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EARNINGS MOBILITY IN CANADA Ross Finnie Queen’s University in Kingston (Ontario) and Statistics Canada This paper reports the results of an empirical analysis of the earnings mobility of Canadians from 1982 to 1992 using the recently developed Longitudinal Administrative Database, constructed from individuals’ tax files. After presenting some cross-sectional trends in individuals’ earnings levels and earnings inequality to set the stage, the mobility analysis is carried out principally in terms of transition matrices which capture individuals’ relative positions in the overall earnings distribution in one year versus another. These are calculated over intervals of various lengths and over different periods of time, with much of the analysis broken down by not only age and sex, but also by individuals’ starting places in the earnings distribution, all of which turn out to be very important to understanding the structure of earnings mobility. Various implications of the findings are discussed. Key Words: Earnings Mobility, Age Earnings Profiles



1. Introduction1 A good deal is now known regarding the distribution of earnings in Canada in any given year and how this static picture has changed over time. Of special interest are the significant increases in earnings inequality which have occurred over at least the last decade and a half. These have—as in many other countries—raised questions and concerns regarding the structure of labour markets and the distribution of economic well-being they are meting out. In contrast, relatively little is known about earnings mobility in Canada: how individuals’ earnings change from one year to the next and over longer periods of time in real and relative terms. Furthermore, this gap increasingly stands out in an international context. Canada has, for example, been excluded from OECD summary reports on earnings mobility (OECD 1993, 1996, 1997) due to the lack of any general studies on the subject. This is obviously unfortunate for Canada, but is also perhaps disappointing on a broader comparative level, as the country is sometimes considered a particularly interesting case because it represents something of a mid-point between the U.S. and Europe in terms of labour market structures, the role of government, and other social and economic structures. Direct all correspondence to: Ross Finnie, School of Policy Studies, Queen’s University, Kingston, Ontario, Canada, K1S 2Z1. Tel. 613–533–6000, ext. 74219. Fax 613–533–6606. E-mail: [email protected]
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As discussed by others (e.g., Atkinson, Bourguignon and Morrison (1992), Buchinsky and Hunt (1996), Gladden and Taber (1998), OECD (1993, 1996, 1997), Stewart and Swaffield (1999)), such a lack of understanding is especially problematic in a policy context. For example, the optimal design of various income support programmes depends on a good understanding of earnings dynamics. A widespread incidence of shorter-term low earnings spells, for example, generally implies quite different policy prescriptions than a greater concentration of longer-term spells amongst a smaller number of individuals—the former typically thought to be best addressed with shorter-term income “insurance”-type programmes, the latter implying the need for longer-term support and policies aimed at enhancing individuals’ earnings capacities. A better understanding of earnings dynamics could also aid the evaluation and design of programmes specifically related to human capital development. If, for example, earnings tend to rise significantly for those who stay in the labour market for an extended number of years—including for those who start at lower earnings levels—measures targeted on helping individuals get started (e.g., initial wage subsidies) might make good sense, whereas an indication that low earnings individuals tend to be stuck at such levels would presumably point to a need for more active interventions (e.g., education and training). Finally, a better understanding of earnings dynamics can help identify what has been happening to “permanent” life-time earnings profiles, and thus identify groups which have suffered declines and thus merit assistance (e.g., younger workers), as well as others who have been doing better and perhaps need less or different aid than in the past (e.g., women). In short, earnings dynamics are directly or indirectly related to myriad important issues covering economic security, opportunity, efficiency, and the performance of labour markets. But if understanding earnings mobility is so important, why has there been so little analysis in Canada to date? The reason is that, until recently, the country has lacked the sort of representative and extended longitudinal database suitable for such investigations. The contribution of this paper is to report the results of an empirical analysis of the earnings mobility of Canadians from 1982 to 1992 based on the recently developed Longitudinal Administrative Database, which possesses the sample framework, size, longitudinal structure, and requisite earnings information to address the following questions: • • • • •



What is the general extent of earnings mobility in Canada? How do mobility patterns compare across age-sex groups? How does short-term mobility compare to longer-term mobility? How does earnings mobility vary over the business cycle? Did the structure of earnings mobility change from the 1980s into the 1990s?



These issues are addressed primarily by presenting detailed earnings quintile transition matrices which compare individuals’ places in the overall distribution in different years, these calculated over intervals of various lengths of time and over different periods.2 The paper begins with a review of the litera-
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ture on the distribution of earnings in Canada and work on earnings mobility in other countries; follows with a description of the data, the construction of the samples used in the analysis, and related issues; continues with the empirical results; and concludes with a summary of the principal findings and a discussion of their implications. 2. The Literature Recent work on the distribution of earnings in Canada finds that there has been (as in many other countries), a general increase in earnings inequality probably going back to the early 1970s; that the distribution of earnings has widened within virtually all age-sex groups, but especially amongst men, and less so (and in some cases reversed) amongst women when part-time/part-year female workers are included; that women’s wages have generally risen relative to men’s; and that the earnings of younger workers—both male and female— have fallen relative to older workers.3 The principal underlying causes of the observed changes are thought to include demand-side factors such as globalization and technical change which have shifted earnings patterns according to the effects of import competition and the evolving scarcity of skills relating to technology. Supply side factors are also considered to have played an important role: the large size of the baby boom generation and its high educational levels have put downward pressure on their earnings as a cohort and cut into the education premium in the 1970s; the more recent declines in the earnings of younger workers have probably been attenuated by their relatively small numbers; while steady increases in the labour force attachment of women has resulted in secular increases in their annual earnings over time. Finally, institutional factors have almost certainly played a role as well with, for example, changing workplace arrangements (e.g., the extent of unionization, hiring and firing rules, two-tier contracts) probably concentrating the effects of the demand and supply factors on more vulnerable groups, such as the less skilled and younger workers. Regarding earnings mobility, however, the sparseness of Canadian work impels us to turn primarily to the international literature.4 Atkinson et al. (1992) and OECD (1996) provide excellent general treatments of the topic in terms of identifying the basic issues and their policy relevance, placing the relevant questions in a theoretical perspective, evaluating the various approaches used to analyse earnings mobility, identifying various data issues, and reviewing the existing evidence. A first major point about this literature is that it is very difficult to compare results across countries, due to differences in the type of database used (survey versus administrative), other data characteristics (coverage, attrition, the earnings measures available), the methods employed (formal models versus more descriptive/intuitive measures), the particular populations studied (varying by age, sex, other socio-demographic characteristics, and labour force status), the specific interval of time analysed (ranging from single year dynamics to one French study which follows individuals a full thirty-six years), the particular
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period covered (including the particular point in the business cycle), and other specific factors. Despite these challenges, a number of general findings may be identified. Earnings mobility is greater when measured over longer periods of time. There is generally more mobility amongst workers at the bottom of the earnings distribution than at the top, amongst younger workers relative to older ones, and when part-time, part-year workers are included along with full-time, full-year workers. Women are generally less likely to move up the earnings distribution and stay at the top if they get there than men (while there is clearly a need for more research on women’s earnings dynamics in general). Mobility patterns appear to vary considerably from one nation to another, suggesting that country-specific factors such as the structure of labour markets and related institutions are important determinants of the situation in any particular nation. There have been no clear general trends towards more or less mobility over time. This accumulated evidence includes a substantial set of findings based on the type of quintile transitions used here, with the OECD report providing a particularly useful survey in this regard.5 Regarding the more arcane but nevertheless important data issues, Atkinson et al. and the OECD study conclude that research based on administrative data (of the type used here) is generally characterised by better coverage, less attrition, and more reliable earnings measures, but note that such non-survey data typically lack the sorts of variables (education, occupation, work experience) which allow for more detailed and indeed more analytical studies. 3. The Data and the Framework of the Analysis This section describes the LAD data, the construction of the working samples, the timeframes which characterise the analysis, and the age-sex groups used. 3.1. The Principal Characteristics of the LAD File The Longitudinal Administrative Database used in this study (“LAD”) is a 10 percent longitudinal sample of Canadian tax filers constructed by Statistics Canada from Revenue Canada tax records, with the work reported here based on an earlier 1 percent version of the file. The first year of data for the LAD is 1982 and the file ran through 1992 when this work was began, thus determining the period covered by the analysis. Construction of the LAD begins with the selection of individuals from the complete set of Revenue Canada tax records using a random number generator based on Social Insurance Numbers (SINs) which ensures that if an individual is selected into the file in any one year, that person will also be selected all other years he or she files taxes. Individuals drop out of the LAD if they become non-filers, while new filers are continually added to the database in the fixed one-in-ten ratio.6 The LAD thus constitutes a large, representative, longitudinal sample of Canadian tax filers. The LAD’s coverage of the underlying full adult population is, furthermore, very good, since unlike some other countries (such as the U.S.), the rate of tax
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filing in Canada is very high: upper income individuals are required by law to do so, while those with lower incomes have incentives to file in order to recover income tax and other payroll tax deductions made through the year and to benefit from various tax credits. The full set of tax files from which the LAD is constructed are estimated to cover from 91 to 95 percent of the target adult population (official population estimates), which compares favourably with other Canadian survey data and even rivals the official Population Census in this regard. The results reported below should thus be generally representative of the underlying (adult) population.7 In general, the LAD includes information derived from individuals’ tax files: basic demographic characteristics, income, tax deductions, and tax paid. Most critical to this analysis is that the earnings variable (wage and salary income) is a conceptually appropriate measure and is consistently defined over the full period covered by the database. 3.2. The Construction of the Working Samples The samples used in the analysis were constructed by first imposing the following restrictions on a year-by-year (cross-sectional) basis over the entire 1982–92 period and then creating the relevant dynamic samples from the resulting sets of observations. First, individuals were required to have had at least $1,000 (1992 constant dollars, as elsewhere) of wage and salary income in the relevant year. The analysis thus covers the general population of earners while excluding those with only very marginal attachment to the labour force. Following others (see Gottschalk and Smeeding (1996)) individuals were excluded in a given year if they had more than $1,000 in (gross) self-employment income in that period. Self-employment income is often very different in nature from wage and salary income, being more like a return to capital and entrepreneurship than labour market earnings and also being more amenable to accounting strategies aimed at reducing the amount of tax paid, thus generally complicating the interpretation of the related earnings dynamics. The analysis is further restricted to individuals aged twenty to sixty-four years. The lower cut-off eliminates students and other younger workers with more marginal attachment to the labour force. The upper limit excludes individuals who would generally be moving into retirement, a dynamic which is best treated as a separate topic. Finally, full-time post-secondary students were excluded based on various education-related tax deductions. Students have only a secondary attachment to the labour force, their earnings levels do not generally accurately reflect labour market opportunities, and their dynamics take a very particular form (consistently low earnings levels while in school, then sharp increases at graduation). Individuals were then included in the different sets of calculations when they met the sample inclusion criteria in the relevant specific years—but not necessarily in other periods. For example, the 1982–1983 transition matrices are based on those in the working samples in 1982 and 1983 without regard to other years, the 1982–1992 transitions are calculated using those in the working
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samples in 1982 and 1992 but not necessarily present in any other periods, and so on. The overall earnings distributions for each year upon which individuals’ relative positions (their quintile placements) are based include all those in the earnings samples in the given year, with no longitudinal restrictions applied. 3.3. The Time-Frames and Specific Years of Comparison The eleven years spanned by the LAD-derived files used here facilitate the analysis of earnings dynamics in a number of different time frames: shorterterm dynamics can be observed over various different periods of time; longerterm dynamics can be assessed and compared to shorter-term movements; and the evidence regarding any “structural” change in earnings dynamics between the early 1980s and early 1990s can be assessed. In this respect, it is opportune that the LAD data used here cover (roughly) one full business cycle, thus allowing us to compare dynamics at various points of the cycle and to compare earlier and later dates under like macro conditions. More specifically, 1982 was a mid-recession year, with that decline continuing through 1983 (into 1984 by some indicators), followed by a period of generally sustained growth from 1984 through 1989, while a second recession then began in late 1989 and lasted (at least) through 1992. The periods 1982–1983 and 1991–1992 thus represent roughly comparable trough points in the business cycle and fully span the years covered by the data, permitting useful comparisons of short-term mobility over the longest period possible with these data. To cover different points in the business cycle, the 1985–1986 (growth) and 1988–1989 (peak) pairs of years are considered at certain points in the analysis as well. Two-year transitions are also investigated: the earliest possible 1982– 1984 period (moving into and just coming out of the earlier recession), the roughly mid-way 1987–1989 period (full growth), and the most recent 1990– 1992 period (into and through the later recession)—the first and last periods again propitiously covering similar points in the business cycle. The longer-term dynamics cannot be so easily placed in a business cycle context. First, the full 1982–1992 period is simply cut into two equal halves with 1987 as an overlap year, thus allowing for two sets of five-year transitions. Second, the longest-term dynamics that can be analysed are those which traverse the ten-period from the first to last year covered by the data, 1982 to 1992. 3.4. The Age Groups A preliminary analysis of earnings levels and selected dynamics resulted in the selection of the following age groups: “Entry” (20–24 inclusive), “Younger” (25–34), “Prime” (35–54), and “Older” (55–64). In the initial static portion of the analysis, individuals are simply grouped by their age in the given year. In the dynamic analysis, the categories are defined with respect to individuals’ ages in the initial year, while older workers must also remain below the upper age cut-off in the later years considered in the calculations. The measured dynamics are thus based on fixed cohorts that age over the period considered, older individuals ageing out of the analysis as longer periods are considered.
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4. Setting the Stage: The Cross-Sectional Patterns8 For their own interest, as well as to provide the context for the mobility analysis, the results begin with the trends in the levels and distribution of earnings as measured on a cross-sectional basis over the 1982–1992 period. 4.1. Trends in Mean Earnings, 1982–1992 Mean (real) earnings levels by age and sex (see Figure 1) indicate two broad trends: i) men had higher earnings levels than women but the time trends generally favoured the latter, and ii) the earnings of younger workers declined in both absolute terms and relative to older ones, these shifts being especially evident over the last few years covered by the data. More specifically, Entry Men (age 20–24)—being both male and young— were the biggest losers over this period, with their mean earnings declining sharply in the 1982 recession, recovering only moderately through the mid-tolate-1980s growth period, and dropping off precipitously in the early 1990s, while Entry Women did almost as badly. The mean earnings of Younger Men (25–34) declined 1982–1983, held relatively steady at this level through the rest of the 1980s, and then dropped significantly, leaving them at substantially lower earnings levels than a decade previously, whereas the earnings of Younger Women held similarly steady through the 1980s and then maintained those levels through the early 1990s recession. Turning to the older groups, the earnings of Prime Men (35–54) basically followed the business cycle and showed a small net gain over the full period covered, thus faring better than the younger male groups, while Prime Women experienced steady increases in their mean earnings in all years, including through the post-1989 recession, thereby outperforming the younger female groups as well as men of the same age. Finally, Older Men (55–64) saw their earnings move to a moderate degree with the business cycle and decline slightly over the full period, whereas Older Women had steadier earnings over time and a moderate gain from beginning to end. 4.2. Trends in Earnings Inequality There were general increases in earnings inequality in Canada over the 1982– 1992 period (see Figure 2), represented by the higher Gini coefficients in the later years for all earners taken together, for men and women, and for most, but not all, of the eight age-sex groups. The increases in within-group earnings inequality were especially large for all men, whose Gini rose 11 percent from 1982 to 1992 (from .339 to .377).9 The Gini coefficients also increased for each specific male age group (by 11, 12, 12, and 17 percent for the four age groups). For women, the Ginis were generally higher than for men (indicating greater overall earnings inequality), but increased more moderately over time, by just 5 percent for all women taken together but somewhat different patterns by age group (changes of 15, 3, 0, and 7 percent respectively).
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The moderate overall widening of the earnings distribution (an increase in the Gini coefficient of 5.5 percent from 1982 to 1992) was thus due to a number of cross-cutting influences: the general increases in women’s earnings levels relative to men’s had an overall inequality reducing effect, the overall decline in the fortunes of younger workers had a widening influence, while withingroup inequality increased for most of the age-sex groups (especially men). 4.3. Who’s Where—The Place of Each Age-Sex Group in the Overall Distribution of Earnings The key point of departure for the dynamic analysis is now established by looking at the distribution of each age-sex group with respect to the overall earnings quintiles. Figure 3 shows how each age-sex group was placed in the overall earnings distribution in 1983 and 1992 (the two most comparable “trough” years which almost span the full period of time covered by the data).10 Prime Men and, to a lesser degree, Younger and Older Men were clearly more heavily concentrated in the upper quintiles, while all other groups were more clustered in the lower reaches of the earnings distribution. Consistent with the trends in mean earnings seen above, however, Prime Men were somewhat less clustered in the top two quintiles in the later period, whereas Prime Women had increased these numbers to a significant degree, from 24.5 percent to 32.7 percent, their bottom quintile proportions decreasing commensurately. The most dramatic changes were, however, for the youngest workers. In 1983, 17.8 percent of the Entry Men were in the top two quintiles and 61.6 percent in the bottom two—quite low on the earnings distribution to begin with. But by 1992, only 9.7 percent—barely half the earlier level—of Entry Men were in the top two quintiles and a full 72.1 percent were in the bottom two quintiles. The changes for Entry Women were in the same direction but not quite as dramatic, partly due to their lower starting positions; the percentage in the top two quintiles declined from 6.5 percent to 4.5 percent, while the two bottom quintile shares rose from 72.0 percent to 79.7 percent. In short, Entry Men and Women slid down the earnings distribution to a significant degree from the early 1980s into the early 1990s. Younger Men were also less likely to be near the top of the overall earnings distribution and more likely to be towards the bottom in 1992 than in 1983, with the percentage of those in the upper two quintiles declining from 54.3 percent to 45.9 percent and the two bottom quintile shares rising from 27.1 percent to 32.6 percent over the decade. Younger Women were rather more stable than this, with a constant percentage in the top two quintiles (24 percent) and only slightly greater representation in the bottom two quintiles in the later year (49.6 percent in 1983 as compared to 51 percent in 1992). Finally, the relative earnings of Older Men declined moderately while those of Older Women rose.
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The Percentage of Each Group in Each Quintile, 1983 and 1992



5. Earnings Mobility The earnings mobility results are now presented, moving from the quintile transition patterns for all workers taken together to the dynamics for each agesex group in the short- and longer-term, then concluding with some “total time” results.
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0.2



100%



5.1. Short-Term and Longer-Term Quintile Dynamics for All Earners Taken Together One year quintile-to-quintile dynamics. The analysis begins with detailed quintile-to-quintile earnings dynamics for all earners taken together, starting with the one-year movements for the most recent 1991–1992 interval shown in Table 1.11 In general, there was a rather high degree of earnings stability (or immobility) from one year to the next, especially at the top quintiles.12 For example, looking at the shaded diagonals for the 1991–1992 transitions for all earners taken together, 86.9 percent of those in the top quintile in 1991 were also there in 1992, while 65.2 and 57.6 percent of those in the bottom and second-to-bottom quintiles, respectively, in 1991 were in those same quintiles again in 1992. Expanding the definition of “stability” to include those in adjacent quintiles, the percentage of individuals who moved at least two quintiles from one year to the next was very low, from 4.2 to 7.3 percent across the different quintiles. The transition patterns are, interestingly, quite similar for all other years (Finnie 1997b)–years which span various points in the business cycle and which traverse a full decade of labour market change. Important shifts in mobility patterns are, however, revealed when we look at the more detailed patterns by age and sex below, thus illustrating the dangers of arriving at conclusions based on an aggregate level analysis. Longer-term dynamics. Detailed transition matrices for all earners taken together for two-, five-, and ten-year intervals are shown in Finnie (1997b). But while these tables are revealing and interesting, the most salient information needs to be summarized in some fashion to facilitate a focused analysis of quintile movements across different time frames and age-sex groups. To this end, Table 2 reports the percentage of all workers in a given starting quintile



Earnings Mobility in Canada



89 Table 2



Quintile Movements, All Earners (1982–1992)* Starting
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31.0
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-



-
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13.3
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20.7



19.4



18.7



18.0



26.2



24.4



24.6



37.0



34.7



44.2



Second



27.2



26.8



25.3



24.6



35.7



33.3
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44.8



55.8
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36.7



35.6
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16.0



16.5



16.5



19.0
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16.8



18.4



18.6



16.9



18.2



16.4



Bottom



-



-



-



-



-



-



-



-



-



-



All



67.4



69.1



68.4



69.2



61.1



61.0



61.5



50.1



50.0



41.3



Top



85.1



87.4



86.2



86.9



83.1



83.1



82.4



79.1



76.8



73.3
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Fourth
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62.2
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41.6



Third



62.6



64.2



63.1
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55.6
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54.5



42.6
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32.1



Second



56.4
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57.3



57.6
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48.3



49.4



35.7



37.0



27.9
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62.6



63.2



64.4



65.2
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56.9



37.7



40.0



28.3



* The figures represent the percentage of individuals in each quintile who moved up, moved down, or stayed in the same quintile over the indicated period of time. These calculations are based on those in the sample the beginning and end years indicated.



who moved to a higher quintile, the percentage who moved down, and the percentage who stayed in the same quintile over intervals of various lengths and covering different periods of time. The results clearly show that earnings stability was in every case greatest at the very top of the distribution, that there was the expected increased earnings mobility over longer time intervals, and that the increase in mobility rates over longer intervals was especially pronounced for those in the bottom quintiles. For example, looking at the latest five-year period (1987–1992), 76.8 percent of those in the top quintile in 1987 were there again in 1992, while only 40.0 and 37.0 percent of those in the bottom and next-to-bottom quintiles were similarly immobile/stable over that same period. Over ten years, while almost three-
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quarters (73.3 percent) of those in the top quintile in 1982 were similarly situated in 1992, only just over one-quarter of those who started in one of the bottom two quintiles were still in those same low ranks a decade later (28.3 and 27.9 percent respectively), the latter representing stability rates not all that greater than the 20 percent which would obtain in a random draw (i.e., perfect mobility).13 In short, there was considerable stability across the entire earnings distribution over the shorter intervals, much more mobility over the longer ones, and generally greater stability at the top of the earnings distribution than at the bottom in all periods. The net result of these flows was greater upwards mobility than downwards mobility, especially over the longer time spans.14 This picture of substantial movement from the lower earnings levels upward and relative stability at higher earnings levels should probably be taken as good news: over time, things get better for those at the bottom and most often remain relatively good for those already nearer the top. But how can this be— how can there be more “winners” than “losers” when we are looking at individuals’ relative places in the overall earnings distribution? If a good number are moving up while those at the higher levels tend to remain there, who is filling the void at the bottom? The answer is: new entrants. For example, on average approximately 50 percent of the year-to-year entrants to the working samples used here came in at the very bottom quintile and almost another quarter came in at the next-to-bottom quintile. Yet while there is substantial mobility, it should not be overstated, especially the upward movements. Although “only” 28.3 percent of those who started out in the bottom quintile were in that same low rank ten years later, over half the bottom starters (56.1 percent) were in one of the lower two quintiles and just 7.2 percent made it to the very top (results not shown). In contrast, only 7.9 percent of those beginning in the top quintile were in one of the bottom two groups ten years later, while (as previously noted) 73.3 percent were still in the very top earnings category, a rate ten-fold greater than for those starting at the bottom, and 87.1 percent were in one of the top two quintiles. The same sort of pattern holds over the shorter time intervals. In short, while many of those starting in the lower quintiles moved to higher levels in the earnings distribution over time, those gains were often not very large, and an individual’s starting position remained a good predictor of the broad realm of the earnings distribution in which he or she was likely to be found in later years—even if the probabilities of moving up were substantial and increased over longer intervals. The numbers also point to significant shifts in mobility patterns over time. In particular, the probability of moving to a higher earnings level was uniformly lower in the later periods than the earlier ones—across all quintiles and for all time intervals. There were also general increases in the proportion of earners moving to lower quintiles over time (except for the one-year transitions of those in the top two quintiles). Finally, there was a mixed pattern in terms of staying in the same quintile, with increasing immobility for those in the bottom two quintiles in the later time intervals (i.e., a greater probability of being stuck at low earnings levels), while those in the higher quintiles exhib-
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ited a similarly increased stability over the short-term intervals but reduced stability over the longer intervals. But while these results for all earners taken together are interesting, they camouflage some important differences by age and sex. We therefore now turn to a more detailed analysis. 5.2. Short-Term Mobility by Age and Sex Short-term upward mobility by age and sex. Table 3 presents the quintile mobility patterns by age and sex. Focusing first on the shorter-term (one-year) moving-up dynamics given in the left-hand columns, one general finding is that the probability of moving to a higher earnings quintile from one year to the next was greater for those who started at lower quintiles than those who started at higher ones for all age-sex groups over the entire 1982–1992 period. Such a finding was expected, but its strength and uniformity is notable. A second general point is that quite a different picture of the cross-group patterns are obtained when we go beneath the overall rates to look at those based on the starting quintile, thus demonstrating the importance of such a detailed analysis for gaining a proper understanding of the structure of earnings mobility. For example, while greater proportions of Entry Men moved to higher earnings quintiles from one year to the next than was the case for Younger Men overall, the latter group tended to have higher transition rates conditional on being in a given starting quintile (albeit with some variation in this pattern). The lower overall upward mobility rates of Younger Men thus stem from the fact that they generally started at the higher quintile levels from which upward mobility was less likely for all workers. Any preliminary conclusion of “less upward mobility” amongst Younger Men relative to Entry Men is thus put into a different perspective by the more detailed analysis.15 Such differences in conclusions depending on whether one looks at the overall or quintile-conditional mobility patterns also hold for comparisons across other age groups, for women as well as men. So, while younger groups tended to have greater overall rates of short-term upward mobility than older ones, this was principally due to their typically having lower earnings levels to begin with, as opposed to any general advantage in moving from a given quintile to a higher one. The conditional mobility patterns are, in fact, rather mixed—or, if anything, generally favour older groups of workers relative to more youthful ones (the oldest groups excepted). Which patterns are “right” or the most meaningful will, of course, depend on the precise question being asked, but it is worth noting that the existing literature tends to focus on the overall rates, which are seen here to give quite different impressions than the conditional rates for each starting quintile. Regarding the gender patterns, men were generally more likely to move to higher earnings levels from a given quintile than were women of the same age. On the other hand, short-term upward mobility declined over the 1982–1992 period for almost all male groups across all initial quintile levels, the declines being most apparent with the onset of the post–1989 recession and in many cases continuing right through to 1992. Women’s upward mobility, in contrast,
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JOURNAL OF INCOME DISTRIBUTION Table 3 Quintile Movements by Sex and Age (1982–1992) Entry Men



Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



30.1



32.0



31.7



26.3



41.4



44.2



Top Fourth Third Second Bottom



13.7 28.0 35.6 42.1



15.6 25.8 36.3 43.4



15.5 26.7 34.7 43.7



11.5 29.3 33.6



23.0 39.1 48.0 56.1



25.1 37.1 48.7 59.6



All



14.6



10.8



11.6



12.6



13.5



Top Fourth Third Second Bottom



28.0 20.8 18.7 19.5 -



22.4 19.3 15.8 12.8 -



20.6 18.0 16.1 15.4 -



22.7 17.5 18.4 -



27.6 20.9 17.4 16.0 -



All



55.3



57.1



56.7



61.1



Top Fourth Third Second Bottom



72.0 65.6 53.4 44.9 57.9



77.6 65.2 58.4 50.9 56.6



79.4 66.5 57.2 49.9 56.3



77.3 71.0 59.0 52.3 66.4



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



35.0



59.4



53.9



65.3



22.0 29.4 38.0 44.7



37.5 55.8 66.9 78.2



32.9 48.4 56.7 72.2



45.1 64.5 73.0 82.6



13.0



16.4



10.8



14.7



11.3



25.7 21.0 18.8 15.5 -



24.2 28.6 24.5 20.9 -



30.5 18.6 15.3 9.8 -



34.5 25.4 20.0 16.7 -



30.4 19.1 15.2 11.0 -



45.3



42.8



48.4



30.0



31.5



23.5



72.4 56.2 43.5 35.9 43.9



74.3 53.9 44.2 35.8 40.4



75.8 49.4 46.1 41.1 55.3



69.5 44.0 29.0 23.3 21.8



65.5 41.7 31.5 26.6 27.8



69.6 35.7 20.2 16.0 17.4



Moved Up



Moved Down



Stayed the Same



Younger Men Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



20.4



21.0



20.9



19.0



26.9



27.8



Top Fourth Third Second Bottom



18.0 28.5 38.6 49.8



17.0 28.6 38.7 48.0



17.3 26.5 35.1 47.5



14.8 22.3 29.6 45.4



26.0 38.1 49.9 59.8



24.6 37.0 47.3 57.6



All



14.2



12.8



13.5



14.5



14.2



Top Fourth Third Second Bottom



14.4 14.8 18.2 16.3 -



13.9 13.5 14.5 16.2 -



14.2 14.0 16.3 16.4 -



13.2 15.5 18.4 19.7 -



15.7 14.1 17.8 15.5 -



All



65.5



66.2



65.7



66.4



Top Fourth Third Second Bottom



85.6 67.2 53.3 45.1 50.2



86.1 69.6 56.9 45.1 52.0



85.8 68.8 57.2 48.4 52.5



86.8 69.8 59.3 50.7 54.6



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



23.3



36.3



32.0



38.2



20.2 29.5 38.9 50.3



38.6 52.4 61.4 72.3



32.4 43.0 52.2 62.4



43.1 54.9 64.4 74.2



14.3



17.6



13.9



18.5



16.8



16.8 15.0 16.2 15.6 -



18.0 18.9 21.7 19.6 -



17.3 14.0 15.5 13.5 -



21.5 20.1 21.1 17.7 -



20.1 18.1 19.6 14.2 -



59.0



57.9



59.0



49.8



49.6



45.0



84.3 60.0 44.3 34.5 40.2



83.2 60.5 46.9 37.1 42.4



82.0 60.9 48.8 41.5 49.7



82.7 47.5 31.9 25.0 27.8



78.5 47.5 35.8 30.2 37.5



79.9 38.8 25.6 21.4 25.8



Moved Up



Moved Down



Stayed the Same
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Table 3 continued… Prime Men Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



14.3



12.7



12.4



12.3



17.3



14.6



Top Fourth Third Second Bottom



17.5 28.6 32.4 50.3



15.6 26.9 32.0 44.7



15.3 24.0 33.2 44.3



14.1 21.7 29.7 43.4



21.3 34.1 42.6 57.2



17.3 30.3 40.5 54.5



All



12.8



11.6



12.5



13.5



13.8



Top Fourth Third Second Bottom



11.2 14.9 17.7 15.4 -



10.3 12.1 16.5 17.1 -



10.4 15.3 17.5 16.1 -



10.6 16.1 20.5 19.2 -



13.3 15.3 16.3 16.2 -



All



72.9



75.6



75.1



74.2



Top Fourth Third Second Bottom



88.8 67.7 53.7 52.1 49.7



89.7 72.3 56.6 50.9 55.3



89.6 69.4 58.4 50.8 55.7



89.4 69.8 57.7 51.1 56.6



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



13.5



21.3



15.3



18.5



17.1 25.6 32.2 48.9



26.6 43.2 53.6 66.3



19.9 32.1 42.5 56.8



23.5 36.5 48.8 64.6



14.8



17.1



16.8



22.4



27.3



13.1 18.4 19.1 15.9 -



14.7 20.2 23.5 19.9 -



17.9 18.5 17.4 15.8 -



21.0 27.0 27.7 19.9 -



28.7 31.3 29.6 18.7 -



68.9



70.6



69.5



61.9



62.3



54.2



86.7 63.4 49.5 41.2 42.8



86.9 64.3 50.6 43.6 45.5



85.3 62.7 50.9 47.8 51.1



82.1 54.9 39.4 30.6 33.7



78.9 53.1 40.3 37.6 43.2



71.4 45.2 33.9 32.5 35.4



Moved Up



Moved Down



Stayed the Same



Older Men Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



11.4



10.4



9.4



9.5



13.3



10.8



Top Fourth Third Second Bottom



11.6 18.5 35.0



9.9 21.6 32.1



10.4 15.8 31.4



10.2 19.7 23.5



13.1 28.1 38.2



10.9 16.9 20.6 38.4



All



19.2



17.2



21.3



21.7



22.2



Top Fourth Third Second Bottom



19.6 21.9 22.9 -



16.2 19.9 19.9 -



20.4 27.6 21.1 -



22.3 24.4 21.7 -



25.9 23.3 19.5 -



All



69.6



72.3



69.3



68.8



Top Fourth Third Second Bottom



80.4 66.5 60.9 58.6 65.0



83.8 70.2 62.9 58.5 67.9



79.6 62.0 62.8 63.1 68.6



77.7 65.4 59.9 58.6 76.5



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



11.1



16.1



10.0



-



12.1 24.6 29.4



13.9 35.2 53.0



9.6 16.3 23.4 39.1



-



26.0



28.4



32.6



41.7



-



25.6 32.4 28.2 25.8 -



32.3 33.1 22.5 -



40.1 35.2 26.0 -



45.1 48.6 43.0 30.7 -



-



64.5



63.1



60.6



51.3



48.3



-



74.1 63.6 55.7 52.4 61.8



74.4 56.6 54.9 53.6 61.6



67.7 54.7 54.1 52.9 70.6



59.9 50.9 45.1 38.8 47.0



54.9 41.7 40.7 45.9 60.9



-



Moved Up



Moved Down



Stayed the Same
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Table 3 continued… Entry Women Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



25.1



26.3



25.0



22.7



32.7



34.4



Top Fourth Third Second Bottom



8.4 26.3 37.6



7.2 25.0 37.3



25.0 33.3



22.0 30.5



9.5 34.3 48.8



8.1 33.1 46.9



All



11.9



10.6



12.1



11.3



14.0



Top Fourth Third Second Bottom



21.3 17.0 -



21.9 16.5 -



18.4 -



19.8 -



25.0 17.8 -



All



62.9



63.1



62.8



65.8



Top Fourth Third Second Bottom



70.3 69.9 56.7 62.4



70.9 69.3 58.5 62.7



68.3 65.4 56.6 66.7



74.4 69.0 58.2 69.5



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



35.1



43.7



49.1



52.9



11.3 34.7 44.4



14.0 30.4 42.8 61.9



21.5 36.1 46.6 63.0



22.3 39.0 52.3 70.3



14.4



13.4



16.9



15.2



17.3



29.8 20.5 -



24.3 21.2 -



37.1 27.5 20.7 -



35.8 28.0 20.6 -



36.9 30.9 20.2 -



53.5



51.4



51.8



39.3



35.7



30.0



65.5 59.7 47.9 51.2



62.1 54.3 46.4 53.1



64.4 53.4 44.1 55.6



48.9 42.1 36.5 38.1



42.7 35.9 32.8 37.0



40.8 30.1 27.5 29.7



Moved Up



Moved Down



Stayed the Same



Younger Women Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



22.2



21.4



21.4



22.6



27.3



26.1



Top Fourth Third Second Bottom



11.8 17.8 27.9 36.3



9.5 16.2 27.1 36.3



10.1 15.9 25.2 36.3



10.9 18.0 27.9 38.2



13.3 21.4 35.1 45.9



14.8 19.8 29.7 44.6



All



14.7



14.9



16.5



16.0



16.8



Top Fourth Third Second Bottom



26.1 20.4 17.7 17.0 -



19.2 20.5 19.7 18.1 -



24.7 22.2 22.3 20.0 -



23.1 21.9 20.0 19.4 -



26.5 24.1 21.1 19.1 -



All



63.2



63.7



62.1



61.4



Top Fourth Third Second Bottom



73.9 67.8 64.6 55.1 63.7



80.8 70.1 64.1 54.8 63.7



75.3 67.7 61.8 54.8 63.7



76.9 67.1 62.0 52.7 61.8



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



29.4



37.1



39.8



48.8



17.7 25.1 34.8 45.4



20.4 30.3 44.4 59.9



26.9 34.3 45.2 60.1



33.4 42.4 56.8 72.4



18.7



17.1



18.4



17.7



16.2



30.1 26.1 25.4 20.7 -



25.3 24.0 22.7 19.2 -



30.4 29.1 24.3 18.2 -



30.3 26.9 24.0 17.5 -



27.8 25.7 22.4 15.1 -



55.8



55.2



53.5



44.6



42.5



35.0



73.5 62.6 57.4 45.8 54.1



69.9 59.0 54.8 49.6 55.4



74.7 58.4 52.2 46.0 54.6



69.6 50.4 45.4 37.4 40.1



69.7 46.2 41.8 37.3 39.9



72.2 41.0 35.2 28.2 27.6



Moved Up



Moved Down



Stayed the Same
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Table 3 continued… Prime Women Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



17.3



16.1



15.8



16.4



21.9



20.5



Top Fourth Third Second Bottom



10.7 13.2 19.8 29.9



8.9 12.1 19.3 29.9



9.1 13.2 18.4 29.5



10.8 15.5 19.9 31.4



11.8 16.2 25.4 38.9



11.3 16.2 24.5 38.9



All



11.3



10.7



12.2



10.9



12.5



Top Fourth Third Second Bottom



22.5 15.3 12.5 13.8 -



12.3 13.3 13.9 14.0 -



16.2 15.3 15.2 15.6 -



12.2 13.4 13.1 14.0 -



23.9 16.7 14.5 14.8 -



All



71.3



73.1



72.0



72.6



Top Fourth Third Second Bottom



77.5 74.0 74.2 66.4 70.1



87.7 77.7 73.9 66.7 70.1



83.8 75.6 71.5 66.0 70.5



87.8 75.8 71.4 66.1 68.6



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



22.9



30.3



32.3



39.0



16.7 22.2 27.0 40.1



18.9 23.3 36.0 51.5



22.7 29.0 38.6 55.5



26.1 33.8 44.3 64.6



15.0



12.6



16.5



15.4



19.5



19.8 20.4 19.6 17.3 -



15.7 16.9 14.7 15.0 -



29.8 24.0 20.2 17.8 -



20.9 20.8 20.3 16.5 -



35.7 29.6 25.2 18.7 -



65.7



64.5



64.6



53.2



52.3



41.5



76.1 71.3 69.4 59.7 61.1



80.2 68.3 64.2 58.1 61.1



84.3 66.3 63.2 58.0 59.9



70.3 57.0 56.5 46.2 48.4



79.1 56.4 50.8 44.9 44.5



64.3 44.3 41.0 37.1 35.4



Moved Up



Moved Down



Stayed the Same



Older Women Starting



Period of Dynamics



Quintile



One Year



Two Years



1982-83



1985-86



1988-89



1991-92



1982-84



1987-89



All



12.5



9.8



9.7



10.6



14.1



11.2



Top Fourth Third Second Bottom



7.4 9.8 12.4 20.8



5.2 10.4 15.8



6.0 10.3 16.8



6.8 11.6 16.6



7.0 15.7 23.2



5.6 7.4 12.3 21.1



All



12.5



15.6



17.0



14.8



15.7



Top Fourth Third Second Bottom



25.1 18.0 15.7 -



22.1 20.0 21.0 -



32.1 26.7 18.7 -



20.6 22.3 17.4 -



26.1 24.4 19.3 -



All



75.1



74.6



72.9



74.5



Top Fourth Third Second Bottom



74.9 74.6 75.5 71.9 79.2



77.9 74.8 72.1 68.6 84.2



67.9 67.3 70.3 71.0 83.2



79.4 70.9 70.5 71.0 83.4



Five Years 1990-92



Ten Years



1982-87



1987-92



1982-92



14.6



18.0



19.1



-



9.5 16.7 23.0



21.0 33.3



21.3 31.7



-



22.7



17.9



25.0



26.7



38.5 33.3 29.2 24.2 -



31.2 26.5 18.7 -



46.2 26.6 -



49.5 26.5 -



-



70.6



66.5



67.5



56.3



55.0



-



73.9 68.6 70.8 65.0 76.8



61.5 61.1 63.4 63.5 78.9



68.8 64.0 63.8 64.6 77.0



53.8 52.7 55.7 52.4 66.7



50.5 46.3 52.4 52.2 68.3



-



Moved Up



Moved Down



Stayed the Same



The dashes indicate either an undefined movement (e.g., moving up from the top quintile) or too few observations to report or complementary suppression related to the confidentially rules.
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increased in some cases, remained essentially unchanged in others, and declined less steeply than men’s in most of the remaining situations, thus cutting into these gender differences, in some cases quite substantially. Women’s earnings profiles thus shifted upward and became steeper relative to men’s over this period—pointing to important life-cycle/lifetime shifts in gender earnings patterns. Finally, whereas the rates of upwards earnings mobility declined for Entry Women relative to Younger, Prime, and Older Women from 1982 to 1992, there was no such general shift in the age patterns amongst the male groups, all of whom experienced roughly comparable declines in short-term upward mobility, although the declines amongst Entry and Younger men were more concentrated in the most recent years than those of the Prime and Older groups. Short-term downward mobility by age and sex. The patterns of downward mobility (again Table 3) show, first, that “conditional” downward mobility (i.e., from a given quintile) was generally less common than upward mobility for all age-sex groups except Older Men and Older Women (as might be expected). For example, in almost every case, the probabilities of moving up from the bottom and next-to-bottom quintiles was greater than the roughly comparable probabilities of moving down from the top or next-to-top quintiles, while upward movements from the middle quintile were more common than downward ones. However, overall rates of downward mobility (seen in the first rows of the relevant panels of Table 3) were greater than the upward rates for Prime Men and Older Men (as well as Older Women) due to their greater concentration in the higher earnings levels from which downward movements were generally more likely. Similarly, although short-term downward mobility was less common for Entry Men than Younger and Prime Men overall, this was largely because Entry Men tended to be more concentrated at the lower earnings levels where moving down was generally less likely, and the conditional probabilities of moving down from the top two quintiles, in particular, tended to be considerably higher for Entry Men than for Younger and Prime Men. Otherwise put, although Entry Men had lower overall rates of downward mobility, this was largely an artefact of their place in the earnings distribution and those who made it to the higher reaches of the distribution were in fact less likely to remain there than was the case for Younger and, especially, Prime Men, who were the most stable of all at the top. (Amongst women, there are too few observations to make the relevant comparisons.) Not surprisingly, Older Men were more likely to move down than the younger groups, reflecting their shifts towards semi-retirement, while the patterns for Older Women reflect offsetting moves towards retirement and an secularly increasing attachment to the labour force. These results again show the importance of analysing mobility by starting quintile level. The patterns of downward mobility by sex are mixed. Younger Women were more likely to move down from the higher quintiles than were Younger Men, presumably reflecting their looser attachment to the labour force over the principal child-bearing years, but the gender differences were smaller for Prime Men and Women, and the patterns were even more mixed for Older Women
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and Older Men (with not enough observations to make the comparisons for the Entry groups). There has, then, been relatively greater stability at the top for the women of these age groups who have made it that far than for younger ones. Finally, the evidence regarding shifts in the patterns of short-term downward mobility over time are quite mixed, but generally point to stable or somewhat reduced probabilities of moving down from the very top quintile or top two quintiles (“increased stability at the top”) across the various age-sex groups, but increased downward movement from the lower quintiles (“increased volatility at the bottom”). The most notable exception is the case of Entry Men, for whom downward earnings mobility was more common from all earnings levels in the later years. Older Women also show a more mixed pattern over time, reflecting a variety of cross-cutting influences. Short-term immobility by age and sex. The short-term “immobility ratios” (still Table 3) are not as interesting as the upward and downward movements already seen because stability is simply the absence of mobility in either direction and thus effectively a residual of the others. The measure is, however, standard in the literature and some of the findings are worth discussing. First, they illustrate the greater stability at the top of the earnings distribution than in the middle or at the bottom for all age-sex groups, thus affirming the result found for all earners taken together seen above. Not surprisingly, this stability at the top is especially strong amongst Younger and Prime workers (both Men and Women), whose careers are generally more established, relative to the Entry groups who are still in the more dynamic formative stages and the Older workers who are beginning their transition out of the labour market. By sex, women typically had uniformly more “stability” than men in the lower three quintiles, reflecting their lower rates of upward mobility from those lower ranks, while Entry and Prime Men tended to have more stability at the top (with the exception being Prime Women in the fourth quintile). Over time, short-term stability (or immobility) increased almost uniformly for Entry, Younger, and Prime Men, primarily reflecting the lower rates of moving up from the bottom along with the stable or lower rates of moving down from the top noted above. Stability also increased for Entry Women. For Younger and Older Women, stability declined for those in the lower quintiles and rose for those at the top, reflecting women’s greater upward mobility from lower earnings quintiles and enhanced stability at higher earnings levels in more recent years. The patterns for Older Men again reflect an increased tendency towards semi-retirement, while Older Women show a mixed set of changes reflecting a variety of cross-cutting influences. 5.3. Longer-Term Mobility by Age and Sex The longer-term mobility patterns for All Earners taken together seen earlier again conceal some important differences by age and sex, primarily related to the life-cycle pattern of earnings, as well as some divergent changes in these patterns over time. The more detailed findings—movements by starting quintile by age-sex group—are again shown in Table 3, while Figures 4a, b, and c plot
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the overall rates of moving up, moving down, or staying in the same quintile over various intervals and different periods of time for each age-sex group. One notices, again, the generally widespread nature of upward earnings mobility over time, especially amongst the Entry and Younger groups, and particularly for those beginning at lower earnings levels. For example, of the Entry Men who had earnings in the bottom or next-to-bottom quintile in 1982, 78.2 and 66.9 percent, respectively, had moved to a higher earnings level by 1987, and 82.6 and 73.0 percent had done so by 1992 (see Table 3).16 Younger Men had lower rates of upwards mobility than the Entry group, but they were still substantial, and even the Prime and Older groups moved to higher earnings levels in substantial numbers, although of course not as much as the younger workers who were generally in the career-building phase of their working lives. The degree to which upward mobility increases with the length of the time interval covered is shown best in Figure 4a. Women again had lower rates of moving up than men over these longer intervals—across virtually all age groups, all quintiles, and all time periods covered—but the changes in the patterns over time again generally went in their favour. For Entry, Younger, and Prime Men, for example, the rates of upwards mobility were in all cases lower in the later years for the two—and five-year dynamics and across all starting earnings quintiles (best seen in Figure 4a). In contrast, Entry, Younger, and Prime Women had almost uniform increases in their rates of upwards mobility over these same periods (excepting some declines in two-year upward mobility for Entry and Younger Women). Finally, the longer-term rates of upwards earnings mobility were generally much greater than the rates of downwards mobility (even more so than was the case for short-term mobility), especially for Entry and Younger workers, but also for the Prime groups. For example, amongst Younger Men, 62.4 and 52.2 percent of those in the bottom and next-to-bottom quintiles moved to higher levels over the 1987–1992 period, while only 21.5 and 20.1 of those in top and next-to-top quintiles moved down. As for changes in the downward mobility rates over time, these increased almost uniformly for all men and decreased for women (see Figure 4b), thus providing gender convergence in earnings mobility patterns from this side as well. 5.4. “Total Time”—The Number of Years in Different Quintiles We now consider the patterns of mobility and stability across the earnings distribution in another manner: the number of years individuals spent in each earnings quintile over the period covered by the data.17 More specifically, the numbers in Table 4 show the percentage of individuals who spent the indicated number of years in a given quintile for those who were ever in that quintile. For example, of all those who were ever in the top quintile from 1982 to 1992, 14 percent were there just one year, 25 percent were there all eleven years, and so on. These distributions are shown for all individuals taken together and by the eight age-sex groups.18 Perhaps the most striking result is, again, the relative stability at the top, especially for Prime Men. For this group, of those ever in the top quintile (and
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Younger Men (n=8,610)
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Prime Men (n=10,400)
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Younger Women (n=5,880)
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continually in the working samples), 34 percent were at that top level all eleven years. For the other age-sex groups, the numbers range from almost nil (Entry Men and Women) to 24 percent (Younger Men). The other most interesting finding is that being in the lowest earnings quintiles was often a brief, passing experience: 24 percent of those ever in the bottom group were there for just one of the eleven years. On the other hand, 38 percent of those ever in the bottom quintile were mired there for half the period or more (i.e., six years and up). 6. Conclusion This paper has provided an analysis of the earnings mobility of Canadians 1982–1992 based on quintile transition matrices using samples derived from the recently available and very powerful Canadian “LAD” database which has been constructed from tax files. The major findings include the following: •



Beginning with the cross-sectional setting, although men had higher earnings levels than women, the time trends generally favoured the latter, while the earn-
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ings of younger workers fell in both real terms and relative to older workers. There were also increases in earnings inequality over the 1982–92 period for all earners taken together, for men and women, and for most but not all specific age-sex groups. The 1982–1992 period was characterised by a substantial amount of earnings mobility in Canada—but considerable stability as well. Earnings were generally more stable amongst those at the top of the earnings distribution than at the bottom, and there was more upward than downward mobility, especially for younger workers. The lower end of the earnings distribution was continually re-stocked with new entrants. There was much more earnings mobility over longer periods of time than over shorter intervals, especially in an upward direction. For example, 73 percent of all those in the top earnings quintile in 1982 were still in the highest group ten years later, while only 28 percent of those who started in the lowest quintile remained in that bottom rank and of the remaining 72 percent who had moved to a higher quintile one-fifth had moved to one of the top two quintiles. Beneath these overall patterns, mobility varied substantially by age and sex. Younger workers have tended to be more mobile than older ones, especially in an upwards direction, while women have been generally less likely to move up and to stay at the top once there. Earnings mobility has varied with the business cycle, but it appears that the structure of earnings mobility changed from the early 1980s to the early 1990s with, in particular, an overall decline in upward mobility. These patterns vary considerably across age-sex groups, however, and generally mirror the shifts in earnings levels—women doing better than men and younger workers doing worse than older ones.



These findings thus contribute to our (previously scant) understanding of earnings mobility in Canada and provide a useful empirical basis for thinking about various labour market developments and related policy issues, including those related to income support programs, human capital investments, intergenerational issues, gender differences, and more. The results should also help put the country on the international map in terms of earnings dynamics and provide the basis for comparisons of the Canadian situation with those in other countries in terms of its general extent, the degree of upward versus downward movement, the detailed patterns by age and sex, the shifts which have occurred over time, and other aspects. Several specific policy implications are worth mentioning. First, the results indicate that there has been a downward shift and flattening of the age-earnings profiles of younger workers. Cross-sectional analyses carried out to date have been able to show only that younger workers’ earnings levels have been declining, without being able to say what has been happening to the increases in their earnings over time. And this in a context where one hypothesis has been that increased returns to labour market experience may have led to entry earnings levels shifting down, but also to sharper increases with the accumulation of labour market experience. The results presented here, however, show that younger people have indeed experienced smaller gains in earnings over time in addition to the lower levels at any point, thus pointing to lower lifetime earnings. Such a finding has implications for a variety of policy issues pertain-
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ing to labour market policies (what can be done to help younger workers?), public finance (how should the benefits of various programmes and their financing be adjusted in the face of these declines?), intergenerational equity (should older workers continue to receive net transfers from younger ones?), and others.19 Second, the general decline in upward earnings mobility from the lower earnings quintiles over the period covered by this analysis for individuals of all ages suggests that more active—or at least otherwise different—measures might be needed to help those at the bottom of the labour market improve their economic circumstances over time. Third, and related, the increasing stability found at the top of the earnings distribution points to a greater concentration of economic well-being when viewed in a dynamic perspective of late, which is matched by an increase in short-run earnings inequality as measured on an annual basis (i.e., higher Gini coefficients). Earnings inequality has, therefore, both increased and become “thicker” (i.e., less fluid), with those at the top doing particularly well. In short, there has been a growing divergence of long-run earnings levels and a concentration of well-being amongst the already better off. Such a finding is pertinent to various policy issues related to creating (more equal) economic opportunities, redistribution measures, and the like. Fourth, while earnings levels and earnings mobility patterns generally continue to favour men over women, the latter made significant gains on both counts over the period analysed, thus cutting into one of the longest-standing and most important earnings gaps. Finally, whereas “permanent” earnings—or “life chances”—seem to have been shifting along clear age-sex lines, while also generally favouring those already at the top of the earnings distribution and working against those at the bottom (within and across those groups), there is, on the other hand, no clear evidence of any substantial increase in earnings instability per se, a finding supported by others (Beach, Finnie, and Gray (2003), Baker and Solon (1999)). Policies should probably thus tilt especially towards creating greater long-run earnings opportunities for those at lower earnings levels rather than focusing on supporting individuals’ earnings levels over shorter-run ups and downs. Notes 1. This research was financed by the Applied Research Branch of Human Resources Development Canada and Statistics Canada provided access to the data. A Canadian Social Sciences and Humanities Research Council Research Grant which was critical in the earlier stages of this research is gratefully acknowledges. Helpful comments were received from Stéphane Gascon, Michael Hatfield, Linda Standish, Allen Zeesman, and participants in a seminar on this research, including Sheldon Danziger and Peter Gottschalk. Gaétan Garneau and Don McDougall provided excellent research assistance. 2. While it would also be interesting to analyse earnings dynamics with respect to withingroup distributions or to look at real dollar changes, the focus on individuals’ places in the general earnings distribution adopted here places the underlying dynamics in a broader perspective. Life-cycle effects are controlled for by breaking the analysis down by age group (and sex), while real dollar movements, as well as various other aspects of earnings mobility, are treated in other related papers by the author: Finnie (1997c) looks at mobility
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across real earnings levels and how averaging earnings over different numbers of years affects the distribution of earnings, Finnie (1997d) reports correlation coefficients and other quintile-related dynamics, Beach and Finnie (1998) look at earnings movements using a polarization framework, and Finnie and Gray (2003) analyse earnings mobility using a hazard model framework. See, for example, Beach and Slotsve (1996), Beach, Slotsve and Vaillancourt (1997), Burbidge, Magee and Robb (1997), Finnie (1997a), Kuhn and Robb (1996), Picot (1997), Zyblock (1997), and various articles in Banting and Beach (1995). See also the pieces in Card and Freeman (1993) for comparisons of the Canadian situation with the U.S. and Card, Kramarz and Lemieux (1986) for a comparative analysis of Canada, the U.S., and France. Regarding the existing Canadian work (besides the other recent work with the LAD noted above), Morissette and Bérubé (1996) focus on low earnings dynamics and the calculation of inequality measures using earnings averaged over longer periods of time; Kennedy (1989) has an even narrower focus: testing Gibrat’s “law of proportional effect”, which asserts that random changes in income should be proportional to income levels; while Baker and Solon (1999) and Beach, Finnie and Gray (2003) use more structural econometric approaches to look at earnings instability Important specific articles which focus on quintile transition matrices include Schiller (1977, 1994) and Gittleman and Joyce (1995), which differ from the omnibus treatment found in the OECD report in a number of important ways. In particular, they report detailed transition matrices and/or other mobility measures broken down by starting quintile for specific groups of workers. Schiller employs within-group earnings distributions and studies the associated within-group mobility patterns (based on ventile movements instead of quintiles), rather than the movements with respect to the overall distribution of earnings found in the OECD study (and the work reported below), while Gittleman and Joyce study both within-group and overall mobility patterns. The principle reasons for not filing are having a low income and therefore not being required to file a tax form while choosing to forego the tax credits and other benefits available to low-income filers (see next paragraph), being out of the country, and death. As noted above, Atkinson et al (1992) and OECD (1996) discuss the typical advantages of administrative data over survey data in terms of population coverage and longitudinal tracking, as well as the accuracy of earnings data. The single most important group of non-filers are elderly married women, who would not be included in this analysis of earnings dynamics in any event. See Finnie (1997a) for a more thorough treatment of the cross-sectional results summarized here, and Finnie (1997b) for the precise data points underlying the figures presented here and below See Finnie (1997c) for the trends in other index measures (the mean log deviation and Theil I2 index), and for a dynamic analysis where the inequality indices are calculated using individuals’ earnings averaged different numbers of years and then compared to the shorter-term (annual earnings) distributions. The quintile cut-points are reported in Finnie (1997b). They generally follow the business cycle, declining from 1982 to 1983, rising through the rest of the 1980s, and then dropping off again in the recessionary 1990s, but vary less than two thousand dollars at the most (the top quintile). The average cut-offs over the years covered were 9,950, 21,620, 29,340, and 42,170 (constant dollars). The results by age and sex are shown in Finnie (1997b) and presented below in a more summarized form. This greater stability at the top is partly due to the greater width of the upper quintile in real dollar terms. OECD (1996) addresses this issue by providing alternative results based on “equal width” earnings bands defined as proportions of the median wage. When movements into the adjacent fourth quintile are included, 89.7 percent of those in the top quintile over the 1987–92 period and 87.1 percent over the full ten-year interval remained at or “near” the top. More specifically, 17.0 percent of all earners moved to a higher quintile in the most recent
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JOURNAL OF INCOME DISTRIBUTION one-year transition, 13.8 percent moved down, and 69.2 percent remained in the same quintile. Over two years, 22.0 percent moved up, 16.5 percent moved down, and 61.5 percent did not move. Over the most recent five-year interval, 31 percent move up, 19.0 percent moved down, and 50.0 percent stayed in the same quintile. Finally, over the full ten-year interval 39.5 percent of all those who remained in the labour market had moved to a higher earnings quintile in the final year, 19.2 percent had moved to a lower one, and 41.3 percent were in the same quintile at both the beginning and end of the decade (Finnie (1997b)). For example, in the 1991–1992 period, 26.3 percent of all Entry Men moved to a higher earnings quintile, versus 19.0 percent for Younger Men. The conditional probabilities were, however, 33.6, 29.3, n/a, and 11.5 for Entry Men and 45.4, 29.6. 22.3, and 14.8 for Younger Men for the bottom through next-to-top quintiles. That is, the overall rate of upwards mobility was greater for Entry men, but the rates were greater for Younger Men for each starting quintile. The numbers are not perfectly comparable across the intervals of different lengths due to the different samples which apply to each set of calculations: for example, some of those included in the 1982–1987 transitions are not included in the 1982–1992 transitions, and vice versa. Finnie (1997d) shows in a related context (correlation coefficients), however, that these effects are not generally very large, largely due to the high rates of filing taxes in all years in Canada noted previously. Other tests affirm the same thing for these quintile transitions. A similar exercise is reported for the two half-periods in Finnie (1997b). These calculations are based only on individuals who were in the working samples all eleven years—a restriction which tends to exclude a disproportionate number of low earners in particular. The finding of lower age earnings profiles for younger workers is consistent with Beaudry and Green (1997), but they find less change in the slopes of earnings over time. Their study is, however, based on synthetic age-earnings profiles based on repeated cross-sections rather than the sort of longitudinal data which follows given individuals of the type used here, and covers a longer period which may not capture the more recent changes noted here as well.
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