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Abstract

The US black-white wage gap is an issue that haactdéd thorough investigation,
but so far the corresponding gap for fringe begefias not received sufficient
attention. Although ethnic differences in fringe nbéts could affect wage

differences, previous analysis of ethnic wage dgapbe vast majority of cases has
not taken fringe benefits into account. In orderfitb that gap in the existing

literature, this article estimates the black-whgap for both wages and fringe
benefits on the basis of US data. Data from the428@ction of the National

Longitudinal Survey of Youth 1979 has been usedhis analysis. Our results
indicate that when controlling for various indivaduand job characteristics, there
remains a wage gap in favour of whites, and foessviringe benefits, there is an
unexplained gap in favour of blacks. This resultangethat the ethnic wage gap
overestimates the ethnic compensation gap. We algee that fringe benefits are

used to compensate blacks for their lower wages.
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1. Introduction

Ethnic minorities in the vast majority of cases éaower wages than ethnic
majorities. The US black-white wage gap is probably most investigated ethnic
wage gap and does not represent an exception tolthas blacks earn considerably
less than whites. Even when controlling for schaglifamily background and job
characteristics there still remains an unexplaigag in favour of whites. This kind
of unexplained wage gap has persisted for decaut$ias not shown any signs of
decline during the last decade (for a review, skenfi and Blank 1999). Although
the differences between blacks and whites in tesfmsducational attainment have
narrowed, the wage differences have not decreabkere are several possible
explanations for the unexplained black-white wagp.@ne possible cause of such a
gap is the omitted variable bias, which may reSolh unobserved ability or lack of
information on the quality of education. Another spible explanation is
discrimination in the form of taste discriminatidBecker, 1971) or statistical
discrimination (Phelps, 1972). Empirically theseedtetical considerations have

found only partial support (Oettinger, 1996).

The third potential explanation for the unexplair@dck-white wage gap could be
differences in the provision of fringe benefitsvoe¢n blacks and whites. Employees
are compensated for their effort not only with wageut they also receive fringe
benefits. According to the US Department of Labdiinge benefits represent almost

one third of total labour compensation, which metha the ethnic gap in fringe



benefits will have an important effect on ethnigpgan total labour compensation.
Inequality in terms of access to fringe benefits baen analysed for gender wage
gaps (Solberg and Laughlin, 1995) and union/noiunwage gaps (Budd, 2004),
but there has been little research conducted itie¢te of ethnic fringe benefit gaps.
If the ethnic fringe benefit gap is smaller thare ttvage gap, then the total
compensation gap will be lower than the wage gapvéce versa. The importance of
fringe benefits has increased in recent decadess(fro and McCall, 1997). If there
has been a shift in compensation from wages tgdrimenefits, and if whites are paid
more wages than fringe benefits and if it is viersa for blacks, then it could

explain the increasing unexplained racial wage gap.

The fact that employees accept lower wages in fawdla higher level of fringe
benefits has been theoretically argued using tmepensating wage theory (Eberts
and Stone, 1985). Empirically this theory has fosogport, for example, in the case
of health insurance benefits as Olson (2002) hasvshthat wives with their own
employer health insurance accept a wage about 20%rIthan what they would
have received working in a job without benefitshé&tauthors have found that fringe
benefits and wages are complementary. Duncan (1fi6)d that human capital
investments are rewarded both with higher wagedramge benefits. Fringe benefits
and wages are both part of the compensation packégred to employees, but it has
to be kept in mind that the reasons for offerinipge benefits could be to some
extent different. Fringe benefits could be offevgth the aim of encouraging certain
types of behaviour in employees — to support imaests in human capital. They

may also be used to reduce worker turnover or niageemployer more attractive



(Collardet al, 2005). Fringe benefits may also be offered aspsmsation for bad or

risky working conditions (van Ommerehal, 2002).

Discriminating employees on the bases of the prawvisf fringe benefits instead of
wages might be easier as offering fringe benefitsot as tractable by the legal
authorities as wages. But if the labour marketscarapetitive then there will be no
room for employers with discriminatory behaviourwlhites receive higher wages
then it could be argued that in competitive labmarkets blacks should receive
more fringe benefits in compensation for lower wag®ne of the few studies
addressing this issue is Levy (2006), who analgsgs in employer provided health
insurance. She finds the black-white health insteagap is smaller than the
corresponding wage gap. So she argues that thk-Wisite wage gap overestimates
the gap in total compensation. Rhine (1987) ingastid several determinants of
fringe benefits, including ethnicity, but an anadysf ethnic fringe benefit gaps was
not the aim of that article and so the topic reesiwery little attention. She
investigates the determinants of pension contoimsti sick leave and the total
monetary cost of fringe benefits. Her results do indicate that ethnicity has an

effect on fringe benefits.

Fringe benefits are not only limited to health r@ce; although in the US it is
probably one of the most important. In order taoneste the racial gaps in total
compensation, we should take other fringe bendéf@sides health insurance into
account. This issue has been dealt with in the ochgender wage gaps by Solberg
and Laughlin (1995), who find that the gender gapotal compensation is smaller

than the wage gap, but there is a lack of suchyseslfor ethnic wage gaps. The aim



of this paper is to fill that gap by analysing Iidaghite gaps both for wages and nine
different fringe benefits (medical, life and dentakurance, maternity/paternity
leave, retirement plans, flexible hours, profitréig, company provided training and
childcare) and showing that the wage gap is subalignlarger than the total

compensation gap. Although it is clear that fringgnefits are not even limited to

these nine, they probably cover the majority afde benefits.

Our analysis also differs from Levy (2006) by usandifferent dataset. Instead of the
Current Population Survey, we use data from thaoNat Longitudinal Survey of
Youth 1979 (NLSY79). Although it is a smaller dagsit contains information
about the Armed Forces Qualification Test (AFQTYres. This variable could be
used as a proxy for ability or school quality. Asyous analyses of the racial wage
gap (for example, Neal and Johnson (1996)) haveatet that these test scores
explain a lot of the ethnic wage gap; therefore, AlirQT should also be included in
the analysis of fringe benefit gaps as it couldibalarly related to fringe benefits as

to wages.

We use data from NLSY79 2004 survey and limit ample to males with reported
wages. We implement the Oaxaca decomposition me#mutl estimate different
specifications of decomposition models. Our resinticate that when controlling
for various individual and job characteristics,rtheemains an unexplained wage gap
in favour of whites, and for several fringe bersefitere is an unexplained gap in
favour of blacks. This result means that the etlwage gap is larger than the ethnic
compensation gap. We also argue that blacks arpexsated for lower wages with

fringe benefits.



The article is organised as follows. First, therd e a short description of the
decomposition methods used in this article. Ndw, dataset is described. Following
that, the descriptive statistics are analysed. Thesge and fringe benefit
decompositions are conducted and the results a@usied. Following that, the
compensation gap as a weight averaged wage amg fioenefit gap is calculated and
analysed. In the last sections, more detailed aisabyf the wage and fringe benefit
gap is conducted. This includes discussion of tliileces of industrial and

occupational segregation as well as birthplace @agewand fringe benefit gaps.

Finally, the compensation gap is analysed.

2. Method and Data

2.1. Method

We apply an Oaxaca (1973) decomposition methodnelyae wage and fringe
benefits gaps. As we use data about males agecddetd0 and 47 then we ignore
selection by employment. We argue that this islikety to bias our results to a great
extent, as the share of respondents with positages is high in both groups — 90%

of whites and 82% of blacks have positive wages.

For the Oaxaca decomposition, we assume that thendent variable (log wage of

binary variable for availability of fringe benefigr individuali could be written as

Y =BX, +¢,



where X is the vector of explanatory variables amdis the error term. For the

Oaxaca decomposition, these kinds of regressionseparately estimated for two
samples, in this case whites and blacks. So we get

Y= B ke

YE=p8"X2+&f,
whereW stands for whites anB for blacks. Let the upper bar denote the sample
average for the corresponding variable and thethatparameter estimate. Then the
difference of the sample average for the dependandble could be decomposed in
the following way:

ve v =|(xe - x|+ [xe(pe - )

The first term on the right hand side of the edquatindicates the part of the
difference in the average value of the dependenahia, which is caused by the
differences in the explanatory variables betweeneshand blacks (explained gap).
The second term indicates the part of the diffezemcthe average value of the
dependent variable caused by the differences iwvdhees of regression coefficients
between whites and blacks (unexplained gap). & $pecification the unexplained
gap answers the question — what would the average and availability of fringe
benefits for blacks be, given the values for tleeiplanatory variables, if these were

valued in the same way as for whites.
2.2. Data

We use data from the National Longitudinal Survéyouth 1979 (NLSY79). This
is a panel data set of 12,686 individuals born betw1957 and 1964. Until 1993 the

respondents were interviewed annually, in the dgdgziods bi-annually. The size of



the sample has decreased over the years of theysurv 2004 there were 7,661

respondents interviewed.

We use a sample of males from the 2004 round ofYW19S Women are left out of

the sample in order to avoid sample selection problresulting from the relatively
low female labour force participation in comparisttn men. While that kind of

problem may be present for men too, it is likelyb® less important for the male
sample. We include only men for whom we have waaga dnd who have taken the
AFQT test. For ethnicity, we use the variable ‘R&#E&thnic Cohort from Screener’
from the NLSY79 dataset. This variable divides g@mple into three different
ethnicities: non-black/non-Hispanics, blacks andspdhics. We compare whites
(non-black/non-Hispanics) and blacks. We have 1®6fes and 629 blacks in the

sample with positive wages.

2.3. Destriptive statistics

The dependent variables in our decomposition arsadye wages and fringe benefits.
For wages we use the logarithm of hourly wages ftbenmain job and for fringe
benefits we use binary variables, which indicate #@vailability of these benefits.
The NLSY79 provides the hourly rate of pay, exahgdany additional compensation
in the form of commissions, bonuses, stock optiongps. The descriptions of the
fringe benefits are listed in table 1. The dataualionge benefits refers to whether
fringe benefits are offered to employees not takingp account whether the

respondent takes up the offer of fringe benefitsair



Table 1. Description of fringe benefits analysed

Fringe benefit

Description

Medical insurance

Life insurance
Dental insurance
Maternity/paternity
leave

Retirement
Flexible hours
Profit sharing

Training or education
Childcare

Medical, surgical, or hospital insurance that covers injuries or
major illnesses off the job

Life insurance that would cover an employee's death for reasons
not connected with his/her job

Dental benefits

Maternity/paternity leave that will allow the employee to go back to
his/her old job or one that pays the same as his/her old one
Retirement plan other than social security

Flexible hours or work schedule

Profit sharing

Training or educational opportunities including tuition
reimbursement

Company provided or subsidized childcare

Table 2. Average wages and fringe benefits for whites laladks

The average values for the dependent variableprasented in table 2. Whites have
substantially higher hourly wages in comparisomlaxcks, but in the case of fringe
benefits the differences are not so clear. Whitgehslightly higher coverage of
medical and life insurance, firm-sponsored trainamgl retirement plans, but for
several fringe benefits there is virtually no diéfiece. Company provided childcare

is offered to blacks almost twice as often thanwtutes, although this benefit is

Variable Black White Difference
mean mean
wage 16.98 24.42 -7.44
medical 0.693 0.772 -0.079
life 0.600 0.667 -0.067
dental 0.634 0.656 -0.022
maternity | 0.498 0.508 -0.010
retirement| 0.594 0.686 -0.092
flexible 0.468 0.461 0.007
profit 0.237 0.221 0.016
training 0.419 0.495 -0.076
childcare 0.091 0.052 0.039

available to only a small number of employees.




Table 3. Average values for the explanatory variables foiteghand blacks

. Black White . Black White
Variable Variable

mean mean mean mean
age 42.59 42.48 |manserv 0.113 0.039
schooling 12.81 13.70 |education 0.044 0.043
afqt 23.87 55.52 |health 0.059 0.043
tenure 33754 | 45291 farts 0.010 0.016
married 0.452 0.707 |accomodation 0.053 0.021
kids 0.884 1.276 [(otherserv 0.054 0.036
maxparentschooling| 11.359 12.951 (|publadm 0.072 0.057
immigrant 0.021 0.028 |publsect 0.170 0.128
northeast 0.135 0.172 firmsize 1513.31 | 867.49
northcentral 0.171 0.345 |selfemployed 0.104 0.142
south 0.615 0.317 |union 0.178 0.161
urban 0.837 0.649 |manager 0.088 0.219
mining 0.002 0.008 [technician 0.038 0.083
utilities 0.003 0.005 |comlegal 0.020 0.018
construction 0.117 0.151 teacher 0.016 0.023
manufacturing 0.164 0.199 |entertainer 0.009 0.015
wholesale 0.041 0.040 |healthworker 0.063 0.059
retail 0.072 0.090 |[serviceworker 0.140 0.049
transport 0.099 0.064 |sales 0.044 0.082
information 0.023 0.030 [clerk 0.068 0.052
finance 0.015 0.050 [farmworker 0.004 0.008
realestate 0.013 0.012 |productionworker| 0.505 0.388

profserv 0.026 0.059

It can be seen from table 3 that in the case otathn and ability, whites have
approximately one more year of formal schooling, the differences in the AFQT
results are more striking, as average scores fiesvare more than twice as large as
the average results for blacks. There have bedr qunumber of explanations for
these kinds of differences. It could be argued ttheaiow AFQT scores are the result
of low school quality for blacks. Blacks are maikely to attend schools with higher
student-teacher ratios, disadvantaged studensratid student drop out ratios (Neal
and Johnson, 1996). In addition, comparatively f[mavental education and income
may be an obstacle for developing skills among goblacks. Unfavourable family
background and neighbourhood could explain theafragaps in the AFQT scores.
When using AFQT scores to explain the present veagefringe benefit gaps then

we have to keep in mind that these tests were tal@e than 20 years ago. On the
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one hand, this could be a good thing as these wasts taken before the attainment
of college education so they do not reflect théedénces in college level education,
which may be good if we suspect that blacks mayiberiminated against at the

college level. On the other hand, ability may cleanger such a long period, and in
this case the test results reflect past abilithgathan present ability. It could also be
argued that AFQT test scores are racially biasedhere could be racial differences
in their test taking ability (Rodgers Il and Spygg 1996). Still these test results are

widely used in racial wage gap analyses.

Among the average values for other explanatoryabées, it is worth mentioning
that whites tend to be married and have more kidbheir household. Blacks more
often live in urban areas and in Southern statherel'is some racial segregation at
the industry level as whites are more likely to émployed in construction,
manufacturing, finance and professional servicdgreas blacks are more likely to
be employed in transportation, manual services atcbmmodation. Blacks are
employed more in the public sector and whites amenoften self-employed.
Besides industrial segregation, the descriptivetisstzs provide evidence of
occupational segregation, as whites are also mikely|to be managers or

technicians than blacks

3. Results

3.1. Wage and fringe benefit gap

We estimate six different models for wage and ®irgenefit decomposition using

the Oaxaca decomposition method. The first modi#hates the raw gap in wages
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and fringe benefits. In model 2, schooling is itsgrand in model 3, AFQT results
are inserted as explanatory variables. Model 4 takesaccount the effect of tenure
and several family background variables (numbekid§, marital status, parental
education level, immigrant status). In model 5,iorgl variables and in model 6,
several job characteristics are added.

Table 4. Specification of wage and fringe benefit decompasimodels

Model 1 | Model 2 | Model 3 | Model 4 | Model 5 | Model 6
Constant X X X X X
Age X
Schooling X
AFQT

Tenure

Family

Immigrant
Region

Job

xX X X

X X X X X X

X X X X X X X
x

X X X X X X X X

Table 5. Unexplained wage and fringe benefit gaps with stash@rrors from the

decomposition models

Wage |Medical| Life | Dental |[Maternity|Retirement|Flexible| Profit [Training|Childcare
Model 1| -0.389 | -0.079 |-0.067|-0.022 | -0.010 | -0.092 | 0,007 |0,016|-0,076 | 0,039
se 0.037 | 0.018 |0.020| 0.020 | 0.021 0.019 0,021 |0,017| 0,02 0,01
Model 2| -0.338 | -0.059 |-0.041| 0.000 | 0.016 -0.058 | 0,041 |0,026|-0,035 | 0,049
se 0.037 | 0.019 |0.020| 0.020 | 0.021 0.020 0,021 |0,018| 0,02 | 0,011
Model 3| -0.168 | -0.003 | 0.020 | 0.053 | 0.062 -0.004 | 0,087 | 0,05 | 0,036 | 0,051
se 0.046 | 0.023 |0.025| 0.025 | 0.026 0.024 0,026 |0,022| 0,025 | 0,013
Model 4| -0.090 | 0.017 |0.050| 0.083 | 0.097 0.030 0,083 |0,067 | 0,056 | 0,055
se 0.048 | 0.024 |0.026 | 0.026 | 0.027 0.025 0,028 [0,023| 0,027 | 0,014
Model 5| -0.120 | 0.011 |0.029| 0.064 | 0.095 0.019 0,077 |0,086| 0,057 | 0,051
se 0.052 | 0.026 |0.028| 0.028 | 0.030 0.027 0,03 [0,025| 0,029 | 0,015
Model 6| -0.083 | -0.012 | 0.006 | 0.035 | 0.081 0.000 0,081 |0,115| 0,035 | 0,05
se 0.041 | 0.024 [0.029| 0.029 | 0.034 0.028 0,035 |0,031| 0,033 | 0,018

Note: Bold text indicates statistical significarateghe 95% level

As can be seen from table 5, there is a significarial gap in wages. The raw gap is
about 39 percent in favour of whites, and evenefimclude all the control variables

then the unexplained wage gap is still 8 percerd @nremains statistically
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significant. The AFQT score explains the biggesirshof the wage gap; years of
schooling and tenure also explain a substantial pafferences in education and
ability together explain more than half of the wagp. These results are similar to
previous analysis of the racial wage gap in the fd&example, Neal and Johnson
(1996) also found that the AFQT explains the largestion of the racial wage gap.
Adding regional variables increases the unexplaimage gap slightly, meaning that
blacks live in regions with higher average wagelgvbut they do not benefit from
living in these locations as much as whites. Déferes in job characteristics explain
a relatively small part of the wage gap as betibrgharacteristics for whites explain

about 4 percentage points in the remaining gap.

There is a significant raw gap in favour of whiteghe case of four fringe benefits
(medical insurance, life insurance, retirement dint-sponsored training) and a
significant raw gap in favour of blacks for compapsovided childcare. As for

wages, schooling and AFQT scores explain a largeesbf the white advantage. In
model 3, which takes education and ability intocactt, the white advantage is not
evident for any of the fringe benefits, but fordief the fringe benefits there is a
significant unexplained gap in favour of blacks.eTiemaining wage gap from the
same model is 17 percent in favour of whites. Seould be concluded that if we
account for differences in education and abilitgrilwhites have higher wages, but
blacks have access to more fringe benefits. Foeraévringe benefits, tenure and
family background characteristics also play an irtgod role. Model 4 illustrates the
black advantage in fringe benefits even more becdnsthat case there is an
unexplained gap in favour of blacks for six fringgenefits. Adding regional

characteristics does not affect the results to eatgextent. If we control for all
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explanatory variables, it can be seen that for nainthe fringe benefits is there a
significant white advantage, but for maternity lkeaflexible working hours, profit
sharing and company provided childcare there iggaifeant black advantage.
Company provided childcare is a somewhat differbenefit from others as
explanatory variables do not explain the gap inilabéity at all. Blacks have the
largest advantage in profit sharing, were the ulzéxed gap in availability is more
than 11 percentage points. In general, adding f@vacteristics slightly reduces the
black advantage for some fringe benefits. Stillréhes no statistically significant
remaining gap in favour of whites in any of thenge benefits, but there exists such a

gap in the case of wages.

Our results are in line with the findings of Le\8006). She finds a 4% raw gap and
a 1.7% unexplained advantage for whites in the oseedical insurance. Although
she uses a different dataset, does not contré\F@Q@T and decomposes the coverage
of medical insurance instead of its availabilitgr hesults do not differ from ours

remarkably.

According to these results it could be argued Hiatks may be compensated for
lower wages through higher access to fringe benefitthough the raw wage and
fringe benefit differences tend to be both in favaf whites, accounting for
explanatory variables creates an unexplained wage ig favour of whites, but
corresponding gaps for fringe benefits are in fawafublacks in the case of several

fringe benefits.
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3.2. Compensation gap

So far we have viewed wages and fringe benefitseparate issues. In this section
we will analyse the ethnic gap in compensation talee both wages and fringe
benefits into account. Our results from the decasitjom of gaps in fringe benefits
would predict that the black-white gap in total g@nsation should be lower than
the corresponding wage gap. Probably the mosgstfarward way to estimate the
gap in compensation is to assign a monetary vaueirige benefits. One way of
doing this could be to use data about employmestscas Brooks (2001) used for
estimating compensation inequality. He has usedageeemployment cost at the job
level and therefore his analysis misses the passikithin-job variation in
employment costs. If we want to estimate the gapsmployment costs more
accurately then employee-level data about employmests is needed, which is
difficult to obtain in practise. We must also tak#o account that some fringe
benefits, like flexible working hours, do not haslear monetary value and therefore
employment cost data could not be used to anahesa.tEven if a majority of fringe
benefits have clearly measurable costs for empdpykere are still arguments for not
treating them as monetary benefits. First, emplsyde not usually know the
monetary cost of fringe benefits and they may awewunderestimate their value.
Second, different employees have different prefasrior money and fringe benefits
and therefore they may experience the value ofjérinenefits differently from their
monetary value. Some employees may value flexibdekimg hours more; others
may want to earn higher monetary wages. The vdidenge benefits could also be

affected by employee endowments (Kahnerdgaal 1990). If we want to estimate
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the compensation gaps in the sense of how thegcteflifferences in employee
utility from employment rather than gaps in empl&nn costs, then using the
monetary value of these costs could be misleadnagtizerefore we will not do so in

the following analysis.

Employees are compensated for their labour botldnyes and fringe benefits.

Compensation for workerconsisting of wage incomé/ and fringe benefits
could be written as:
C =@1-AW +AF,

where A is the share of fringe benefits in total compepsatlf we assume that the
share of fringe benefitd is equal for both groups, then the average conaiems
for blacks and whites is

Ce=(1-AW°®+AF°®

CY =[-AW"Y + AFY
The racial compensation gap is

Ce-C" =(1-A)W®-W")+A(F®-Fv)

So the compensation gap is the average of wagé&iage benefit gaps weighted

byA.

In our analysis we have used a number of fringeetitsnand it is difficult and even
not favourable to assign them a monetary valueisussed previously. Still it is
plausible to assume that individual utility is ieasing in both wages and the number
of fringe benefits available. If we do not know thedue of different fringe benefits,
then we assume that all the fringe benefits aralequthe sense that they affect an

employee’s utility. Therefore, we use the weightedrage of log hourly wages and
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log of the total number of fringe benefits offeraslthe measure of compensation. If
there were no fringe benefits available for a worlteen the logarithm of fringe

benefits was set equal to -1. We assume that wagpesint for two thirds of the total

compensation and fringe benefits for one third,)sgé. To estimate the racial

compensation gap we use the Oaxaca decompositidnestimate six different

models as previously.

Table 6. Unexplained compensation gap with standard efrors decomposition

models
Wage Fringe | Compensation
Model 1 -0.389 -0.167 -0.315
se 0.037 0.046 0.033
Model 2 -0.338 -0.097 -0.258
se 0.037 0.047 0.033
Model 3 -0.168 0.072 -0.088
se 0.046 0.058 0.040
Model 4 -0.090 0.140 -0.013
se 0.048 0.060 0.041
Model 5 -0.120 0.117 -0.041
se 0.052 0.065 0.045
Model 6 -0.083 0.066 -0.033
se 0.041 0.053 0.035

Note: Bold text indicates statistical significaratehe 95% level

The raw fringe benefit gap is more than one halalen than the corresponding
wage gap (17% vs 39% in favour of whites). As with wage gap, the racial fringe
benefit gap is explained mainly by schooling anel AFQT score. The results from
model 3 indicate that if we control for the AFQTose then blacks will have a slight
advantage in terms of access to fringe benefitswdf add tenure and family
background variables then the unexplained wageimgd@vour of whites decreases

and the corresponding fringe benefit gap in favotiblacks increases. Regional
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effects on wage and fringe benefit gaps are relptiimodest. If we add job

characteristics into the decomposition model, theth wage and fringe benefits
gaps decrease, but the direction of the job chematits effect is different. Adding

job characteristics to the model makes blacks beitk in terms of wages, but

reduces their advantage in fringe benefits. Thismaethat blacks are employed in
occupations and industries with relatively low wsgéut high access to fringe
benefits. If controlling for everything then whitbave an 8% advantage in wages
and blacks have a 7% advantage in fringe benelitsough, the unexplained gap in
fringe benefits is statistically insignificant. Tdee kinds of results give additional
support to our previous findings that blacks armpensated with higher access to

fringe benefits for lower wages.

The compensation gap is the weighted average ofvétyee and fringe benefit gaps.
As in the case of wages and fringe benefits seggrathe compensation gap is
mainly explained by ethnic differences in educato ability. When controlling for
all explanatory variables then the compensationigagightly in favour of whites,
but it is statistically insignificant. Taking friegbenefits into account results in a
reduction of the 8% wage gap to a 3% compensatign @Qur results confirm that

accounting only for wages overestimates the blakskeacompensation gap.

4. Detailed analysis

4.1. Segregation

Blacks and whites tend to be employed in differedtistries and occupations. Could

industrial and occupational segregation be the eaisgaps in wages and fringe
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benefits? There are several theoretical considemativhy industrial segregation may
cause differences in wages and fringe benefitsst,Fiirms may have different
capacities for providing wages and fringe benedissprofit margins, intensity of
competition and firm size are different across stdas. In the case of wages, studies
have documented a positive firm-size effect (Broamd Medoff, 1989). Similar
factors may cause positive size-effects for fringmefits too as offering fringe
benefits creates costs in the same way as payingsvé&second, there may exist
positive returns to scale in offering fringe betse(iCollardet al, 2005). For example,
large firms may obtain discounts from insurance ganmes if they buy life insurance
for their employees. Still the empirical evidenae the firm-size effect on fringe
benefits is controversial, as only some studiesfaund empirical support for that
argument (Bernstein, 2002), while other studiesudwnt that for a majority of
fringe benefits, employer size does not matter if&an and Kraybill, 1998). Third,
union coverage and the bargaining power of uni@mg @cross industries. A stronger
union position results in higher wages and monegkibenefits as the union fights
for both better wages and fringe benefits for thregmbers. Furthermore, unions
typically serve more the interests of older membwiso usually have a stronger
desire for certain fringe benefits like health irce and pension plans (Freeman,

1981).

If we look at the average values of industry dunsni@ blacks and whites in table 3
then it could be said that industrial segregatigiste to some extent. For example,
whites are more likely to be employed in manufaotyrconstruction, finance and
professional services, whereas blacks are moréy licebe employed in transport,

manual services and accommodation. In figures 1 Znde plot the relationship
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between the average wage and the average numbarge benefits available at the
industry level with the share of blacks in thatustty.

These figures indicate that blacks are more likelype employed in industries with
relatively low levels of both wages and fringe @seThat relationship is stronger
for wages than fringe benefits. Therefore, indaktsegregation is one explanation

for the white advantage in wages and fringe benefit
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Figure 2. Relationship between average number of fringe fitereevailable and

share of black employees at the industry level

Occupational segregation could be a more imporaterminant of racial gaps in

wages and fringe benefits than industrial segregatiThis will be true if the

availability of fringe benefits is attached to opations rather than single to workers.

Firms could offer the same package of fringe bémedi all their employees of the

same occupation.
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Whites are much more likely to be managers, tedumicor employed in sales;
blacks are more likely to be service or productimrkers. If we look at the effects
of occupational segregation on wages and fringeefiten(figures 3 and 4) then it
could be concluded that occupational segregati@nisnportant determinant of the
black-white wage gap, but it does not affect theresponding fringe benefit gap.
Blacks are more likely to be employed in occupatinith lower wages, but this is

not true for the fringe benefits.

In conclusion, both occupational and industrialreggtion explain the black-white
wage gap to some extent, but for the fringe bemsit, only industrial segregation
seems to matter. Still it has to be kept in mindt thue to the small sample, the
number of industries and occupations used in owadyais is relatively low and

therefore the level of aggregation is high.

22



4.2. Do blacks have preferencesfor fringe benefits?

In this section we investigate whether the redhlht blacks are compensated for
lower wages by greater access to fringe benebtdddoe explained by differences in
preferences between blacks and whites. As wagesharenost important form of
labour compensation, we assume that when choosipg individuals make this
decision on the basis of wages and not fringe ltsn&fherefore, the industrial and
occupational segregation will not reflect black antlite preferences for fringe
benefits. But we assume that managerial employegs ht least some power to

choose their form of compensation, which is ndiilggy for the other occupations.

We estimate an Oaxaca decomposition model for thesamples of managers and
other employees. We argue that among all occupatioanagers have the greatest
power to decide about their own wages and fringeefies. Therefore, the balance
between the racial gaps in wage and fringe benafitsng managers will reflect the

preferences among blacks for wages and fringe lienef

The estimation results indicate that for both sam@es there is a significant raw
gap in favour of whites in wages (tables 7 andiiBthe case of fringe benefits for
managers the raw gap is in favour of blacks foumlmer of fringe benefits, in the
case of non-managers the raw gap is in favour ofewtor the majority of fringe

benefits. If we control for all explanatory variablthen for managerial workers the
wage gap reduces to zero, but there are positiegplained fringe benefit gaps in

favour of blacks. Still we have to remember tha&t timexplained fringe benefit gaps
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for managers are statistically insignificant, whishlikely to be due to the small
sample.

Table 7. Racial gaps in wages and fringe benefits for maralgeccupations

Wage |Medical| Life |Dental|Maternity| Retirement | Flexible | Profit |Training|Childcare
Model 1 |-0,264| 0,018 | 0,107 |0,124| 0,177 0,086 0,168 |-0,003| 0,060 | 0,115
se 0,092 | 0,050 | 0,055 |0,056| 0,061 0,056 0,060 | 0,057 | 0,061 | 0,036
Model 2 |-0,267| 0,015 | 0,105 | 0,123 | 0,180 0,084 0,168 |-0,003| 0,059 | 0,114
se 0,076 | 0,048 | 0,049 |0,051| 0,058 0,053 0,057 | 0,059 | 0,060 | 0,047
Model 3 |-0,191| 0,066 | 0,112 |0,159| 0,197 0,119 0,241 | 0,064 | 0,159 | 0,078
se 0,095 | 0,058 | 0,061 |0,063| 0,071 0,064 0,069 | 0,071 | 0,071 | 0,053
Model 4 |-0,172]| 0,059 | 0,113 |0,140| 0,193 0,116 0,220 | 0,043 | 0,149 | 0,088
se 0,102 | 0,062 | 0,065 | 0,067 | 0,075 0,067 0,075 | 0,074 | 0,075 | 0,057
Model 5 |-0,166 | 0,063 | 0,090 | 0,127 | 0,174 0,084 0,269 | 0,087 | 0,134 | 0,075
se 0,113 | 0,067 | 0,071 |0,073| 0,083 0,074 0,082 | 0,081 | 0,083 | 0,061
Model 6 | 0,021 | 0,034 | 0,058 | 0,101 | 0,086 0,079 0,221 | 0,090 | 0,124 | 0,036
se 0,130 | 0,055 | 0,068 |0,074| 0,101 0,081 0,100 | 0,211 | 0,106 | 0,093

Note: Bold text indicates statistical significarateghe 95% level

Table 8. Racial gaps in wages and fringe benefits for otlteupations

Wage |Medical| Life |Dental|Maternity| Retirement | Flexible | Profit |Training|Childcare
Model 1 |-0.333|-0.084 |-0.077 |-0.033| -0.027 -0.108 0.010 | 0.033 | -0.077 | 0.036
se 0.041 | 0.020 | 0.021 |0.021| 0.022 0.021 0.022 | 0.018 | 0.022 | 0.010
Model 2 |-0.315]-0.070 |-0.059 |-0.020| -0.008 -0.085 0.035 | 0.036 | -0.045 | 0.042
se 0.041 | 0.020 | 0.022 |0.022| 0.022 0.021 0.022 | 0.019 | 0.022 | 0.011
Model 3 |-0.156|-0.013 | 0.013 | 0.038| 0.047 -0.022 0.070 | 0.046 | 0.019 | 0.051
se 0.051 | 0.025 | 0.027 | 0.027 | 0.028 0.026 0.028 | 0.023 | 0.027 | 0.013
Model 4 |-0.077| 0.014 | 0.048 |0.083| 0.094 0.024 0.069 | 0.066 | 0.048 | 0.052
se 0.054 | 0.026 | 0.028 | 0.028 | 0.029 0.027 0.030 | 0.025 | 0.029 | 0.014
Model 5 |-0.116| 0.011 | 0.032 | 0.068| 0.101 0.023 0.051 | 0.084 | 0.054 | 0.049
se 0.058 | 0.028 | 0.031 |0.031| 0.032 0.030 0.033 | 0.027 | 0.032 | 0.015
Model 6 |-0.108|-0.018 | 0.000 | 0.031| 0.093 0.004 0.055 | 0.112 | 0.035 | 0.047
se 0.045 | 0.027 | 0.032 | 0.032| 0.037 0.030 0.039 | 0.032 | 0.036 | 0.019

Note: Bold text indicates statistical significaratehe 95% level

For other occupations, the unexplained wage gap favour of whites. This result
confirms that occupational segregation is a deteantii of the unexplained wage gap,
as those blacks that have succeeded in gettingnagadal position do not have
unexplained wage disadvantages. The story is gundar for fringe benefits. For
managers, the black advantage in terms of fringeefits is larger than for non-

managers. This difference is especially large fexillle working hours. Black
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managers are 22 percentage points more likely ve faxible working hours than
their white counterparts, whereas among other atoups the difference is 5
percentage points. The fact that black managers hagess to more fringe benefits
than white managers allows us to argue that blpckger to receive more fringe
benefits. At least some of the managerial workergehthe power to decide about
their wages and the fringe benefits available &mthwhereas it is not likely to be the

case for other occupations.

4.3. 1sAFQT adeterminant of industry and occupation?

Previous analysis has shown that the differenceARQT scores is the most
important cause of the black-white wage and fribgeefit gap. The relationship
between AFQT scores and wages is discussed extgnsiv the literature (for
example, Neal and Johnson (1996)), but the linkbgéseen test scores and fringe
benefits have not been investigated. If we condidege benefits as the part of total
compensation, which is not paid as wages, thenkimat of relationship could be

similar.

In this section we test whether the AFQT scorenly a determinant of the choice of
industry and occupation or whether it affects waged fringe benefits even if we
control for all job characteristics, including irslty and occupation. In order to do
that, we estimate model 6 of the Oaxaca decompasibut drop the AFQT score
variable and compare the estimation results withghevious results including the
AFQT score variable. If AFQT were only the deteramhof industry and occupation

then dropping the AFQT variable will not affect tineexplained wage gap.
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Table 9. Unexplained wage and fringe benefits gaps withdaesherrors with and

without the AFQT variable
Wage |Medical| Life | Dental |Maternity| Retirement|Flexible| Profit |Training|Childcare

With AFQT -0.083 | -0.012 | 0.006 | 0.035 | 0.081 0.000 0.081 | 0.115 | 0.035 | 0.050
se 0.041 | 0.024 | 0.029 | 0.029 | 0.034 0.028 0.035 | 0.031 | 0.033 | 0.018
Without AFQT -0.136 | -0.031 | -0.020 | 0.015 | 0.059 -0.019 0.073 | 0.120 | -0.005 | 0.055
se 0.036 0.021 | 0.025 | 0.025 | 0.029 0.024 0.030 | 0.027 | 0.029 | 0.017
Without AFQT

with nonmissing | -0.126 | -0.026 | -0.017 | 0.018 | 0.061 -0.017 | 0.067 | 0.117 | 0.007 | 0.063
AFQT

se 0.037 | 0.022 | 0.026 | 0.026 | 0.030 0.025 0.031 | 0.027 | 0.029 | 0.017

Note: Bold text indicates statistical significaratehe 95% level

The results from table 9 indicate that when cofit@lfor job characteristics the
AFQT score affects wages more than fringe bendiitepping the AFQT variable
increases the unexplained wage gap by about 5 ngagee points. This means the
AFQT score affects wages within occupations andusiries. As blacks have
considerably lower test scores, these scores ameeded into lower wages for
blacks in similar jobs. The story is different foinge benefits as leaving the AFQT
variable out does not alter the result remarkabhat leads us to the conclusion that
the availability of fringe benefits does not depamdability or schooling or quality
of education. Although more able workers tend toph& higher wages in similar
jobs, this does not seem to be true for fringe fisnend therefore, lower abilities
among blacks do not reduce the availability ofgarbenefits within occupations and

industries.

Not all the respondents of the NLSY79 sample haker the AFQT. Among the
respondents of the 2004 survey about 6% had nent#ie test. In order to test, if
this affects the effect of AFQT on the wage anddge benefit gap, we estimated
decomposition model 6 without the AFQT variablet lmited the sample to those

who had taken the test. The decomposition resaoitthie full sample and test takers
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are virtually the same. This means that the efdéaropping the AFQT variable is

not affected by the fact that some respondentsibathken the AFQT.

These results allow us to argue that the AFQT stemds to be a determinant of
industry and occupation and affects fringe bendifitan indirect way, but it has also
direct wage effects. The fact that ability has med effect on fringe benefits could
be one reason why blacks that receive relatively Wages in comparison to whites

have relatively high access to fringe benefits.

4.4. Birthplace effect

Human capital is considered to be one of the nmmopbrtant determinants of labour
compensation. Although we have included years @baling, AFQT scores and
tenure in our analysis so far, these variables maty capture the entire human
capital. Years of schooling express only the quatnie aspect of formal schooling
and AFQT scores are frequently used to controdifferences in school quality and
also to account for ability. Tenure is frequenthnsidered as a measure of working
experience and it could be interpreted as a praxytlie amount of on-the-job
training if it is assumed that workers over thergeaontinuously receive training at
the work place. Still, there are some argumentsvioy these variables, including the
AFQT score, do not fully capture human capitalsihuman capital is definitely not
limited to formal schooling. Second, AFQT testsmibd measure all kinds of skills. It
is naive to think that the result of a relativelyod test could give complete and
thorough information about all of an individuallglls. As Blacket al (2006) point

out, this test surely misses other valued traitd ttne might learn in school (e.g.
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specific domain knowledge, computer skills, peesise in completing tasks, or the
ability to work with others). Third, the test resuldo not reflect human capital
acquired after the completion of the test. As thpartance of life-long learning and
on the job training have increased sharply durirgglast decade, then it is quite clear
that the results of the test taken more than 2@syago do not fully capture human

capital.

A recent article by Blackt al (2006) estimates the black-white wage gaps sepgrat
for employees born in Southern states and in aitaes. They find that blacks born
in non-Southern states receive a similar conditiorege to whites, whereas blacks
born in the South show much lower wages in compari® whites born in the

South. However, their sample is limited to highlgueated employees. In this
section, we extend their analysis by investigatimg birthplace effect not only on

highly educated workers, and do not limit our aselyonly to wages but consider

fringe benefits too.

Birthplace could be used as a proxy for unobsehuagdan and also cultural capital
for several reasons. First, school quality in Seuthstates has been comparatively
low and this is true both for high school and agdidevel. Traditionally, blacks have
attended low quality schools with large classroares As Card and Kruger (1992)
note, the Southern states were the last to abalrsitially segregated school system,
where segregated schools operated even in the 98idsl Second, the socio-
economic status of blacks has been traditionafifeidint in Southern states. During
1960s, a college education among blacks led tgpgerumiddle class occupation far

more frequently in the North than in the South (Rlat al, 2006). Therefore, even
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when controlling for parental education we do ndlyftake into account the effect

of the parents’ socio-economic status. The loweassposition of the parents of
Southern born blacks could result in lower quagtitg-school education. Third, there
have been and still are remarkable cultural diffees between Southern and other
states including different attitudes towards blacksuthern-born blacks may have
experienced more hostile attitudes towards themictwhmay have negatively

affected both their socialisation and labour mapetformance. Blacks born in the

South may also have become less culturally intedraito society — their customs,

habits and behaviour could be more different frorhites than the cultural

differences between blacks and whites born elsesvher

In order to analyse the birthplace effect on wages fringe benefits we estimate the

Oaxaca decomposition models separately dependingihplace. We use an

identical set of control variables as in the prasgianalysis.

Table 10. Unexplained wage and fringe benefit gaps withdaad errors from the

decomposition models for employees born in the [sout

Wage |Medical| Life | Dental |[Maternity |Retirement|Flexible| Profit | Training | Childcare
Model 1 | -0.267 | -0.035 | -0.044 | -0.008 | 0.056 -0.055 | 0.086 |0.052 | -0.010 | 0.022
se 0.060 | 0.029 | 0.031 | 0.031 | 0.032 0.031 0.032 | 0.026 | 0.031 0.015
Model 2 | -0.238 | -0.023 | -0.030 | 0.006 | 0.069 -0.036 | 0.101 |0.053| 0.011 0.028
se 0.061 | 0.029 | 0.031 | 0.031 | 0.032 0.031 0.032 | 0.026 | 0.031 0.015
Model 3 | -0.007 | 0.015 | 0.035 | 0.064 | 0.100 0.026 0.162 | 0.071| 0.097 0.034
se 0.086 | 0.041 | 0.043 | 0.044 | 0.045 0.043 0.044 | 0.036 | 0.044 0.020
Model 4 | 0.067 | 0.050 | 0.099 | 0.137 | 0.155 0.084 0.178 | 0.077 | 0.136 0.040
se 0.094 | 0.044 | 0.046 | 0.046 | 0.048 0.046 0.048 | 0.040 | 0.047 0.022
Model 5| 0.033 | 0.042 | 0.096 | 0.118 | 0.153 0.079 0.151 | 0.089 | 0.133 0.044
se 0.102 | 0.048 | 0.050 | 0.051 | 0.053 0.050 0.053 | 0.044 | 0.051 0.024
Model 6 | -0.149 | -0.070 | -0.026 | -0.055 | 0.060 -0.077 | 0.130 |0.048| 0.022 | -0.014
se 0.109 | 0.068 | 0.081 | 0.087 | 0.101 0.084 0.090 | 0.078 | 0.090 0.048

Note: Bold text indicates statistical significaratehe 95% level

29



Table 11. Unexplained wage and fringe benefit gaps withddad errors from the

decomposition models for employees not born inSbeth

Wage |Medical| Life | Dental |Maternity|Retirement|Flexible| Profit | Training | Childcare
Model 1 | -0.391 | -0.115 | -0.111 | -0.033 | -0.055 -0.124 | -0.021 | 0.003| -0.085 | 0.070
se 0.055 | 0.027 | 0.030 | 0.030 | 0.031 0.029 0.031 | 0.026 | 0.031 0.016
Model 2 | -0.343 | -0.096 | -0.084 | -0.010 | -0.030 -0.090 | 0.012 |0.013| -0.041 | 0.079
se 0.052 | 0.029 | 0.031 | 0.030 | 0.031 0.030 0.031 | 0.027| 0.031 0.019
Model 3 | -0.216 | -0.040 | -0.024 | 0.047 | 0.025 -0.040 | 0.053 | 0.033| 0.013 0.087
se 0.059 | 0.032 | 0.035 | 0.034 | 0.036 0.034 0.036 | 0.031| 0.035 0.021
Model 4 | -0.150 | -0.027 | -0.005 | 0.058 | 0.048 -0.016 | 0.030 | 0.041| 0.024 0.085
se 0.062 | 0.033 | 0.036 | 0.036 | 0.038 0.035 0.038 | 0.032| 0.037 0.022
Model 5 | -0.210 | -0.043 | -0.030 | 0.038 | 0.033 -0.041 | 0.019 | 0.065| 0.013 0.080
se 0.066 | 0.035 | 0.038 | 0.038 | 0.040 0.037 0.041 | 0.034| 0.039 0.023
Model 6 | -0.064 | -0.016 | -0.029 | 0.053 | 0.024 -0.036 | 0.042 |0.118| 0.014 0.095
se 0.062 | 0.035 | 0.042 | 0.040 | 0.049 0.040 0.050 | 0.044 | 0.047 0.032

Note: Bold text indicates statistical significarateghe 95% level

The raw wage gap for employees born in the Soisthactually smaller than for

employees born elsewhere, but if we control foreatblanatory variables then the

result is the opposite. If we compare models 2&titen we see that the effect of the

AFQT score on wage gap is larger for those borthénSouth (23% vs 13%). This

means that the direct effect of ability on the wage is larger for workers born in

the South. Comparing the results from models S5@Gfehds us also to an interesting

conclusion. Taking the job characteristics intooart, the wage gap grows in favour

of blacks for the non-Southern-born sample andwodr of whites for the Southern-

born sample. This means that blacks born in thelSlave relatively low wages in

comparison to whites in similar jobs, but the diais the other way round for non-

Southern-born blacks. So it seems to be that femtim-Southern-born sample, the

ethnic wage gap is largely explained by job charastics, but for the Southern-born

sample it seems to be that in the case of simdér gharacteristics there are

% South region includes the following states: AlabantaAsas, Delaware, District of Columbia,
Florida, Georgia, Kentucky, Louisiana, Maryland, Mss§ppi, North Carolina, Oklahoma, South
Carolina, Tennessee, Texas, Virginia and West Viagini
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considerable racial differences. If we view ethmiage discrimination as blacks
receiving lower wages in comparison to whites imilsir jobs, then it could be
argued that this kind of discrimination is moreelikto be present for blacks born in
the South. If we compare the unexplained wage gaps controlling for all
explanatory variables then it also suggests thagjewgaps favour whites for
employees born in the South (15% vs 6%). Howebersd results do not necessarily
indicate greater wage discrimination against blaoen in the South because, as
discussed earlier, birthplace may act as a proxyufmbserved human capital and

these wage gaps could be caused by differencagmain capital as well.

If we look at the raw fringe benefit gaps then veewment a statistically significant

gap in favour of whites not born in the South fonamber of benefits, with the

exception of company provided childcare, which @enavailable for blacks. For the
Southern-born sample there is no clear patterrihofi@ advantage in term of fringe
benefits. Blacks have higher access to flexiblekimgr hours and profit sharing, but
for the majority of fringe benefits the raw gapnist statistically significant. If we

control for all explanatory variables then it coubé said that in general the
unexplained wage gaps are somewhat larger thacatiesponding gaps in fringe
benefits for both sub-samples. For medical andadl@méurance, the remaining gap is
in favour of Southern-born whites, whereas for nioa-Southern-born sample there
are virtually no differences in the availability ofedical insurance, but there is a
slightly higher availability of dental insurancer fahites. Southern-born blacks get
some compensation for low wages in the form ofifflexhours and maternity leave,
but non-Southern-born blacks get compensated noorthéir lower wages. To sum

up, Southern-born blacks are in a worse positioeamparison to blacks born in
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other regions both in terms of wages and fringeeben Therefore, it could be
concluded that the birthplace effect explains ttienie gaps in wages and fringe

benefits to some extent.

5. Conclusions

The aim of this article was to estimate black-whitage and fringe benefit gaps
based on US data. The results indicate that foregjathere is a raw gap of about
39% in favour of whites, but if we take differenaesobservable characteristics into
account, this gap reduces to 8%, but it still remeatatistically significant. Most of
the wage gap is explained by differences in schgaiind AFQT scores. In the case
of fringe benefits there is a significant raw gagavour of whites for some benefits,
but the unexplained fringe benefit gaps tend tinkfavour of blacks. If we estimate
the compensation gap as the weighted average of wag fringe benefit gaps then
we find that the unexplained compensation gap isentlban twice lower than the
corresponding wage gap. Therefore, it could be eguhat if the racial
compensation gap is estimated without taking fritgmefits into account, this
overstates the compensation gap. We recommend whanh analysing ethnic
discrimination in the labour market then not onlpges but also fringe benefits

should be investigated.

According to the result that blacks in many casesehbetter access to fringe
benefits, it could be said that this is how blaaks compensated for lower wages. If
we analyse the effect of industrial segregatiorinenethnic wage and fringe benefit

gaps, then we find that industrial and occupatiosegregation is an important
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determinant of black-white gaps in wages, but fog fringe benefit gap, only
industrial segregation seems to matter. Next weedtigated whether black
preferences for fringe benefits could explain thet fthat blacks receive relatively
low wages, but have relatively high access to #&irgenefits. We estimate the
decomposition models separately on the sub samplesmnagerial occupations and
other occupations. As we find that blacks, whoeanployed as managers have more
fringe benefits available than whites in similacopations, we argue that it could be
the result of black preferences for fringe benefAslditionally, we take a more
detailed look into the AFQT test score’s effecttbea wage and fringe benefit gap.
We find that the AFQT score tends to be a deteminé industry and occupation
and affects fringe benefits in an indirect way, ibatiso has direct wage effects. The
fact that AFQT has no direct effect on fringe bése€ould be one reason why
blacks that have considerably lower test scoresgive relatively low wages in

comparison to whites but have relatively high asdedringe benefits.

Similarly to Blacket al (2006), we find that wage and fringe benefit gdpfer

according to the employee’s birthplace. The unerptaracial wage gap is smaller
for the non-Southern-born sample. In the caseionfdrbenefits, we find that blacks
regardless of their birthplace receive some congiensfor lower wages in the form
of fringe benefits, but non-Southern-born blacks gempensated more. According
to this, it could be concluded that Southern-bdacks are worse off both in terms
of wages and fringe benefits. That kind of resoltld be interpreted as birthplace
being a proxy for unobserved human capital as Bldakn in the South could be
argued to have a lower attainment of unobservedahucapital than blacks born in

other regions.
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This study has a number of limitations, which cobédthe target of future research.
First, although we cover a number of fringe besefite do not have information
about the entire set. For example, we do not hate about company provided cars,
phones, subsidised transportation, etc. Althouglutid be argued that in this article
the most important fringe benefits are taken intooant, there could be bias in the
compensation gap resulting from the fringe bengifitéd have been omitted. Second,
more detailed characteristics of the fringe besefiffered should be taken into
account. That does not necessarily mean accoufdginthe monetary value of the
fringe benefits as we argued that using this aggpraaunfavourable. For example, if
we consider employer offered maternity leave, ttieme could be differences in its
duration across firms and employees; or, if we takehe-job training then there is
heterogeneity in training programs. Third, a momphssticated method for
accounting for the relative importance of fringenéfts should be developed.
Considering all fringe benefits equally importarduld not be plausible. If we want
to interpret the compensation gap from the viewpoinemployees’ utility then it
could be favourable to address the issue of ttaivelimportance of fringe benefits

by taking the employees’ preferences about frirgyeekits into account.
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