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Gender Pay Gap:
The Role of Businesses

by Alessandra Casarico*

he gender gaps in pay and employment

represent a strong obstacle to reaching

actual parity between men and women

in the labor market in Europe and lItaly.
Despite the numerous analyses that demonstrate
the important positive effects of female empower-
ment on economic outcomes — at both the macro-
economic level and that of individual companies’
- significant differences remain and the measures
adopted to overcome them are often timid, and
concentrated in just a few countries or virtuous
companies.

At the end of 2020, Italy had one of the worst rates
of female employment in the European Union
(48.6 percent), better only than Greece and a full 14
points below the European average. According to Eu-
rostat data, the gap between male and female hourly
pay is 14.1 percent in the European Union, and 4.7 in
[taly, with enormous differences between the public
and private sector, where the gap is equal to 3.8 per-
cent and 17 percent, respectively.®

The reduction of the gender pay gap thus involves
the private sector and the dynamics of compensation
within companies.

In this article I will present some data on the dy-
namics and the level of the gender pay gap in the pri-
vate sector in Italy; I will discuss the principal causes
of gender pay gaps, focusing in particular on those that
more directly involve the role of businesses; and lastly,
I will analyze pay transparency as a lever for the re-
duction of pay gaps.

THE GENDER PAY GAP IN ITALY
Gender pay gaps in the private sector have de-
creased considerably over time, indicating that
some progress has been made in this area. Using INPS
data on the universe of Italian private sector workers,
made available thanks to the VisitInps search pro-
gram, it is possible to demonstrate that, starting in the
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1970s, the average gender gap in gross annual pay for
full-time workers fell from 33 percent in 1974 to 21
percent in 2017. The convergence between male and
female pay took place at different speeds in different
periods. Figure 1 shows that, looking at the average
(the dotted line), is was rather slow until the end of
the 1990s, to then accelerate starting in the 2000s, and
then stop again in recent years.

If we focus on the average, we look at the portion of
the distribution of income from work that includes the
richest one percent of workers, we notice that for the
entire period considered that value is well above the
average, offering evidence for the phenomenon of the
“glass ceiling”: the pay differences between men and
women are more accentuated among higher employ-
ment incomes than among average incomes. While in
2017 women earned on average 20 percent less than
men, among workers with higher salaries the differ-
ence rose to 30 percent. However, with respect to the
gap at the average, the gap at the top showed a rather
rapid reduction starting from the middle of the 1980s,
going from a maximum value of 54 percent in 1986 to
a minimum of 80 percent in 2017. In the highest per-
centile, the weekly pay for a man in this portion of the
pay distribution oscillates between 2,000 and 10,000
euros. To the contrary, a woman in the same portion of
the female distribution earns between approximately
1,200 and 4,800 euros.” The goal of reducing the pay
gap can thus not ignore an understanding of what hap-
pens to male and female worker in the most lucrative
segments of the labor market.

MATERNITY
AND BUSINESSES

hile the data indicates that the pay gap between

men and women in the private sector is high
and persistent over time — with a noticeable variety
depending on the portion of pay distribution — it is
natural to ask what the mechanisms are that deter-
mine the opening and persistence of this gap. Histori-
cally, the pay gap has been attributed to differences in
education between men and women.* However, today
women reach levels of education that are equal — if not
higher — than those of men. The convergence of edu-
cation rates has in fact been one of the factors that has
driven the convergence between male and female pay
over the years.’ The same cannot be said for the impact
of maternity.

The child penalty
In 2021, the birth of a child still represents a turn-
ing point in women’s employment careers, and is still
one of the main factors that contributes to the pres-
ence of gender employment and pay gaps. The labor
market cost of the birth of a child is commonly called
the child penalty. This measures the loss of employ-
ment income that mothers suffer following pregnan-
cy, if compared with fathers or with women who have
the same age, skills and pay characteristics, but don’t
have children. In Scandinavian countries as well, that
usually lead international gender parity rankings,
mothers pay a long-term penalty of over 20 percent
in terms of lower employment income compared to

Figure 1 - Gender pay gap at the average and at the 99th percentile, 1974-2017 (Italy)
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Source: Elaboration of INPS data. A. Casarico, S. Lattanzio, “Differenziali salariali di genere e ruolo delle imprese,”
in Il Bilancio di genere per l'esercizio finanziario 2017, Ministry of Economics and Finance (2018).
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fathers after the birth of a child. In Austria, Germany,
the United Kingdom, the United States and Spain —
other countries in which that penalty has been mea-
sured — the loss is even greater. Italy is no exception.
We obtained an estimate of the long-term child pen-
alty for our country based on a same of INPS data on
subordinate employees in the private sector between
1985 and 2018.° Fifteen years after the birth of a
child, the annual salaries of mothers have grown 57
percent less than those of women without children.
The drop is very strong right after the birth, but the
gap created remains.

Why does the income of workers “change paths”™ af-
ter maternity? Fifteen years after the birth of a child,
over two-thirds of the child penalty (68 percent) can
be explained by a reduction of labor supply of mothers
compared to non-mothers, since the former work few-
er weeks in a year. Twenty percent is due to a shift to
part-time employment, while 12 percent can be traced
to lower full-time equivalent weekly pay. So it is the
reduction of mothers’ labor supply that contributes the
most to the penalty in annual pay.

The “penalty” in employment income linked to the
birth of a child encompasses multiple aspects. It can
reflect the preferences of mothers, who wish to spend
time with their children and thus reduce the time ded-
icated to work; it can indicate the difficulty of reconcil-
ing work and family, that the absence of care services
and pre-schools, or the lack of sharing within the fami-
ly, can make insurmountable; it can regard stereotypes
and social norms that see mothers as mainly or exclu-
sively responsible for child care; and lastly, it can de-
pend on the characteristics of the companies in which
the mothers work.

On this last point, our analysis offers no evidence
that the entity of the penalty depends on the dimen-
sions of the company in which mothers work, but indi-
cate that it is higher in companies that pay lower aver-
age salaries or in companies with a higher percentage
of women employed. The first result could reflect the
fact that companies that offer lower pay are compa-
nies that also guarantee few non-pecuniary benefits
for women, like company pre-schools, flexible work
hours, or the possibility to work from home. It could
also be that women are concentrated in companies
with these characteristics because they have fewer job
offers, stricter time constraints in searching for work,
or greater mobility costs. The fact that the pay penalty
is greater in companies with a higher share of women
employed could at first glance seem counterintuitive,
given that a high concentration of women could indi-
cate that the company is particularly woman-friendly.
In reality, there are various studies that demonstrate
that women are not only concentrated in particular
sectors in which compensation is lower on average, but
also in companies that pay all of their workers lower
in general.
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Pay gaps and the role of businesses

The growing availability of administrative data that
allows for associating each worker with the character-
istics of the company they work for has made it pos-
sible to develop analyses aimed at quantifying the im-
pact of companies’ wage policies on pay inequality in
general, and on gender inequality in particular.” The
compensation policies or career paths adopted, the or-
ganization of work times, the presence or absence of
complementary services to work (company pre-school,
for example) distinguish each company (technically,
they are captured by the “fixed effects” of a business)
and can contribute to gender pay inequality. Using
INPS data on the universe of workers in the private
sector in Italy, we find that 80 percent of the gender
pay gap depends on the compensation policies that
businesses adopt for men and women.® It is possible
to further break down the contribution of businesses
to identify two different mechanisms that can generate
it: on the one hand, women could be concentrated in
companies that pay lower pay to both genders (sort-
ing: inequality among companies); on the other, de-
spite working in the same companies, female workers
could have less contractual power than men and not
be able to negotiate the same pay or the same career
paths, thus producing a growth in overall inequality
due to factors internal to single companies (inequali-
ty within the company). Our analysis reveals that the
effects of sorting are quantitatively more important in
explaining the contribution of companies to average
pay inequality, while phenomena of vertical segrega-
tion within companies are more relevant — as can be
expected intuitively — for male and female workers
who are in the higher percentiles of employment in-
come distribution.

[t is important to stress that the distribution of male
and female workers in the hierarchy of a company is a
crucial element in the increase of gender inequality. If
the goal in a company is to favor pay equality, it will
not be sufficient to ensure that men and women receive
the same compensation for the same kind of work, but
also to consider how many men and women have the
same career opportunities and are distributed in a bal-
anced manner among the various degrees of responsi-
bility within the company.

PAY TRANSPARENCY

In line with its “Gender Equality Strategy 2020-

2025,” in March 2021 the European Commission
presented a proposal for a directive on pay transparen-
cy, to ensure that women receive equal compensation
for their work.” The proposal is based on a process
already started some time ago by the European insti-
tutions, with the goal of pushing national parliaments
to increase the fight against gender inequality in the
labor market. The Directive has three goals: to estab-
lish pay transparency measures that can help women
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Figure 2 - Gender pay gap by company size
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*Note: gender pay gap calculated as percentage difference in average daily pay of men and women.
Source: A. Casarico, Informal Hearing at Labor Commission of the Chamber of Deputies on the subject of equal opportunity, January 30, 2020.
Elaboration on a sample of INPS data for the private sector.

and men searching for a job; to strengthen the right of
workers to know the income level of colleagues who
perform the same duties; and to introduce the obliga-
tion to disclose data on the gender pay gap for com-
panies with more than 250 employees. In particular,
strengthening the reporting obligations has the goal
of providing an incentive for a virtuous process, that
leads companies to develop greater awareness regard-
ing their employment and pay structure from a gender
standpoint, and at the same time help highlight any
forms of discrimination.

There is no dearth of international examples of
business reporting:*® the United Kingdom, Denmark,
Switzerland, France, and Austria are some of the coun-
tries that require companies to draw up reports and
communicate statistics on male and female personnel
and their compensation.

In the United Kingdom and France, companies
with more than 250 employees are required to pub-
lish annual data on the gender pay gap, while in Den-
mark and Switzerland the threshold is set at 85 and
50 employees, respectively. In Austria, the decision
has been to gradually expand the number of compa-
nies involved, starting with the largest ones. In the
United Kingdom, companies are required to provide
information on the average and median gap in pay
and bonuses and the distribution of male and female
workers in terms of pay quartiles. There is a portal
dedicated to gender pay gap reporting, that can be
consulted by whomever is interested. It is also possi-
ble to see the list of companies that have not complied
with the reporting obligations and what actions have
been adopted in the case of breach of the law. The le-
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ver of transparency — a sort of “black list” (name and
shame) — is thus used as an incentive for companies
to respect the law and properly provide data, even
though some have doubts of the true effectiveness of
this system, without explicit sanctions. Some stud-
ies on data from the United Kingdom show that the
policy of transparency has caused a reduction of the
gender pay gap in companies affected by the obliga-
tions compared to those that are not," in addition to
having pushed the former to publish job listings that
are more careful in terms of gender language or that
have greater opportunities for flexibility."* In Austria
and Belgium, on the other hand, confidentiality is
maintained regarding the relationships, which limits
the reputational costs (or benefits) of gender gaps in
companies.

In Italy, the Equal Opportunity Code (Legislative
Decree 198 of 2006) requires companies with more
than 100 employees to draw up a report at least every
two years on the situation of male and female person-
nel in terms of employment and compensation, while
Legislative Decree 254 of 2016 on non-financial re-
porting requires companies with at least 500 employ-
ees to indicate the results relating to non-financial
aspects, including measures to achieve gender parity.
Various proposals have been submitted in the Italian
Parliament to amend the Equal Opportunity Code to
make the disclosure obligations for companies regard-
ing data on compensation and distribution of male and
female workers more binding, and the debate is still
underway.*®

Promoting transparency in business data can lead

to benefits in the path towards actual gender parity. :
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Although legislation is an important lever to incentiv-
ize communication of data, companies themselves can
systematically monitor labor force indicators that sep-
arate by gender, to assess if and what diversity goals
have been acquired. Monitoring not only aggregate
statistics (such as the average gender pay gap), but
also data on the presence of women and men in various
portions of income distribution within the company it-
self, can for example help identify phenomena of ver-
tical segregation. It is easier for this to occur in large-
sized companies, because it is there that the gender pay
gap tends to increase: based on a sample of INPS data
referring to the private sector, the average gender pay
gap is less than 5 percent in companies with fewer than
15 employees and equal to 23 percent in those with
more than 500 employees, as shown in Figure 2.

The debate over the increase of transparency of
work force data and worker compensation is accompa-
nied by the question of whether there can be undesired
effects for the goal of parity. Some stress that com-
panies could hire fewer women in non-management
positions, making use of outsourcing, only in order to
improve their numbers; others say that the gender pay
gap could temporarily worsen because more women
would be hired in junior management positions, which
per se would not be a negative outcome.

It is in any event undeniable that an evaluation of
pay policies and career paths by gender in the busi-
ness world is a significant element to tackle the gender
gap in the labor market. In the framework designed
by the European Commission, businesses can begin to
strengthen this process.
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« Over the course of the last 30 years, gender pay differences in the private sector in Italy have fallen
considerably, although they remain very noticeable among high incomes: the difference between men

and women is 30 percent, in favor of the former.

 In 2021, the birth of a child still represents one of the main factors that contributes to accentuating
the gender employment and pay gaps. In Italy, the child penalty — the percentage loss of income that
mothers suffer following a pregnancy — is among the highest in Europe.

» Approximately 30 percent of the pay gap depends on the compensation policies that businesses adopt
for men and women. In this regard, in March 2021 the European Commission presented a proposal for a
directive on pay transparency, to ensure that women receive equal compensation for their work.
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