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Abstract

Assessing gender inequalities has become one of the key issues of the new international
poverty reduction strategies implemented in most LDCs in the past few years. It has been
argued that differences in labour force attachment across gender are important to explain
the extent of the gender earnings gap. However, measures of women's professional
experience are particularly prone to errors given discontinuity in labour market
participation. For instance, the classical Mincerian approach, where potential experience is
used as a proxy for actual experience due to lack of appropriate data, has its limits in
estimating the true returns to human capital. Such biases in the estimates cannot be
ignored since the returns to human capital are used in the standard decomposition
techniques to measure the extent of gender-based wage discrimination. By matching two
original surveys conducted in Madagascar in 1998 - a labour force survey and a
biographical survey - we built a unique dataset that enabled us to combine the original
information gathered from each of them, particularly the earnings from current
employment and the entire professional trajectories. Our results lead to an upward
reappraisal of returns to experience, as potential experience always exceeds actual
experience, for both males and females. In addition, controlling for further qualitative
aspects of labour force attachment, we obtain a significant increase in the portion of the
gender gap explained by observable characteristics, while the differences in average actual
expetience across sexes lead to markedly different estimates of the fraction of the gender
earnings gap explained by experience.
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1. Introduction

Returns to human capital have always been considered dominant explanations for labour
compensation. In individual wage equations, researchers typically include human capital and
skills through regressors describing the worker’s schooling and labour market experience
(Mincer, 1993; Card, 1999). This is particularly important for developing countries where the
returns to education are expected to be higher (Sahn and Alderman, 1988; Hoddinott, 1996;
Behrman, 1999; Schultz, 2004). However, before the 1980s, human capital accumulated on-
the-job was hardly properly measured.! The recommended estimate consisted in using the
time spent in certain circumstances, 1.e. in the firm or the workplace. Since measures of actual
experience were not available when the major empirical developments of the original theory
emerged, estimates were established using potential experience, calculated as age minus years
of schooling minus age on entering school. Refinements were proposed later, as new surveys
became available providing more detailed information about the time that individuals had
actually devoted to their principal employment. Hence, Mincer and Jovanovic (1981)
introduced the workers' tenure in firms to take into account the return to specific training
received. The time elapsed in the labour market is assumed to reflect the accumulation of
general human capital. The remuneration of experience and tenure therefore represents the
return to human capital accumulated on the job. The longitudinal data available today
distinguishes more accurately between these two measures and enriches the information used
in empirical studies. It is therefore not only possible to calculate more or less exactly the time
that an individual has dedicated to work, but also to isolate the experience acquired in various
industries and/or jobs. Nowadays, studies using this type of measure are frequent in developed
countries, too frequent indeed to be detailed here (see for example Kim and Polachek, 1994;

Light and Ureta, 1995 or Myck and Paull, 2004).

These issues are of a great importance in assessing the extent of gender inequalities in labour
markets. In industrialised countries, many attempts have been made to estimate the extent to
which the average gender wage gap is due to differences in human capital attributes such as
schooling and work experience, versus differences between genders in wages paid for given
attributes (Blau and Kahn, 2000). From the literature on this issue, less than half of the gap

can be explained by factors such as differences in years of schooling and experience and

I Mincer (1974) had already admitted that the representation of post-school investments was the weak point of
the theoretical architecture of his model: “[...] the most important and urgent task is to refine the specification of
the post-school investment category [...] to include details (variables) on a number of forms of investment in
human capital” (Mincer, 1974, p. 143).
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tenure. However, it has been shown that missing or imprecise data on these human capital
factors can result in serious biases in the calculation of the discrimination component resulting
from Mincerian wage equations (Stanley and Jarrell, 1998; Weichselbaumer and Winter-

Ebmer, 2005).

In fact, measures of women's professional experience are particularly prone to errors given
discontinuity in labour market participation. Often age or the Mincer measure of potential
experience are still used as a proxy for the acquisition of general human capital or for work
experience. Potential experience may be a good approximation of true experience for men
with high labour force attachment, but is a poor proxy for less attached individuals, especially
for women or minority groups as they have a greater likelihood of interrupting their
professional activities (Altonji and Blank, 1999; Antecol and Bedard, 2004). Proxy measures
tend to overstate women's actual work experience by not accounting for interruptions related
to parenting (that is, complete withdrawals from the work force) or, for instance, for any
restrictions on the number of hours worked per week. Furthermore, empirical studies have
revealed that experience before an interruption has a lower return than experience after an
interruption and that women who interrupt their careers generally receive less wage growth
prior to the interruption (see for instance Mincer and Polachek, 1974; Sandell and Shapiro,
1980; Mincer and Ofek, 1982; Adair et al., 2002). Hence, the coefficient of experience in the
wage equation, but also the coefficient of education, may be systematically biased, notably for
women.? Such biases in the estimates cannot be ignored since the returns to human capital are
used in the standard decomposition techniques for gender wage gaps, and therefore to
measure the extent of gender-based wage discrimination (Blinder, 1973; Oaxaca, 1973).
Authors have in fact argued that these measurement errors can amplify the impact attributed
to pure discrimination (the unexplained part of the wage decomposition), to the detriment of
the component relating to observed differences in individual characteristics between men and

women (Stanley and Jarell, 1998; Weichselbaumer and Winter-Ebmer, 2005).

In the case of Africa, there is very little known about the gender wage gap (Appleton,
Hoddinott and Krishnan, 1999). From Weichselbaumer and Winter-Ebmer (2005)’s recent
meta-analysis on this issue, we can evaluate that only 3% of the studies on gender wage gap

stem from African data out of all the empirical literature since the 1960s. From the existing

2 Indeed, it can be shown that underestimating the return to experience can lead in turn to underestimating the
return to education if experience and education are substitutes (Dougherty, 2003).
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literature,? there is however a wide consensus on the presence of important inequalities
between men and women, both for salaried and self-employed workers. For instance, in
Guinea, Glick and Sahn (1997) find that differences in characteristics account for 45% of the
male-female gap in earnings from self-employment and 25% of the differences in earnings
from public-sector employment while, in the private sector, women actually earn more than

men.

Armitage and Sabot (1991) also found that such gender inequality exists in the public sector
of Tanzania but observed no gender discrimination in Kenya's labour market. The latter result
is true both for the public and private sectors of the Kenyan economy. Similarly, Glewwe
(1990) found no wage discrimination against women in Ghana. On the contrary, females seem
better off than males in the public sector. More recently, Siphambe and Thokweng-Bakwena
(2001), using data from the 1995-1996 Labour Force Survey in Botswana, show that in the
public sector most of the wage gap is due to differences in characteristics between men and
women and not to discrimination on the basis of rewards to those characteristics. On the other
hand, in the private sector, most of the wage gap is due to discrimination. Likewise, in
Uganda and Cote d'Ivoire, Appleton et al. (1999) find evidence that the public sector practises
less wage discrimination than the private sector. However, from their study on Cote d'Ivoire,
Ethiopia and Uganda, they finally conclude that there is no common cross-country pattern in

the relative magnitudes of the gender wage gaps in the public and private sectors.*

Generally speaking, results from these case studies in Africa suggest the importance of
sectoral choices, but also of workers' job status, for analysing differences of wage
determination between the sexes. Moreover, in many African countries, the predominance of
the informal activity as well as the decreasing role of the public sector in providing stable jobs
for qualified workers may give rise to significant selection effects at labour market entry.
Hence, labour market segmentation and professional segregation are probably the rule rather
than the exception (Cogneau, 1999). This professional segregation may reflect discriminatory
practices (sexist recruitment methods, stereotypes and prejudice against women, etc.) based
on what Bourdieu (1998) calls “male domination”, which prevents women from having access

to certain well-paid segments or professions.

3 See, notably, Glewwe (1990) for Ghana; Cohen and House (1993) for Sudan; Milne and Neitzert (1994) and
Agesa (1999) for Kenya; Glick and Sahn (1997) for Guinea; Armitage and Sabot (1991) for Kenya and
Tanzania; Appleton, Hoddinott and Krishnan (1999) for Uganda, Cote d'Ivoire and Ethiopia; Isemonger and
Roberts (1999) for South Africa; Siphambe and Thokweng-Bakwena (2001) for Botswana and Nordman (2004)
for Morocco and Tunisia.

4 In Uganda, the authors find that the wage gaps in the public and private sector are comparable. In Ethiopia,
there is a much wider gap in the private sector than in the public sector. In Cote d'Tvoire, the reverse is true.
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In Madagascar, the only study we are aware of is that of Nicita and Razzaz (2003). The
authors investigate the gender wage gap in relation to an analysis of the growing potential of a
particular economic sector, the textile industry. From their earnings differential
decomposition (Oaxaca, 1973), they show that both the endowments and the unexplained part
of the wage difference favour male workers, although the latter dominates the former.5
Second, education and potential experience (measured by age) are similarly important in
determining the wage differential. Third, level of education and being resident in urban
Antananarivo slightly reduce the unexplained part of the wage differential. However, no
general conclusion on Madagascar can be drawn from their analysis as it only concerns one
particular manufacturing sector. Another limitation of their study is that, as a result of lack of
information, they proxy total experience by age and include very few and imprecise
regressors in their wage equations by sexes. As pointed out earlier, this may have serious
consequences on the extent to which gender wage discrimination is appreciated (upward
biased) because the unexplained gender wage gap can be attributed in this case to the
specification error in the original wage regression (i.e. unaccounted characteristics remain

correlated with the unexplained component of the gender wage differential).

Enhancing the gender gap literature on developing countries, especially on the poorest ones, is
crucial for several reasons. First, as mentioned earlier, there are manifest shortcomings of
studies on African countries, particularly due to the shortage of available information
(Bennell, 1996). Second, gender inequality is likely to be greater while markets do not
function efficiently and the States lack the resources for introducing corrective policies. Third,
understanding the roots of inequalities between the sexes and reducing gender gaps have a
central place in term of policies in these countries. For example, under the Poverty Reduction
Strategy Paper (PRSP) initiative that concerns over sixty of the world's poorest countries,
policies designed to counter gender discrimination are among the most often recommended
solutions to combat poverty (Cling, Razafindrakoto and Roubaud, 2003): Goal 3 of the
Millennium Development Goals (MDG) is aimed at reducing gender inequalities. Fourth, the
above-mentioned problems of labour market attachment for females are even greater than in
developed countries. For instance, in the Madagascan case that interests us here, the continual
deterioration of the labour market as well as the partial freeze on public sector recruitment

from the mid-1980s may have accentuated the circumstances (i.e. labour market entry and

5 In 1999, the gross unadjusted wage differential is about 51% in favour of males. The results of the
decomposition attribute about 14% to differences in endowments. The unexplained part accounts for about 59%
of the wage differential, while the remaining 27% is due to selectivity.
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exit) that would give rise to measurement errors in labour force attachment, especially for

women, for whom the decrease in jobs in the public sector was particularly significant.

In this article, we will cast new light on these issues by using a series of first hand surveys
carried out in 1998 in the capital of Madagascar, Antananarivo, under the supervision of one
of the authors. The approach consists in matching a labour force survey and a biographical
survey in a view to obtaining detailed information on complete professional and family
trajectories for a representative sample of the urban population. In particular, we are able to
combine the income from current employment, taken from the first survey, with the
individuals' actual experience (length and type of jobs occupied, periods of inactivity,
unemployment, work interruptions, etc.) over their entire life span, taken from the second. As
far as we know, this is the first such attempt at a detailed study of this sort in Africa, which
was inaccessible until now due to the lack of appropriate data. The uniqueness of our data
enables us to control the effects of selection on labour market entries, and to differentiate
between men and women in this respect. We thus propose different decompositions of the
gender earnings gap that take into account: (1) the effects of selection relating to labour force
and sectoral choices (public, formal private and informal/self-employed sectors) and (2)

alternatives to the standard methods for measuring workers' labour force attachment.

Our results lead to an upward reappraisal of returns to experience, as potential experience
always exceeds actual experience, for both males and females. In addition, controlling for
further qualitative aspects of labour force attachment, we obtain a significant increase in the
portion of the gender gap explained by observable characteristics, while the differences in
average actual experience across sexes lead to markedly different estimates of the fraction of

the gender earnings gap explained by experience.

The rest of the paper is divided as follows. Section 2 briefly presents the two datasets, the
background of the Madagascan labour market and some descriptive statistics. Section 3
discusses the main econometric methods for assessing the gender gap: earning functions and
gender wage decompositions. In section 4 we comment on the econometric results. Finally, in

section 5, we draw together the main findings and conclude.



2. Data, Madagascan context and descriptive statistics

2.1 The data: matching labour force and biographical surveys

The data used here has been obtained by matching two original surveys conducted in
Madagascar in 1998 by the National Institute of Statistics (INSTAT) as part of the MADIO
project (MADIO, 1998, 1999; Roubaud, 2000):

e the first, a labour force survey, was designed to collect detailed information on
employment, unemployment, income and working conditions in the Madagascan
capital, Antananarivo;

e the second, a biographical survey, followed the trajectories of a representative sample
of Tananarivians in three different fields: migratory and residential trajectory, family

and marital trajectory and schooling and professional trajectory.

The joint use of these two surveys offers three key advantages for our study. First, this type of
survey, whether on labour force or on individual trajectories, is extremely rare in the African
context. Second, the data is of a far higher standard than that usually collected in household
surveys in Africa (Rakotomanana et al., 2003). Finally, the fact that the sample used in the
biographical survey was a sub-sample of the labour force survey means that the two surveys
can be matched on an individual level, thereby enabling us to combine the original
information gathered for each of them, particularly the earnings from current employment in
the labour force survey and the entire social and professional trajectories in the biographical

survey (individual's household characteristics, employment, unemployment, inactivity spells).

The labour force survey corresponds to the first phase of the /-2-3 Survey, on employment,
the informal sector and consumption, carried out in Madagascar by the National Institute of
Statistics (INSTAT) since 1995, as in a number of others developing countries, in Africa and
in Latin America (Razafindrakoto and Roubaud, 2003; Cling et al., 2005). The sample, drawn
from a stratified two-stage area-based survey plan, is representative of all ordinary households
in Antananarivo. In 1998, of the 3,002 households questioned, we counted 10,081 people of
working age, of whom 5,822 individuals were active wage earners, 361 unemployed and
3,998 inactive. The definitions used (activity, unemployment, etc.) follow the international
standards recommended by the ILO in this respect (Hussmann, Mehran and Verma, 1990).
For all those in work, we have a comprehensive set of data on the job characteristics. Special
attention is given to capturing income derived from work. In the 1998 survey, out of a total of

5,298 active wage-earners, 3,445 declared their actual income and 1,853 declared their
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income bracket (expressed in multiples of the current minimum wage); only 13 individuals
refused to provide information on their income, which is in itself an indicator of the quality of
the survey. The survey also provides an estimate of the total benefits relating to the job
(sundry bonuses, paid holidays, housing, benefits in kind, etc.), whether monetary or non-
monetary, which are added to the direct income.® We should also point out that, since all the
members of the household are interviewed for the survey, we measure the total household
income and can also identify each individual's contribution. This variable is particularly
interesting when it comes to estimating the individual labour supply, notably depending on

the income of other members of the household.

The biographical survey (Biomad98) follows on from the one carried out in France in 1981 by
the French National Institute of Demographic Studies (Courgeau and Lelievre, 1992) and in a
certain number of African capitals from the end of the 1980s (Dakar, Bamako, Yaoundé,
Lomé, Nairobi; see GRAB, 1999; Antoine et al., 2004). These surveys are retrospective, and
are aimed at describing different aspects of urban integration processes: access to
employment, access to housing, family formation and demographic dynamics. This type of
approach helps analyse interactions between family situations and residential and professional
trajectories. By introducing a time factor, the biographical surveys can be used as a
complement to setting up panel data. Although the retrospective nature of the surveys can
impair the quality of the information collected due to memory problems on the part of the
respondents, they do have two key advantages: they are not subject to the problem of attrition,
which is especially difficult to manage with panels, and they piece together the respondents’

entire trajectories.

The Biomad98 survey addressed three generations of individuals: those born between 1943
and 1952 (aged 45-54 at the time of the survey), between 1953 and 1962 (35-44) and those
born between 1963 and 1972 (25-34). 2,403 biographical questionnaires were collected
among the individuals identified in the labour force survey, using a “grafting” technique to
combine the surveys. In order to obtain a representative sample of the three generations in
question, and to enable separate analysis for men and women, the main object of the study, we
decided to survey around 400 people for each of the six cohorts concerned. We therefore used

a survey plan stratified by generation and by gender.

6 As is the case in all surveys of this kind, measurement errors are greater for non-salaried workers, particularly
in the informal sector. However, phase 2 of the /-2-3 Survey (not used in this article), which pieces together all
the production accounts and income accounts for informal production units, helped confirm that the income
declared in the employment survey was in fact coherent.
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The matched data allows us to construct several measures of actual (rather than potential)
work experience: experience off the incumbent firm or main employment, years of tenure
with the current employment, in the main occupation and in the main profession.” Potential
experience is simply age minus years of education minus six. Actual experience is measured
as months worked at the time of the Biomad98 interview and is converted into years of
experience. Other labour force attachment measures include: the time spent out of the labour
force (inactivity), unemployment periods, as well as the number of work interruptions over
individuals’ lives, from the end of school until the date of the interview (or from the age of six
if they have zero years of school attendance). This last variable is incremented by one from
zero each time a spell of declared work has been interrupted by either a period of education,
inactivity or unemployment. Non-working time (unemployment plus spells out of the labour
force) is similarly accumulated from the age of six onwards and is calculated in years. In the
rest of the paper, all these measures shall be referred to as ‘labour force attachment variables’

(LFAVs).

In the data, the labour supply or paid work participation has been defined as individuals
having worked at least one hour during the reference week and reporting positive earnings at
the time of the interview. For those individuals who have declared positive earnings (1,928
out of 2,403 individuals), we have identified three institutional sectors of paid work
participation: public wage employment, formal private wage employment and self-
employment or informal sector, defined as those working in production units that are not

registered or do not publish accounts.

Finally, matching these two sources of information allowed us to build a unique dataset
containing biographical-type information on the individuals’ socio-economic characteristics
together with a series of variables on their activity, labour incomes and job characteristics.
The biographical data, spanning individuals' entire professional careers, provides relevant

information that can be used to improve standard measures of human capital.

7 For instance, we can distinguish the length of different types of work experience: the time elapsed with the
same employer (tenure strictly speaking), the time spent in the same occupation (taking into account the fact that
workers may have two different and successive occupations with the same employer), as well as the years of
experience in what individuals consider as their main “profession” (e.g. a carpenter who has practised his or her
main duties in different workshops or firms).
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2.2 Madagascan background and descriptive analysis

Over the past fifteen years or so, Madagascar, one of the poorest countries in the world, has
embarked on a process of economic liberalisation, similarly to many African countries
undergoing structural adjustment. Over the long term, Madagascar is distinguished by a
constant decline in household living standards, which in 1996 reached the lowest point since
independence. From the mid-1990s, the reform process began to bear fruit. In 1997, growth in
GDP per capita was slightly positive (1%), for the first time in many years. This historic shift
then accelerated, with growth reaching 4% in 2001. The contested Presidential elections in
December 2001, followed by the open political crisis that continued throughout the first six
months of 2002, jeopardized economic improvements, and living standards once again fell

sharply (Roubaud, 2002). Since then, the country has been trying as best it can to recover.

In 1998, the period referred to in this article, there had already been a very significant
recovery in urban areas, especially in the capital. In three years, from 1995 to 1998, the
average real labour income grew by 35% and the median income by 51%. The side-effects of
growth had a very positive impact on the labour market: increase in schooling, decrease in
child labour, slight decrease in unemployment, which is structurally low, but above all an end
to the informal sector's domination of the labour market and a massive drop in
underemployment and poverty. The incidence of extreme poverty (with the poverty line at
USS$ 1 in PPP) fell from 39% to 28%. In terms of gender, women's activity rate fell,
corresponding to the withdrawal from the labour market of large numbers of women who had
been forced to work to provide additional income for their households during a severe crisis.
At the same time, the income differential between men and women was reduced

(Razafindrakoto and Roubaud, 1999).

Despite improvements in the situation, the three years of recovery were not enough to erase
several decades of continual deterioration in the labour market. In the long-term perspective
that interests us here, the main characteristic of labour market evolution was the partial freeze
on public sector recruitment from the mid-1980s, which went hand in hand with a fall in the
numbers of wage-earners and an underlying rise in job precariousness. The decrease in jobs in
the public sector was particularly significant for women (Antoine et al., 2000). In our data, the
patterns of participation and sectoral distributions differ sharply across gender. The
participation rate is much lower for women (95% against 78%), while unemployment is not
significantly different by sex (3%). Among occupied workers (92% and 75% of males and

females respectively), women are concentrated in low quality jobs in the informal sector,
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which represents 44% and 55% of occupied males and females respectively. Consequently,
their presence in the public sector is 8 points lower than for men (25% against 17%). Men and
women bring also different work experience to the labour market.® The Mincer proxy for
potential work experience shows little difference in the work experience of men and women
(22.6 and 24.0 years), as the average age is the same, while the average years of education
(successfully completed or not) are about one year lower for women. A different story
emerges when actual experience is applied. The average actual work experience is 20.5 years

for men compared with 17.1 years for women.

Differences in earnings and human capital across gender and generation

Variables Males Females Difference
Mean Mean
Hourly earnings* 2.20 1.52 0.68

Generation 1963-1972

Hourly earnings 1.42 0.94 0.47
Years of schooling successfully completed 9.60 9.04 0.57
Years of potential experience 10.75 11.71 -0.96
Years of actual experience 9.22 7.53 1.69
Generation 1953-1962

Hourly earnings 2.32 1.55 0.77
Years of schooling successfully completed 9.28 7.75 1.53
Years of potential experience 20.98 23.30 -2.32
Years of actual experience 18.87 14.94 3.93
Generation 1943-1952

Hourly earnings 2.59 1.63 0.95
Years of schooling successfully completed 8.38 7.12 1.26
Years of potential experience 31.76 33.39 -1.63
Years of actual experience 29.13 21.64 7.49

Sources: Enquéte 1-2-3, Phase 1, 1998, Biomad98, MADIO; authors’ calculations.
* : in Madagascan Francs (Fmg).

Disaggregating by cohort gives a more precise view of the biases caused by only taking into
account potential experience (Table abeove). The bias is highest for women in the eldest
generation. While the difference between potential and actual experience is 4.2 years for the
youngest generation of women, it increases to 11.8 for the eldest. For men, the gap is more or
less constant across the cohorts (around 2 years). This result is explained by the accelerated
demographic transition process in the Madagascan capital. The number of descendants has
fallen significantly in the past three decades. For example, at the age of 30, women belonging
to the 1943-1952 generation had 3.4 children; at the same age, the intermediate generation

only had 2.7, whereas the youngest generation has 1.8. This fall in fertility rates comes from

8 Descriptive statistics for paid-work participants are shown in Appendix, Table 1.
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later first births (at 25, three-quarters of women in the eldest generation had had at least one
child, against barely half in the youngest generation), and also from higher intergenesic
intervals, for which the median period increased from 37 months to 67 months from the eldest

to the youngest generation (Antoine et al., 2000).

3. Econometric methods

3.1 Earnings determination

Earnings functions and correction for selectivity

Traditional gender wage decompositions rely on estimations of Mincer-type earnings

functions for men and women. Let the earning function take the form:

Inw, = fx, +¢, (1)

where Inw;, is the natural logarithm of the observed hourly earnings for individual i, x, is a

vector of observed characteristics, S is a vector of coefficients and &, is a disturbance term

with an expected value of zero.

We estimate the log earning functions for the pooled sample and, then, separately for males
and females and for the different sectors. There is no universally accepted set of conditioning
variables that should be included for describing the causes of gender labour market
differentials. However, the consensus is that controls for productivity-related factors such as
education, experience and tenure, marital status, presence of children, and location of
residence® should be included. However, it is debatable whether job characteristics,
occupation and industry should be taken into account: if employers differentiate between men
and women through their tendency to hire into certain occupations, then occupational
assignment is an outcome of employer practices rather than an outcome of individual choice
or productivity differences.!® We also incorporate in the earnings functions a dummy for
formal training received during the current employment and paid by the employer. More
educated workers generally receive more job training (Barron, Berger and Black, 1999),

which is indeed the case in our sample. Besides, introducing this variable may help to

9 In our data, this information is not relevant as all individuals live in Antananarivo and its close outskirts.

10 Conversely, one can argue that analyses that omit occupation and industry may underestimate the importance
of background and choice-based characteristics on labour market outcomes (Altonji and Blank, 1999).
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attenuate the effects of unobserved skills of the workers, since more able employees may

receive more on-the-job training.

Thanks to the longitudinal information available in the biographical survey, years of labour
market experience, that are commonly proxied by potential measures, are refined by using
actual measures of experience as well as other labour force attachment variables (LFAVs, see
section 2.1) to take into account possible differentiated human capital depreciation (or
appreciation) effects (Mincer and Ofek, 1982). Other regressors include dummies on marital,
religious and ethnic status, a dummy for the presence of a union in the current job, two
dummies for the type of work contract (the reference is no contract), and the number of hours
worked per week. Following standard procedure (see Altonji and Blank, 1999), sectoral and
occupational dummies are included as independent variables but separately in the earnings

decompositions, so as to propose alternative measures of the gender earnings gaps.

Concerns arise over possible sample selection biases in the estimations. Strictly speaking,
there are two sources of selectivity bias involved. One arises from the fact that wage-earners
are only observed when they work, and not everyone is working. The second comes from the
selective decision to engage in public wage employment rather than private wage employment
or the informal sector. We use Heckman’s two-step procedure to address the first issue. In the
first stage, probit estimates of the probability of participation are separately performed for
males and females. We then include the appropriate estimated correction term (Inverse Mill’s
Ratios, IMR) into the second-stage earnings equations, for males and females respectively.
The inclusion of the correction term ensures that the OLS gives consistent estimates of the

augmented earnings functions.

One way to account for the second issue is to determine whether the returns to characteristics
of a wage-earner differ from one institutional sector to another. However, given the over-
representation of men in the state sector, the decision to work in a particular sector may not be
determined exogenously. Apart from the observed characteristics of women discussed earlier
(such as education and experience), it may correlate with unobserved characteristics. We use
Lee's two-stage approach to take into account the possible effect of endogenous selection in
different sectors on earnings (Lee, 1983). In the first stage, multinomial logit models of

individual i's participation in sector j are used to compute the correction terms A, from the

predicted probabilities P;;. The appropriate correction term is then included in the respective
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earnings equation as an additional regressor in the second stage.!! Lee’s method has been
recently criticised in the literature because it relies upon a strong assumption regarding the
joint distribution of the error terms of the equations of interest (see Bourguignon et al., 2004).
However, the existing alternative methods we tried, such as Dubin and McFadden’s, did not
appear more efficient given the limited size of our sectoral sub-samples. As showed

Bourguignon et al. (2004), Lee’s method is indeed adapted to limited sample sizes.

A multinomial logit model with four categories is specified. It includes non-participation in
paid employment (as the base category), public wage employment, formal private wage
employment and self-employment or informal sector. In both Heckman’s and Lee’s
procedures, identification is achieved by including various household variables (mainly drawn
from the biographical survey), such as dummies for the status of the individual in the
household (household head, head’s spouse, head’s children, head’s parent), the number of
children by age categories (aged 0-4, 5-9 and 10-14), the household’s income per capita
(without the individual’s contribution), the inverse of the dependency ratio (number of
working individuals divided by the total number of individuals in the household), a material
wealth proxy!2, father and spouse’s education, spouse’s religion and ethnicity, dummies for
the status of the individual vis-a-vis his/her housing and whether housing receives electricity.
From the biographical data, it is also possible to test whether past events, and particularly
their order of occurrence, can influence individuals’ situations with respect to the labour
market at the time of the interview. For instance, we identified whether individuals were
already married before getting their first job and added a dummy in the participation
equations. This variable has arguably no theoretical reason to influence earnings
determination but may influence employment participation, especially that of women who
must balance domestic responsibilities with the need to augment family income.!3 Therefore,
it appears as a very good identifying variable for the selection equation since it is uncorrelated
to the error term of the earnings equation. This is one way of overcoming the limitation of
Heckman’s two-step procedure, i.e. to find additional variables that arguably do affect work

force participation in the first step but have no direct impact on earnings in the second.!4

I The presence of the additional constructed selectivity correction terms renders the standard errors incorrect.
White's standard errors are used to provide asymptotically consistent values.

12 The sum of the number of house, car, fridge, television, hi-fi, phone, radio and stove.

13 Theoretically, getting married before having a first job may raise women's opportunity costs to labour market
participation and, therefore, their reservation wage. If it is the case, the expected impact of this variable on the
probability of being employed at the time of the survey should be negative (with time, their incentives to
participate may be less and less important as well as their employability). However, the presence of children
soon after a marriage may exert a contradictory effect since children require care and supervision, but they also
increase the needs for market goods, so for labour income (see Glick and Sahn, 1997).

14 The data confirms this assumption.
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3.2 Gender wage decomposition techniques

Oaxaca and Neumark's traditional decompositions

The most common approach to identifying sources of gender wage gaps is the Oaxaca-Blinder
decomposition (e.g., Oaxaca, 1973; Blinder, 1973). Two separate standard Mincerian log

wage equations are estimated for males and females. The Oaxaca decomposition is:

Inw, ~Inw, =B, (%, —%,)+(B, - B, )X, )

where w, and w, are the means of males and females' wages, respectively; x, and x, are

vectors containing the respective means of the independent variables for males and females;

and B, and [, are the estimated coefficients. The first term on the right hand side captures

the wage differential due to different characteristics of males and females. The second term is

the wage gap attributable to different returns to those characteristics or coefficients.

In equation (2), the male wage structure is taken as the non-discriminatory benchmark. It can
be argued that, under discrimination, males are paid competitive wages but females are
underpaid. If this is the case, the male coefficients should be taken as the non-discriminatory
wage structure. Conversely, if employers pay females competitive wages but pay males more
(nepotism), then the female coefficients should be used as the non-discriminatory wage
structure. Therefore, the issue is how to determine the wage structure B that would prevail in
the absence of discrimination. This choice poses the well-known index number problem given
that we could use either the male or the female wage structure as the non-discriminatory
benchmark. While a priori there is no preferable alternative, the decomposition can be quite

sensitive to the selection made. If we let:
B =Qp, +U-Q)p,

where Q is a weighting matrix and I is the identity matrix, then any assumption regarding 3
can be seen as an assumption regarding . The literature has proposed different weighting
schemes to deal with the underlying index problem: first, Oaxaca (1973) proposes either the
current male wage structure as ,B*, i.e. Q=I, or the current female wage structure, Q=0,
suggesting that the result would bracket the “true” non-discriminatory wage structure.

Reimers (1983) implements a methodology that is equivalent to Q=0.5 I. In other words,
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identical weights are assigned to both men and women. Cotton (1988) argues that the non-
discriminatory structure should approach the structure that holds for the larger group. In the
context of sex discrimination, such weighting structure implies an Q = I,/ where I, is the

fraction of males in the sample.

Neumark (1988) proposes a general decomposition of the gender wage differential:

Inw, —Inw, = 8", -%)+[(B, - BT, +(B - B),] 3)

This decomposition can be reduced to Oaxaca’s two special cases if it is assumed that there is

no discrimination in the male wage structure, i.e. B = f3, , or if it is assumed that 8" = 8 e

Neumark shows that B° can be estimated using the weighted average of the wage structures

of males and females and advocates using the pooled sample to estimate /3. The first term is

the gender wage gap attributable to differences in characteristics. The second and the third
terms capture the difference between the actual and pooled returns for men and women,

respectively.

While Neumark's decomposition is attractive, it is not immune from common criticisms of
decomposition methods in general, namely, the omission or inadequate measures of variables
that affect productivity. Also, without evidence that employers care only about the proportion
of each type of labour employed, it is not clear that the pooled coefficient is a good estimator
of the non-discriminatory wage structure (Appleton et al., 1999). In addition, like other
conventional decomposition methods, Neumark's decomposition fails to account for

differences in sectoral structures between gender groups.

Appleton et al. (1999)’s sectoral decomposition

This decomposition technique takes into account sectoral structures between genders.
Appleton et al. (1999) adopt a similar approach to that of Neumark and decompose the gender
wage gap into three components. Since this technique is based on Neumark’s decomposition,
it does not suffer from the index number problem encountered by previous authors who

attempted to account for differences in occupational choices (Brown et al., 1980).

Let W, and Wf be the means of the natural logs of male and female earnings and p,; and

P, be the sample proportions of men and women in sector j respectively. Similarly to
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Neumark (1988), Appleton et al. (1999) assume a sectoral structure that would prevail in the

absence of gender differences in the impact of characteristics on sectoral choice (ﬁjﬁ, the

proportion of employees in sector j under this common structure). They then decompose the

difference in proportions employed in three sectors such as:

3 3 3
W,-W,=> bW, -W)+D W, (P, —P)+>W.(P,—P,) 4)
j=1

Jj=1 Jj=1

A multinominal logit model is used to specify the selection process of an individual into the
different sectors. If g; is a vector of i’s relevant characteristics, the probability of a worker i

being in sector j is given by:

3
Py =exp(7;4,)/ Y exp(y;q;,) with i =m, f
j=1
If the distribution of men and women across sectors is determined by the same set of

coefficients 7/; , then the probability of a worker with characteristics g; being in sector j is:

3
Py =exp(7,4,)/ ) exp(¥,4,)
j=1
Hence, by estimating pooled and separate multinominal logit models for men and women, it is

possible to derive the average probability for male and female workers in the different sectors.

These mean probabilities are denoted by ﬁ; . The relationship between y* and y, are similar

to that of 8 and S ; in Neumark’s decomposition. Embedding the self-selection process in

(4), the full decomposition can be written in the following way:

3 3
W, =W, =2 p,&,~%)pB +ZP; Xy By =B+, %5(B, = By)
J=1 J=1
szi(ﬁmi - p;) +2Wﬁ(17j ~ P+ 2 Wy (B = Bu) + 2 W (B =P
= =1 =

The first three terms are similar to Neumark decompositions of within-sector wage gaps. The
fourth and fifth terms measure the difference in earnings due to differences in distribution of
male and female workers in different sectors. The last two terms account for differences in
earnings resulting from the deviations between predicted and actual sectoral compositions of

men and women not accounted for by differences in characteristics.
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4. Econometric results

4.1 Potential versus actual experience: refining labour market attachment measures

in earnings functions

Tables 2 and 3 in Appendix present the OLS regression estimates of the determinants of log
hourly earnings for males and females. A test of equality for the coefficients of male and
female earnings functions shows that we have to reject the null hypothesis (at the 1% level)
that one single equation can explain both earnings.!5 In column 1, for comparative purposes,
we use the individual age as a proxy for the total experience since many studies base their
estimates on this variable, for lack of more relevant information. From columns (2) to (10),
we then progressively improve this rough measure by replacing the potential measures of
experience (columns 1, 2, 4 and 7) by actual ones (columns 3, 5, 6, 8, 9 and 10). Overall, the
earnings functions explain, respectively for males and females, about 31% and 52% of the
earnings differentials. Note that quadratic and more flexible polynomial specifications for

experience and education have been tried but cannot be accurately estimated with this data.6

Regressions introducing actual experience instead of potential experience shed light on
gender-differentiated effects. From models (2) and (3), when total actual experience is
accounted for, the return to experience diminishes for women while it increases for men, and
becomes more significant. This is at odds with former expectations. In columns (4) and (5),
the same specifications are corrected for potential selectivity bias, employing the method
described in section 3.1.17 In both models, the coefficient on the correction term (IMR) is
negative and insignificant at the usual confidence interval (10% level). In other words, the
mechanism of allocation in the two groups (paid work participants versus non-participants)
does not affect earnings significantly. Finally, the estimated marginal returns to experience
are quite small and remain significantly higher for females than for males whatever the
estimated model (in column 5, 1.5% against 0.8%). The latter result is a common one,
especially in developing countries, given that women generally have less experience than men

and are therefore better rewarded for this.

15 First, we ran regressions on the pooled sample (not presented, available upon request) and then performed the
Chow test of equality for the male and female coefficients.

16 We therefore decided to include a quadratic term only when it was sufficiently significant (at the 20% level or
better) or for comparative purposes in order to preserve on degrees of freedom and the significance of the other
estimated coefficients of experience.
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Columns (6) expand the regressors of column (5) to include two labour force attachment
variables (LFAVs) reflecting non-working time (total years of unemployment and inactivity).
Adding non-working time allows for the possibility that human capital appreciates and
depreciates at different rates. Interestingly, neither men nor women seem to be penalised for
the time spent as unemployed. However, inactivity is statistically significant in the female
regression, but insignificant in the male one. Moreover, quite curiously, females show a
positive premium for their periods of inactivity. This is at odds with former intuition but may
be explained by socio-economic stylised facts of the Madagascan labour market and/or data
deficiencies. Given the confidence we place in the quality of our data, our tentative
explanation is that women’s inactivity spells are not penalised by employers because the latter
may give more value to women’s home activity than to unemployment periods strictly
speaking. In fact, unemployment is less likely to be related to parenting than inactivity and
may voice a negative signal in employers’ eyes. In contrast, during women’s complete
withdrawals from the labour market, there might be a human capital accumulation effect as a
result of, for instance, childcare that provides them with parenting skills and more
responsibilities in the household. As a result, women returning to work after an absence from
the labour market may not necessarily suffer skill losses, nor missed promotion opportunities,
compared to their male counterparts who are more likely to work in highly skilled fields
where both career advancement and skill depreciation are relatively fast. On the contrary,
women may benefit from enhanced credibility. In fact, women’s unobserved individual

heterogeneities may be positively correlated to their inactivity but also to their earnings.

Introducing inactivity and unemployment periods in earnings functions raises the estimated
return to actual experience by 15% for females (from 1.50% to 1.72%) but slightly diminishes
that of males (columns 6). We now find that the female return to actual experience is higher
than that of potential experience (1.72% versus 1.51%), as previously expected, as was
already the case for males. Therefore, given the high amount of time spent out of the labour
force for women (on average, 10 years versus 5 years for men), being able to differentiate in
earnings functions between the various episodes spent in and out of the labour market seems
to be an important step towards refining the returns to human capital variables across the
sexes. This may also affect the portion of the gender earnings gap component that is not

explained by gender differences in observed characteristics.

17 The first-stage probit estimates of males and females' employment participation appear in a separate
Appendix, not for publication.

19



We are also interested in the coefficient on the schooling variable. This coefficient, commonly
interpreted as the private return to education, seems to be underestimated for females when
actual experience is used without controls for limited LFAVs, but remains relatively constant
for males (columns 5 and 6). With regard to measurement error, there is in general no reason
to suppose that the differential effect of work experience affects estimates of male and female
schooling differently. Nonetheless, in the case of work experience, as we showed in sections 1
and 2, the female measure is likely to be subject to relatively large conceptual measurement
error. Accordingly, the female experience coefficient may be subject to a relatively large
downwards bias. If there is a negative correlation between schooling and work experience (as
it is the case in our data), a relatively large downwards bias in the female experience
coefficient (as evidenced by our estimates when selectivity and LFAVs are not accounted for,
column 3) could in turn give rise to a relatively large downwards bias in the female schooling
coefficient (Dougherty, 2003).!8 Columns 2 to 6 of Table 3 highlight that the marginal return
to experience was somewhat underestimated for females. Moreover, the estimated coefficients
on education are affected by the inclusion of LFAVs, especially for women. Indeed, the return
to education increases from 11.10% to 11.96% per year for women, and falls slightly from
8.84% to 8.54% for men. As a consequence, by introducing both actual experience and
LFAVs we are able to estimate the “true” return to schooling that may frequently be biased
when proxy measures of experience are used in Mincer-type earnings regressions. In
particular, the female coefficient on education is likely to be biased downwards when only
actual experience is included without controls for other LFAVs. We will use these regressors

in the rest of the paper as they have a real impact on the precision of our estimates.

From columns (7) to (10), our purpose is to continue refining the measure of experience by
decomposing it into different quantitative and qualitative work spells using individuals’
employment records. Columns (7) and (8) take into account the years of tenure with the
current employment and its squared value in two types of specification, that is, with potential
experience (columns 7) and with actual experience and the two LFAVs (columns 8). In fact,

as tenure is an important productivity component and females often have less tenure,

18 In the model Y = B, + B X, + B,X, +u , where X, is subject to measurement error with expected value 0 and
variance O')Z(l , it can be shown that the limiting value of the OLS estimator of £, is:

ﬁl O-)z(l O-XlX

— where o} and o are the population variances of X, and X, and o, , is their

plim, = B, +
0-)2(,0-)2(1 - (O-xlxz )

population covariance. Given that schooling and work experience tend to be two of the most important variables
in wage equations, this relationship may be a guide to the behaviour of the schooling coefficient, despite the
multiplicity of additional variables. If o , is negative, the bias will be downwards. Note that if work experience
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neglecting it in a wage regression could lead to a serious over-estimation of the discrimination
component, as evidenced by Weichselbaumer and Winter-Ebmer (2005). Our estimates show
that tenure and its square are not statistically significant in either model for men, while they
are highly significant for women in both specifications. In the case of men, standard human
capital theory would interpret model (8) by arguing that general human capital significantly
increases wages (the return to total actual experience is statistically significant and positive)
unlike specific human capital (the return to tenure is insignificant). However, note that since
tenure and total actual experience are positively correlated (0.45), the latter captures a fair

amount of the effect of the former when both variables are introduced as regressors.

Columns (9) propose a further alternative measure of experience replacing the commonly
used tenure with the current employer. Firstly, we took into account the fact that workers may
have had two different and successive occupations with the same employer. For instance,
individuals who have worked for the same employer for their entire life may have started as
blue-collar workers and, after some time, become white-collar workers. In this context, it
might be a strong hypothesis to assume a unique marginal return to tenure for both
occupations, even if they took place in the same firm!? : there is indeed empirical evidence
that the returns to tenure may not be entirely sector or firm-specific but also linked to the
human capital diffusion process which is, in turn, closely related to workers’ occupational
features and choices (Destré and Nordman, 2002; Nordman and Hayward, 2004). To address
this issue, we tested a variable taking into account the length of the last occupation taken up
with the last employer instead of the overall years of tenure with the same employer. The
rewards for an additional year of experience in the same occupation amount to 1.19% for
males and 3.4% for females at the sample mean, while they are respectively 0.07% and 2.06%
for the overall tenure.2’ Hence, it appears that the returns to experience within the last
occupation are much higher than those of the overall tenure. The latter may therefore reflect a

“sticky floor” effect.2!

is subject to greater measurement error for females than for males, the differential in the male-female schooling
coefficients will be underestimated.

19 Regarding the gender issue, males have on average more tenure than females (9.2 versus 8.1 years) but both
display the same average amount of time spent in the last occupation (about 7.5 years).

20 Estimates not presented due to lack of space.

21 At the bottom of the wage distribution in industrialised countries, some authors found that the gender pay gap
widens significantly and defined this phenomenon as a sticky floor (see Booth, Francesconi and Frank, 2003).
Our data may suggest the existence of this phenomenon in Madagascar. Indeed, lower returns to the total tenure
might reflect the fact that a long period of time is needed for the individuals at the bottom of the pay scale to be
promoted and to benefit from increased wages.
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Secondly, it is debatable whether experience accumulated in the current employment should
always be distinguished from that accumulated in previous jobs. Workers may have practiced
exactly the same profession, or carried out the same specific duties, in other contexts, firms or
workshops (see note 7). Therefore, it could be that with earnings, especially across gender, it
is just the time spent in accumulating the technical know-how that is part of each worker’s
profession that is important and not necessarily where that knowledge was gained.?? To test
this second assumption, we introduced a variable taking into account the time accumulated
while working in the same profession in columns (9), e.g. practicing the same duty,
irrespective of the workplace, firm or employer. Unlike the males’ return to tenure in model
(8), the marginal return to experience in the main profession is significant for males, though
very low when computing it with the quadratic term at the sample mean (0.6%). For females,
this return is lower than that of tenure in model (8) (respectively, 1.48% versus 2.06%).
Therefore, the gap between the returns to experience across gender is slightly reduced when
experience in the main profession is controlled for. This may indicate that men benefit from
their more assiduous participation in employment than women who may suffer more human
capital depreciation, or find it difficult to acquire skills related to the same given profession,

as a result of their less regular labour force attachment.

Finally, models (10) replace the total actual experience measure by a variable net of the time
spent in the current job (thereby, the actual experience off the current main employment) in
order to avoid accounting for the same spell of experience twice. The overall actual
experience is then segmented and well accounted for. We also introduced additional
qualitative LFAVs (‘augmented LFAVs’), such as the total number of work interruptions, its
squared value — to take into account its possible non-linear marginal effect —, and a dummy
indicating workers’ high proportion of ‘relevant’ experience, i.e. whether the proportion of
preceding actual experience accumulated in the same sector as the current one is equal to or
higher than 50%.2* We also added an interaction term between the number of work
interruptions and the schooling variable to allow for possible differentiated effects of labour

market withdrawals across educational levels.24

22 This echoes the question of how to differentiate between the various sources of human capital accumulation in
wage equations, which may be different from knowing whether it is general or specific. In fact, the nature of
human capital may not be exclusively linked to the fact of belonging to a given employer or firm (i.e. to who
pays the worker) but also to what he/she has actually learnt — and how — while performing the same specific task.
23 This is the ratio of the time spent off the current job working in the same institutional sector as the current one
(public, private formal or self-employed/informal) to the total actual experience. The dummy is equal to 1 for
29% of the sample (respectively, 24% and 36% of the sub-samples of males and females).
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Both experience variables (actual experience off the incumbent job and tenure) are then
statistically significant (except the squared value of tenure for males) which reinforces the
idea that the models are better specified when total actual experience is properly segmented as
compared to models 8. Note that the dummy for a high proportion of previous actual
experience in the same sector (relevant experience) is insignificant for both males and
females. This might be an important result since some studies emphasize the importance of
relevant experience in wage determination as it is often assumed to be a good measure of job-

related human capital (see Barron et al., 1999).

Other studies have suggested the potential negative impact of work interruptions on earnings
patterns (see section 1), without, however, suggesting compelling estimates mostly due to lack
of relevant data. Our estimates suggest that work interruptions have no clear impact on males’
earnings (except the quadratic term). Interestingly, these interruptions do affect females’
earnings significantly. For women, all the three estimated coefficients are significantly
different from zero at the 10% level: negative effect of the number of interruptions, positive
impact of its squared value and its interaction with education. Hence, the marginal negative
effect of a female’s work interruption on her earnings is reduced by: (1) the quantity of these
interruptions and (2) her level of education. In other words, highly educated women are less
penalised than their poorly educated counterparts. Also, the higher the number of

interruptions, the lower the marginal negative effect in absolute value.

Finally, it seems important to consider sectoral participation in order to understand the returns
to observed characteristics and, in particular, to human capital variables. The estimates of the
sectoral dummies’ coefficients are large and often statistically significant (the reference being
the public sector that always appears to be the most rewarding for women). This is in
accordance with the usual persistence of uncompensated earnings differentials across
individuals with identical productive characteristics (Goux and Maurin, 1999). The results
show that workers with comparable measured characteristics can have very different earnings
because they belong to different institutional sectors. So far, we have disregarded the possible
endogeneity of these sectoral participation choices in earnings determination for the sake of

simplicity. We now turn to our sectoral approach.

24 The thinking behind this is that the higher the education, the higher the penalty for work interruptions. To our
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4.2 Sectoral earnings functions

Estimates from earnings equations for men and women in public wage employment, private
wage employment and self-employment or informal sector (hereafter simply “informal”) are
presented in Tables 4 and 5. The earnings equations are corrected for potential selectivity
bias, employing the method described in section 3.1, and using the sectoral choice model
estimates to calculate the selectivity factors.2> For women, only the correction term in the
informal sector is positive and statistically significant. This means that unobserved
characteristics that increase the probability of working in this sector also have a negative
effect on earnings. However, male estimates show that there is sample selectivity for each
considered sector: the correction term is significant and negative in both the public and
private wage sectors while it is significant and positive in the informal sector. Hence, informal
sector participation is associated with unobserved characteristics that are positively correlated

to earnings differentials, both for men and women.

As expected, the models' explanatory power goes in descending order from public
employment, to private employment, then to informal employment, with R’ decreasing,
depending on the specifications considered, from [0.58, 0.73] to [0.38, 0.40] and [0.29, 0.31]
respectively for each of the three sectors. This hierarchy is consistent with the predictions of
the standard human capital model, as this is better suited to accounting for the heterogeneity
of earnings in the public sector where wages are based on a set scale that takes these criteria
(education, tenure) explicitly into account. On the other hand, in the informal sector, apart
from the probability of greater measurement errors, other factors not taken into account in our
equation, such as the amount of capital, are likely to have a significant impact on earnings.
Tests for the joint equality of coefficients (Chow test, likelihood ratios) show that both the
decomposition by institutional sector and the separate estimates of equations by gender are

justified.

It is in the formal private sector that experience has the most value. Depending on the models,
the coefficients of experience vary from 0.0101 to 0.0157 in the public sector and from
0.0229 to 0.0268 in the formal private sector. In the informal sector, on the contrary, actual or
potential experience has no significant impact on men’s earnings differentials while the

returns to women'’s actual experience amount to 1.3%.

knowledge, however, there is no clear theoretical argument to support this intuitive idea.
25 The maximum likelihood estimates of the multinomial logit sectoral choice models are presented in the
separate Appendix, not for publication.
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For men and women alike, taking into account the actual number of years worked always
leads to an increase in the return to experience, except in the informal sector for men where
returns to experience are insignificant. The effect is particularly important for women. For
example, in the public sector, one year of additional actual experience leads to an increase in

earnings of 1.57%, compared with 1.0% for potential experience.

Education is always a profitable investment and returns are much higher than for experience.
Once again, the informal sector is an exception to the rule for men, whose earnings do not
depend on their level of schooling. Although non-negligible and weakly significant, the return
to education for women is very much lower when actual experience is accounted for, at
around 6%, than that recorded for the other sectors. On average, women's education is given
more value than that of their male counterparts. This difference reaches 6 percentage points in
the informal sector, more than 2 points in the formal private sector and 2 points in the public
sector (even 3 points when actual experience and LFAVs are included instead of potential
experience). The latter result is all the more surprising that in this sector wages are supposed
to follow the same scale for everyone, irrespective of gender. The gap in returns to education
may, in part, reflect the impact of occupational segregation or of unobservable factors playing

in women's favour. We will take a closer look at this hypothesis in the next section.

Finally, spells of inactivity or unemployment do not seem to penalise workers, except the
years of unemployment for males in the public sector, which could indicate labour market
segmentation. Whereas, in line with our initial hypothesis, the coefficients are negative for
males, i.e. the length of unemployment or withdrawal from the labour market tends to
depreciate the human capital of occupied wage-earners, they are often insignificant. On the
contrary, and in line with our tentative explanation when commenting the global cross-sector
models, women seem to benefit from spells of inactivity in the formal private sector. Having a
long-term contract or having received on-the-job training are factors that improve men's
earnings, especially in the public sector. Finally, unions have a positive impact on wages, but
only in the public sector, the only sector where they have sufficient weight to have effective

bargaining power.

4.3 Earnings decompositions

Table 6 provides an overview of the gender earnings decompositions using the alternative
decomposition techniques described in section 3.2. We present the main rough results drawn
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from the decompositions (that is, the proportion of the explained versus unexplained gender
earnings gap, hereafter simply “gender gap”) using different non-selectivity corrected
earnings models. They include our different measures of experience alternatively, the limited
and augmented LFAVs together with two sets of /imited and augmented control variables (see

definitions at the bottom of Table 6).

The overall results confirm that a greater portion of the gender gap can be explained using
actual rather than potential experience. Depending on the decomposition techniques used, the
explained component ranges from about 11.4% to 22.5% in the conventional model (using
potential experience and the limited control variables) and from 24% to 38.7% using actual
experience instead of potential. This variation is quite considerable. Moreover, using the
different augmented models discussed in section 4.1 (adding non-working time — the limited
and augmented LFAVs — and using successively total actual experience, previous experience
off the current job, tenure in the current employment, and experience in the main profession)
progressively reduces the share of the unexplained component from 88% to 70.2% in
Oaxaca’s decomposition. These findings are novel for Madagascar, and more generally for
Africa, but similar to findings in developed countries.26 Hence, the share of the gap
attributable to differences in experience between men and women appears to be severely
underestimated when potential instead of actual experience variables are used. Looking again
at Oaxaca’s decomposition, differences in actual experience account for about 9.4% of the

gap, while potential work experience explains only 3.3%.

This may be explained as follows: first, as stated earlier, men and women differ little in the
mean characteristics of potential experience but they differ significantly in actual experience.
Second, although potential and actual experience are highly correlated (0.78), an additional
year of actual experience gives different returns than a year of potential experience. So, when
the actual measure is used, both the difference in means and the difference in returns produce

a greater explained component than when the potential variable is introduced.

Adding time spent out of the labour market (inactivity) and unemployment spells generally
increases the percentage of the earnings gap explained by labour market attachment
differences (actual experience, inactivity and unemployment). Overall, educational
differences continue to explain more of the gender gap than labour force attachment

differences (in Oaxaca’s decomposition, 22% versus 14%). Interestingly, once actual
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experience and LFAVs are controlled for, the fraction of the gender gap explained by
education remains quite stable. This is at odds with some findings in industrialised countries
where, in the absence of actual experience and non-working time spells, Antecol and Bedard
(2004) have shown that educational differences appear to absorb some of the systematic
differences in labour force attachment.?’ This would suggest that, in the absence of actual
experience measures, education is not able to absorb the variations in actual experience since

the latter are not necessarily correlated with educational attainment.

Overall, the addition of the various actual experience and non-working time measures
increases the proportion of the gender gap explained by observable characteristics to nearly
30% using Oaxaca’s decomposition and up to 45% with Neumark’s, while using only
potential experience allows us to explain no more than 11% and 22% respectively. Hence,
Neumark’s decomposition clearly always produces the highest share of the explained

component.

In the last panel of Table 6, we use the set of augmented control variables including job
characteristics such as the type of work contract, the presence of a union, 7 occupational
dummies and 9 industry dummies describing the type of activity in the sectors of
employment. Unsurprisingly, controlling for these job characteristics greatly reduces the
unexplained component of the gender gap. In this context, the unexplained gender gap falls to
61% with Oaxaca’s decomposition and to 29% with Neumark’s. We would argue that the
effect of controlling for job characteristics on the gender earnings gap reflects the

occupational segregation that may be present in Madagascar.

Although the selectivity corrections are not significant in the pooled earning equation models,
they are sometimes quantitatively large; they also modify the OLS estimates and, hence, may
affect the decompositions. Neuman and Oaxaca (2004) show that sample selection
complicates the interpretation of wage decompositions. They offer several alternative
decompositions, each based on different assumptions and objectives. We use one that consists
in considering selectivity as a separate component. This technique has the advantage of not
calling for any prior hypothesis regarding the links between individual characteristics and

selectivity. An additional term in the decomposition measures the contribution of selection

26 For example, Wright and Ermisch (1991), O'Neill and Polachek (1993), Myck and Paull (2004) for the United
Kingdom and the United States, and Meurs and Ponthieux (2000) for France.
27 These patterns are drawn from wage gaps across ethnic minorities and race.
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effects to the observed gender earnings gap: ém/im —éf/if where A and 6 denote

respectively the mean IMR and its estimated coefficient from each regression by sex.28

Table 7 presents the Oaxaca and Neumark’s decompositions controlling for selectivity effects
and using two types of earnings model with the limited control variables: potential experience
and segmented actual experience plus augmented LFAVs. By means of potential experience,
the share of the gap explained by individual characteristics goes from 10% in Oaxaca’s
decomposition to 19% in Neumark’s, while the unexplained portion of the gap amounts
respectively to 65% and 56%. In both decompositions, the selectivity component represents
25% of the gender gap. Hence, as compared to our results of Table 6, panel 6, it appears that
the selectivity correction has mostly reduced the share of the gap attributed to individual
characteristics (respectively, 29% and 45% in Table 6 versus 10% and 19%) instead of
diminishing that due to discrimination (respectively, 70% and 54% in Table 6 versus 65% and
56%). Replacing potential experience by actual experience and augmented LFAVs also
provides meaningful results: in both decompositions, the portion of the gap explained by
individual endowments significantly increases (respectively, to 28% and 33%) to the
detriment of the share explained by selectivity effects, which falls to 10%. The discrimination

component also diminishes to 62% in Oaxaca’s decomposition.

The Neumark decomposition can be used to determine whether the differences in returns
reflect higher return for men compared to a pooled (assumed non-discriminatory) structure or
lower returns to women. The deviation in female returns from the pooled earnings regression
is about ten times more important than the deviation in male returns. Therefore, it can be
concluded that discrimination against women is more relevant than nepotism towards men (in

Neumark’s terminology) in explaining the gender gap.

Of course, these decompositions may suffer from biases due to the sample pooling of
individuals working in the three institutional sectors. As we have shown in the previous
section, the returns to individual characteristics and especially to human capital variables
differ across sectors. Moreover, mean earnings differ greatly across sectors and sexes. This
explains why sectoral decompositions induce significant variations in the decompositions

across the three sectors.?® Firstly, in the public sector, mean earnings are higher for women

28 If the pooled wage structure is used (Neumark, 1988), the selectivity term can be expanded to
é(/im - /i/ )+ (ém - é)/im + (é - é‘/, )/i/, , Where 0 is the estimated IMR coefficient from the pooled sample.

29 These results are not reproduced to save space but are available upon request.
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than for men. In this sector, the gender gap is therefore in favour of females.30 In fact, women
employees have more favourable characteristics than their male counterparts. On the contrary,
the gender earnings gap is in favour of males in the private sector and, more importantly, in
the informal sectors. In these sectors, respectively 20% and 4% of the gender gap is explained
by differences in observed endowments (in favour of males) while workers’ characteristics

explain much more of the gender gap in the public sector (46%).

Secondly, the same picture as above emerges from Neumark's decomposition for the public
and private sectors: from the male and female deviations in returns, discrimination against
women is more pronounced than nepotism towards men, especially in the public sector. Given
the higher mean earnings for women in this sector, females offset this discrimination in
returns by their more favourable observed characteristics. In the informal sector, the deviation

in returns from the pooled wage structure is detrimental to men.

However, selectivity effects account for much of the gaps in the public and informal sectors
while discrimination is more acute in the private sector. In the informal sector, for instance,
selectivity explains almost 90% of the gender gap (Oaxaca’s decomposition) while the share

attributable to discrimination amounts to 7%.

The full decomposition developed by Appleton et al. (1999), taking into account the location
of men and women in the three sectors, is finally presented in Table 8. We control for

selectivity effects using earnings offered to men and women (instead of actual earnings)

A

which are net of the impact of the selectivity corrections, that is, (ij -0 1 ) and

mj mj
(Wﬁ - éﬁ /iﬁ ) for the j sectors (see Reimer, 1983; Appleton et al., 1999). The first three terms

address the differences in returns due to within-sector differences and are weighted sums of
the Neumark’s decomposition of the within-sector earnings gaps. In line with the traditional
decomposition results of Table 7, the deviations in returns (the discrimination component)
explain much of the within-sector differences. The same picture emerges from Appleton et
al.’s full decomposition on Cote d’Ivoire, which also show negative signs on the deviation
components, that is to say, favourable deviation of females’ returns as compared to the pooled

earnings structure.

30 Similarly, Glewwe (1990) found no wage discrimination against women in the public sector in Ghana.
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The last three terms of the full decomposition tell us the share of the gender gap which may
be attributed to gender differences in proportions of workers in each sector. The positive sum
of these three terms implies that the differences in sectoral locations are more favourable to
men than to women. The gender earnings gap would have been more than three times smaller
if men and women had been equally distributed across the three sectors. This might be
because fewer women than men are located in the higher paying public sector where the
gender earnings gap is in favour of women. Female paid work participants are found less in
the public sector than their male counterparts (respectively, 35% against 64%) while they are
almost equally distributed in the lower paying informal sector (49% versus 51%). Hence, the
weak representation of women in the higher paying public sector appears to contribute

towards keeping the gender pay gap greater than it otherwise would be.

5. Conclusion

Our study of Madagascar represents the first attempt to shed light on the determination of the
gender earnings gap while using detailed information from biographical and labour force
surveys. This unique matched data set enables us to reassess the returns to human capital
across gender, notably by introducing various measures of individuals’ labour force
attachment. We then propose different decompositions of the gender earnings gap that take
into account (1) the effects of selection relating to labour force and sectoral participations
(public, formal private and informal/self-employed sectors) and (2) alternatives to the

standard methods for measuring human capital, especially workers' professional experience.

Our results show that, although the experience coefficients from earnings regressions based
on potential and actual experience are almost similar when these variables are introduced
alone, adding more detailed labour force attachment variables (unemployment, inactivity
spells or the number of work interruptions) leads us to greatly reassess these estimates. Using
these regressors in earnings functions increases the return to actual experience for both males
and females. This return always exceeds that of potential experience. In addition, we found a
negative effect of the number of work interruptions on females’ earnings. This marginal
negative effect decreases with the quantity of interruptions. Also, with regard to labour force
withdrawals, highly educated women seem less penalised than their poorly educated

counterparts.
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The estimates segmented by sector also highlight that, for men and women alike, taking into
account the actual number of years worked always leads to an increase in the return to
experience. The effect is particularly important for women. For example, in the public sector,
one year of actual additional experience leads to an increase in earnings of 1.57%, compared
with 1.0% for potential experience. Spells of inactivity or unemployment do not seem to

penalise workers, except the years of unemployment for males in the public sector.

Our various earnings decompositions show that differences in average actual experience
across sexes lead to markedly different estimates of the fraction of the gender earnings gap
that is explained by experience. In non-selectivity corrected earnings decompositions, the
addition of the different actual experience and non-working time measures increases the
proportion of the gender gap explained by observable characteristics to nearly 30% using
Oaxaca’s decomposition and up to 45% with Neumark’s decomposition, while using only
potential experience allows us to explain no more than 11% and 22% respectively. We also
provide evidence that, in the absence of labour force attachment measures, education is not
able to absorb the variations in actual experience since the latter are not necessarily correlated
with educational attainment. This is an additional argument to support the need for more
precise labour force participation measures in developing countries. Once sample selectivity
effects are controlled for, replacing potential experience by actual experience and labour force
attachment variables still provides meaningful results: in both Oaxaca and Neumark's
decompositions, the portion of the gap explained by individual endowments increases

significantly to the detriment of the share explained by selectivity effects.

The gender earnings decomposition also differs across sectors. The gender gap is in favour of
males in the formal private and informal sectors while, in the public sector, women seem
better off than men. Yet, selectivity effects account for much of the gaps in the public and
informal sectors while discrimination is more acute in the formal private sector. However,
traditional decomposition methods fail to account for differences in sectoral structures
between gender groups. We therefore utilise Appleton et al. (1999)'s decomposition technique
which incorporates the impact of sectoral location to examine the gender earnings disparities
within each sector. They reveal that the differences in sectoral locations are more favourable
to men than to women. The gender earnings gap would have been more than three times
smaller if men and women had been equally distributed across the three sectors. Hence, the
weak representation of women in the higher paying public sector appears to contribute
towards keeping the gender pay gap greater than it otherwise would be. Therefore, public

sector downsizing (the partial freeze on public sector recruitment from the mid-1980s in
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Madagascar) worsens women’s economic position as more women move away from the state
sector to the private sector. The separate decompositions by sector, such as Oaxaca and
Neumark’s, ignore sectoral composition differences, masking the extent of the impact of the

state sector downsizing on women.

Nonetheless, in spite of the refinements of the labour force attachment measures we
suggested, the regression models used in the decomposition analysis account for no more than
half of the variation in the earnings of men and women. The model might be better fitted to
the data by including other variables deemed to influence earnings. Typically, the data used
comes from household surveys. For a long time, researchers have been unable to document
the potential effect of job and firm characteristics — other than industry and firm size — on the
wages of men and women. New linked employer—employee surveys would therefore allow
researchers to move beyond the individual worker to consider the importance of the
workplace in wage determination. There is much to learn about the demand-side factors that
may influence employers when they make decisions concerning hiring and promotions or use
gender to predict future work commitment. There is clearly still room for prolific studies in

this direction.
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Table 1. Main descriptive statistics for paid work participants

Variables Males (n=1 063) Females (n=827)
Mean Std. Dev. Mean  Std. Dev.

Average age 40.28 8.17 40.24 8.26
Average schooling successfully completed 8.87 4.38 7.89 4.35
Average schooling (time spent in school) 11.69 5.87 10.23 5.73
Potential work experience (age — schooling — 6) 22.60 10.24 24.01 10.72
Actual labour market experience 20.58 9.70 17.18 10.51
Actual labour market experience off the current job 11.52 9.20 9.62 9.18
Tenure with the current employer 9.24 8.43 8.08 8.05
Unemployment periods 1.14 2.18 0.82 1.90
Inactivity periods 5.52 4.12 10.84 9.44
Number of work interruptions 0.73 0.97 0.73 0.83
Proportion of previous experience in the same sector

exceeding 50% (1 if yes; 0 otherwise) 0.24 0.43 0.36 0.48
Catholic (1 if yes; 0 otherwise) 0.39 0.49 0.38 0.49
Merina (1 if yes; 0 otherwise) 0.88 0.32 0.90 0.30
Married (1 if yes; 0 otherwise) 0.82 0.38 0.64 0.48
Formal training received in the current job (1 ; 0 otherwise) 0.14 0.35 0.10 0.29
Number of hours worked per week 45.44 16.84 40.34 17.44
Short-term contract (CDD) (1 if yes; 0 otherwise) 0.08 0.28 0.04 0.20
Long-term contract (CDI) (1 if yes; 0 otherwise) 0.34 0.47 0.29 0.45
Presence of union in the current jo