“Since you’re so rich, you must be really smart”:
Talent and the Finance Wage Premium
by Michael Böhm, Daniel Metzger and Per Strömberg

Discussant: Giovanni Pica (Università degli Studi di Milano)

12th joint ECB/CEPR Labour Market Workshop
Wage developments in the aftermath of the crisis
Frankfurt-am-Main, December 13-14, 2016

The paper
Interesting paper exploiting very RICH data:
I

I

linked employer-employee panel drawn from Swedish administrative records for the
period 1990-2013
include measures of cognitive and non-cognitive ABILITY (for males)

The paper
Interesting paper exploiting very RICH data:
I

I

linked employer-employee panel drawn from Swedish administrative records for the
period 1990-2013
include measures of cognitive and non-cognitive ABILITY (for males)

P RELIMINARY EVIDENCE: finance premium increases in Sweden over the sample period (as
in the U.S.)

The paper
Interesting paper exploiting very RICH data:
I

I

linked employer-employee panel drawn from Swedish administrative records for the
period 1990-2013
include measures of cognitive and non-cognitive ABILITY (for males)

P RELIMINARY EVIDENCE: finance premium increases in Sweden over the sample period (as
in the U.S.)

R ESEARCH QUESTION: how much of the (rising) finance premium can be ascribed to better
allocation of TALENTS in the finance sector?

The paper
Interesting paper exploiting very RICH data:
I

I

linked employer-employee panel drawn from Swedish administrative records for the
period 1990-2013
include measures of cognitive and non-cognitive ABILITY (for males)

P RELIMINARY EVIDENCE: finance premium increases in Sweden over the sample period (as
in the U.S.)

R ESEARCH QUESTION: how much of the (rising) finance premium can be ascribed to better
allocation of TALENTS in the finance sector?

Three main RESULTS:
I

Relative talent in the finance sector has NOT increased over time (neither on average
nor at the top of the talent distribution)

The paper
Interesting paper exploiting very RICH data:
I

I

linked employer-employee panel drawn from Swedish administrative records for the
period 1990-2013
include measures of cognitive and non-cognitive ABILITY (for males)

P RELIMINARY EVIDENCE: finance premium increases in Sweden over the sample period (as
in the U.S.)

R ESEARCH QUESTION: how much of the (rising) finance premium can be ascribed to better
allocation of TALENTS in the finance sector?

Three main RESULTS:
I

I

Relative talent in the finance sector has NOT increased over time (neither on average
nor at the top of the talent distribution)
The importance of talent in determining the likelihood of working in the finance sector
does NOT increase over time

The paper
Interesting paper exploiting very RICH data:
I

I

linked employer-employee panel drawn from Swedish administrative records for the
period 1990-2013
include measures of cognitive and non-cognitive ABILITY (for males)

P RELIMINARY EVIDENCE: finance premium increases in Sweden over the sample period (as
in the U.S.)

R ESEARCH QUESTION: how much of the (rising) finance premium can be ascribed to better
allocation of TALENTS in the finance sector?

Three main RESULTS:
I

I

I

Relative talent in the finance sector has NOT increased over time (neither on average
nor at the top of the talent distribution)
The importance of talent in determining the likelihood of working in the finance sector
does NOT increase over time
Talent explains (part of) the finance wage premium but it does NOT explain its rise
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SUPPLY: Rising relative wages induce high-talent workers to self-select into (supply their
labour services to) the finance sector (focus of the paper)
I
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Illustration
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Additional, unambiguous prediction:
I
I

Talent of marginal individual go down if α̃t < 0
Talent of marginal individual go up if α̃t > 0

Can identify the marginal worker in the data and test whether the above predictions hold
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Enrich specification (saturate model with interaction between (deciles of) education and
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Tasks (abstract vs routine): potentially interesting, very little details.
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The relative demand for talent in finance vs non finance sectors is:
hfinance,t − hnon finance,t = c + (σ − 1)(µfinance,t − µnon finance,t )
Finance sector becomes increasingly skilled biased if µfinance,t − µnon finance,t increases over
time.

