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Abstract

The purpose of this paper is to analyze the role of corporate governance in explaining cross-national differences and trends in earnings inequality in a sample of OECD countries between 1979 and 2000. It is argued that since corporate governance is fundamentally a question of in whose interest corporations are run, as a result it will have important consequences for how the returns from production are distributed among the parties with a stake in the corporation, such as shareholders and labor interests. The paper is divided into four parts. The first part summarizes the main cross-national differences and trends in wage inequality in the OECD countries, as well as giving a brief account of the main theoretical approaches to explaining these differences and trends. The second part outlines an institutional approach to corporate governance and its cross-national variation, whereas the third section of the paper formulates the causal mechanisms whereby corporate governance may influence earnings inequality. Basically, it is argued that emphasis upon shareholder value – which involves frequent corporate restructuring, including hostile takeovers and downsizing, active and liquid capital markets and dispersed ownership – will have important consequences for earnings inequality. The last section of the paper assesses the empirical relevance of institutions relating to corporate governance in explaining cross-national differences and trends in earnings inequality (as measured by the p90/p10 ratio). It is shown that these institutions, or more specifically the role of the stock market in channeling capital to corporations, the extent of mergers and acquisitions, ownership dispersion, and the importance of bank-based financing and the protection of minority shareholders, are all significantly related to cross-national differences and trends in earnings inequality. The conclusion is that corporate governance institutions and their respective managerial practices can make a significant contribution to our understanding of fundamental stratification processes.

In capitalist economies, firms play a crucial role in shaping economic outcomes through the decisions they make about how to attract human and physical capital, and organize and distribute the proceeds of production. Until now, however, comparative sociological research on economic stratification has shown little interest in how the organization of firms and corporations affects cross-national patterns of economic inequality. In the ‘state against markets’ dichotomy, primary interest has been directed towards how national policies affect inequalities created on the market, rather than how the market produces these inequalities in the first place. And whereas recent years have witnessed a surge of interest in national corporate governance systems, this has been more concerned with the question of national competitiveness and considerably less with how these systems may influence cross-national differences and trends in inequality and stratification. 

The purpose of this paper is to explore the role of corporate governance in explaining cross-national patterns and developments in earnings inequality in a sample of OECD countries between 1979 and 2000. The conventional wisdom in financial economics is that, in essence, corporate governance is a principal-agent problem, concerning above all the problem of how to reconcile the potentially conflicting interests of managers and shareholders (Shleifer and Vishny 1997). In the words of Brealey et al. (2006: 25): “good systems of corporate governance can help ensure that the shareholders’ pockets are close to the managers’ hearts”. 
In contrast, the approach taken in this paper is that corporate governance is fundamentally a question of in whose interest corporations are run and, as a result, will have important consequences for how the returns from production are distributed among the parties with a stake in the corporation, such as shareholders and labor interests. As we shall see, there is by now ample evidence indicating that institutions relating to corporate governance differ substantially between countries. This suggests that corporate governance may also be central to our understanding of economic inequality, and how and why it varies between countries. 

One reason for the low level of attention paid to institutions relating to corporate governance in analyzing cross-national patterns and trends in economic inequality is that these institutions are often considered as a derivative of more fundamental causal factors, such as changes in competitive conditions and technology, both of which are frequently analyzed in the literature on the sources of earnings inequality (O’Sullivan 2003). However, an important underlying argument of this paper is that changes in corporate governance institutions are not strictly – and perhaps not even primarily – determined by technological changes or by other underlying changes in the economic structure of the economy (Roe 2000; Aguilera and Jackson 2003). Corporate governance is not just about mechanical rules and basic institutional capacities, such as corporate law, but is also closely linked to national politics. An important aim of this paper is therefore to introduce institutions relating to corporate governance into the rich and growing literature on the politics of wage determination. 

The paper is structured as follows: the first part will provide an overview of cross-national differences and trends in earnings inequality in the OECD countries since the late 1990s, as well as giving a brief account of the main theoretical approaches to explaining these differences and trends. The second part of the paper will outline an institutional framework for analyzing corporate governance and its cross-national variation, whereas the third part will outline the possible causal mechanisms whereby corporate governance institutions may influence earnings inequality. The last section will examine the empirical relevance of these institutions in explaining cross-national differences and trends in earnings inequality, using both simple descriptive statistics as well as state-of-the-art statistical techniques. The paper will then conclude with a discussion. 

Earnings inequality in the OECD countries: Facts and Explanations

This paper, like almost all of the recent literature that deals with cross-national comparisons of earnings inequality, relies on a continuously updated dataset from the OECD on gross earnings for full-time employed individuals (see “Data and Methods” and Appendix). A shortcoming of this data is that it covers different time periods for different countries, which may distort cross-national comparisons since the extent of earnings inequality in a country is likely to be influenced by business-cycle effects. For descriptive purposes, this paper will use the relative difference in earnings inequality between 1979 and 2000 (or the observation closest to these years), which were both peak business-cycle years. 

The most frequently used measure of earnings inequality is the ratio of earnings of someone in the 90th percentile to the earnings of someone in the 10th percentile of the earnings distribution, the p90/p10 ratio, which will also be the measure used in this paper.
 Figure 1 clearly indicates that a majority of countries experienced increases in earnings inequality between 1979 and 2000.
 The English-speaking countries (the USA, New Zealand, the UK, Canada and Australia) have experienced the largest increases in earnings inequality, together with several countries in Northern Europe such as Denmark, Sweden and the Netherlands. In contrast, most Continental European countries as well as Finland have experienced fairly modest increases (Italy and Germany) or even rather marked decreases (Belgium, Switzerland and France) in earnings inequality. Finally, in Japan the p90/p10 ratio has been fairly stable. Other measures of earnings inequality, such as yearly changes in the p90/p10 ratio or the absolute difference in the p90/p10 ratio between 1979 and 2000, give very similar results to those shown in Table 1. 

Figure 1 here

Using a basic supply-demand model of the labor market, the most popular explanation for the development of earnings inequality since the late 1970s is based on the idea of a skills mismatch, i.e. that the relative demand for better-educated labor has increased faster than the supply thereof, thus pushing up the wages for the better educated (for a general overview of theoretical approaches and empirical results, see e.g. Bound and Johnson 1992; Gottschalk and Smeeding 1997; Morris and Western 1999; Snower 1999; Rueda and Pontusson 2000; Howell 2002; Pontusson et al. 2002; Oskarsson 2005). At the same time, the demand for low-skilled workers has stagnated or even decreased, resulting in declining wages for workers at the bottom of the wage distribution relative to those of more skilled workers. Although the skills mismatch hypothesis has gained considerable popularity, there is less agreement on the causes of these demand shifts and the resulting imbalance in the demand for and supply of different kinds of skills. The three most-favored explanations are increased international competition, deindustrialization, and skill-biased technological change.
 Explanations that focus on increased international competition argue that increased imports of less skill-intensive goods from low-wage countries have increased the effective supply of unskilled labor relative to skilled labor, putting downward pressure on the relative wages of unskilled workers (Wood 1994, 1995). Others have argued that it is not the volume of trade but the decline in the relative prices of less skill-intensive goods that matters. According to this argument, trade with less skill-intensive countries changes relative output prices in the domestic economy and hence the distribution of wages, no matter what happens to the volume of trade (Leamer 1996). The ‘deindustrialization’ hypothesis may, in important respects, be considered as a variant of the ‘increased international competition’ hypothesis. This hypothesis basically argues that the shift in the demand for skilled labor is the result of changes in the composition of demand for final products. The diminished importance of the manufacturing sector and the concomitant growth of the service sector have led to an increase in the price for skilled labor (Burtless 1995; Gottschalk and Joyce 1995). The third and arguably the most influential approach to explaining rising earnings inequality argues that skill-biased technological change, especially the development of microcomputers and increased computerization, has increased the productivity of skilled workers relative to that of less-skilled workers, with increasing wage differentials as a consequence (see e.g. Autor et al. 1998; Berman et al. 1998; Wolff 2002). 

An important feature of this supply-demand approach is the existence of an alleged trade-off between jobs and equality (see e.g. Blanchard and Wolfers 2000; Ayala et al. 2002; Howell 2002; Kenworthy 2003). Whereas the USA and the UK have experienced comparatively large increases in earnings inequality, these countries have also had a more favorable unemployment record than most European countries in the last two decades. In contrast, many European countries, with comparatively low earnings inequality, have been plagued with high unemployment rates since the early 1980s. This has led many to conclude that more rigid labor markets and/or more egalitarian wage-setting institutions in Europe have translated a large part of the supply and demand shifts (or ‘skills mismatch’) into higher unemployment, leaving the wage distribution relatively intact. In contrast, the USA and many other English-speaking countries, with their more flexible labor market institutions and decentralized wage-setting institutions, have been able to prevent unemployment rising, but at the cost of rising earnings inequality.  

Although the skills mismatch hypothesis has had a vast impact academically as well as politically, there are those who argue that several of the fundamental implications of this hypothesis are inconsistent with empirical data (see e.g. Snower 1999). For example, Howell (2002) argues that the rise in earnings inequality in the OECD countries is driven more by the sharp decrease in the wages of the less skilled than the increase in wages of the more skilled, which makes it crucial also to take into account factors affecting the wages of less skilled, such as minimum wages. Moreover, the composition of unemployment across countries does not provide unambiguous support for a demand shift towards more-skilled workers (Howell 2002), and the rate of IT-related technological change is not entirely consistent with trends in earnings inequality in the USA (Card and DiNardo 2002).

Although the conventional supply-demand framework is very informative, the puzzles and inconsistencies in the empirical support for this basic framework have led some to assign a more prominent and independent role to various social, political and labor-market institutions in explaining cross-national patterns and trends in earnings inequality (see e.g. Blau and Kahn 1996; Fortin and Lemieux 1997). According to this view, wage setting is not necessarily occurring along demand and supply schedules characterized by a set of unique wage and employment points. Rather, various institutions (as well as social norms and ideology) may influence wage setting and thus earnings inequality to the extent that different wage and unemployment outcomes are produced in labor markets characterized by similar supply of and demand for different kinds of labor.  

Until now, institutional explanations for cross-national variations in earnings inequality have focused on a relatively narrow set of factors: wage-bargaining centralization, union density and government policies.
 Where wage-bargaining centralization is concerned, a number of studies have demonstrated that countries with more centralized wage-bargaining systems (i.e. where trade unions and employers’ associations coordinate wage agreements across the economy) consistently tend to have more compressed wage distributions than countries with less centralized wage-bargaining systems (Iversen 1996; Wallerstein 1999; Kahn 2000; Rueda and Pontusson 2000; Pontusson et al. 2002; Oskarsson 2005). Basically, centralization alters the relative influence of different groups in the wage-setting process and renders wage differentials more transparent. Consequently, it can be argued that wage-bargaining centralization both empowers low-wage unions and makes them more likely to demand redistributive wage setting. Where union density is concerned, there are several reasons why we should expect wage distribution to be more compressed in the union sector. When the mean wage exceeds the median wage, we should expect a majority of union members to favor redistributive wage demands. Moreover, wage-setting practices are typically more standardized in unionized establishments, and the reduction of wage disparities is often a stated objective of labor unions. However, if there is a wage premium associated with union membership, and high-paid wage earners are more likely to be union members, countries with high union density could in fact experience higher earnings inequality as a result. Thus, there are two potentially offsetting effects of unionization on overall wage dispersion (Freeman 1980; Rueda and Pontusson 2000; Pontusson et al. 2002). It has also been hypothesized that the relative size of the government sector could have an effect on earnings inequality (Garret and Way 1999; Rueda and Pontusson 2000; Pontusson et al. 2002). The reason for this – apart from the fact that this sector is more heavily unionized in most OECD countries – is that public-sector unions seem more inclined than their private counterparts to favor wage solidarity and, since it may be argued that public-sector employers are sheltered to some degree from product market competition, they are also more directly exposed to political pressure in an egalitarian direction.
 Finally, it has also been suggested that earnings inequality is influenced by government partisanship, i.e. if left government is associated with progressive taxation, highly paid workers might use their market power to gain non-wage benefits instead of wage increases, which might compress the earnings distribution (Hibbs and Locking 1996).

In short, a growing body of literature suggests that explanations of cross-national differences and trends in earnings inequality need to incorporate institutions on the labor market, either in their own right or as mediating the effect of supply and demand shifts. The central argument of this paper is that our knowledge in this area can be further expanded by incorporating institutions relating to corporate governance into the explanatory framework too. It is rather striking that, until now, comparative research on earnings inequality has largely ignored questions such as how firms and corporations are owned, how institutions and legal frameworks affect managerial behavior, and the nature of the relationship between firms and capital markets. Since institutions relating to corporate governance are ultimately concerned with how business corporations allocate resources and returns, these institutions should arguably also be central to our understanding of basic distributional processes such as earnings inequality. 
Institutions of Corporate Governance
In comparative research, it is common to summarize existing models of corporate governance into two ‘ideal-typical’ models (see e.g. Chandler 1990; Franks and Mayer 1997; Rhodes and van Apeldoorn 1997; Allen and Gale 2000; Lazonick and O’Sullivan 2000; Hall and Soskice 2001; Cernat 2004; Gospel and Pendleton 2005).
 Although, as we shall see, the names of these models differ according to which underlying characteristics are emphasized, the basic features and the grouping of countries into these models are rather similar. In this context Rhodes and van Apeldoorn (1997) and Cernat (2004) provide a useful conceptual scheme that arranges the variety of concepts and variables used to describe corporate governance mechanisms into two main categories: capital-related and labor-related (Table 1). 
Figure 1. Ideal-typical models of corporate governance
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	Role of stock market
	Strong role in corporate finance
	
	Limited

	
	
	
	


Source: Adaptation of Rhodes and van Apeldoorn (1997) and Cernat (2004)
Perhaps the most distinctive characteristic of the present-day Anglo-American model of corporate governance is the idea of shareholder value, i.e. that corporations can best serve their owners, as well as society at large, if they are run to maximize the returns to their shareholders (see e.g. Lazonick and O’Sullivan 2000; Parkinson 2003). Central to the concept of shareholder value is the idea of companies as a bundle of assets that are deployed in order to maximize shareholders’ short-term earnings (Fligstein and Brantley 1992). With the corporation seen as a nexus of contracts between risk-bearing shareholders and management, with ownership and control separated to a large extent, corporate governance is predominantly viewed as a principal-agent problem, i.e. the problem is how to align the potentially diverging interests of shareholders and management (Shleifer and Vishny 1997). One approach to this principal-agent problem is the use of hostile takeovers as a device to discipline managers. Rival firms or shareholders may launch bids against firms whose valuation or profits are believed to be low because of bad management, in the expectation that performance will be higher under alternative management (Roe 2003). This is believed to be an efficient way for the capital market to hamper investments in unprofitable projects and to impede the continuation of organizational inefficiency (Froud et al. 2000). Another approach to this principal-agent problem and the problem of how to commit management to the interests of shareholders is through performance-related pay, often in the form of stock options and stock purchase plans (Gospel and Pendleton 2003). The principal-agent problem makes highly developed stock and capital markets vital in this model of corporate governance, since ‘exit’ (the ‘Wall Street Walk’) rather than ‘voice’ is the main alternative for shareholders who are dissatisfied with how the corporation is managed. This ideal-typical corporate governance model is also characterized by financing by households through equity and corporate bond markets, which further add to the size and liquidity of capital markets. This makes equity holdings and share ownership relatively dispersed in this model, although financial institutions other than banks collectively hold a sizeable proportion of total equity. Together with dispersed ownership, corporate governance considered mainly as a principal-agent problem has also given rise to strict legal regulations to protect small shareholders, for example in terms of information disclosure and insider trading.
In the Anglo-American model, labor is generally not recognized as having a more permanent interest in the firm, and is consequently often reduced to ‘exit’ as its principal way of expressing discontent with present employment conditions. Indeed, in this model of corporate governance, the company is often perceived as a purely private association of shareholders or ‘members’ (as they are often referred to in companies legislation), and the employees are viewed as ‘outsiders’ whose rights are strictly determined by contract (Parkinson 2003).
 Consequently, this model is characterized by high mobility on the part of the employees, i.e. across professional groups and between employers as well as geographically. It has also been argued that the ideology of shareholder value makes company downsizing and/or restructuring, including dismissing workers, a common and unproblematic response to technological change and/or fluctuations in demand (Roe 2000). 
The emphasis upon shareholder value also implies a narrowly financial conception of the firm, where assets, debts and share prices together sum up all that is important to know about any given firm and where the value of human assets usually does not enter into the equation (Blair 1995; Fligstein and Freeland 1995). It has also been argued that the emphasis upon shareholder value in the Anglo-American model encourages short-termism and the maximization of short-term returns (Hutton 1996; Porter 1997), exemplified in the relatively short payback periods required for investment (Carr and Tomkins 1998). The focus on short-term financial returns will discourage companies from offering long-term career prospects to employees, which in turn will make employees reluctant to invest in firm-specific training when the payoff of such investments, in terms of long-term career employment, is insecure. Consequently, education and training systems tend to be fragmented in this corporate governance model and/or focus on general skills that are portable between employers (Soskice and Hall 2001). In this model, employee participation in corporate governance is largely restricted to financial aspects (such as profit-related pay and employee stock options/ownership plans), while labor is largely excluded from taking part in strategic management decisions. At the macro level, unions are fragmented and weak.

In contrast to the emphasis given to shareholder value in the Anglo-American  model, the Continental European model of corporate governance is often called the ‘stakeholder’ model, which implies that institutions and law relating to corporate governance take various constituencies – and not only shareholders – into consideration in corporate management and the firm’s decision-making process (Streeck 2001; Parkinson 2003). Thus, this model arguably takes greater account of the public interest in the management of large firms, for example in the form of legally based or collectively negotiated systems of industrial citizenship of workers to be balanced and reconciled with the interests of investors and the public (Donnelly et al. 2000; Jackson 2001). Often, major stakeholders are directly represented on the boards that monitor managers, and sometimes in the management itself. This has led some to name this model a relational-insider governance system (Aguilera and Jackson 2003; Gospel and Pendleton 2003).  

In this model, banks are key financial institutions that channel deposits from households into loans made directly to corporations (Allen and Gale 2001; Aguilera and Jackson 2003; Gospel and Pendleton 2003). The attendant close relationship between banks and corporations tends to diminish the importance of capital markets and reinforce the dependence by firms on debt financing. Long-term debt financing also tends to be intertwined with equity ownership, with loan providers often having substantial equity stakes. In this model, ownership is therefore more concentrated (Moerland 1995a). The closer integration of financiers into the firm (via long-term debt or ownership) also facilitates a more long-term perspective by firms (Rhodes and van Apeldorn 1997). Less fluid stock markets make ‘exit’ more costly for shareholders, and shareholders therefore have a strong incentive to gain a powerful ‘voice’ in the management of the firm by acquiring a sufficiently large stock share (Moerland 1995b). The relatively small importance of the stock market also renders takeovers more difficult in this model (Moerland 1995a). 

The relative importance of labor in the Continental European model of corporate governance is visible at both the macro and the micro level. At the macro level, this is manifested by relatively centralized wage-bargaining systems, and relatively strong and influential labor unions. At the micro level, there are often institutionally well-established business-labor forms of co-operation and information exchange. Although the board of directors bears the final responsibility for any decisions taken, they often enter into consultation with workers and their representatives before any important decision is taken. This can potentially strengthen the employees’ position in mergers and acquisitions (M&A) and corporate reorganizations. Moreover, it has also been argued that the involvement of financiers in long-term governance relationships facilitates a greater awareness of the interests of labor and the value of human capital among financiers (Gospel and Pendleton 2003). Several authors have also argued that the more direct involvement of workers in the management of firms and the weaker external financial pressure exerted by the financial sector are important in explaining the higher incidence of firm-specific training and longer job tenures found in this model of corporate governance (see e.g. Hall and Soskice 2001; Gospel and Pendleton 2003). 

Since the models of corporate governance outlined in Figure 1 are ideal-typical models, no existing model of corporate governance will fit these models perfectly. Japan, which resembles the Continental European model of corporate governance in important respects, is particularly worth mentioning in this context and, in fact, together with Germany, is often considered a paradigmatic example of the relational-insider or stakeholder model of corporate governance (Dore et al. 1999; Vogel 2006). However, a distinguishing feature of the Japanese model of corporate governance is the existence of the keiretsu, several companies which are linked together through interlocking directorships, backed by cross-holding of one another’s shares. Within the keiretsu, there is also a main bank and often other financial institutions which hold shares and have representatives on the boards of the other companies in the group. Within a keiretsu, control is therefore multidirectional with each company able to exercise some control of the companies that control it.

As a number of business and finance scholars have pointed out, polarization of the different models of corporate governance began to accelerate in the 1980s. Above all, it is the Anglo-American model of corporate governance that has changed dramatically. Before the 1980s, corporate managers in the US tended to think of themselves as representing not the shareholders, but ‘the corporation’ (Donaldson 1994; Osterman 2001). The goal of the firm was not primarily to maximize shareholder wealth, but to ensure the growth and stability of the firm by balancing the claims of all important stakeholders – employees and the local community as well as shareholders. The transformation of the Anglo-Saxon model of corporate governance is visible, for example, in the takeover activity that began to accelerate in the early 1980s and boomed throughout much of the decade (Holmstrom and Kaplan 2001).  

It has also been claimed that the US model of corporate governance is essential in explaining the country’s apparent success in recent years in combining high rates of economic growth with low inflation and low unemployment, and that countries will converge on a set of ‘best practices’ in corporate governance (see e.g. Gugler et al. 2004). For proponents of this argument there is little doubt what constitutes ‘good’ corporate governance: the Anglo-American model of corporate governance that generates pressures on corporate enterprises to maximize shareholder value as their primary objective. It has also been argued that, in the 1990s, pressures from shareholders and the need to attract footloose capital induced large European firms to adopt practices that emulated Anglo-American practices of company law in important respects, for example in the form of the adoption of US accounting standards and the creation of investor relations departments (Streeck 2001). However, due to the path-dependent nature and development of models of corporate governance (Arye et al. 1999), as well as the fact that corporate governance mechanisms are embedded in wider national industrial relations and industrial citizenship arrangements (Streeck 2001), there are still significant differences between national systems of corporate governance (O’Sullivan 2003). 

Corporate Governance and Earnings Inequality

The central issue posed by discussions about corporate governance is “in whose interest does the firm act?” (Osterman 2001: 148). Thus, corporate governance is ultimately about how the returns from production are distributed among the parties with a stake in the firm. As we have seen, it can be argued that the nature of finance and corporate governance in the Anglo-American model pressurizes managers to place shareholder interests above those of labor, whereas governance structures in the Continental European model facilitate a greater awareness of labor interests. However, this does not explain how corporate governance may influence inequality within the collective of wage earners. The purpose of this section is therefore to outline some of the potential links between corporate governance and earnings inequality. 

As we have seen, the concept of shareholder value, perhaps the most distinctive feature of the Anglo-American model of corporate governance arguably implies a narrow financial conception of the firm where managers are constrained to prioritize short-term financial returns (Weir 1995; Hutton 1996; Porter 1997). It has been claimed that an important consequence of the promotion of shareholder value is that management is inclined to break implicit contracts providing job security and long-term career progression to employees (see e.g. Capelli 1999; Osterman 2001; Gospel and Pendleton 2003). This has been singled out as one important factor behind the decline in the redistributive nature of internal wage systems since the 1980s, which in turn implies that concerns about internal equity, such as greater pay linked to seniority or to more complex jobs, have diminished in importance (Osterman 2001). Although this does not necessarily imply increased wage differentials, it can be argued that it will lead to greater wage variability, as employers no longer follow a particular script for hiring and promoting workers, and workers can no longer expect routine promotions and pay raises within the same organization. 

It has also been maintained that business strategies, focusing on narrow financial objectives such as movement in stock prices, and short-termism, reflected in shorter payback periods for investments, will also cause managers in the Anglo-Saxon model of corporate governance to refrain from long-term fixed investments with uncertain returns, such as training and related forms of human resource development (Porter 1997; Carr and Tomkins 1998; Hall and Soskice 2001; Gospel and Pendleton 2003). A large amount of research (see e.g. OECD 2003c) has shown that firms bear at least some of the costs of investments not only in firm-specific skills but also in more general or occupational-specific skills. Pressure from equity markets may constrain the willingness of firms to bear these costs since the payoff is highly vulnerable to employee exit (Blair 1995; Black et al. 2007). The reduced ability of firms to offer guarantees of long-term employment in economies characterized by shareholder pressures may also imply unwillingness on the part of employees to bear the costs of firm-specific training (Blair 1995). In contrast, since shareholder pressures tend to be lower, firms in the Continental European model may be more able to cooperate with each other and thereby provide mutual protection against the negative consequences of risky investments in general human capital (Hall and Soskice 2001). Since the amount of training provided by the firm tends to be lower in the Anglo-American model of corporate governance, individual workers will bear more of the responsibility for acquiring the skills they believe will be in demand by employers. This implies that the risk and cost of training are borne by the employees themselves to a high degree. Acquiring those skills requires assets – money in particular – that are not distributed equally in society, and this may further increase wage variability. 

While the firm in the Anglo-American model of corporate governance is under pressure to refrain from long-term and uncertain investments in human capital, the absence of job security and prospects of long-term career progression will render the average employee reluctant to make such investments in firm-specific training. This makes the problem of ‘skill poaching’, i.e. where firms recruit employees that have been trained by other firms, critical. Where traditional compensation systems, such as promotion ladders, are weak, the most obvious way of stemming the poaching tide is to pay key employees to stay (Capelli 1999). Thus, the competition among firms to attract skilled workers may bid up wages for trained workers and exacerbate wage differentials. The use of wage premiums to induce sought-after workers to stay may also lead to more risk and variability in individual earnings, since an individual’s employment prospects and his or her wage are more subject to the consequences of changes in the supply of and demand for various skills. 

In the Anglo-American model of corporate governance, the dominance of market-based transactions encourages the use of market-type devices, not only to attract key employees but also to secure overall employee commitment (Pendleton et al. 1998; Gospel and Pendleton 2005). This may have consequences both at the top and the intermediate levels of the earnings distribution. As we have seen, one remedy for the principal-agent problem that is arguably more evident in the Anglo-American model of corporate governance is for investors and shareholders to use incentive-based pay systems to align managerial interests with their own. The alignment of executive pay with company performance, in the form of profit-based payments and stock options, may produce very high rewards for those at the top of the firm, thus increasing executive/non-executive pay differentials. Such reward systems may also signal the importance to employees of financial results and investor returns, thus potentially aligning employee and shareholder interests. Use of these systems may then be extended to a wider group of employees, since weaker guarantees of long-term employment mean that alternative methods have to be sought to gain worker compliance and commitment (Blair 1995; Black et al. 2007). 

The importance of stock and equity markets, and frequent corporate restructuring in the form of mergers and acquisitions (M&A) and hostile takeovers in the Anglo-Saxon model of corporate governance, may also make managers more inclined to undertake periodic restructuring leading to layoffs. One reason for this may be that high volumes of trading and M&A activity increase the possibility of changes in ownership, with accompanying threats to incumbent managers. Corporate restructuring and high levels of stock-market trading activity may also be another factor that constrains the ability of managers to offer long-term commitments to employees and a corresponding unwillingness on the part of employees to develop commitments to the firm (Shleiffer and Summers 1988). This may stimulate a higher level of voluntary quits. Corporate restructuring will create both winners and losers among the workforce: while there are studies indicating a significant decrease in the number of employees in the firms involved in such restructuring, there is also some evidence indicating real wage increases for the remaining workforce (Froud et al 2000; Gospel and Pendleton 2003). Moreover, the shift of jobs from one organization to another that occurs with the breakup of firms into subsidiaries and the expansion of intermediary service organizations could decentralize the loci of wage setting and thus increase overall wage variability.

Corporate restructuring may also increase reliance upon contingent workers, such as contractors, consultants and temporary workers, each with different pay rates. Research indicates that there are large wage differentials among contingent workers: whereas contingent workers are paid less on average than permanent employees, contingent workers in high demand are often paid more than permanent employees (Capelli 1999; Froud et al 2000). In fact, external workers may be used by employers in order to keep the internal wage structure stable amidst labor shortages. Workers in short supply can demand wages above the wages of those currently employed, which in turn could be translated into pay raises for other workers if the new worker is integrated into the internal labor market structure rather than kept outside as a temporary worker or independent contractor. Thus, greater reliance upon contingent workers may increase earnings inequality. Moreover, frequent financial restructuring such as downsizing, or simply the threat of such actions, may decrease workers’ sense of security and thus their bargaining position and willingness and/or ability to demand wage increases. In the USA, there is also evidence of a decline in actual job security in the wake of a rise in shareholder value (Gospel and Pendleton 2003).

As individuals are increasingly experiencing involuntary job loss, lateral job movements both within and across organizational boundaries, and career interruptions, the ability to both secure and present information to advance one’s career has become a skill that in many cases rivals in importance the actual ability to perform the job in question (Eby et al. 2003). It has also been shown that individual marketability is an important criterion of career success. With job and career patterns being less long term and stable, successful individuals are those who are able to remain value-added to their present employer and are viewed as marketable by other organizations. Research indicates that these skills and competences are not evenly distributed in the population (Eby et al. 2003), which may further contribute to increased earnings inequality.

Data and Methods
We will now empirically test the relevance of corporate governance institutions and the significance of the broad hypotheses outlined above in explaining cross-national trends in earnings inequality. The focus will be on the role played by the various dimensions of corporate governance as portrayed in Table 1 – ownership structure, role of banks, protection of minority shareholders, market for corporate control, and role of stock market – in explaining trends in earnings inequality between 1979 and 2000. This section will provide only a very brief overview of the different variables; more information and summary statistics can be found in the Appendix and Table A1. 

For data on earnings inequality we will use the most recently updated OECD data on the p90/p10 ratio for gross earnings (except for France, where data refers to net earnings) for full-time employed individuals. (For information on earlier versions of this data, see OECD 1993, 1996, 2003b.) The role of the stock market in a country will be measured by an additive index of stock market size, activity and efficiency. The value of listed shares (divided by GDP), or stock market capitalization, will be used as an indicator of stock market size. The activity or liquidity of stock markets is measured by total shares traded on the stock market divided by GDP. The stock market turnover ratio, defined as the ratio of the value of total shares traded and market capitalization, will be used as an indicator of the efficiency of the stock market. Whereas the role of the stock market index measures the importance of the stock market relative to GDP, the role of bank financing – defined as total shares traded on the stock market in relation to private credit by deposit money banks and other financial institutions (see Demirgüc-Kunt and Levine 2001: 104) – measures the importance of bank financing relative to stock markets. Since comparative time-series data on ownership is not available, the relative importance of the domestic stock markets as opposed to banks in channeling credit to the private sector may also be seen as a measure of ownership structure. As noted earlier, the relationship between banks and corporations and associated financing structures tends to be highly intertwined with ownership structures, where long-term debt financing by banks tends to be associated with equity ownership and more concentrated ownership. Data on the role of stock market and bank financing is taken from the Financial Structure Dataset (Beck et al. 2000) and covers the whole period under consideration here (i.e. 1979-2000).

The market for corporate control is defined as the volume of mergers and acquisitions (M&A) in relation to GDP. Data on M&A activity comes from the SDC Global Mergers and Acquisitions database of Thomson Financial, which provides information on M&As valued at $1 million or more announced worldwide (and, after 1992, deals of any value) or where the value of the transaction was undisclosed. Both public and private transactions are covered. Information on M&As and the financial assets of the firms involved is gathered from a variety of sources such as financial newspapers, the Wall Street Journal, Dow Jones and others (Gugler et al. 2003; Amel et al. 2004). The volume of M&A is expressed as a proportion of GDP, and covers the period 1985-2000. Since a single very large merger may boost M&A activity in a country for a specific year, 5 percent of the largest deals were excluded from the total number of deals for each country.
We will also use two time-invariant measures from La Porta et al. (1998) for ownership structures and protection of minority shareholders in the analyses. The latter measure is a composite measure consisting of five dichotomous variables (see Appendix) that measure how strongly the legal system favors minority shareholders over managers or dominant shareholders in the corporate decision-making process (La Porta et al. 1998). Ownership structure measures how much, on average, the three largest shareholders own of the 10 largest domestic, nonfinancial publicly traded companies in each country. Both ownership and protection of minority shareholders refer to the situation in the late 1990s. 

With the literature on cross-national differences in earnings inequality as the starting-point, the multivariate models will also control for a number of independent variables (see Appendix for a full description of these variables). The roles of union density, wage-bargaining centralization, public-sector employment and left cabinet strength have been discussed earlier. Female labor-force participation may capture important dimensions in the supply of less-skilled labor (Rueda and Pontusson 2000; Pontusson et al. 2002). Trade with less-developed countries captures the effective supply of unskilled labor relative to skilled labor. Finally, as aggregate fluctuations in the demand for labor are likely to affect the bargaining position of less-skilled labor more than that of skilled labor, all regressions will also control for unemployment. 

The data is analyzed using pooled time-series cross-section models. A large number of different models exist for analyzing this kind of data (for an overview, see Podestá 2006). Following earlier comparative analyses of earnings inequality (Rueda and Pontusson 2000; Pontusson et al. 2002; Oskarsson 2005) and the suggestions by Beck and Katz (1995), Ordinary Least Squares (OLS) regression will be used to estimate model parameters but with OLS standard errors replaced by panel-corrected standard errors. All models include a lagged dependent variable (to correct for temporal autocorrelation) and dummy variables for each of the countries included in the analyses (the coefficient estimates of these variables are not reported).
 The time period analyzed will be 1979 to 2000, except when analyzing the impact of the market for corporate control, when the period analyzed will be 1985-2000 (since data on M&A activity is only available from 1985). 

Results

Simple descriptive statistics lend substantial credibility to the argument that corporate governance institutions offer important insights into cross-national trends in earnings inequality (Figure 1a-c). In particular, there is a strong relationship (r=0.56; p=0.03) between the percentage change in the p90/p10 ratio between 1979 and 2000, and average yearly changes in the market for corporate control over the same period of time. There also seems to be a positive relationship between changes in the role of the stock market, both in relation to GDP and in relation to bank financing, and changes in earnings inequality. However, Finland is a noticeable outlier here, due to very high values for stock market capitalization and stock market turnover ratio in one particular year: 2000.
 If we restrict the measurement period in Finland to end in 1999, the overall relationship change in earnings inequality and yearly increases in the role of the stock market is markedly stronger (r=0.40; p=0.14). The same goes for the importance of bank financing, where there is a marked positive relationship (r= 0.35; p=0.20) between yearly increases in the importance of bank-based financing and the change in earnings inequality 1979-2000 if we restrict the measurement period in Finland to end in 1999.
Figures 1a, 1b and 1c about here
Thus, it seems as if the increase in earnings inequality has been more pronounced in countries where the size, activity and efficiency of the stock market have increased the most, both relative to GDP and relative to bank-based financing. The same relationship also holds for the indicator of the market for corporate control:  an increased volume of M&A activity is associated with increased earnings inequality. These associations are very stable, and also appear when the yearly increase in the p90/p10 ratio is analyzed and when the analysis is restricted to only those countries with earnings inequality data for the whole period 1979-2000. 

The two time-invariant measures of corporate governance, i.e. protection of minority shareholders and ownership dispersion, also indicate that models of corporate governance seem to be significant to cross-national developments in earnings inequality (Figure 2). Both indicators are dichotomized in this figure according to their median value. These analyses should be regarded as tentative, since it is not possible to measure how these dimensions of corporate governance have changed over time. Thus, in effect we are trying to assess changes in earnings inequality over time (1979-2000), with variables measured only at the end of that time period (late 1990s). Needless to say, this violates the basic causal condition that the cause of a phenomenon should precede the phenomenon in question. Nevertheless, Figure 3 strongly suggests that earnings inequality has increased more in countries where the protection of minority shareholders is strong and where corporate ownership is dispersed.  

Figure 2 here

These conclusions on the role of the various dimensions of corporate governance in explaining trends in earnings inequality also hold when we control for other potentially confounding factors in a multivariate framework (Table 2).

Table 2 here
The variables measuring the various dimensions of corporate governance have the expected direction and are significant at least the 5 percent level. The higher the relative (to GDP) size, activity and efficiency of the stock market, the higher the earnings dispersion as measured by the p90/p10 ratio tends to be. The role of the stock market in cross-national trends and patterns in earnings inequality is further accentuated by the fact that the larger the role of equity markets in financing as opposed to bank credits, the smaller the earnings inequality tends to be. Moreover, the stronger the protection of minority shareholders and the more dispersed the ownership of major corporations in a country, the higher the earnings inequality. However, it is once again important to point out that these two variables are measured at only one point in time (late 1990s), and that all conclusions on the effect of these variables on changes in earnings inequality over time should be regarded as rather provisional. The market for corporate control (i.e. M&A activity) also has a significantly positive impact on earnings inequality. Additional analyses (not shown) indicate that these significant effects are present both for the p90/p50 ratio and the p50/p10 ratio. However, the size of the coefficients varies somewhat between the earnings inequality measures: whereas the coefficient for the ‘role of stock market’ index is noticeably stronger for the p50/p10 ratio (and to a somewhat lesser degree also for the ‘market for corporate control’ measure), the opposite is true for the ‘protection of shareholder rights’ index (and to a somewhat lesser degree also for the ‘dispersion of ownership’ measure). Although these differences could give us important clues into the causal mechanism whereby the various dimensions of corporate governance affect earnings inequality, the discussion of a causal mechanism of this nature deserves considerably more attention than it is possible to give it here. 

Concluding Discussion
Recent discussions on corporate governance have largely centered on issues regarding competitiveness and the role of corporate governance in economic performance, with good corporate governance more or less equated with a set of mechanical rules regarding information disclosure, accounting standards, the role and accountability of the board and, above all, shareholders’ rights. According to this perspective, corporate governance is in essence a question of economic efficiency and, as such, “necessary for the proper functioning of a market economy” (OECD 2004: 11). Although this is undoubtedly true, this paper has argued that institutions relating to corporate governance also have a strong bearing on the distribution of worldly good. More specifically, this paper has argued that institutions relating to corporate governance can make a significant contribution to our understanding of cross-national differences in earnings inequality and how these differences have evolved since the late 1970s. One basic claim is that the structure of incentives, and thus earnings inequality, are, to an important degree, shaped by the extent of shareholder pressure. Given that the objective of most impersonal shareholders is financial returns, with professional and institutional investors monitoring performance on a relatively short-term basis, managers are constrained to prioritize short-term financial returns. This emphasis upon shareholder value, which involves frequent corporate restructuring including hostile takeovers and downsizing, active and liquid capital markets and dispersed ownership, will have important consequences for earnings inequality. The empirical assessments presented are highly supportive of this general argument. Countries where the role of the stock market in channeling capital to corporations has increased the most, both in relation to GDP and in relation to bank-based financing, tend also to have experienced the largest increases in earnings inequality since the late 1970s. There is also a significant link between an increase in M&A activity and widening wage differentials. 
There are strong interrelationships between the central dimensions of corporate governance, such as stock market capitalization, ownership dispersion, M&A activity and shareholder rights, and fundamental dimensions of industrial relations, such as systems of wage bargaining. Thus, conjunctural causation and institutional complementarities, where the impact of institutional features in the area of corporate governance is dependent upon its interaction with industrial relations and other political economy institutions, are probably vital to a full understanding and explanation of cross-national differences and trends in earnings inequality. Nevertheless, it is striking that institutions relating to corporate governance in the empirical analyses presented here seem to have greater explanatory power than many of the institutional variables that have traditionally have occupied a prominent place in explanations of comparative patterns and trends in earnings inequality, such as wage bargaining centralization, union density, and government employment. This strongly suggests that corporate governance institutions deserve more attention in future cross-national research into fundamental stratification distributive processes. 
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Appendix 

Data sources and construction of variables

p90/p10 ratio: Data electronically delivered from OECD on 29.08.2007. Earlier versions of this data can be found in OECD (1993; 1996; 2003b).
Role of stock market: Additive index, consisting of: (i) stock market capitalization, which equals the value of listed shares divided by GDP; (ii) stock market value traded, which equals the value of total shares traded on the stock market exchange divided by GDP; and (iii) stock market turnover ratio, defined as the ratio of the value of total shares traded and market capitalization. Source: Beck et al. (2000). (These variables are also used by Demirgüc-Kunt and Levine 2001).
Role of bank financing: Ratio of the total value of stock transactions on domestic exchanges relative to the total value of private credits by deposit money banks and other financial institutions. Source: Beck et al. (2000). (These variables are also used by Demirgüc-Kunt and Levine 2001) .
Market for corporate control: Volume of mergers and acquisitions (M&A) in relation to GDP. Source: Data extracted from the commercial database SDC Global Mergers and Acquisitions database of Thomson Financial (see Gugler et al. (2003) and Amel et al. (2004) for more information on this data).
Protection of minority shareholders: Index formed by adding one when (1) the country allows shareholders to mail their proxy vote; (2) shareholders are not required to deposit their shares prior to the General Shareholders’ Meeting; (3) cumulative voting or proportional representation of minorities on the board of directors is allowed; (4) an oppressed minorities’ mechanism is in place; (5) the minimum percentage of share capital that entitles a shareholder to call for an Extraordinary Shareholders’ Meeting is less than or equal to ten percent (the sample median); (6) when shareholders have pre-emptive rights that can only be waived by a shareholders’ meeting. The range for the index is zero to six. Source: La Porta et al. (1998).
Ownership dispersion: Measures how much, on average, the three largest shareholders own of the 10 largest domestic, nonfinancial publicly traded companies in each country. Source: La Porta et al. (1998).

Union density: Source: Golden, Miriam; Peter Lange; and Michael Wallerstein. 2006. "Union Centralization among Advanced Industrial Societies: An Empirical Study." Dataset available at http://www.shelley.polisci.ucla.edu/. Version dated 16.06.2006.
Wage-bargaining centralization: Index of confederal involvement in wage setting. Source: Golden, Miriam; Peter Lange; and Michael Wallerstein. 2006. "Union Centralization among Advanced Industrial Societies: An Empirical Study." Dataset available at http://www.shelley.polisci.ucla.edu/. Version dated 16.06.2006.

Female labor force participation: Female labor force as a percentage of the population aged 15-64. Source: OECD, Population and Labor Force Statistics (available electronically at http://stats.oecd.org/WBOS/Default.aspx).
Government employment: Government employment as a percentage of total employment. Source: OECD, Economic Outlook no. 80 (available electronically at http://stats.oecd.org/WBOS/Default.aspx).
LDC trade: Sum of exports and imports with developing countries as a proportion of GDP.  Source: UNCTAD (United Nations Conference on Trade and Development) handbook of statistics (available electronically at http://stats.unctad.org/handbook/).
Left Cabinet Strength: Left parties are defined as the traditional social democratic parties

and the parties to their left. Years with coalition cabinets and years with changes of cabinets are weighted according to the proportion of seats held by the party in cabinet and the proportion of the year during which the cabinet existed. Source: data provided by Professor Walter Korpi, Swedish Institute for Social Research. This data was used in Korpi and Palme (2003).
Table A1. Corporate governance variables
	
	Market for corporate control 

(average 

1985-00)
	Role of stock market

(average 

1979-00)
	Role of bank financing (average 

1979-00)
	Shareholder rights

(end of 90s)
	Ownership dispersion

(end of 90s)

	
	
	
	
	
	

	
	
	
	
	
	

	Australia
	15.81
	1.07
	0.031
	4
	0.72

	Belgium
	5.12
	0.57
	0.008
	0
	0.46

	Canada
	16.11
	1.19
	0.041
	5
	0.60

	Denmark
	4.14
	0.73
	0.031
	2
	0.55

	Finland
	12.02
	1.05
	0.153
	3
	0.63

	France
	9.31
	0.88
	0.044
	3
	0.66

	Germany
	3.24
	1.31
	0.021
	1
	0.52

	Italy
	5.70
	0.73
	0.046
	1
	0.42

	Japan
	1.22
	1.56
	0.016
	4
	0.82

	Netherlands
	6.21
	1.51
	0.061
	2
	0.61

	New Zealand
	11.81
	0.80
	0.006
	4
	0.52

	Sweden
	10.90
	1.23
	0.107
	3
	0.72

	Switzerland
	8.72
	3.91
	0.038
	2
	0.59

	UK
	26.62
	1.76
	0.036
	5
	0.81

	USA
	30.64
	2.13
	0.066
	5
	0.80
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Figure 2. Ideal-typical models of corporate governance
	Dimensions
	Anglo-American
	
	Continental European

	
	
	
	

	
	
	
	

	Labor-related
	
	
	

	Co-operation between social partners
	Conflictual/minimal
	
	Extensive at national level

	
	
	
	

	Labor organizations
	Fragmented and weak
	
	Strong and centralized

	
	
	
	

	Labor market flexibility
	Low internal flexibility, high external flexibility
	
	High internal flexibility, low 

external flexibility

	
	
	
	

	Employee influence
	Limited
	
	Extensive (e.g. work councils and/or co-determination)

	
	
	
	

	Capital-related
	
	
	

	Ownership structure
	Dispersed
	
	Concentrated (banks/other corporations major shareholders)

	
	
	
	

	Role of bank financing
	Minimal role in corporate ownership
	
	Important both in corporate finance and control 

	
	
	
	

	Protection of minority shareholders
	High
	
	Low

	
	
	
	

	Market for corporate control
	Hostile takeovers a ‘correction mechanism’ for management failure
	
	Takeovers restricted

	
	
	
	

	Role of stock market
	Strong role in corporate finance
	
	Limited

	
	
	
	


[image: image2.emf]Figure 3a. Relative change in earnings inequality 1979-2000 and 
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[image: image3.emf]Figure 3b. Relative change in earnings inequality 1979-2000 and 

average yearly change in market for corporate control
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[image: image4.emf]Figure 3c. Relative change in earnings inequality 1979-2000 and 

average yearly change in role of bank financing
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[image: image5.emf]Figure 4. Relative change in earnings inequality 1979-2000 and high 

vs. low protection of minority shareholders and ownership dispersion 

(end of 1990s)

0

2

4

6

8

10

12

Protection of minority shareholders Ownership dispersion

Change in p90/p10-ratio 1979-2000

LOW HIGH


	Table 1. The determinants of earnings inequality (P90/P10-ratio), 15 countries, 

	1979/85 - 2000. OLS-regression coefficients (Panel corrected standard errors 

	within parenthesis). 
	
	
	
	
	
	
	

	 
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	

	
	1
	2
	3
	4
	5
	
	6

	 
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	

	Time period
	79-00
	79-00
	79-00
	79-00
	79-00
	
	85-00

	 
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	

	Lagged dependent
	0.702***
	0.647***
	0.675***
	0.698***
	0.741***
	
	0.416***

	variable
	(0.062)
	(0.077)
	(0.064)
	(0.059)
	(0.050)
	
	(0.108)

	
	
	
	
	
	
	
	

	Union density (*100)
	-0.243
	-0.112
	-0.193
	-0.288
	-0.015
	
	-0.176

	
	(0.223)
	(0.215)
	(0.221)
	(0.197)
	(0.172)
	
	(0.380)

	
	
	
	
	
	
	
	

	Female labor force
	0.325*
	0.208
	0.293*
	0.299^ 
	0.481**
	
	-0.248

	participation (*100)
	(0.143)
	(0.139)
	(0.143)
	(0.155)
	(0.160)
	
	(0.292)

	
	
	
	
	
	
	
	

	Government 
	 -0.218
	 -0.304
	-0.259
	-0.236
	-0.070
	
	-0.265

	employment (*100)
	(0.290)
	(0.289)
	(0.298)
	(0.304)
	(0.339)
	
	(0.619)

	
	
	
	
	
	
	
	

	Unemployment
	-0.289
	-0.371
	-0.387
	-0.337
	-0.063
	
	-1.051*

	(*100)
	(0.308)
	(0.284)
	(0.287)
	(0.292)
	(0.270)
	
	(0.466)

	
	
	
	
	
	
	
	

	LDC Trade
	0.024
	0.002
	0.001
	0.023
	0.032
	
	0.088

	(*100)
	(0.025)
	(0.023)
	(0.024)
	(0.025)
	(0.027)
	
	(0.057)

	
	
	
	
	
	
	
	

	Left cabinet
	-0.475
	-1.216
	-1.499
	-0.452
	-0.714
	
	2.176

	strength  (*100)
	(1.408)
	(1.360)
	(1.399)
	(1.400)
	(1.407)
	
	(1.710)

	
	
	
	
	
	
	
	

	Bargaining 
	-0.507*
	-0.388^
	-0.431*
	-0.512*
	-0.484*
	
	-0.708**

	centralization (*100)
	(0.216)
	(0.203)
	(0.205)
	(0.217)
	(0.215)
	
	(0.231)

	
	
	
	
	
	
	
	

	Role of stock 
	
	0.026*
	
	
	
	
	

	market (*100)
	
	(0.013)
	
	
	
	
	

	
	
	
	
	
	
	
	

	Role of bank
	
	
	0.049**
	
	
	
	

	financing  (*100)
	
	
	(0.019)
	
	
	
	

	
	
	
	
	
	
	
	

	Protection of 
	
	
	
	0.240***
	
	
	

	minority shareholders
	
	
	
	(0.055)
	
	
	

	
	
	
	
	
	
	
	

	Dispersion of 
	
	
	
	
	0.920***
	
	

	ownership
	
	
	
	
	(0.238)
	
	

	
	
	
	
	
	
	
	

	Market for corporate 
	
	
	
	
	
	
	0.406**

	control (*100)
	
	
	
	
	
	
	(0.143)

	
	
	
	
	
	
	
	

	n
	222
	222
	222
	222
	222
	
	160

	 
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	

	Significance levels: ^10%; *5%; **1%; ***0.1%
	
	
	
	

	
	
	
	
	
	
	
	


� The question of whether the ratio of top earners to median earners (the p90/p50 ratio) or the ratio of median earners to low earners (the p50/p10 ratio) is more affected by the hypotheses outlined in this paper is highly relevant. However, due to space considerations, the main focus will be on the p90/p10 ratio, and the result for the other measures of earnings inequality will only be commented upon briefly in the text. 


� Table 1 shows data for all the countries for which we have data on both earnings inequality and the independent variables. In the latest version of the OECD data, the series for Norway only covers 1997-2000, data for Austria is missing, and data for Ireland covers only three years between 1994 and 2000.  


� There are several theoretical versions of these explanations, particularly regarding skill-biased technological change, and only the basic ideas are outlined here. 


� The role of monetary policy has also attracted some interest in explaining distributional outcomes (see e.g. Iversen 2000). This line of research is primarily interested in the link between inflation and unemployment, and earnings inequality is presumably heavily influenced by unemployment. However, since this body of work rarely looks at the direct effects of monetary policy on wage inequality, it will not be dealt with in this paper. 


� It may also be argued that the chain of causality is the reverse, i.e. that expanding government employment is a response that countries with egalitarian wage-setting institutions and/or rigid labour markets have resorted to in order to combat the unemployment effects of this institutional setup.


� For arguments that cross-national diversity in corporate governance might be too large to be usefully fitted into these two ideal-typical models, see Aguilera and Jackson (2003).


� This, together with the reliance upon capital markets, means that this model is sometimes referred to as a ‘market-outsider’ system (Gospel and Pendleton 2003).


� The test for serial correlation developed by Wooldridge (2002: 175) indicates that there is no significant autocorrelation in the reported regressions. 


� Finland’s ratio of market value of listed shares to GDP rose to the ranks of world leaders in 2000. This was affected by numerous demand and supply factors, and reinforced by Nokia’s success at an international level (Koskenkylä 2003). 
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