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Motivation & Objective 
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MOTIVATION 
 

• Common knowledge: that Wage Gaps exists 
 

• In the Arab Region, the Wage Gap is significant (e.g., 
between gender and between migrants versus locals) 
 

 
OBJECTIVE 
 

Outline the social 
& economic costs 

of a wage gaps 

The wage gap in 
light of the ILO 
Conventions & 

Recommendations 

Evaluate the role 
of the Minimum 

Wage at reducing 
the wage gap 



Structure of the talk 
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• The Wage gap: Market allocation & Market failure 

 
• Examples: Europe, USA, the Arab Region 

 
• Consequences 

 
• The ILO Conventions 

 
• How can a Minimum Wage Policy help? 



Market Allocation: What should happen 
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• Employers search among participants to find 
the best match for their vacancy 

• Participants search vacancies to find the best 
opportunity given their skills 

Matching 
Mechanism 

• Volume of participants (density of pool) 
• Education, experience, innate ability 
• Alternative offers (competition) 

Factors that 
determine 
matching 

• Employers obtain highest return from worker in 
terms of productivity 

• Worker obtains highest return from selling his 
human capital 

• For workers with similar factors, the market offers 
equal pay for equal work (or work of same value)  

The Efficient 
& Equitable 

outcome 



Market Allocation: What we observe 
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 Pay differentials  
 
 …between 

employees with 
identical factors 
(education, 
experience, skills) 

 
 …in the same 

labour market 

The Wage 
Gap 

Regional Wage Gap 
(e.g., urban, rural) 

Gender Wage Gap 

Migrant versus 
Natives Wage Gap 

Public Versus 
Private Sector 

Wage Gap 

Workers not always get equal pay for 
doing the same work  or for doing work 

of same nature 



Empirical Evidence (1)  

European Community and Gender Gap 
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Empirical Evidence (2)  

USA, Migration 
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Empirical Evidence (3) 

The Arab Region 
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 United Arab Emirates 

 
 Saudi Arabia 

 
 Jordan 



United Arab Emirates: By nationality 
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United Arab Emirates: By Gender 
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Saudi Arabia 
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Economic Activity
Saudi Average 

Wages, SRs

Non-Saudi Avarage 

wages, SRs
Agriculture , Hunting , Forester & Fishing 4,630 1,244

Construction 3,261 1,145
Electricity, Gas   & Water 9,185 3,487

Banking, Finance, Insurance 6,963 2,880
Manufacturing 6,091 1,929

Mining & Quarrying 15,080 7,944
Other Activities, Private sector, non Social Services 23,587 18,353

Social Services Activities in the Private sector 5,075 2,331
Postal, Transport & Communication 8,417 2,518

Trade, Hotel, Catering 3,605 1,420
Average Of Total 8,589 4,325

Central Department of Statistics and Demographics, CDSI, 2011 



Jordan 
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Public Sector 41% Wage Gap 

Private Sector 28% Wage Gap 

Education Sector Female Average 
Earnings (2009) 

Male Average 
Earnings (2009) 

JD 273 JD 523 

ILO, The Jordanian National Commission for Women, Ministry of Labor, 2010 



Implication?  Market Failure 
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• Wage Gap between observationally equal worker 

implies: 
 
• Workers do not get equal pay for same work or for 

work of same value 
 

• Labour Income Inequality 
 

• Signals out the existence of Immobility (barriers) in 
the labour market 
 

• Therefore, the Wage Gap is a signal of  Market Failure 



Failure in a labour Market 
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Meaning of market 
failure in the 

labour market 

Inefficient 
allocation of 
labour (e.g., 

under 
employment) 

Inefficient 
distribution of 

resources 
(rents) 

Efficient 
outcome? 

One that 
provides an 

improvement 
to all agents in 

the market  

Makes all 
agents & 

society better 
without 
making 

anyone worse 
off 

How to obtain 
these alternative 

outcomes 

Market 
incentives to 

employers and 
employees 

Regulations 



Market Failure & Regulation 
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• How do we apply regulations to reduce the wage 
gap requires? 
 
 Knowledge of why the Wage gap occurs 

 
 

 Understanding the social and economic costs 
(consequences) of the wage gap 
 
 

 Evaluating the benefits of regulating against the 
cost of not regulating 

 



Reasons for the Wage Gap 
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• Reasons that explain the wage gap 

 
• Information asymmetries (Contractual locking) 

 
• Non-competitive practices (Monopsony) 

 
• Transaction costs faced by workers (Mobility) 

 
• Social and cultural aspects (Selection bias) 

 
 



Consequences (cost) of a Wage Gap 
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For WORKERS (& 
PARTICIPANTS) 

 
 Labour Market 

inequality 
 

 Weaker incentives 
to invest on 

updating skills 
 

  Weaker 
incentives to 

remain as 
participants 

 
 

For EMPLOYERS 
AND PRODUCERS 

 
 Thinner pool of 

workers to find the 
best match 

 
 Lower 

productivity  from 
non-motivated 

labour force 
 

 Higher turnover 
and therefore 

reduced returns to 
skills investment  

 
To SOCIETY  and 

the 
GOVERNMENT 

 
 Lower output and 

employment 
outcome 

 
 less chances to for 

high added value 
industries 

 
 Loss return from 

non-participants that 
do not utilize their 

human capital 

 



In what way do ILO International Labour 

Standards help to eliminate the wage gap? 
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• ILO Conventions  &  Recommendations establish the 
international legal framework 
 

• Applying the ILO ILS aims at an optimal social outcome 
that reduce the costs of market failure 
 

• What should be the outcome of implementing ILO’s ILS?  
Abolishing the wage gap 
 

• the following apply: 
 

• Equal Remuneration Convention, 1951 (100) 
• Discrimination Convention, 1958 (111) 
• Migrant Workers Convention, 1949 & 1975 (97, 143) 



The conventions in detail  
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Equal 
Remuneration 

Convention, 1951 
(100) 

 
 Equal 

Remuneration 
for men and women 
workers for work of 

equal value 
 

 Remunerations: 
ordinary, basic or 
minimum wage or 

salary, any 
additional direct or 
indirect pay, cash 

or kind 
 

Discrimination 
Convention, 1958 

(111) 
  

 Discrimination 
implies distinction, 

exclusion or 
preference made on 

the basis or race, 
sex, religion, 
nationality, 

social difference, 
that affects equality 

of treatment on 
employment 

Migrants Workers 
Conventions, 1949 

& 1975  (97, 143) 
 

 Fight against illegal 
migration 

 
 Respect human 

right of migrants 
 

 Labor market 
Equality 
(including 

remuneration) 
between migrants 

and natives 



But are all workers equally exposed 

to the effect of a wage gap? 
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• Lower skilled workers are more vulnerable 
 

• Weaker bargaining power 
 

• Weaker representation in the social dialogue 
 

• Often less mobile within the market 
 

• Face more Information asymmetries 
 

• Impact from social and cultural aspect more 
significant 
 



Evidence: Wage Gap and low paid 
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Policy Suggestion: Minimum Wage 
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For low paid EMPLOYEES 
 

 Higher returns from work 
 

 Increases participation 
 

 Higher productivity 
 

  Sense of Equity 
 

 
 
 

Establish a LOWER FLOOR  Reduce the WAGE GAP 

 
 
 
 

For EMPLOYERS 
 

 Increase income among 
individuals with high 

propensity to consume 
 Boosts domestic 

consumption 
 Incentives from employees 

to increase effort levels 
 Internationally perceived to 

comply with ILS (MW 
Convention, 131, 1970) 
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  Thank you 


