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AA re state and local government workers overcompensated? This question has re state and local government workers overcompensated? This question has 
taken on considerable heat in the last year or two, as many states and locali-taken on considerable heat in the last year or two, as many states and locali-
ties face budgetary stress. In this paper, we step back from the highly charged ties face budgetary stress. In this paper, we step back from the highly charged 

rhetoric and address this question with the two primary data sources for looking at rhetoric and address this question with the two primary data sources for looking at 
compensation of state and local government workers: the Current Population Survey compensation of state and local government workers: the Current Population Survey 
(CPS) conducted by the Bureau of the Census for the Bureau of Labor Statistics, (CPS) conducted by the Bureau of the Census for the Bureau of Labor Statistics, 
and the Employer Costs for Employee Compensation (ECEC) microdata collected as and the Employer Costs for Employee Compensation (ECEC) microdata collected as 
part of the National Compensation Survey (NCS) of the Bureau of Labor Statistics. part of the National Compensation Survey (NCS) of the Bureau of Labor Statistics. 
The fundamental difference between these two sources of data is that the CPS is The fundamental difference between these two sources of data is that the CPS is 
a household survey while the ECEC is a survey of employers. Data from the NCS a household survey while the ECEC is a survey of employers. Data from the NCS 
have been used in studies of union–nonunion, interindustry, and occupational wage have been used in studies of union–nonunion, interindustry, and occupational wage 
differentials (Gittleman and Pierce 2007, 2011; Levenson and Zoghi 2011) and in differentials (Gittleman and Pierce 2007, 2011; Levenson and Zoghi 2011) and in 
studies of compensation inequality (Pierce 2001, 2010). However, while NCS publi-studies of compensation inequality (Pierce 2001, 2010). However, while NCS publi-
cations regularly present tabulations separately for the private sector, on the one cations regularly present tabulations separately for the private sector, on the one 
hand, and state and local government, on the other, the microdata from the NCS hand, and state and local government, on the other, the microdata from the NCS 
have not been previously used to compare compensation in the private sector to that have not been previously used to compare compensation in the private sector to that 
in the state and local government sectors.in the state and local government sectors.

We begin by presenting some tabulations on pay differences across sectors We begin by presenting some tabulations on pay differences across sectors 
from these two data series—both raw pay differences between public and private from these two data series—both raw pay differences between public and private 
sectors and also some breakdowns by education level of workers (for the Current sectors and also some breakdowns by education level of workers (for the Current 
Population Survey) and skill level of the job (for the Employer Costs for Employee Population Survey) and skill level of the job (for the Employer Costs for Employee 
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Compensation series). We also discuss some important differences between these Compensation series). We also discuss some important differences between these 
two data sets: in particular, the ECEC data has the considerable advantage that it two data sets: in particular, the ECEC data has the considerable advantage that it 
includes costs of fringe benefi ts.includes costs of fringe benefi ts.

In both data sets, the workers being hired in the public sector have higher In both data sets, the workers being hired in the public sector have higher 
skill levels than those in the private sector, so the challenge is to compare across skill levels than those in the private sector, so the challenge is to compare across 
sectors in a way that adjusts suitably for this difference. We look at current wage and sectors in a way that adjusts suitably for this difference. We look at current wage and 
compensation gaps, trends in these gaps over time, and public–private differentials compensation gaps, trends in these gaps over time, and public–private differentials 
at different points of the distribution. We explore a number of methodological at different points of the distribution. We explore a number of methodological 
choices appearing in this literature, like whether or how to adjust for occupa-choices appearing in this literature, like whether or how to adjust for occupa-
tion or the size of an employer, and seek to understand which of these choices tion or the size of an employer, and seek to understand which of these choices 
are important.are important.

After controlling for skill differences and incorporating employer costs for After controlling for skill differences and incorporating employer costs for 
benefi ts packages, we fi nd that, on average, public sector workers in state govern-benefi ts packages, we fi nd that, on average, public sector workers in state govern-
ment have compensation costs 3–10 percent greater than those for workers in the ment have compensation costs 3–10 percent greater than those for workers in the 
private sector, while in local government the gap is 10–19 percent. We caution private sector, while in local government the gap is 10–19 percent. We caution 
that this fi nding is somewhat dependent on the chosen sample and specifi cation, that this fi nding is somewhat dependent on the chosen sample and specifi cation, 
that averages can obscure broader differences in distributions, and that a host of that averages can obscure broader differences in distributions, and that a host of 
worker and job attributes are not available to us in these data. Nonetheless, the data worker and job attributes are not available to us in these data. Nonetheless, the data 
suggest that public sector workers, especially local government ones, on average, suggest that public sector workers, especially local government ones, on average, 
receive greater remuneration than observably similar private sector workers. Over-receive greater remuneration than observably similar private sector workers. Over-
turning this result would require, we think, strong arguments for particular model turning this result would require, we think, strong arguments for particular model 
specifi cations, or different data.specifi cations, or different data.

Descriptive StatisticsDescriptive Statistics

Some tabulations for the raw wage gap between employees of state and local Some tabulations for the raw wage gap between employees of state and local 
government and private sector employees are provided in Tables 1A and B. The fi rst government and private sector employees are provided in Tables 1A and B. The fi rst 
three columns of each table show the proportions of employment for state govern-three columns of each table show the proportions of employment for state govern-
ment, local government, and private sector workers, and then average hourly and ment, local government, and private sector workers, and then average hourly and 
weekly earnings by sector. In both datasets, the raw wage gap shows public sector weekly earnings by sector. In both datasets, the raw wage gap shows public sector 
workers being paid more. In the Current Population Survey data, the raw gap in workers being paid more. In the Current Population Survey data, the raw gap in 
hourly earnings is about 4 percent; in the Employer Costs for Employee Compensa-hourly earnings is about 4 percent; in the Employer Costs for Employee Compensa-
tion data, hourly wages in the government sectors exceed those in the private sector tion data, hourly wages in the government sectors exceed those in the private sector 
by an average of about 30 percent.by an average of about 30 percent.

To understand these numbers more deeply, it’s useful to look more closely at To understand these numbers more deeply, it’s useful to look more closely at 
the underlying data sources. The Current Population Survey is a monthly survey the underlying data sources. The Current Population Survey is a monthly survey 
of about 60,000 households. In any given month, one adult household member of about 60,000 households. In any given month, one adult household member 
reports employment and other information for each member of the household. reports employment and other information for each member of the household. 
A subset of households reports earnings and hours information. These are the A subset of households reports earnings and hours information. These are the 
“outgoing rotation groups,” and each year since 1979 these interviews are gathered “outgoing rotation groups,” and each year since 1979 these interviews are gathered 
together into a single Merged Outgoing Rotation Group (MORG) fi le. The CPS-together into a single Merged Outgoing Rotation Group (MORG) fi le. The CPS-
MORG includes demographic information on schooling and age, and information MORG includes demographic information on schooling and age, and information 
on jobs held such as industry, occupation, and the employer’s sector, including state on jobs held such as industry, occupation, and the employer’s sector, including state 
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government, local government, or private sector. For the CPS panel, Table 1A, the government, local government, or private sector. For the CPS panel, Table 1A, the 
fi nal fi ve columns show a breakdown by education level. It’s clear that state and fi nal fi ve columns show a breakdown by education level. It’s clear that state and 
local government employees are much more likely to have college degrees and post-local government employees are much more likely to have college degrees and post-
graduate degrees than are private sector workers. Thus, later sections of this paper graduate degrees than are private sector workers. Thus, later sections of this paper 
will seek to analyze what difference it makes to adjust these wage gaps by education will seek to analyze what difference it makes to adjust these wage gaps by education 
level and other factors.level and other factors.

Table 1A
Employment, Earnings, and Education by Ownership (Current Population Survey 
Data)

Fraction with education level

Sample
fraction

Average
hourly 

earnings

Average 
weekly 

earnings

Less than 
high 

school

High 
school 
degree

Some 
college

College 
degree

Post-
graduate

State government .056 $22.55 $965.32 .017 .166 .246 .281 .290
Local government .099 $22.33 $965.92 .026 .188 .256 .280 .251
Private sector .845 $21.55 $960.58 .087 .300 .301 .217 .096

Combined sample 1.0 $21.69 $961.41 .077 .281 .293 .227 .122

Source: Based on data from the 2009 Current Population Survey, Merged Outgoing Rotation Group 
(CPS–MORG) fi le.
Notes: “Sample fraction” gives the hours-weighted sample proportion for each ownership group. Average 
weekly earnings are for full-time workers only. Sample size: 112,579.

Table 1B
Employment, Earnings, and Work Level by Ownership (National Compensation 
Survey Data)

Sample
fraction

Average
hourly 

earnings

Average 
weekly 

earnings

Fraction with work level

Missing 1–4 5–8 9–12 13–15

State government .039 $25.79 $1,016.70 .091 .197 .450 .241 .020
Local government .101 $26.38 $1,055.07 .092 .281 .340 .284 .003
Private sector .860 $20.18 $877.42 .107 .513 .268 .104 .007

Combined sample 1.0 $21.18 $903.90 .105 .478 .283 .128 .007

Source: Based on data from the Employer Costs for Employee Compensation (ECEC) in the 2009 National 
Compensation Survey (NCS).
Notes: NCS interviewers assign a level of work to all jobs in the survey, which ranges from 1 to 15, corre-
sponding to pay levels in the General Schedule that sets levels of pay for federal workers. “Sample fraction” 
gives the hours-weighted sample proportion for each ownership group. Average weekly earnings are for 
full-time jobs only. Column entitled “Missing” provides proportion of jobs where work level information 
could not be obtained or in occupations that are considered “unlevelable.” Sample size: 303,295.
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Table 1B shows descriptive statistics based on the Employer Costs for Employee Table 1B shows descriptive statistics based on the Employer Costs for Employee 
Compensation, which is part of the National Compensation Survey (NCS). The NCS Compensation, which is part of the National Compensation Survey (NCS). The NCS 
is a longitudinal establishment survey of nonfederal and nonagricultural employers. is a longitudinal establishment survey of nonfederal and nonagricultural employers. 
Interviewers visit newly sampled establishments and obtain information on the Interviewers visit newly sampled establishments and obtain information on the 
establishment and the jobs of a random sample of workers in the establishment. establishment and the jobs of a random sample of workers in the establishment. 
Jobs are defi ned using the employer’s most narrow occupational classifi cation or Jobs are defi ned using the employer’s most narrow occupational classifi cation or 
job title and other dimensions, including union coverage and full-time status. Infor-job title and other dimensions, including union coverage and full-time status. Infor-
mation on individuals’ earnings, job work schedules, and job work levels (described mation on individuals’ earnings, job work schedules, and job work levels (described 
below and in the online Appendix available with this paper at below and in the online Appendix available with this paper at 〈〈http://e-jep.orghttp://e-jep.org⟩⟩) is ) is 
collected, but demographic information on job incumbents is not.collected, but demographic information on job incumbents is not.

Because this survey captures information on the number of hours per week and Because this survey captures information on the number of hours per week and 
weeks per year that employees in a job are scheduled to work, this information can weeks per year that employees in a job are scheduled to work, this information can 
then be used to convert earnings and compensation into hourly statistics. However, then be used to convert earnings and compensation into hourly statistics. However, 
a potential problem arises here: the information on hours refl ects employers’ a potential problem arises here: the information on hours refl ects employers’ 
conceptions of scheduled work time. In most cases, work schedules are standard conceptions of scheduled work time. In most cases, work schedules are standard 
and easy to collect. However, an important exception for this study involves primary and easy to collect. However, an important exception for this study involves primary 
and secondary school teachers, whose actual hours worked per week are gener-and secondary school teachers, whose actual hours worked per week are gener-
ally not available because time spent in lesson preparation, grading, and other ally not available because time spent in lesson preparation, grading, and other 
nonclassroom activities are not available to employers. These data use the length nonclassroom activities are not available to employers. These data use the length 
of workday as specifi ed by contract (“contract hours”) for teachers in determining of workday as specifi ed by contract (“contract hours”) for teachers in determining 
the work schedule, but given that, on average, teachers work more hours than their the work schedule, but given that, on average, teachers work more hours than their 
contract requires, the estimates of hourly earnings will be higher than if actual contract requires, the estimates of hourly earnings will be higher than if actual 
hours could be used (Schumann 2008; Allegretto, Corcoran, and Mishel 2004). hours could be used (Schumann 2008; Allegretto, Corcoran, and Mishel 2004). 
Because of this measurement issue, we primarily analyze weekly earnings shown Because of this measurement issue, we primarily analyze weekly earnings shown 
in the third column of the table, and we also restrict samples to full-time jobs (to in the third column of the table, and we also restrict samples to full-time jobs (to 
help control for differences in weekly hours). When analyzing Employer Costs for help control for differences in weekly hours). When analyzing Employer Costs for 
Employee Compensation hourly earnings, we exclude certain occupations where Employee Compensation hourly earnings, we exclude certain occupations where 
contract hours are prevalent. We refer to this as “excluding teachers,” even though contract hours are prevalent. We refer to this as “excluding teachers,” even though 
that category includes much smaller job classifi cations in nonteaching occupations that category includes much smaller job classifi cations in nonteaching occupations 
with collected contract hours, such as airline pilots, fl ight attendants, and others.with collected contract hours, such as airline pilots, fl ight attendants, and others.11  
With the weekly earnings sample, state and local government earnings exceed those With the weekly earnings sample, state and local government earnings exceed those 
of the private sector by around 16–20 percent in the ECEC.of the private sector by around 16–20 percent in the ECEC.

Although the National Compensation Survey does not collect information on Although the National Compensation Survey does not collect information on 
education and experience by employee, the information on job levels can be used education and experience by employee, the information on job levels can be used 
to compare pay at different skill levels across government and nongovernment to compare pay at different skill levels across government and nongovernment 
jobs. This situation arises because the President’s Pay Agent—an interagency group jobs. This situation arises because the President’s Pay Agent—an interagency group 
consisting of the Secretary of Labor and the Directors of the Offi ce of Management consisting of the Secretary of Labor and the Directors of the Offi ce of Management 
and Budget and the Offi ce of Personnel Management—uses the National Compen-and Budget and the Offi ce of Personnel Management—uses the National Compen-
sation Survey data to compare rates of pay for federal workers to nonfederal rates sation Survey data to compare rates of pay for federal workers to nonfederal rates 
of pay, as called for by the Federal Employees Pay Comparability Act of 1990. For of pay, as called for by the Federal Employees Pay Comparability Act of 1990. For 
this reason, NCS interviewers assign a level of work to all jobs in the survey, which this reason, NCS interviewers assign a level of work to all jobs in the survey, which 

 1 This does not exclude the entire educational sector. See the online Appendix available with this paper 
at 〈http://e-jep.org⟩ for more information on measurement issues related to teachers’ hours worked.

http://e-jep.org
http://e-jep.org
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ranges from 1 to 15, corresponding to pay levels in the General Schedule system. In ranges from 1 to 15, corresponding to pay levels in the General Schedule system. In 
Gittleman and Pierce (2011), we demonstrate a close relationship between, on the Gittleman and Pierce (2011), we demonstrate a close relationship between, on the 
one hand, education and experience in jobs in the Current Population Survey, and one hand, education and experience in jobs in the Current Population Survey, and 
on the other, the factors underlying the work levels assigned to jobs by the National on the other, the factors underlying the work levels assigned to jobs by the National 
Compensation Survey interviewers.Compensation Survey interviewers.

In the last few columns of the Table 1B, we fi rst divide work levels into four In the last few columns of the Table 1B, we fi rst divide work levels into four 
categories, though only a small amount of employment is at the highest work levels categories, though only a small amount of employment is at the highest work levels 
(13–15). It is immediately apparent that a far higher fraction (0.513) of employ-(13–15). It is immediately apparent that a far higher fraction (0.513) of employ-
ment in the private sector is in the bottom category of work levels (1–4) than is the ment in the private sector is in the bottom category of work levels (1–4) than is the 
case for the local (0.281) and state governments (0.197). Again, this means that case for the local (0.281) and state governments (0.197). Again, this means that 
controlling for skill differences across sectors should substantially reduce estimated controlling for skill differences across sectors should substantially reduce estimated 
pay gaps.pay gaps.

Figure 1 presents, for the ECEC, the distribution of employment across eight Figure 1 presents, for the ECEC, the distribution of employment across eight 
occupational groups, formed by aggregating the 22 two-digit occupations in the occupational groups, formed by aggregating the 22 two-digit occupations in the 
Standard Occupational Classifi cations.Standard Occupational Classifi cations.22 To focus on occupations that are important  To focus on occupations that are important 
in government, Education remains split out from other Professional occupations, in government, Education remains split out from other Professional occupations, 
while Protective Service is kept separate from other Service. The occupational while Protective Service is kept separate from other Service. The occupational 
groups are ordered from high earnings at the top to low earnings at the bottom, groups are ordered from high earnings at the top to low earnings at the bottom, 
based on earnings from all sectors combined. Consistent with the skill differences based on earnings from all sectors combined. Consistent with the skill differences 
evident in Table 1A and B, the government proportions tend to be higher in the evident in Table 1A and B, the government proportions tend to be higher in the 
occupations at the top, and the private shares greater in those occupations at occupations at the top, and the private shares greater in those occupations at 
the bottom. Highlighting the diffi culty of making private–government compari-the bottom. Highlighting the diffi culty of making private–government compari-
sons, even at this level of aggregation, some occupations, such as sales, are virtually sons, even at this level of aggregation, some occupations, such as sales, are virtually 
all private, while others are almost all public. Differences between state and local all private, while others are almost all public. Differences between state and local 
government are also evident, with state government having higher concentrations government are also evident, with state government having higher concentrations 
in Professional and Management, and local government being disproportionately in Professional and Management, and local government being disproportionately 
represented in Education. As one might expect, this coarse level of aggregation represented in Education. As one might expect, this coarse level of aggregation 
hides some interesting distinctions. For example, within the Education group, hides some interesting distinctions. For example, within the Education group, 
employment is relatively concentrated in kindergarten and preschool for the employment is relatively concentrated in kindergarten and preschool for the 
private sector, in primary and secondary teaching for local government, and in private sector, in primary and secondary teaching for local government, and in 
postsecondary teaching for state government.postsecondary teaching for state government.

Along with data on wages, the Bureau of Labor Statistics also collects the infor-Along with data on wages, the Bureau of Labor Statistics also collects the infor-
mation on benefi t costs necessary to compile the Employer Costs for Employee mation on benefi t costs necessary to compile the Employer Costs for Employee 
Compensation data for roughly half of the National Compensation Survey sample. Compensation data for roughly half of the National Compensation Survey sample. 

 2 The 22 two-digit Standard Occupation Classifi cation codes are mapped into eight groups in Figure 1 
as follows. Management and Business includes 1) Management and 2) Business and Financial Operations. 
Professional, except Education includes 1) Computer and Mathematical; 2) Architecture and Engineering; 
3) Life, Physical, and Social Science; 4) Community and Social Services; 5) Legal; 6) Arts, Design, Enter-
tainment, Sports, and Media; and 7) Healthcare Practitioner, and Technical. Education has no offi cial 
subcategories but includes jobs in Education, Training, and Library. Protective Service has no subcatego-
ries. Sales has no subcategories. Blue Collar includes 1) Farming, Fishing, and Forestry; 2) Construction 
and Extraction; 3) Installation, Maintenance, and Repair; 4) Production; and 5) Transportation and 
Material Moving. Offi ce and Administrative Support has no subcategories. Service, except Protective Service 
includes 1) Healthcare Support; 2) Food Preparation and Serving Related; 3) Building and Grounds 
Cleaning and Maintenance; and 4) Personal Care and Service.
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Broadly speaking, this includes employer costs associated with paid leave, health and Broadly speaking, this includes employer costs associated with paid leave, health and 
other insurance plans, retirement and savings plans, certain forms of supplemental other insurance plans, retirement and savings plans, certain forms of supplemental 
pay, and legally required benefi t costs (such as Social Security), but excludes costs pay, and legally required benefi t costs (such as Social Security), but excludes costs 
associated with retiree health plans. The ECEC data are converted to a cost-per-associated with retiree health plans. The ECEC data are converted to a cost-per-
hour-worked average for incumbents within a job. It should be noted that these data hour-worked average for incumbents within a job. It should be noted that these data 

 Figure 1
Occupation Distributions by Sector

Source: Employer Costs for Employee Compensation (ECEC) in the 2009 National Compensation 
Survey (NCS).
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can be diffi cult for a respondent to report. As an example, there is a certain amount can be diffi cult for a respondent to report. As an example, there is a certain amount 
of measurement error involved in getting job-specifi c data for some of the compo-of measurement error involved in getting job-specifi c data for some of the compo-
nents of the ECEC because respondents are sometimes able to report data only for nents of the ECEC because respondents are sometimes able to report data only for 
a broader group than the job incumbents, such as the average for all white-collar a broader group than the job incumbents, such as the average for all white-collar 
workers or for all workers. To give another example, it is quite diffi cult to price workers or for all workers. To give another example, it is quite diffi cult to price 
out the defi ned benefi t pension obligations associated with current employees, and out the defi ned benefi t pension obligations associated with current employees, and 
the NCS typically reverts to employer expenditures, which will depend on account the NCS typically reverts to employer expenditures, which will depend on account 
funding rules and plan asset investment returns. It is possible that these kinds of funding rules and plan asset investment returns. It is possible that these kinds of 
measurement errors are not randomly distributed across the data, but, instead, that measurement errors are not randomly distributed across the data, but, instead, that 
certain errors are more common in certain sectors.certain errors are more common in certain sectors.33

It is commonly understood that nonwage benefi ts form an important part of It is commonly understood that nonwage benefi ts form an important part of 
public sector compensation packages. Government workers are much more likely to public sector compensation packages. Government workers are much more likely to 
be offered health insurance and retirement plans, and are more likely to enroll in be offered health insurance and retirement plans, and are more likely to enroll in 
such plans if offered. In addition, public sector plan structures tend to offer more such plans if offered. In addition, public sector plan structures tend to offer more 
comprehensive coverage. Public sector health plans tend to require lower employee comprehensive coverage. Public sector health plans tend to require lower employee 
contributions and have higher employer premiums, and are more likely to come contributions and have higher employer premiums, and are more likely to come 
bundled with supplemental dental, vision, or prescription drug plan components. bundled with supplemental dental, vision, or prescription drug plan components. 
Private sector retirement plans, when offered, are typically defi ned contribution Private sector retirement plans, when offered, are typically defi ned contribution 
plans rather than higher-cost defi ned benefi t plans. Furthermore, differences exist plans rather than higher-cost defi ned benefi t plans. Furthermore, differences exist 
within retirement plan type; for example, public sector defi ned benefi t plans are within retirement plan type; for example, public sector defi ned benefi t plans are 
more likely to include post-retirement cost-of-living adjustments. Public workers more likely to include post-retirement cost-of-living adjustments. Public workers 
are also more likely to be eligible for retiree health benefi ts.are also more likely to be eligible for retiree health benefi ts.44

Table 2 shows that such qualitative differences factor into employer costs. As Table 2 shows that such qualitative differences factor into employer costs. As 
the table indicates, the costs per hour worked for the various benefi ts collected are the table indicates, the costs per hour worked for the various benefi ts collected are 
much greater in the public sector (about $14) than in the private sector (around much greater in the public sector (about $14) than in the private sector (around 
$8). Spending on health insurance in the government ($4.30 at the state level and $8). Spending on health insurance in the government ($4.30 at the state level and 
$4.56 at the local level) is more than double that in the private sector ($2.14), while $4.56 at the local level) is more than double that in the private sector ($2.14), while 
expenditures on retirement and savings are more than triple ($3.18 and $3.37 versus expenditures on retirement and savings are more than triple ($3.18 and $3.37 versus 
$1.00). Within retirement and savings, the vast majority of spending in government $1.00). Within retirement and savings, the vast majority of spending in government 
goes toward defi ned benefi t plans, while in the private sector, the breakdown is goes toward defi ned benefi t plans, while in the private sector, the breakdown is 
much more even between defi ned benefi t and defi ned contribution plans. Paid much more even between defi ned benefi t and defi ned contribution plans. Paid 
leave is also more generous in government, more than double the private sector leave is also more generous in government, more than double the private sector 
level in state government and more than 50 percent higher in local government. level in state government and more than 50 percent higher in local government. 
For the remaining category of “other benefi ts,” which includes nonproduction For the remaining category of “other benefi ts,” which includes nonproduction 
bonuses, short- and long-term disability benefi ts, and all legally required benefi ts, bonuses, short- and long-term disability benefi ts, and all legally required benefi ts, 
the private sector has an edge. Two explanations for this are that bonuses tend to the private sector has an edge. Two explanations for this are that bonuses tend to 
be higher in the private sector and that not all government workers are covered by be higher in the private sector and that not all government workers are covered by 
Social Security.Social Security.

 3 Another proviso is that employer costs for wages and benefi ts will differ from employee valuations of 
those same wages and benefi ts due to a number of considerations: taxes; the fact that benefi ts are not 
always easily adjustable to a given worker’s desired level; and any divergence between an employer’s price 
for a benefi t and what an employee would have to pay as an individual (Famulari and Manser 1989).
 4 See 〈http://www.bls.gov/ncs/ebs/benefi ts/2010/ownership.htm⟩ (Bureau of Labor Statistics) for 
supporting statistics.

http://www.bls.gov/ncs/ebs/benefits/2010/ownership.htm
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We caution that different benefi ts profi les do not automatically indicate that We caution that different benefi ts profi les do not automatically indicate that 
public sector plans are “too generous.” It seems plausible that public sector workers public sector plans are “too generous.” It seems plausible that public sector workers 
demand a compensation package skewed more towards benefi ts. After all, they have demand a compensation package skewed more towards benefi ts. After all, they have 
higher incomes and are older and more educated. More speculatively, they may higher incomes and are older and more educated. More speculatively, they may 
have preferences such as greater risk aversion or different rates of time preference have preferences such as greater risk aversion or different rates of time preference 
that would induce greater demand for retirement and health insurance benefi ts. that would induce greater demand for retirement and health insurance benefi ts. 
There may be contract design issues related to optimal retirement dates and specifi c There may be contract design issues related to optimal retirement dates and specifi c 
human capital accumulation that make defi ned benefi t plans more sensible for human capital accumulation that make defi ned benefi t plans more sensible for 
public sector workers. Furthermore, public sector employers almost certainly fi nd public sector workers. Furthermore, public sector employers almost certainly fi nd 
plan provision cheaper due to economies of scale—for example, by avoiding some plan provision cheaper due to economies of scale—for example, by avoiding some 
adverse selection issues in health insurance that plague small private fi rms.adverse selection issues in health insurance that plague small private fi rms.

However, one clearly must consider benefi ts together with wages; as such, However, one clearly must consider benefi ts together with wages; as such, 
we believe that the Employer Costs for Employee Compensation data (from the we believe that the Employer Costs for Employee Compensation data (from the 
National Compensation Survey) contain valuable information for the problem at National Compensation Survey) contain valuable information for the problem at 
hand. They come from a representative sample, comprehensively cover the benefi t hand. They come from a representative sample, comprehensively cover the benefi t 
spectrum, and are derived from employer and administrative records. While more spectrum, and are derived from employer and administrative records. While more 

Table 2
Employer Costs per Hour Worked and as a Percentage of Compensation, by Sector

Average cost per hour worked ($/hr) Percent of compensation (%)

Compensation component Private State govt. Local govt. Private State govt. Local govt.

Wages and salaries 20.37 25.79 26.38 71.6 64.5 66.1
Total benefi ts 8.08 14.18 13.50 28.4 35.5 33.9

Health insurance 2.14 4.30 4.56 7.5 10.8 11.4
Retirement and savings 1.00 3.18 3.37 3.5 8.0 8.5
 Defi ned benefi t 0.43 2.65 3.09 1.5 6.6 7.7
 Defi ned contribution 0.57 0.54 0.28 2.0 1.3 0.7
Paid leave 1.96 3.98 2.95 6.9 10.0 7.4
 Vacation 1.02 1.82 1.10 3.6 4.6 2.7
 Holiday 0.63 1.24 0.88 2.2 3.1 2.2
 Sick 0.24 0.77 0.75 0.8 1.9 1.9
 Personal 0.07 0.15 0.22 0.3 0.4 0.6
Other benefi ts 2.94 2.64 2.57 10.3 6.6 6.5

Excluding teachers
Wages and salaries 20.18 23.42 22.69 71.6 63.3 63.6
Total benefi ts 8.02 13.60 12.97 28.4 36.7 36.4

Source: Authors’ estimates based on employer costs from the 2009 Employer Costs for Employee 
Compensation sample of the National Compensation Survey.
Notes: Estimates are hours-weighted statistics. “Wages and salaries” include wages, commissions, piece 
rates, overtime pay, and shift differentials, but do not include nonproduction bonuses. “Other benefi ts” 
include nonproduction bonuses, short- and long-term disability benefi ts, and all legally required benefi ts. 
“Excluding teachers,” refers to the exclusion of certain occupations where contract hours are prevalent; 
this excludes much smaller job classifi cations in nonteaching occupations with collected contract hours, 
such as airline pilots and fl ight attendants, but does not exclude the entire educational sector. See the 
online Appendix for details.
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work is undoubtedly needed on reconciling household and establishment surveys, work is undoubtedly needed on reconciling household and establishment surveys, 
we believe the National Compensation Survey likely contains more accurate data on we believe the National Compensation Survey likely contains more accurate data on 
wages, industry, occupation, and sector than does the Current Population Survey, wages, industry, occupation, and sector than does the Current Population Survey, 
which seems more subject to a number of possible error sources such as respondent which seems more subject to a number of possible error sources such as respondent 
error and imputations due to partial nonresponse.error and imputations due to partial nonresponse.55 One would expect more accu- One would expect more accu-
rate information to lead to sharper estimated sector differentials.rate information to lead to sharper estimated sector differentials.66

Making Comparisons: ApproachesMaking Comparisons: Approaches

When comparing the pay of two different groups, the economics literature has When comparing the pay of two different groups, the economics literature has 
typically followed one of two paths (Moulton 1990; Belman and Heywood 2004b). typically followed one of two paths (Moulton 1990; Belman and Heywood 2004b). 
One approach is the “opportunity wage defi nition” of comparability, sometimes also One approach is the “opportunity wage defi nition” of comparability, sometimes also 
called the “people approach,” in which workers with given characteristics in the called the “people approach,” in which workers with given characteristics in the 
government sector should be paid the same as they would be in the private sector. government sector should be paid the same as they would be in the private sector. 
The alternative is a “positions approach,” in which one would search the private The alternative is a “positions approach,” in which one would search the private 
sector for positions that match the descriptions of those in the public sector and sector for positions that match the descriptions of those in the public sector and 
then compare compensation, ignoring the characteristics of those who actually hold then compare compensation, ignoring the characteristics of those who actually hold 
the positions. As Moulton (1990) has observed in the case of federal/nonfederal the positions. As Moulton (1990) has observed in the case of federal/nonfederal 
comparisons, the two approaches need not provide an answer of the same sign, let comparisons, the two approaches need not provide an answer of the same sign, let 
alone similar magnitudes.alone similar magnitudes.

Our approach depends to some extent on the dataset we are employing. Our approach depends to some extent on the dataset we are employing. 
With the Current Population Survey, we adopt an opportunity wage or a “people With the Current Population Survey, we adopt an opportunity wage or a “people 
approach,” because this household survey source lets us use demographic data. approach,” because this household survey source lets us use demographic data. 
However, we can also add a control variable for occupations, which makes this However, we can also add a control variable for occupations, which makes this 
approach something of a hybrid. The Employer Costs for Employee Compensation approach something of a hybrid. The Employer Costs for Employee Compensation 
dataset, however, is a sample of jobs rather than of individuals. Thus, when we are dataset, however, is a sample of jobs rather than of individuals. Thus, when we are 
using these data, we are primarily examining the characteristics of positions.using these data, we are primarily examining the characteristics of positions.

The two main regression-based approaches in the literature are the Oaxaca–The two main regression-based approaches in the literature are the Oaxaca–
Blinder decompositionBlinder decomposition77 and a dummy variable approach, where wages are a  and a dummy variable approach, where wages are a 
function of the covariates and indicator variables for the different sectors. The two function of the covariates and indicator variables for the different sectors. The two 

 5 For example, an implausible 10.1 percent of Current Population Survey state government workers are 
in elementary, middle, and secondary school teaching occupations, versus 0.3 percent in the National 
Compensation Survey, suggesting some diffi culty in CPS reports or imputations of sector of work 
or occupation.
 6 In Gittleman and Pierce (2011), we fi nd sharper industry and occupation differentials in the National 
Compensation Survey. In addition, in that paper, we report R2 values approaching 0.8 from wage regres-
sions on the factors underlying work level, which is much higher than analogous wage regressions using 
the Current Population Survey.
 7 Fortin, Lemieux, and Firpo (2010) give an excellent exposition of this and other decomposition 
methods. There are, of course, more sophisticated approaches than either the Oaxaca–Blinder decom-
position or the dummy variable approach that one could use to take account of unobserved heterogeneity 
and selectivity into the sectors (examples are Gyourko and Tracy 1988; Krueger 1988a; Lee 2004). The 
logic of such models does not carry over as well to a job-based dataset such as the Employer Costs for 
Employee Compensation. Moreover, these approaches rely heavily on the appropriateness of certain 
identifying assumptions (Moulton 1990; Gregory and Borland 1999). We do not attempt them here.
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give similar results, and so, in this section, we focus on the fi rst approach. For the give similar results, and so, in this section, we focus on the fi rst approach. For the 
purposes of the Oaxaca–Blinder decomposition, we specify thatpurposes of the Oaxaca–Blinder decomposition, we specify that

 ln(yjk) = Xjk βj + εjk ,

where for sector j, which can be state, local, or private, and individual k, yjk is either 
a wage or compensation measure, Xjk is a vector of characteristics and  β j  is the corre-
sponding coeffi cient vector for the relevant sector, and  ε jk  is an error term with mean 
zero and variance  σ  j  

2  . We then use the coeffi cients from this regression to estimate 
the log wage or log compensation that the average public sector worker would earn 
in the private sector, either state or local. Denoting the government and private 
sectors with subscripts g and p respectively, differences in sector-average log wages 
or compensation would be decomposed into an explained portion or composition 
effect ( 

_
 X p   ̂  
 

 β p –  
_

 X g   ̂  
 

 β p), and an unexplained remainder ( 
_

 X g   ̂  
 

 β p –  
_

 X g   ̂  
 

 β g), the wage struc-
ture effect. This unexplained portion shows how much more or how much less an 
average public sector worker would earn in the private sphere (absent any general 
equilibrium effects on the private wage structure associated with workers changing 
sectors). We therefore take what a public worker would earn in the private sector to 
be the relevant counterfactual to the worker’s actual public sector earnings. When 
discussing the main results, we provide the differential in log points, though we also 
report differentials transformed into percentage terms in the tables.

What control variables are appropriate in this regression? Linneman and What control variables are appropriate in this regression? Linneman and 
Wachter (1990), Hirsch, Wachter, and Gillula (1999), and others have argued that Wachter (1990), Hirsch, Wachter, and Gillula (1999), and others have argued that 
it is important to distinguish between skill-related factors that an individual can it is important to distinguish between skill-related factors that an individual can 
transfer from job to job and a second set of variables that are descriptive of the transfer from job to job and a second set of variables that are descriptive of the 
job or sector and possibly indicative of noncompetitive pay differentials such as job or sector and possibly indicative of noncompetitive pay differentials such as 
rent-sharing. It is, of course, not always clear whether a variable falls in one camp rent-sharing. It is, of course, not always clear whether a variable falls in one camp 
or another. In regressions using the Current Population Survey data, we control or another. In regressions using the Current Population Survey data, we control 
for schooling and work experience in a more-or-less standard set of covariates. In for schooling and work experience in a more-or-less standard set of covariates. In 
regressions using data from the Employer Costs for Employee Compensation, we regressions using data from the Employer Costs for Employee Compensation, we 
control for differences in human capital via a series of dummy variables for work control for differences in human capital via a series of dummy variables for work 
level. Therefore, we assume that individuals, on average, possess the requisite skills level. Therefore, we assume that individuals, on average, possess the requisite skills 
to fi ll the positions and that these skills would carry over to the private sector.to fi ll the positions and that these skills would carry over to the private sector.

We treat union status and organizational size as not refl ecting worker skills. We treat union status and organizational size as not refl ecting worker skills. 
Controlling for union coverage seems inappropriate, because union wage premia Controlling for union coverage seems inappropriate, because union wage premia 
probably do not refl ect ability differences, and those in the public workforce would probably do not refl ect ability differences, and those in the public workforce would 
not likely take their public sector unionization rates with them if they were to move not likely take their public sector unionization rates with them if they were to move 
to the private sector. The situation is murkier in the case of employer size, because to the private sector. The situation is murkier in the case of employer size, because 
less of a consensus exists as to causes of the size premium. The traditional explana-less of a consensus exists as to causes of the size premium. The traditional explana-
tion has been that larger employers have greater product market power, and that tion has been that larger employers have greater product market power, and that 
workers capture some of these rents. If, however, employee compensation rises with workers capture some of these rents. If, however, employee compensation rises with 
the size of employer because larger employers hire better-quality workers—that is, the size of employer because larger employers hire better-quality workers—that is, 
employer size is a proxy for unobserved worker ability, even in the public sector—employer size is a proxy for unobserved worker ability, even in the public sector—
then including size as a control is desirable. Troske (1999) tests several explanations then including size as a control is desirable. Troske (1999) tests several explanations 
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of the employer size-wage effect and a signifi cant unexplained premium remains. of the employer size-wage effect and a signifi cant unexplained premium remains. 
This and other evidence leaves the door open for the possibility that rent-sharing This and other evidence leaves the door open for the possibility that rent-sharing 
may be involved. Absent evidence that larger public sector organizational size may be involved. Absent evidence that larger public sector organizational size 
refl ects unobserved ability, we do not control for employer size.refl ects unobserved ability, we do not control for employer size.88 Estimates of differ- Estimates of differ-
entials are sensitive to these choices and we will provide measures of this sensitivity.entials are sensitive to these choices and we will provide measures of this sensitivity.

Another issue on which the literature on public sector differentials has not Another issue on which the literature on public sector differentials has not 
reached a consensus is whether to account for occupation and, if so, at what level reached a consensus is whether to account for occupation and, if so, at what level 
of detail. Of recent studies of state and local government differentials, Schmitt of detail. Of recent studies of state and local government differentials, Schmitt 
(2010) and Keefe (2010) use no occupational controls, while Bender and Heywood (2010) and Keefe (2010) use no occupational controls, while Bender and Heywood 
(2010) use them only in robustness checks. On the other hand, in Moulton’s (2010) use them only in robustness checks. On the other hand, in Moulton’s 
(1990) study of federal wage differentials, he argues that it is essential to control (1990) study of federal wage differentials, he argues that it is essential to control 
for occupation at as detailed a level as possible. Over the years, the modal choice for occupation at as detailed a level as possible. Over the years, the modal choice 
has probably been one-digit or major occupation controls (Belman and Heywood has probably been one-digit or major occupation controls (Belman and Heywood 
2004b). If occupation refl ects unmeasured human capital and working conditions 2004b). If occupation refl ects unmeasured human capital and working conditions 
common to the private and public sectors, then including occupation controls common to the private and public sectors, then including occupation controls 
will help net out cross-sectoral differences in these wage-infl uencing factors. But will help net out cross-sectoral differences in these wage-infl uencing factors. But 
as Belman and Heywood discuss, even if one believes that occupation controls as Belman and Heywood discuss, even if one believes that occupation controls 
are important, it is not obvious how fi ne one should go: coarse controls may leave are important, it is not obvious how fi ne one should go: coarse controls may leave 
occupations too heterogeneous, while fi ner controls can remove unique occu-occupations too heterogeneous, while fi ner controls can remove unique occu-
pations from the analysis. Given the lack of consensus, we present models with pations from the analysis. Given the lack of consensus, we present models with 
different treatments for occupation.different treatments for occupation.

What is the Current Private–Public Pay Gap?What is the Current Private–Public Pay Gap?

Estimates Based on Current Population Survey DataEstimates Based on Current Population Survey Data
We display the results of a comparison of private and public sector workers We display the results of a comparison of private and public sector workers 

in Table 3, using weekly earnings for full-time workers in the Current Population in Table 3, using weekly earnings for full-time workers in the Current Population 
Survey in the fi rst pair of columns, and weekly earnings and compensation for full-Survey in the fi rst pair of columns, and weekly earnings and compensation for full-
time jobs in the Employer Costs for Employee Compensation from the National time jobs in the Employer Costs for Employee Compensation from the National 
Compensation Survey in the second and third pairs of columns. The fi rst column Compensation Survey in the second and third pairs of columns. The fi rst column 
in each pair in Table 3 presents the log differences and, the second, the percentage in each pair in Table 3 presents the log differences and, the second, the percentage 
differences, where the percentage differences are relative to public sector statistics. differences, where the percentage differences are relative to public sector statistics. 
In this section, we discuss differentials in terms of log points because the Oaxaca–In this section, we discuss differentials in terms of log points because the Oaxaca–
Blinder decomposition is in terms of logs. In later sections, we adopt a somewhat Blinder decomposition is in terms of logs. In later sections, we adopt a somewhat 
looser approach and only display percentage differences.looser approach and only display percentage differences.99 Asterisks are used to  Asterisks are used to 
indicate statistical signifi cance at the 1 and 5 percent levels.indicate statistical signifi cance at the 1 and 5 percent levels.

 8 Brown and Medoff (1988) conclude that measured ability to pay accounts for about 15 percent of the 
public sector size–wage effect.
 9 We present both log differentials and percentage differences because they measure different things. 
Researchers often approximate percentage differentials by exponentiating log differentials. But, 
as stressed in Blackburn (2008), this standard transformation gives misleading results if wage disper-
sion differs substantially across sectors. It is well known that earnings distributions are less dispersed 
in the public than in the private sector (for example, Poterba and Rueben 1994), which would cause 
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Beginning with estimates based on the Current Population Survey Data, we see Beginning with estimates based on the Current Population Survey Data, we see 
that the raw average earnings of state workers exceed those of private workers by that the raw average earnings of state workers exceed those of private workers by 
about 0.09 log points and that the earnings of local government workers surpass about 0.09 log points and that the earnings of local government workers surpass 
those of private workers by about 0.10 log points. However, after including the base-those of private workers by about 0.10 log points. However, after including the base-
line controls for education, experience, sex, full-time status, and the interaction of line controls for education, experience, sex, full-time status, and the interaction of 
Census division with metropolitan area,Census division with metropolitan area,1010 it is  it is private sector workers who appear to  who appear to 

the standard transformation to understate private sector relative to public sector pay. See the online 
Appendix available with this article at 〈http://e-jep.org⟩ for details on how we use log wage regression 
results to derive estimated differentials in percentage terms.
 10 Interacting Census division with metropolitan area is more fl exible than just including Census division 
and metropolitan area dummies by themselves in that the metropolitan–nonmetropolitan differential is 
allowed to vary by division.

Table 3
Private–Public Pay Differentials for Weekly Wage and Compensation

CPS
weekly wage

NCS
weekly wage

NCS weekly 
compensation

logs percent logs percent logs percent 

A. Private–State Government
Raw differential –0.085** –0.5 –.203** –13.7** –.335** –21.8**
Unexplained differential
 Base controls, including 
  education (CPS) or work 
  level (NCS)

0.108** 16.2** .048** 8.1** –.076** –3.2*

 Plus major occupation –0.005 2.7** –.012 1.3 –.143** –10.1**
 Plus detailed occupation 0.020* 4.9** –.003 2.3 –.125** –8.7**

B. Private–Local Government
Raw differential –0.097** –0.6 –.246** –16.8** –.347** –23.0**
Unexplained differential
 Base controls, including 
  education (CPS) or work 
  level (NCS)

0.080** 13.6** –.054** –2.5** –.149** –10.5**

 Plus major occupation –0.091** –5.2** –.123** –9.6** –.236** –18.5**
 Plus detailed occupation –0.067** –3.5** –.115** –9.2** –.220** –17.6**

Sources: Based on data from the 2009 Current Population Survey, Merged Outgoing Rotation Group 
(CPS–MORG) fi le and data from the Employer Costs for Employee Compensation (ECEC) sample in the 
2009 National Compensation Survey (NCS).
Notes: Samples are restricted to full-time workers or full-time jobs for these models. Estimates are private–
public differentials in log points and percentage differences. Unexplained differentials are from Oaxaca-
Blinder decompositions that net out sectoral differences in controls, using private sector returns. Base 
controls in the CPS include sex, Census division interacted with metropolitan area, four education 
dummies, and a quartic in experience. Base controls in the NCS include dummy variables for work level, 
and Census division interacted with metropolitan area. When detailed occupation controls are included, 
the raw differentials sometimes deviate slightly from the raw differential provided because occupations 
for which there are government workers but no private sector workers are excluded.
** and * indicate statistical signifi cance at 1 and 5 percent levels, respectively.

http://e-jep.org
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earn more than their state and local government equivalents, by 0.11 and 0.08 log earn more than their state and local government equivalents, by 0.11 and 0.08 log 
points respectively. The implication of this regression is that public sector workers points respectively. The implication of this regression is that public sector workers 
earn more on average than private sector workers because public sector workers have earn more on average than private sector workers because public sector workers have 
higher levels of human capital, particularly education—not because they receive higher levels of human capital, particularly education—not because they receive 
higher pay for a given level of human capital.higher pay for a given level of human capital.

But if one takes into account major occupation differences using the two-But if one takes into account major occupation differences using the two-
digit level of the Standard Occupational Classifi cation system (which contains digit level of the Standard Occupational Classifi cation system (which contains 
22 occupations), the estimates once again change markedly. With a swing of 22 occupations), the estimates once again change markedly. With a swing of 
0.171 log points from the base control case, relative pay estimates now favor local 0.171 log points from the base control case, relative pay estimates now favor local 
government workers, who are paid 0.091 log points more than can be explained government workers, who are paid 0.091 log points more than can be explained 
by the controls. For state workers, the shift from the base control case is smaller by the controls. For state workers, the shift from the base control case is smaller 
(0.113 points), so that the gap in log points virtually disappears. Our results (0.113 points), so that the gap in log points virtually disappears. Our results 
using major occupational controls indicate that, conditional on the baseline vari-using major occupational controls indicate that, conditional on the baseline vari-
ables—especially schooling levels—government workers are more likely to be in ables—especially schooling levels—government workers are more likely to be in 
lower-paying two-digit occupations than their private sector counterparts. College-lower-paying two-digit occupations than their private sector counterparts. College-
educated government workers are in less-lucrative two-digit occupations (like educated government workers are in less-lucrative two-digit occupations (like 
teaching) than their private counterparts, who are more likely to be healthcare teaching) than their private counterparts, who are more likely to be healthcare 
practitioners or in areas like business and management. On the other end of the practitioners or in areas like business and management. On the other end of the 
educational spectrum, those without a high school degree in the private sector are educational spectrum, those without a high school degree in the private sector are 
more likely to be in the relatively lucrative (conditional on schooling) production more likely to be in the relatively lucrative (conditional on schooling) production 
and construction occupations.and construction occupations.

Moving from two-digit occupational controls to the most detailed occupational Moving from two-digit occupational controls to the most detailed occupational 
controls contained in the Current Population Survey—consisting of nearly 500 occu-controls contained in the Current Population Survey—consisting of nearly 500 occu-
pations—relative pay differentials shift about 0.02–0.03 log points in favor of private pations—relative pay differentials shift about 0.02–0.03 log points in favor of private 
sector workers, so that private sector workers are 0.020 log points above the state sector workers, so that private sector workers are 0.020 log points above the state 
government workers, while local government workers are about 0.067 points above government workers, while local government workers are about 0.067 points above 
the private sector. Of course, the models with and without occupational controls the private sector. Of course, the models with and without occupational controls 
represent very different thought experiments. Readers who believe it likely that, say, represent very different thought experiments. Readers who believe it likely that, say, 
college-educated teachers and managers have different levels of unmeasured human college-educated teachers and managers have different levels of unmeasured human 
capital will tend to gravitate toward the models controlling for occupation. They will capital will tend to gravitate toward the models controlling for occupation. They will 
prefer to compare, conditional on schooling and other factors, teachers to teachers, prefer to compare, conditional on schooling and other factors, teachers to teachers, 
and indeed they may prefer to compare elementary school teachers to elementary and indeed they may prefer to compare elementary school teachers to elementary 
school teachers via detailed occupational controls. The alternative view is that it school teachers via detailed occupational controls. The alternative view is that it 
is more useful to make across-sector comparisons unconditional on occupation: is more useful to make across-sector comparisons unconditional on occupation: 
perhaps occupation does not accurately refl ect unmeasured skills, and occupational perhaps occupation does not accurately refl ect unmeasured skills, and occupational 
controls only exacerbate diffi culties from (say) unmeasured differences in pecuniary controls only exacerbate diffi culties from (say) unmeasured differences in pecuniary 
or nonpecuniary factors.or nonpecuniary factors.

All in all, the data from the Current Population Survey does not provide an All in all, the data from the Current Population Survey does not provide an 
unambiguous answer to the question of whether comparable workers receive unambiguous answer to the question of whether comparable workers receive 
higher wages in the public sector. Results differ by specifi cation, and local govern-higher wages in the public sector. Results differ by specifi cation, and local govern-
ment workers appear to generally fare better than state government workers. More ment workers appear to generally fare better than state government workers. More 
importantly, however, the Current Population Survey does not contain comprehen-importantly, however, the Current Population Survey does not contain comprehen-
sive information on nonwage benefi ts. For that, we need to turn to the Employer sive information on nonwage benefi ts. For that, we need to turn to the Employer 
Costs for Employee Compensation microdata.Costs for Employee Compensation microdata.



230     Journal of Economic Perspectives

Estimates Based on the Employer Costs for Employee Compensation DataEstimates Based on the Employer Costs for Employee Compensation Data
The baseline controls used in the regressions with the NCS Employer Costs The baseline controls used in the regressions with the NCS Employer Costs 

for Employee Compensation microdata are as similar as possible to those in the for Employee Compensation microdata are as similar as possible to those in the 
Current Population Survey. However, in these regressions, instead of controlling for Current Population Survey. However, in these regressions, instead of controlling for 
education and experience, we control for job work levels.education and experience, we control for job work levels.

As already noted in Table 1, the baseline raw differentials are wider in the As already noted in Table 1, the baseline raw differentials are wider in the 
Employer Costs for Employee Compensation (ECEC) microdata. As shown in Employer Costs for Employee Compensation (ECEC) microdata. As shown in 
the third column of Table 3, the state and local government raw weekly earnings the third column of Table 3, the state and local government raw weekly earnings 
gap is 0.203 and 0.246 points, respectively, above the private sector. Using the base gap is 0.203 and 0.246 points, respectively, above the private sector. Using the base 
controls, which in this case include job work levels, private sector jobs with the controls, which in this case include job work levels, private sector jobs with the 
same characteristics as state sector jobs pay about 0.048 log points more, which is same characteristics as state sector jobs pay about 0.048 log points more, which is 
smaller than the 0.108-point difference based on Current Population Survey data in smaller than the 0.108-point difference based on Current Population Survey data in 
column 1. For local government jobs, the ECEC results suggest an edge in pay for column 1. For local government jobs, the ECEC results suggest an edge in pay for 
public sector workers of 0.054 points, versus the estimate of a 0.080-point advantage public sector workers of 0.054 points, versus the estimate of a 0.080-point advantage 
for the private sector in column 1. In general, the explained portions of the raw for the private sector in column 1. In general, the explained portions of the raw 
wage gaps are larger in the ECEC than in the CPS, which suggests that the work-level wage gaps are larger in the ECEC than in the CPS, which suggests that the work-level 
information provides more information about skill differences across jobs than is information provides more information about skill differences across jobs than is 
apparent in the demographic data about workers in the Current Population Survey. apparent in the demographic data about workers in the Current Population Survey. 
However, the remaining unexplained wage gap between private sector and local However, the remaining unexplained wage gap between private sector and local 
government workers indicates that local government workers are paid higher wages, government workers indicates that local government workers are paid higher wages, 
and this is a departure from CPS-based studies that routinely fi nd the opposite.and this is a departure from CPS-based studies that routinely fi nd the opposite.

Because the work-level data were designed to make different jobs comparable, Because the work-level data were designed to make different jobs comparable, 
adding occupational controls does not affect the measured public sector premia adding occupational controls does not affect the measured public sector premia 
as much in the “NCS weekly wage” column as it did with the Current Population as much in the “NCS weekly wage” column as it did with the Current Population 
Survey data in the fi rst set of columns, where education level is the main control. With Survey data in the fi rst set of columns, where education level is the main control. With 
detailed occupational controls, there is little ground between the state and the private detailed occupational controls, there is little ground between the state and the private 
sector, but a difference of 0.115 log points remains in favor of the local government.sector, but a difference of 0.115 log points remains in favor of the local government.

What effect do the more generous benefi ts provided to government workers What effect do the more generous benefi ts provided to government workers 
have on private–public differentials? When nonwage compensation is included, as have on private–public differentials? When nonwage compensation is included, as 
in the “NCS weekly compensation” columns of Table 3, the raw differentials widen in the “NCS weekly compensation” columns of Table 3, the raw differentials widen 
markedly in favor of the state and local government workers. The state differential markedly in favor of the state and local government workers. The state differential 
widens by 0.132, to 0.335 points, and the local differential by 0.101, to 0.347 points. widens by 0.132, to 0.335 points, and the local differential by 0.101, to 0.347 points. 
When compensation is the dependent variable, the regression-adjusted estimates When compensation is the dependent variable, the regression-adjusted estimates 
move (relative to the NCS weekly wage column) by almost as much as the raw move (relative to the NCS weekly wage column) by almost as much as the raw 
differentials in favor of government workers. This shift tends to fall in the range of differentials in favor of government workers. This shift tends to fall in the range of 
0.10–0.12 log points.0.10–0.12 log points.

Are government jobs more highly compensated than corresponding private Are government jobs more highly compensated than corresponding private 
sector jobs? The answer from the Employer Costs for Employee Compensation sector jobs? The answer from the Employer Costs for Employee Compensation 
microdata appears to be “yes,” although the magnitude of the difference depends microdata appears to be “yes,” although the magnitude of the difference depends 
upon sector of government and specifi cation used.upon sector of government and specifi cation used.1111

 11 Nonwage compensation in state and local government exceeds that of the private sector. Is there a 
way to determine which particular benefi t categories contribute to this difference, conditional on job 
characteristics? The decomposition methodology in logs used here is ill-suited for this task since some 
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Hourly Sample Results and Comparisons with Other StudiesHourly Sample Results and Comparisons with Other Studies
In Table 4, we present the results of the same specifi cations as in Table 3, except In Table 4, we present the results of the same specifi cations as in Table 3, except 

this time using an hourly wage or compensation sample, rather than a weekly one. this time using an hourly wage or compensation sample, rather than a weekly one. 
To save space, we report the results only in percentage terms, which is what most To save space, we report the results only in percentage terms, which is what most 
recent studies do, though we caution that these other studies may not convert from recent studies do, though we caution that these other studies may not convert from 
log points into percentages in the manner that we do.log points into percentages in the manner that we do.1212 The hourly results serve  The hourly results serve 

categories of benefi ts have zero costs for nontrivial numbers of observations. In the online Appendix 
available with this article at 〈http://e-jep.org⟩, we describe a methodology that fi rst determines what 
the average level of benefi t costs would be if private sector returns are applied to public sector char-
acteristics and then calculates the ratio of this quantity to the actual average of public sector benefi t 
costs. After controlling for work-level differences, the sectoral differences in health insurance costs are 
approximately 30–40 percent, and the analogous differences in retirement and savings costs are perhaps 
50 percent, as measured relative to the public sector cost.
 12 Relative to simply exponentiating the log differentials, our method of conversion adds 2–4 percentage 
points in favor of the private sector, depending on the specifi cation.

Table 4
Private–Public Percentage Pay Differentials for Hourly Wage and Compensation

CPS
hourly wage

(%)

NCS
hourly wage
(no teachers)

(%)

NCS
hourly 

compensation
(no teachers)

(%)

A. Private–State Government
Raw differential –4.4** –13.8** –23.8**
Unexplained differential
 Base controls, including education (CPS) or 
  work level (NCS)

12.4** 9.1** –3.7*

 Base controls and major occupation 0.7 3.5* –9.2**
 Base controls and detailed occupation 2.4* 2.5 –9.5**

B. Private–Local Government
Raw differential –3.5** –11.1** –20.9**
Unexplained differential
 Base controls, including education (CPS) or 
  work level (NCS)

11.0** –2.3** –12.9**

 Base controls and major occupation –5.7** –7.2** –18.2**
 Base controls and detailed occupation –4.8** –4.8** –14.8**

Sources: Based on data from the 2009 Current Population Survey, Merged Outgoing Rotation Group 
(CPS–MORG) fi le and data from the Employer Costs for Employee Compensation (ECEC) sample in the 
2009 National Compensation Survey (NCS).
Notes: Estimates are private–public differentials in percentage differences. Unexplained differentials are 
from Oaxaca–Blinder decompositions that net out sectoral differences in controls, using private sector 
returns. Base controls are as in Table 3, but also include indicators for full-time workers or jobs. When 
detailed occupation controls are included, the raw differentials sometimes deviate slightly from the raw 
differential provided because occupations for which there are government workers but no private sector 
workers are excluded.
** and * indicate statistical signifi cance at the 1 and 5 percent levels respectively.

http://e-jep.org
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both as a sensitivity check, and provide an opportunity to reconcile our results with both as a sensitivity check, and provide an opportunity to reconcile our results with 
these earlier studies. In the fi rst column, with the Current Population Survey hourly these earlier studies. In the fi rst column, with the Current Population Survey hourly 
wage sample, we estimate that, with the base controls but without occupational wage sample, we estimate that, with the base controls but without occupational 
controls, the wages of the private sector exceed those of the state government by controls, the wages of the private sector exceed those of the state government by 
12.4 percent and exceed those of the local government by 11.0 percent, magnitudes 12.4 percent and exceed those of the local government by 11.0 percent, magnitudes 
which are somewhat lower than their counterparts in the weekly sample. Owing which are somewhat lower than their counterparts in the weekly sample. Owing 
to some differences in sample inclusion criteria and specifi cation and, perhaps, to to some differences in sample inclusion criteria and specifi cation and, perhaps, to 
differences in the method for converting from log points to percentages, our esti-differences in the method for converting from log points to percentages, our esti-
mates of hourly gaps are wider than those of Schmitt (2010, table 3), who estimated mates of hourly gaps are wider than those of Schmitt (2010, table 3), who estimated 
a wage premium of 4–6 percent for the private sector for the same year. The gaps we a wage premium of 4–6 percent for the private sector for the same year. The gaps we 
estimated are about the same as the 11–12 percent wage premium for the private estimated are about the same as the 11–12 percent wage premium for the private 
sector estimated by Bender and Heywood (2010) using the 2008 Current Popula-sector estimated by Bender and Heywood (2010) using the 2008 Current Popula-
tion Survey, although they include “covered by a union contract” as one of their tion Survey, although they include “covered by a union contract” as one of their 
covariates. As noted, we prefer not to control for union status, because we doubt it covariates. As noted, we prefer not to control for union status, because we doubt it 
refl ects ability that is portable across sectors. When we experimented with including refl ects ability that is portable across sectors. When we experimented with including 
union coverage in our covariates for the purposes of reconciliation, our gaps widen union coverage in our covariates for the purposes of reconciliation, our gaps widen 
to 18 to 19 percent in favor of the private sector.to 18 to 19 percent in favor of the private sector.

Our results are similar in magnitude to those of Keefe (2010), who estimates Our results are similar in magnitude to those of Keefe (2010), who estimates 
that state and local government workers earn 15.57 percent and 9.46 percent below that state and local government workers earn 15.57 percent and 9.46 percent below 
comparable private sector workers, respectively. He uses data from the March comparable private sector workers, respectively. He uses data from the March 
Current Population Survey, which compiles earnings on an annual basis. However, Current Population Survey, which compiles earnings on an annual basis. However, 
he uses organizational size as a control variable, something that is not available he uses organizational size as a control variable, something that is not available 
in the Merged Outgoing Rotation Group data from the CPS that we use, and a in the Merged Outgoing Rotation Group data from the CPS that we use, and a 
choice that is controversial (Linneman and Wachter 1990). Government is a large choice that is controversial (Linneman and Wachter 1990). Government is a large 
employer, and so the inclusion of employer size means that more of the raw differ-employer, and so the inclusion of employer size means that more of the raw differ-
ential in favor of government will be viewed as a size effect rather than a government ential in favor of government will be viewed as a size effect rather than a government 
effect, making it more likely that private sector workers will be viewed as overpaid. effect, making it more likely that private sector workers will be viewed as overpaid. 
In the Employer Costs for Employee Compensation data, adding establishment size In the Employer Costs for Employee Compensation data, adding establishment size 
to our baseline controls shifts differentials by roughly 6 percentage points in favor to our baseline controls shifts differentials by roughly 6 percentage points in favor 
of the private sector for wages and by about 8 points for compensation, though it is of the private sector for wages and by about 8 points for compensation, though it is 
diffi cult to say whether the effect would be of the same magnitude in the CPS.diffi cult to say whether the effect would be of the same magnitude in the CPS.

The inclusion of occupational indicators in hourly wage regressions moves the The inclusion of occupational indicators in hourly wage regressions moves the 
relative pay estimates in a direction favorable to government workers, as it did in relative pay estimates in a direction favorable to government workers, as it did in 
Table 3, so that state workers are about even with those in the private sector, while Table 3, so that state workers are about even with those in the private sector, while 
local government workers are estimated to earn 5.7 percent more than their private local government workers are estimated to earn 5.7 percent more than their private 
sector counterparts. Recent work on state and local public sector differentials has sector counterparts. Recent work on state and local public sector differentials has 
tended to eschew occupational controls, with the exception of a robustness check tended to eschew occupational controls, with the exception of a robustness check 
by Bender and Heywood (2010). With controls at approximately the same level, by Bender and Heywood (2010). With controls at approximately the same level, 
they estimate that state workers earned 6.5 percent below private sector workers they estimate that state workers earned 6.5 percent below private sector workers 
in 2008, and local workers 3.7 percent below—but, again, they control for union in 2008, and local workers 3.7 percent below—but, again, they control for union 
coverage, which may explain part of the difference with our results.coverage, which may explain part of the difference with our results.

The fi nal two columns of Table 4 display the results for the NCS Employer Costs The fi nal two columns of Table 4 display the results for the NCS Employer Costs 
for Employee Compensation hourly sample, which excludes teachers because of the for Employee Compensation hourly sample, which excludes teachers because of the 
diffi culties in knowing their actual hours worked, as explained earlier. The results diffi culties in knowing their actual hours worked, as explained earlier. The results 
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for state government hourly wages are not much different than the comparable for state government hourly wages are not much different than the comparable 
ones for weekly wages. For local government, the exclusion of teachers and other ones for weekly wages. For local government, the exclusion of teachers and other 
occupations for which weekly hours are unreliable narrows the raw differential occupations for which weekly hours are unreliable narrows the raw differential 
by about 6 percentage points. For the baseline regressions, the hourly and weekly by about 6 percentage points. For the baseline regressions, the hourly and weekly 
results are also similar, but that is not the case for the regressions with occupational results are also similar, but that is not the case for the regressions with occupational 
controls, as the estimated edge for local government workers narrows from 9 to controls, as the estimated edge for local government workers narrows from 9 to 
10 percent at both levels of occupational detail to about 7 percent with two-digit 10 percent at both levels of occupational detail to about 7 percent with two-digit 
controls and 5 percent with detailed controls.controls and 5 percent with detailed controls.

When nonwage benefi ts are added to hourly wages in the Employer Costs for When nonwage benefi ts are added to hourly wages in the Employer Costs for 
Employee Compensation microdata in the third column of Table 4, the differen-Employee Compensation microdata in the third column of Table 4, the differen-
tials relative to the second column shift by 10 to 13 percentage points in favor of tials relative to the second column shift by 10 to 13 percentage points in favor of 
government workers, a movement that is somewhat greater than the shift in the government workers, a movement that is somewhat greater than the shift in the 
weekly earnings sample. The hourly compensation differentials are between 3 and weekly earnings sample. The hourly compensation differentials are between 3 and 
10 percent in favor of state government workers and 13 to 18 percent in favor of 10 percent in favor of state government workers and 13 to 18 percent in favor of 
local government employees, depending on the specifi cation. local government employees, depending on the specifi cation. 

There are two recent studies in this area that include nonwage compensation There are two recent studies in this area that include nonwage compensation 
information, though they do so indirectly. Using unpublished information from information, though they do so indirectly. Using unpublished information from 
the Employer Costs for Employee Compensation for December 2009, Keefe (2010) the Employer Costs for Employee Compensation for December 2009, Keefe (2010) 
calculated the ratio of total compensation to wages by major occupation group calculated the ratio of total compensation to wages by major occupation group 
for state and local government combined and for three establishment-size classes for state and local government combined and for three establishment-size classes 
for the private sector. Applying these markups to earnings in the March CPS for for the private sector. Applying these markups to earnings in the March CPS for 
2009, he estimated (in his table 6) that the compensation of a state government 2009, he estimated (in his table 6) that the compensation of a state government 
employee is 7.55 percent below that of an equivalent private sector employee, employee is 7.55 percent below that of an equivalent private sector employee, 
while that of a local government employee is 1.84 percent below. Because the same while that of a local government employee is 1.84 percent below. Because the same 
regression specifi cations for earnings yielded estimated gaps of 15.57 percent and regression specifi cations for earnings yielded estimated gaps of 15.57 percent and 
9.46 percent for state and local government workers, respectively, the implication 9.46 percent for state and local government workers, respectively, the implication 
is that including nonwage compensation moves relative pay estimates in favor of is that including nonwage compensation moves relative pay estimates in favor of 
government employees by roughly 8 percentage points.government employees by roughly 8 percentage points.1313  

Bender and Heywood (2010) also use markups from the Employer Costs for Bender and Heywood (2010) also use markups from the Employer Costs for 
Employee Compensation microdata, but with a somewhat different approach Employee Compensation microdata, but with a somewhat different approach 
than Keefe. Whereas Keefe applied different markups by major occupation group than Keefe. Whereas Keefe applied different markups by major occupation group 
and size to Current Population Survey microdata and then calculated regression-and size to Current Population Survey microdata and then calculated regression-
adjusted compensation gaps, Bender and Heywood apply the markups directly adjusted compensation gaps, Bender and Heywood apply the markups directly 
to wage gaps that have already been regression adjusted. After having estimated to wage gaps that have already been regression adjusted. After having estimated 
that the average hourly pay in 2000–2008 for state workers was 11.4 percent below that the average hourly pay in 2000–2008 for state workers was 11.4 percent below 
that for private sector workers and for local workers was 12.0 percent below, they use that for private sector workers and for local workers was 12.0 percent below, they use 
markups from 2004–2008 to estimate that state and local compensation remained markups from 2004–2008 to estimate that state and local compensation remained 
at 6.8 percent and 7.4 percent below the private sector, respectively.at 6.8 percent and 7.4 percent below the private sector, respectively.1414 Thus, for  Thus, for 

 13 Using Employer Costs for Employee Compensation data for Census divisions rather than for the 
nation, Keefe also conducted a number of studies for individual states that use compensation markups, 
available at 〈http://www.epi.org⟩ (search on “Keefe”). 
 14 The results reported here use the markup from the entire ECEC. They also apply a markup calculated 
using just those establishments with 100 or more workers, and obtain correspondingly larger private 
sector premia.

http://www.epi.org
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these authors, controlling for nonwage compensation makes a difference of about these authors, controlling for nonwage compensation makes a difference of about 
4.5 percentage points.4.5 percentage points.

As noted above, we see a shift of 10 to 13 percentage points in favor of govern-As noted above, we see a shift of 10 to 13 percentage points in favor of govern-
ment workers when nonwage compensation is included, which is greater than those ment workers when nonwage compensation is included, which is greater than those 
movements calculated by other authors. There are at least a few reasons for the movements calculated by other authors. There are at least a few reasons for the 
difference. Keefe (2010) removes paid leave from compensation before calculating difference. Keefe (2010) removes paid leave from compensation before calculating 
his markups, which raises the relative markup in the private sector. He indicates his markups, which raises the relative markup in the private sector. He indicates 
he takes this step because he believes that paid leave is included in the measure of he takes this step because he believes that paid leave is included in the measure of 
wages in the Current Population Survey. We have doubts as to whether this is consis-wages in the Current Population Survey. We have doubts as to whether this is consis-
tently true, but, in any case, paid leave is certainly not included in the Employer tently true, but, in any case, paid leave is certainly not included in the Employer 
Costs for Employee Compensation wage measure. In addition, as we will see, the Costs for Employee Compensation wage measure. In addition, as we will see, the 
choice of period for calculating the markups can make a difference, and would choice of period for calculating the markups can make a difference, and would 
have for the Bender and Heywood calculations. Finally, we use a somewhat different have for the Bender and Heywood calculations. Finally, we use a somewhat different 
set of regression controls and therefore make different comparisons than do these set of regression controls and therefore make different comparisons than do these 
other recent papers. other recent papers. 

How Has the Private–Public Pay Gap Changed over Time?How Has the Private–Public Pay Gap Changed over Time?

Is the private–public pay gap a new phenomenon? For example, did the gap Is the private–public pay gap a new phenomenon? For example, did the gap 
change during the 2007–09 recession? To get at questions like these, Figure 2 graphs change during the 2007–09 recession? To get at questions like these, Figure 2 graphs 
the unexplained differentials for weekly wages (the “base controls” specifi cation in the unexplained differentials for weekly wages (the “base controls” specifi cation in 
Table 3) for the Current Population Survey data over the 1979–2009 period.Table 3) for the Current Population Survey data over the 1979–2009 period.1515

Figure 2 suggests that, for this specifi cation, private sector workers have Figure 2 suggests that, for this specifi cation, private sector workers have 
received higher wages than their state and local counterparts over the entire period. received higher wages than their state and local counterparts over the entire period. 
The private sector advantage has ranged from 5 to 17 percent. These series do The private sector advantage has ranged from 5 to 17 percent. These series do 
not appear to suggest cyclical factors as driving mechanisms. During much of the not appear to suggest cyclical factors as driving mechanisms. During much of the 
period, from 1989 to 2006, the private sector was gaining on the state sector, though period, from 1989 to 2006, the private sector was gaining on the state sector, though 
within a relatively narrow range. For the local government sector, the pattern is within a relatively narrow range. For the local government sector, the pattern is 
more of a V-shape, with the private sector losing ground in the fi rst half of the more of a V-shape, with the private sector losing ground in the fi rst half of the 
period and regaining it during the second half. When considering wages alone in period and regaining it during the second half. When considering wages alone in 
the CPS, one does not get the impression that there was a recent and sudden surge the CPS, one does not get the impression that there was a recent and sudden surge 
of the relative pay of the public sector.of the relative pay of the public sector.

Using the Employer Costs for Employee Compensation data, we earlier esti-Using the Employer Costs for Employee Compensation data, we earlier esti-
mated a current compensation gap in favor of state and local government workers. mated a current compensation gap in favor of state and local government workers. 
Ideally, we would like to use the same methodology to estimate differentials over Ideally, we would like to use the same methodology to estimate differentials over 
time, but we cannot because the work-level information that is so important for time, but we cannot because the work-level information that is so important for 
controlling for cross-sectoral differences in the skill distribution of jobs goes back controlling for cross-sectoral differences in the skill distribution of jobs goes back 

 15 There were several changes in Current Population Survey data over this period, including a 1994 
redesign that altered earnings questions and a lack of allocation fl ags in certain years. Some of the more 
important changes involve coding for schooling and occupation. We use the base controls specifi cation 
to skirt changing CPS occupational coding schemes. The CPS education questions changed in 1992, 
and we use the approach suggested by Jaeger (1997) to code workers as consistently as possible into 
fi ve education groups.
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only a few years. Instead, we take an indirect approach, by looking at the rela-only a few years. Instead, we take an indirect approach, by looking at the rela-
tive growth rates of private and public sector compensation, after controlling for tive growth rates of private and public sector compensation, after controlling for 
changes in employment composition in jobs in each of these sectors.changes in employment composition in jobs in each of these sectors.

To do this, we make use of data from the Bureau of Labor Statistics’ Employ-To do this, we make use of data from the Bureau of Labor Statistics’ Employ-
ment Cost Index (ECI) series, which are based on the same microdata as the ment Cost Index (ECI) series, which are based on the same microdata as the 
Employer Costs for Employee Compensation.Employer Costs for Employee Compensation. 16 16 We fi rst take the quarterly private  We fi rst take the quarterly private 
sector ECI indexes for wages, benefi ts, and total compensation and base each at 100 sector ECI indexes for wages, benefi ts, and total compensation and base each at 100 
for December 1981. We base the corresponding public sector ECI indexes in the for December 1981. We base the corresponding public sector ECI indexes in the 
same manner. Figure 3 plots the ratio of private to public for each series. Faster cost same manner. Figure 3 plots the ratio of private to public for each series. Faster cost 
growth in the public sector than in the private manifests as a decline in the plotted growth in the public sector than in the private manifests as a decline in the plotted 
series. Because the index growth rates exploit the longitudinal nature of the data series. Because the index growth rates exploit the longitudinal nature of the data 
at the job level, they abstract from any shifts in the composition of jobs. The series at the job level, they abstract from any shifts in the composition of jobs. The series 
would, however, refl ect other developments such as relative wage movements that would, however, refl ect other developments such as relative wage movements that 
benefi t one sector more than another (for example, a rising return to education) benefi t one sector more than another (for example, a rising return to education) 
and institutional changes that affect the degree of rent capture in the two sectors. If and institutional changes that affect the degree of rent capture in the two sectors. If 

 16 The Employment Cost Index is a Laspeyres index for employer costs, with cells defi ned by industry and 
occupation. Quarterly rates of change are calculated within each cell using jobs that are in sample both 
quarters. See Bureau of Labor Statistics (n.d.) for details on the construction of the ECI series. In this 
fi gure, we use a combined public sector, combining state and local government. We thank Tom Moehrle 
for constructing these series, which are not seasonally adjusted.

 Figure 2
Private–Public Percentage Wage Differentials

Source: Based on data from the Current Population Survey, Merged Outgoing Rotation Group (CPS–
MORG), 1979–2009.
Note: Figure 2 graphs the unexplained differentials for weekly wages (the “base controls” specifi cation in 
Table 3) for the Current Population Survey data over the 1979–2009 period.
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the methodology of the previous section could be used for this exercise, the former the methodology of the previous section could be used for this exercise, the former 
effect would not be present, but the latter would be.effect would not be present, but the latter would be.

Figure 3 can be divided roughly into three parts: 1) the 1980s, when relative Figure 3 can be divided roughly into three parts: 1) the 1980s, when relative 
private pay was decreasing (Poterba and Rueben 1994); 2) from roughly 1990 private pay was decreasing (Poterba and Rueben 1994); 2) from roughly 1990 
to 2005, when relative pay was fairly stable or, if anything, the private sector was to 2005, when relative pay was fairly stable or, if anything, the private sector was 
gaining on the public sector; and 3) 2005 to the present, when relative private gaining on the public sector; and 3) 2005 to the present, when relative private 
pay is again falling—though not as fast a rate as in the fi rst period. The third pay is again falling—though not as fast a rate as in the fi rst period. The third 
period also differs from the fi rst in that benefi ts account for a greater portion of period also differs from the fi rst in that benefi ts account for a greater portion of 
total compensation gains (for the public sector relative to the private sector) in total compensation gains (for the public sector relative to the private sector) in 
the third period than in the fi rst. The wage series in Figures 2 and 3 are broadly the third period than in the fi rst. The wage series in Figures 2 and 3 are broadly 
consistent, but factoring in benefi t costs does seem to change the story somewhat. consistent, but factoring in benefi t costs does seem to change the story somewhat. 
The relative compensation series shifts 4–5 percent over the last fi ve years. If the The relative compensation series shifts 4–5 percent over the last fi ve years. If the 
analysis on 2009 data in the previous section was possible a half-decade earlier, analysis on 2009 data in the previous section was possible a half-decade earlier, 
the fi ndings would likely refl ect smaller public–private compensation differentials. the fi ndings would likely refl ect smaller public–private compensation differentials. 
Unlike earlier periods, much of the recent shift depends on relative benefi t cost Unlike earlier periods, much of the recent shift depends on relative benefi t cost 
changes. Many current popular reports on public sector pay focus on benefi ts; changes. Many current popular reports on public sector pay focus on benefi ts; 
Figure 3 offers a partial explanation for that focus.Figure 3 offers a partial explanation for that focus.

Private–Public Differentials across the DistributionPrivate–Public Differentials across the Distribution

Up until this point, our focus has been on mean public–private compensa-Up until this point, our focus has been on mean public–private compensa-
tion differentials. However, differences in the wage distributions of the public tion differentials. However, differences in the wage distributions of the public 
and private sectors extend beyond the differences at the mean—in particular, the and private sectors extend beyond the differences at the mean—in particular, the 

 Figure 3
Changing Private–Public Relative Pay

Source: Based on data from the Bureau of Labor Statistics’ Employment Cost Index (ECI) series for 
1981–2010.
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distribution of pay in the public sector tends to be less dispersed (Poterba and distribution of pay in the public sector tends to be less dispersed (Poterba and 
Rueben 1994; Belman and Heywood 2004a). We revisit this point here, using quan-Rueben 1994; Belman and Heywood 2004a). We revisit this point here, using quan-
tile regression techniques to assess public–private differentials at different points of tile regression techniques to assess public–private differentials at different points of 
the distribution.the distribution.

The dummy variable approach uses the single regression equation:The dummy variable approach uses the single regression equation:

 ln(yjk) = Xjk β + Sk δs + Lk δl +  εjk .

Again, for sector j, which can be state, local, or private, and individual k, yjk is either 
a wage or compensation measure, Xjk is a vector of characteristics, and β is the corre-
sponding coeffi cient vector, which does not differ by sector. This specifi cation also 
includes Sk and Lk , which are dummy variables for state and local government with 
corresponding coeffi cients δs and δl . In this case, the coeffi cients on the two sectoral 
dummy variables directly provide the log differentials between state government 
pay relative to private pay (the omitted variable), and between local government pay 
and private pay. Table 5 gives estimates of this specifi cation, with major occupation 
controls, using quantile regressions. Since we are estimating differentials at partic-
ular points in the distribution, here a simple exponentiation of the public sector 
coeffi cients is appropriate for deriving percentage differences, and we present these 
estimates in Table 5.

In the Current Population Survey data in the fi rst row of Table 5, consistent with In the Current Population Survey data in the fi rst row of Table 5, consistent with 
expectations, the private sector premium rises as one moves across the columns, expectations, the private sector premium rises as one moves across the columns, 

Table 5
Private–Public Percentage Differentials by Quantile

Quantile

10th 25th median 75th 90th

CPS weekly earnings
 Private–State Government –4.5** –1.8* 2.9** 7.9** 11.7**
 Private–Local Government –10.5** –8.4** –2.9** 3.4** 9.0**

ECEC weekly earnings
 Private–State Government 0.9 0.5 3.5* 5.6** 7.5**
 Private–Local Government –7.0** –7.5** –5.6** –4.8** –0.7

ECEC weekly compensation
 Private–State Government –13.2** –11.6** –9.3** –7.5** –5.5**
 Private–Local Government –19.7** –18.7** –16.4** –14.0** –10.5**

Sources: Based on data from the 2009 Current Population Survey, Merged Outgoing Rotation Group 
(CPS–MORG) fi le and data from the Employer Costs for Employee Compensation (ECEC) sample in the 
2009 National Compensation Survey (NCS).
Notes: Columns report quantile regression results at the given percentile. Controls are the same as for the 
“base controls and major occupation” weekly earnings models of Table 3.
** and * indicate statistical signifi cance at the 1 and 5 percent levels, respectively.
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through the distribution of weekly earnings. Below the median, the private sector through the distribution of weekly earnings. Below the median, the private sector 
premium is negative (higher relative pay for state and local government), but, at the premium is negative (higher relative pay for state and local government), but, at the 
9090thth percentile, the private sector premium is 11.7 percent relative to state govern- percentile, the private sector premium is 11.7 percent relative to state govern-
ment and 9.0 percent versus local government.ment and 9.0 percent versus local government.

In the rows of Table 5 based on the Employer Costs for Employee Compensa-In the rows of Table 5 based on the Employer Costs for Employee Compensa-
tion earnings and compensation microdata, the same movement in favor of the tion earnings and compensation microdata, the same movement in favor of the 
private sector is evident as one moves up the quantiles, but the interquantile spread private sector is evident as one moves up the quantiles, but the interquantile spread 
is narrower in the ECEC than in the data from the Current Population Survey. In the is narrower in the ECEC than in the data from the Current Population Survey. In the 
CPS, there is a spread of 16.2 percentage points between private–public percentage CPS, there is a spread of 16.2 percentage points between private–public percentage 
differentials in the 10differentials in the 10thth and 90 and 90thth percentiles for the state government and one of  percentiles for the state government and one of 
19.5 points for the local government. In the ECEC, the private sector premium 19.5 points for the local government. In the ECEC, the private sector premium 
for weekly earnings relative to state workers is 0.9 percent at the 10for weekly earnings relative to state workers is 0.9 percent at the 10thth percentile  percentile 
versus 7.5 percent at the 90versus 7.5 percent at the 90thth percentile, a difference of only 6.6 percentage points.  percentile, a difference of only 6.6 percentage points. 
The spread across the quantiles in the bottom row (ECEC weekly compensation, The spread across the quantiles in the bottom row (ECEC weekly compensation, 
private–local government) is a somewhat larger 9.2 percentage points, yet even at private–local government) is a somewhat larger 9.2 percentage points, yet even at 
the 90the 90thth percentile, compensation for private sector workers is lower than that for  percentile, compensation for private sector workers is lower than that for 
local government workers, by 10.5 percent.local government workers, by 10.5 percent.

Concluding RemarksConcluding Remarks

We have sought to address the broad question of whether workers in state and We have sought to address the broad question of whether workers in state and 
local government are better compensated than their private sector counterparts. A local government are better compensated than their private sector counterparts. A 
more detailed analysis might delve into particular occupations. For example, teachers more detailed analysis might delve into particular occupations. For example, teachers 
are a large part of the local government workforce, but assessing teacher pay is a diffi -are a large part of the local government workforce, but assessing teacher pay is a diffi -
cult task because private and public sector teachers operate in different environments. cult task because private and public sector teachers operate in different environments. 
We have not tried to take into account the unique dangers faced by certain public We have not tried to take into account the unique dangers faced by certain public 
workers like fi refi ghters and police offi cers. More generally, implicit in some of the workers like fi refi ghters and police offi cers. More generally, implicit in some of the 
discussion in the popular press is the question of whether state and local government discussion in the popular press is the question of whether state and local government 
jobs are jobs are better jobs than those in the private sector, which would require considering  jobs than those in the private sector, which would require considering 
not only pecuniary benefi ts, but also nonpecuniary ones. For example, job security not only pecuniary benefi ts, but also nonpecuniary ones. For example, job security 
is better in the public sector, which has been an especially salient point in recent is better in the public sector, which has been an especially salient point in recent 
years. According to data from the Job Openings and Labor Turnover Survey (JOLTS), years. According to data from the Job Openings and Labor Turnover Survey (JOLTS), 
the annual layoff and discharge rate for the private sector ranged from 17.6 percent the annual layoff and discharge rate for the private sector ranged from 17.6 percent 
to 22.8 percent in 2006–2010 in contrast to a range of 5.9 percent to 7.0 percent to 22.8 percent in 2006–2010 in contrast to a range of 5.9 percent to 7.0 percent 
for state and local government. Other nonpecuniary benefi ts that could affect the for state and local government. Other nonpecuniary benefi ts that could affect the 
relative attractiveness of public sector employment might involve working conditions. relative attractiveness of public sector employment might involve working conditions. 
Work-related injury rates appear to be higher in the public sector (Bureau of Labor Work-related injury rates appear to be higher in the public sector (Bureau of Labor 
Statistics 2011), and there may be differences in work effort or work schedules for Statistics 2011), and there may be differences in work effort or work schedules for 
which our regression controls do not account completely. An analysis of nonpecu-which our regression controls do not account completely. An analysis of nonpecu-
niary job benefi ts might use job queues (Krueger 1988a, b; Heywood and Mohanty niary job benefi ts might use job queues (Krueger 1988a, b; Heywood and Mohanty 
1993), where higher numbers of applicants may be indicative of the presence of rents 1993), where higher numbers of applicants may be indicative of the presence of rents 
for a job, or might try to directly price out the value of a benefi t (Richwine and Biggs for a job, or might try to directly price out the value of a benefi t (Richwine and Biggs 
2011), but such analyses are beyond the scope of this paper.2011), but such analyses are beyond the scope of this paper.
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Are state and local government workers better paid than similar workers Are state and local government workers better paid than similar workers 
in the private sector? When considering wages only, the answer is ambiguous. in the private sector? When considering wages only, the answer is ambiguous. 
When we add nonwage compensation, however, public sector workers do appear When we add nonwage compensation, however, public sector workers do appear 
to be better compensated, although the magnitude of the difference depends to be better compensated, although the magnitude of the difference depends 
upon which sector of government is being considered and the degree to which upon which sector of government is being considered and the degree to which 
occupations are controlled for. With no controls for occupations, we estimate occupations are controlled for. With no controls for occupations, we estimate 
that compensation in state government is higher than in the private sector by that compensation in state government is higher than in the private sector by 
3.2 percent in the weekly sample and 3.7 percent in an hourly sample. Local 3.2 percent in the weekly sample and 3.7 percent in an hourly sample. Local 
government workers are even more highly compensated, with the differential government workers are even more highly compensated, with the differential 
being 10.5 percent in the weekly sample and 12.9 percent in the hourly sample. being 10.5 percent in the weekly sample and 12.9 percent in the hourly sample. 
The addition of occupation controls, particularly those for two-digit occupations, The addition of occupation controls, particularly those for two-digit occupations, 
serves to widen the premium for the government. We should note, however, that serves to widen the premium for the government. We should note, however, that 
none of these results control for establishment size. Such a control, in models with none of these results control for establishment size. Such a control, in models with 
detailed occupation, tends to reduce the private–local government compensation detailed occupation, tends to reduce the private–local government compensation 
differential, and approximately equalizes the compensation of state and private differential, and approximately equalizes the compensation of state and private 
sector workers. There has been no major recent rise in the relative wages of state sector workers. There has been no major recent rise in the relative wages of state 
and local government workers, but recent years have seen a faster rate of increase and local government workers, but recent years have seen a faster rate of increase 
in benefi t costs in the public sector, translating into a somewhat faster increase in in benefi t costs in the public sector, translating into a somewhat faster increase in 
overall compensation costs.overall compensation costs.

Future work might seek to reconcile the raw wage differentials in the Future work might seek to reconcile the raw wage differentials in the 
Current Population Survey and the Employer Costs for Employee Compensation Current Population Survey and the Employer Costs for Employee Compensation 
data. One avenue would be to attempt replication of the ECEC wage fi ndings in data. One avenue would be to attempt replication of the ECEC wage fi ndings in 
other administrative records or establishment survey data. Other avenues are to other administrative records or establishment survey data. Other avenues are to 
identify important survey measurement errors, or to determine whether the CPS identify important survey measurement errors, or to determine whether the CPS 
and ECEC substantially measure different things (and if so, what the preferred and ECEC substantially measure different things (and if so, what the preferred 
construct is).construct is).

Finally, we wonder about the forces driving the premia we estimate. There are Finally, we wonder about the forces driving the premia we estimate. There are 
interesting agency questions here: politicians are agents for citizens in compensa-interesting agency questions here: politicians are agents for citizens in compensa-
tion settings and may face confl icts of interest in dealing with the public sector tion settings and may face confl icts of interest in dealing with the public sector 
workforce. There are likely to be additional agency considerations involving local workforce. There are likely to be additional agency considerations involving local 
government pay setting, since wages are determined by local government actors and government pay setting, since wages are determined by local government actors and 
those wage choices can affect state-level liabilities in benefi t funding. There are a those wage choices can affect state-level liabilities in benefi t funding. There are a 
wide variety of state- and local-level political institutions, including different rules wide variety of state- and local-level political institutions, including different rules 
governing bargaining, different budgets and expenditures, and different abilities governing bargaining, different budgets and expenditures, and different abilities 
to renege on promised benefi ts, and it would be interesting to ascertain how such to renege on promised benefi ts, and it would be interesting to ascertain how such 
structural differences infl uence observed outcomes.structural differences infl uence observed outcomes.

■ The views expressed here are those of the authors and do not necessarily refl ect the 
views or policies of the Bureau of Labor Statistics (BLS) or any other agency of the U.S. 
Department of Labor. We thank participants at a BLS seminar for useful discussions. We 
are particularly grateful to David Autor and Timothy Taylor for their guidance and to 
Will Carrington, Chad Jones, Chinhui Juhn, John List, and Rick Schumann for helpful 
comments. 
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