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Abstract	
Using	rich	linked	employer-employee	data	for	(West)	Germany	between	1996	and	2014,	
we	analyze	the	most	important	drivers	of	the	recent	rise	in	German	wage	dispersion	and	pin	
down	the	relative	contribution	of	central	plant	and	worker	characteristics.	Moreover,	we	
separately	investigate	the	drivers	of	between-plant	and	within-plant	wage	dispersion.	We	
also	analyze	the	sources	of	the	recent	slowdown	in	German	wage	inequality	and	compare	
the	results	for	West	Germany	to	the	ones	for	East	Germany.	In	order	to	disentangle	the	
contribution	of	each	single	variable	to	the	rise	in	wage	dispersion,	relative	to	other	variables,	
we	apply	a	state-of-the-art	decomposition	method	which	is	based	on	recentered	influence	
function	(RIF)	regressions.	We	find	that	the	industry	and	the	collective	bargaining	regime	
have	been	the	most	important	drivers	of	wage	dispersion.	The	former	has	mattered	in	
terms	of	the	wage	structure	effect	while,	in	the	case	of	collective	bargaining,	both	the	
decline	in	collective	bargaining	coverage	and	the	strong	increase	in	wage	dispersion	within	
the	group	of	covered	plants	have	played	a	substantial	role.	While	education	has	been	
another	factor	contributing	to	both	between-plant	and	within-plant	wage	inequality,	other	
candidate	factors	such	as	plant	size,	the	exporting	status,	plant	technology,	and	investment	
intensity	are	all	of	little	if	any	quantitative	importance	for	the	increase	in	wage	dispersion.	


