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Explaining Gender Wage Gap Δ𝐺

• Discrimination still exists, but is shrinking

• Part of the remaining wage gap due to motherhood penalty

• Women still have primary responsibility for housework and childcare 
around the world, which implies penalties (direct + indirect)
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Explaining Gender Wage Gap Δ𝐺

• Discrimination still exists, but is shrinking

• Part of the remaining wage gap due to motherhood penalty

• Women still have primary responsibility for housework and childcare 
around the world, which implies penalties (direct + indirect)

• Long term: easier for women to combine work/family + greater share of 
household production done by men
• 𝚫𝑮 should shrink more!

• Cortes & Pan (2017): “low skilled” immigration is one reason why!
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Return to Supply + Demand model

• Goal: develop theoretical tools to assess “normative” predictions
• Is the equilibrium a good thing?

• How “well off” are people by allocating resources in this way?

• This way = competitively in a free market with zero barriers to entry
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Return to Supply + Demand model

• Goal: develop theoretical tools to assess “normative” predictions
• Is the equilibrium a good thing?

• How “well off” are people by allocating resources in this way?

• This way = competitively in a free market with zero barriers to entry

• Use these tools to think about welfare gains from women’s increased 
labor force participation in recent decades!
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Competitive Market

1. There are many producers and consumers

2. Everyone in the market is a price-taker

3. There is a homogenous good or service

4. There is free entry and exit

• Consumers, behavior is summarized by the demand curve
• Aggregates individual demand curves, from people’s “willingness to pay”
• Slopes downward by diminishing marginal utility

• Producers, with a supply curve
• Aggregates individual supply curves, derived from firms’ marginal cost curves
• Slopes upward due to increasing marginal costs of production (decreasing MPL)
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Consumer Surplus

• The total net benefit derived from consuming a given unit of a good is 
called consumer surplus and defined as

𝐶𝑆 𝑄 = 𝑝 𝑄 − 𝑝

• The total consumer surplus from consuming 𝑄 units of a good is the 
sum of all the individual consumer surpluses
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Consumer Surplus

• The total consumer surplus in a market is one way to measure the 
welfare of consumers participating in that market

• We can use consumer surplus to prove that consumers are 
generally better off when there are price decreases in two ways

1. Existing buyers get a lower price, so have more surplus

2. There are new buyers we enter the market and get surplus
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Producer Surplus

• The total net benefit derived from producing a given unit of a good 
is called producer surplus and defined as

𝑃𝑆 𝑄 = 𝑝 −𝑀𝐶(𝑄)

• The total producer surplus from producing 𝑄 units of a good is the 
sum of all the individual producer surpluses
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Producer Surplus

• The total producer surplus in a market is one way to measure the 
welfare of producers participating in that market

• We can use producer surplus to prove that producers are generally 
better off when there are price increases in two ways

1. Existing producers receive a higher price and get more surplus

2. New producers can sell the good and get surplus

11



Producer Surplus

• The total producer surplus in a market is one way to measure the 
welfare of producers participating in that market

• We can use producer surplus to prove that producers are generally 
better off when there are price increases in two ways

1. Existing producers receive a higher price and get more surplus

2. New producers can sell the good and get surplus

• Questions: What’s the best way to allocate our scarce resources?

• Also, how should we define best?
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Market Efficiency

• First Welfare Theorem (FWT): a competitive equilibrium is efficient

• Efficient: we say that an allocation is efficient if there is no way to make 
someone better off without making someone else worse off

• No “Pareto improvements” exist ⇔ no waste in use of resources
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Market Efficiency

• First Welfare Theorem (FWT): a competitive equilibrium is efficient

• Efficient: we say that an allocation is efficient if there is no way to make 
someone better off without making someone else worse off

• No “Pareto improvements” exist ⇔ no waste in use of resources

• Alternative: an allocation is efficient if it maximizes total surplus

𝑇𝑆 = 𝐶𝑆 + 𝑃𝑆
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Market Efficiency

• The FWT guarantees that a competitive equilibrium will be efficient

• However, efficient outcomes aren’t necessarily good for everyone…
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Market Efficiency

• The FWT guarantees that a competitive equilibrium will be efficient

• However, efficient outcomes aren’t necessarily good for everyone…

• Also, there are times when markets are not even efficient!
1. Externalities

2. Market power

3. Non-private goods

4. Asymmetric information

• Second Welfare Theorem: any efficient allocation can be achieved as 
a competitive equilibrium given sufficient transfers 16



Break

• See you in 10mins!

• We study Cortes & Pan (2017)
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Gender Wage Gap 𝚫𝑮

• Most recent data: women earn $0.88 on the dollar (Blau & Kahn, 2017)

• Direct discrimination still exists but seems to be shrinking
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Gender Wage Gap 𝚫𝑮

• Most recent data: women earn $0.88 on the dollar (Blau & Kahn, 2017)

• Direct discrimination still exists but seems to be shrinking

• Remaining gap concentrated at top of wage distribution + mostly due to
1. Less hours worked by women

2. Weaker continuity of labor force participation by women
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Motivation

• Clear convergence 
since 1980s 

• But gender pay 
differences remain 
persistent

• Particularly true 
for “highly skilled” 
workers today…
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Motivation

• Apparent glass ceiling at the top of the wage distribution…

• Need to look within high skilled occupations to understand how jobs 
are organized and compensated by employers
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Motivation

• Apparent glass ceiling at the top of the wage distribution…

• Need to look within high skilled occupations to understand how jobs 
are organized and compensated by employers

• Hypothesis: the demand for temporal flexibility among high skilled or 
professional jobs explains the persistence of 𝚫𝑮
• Relative to women, men are better able and/or willing to work longer hours

• So, men get more on-the-job training, promotion offers, salary raises etc.

• Recall the Michigan law school study from the Netflix doc!
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Motivation

• Changes in the returns to working long hours explain part of the relative
slow-down in the convergence of 𝚫𝑮 among the highly skilled
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Obstacles to increased female labor supply

1. Social norms dictate that married women should “stay at home”

2. Women place a higher value on time with children and/or the returns 
to maternal child inputs in the production of child’s human capital

3. Firms discriminate, refuse to promote women to jobs with longer hours

4. Women are constrained by a lack of affordable substitutes for 
household production (fancy words for childcare and/or housework)

• Goal: provide empirical evidence for the existence of 4
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Research Question

• What would empirical evidence for constraints on childcare look like?

• If demand for long hours is why 𝚫𝑮 persists among high skilled women, 
then relaxing this constraint should benefit women in occupations with 
high returns to long hours more than women in other occupations
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Research Question

• What would empirical evidence for constraints on childcare look like?

• If demand for long hours is why 𝚫𝑮 persists among high skilled women, 
then relaxing this constraint should benefit women in occupations with 
high returns to long hours more than women in other occupations

• Example: increase in “low skilled” immigration… What happens?
• Migrants concentrate in certain occupations, like childcare/housekeeping

• Influx of low skilled migrants should reduce price* of childcare (Cortes, 2011)

• (Native) women in high skilled occupations stand to gain the most from this
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Data

• Dataset: 1980/1990/20000 US census + 2009/2010/2011 American 
Community Survey (ACS)… probably all from IPUMS!*

• Sample restrictions: natives, 25-64, college degree, working full time

• Generated: returns to hours ( መ𝛽𝑜,80) and occ-city-time wage gaps ( መ𝜆𝑜𝑐𝑡)

* On the use of their data: USE IT FOR GOOD -- NEVER FOR EVIL!
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Results: hours gap

• High skilled women in cities with larger inflows of low skill immigration 
increased hours worked + probability of working overtime
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Results: gender wage gap 𝚫𝑮

• Reducing gender gap in 50+ hours/week worked by 1SD reduces 𝚫𝑮
by about 0.5SD more in occupations with highest returns (top tercile) 
relative to occupations with lowest returns (bottom tercile) 
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Results: gender wage gap 𝚫𝑮

• Reducing gender gap in 50+ hours/week worked by 1SD reduces 𝚫𝑮
by about 0.5SD more in occupations with highest returns (top tercile) 
relative to occupations with lowest returns (bottom tercile) 

• This decline is about 30% of the average gender gap across 
occupations in 1980

• Such large gains imply job-mobility and occupational-mobility, not 
just longer hours in the same jobs as before!
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Quantity vs quality?

• Migrants don’t just reduce the prices of household services

• They also increase the quality by providing more flexibility in hours

• Census data show that compared to natives, foreign childcare workers 
1. Work 9 hours more per week on average 

2. Twice as likely to work 45 hours a week or more

3. 25 percent more likely to report leaving house for work before 7 am
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Quantity vs quality?

• Migrants don’t just reduce the prices of household services

• They also increase the quality by providing more flexibility in hours

• Census data show that compared to natives, foreign childcare workers 
1. Work 9 hours more per week on average 

2. Twice as likely to work 45 hours a week or more

3. 25 percent more likely to report leaving house for work before 7 am

• What about the migrants? 𝚫𝑴 and the “progressive moral quandary”
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Conclusion

• Potential role for policies that reduce the cost of outsourcing household 
production, particularly during non-standard times… like COVID-19

• Increasing trend towards more time flexible employment, thereby 
reducing the now-very-high returns to working long hours
• Work from home???

• Should shrink the gender wage gap too! 

• Answer depends on 𝛀𝑮,𝒕
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Next time

• HW 2 is available and due Monday August 1st at 11:59pm

• Next week we study the racial wealth gap in America

• Conclude by reading Cook (2014)
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