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Background and Motivation

• Kosovo, located in the Western Balkans, is home to 1.8 million people 
and declared independence in 2008.

• Before 1999, Kosovo was part of the former Yugoslavia.

• After declaring independence, the new government increased public 
sector wages by 50% leading up to the national elections.

• From 2011 to 2016, net public sector wages rose by €100, whereas 
private sector wages increased by just €2.



Background and Motivation (2)
Indicator Year Albania

Bosnia & 
Hercegovina

Kosovo
North 

Macedonia
Montenegro Serbia

Employment rate 2023 57.2 41.5 35.4 45.4 55.6 50.3
Unemployment rate 2023 10.7 13.2 8.8 13.1 13.1 9.4
Youth unemployment rate 2023 25.7 29.9 16.9 29.4 23.7 25.1
Employment share of public 
sector 2018 14.2 29.2 30.8 22.8 30.4 25.8
Wage bill - per cent of GDP 2022 4.0 10.3 7.3 6.5 10.5 9.6

Average real wage growth
2015-
2023 2.3 2.41 0.80 0.18 3.03 2.89

Average productivity growth 
2015-
2023 -0.42 -0.14 1.27 -0.24 2.34 1.16

Average monthly gross 
wage(€) 2018 397 724 558 766 579 580
Average salaries in public 
sector(€) 2022 720 1,175 604 793 916 924

men women total men women men women men women men women
Unadjusted public sector pay 
premium (log points)

2008-
2011 0.15 0.30 0.55 Ϯ Ϯ 0.32 0.46 0.02 0.17 0.34 0.42

Adjusted public sector pay 
premium (log points)

2008-
2011 0.043 0.044 Ϯ Ϯ Ϯ 0.129 0.164 -0.011 0.062 0.147 0.204

Presenter Notes
Presentation Notes
I’ll comment shortly on pay premiums in the region, and inform there are no such studies for Kosovo. 
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Literature review 
• Empirical studies in the EU indicate a public sector wage premium:

• Germany (Melly, 2005)
• Greece (Papaetrou, 2006)
• Portugal (Campos & Pereira, 2009)
• Italy, France, and the UK (Lucifora & Meurs, 2006)

• According to the Irish CSO 2022 report:
• Public sector workers earned 3.3% more at the median than private sector workers.
• At the 90th percentile, private sector workers outearned public sector workers by 11.9%.

• Transition economies:
• An initial pay gap favouring private sector workers, e.g., Serbia (Krstic, Litchfield and Reilly( 2007)).
• A later convergence to a public sector wage premium (Vladisavljevic et al., 2017).

• After the fall of communism, first-time job-takers in the private sector were  found to 
earn a pay premium (Lausev, 2014).



Data description

• Labour Force and Time Use 
Survey conducted in 2017, with 
8,533 households

• We exclude unpaid workers, 
potential outliers, armed forces 
and informal sector workers

• Significant differences were noted 
in various characteristics, such as 
working hours, education and 
tenure
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Empirical strategy 

• We specify log of hourly net wages specification using Mincer’s (1974) 
augmented approach.

• We estimate the public sector pay premium across the unconditional pay 
distribution using the Oaxaca (1973) and Blinder (1973) approach using 
Firpo et al. (2009) unconditional quantile regression functions.

• We then apply the Firpo et al. (2018) re-weighting procedure.

• Firpo et al. (2018) approach ensures the wage treatment differential 
reflects only the differences in wage prices across the two sub-samples and 
is not affected by the difference in the distribution of observable 
characteristics between the two samples.



Results: earning 
determinants 

• Pooled regression estimates indicate a public sector pay 
premium across the entire earnings distribution.

• The estimates for most other covariates in the model yield  
expected results consistent with previous regional research.



Log pay differentials by sector 
using 
(i) standard  Oaxaca-Blinder 
unweighted decomposition 

(ii) and Firpo et al (2018) re-
weighted decomposition

• The model assumes that public worker wage structure prevails in the 
absence of unequal treatment

• The re-weighted endowment effect increases slightly in each 
percentile 

• The highest pure unexplained treatment gap is found to be around 
the median wage positions   



The Pure Unexplained Public Sector Gap Across the Unconditional Pay 
Distribution using the Firpo et al. (2018) Procedure



Conclusion and policy implication
• The average adjusted public sector hourly net pay premium is 0.54 log points, 

with an unexplained or treatment gap of 0.25 log points.

• The gap peaks at the median and shows a slight decline thereafter.

• Permanent contracts and fewer working hours enhance the attractiveness of 
public sector jobs.

• These findings emphasize the presence of low pay in the private sector across the 
pay distribution.

• There is an imperative to focus policy on improving private sector jobs in terms of 
pay & conditions and adhere to legal labour standards.
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