnings gap. Since our interest is mainly in

this portion of the gap, we chose to use this approach. Specifically, we follow a



method developed by Fishelson (1994), in which both groups {in our case
Westerners and Easterners or Westerners and Arabs) are compared to the

mean of the entire popuiation (u):
(2) p=[(Np *Xpn)+(Ng *Xg)]/ (N +Ny)

Where N represents the group size. When using this approach, the gap between

the average earnings of the two groups is decomposed as follows:
(3) Yim —¥ir =Fm{pim — 22 ) +Bs{pe— pg ) +(Bm — Pt

The first term on the right-hand side of the equation represents the contribution
of the advantage of the superior group to the earnings gap. The second term
represents the contribution of the disadvantage of the second group to the
earnings gap. Finally, the third term represents the effect of market differential
treatment of the two groups, evaluated at the mean endowments of the two
groups. It should be emphasized that the first and second terms are nof two
sides of the exact same coin. The first term is the superior group’s advantage in
endowments as compared with the population average endowments—expressed
in terms of the superior group market returns. The second term is the other
group’s disadvantage in endowments as compared with the population average
endowments--expressed in terms of that group returns. Put differently, the
advantage or disadvantage of a group is the difference between this group’s and
the population’s mean earnings that would result had the entire population been
paid on the basis of that group’s returns. Such decomposition is different from

the traditional method (Oaxaca 1973) because it partitions the “explained”



component into two parts—one that is due to the advantage f the superior group,
and another that is due to the disadvantage of the other group. Figure 1 shows
this difference beftween the two methods. The advantage of the superior group
(men) is described by interval 17, while the disadvantage of the other group
(women) is described by interval “5”. When the traditional decomposition
method is utilized, then the “explained” portion is composed of either intervals
“1” and “2” (in case the superior group serves as the base-line) or intervals “4”
and “5” (in case the other group serves that purpose).

- Figure 1 here -
The difference in market returns to the two groups, if exists, is taken into account
by the third term of equation 3, and presented by interval {*2"+"3"+°4"] in Figure
1. itis the difference between two estimates of the entire population’s average
earnings--one as predicted by the returns received by the superior group, and

the other as predicted by the returns received by the other group.

4. Data and Measures

The data used in this study are taken fro the Income Surveys conducted by the
Isracli Central Bureau of Statistics during 1975, 1987 and 1993. Income
Surveys are conducted annually as a supplement to Work Force Surveys, and
contain basic demographic and income information about respondents. These
surveys are based on a representative sampie of household in urban
communities with a population of at least 2,000 people. Since income data are

not available for the seif-employed, we limit our analysis to salaried workers in



the labor force. Each survey provides information on, approximately 6,000
salaried individuals belonging to, approximately, 4,000 households. We also
restricted the sample to men and women, 25-54 years of age. The upper age
limit is due to the small number of second generation Jewish workers older than
50. The lower age limit reflects the fact that most Jewish Israelis serve in the
military for three years (for men), or two years (for women), and rarely graduate
from college and get a permanent job before they reach the age of 25.

We define native-born Jews as all those born in Israet to foreign-born
fathers, and all foreign-born Israelis who immigrated to Israel before they were
14 years old. Thus, native-born Eastern Jews are defined as all those born in
lsrael to fathers® who were born in Asia or Africa, and those born in Asia or
Africa and immigrated to Israel before they were 14 years old. In addition, we
included the smali group of native-born Israelis to Israeli-born fathers within the
group of Western Jews. There is evidence that this group, which is mostly of
Western origin, is very similar in its education and income levels to Western
Jews.! All these procedures yield a sample of 685, 514 and 625 Western men in
1975, 1987, and 1993 respectively. The comparable figures for Western women
are 540, 468, and 628; and for Eastern women 271, 503, and 803.

All members of the sampled household were asked about their income

during the 3-month period preceding the interview. Data on income from

2 Data on mothers' country of birth are not available.

‘ The results of both education and income are appreciable the same if the group of third

generation Israelis is omitted from the sample.



salaried work were converted into annual earnings. Since we compare the three
groups during the same year, the high inflation rates experienced by the Israeli
economy during that period does not pose any difficulty.

Labor supply is measured by annual number of work hours. Two
measures of schooling were used. The first is years of schooling, and the
second is whether the respondent has at least a college degree. Age is the best
proxy available in the data for labor market experience, thus we include in all
equations age and its squared term. Since married men in Israel, as in the U.S,
earn more than unmarried men, we included a dummy variable for marital status.
Finally, we included a dummy variable for those who arrived in Israel as children.

The market structures faced by the three groups were caplured by two
series of dummy variables. The first, contains ten 1-digit occupational groups,

and the second contains ten 1-digit economic sectors.

5. Descriptive Results

5.1 Education

Table 1 presentslyears of schooling for each group, and the proportion of group
members with academic degrees. The average levels of education of all groups
has gone up steadily since 1975. As in other countries, it reflects the expansion
of the Israeli educational system. Western women and men are the most
educated among labor force participants in Israel. Both their years of schooling
and the rate of people with academic degrees among them are almost identical.

Eastern women, however have not been doing as well. In 1993 they had, on
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average. two years of schooling less than Westerners. Similarly, only 11-12 out
of 100 Eastern women complete their studies at institutes of higher education, as
compared with 36-38 among Westerners.

- Table 1 here -
An important question is whether the trend of increase in the education levels in
Israel was faster among some groups than among others. In order to answer
this qustion we examine the education ratios of Eastern women-to-VWesterners
over time. The higher these ratios, the smaller the gap. Indeed, Eastern women
have been making progress between 1975 and 1993. The years of schooling
ratio went up by approximately 10 percentage points during that period, from
0.75 to 0.85, and the proportion with academic degrees ratio rose by,
approximately, 20 percentage points.® Yet, Eastern women still have a long way

to go before closing the education gap with Western men and women.

5.2 Earnings

Table 2 presents hourly earnings ratios of women-to-men. Western men earn,
on average, much more than the two female groups. Furthermore, the earnings
gap had been widening between the mid-1970’s and mid-1980’s. We chose to
examine hourly earnings of full-time, year-around workers rather than annual
earnings of the entire population of salaried workers in order to avoid effects

caused by differential labor supply of male and female workers on earnings.

s The 1975 figures far academic Eastern wamen should be taken very cautiously due to

their very small representation in our sample.
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- Table 2 here -

The highest female-to-male earnings ratios were observed in 1975-0.82 for
Western women and 0.63 for Eastern women. 12 years later, these ratios
declined to 0.72 and 0.51 respectively. The gap between Western men and
Western women has remained stable since then. The gap between Eastern
women and Western men (and women) has been somewhat narrowing, and
reached a ratio of 0.56 in 1993. These trends in the earnings gaps fit the trends
in the education gaps described above. Can we conclude that the narrowing of
the schooling gaps resulted in equal earnings for Israeli men and women? The
answer is no. First, Western men and Western women average siﬁiiar
education levels, yet there is an earnings gap of more than 25 percent left
between them. Second, a look at the lower panel of Table 2 reveals a grim
reality. The earnings gaps between highly educated men and women are no
smaller (and sometimes even larger) than between the entire population of men
and women. Thus, a college graduate female can expect to improve her position
on the earnings distribution only relative to less educated workers and not
relative to highly educated men. College diplomas do not help in equalizing

earnings levels of their owners.

6. Estimates of Earnings Equations

Earnings equations were estimated separately for each group, at each time

point, as specified in equation (1). Then, the Western men-Western women,
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and Western men-Eastern women earnings gap at each time point was
decomposed using the method described in equation (3) (see Table 3).

- Table 3 here -
Three findings stand out upon examination of this table. First, the portion of the
gender-based earnings gap attributed to market differential treatment ("market
discrimination”) was similar for both women groups and has remained stable
over the years. Its estimated magnitude is 35-45 percent of the observed
earnings gap.’ Second, in all comparisons, women’s disadvantage was much
more important in “explaining” the male-female earnings gap than was men's
advantage. Finally, the most important variable in explaining the eémings gap
between the gender groups was number of working hours. This is the only
variable explaining the advantage of Western men over Western women, and
the disadvantage of Western women vis-a-vis their male counterparts, and the
most important variable in explaining the Western men-Eastern women gap.
Recall that women’s disadvantage is expressed in terms of women's returns, and
men's advantage is expressed in terms of men’s returns. Hence, the large
disadvantage of women could result either from the large difference between

their and the men’s average number o working hours, or from their own relatively

¢ Each equation was estimated twice - with and without two series of controls for market
structure, namely 1-digit occupations and 1-digit economic sectors. Here we report the resuits of
the shorter equations only because adding the market controls has not changed meaningfully the
results nor has contributed to our undesstanding of the opcration of eamings differentials
mechanisms.

! We repeated the analyses and decomposed the male-female eamings gaps using the

traditional Oaxaca's (1973) method. When men served as the decomposition base-line,
“ear{wings discrimination” figures were found to be higher than those presented in Table 3,
ranging from 50-60 percent. However, when women were used as the base-line, all estimated
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high returns on number of hours worked which magnify those differences in
endowments, or from a combination of a relatively low averége working hours of
women, and relatively high returns for those fewer hours they offer to employers.
The difference in the amount of labor supplied by salaried Israeli men and
women is similar for Western and Eastern women, and has been stabilized in
recent years around 30 percent (data are now shown). In addition, the returns
received by women for their number of hours worked were higher than those
received by men by 40-100 percent. For example, the coefficients of the
“number of hours worked” variable in the 1993 equations are 0.00032, 0.000586,
and 0.00066 for Western men, Western women, and Eastern women respective

{data are not shown).®

In addition to the number of hours worked, variables measuring education
levels are also responsible for the “explained” portion of the earnings gap
between Western men and Eastern women. As can be seen in Table 1, Eastern
women have not caught up yet with both Western men and women on education.
The differences in average endowments between Westerners and Eastern
women are only one side of the story. In addition, Eastern women' receive
reiatively high returns on “years of schooling,” and low returns on “an academic
degree” compared with returns received by men. As a result, years of schooling
contribute, mainly to the women's disadvantage, while academic degree plays a

role in explaining the men's advantage in 1993.

figures declined to 20-40 percent. Hence, the mid-point of these estimates is very similar to the
estimates reported in Table 3.
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7. Summary and Conclusions
The data analyses tell a clear story: while educational gaps between women
and men by ethnic origin have narrowed bétween 1975 and 1882, gender gaps
in earnings grew during these years, especially among university graduates.
During the next 10 years, 1982-93, the gaps in earnings remained appriciably
the same among Westerners, while Eastern women somewhat narrowed the gap
between themselves and Western men. Taken together, the results suggest that
over the entire period, 1975-93, the earnings of Western and Eastern women
relative to the Earnings of Western men, h.as not improved. |

That geder earning gaps do not narrow despite narrowing the educational
gaps suggests that it is unlikely that productivity differencials are responsible for
the gaps in ernings. The earnings regressions suggest that nearly one-half of the
earning gap between women and Western men are not due to productivity-
related variables. That this figure is about the same for the entire period,
suggests that not much has changed in the past 18 years in the treatment of
women in the Israeli labor market. Put differently, to the extent thaf labor market
discrimination is responsible for much of the earning gap between men and

women in 1975, the same can be said regarding 1982 and 1992.

8 An analysis in which hourly, rather than annual, eamings served as the dependent

variable revealed a much larger component of an “unexplained” gap.
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Table 1: Education and Education Ratios of Israeli Women and Western Men,
25-54 Years Old: 1975, 1987, and 1993

1975 1987 1993
“Years of schooling:
“Western men 12.8 13.6 14.2
_Westem women 13.0 13.9 14.2
Eastern women 98 11.1 121
Ratios: _

Western women/Westem men 1.02 1.02 1.0
Eastern women/Westem men 0.77 0.82 0.85
“Eastern women/Waestern women 0.75 0.80 0.85

"l;".e.i'cent with at least B.A.:
“Woestern men 0.25 0.38 0.36
© Waestern women 0.20 0.38 ) 0.36
Eastern women 0.03 0.1 0.12
Ratios:

Western women/Western men 0.80 1.0 1.0

Eastern women/Westam men 0.12 0.29 0.33

Eastern women/Western women 0.15 0.29 0.33




Hourly Earnings Ratios of Full-Time, Year Around, Salaried Israeli

Table 2:
Women and Western Men, 25-54 Years Qld: 1975, 1987, and 1993
1975 1987 1993
All Women:
Western women/Western men 0.82 0.72 0.73
. -Eastrn women/Western men 063 0.51 0.58
- Eastern women/Westermn women 0.77 0.71 0.76
With BLA.:
Waestern women/Western men 0.84 0.67 0.68
.. Eastern women/Western men 0.82* 0.50 0.58
-+ Eastern women/Westem women 0.97 0.74 0.85

* n of Eastern women = 3.




Table 3: Percentages of Annual Eamings Gaps Between Salaried Western Men
and Western and Eastern Salaried Women, 25-54 Years Old: 1975,
1987, and 1993

Year 1975 1987 1993
Comparing Western Fastern | Western Eastern | Western  Eastern
Western men with: women women | women  women_ | women — women
Total gap® 0.54 0.80 0.63 0.93 0.62 0.88
Total gap {percent) 100 100 100 100 100 100
Advantage of men: 18 14 20 24 23 25
hours of work 17 6 20 15 23 14
age, age’ 0 1 0 2 0 2
years of schooling 0 4 0 7 0 1
BA. + 0 0 0 1 0 5
Other’ 1 3 0 -1 0 3
Disadvantage of

women: 39 52 37 31 37 35
hours of work 40 30 24 21 37 24
age, age’ 0 2 0 2 0 1
years of schooling -1 18 0 9 0 10
BA.+ o 1 0 -1 0 0
Other® 0 1 0 0 0 0
Market differential

treatment 43 34 43 45 40 40
(“discrimination”):

a. These gaps are based on geometric means, not actual eamings.

b. Other variables included in the eqautions — being married, and immigrating as a

child.




