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Highlights

• This paper uses a large longitudinal matched employer-employee dataset

spanning 26 years to assess the contribution of three sources of variation

in wages and to explore the nature of assortative matching.

• Worker permanent heterogeneity is the most important source of wage

variation, accounting for one-third of the wage variance, while firm fixed

effects contribute another one-quarter. For their part, job title fixed ef-

fects having a basis in real-world occupational diversity and the impact of

collective agreements explain a still considerable one-fifth of wage variance.

• There is strong evidence of wage sorting, with high wage workers tending

to match with high-paying firms. The lack of stronger evidence supportive

of this type of matching in the literature can squarely be laid at the door

of finite sampling and limited mobility bias.

• Positive wage sorting is not to be confused with positive assortative match-

ing, as the generosity of firms’ wage policies cannot be taken as evidence

that they are more productive.

• To assess assortative matching, firm-specific measures of productivity ex-

tracted from production functions were linked to wage worker fixed effects.

• High wage workers do tend after all to match with more highly productive

firms.

• Yet the degree of positive assortative matching, no less than wage sorting,

declines through time.

• This weakening in positive assortative matching arguably reflects down-

sizing among large firms and possibly the outsourcing of the jobs of less

qualified workers.
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