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Wage Inequality in Germany and the Switzerland: Can Education do it Alone? 

 

According to Müller and Shavit (1998: 1) “education is the single most important determinant 

of occupational success” and also Human Capital Theory (e.g. Mincer 1970; Becker1964), the 

predominant approach used to explain wage differences, point out the importance of 

individual educational achievement for labour market outcomes. But can education do it 

alone? To answer this question we analyse Germany and the Switzerland and compare the 

determinants of labour market success, indicated by amount of wages. These two countries 

are selected because the organisational structure of the country-specific educational systems is 

very similar on one hand, but on the other hand they differ in terms of labour market 

organisation and welfare traditions. One important difference regards the wage policy. While 

the German labour market structures are more rigid, Swiss labour market structures are more 

liberal. Due to this differences, which are caused amongst others through different welfare 

system traditions, in Switzerland individual performance should be more important as 

selection criterion at the labour market than in Germany.  

According to the literature (e.g. Atkinson 1983) there are two main indicator groups which are 

important for explaining personal income differences: individual factors on the one hand, and 

structural determinants on the other hand. While the first indicators are characteristics of the 

individual like gender, nationality or education, the second group of indicators are 

characteristics of the working structures and firms like branch, firm size or segmentation of 

the labour market, but also discrimination. Beside this also status attainment theory (e.g. 

Blau/Duncan 1967) should be mentioned, analysing wage inequality, because this concept 

postulates a close relationship between social background indicators like parents educational 

level or class, own education and labour market success. Since status attainment theory 

assumes that the social status of parents affects the educational level achieved by the children, 

which in turn affects the occupational level and status and this influences the income. 

To answer the research question the paper is organised as follows. In a first step we regard the 

influence of different individual indicators, e.g. gender, nationality and especially educational 

level, on wage inequality. In the next step we analyse also the influence of social origin on 

wage inequality. Because Germany and the Switzerland are according to the results of the 



PISA-Studies among the countries educational success depends strongly on family 

background. Having this in mind, we want to answer the question whether social origin 

influences only educational outcomes or if there is an independent influence on wages, not 

transmitted by education. Finally we take structural indicators into account, because labour 

market structures are different in the two countries, and observe the impact of labour market 

characteristics on wages. 

Main hypotheses are that first - due to Human Capital Theory - individual education is an 

important determinant of labour market incomes in Germany and the Switzerland. But 

according to the more liberal working structures at the Swiss labour market we assume, that 

the educational effect is stronger than in Germany. Second, according to status attainment 

theory, we expect that social origin not only influencing educational attainment, but also have 

an independent influence on wages. Third we assume that next to individual characteristics 

also the labour market structures have an influence on different wages in both countries. But 

while the individual determinants and especially education should be a more important 

indicator in the Switzerland, the structural factors should explain wage differences in 

Germany better. 

To investigate the influence of individual and structural determinants on wage inequality we 

use data from the German Socio-Economic Panel Study (SOEP) and the Swiss Household 

Panel (SHP). Both datasets contain a variety of individual characteristics as well as structural 

factors and also social background indicators. To analyse the determinants of labour market 

income inequality we use next to linear regression models also quantile regression, to identify 

not only the determinants but also the different influence of single items along the income 

distribution. Concerning the labour market outcomes the findings support the assumption that 

education is a very important determinant of labour market success in both countries. 

Estimating models to analyse the different importance of educational level on labour market 

success in Germany and the Switzerland, we find that there are no country-specific 

differences in the importance of educational influence on wages. But next to this indicator 

there are other important individual and structural determinants like nationality, union 

membership, firm size or segmentation which are different between the two countries. One 

interesting outcome concerns the influence of social origin on labour market outcome. While 

for Germany we can observe that social origin has an indirect and direct influence on wages, 

in the Switzerland there is only the indirect effect observable. It seems that family background 

has an important influence on (children’s) educational success, but if someone had reached 

once a certain educational level, than origin is unimportant in later life.  


