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A NEW PERSPECTIVE ON WAGES:
EDUCATION, GENDER, AND AGE

A slew of recent publications and editorials have fo-
cused upon the anemic rate of wage growth of Canadian
workers over the last few decades. Notably, a recent TD
Economics publication' reported that real after-tax income
per Canadian worker had risen only 3.6 per cent over the
last fifteen years — markedly less than the 25.5 per cent
growth in real GDP per Canadian over the same period.
Similarly, a recent Statistics Canada research paper* found
that real “median wages of Canadian workers have changed
little over the last two decades... ... despite the growing
experience and educational attainment of the work force.”
This raises an interesting question — what would the rate
of wage growth have been if one controlled for the fact
that the average worker today is older, more educated, and
for that matter, more likely to be female than workers of
decades past? There is good reason to think that the over-
all growth in wages has been biased upward by shifts in
education and age, and biased downward by a change in
the ratio of men to women in the workforce. The purpose
of this publication is to control for each of these factors.
The result is an even more pessimistic picture of Canadian
wage growth than past estimations.

Peeling the onion

Let us dissect the data to arrive at a more meaningful
understanding of wage growth. We can begin by separat-
ing the two genders. Whereas the cumulative increase in
real median hourly wages was 1.1 per cent between 1981
and 2004°, men’s and women’s wages went in opposite
directions. The real hourly wages of male workers de-
clined by 2.2 per cent between 1981 and 2004, while the
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real hourly wages of female workers rose by 8.5 per cent
over the same time span.

Superficially, the fact that women’s wages have in-
creased more quickly than men’s seems somewhat unjust
—to men. But hold that outrage for a moment. Although
women’s wages have indeed outgrown men’s, they re-
main lower on an absolute basis. Why is this? The exist-
ence of a gender earnings gap is well documented®.
Roughly half of the differential can be attributed to a vari-
ety of broad differences between the male and female
workforce. These include disparate work experience and
job tenure, a relative preference for part-time versus full-
time work, familial duties, the field studied in school, the
industry of work, and the chosen occupation within that
industry. But a justification for the other half of the wage
differential is either difficult to measure, or non-existent,
suggesting that we should continue to expect a further nar-
rowing of the wage gap in the future.
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Taking the gender-based wage data and going one step
further by controlling for age, we see that men’s real hourly
wages have fallen by a rather large 10.4 per cent between
1981 and 2004, while women’s real hourly wages have
risen by just 4.1 per cent. Clearly, the rate of wage growth
is worse after having controlled for age than before. This
is because Canada’s population has aged over the timespan
in question: whereas the Canadian average age was roughly
34 years in 1981, the average today, by our calculation, is
about 39 years. And we also know that older workers
tend to be more experienced, and thus receive higher
wages. As a result, the effect of an ageing population
biases the overall rate of wage growth upward. It is thus
desirable to remove the effects of age when making a bal-
anced comparison.

Changing educational norms

Just as changes in gender and age composition can skew
the true rate of wage growth, so, too, can changes in edu-
cation. We know that the proportion of Canadians with a
university degree has increased over time. In fact, just
16.0 per cent of the population aged 15+ had a university
degree in 1981, versus a full 25.8 per cent in 2001. This
means that part of the reason personal income rose at all
over the past few decades was that more people were
graduating with university degrees, and as a result, getting
better paid jobs. But the flip side of the story is that for a
fixed level of education, Canadian workers did not enjoy
nearly the same wage growth as the aggregate figure sug-
gests. In fact, holding age and education constant, Cana-
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AGEING CANADIANS
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dians of both genders saw outright declines in their wages.
The real median hourly wage for university-educated men
of a fixed age fell by 5.8 per cent between 1981 and 2004,
while the real median hourly wage for non-university-edu-
cated men of a fixed age fell by 13.9 per cent. For women,
also holding age constant, the result is a 4.8 per cent drop
in real median hourly wages for university-educated
women, and a 4.0 per cent drop for non-university-edu-
cated women. Astonishingly, for all levels of education
and for both sexes, workers earned less in 2004 than in
1981.

To be clear, this does not mean that the average univer-
sity-educated young woman who took a job in 1981 is likely
to be earning less money today, after twenty-three years
in the workforce. On the contrary, individual workers gen-
erally see their wages increase over time, roughly com-
mensurate with their rising experience and seniority. But
if that same worker were to take a time travel machine
from 1981 to 2004, she could expect to receive a lower
hourly wage today.

The reason overall women’s wages were able to rise
while both university and non-university educated wom-
en’s wages fell is that a composition shift occurred as the
proportion of women with a university degree surged dur-
ing the last few decades.

Lower quality?

One possible justification for declining wages is if the
quality of university and high school graduates is diminish-
ing. There are two schools of thought surrounding the
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value of schooling. The first maintains that intelligence is
ingrained at birth, and that schooling is merely a mecha-
nism that separates the wheat from the chaff without ac-
tually instilling any useful knowledge. If this were true,
then an increase in university graduates would simply mean
that less capable people were obtaining a university de-
gree, thus diluting its value, resulting in lower wages for
university graduates. And if the cream of the group who
used to stop at a high school degree were then obtaining a
university degree, this would suggest that the quality of
high school-educated workers would also decline, result-
ing in lower wages for this group, also.

Conversely, the second school of thought suggests that
the value of school has nothing whatsoever to do with
screening, and everything to do with boosting the knowl-
edge and abilities of students (their human capital). At its
extreme, this means that everyone who pursues a univer-
sity degree ends up substantially more capable than they
were before, and that an increase in the number of univer-
sity graduates has no diluting effect whatsoever on the
quality of the graduates.

In actual practice, schooling appears to offer a mix of
the two — it is partially a screening device, and partially a
vehicle for increasing knowledge. The consensus among
economists is that the latter is the main driver, and that
screening is somewhat less important, but still has an influ-
ence. As aresult, it is worth contemplating the possibility
that the quality of recent high school and university gradu-
ates may have declined marginally over time, explaining at
least part of the decline in wages by level of education.

As an aside, let us be clear that the spectre of declining
wages for university educated workers does not compro-
mise the value of a university education in the least. To
the contrary, the wage premium for university versus non-
university educated workers remains substantial, and, in
the case of men, may have actually increased over the last
twenty years by virtue of more rapidly falling wages in the
non-university educated workforce. Moreover, university
educated workers continue to face lower unemployment
rates than other groups, providing a further advantage not
reflected in wages. In short, the benefits of a university
degree should be no less alluring in the aftermath of this
report than they were before.
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RISING UNIVERSITY ATTAINMENT
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Other explanations?

There are a number of other factors that might play a
contributing role toward the decline of wages. These in-
clude changes in job stability, the relative treatment of young
and inexperienced workers when compared to their older
and more experienced brethren, and possible biases in the
underlying data. Let us examine each of these.

Despite perceptions to the contrary, job stability in
Canada has not much changed over the past twenty years.
Workers seem no more inclined to hop from job to job to-
day than in the past. To illustrate, 76 per cent of Canadian
employees kept the same job over the entirety of 1980,
versus 80 per cent of employees in 2001. As a result,
changes in job stability do not appear to explain any of the
decline in median wages after controlling for gender, age,
and education.

A closer examination of the data suggests that young
and inexperienced workers have suffered the brunt of the
decline in wages. The fastest growth in the incidence of
low paying jobs has come, for both men and women, in the
youngest age category — aged 17-24 — over the last few
decades. In addition, workers of all ages with fewer than
two years of job tenure have also had poor wage outcomes.
These workers receive, on average, lower wages than in
the past, whereas those with greater than two years sen-
iority have, on average, higher wages than in the past. In
short, the phenomenon of declining wages seems to hit the
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young and inexperienced especially hard. A recent Sta-
tistics Canada paper examines this subject in detail.’ There
are a few possible reasons for declining wages among this
group. The proportion of young and inexperienced work-
ers in temporary jobs has risen significantly over time, and
these jobs by their very nature are unlikely to be as lucra-
tive as permanent positions because there is no need to
win the loyalty of the worker. Another possible reason is
that, given rising educational trends, the most able young
people today are potentially still in school when they are
aged 17-24, and thus not in the workforce to the same
degree as they were in earlier decades.

Lastly, the education-based data presented in this pa-
per may suffer from a slight bias of its own. In controlling
for age, sex, and education, we have examined workers
aged 25-34 — a group slightly younger than the average
worker, and thus possibly disproportionately affected by
the age-based wage malaise described a moment ago.

The bottom line

To conclude, as dismal as overall wage growth has been
over the past twenty years, the situation is even worse
when one standardizes by age, sex, and education. Don’t

JOB STABILITY LARGELY UNCHANGED
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get us wrong — having a better-educated work force with
more experienced workers, more women, and a narrower
male-female earnings gap are all achievements to be ap-
plauded. But regardless of the reasons, these are the only
factors that prevented an outright and substantial real de-
cline in Canadian hourly wages between 1981 and 2004.

Eric Lascelles, Economist
416-982-6420

The information contained in this report has been prepared for the information of our customers by TD Bank Financial Group. The information has been drawn from sources believed to be
reliable, but the accuracy or completeness of the information is not guaranteed, nor in providing it does TD Bank Financial Group assume any responsibility or liability.
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