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ABSTRACT

Over the last three decades, Australia and many other industrialised nations have seen increasing inequality of earnings.  For the US and a number of other countries, the prevailing explanation for the increase in inequality centres on the notion of skill-biased technological change (SBTC). According to this view, the introduction of new technologies into the workplace results in an increasing demand for highly skilled workers, at the expense of those less skilled. This explanation of increases in earnings inequalities is based on the concept and measure of skill.  The analysis in this paper takes a different approach to that found in the literature for two reasons.  Firstly, rather than adopt the standard methodology of using years of education as a proxy measure of skill (e.g. Borland and Kennedy, 1998; Borland and Wilkins, 1996 amongst others), skill variables from the Occupational Information Network (O*NET) are assigned to Australian full-time occupations. Secondly, earnings inequality is analysed in terms of occupations rather than individual earnings.  Thus, the first objective of this paper is to measure the increased earnings variability across occupations over the period 1997-2005, using occupational data from the ABS’s Employee Earnings, Benefits and Trade Union Membership (EEBTUM) (6310.0).
  
The second objective of this paper is to examine whether there is evidence of a role of skill-bias in the generation of earnings inequality. Specifically, using occupationally identified skill and knowledge variables derived from the O*NET, skill-bias is examined as an explanation for changes in occupational weekly earnings. While the method used here follows to some extent the approaches taken by Borland and Wilkins (1996) and Pappas (2001), the current approach is more parsimonious. The use of occupational, as opposed to individual, data negates the need for controlling individual factors such as years of education, experience, gender and ethnicity.

Analysis of the predictive power of the O*NET skill and knowledge variables can be problematic. As 52 skill variables have been identified, the sheer number of potential explanatory variables prohibits the use of standard regression techniques. For this reason, prior research has tended towards compromises such as the creation of a mean skill and mean knowledge variables (Esposto, 2005). While such a solution is justifiable on the basis of strength of intercorrelations, it necessitates that a large amount of information should be lost and thus fails to account for the differential effects of various skills. As the O*NET variables form seven identifiable skill clusters, Structural Equation Modelling (SEM) is ideally suited to measuring the impact of these clusters on earnings equality. 
The advantage of SEM is that it enables the simultaneous measurement of both the measurement model and the path model (Bollen, 1989). As such, the hypothesized skill clusters may be confirmed within the context of the relationship of those clusters with earnings inequality. The primary focus of the present research is the explanatory power of changes in skills, rather than the skills per se.  The results show that SEM is a promising approach to assist in the understanding and measurement of the magnitude of increased earnings inequality in Australia.
� Prior to 1998 this survey was known as the Weekly Earnings of Employees (Distribution) Australia, (ABS cat no. 6310.0).  





