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Abstract

This paper examines the incidence of measurement error in wage data on the estimation of
returns to seniority. Earnings surveys collect wage data through questions pertaining to
earnings and hours over a given period of time (year, week) or through direct reports of
hourly wages. Comparing results for different wage variables from the Panel Study of Income
Dynamics (PSID), | show that estimated returns to seniority are very sensitive to the type of
wage data used. Estimates based on yearly reports are typically twice as large as those using
direct reports. Two sources account for this discrepancy. Firstly, the inclusion of earnings
from secordary jobs and overtime in the PSID annual earnings data tends to overestimate
returns to seniority. Secondly, hourly wages computed from yearly measures include

important measurement errors that tend to bias coefficients upward.
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