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Introduction: A Reason to Strike

Public sector strikes today associated with 15 years of wage decline relative
to the private sector, beginning with austerity in 2010

Little academic research in the UK examining the long-run impact of
austerity on public sector composition or the distributional consequences

Focus on expenditure reduction (90% total consolidation): Pay caps in the

public sector for all workers earning over £21k (median wage)
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Research Questions & Methodology

Using counterfactual distribution analysis (DiNardo et al. 1995), ask how the pay
caps ...

1 influenced the overall wage distribution?

Reduced P90-P50 of hourly earnings by 3.5%
Increased gender pay gap by 14.5%
Increased the North-South divide by 4.5%.

2 impacted the composition of public sector workers (alongside other austerity
policies)?

Highly skilled male workers left the public sector
Workers with fewer outside options suffered larger relative real wage losses
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Literature & Contributions

1 Wage Inequality (in the UK): Bell et al. (2022), Giupponi & Machin (2022,
2021), Bell et al. (2021), De Loecker et al. (2022), Blundell et al. (2022)

Entirely explain reduction in overall top-tail wage inequality since 2010
Unpack the effect of institutional policies on conditional inequalities

2 Public Sector Pay: Garibaldi et al. (2021), Bradley et al. (2017), Gomes
(2018), Evans et al. (2023)

Document reduced form responsiveness of sectoral choice to changes in public
wages. Brain drain?

3 Austerity: Fetzer (2019), Facchetti (2021)

First reduced form paper formally analysing pay caps after 2010 – 50% of
OECD countries engaged in similar policies
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Roadmap

1 Introducing the Policy

2 Counterfactual: Price Effects

3 Counterfactual: Characteristic Effects

4 Changes to Wage Inequality
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The Policy: A Decade of Nominal Wage Caps

1997-2010: Government committed to upskilling public sector

2010-2012: 0% nominal wage growth for all workers earning above £21k
2013-2017: 1% nominal wage growth (public loses out relative to private)
Inflation 1-4% =⇒ negative real wage growth

P25
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Public Wage Growth Declined Along the Distribution
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The Public Sector is More Skilled and Pays More

A public sector worker refers to any individual whose wage is paid directly by
the government

Pub & Priv Dist
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No More Public Sector Premium

ln(wit) = αi + βtpublicit ∗ 1{year = t}+ β1Xit + eit (1)
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Roadmap

1 Introducing the Policy

2 Counterfactual: Price Effects

3 Counterfactual: Characteristic Effects

4 Changes to Wage Inequality
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Decomposing Changes to the Wage Distribution

Mental model of public log wages:

wit = βs
tXit + eit (2)

Xit = {age (squared), sex, union status, tenure, occupation}

s ∈ {public, private}

A two-period Oaxaca Blinder decomposition says:

fs(wi2|Xi2, β
s
2)− fs(wi1|Xi1, β

s
1)︸ ︷︷ ︸

∆fs(β,X)

= fs(wi2|Xi2, β
s
2)− fs(wi1|Xi2, β

s
1)︸ ︷︷ ︸

∆fs(β)=price effect = pay caps

(3)

+ fs(wi2|Xi2, β
s
1)− fs(wi1|Xi1, β

s
1)︸ ︷︷ ︸

∆fs(X)=characteristic effect = catchall

(4)

Assumption: βts in the public sector only change due to government policy
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Counterfactual distributions of interest:

Isolate price and characteristic effects from a DiNardo et al. (1995)
decomposition:

1 What wage distribution would have prevailed in 2018 if skills were priced as
in 2010?

βpublicCF
t = βpublic

10 (5)

2 What wage distribution would have prevailed in 2018 if public prices had
followed private prices?

βpublicCF
t = βpublic

10 + (βprivate
t − βprivate

10 ) (6)
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Price Effect: Caps Compressed Wages from the Top
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Roadmap

1 Introducing the Policy

2 Counterfactual: Price Effects

3 Counterfactual: Characteristic Effects

4 Changes to Wage Inequality
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Public Sector Share Fell

Back to Policy
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Public Share Declined Most at the Top End
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Transition Matrices
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Increased Outflow to Private and Retirement
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Driven by Outflow at the Top End

Inflow Triple Diff Redundancies
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Changes to Core Observable Characteristics
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Occupational Consolidation

Private Occupation Shares DFL
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Overall Counterfactual Wage Inequality

What overall distribution of wages would have prevailed under the public
sector counterfactuals defined above?

The change in the overall wage distribution can be decomposed into the
change in the public and private wage distributions respectively:

∆ftot(β,X) = α(w) ∆fpub(β,X)︸ ︷︷ ︸
∆fpub(β) + ∆fpub(X)

+ [1 − α(w)]∆fpriv(β,X) (7)

where α(w) is the share of workers in the public sector earning w

Assumption: partial equilibrium – no private sector spillovers

Matt Nibloe Levelling Down 25 / 34



Overall Counterfactual Wage Inequality

What overall distribution of wages would have prevailed under the public
sector counterfactuals defined above?

The change in the overall wage distribution can be decomposed into the
change in the public and private wage distributions respectively:

∆ftot(β,X) = α(w) ∆fpub(β,X)︸ ︷︷ ︸
∆fpub(β) + ∆fpub(X)

+ [1 − α(w)]∆fpriv(β,X) (7)

where α(w) is the share of workers in the public sector earning w

Assumption: partial equilibrium – no private sector spillovers

Matt Nibloe Levelling Down 25 / 34



Overall Counterfactual Wage Inequality

What overall distribution of wages would have prevailed under the public
sector counterfactuals defined above?

The change in the overall wage distribution can be decomposed into the
change in the public and private wage distributions respectively:

∆ftot(β,X) = α(w) ∆fpub(β,X)︸ ︷︷ ︸
∆fpub(β) + ∆fpub(X)

+ [1 − α(w)]∆fpriv(β,X) (7)

where α(w) is the share of workers in the public sector earning w

Assumption: partial equilibrium – no private sector spillovers

Matt Nibloe Levelling Down 25 / 34



Overall Inequality

Pub/Priv Densities
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The Gender Pay Gap

Matt Nibloe Levelling Down 27 / 34



The Gender Pay Gap
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Levelling Down
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Conclusion

The public pay caps from 2010-18 were associated with a...

1 brain drain in terms of observable characteristics as skilled workers
transitioned out of the public sector

2 decrease in the IQR of earnings by 3.5%

3 increase in the North-South wage divide of 4.5%

4 increase in the gender pay gap by 14.5%
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Normalised P90 and P25

P90
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Triple Difference Approach

Leverage a triple difference estimator
Compare worker transitions (Flowit = 1 if worker transitions) for

1 those earning above/below the threshold (Treat,wit ∈ {uncapped, capped})
2 before and after 2010 (Time, t ∈ {pre − 2010, post − 2010})
3 between the public and private sector (Sector, sit ∈ {Pub,Priv})
4 Earning between £17k-£25k

Flowit = αi + β11{t = post − 2010}t + β21{s = Pub}it + β31{w = capped}it

+ β41{t = post2010}t ∗ 1{s = Pub}it

+ β51{s = Pub}it ∗ 1{w = capped}it

+ β61{t = post2010}t ∗ 1{w = capped}it

+ β7︸︷︷︸
Coefficient of Interest

1{t = post2010}t ∗ 1{s = Pub}it ∗ 1{w = capped}it + eit (8)
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Triple Difference Results

Both outflow and inflow are increasing above the cap threshold
Outflow effects x10 larger in magnitude

Transition Matrix

Back to Outflow
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Triple Difference Event Study

Considering the dynamics of the triple diff, the effect is delayed

Back to OutflowMatt Nibloe Levelling Down 4 / 9



Triple Difference Decomposition

To see where effects come from, decompose outflow:

Pr(Outflowist) = Pr(ChangeSectorist) + Pr(NewJobWithinSectorist) + Pr(LeaveLaborMarketist)

(9)

Transition Matrix

Back to OutflowMatt Nibloe Levelling Down 5 / 9



Redundancies Along the Wage Distribution

To see whether outflows were voluntary, look at redundancies

redundantit = α+ β1ln(wit) + β2Xit + eit (10)

Redundancy negatively correlated with log wages over this period

Back to Outflow
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Public and Private Occupation Shares

Back to Occupation Shares
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Public and Private Sector Wage Distributions

Back Summary Stats Back IQR
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Characteristic Counterfactual

1 What distribution of wages would have prevailed in 2018 if characteristics
were distributed as in 2010?

Back
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