






[image: PDFHALL.COM]






Menu





	 maison
	 Ajouter le document
	 Signe
	 Créer un compte







































Caught in a Trap? Wage Mobility in Great Britain: 1975â€“1994

to focus on those who have finished their full-time education and to exclude full-time ... higher than the off-diagonal elements, signifying a degree of persistence. Notice ... decile, compared with 0.9%â€“2.1% entering the fifth decile and practically ...... (1992) for a survey of the earnings dynamics literature at that date. Since. 

















 Télécharger le PDF 






 420KB taille
 1 téléchargements
 50 vues






 commentaire





 Report
























Economica (2000) 67, 477–497



Caught in a Trap? Wage Mobility in Great Britain: 1975–1994 By RICHARD DICKENS LSE Centre for Economic Performance Final version received 27 July 1999. In this paper I study wage mobility in Great Britain using the New Earnings Surveys of 1975– 94 and the British Household Panel Surveys of 1991–94. Measuring mobility in terms of decile transition matrices, I find a considerable degree of immobility within the wage distribution from one year to the next. Mobility is higher when measured over longer time periods. Those in lower deciles in the wage distribution are much more likely to exit into unemployment and non-employment. Measuring mobility by studying changes in individuals’ actual percentile rankings in the wage distribution, I find evidence that short-run mobility rates have fallen since the late 1970s. This has potentially important welfare implications, given the rise in cross-section earnings inequality observed over the last two decades.1 . . . there is no evidence here that large numbers of people are trapped on low earnings which are falling over time, nor that large numbers of people are trapped permanently in unemployment. The greater inequality seen in snapshot studies has more to do with greater mobility across a range of earnings in and out of work. Press release from the Department of Social Security, June 1996



INTRODUCTION Wage inequality in the UK has risen sharply over the last couple of decades to levels unprecedented this century (see Machin 1999 for a summary). The relative position of workers at the bottom of the wage distribution has deteriorated markedly. For example, in 1979 the 10th percentile of male earnings was 64% of the median; by 1995 this ratio had fallen to 56% (OECD 1996). However, despite the widespread acceptance of these facts about pay inequality, there is considerable disagreement over the question of how much mobility there is in the wage distribution. The argument heard from some quarters is that there is a large amount of ‘churning’ of individuals within the wage distribution and that very few of those who are low paid today will be low paid in a year’s time. The quote above, made under the previous Conservative government, comes from a press release that accompanied the Department of Social Security (DSS) study of male earnings mobility in the UK (Ball and Marland 1996). The DSS study claims that many of the low paid are in this state temporarily and that many move up the distribution of earnings in later periods. Conversely, research from Stewart and Swaffield (1999) finds a high degree of persistence in the earnings distribution, characterized by those at the bottom cycling between low paid jobs and non-employment. The fact that there is disagreement over the degree of earnings mobility in the UK is perhaps unsurprising given the relative sparsity of work carried out in this area. Research into earnings mobility is growing with increasing availability of new panel data sets.2 However, there is currently no research that examines potential changes in mobility over a long time period in the UK. Nevertheless, the question of the degree of wage mobility is vitally important  The London School of Economics and Political Science 2000



478



ECONOMICA



[NOVEMBER



from a welfare perspective, particularly given the large rise in cross-sectional wage inequality that has taken place over the last couple of decades. It is possible, as the DSS purport, that the rise in cross-sectional wage inequality has come about from greater transitory fluctuations in earnings, with individuals facing more mobility within the earnings distribution. However, it is also possible that the rise in inequality is reflective of increasing permanent differences between individuals, with mobility remaining constant or even falling. So changes in mobility could either work to offset or exacerbate changes in cross-sectional dispersion, with very different implications for ‘lifetime’ earnings inequality. (For a more detailed discussion of these issues, see Dickens 1997.) In this paper, I study wage mobility in Great Britain using the New Earnings Survey panel data-set (NES) from 1975 to 1994. The NES is a sample of employees in employment, but I also have access to information on individuals in the NES moving into and out of claimant unemployment from the Joint Unemployment and Vacancy Operating Statistics data-set (JUVOS). A major advantage of the NES over other data sources is the long time period that it covers, which enabled me to study changes in earnings mobility over the last two decades. However, there are some potential problems with the NES, in that it undersamples individuals on low weekly earnings and those who have recently changed jobs. Therefore, I also used data from the British Household Panel Survey (BHPS) over the period 1991–94, to provide a comparison. Examining transition matrices between earnings deciles and other labour market states, I find limited wage mobility with little long range movement within the wage distribution over the space of one year. In addition, those with low earnings are much more likely to exit employment, and those entering employment tend to enter into low-paying jobs. Mobility is greater over longer time periods, but there still seems to be significant persistence in earnings and labour market states. Perhaps of greater concern is the evidence on changes in mobility rates over time. I find that mobility rates have fallen over the period of my analysis, with individuals now finding it more difficult to improve their position in the wage distribution. There is a potential problem measuring mobility in terms of decile transition matrices because they will pick up mobility only between deciles of the wage distribution and not within these deciles. This problem may be confounded by the increase in inequality, which means that the deciles now cover a wider range of earnings. Therefore, I also use a mobility measure based on the individuals’ actual ranking in the distribution in different time periods. I find that mobility on this measure has fallen significantly between 1975 and 1994, with a large fall occurring in the early 1980s. It seems that changes in earnings mobility have exacerbated the rise in cross-sectional inequality, with the implication that ‘lifetime’ inequality may have risen by more than that observed in the cross section. The structure of this paper is as follows. In the next section I provide a description of the data used in this analysis. Section II then provides a mobility analysis based on decile transition matrices, addressing the question of whether mobility rates have changed over time. Section III proposes a mobility measure based on individuals’ actual ranking within the wage distribution. Section IV offers some conclusions.  The London School of Economics and Political Science 2000
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I. DATA DESCRIPTION The New Earnings Survey (NES) is an employer reported survey, conducted in April each year, of employees in employment in Great Britain. (See Gregory and Thompson 1990, and Office for National Statistics 1998, for a detailed description of the survey.) The sample frame, based on national insurance (NI) numbers, covers roughly 1% of all employees—some 220,000 individuals in 1994. Individuals can be matched across years by their NI numbers to form a panel of employees in employment. Details on individual characteristics are limited, but there is a wealth of information on earnings, hours, industry, occupation, sector and region. I have access to the data for the years 1975–94. As a complement to the NES, I also have access to the Joint Unemployment and Vacancy Operating Statistics (JUVOS) data. These data contain information on individuals claiming unemployment-related benefit and can be matched to the NES using NI numbers. (See Jukes 1995 for more information on this data-set.) I also use data from the British Household Panel Survey 1991–94 (BHPS). The BHPS is a panel data-set containing labour market and earnings information each year and so can also be used to look at transitions and wage mobility. (See Taylor 1994 for more details on this data-set.) A problem with the BHPS is its relatively small sample sizes, which reduces the precision of the results. All the analysis below is carried out separately for males and females. I restrict the sample to individuals between the ages of 22 and 59, since I want to focus on those who have finished their full-time education and to exclude full-time students who may be working.3 The sampling techniques employed in the NES mean that it is not a random sample of employees in employment. In addition, the sampling techniques have changed over the period of my analysis which creates some potential comparability problems. An examination of these issues is presented in the more detailed version of this paper (see Section 2 in Dickens 1997). Basically, the NES under-samples individuals with low weekly earnings and also individuals who have a high propensity to change jobs. The changes in the NES sampling suggest that it has got better at tracing the high turnover workers. A comparison of labour market transition in the NES with the BHPS and the Labour Force Survey (LFS) confirms the expected differences between these surveys. Attrition in the NES results in fewer employees in one year remaining in the survey the next. In addition, changes in the NES have made it better at tracking individuals across years over the sample period. Since high-turnover individuals are more likely to face greater earnings changes,4 the NES is likely to understate the degree of mobility in the wage distribution. In addition, it is probable that any changes in the estimate of mobility from the NES are going to be biased towards greater mobility, since the NES is likely to be composed of more mobile individuals now than at its inception. The earnings measure that I use is gross hourly earnings including overtime pay.5 For both the NES and the BHPS, gross pay is converted to weekly pay from whatever the length of the individual’s pay period. This is then divided by weekly hours to give gross hourly earnings. One should note that the earnings measure in the NES is actual earnings in the pay period (including actual overtime), whereas the BHPS records usual earnings (including usual overtime). It is likely that an exact mobility comparison between the NES and  The London School of Economics and Political Science 2000
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BHPS is confounded by this, since there is likely to be more mobility within the actual than the usual earnings distribution.6



II. THE TRANSITION MATRIX APPROACH



TO



MOBILITY



Mobility in the 1990s I now turn to look at mobility patterns using the NES兾JUVOS and BHPS. It is informative to look at mobility both within the wage distribution and into and out of the distribution to other employment states. To do this I have computed the deciles of the wage distribution and presented one-year transitions both between deciles and to other employment states. Tables 1(a) and 1(b) present these transition matrices for males between 1993 and 1994 from the NES兾JUVOS and the BHPS data-sets respectively; Tables 1(c) and 1(d) presents the same information for females. One of the striking things to come out of these matrices is the degree of immobility, both in terms of deciles of the wage distribution and in states outside of employment. The diagonal elements of these matrices are all much higher than the off-diagonal elements, signifying a degree of persistence. Notice also that, as expected from the analysis of transitions above, the NES gives a higher degree of persistence than the BHPS. Persistence appears to be higher at the ends of the wage distribution, but this could well be an artefact of computing mobility in terms of decile transition matrices. The range of wages at the bottom and top are much larger than in the middle, so for a given wage change it is more difficult to escape these deciles. For males in the NES, some 48% of the bottom decile remain there one year later. This may sound like there are quite a large number of escapees; however, many leave employment altogether. In fact, only 20% move up the wage distribution and two-thirds of these make it only as far as the next decile. One finds greater mobility in the BHPS, with 43% remaining in the bottom decile and 34% moving up the distribution. Once again, however, of those that move up, only 45% make it to the next decile. Practically no individuals move beyond the median of the distribution from the bottom decile. Looking at deciles in the middle of the wage distribution, one finds greater mobility, with about 40% staying on the diagonal in the NES compared with about 30% in the BHPS. However, there is still evidence of a concentration around the diagonal, indicating that those individuals that do move over the year do not move very far. When one looks at the top of the wage distribution, one finds a very high level of persistence: over 70% of the top decile remain there in the NES and 67% in the BHPS. Very few of those that do leave move any great distance down the distribution. Another important point to note is that those in the lower deciles are more likely to enter unemployment, in both the NES兾JUVOS and BHPS. Somewhere between 6.5% and 9.5% of the bottom decile enter unemployment, compared with about 1.8% of the top decile. Similarly, those unemployed that make it into work are more likely to enter into the lower deciles of the wage distribution. Between 4.6% and 6.3% of the unemployed enter the bottom decile, compared with 0.9%–2.1% entering the fifth decile and practically nobody entering at the top.  The London School of Economics and Political Science 2000
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OF



GIVEN STATE



IN



1993



IN



GIVEN STATE



IN



1994a



State in 1994 State in 1993



Unemployed b



Missingc



Missing wage



Unemployed b Missing wage 1st decile 2nd decile 3rd decile 4th decile 5th decile 6th decile 7th decile 8th decile 9th decile 10th decile



54.80 5.27 6.44 4.01 3.71 3.24 2.82 3.02 2.94 2.47 1.97 1.84



27.17 17.49 14.38 10.28 9.16 9.36 9.57 8.73 9.36 8.99 9.61 10.75



4.35 36.70 11.12 9.49 8.04 8.00 7.32 7.19 6.32 5.84 6.44 7.49



a b c



1st decile



2nd decile



3rd decile



4th decile



5th decile



6th decile



7th decile



8th decile



9th decile



10th decile



4.62 5.16 48.23 6.57 1.91 0.87 0.53 0.48 0.37 0.28 0.15 0.35



2.45 4.83 13.22 43.65 8.81 2.55 1.05 0.50 0.45 0.17 0.18 0.12



1.76 4.34 3.14 17.45 40.49 9.55 2.96 0.96 0.53 0.18 0.15 0.08



1.35 4.39 1.34 5.30 19.69 38.42 9.34 2.77 0.98 0.43 0.25 0.15



0.90 4.12 0.67 1.56 5.12 19.20 40.52 9.75 3.29 1.04 0.55 0.18



0.85 3.78 0.55 0.97 1.89 5.98 18.42 42.34 10.14 2.47 0.96 0.28



0.57 3.30 0.30 0.39 0.67 1.87 5.16 18.85 45.83 9.25 1.67 0.42



0.39 3.02 0.18 0.17 0.30 0.63 1.55 3.94 15.92 53.68 8.15 1.13



0.39 3.42 0.23 0.10 0.10 0.28 0.50 1.05 2.82 13.47 59.58 6.88



0.40 4.18 0.18 0.07 0.12 0.05 0.25 0.42 1.06 1.72 10.34 70.32



The NES is conducted in April. The unemployed are those claiming unemployment related benefits. The missing includes the self employed, retired, inactive and those not captured by the survey.



WAGE MOBILITY IN BRITAIN 1975–1994



 The London School of Economics and Political Science 2000



MALE ONE-YEAR TRANSITION RATES



TABLE 1(a) (NES) 1993兾94: PERCENTAGE



481



482



OF



GIVEN STATE



IN



1993



IN



GIVEN STATE



IN



1994a



State in 1994 State in 1993



Unemployed b



Otherc



Missing wage



Unemployedb Missing wage 1st decline 2nd decile 3rd decile 4th decile 5th decile 6th decile 7th decile 8th decile 9th decile 10th decile



49.68 4.81 9.64 3.53 1.23 2.40 1.18 2.94 1.80 1.74 1.75 1.81



23.21 17.12 6.02 5.88 4.90 4.19 2.96 2.94 6.59 3.49 1.75 3.61



5.06 40.64 4.22 5.29 2.45 5.99 3.55 5.29 7.19 2.33 2.92 4.22



a b c



1st decile



2nd decile



3rd decile



4th decile



5th decile



6th decile



7th decile



8th decile



9th decile



10th decile



6.33 6.42 42.77 12.35 7.98 1.80 2.96 0.00 1.20 1.74 0.00 0.60



5.49 2.14 16.87 31.76 18.40 10.78 3.55 0.59 0.00 0.00 0.58 0.00



1.69 2.14 11.45 20.59 30.60 13.77 7.10 1.18 1.80 0.58 0.58 0.00



3.38 3.74 5.42 10.00 16.56 27.54 14.20 8.24 4.19 1.16 0.00 1.20



2.11 1.07 1.81 6.47 12.27 18.56 26.04 15.88 9.58 2.33 0.58 0.60



2.53 2.14 0.60 2.35 2.45 5.39 20.12 32.94 15.57 8.72 2.92 0.60



0.84 4.28 0.00 1.18 2.45 4.79 11.83 18.82 25.15 18.02 6.43 0.60



0.84 4.81 0.00 0.00 0.61 2.40 3.55 6.47 17.37 40.70 15.79 4.82



0.42 2.67 0.60 0.00 0.00 1.80 1.78 4.71 7.78 16.28 48.54 15.06



0.42 8.02 0.60 0.59 0.61 0.60 1.18 0.00 1.80 2.91 18.13 66.87
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MALE ONE-YEAR TRANSITION RATES



TABLE 1(b) (BHPS) 1993兾94: PERCENTAGE



The BHPS is largely conducted in September兾October. The unemployed are those seeking work. The ‘Other’ category corresponds to ‘Missing’ in the NES.
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OF



GIVEN STATE



IN



1993



IN



GIVEN STATE



IN



1994a



State in 1994 State in 1993



Unemployed



Missing



Missing wage



Unemployed Missing wage 1st decile 2nd decile 3rd decile 4th decile 5th decile 6th decile 7th decile 8th decile 9th decile 10th decile



34.87 2.70 2.56 2.25 2.15 1.67 1.59 1.37 1.68 1.66 1.30 0.81



36.08 22.07 19.16 15.73 13.36 11.68 10.80 11.08 11.19 11.51 11.44 12.59



7.11 36.62 13.79 12.13 10.37 9.65 8.28 7.46 7.90 7.44 8.52 13.36



a



1st decile



2nd decile



3rd decile



4th decile



5th decile



6th decile



7th decile



8th decile



9th decile



10th decile



4.05 5.96 43.65 8.59 2.57 1.47 0.85 0.76 0.51 0.22 0.28 0.16



3.97 4.85 11.45 41.31 7.94 2.65 1.23 0.62 0.41 0.30 0.10 0.14



3.24 4.78 4.16 12.63 39.67 7.98 2.70 1.23 0.51 0.47 0.18 0.12



2.73 3.89 1.76 3.94 15.61 40.90 7.37 2.84 1.26 0.71 0.26 0.20



2.13 3.33 1.16 1.55 4.58 16.37 43.06 7.48 2.70 0.91 0.34 0.18



1.42 2.70 1.00 0.76 1.71 4.32 17.52 46.15 7.51 1.99 0.53 0.26



1.44 3.10 0.58 0.66 1.02 1.63 4.28 15.95 46.61 7.70 1.66 0.45



1.57 2.58 0.28 0.30 0.64 0.94 1.43 3.68 16.26 50.30 7.16 1.16



0.94 3.14 0.26 0.10 0.30 0.62 0.67 1.07 2.96 15.23 55.97 4.95



0.46 4.27 0.20 0.06 0.10 0.14 0.22 0.32 0.49 1.56 12.27 65.62
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TABLE 1(c) (NES) 1993兾94 : PERCENTAGE



See Table 1(a) footnotes.
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OF



GIVEN STATE



IN



1993



IN



GIVEN STATE



IN



1994a



State in 1994 State in 1993



Unemployed



Other



Missing wage



Unemployed Missing wage 1st decile 2nd decile 3rd decile 4th decile 5th decile 6th decile 7th decile 8th decile 9th decile 10th decile



29.73 2.17 3.26 3.26 1.09 0.56 0.56 2.75 1.13 1.65 1.14 1.69



35.13 22.47 16.84 12.50 4.37 6.12 6.74 3.85 3.95 3.85 2.27 5.06



7.21 25.36 1.63 0.54 2.73 3.89 3.93 3.30 2.82 2.75 6.82 5.06



a



1st decile



2nd decile



3rd decile



4th decile



5th decile



6th decile



7th decile



8th decile



9th decile



10th decile



8.11 6.52 35.33 17.93 10.93 2.78 3.37 1.65 1.13 0.00 0.57 1.12



1.80 4.35 19.02 30.43 15.85 8.33 3.37 1.10 1.69 1.10 0.00 0.00



3.60 7.25 7.61 19.02 27.32 16.67 5.62 2.75 0.56 0.55 0.57 0.56



1.80 3.62 5.98 4.89 21.86 29.44 10.11 8.24 2.26 3.30 0.57 1.12



1.80 0.00 3.26 3.26 8.74 22.78 33.71 14.29 3.39 2.20 2.27 1.69



1.80 5.07 2.72 2.72 3.28 6.11 18.54 31.87 18.64 6.04 1.70 0.56



3.60 2.17 1.63 2.72 1.64 2.22 10.67 15.93 39.55 12.64 3.41 1.12



3.60 3.62 1.09 2.17 2.19 0.56 1.69 9.89 14.69 41.76 17.05 2.81



0.90 7.97 1.09 0.54 0.00 0.56 1.69 2.20 7.91 21.43 41.48 16.85



0.90 9.42 0.54 0.00 0.00 0.00 0.00 2.20 2.26 2.75 22.16 62.36
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FEMALE ONE-YEAR TRANSITION RATES



TABLE 1(d) (BHPS) 1993兾94 : PERCENTAGE



See Table 1(b) footnotes.
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In the NES, it is evident that those in the bottom deciles are also more likely to go missing from the panel. This is surely related to the sampling problem associated with low-wage individuals. However, this pattern also emerges, to a lesser extent, in the BHPS and so is probably reflective of the low paid being more likely to enter inactivity. The matrices portray a picture of persistence, with little mobility over a one-year period. Many of the low paid either remain in the bottom of the wage distribution or move out into unemployment or inactivity. Somewhere between 60% and 70% of the bottom decile either remain there or move out of employment altogether. Many of the unemployed and inactive remain in this state, and those that do move into employment are more likely to enter in the lower deciles of the wage distribution. The matrices for females from the NES and BHPS look very similar to those just described for males. There is a concentration on the diagonal of a similar order as that for males. However, it does look as if females are slightly more likely than males to move up from the bottom decile. Nevertheless, between 55% and 65% either remain in the bottom decile or move into nonemployment. Women in the bottom deciles are also more likely to move into unemployment or out of employment than those further up the wage distribution. Nevertheless, this pattern is less marked than for males. Similarly, those who are non-employed and move into employment do so into lowerwage jobs. So far I have presented transition matrices only for periods one year apart. It seems likely that mobility will rise the greater the time period over which the transition is measured. In Dickens (1997) I present three-year transitions from the NES and BHPS for males and females between 1991 and 1994. What is evident from these matrices is that mobility measured over this longer time horizon is somewhat higher. The concentration along the diagonals is less than when measured over just one year. Despite the higher degree of mobility, these three-year transitions still point to some signs of significant persistence. For example, 26%–31% of those males in the bottom decile are still there three years later; a further 25%–32% have moved out of employment, and around 9%–10% have no observable wage. This leaves somewhere between 26% and 40% moving up the distribution in the space of three years. Of these that do move up, only about half make it beyond the second decile and very few are above the median. At the top end of the wage distribution, a striking 56% of the top decile remain after three years. Most of those moving down drop by only one decile. Movement into unemployment has a higher incidence in the lower deciles of the distribution, with 10%–11% of the bottom decile becoming unemployed compared with 6% of the fifth decile and 1%–3% of the top. More of the unemployed move into employment over the three-year period than over the one-year period. However, the entrants are concentrated in the bottom few deciles. The three-year transition matrices for females show a similar pattern (see Dickens 1997). Once again, the females display a higher degree of mobility, with a lower concentration on the diagonals, at least at the extremes of the distribution. Although only 24%–27% of the bottom decile remain there, between 32% and 34% have left employment. Some 26%–42% have moved up  The London School of Economics and Political Science 2000
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the distribution and somewhere between 55% and 65% of these have got beyond the second decile, indicating slightly more mobility than for males. The bottom deciles display a higher propensity to enter unemployment and inactivity, and individuals entering employment from these states are more likely to enter in the lower deciles. Again there is a high level of persistence at the top of the wage distribution, with 49%–52% of the top decile remaining there three years later. In Dickens (1997), I present five-year transitions between 1989 and 1994 for males and females from the NES兾JUVOS. Again, mobility is higher over this longer time period for both males and females. Nevertheless, although only somewhere between 20% and 22% stay in the bottom decile, many have moved out of the NES and only about 29%–31% have moved up the distribution. Of those in the top decile, around 44%–48% hold their position at the top five years later. Have mobility patterns changed over time? The documentation of transition matrices over different time horizons carried out above is of interest in its own right. However, the question of whether mobility is high or low is largely a subjective one. Perhaps more interesting is the question of whether mobility rates have changed over time. Given that there have been large changes in the shape of the cross-section distribution of wages, it is not unreasonable to expect that there may have been some changes in the level of mobility within the wage distribution. Table 2 presents a summary of the one-year transition matrices for males and females in 1977兾78 and 1988兾89. (For the full transition matrices, refer to Dickens 1997.) Here I have presented, for each origin decile, the proportion who remain in this decile the next period, the proportion who move one decile, and the proportion who move two or more deciles. I have not presented the proportions moving into or out of employment here. Concentrating first on the male transitions, it is apparent that fewer individuals remain in the same decile in 1977兾78 than in 1988兾89, particularly in the middle deciles of the wage distribution. For example, the number of males remaining in the bottom decile is 40% in 1977兾78 compared with 42% in 1988兾 89. The respective figures for the fifth and top deciles increase from 22% to 31% and from 61% to 66%. In addition, there are falls in the proportion of males moving two or more deciles between 1977兾78 and 1988兾89. This fall occurs across all origin deciles, except for those individuals in the top decile. This looks like pretty strong evidence that mobility has fallen over this period, particularly in the middle deciles of the wage distribution. However, one has to be careful and remember that there have been changes in attrition from the NES兾JUVOS over this period, as discussed above. The number of individuals dropping out of the panel in 1977兾78 is higher than in 1988兾89. Part of this change is a result of changes in the sampling procedure in the NES, whereby the survey has become more successful at tracing individuals from one year to the next. Dealing with this problem is rather difficult, since I do not have any direct information on who the extra individuals are. However, one can carry out an experiment to see what the transition matrix would look like in 1988兾89 if the extra individuals were not traced. One way of doing this is to reconstruct the transition matrix by removing the extra  The London School of Economics and Political Science 2000
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AND



FEMALE ONE-YEAR TRANSITION



OF



GIVEN STATE



IN



FIRST PERIOD



IN



State in second period Males



Females



1977–78



1988–89



1977–78



1988–89



State in first period



Same decile



Moved 1 decile



Moved 2 or more



Same decile



Moved 1 decile



Moved 2 or more



Same decile



Moved 1 decile



Moved 2 or more



Same decile



Moved 1 decile



Moved 2 or more



1st decile 2nd decile 3rd decile 4th decile 5th decile 6th decile 7th decile 8th decile 9th decile 10th decile



40.19 28.56 23.26 22.56 21.64 21.65 25.00 30.87 44.75 61.14



11.43 25.74 28.99 28.55 29.09 29.74 30.98 30.98 24.13 9.49



10.28 12.38 16.14 18.94 19.86 18.73 16.30 11.22 5.72 2.71



41.73 35.97 33.04 31.20 31.39 34.81 37.99 44.05 52.48 66.30



12.88 26.70 29.71 30.69 31.82 32.58 31.15 28.00 22.58 9.13



8.65 10.13 12.72 15.11 15.26 13.29 11.92 8.26 5.33 2.90



37.66 32.44 34.72 26.85 27.11 27.86 27.42 33.95 43.70 57.27



9.54 20.21 19.44 22.59 24.50 26.26 28.82 28.80 22.17 8.71



10.02 9.98 10.83 15.76 13.99 13.57 12.68 7.80 6.15 2.60



38.18 36.93 30.78 30.69 32.27 34.84 35.17 39.38 45.83 60.41



10.38 20.99 25.97 26.86 29.27 29.12 28.58 29.33 27.73 11.06



11.29 8.23 13.50 14.15 13.08 12.76 11.98 8.35 4.18 2.78



a
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TABLE 2 RATES (NES) FOR 1977兾78 and 1988兾89: PERCENTAGE GIVEN STATE IN SECOND PERIODa



See Table 1(a) footnotes.
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individuals in 1988兾89 and comparing this matrix with that from 1977兾78. There is a question over where these extra individuals are in the transition matrix. It is quite possible that they are individuals who are more likely to be in the bottom of the wage distribution. Therefore, I have computed the change in the numbers remaining in employment between 1977兾78 and 1988兾89 for each decile.7 I then reconstructed the transition matrix for 1988兾89 in a way that maximizes mobility by assuming that the extra individuals are ones that stay in the same decile. This exercise is likely to overstate the level of mobility in 1988兾89, since those extra individuals in the NES兾JUVOS are likely to be those that change jobs more frequently and consequently are more likely to move deciles. However, even taking this ‘worst case’ scenario, one still finds a fall in mobility over this period with a greater concentration on the diagonal of the adjusted 1988兾89 transition matrix. Most notable are the increasing numbers staying in the middle deciles of the wage distribution. For example, the adjusted figures give 40.6% remaining in the bottom decile in 1988兾89 compared with 40.2% in 1977兾78. However, the figure for the fifth decile is 26.1% in 1988兾89 compared with 21.6% in 1975兾76, while the corresponding figures for the top decile are 61.8% in 1988兾89 and 61.1% in 1977兾78. A comparison of the one-year transitions for females in 1988兾89 with those in 1977兾78 in Table 2 tells a slightly different story. The proportion in the same decile has increased between 1977兾78 and 1988兾89, but by less than those for males. The largest increases seem to be occurring in the middle deciles of the distribution. The percentage staying in the bottom decile increases minimally from 37.7% in 1977兾78 to 38.2% in 1988兾89. However, the proportion in the fifth decile rises from 27.1% to 32.3% over these years and the proportion in the top increases from 57.3% to 60.4%. These results should be viewed with the same caution as those for males because of the changes in attrition rates in the NES. If one carries out a similar experiment to that above, it is apparent that the proportion remaining on the diagonal of the transition matrix has fallen slightly. This suggests that mobility for females may have risen between 1977兾78 and 1988兾89. However, assuming that all the extra individuals in the NES are immobile is likely to overstate the degree of mobility in 1988兾89.8 Comparing decile transition matrices over these time periods, it appears that the degree of mobility within the distribution has fallen, with fewer individuals moving deciles now than before. This has serious implications for the impact of the rise in cross-sectional inequality on ‘lifetime’ earnings differences. However, there is a potential problem with this analysis. Categorizing individuals into deciles is an arbitrary method of ranking and does not utilize information about the movement of individuals within these deciles. In addition, when making comparisons over time one has to be careful to check the validity of comparing deciles in one time period with deciles in a later time period. A potential problem with the above analysis is that, with the widening of the cross-section distribution of wages, the decile widths have grown over the period of analysis. That I find more people staying in each decile is perhaps unsurprising, since to move from one decile to another an individual needs a proportionately large wage change in later periods. In the next section I turn to look at other methods of analysing wage mobility and determining whether it has changed over time.  The London School of Economics and Political Science 2000
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One needs to be clear about what is meant by wage mobility before trying to find a satisfactory measure for it. There are two basic characteristics of a changing distribution of wages. First, there is the question of how far apart individuals are from each other in terms of their wage. Second, there is the issue of how much the ranking of individuals changes from one period to the next. Some analysis of mobility has been concerned with both of these components, particularly in the literature on the convergence of countries’ incomes (see Quah 1996). The literature on the growth in wage inequality has well documented the changes in the first characteristic of the wage distribution. Here I will concentrate on the changing rankings of individuals within the distribution. I think of this as a pure mobility measure. An alternative to the decile transition matrices above is to compute the actual ranking of individuals in the wage distribution for each year and examine the amount of movement. In effect, this is the same as computing a transition matrix with the number of earnings classes set equal to the number of individuals. A problem with this approach concerns the question of what to do with those individuals that join and leave employment, and those that have missing wage data in any of the periods. Here I will look at a balanced sample for each mobility comparison, taking only those individuals who have wage data in both periods. There are potential biases that may arise from this. As mentioned before, the NES is likely to under-sample high turnover individuals and so underestimate the extent of wage mobility. However, since it is likely that the proportion of high-turnover individuals has risen over time in the NES, it is possible that these results will be biased towards finding an increase in mobility. First, take one-year mobility from the NES. As discussed above, there are important life-cycle effects on wages and it is informative to study mobility with these effects removed. Therefore I adjust the earnings variable to take out the effects of age. The wage variable that I use is the residual from fully saturated regressions of the log hourly wage on age dummies for each year. This allows the return on age to vary over time. Taking a balanced sample for the two years I am studying, I then compute the percentile at which each individual is placed in the wage distribution in each year. The degree of movement in percentile ranking from one year to the next is then a good measure of mobility. Figures 1(a) and 1(b) present plots of the percentile rankings of male earnings in simultaneous years for 1977兾78 and 1988兾89 respectively. These plots give an indication of the level of mobility. If there were no mobility and everyone stayed at the same percentile, then one would expect a 45-degree line starting at the origin. If earnings in one year were independent of those in the next year, then one would expect a random scattering of individuals in each direction, with no association between the percentiles. Another possibility is that there is a perfect negative correlation between earnings in each year. This would manifest itself in a downward-sloping 45-degree line starting from the upper left point on the graph. Although this case gives a higher measure of mobility, since individuals on average move further in the distribution, the independent earnings case is usually thought of as the benchmark case.  The London School of Economics and Political Science 2000
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FIGURE 1(a). Earnings ranking for males, 1977 and 1978.



FIGURE 1(b). Earnings ranking for males, 1988 and 1989.



Notice that for 1977兾78 in Figure 1(a) there is a dispersion of individuals around the 45-degree line. Most individuals are concentrated in a band around this line. The concentration appears to be higher at the two extremes of the distribution, suggesting lower mobility at the top and bottom of the wage distribution. Individuals who start off in the middle of the distribution tend to move further in terms of percentile ranking. Of course there are some individuals that move a great distance from one year to the next. Some individuals start at the bottom and finish at the top, and vice versa. This is undoubtedly related to the problem of measurement error in earnings, and I attempt to address this below.  The London School of Economics and Political Science 2000
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FIGURE 2(a). Earnings ranking for females, 1977 and 1978.



Looking at the figure for 1988兾89, there is a slightly greater concentration around the 45-degree line, indicating less movement of individuals within the wage distribution compared with 1977兾78. The greater concentration arises largely in the middle part of the distribution. These figures indicate that oneyear mobility has fallen for males over this period. A large amount of the fall in mobility appears to have occurred in the middle of the wage distribution, a conclusion that was also found from the decile transition matrices above. Figures 2(a) and 2(b) present the same one-year plots for females for the years 1977兾78 and 1988兾89. These figures look similar to those for the males. In 1977兾78 there is a dispersion of individuals around the 45-degree line; at the two extremes of the distribution there appears to be a higher degree of concentration, with individuals moving less. In 1988兾89 there are signs of more



FIGURE 2(b). Earnings ranking for females, 1988 and 1989.  The London School of Economics and Political Science 2000
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concentration around the 45-degree line than in 1977兾78. The increase in concentration is perhaps less striking than for males. However, mobility appears to have fallen for females as well as for males. These plots give us an indication of the changing level of mobility in the wage distribution. However, they do not give us any concrete numbers with which to measure this change. Nevertheless, we can use the percentile rankings in each year to compute a measure of mobility based on the degree of change in ranking from one year to the next. Define this mobility measure between year t and year s as follows: N



(1)



MG



2 ∑i G1 兩F(wit)AF(wis)兩 N



,



where F(wit ) and F(wis ) are the cumulative distribution functions for earnings in year t and s respectively and N is the number of individuals. This mobility measure is twice the average absolute change in percentile ranking between year t and year s. It takes a minimum value of 0 when there is no mobility. (That is, F(wit)AF(wis) will be zero for all individuals since they all remain at the same percentile.) It takes a maximum value of 1 when earnings in the two years are perfectly negatively correlated. If earnings are independent in the two years, then it returns a value of 2兾3. Figure 3 presents a time series of this one-year mobility measure for males and females respectively between 1976 and 1994. The first point to note from this is that the value of this mobility index for males and females is far below the value one would expect to get if earnings were independent in both years. Unsurprisingly, this tells us that there is considerable immobility over the space of one year. The second point is that these indices have fallen over this time period for males and females. The index in 1975兾76 is 0.19 for males and 0.18 for females. It rises to a peak of 0.20 in 1979兾80 for both males and females and then falls sharply in the early 1980s. It recovers somewhat in the later part



FIGURE 3. One-year mobility index: males and females, 1976–1994. Notes: (1) New Earnings Survey data. (2) Mobility index defined in text. The index for year t is computed from earnings in year t and earnings in years tA1.  The London School of Economics and Political Science 2000
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of this decade but begins to fall again in the 1990s and by 1993兾94 has fallen to 0.12. This constitutes a 41% fall in the mobility index for both males and females since 1979兾80. However, one needs to be cautious in interpreting these results. The 1970s were a time of very high inflation. In contrast to this, inflation was much lower in the mid-1980s and early 1990s. It is quite possible that these changes in mobility are largely being driven by changes in the inflation rate. The data that I am using here records earnings over a relatively short period (mostly one week to one month). Given this, the timing of wage settlements may be crucial in any comparison across individuals since I effectively have wages at a point in time. When inflation is high and wage settlements are larger, the timing of settlements will become more important. As such, I would expect to find more mobility in the wage distribution in periods of high inflation. In 1978 inflation was about 7.6% and in 1989 it was 8.2%. As such, these are probably reasonable years to make a comparison across. In fact, it was for this reason that I used these years to compare the decile transition matrices in Section I above. The mobility index for males is 0.181 in 1977兾78 and has fallen to 0.145 by 1988兾89, a 20% fall. This provides evidence of a fall in wage mobility regardless of the effects of inflation between these years. In addition, I estimated a simple OLS regression of the mobility index on the inflation rate and a time trend. The estimated coefficients are presented in the first row of Table 3. As expected, there is a positive and significant coefficient on the inflation rate. The coefficient on the time trend is A0.0023 with a t-statistic of 3.49. This suggests that, although falling inflation explains a large proportion of the fall in mobility, there is still a significant fall in the index of 0.0414 (18B−0.0023) between 1976 and 1994. This constitutes a 22% fall in mobility over this period. Comparing female mobility between 1977兾78 and 1988兾89, one finds a smaller fall than for males, with the ranking index falling from 0.162 to 0.153.



THE EFFECTS



OF



INFLATION



ON



TABLE 3 ONE-YEAR MOBILITY MEASURES, 1976–1994 Inflation ratee



Time trend e



Males Ranking measurea Proportion changing decileb Inverse of Pearson correlation coefficientc Inverse of Spearman rank correlation coefficientd



0.2096 (3.037) 0.4521 (2.680) 0.2863 (3.087)



A0.0023 (3.489) A0.0054 (3.267) A0.0007 (0.771)



0.253 (3.324)



A0.0024 (3.247)



Females Ranking measurea Proportion changing decileb Inverse of Pearson correlation coefficientc Inverse of Spearman rank correlation coefficientd



0.2630 (4.080) 0.7191 (4.398) 0.2568 (1.925)



A0.0011 (1.813) A0.0022 (1.360) 0.0001 (0.080)



0.250 (3.292)



A0.0018 (2.399)



Mobility measure



a



Ranking measure as defined in text. Proportion changing decile of balanced sample one-year decile transition matrix. c Inverse of Pearson correlation coefficient of earnings in year t and year tA1. d Inverse of Spearman rank correlation coefficient of earnings in year t and year tA1. e T-ratios in brackets. b
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When I estimate the same regression as above for females, I obtain a coefficient on inflation of 0.2630 with a t-statistic 4.08 and a coefficient on the time trend of A0.0011 with a t-statistic of 1.81 which is significant at the 10% level. So, after stripping out the effects of inflation, the mobility index for females falls by 0.0198 (18B−0.0011) between 1976 and 1994, an 11% fall in mobility. I also check the robustness of this result using other measures of mobility; a measure of the proportion of individuals changing decile from one year to the next in a transition matrix, the inverse of the Pearson correlation coefficient of earnings between simultaneous years and the Spearman rank correlation coefficient of earnings between simultaneous years. The coefficients from regressions of these mobility measures on inflation and a time trend are also given in Table 3. There is evidence, from the proportion changing decile measure and the Spearman rank correlation coefficient, that there is a downward trend in mobility for males. The coefficient on the time trend for the Pearson correlation coefficient measure is insignificant for both males and females.9 Once again, it appears that mobility for females has fallen by less than that for males, a result obtained above from the decile transition matrices. In an attempt to overcome the problem that this mobility index will also be picking up a degree of measurement error in earnings, I have computed the index over consecutive two-year averages of earnings. More details of this are presented in Dickens (1997). Unsurprisingly, we find that the index is lower than when computed over one year. In addition, the decrease in the index is less severe, falling by 32% for males and 34% for females between 1978兾81 and 1991兾94. This index is also highly correlated with inflation. Again, I can estimate a regression of the index on inflation and a time trend to see if there is any downward trend once inflation is controlled for. The coefficient on inflation is positive and significant for both males and females. The coefficients on the time trends are A0.0010 (t-ratio of 1.73) for males, which is significant at the 10% level, and A0.0001 (t-ratio of 0.37) for females. So there is some weak evidence that this measure of mobility has fallen for males over this time period. One can also use this ranking method to study longer-term mobility. In Dickens (1997) I run through the same procedure for earnings of individuals five years apart. The percentile ranking plots display a greater scattering of individuals than the one-year plots presented above, indicating a higher degree of mobility over this longer time horizon. As with the one-year measures, the scattering becomes more concentrated in later years around the 45-degree line for both males and females. I also compute the mobility measure used above for the five-year percentile rankings for males and females. Running simple regressions of five-year mobility on five-year inflation and a time trend gives a coefficient on the time trend of A0.001 (t-ratio: 1.38, significant at the 20% level) for males and of 0.000 (t-ratio: 0.31) for females. This suggests some weak evidence that longer-term mobility may have fallen for males but has remained static for females. As I have presented it so far, this mobility index provides a measure of average mobility across the whole distribution of wages. However, it is interesting to see if mobility is higher or lower at different parts of the distribution. In the plots of the percentile rankings presented above, it certainly looked as  The London School of Economics and Political Science 2000
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AND



FEMALE ONE-YEAR



TABLE 4 MOBILITY INDEX



Malesb



BY



DECILE



OF



ORIGINa



Femalesb



Origin decile



1977兾78



1988兾89



1977兾78



1988兾89



All 1st decile 2nd decile 3rd decile 4th decile 5th decile 6th decile 7th decile 8th decile 9th decile 10th decile



0.181 (0.001) 0.152 (0.004) 0.186 (0.003) 0.213 (0.003) 0.225 (0.003) 0.225 (0.003) 0.227 (0.003) 0.208 (0.003) 0.175 (0.003) 0.130 (0.003) 0.067 (0.003)



0.145 (0.001) 0.114 (0.003) 0.149 (0.003) 0.168 (0.003) 0.179 (0.003) 0.177 (0.003) 0.175 (0.002) 0.160 (0.002) 0.141 (0.003) 0.072 (0.003) 0.065 (0.003)



0.162 (0.001) 0.169 (0.006) 0.166 (0.005) 0.162 (0.004) 0.193 (0.004) 0.197 (0.003) 0.195 (0.004) 0.190 (0.004) 0.160 (0.004) 0.130 (0.005) 0.060 (0.004)



0.153 (0.001) 0.152 (0.004) 0.151 (0.004) 0.177 (0.004) 0.176 (0.003) 0.179 (0.003) 0.178 (0.004) 0.173 (0.003) 0.155 (0.004) 0.115 (0.003) 0.076 (0.003)



a b



New Earnings Survey Data; mobility index defined in text. Standard errors in brackets were computed using a bootstrap technique.



though there was less mobility at the extremes of the distribution. To look at this more closely, I have computed the index by individuals’ starting decile. Table 4 presents this mobility index computed over one year for males and females by origin decile for 1977兾78 and 1988兾89, years of comparable inflation levels. Notice that the index takes on similar values between decile 3 and decile 7. However, mobility is lower the closer one moves towards the extremes of the wage distribution. In particular, the mobility index is much lower in the top decile. This may be expected, since the dispersion of wages is higher at these points of the distribution, particularly in the top decile. Hence, a given wage change for an individual will lead to less movement within the distribution if they are closer to the top. Notice also that mobility has fallen by much less at the top of the distribution than elsewhere. Although the index has fallen by 20% for males between 1977兾78 and 1988兾89, it has fallen by only 3% in the top decile. For females, the index has fallen by 5.5% overall but has risen by 27% in the top decile of the wage distribution. So, despite the fact that there is much less movement at the top of the distribution, it is evident that the changes in mobility at the top for males and females are counter to those experienced in the other deciles.10 IV. CONCLUSION In this paper I have studied wage mobility for males and females in Great Britain between 1975 and 1994 using the NES panel data-set and the BHPS. Starting with a decile transition matrix analysis, I found considerable levels of immobility within the wage distribution in the 1990s, with many individuals staying in the same decile from one year to the next. Those individuals lower down the wage distribution are more likely to enter unemployment or other non-employment states. In addition, I find that females experience slightly more mobility than males. Mobility is found to be higher when measured over a longer time period, with fewer individuals stuck in the same decile after three years than after one year. I then go on to compare the mobility levels that  The London School of Economics and Political Science 2000
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prevailed in late 1980s with those in the late 1970s. I find some evidence that wage mobility fell over this time period so that the opportunity to move up the distribution of wages fell. This result is more robust for males than for females. The use of decile transition matrices to look at mobility has its drawbacks, particularly when looking at changes in mobility over time. Consequently, I computed a measure of mobility based on the actual percentile rankings of workers within the wage distribution. The proposed mobility index fell considerably over this time period, with most of the fall occurring in the early 1980s.11 The evidence of a fall for females is somewhat weaker than that for males. Mobility is found to be lower in the top and bottom deciles of the distribution and, although it has fallen by a similar degree in most deciles, it has remained unchanged in the top decile. So what has caused these declines in mobility rates? Falling mobility in the wage distribution is reflective of increasing permanent wage differences between individuals (Dickens 2000). This is consistent with the common hypothesis that increasing wage inequality is a result of increasing returns to education or ability. There are many other hypotheses about the causes of increased wage inequality that are consistent with increases in permanent differences between individuals, but it is not possible to discriminate between them here. Perhaps more important are the welfare implications of these results. It appears that individuals find it harder now to better their position in the wage distribution than they did 20 years ago. This has occurred against the backdrop of a huge rise in cross-sectional wage dispersion. Not only are differences in wages between individuals in a given year larger than they were, but the possibility of moving up the distribution over the next year has now become more remote. So the low paid are worse off both in terms of the relative wage they receive and in terms of their opportunity to progress out of the low-pay trap. ACKNOWLEDGMENTS I would like to thank Richard Disney, Paul Gregg, Stephen Jenkins, Stephen Machin, Alan Manning, Chris Trinder, Jonathan Wadsworth, three anonymous referees, the editor of the Journal and seminar participants at the ESRC seminar group on income distribution, taxes and benefits, the Centre for Economic Performance and the Policy Studies Institute for helpful comments and discussions. I am very grateful to the Office for National Statistics for providing me with access to both the New Earnings Survey micro data and the Joint Unemployment and Vacancy Operating Statistics data. Particular thanks go to Robert Jukes for his assistance with the data. The British Household Panel Survey was provided by the ESRC Research Centre on Micro Social Change at the University of Essex and supplied through the Data Archive. NOTES 1. Owing to space constraints, I have summarized much of the detail that is presented in the original version of this paper (Dickens 1997). Readers should refer to the original for the extra tables and figures that could not be presented here. 2. See Atkinson et al. (1992) for a survey of the earnings dynamics literature at that date. Since then there has been a considerable surge of interest in this area (mostly from the USA), largely because of the availability of new panel data-sets. Gregory and Elias (1994), Stewart and Swaffield (1999), Ramos (1996), Sloane and Theodossiou (1996), Gosling et al. (1997), Stewart (1997) and Ball and Marland (1996) all provide analyses of earnings mobility in Britain. See OECD (1996, 1997) for an international comparison of earnings mobility. See Jarvis and  The London School of Economics and Political Science 2000
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Jenkins (1996) or Gardiner and Hills (1998) for an analysis of household income mobility in Britain. Both the NES and BHPS contain full-time students in work, but it is not possible to identify these individuals in the NES. Restricting the sample to those over the age of 22 helps to alleviate this problem. When one does include younger workers but excludes students in the BHPS (ages 16–59), one finds little difference in mobility. See Dickens (1997) for evidence from the BHPS on this. I also computed some mobility measures for hourly earnings excluding overtime and obtained similar results. It is well established that earnings rise over the life-cycle, and there is an issue of whether we should strip out these effects when looking at mobility (see Dickens 2000, or Gosling et al. 2000). The earnings measure that I use for these transition matrices is unadjusted earnings. However, I have also experimented using age-adjusted earnings by taking residuals from yearly cross-section regressions of earnings on age and computing the transition matrices on these. The results are not substantially effected, but, as we might expect, adjusting for age gives lower levels of mobility. The change in the proportions remaining in employment between 1977兾78 and 1988兾89 for decile 1 to decile 10 respectively are: 1.15, 5.71, 6.37, 5.57, 5.32, 7.61, 6.34, 5.19, 5.28 and 4.54. The extra individuals appear to be quite evenly distributed across the deciles. Surprisingly, there are far fewer extra individuals in the bottom decile of the wage distribution. However, these figures may be misleading in two respects. First, they take no account of the way in which the decile threshold themselves may change if they were computed across all individuals in both years. Second, in Dickens (1997) I show that the aggregate proportion staying in employment from one year to the next has fallen in the LFS data. In Dickens (1997), I present five-year transition matrices for males and females in 1975–80, 1984–89 and 1989–94. The matrices suggest that for males mobility fell between 1975–80 and 1984–89 in the middle deciles of the distribution but remained stable up until 1989–94. The five-year attrition rate appears to have not changed for males over this period so that any adjustment has no effect on these figures. The figures for females show increases in the numbers remaining on the diagonal between 1975–80 and 1984–89 and again up to 1989–94. Nevertheless, it does appear that the attrition rate has changed for these individuals. If I carry out the same experiment as above, then it seems that five-year mobility has remained constant or even risen. Note that the Pearson correlation coefficient provides a different measure of mobility from the other indices. Rather than measuring changes in position in the wage distribution, it is measuring changes in the actual wage. In Dickens (1997) I present five-year mobility decomposed by starting decile for the years 1975–80, 1984–89 and 1989–94. Longer-term mobility is significantly lower at the top of the distribution than elsewhere. Comparing similar inflation periods 1984–89 to 1989–94, there is very little change in this mobility measure at any point in the distribution. Owing to the correlation of the mobility measures with inflation, it is difficult to pinpoint the actual years for which changes in mobility have occurred over this time period. The evidence from the regressions of mobility on inflation and time trends suggests a fall in mobility over the period as a whole once we have controlled for changes in inflation. However, it would be misleading to concentrate on changes in any particular year, which cannot be properly identified from the data.
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