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EDITORIAL

Countering the risks of labour market exclusion

Growth has been modest,
unemployment remains
high, though inflation and
interest rates are low.

Poor labour market
performance endangers the
social fabric as people risk
getting trapped in
unemployment, in low-
paid jobs or in unstable
temporary work...

...leading to exclusion
unless good labour market
“careers” can be fostered.

OECD analysis highlights
the need to make work
pay, to help young people
make the transition to
work and to foster lifelong
learning.

OECD output has grown only modestly over the past two years. In the United
States, growth appears relatively strong and has been associated with stable, low
inflation and unemployment. In the Pacific region, Australia and New Zealand
have recorded continued growth over the past few years; the upswing finally got
underway in Japan in late 1995. In Europe, growth has slowed significantly from
the second half of 1995 and, in some countries, unemployment rates are again
rising. The OECD-area unemployment rate in the first half of 1996 is estimated to
be 7.7 per cent, or over 33%> million people unemployed. The latest projections
suggest little improvement in unemployment over the next two years. On the
more positive side, inflation is low and contained nearly everywhere, and interest
rates have also declined.

High and persistent unemployment is only one manifestation of the poor labour
market performance in many OECD countries. OECD societies also confront
some worrying inequalities which are straining the social fabric. In some coun-
tries, such as the United States and the United Kingdom, earnings have become
considerably more unequal. Moreover, preliminary analysis suggests that, in
such countries, the increase in earnings dispersion may not be offset in the
longer-run by greater relative upward mobility among those with low earnings
(Chapter 3). When inequality widens, this can lead to more marginalisation, an
increase in poverty, and exacerbation of budgetary pressure on existing social
safety nets. The distribution of work across households in a number of countries
has also become more polarised. And, while many workers in temporary jobs do
get into permanent ones, a non-trivial proportion also appears to remain in
temporary work or move out of jobs altogether (Chapter 1).

The risk now facing a number of OECD countries is that labour market exclusion
can easily turn into poverty and dependency. Social protection systems can
alleviate poverty, but they cannot promote participation in society unless they
are closely tied to measures to tackle labour market problems. Hence, a key
question is: what role can governments play to enable as many people as
possible to construct good labour market “careers” in a turbulent environment,
while providing an adequate safety net for those still unable to compete?

The OECD Jobs Study, which was endorsed by Ministers in 1994, sought to
provide answers to this and related questions. Work over the past two years has
confirmed that the Jobs Study recommendations were the right ones. It has also
highlighted the need for co-ordinated reforms that achieve both efficiency and
equity goals over time, so that unemployment can be reduced and labour market
and social exclusion can be alleviated. In this context, this editorial elaborates
on three core issues of the OECD Jobs Strategy: Pushing ahead with the strategy
(1996): i) how to reform tax and benefit systems so as to reduce both unemploy-
ment and poverty traps; ii) how to improve young people’s ability to make a
better transition into the world of work; and Jiii) how best to ensure the imple-
mentation of real commitments to lifelong learning in economies beset with a
very large turnover in jobs.
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EMPLOYMENT OUTLOOK

First, tax and benefit
systems must ensure that
there are work incentives
for all...

...by reducing traps caused
by high benefits or high
effective tax rates, and
reducing taxes on jobs

— while reconciling these
policies with other
objectives.

Cutting benefits is one
solution, but it can have
high social costs.

Alternatives include
restricting entitlements...

...tightening controls on
job-search coupled with
practical assistance to help
job seekers find work.

High marginal rates of tax
and benefit withdrawal can
create poverty traps...

Making work pay. Taxes and benefits are the most direct way in which govern-
ments can affect the financial incentives to accept and to offer work (and alter the
after-tax distribution of incomes). If work does not pay, people will be more
reluctant to work. For the large majority of the population, there are clear
financial rewards to working. However, such rewards may be lacking for a signifi-
cant minority with low earnings potential. Some features of existing tax and
benefit systems give rise to labour market problems, thereby contributing to
higher unemployment (Chapter 2). This is not to suggest that taxes and benefits
are the principal cause of high and persistent unemployment. The present mal-
aise in OECD labour markets stems from many causes and can only be addressed
by a broadly-based strategy. Nevertheless, it is undeniable that reforms to tax/
benefit systems have a contribution to make in reducing unemployment in many
countries.

Tax/benefit systems can cause labour market problems in three ways. First, they
can create the so-called “unemployment trap” when unemployment and related
welfare benefits are high relative to expected net earnings from taking a job so
that the unemployed have little incentive to search actively for a job. Second,
they can create the so-called “poverty trap” when workers earning low pay have
little or no incentive to raise their earnings by increasing the amount of time and
effort in work as they face very high marginal effective tax rates. Third, taxes on
labour may increase its cost and reduce employment. Realistic reforms which
seek to minimise the adverse effects of these traps on work incentives must take
due account of the original goals of these policies. Taxes must raise revenues
and benefits are intended to provide for those with inadequate incomes. Nearly
all reforms which “make work pay” involve trade-offs between these objectives.

The simplest way to attack the unemployment trap would be to cut benefit
generosity. Some countries have indeed made modest cuts (e.g. Austria, Canada,
Denmark, Germany, Ireland, New Zealand and Sweden). However, the social
costs of this solution may be unacceptably high and it may not increase work
incentives greatly, at least in the regular labour market. Therefore, many coun-
tries have opted to put greater weight on alternative reforms.

For example, some countries have taken action to increase the insurance princi-
ple. Canada, where seasonal unemployment is high, is considering reducing
entitlements to those who repeatedly become unemployed, partly on the
grounds that seasonality in production and employment has been exacerbated
by the benefit system — both workers and firms have adapted their behaviour to
it. In some other countries, such as Finland, the Netherlands and Spain, reforms
affecting access to unemployment benefits, e.g. by increasing eligibility require-
ments, have been implemented.

Another route to cutting the unemployment trap is to tighten administrative
controls on job-search by the unemployed receiving benefits. This reform has
been implemented in countries such as Australia, Belgium, Denmark, Italy, the
Netherlands, Spain and the United Kingdom. It is often coupled with targeted
job-search assistance and counselling provided by the public employment ser-
vice. These latter services are important since a consistent message from evalua-
tions of active labour market policies is that, properly designed and targeted,
they have proven their worth in terms of being a cost-effective way of raising the
probability of an unemployed job-seeker getting into work.

Poverty traps create a different, but related, set of problems. If benefits for the
unemployed are completely withdrawn as soon as earnings rise above zero or
some very low amount, and taxes and social security contributions must be paid
on these earnings, the financial disincentive to work for only a few hours would
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...affecting especially
families dependent on
means-tested benefits,
most notably on lone
parents...

...and exacerbated by low-
paid jobs, which often
serve as traps for adult
workers.

Measures to improve
incentives for the lowest
earners may reduce
incentives for the slightly
better-off, but may still be
worthwhile...

...for example by paying in-
work benefits to low-paid
workers.

To ensure success, in-work
benefits should be focused
relatively narrowly,
especially on families.

be severe. Generally, therefore, benefits are clawed back gradually. The so-called
marginal effective tax rate (METR) takes account not only of the rate at which
benefits are clawed back, but also of income taxes and social security contribu-
tions. If METRs are very high, people may have little financial incentive to work
more. This can be a particularly acute problem for many low-income individuals
and households — hence, the term “poverty trap”.

Examples of relatively high METRs are given in Chapter 2. Many of them involve
OECD countries’ policies towards families. Payments that are means-tested on
family income often have a METR of 100 per cent: social assistance benefits fall
into this category and, in some countries, the number of recipients of such
benefits has risen sharply. Moreover, most special benefits for lone parents are
means-tested. The number of people and households facing high METRs varies
across countries, but some patterns are clear. Women are more affected than
men. The most affected group by far is lone parents.

The trend towards greater earnings inequality in some countries, especially the
deterioration of the relative and, in some cases, absolute position of the lowest
paid, can be of concern in this respect (Chapter 3). Here, it matters greatly
whether low-paid jobs typically serve as stepping-stones to better ones or as
long-term traps. Preliminary evidence shows that upward mobility is fairly high
for young workers. It is much lower for adults who experience substantial move-
ment from low-paid jobs to non-employment. These workers are particularly
vulnerable to poverty traps and, where their earnings from work have declined,
there are incentives to leave the regular labour market altogether.

There are ways to reduce METRs for workers with low earnings, but they inevita-
bly involve a trade-off: either METRs for workers and households further up the
earnings distribution will increase, or income support for those on low incomes
will fall. While reforms can increase work incentives for low-wage workers, the
counterpart is reduced work incentives for workers higher up the earnings distri-
bution. Some research suggests that the increase in work, induced by reforms, by
the former group may be roughly equal to the decrease in work by the latter
group. Irrespective of the net effect on work effort, there are very good social and
long-term labour market reasons to introduce reforms that both help promote
the employment of those who would otherwise be excluded from the labour
market and to aid low-paid workers in general.

One reform which has attracted growing interest is employment-conditional (so-
called “in-work”) benefits. These top-up the income of those in low-paid jobs.
The key feature of such a benefit is that it is income tested, but payable only to
those employed. Because it is phased-out as earnings rise, it is wholly targeted
on low-paid workers. Such benefits are currently, in various guises, available in
six OECD countries: Canada, Ireland, Italy, New Zealand, the United Kingdom
and the United States.

The success of such schemes in raising work incentives is heavily contingent on a
number of factors. On grounds of cost and of the necessary ratcheting-up of high
METRs further up the earnings distribution, the benefit must be withdrawn from
those earning close to the median wage, i.e. a relatively dense part of the
earnings distribution. Thus, employment-conditional benefits are likely to be
most successful in countries where the existing earnings distribution is relatively
unequal and the benefits are kept fairly low relative to average earnings. Such
schemes are best targeted on families with children because they have high
replacement rates and, therefore, they need higher earnings to make working a
more viable option than not working.
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Taxes on jobs — especially
employers’ insurance
contributions — can be a
disincentive to hiring low-
wage workers...

...S0 they are being
reduced in some countries,
but this can create costs
elsewhere.

There are many trade-offs
to be made in reforming
tax and benefit systems,
but also cases where
improvements can be
made at little cost
elsewhere...

...furthermore, there are
cases where short-term
costs are worthwhile if the
longer-term result is the
integration of targeted
vulnerable groups.

Many young people face a
range of labour market and
social problems.

Making inroads to these
problems requires an
improvement in general
job prospects...

Tax and benefit systems also influence the demand for labour because non-wage
labour costs can be a disincentive to hiring. In many countries, employers’ social
security contributions are the largest of these costs and contributions may some-
times be structured in a regressive way, meaning that a large part of the burden
falls on low-wage labour. Employers’ contribution rates increased in eight coun-
tries over the 1980s, often substantially, while they dropped significantly in just
five countries.

Many countries, e.g. Belgium, France, Germany, Ireland, Italy and the
Netherlands, have recognised the problem. In particular, attempts have been
made to target rate reductions on either low-wage workers or new hires of the
long-term unemployed. But these inevitably involve both *“dead-weight”
costs — some people would have been hired anyway in the absence of the cut in
social security contributions — and “displacement” effects — some new workers
are substituted for existing employees. As a result, these schemes are not self-
financing and tax increases elsewhere to offset revenue losses may involve nega-
tive employment effects.

Public finance considerations are, however, only one of the multiple objectives
which tax and benefit systems are pursuing: others include insuring against
labour-market risk; supporting families without adequate resources; and preserv-
ing incentives to work. It is inevitable that all of these objectives cannot be
achieved simultaneously. But some reforms to tax and benefit systems are an
essential part of the OECD Jobs Strategy. Although cuts in benefit levels are
sometimes necessary, they risk exacerbating poverty. There are, however, many
avoidable barriers to employment where trade-offs may be less severe, such as
those caused by administrative complexities, poor integration of the various
parts of tax and benefit systems and badly-designed means-tests.

A strong case can be made for targeting tax and benefit reforms on groups that
face particular difficulty integrating into the labour market, e.g. jobless young
people trying to make the transition from educational participation to the job
market, the long-term unemployed and lone parents. Such targeting is justified
because the expected longer term gains from providing work experience to the
target groups, thus increasing future employability, can outweigh the shorter
term costs. The alternative is permanent marginalisation of part of the popula-
tion from the world of work, with consequences which are apparent in too many
countries.

Youth labour market problems. The current economic and social state of many
young people falls far short of what is desirable (Chapter 4). Although more
youths participate longer in education, with potential long-run payoffs for them
and society, as many as one-fifth leave school without the prerequisite knowl-
edge, skills or qualifications needed for jobs in today’s economy. Youth employ-
ment rates have fallen since 1979 in most countries, often substantially, particu-
larly among young men. Many countries have also recorded an increase in the
proportion of teenagers and young adults neither in work nor in education. The
proportion of the young unemployed in households where no other member is
employed has also tended to increase.

It is not just a “youth problem”. As long as total unemployment remains high, it
is unrealistic to expect a significant improvement in youth job prospects: both
the employment and unemployment rates of young people are highly responsive
to the overall state of the labour market. Policies that attack the causes of high
and persistent unemployment will also improve labour market outcomes for
youth.
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...but there are particular
problems for male school-
leavers...

...requiring measures to
foster their skill
development rather than
simply shunting them
round job programmes...

...80 such programmes
must be combined with
other measures that focus
on the multiple needs of
those most at risk.

Early intervention before a
young person leaves
school is vital...

...S0 efforts to avoid drop-
out are important

— involving community-
wide partnerships as well
as curriculum reform from
within school systems.

Inadequate skills extend
throughout the adult
population...

...who need constantly
renewed skills to cope with
volatile labour market
conditions.

This is a necessary, but hardly sufficient, condition. Problems appear particularly
severe for young, out-of-school men: in most countries their employment rates
have trended downward over the past 15 to 20 years. They are likely to have the
least educational qualifications among the youth population. While the evidence
is limited, the collapse of this part of the youth job market must partly reflect the
shift in the composition of labour demand toward more experienced and skilled
workers.

Particularly for this group, policies need to focus on facilitating their access to
jobs and on developing the requisite skills. This is not an easy task. A number of
countries expanded their active labour market policies (ALMPs) for youths
greatly during the 1980s, but the results, on average, are not encouraging. While
some were helped, for many it simply represented recycling from joblessness to a
brief spell on a programme and back again — the so-called “carousel effect”.

One lesson from the evaluation literature is that most ALMPs do not help out-of-
school youths unless they are combined with other programmes explicitly
targeted at their specific labour market needs. Many youth enter programmes
with multiple disadvantages stemming from where they live, their household
resources and their experience in school.

Another lesson from the evaluation literature is that early intervention is vital in
terms of improving prospects later. By the time a young person leaves school, it
is usually very difficult and costly for ALMPs to overcome the handicaps of poor
educational preparation and the demotivation that can accompany it. Preventing
educational failure is a community and societal responsibility. Here, improving
early childhood development and care is essential. Early intervention can help
overcome some of the many disadvantages suffered by children from “at-risk”
backgrounds and communities. This is not only a question of social equity, but
also a key factor in improving the longer-term health of OECD economies.

Therefore, policies that contribute to reducing early school-leaving are critical
since anything less than a sound upper-secondary education, or its equivalent
vocational qualification, may be associated with low earnings capacity and is
insufficient preparation for getting into the job market and for access to further
learning. Tackling this problem requires the combined efforts of families, the
social partners, government and the community at large. The common features
of countries that do relatively well in preparing their young people for working
life are ensuring diversity in content, teaching and learning methods in upper-
secondary education, and in providing viable pathways back into education and
training for those who leave school early.

Lifelong learning. The problems extend beyond schools and young people. The
first International Adult Literacy Survey found that up to one-fifth of the popula-
tion aged 16-65 in seven advanced economies can only perform at the most basic
levels of literacy and numeracy [Literacy, Economy and Society, OECD and
Statistics Canada (1995)]. This is far short of what is needed for employment in
good jobs in today’s economy. These people are at high risk of joblessness with
the slew of social costs which it entails.

High rates of job turnover (Chapter 5), significant numbers of prime-age and
older workers trapped in low-paid employment, and considerable year-on-year
volatility in earnings (Chapter 3) simply reinforce the point: many workers will
need to be able to enhance their skills continually, if they are to have the
opportunity to move up the ladder or bounce back from setbacks, such as losing
their jobs.
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Education Ministers
recognise that system-wide
change is needed to create
lifelong learning...

...requiring inter-ministerial
co-ordination to help
create investment in
learning where it is
needed...

...and in particular a more
equitable distribution of
further education and
training opportunities.

Governments have a role
where private investment
in learning falls short...

...and need to look for new
ways of creating learning
incentives, at an
acceptable public cost.

So policies on all fronts
need to be carefully co-
ordinated to reduce the
social damage caused
when large groups are
unable to participate fully
in the labour market.

At their January 1996 meeting, OECD Education Ministers urged that high priority
be placed on implementing strategies for system-wide change — from early child-
hood education to learning opportunities throughout life. This will require a
more fluid relation between learning and work, where an initial period of full-
time education is followed by various combinations of work, training and educa-
tion in enterprises and educational institutions.

Successful strategies for lifelong learning will require greatly increased co-
ordination across ministries, and rethinking of the roles and responsibilities of
all who provide opportunities for learning. They will probably also require
increased investment in human capital and the assurance that those with insuffi-
cient resources to fund additional education/training or who are locked in jobs
where learning opportunities are limited are not left behind.

Moreover, investment in further education and training is very unevenly distrib-
uted across the work force in most countries, to the great detriment of those with
fewer skills and lower educational attainment. The private and social costs of
such unequal access to upgrading skills and competencies are clear. A more
equitable distribution of training could, therefore, enhance future productivity,
thereby leading to higher growth and employment.

Both businesses and trade unions, and the public sector have roles to play in
overcoming existing barriers to investments in learning. Market forces alone are
unlikely to overcome the considerable uncertainty of the returns and costs to
investments, the capital constraints facing individuals or the problem of free-
riding — one firm’s investment adding to the pool of abilities for others to “buy
in” more cheaply than if they had undertaken the investment themselves.

Thus, the proper incentives need to be created if new resources for lifelong
learning are to be mobilised without further demands on the public purse. Taking
account of countries’ different circumstances and priorities, some new balance
must be developed in the contributions expected of individuals, the social part-
ners and society as a whole. Past experience with financial incentives such as
training levies, subsidies or vouchers has been quite mixed. Earnings differen-
tials can play a role as incentives for workers to invest in skills. But they are not a
panacea: the structure of wages is driven by many factors other than differences
in the return to human capital and those trapped in low-paid jobs often have
little incentive, or the financial means, to invest in further education and train-
ing. For these reasons, Education Ministers have called on the OECD to examine
carefully alternative policies and incentives to encourage lifelong learning in a
cost-effective and equitable fashion.

The future prosperity of OECD countries depends on reducing economic and
social exclusion in the forms of high unemployment, non-participation in the
labour market, lack of access to further learning opportunities and, in some
instances, growing inequalities in earnings and incomes. It is more important
than ever that policies — labour, social and educational, as well as macro-
economic — be co-ordinated and coherent. Designing and re-designing a range of
policies, as well as institution-building, will be required. This will take time, but
it is the only way to increase the adaptability and resilience of our societies.

7 June 1996



CHAPTER 1
Recent labour market developments and prospects

A. INTRODUCTION

utput in the OECD area has grown only
O modestly over the past two years and, as

Member countries expansions have evolved,
the economic situation has become more differenti-
ated. In the United States, growth appears relatively
strong and has been associated with stable, low infla-
tion and unemployment. In the Pacific region,
Australia and New Zealand have recorded continued
growth over the past few years; the upswing finally
got underway in Japan in late 1995. In Europe, growth
has slowed significantly from the second half of 1995
and, in some countries, unemployment rates are
again rising. The OECD-area unemployment rate in
the first half of 1996 is estimated to be 7.7 per cent
compared with 7.6 per cent in 1995, or over 334> mil-
lion people unemployed.

A brief overview of labour market developments
and prospects is provided in Section B. The special
topic for this year's chapter, temporary employment,
is developed in Section C. Among the issues analysed
are: How important a labour market phenomenon is
temporary employment? How does its incidence vary
by age and gender? Is it an important route into jobs
for the unemployed? And, on the basis of various
longitudinal data sets, is it a persistent or fleeting
labour market state? Section D presents the main
conclusions.

B. SHORT-TERM OUTLOOK AND PROSPECTS

1. Recent economic trends

Output growth in the OECD area in 1995 was
weaker than expected. Real GDP grew by 1.9 per cent
compared with 2.7 per cent in 1994. Relative to 1994,
growth slowed particularly in North America,
Germany, France, the United Kingdom and Denmark
(Table 1.1). Weaker-than-anticipated final domestic
demand seems to be one factor behind the slow-
down, particularly in Europe. On the other hand,
Japan experienced a small improvement from 0.5 per
cent output growth in 1994 to about 1 per cent in
1995. However, the widespread inventory correction,

which has contributed to the weakness of demand,
appears to be coming to an end, and recent indica-
tors suggest that activity is strengthening in North
America, while growth in Europe should pick up in
the second half of 1996. For the OECD area as a
whole, the short-term prospects are for continued
moderate growth of 2.1 per cent in 1996, followed by
slightly stronger growth in 1997, stemming mainly
from a recovery in final domestic demand. However, it
is not likely that OECD area unemployment will show
much improvement.

The underlying conditions for growth are gener-
ally favourable; inflation is low; interest rates have
fallen in most countries; and key currency relation-
ships have been brought closer into line with funda-
mentals. On the other hand, qualitative indicators of
business confidence have deteriorated nearly every-
where over the past year, except in Japan. Consumer
confidence also seems to have fallen in many coun-
tries, particularly France, Germany and some of the
smaller European countries [OECD (1996)]. This has
given rise to considerable comment and speculation
about the link between lower expectations and uncer-
tainty about future prospects and the weakness of
final domestic demand. However, interpreting such
figures is difficult and the policy implications, if any,
are not clear. Nonetheless, provided the underlying
conditions are maintained, business and consumer
confidence should revive, and demand should
strengthen. As a result, output growth is projected to
pick-up again in the second half of 1996 and in 1997.

2. Employment and unemployment

Employment in the OECD area as a whole grew
by a modest 1 per cent in 1995, roughly the same as
1994. It is projected to slow down to 0.6 per cent in
1996, before recovering to about 1 per cent in 1997
(Table 1.2).

There is considerable variation across countries.
Employment growth in 1995 was strongest in
Australia and New Zealand, followed by Ireland and
Spain. Compared with 1994, it slowed down consider-
ably in North America, which has been in recovery for
a relatively long period of time. The modest rate of
job growth in the European Union — 0.6 per cent —



2 EMPLOYMENT OUTLOOK
Table 1.1. Growth of real GDP in OECD countries?
Annual percentage change
SgaErE[i)nGtgéal Average Projections

1991 1983-1993 1994 1995 1996 1997
North America 42.8 2.8 3.5 1.5 2.3 2.3
Canada 3.3 2.7 4.6 2.2 2.1 34
Mexico 2.7 2.0 3.5 -6.8 3.0 4.0
United States 36.8 2.9 35 2.0 2.3 2.0
Japan 14.9 3.6 0.5 0.9 2.2 2.4
Central and Western Europe 25.7 2.3 3.0 2.2 1.3 2.6
Austria 0.8 2.4 3.0 1.8 0.8 15
Belgium 11 2.0 2.2 1.9 1.0 2.4
Czech Republic 0.6 . 2.6 4.8 5.6 5.8
France 6.4 2.0 2.8 2.2 1.0 2.4
Germany? 8.4 2.8 2.9 1.9 0.5 24
Ireland 0.3 3.9 6.4 7.7 6.0 5.0
Luxembourg 0.1 3.7 3.3 3.7 19 3.0
Netherlands 15 2.6 2.7 2.4 1.6 2.6
Switzerland 0.9 1.8 1.2 0.7 0.5 1.7
United Kingdom 5.6 2.2 3.8 24 22 3.0
Southern Europe 12.1 2.8 1.0 35 2.3 2.8
Greece 0.6 1.8 15 2.0 2.2 2.3
Italy 6.1 2.1 2.2 3.0 1.7 2.3
Portugal 0.6 2.9 0.8 25 2.3 2.7
Spain 3.1 2.8 2.1 3.0 2.3 2.7
Turkey 17 5.4 -5.5 7.3 45 5.0
Nordic countries 2.5 1.7 4.0 3.3 2.1 2.5
Denmark 0.6 1.9 4.4 2.6 11 2.7
Finland 0.5 1.1 4.4 4.2 2.4 35
Iceland 0.0 2.2 35 2.0 3.6 3.4
Norway 0.5 2.7 5.7 3.7 4.2 2.4
Sweden 0.9 1.2 2.6 3.0 1.3 2.0
Oceania 2.0 3.0 5.0 2.9 3.0 3.3
Australia 17 3.3 5.2 3.1 3.1 3.3
New Zealand 0.3 15 4.1 2.2 2.7 34
OECD Europe 40.3 2.4 25 2.7 1.6 2.7
EU 36.6 2.3 2.8 2.5 1.4 2.5
Total OECD 100.0 2.8 2.7 1.9 2.1 2.5

Data not available.

a) Aggregates are computed on the basis of 1991 GDP weights expressed in 1991 purchasing power parities.
b) The average growth rate has been calculated by chaining on data for the whole of Germany to the corresponding data for western Germany prior to 1992.

Source: OECD Economic Outlook, No. 59, June 1996.

was the first gain since 1991; in particular, Finland
and Sweden recorded employment increases for the
first time since the major employment losses of
employment of the early 1990s.

Labour force growth in the OECD area slowed to
0.7 per cent in 1995, down from about one per cent in
1994 (Table 1.2). In fact, in Austria, Germany, the
United Kingdom, Denmark, Portugal and Switzerland
the labour force fell. In Australia, on the other hand,
the labour force grew strongly, at 2.8 per cent.

During 1995, employment growth slightly out-
paced the labour force so that the unemployment

rate fell slightly to 7.6 per cent for the OECD area as a
whole (Table 1.3). However, the rate rose back to
7.7 per cent over the first half of 1996. There are very
large differences across countries. Unemployment in
Europe is well over 10 per cent compared with about
6 per cent in North America. In Japan, the unemploy-
ment rate edged up to 3.1 per cent in 1995 and is
expected to be around 3.2 per cent by 1997. The latest
projections embody little improvement for the OECD
as a whole before the end of 1997.

Thus, labour market performance remains unsat-
isfactory in many OECD countries. Weak employment



Table 1.2.

Employment and labour force growth in OECD countries
Annual percentage change

North America?2
Canada
Mexico ©
United States

Japan

Central and Western Europe

Austria
Belgium

Czech Republic
France
Germany ¢
Ireland
Luxembourg
Netherlands
Switzerland

United Kingdom

Southern Europe
Greece
Italy
Portugal
Spain
Turkey

Nordic countries
Denmark
Finland
Iceland
Norway
Sweden

Oceania
Australia
New Zealand

OECD Europe
EU
Total OECD?@

Employment Labour force

Iig\éil Average Projections Iig\é)il Average Projections
(000s) 1983-1993 1994 1995 1996 1997 (000s) 1983-1993 1994 1995 1996 1997
151 066 1.8 | 2.2 1.3 1.2 1.3 161 145 15| 1.4 1.1 1.1 1.3
13 292 1.6 21 1.6 14 21 14 832 15 1.1 0.7 1.2 1.7
14 709 . 14 -1.0 2.0 25 15 276 .. 1.7 1.7 1.7 2.0
123 065 1.8 2.3 1.6 1.1 1.1 131 036 15 14 1.0 1.0 1.1
64 536 1.2 0.1 0.1 0.1 0.4 66 455 1.2 0.4 0.3 0.2 0.3
106 092 0.6 0.0 0.5 -0.1 0.5 117 305 0.7 0.2 0.0 0.3 0.4
3452 0.8 0.2 -0.4 -0.6 -0.2 3 667 1.0 0.0 -0.3 -0.3 0.1
3 686 0.5 -0.7 0.4 -0.1 0.3 4 240 0.3 0.4 0.3 0.0 0.1
5 049 . 1.2 2.0 1.6 14 5215 0.8 1.8 1.7 15
22 295 0.1 0.3 1.1 -0.3 0.2 25 409 0.5 0.9 0.3 0.2 0.4
34 957 0.7 -0.7 -0.2 -0.9 0.2 38 655 0.7 0.1 -0.4 0.2 0.2
1225 0.4 35 3.0 2.3 21 1429 0.6 19 1.3 1.8 18
165 0.8 0.7 0.7 0.1 0.6 170 0.9 14 1.0 0.1 0.5
5920 1.8 -0.1 15 1.2 1.2 6 406 1.3 1.0 1.0 11 11
3775 1.5 -0.2 0.2 0.2 0.3 3962 19 0.0 -0.4 0.2 0.1
25 567 0.6 0.7 0.6 0.3 1.0 28 153 0.6 -0.4 -0.5 0.0 0.5
59 521 0.7 0.2 1.2 0.9 1.2 68 276 0.9 1.2 0.9 1.0 1.0
3790 0.5 1.9 0.9 0.7 1.0 4193 0.7 1.8 13 0.9 1.2
20 120 0.0 -1.7 -0.6 0.2 0.2 22 680 0.2 -0.5 0.2 0.4 0.1
4218 0.3 -0.1 -0.6 0.1 0.2 4 531 0.1 13 -0.3 0.3 0.3
11 730 0.6 -0.9 2.7 0.7 1.1 15 468 1.2 1.0 1.0 0.7 0.8
19 664 1.7 25 25 1.8 2.3 21 403 1.7 3.0 1.8 2.0 2.0
10 581 -0.4 -0.3 1.8 0.7 1.0 11 843 0.1 -0.5 0.8 0.1 0.5
2471 0.2 -0.6 1.8 0.3 0.6 2 815 0.4 -0.7 -0.6 -0.6 0.5
2 024 -1.6 -0.8 2.2 1.1 1.7 2 480 -0.2 -0.2 0.7 0.2 0.6
126 0.8 1.0 1.0 1.7 14 132 12 14 1.3 1.0 1.0
2 034 0.3 15 2.0 1.5 1.1 2 150 0.6 0.9 15 0.9 0.9
3 926 -0.6 -0.9 1.6 0.3 0.7 4 266 -0.1 -12 1.3 0.2 0.3
9 507 1.6 3.3 4.2 1.6 18 10 497 1.8 1.9 2.8 1.8 1.7
7 947 1.9 31 41 15 1.8 8 800 21 1.7 2.8 1.7 1.7
1559 0.3 4.2 4.7 2.2 18 1698 0.7 2.7 2.6 21 2.0
176 194 0.6 0.1 0.8 0.3 0.8 197 424 0.7 0.5 0.3 0.5 0.6
145 546 0.4 -0.3 0.6 0.0 0.5 164 562 0.6 0.2 0.1 0.3 0.4
401 303 1.1 | 0.9 1.0 0.6 0.9 435 521 1.1 | 0.9 0.7 0.7 0.8

Data not available.
| Break in the series.
a) Averages for 1983-1993 exclude Mexico.
b) Data based on the National Survey of Urban Employment (see “Sources and Methods”, OECD Economic Outlook, No. 59, June 1996).

¢) The average growth rate has been calculated by chaining on data for the whole of Germany to the corresponding data for western Germany prior to 1992.
Source: OECD Economic Outlook, No. 59, June 1996.

INFINAOTdINS

XOOT1NO



4 EMPLOYMENT

OUTLOOK

Table 1.3. Unemployment in OECD countries?

Percentage of labour force Millions
Average Projections Average Projections

1983-1993 1994 1995 1996 1997  |1983-1993 1994 1995 1996 1997

North America? 7.1 6.3 6.0 5.9 5.9 9.6 | 10.1 9.8 9.7 9.8
Canada 9.9 104 9.5 9.3 9.0 14 15 14 14 14
Mexico ¢ . 3.7 6.3 6.0 5.5 . 0.6 1.0 0.9 0.9
United States 6.8 6.1 5.6 55 5.6 8.2 8.0 7.4 7.4 7.5
Japan 2.5 29 3.1 3.3 3.2 15 1.9 2.1 2.2 2.1
Central and Western Europe 8.5 9.6 9.0 9.4 9.3 8.7 11.2 10.6 11.0 11.0
Austria 4.7 5.9 5.9 6.2 6.5 0.2 0.2 0.2 0.2 0.2
Belgium 11.2 131 13.0 13.2 13.0 0.5 0.6 0.6 0.6 0.6
Czech Republic . 3.2 3.0 31 3.2 0.2 0.2 0.2 0.2
France 9.9 12.3 11.6 121 12.2 24 3.1 3.0 3.1 3.1
Germany 9 7.5 9.6 9.4 10.3 104 24 3.7 3.6 4.0 4.0
Ireland 15.5 14.2 12.9 124 12.2 0.2 0.2 0.2 0.2 0.2
Luxembourg 1.6 2.7 3.0 2.9 2.8 0.0 0.0 0.0 0.0 0.0
Netherlands 7.7 7.6 7.1 7.0 6.9 0.5 0.5 0.5 0.5 0.5
Switzerland 1.3 4.7 4.2 4.2 4.0 0.0 0.2 0.2 0.2 0.2
United Kingdom 9.2 9.2 8.2 7.9 75 25 2.6 2.3 2.2 2.1
Southern Europe 10.8 12.8 12.6 12.7 12.6 6.9 8.8 8.7 8.9 8.8
Greece 7.9 9.6 10.0 10.2 104 0.3 0.4 0.4 0.4 0.4
Italy 9.3 11.3 12.0 121 12.0 21 2.6 2.7 2.8 2.7
Portugal 6.4 6.9 7.2 74 75 0.3 0.3 0.3 0.3 0.3
Spain 19.3 242 229 229 22.7 2.7 3.7 3.6 3.6 3.6
Turkey 7.9 8.1 75 7.7 74 15 1.7 1.6 1.7 1.7
Nordic countries 5.6 10.7 9.7 9.2 8.8 0.6 1.3 1.2 11 11
Denmark 9.7 12.2 10.0 9.2 9.2 0.3 0.3 0.3 0.3 0.3
Finland 6.9 184 17.2 16.4 155 0.1 0.5 0.4 0.4 0.4
Iceland 1.6 47 5.0 4.4 4.0 0.0 0.0 0.0 0.0 0.0
Norway 4.0 54 4.9 4.3 4.1 0.1 0.1 0.1 0.1 0.1
Sweden 3.2 8.0 7.7 7.6 7.2 0.1 0.3 0.3 0.3 0.3
Oceania 8.2 9.4 8.2 8.3 8.3 0.7 1.0 0.9 0.9 0.9
Australia 8.6 9.7 85 8.7 8.6 0.6 0.9 0.8 0.8 0.8
New Zealand 6.5 8.1 6.3 6.2 6.4 0.1 0.1 0.1 0.1 0.1
OECD Europe 9.1 10.8 10.3 10.5 10.4 16.2 21.2 20.5 21.0 20.9
EU 9.5 11.6 11.2 11.4 11.3 14.6 19.0 18.4 18.9 18.8
Total OECD? 7.3 | 7.9 7.6 7.7 7.6 28.0 | 34.2 33.2 33.8 33.7

Data not available.
| Break in the series.

a) According to commonly used definitions (see OECD Economic Outlook, No. 59, June 1996).

b) Averages for 1983 -1993 exclude Mexico.

¢) Data based on the National Survey of Urban Employment (see “Sources and Methods”, OECD Economic Outlook, No. 59, June 1996).

d) Data prior to 1991 refer to western Germany only.
Source: OECD Economic Outlook, No. 59, June 1996.

growth and persistently high levels of unemployment
have gone hand-in-hand with large numbers of long-
term unemployed (see Statistical Annex Table Q). In
countries such as Belgium, Germany, Greece, Ireland,
Italy, the Netherlands, Portugal, Spain and the
United Kingdom, 40 per cent or more of the unem-
ployed have been looking for work for at least one
year. Youth unemployment rates are especially high
and, in a number of countries, have increased from
the early 1980s (see Chapter 4). Persistent unemploy-
ment imposes hardship on many households and

individuals, and may also have contributed to the
recent decline in consumer confidence mentioned
above.

3. Wages, unit labour costs and inflation

Wage increases, as measured by average com-
pensation per employee in the business sector
(Table 1.4), picked up in 1995 in the OECD area, and
are projected to increase slightly further in 1996,
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Table 1.4. Business sector labour costs in OECD countries?
Percentage changes from previous period

Compensation per employee Unit labour costs
Average Projections Average Projections

1983-1993 1994 1995 1996 1997 |1983-1993 1994 1995 1996 1997

North America 7.1 29 4.1 4.4 4.3 6.1 2.1 4.7 35 3.1
Canada 4.6 1.8 11 2.7 25 3.3 -0.8 0.8 2.2 1.3
Mexico 48.4 9.3 25.0 27.0 19.0 48.9 7.0 35.2 24.3 16.5
United States 4.2 25 2.8 2.9 3.3 3.2 2.0 2.8 2.1 2.3
Japan 3.0 1.3 11 1.6 1.9 0.4 0.9 0.2 -0.8 -0.3
Central and Western Europe? 5.0 2.9 2.9 3.4 3.3 2.9 -0.1 11 1.7 1.0
Austria 5.1 34 4.1 3.2 34 3.0 -0.3 15 15 14
Belgium 5.0 3.1 14 19 2.7 3.2 0.0 -0.2 0.6 0.5
Czech Republic .. 18.4 18.3 17.6 17.8 .. 16.8 14.9 12.7 125
France 4.8 1.6 1.8 2.8 2.7 24 -15 0.5 1.2 0.2
Germany ¢ 4.3 35 34 3.7 2.9 2.0 -0.5 1.0 2.0 0.5
Ireland 6.2 2.9 3.0 35 3.8 24 -0.3 -1.7 -0.6 0.9
Netherlands 24 25 2.6 1.8 2.7 1.0 -0.4 1.0 1.0 0.9
Switzerland 5.0 14 14 14 19 4.7 -0.2 0.8 1.1 0.4
United Kingdom 7.1 25 24 35 3.7 5.4 0.4 1.1 15 15
Southern Europe? 8.9 4.4 4.6 4.7 4.7 6.5 0.9 1.8 29 2.6
Greece 15.0 13.8 13.7 10.2 8.2 134 143 12.3 8.4 6.6
Italy 8.1 3.8 4.2 45 4.9 5.8 -0.5 0.3 2.6 25
Portugal 151 6.5 6.5 5.5 4.9 11.6 5.4 2.8 2.7 1.9
Spain 8.0 34 3.2 3.9 3.7 54 0.1 2.6 2.3 2.1
Nordic countries? 6.8 4.5 3.9 4.0 4.5 4.4 -0.3 2.7 2.9 2.6
Denmark 4.8 3.3 3.7 3.8 3.9 2.7 -1.8 3.1 24 1.2
Finland 7.8 5.3 3.8 2.9 2.9 4.0 -1.5 15 1.3 1.0
Norway 6.0 2.9 25 2.8 5.7 4.4 -0.8 1.6 2.2 4.2
Sweden 7.9 5.6 4.7 5.2 4.9 5.6 1.6 3.8 4.3 3.6
Oceania 6.0 0.8 2.5 4.4 3.9 45 -0.7 4.0 2.8 2.3
Australia 5.8 0.6 2.6 4.7 4.1 4.2 -1.2 3.8 2.9 24
New Zealand 7.1 1.7 2.0 3.1 3.1 5.7 2.1 5.2 2.7 15
OECD Europe? 6.2 3.4 3.4 3.8 3.8 4.0 0.1 1.4 2.1 15
EUb 6.3 3.3 3.3 3.7 3.6 4.0 -0.1 1.2 2.0 1.3
Total OECD? 6.1 2.8 3.4 3.8 3.7 4.4 11 2.7 2.3 1.9

Data not available.

a) Aggregates are computed on the basis of 1991 GDP weights expressed in 1991 purchasing power parities.

b) Countries shown.

¢) The average growth rate has been calculated by chaining on data for the whole of Germany to the corresponding data for western Germany prior to 1992.

Source: OECD Economic Outlook, No. 59, June 1996.

before falling in 1997. However, at 3.4 per cent they
are still below the average annual rate of growth for
the period 1983-1993. The growth of the average com-
pensation per employee is projected to increase from
2.5 per cent in 1995 to 2.9 per cent in 1996 in the G-7
countries and to 3.1 per cent in 1997. It is also
expected to increase in Europe, from 3.5 to 3.8 per
cent, in both 1996 and 1997.

The growth of unit labour costs rose from 0.8 per
cent in 1994 to 1.6 per cent in 1995 in the G-7 coun-
tries, and increased from 1.1 per cent to 2.7 per cent,
in the OECD area as a whole. However, the rate of
increase is expected to slacken in both 1996 and

1997, owing to a projected slowdown in nominal com-
pensation growth. Labour productivity is expected to
grow about 1.5 per cent in 1996 and about 1.6 per
cent in 1997 in the OECD area as a whole, up from
just under 1 per cent in 1995.

C. TEMPORARY JOBS

1. Introduction

The phenomenon of temporary employment
arrangements has led to considerable analysis over
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the last decade. Indeed, a lively debate exists about
its role in fostering labour market flexibility and its
association with the issues of job insecurity and
instability. In addition, some commentators have
argued that non-standard forms of employment may
exacerbate insider bargaining power in wage forma-
tion and segmentation in labour markets by creating
a pool of marginal labour [Bentolila and Dolado
(1994)]. It is especially germane to take-up the issue
again because the availability of a long time series for
a number of OECD countries enables analysis of tem-
porary employment over a complete economic cycle.
This section updates and expands upon the analysis
of temporary employment presented in the 1993
Employment Outlook.

Any analysis of temporary work arrangements
must bear in mind that the definitions and regula-
tions governing it differ across countries and have
often changed over time [OECD (1993); Marullo
(1995)]. That is, there are many employment arrange-
ments that might be considered temporary and their
relative importance can differ across institutional,
legal and policy settings. The 1993 Employment
Outlook examined in-depth the regulations and
requirements for the use of temporary work arrange-
ments, in particular fixed-term contracts and tempo-
rary work through temporary work agencies. Given the
important differences in definitions and regulations
of temporary employment across OECD countries,
cross-country comparisons of the incidence of tempo-
rary employment are hazardous.

This section addresses the following issues: First,
how has temporary employment varied across coun-
tries by age, gender and time? Second, is there any
evidence that temporary job arrangements exhibit
cyclical behaviour? Third, using retrospective data
from labour force surveys, what was the previous
labour force status of persons currently holding tem-
porary jobs? In particular, the section considers flows
from unemployment and the temporary/permanent
job split. Finally, use is made of longitudinal data for
several countries (France, Germany, Great Britain and
Spain). The importance of such data is that it is possi-
ble to examine the critical question of whether or not
workers get trapped in a series of short-term jobs or
whether such jobs are simply stepping stones eventu-
ally leading to more stable and permanent
employment.!

2. The evolution of temporary employment

The data come from the European Union Labour
Force Survey, supplied by EUROSTAT, and from
national labour force surveys. The relevant coverage
and definitions are outlined in Table 1.5. It is obvious
from the table that definitions can differ considerably.
For example, in Ireland reference is to occasional or

seasonal jobs, in Germany the focus is on limited
duration contracts, in France there is a wide variety of
temporary contractual arrangements, and in Australia
this group refers to casual employment.2 In addition,
countries differ in the way that questions are asked.
In some, respondents are simply asked to describe
whether or not their job is temporary or of limited
duration. In others, a series of questions are posed to
distinguish a variety of work/contract arrangements.
Because of such dissimilarities, caution is required in
interpreting cross-country differences in this form of
employment.

Table 1.6 shows that the incidence of temporary
employment differs greatly by age and, to some
extent, by gender. Thus, in all countries, employed
teenagers are generally far more likely to be in tempo-
rary jobs. Indeed, in both France and Spain in 1994 at
least eight out of every ten teenage workers were in
temporary jobs. However, the incidence of temporary
work declines steadily with age in all countries.
Finally, in all countries, employed women are more
likely than employed men to be in a temporary work
arrangement of some kind.

Trends in temporary employment also differ con-
siderably across countries (Chart 1.1). Contrary to
some widely-held beliefs, the data in Table 1.6 and
Chart 1.1 show that temporary work arrangements
have not grown much in most OECD countries. As a
proportion of total employment, it has grown consid-
erably since the early 1980s in Australia, France, the
Netherlands and, especially, Spain. At the same time,
it has decreased somewhat in Belgium, Greece,
Luxembourg and Portugal. In Germany, Japan,
Denmark and Italy, it has remained relatively con-
stant, while it is pro-cyclical in the United Kingdom,
and, perhaps, Sweden. In the cases of Spain and
France, the growth of temporary work is clearly
related to changes in legislation.

While there are differences in levels as between
men and women, the evolution in the incidence of
temporary employment has tended to be similar
(Table 1.6). That is, where it has increased for men, it
has also increased among women. The only excep-
tions are Japan and Germany, where temporary
employment increased slightly among men and
declined slightly among women, and Denmark, which
shows the opposite pattern. In countries where the
incidence of temporary employment has increased
substantially, e.g. Australia, France and Spain, it has
also increased, often substantially, within every age
group. On the other hand, where it has not varied
much overall (examples are Denmark and the United
Kingdom), the incidence has declined among teenag-
ers, while increasing somewhat among young and
mature adults.3
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Table 1.5. Definitions of temporary employment in selected OECD countries’ labour force surveys
Questionnaire Are fixed-term contracts . .
Coverage ask whether separable from agency Worklii agijﬁzlcg ded? SpeﬁzLE%fglznes
the job is: working? 9 '
Australia Employees Casual Not applicable Not known
Belgium All working (including Temporary job or No Yes Probationary
self-employment) fixed-term contract contracts and
participants in
special mesures
Canada Paid workers, Job with a specific
employees end-date
Denmark Employees Temporary job Not applicable Yes No
Finland Employees Fixed-term contract,  Yes Not known Participants in
contract for a specific special measures
task, replacement
contract or job
creation participants
France Employees Agency work, Yes, time-limited and Yes Temporary employees
apprentices, trainees  seasonal also in the public sector
(including those on separable
special measures),
time-limited or
seasonal contracts
Germany Employees Time-limited Not applicable No (have open-ended Apprentices
contracts including contracts)
apprenticeships
Greece Employees Temporary job or No No (not permitted) Probationary
fixed-term contract contracts
Ireland All working (including Occasional or No Yes No
self-employment) seasonal job
Italy Employees Temporary job Not applicable No (not permitted) Probationary
contracts
Japan Employees Employed on a No Not known Day workers
contract lasting more
than 1 month, but
less than 1 year
Luxembourg Employees Time-limited Not applicable Yes Probationary
contracts, including contracts and
apprenticeships apprentices
Netherlands Employees Agency work, on-call  Yes Yes Probationary
contract or contracts and
replacement contract temporary contracts,
unless there is no
time limit
Portugal All working (including Non-permanent Not applicable Yes No
self-employment) contract
Spain Employees Temporary contract No Allowed recently, very Probationary
or job strict limitations contracts, seasonal or
temporary work
United Kingdom Employees not in Seasonal job, fixed- Yes Yes Participants in
special measures term contract, agency special measures and
work, casual work, temporary workers
and other temporary (no time limit on
work contract)
United States All working (including Lack of an implicit or Not applicable Yes Workers who do not

self-employment)

explicit contract for
ongoing employment

expect their job to
last

Sources: Updated from Bernard Casey (1994) (EU countries); United States: Report on the American Workforce, US Department of Labor, 1995; Canada:
Perspectives on Labour and Income, 1995; and Japan: Houseman and Osawa (1995).
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Table 1.6. Incidence of temporary employment by age and gender
Percentages

1983 1994 Mean Standard Men Women Aged 16-19 years | Aged 20-24 years | Aged 25 years

(1983-1994) deviation | 1983 1994 | 1983 1994 | 1983 1994 | 1983 1994 | 1983 1994

Australia@ 156 235 19.6 2.7 90 179 | 262 306 | 298 587 | 140 261 | 140 195
Belgium 5.4 5.1 5.6 0.7 3.8 35 8.5 75 | 292 386 | 129 16.0 3.2 3.6
Canada® 7.5 8.8 .. . 6.9 9.2 8.2 85 | 136 167 .. . 6.0 7.3
Denmark 125 120 11.4 0.8 122 111 | 127 129 | 401 286 | 257 331 6.6 7.6
Finland ¢ 113 135 11.8 11 93 123 | 133 147 . .. .. . . ..
France 33 110 7.8 2.9 33 9.7 34 124 | 365 808 59 350 1.4 7.6
Germanyd 100 103 10.6 0.6 9.0 98 | 115 110 | 623 740 | 169 232 35 5.9
Greece® 16.2 103 15.7 3.6 166 102 | 154 105 | 338 296 | 259 203 | 14.0 8.8
Ireland 6.1 9.4 8.2 1.0 4.7 7.4 88 121 | 184 328 72 143 3.9 6.8
Italy 6.6 7.3 5.8 1.0 5.2 6.1 9.4 93 | 151 240 | 102 145 5.6 5.9
Japan 103 104 10.5 0.2 5.3 54 | 195 183 | 170 317 85 118 | 102 9.4
Luxembourg 3.2 2.9 35 0.6 22 2.0 5.5 44 | 171 285 35 7.0 1.6 1.7
Netherlands 58 109 8.6 15 4.1 7.9 93 150 | 190 405 99 207 4.3 7.4
Portugal 9 14.4 9.4 14.8 3.8 135 85 | 159 105 | 398 272 | 283 227 9.3 6.4
Spain” 156 337 28.2 6.4 144 314 | 184 379 | 482 875 | 316 706 | 11.0 265
Sweden” 120 135 11.2 1.2 97 123 | 139 146 | 570 611 | 265 395 6.9 9.6
United Kingdom 5.5 6.5 6.0 0.6 4.2 5.5 7.3 75 | 204 157 57 101 3.9 5.4
United States’ 2.2 2.0 2.4 8.1 5.1 1.4

Data not available.

1984 and 1994. The age group is 15 to 19.

1989 and 1994. The age group is 15 to 24.

1982 and 1993.

1984 and 1994. Data refer to western Germany prior to 1992.

Due to a definitional change in 1992, the data are not strictly comparable with 1983.

f) The age group is 15 to 19. Data by age refer to non-agricultural industries only.

1987 and 1994.
i) February 1995.

1986 and 1994. Due to a definitional change in 1992, the data are not strictly comparable with 1986.

Sources: Secretariat calculations from the European Labour Force Survey data supplied by EUROSTAT, plus labour force survey data supplied by national

authorities.

Given the cross-country differences in the overall
patterns of change in temporary employment, it is not
surprising that its contribution to overall annual
employment changes also differs greatly. In France,
Spain, the Netherlands (since 1992) and Sweden
(since 1992), temporary employment arrangements
have been the main contributor to employment
change (Table 1.7). In Australia, both have contrib-
uted to growth in employment, especially in 1994,

3. Temporary employment and the economic

cycle

It is not clear, a priori whether the incidence of
temporary employment should show any cyclical pat-
tern. On the one hand, if temporary employment
arrangements are allowed, in particular when they
imply a lower cost and/or easier procedures of hiring
and firing, economic growth might lead to employ-
ment growth mainly through such jobs. In a slump,
employers would tend to let these workers go first.
During upturns, the bulk of hirings would then be in
the form of temporary work arrangements. The inci-

dence of temporary work should thus increase in
upturns and decrease in downturns.

On the other hand, temporary work arrange-
ments may also be used as an “intermediate” form of
employment allowing firms to screen out good from
bad job matches. It can also be used as a way of
providing access to employment for certain vulnera-
ble groups (e.g. youth and the long-term unem-
ployed) as in some targeted active labour market
programmes.* In this case, temporary employment
may not be at all cyclical. Indeed, it could be counter-
cyclical to the extent that temporary work arrange-
ments are used more widely in recessions.

The data in Chart 1.1 suggest little evidence of
cyclicality. Individual country regressions® (though
subject to the fact that the time series is short) also
suggest no statistically significant relation, except in
Denmark, Portugal and the United Kingdom, where
there is a significant positive relationship. Temporary
employment is likely to be driven by many, not neces-
sarily well-understood, factors. Cross-country differ-
ences and changes in institutional and legal settings
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Table 1.7. Contribution of permanent and temporary employment to employment growth
Annual growth rates

Australia
1985
1989
1992
1993
1994

Belgium
1984
1989
1992
1993
1994

Denmark
1985
1989
1992
1993
1994

Finland
1983
1989
1993

France
1984
1989
1992
1993
1994

Germany?
1985
1989
1992
1993
1994

Greece
1984
1989
1992
1993
1994

Ireland
1984
1989
1992
1993

Employment Due to
growth Permanent  Temporary Other?

3.2 1.8 0.6 0.8
4.9 3.4 0.8 0.7
-0.2 -15 1.8 -0.4
0.0 -0.4 0.3 0.2
35 1.2 15 0.8
14 -0.8 0.3 19
3.0 1.3 -0.2 1.8
14 0.6 -0.1 0.8
-0.7 -0.7 0.1 -0.1
0.1 0.2 0.0 -0.2
2.5 2.6 0.2 -0.2
-2.0 -0.4 -15 -0.1
0.0 0.9 -0.8 -0.1
-2.6 -1.8 -0.5 -0.3
-1.2 -1.3 1.1 -1.0
0.5 -0.3 -0.1 0.9
1.9 2.9 0.9 -1.8
-12.9 -9.2 -1.1 -2.6
-0.1 -0.3 -0.1 0.3
1.2 1.0 0.7 -0.5
-0.3 -0.3 0.2 -0.3
-0.5 0.1 0.4 -1.0
-0.7 -0.5 0.0 -0.2
0.0 0.6 0.1 -0.7
15 1.7 -0.2 -0.1
-1.2 -1.7 0.3 0.2
-0.8 -0.7 -0.3 0.2
-0.5 -0.7 0.0 0.2
0.5 -0.3 1.2 -0.4
0.3 1.2 0.0 -0.8
1.4 2.5 -2.3 1.2
1.0 1.0 0.2 -0.2
1.9 0.9 0.1 0.9
-1.8 -1.6 0.4 -0.5
0.4 1.0 -0.3 -0.4
1.2 0.0 0.4 0.8
0.7 0.6 0.6 -0.5

Employment Due to
growth Permanent  Temporary Other?
Italy
1984 -11 -0.6 -1.2 0.5
1989 -14 -0.9 0.4 -0.8
1992 -4.1 -4.6 13 -0.8
1993 -14 0.3 -11 -05
1994 -15 -2.0 0.8 -0.3
Japan
1984 0.6 0.9 0.1 0.7
1989 2.0 2.0 0.3 -0.8
1992 11 1.7 0.1 -0.8
1993 0.2 11 0.2 -0.6
1994 0.1 0.5 0.0 -0.3
Luxembourg
1984 15 0.9 0.7 -04
1989 1.0 1.1 -0.2 -0.4
1992 1.7 2.4 -0.3 -0.7
1993 0.1 -0.8 0.1 -11
1994 -0.1 0.2 -0.1 -0.5
Netherlands
1985 3.0 14 1.8 -0.2
1989 2.0 1.9 0.0 0.1
1992 3.2 0.8 2.1 0.3
1993 0.4 -0.2 0.2 0.4
1994 1.0 -0.6 0.8 0.8
Portugal
1987 3.0 -0.5 1.8 1.7
1989 2.6 2.1 0.6 -0.2
1992 -75 2.7 -3.9 -6.3
1993 -1.1 -0.1 -1.0 0.0
1994 -0.4 -1.3 -0.5 14
Spain
1988 34 -1.9 55 -0.3
1989 4.1 0.3 4.1 -0.3
1992 -1.3 -2.2 0.3 0.6
1993 -4.7 -14 -2.1 -1.2
1994 -1.2 -1.6 0.8 -04
Sweden
1988 14 15 -0.1 -0.1
1989 15 2.0 -0.8 0.3
1992 -4.3 -4.7 0.2 0.3
1993 -5.8 —-6.2 0.1 0.3
1994 -0.9 2.7 1.6 0.2
United Kingdom
1984 17 -0.1 0.6 1.2
1989 3.7 2.4 -04 1.7
1992 -2.9 -2.4 0.1 -0.5
1993 -11 -1.0 0.2 -0.3
1994 0.9 -0.1 0.5 0.4

a) Persons, such as the self-employed, not classified as permanent/temporary.

b) Data refer to western Germany prior to 1992.

Sources: See Table 1.6.
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Chart 1.1.

Temporary employees as a proportion of total employees, 1983-1994
Percentages
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Chart 1.1. (cont.)

Temporary employees as a proportion of total employees, 1983-1994
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are two of them. For example, the liberalisation of
regulations on temporary contracts in Spain in the
mid-1980s has clearly been the dominant factor in
that country, together with the more strict regulation
of permanent contracts. In France, different types of
temporary work arrangements show different cyclical
behaviour which offset each other in the aggregate
[Belloc and Lagarenne (1996].

4. Flows into temporary employment

Cross-section and time series data on temporary
and permanent employment provide useful informa-
tion about their significance. However, they cannot be
used to describe the underlying labour force dynam-
ics showing where, in the sense of prior labour force
status, these workers came from. Analysis of labour
force flows can help shed light on this process.
Accordingly, this subsection uses retrospective infor-
mation from the European Union Labour Force
Surveys to analyse the following issues:® first, what is
the probability of an unemployed person at time t
being employed one year later? Second, conditional
upon finding a job, what is the temporary/permanent
split? Third, to what extent are there differences
across countries and time?

Table 1.8 shows the probability of an over-the-
year change in labour force status among people who
said they were unemployed a year prior to the survey.

In general, people previously unemployed remain
unemployed one year later. For 1994, the chance of
moving into employment is highest in Luxembourg
(just over half), followed by France and the
United Kingdom (about one-third), and is lowest in
Belgium and Ireland. The time profile of this likeli-
hood has been quite constant over the period (data
not shown), except in the case of Spain and the
United Kingdom. The likelihood of remaining unem-
ployed decreased in Spain during the 1987-1990
expansion, remained constant through 1991-1992,
and then increased sharply during the 1993-1994
recession. In the United Kingdom, it decreased con-
tinuously until 1989-1990, increased again during the
last recession and fell again in 1994. In both coun-
tries, this was accompanied by an opposite move-
ment in the likelihood of becoming employed.

Table 1.9 shows that, among those unemployed
who found wage and salary work, the mix of perma-
nent and temporary jobs differs greatly between
countries. In 1994, a higher proportion entered
employment through permanent jobs, except in
France, Portugal and Spain. Indeed, France has seen a
reversal over the period. Over the 1980s, among the
unemployed who moved into employment, a figure
roughly the same for the three years shown in
Table 1.8, well over half were in positions considered
permanent. However, by 1994 over 50 per cent were
in temporary jobs. The Spanish case shows that

Table 1.8. Current labour force status of people unemployed one year earlier, selected years?
Percentages
19830 1989 1994

Not in Not in Not in

Total Employed Unemployed labour |Total Employed Unemployed labour | Total Employed Unemployed labour

force force force

Belgium 100.0 21.0 71.6 74 [100.0 20.3 67.3 125 [100.0 183 51.3 30.5
Denmark 100.0 3538 511 13.2 |100.0 405 40.6 189 [100.0 283 322 39.5
France 100.0 35.0 47.5 175 [100.0 341 46.3 19.6 [100.0 32.7 52.5 148
Germany ¢ 100.0 143 511 34.7 |100.0 15.2 47.0 37.8 |100.0 271 49.7 23.3
Greece 100.0 375 55.7 6.8 [100.0 35.7 58.1 6.3 [100.0 25.9 62.3 11.8
Ireland 100.0 20.6 65.8 13.6 |100.0 194 66.1 145 (1000 17.7 58.3 240
Italy 100.0 319 61.6 6.6 [100.0 .. . .. [100.0 233 46.6 30.1
Luxembourg 100.0 47.2 45.5 7.3 |100.0 65.9 26.5 7.6 [100.0 50.8 42.8 6.4
Netherlands? 100.0 23.7 65.0 11.3 [100.0 27.6 55.7 16.8 [100.0 22.0 30.2 47.7
Portugal 100.0 274 58.5 140 |100.0 398 44.6 156 [100.0 28.9 45.5 25.6
Spain 100.0 284 66.1 55 [100.0 35.0 60.0 51 |[100.0 264 66.8 6.7
United Kingdom 100.0  27.7 56.6 157 |100.0 394 447 158 [100.0 334 49.3 17.3

.. Data not available.

a) All employed people (employees and self-employed).

b) Denmark, 1985; Germany, 1985; Portugal, 1986; and Spain, 1987.

¢) Data refer to western Germany prior to 1992.

d) The Central Bureau for Statistics (CBS) constructs “proxy-flows”, which are the basis of the data used here. However, these are considered to be of low
reliability. The flow data under-represent the unemployed. Therefore, these data should be interpreted with particular caution.

Sources: See Table 1.6.
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Table 1.9. People unemployed a year ago who are currently employees by their permanent-temporary status,
selected years?
Percentages
19830 1989 1994
Total Permanent Temporary Total Permanent Temporary Total Permanent Temporary

Belgium 100.0 67.5 325 100.0 715 28.5 100.0 71.3 28.7
Denmark 100.0 57.6 42.4 100.0 59.6 40.4 100.0 54.8 45.2
France 100.0 81.5 18.5 100.0 57.3 42.7 100.0 45.1 54.9
Germany ¢ 100.0 68.5 315 100.0 66.1 33.9 100.0 62.1 37.9
Greece 100.0 60.7 39.3 100.0 56.6 434 100.0 63.8 36.2
Ireland 100.0 71.4 28.6 100.0 59.4 40.6 100.0 51.1 48.9
Italy 100.0 65.3 34.7 100.0 " " 100.0 61.2 38.8
Luxembourg 100.0 81.8 18.2 100.0 79.8 20.2 100.0 81.1 18.9
Netherlands ¢ 100.0 59.4 40.6 100.0 56.1 43.9 100.0 61.9 38.1
Portugal 100.0 33.9 66.1 100.0 29.4 70.6 100.0 47.3 52.7
Spain 100.0 39.0 61.0 100.0 22.7 77.3 100.0 9.8 90.2
United Kingdom 100.0 76.6 23.4 100.0 83.9 16.1 100.0 77.6 22.4

Data not available.
a) Wage and salary workers only.
b) Denmark, 1985; Germany, 1985; Portugal, 1986; and Spain, 1987.
c) Data refer to western Germany prior to 1992.
d) See note din Table 1.8.
Sources: See Table 1.6.

temporary work arrangements have been by far the
main route for the unemployed to gain employment.

The fact that, in most countries, unemployed
people who found work are more likely to enter per-
manent employment, sometimes considerably more
likely as in Belgium and the United Kingdom, partly
reflects the fact that permanent jobs are the biggest
component of wage and salary employment
(Table 1.6). At the same time, however, given the
relative size of the temporary job pool, the data indi-
cate that a disproportionate number of the unem-
ployed find work via temporary jobs.

Table 1.10 shows, for 1994, gender differences in
the likelihood of being employed, unemployed or not
in the labour force for those previously unemployed
one year earlier. Unemployed women tend to be less
likely than men to be employed one year later, except
in Ireland, Luxembourg and the United Kingdom.
Women are also less likely to be unemployed at both
dates than men, except in Germany, Greece and
Spain. It follows that women are more likely to be
counted as out of the labour force if they were previ-
ously unemployed compared with men. Though not
shown here, these differences have changed little
over time.

As shown in Table 1.11, in most countries, previ-
ously unemployed women who were in a wage and
salary job at the time of the survey are somewhat
more likely to be in a temporary one compared with
men. There are, however, exceptions and these gen-

der differences are usually rather small. In the two
countries where temporary employment increased the
most, Spain and France, the proportion moving from
unemployment to employment who say it is a tempo-
rary job has also risen greatly for both men and
women. Where the incidence of temporary employ-
ment has not changed much over time, there has
been, equally, little change in the permanent/tempo-
rary split among the unemployed moving into jobs.

There are some important differences across age
groups (Table 1.12). Regarding the flow into tempo-
rary employment, this likelihood is higher for teenag-
ers compared with adults. Exceptions are the
Netherlands, where there has been a great deal of
variability in this likelihood across age groups and
over time; Belgium, where those aged 20 to 24 seem
to have the highest likelihood and Ireland and
Luxembourg, where those aged 20 to 24 have the
lowest likelihood. As a general rule, however, young
unemployed people seem to gain employment
through temporary work more frequently than do
adults.

Table 1.13 focuses on the previous labour market
status of people currently in temporary employment
arrangements. In all countries, the majority of tempo-
rary employees were previously employed (however, it
is not known what their employment status was one
year earlier). However, this varies from around 73 per
cent in Germany, Greece and Portugal to 53 per cent
in Ireland. The more interesting result is that the
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Table 1.10. Current labour force status of people unemployed one year earlier by gender, selected years
Percentages
Employed Unemployed Not in the labour force
19834 1989 1994 19834 1989 1994 19832 1989 1994

Belgium

Men 26.4 24.3 22.0 67.1 64.9 52.1 6.5 10.7 259

Women 17.2 17.6 154 74.8 68.8 50.6 8.0 13.6 33.9
Denmark

Men 52.8 434 345 374 411 36.5 9.8 15.6 29.0

Women 46.8 38.7 24.2 35.7 40.3 29.3 175 21.0 46.5
France

Men 39.7 40.0 34.0 47.0 44.3 55.5 13.3 15.8 10.5

Women 31.2 29.0 315 47.9 48.1 49.6 20.9 229 18.9
Germany?

Men 16.6 17.7 28.0 62.1 56.7 51.3 21.3 25.6 20.7

Women 125 133 26.3 42.4 39.8 48.3 45.1 46.9 254
Greece

Men 48.8 455 35.7 48.0 49.7 55.0 3.2 4.8 9.3

Women 26.4 28.6 19.1 63.3 64.1 67.3 10.3 7.3 135
Ireland

Men 18.2 17.4 16.4 69.9 68.8 60.6 11.9 13.8 23.0

Women 28.8 27.0 21.8 51.7 55.7 51.1 19.5 17.3 27.1
Italy

Men 37.7 25.6 57.9 47.2 44 27.2

Women 26.4 20.5 65.0 459 8.6 33.6
Luxembourg

Men 44.0 63.7 43.9 50.3 28.7 47.1 5.7 7.6 9.0

Women 51.2 68.1 61.6 40.2 234 36.2 8.7 85 2.2
Netherlands ¢

Men 215 26.2 24.1 67.7 57.3 36.2 10.8 16.5 39.7

Women 29.7 31.2 20.5 57.6 51.4 25.7 12.7 174 53.8
Portugal

Men 34.7 47.4 33.0 55.8 41.4 47.5 9.4 11.3 195

Women 215 34.7 25.8 60.7 46.8 43.9 17.8 185 30.3
Spain

Men 34.0 42.7 317 61.9 53.2 63.1 4.1 41 5.2

Women 20.5 25.9 20.9 72.0 67.9 70.8 7.5 6.2 8.3
United Kingdom

Men 25.8 37.6 31.4 59.9 49.5 55.1 14.3 13.0 135

Women 322 433 37.6 48.6 34.9 371 19.2 21.8 25.3

Data not available.
a) Denmark, 1985; Germany, 1985; Portugal, 1986; and Spain, 1987.
b) Data refer to western Germany prior to 1992.
¢) See note din Table 1.8.
Sources: See Table 1.6.

second most important prior labour market situation
is to have been outside the labour force, the sole
exceptions being Spain and Italy. The same pattern is
generally seen for both men and women.

The retrospective data examined above provide
some useful information on where flows into a per-
manent or temporary job come from, but they do not
provide information on what happens to people hold-
ing a temporary job. For example, do they move con-
tinuously in and out of such jobs, or is a more perma-
nent work arrangement eventually found? The next

subsection considers this issue with longitudinal
data. These data are only available for few countries
(France, Germany, Spain, and Great Britain).

5. Longitudinal analysis of temporary
employment

This sub-section examines the transition rates
from temporary employment to other labour market
states, the proportion of people originally in tempo-
rary employment remaining in temporary employ-
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Table 1.11. People unemployed a year ago who are currently employees by their permanent-temporary status
and gender, selected years?

Percentages
19835 1989 1994
Permanent Temporary Permanent Temporary Permanent Temporary
Belgium
Men 74.8 25.2 80.6 194 72.9 27.1
Women 59.7 40.3 62.9 37.1 69.7 30.3
Denmark
Men 71.0 29.0 68.4 31.6 61.4 38.6
Women 46.7 53.3 53.3 46.7 48.5 515
France
Men 83.7 16.3 58.3 41.7 47.8 52.2
Women 79.3 20.7 56.2 43.8 42.4 57.6
Germany¢
Men 70.3 29.7 63.4 36.6 65.0 35.0
Women 66.6 334 68.8 31.2 59.6 40.4
Greece
Men 60.7 39.3 52.5 475 60.8 39.2
Women 60.7 39.3 61.1 38.9 67.4 32.6
Ireland
Men 70.2 29.8 56.8 43.2 48.9 51.1
Women 73.7 26.3 65.3 34.7 55.8 44.2
Italy
Men 64.9 35.1 . . 63.1 36.9
Women 65.8 34.2 .. . 58.7 41.3
Luxembourg
Men 88.2 11.8 80.0 20.0 93.5 6.5
Women 75.0 25.0 79.4 20.6 67.1 32.9
Netherlands ¢
Men 62.1 37.9 54.7 45.3 64.1 35.9
Women 54.5 45.5 59.1 40.9 59.8 40.2
Portugal
Men 34.0 66.0 30.6 69.4 51.2 48.8
Women 338 66.2 28.3 71.7 43.6 56.4
Spain
Men 375 62.5 22.6 77.4 8.9 91.1
Women 42.6 57.4 22.9 77.1 111 88.9
United Kingdom
Men 76.6 23.4 83.7 16.3 78.0 22.0
Women 76.6 234 84.3 15.7 77.2 22.8
Data not available.
a) Wage and salary workers only.
b) Denmark, 1985; Germany, 1985; Portugal, 1986; and Spain, 1987.
¢) Data refer to western Germany prior to 1992.
d) See note din Table 1.8.
Sources: See Table 1.6.
ment for each of a number of successive periods, and Table 1.14 reports the current labour market sta-

the labour market status previous to and after spells  tus of individuals who were previously in a temporary
of temporary and/or permanent employment. job for France (interim and fixed term contracts
Annex 1.A provides definitions, which differ signifi- only”), Germany, Spain and Great Britain. The propor-
cantly across countries and must be borne in mind tion of people who remain employed a year later
when interpreting the results, and explanations of the is similar in all four countries. However, the distri-
data sets used. bution between temporary, permanent and other
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Table 1.12. People unemployed a year ago who are currently employees by permanent-temporary status
and age groups, selected years?
Percentages
Permanent Temporary
Age groups
1983° 1989 1994 19835 1989 1994
Belgium 15-19 50.5 71.0 65.0 49.5 29.0 35.0
20-24 62.8 62.6 64.3 37.2 374 35.7
25+ 74.1 75.1 75.3 259 24.9 24.7
Denmark 15-19 453 62.9 60.4 54.7 37.1 39.6
20-24 58.7 75.9 54.8 41.3 241 45.2
25+ 58.0 54.5 54.4 42.0 45.5 45.6
France 15-19 66.4 34.2 25.0 33.6 65.8 75.0
20-24 81.6 47.5 38.3 18.4 52.5 61.7
25+ 84.5 64.4 47.7 155 35.6 52.3
Germany ¢ 15-19 46.4 41.7 46.6 53.6 58.3 53.4
20-24 63.6 56.2 60.7 36.4 43.8 39.3
25+ 72.7 69.7 62.6 27.3 30.3 374
Greece 15-19 57.4 57.7 69.5 42.6 42.3 305
20-24 51.1 61.8 68.5 48.9 38.2 315
25+ 64.4 54.1 61.1 35.6 45.9 38.9
Ireland 15-19 66.5 61.5 58.2 335 385 41.8
20-24 71.2 69.2 63.8 28.8 30.8 36.2
25+ 73.6 54.6 44.2 26.4 45.4 55.8
Italy 15-19 73.3 63.8 26.7 . 36.2
20-24 67.0 63.3 33.0 . 36.7
25+ 59.1 . 59.9 40.9 . 40.1
Luxembourg 15-19 84.6 75.0 76.2 15.4 25.0 23.8
20-24 82.9 83.9 89.7 171 16.1 10.3
25+ 77.4 79.3 80.0 22.6 20.7 20.0
Netherlands ¢ 15-19 61.1 72.1 60.3 38.9 27.9 39.7
20-24 53.7 58.7 57.9 46.3 41.3 42.1
25+ 62.6 53.6 63.1 374 46.4 36.9
Portugal 15-19 322 23.3 41.0 67.8 76.7 59.0
20-24 345 26.2 45.9 65.5 73.8 54.1
25+ 34.8 344 50.2 65.2 65.6 49.8
Spain 16-19 36.4 20.4 8.7 63.6 79.6 91.3
20-24 40.8 22.4 8.8 59.2 77.6 91.2
25+ 38.7 23.6 10.4 61.3 76.4 89.6
United Kingdom 16-19 76.5 89.7 77.7 235 10.3 22.3
20-24 76.1 84.5 79.7 23.9 155 20.3
25+ 76.8 82.9 77.0 23.2 17.1 23.0

Data not available.
a) Wage and salary workers only.
b) Denmark, 1985; Germany, 1985; Portugal, 1986; and Spain, 1987.
¢) Data refer to western Germany prior to 1992.
d) See note din Table 1.8.
Sources: See Table 1.6.

employment differs. The figures show that in
Germany and Spain around two-thirds of those who
were in temporary employment a year ago are still in
temporary employment, while the figure is only 40 per
cent for Great Britain and 30 per cent for France (this
last proportion has, however, increased from 16 per
cent in 1984-1985). France, with 32 per cent, and
Great Britain, with 25 per cent, have the highest per-

centage of people in permanent employment a year
later. In Spain the figure is only 9 per cent. On the
other hand, one-quarter or more were not employed
one year later in France, Spain and Great Britain,
compared with just 16 per cent in Germany.

Table 1.15 provides the transition matrix over
time for people who were in temporary employment
according to their successive labour market statuses.
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Table 1.13. People currently in temporary employment
by their labour force status one year earlier, 1994

Percentages
Not in
Total @ Employed Unemployed the labour

force
Belgium 100.0 68.1 13.3 18.6
Denmark 100.0 64.3 11.3 23.8
France 100.0 56.1 211 22.7
Germany 100.0 71.1 9.1 19.7
Greece 100.0 76.9 12.7 10.4
Ireland 100.0 53.0 18.3 28.7
Italy 100.0 67.1 21.0 12.0
Luxembourg 100.0 60.3 7.8 31.9
Netherlands ? 100.0 67.3 8.7 24.0
Portugal 100.0 724 11.0 16.6
Spain 100.0 62.7 25.0 8.7
United Kingdom 100.0 64.5 10.3 20.4

a) Figures do not always add up to 100.0 because of missing data on
previous labour force status.

b) See note din Table 1.8.

Sources: See Table 1.6.

The German data cover four years, the British data
two years and the Spanish data five quarters. In Great
Britain, 30 per cent of those originally in temporary
employment were still in that state two years later,
39 per cent were in permanent employment and one-
quarter were jobless. In Germany, 47 per cent after
three years and 38 per cent after four years were still
in temporary employment. In Spain, after six quarters

59 per cent remained in temporary employment, only
12 per cent were in permanent jobs, and 21 per cent
were unemployed. Conditional upon being in a job,
Spain shows the most persistence of temporary work:
by the second quarter of 1994, 8 out of 10 were still in
a temporary job.

Table 1.16 presents information on the sources
and destinations of the total number of temporary
and permanent job spells for Great Britain and Spain
(see Annex 1.A). The data are not comparable
because the Spanish data refer to spells from the first
quarter of 1993 through the second quarter of 1994,
while for Great Britain the spells are a retrospective
construction of labour market histories since leaving
full-time education, leaving much room for recall
bias. The definitions also differ greatly. The British
survey simply asks respondents if the job in question
was considered temporary or permanent, and the
interpretation of responses is not clear. For example,
individuals could “recall” a prior job as temporary
because they only stayed in it for a short time,
whereas the job could have been more permanent.
However, the data for both countries show a similar
picture. Temporary job spells are more likely than
permanent ones to follow a spell of unemployment,
another temporary job or a spell involving family
responsibilities (the number is much higher for
Spain). Only 10 per cent of temporary job spells in
Spain, and 30 per cent in Great Britain were started by
those who had previously held a permanent job. On

Table 1.14. People in a temporary job at time t distributed by their labour market status a year later

Percentages
France @ b Germany Spain Great Britain
March First quarter
1992-1993 1092-1993 1993-1994 1092-1993
Incidence of temporary employment at time t 10.2 15.0 315 9.3
Employed 68.0 84.2 75.0 74.9
of which:
Temporary 30.3 68.4 64.0 39.8
Permanent 317 14.6 8.9 25.3
Self-employment 6.0 1.2 21 9.7
Unemployed 253 10.9 18.4 5.7
Not in the labour force 6.7 4.9 6.6 19.5
Total 100.0 100.0 100.0 100.0

a) Data refer to Temporary Agency (Interim) and Fixed-term contracts (CDD) only. These comprise just 40.1 per cent of all temporary employment.
b) Permanent refers to employment of unlimited duration in both the public and private sector, including “collectivités territoriales”, but excluding trainees.
Sources: France: Secretariat calculations from INSEE (1995) from Enquétes emploi, INSEE.

Germany: Secretariat calculations from the German Socio-Economic Panel (GSOEP).

Spain: Secretariat calculations from the linked records of the Spanish labour force survey.

United Kingdom: Secretariat calculations from the British Household Panel Survey (BHPS).
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Table 1.15. Transitions from temporary employment as measured in longitudinal surveys

GERMANY: People in temporary employment in 19902 by their labour market status over the following four years

1991 1992 1993 1994
Employed 90.8 88.3 80.8 77.3
of which:
Temporary 76.4 59.3 46.9 37.7
Permanent 14.1 28.5 331 385
Self-employment 0.3 0.5 0.8 11
Unemployed 24 2.7 6.5 10.6
Not in the labour force 6.8 8.9 12.7 12.2
Total 100.0 100.0 100.0 100.0

a) The incidence of temporary employment in 1990 was 12.7 per cent.
Source: Secretariat calculations from the German Socio-Economic Panel, waves 7-11.

SPAIN: People in temporary employment in the first quarter of 1993 % by their labour market status over the following 5 quarters
2Q 1993 3Q 1993 4Q 1993 1Q 1994 2Q 1994

Employed 86.4 78.7 77.2 75.0 72.8

of which:
Temporary 78.9 68.1 66.2 64.0 58.5
Permanent 6.4 8.8 9.1 8.9 115
Self-employment 1.2 1.8 2.0 21 2.7

Unemployed 9.9 16.2 17.2 18.4 20.6

Not in the labour force 3.7 5.0 5.6 6.6 6.6

Total 100.0 100.0 100.0 100.0 100.0

b) The incidence of temporary employment in the first quarter of 1993 was 31.5 per cent.
Source: Secretariat calculations from the linked records of the Spanish labour force survey.

GREAT BRITAIN:

People in temporary employment in 1991¢ by their labour market status over the following two years

1992 1993
Employed 725 75.0
of which:
Temporary 34.3 294
Permanent 30.1 38.6
Self-employment 8.1 7.0
Unemployed 5.9 6.4
Not in the labour force 21.6 18.6
Total 100.0 100.0

¢) The incidence of temporary employment in 1991 was 10.4 per cent.
Source: Secretariat calculations from the British Household Panel Survey, waves 1-3.
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Table 1.16. Labour force status before and after temporary and permanent job spells
Percentages
SPAIN: First quarter 1993 to second quarter 1994
Temporary job spells Permanent job spells
Status Status Status Status
before spell after spell before spell after spell
Unemployment 31.6 31.9 2.8 6.4
Permanent employment 9.9 15.0 81.4 75.5
Temporary employment 454 40.3 10.3 8.7
Other employment 3.2 3.4 3.3 4.1
Not in the labour force 9.8 9.5 2.2 5.4
Total 100.0 100.0 100.0 100.0

Source: Secretariat calculations from the linked records of the Spanish labour force survey.

GREAT BRITAIN: Retrospective data on job histories

Temporary job spells Permanent job spells
Status Status Status Status
before spell after spell before spell after spell

Unemployment 8.4 111 4.2 7.3
Permanent employment 29.7 48.4 50.0 61.5
Temporary employment 14.0 17.8 25 3.0
First labour force status? 26.0 . 28.9 .
Looking after family or home 14.3 9.7 8.3 12.3
Other 7.7 12.9 6.1 15.9
Total 100.0 100.0 100.0 100.0

a) First status after leaving full-time education.

Source: Retrospective data on labour market status and job histories contained in waves two and three of the British Household Panel Survey.

the other hand, fully one-half of all jobs spells con-
sidered as permanent followed on another permanent
job in Great Britain, and the figure was 80 per cent in
Spain.

Considering destinations, just under half of all
temporary employment spells ended in permanent
employment in Great Britain, compared with just over
60 per cent for permanent spells. For Spain, the
figures are 15 per cent and 75 per cent. It is also
important to note that compared with spells of per-
manent employment, a relatively high proportion of
temporary employment spells end up in unemploy-
ment or another temporary job, particularly in Spain.
Especially in Spain, temporary jobs are not great
stepping stones into permanent ones.

D. CONCLUSIONS

The slowdown in output growth intensified late
last year, and the growth rate during the first half of

1996 was about 1.7 per cent in the OECD area. How-
ever, recent indicators suggest that activity is
strengthening in North America, while growth in
Europe should pick up later this year. In Japan recov-
ery is now under way. Across the OECD as a whole,
output growth in 1996 is expected to be 2.1 per cent.
Employment growth will, however, be fairly weak,
especially in Europe. OECD area unemployment is
estimated at 7.7 per cent in 1996, and little improve-
ment is expected over the next two years.

This chapter has also taken an in-depth look at
temporary jobs. The main findings are: first, despite
differences in definitions, it is clear that the magni-
tude of temporary employment varies greatly across
OECD countries. The evolution over time also varies
considerably. Temporary work arrangements have
grown in importance only in Australia, France, the
Netherlands and Spain. In some other countries,
there has been very little overall change — Belgium,
Canada, Denmark, Germany, Japan and the
United Kingdom are examples. Second, temporary, as



20 EMPLOYMENT

OUTLOOK

opposed to permanent employment, has not been
the main contributor to employment change, except
in France, Spain, the Netherlands and, recently, in
Sweden.

Third, employed women and, in particular, youth
are more likely to be in temporary work than men and
adults, respectively. Between 1983 and 1994, the inci-
dence of temporary employment among employed
youth increased in most countries; especially noticea-
ble increases were registered in France, Spain and
Australia. Indeed, in these latter three countries, as
well as in Germany, Ireland, Italy, the Netherlands
and Sweden, the incidence has increased across all
age groups. Fourth, the incidence of temporary work
tends to show little cyclical pattern.

Fifth, in general, unemployed people who find
work are more likely to enter permanent rather than
temporary work arrangements. The clear exceptions
are Spain and France. Nonetheless, bearing in mind
the small share of temporary jobs in total employ-
ment, in most countries, there is a disproportionate
flow from unemployment to temporary jobs. Sixth,
unemployed teenagers are more likely to become
employed and less likely to stay unemployed than
any other age group. And, when they do find employ-
ment, it is more likely through temporary work, while,

for adults, it is more likely to be permanent
employment.

Finally, a longitudinal and retrospective analysis
of temporary employment for a few countries, sug-
gests several tentative conclusions: First, considered
over a 12-month period, half or more of those in
temporary jobs at the start date and employed a year
later are still in temporary jobs. Second, from 15 to
30 per cent of them are out of work one year later.
Third, over a longer period of time there is more
movement from temporary to permanent work, except
in Spain, although over 50 per cent are either still in
temporary work or out of work in the three countries
for which data were available. Fourth, the analysis of
spells, although difficult to interpret, indicates some
significant differences between permanent and tem-
porary job spells. In both Great Britain and Spain,
permanent jobs that, for whatever reason, ended
are much more likely to be followed by another
spell of permanent employment compared with a
temporary job that ended. Finally, the status of
people prior to entering a temporary or permanent
job appears quite different. Compared with those in
permanent jobs, a higher proportion of previously-
employed workers in temporary jobs came from a
temporary job.
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Notes

1. A further issue, not addressed here, concerns the rea- 4. Temporary employment may also be a way to provide

sons for being in temporary employment. The Euro-
pean Union Labour Force Survey provides some indica-
tion of these reasons from the point of view of
employees. Getting a solid handle on this issue is diffi-
cult because in some countries, such as France and
Germany, many give no reason whatsoever. Nonethe-
less, taking only those who respond shows that the
proportion of people with a temporary job because they
could not find a permanent one ranges from 86 per cent
in Spain to 47 and 43 per cent in the Netherlands and
the United Kingdom, respectively.

. In Australia, there is a common law distinction between
casual and permanent employment, based on the
notion that permanent employees have an ongoing
contract of employment, while casual employees do
not. This situation is complicated by the operation of
legally enforceable awards and/or agreements. While
there is no universal definition of casual employment
in awards, one factor common to most awards is the
front-loading of pay to casual employees to compen-
sate them for not receiving benefits such as sick pay
and annual leave. The Australian Bureau of Statistics
(ABS) uses this characteristic of casual employment to
identify them in surveys. For the purpose of most of
these surveys, permanent employees are defined as:
“employees who are entitled to annual and/or sick
leave in their main job”. Casual employees are those
who are not entitled to them in their main job.

. Data on the composition of temporary employment
shows that, even though employed teenagers have the
highest likelihood of being in a temporary job, and this
has increased in many OECD countries, the proportion
of temporary jobs held by them decreased everywhere,
except in Australia and the Netherlands. This is obvi-
ously driven both by declines in the youth population
relative to adults and, in many countries, declining
youth employment/population ratios.

special expertise or skills to firms needing them on an
occasional basis [Abraham (1990)]. OECD (1993) found
that a large percentage of temporary employees worked
in seasonal industries, including agriculture and con-
struction. Service sector employment, such as retail
and wholesale trade, also had relatively high shares of
temporary workers. These facts do not suggest a high
proportion of “professionalization” in temporary work.
However, more disaggregated data by industry and
by occupation would be needed to investigate this
further.

. The proportion of employees working under temporary

arrangements was regressed on GDP growth and a time
trend. Similar results were obtained from a regression
substituting the unemployment rate for GDP growth. A
pooled regression, combining all the countries and
introducing country dummies, also showed no evi-
dence of any cyclical behaviour. As the dependent vari-
able could not be uniformly measured across all obser-
vations, the results cannot be conclusive. However, the
country dummies were strongly statistically significant.

. These data must be used carefully. The information on

labour force status one year previously is based on a
retrospective question at the time of the survey and
there are well-known problems associated with recall
bias. In addition, the data inherently underestimate the
full labour force dynamics because they do not capture
changes in labour force status that have occurred
within the year.

. There is a significant contrast between the different

forms of temporary employment with respect to the
next year situation in France. Only 54 per cent of
“stagiaires” and “emplois aidés” are employed a year
after, 32 per cent are unemployed and 14 per cent
inactive, compared with 68, 25 and 7 per cent, respec-
tively, for interim and fixed-term contracts.
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ANNEX 1.A

Longitudinal data sets used for the analysis of temporary employment

France

The data were taken from the March-March linked
records of the labour force survey, as provided in INSEE
(1995) and Belloc and Lagarenne (1996).

The data reported in Table 1.14 do not correspond to
the full range of temporary employment arrangements as
defined in the labour force survey. The data include only
limited duration contracts and agency work, which repre-
sented 29.9 per cent and 10.2 per cent, respectively, of total
temporary employment in France in 1994,

Germany

The longitudinal data set used is the German Socio-
Economic Panel (GSOEP), waves 7 to 11, 1990-1994, cover-
ing all of Germany.

The GSOEP provides the labour market status of the
individual in each wave and the type of employment
arrangement: limited contract; unlimited contract; and self-
employed. The sample used in Table 1.14 consisted of
those with a limited contract in 1992 who were interviewed
the following year. The sample used in Table 1.15 consisted
of those with a limited contract in 1990 who were success-
fully interviewed in each of the next four years. Each year
their labour force status was determined to establish
whether or not a change had occurred.

Spain

The National Statistical Institute (INE) provides linked
records of the labour force survey (EPA). All individuals are
asked about their labour market status, and employees are
asked whether their contract is of unlimited duration or
temporary. The latter includes several types of temporary
work arrangements allowed (e.g. seasonal, fixed-term or
training). Individuals remain in the survey for six consecu-
tive quarters.

The data set constructed from the EPA contains all
individuals interviewed for the first time in the first quarter
of 1993 and who were interviewed in consecutive quarters
up to and including the second quarter of 1994. Those
found to be in a temporary employment in the first quarter
of 1993 form the sample used for Tables 1.14 and 1.15.

The OECD Secretariat also constructed a data set of

temporary and permanent job spells covering these six
quarters as reported in Table 1.16. Spells are defined as

periods of activity, during which the labour force status and
the job performed remained unchanged. It is assumed that
the job performed changed when either the occupation, the
industry or both, at the one-digit level, changed. Individuals
can have more than one spell of temporary or permanent
employment over the period. The calculations of the labour
force status previous to and after the temporary-permanent
spell do not include those spells which were unbroken over
the six quarters.

Great Britain

The data are from the British Household Panel Survey
(BHPS). The base for the transition matrix is all individuals
who were in a temporary job arrangement at the time of the
first wave of interviews, in late 1991. These individuals were
followed through waves two and three to obtain informa-
tion on subsequent labour market statuses as reported in
Tables 1.14 and 1.15. Temporary and permanent jobs are
based on the self-assessment of the respondent.

In the second and third waves of the BHPS, individuals
were asked retrospective questions on their labour force
status and job histories from the time they first left full-
time education up to the end of 1990. They were also asked
whether each job held was temporary or permanent. This
self-assessment information is used here to construct data
on the number of temporary and permanent job spells, in
the sense defined above, and on the labour force status of
individuals both prior to entering and after leaving a spell
of temporary/permanent work. The results are reported in
Table 1.16.

The sample used for the job history analysis includes
those individuals, interviewed in both waves two and three,
for whom both labour force status and job spell information
were available, and who reported at least one period of
employment since leaving full-time education. The informa-
tion comes from combining the lifetime labour force status
history and lifetime job history. The combination of the two
allows the calculation of the starting and ending date of
each spell to be identified, even when an individual has
been employed throughout the period.

There could well be problems with recall bias in distin-
guishing between permanent and temporary jobs. For
example, individuals might define a job as temporary sim-
ply because it lasted for only a short period of time, when in
principle it could have been permanent. Also, individuals
could recall a job as temporary because they intended it to
be so, while the employer believed the job to be
permanent.
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CHAPTER 2
Making work pay!

A. INTRODUCTION AND MAIN FINDINGS

1. Introduction

axes and benefits are the most direct way in
which governments can affect the financial

incentives for individuals to work and for
employers to hire them. But current tax and benefit
systems owe many of their features to a bygone era
and have failed to keep pace with recent changes in
the labour market.

The OECD Jobs Study highlighted tax and benefit
systems as a cause of some labour market problems.
Taxes increase the costs of employing workers, partic-
ularly low-wage workers; and benefit systems are
alleged to leave little incentive to work, especially for
low-wage families.

This chapter highlights two ways in which taxes
and benefits may fail to “make work pay’:2

— the unemployment trap: benefits paid to the
unemployed and their families are high rela-
tive to expected earnings in work so they have
little incentive to find a job; and

— the poverty trap: incremental increases in
earnings or income lead to withdrawal of ben-
efits and higher tax and social security pay-
ments, so people on low incomes receiving
benefits are discouraged from additional
effort.

Tax and benefit systems can only be restructured
to raise work incentives when this is consistent with
their fundamental purpose. Taxes must raise reve-
nues and benefits are intended to provide for those
with insufficient incomes. Nearly all reforms which
“make work pay” involve trade-offs between these
fundamental objectives. Reforms of the tax and bene-
fit system require political judgements, as well as
sound economic analysis.

This chapter treats the financial incentives to
work as important, for three reasons. The first is that
they matter at the margin. Many people will seek work
even if they would get more money receiving benefits,
but even more will seek work when there is a financial
incentive to do so. Secondly, taking up work involves
costs for travel, work clothing and equipment and

possibly childcare. If work does not pay, those with
very few resources may not be able to afford to under-
take it without denying resources to their children.
Partly for this reason, employers will not offer jobs at
wages which they know no job-seeker could accept
without being worse off than they would be were they
to remain unemployed. The third reason for discuss-
ing the financial incentives to work is that empirical
studies suggest they matter [see OECD (1994b)].

This focus on the financial incentives is not to
deny the importance of other factors which influence
whether people work or not. Sometimes rational peo-
ple will opt to work even where this seems, at first
sight, to be irrational, since their income would be
higher if they were not working. If there is no immedi-
ate financial reward to working, a low-paid job is
nevertheless often the first step on the ladder
towards higher earnings (see Chapter 3). There may
be significant non-pecuniary benefits from working,
such as better health and social status. People might
also wish to work because they like working.

The chapter is structured as follows. Section B
outlines labour market changes of special importance
for tax and benefit systems. The unemployment and
poverty traps are discussed in Sections C and D
respectively. The final section draws some
conclusions.

2. Main findings

An index of benefit entitlements suggests that
gross replacement rates have on average increased
since the beginning of the 1960s. During the 1990s,
some countries have reduced benefit entitlements.
Overall, however, the OECD-wide average value of the
index has risen slightly since 1989. In 1995 it stood at
30 per cent of previous earnings compared with
16 per cent in 1961 and 28 per cent in 1989. Examina-
tion of incomes in and out of work (taking account of
taxation, family benefits, housing benefits and social
assistance benefits) suggests that net replacement
rates can be much higher, even for those on average
earnings. In particular, the unemployment trap for
families with children can be particularly pronounced,
reflecting society’s anxiety to ensure a reasonable
standard of living for children.
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The effective unemployment trap is even deeper
for some of those without jobs. In-work expenses, in
particular for child-care, can eliminate any financial
reward from working. Those receiving unemployment
or related benefits may be entitled to additional ben-
efits, such as subsidised medical care, which is not
readily available to those in work, even if on low
wages. Delays in paying benefits to those in work and
retention of taxes at source create a further barrier to
those wishing to enter employment. Furthermore,
lack of knowledge about tax and benefit systems can
lead the unemployed to conclude that incomes in
work are too uncertain to risk giving up their low, but
secure, benefit income. Finally, the use of disability
and early-retirement benefits as alternative means of
supporting those without work withdraws people
from the labour force, but does not reduce the depen-
dency of family incomes on benefits.

The most straightforward solution to the unem-
ployment trap would be to cut benefit entitlements.
However, making major cuts would be likely to exac-
erbate poverty among vulnerable groups. Hence most
government have opted either to make only small
cuts in benefit entitlements or to tighten controls on
job-search activity and make eligibility conditions
more onerous.

A poverty trap is particularly likely when benefits
are means-tested against family incomes. Such bene-
fits have been growing in importance across the
OECD area, including countries where insurance ben-
efits have traditionally played the dominant role in
social policy. The combination of taxation and with-
drawal of benefits leaves part-time work unattractive
in many countries. Other countries have allowed the
combination of part-time work and reduced benefit
receipt. But in making part-time work more attractive
than no work, it can also be made more attractive
than full-time work. Some countries have sought to
restrict such policy changes to those for whom full-
time work may not always be a realistic option, such
as the long-term unemployed and lone parents. Badly
designed means-tests can also contribute to the
polarising of families into “work-rich” and ‘“work-
poor” households. Means-tests can leave no incen-
tive to work for the spouses of unemployed persons.
Australia has recently tackled this problem by giving
individuals within a household their own benefit enti-
tlement which is partially independent of that of
other household members.

The most notable recent innovation in tax and
benefit policy in recent years is the use of employ-
ment-conditional tax credits or benefits. These now
exist in six OECD countries. They can reduce the
extent of the unemployment trap by increasing
incomes in-work without reducing out-of-work
incomes. But in order to be restricted to a reasonable
cost, they must be withdrawn from individuals as

their earnings rise, so reducing the incentive to
increase earnings. Such policies can increase partici-
pation and (probably) aggregate labour supply. They
are therefore a useful policy tool. However, their
importance should not be exaggerated. There are
administrative difficulties in running such schemes
which can reduce their effectiveness. Furthermore,
they will work best when they can significantly raise
the family incomes of those with low earnings, with-
out being paid to more than a minority of those in
employment. This suggests that they will be most
effective in countries with wide earnings’ distribu-
tions and low tax rates.

B. TAXES AND BENEFITS AND THE CHANGING
NATURE OF THE LABOUR MARKET

The 1994 Australian White Paper recently stated,
in proposing major reforms, that

“Social Security arrangements for unemployed
people still largely reflect the unemployment benefit
system introduced in the 1940s, around the time of
the release of the White Paper on Full Employment
[in 1945].” [Australia (1994), p. 143.]

This observation applies with equal justification
to most OECD countries. Unemployment benefits
were designed for situations where unemployment
was infrequent and of limited duration, and youth
unemployment and lone-parent families (other than
widows) were not of policy concern. Other areas of
social policy — housing, early retirement, and invalid-
ity — could be treated as separate from the support
given to the unemployed. The welfare system was
designed for a population where participation rates
were high among men and low among women, and
people could expect an uninterrupted working life.
Cyclical variations in employment were mainly
absorbed by women withdrawing from the labour
market during recessions, and entering it during
upswings.

In these circumstances, it was relatively easy to
design benefit systems to be welfare-enhancing. Risk-
averse individuals wanted insurance against loss of
earnings as a result of a spell of unemployment and
were content to pay premiums related to expected
calls on the benefit system. Benefits were only to be
required for some limited amount of time; the expec-
tation was that new work would be found relatively
quickly.

However, there have been some major changes
to OECD labour markets since benefit systems were
first designed. Benefit systems have responded to
these changes by distinguishing between more labour
market and family situations, and differentiating
according to labour market and family situation. The
most important changes in labour markets are:
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— unemployment is generally at a much higher
level than when current unemployment insur-
ance schemes were put in place after 1945;

— one-third of the unemployed are out of work
for more than a year in around half of OECD
countries (Statistical Annex, Table Q). Many
who lose jobs suffer extended bouts of unem-
ployment and as a result exhaust their basic
unemployment benefit entitlement;

— youth unemployment is high and has
increased in many countries (Chapter 4).
Youths have limited or no work experience:
they have not contributed to insurance
schemes and so are often not entitled to these
benefits;

— the labour force participation of adult men has
declined. Many of those withdrawing from the
labour force nevertheless receive benefits for
invalidity, sickness or early retirement. Female
participation has grown. As a result, two-
earner couples are more common, as are lone-

Chart 2.1.

parent families.3 The traditional model of the
male breadwinner supporting wife and chil-
dren has become ever less typical. Insuring
individual workers against loss of wages is less
effective in ensuring adequate family incomes
and well-being when increasing numbers of
households of working age are not part of the
labour force;

part-time work has grown in most OECD coun-
tries (Statistical Annex, Table E). The relation-
ship of the benefit system to part-time work is
complex. Not all part-time workers have rights
to insurance benefits, leaving a gap in the cov-
erage of the working population by the insur-
ance benefit system. Sometimes working part-
time is consistent with benefit receipt, some-
times not; and

the earnings distribution appears to have wid-
ened markedly in some countries during the
1980s (Chapter 3). Without benefit income,
some families with a single full-time earner

Distribution of social outlays
Expenditures as a percentage of outlays directed towards the non-aged population (1993)

Family 16.4%

Active labour market 10.3%

Unemployment 23.4%

. Disability 21.6%

‘ Low income 6.5%

\Housing 3.8%

Other® 18.1%

a) Other:sickness, maternity, and occupational injury and disease.
Source: OECD Social Expenditure database.
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might not reach a socially acceptable standard
of living. The dispersion of the distribution of
original income (i.e. before taxes and transfer
payments) has widened since 1980 in
Australia, Japan, the Netherlands, Sweden, the
United Kingdom and the United States. How-
ever, in some countries, the tax and benefit
systems have meant that changes in the distri-
bution of disposable incomes of households
may have been small.

As working and family patterns have become
more diverse, so have the types of benefits received.
Chart 2.1 shows that, although unemployment bene-
fits are the largest single form of social expenditure
directed at people below retirement age, they account
for less than 25 per cent on average across the OECD.
Family benefits, other income maintenance benefits
and disability benefits are all often individually more
important than is unemployment benefit. Families
will take account of the relationship between net
incomes in and out of work allowing for all taxes and
benefits, not just unemployment benefits, when mak-
ing work decisions. Therefore, the tax and benefit sys-
tem must be considered in its entirety when attempt-
ing to assess the differing work incentives facing the
working population.

C. THE UNEMPLOYMENT TRAP

1. Replacement rates

The unemployment benefit system provides
insurance against job loss which individuals would
find extremely difficult, if not impossible, to obtain
from private insurers. This is a source of welfare gain.
Benefits also allow the unemployed to search for a
job which matches their abilities, rather than being
forced by financial hardship into accepting the first
available job offer. Having the right people in the
right jobs raises productivity and reduces the chance
of them becoming unemployed in future. In this way,
unemployment benefits can help labour markets work
more effectively.

But unemployment benefits can also have nega-
tive effects on labour markets and social welfare. By
“freeing” the unemployed from having to take less
ideal jobs, they increase the duration of unemploy-
ment spells. Unemployment benefits also alter incen-
tives in wage bargaining. If the financial conse-
quences of unemployment are harsh, workers will be
wary of pushing up wages and so risking their jobs.
Furthermore, unemployment benefits can subsidise
seasonal employment patterns. Without counter-
vailing factors, the higher benefits are relative to
earnings (the so-called “replacement rate”), the
higher unemployment will be.

Have unemployment benefit systems become
more generous?

As part of the OECD Jobs Study, an index was
constructed for almost all OECD countries, sum-
marising gross (i.e. before-tax) unemployment benefit
entitlements relative to gross earnings. It was found
that growth in unemployment benefit entitlements,
from an OECD (unweighted) average of 16 per cent of
earnings in 1961 to 29 per cent in 1991, could have
contributed to the rise in unemployment over that
period. But it also found that there were long time-
lags of up to a decade or more before the full effects
were felt.4

Chart 2.2 updates this series to 1995. The index
does not indicate that the response of most govern-
ments to high and persistent unemployment has
been to cut benefit entitlements (see Box 1). Indeed,
the area-wide summary index has risen slightly since
1991, to 31 per cent in 1995.

The index does not capture all changes in unem-
ployment benefit generosity and (its limitations are
discussed in detail in OECD, 1994b). In particular, it
focuses on changes in benefit levels and durations,
not on eligibility or administrative controls on job-
search requirements. For example, since 1979,
Belgium, Denmark, France, Germany, Greece, the
Netherlands, Sweden, Switzerland and the United
Kingdom have all increased the period of employ-
ment required to qualify for unemployment insur-
ance. But these changes do not affect the index of
benefit entitlement.

Typical net replacement rates

Gross replacement rates of 30 to 40 per cent,
which Chart 2.2 shows are common in many OECD
countries, suggest that benefit systems do not
impose large work disincentives. But a more detailed
examination of incomes in and out of work suggests
that such a conclusion would be premature. Taxation
(including social security contributions), benefits to
children, social assistance and housing benefits,
which are not included in the index in Chart 2.2, can
have large impacts on the level of replacement rates.
Table 2.1 presents a comparison of gross and net
(after-tax) replacement rates which different families
might face in different circumstances. Columns 1 and
2 are similar to two of the three cases which make up
the index of Chart 2.2;5 the other columns are refine-
ments of that measure. [See OECD (forthcoming), for
a more detailed discussion of replacement rates fac-
ing a wider variety of family types than are considered
here.] Gross earnings are related to those earned by
the average production worker (APW) in each country
[see OECD (1995¢) for a description].



EMPLOYMENT OUTLOOK 29

Chart 2.2.
Index of benefit entitlements,® 1961-1995bP
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The average of the unemployment benefit replacement rates for two earnings levels, three family situations and three durations of unemployment. For futher details,
see OECD, The OECD Jobs Study: Evidence and Explanations, Chapter 8. The earnings data used to compute replacement rates for 1995 are Secretariat estimates.
Final year data refer to 1994 for the United States.

Source: OECD database on Unemployment Benefit Entitlements and Replacement Rates.
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Box 1
Recent changes in unemployment benefit systems and their impact on the index
of benefit entitlements

The index is an average of replacement rates, calculated at average earnings and two-thirds of average
earnings, for people unemployed for one year, for 2 to 3 years and for 4 to 5 years, and for single people, married
people with an employed spouse, and married people with an unemployed spouse. The index does not give an
average level of actual unemployment benefit receipts. For example, a cut in entitlement in the fourth and fifth year
of unemployment would affect very few of the actual unemployed, but would have a relatively large effect on the
index. The index is, on the other hand, a good indicator of the generosity of a country’s unemployment benefit
system. If high benefits were paid in the first months of unemployment but nothing thereafter, most people, actual
and potential recipients, would conclude that it is a less generous system than one which paid a lower level of
benefit indefinitely. However, average benefit receipt would be higher in the former system than in the latter. It is
also perfectly possible for changes in the benefit system to have resulted in budgetary savings while at the same
time increasing the index of unemployment benefit entitlements. (For more discussion, see Annex 8a of the OECD
Jobs Study: Evidence and Explanations, Part 1l, 1994.)

Some recent changes in benefit systems and their effects on the index are as follows:

Australia: a shift to independent entitlements for husband and wife and reduction in benefit withdrawal rates
in 1995. Both changes make it easier for a member of the household to have some earnings without losing all
benefit entitlements. Earnings are assumed to be high in the “working spouse” case in the index, so the changes
have had no effect on the summary measure.

Austria: reduction in maximum benefit levels in 1993. Minimum contribution period increased to 26 weeks in
1995.

Belgium: recent restrictions in access to benefits and tighter policing of job search are not captured by the
index.

Canada: a reduction in benefit amounts for couples in 1993.

Denmark: extensions in the legal duration of benefit entitlements to seven years in 1994 have increased the
index markedly. However, as it was relatively easy in the 1980s to re-qualify for the benefit through public work and
training programmes, the de jure change has appeared to increase the generosity of the scheme whereas the de
facto outcome may have been to reduce it.

Finland: means-testing of the basic unemployment allowance was ended in 1994. The Labour Market Support
benefit introduced in 1994 has increased gross benefit entitlement.

France: the level of benefit declines the longer someone is unemployed. Benefit reductions are now smaller,
but more frequent, than previously. The system is more generous in the second year of unemployment, less
generous in years 4 and 5 of unemployment than previously. But the net effect of these changes has been to raise
the index slightly.

Germany: insurance benefit was reduced in 1993 by 3 percentage points for single people and 1 percentage
point for couples.

Greece: eligibility conditions changed making it easier to get longer Ul benefits in 1989 and UA benefit
entitlement was extended in 1991, increasing the index.

Ireland: benefits were increased more rapidly than inflation until 1993; in 1995 the earnings-related element
was abolished.

Italy: in 1991, a mobility benefit was introduced for certain categories of the unemployed. Mobility benefit is
included in the OECD index, unlike the benefit for short-time working, the Cassa Integrazione Guadagni
Straordinaria, which is not included because its recipients are not formally counted as unemployed. The basic
unemployment benefit was increased in stages to 30 per cent and then to 40 per cent of average earnings over the
previous three years. An average of the mobility benefit and the ordinary Ul benefit, based on the number of
recipients of these two benefits has been use to compute the index post-1990.

Netherlands: conditions for receipt of earnings-related insurance benefits were tightened in 1993. The work
test in social assistance was tightened in 1996.

New Zealand: in 1991, benefits were reduced (for example, by 25 per cent for young single adults). Tests and
sanctions were tightened and waiting periods increased.

Portugal: increased benefit entitlement.

Spain: a reform in 1993 altered contribution periods and rate structures. The index decreased.

Sweden: unemployment insurance was reduced first to 80 per cent of previous earnings, and more recently to
75 per cent.

Switzerland.: duration increased in 1993 with a small cut in the replacement rate. The overall effect of the
changes has been to increase the index.
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Table 2.1. Replacement rates? for single-earner households, 1994
Panel A. Replacement rates at the average production worker (APW) level of earnings

Replacement rates in first month of unemployment: 60th month of unemployment:

no social assistance including social assistance
Gross replacement Net replacement rates Gross replacement Net replacement rates
rates (after tax and other benefits) rates (after tax )
(before tax) (before tax) and other benefits)

(€] e (©) 4 ®) 6 ™

Cot_JpIe, Couple

Single Couple, Cou_ple, Cogple, 2 chll(_iren Couple, 2 childreyn,
no children | no children | 2 children Eousmg no children housing benefits
enefits

Australiab ¢ d 22 40 49 64 71 40 71
Belgium 46 46 64 66 66 42 70
Canada 55 55 63 67 67 0 47
Denmarkeé 60 60 69 73 83 60 83
Finland 53 53 63 75 88 25 98
France 57 57 69 71 80 36 65
Germany 37 42 60 71 78 37 71
Ireland® 23 37 49 64 64 37 64
Italy 30 30 37 47 47 0 11
Japan¢ 37 37 43 42 42 0 68
Netherlands 70 70 77 77 84 0 80
New Zealand¢: ¢ 26 43 48 64 70 43 70
Norway 62 62 67 73 73 0 83
Spain 70 70 75 75 74 0 46

Sweden? e 80 80 81 84 89 0 99b
Switzerland 70 70 77 89 89 0 89
United Kingdom¢ 16 26 35 51 77 25 77
United States’ 50 50 60 68 68 0 17
Average (unweighted) 52 52 60 68 73 19 67

The main conclusions to draw from Table 2.1 are:

— taxation means that net replacement rates are
invariably higher than gross replacement rates.
Benefits are sometimes untaxed and are usu-
ally not subject to social security contribu-
tions. Even when they are taxed, credits,
allowances and progressive marginal tax rates
usually ensure that those with earnings face a
higher average tax rate than if they were out of
work. Comparing columns 2 and 3, it can be
seen that the difference is particularly large
when benefits are not taxed (as in Germany
and Belgium). But the difference can be large
for other reasons. For example, in France the
structure and level of personal income tax
allowances has a similar result;

— benefits paid to families with children are
often higher than for those without children. In
countries like Australia, Germany, Ireland and
the United Kingdom, this means that replace-
ment rates are also higher for families with
children. In other countries, such as Belgium
and France, provisions in the tax system mean
that net incomes in work are also relatively
high for families with children. In these coun-

tries, replacement rates for families with and
without children are similar;

fourteen countries have some form of income-
related housing benefits payable to the unem-
ployed and those on low incomes.® Col-
umn 5 indicates that replacement rates appear
relatively low in the United Kingdom com-
pared with other countries unless housing
benefits are taken into account;’

net replacement rates at #s APW earnings are
sometimes little different from those at APW
earnings in the first month of unemployment
(compare panels A and B). The exceptions are
countries with either flat-rate benefits
(Australia, Ireland, New Zealand and the
United Kingdom), or minimum benefit levels
(Belgium and France) which have a strong
effect on replacement rates at this level of
earnings. Families with children in the United
States can receive food stamps even when they
are working. Replacement rates are lower for
low-earning families with children than for
higher-earning families; and

after 60 months, unemployment benefits are
often lower or sometimes not paid at all
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Table 2.1. Replacement rates? for single-earner households, 1994 (cont.)
Panel B. Replacement rates at 2/3 of the average production worker (APW) level of earnings

Replacement rates in first month of unemployment: 60th month of unemployment:

no social assistance including social assistance
Gross replacement Net replacement rates Gross replacement Net replacement rates
rates (after tax and other benefits) rates (after tax )
(before tax) (before tax) and other benefits)

(€] e (©) 4 ®) 6 ™

Cot_JpIe, Couple

Single Couple, Cou_ple, Cogple, 2 chll(_iren Cou_ple, 2 childreyn,
no children | no children 2 children Eousmg no children housing benefits
enefits

Australiab ¢ d 34 61 66 76 78 61 78
Belgium 60 60 75 76 76 55 91
Canada 55 55 64 67 67 0 61
Denmarké 86 86 92 93 95 86 95
Finland 60 60 67 83 89 37 100
France 65 65 79 81 88 54 83
Germany 40 44 60 70 77 39 80
Ireland® 35 66 67 70 70 66 70
Italy 30 30 36 45 45 0 14
Japan¢ 43 43 49 48 48 0 86
Netherlands 70 70 79 78 84 0 95
New Zealand¢: ¢ 38 64 70 80 86 64 86
Norway 62 62 66 75 75 0 100
Spain 70 70 74 78 77 0 66

Sweden? e 80 80 82 85 89 0 121b
Switzerland 70 70 75 87 87 0 97
United Kingdom¢ 24 39 52 67 90 38 90
United States’ 50 50 66 60 60 0 19
Average (unweighted) 54 60 68 73 77 28 80

Notes: In the first month of unemployment it is assumed that families possess enough assets to be ineligible for social assistance. In the 60th month it is

assumed that they no longer have such assets and so social assistance (SA) is assumed to be paid where it is higher than other benefits to which they may
still be entitled. Figures in bold indicate those cases where families would be entitled to SA on the basis of their income, were they not to have been
assumed to have been disqualified by an assets test. The replacement rates reflect a strict application of legal provisions rather than common practice,
where these differ.

It is assumed that the worker is 40 years old, and started work at 18. The replacement rates are for the first month of unemployment, after waiting periods
have been satisfied. This entitlement is then multiplied by 12 to give an annualised equivalent, on which tax is calculated. The person is fully unemployed.
Social assistance is calculated according to a “typical rate” for the country concerned. This may involve making assumptions about housing costs.
Benefit amounts for couples are calculated on the basis of both spouses actively seeking work.

Figures for Australia, Ireland, New Zealand and the United Kingdom are for 1995. Unemployment benefit parameters for Japan are for 1996.

There is no social insurance in Australia or New Zealand. All figures in the table, including columns 1-5, refer to the assistance benefit.

Social assistance is only available when there is a “social event” such as unemployment. Low earnings are not themselves a social event.

The taxes and benefits are calculated using the rules applying in Detroit, Michigan. All figures include aid to families with dependent children (AFDC) and
food stamps. If these are treated as being equivalent to social assistance, columns 3, 4, and 5 would read 60, 59 and 59 at the level of APW, and 59, 52 and
52 at 2/3 APW.

Source: OECD database on taxation and benefit entitlements.

(compare column 6 with column 2). However, unemployment insurance. However, social assistance
if the individual who has been unemployed for rates can be higher than the unemployment insur-
5 years is eligible for social assistance, ance level; they can even be higher than the ¥ APW
replacement rates can still be relatively high, earnings level assumed in the lower panel of
except in Italy and the United States (compare  Table 2.1. Cases where social assistance is payable at
column 7 with column 5). Indeed, in eight  a higher rate than unemployment benefit are high-
countries, the estimated net replacement rates  |ighted in bold in Table 2.1. However, eligibility for
exceed 90 per cent. social assistance is circumscribed to some extent by
Social assistance complicates the pattern of  income and asset tests which, in some cases, are very

employment incentives. Columns 1 to 5 are calcu-  restrictive. In Sweden, for example, the social assis-
lated for the main unemployment benefit, usually  tance rate suggested by the government (the benefit
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is administered by local authorities) for a family with
two children exceeds the APW level of income. In
order to receive this benefit for more than a short
time, all assets must be sold, including owner-occu-
pied housing if alternative rental accommodation is
available.8 In other countries, social assistance is dis-
cretionary. Finally, where employment rates remain
high and unemployment is low, fewer households
need assistance. Although the level of social assis-
tance may be high in some countries, relatively few
people of working age may receive such benefits for
one or more of these reasons (for example,
Switzerland and Japan). This contrasts with other
countries, such as Finland, where access to social
assistance is easier.

Benefits supplementing incomes of families with
low earnings are used to raise work incentives in
Australia, Canada, Ireland, Italy, New Zealand (where
a new Independent Family Tax Credit was recently
announced), the United Kingdom and the United
States. These benefits are often focused on groups
who would otherwise have high replacement rates,
particularly families with children. In most cases, the
upper limits for earnings eligibility mean that most
full-time employees do not receive such benefits.
However, they can make a dramatic difference to
replacement rates for groups not included in
Table 2.1, such as part-time workers (and in particular
for lone parents).?

Duration of benefits

The likelihood of an unemployed person leaving
unemployment increases markedly in the period
before a fall in benefit entitlement [Atkinson and
Micklewright (1991)]. But the destination can be
either a job or inactivity (including another benefit,
such as invalidity or early retirement). Unemployment
benefit systems often have limited durations of enti-
tlement. Chart 2.310 summarises the major benefit
transitions which an unemployed person will face
over an eight-year spell of unemployment. Unemploy-
ment insurance duration often varies by employment
record (Germany, Greece, Japan, the Netherlands,
Spain and Switzerland) or by age (Austria, Germany,!1
Luxembourg and Portugal), or by family type
(Belgium). Furthermore, in practice, durations may be
more complex than examination of the benefit rules
might imply. In Sweden, benefit entitlement can be
renewed by participation in labour market pro-
grammes. Similar complications arise in other (espe-
cially Nordic) countries. With durations ranging from
3 months (Japan) to unlimited (Belgian families!?),
the initial replacement rate upon entry into unem-
ployment is an inadequate guide to benefit
generosity.

The distribution of work incentives
over the population

Microsimulation models can be used to calculate
labour market incentives by comparing the incomes
of those currently employed with what they might
expect to receive if they became unemployed. The
labour market incentives are hypothetical — based on
assumptions about what might happen if employed
people lose their jobs, or those without jobs find
them.13 The tax and benefit system can have particu-
larly large disincentive effects on some of the latter
groups.

Incentives facing employees

The pattern of incentives found using microsimu-
lation models for 12 OECD countries,!* summarised
in Chart 2.4, broadly confirms the picture from the
hypothetical cases in Table 2.1.15 In Australia and the
United States, the most common replacement rate!6
is in the 21 to 40 per cent range. This means that
wages after tax are 60 to 80 per cent more than the
net benefits they would receive were they unem-
ployed. In Denmark and Sweden, replacement rates
are concentrated in the 81 to 100 per cent range. In
Germany, Ireland, New Zealand and the United
Kingdom, the most common replacement rates are in
the range 41 to 60 per cent and in Belgium, Canada,
Italy and Norway they are between 61 and 80 per cent.
Few workers in any country will benefit financially
from moving into unemployment.’

Incentives facing those without jobs

If unemployed persons expect to receive a large
increase in net income if they started work, they will
be more likely to search for employment. The incen-
tive to work, of course, depends on the expected
wage. At the median full-time wage, the replacement
rate is under 40 per cent for most Australians and
Americans who are not currently working,'® much
higher for non-working Danish and Swedish persons,
and somewhere in between for other countries. If only
low-wage jobs are available (at the lowest decile of
earnings), at least a third of people without jobs in
Canada and the United States would face replace-
ment rates of over 100 per cent. In Sweden, the pro-
portion of those unemployed with replacement rates
below 80 per cent is much higher in the bottom
household income decile than for those with higher
incomes. This is because unemployment insurance is
voluntary and a higher proportion of those in the
bottom decile are not insured. Those unemployed
who are not covered by insurance receive lower bene-
fits and, as a result, have relatively low replacement
rates.



34 EMPLOYMENT OUTLOOK

Chart 2.3.

Duration of unemployment benefit entitlements in 1996
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Chart 2.4.

Distribution of work incentives
Replacement rates of the employed
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Generally, the unemployed face higher replace-
ment rates (and therefore lower work incentives) than
others without jobs. For example, two-thirds of the
unemployed in Denmark face replacement rates of
80 per cent or more. In Italy, the unemployed have
replacement rates of 61 to 80 per cent, whereas
others without jobs are found predominantly in the
41 to 60 per cent region. In New Zealand, around half
the unemployed have replacement rates of 61 to
80 per cent, whereas other without jobs have much
lower replacement rates.

Incentives facing different family types

Chart 2.5 shows how high replacement rates are
concentrated on particular family types. If the bar is
above the line, a disproportionately large proportion
of that family type has replacement rates of over
80 per cent. For example, in Denmark, Germany, Italy
and New Zealand there are fewer single people and
couples with no children with high replacement rates
than lone-parent families and couples with children.
Low labour market incentives are concentrated in
families with children and are a consequence of soci-
eties’ unwillingness to allow children to grow-up in
poverty. In Belgium, Canada, Ireland, Norway, Sweden
and the United Kingdom, the pattern is different.
Although benefits to families with children in Canada,
Ireland and the United Kingdom are higher than for
families without children, these countries also pro-
vide benefits and tax concessions targeted to families
in employment, reducing replacement rates for this
group. High replacement rates in Belgium and
Norway are concentrated on single people, with or
without children. Replacement rates for couples with
children are relatively low because the tax system is
relatively generous to spouses and dependent
children.

Are replacement rates “too high”?

The question of whether benefits paid to those
out of work are “too high” or not is more complex
than a simple trade-off between economic efficiency
and social preferences (see Box 2). A range of factors
outside the scope of this Chapter, such as the role of
the public employment service and active labour mar-
ket policies, should also be considered when setting
benefit levels.

People may work despite high replacement rates
for a number of reasons, including administrative
controls, social pressures and expectations of higher
future wages. But, in the longer term, high replace-
ment rates will tend to undermine work incentives.
Systems have been reformed in some countries with
the highest replacement rates (see Box 1). In many
cases, the main reason for reform has been the high

budgetary cost of the benefits, although the subsidi-
ary effect has been to improve work incentives.

However, some of these apparent reductions in
generosity are illusory. Sweden, for example, has
eased conditions for regaining eligibility for unem-
ployment insurance following a period out of work. In
Finland, as in most other countries, the social assis-
tance benefit can be used to “top-up” incomes below
the social assistance level, and, while unemployment
insurance has been reduced, social assistance has
not. There was a large rise in the number of social
assistance recipients (from 165 000 households in
1989 to 333 000 in 1994). Although higher levels of
unemployment amongst those not eligible for insur-
ance benefits and increased take-up as a result of
greater awareness of social assistance contributed to
this increase, the “top-up” of the insurance benefit
was the main cause. In 1989, 18 per cent of social
assistance recipients were also receiving unemploy-
ment payments. By 1994, the proportion had risen to
52 per cent. Furthermore, Finland introduced a new
benefit (Labour Market Support) to cover those no
longer eligible for the main benefit. Benefit reforms
must take account of these kinds of system-wide
interdependencies.

2. Other barriers to work caused by the tax
and benefit system

Replacement rates only give a partial picture of
incentives to enter employment. Two other factors
must be taken into account to get a fuller picture.
First, benefits that do not require active job search,
such as invalidity and early retirement benefits, may
sometimes be used as alternatives to unemployment
benefits. Secondly, aspects of the benefit system
other than generosity can also influence the labour
market through effects on the transition from unem-
ployment to employment.

Other out-of-work benefits and unemployment
benefits

In many OECD countries more people of working
age receive benefits which do not require any job
search than are supported by unemployment benefits
or active labour market programmes. Recipients of
invalidity benefits outnumbered the registered unem-
ployed in 1990 in 12 of the 23 OECD countries for
which datal® are available. Their number has been
growing rapidly, increasing by over 50 per cent since
1980 in Greece, Ireland, Luxembourg, Spain, Sweden
and the United Kingdom [Blondal and Pearson
(1995)]. Along with early retirement schemes, invalid-
ity benefits remove a substantial part of the working-
age population from the labour force.
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Chart 2.5.

Which family types face strong work disincentives?
Over or under representation compared with the average of the country, of family types facing replacement
rates of more than 80%
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Box 2
Considerations in setting benefit levels

Social policy objectives are best served by high levels of benefits, but this can have negative labour market
consequences. The level of out-of-work benefits should take the following factors into account:

Risk-aversion of workers

Benefits should be high when people want to insure themselves against loss of earnings arising from
unemployment or other risks such as disability. This risk aversion will vary between individuals and over time. The
degree of risk aversion may also vary between countries: in some societies people may be more prepared to gamble
with their incomes than in others.

Relationship between wages and benefit levels

If benefits are high, wages may be pushed higher as well, increasing the cost of labour and causing unemploy-
ment. The responsiveness of wages to out-of-work benefit levels will depend on institutional factors and the degree
of competition in labour and product markets.

Benefit financing

High benefit levels require high taxes or social contributions to finance them. If taxes on labour are high, there
is a risk that the cost of labour will be increased, causing unemployment.

Job search

Most people wish to work not just for financial reasons, but because of a strong work ethic, or because of the
social interactions work provides. Where this is the case, high replacement rates will not reduce the effort the
unemployed put into searching for work. Otherwise, benefit systems rely upon administrative controls to ensure
that the unemployed search for work. If these controls are effective, high replacement rates will not extend the
duration of unemployment unduly. Where they are ineffective, some may adapt to living off benefit income, and
not look for work, so increasing unemployment and its persistence

Public employment service

If public employment services or their private-sector equivalents are effective, jobs appropriate to the abilities
of the unemployed will be rapidly brought to their attention. Benefits will only need to be sufficient to cover a short
period of unemployment as longer job-search will not find better job-offers. If the unemployed have to rely on their
own resources in searching for jobs, benefits have to be sufficiently high to support a reasonable length of job-
search. Otherwise the unemployed may be forced by financial considerations into accepting inappropriate jobs for
their skills.

Active labour market policies (ALMPs)

By improving the productivity and employability of the unemployed, active labour market policies can reduce
the disincentive effects of any given replacement rate. Conversely, “If the unemployment benefits system is
generous and poorly managed, it is very difficult to operate ALMPs in ways which increase labour market efficiency
and reduce structural unemployment” [see OECD (1996)].

Marginal effective tax rates (METRS)

Increases in earnings may bring very little net increase in family incomes. The result is a reduced incentive to
increase earnings. The higher the out-of-work benefit, the higher the METR will have to be and/or the larger the
income range over which high METRs apply (see Section D), so deepening or widening this work disincentive.

Source: This discussion is based in part on Snessens and van den Linden (1994).
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If invalidity benefits were restricted to those
incapable of work, there would be few grounds for
concern. However, there is evidence that invalidity
and other out-of-work benefits substitute for unem-
ployment benefits in some countries as a means of
supporting those who would otherwise be counted as
unemployed. Other benefits are usually unlimited in
duration and do not require evidence of job-search.
They are also often at a higher level than unemploy-
ment benefits. For example, Blondal and Pearson
(1995) compare gross invalidity, sickness and early
retirement benefits with the index of unemployment
benefit entitlements shown in Chart 2.2. Under simi-
lar assumptions about earnings before receiving ben-
efit, they found replacement rates for the partially
disabled were usually much higher than for the
unemployed, and for those fully disabled were on
average 25 percentage points higher. A range of early-
retirement benefits was found to have even higher
replacement rates, especially where the beneficiary
had been in employment for a long period before
benefit receipt.

For these reasons, it is often better from the
individual perspective to receive one of these benefits
rather than unemployment benefit. In addition, gov-
ernments reap the political gain from lower headline
unemployment rates and employers may find it easier
to reduce their work forces if those losing their jobs
receive relatively generous benefits for an unlimited
period. Invalidity benefits may be used in this way if
medical requirements are not rigidly enforced (either
as explicit government policy or by default), as
appears to have happened in Austria, Germany, Italy,
the Netherlands, Norway, Sweden, and the United
Kingdom. A similar trend may be starting in Finland
and New Zealand.

Early retirement schemes differ in purpose.
Some are merely arrangements whereby individuals
can retire early on actuarially reduced pensions.
These sorts of early retirement can be justified on the
grounds of individuals’ control over their own labour
supply or of horizontal equity. More controversial are
schemes explicitly designed to remove from the
labour force those who might otherwise be unem-
ployed. Such schemes may well reduce measured
unemployment temporarily, but they will do nothing
to reduce the number of families relying on benefits
as their main or only source of income.20

Income support for lone parents raises similar
issues. In some countries, such as Sweden, child care
is available on demand and all lone parents applying
for income support are required to seek work in the
same way as other unemployed people. But in many
other countries, lone parents are not required to look
for work until their youngest child reaches a certain
age (16 in Australia and the United Kingdom).

The use of benefits that do not require active job
search may lead to complex labour market effects
even if the stated intention of these benefits appears
to be unrelated to the labour market. In particular,
their use as de facto unemployment benefits can arti-
ficially reduce unemployment rates, without address-
ing the fundamental causes of unemployment. Fur-
thermore, due account must also be taken of the
debilitating effects on families of living on benefits.
Paying people not to work when they are able to do
so is a waste of resources and harmful to the work
ethic.

Incomes and expenses in and out of work

Cash benefits only account for some of the help
given to those who find themselves without jobs.
Sometimes benefits in-kind are also provided. For
example, although housing benefits can be included
in replacement rate calculations (see Table 2.1
above), it is difficult to value other types of help such
as provision of social housing. Sometimes help may
be restricted to those in receipt of benefits (see
Table 2.2).21

The most substantial of these payments is prob-
ably Medicaid in the United States, which covers
health care costs for some low-income groups. Since
1991, more has been spent on Medicaid for the
12.1 million recipients of Aid to Families with Depen-
dent Children (AFDC) ($21.9 bn in 1991), than was
spent on AFDC cash benefits themselves ($20.9 bn)
[US House of Representatives (1994a)]. Medicaid is
received until AFDC entitlement is exhausted. In
order to reduce the disincentive to work which this
rule implies, Medicaid entitlement is kept for 9 to
15 months after losing AFDC. Ireland has a similar
scheme whereby the long-term unemployed continue
to receive health-care cover for three years after tak-
ing a new job. In Luxembourg, there is a sudden drop
in income when earnings exceed a certain level
because housing benefits are conditional on social
assistance receipt. Other recent reforms to the provi-
sion of non-cash benefits include the 1996 reforms in
New Zealand, which increased the qualifying income
for a Community Services card by 7.7 per cent,
thereby extending benefits to more low-income, in-
work families and so smoothing the transition from
unemployment to work.

Apart from loss of benefits which are available to
those without work, there are increased costs for
those in work. These may include commuting
expenses, the costs of special clothing and tools,
trade union dues and child-care.?2 Conversely, the
unemployed may have out-of-work expenses — such
as job search costs — which are not incurred in work.23

Fourteen OECD countries report deductions for
work-related expenses in the personal income tax
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Table 2.2. Typical extra benefits which can be given to those receiving social assistance
or unemployment benefits

Some of the items which can be made available to those on benefit income

Health care card (reduced cost medicines). Public and private providers sometimes use the card as a passport for other

concessions of which reduced cost transport is the most important. (Benefit recipients get these cards as a right; low-
earning households can get them on application.) School uniforms, books, help with utility payments are given in some

Clothing, health premiums, prescriptions, dental, optical (varies by province), educational costs, removal costs. For

example, Ontario pays a winter clothing allowance of C$104, and a “back-to-school” allowance of C$126. Six out of ten

Health-care costs (including prescriptions). Available to all those with low incomes, not just benefit recipients.

Australia

states.
Canada

Provinces give these benefits to those on low wages as well.
Denmark Medical expenses.
Finland Various one-off payments. Health care costs sometimes covered.
Germany Medical insurance, prescriptions, lower price public services.
Ireland Back-to-school allowance. Free school meals/transport. Fuel allowance. Medicard.
Japan Exempted from inhabitants’ tax (local tax). Cheap rail travel.
Luxembourg Free transport. Medical insurance.
New Zealand
Norway Municipal services (child care, etc.) are often income related.
Spain Health insurance.
Sweden Prescription costs, glasses, dental.

United Kingdom

United States Medical insurance (Medicaid).

If on income support: cold-weather payments; school meals; prescriptions; optical and dental. Other people on low
incomes must apply for some of these payments.

Source: Eardley et al. (1996) and information provided by national authorities.

[OECD (1995¢)] at the earnings of the average pro-
duction worker (see below for a discussion of child-
care), although they vary enormously in value.?*
Some countries — Belgium, Denmark, Finland,
Germany, the Netherlands, Switzerland and the
United States — also have specific rules relating to the
deductibility of commuting expenses. Although the
cost of providing such deductions is difficult to
assess, tax expenditure accounts give an indication.
In France, for example, identifiable revenues foregone
for work-related expenses in 1992 include contribu-
tions to trades unions (FF 190 m), child-care costs
(FF 1 bn for the purchase of such care; providers also
receive concessions on the social contributions they
are required to make); food vouchers or work can-
teens (FF 650 m); holiday vouchers (FF 25 m); and
transport costs (FF 255 m) [France, ministere des
Finances (1993)].

As these data on revenues foregone indicate,
child-care costs are often the most substantial in-
work expense. They are commonly identified as a bar-
rier to taking employment, especially for lone-parent
families or when one partner is already working. Pub-
lic policies to provide access to affordable child-care

facilities for parents who wish to work are many but
diverse [Ergas (1990)]. Publicly provided day-care
facilities may be subsidised by central or local gov-
ernment, with only nominal charges to users.

Other countries, including Belgium, Canada, the
Netherlands, New Zealand and Norway allow some or
all of expenses on formal child-care to be deducted
from personal income tax liabilities.2> Although
administratively straightforward, these deductions
may be worth more to people paying higher tax rates,
and nothing for those earning below the tax thresh-
old. They have little effect on replacement rates of the
low-paid.

Table 2.3 underlines the fact that child-care costs
can be a serious barrier to work. Columns 2 and
5 show the gain in net income a one-earner couple
receives from working compared with being unem-
ployed (it reflects the first-month unemployment
assumption of Table 2.1, including all benefits). At
both APW and ¥s APW earnings, there is a clear finan-
cial gain from working in all the countries included in
the table. Columns 3 and 6 show the gain in net
income if the child-care costs of column 1 are taken
into account (it is assumed that child care is
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Table 2.3. Child-care costs and benefits: a barrier to work?

Percentage gain in net income from work, for a one-earner couple
with two children taking account of child-care costs and benefits

Child-care
cost assumption 213 of APW APW
(6] @ ©)] Q] ©) (6) M
. After After
Ignoring After . . After ;

child-care child-care child-care _ lgnoring child-care child-care

$ per week costs and costs for those costs and child-care costs costs for those costs and

: : benefits for and benefits ; benefits for

benefits in work - in work ]
those in work those in work

Australia 167 (max) 28 =27 -1 41 -25 -5
75 28 =21 3 41 -19 0
Canada 140 (max) 50 5 20 50 18 45
75 50 3 18 50 15 43
Finland (145)2 15 -432 15 16 -322 16
Japanb (242)2 108 502 108 138 922 115
United Kingdom 60 (max) 27 -2 50 54 27 30
75 27 -10 45 54 21 24

Notes: In columns 2 and 5, child-care costs and benefits are ignored. In columns 3, 4, 6 and 7, it is assumed that when in work the costs in column 1 must be
incurred. When unemployed the family is assumed not to use child-care facilities (see text for a discussion of the treatment of child care for the
unemployed). The table gives the percentage increase in net income compared with that which would be received when in the first month of
unemployment. In Australia, Canada and the United Kingdom, two cases are included in the table. The maximum level of child-care costs which will qualify
for help may be above typical child-care costs, so the effects of having costs of $75 per week are illustrated. The gains in net income are calculated for a
one-earner couple with two children (except in the United Kingdom, where the benefit provision applies only to lone-parents). The pattern of incentives for
other family types closely follows that in the table; the case of a one-earner couple is included as this family type is discussed in more detail in Table 2.1.

a) In Finland and Japan, payments for child care are made according to income. There is therefore no underlying child-care cost. The figure here refers to the
maximum that would be paid for two children. In each country, this amount would only be paid by someone with substantially more than average earnings.
Columns 3 and 6 refer to the net gain in income were the family to pay the maximum amount, as opposed to the amount relevant for someone with their
income level.

b) The figures here reflect payments in the Osaka municipality.

Source: OECD database on taxation and benefit entitlements.

purchased only when employed). Work no longer
brings significant financial reward; on the contrary, in
some of the cases in Table 2.3, the family would be
better off remaining on benefit than working. Col-
umns 4 and 7 show that special provisions in tax and
benefit systems can substantially reduce the barriers
to work from child-care costs.

Such barriers will be particularly important
where informal arrangements for child care are
unavailable, in particular for lone-parent families and
families where both earners wish to work.26 These are
two of the groups which most estimates suggest are
particularly responsive to financial incentives to work.
Australia has increased the level of support for child
care through subsidising provision and through cash
rebates and benefits. In the United Kingdom, up to
£40 per week of child-care costs can now be disre-
garded when determining benefit receipt. It is esti-
mated that 40 000 extra lone parents will work as a
result of this change in the rules [Duncan et al.
(1994)]. New Zealand also offers an earnings disre-
gard to lone parents with child-care costs (along with
a general income-tested child-care subsidy).

Cash-flow and the transition to work

Even where there is an apparent financial benefit
in becoming employed, the short-term consequences
may be the opposite. For households which are
(almost by definition) short of money, this may
appear to the families concerned an almost insur-
mountable barrier to taking a job. The cash-flow con-
sequences of taking employment can be unfortunate
if there is a hiatus in public support. For example,
several countries have one system of supporting
those who are unemployed and another which sup-
plements the income of those who have low earnings.
In some cases, they are administered by different
agencies, causing co-ordination problems. The transi-
tion from one benefit regime to another can lead to
delays in payment, causing severe hardship to the
families in question and discouraging attempts to
move off benefit.

Transitional problems are likely to be of most
consequence in countries with low benefit levels. This
has been identified as a problem in the United
Kingdom, where a commitment has now been made
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to process all claims for the employment-conditional
Family Credit in a maximum of two days. In the
United States, the Earned Income Tax Credit gives a
substantial boost to in-work incomes (see below). But
it may have had a limited labour supply impact in
practice because it is generally paid annually when
tax returns have been filed, rather than on an ongoing
basis when it would have most impact. In New
Zealand, some out-of-work benefits will continue to
be paid for a period until in-work benefits are
granted, with an end-of-year reconciliation.?” In
Australia, unemployment benefits are paid two weeks
in arrears, meaning that benefits will continue to be
received for a short period when moving into work.

“Back-to-work bonuses” have a similar effect.
Not only do they help the transition to employment,
but they can also be structured to encourage job
search. Such a system is in place in Japan, where the
more rapidly an unemployed person finds a job, the
larger is the bonus paid, up to a maximum equal to
4 months of benefit. Some long-term unemployed in
Australia receive a payment of A$ 100 on entry into
employment. New Zealand pays NZ$ 250 towards the
back-to-work expenses of those who find work after a
year or more of unemployment. Experiments with
similar schemes in the United States suggested that
they encouraged enough benefit recipients to find
jobs more quickly than they otherwise would have
done for the schemes to more than cover their
costs.28

Uncertainty and the transition to work

The calculations referred to so far imply that a
replacement rate can be identified for individuals and
they will respond in a predictable way to the resultant
incentives. However, calculating the net incomes of
someone in and out of work, taking account of family
allowances, earnings additions, peculiarities of the
tax system, the interactions of benefits and the timing
of payments, requires knowledge of many pages of
regulations. Small wonder, then, that surveys suggest
people have very little idea of how much net income
they might have were they to move from being
employed to unemployed or vice versa. For example,
in reviewing changes in Australia, researchers con-
cluded that “the majority of respondents were largely
unaware of how the income test works and the effect
that earning income had on their allowance or pen-
sion. The impact of social income tests tends to be
misinterpreted in that they are generally viewed as
being harsher than they actually are” [Puniard and
Harrington (1993)]. In the United Kingdom, the
employment-conditional Family Credit is not widely
understood: many recipients underestimate how
much they might be able to earn without exhausting
their rights to the benefit [Marsh and McKay (1993)].

This lack of understanding about the benefit sys-
tem and the incomes which can be expected in and
out of work has three possible effects. First, when
combined with the effects of the administrative bur-
den placed on claimants, the result is that the take-
up of certain key benefits may be low. Low take-up
has historically been a particular problem with bene-
fits paid to those on low incomes in-work. Hence,
provisions of the benefit system which in theory
should have positive effects on the incentive to work
may have a lesser effect in practice. Secondly, mis-
perceptions of net incomes in and out of work may
lead people to behave irrationally. In theory, the
effects of such misperceptions on employment and
unemployment are unclear. People might over- or
under-estimate net incomes in employment or unem-
ployment. Thirdly, lack of knowledge adds to the
uncertainty surrounding incomes in work as opposed
to incomes out of work. Taking a job involves assess-
ing the values of a host of unknown variables — work
expenses, tax bills, benefit entitlements?® — which
those without jobs are unable to gauge with much
accuracy. Complex administrative procedures add to
the belief that actual benefit receipts are something
of a lottery. The requirement to reapply for benefits if
any job is lost again implies that families must throw
themselves on the mercy of an ill-understood and
apparently arbitrary system, so discouraging the
acceptance of “risky” jobs.30

The uncertainty over incomes in and out of work
is caused by a lack of transparency in tax and benefit
systems. Transparency could be increased by simpli-
fying them. Short of this, there are still several policy
options which have been tried in different OECD
countries. Information campaigns in the United
Kingdom have had a dramatic effect on take-up of
Family Credit, the main employment-conditional ben-
efit. Several countries have identified a particular
problem with the long-term unemployed being una-
ware of net incomes in work, and attempt to target
information campaigns on them. Employers may be a
source of advice to prospective employees when job-
offers are made, so it is important that they too
understand the tax and benefit system.3!

3. Policy responses to promote employment

Although the effects of replacement rates on
unemployment are relatively uncontroversial in sign,
it is often questioned whether the social cost result-
ing from cuts in benefits is a price worth paying.
General reforms to reduce replacement rates have
therefore been rare (see Box 1). Most recent reforms
have usually been targeted. Reforms in Denmark in
1994 and 1995 restricted the maximum amount of
social assistance compared with lost earnings32 and
the period over which high levels of social assistance
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can be received. Maximum rates of housing benefit in
the United Kingdom will be reduced.33 In addition,
some countries have up-rated their benefits or the
minima and maxima in the insurance benefits in line
with price inflation rather than earnings. This led to a
slight increase in replacement rates around
1992-1993, as real earnings fell. Over a longer period
of time, however, this has more often led to a reduc-
tion in replacement rates (e.g. in the United
Kingdom). Young people have been the focus of a
general trend, with removal of rights to benefit for
16- to 17-year-olds in Canada and New Zealand,
restrictions on the amount of benefit paid to young
people in the Netherlands and the duration of bene-
fits for young people in Denmark.34

Other than cutting replacement rates, reforms
have concentrated on other aspects of policy men-
tioned in Box 2 or recommended in the Jobs Study
[OECD (19944, 1995b)]. They include:

— reinforcing the insurance principle. This has
taken various forms. Some countries are look-
ing to reduce heavy individual use of the
unemployment insurance system. Canada is
considering a reform which would reduce enti-
tlements to those who repeatedly become
unemployed. Austria may experience-rate
employers’ social security contributions to
reflect the numbers they lay-off. Other coun-
tries are reducing entitlements to unemploy-
ment insurance benefits (Belgium and Norway
have reformed unemployment insurance for
part-time work; longer contribution periods
before receipt of unemployment insurance
benefits are now required in Spain and
Sweden). In Finland, access to the basic unem-
ployment insurance for those without work
experience was restricted in 1994, with a new
means-tested benefit introduced for those who
no longer qualify. In the Netherlands, access
to wage-related benefit has been tightened,;

— encouraging job search. Belgium has tight-
ened administration of the requirement to
search for work. As a result 35 000 people lost
their unemployment insurance entitlements in
1993. A similar tightening has recently taken
place in Denmark and the United Kingdom. In
the Netherlands, 90 000 recipients of unem-
ployment insurance were ‘sanctioned” in
1993 compared with around 40 000 in 1990. In
1996, more detailed proof of job-search activ-
ity was required to gain access to the means-
tested benefit in the Netherlands. Job-search
requirements were tightened in Spain in 1992;

— improving access to child-care. Some coun-
tries with relatively poor records in providing
child-care have recently focused more atten-
tion on this area. In Australia, child-care costs

are refunded in part according to parental
income, suppliers are subsidised and a third of
remaining expenditures is granted a cash
rebate. Some families pay as little as A$ 19 for
a full week of child care (12 per cent of the cost
of provision). Government expenditures on
child care now amount to A$ 1 bn (12 per cent
of expenditure on unemployment benefits).
The United Kingdom increased the earnings
which are disregarded for expenditure on child
care and has started a programme giving
vouchers to parents of young children which
can be used to purchase nursery school
places; and

— increasing in-work incomes. Tax reductions for
those on low incomes can increase net
incomes in work, although the effect on
replacement rates depends on the tax treat-
ment of benefits and the financing of the tax
reduction. An area of tax and benefit policy
which has received much more attention is the
payment of benefits or income tax credits on
condition that the recipient is in employment.
But they raise another labour market problem,
that of high marginal effective tax rates, which
is considered next.

D. THE POVERTY TRAP AND HIGH MARGINAL
EFFECTIVE TAX RATES

1. What causes high METRs?

If benefits were withdrawn as soon as earnings
rose above zero, there would be a severe disincentive
to work — the unemployment trap would be very deep.
Hence, countries withdraw benefits gradually as earn-
ings rise. In many countries, a significant number of
people with earnings continue to receive benefits
even while they are paying taxes and social security
contributions. The rate at which benefits are with-
drawn and taxes and social security contributions are
increased as earnings rise is known as the marginal
effective tax rate (METR). People facing very high
METRs have very little financial reward for increased
work hours and effort, and lose very little if they work
less. METRs can be lowered by cutting the benefit
reduction rate (BRR), but only at the cost of
extending benefit entitlements further up the income
distribution.

Table 2.4 shows that many examples of high
METRs arise from policy towards families (as in
Australia, Germany, Ireland, the United Kingdom and
the United States). Child tax allowances and universal
child benefits are paid in most OECD countries but
the budgetary cost means that they are usually not
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Table 2.4. Incidence and causes of high marginal effective tax rates (METR)
caused by cumulative benefit receipt
One-earner couples
Region where
METR METR applies Tax and benefit combinations causing high METRs
(% of APW earnings)
Australia 90% 38-62% Income tax (20%), parenting allowance (70%).
38% 62-78% Income tax (34%), low-income rebate withdrawal (4%).
104% 78-84% Income tax (34%), Medicare payments (20%), additional family payment
(50%).
85% 84-100% Income tax (34%), additional family payment (50%), Medicare levy
(1.45%).
France 78% 57-91% Revenu minimum d’insertion (RMI) disregard (50%), social security
(18.7%), Contribution sociale généralisée (CSG) (2.3%), housing benefit
(16.5% average).
Germany 89% 72-82% Milderungszone [phase out of income-tax free zone (this has now been
abolished)]: income tax (51%), social security (18.3%), housing benefit
(20%).
Ireland 105.5% 62-76% Social security (5.5%), income tax (40%), family income supplement
(60%).
Sweden 72% 147-160% Income tax (20%), social security contributions (2%), local tax (31%),
housing benefit (20%).
United Kingdom 97% 46-65% Income tax (20%), social security (10%), family credit (70%), housing
benefit (65%), Council tax benefit (20%).
80.5% 65-77% Income tax (25%), social security (10%), family credit (70%).
United States 72% 62-71% Social security (7.65%), income tax (15%), local tax (5%), food stamps

(24%), earned income tax credit (17.68% for family with two children).

Notes: 1994 systems, except for Australia and the United Kingdom (1995). Family credit is only revised every 6 months, so the long-term METR given
in the table for the United Kingdom may be substantially higher than that faced in the short term. Fewer than half of Ireland’s family income
supplement recipients are on earnings’ levels that are exposed to the METR indicated. The benefit level, once set, is not revised downwards for
12 months, even if income increases in the meantime. The long-term rate presented in the table is substantially higher than that faced in the short
term. Figures for individual taxes and benefits do not sum to the overall METR in France and the United Kingdom because benefits are withdrawn
against net, rather than gross income. The 38% rate for Australia is included to give a more complete impression of Australian METRs.

Source: OECD database on taxation and benefit entitlements.

very high. In those countries where unemployment
benefit levels are low, such payments are insufficient
to prevent child poverty, and as a result additional
child payments are sometimes made to families
receiving benefits.

To avoid the sudden loss of family income on
entering employment referred to above, two policies
have been followed. In some countries, including
Australia, Germany and New Zealand, the family pay-
ment is withdrawn gradually as income rises
(although the means tests for family payments were
eliminated in Germany in 1996). In Ireland and the
United Kingdom, a separate benefit is paid to families
in employment, which again is withdrawn as incomes
increase. In each case, the withdrawal of the benefit
leads to high METRs.

High METRs are more general, both in these and
other countries, than Table 2.4 suggests. Payments
which are means-tested on family income are often
reduced by the amount of all other income - the

METR is 100 per cent. In such circumstances, it is
sometimes said that recipients face a poverty trap —
any attempt to increase earnings has no effect on
household incomes. The numbers of benefit recipi-
ents who have exhausted their unemployment insur-
ance benefits or who, having never worked have never
contributed to unemployment insurance schemes,
have risen, leading to greater reliance on means-
tested benefits. Some of the more dramatic increases
are noted in Table 2.5. In addition, most special bene-
fits for lone-parents are means-tested.

2. High METRs and the labour market

Sometimes, it is argued that the importance of
high METRs is exaggerated. Most labour market deci-
sions are not “marginal” in the sense of working only
a few more hours, or trying to earn a slightly higher
wage. Instead they consist of large, discrete changes
in status — for example, from not working to working
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Table 2.5. Growth in receipt of means-tested benefits
(1980 = 100)

Austria (unemployment assistance)

Belgium (Minimex)

Canada (social assistance)

Finland (social assistance) (number of persons)
France (RMI)

Germany (Sozialhilfe)

Germany (unemployment assistance)
Netherlands (RWW — unemployment assistance)
Spain (assistance benefit)

Sweden (social assistance) (number of persons)

United Kingdom (income support, excluding disabled or over age 60)

United States (food stamps)

1980 1985 1990 1992
100 1233 1 067 967
1002 174b 195 252¢
1002 144 144 228¢
100 143 187 343¢
- - 100 1554
100 156 219 276
100 549 355 -
100 378 319 300
100 562 581 687¢
100 156 150 208
100 238b 178 247
100 104 104 1394

Notes: Number of households, except where noted otherwise. The French RM/ was introduced in 1989. Figures for the United Kingdom are for supplementary

benefit in 1980 and 1986.
a) 1981
b) 1986.
c) 1994.
d) 1993.
e) 1991.
Source: Eardley et al. (1996).

full-time. Where high METRs exist for only a short
range of earnings, they are unlikely to distort labour
market behaviour. But there are cases where high
METRs do matter. Where the marginal rates are high
over a relatively wide range of earnings they indicate
a breaking of the link between effort and reward which
reduces work incentives.3> One of the many country-
specific examples which could be cited concerns eld-
erly workers in Japan. Beyond the age of 60, if earn-
ings were relatively low, they could be combined with
80 per cent of the full pension. Above a certain
threshold of earnings, the amount of pension would
be reduced to 60 per cent of the full pension, and so
on. As a result, earnings of those entitled to a pen-
sion were highly concentrated just below the level
which would result in a big loss of pension. No such
pattern was observed for those with no pension enti-
tlement. People apparently do respond to the incen-
tives facing them [Seike (1994); Seike and Shimada
(1995)] and the Japanese authorities have responded
by reforming this system.

The other area where high METRs have a strong
impact on the labour market is when they affect the
most disadvantaged groups. Social assistance recipi-
ents often face METRs of 100 per cent. The conse-
quence is that it is not possible, in these circum-
stances, to increase disposable income unless a full-
time job can be found. Thus, tax and benefit systems
can interact to prevent formal part-time work, and
thereby encourage fraud and long-term benefit
dependency. METRs are particularly important in
three policy areas: the poverty trap; the use of

employment-conditional taxes and benefits; and the
taxation of the family.

The poverty trap

Two problems arise in the application of means-
tests to families receiving social assistance. First,
after work-related expenses, the family can find itself
with reduced disposable income if one member
undertakes low-paid or part-time work. This is a “pov-
erty trap”: income is low, but a few hours of work
might leave them worse off than relying on benefits
as the sole source of family income. In the absence of
full-time work, they are discouraged from any contact
with the labour market. Lack of contact with the
labour market over a long period reduces the effec-
tiveness with which people can search for jobs, while
there is an increasing risk that employers will regard
such individuals as “unemployable”. A study of AFDC
recipients in the United States concluded that,
after taking account of work expenses, METRs can be
more than 100 per cent, with “pernicious” effects
[Giannarelli and Steuerle (1994)].

The second problem is that the incentive for one
member of the family to work is affected by the labour
market position of other family members. The earn-
ings of one spouse reduce the benefit entitlement of
the other. This has long been recognised as a prob-
lem in countries with extensive means-testing, such
as Australia and the United Kingdom [Scherer
(1978)]. Disincentives in the benefit system are not
the sole cause of the strong correlation between
spouses’ employment. Spouses usually have similar
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educational profiles and, of course, are usually
searching for jobs in the same local labour market.
However, econometric analyses in Germany, the
Netherlands and the United Kingdom,3¢ controlling
for characteristics which might explain wives’ partici-
pation rates, suggest that the shortfall in employment
rates of women married to unemployed men cannot
always be explained by these factors alone.

If earnings’ potential is low, more than one wage
may be necessary to lift families off benefit income.
But the structure of the benefit system may mean
that, if one member of a household is unemployed,
other members may have little incentive to work. To
get out of this trap, both members of a couple must
find a job simultaneously. Hence, poorly-designed
means-tested benefits run the risk of polarising the
population into so-called ‘“work-rich” and *“work-
poor” households. In the former, at least one member
of the household works and the other faces high
incentives to work as well; in the latter, the incentive
to work of both spouses is low.

Recent reforms in Australia have addressed this
problem by giving each partner in a household where
neither partner has a high level of earnings an indi-
vidual benefit entitlement and reducing the METR
below 100 per cent.3” The Australian White Paper
(1994, p. 187) put it thus: “The major rationale for
moving towards individual entitlement is that it
would encourage greater and more effective job
search by both partners of a married couple. This
would respond to the fact that many of the job oppor-
tunities are more likely to be gained by women than
men given the increase in part-time work and the
greater increase in jobs in traditionally female areas
of the labour force.” Similar effects can be achieved
by employment-conditional benefits paid to those
with low incomes. Increasingly, recipients of Family
Credit in the United Kingdom are not the unem-
ployed finding low-paid jobs, but spouses in two-
earner couples when one partner loses a job [Marsh
and McKay (1993)].

Employment-conditional benefits and tax credits

The distinguishing feature of employment-
conditional tax credits and benefits is that they are
income-tested, but payable only to those in work.
These benefits are designed to shift the balance
between incomes in and out of work to encourage
labour force participation. By phasing out the benefit
as earnings rise, resources are wholly targeted on
low-paid workers. This is difficult to achieve with
other policy instruments such as changing the struc-
ture of income tax or social security contributions.
This phasing out, however, means higher METRs
reach further up the earnings’ scale, reducing work
incentives for those already in work. Table 2.6 gives a

brief description of the main examples of such bene-
fits in OECD countries.

In the United States, the value of the EITC
(Earned Income Credit) increases as gross earnings
rise, reaches a plateau at the maximum credit and is
then phased out at higher earnings. Around 3.5 mil-
lion families will lie in the phase-in range when the
extensions of the credit envisaged in the Omnibus
Budget Reconciliation Act 1993 are fully imple-
mented. The mean marginal rate from the federal
income tax and social security contributions will be
minus 21.3 per cent (i.e. a credit). For the 2.5 million
families on the plateau, the marginal rate is
unchanged (averaging 17 per cent), but marginal rates
for 9.8 million families in the phase-out region are
increased to around 44 per cent [Holtzblatt et al.
(1994)]. Many more families face higher marginal
rates than lower as a result of the EITC. This creates
an incentive for workers to reduce their hours of work.
However, by increasing net income in work at all
levels of earnings up to the end of the phase-out, the
effect on the incentive to take a job is unambiguously
positive. Canada introduced a more modest tax credit
for working families with children as part of a more
general reform of child support in 1993. In addition,
the province of Quebec operates a generous employ-
ment-conditional benefit: Aide aux parents pour leurs
revenus du travail, APPORT.38

The Irish employment-conditional benefit, Fam-
ily Income Supplement (FIS), in contrast to the
American one, tends to be received by those in the
middle of the income distribution. As a poverty-pre-
vention measure, it is less well targeted. Because of
this, FIS raises METRs substantially. Its interaction
with income tax and social security contributions
allows METRs to exceed 100 per cent. But FIS also
enhances the incentive to take a job. Microsimula-
tions which assume full take-up of FIS (an important
assumption, as discussed in Box 3), suggest that
replacement rates are reduced substantially (by over
10 percentage points) for 8 200 families; 6 400 see a
reduction of 5 to 10 percentage points and 11 900 see
a smaller reduction compared with a system without
this benefit.39

The employment-conditional benefit in the
United Kingdom requires claimants to work 16 hours
or more, while social assistance is restricted to those
working fewer than 16 hours. The net cost of Family
Credit, taking account of reduced receipt of other
benefits, is two-thirds of the gross expenditure shown
in Table 2.6. The effect of Family Credit on incentives
follows the pattern in Ireland and the United States.
METRs are increased for four-fifths of the 0.5 million
recipients to 70 per cent or more. Replacement rates
are reduced for nearly all recipients. However, about
250 000 two earner couples who together earn just
too much to be eligible for Family Credit have a



Table 2.6. Employment-conditional tax credits and benefits

Name

Cost

Number of recipients
Average receipt
Responsible department
Maximum benefit
Minimum earnings

Phase in rate

Earnings when phasing out begins

Withdrawal rate

Minimum hours worked

Family type

Canada

Ireland

Italy

New Zealand

United Kingdom

United States

Child tax benefit

C$250 m = $200 m
0.7m

C$357

Tax administration
C$500 pa

C$3 750

8%

C$20 921

10% of gross income

No limit

Families with children

Family income
supplement

Ir£21.3 m = $33.9 m
11 000

Ir£1 925 = $3 075
Social welfare

b

None

None

Immediately

60% of gross income

20 hours (19 from
July 1996)

Families with childrend

Family benefits
for employees?

L5 763 bin = $3.76 bin

Social security

L2.76 m pa
d

None

L15 984 m

10% of gross income

No limitf

Families receiving
unemployment benefit

Independent Family
Tax Credit (IFTC,
to be introduced)

NZ$210 m = $142.7 m
150 000

Nz$27

Tax administration

NZ$15 pw (per child)

18% between NZ$20 000
and NZ$27 000, 30%
above®

Family credit

£1.1 bin = $1.7 bin
05m

£2 400 = $3 800
Social security
£67.80 pwe

None

None

£73 pw

70% of net income

16 hours. Supplement
for 30 hours or more.

Families with children.

Pilot scheme for
childless

Earned income tax credit
(EITC)

$26.7 bin

19m

$1 450

Tax administration

$2 152/$3 556/ $323 pa
$0

34/40/7.65%

$11 610/$11 610/
$5 280 pa

16.0/21.1/7.7% of gross
income

No limit

First figure is for
1-child families, 2nd
for 2 or more children,
3rd for no children

Key: m = million

bin = billion pa = per annum pw = per week

Notes: Data on the entitlement rules refer to 1995 except for New Zealand (IFTC, 1997) and the United States (1996). Data on costs, number of recipients etc. refer to 1993 for Canada and Ireland, 1990 for Italy and 1994 for the

United Kingdom and United States. IFTC figures for New Zealand are forecasts for when the scheme is fully implemented in 1998-99. The pre-existing Guaranteed Minimum Family Income, which is a smaller employment-
conditional payment, will continue to be paid. The GMFI is paid to lone parents working more than 20 hours and couples working more than 30 hours. The maximum benefit is around NZ$110 per week. The difference between
family income and NZ$320 is paid. As all eligible families receive family benefits, and there is a minimum wage of around NZ$6.25 per hour, maximum benefit for lone parents is around NZ$110, substantially less (around
NZ$30) for single-earner couples. It has approximately 5 000 recipients. It is operated through the tax administration. Figures for the EITC are total programme costs including the outlay on repayments and the tax expenditure
component (the reduction in tax liabilities).

In addition to this payment, Italy has income-related tax credits for dependent spouses and children.

Payment is 60 per cent of the difference between family income before tax and a weekly threshold of Ir£165 plus Ir£20 per child with a minimum payment of Ir£5.

Rates depend on age and number of children. The above figure is for 2 children aged under 11 years old.

Ordinary unemployment benefit only lasts for 6 months in Italy, so the allowance operates de facto as an employment-conditional benefit.

IFTC and Family Support are subject to the same means test.

At least 70 per cent of family income must be from earnings (or pensions).

There are other employment-conditional benefits in Ireland. The part-time job incentive scheme is open to the long-term unemployed (15 months or more) who work for less than 24 hours a week. A flat-rate payment (Ir£40 per
week for singles, Ir£66 for one-earner couples) is paid where this is more beneficial than means-tested unemployment assistance. The Back-to-Work Allowance is paid to the long-term unemployed (1 year or more) who are
aged 23 years or more and to lone parents (no age limit) where the person takes up self-employment or a new job (i.e. additional in the economy). 75 per cent of the standard means-tested unemployment or lone parent
assistance are paid in the first year, 50 per cent in the second year and 25 per cent in the third year.

Sources: United Kingdom Department of Social Security (1994); US House of Representatives (1994b) and information supplied by national authorities.
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reduced incentive to work. If one of them were to
leave their job, the family would be entitled to Family
Credit and net family income would be little reduced.
Incentives for those out of work to take a low-paid job
are increased.

Employment-conditional credits and benefits
(and indeed all benefits paid to those in work) involve
a trade-off between increasing the incentive for peo-
ple to take a low-paid job and encouraging those in
work to reduce their hours of work. Evaluating this
trade-off is an empirical question. Simulations by
Scholz (1996) suggest that the increase in employ-
ment as a result of the EITC in 1996 will be around
350 000. The proportion of lone parents working will
increase by 6.6 percentage points [see also Dickert,
et al. (1995)]. A smaller, 0.4 percentage point, rise is
predicted for married couples, since one partner in
most couples already works. For secondary earners, a
small reduction in participation results because their
additional earnings often take a family into the
phase-out range, thus reducing the credit received.
Scholz also estimates the reduction in hours among
those working in response to the higher METR. With
an assumption about the hours of those encouraged
to take jobs, he estimates that the negative effect on
current workers offsets around one third of the effect
of increased participation. On balance, the EITC
increases aggregate hours worked (by around 90 mil-
lion hours in aggregate). Similar results were found
by Eissa and Liebman (1995) in their analysis of the
1987 expansion of the EITC.40

The hours rule for Family Credit in the United
Kingdom was reduced from 24 to 16 hours in 1992.
Dilnot and Duncan (1992) investigated the effect of
the new incentive to work between 16 and 24 hours.
They found that over 4 per cent of lone parents would
increase their labour supply, many of whom were not
working previously. Three per cent of lone parents
would reduce hours, mainly Family Credit recipients
moving from above the old ceiling to between 16 and
24 hours.

Policy reforms are often discussed on the basis
of their aggregate effects. If the hours worked by
those entering employment as a result of a policy
reform exceed the reduction in hours worked by those
already in employment, a policy reform is judged to
be a good one. The above discussion suggests that
existing employment-conditional benefits and tax
credits probably would pass a criterion of success
defined on this basis, but only just. However, using
aggregate hours as a way of determining policy desir-
ability implies that the distribution of hours worked is
of no interest. For both social and labour market
reasons, it may be desirable to introduce reforms
which promote employment of those who would oth-
erwise be excluded from the labour market, even if
the net effect is to reduce total labour supply. On this

latter basis, it is rather clearer that such policies can
be desirable.

Even so, caution is required about using such
policies for two additional reasons. First, the benefits
reduce the difference between the net incomes of
those with low skills and those with high skills, reduc-
ing the incentive to invest in education and training.
Second, a general payment to those with low earnings
may lead to lower wages as a result of increased
supply of low-wage labour in response to the benefit.
There are two ways of viewing such an effect. One is
that, although this will reduce the incentive effect on
individuals, it will indirectly reduce the cost of hiring
low-wage workers, potentially promoting their
employment. The other is that wages may be reduced
below the value of the labour supplied, artificially
boosting the profits of employers of low-wage labour.
Concerns of this sort have led to suggestions that
employment-conditional benefits should be com-
bined with a minimum wage so as to prevent exces-
sive reductions in wage rates.*!

There are grounds for believing that employ-
ment-conditional benefits have had positive effects in
the countries where they already exist. Whether this
means that they can be introduced in other countries
with equal success is far less clear. To be worthwhile,
the benefit must raise in-work incomes for low-wage
families significantly above out-of-work incomes. But
on grounds of cost and because of the effects of high
METRs on work incentives, the benefit must be fully
withdrawn from earnings which are received by the
bulk of the working population. These constraints
suggest that employment-conditional benefits will be
most successful in countries where benefits are low
relative to average earnings and/or the earnings’ dis-
tribution is wide.

These results, however, fail to take into account
the issue of how exactly the employment-conditional
benefit or credit is designed. Policy design, including
whether the payment should be made through the tax
or benefit system, may be crucial to the success or
otherwise of the policy (see Box 3).

3. Tax and benefit systems and part-time work

Unemployment benefit systems were introduced
when part-time work was not a major feature of the
labour market. Policy towards part-time work oscil-
lates between competing views. One view holds that
it is desirable to encourage part-time work as a way of
keeping benefit recipients in touch with the labour
market. This suggests that paying benefits to supple-
ment part-time earnings may be appropriate. On the
other hand, the benefit system is intended to support
those who cannot support themselves. By providing a
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Box 3
The design of employment-conditional tax credits and benefits

Transparency: the impact of employment-conditional benefits depends on workers correctly perceiving the
change to their net income received at a particular level of earnings. In the United States, fewer than 1 per cent of
recipients use the advance payment option enabling their employers to pay the credit through the year. The credit
is therefore mainly received as a tax refund after the year end. Although this occurs in part due to ignorance of the
option, in many cases people were unwilling to ask their employer for a regular payment or were concerned that
they might have to re-pay the credit at the year-end if their circumstances changed [US General Accounting Office
(1992)]. Given the marginal rate structure resulting from the credit, fluctuating income and non-cumulative
withholding of income tax, the fear of over-payment is justified [Alstott (1994, 1995); Holt (1992)]. Over half of EITC
(Earned Income Tax Credit) recipients also rely on professional assistance in preparing their income tax returns, so
may not understand the relationship between their work effort and net incomes [Olson and Davis (1994)]. The new
Independent Family Tax Credit in New Zealand will either be received fortnightly with Family Support or paid at the
end of the year as a lump-sum tax credit. The link between the end-of-year credits in these schemes and work
experience during the year is not likely to be clear. In contrast, payments made through the benefit system may be
more transparent although there may be a trade-off with benefit take-up [Whitehouse (1996).]

Take-up: if people do not claim their in-work benefit entitlement, due to stigma, costs of claiming or
ignorance, then again the beneficial effect on incentives is lost. Assessment for taxation is automatic and private
compared with claiming means-tested benefits. In the United States, a taxpayer will be informed by the Internal
Revenue Service if they have filed a return appearing to be eligible for the EITC but have not claimed it. Empirical
studies tend to show EITC take-up of over 80 per cent [Scholz, (1990, 1994)]. The figures for means-tested benefits
are much lower: for food stamps, the rate is 59 per cent [US House of Representatives (1993)]. Similarly, Family
Credit and Family Income Supplement suffer from less than full take-up. The take-up rate is around 25 per cent in
Ireland [Callan et al. (1995)]. In the United Kingdom, it has risen from a little over 50 per cent when Family Credit
was introduced in 1988 to around 80 per cent now [UK Department of Social Security (1994)].

Non-compliance: take-up of the EITC exceeds the number of families eligible. The IRS (Internal Revenue
Service) conducted a study of 1 000 EITC claimants who filed electronically in a two-week period in January. (These
taxpayers may not be typical, because the majority file paper returns and the filing season extends into April.) The
study found that the total credit paid out exceeded entitlements by 26 per cent. The study did not take account of
IRS enforcement work or recent modifications to the EITC. If these changes are included, the rate of over-claim falls
to 19 per cent. It has been suggested that the EITC is vulnerable to deception [Steuerle (1993); Yin and Forman
(1993)]. The benefit means-testing process is often more rigorous than a tax audit. A problem with Family Credit is
that once a claim is settled, the resulting entitlement is paid for six months regardless of fluctuations in income.
The initial assessment covers earnings over a period of six weeks. This opens the scheme to deliberate manipula-
tion of earnings to ensure eligibility, with no reassessment for six months. There is no evidence on the degree of
manipulation, but estimates suggest that one half of recipients would not be eligible given their current income
[Fry and Stark (1993)].

Assessment of entitlement: tax and benefit systems operate very different sets of rules about the unit of
assessment (individual or family), period of assessment (weekly, monthly, annual), the definition of income and
the treatment of wealth. Using the family as the unit of assessment targets help on those with high replacement
rates. Under an individual system, women married to relatively well-off men, for example, would be eligible,
although they face few work disincentives from the tax and benefit system. Hence, most of these schemes are
focused on families with children. In the majority of OECD countries, individual assessment of income tax and the
fact that tax authorities do not collect information on children would preclude use of the tax system to implement
an employment-conditional payment. The definition of income for tax purposes is often less comprehensive than
the one used in assessing benefits. The EITC is assessed against gross earnings and “adjusted gross income”
(taxable income), which excludes certain income sources which are exempt from income tax (such as a portion of
social security and interest from municipal bonds). According to the United States General Accounting Office
(1995), including all social security benefits, tax-exempt interest and non-taxable pensions in the measure of
income used to determine EITC eligibility would save almost 6 per cent of total expenditure. But it would add
significantly to the burden of administering the income tax [see also O'Neil and Nelsestuen (1994)]. From 1996,
taxpayers will be ineligible for the EITC if income from interest, dividends, rents and royalties exceeds $2 350,
excluding around 3 per cent of EITC recipients. The US General Accounting Office (1995) concluded that operating
a wealth test in the EITC would be “impractical”. In contrast, means-tested benefit systems can successfully
operate assets tests (including Family Credit in the United Kingdom and AFDC in the United States).

(continued on next page)
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(continued)

In-work benefits and wages: if gross wages are relatively sensitive to changes in taxation, wage rates will fall in
response to employment-conditional benefits. The benefit will in effect act as a wage subsidy. If wages adjust fully,
then net incomes in work are unchanged, and no labour supply response can be expected. Due to the shift in
labour costs, a demand-side response may occur, however. There is no empirical evidence of whether this is the
case. Attitudinal evidence in the United Kingdom suggests that employers are insufficiently aware of the structure
of Family Credit for it to have a direct effect on the setting of wages or hours of work [Callender et al. (1994)]. There
may, however, be an unconscious response to increased labour supply at low wages.

sustainable alternative to full-time work or unemploy-
ment, labour supply may be reduced.

Increasingly, policies have been aimed at reduc-
ing the resulting disincentives. For example, those
currently receiving the Revenu Minimum d’Insertion
in France face a withdrawal rate of 50 per cent of
earnings. Employers’ social contributions are also
reduced by 30 per cent for some categories of part-
time workers. In Germany, an unemployed person
(who was formerly in full-time employment) is
allowed to work up to 18 hours per week with half of
his pay deducted from benefits. Denmark allows a
recipient of social assistance to earn up to
DKr 2 000 per month for 6 months after 3 months
benefit receipt. Subject to certain limits, half of all
earnings of the unemployed in the United Kingdom
are paid as a re-employment bonus when they find a
full-time job. Ireland has a part-time job incentive
scheme paid to those receiving the long-term rate of
unemployment assistance who work for less than
24 hours a week. In Canada, provinces disregard some
earnings (typically C$ 50 to C$ 200 per month,
depending on family size) in the social assistance
means-tests. The first $90 per month is disregarded
from AFDC benefits in the United States, with a fur-
ther $175 per month available for childcare expenses.

In many of these cases, special rules allowing
part-time work to be combined with benefits are lim-
ited to those who were previously unemployed.
Australia has gone further and allows those who were
working full-time and whose hours have been suffi-
ciently reduced to be entitled to means-tested benefit
(although benefit entitlement remains conditional on
availability for full-time work if it is offered). About
15 per cent of Australian unemployment benefit
recipients work part-time.

Table 2.7 illustrates the effects of the various
disregards and special schemes that apply to part-
time work. It is assumed that an unemployed person
with a family and two children works two days a week,
earning two-fifths of the APW level of earnings (other
assumptions are as in Table 2.1).

The first year of unemployment in Ireland, in
Norway when social assistance is received, and in the
United Kingdom when less than 16 hours are worked,
all follow the “traditional” social assistance model.
Apart from (small) earnings disregards, there is no
immediate financial incentive to work part-time.42 In
other cases, the features of the benefit system men-
tioned above have an impact. Hence, the incentive
to work part-time is sometimes significant, for
example, in Australia. But the trade-off is apparent:
the higher is the incentive to work part-time, the less
attractive is full-time work.

The effective administration of job-search tests is
important when there is an incentive to work part-
time. The experiences of Belgium and Norway illus-
trate the problems caused by increasing the attrac-
tion of part-time relative to full-time work. Both
employers and employees altered their behaviour to
take advantage of the possibility of working part-time
while claiming benefit. The result was “a costly
growth in the incidence of part-time work among peo-
ple who would otherwise be working full-time” [OECD
(1994b)]. Both countries have since attempted to
reduce such unintended use of the benefit system.
New Zealand has recently experienced rapid growth
in part-time and seasonal employment. Administra-
tive measures and an extension of the waiting period
for re-qualification for benefits are being used to pre-
vent inappropriate combinations of these work pat-
terns with benefit receipt. In the United Kingdom,
Family Credit is paid to those who work at least
16 hours. A supplement has recently been introduced
for those working 30 hours to provide an incentive to
move beyond part-time work.

One partial response to the dilemma of wanting
to promote part-time work without unnecessarily dis-
couraging full-time work is to recognise that for some
groups, such as lone parents, part-time work may be a
more realistic option than full-time work. Benefit sys-
tems could be adjusted so that benefit reduction
rates for these groups are lowered, increasing the
incentive to take part-time work, albeit at the cost of
making full-time work less attractive [Duncan and
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Table 2.7. The incentive to work part-time for an unemployed person with two children
Percentage of net income
in full-time work
Benefit Part-time worker
Fully unemployed Ei;r?m?tizlrg ep\?vcegilr;/ t
wages

Australia Job-search allowance 71 86
Denmark Unemployment insurance 83 88
Germany Arbeitslosengeld (unemployment insurance) 78 92
Ireland Unemployment insurance/unemployment assistance 64 64
Unemployment assistance/part-time job incentive 64 84
Netherlands Unemployment insurance 84 91
Social assistance with disregard 80 91
Social assistance without disregard 80 82
Norway Unemployment insurance 73 84
Social assistance 83 84
Spain Unemployment insurance 74 85
United Kingdom  Income support (less than 16 hours work) 74 78
Family credit (more than 16 hours work) 74 79

Notes: Incomes are expressed as percentages of net incomes in full-time work at APW wages. Figures are for a couple with 2 children. An earnings disregard of
15 per cent of benefit is applied for a maximum of 2 years in the Netherlands. Thereafter, there is no earnings disregard.

Source: OECD database on taxation and benefit entitlements.

Giles (1996)]. Similarly, METRs for the long-term
unemployed on the first segment of earnings could
be reduced to encourage them to maintain contact
with the labour market even where it is not possible
to lift someone fully off benefit.

Similar issues are raised by ‘“short-term work”
— temporary, often casual employment. An earnings
credit scheme, as recently introduced in Australia,
can help make such work worthwhile for the long-
term unemployed. Each benefit assessment period’s
earnings disregard can be accumulated (up to a cer-
tain limit). When someone who has been unem-
ployed gets a short-term job, they can use this cumu-
lated disregard to reduce the impact on their benefit.
In the same way that means tests must trade-off
incentives to part-time work with disincentives to full-
time work, an earnings credit must trade-off incen-
tives to occasional casual work with some disincen-
tives to continuing work.

4. Policy responses to reduce high METRs
and tackle the poverty trap

High METRs have become more important as a
policy issue. First, increasing numbers of people are
receiving means-tested benefits, in part because of

tightening of the conditions for receipt of insurance
benefits. Second, social policy concerns have meant
that unemployment benefits are supplemented by
child benefits or family allowances. Extending these
latter benefits to those in work on low earnings to
avoid sharp falls in income on entering employment
have extended the range of high METRs. Third, the
desire to ensure that there is a financial incentive to
work has resulted in a recourse to employment condi-
tional benefits in some countries.

The consequences of these developments have
been disincentives to work part-time and/or for
spouses of the unemployed to work. Recent policy
reforms have sought to reduce these disincentives:

— earning while receiving benefits. Some coun-
tries have increased the amount which can be
earned before means-tested benefits are
reduced or otherwise altered the benefit sys-
tem to permit a modest amount of part-time
work. These earnings disregards provide an
incentive for those on social assistance to
maintain a link with the labour market. Such
reforms have taken place in Australia, Canada,
Denmark, Ireland, the Netherlands, New
Zealand and the United Kingdom. Benefits
specifically for those in part-time work have
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been introduced in Ireland. However, Belgium
and Norway have restricted the extent to which
part-time work and benefits can be combined,
in order to curb abuses. Italy provides direct
subsidies to employers and reductions in
employers’ social security contributions, and
France has recently extended its contributions
exemption for part-time work. Spain reduces
employer contributions for some categories of
part-time work;

— reducing the prevalence of high METRs. Taxes
on low earnings have been reduced in several
countries (Denmark, New Zealand, the United
Kingdom), but budgetary constraints limit the
possibilities of extending this and many other
policies. Benefit reduction rates for older work-
ers have been cut sharply in Japan. The current
reform in New Zealand will lower the reduction
rate from 70 to 30 per cent over a NZ$ 100
earnings range for lone parents and invalidity
benefit recipients; and

— ensuring women married to unemployed men
have an incentive to work. Australia has
reduced very high METRs by individualising
the benefit system. Some incentive to work is
retained by the spouses of the unemployed,
even where they are in receipt of means-tested
benefits. A similar effect is achieved through
employment-conditional benefits, as in Ireland
and the United Kingdom, which reduce the
incentive for both spouses to leave employ-
ment when one becomes unemployed.

E. CONCLUSIONS

If work does not pay, people will be reluctant to
work. For the majority of the population in the OECD
area, there are clear, immediate, financial incentives
to work. But such incentives may be lacking for many
people with low potential wages, particularly if they
have children. Some will work in spite of this, because
work experience improves long-run job prospects or
for other reasons. Nevertheless, for these groups,
social and labour market goals may clash. Benefits
need to be high enough to ensure income is ade-
guate, but this may mean that taking a job brings
little or no extra income, trapping families in a cycle
of dependency.

Two problems caused by tax and benefit systems
were considered in this chapter. The first is the
“unemployment trap” which occurs when benefits are
high compared with expected incomes when working.
The second problem is the “poverty trap”: low-wage
workers have little immediate financial incentive to

increase their hours worked. Also, the incentive to
work part-time or to invest in education and training
to move up the wage ladder is blunted.

There are no easy or obvious solutions to these
two problems. Cutting benefits is the simplest way of
increasing the incentive to work, but it is not necessa-
rily the best and the social costs may be unaccept-
able. If benefits are reduced to an inadequate level or
if job-search is inefficiently short, poverty may
increase. Few countries have opted for more than
marginal cuts in benefits. Nevertheless, if benefits are
higher than potential in-work incomes, long-term
benefit dependency out of work may be encouraged.
The benefit level may need to be cut. In addition, the
duration of earnings-related benefits should be
designed to encourage reappraisal of acceptable
wages by those who do not rapidly find work.

Another potential solution which has attracted
much interest in recent years, is employment-condi-
tional tax credits or benefits. These can reduce the
unemployment trap by increasing in-work incomes for
the low-paid at lower budgetary cost than general tax
cuts. But such policies are not appropriate every-
where. The wider is the earnings’ distribution and the
lower are METRs before introducing the benefit, the
greater is the likelihood that employment-conditional
benefits will increase aggregate labour supply. These
schemes are best limited to families with children
because they usually have higher benefit entitlements
and therefore smaller work incentives.

Two areas where balancing the various objectives
of tax and benefit systems is particularly difficult are
the benefit position of spouses of unemployed per-
sons and the combination of part-time work with ben-
efit receipt. The number of recipients of means-tested
benefits has increased rapidly in nearly every OECD
country because of failure to qualify for, and exhaus-
tion of, insurance benefits, growth in youth unem-
ployment and in the number of lone-parent families.
Depending on the design of the means-test, it can
reduce the incentive to work part-time or for low earn-
ings not just by the unemployed person but also by
their spouse. Means-tested benefits should be
designed so that each member of the household has
an incentive to work, e.g. by separating benefit enti-
tlements for individuals. Part-time work which pro-
motes contact with the labour market should be
encouraged for those such as lone-parents or the
long-term unemployed for whom full-time work may
not be a realistic option. Allowing part-time work to
be combined with reduced benefit receipt for a lim-
ited period will help such groups. But experience sug-
gests that it is important to maintain tight controls
on part-time unemployment benefits to guard against
abuses.

Tax and benefit systems are pursuing multiple
objectives, including, inter alia, raising revenue;
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insuring against labour-market risk; supporting fami-
lies without resources; and trying to preserve incen-
tives to work. It is inevitable that not all of these
goals can be achieved simultaneously. But this chap-
ter has identified avoidable barriers to employment
caused by administrative complexities, poor integra-
tion of the various parts of the tax and benefit sys-
tems and badly designed means-tests. It has also

indicated several policy areas where policies will
increase employment opportunities for the most dis-
advantaged, but reduce work incentives for the major-
ity. The social and labour market consequences of
permanently excluding a significant minority of the
population from the world of work are apparent in too
many OECD countries for such policies to be
spurned.
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Notes

This chapter is based on a larger report to be published
later this year under the title “Making Work Pay: A
Thematic Review of Taxes, Benefits, Employment and
Unemployment”.

The effects of taxation on labour costs are discussed in
OECD (1995a).

In the United States, the proportion of “traditional”
households (couples with the husband as sole earner)
has declined from 70 to 20 per cent since 1940. Two-
earner households have increased from 9 to 40 per cent
[Hayghe (1990)]. The number of lone-parent families
has doubled in almost all OECD countries since the
early 1970s and accounted for 15 per cent of all families
with children in 1990-1991 [OECD (1993); Ermisch
(1990); Eurostat (1995)].

“This comparison [between unemployment benefits
and aggregate unemployment rates] suggests that,
although there is not an immediate statistical link
between unemployment rates and unemployment ben-
efit entitlements, the hypothesis of a longer-term link is
plausible [OECD (1994 b)].” However, using the same
data, Blondal and Pearson (1995) find that the index is
also statistically linked with labour force participation.
Higher benefits encourage labour force participation.
Hence, there is no statistically significant effect of the
index on the employment to population ratio.

Table 2.1 considers the first month of unemployment.
The index in Chart 2.2 relates to an average of replace-
ment rates over time. Otherwise, the benefits included
and their calculation are same.

Countries with no benefit payments for housing costs
are Belgium, Ireland (although an element can be
added to Social Welfare payments), Italy and the
United States (although local schemes exist).

It is assumed that housing costs are always 20 per cent
of gross APW earnings regardless of the income level or
family type. This approximates to actual average hous-
ing costs across the OECD area, but may not be repre-
sentative of the housing costs of families on benefit in
any one country. Replacement rates are expressed
before housing costs. In this respect, the income defini-
tion differs from that adopted by the Seven Country
Study (1996) which uses an income concept net of
housing costs including utility costs, and that of the
Dutch Central Planning Bureau (1995), which uses an
income concept net of housing costs and private medi-
cal insurance. As discussed in Martin (1996), these dif-
ferences in the income definition account for nearly all
the large variation in net replacement rates reported in
the different studies for certain countries.

Even so, countries have recently recognised the
problems caused by having social assistance at a level

10.

11.

12.

13.

14.

15.

higher than unemployment insurance. The maximum in
Denmark, for example, is limited now to 90 per cent of
the maximum Ul benefit.

. For example, in the United Kingdom, someone working

16 hours per week at £5 per hour would earn £80 gross.
A lone parent would typically be entitled to benefit
income of £133 per week, so there would be little incen-
tive to work. However, with the employment-
conditional benefit, Family Credit, worth in this case
£68 per week, the replacement rate drops dramatically
to 65 per cent. Employment-conditional benefits must
be withdrawn from those with higher incomes leading
to high marginal tax rates (in the United Kingdom case
above, the marginal tax rate would be over 86 per cent).
See United Kingdom DSS (1995) for full details of the
United Kingdom tax and benefit system.

For more detail on benefit transitions in some coun-
tries, see the Seven Country Study (1996).

Those aged over 45 also have a longer duration of
benefit.

Although theoretically unlimited, in practice unemploy-
ment insurance in Belgium may be limited to one-and-
a-half times the average duration for similar unem-
ployed people.

There is relatively little evidence on what happens
when people actually change labour force status, but
what evidence there is confirms the picture given in
this chapter. The results of a study of how much people
actually gained when they moved into employment
from being without work in the United Kingdom
showed that most gained a large amount, the mean
difference between earnings and benefits being £69 per
week. However, 3 per cent of the sample were worse-off
in work than when unemployed, and a third of females
earned less than 20 per cent more than they received in
benefit. When considering the benefit/earnings ratio
(approximately the same concept as replacement rate),
high ratios were predominantly found in those families
with children and who get housing benefit.

Definitions of employment status, family type, earnings
and taxation have been standardised as much as possi-
ble. Nevertheless, insofar as sample sizes differ; the
year of the data underlying the models differ; and other
features of the models cannot be made identical, the
estimates are not strictly comparable. For more details
of the models and the procedures followed, see OECD
(forthcoming).

Italy is an exception: microsimulation analysis points
to much higher replacement rates than in the stylised
cases. This reflects both the complexity of the Italian
benefit system and, in particular, the treatment of the
mobility allowance, the Cassa Integrazione Guadagni
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16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

Straordinaria and employers’ social security contribu-
tions [see OECD (forthcoming)].

The replacement rates are “individualised” (otherwise
known as average effective tax rates). They are the
change in net family income as a percentage of the
change in earnings as employment status changes. The
replacement rate is calculated for the first week of
unemployment, ignoring waiting periods. In the
absence of evidence to the contrary, it is assumed that
previously employed individuals qualify for unemploy-
ment insurance [see OECD (forthcoming)].

Very high (over 100 per cent) replacement rates are
often the result of special provisions in the benefit
system. For example, in Norway the benefit level is
based on income in the previous year or the average of
the income over the past 3 years. A decline in earnings
can leave the benefit based on the latter rule appearing
to be relatively high. Furthermore, older workers are
entitled to a minimum benefit based on a wage level
which may be higher than their current earnings, again
resulting in high replacement rates.

Those not working include the unemployed and those
who are non-employed but who are in a position to
work. They exclude students in full-time education and
those in receipt of invalidity or early-retirement
benefits.

Austria, Finland, Greece, Iceland, Italy, Japan,
Luxembourg, Netherlands, Norway, Portugal, Sweden
and Switzerland.

See Blondal and Pearson (1995) for an econometric
examination of the effects of non-employment benefits
on unemployment, employment and labour force par-
ticipation rates.

An Irish study suggests that the value of the non-cash
benefits (medicard, butter, footwear and fuel) is nearly
IRE 12 per week for a couple with two children. This is
10 per cent of the cash assistance the family can receive
[Irish Department of Enterprise and Employment
(1996)].

Garman et al. (1992) found that two-thirds of the unem-
ployed in the United Kingdom reported average travel-
to-work costs of nearly 7 per cent of earnings. Of the
unemployed moving into a job, 18 per cent reported
increased expenses, mainly one-off, “back-to-work”
costs, such as tools or clothing.

Over four-fifths of the unemployed reported regular
job-search expenses averaging £5 per week in the
United Kingdom [Garman et al. (1992)]. Typical weekly
job-search costs in Ireland are IRE 6.40 per week [Irish
Department of Enterprise and Employment (1996)].

The largest deduction is in Norway (nearly 14 per cent
of APW earnings). Generally, deductions are 3-7 per
cent of APW earnings [OECD (1995¢)].

For example, in Canada these are limited to two-thirds
of earnings and C$ 5 000 for children under 7 and
C$ 3 000 for children aged 7 to 14 (1994 figures). In the
United Kingdom, employer-provided child-care has not
been taxed as a benefit-in-kind since 1990.

These family types were not included in Table 2.3 in
order to retain comparability with the single-earner

217.

28.

29.

30.

31.

32.

33.

34.

35.

36.

family cases discussed in more detail in Table 2.1.
However, the size of the barriers to work caused by
child-care costs are similar to those indicated in
Table 2.3.

The tax system can also reduce the cash-flow returns to
working. In most OECD countries, personal income tax
is withheld from earnings at source at a rate which will
approximate at year-end the annual tax liability. If
someone enters employment after a period of receiving
benefit, there will be an over-retention of earnings at
source in a progressive tax system. There will eventu-
ally be a repayment of the excess tax paid, but, in the
meantime, the cash-constrained individual has in effect
been obliged to give a loan to the government.

See O'Leary et al. (1995) and Meyer (1995) for a sum-
mary of these experiments and their results.

For example, Corden and Craig (1991) report that no-
one they interviewed who had taken a low-paid job in
the United Kingdom had calculated how much Family
Credit to which they were entitled.

Sometimes such suspicion is justified. Current benefit
provisions in the United Kingdom mean that many of
those who leave benefit for a job, which they subse-
quently lose, will find that they receive less housing
benefit than before.

The head of the Commission of the French Assembly
investigating the use of public funds to promote
employment noted that the first role of the commission
would be to identify all such schemes. He stated that
“if we, who are supposed to be competent, don’t know
[which schemes are available], how can an employer
know about them? Therefore, he does not use all the
schemes which are in theory available to him” (Michel
Péricard, translation of remarks reported in La Tribune
Desfossés, 22 March 1996). Few employers understand
how Family Credit works in the United Kingdom
[Callender et al. (1994)].

The rule pre-exists 1994, but it was possible to receive
more than 90 per cent if total income was less than
80 per cent of the maximum unemployment benefit.

Maximum rents covered by housing benefit for new
claimants will be restricted to the average for the type
of accommodation and area.

An exception to the trend is Belgium, where benefit
receipt has been extended to 18-21 year olds.

Means-tests can have effects outside the labour market
as well. Assets can be held in such a way as to ensure
that incomes are minimised, so avoiding the means-
test. Furthermore, it has been argued that because
rules seem unreasonable and cannot easily be
enforced, non-compliance can become widespread,
contributing to reduced standards of public morality
[see Field (1995)].

For Germany, see Giannelli and Micklewright (1995); for
the Netherlands, see Kersten et al. (1993); and for the
United Kingdom, see Kell and Wright (1990) and
Davies et al. (1992). However, a recent Australian study
[Bradbury et al. (1995)] suggests that all the differences
in employment rates of married women can be
explained by differences in background characteristics.
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37.

38.

39.

Individual income testing cannot in itself promote par-
ticipation in part-time work by the wives of unemployed
men unless means tests are structured to permit this,
as in Australia [Heady and Smyth (1989); Moylan et al.
(1984)].

APPORT is paid in respect of each month in which
earnings exceed C$ 100. The benefit for a two-earner
couple with two children earning C$ 14 000 is over
$3 800. Housing allowances of up to C$ 1 080 and
child-care expenses can be paid on top.

Results provided to the Secretariat by the ESRI, Dublin.
See OECD (forthcoming) for a discussion of the
microsimulation models used in this chapter.

40.

41.

42.

Other studies have focused only on the effect on hours
worked and not on participation [US General Account-
ing Office (1993); Holtzblatt et al. (1994)].

For example, Howard Davies, the former director-
general of the Confederation for British Industry and
now Deputy Governor of the Bank of England, has sug-
gested that such a policy might be necessary to prevent
exploitation of the government by “cowboy employers”
(as reported in The Independent, 22 September 1995).

This is so unless part-time work is not declared to the
authorities. Thus, when means-tests are reduced, it is
not possible to measure the extent to which any
declared increase in part-time work is a genuine
increase or simply increased reporting.
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CHAPTER 3
Earnings inequality, low-paid employment and earnings mobility

A. INTRODUCTION AND MAIN FINDINGS

1. Introduction

vidence that the broad post-war trend toward
E narrowing earnings distributions reversed
during the 1980s in many OECD countries
has generated much research and debate about its
extent, causes and consequences [OECD (1993),
Chapter 5]. This is a natural consequence of the per-
vasive importance of the distribution of earnings.
From the perspective of business enterprises, the rel-
ative wages of different groups of workers are an
important determinant of hiring, training, technology
use and many other decisions. From the perspective
of individual workers, their earnings levels and its
evolution over the course of their working lives are
important determinants of their level of economic
well-being, while also influencing important choices,
such as whether or not to pursue higher education or
to train for a specific trade. The distribution of earn-
ings also has consequences for public policy. For
example, the prevalence of low-paid employment and
unstable earnings influences the need for and costs
of social insurance and anti-poverty programmes.

This chapter is intended to fill several gaps in the
understanding of the distribution of earnings. Sec-
tion B examines how the dispersion of earnings has
changed during the first half of the 1990s. Has the
broad trend toward rising inequality continued or
even spread to countries that maintained stable or
even falling earnings dispersion during the 1980s?
Section C analyses the incidence of low-paid employ-
ment. One of the most troubling aspects of increased
wage dispersion during the 1980s was the declining
relative earnings — and, in some countries, the declin-
ing real earnings — of low-paid workers. Does the
incidence of low pay differ across countries and can it
be ascribed to particular policies or labour market
institutions? Do policies and institutions that reduce
the incidence of low-paid employment result in lower
employment rates for low-skill workers? Section D
seeks to incorporate earnings mobility into the com-
parative analysis of earnings inequality. Does mobil-
ity of individuals through the earnings distribution
offset the increase in the inequality of labour market
outcomes that otherwise would be associated with

comparatively high or rising levels of earnings disper-
sion? Do policies that seek to increase employment
by deregulating relative wages increase the inequality
of life-time earnings as much as they appear to
increase the inequality of earnings at a single point in
time? While there have been several previous interna-
tional studies of earnings mobility, they have at most
included four countries whereas eight countries are
compared in Section D.

The analysis is subject to two important limita-
tions, in addition to the usual problems of data com-
parability that plague international comparisons.
First, the analysis of earnings inequality is mostly
restricted to gross cash earnings of wage and salary
workers. Although cash earnings are an important
component of family incomes, there are large
national differences in the relationship between the
distribution of earnings across workers and the distri-
bution of family incomes and consumption levels
[OECD (1995); Gottschalk and Smeeding (1996)]. The
primary rationale for analysing the distribution of
gross cash earnings, rather than take-home pay or
total labour compensation, inclusive of non-wage
benefits, is that data on gross earnings are available
for a larger number of countries. This choice also
facilitates comparisons with the large literature on
trends in earnings inequality, which largely adopts
this definition of earnings (Freeman and Katz, 1995).
Nonetheless, it must be borne in mind that data on
gross cash earnings alone are not adequate to ana-
lyse trends in income distribution or labour market
incentives (Chapter 2). A second limitation is that the
relationships between cross-sectional earnings dis-
persion and economic policies, employment rates,
and earnings mobility are very complex and the anal-
ysis undertaken in the chapter is exploratory. In par-
ticular, attempts to compare earnings mobility across
different countries are hindered by fundamental con-
ceptual and empirical difficulties.

2. Main findings

While earnings inequality rose in many countries
over the 1980s, Section B shows that there has not
been a broad increase across the OECD area during
the first half of the 1990s. Only the United Kingdom
and the United States have continued to experience a
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rapid rise in inequality. In other countries, where the
rise in earnings dispersion has been more recent, this
would appear to have been more closely associated
with substantial labour and product market reforms.
While the tendancy towards increased inequality
appears to have slackened somewhat, only a few
countries, notably Canada, Finland and Germany,!
have experienced a decline in earnings dispersion
over the last 5 to 10 years. For some countries
— Australia, New Zealand and the United States — a
rise in earnings inequality has implied falls, or only
weak growth, in real wages over the past decade for
most jobs held by men in the bottom half of the
earnings distribution.

As shown in Section C, the incidence of low pay
tends to be highest in those countries where earnings
inequality is the most pronounced. In the case of the
United States, one-quarter of all full-time workers
earn less than two-thirds of median earnings com-
pared with around 7 per cent or less in Belgium,
Finland and Sweden. The distribution of low-paid
employment is, however, more uniform across coun-
tries. Youths and women are the most likely to be
working in low-paid jobs which, typically, are heavily
concentrated in the wholesaling, retailing and
catering sectors. A white-collar job is not an auto-
matic guarantee to receiving a well-paid job as the
incidence of low pay for sales and personal service
workers and, in some countries, clerical workers is as
high, if not higher, than for blue-collar workers.

The analysis in Section C suggests that higher
rates of unionisation and collective bargaining cover-
age reduce the incidence of low-paid employment.
Other institutional factors, such as legal minimum
wages set at high levels and generous welfare bene-
fits, also appear to create a binding wage floor, and
lower the incidence of low pay. The impact of these
wage floors on labour market outcomes is uncertain.
The simple correlations presented suggest that there
is no significant tendency for employment to be lower
and unemployment higher for inexperienced or low-
skilled workers in countries where there are relatively
few low-paid jobs available.

While labour-market institutions and the inci-
dence of low pay vary considerably across countries,
the analysis in Section D suggests that the similari-
ties with respect to earnings mobility are more
marked than the differences. In all eight countries
analysed, approximately half of all workers moved at
least one quintile in the earnings distribution
between 1986 and 1991. Country rankings are quite
sensitive to the measure used, and there is not any
one country for which earnings mobility is consist-
ently the highest. Countries with higher cross-
sectional earnings inequality do not appear to have
correspondingly higher relative earnings mobility, so
that international differences in earnings inequality at

a single point in time probably provide a good
approximation of the differences in life-time earnings
inequality. However, the absolute volatility of earn-
ings appears to increase with cross-sectional inequal-
ity. Across all countries, younger workers typically dis-
play the greatest upward mobility as they gain
experience and establish careers. Another empirical
regularity is that mobility increases as the time span
considered lengthens.

Only a minority of low-paid workers continue to
be in low-paid jobs over a five-year period, but this
share varies substantially aross the countries (6 per
cent of Danish, but 34 per cent of American workers
continued to earn less than two-thirds the median
wage). Moreover, much of the movement is out of
full-time employment altogether, and a considerable
share of workers in low-paid jobs had also been in
low-paid jobs 5 years earlier or had experienced
downwards mobility. Overall, movements into and
out of low-paid jobs suggest that low-paid workers
have very diverse career prospects and histories.
Thus, low-wage employment cannot be simply
characterised as either providing a stepping-stone
into a more stable and higher-paid career or as a
permanent trap. Finally, countries with high cross-
sectional earnings inequality tend to have lower
upward mobility among low-paid workers. The United
States stands out in this respect.

B. RECENT TRENDS IN EARNINGS INEQUALITY

The substantial rise in earnings inequality over
the 1980s in the United States and the United
Kingdom and the smaller rise in a humber of other
OECD countries has spawned a major debate about
the causes of this phenomenon and raised fears that
a growing number of workers, particularly those with
few qualifications or little work experience, face a
future of low-paid jobs or no job at all. Several expla-
nations for rising inequality have been put forward:
some relate to country-specific institutional features
such as declining union membership [see, for exam-
ple, Freeman (1993)]; others refer to forces of a more
universal nature, such as skill-biased technical
change [see, for example, Katz and Murphy (1992)] or
trade with low-wage developing countries [see, for
example, Wood (1994)]. However, the 1993 Employ-
ment Outlook provided evidence that, while earnings
inequality had, indeed, risen over the 1980s in many
countries, there were also several, mainly European,
countries where it had remained stable. It is impor-
tant to establish whether these trends have persisted
into the 1990s.

Table 3.1 provides information on recent trends
in the distribution of earnings for 18 OECD countries
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Table 3.1. Trends in earnings dispersion,& 1979-1995
Average 5 yearly
change
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
1079-1089 _ 1989
onwards
Australia
Males D9/D5 169 170 174 173 168 1.67 162 170 170 1.72 168 162 174 179 176 177 175 0.00 0.06
D5/D1 1.62 1.60 1.64 165 164 164 1.61 164 164 168 1.67 1.68 164 163 1.64 1.66 1.68 0.03 0.01
Females D9/D5 150 153 151 155 160 159 158 163 161 159 159 159 162 162 159 159 1.60 0.04 0.01
D5/D1 160 166 165 170 172 170 1.67 167 164 166 164 165 162 158 158 160 1.58 0.02 -0.05
Total D9/D5 167 170 168 173 171 169 166 171 168 172 170 166 171 172 172 175 177 0.02 0.06
D5/D1 1.64 167 168 167 169 171 164 168 167 168 169 169 166 164 1.62 164 1.65 0.02 -0.04
Austria
Males D9/D5 1.62 165 1.67 1.65 .. . .. .. . 0.02 .
D8/D5 1.39 141 143 143 143 142 143 143 144 0.02 0.01
D5/D1 1.63 157 165 165 167 168 167 1.67 1.67 0.02 0.01
Females D9/D5 1.74 177 178 179 179 180 1.81 1.81 1.82 0.03 0.03
D8/D5 141 144 145 145 145 146 146 146 147 0.02 0.02
D5/D1 1.93 196 1.95 193 196 199 200 2.02 203 0.00 0.10
Total D9/D5 1.78 180 1.81 181 180 178 178 179 1.82 0.02 0.00
D8/D5 1.46 146 147 147 148 147 147 147 147 0.00 0.00
D5/D1 1.94 193 196 194 195 198 199 2.00 201 0.00 0.07
Belgium
Males D9/D5 .. 172 173 176|160 1.57 .. .. .. ..
D8/D5 138 1.39 140 141 | 137 137 137 137 137 -0.01
D5/D1 140 139 139 1391141 140 139 140 1.38 -0.03
Females D9/D5 167 161 161 162|156 156 155 155 154 -0.03
D8/D5 140 137 1.38 1.38 | 135 135 135 136 1.35 0.00
D5/D1 137 137 137 1361140 141 142 142 144 0.05
Total D9/D5 .. 165 168 170|161 1.60 158 158 1.57 -0.05
D8/D5 138 138 1.38 1.39 | 137 137 137 137 136 -0.02
D5/D1 146 145 145 1441145 144 144 145 143 -0.02
Canada
Males D9/D5 1.67 1.68 1.71 175 1.75 174 173 173 0.04 -0.03
D5/D1 2.07 2.40 2.23 228 225 226 219 218 0.11 -0.12
Females D9/D5 1.76 1.76 1.86 175 1.78 179 184 178 -0.01 0.04
D5/D1 212 241 2.24 228 216 221 210 2.25 0.09 -0.03
Total D9/D5 1.79 1.83 1.86 185 1.88 182 1.82 1.84 0.03 -0.01
D5/D1 2.24 2.43 2.39 238 223 233 221 228 0.08 -0.13
Czech Republic
Total D9/D5 1.44 1.54
D5/D1 1.67 1.78
Denmark
Total D9/D5 152 153 155 157 158 154 155 156 155 157 157 0.03
D5/D1 141 141 140 138 139 141 142 141 140 139 1.38 -0.01
Finland
Males D9/D5 1.67 1.70 173 169 169 173 172 171 170 165 1.73 0.04 -0.01
D5/D1 1.46 1.48 150 151 151 151 149 147 144 144 1.46 0.03 -0.05
Females D9/D5 1.47 1.49 151 155 157 157 154 152 150 150 1.52 0.06 -0.06
D5/D1 1.40 1.39 140 140 137 138 137 137 136 130 1.30 -0.01 -0.08
Total D9/D5 1.65 1.69 170 1.70 168 171 170 168 1.66 1.65 1.70 0.03 -0.02
D5/D1 1.49 1.48 147 148 146 150 147 144 142 139 140 0.00 -0.10
France
Males D9/D5 204 2.03 205 206 206 2.06 208 210 211 212 214 213 213 212 213 213 0.05 -0.01
D5/D1 166 166 165 1.64 162 1.61 161 161 161 162 163 162 161 161 161 161 -0.01 -0.02
Females D9/D5 1.70 169 169 1.69 168 1.67 168 168 169 168 171 172 173 174 173 172 0.01 0.01
D5/D1 159 161 163 164 160 157 157 161 162 165 165 166 167 169 1.70 1.71 0.03 0.06
Total D9/D5 194 193 193 194 194 193 195 196 197 197 199 199 199 197 199 199 0.02 0.01
D5/D1 167 169 167 165 162 1.60 160 162 162 164 165 164 164 164 1.64 165 -0.01 0.00
Germany
Males D9/D5 163 1.65 166 166 163 1.65 165 165 157 165 1.64 0.01 -0.01
D5/D1 146 148 142 143 141 142 139 140 135 1.37 137 -0.06 -0.03
Females D9/D5 156 1.60 158 1.62 158 158 159 158 1.62 157 1.59 0.02 0.01
D5/D1 170 1.67 159 157 153 149 152 152 143 148 142 -0.15 -0.13
Total D9/D5 163 166 165 164 164 162 164 164 161 165 1.61 0.01 -0.03
D5/D1 165 1.68 159 158 155 155 150 153 149 148 144 -0.12 -0.08
Italy
Males D9/D5 1.46 143 1.46 150 1.46 1.50 153 156 1.56 1.55 1.65 0.05 0.12
D5/D1 157 1.63 149 154 153 153 144 145 1.39 1.43 1.60 -0.09 0.27
Females D9/D5 1.33 133 146 138 142 1.35 133 1.39 1.38 1.45 1.49 0.02 0.14
D5/D1 225 2.00 216 2.00 1.88 1.73 185 1.65 1.57 1.65 1.88 -0.34 0.39
Total D9/D5 150 146 141 150 1.47 150 143 1.60 1.44 1.53 1.60 -0.03 0.19
D5/D1 196 181 190 161 170 1.67 175 151 1.50 1.58 1.75 -0.23 0.32
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Table 3.1. Trends in earnings dispersion,@ 1979-1995 (cont.)
Average 5 yearly
change ?
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995
1079-1089 _ 1989
onwards
Japan
Males D9/D5 163 163 165 166 165 168 168 169 1.68 170 173 173 1.72 172 171 173 0.05 0.00
D5/D1 159 160 161 163 164 165 165 164 165 164 165 164 1.64 162 1.61 1.60 0.03 -0.04
Females D9/D5 154 155 156 158 157 157 162 162 165 165 165 1.63 161 1.60 159 1.59 0.05 -0.06
D5/D1 142 140 140 141 141 140 141 142 141 142 142 141 143 141 141 141 0.00 -0.02
Total D9/D5 1.76 176 1.77 179 1.82 1.83 181 183 184 185 186 187 1.86 1.85 1.84 1.85 0.05 -0.02
D5/D1 171 171 172 172 172 172 172 172 171 170 170 169 1.67 1.64 1.65 1.63 0.00 -0.07
Netherlands
Total D9/D5 162 164 164 166 166 166 166 166 1.68 1.66 0.00
D5/D1 155 155 154 156 157 157 157 157 154 156 -0.01
New Zealand
Males D9/D5 1.66 1.61 1.64 1.76 1.75 1.79 0.04
D5/D1 1.64 1.69 1.74 1.75 1.79 1.77 0.02
Females D9/D5 1.54 1.55 1.53 1.56 1.62 1.57 0.01
D5/D1 1.57 1.63 1.64 1.74 1.67 1.67 -0.08
Total D9/D5 1.70 1.67 1.68 1.74 1.74 1.76 0.02
D5/D1 1.70 1.70 1.74 1.75 177 1.73 -0.03
Norway
Total D9/D5 1.46 1.50 1.49 1.50
D5/D1 141 1.37 1.45 1.32
Portugal
Males D9/D5 2.13 .. 2.24 239 243 240 0.20
D5/D1 1.56 1.61 172 175 172 172 0.00
Females D9/D5 1.84 212 2.10 227 229 234 0.30
D5/D1 1.52 1.33 1.33 125 1.32 1.39 0.07
Total D9/D5 2.14 .. 2.24 224 248 247 0.29
D5/D1 1.69 1.54 1.56 156 161 1.64 0.10
Sweden
Males D9/D5 161 156 157 155 155 158 1.60 158 157 160 156 1.60 1.62 1.62 0.02 0.03
D5/D1 131 133 132 130 131 135 134 133 134 135 133 136 135 1.36 0.02 0.01
Females D9/D5 132 135 134 136 135 136 1.35 1.39 139 1.38 140 142 140 140 -0.01 0.02
D5/D1 125 131 129 126 129 128 133 133 130 129 122 129 130 130 0.02 0.01
Total D9/D5 157 155 153 150 152 159 157 157 156 157 152 155 157 1.59 0.02 0.03
D5/D1 130 132 131 130 133 130 1.32 1.33 134 135 132 136 134 134 0.01 0.00
Switzerland
Males D9/D5 168 166 1.65 1.64 1.68 0.00
D5/D1 145 146 151 149 151 0.08
Females D9/D5 157 157 156 156 159 0.02
D5/D1 172 158 158 156 1.60 -0.16
Total D9/D5 169 167 167 168 171 0.03
D5/D1 161 160 1.62 158 159 -0.02
United Kingdom
Males D9/D5 158 162 168 169 170 171 171 173 176 178 180 1.81 1.83 1.84 186 1.86 1.86 0.11 0.05
D5/D1 155 155 156 159 160 162 164 166 168 170 171 172 173 174 174 174 178 0.08 0.06
Females D9/D5 158 160 1.72 168 1.67 166 164 170 172 178 180 179 1.81 1.83 1.82 1.82 182 0.11 0.01
D5/D1 143 146 147 149 150 151 152 154 156 158 159 160 1.62 1.64 165 165 1.68 0.08 0.08
Total D9/D5 1.65 1.67 173 174 175 177 177 178 181 182 183 184 185 185 186 186 1.87 0.09 0.03
D5/D1 169 167 168 170 170 172 173 174 177 178 179 179 177 179 179 178 181 0.05 0.02
United States
Males D9/D5 1.73 176 174 180 178 1.86 1.84 187 191 199 197 196 1.95 200 200 201 204 0.12 0.06
D5/D1 1.84 185 1.92 197 199 198 203 2.07 206 2.05 2.05 202 201 204 206 213 213 0.11 0.07
Females p9/D5 173 176 185 1.77 179 180 180 185 1.87 177 192 192 194 196 196 2.03 203 0.09 0.09
D5/D1 1.77 166 162 177 179 183 186 187 187 199 190 191 1.89 190 1.90 1.98 1.95 0.06 0.04
Total D9/D5 2.03 2.07 210
D5/D1 2.05 210 2.09

.. Data not available.
a) D1 and D9 refer to the upper earnings limits of, respectively, the first and ninth deciles of employees ranked in order of their earnings from lowest to highest, i.e. 10 per
cent of employees earn less than the D1 earnings limit and 90 per cent earn less than the D9 earnings limit. D8 and D5 are defined similarly and, thus, D5 corresponds
to median earnings.
b) The 5 yearly averages have been calculated across the largest span of years in each period for which data are available and have been adjusted where necessary to
correspond to a standard 5-year period.
Sources: See Annex 3.A.
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from 1979 to the mid-1990s [see OECD (1993),
Table 5.2, for data covering earlier periods]. Trends in
the overall dispersion of earnings, as measured by the
ratio of the upper earnings limit of the ninth decile of
workers to the upper limit of the first decile (D9/D1),
are plotted in Chart 3.1. No clear tendency emerges of
a generalised increase in earnings inequality over the
first half of the 1990s. Of the 16 countries for which
recent information is available, dispersion increased
in half, and was either broadly unchanged or declined
somewhat in the rest. In fact, the United Kingdom
and the United States stand out as the only countries
where there has been a continuation of a pronounced
rise in earnings inequality. In the United States, the
recession of the early 1990s was accompanied by a
temporary pause in the rise of earnings inequality for
men, but the recovery led to a renewed increase.
Earnings for higher-paid workers relative to the
median have continued to drift upwards in a number
of countries, such as Austria, Australia, France and
Sweden, which had experienced a small rise in earn-
ings dispersion over the 1980s, but this trend has
neither been very strong nor consistent for both male
and female workers. In Canada, the relative earnings
of high-paid workers have declined somewhat since
the mid-1980s, following a substantial rise in the first
half of the 1980s. At the opposite end of the spectrum
in terms of changes in earnings inequality, the earn-
ings distribution has continued to become more com-
pressed in Germany.

In several countries, a long-term trend towards
stable or declining earnings inequality has been
reversed over the past few years in the wake of sub-
stantial labour market reforms. In Italy, a large rise in
earnings dispersion between 1989 and 1993 was asso-
ciated with the abolition of automatic cost-of-living
wage indexation (scala mobile) and the ending of
synchronised wage bargaining across different sectors
[Bank of Italy (1995)]. Earnings inequality has also
grown in New Zealand, but the rise was fairly modest,
given the extent of labour and product market
reforms over the past decade.? The dispersion of
earnings has also been increasing since the late
1980s in Mexico (data not shown) and the Czech
Republic. In Mexico, it appears that significant eco-
nomic restructuring and trade liberalisation has not,
in fact, led to an increase in the wages of the lower-
skilled, but, instead, has raised those of the higher
skilled [Alarcon and McKinley (1995)]. In the Czech
Republic, it was an almost inevitable consequence of
the shift to a market economy following several
decades of an extremely compressed structure of
earnings differentials under the former command
economy [Vecernik (1995)]. A substantial rise in the
relative earnings of higher-paid workers also occurred
in Portugal.

The absence of any dominant trend across coun-
tries may be partly the result of the early 1990s reces-
sion. During an economic downturn, lay-offs are likely
to be concentrated amongst those in the bottom of
the earnings distribution. This could have the
mechanical impact of lowering earnings inequality,
particularly in the bottom half of the distribution.3
On the other hand, Burtless (1990) analysed annual
earnings of all workers in the United States,
whether they worked all year round or not, and found
that earnings inequality, tended to rise during a
recession.

Given that the data in Table 3.1 mainly refer to
weekly or hourly earnings rather than to annual earn-
ings, it could be that, for a number of countries, the
recession of the early 1990s has either muted or com-
pletely masked an underlying, upwards trend in earn-
ings inequality. In Chart 3.2, the evolution of the
D5/D1 ratio (men only) over the most recent down-
turn and recovery is compared with the pattern
observed in the previous cycle. The United Kingdom
stands out for the constancy of the rise in inequality
over the past two recessions. In Australia, Japan and
the United States, while the most recent recession
was accompanied by an initial compression in the
bottom half of the earnings distribution, this was not
the case during the previous recession. In France, the
decline in inequality was less pronounced during
the recent recession and in Sweden there was a small
rise compared with a previous decline. Thus, no
uniform picture emerges either across countries or
over time of a cyclical pattern in the dispersion of
earnings.*

A widening in the earnings distribution in a num-
ber of countries has implied very different outcomes
in terms of real wage growth for low-paid and high-
paid workers. Real wages for low-paid men (first dec-
ile of male workers) in New Zealand and the United
States are over 10 per cent lower than they were a
decade ago, and they have also fallen in Australia
(Chart 3.3). In all three countries, real wages for the
entire bottom half of the male earnings distribution
have either fallen or risen only slightly. The United
Kingdom is somewhat of an exception; despite a
strong rise in inequality, real wage gains have
occurred both at the top and the bottom of the earn-
ings distribution, albeit more at the top. Across all
OECD countries, women have generally achieved
larger increases in real earnings than men, narrowing
somewhat the gender gap in earnings. This is not
simply because of a substantial rise in the earnings of
more qualified women. Wage growth for the lowest
decile of female workers has not only been greater
compared with the lowest decile of male workers but,
in most countries, also compared with the median
earnings of male workers.
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Chart 3.1.

Trends in earnings dispersion:2 D9/D1
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a) For Canada, Italy, New Zealand and Sweden, the data have been interpolated for missing years.
Sources: See Annex 3.A.
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Chart 3.1. (cont.)

Trends in earnings dispersion:@ D9/D1
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Sources: See Annex 3.A.
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Chart 3.2.

Comparison of male earnings inequality (D5/D1) over business cycles2
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a) Ratios are indexed to 100 at each cyclical peak (year 0).
Sources: See Annex 3.A.
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Real wage growtha over the last 10 years for low, median and high-paid workers

Chart 3.3.

Percentage changes, not annualised
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a) Earnings deflated by the consumer price index.

b) Decile 9 for men refers to decile 8.

c) Rescaled to represent a percentage change over 10 years.
Sources:  See Annex 3.A.
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Box 1
Measuring low-paid employment

Low-pay cut-offs

Low pay can be defined in either absolute or relative terms.! On the one hand, low pay can be measured with
reference to a subsistence level of income (usually fixed in real terms). For example, several US studies have used
the official poverty line in studies of the “working poor” [Gardner and Herz (1992); US Bureau of the Census (1992);
US Department of Labor (1995)]. Other studies have defined low pay relative to median earnings [CERC (1991);
Salverda (1994); OECD (1994)] or in relation to the level of the minimum wage [Salverda (1994); Netherlands
Central Bureau of Statistics (1994)]. Alternatively, it has been identified as those workers at the bottom of the
earnings distribution accounting for a fixed percentage of all workers [Salverda (1994)].

The choice of measure partly depends on the issues being addressed. If the main interest is in the relationship
between low pay and poverty, it may be appropriate to use an absolute measure of low pay. But, this approach
poses a number of problems for making international comparisons. For instance, what has been defined as the
poverty level in one country will not necessarily correspond to the one used in another country. To some extent,
the notion of a subsistence or poverty level of income is itself a relative concept, varying over time and across
societies. However, even if a universally accepted basket of goods and services corresponding to a minimum
standard of living could be agreed upon, there would still be a problem of determining the sum of money which
would be required to purchase this basket in terms of each country’s national currency.?

The risk of social exclusion or a sense of deprivation may be a function of the extent to which a worker's
earnings fall below the median, even if subsistence needs can be met. This would be best captured by a relative
measure of low pay. A relative measure also avoids many of the problems encountered when using an absolute
measure to make international comparisons. Nevertheless, some problems of comparability remain. For example,
the measurement of low pay will be sensitive to country differences in both the definition of earnings (see below)
and the sources and methods used to compile earnings data.? The use of a relative measure also requires a choice
of cut-off point for determining low pay. The choice is not only likely to change substantially the level of the
incidence of low pay for each country, but may also alter the corresponding country rankings.

Trends in the incidence of low pay are also likely to be sensitive to the measure adopted. For example, if
workers at all points in the earnings distribution receive real increases in earnings, the incidence of low pay will fall
when measured using an absolute cut-off (fixed in real terms), irrespective of whether high-paid workers have
received much larger increases than low-paid workers. The United Kingdom is an example. Although earnings
inequality has been rising strongly (Chart 3.1), real wages have risen for both low- and high-paid workers
(Chart 3.3). In the United States, on the other hand, earnings inequality has also been rising strongly, but this has
also been accompanied by falls in real earnings in the bottom half of the earnings distribution. Consequently, the
incidence of low pay, measured relative to the official poverty line, for year-round, full-time workers rose sharply
over the 1980s from 10.5 per cent in 1979 to just under 17 per cent in 1990 [US Bureau of the Census (1992)].
However, using a relative measure, such as two-thirds of median earnings, results in a much smaller rise in the
incidence of low-paid employment from just under 25 per cent in 1979 to just below 26 per cent in 1989. By
contrast, the incidence of low pay in the United Kingdom according to the same relative measure has risen
somewhat more steeply over the same period from 16 to 19 per cent.

Net versus gross earnings

The incidence of low pay is also likely to be sensitive to whether earnings are measured net or gross of taxes
and allowances. In general, income taxes are progressive, and so the incidence of low pay using a relative measure
would tend to be higher based on gross, rather than net, earnings. It is difficult to predict how differences across
countries in the progressivity of their tax systems would affect country rankings if a net rather than a gross measure
of earnings were used to measure the incidence of low pay. However, given the focus of this chapter and the
consideration of data availability, low pay is generally measured in terms of gross earnings.®

1. A third alternative would be a subjective measure. For example, the perceptions of respondents to survey questions about
adequate or minimum income has been used in a number of studies of poverty [for example, Van den Bosch et al. (1993)].
See Forster (1994) for a more extensive discussion of different measures of low income and poverty.

2. While Purchasing Power Parities (PPPs) have been constructed for national accounts aggregates, such as total private
consumption expenditure, they may not necessarily be appropriate for a subsistence basket of goods and services.

(continued on next page)
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(continued)

3.

4,

Annex 3.B provides details of the sources and definitions for the data used to calculate the incidence of low pay as well as, for
some countries, estimates of low pay using alternative sources.

In actual fact, country rankings appear to be quite stable with respect to a wide range of cut-offs relative to median earnings.
For instance, the incidence of low pay for a number of countries is compared in OECD (1994, Chapter 1, Table 1.11) using 50,
66 and 80 per cent of median earnings as cut-offs. The rank correlation coefficients between the various pairs of cut-offs
(assigning 0 to “not significant” values for the 50 per cent cut-off) are: 0.86 between the 50 and 66 per cent cut-offs;
0.91 between the 66 and 80 per cent cut-offs; and 0.71 between the 50 and 80 per cent cut-offs.

In France the earnings data are net of employee social security contributions (see Annex 3.B). However, to the extent that
these contributions are levied at a flat rate they will not affect the measure of the incidence of low pay. While there are
ceilings to these rates, they normally lie above median earnings and so have no impact on the measure used here. Similarly,
the various earnings floors, before contributions are levied, are probably too low to alter substantially the incidence of low
pay amongst full-time workers, whether measured net or gross of social security contributions. For Austria and Italy, the data

refer to earnings net of both payroll and income taxes.

C. THE INCIDENCE AND DISTRIBUTION
OF LOW-PAID EMPLOYMENT

1. Introduction

The strong rise in earnings inequality in some
countries has raised concerns that this could result in
a growing proportion of the work force falling into the
category of the “working poor”. On the other hand,
some view declining relative wages as the mechanism
through which competitive markets enable the less
skilled to remain in jobs, despite diminishing
demand for their services.® In order to throw some
light on this complex issue, this section considers the
following questions: How does the incidence and dis-
tribution of low-paid employment differ across coun-
tries? What are some of the factors behind these dif-
ferences? Is there a relationship between the
incidence of low-paid work and the employment and
unemployment rates of different labour force groups?

2. The incidence and distribution of low-paid
employment

There are many ways to measure low-paid
employment, and the choice partly depends on the
issues being addressed (see Box 1). The use of an
absolute measure poses difficult conceptual and
methodological problems for making international
comparisons of the incidence of low pay. As the pri-
mary focus in this chapter is on labour market out-
comes and earnings dispersion at the lower end of
the distribution, low pay is compared across coun-
tries using a relative measure. Low-paid workers are
defined as full-time workers who earn less than two-
thirds of median earnings for all full-time workers.5
This cut-off has been chosen as a compromise
between a lower value of, for example, 50 per cent,
which in some countries would fall below the legal
minimum wage, and a value of, say, 75 per cent,

which, in many countries, would include more than
one-third of all full-time workers. Part-time workers
are excluded to avoid the additional complication of
disentangling differences in the incidence of part-
time employment from differences in relative wages.
In addition, information on the distribution of hourly
earnings for all workers is only available for a few
countries.

Of course, the use of a relative measure implies
that the absolute cut-off point for determining low
pay differs across countries. In fact, when each
country’s cut-off point is converted to a monthly
equivalent for the year 1994, and expressed in US
dollars using purchasing power parities for GDP,
there are substantial differences (data not shown),
indicating that a relative measure cannot be used to
make inferences about international differences in
the incidence of poverty or the working poor relative
to a universal standard. For example, the level of
median earnings, expressed in a common currency, is
much higher in the United States than in Belgium.
Thus, some of the “low-paid” in the United States
may receive earnings well above the limit defining
low-paid work in Belgium. Nevertheless, the relative
measure is a useful indicator of the dispersion of
earnings in the lower half of the distribution which
can be broken down by different worker characteris-
tics.

Given these caveats, the overall incidence of low-
paid employment is shown in Chart 3.4. The variation
across countries is striking: one-quarter of all full-
time workers in the United States are in low-paid jobs
compared with under 6 per cent in Finland and
Sweden. The pattern closely mirrors differences in the
simple D5/D1 measure, and the simple correlation
between the two is very high (0.94). Thus, not surpris-
ingly, those countries with large earnings inequality
are also the ones with a higher incidence of low-paid
jobs.

As shown in Panel A of Table 3.2, the incidence
of low-paid employment also varies according to the
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Chart 3.4.

Incidence of low pay and earnings inequality (D5/D1)2
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Sources:

demographic, occupational and industry characteris-
tics of workers. Given that wages tend to increase
with experience and tenure, it is not surprising that
women and younger workers are much more likely to
be in low-paid jobs than men and older workers.” In
several countries, low-paid work accounts for around
one-third, or more, of all female employment.8 Youth
face an even greater risk of low-paid employment
than women. In the United States, in particular,
nearly two-thirds of full-time employed youth were
low-paid. In some countries, most noticeably Japan
and the United Kingdom, older workers are also more
likely to be in low-paying jobs than prime-age
workers.

There has been considerable debate about
whether high-paid jobs in the shrinking manufactur-
ing sector are increasingly being replaced by low-paid
jobs in the growing services sector. For the majority
of countries, the incidence of low pay is, indeed,
somewhat higher in the services sector. Japan and
Italy are noticeable exceptions, with low pay being

For the incidence of low pay, see Annex 3.B; for the ratio D5/D1, see Annex 3.A.

much more prevalent in manufacturing than in ser-
vices. However, Table 3.2 only provides point-in-time
estimates of the incidence of low pay and does not
provide any information about whether employment
growth is occurring mainly in relatively low-paid or
high-paid jobs. Moreover, while the overall incidence
of low-paid employment is generally higher in the
services sector than in manufacturing, there is con-
siderable variation within the former. Typically, a high
proportion of all jobs in wholesale/retailing, hotels
and restaurants are low-paid, whereas there are rela-
tively few low-paid jobs in transport and communica-
tions, and public administration.

The incidence of low pay also varies considerably
within both blue-collar and white-collar occupations.
For instance, Panel A of Table 3.2 shows that being a
white-collar worker is not an automatic guarantee of
being in a relatively high-paid job. Sales workers and,
in some countries, clerical workers, face a higher risk
of being employed in low-paid jobs than trades and
craft workers. On the other hand, very few managerial,
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technical and professional workers are in low-paid
jobs.

Where are most low-paid jobs located? As is
shown in Panel B of Table 3.2, the bulk are in services.
In most countries, wholesale and retail trade, includ-
ing hotels and restaurants, and personal services
account for half or more of all low-paid jobs. Many of
these jobs are held by women who, overall, comprise
the majority of low-paid workers, except in Australia
and New Zealand. By age, prime-age workers make up
the largest share, except in Australia and Italy,® but
this simply reflects their high share of total
employment.

Given that the overall incidence of low-paid
employment varies considerably across countries, it
is difficult to discern whether it is much more concen-
trated amongst certain groups of workers in some
countries than in others. An indicator of concentra-
tion which abstracts from these country differences in
the overall incidence of low pay can be constructed by
dividing the incidence for each category of worker by
the overall incidence (see Panel C of Table 3.2).10 A
value greater (lower) than one for a specific group of
workers indicates that the risk of low pay for that
group is greater (lower) than the average risk for all
workers.

Women are much more likely to be working in
low-paid jobs than men in all countries, particularly
in Belgium, Germany, Japan and Switzerland. In these
countries, the risk of low-paid employment for
women in full-time jobs is at least twice as high, if
not higher, than for all workers. Younger workers also
face a much higher than average incidence of low-
paid employment, with only Austria (lower) and
Finland (higher) departing significantly from the
central figure of two-and-a-half times the average risk.
Japan and, to a lesser extent, the United Kingdom, are
the only countries where the incidence of low-paid
employment is significantly higher for older workers
than for prime-age workers. By industry, low-paid
employment is highly concentrated in wholesale/
retailing, hotels and restaurants in nearly all coun-
tries. Consequently, it is also tends to be highly con-
centrated amongst sales and personal services work-
ers, as well as unskilled labourers.

Low pay also depends on other factors which are
not shown in Table 3.2, such as educational qualifica-
tions, job tenure and experience, nationality and firm
size. The incidence of low pay among workers with
less than upper secondary education is typically more
than twice the average for all workers. Similarly, the
risk is higher for immigrants than nationals. For
example, in Austria, foreign workers are more than
twice as likely to be in low-paid jobs than national
workers. Workers in smaller firms are also more likely
to be working in low-paid jobs than workers in larger
firms.

3. Low-paid employment and labour market
outcomes

One explanation for the large differences across
countries in the overall incidence of low pay could be
that the skill distribution of workers is much wider in
countries with a higher incidence of low-paid employ-
ment. However, at best, this can only be a partial
explanation because the differences between coun-
tries in the incidence of low pay for workers in similar
occupations or with similar educational qualifications
are as large as, if not larger than, differences in the
overall incidence.!! For example, under 10 per cent of
workers in France with upper secondary education
have low-paid jobs compared with over 32 per cent in
the United States'?2 — a gap of over 20 percentage
points, compared with just 12 percentage points in
the overall incidence.

Another explanation centres on wage-setting
practices and social security arrangements as impor-
tant determinants of the incidence of low pay. For
example, a number of countries have mandatory min-
imum wages which, if they are legally enforced, may
truncate the earnings distribution from below. In the
extreme, as the minimum wage approaches the cut-
off limit used in this chapter for determining low pay,
its incidence must approach zero. This may partly
explain the large differences between France and the
United States: both countries have a legal minimum
wage but, in the case of France, it corresponds to
almost 60 per cent of median earnings compared with
only around 34 per cent in the United States.13 Mishel
and Bernstein (1994) and Dinardo et al. (1994) sug-
gest that the decline in the relative value of the mini-
mum wage in the United States may have been an
important factor in rising earnings inequality, particu-
larly for women workers. In the United Kingdom, min-
imum wages in a number of low-pay sectors prior to
1993 were established by Wages Councils which have
subsequently been abolished. Machin and Manning
(1994) have estimated that, in these sectors, the
decline in the minimum relative to the average wage
over the 1980s accounted for between 9 to 20 per cent
of the rise in the dispersion of earnings.

Other features of wage setting may have an
impact. As shown in Table 3.3, the simple cross-
country correlations between the incidence of low
pay, collective bargaining coverage and trade union
density are quite high and negative, i.e. higher cover-
age and density rates are associated with a lower
incidence. A number of US studies have also found
that the decline in unionisation partly contributed to
rising earnings inequality [Freeman (1993); Mishel
and Bernstein (1994); Dinardo et al. (1994)]. In their
international study, Blau and Kahn (1996) also find
that institutional features, such as high rates of
unionisation and collective bargaining coverage,



Table 3.2. Incidence, distribution and concentration of low-paid employment?
A. Incidence?
. . . . New . United United
Australia  Austria  Belgium Canada  Finland France  Germany Italy Japan  Netherlands Zealand Sweden  Switzerland Kingdom  States
1995 1993 1993 1994 1994 1995 1994 1993 1994 1994 1994/95 1993 1995 1995 1994
Total 13.8 13.2 7.2 23.7 5.9 13.3 13.3 12.5 15.7 11.9 16.9 5.2 13.0 19.6 25.0
By sex
Men 11.8 7.0 3.9 16.1 3.3 10.6 7.6 9.3 5.9 14.4 3.0 6.8 12.8 19.6
Women 17.7 22.8 14.2 34.3 8.7 17.4 25.4 18.5 37.2 20.7 8.4 30.4 31.2 325
By age°
Under 25 345 19.5 22.2 57.1 27.1 495 50.4 27.0 36.4 41.3 18.7 44.0 45.8 63.0
25-54 8.8 12.1 5.3 20.1 5.5 10.6 6.7 6.7 9.6 11.6 4.3 9.0 15.0 21.2
55 and over 12.5 9.6 4.9 20.8 4.4 10.5 5.4 7.4 19.8 15.6 29 9.2 229 23.7
By industryd
Manufacturing 13.6 10.9 51 18.9 4.0 115 106 | 14.2 | 20.9 10.8 15.3 12.1 17.8 20.9
Construction 15.1 8.4 1.8 234 7.0 14.6 ' ' 9.6 8.2 20.3 7.9 13.7 24.9
All services 13.4 14.7 8.5 25.3 6.3 13.2 14.7 8.7 14.8 13.1 16.2 13.6 20.8 25.8
Wholesale/retail trade 20.4 23.8 15.7 40.3 111 22.6 229 24.2 144 24.4 30.9 23.4 36.1 40.4
Transport/Communication 8.2 8.7 .. 15.8 4.3 45 124 26 | 8.1 5.1 10.1 8.6 10.8 131
Finance/Business 9.9 6.3 2.7 20.8 4.6 12.2 9.7 ' 145 10.4 6.7 9.7 17.0 23.4
Public administration 7.5 6.4 6.8 8.9 2.0 4.6 6.1 6.6 | .. 4.9 13.9 2.7 11.3 10.1
Personal services 12.7 16.5 ' 23.8 6.9 14.3 16.6 ’ 185 12.1 ' 13.2 20.0 24.9
By occupation
Professional/Technical 4.1 4.3 14.6 06 | 25 5.2 6.8 5.7 3.8 8.7
Managers 9.6 1.8 13.7 ) 0.7 0.0 8.3 2.2 5.5 9.0
Clerical 12.7 9.0 32.3 85 | 7.3 11.9 12.2 13.2 29.3 29.6
Sales 20.2 | 23.3 31.6 ' 39.5 22.4 425 374 40.1 28.4
Personal services ' 27.1 44.8 12.3 38.2 26.6 314 ’ 39.7 53.4
Trade/craft 19.9 20.9 9.1 11.0 16.1 18.0
Labourers 18.9 113 | 20.3 6.6 | 36.8 147 220 23.1 28.2 36.4
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Table 3.2.

B. Distribution®

Incidence, distribution and concentration of low-paid employment?é (cont.)

Total

By sex
Men
Women

By age°
Under 25
25-54
55 and over

By industryd
Manufacturing
Construction
All services
Wholesale/retail trade
Transport/Communication
Finance/Business
Public administration
Personal services

By occupation
Professional/Technical
Managers
Clerical
Sales
Personal services
Trade/craft
Labourers

. . . . New . United United
Australia Austria Belgium Canada Finland France Germany Italy Japan  Netherlands Zealand Sweden  Switzerland Kingdom  States
1995 1993 1993 1994 1994 1995 1994 1993 1994 1994 1994/95 1993 1995 1995 1994
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
55.7 32.2 36.6 40.0 28.2 47.8 38.9 48.2 25.8 52.5 34.4 49.1 41.7 45.4
44.3 67.8 63.4 60.0 71.8 52.2 61.1 52.2 74.2 475 65.6 50.9 58.3 54.6
46.6 24.3 34.7 22.9 115 26.1 58.6 60.9 41.4 41.0 25.9 38.8 28.5 21.6
47.1 724 60.8 69.9 82.7 68.5 37.9 30.8 43.9 51.9 67.4 53.8 59.8 68.7
6.2 3.2 4.6 7.2 5.8 5.4 3.7 8.5 14.7 7.1 6.8 75 11.7 9.8
18.2 24.1 18.1 15.8 18.2 21.0 33.4 | 427 | 43.7 22.1 19.9 245 22.4 17.8
6.6 6.2 1.8 3.9 3.3 8.0 ' ' 4.8 6.0 6.1 51 2.9 4.9
67.9 66.2 72.0 76.6 71.8 66.8 60.7 40.6 51.2 70.2 60.4 67.5 72.8 73.9
30.5 311 29.9 334 194 25.2 16.0 16.4 175 35.4 28.0 325 28.9 29.7
45 5.1 . 5.1 5.2 24 47 14 | 4.9 35 45 55 4.3 4.4
10.0 35 15 6.0 9.4 12.8 2.9 ' 5.6 111 4.8 10.9 14.8 10.3
3.6 4.6 34 2.7 3.6 4.9 . 4.0 1.3 5.1 2.8
19.3 214 407 28.6 35.2 22.8 32.2 221 | 231 16.1 231 17.3 19.6 26.7
6.9 4.1 11.7 3.3 | 38 7.6 10.1 15.0 4.0 6.5
6.2 0.8 11.2 ’ 0.3 0.0 7.2 1.0 47 5.6
16.4 12.2 20.2 44.8 | 15.0 215 10.9 15.8 29.1 18.7
16.9 | 11.9 10.3 ’ 9.6 10.2 11.3 273 104 11.6
' 354 20.5 22.4 16.5 16.8 12.0 ' 144 22.9
23.2 12.7 18.2 19.9 9.9 8.6
30.3 322 | 10.2 221 | 29.6 256 371 194 27.5 22.6
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Table 3.2. Incidence, distribution and concentration of low-paid employment?é (cont.)
C. Concentration’

Australia Austria Belgium Canada Finland France Germany Italy Japan  Netherlands Zegf;"rl] d Sweden  Switzerland KliJn'E(tj%dm szgtzg
1995 1993 1993 1994 1994 1995 1994 1993 1994 1994 1994/95 1993 1995 1995 1994
Total 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
By sex
Men 0.9 0.5 0.5 0.7 0.6 0.8 0.6 0.7 0.4 0.9 0.6 0.5 0.7 0.8
Women 1.3 17 2.1 14 15 1.3 19 15 2.4 12 1.6 2.3 1.6 1.3
By age°
Under 25 25 15 3.1 2.4 4.6 3.7 3.8 2.2 2.3 2.4 3.6 3.4 2.3 25
25-54 0.6 0.9 0.7 0.8 0.9 0.8 0.5 0.5 0.6 0.7 0.8 0.7 0.8 0.8
55 and over 0.9 0.7 0.7 0.9 0.7 0.8 0.4 0.6 1.3 0.9 0.6 0.7 1.2 0.9
By industryd
Manufacturing 1.0 0.8 0.7 0.8 0.7 0.9 08 | 11 | 1.3 0.9 0.9 0.9 0.9 0.8
Construction 1.1 0.6 0.3 1.0 1.2 1.1 ' ' 0.6 0.7 1.2 0.6 0.7 1.0
All services 1.0 11 12 1.1 11 1.0 11 0.7 0.9 11 1.0 1.0 11 1.0
Wholesale/retail trade 15 1.8 2.2 1.7 1.9 1.7 1.7 1.9 0.9 2.0 1.8 1.8 1.8 1.6
Transport/Communication 0.6 0.7 .. 0.7 0.7 0.3 0.9 0.2 | 0.5 0.4 0.6 0.7 0.6 0.5
Finance/Business 0.7 0.5 0.4 0.9 0.8 0.9 0.7 ' 0.9 0.9 0.4 0.7 0.9 0.9
Public administration 0.5 0.5 0.9 0.4 0.3 0.3 0.5 05 | .. 0.4 08 0.2 0.6 0.4
Personal services 0.9 1.2 ’ 1.0 12 11 1.3 ’ 11 1.0 ’ 1.0 1.0 1.0
By occupation
Professional/Technical 0.3 0.3 .. 0.6 01 | 0.2 0.4 0.4 0.4 0.2 0.3
Managers 0.7 0.1 .. 0.6 ' 0.1 0.0 0.5 0.2 0.3 0.4
Clerical 0.9 0.7 .. 14 14 | 0.5 0.9 0.7 1.0 15 1.2
Sales 15 | 1.8 .. 1.3 ' 3.0 17 25 29 2.0 1.1
Personal services ' 2.1 1.9 2.1 2.9 2.0 1.9 ' 2.0 2.1
Trade/craft 1.4 0.9 0.7 0.8 0.8 0.7
Labourers 14 0.9 | 0.9 11 | 2.8 11 13 18 14 15

Data not available.

a) The data refer to full-time employees only. Low pay is defined as less than two-thirds of median earnings for all full-time workers.

b) Percentage of workers in each category who are low paid.
c) For ltaly, the age groups refer to: under 31; 31 to 50; and 51 and over.

d) The wholesale and retail trade sector includes hotels and restaurants. For Belgium, the transport and communications sector is included in the sector comprising public administration and personal services.

e) Percentage share of all low-paid employment in each category.
f) Incidence of low-paid employment in each category divided by overall incidence of low-paid employment.
Sources: See Annex 3.B.
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Table 3.3. Cross-country correlations between the incidence of low pay
and earnings inequality, institutional factors and labour-market outcomes?

Correlated with

Incidence of low pay

Overall Group specific?
Earnings inequality
Earnings decile ratio (D5/D1) 0.94**
Institutional factors
Collective bargaining coverage, 1994 -0.78**
Union density, average 1990-1994 -0.65**
Unemployment benefit replacement rates®
Gross, 1995 -0.59*
Net, 1994/1995 -0.58*
Labour-market outcomes
Unemployment rates, average 1990-1994
All persons 0.03
Women -0.10 -0.41
Women relative to men -0.29 -0.10
Youth (under 25) -0.08 -0.08
Youth relative to adults (aged 25-64) -0.12 -0.28
Unemployment rates by skill 4 1992
Low-skilled 0.28
Low- relative to high-skilled -0.04
Full-time employment/population ratios, average 1990-1994
All persons 0.17
Women 0.08 -0.17
Women relative to men -0.01 -0.31
Youth (under 25) 0.13 -0.01
Youth relative to adults (aged 25-64) 0.08 -0.03
Total employment/population ratios by skill,d 1992
Low-skilled -0.17
Low- relative to high-skilled -0.07

*  Significant at the 10% level.
**  Significant at the 5% level.

a) See Table 3.2 for the countries included in the correlations and for the reference year of the incidence of low pay and earnings inequality measures. The

reference years for the other variables are indicated in the table.

b) The group specific incidence of low pay refers to women and to youth for the correlations with the labour market outcomes of, respectively, women and

youth. The Netherlands is not included in the group specific correlations.

¢) The gross (net) replacement rate refers to the before-tax (after-tax) level of unemployment benefit entitlements relative to gross (net) earnings. The
replacement rates refer to an average across different types of family situations, durations of unemployment spells and earnings categories (for more
details, see Chapter 2 of this Outlook and Chapter 8 of The OECD Jobs Study: Evidence and Explanations, 1994). Housing benefits are included in the
calculation of the net replacement rate only. Austria is excluded from the correlation with the net replacement rate.

d) Skill is defined with respect to educational attainment: persons with less than upper secondary education are classified as low-skilled and those with higher

(tertiary level) education as high-skilled.

Sources: The incidence of low pay and the D5/D1 ratio are from, respectively, Tables 3.2 and 3.1; the estimates of collective bargaining coverage and union
density are updates by the OECD Secretariat of data presented in Chapter 5 of the 1994 Employment Outlook; the unemployment benefit replacement rates
are from the OECD database on taxation and benefit entitlements; full-time employment/population ratios and unemployment rates by sex and age are
from OECD, Labour Force Statistics, Part Ill, and the OECD full-time and part-time employment database; employment/population ratios by skill are taken

from OECD, Education at a Glance, 1995.

appear to create wage floors and reduce earnings dis-
persion, particularly in the bottom half of the distri-
bution. It is also possible that unemployment and
related benefits may create a wage floor below which
workers will be reluctant to accept jobs (see Chap-
ter 2, which discusses the work disincentives which
may arise from the interaction of the tax and benefits
systems). Table 3.3 shows that there is a negative and
significant correlation between gross and net benefit
replacement rates and the incidence of low pay.

Different institutional settings do, indeed, affect
the incidence of low pay. However, does this occur
because low-paid workers are effectively “pushed” up
the earnings ladder or are many potential workers
excluded from even gaining a foothold on the ladder?
This is a difficult question to answer. Some partial
evidence is provided in the lower half of Table 3.3, in
the form of simple cross-country correlations
between the incidence of low-paid employment and
various employment and unemployment rates for
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selected groups. If low-paid jobs provide an entry into
employment for the low-skilled and inexperienced,
one might expect a positive correlation between the
incidence of low pay and their employment/popula-
tion ratios. The same reasoning would also suggest
that the correlation would be negative with their
unemployment rates. In the case of employment/pop-
ulation ratios for youth and women, the sign of the
correlation coefficient changes according to whether
it refers to the overall or group-specific incidence of
low pay; in all cases, the correlations are low and not
significant. The correlations with unemployment rates
for youth and women are always negative, but are
never significant. Employment and unemployment
rates for low-skilled workers also do not appear to be
strongly correlated with the incidence of low-paid
work.

These correlations only provide indicative evi-
dence because of the small number of countries in
the sample and because no other factors are taken
into account. However, based on the analysis of com-
parable micro-data, Card et al. (1996) also find little
evidence that less wage flexibility over time in
Canada and France compared with the United States
has generated substantially different patterns of rela-
tive employment growth by skill. On the other hand,
Blau and Kahn (1996)1# find in their study of a larger
number of countries than Card et al. that employ-
ment/population ratios for the low skilled tend to be
lower in those countries where the earnings distribu-
tion is the most compressed. In the case of youth, the
evidence presented in Chapter 4 suggests that other
factors, such as overall labour market conditions and
institutional differences across countries in training,
may be more important in explaining their labour-
market outcomes.

To summarise, while the overall incidence of low
pay varies substantially across OECD countries, it
tends to be concentrated amongst the same workers
in the same jobs virtually everywhere. Low-skilled and
less-experienced workers face the greatest risk — the
incidence is highest for youth and women and is
heavily concentrated amongst sales and personal ser-
vices workers and unskilled labourers. Different insti-
tutional settings, with regard to wage bargaining,
legal minimum wages and the generosity of unem-
ployment and other related benefits, appear to
account for some of the wide variation across coun-
tries in the overall incidence of low pay. However,
there is little solid evidence to suggest that countries
where low-paid work is less prevalent have achieved
this at the cost of higher unemployment rates and
lower employment rates for the more vulnerable
groups in the labour market, such as youth and
women.

D. EARNINGS MOBILITY?

1. Introduction

Section B showed that the dispersion of individ-
ual earnings widened in a number of OECD countries
over the 1980s and first half of the 1990s. However,
analysis of earnings inequality at different points in
time needs to be supplemented by longitudinal anal-
ysis of earnings mobility in order to gauge fully
trends in inequality. If the forces causing wider earn-
ings dispersion within a single year also create a
more fluid labour market, in which the relative posi-
tion of workers within the earnings distribution varies
more over time, then life-time inequality of earnings
will increase by less than what is observed cross-
sectionally. It is also possible for rising cross-
sectional inequality to be accompanied by declining
earnings mobility, so that inequality over longer hori-
zons increases more sharply than the inequality of
annual earnings. Clearly, data on earnings mobility
can greatly enrich the analysis of trends in earnings
inequality.

Prior studies of earnings mobility in a single
country and historical period

Although there is a large literature on earnings
mobility, comparative analysis is in its infancy. Valua-
ble lessons can, however, be gleaned from studies
that examine samples of workers from a single coun-
try during a single period of time. This section briefly
discusses several of those lessons, relying heavily on
Atkinson, Bourguignon and Morrison’s (1992) useful
survey. Several recent comparative studies of earn-
ings mobility are then reviewed.

Conceptual issues

There is no single correct approach for incorpo-
rating mobility into the analysis of earnings inequal-
ity. It is intuitively clear that the “effective” degree of
inequality associated with any given level of cross-
sectional inequality is reduced if the positions of
workers within the earnings distribution change sub-
stantially over time. If changes in relative earnings
were predictable (e.g. they reflected stable career
progressions) and no capital market imperfections
impeded the shifting of purchasing power from high
to low-earnings years, differences in the discounted
value of earnings cumulated over entire working lives
would provide a natural benchmark for assessing
inequality. A similar logic applies to unpredictable,
but transitory, variations in earnings around a pre-
dictable, permanent level. In practice, the evolution
of workers’ earnings are only partially predictable and
it may be costly or impossible for individuals with
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temporarily low earnings to finance current consump-
tion by borrowing against the anticipation of higher
future earnings. Thus, two individuals with the same
discounted level of life-time earnings, or of earnings
averaged over an intermediate period, may not have
equally desirable earnings trajectories. Less stable
and less predictable histories would tend to be less
desirable than more stable and predictable ones, on
the assumption that most individuals are risk averse.
In sum, the existence of earnings mobility means that
measures of annual inequality overstate life-time
inequality, but quantifying the magnitude of this
effect is difficult.

Just as different inequality indices, such as the
Gini coefficient and the Theil index, reflect different
aspects of inequality at a point in time [Atkinson
(1983); Jenkins (1991)], different mobility measures
capture different aspects of the diverse ways in which
individuals’ earnings change over time. It follows that
comparisons of mobility that are robust across a
range of indices are likely to be more firmly grounded
than those relying on a single measure.

Data issues

Data limitations are also important. Mobility
analysis requires longitudinal or panel data which
follow the same workers over time.16 Until recently,
the limited availability of such data has greatly
restricted analysis.

Even when available, panel data tend to exacer-
bate the problems of nonresponse and measurement
error already present in cross-sectional data. Non-
response tends to cumulate over time in panel data,
because it is not always possible to track individuals
or to induce them to continue to participate in the
survey. The resulting sample attrition can be very high
and, if non-random, can lead to false conclusions
[Westergard-Nielson (1989); Baudelot (1983)]. For
example, if individuals whose economic fortunes
change significantly are more difficult to follow
because they are more likely to move or refuse to be
interviewed, panel data would tend to underestimate
the extent of earnings mobility unless an adjustment
is made for the unrepresentative character of the
remaining sample. Longitudinal analysis may also be
particularly susceptible to measurement error in
earnings or other variables. For example, it might not
matter greatly for a cross-sectional analysis of earn-
ings if individuals report their earnings somewhat
imprecisely, say within a range of plus or minus five
per cent of the true value. However, the same report-
ing error would tend to have a much larger effect on
the results of an analysis of earnings mobility,
because year-to-year changes in random reporting
error would tend be much more than five per cent of
the true changes in earnings. Several validation stud-

ies of the Panel Study of Income Dynamics in the
United States are somewhat reassuring about these
issues, in that these problems were not found to be
serious [Hill (1992); Bound et al. (1994)]. Nonethe-
less, relatively little is known about how accurately
panel data sets reflect the true distributions of indi-
vidual histories, due to the absence of reliable
benchmarks.

Common findings

Differences in mobility measures, which groups
of workers are studied, for which years and subject to
how much and what sort of measurement error,
greatly limit the comparability of past studies.
Despite this, Atkinson et al. (1992) have identified
several tentative empirical regularities. These include:
i) mobility increases with the length of the time
period considered; ii) mobility is highest for young
adults just beginning their careers; and iii) approxi-
mately two-thirds of the cross-sectional variance in
annual earnings reflects persistent differences in rela-
tive earnings. The first two findings have great intui-
tive appeal, but the third is rather surprising. It says
that mobility is essentially constant everywhere, in
the sense that it causes long-run or life-time inequal-
ity to be approximately two-thirds of cross-sectional
inequality, despite large differences in labour market
institutions and economic conditions. It is unclear
what economic process would produce such a con-
stancy across countries, because there is no well-
developed theory of international differences in earn-
ings mobility.

Prior studies comparing earnings mobility
over time or across countries

Gittleman and Joyce (1995, 1996), Gottschalk and
Moffit (1994), Rose (1993, 1994, 1995) and Schiller
(1994) all used panel data for the United States to
examine whether an increase in earnings mobility
between the 1970s and the 1980s prevented the
inequality of permanent earnings from rising as
rapidly as the inequality of annual earnings. All con-
cluded that relative earnings mobility did not change
significantly. Thus, the large increase in cross-
sectional earnings dispersion was accompanied by an
approximately proportionate increase in long-run
inequality. Gottschalk and Moffit (1994) emphasise
that the relative constancy of mobility, despite a large
increase in cross-sectional earnings dispersion,
implies that the variance of transitory earnings
(i.e. the instability of earnings) increased at about the
same rate as the variance of permanent earnings.
Morissette’s (1996) analysis for Canada reached simi-
lar conclusions.

Several recent studies have compared earnings
mobility across several countries. Aaberge et al.
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Box 2
Interpreting the mobility measures

This study uses correlation coefficients and transition matrices to summarise and compare earnings mobility.
These common and intuitive measures are closely related to the issue of how much mobility reduces the inequality
of earnings over longer periods of time below the level of inequality observed in a single year. Mobility reduces
inequality because some of the differences in earnings for a single year reflect transitory factors, unusually high
earnings for some workers and unusually low for others. These factors tend to cancel out over longer observation
periods, leaving the residual level of permanent differences in earnings levels.

Correlation coefficients for earnings in two years provide a summary measure of the degree of persistence in
individual earnings. A value of one indicates that the relative position of individual workers was unchanged, while a
value of zero indicates no persistence of relative position and equality of long-run earnings. In the simplest version
of the “permanent income model,” which provides a starting point for much analysis of mobility, the correlation
coefficient is equal to the proportion of the total cross-sectional variation of earnings which is due to the
permanent differences in earnings [Atkinson, Bourguignon and Morrison (1992)]. The relationship between the
correlation coefficient and permanent inequality is more complicated for more complex models, but higher values
of the correlation coefficient continue to indicate that more of the inequality within a single year persists.

Although the correlation coefficient is a valuable summary measure of the persistence of inequality, it does
not provide much descriptive information about the pattern of changes in the position of workers. Transition
matrices are a useful way to summarise this information. Each year, workers are ordered from lowest to highest
earnings and grouped into equal strata, e.g. by deciles or quintiles. Interest then focuses on transition probabili-
ties, such as the likelihood that a worker beginning in the first quintile is still in the first quintile five years later.
The probabilities can be grouped into a transition matrix in which the rows indicate earnings strata in the origin
year and the columns indicate destination-year strata. Individuals on the primary diagonal have maintained their
position in the earnings distribution, while those above (below) the diagonal have experienced upward (downward)
mobility. The more that individuals’ positions change over time, the stronger is the effect of mobility on reducing
permanent inequality below cross-sectional inequality.

The transition-matrix analysis reported here includes two extensions. First, transitions between nonemploy-
ment and positions in the earnings distribution are examined. Second, transition patterns are analysed across
earnings bands defined by proportions of the median wage, rather than by quantiles. Mobility measures derived
from transition probabilities between quintiles, or other quantile ranges, are purely relative. In a country with a low
level of cross-sectional earnings inequality, a modest increase in earnings could cause a large change in an
individual’s relative position. For example, a 10 per cent increase in earnings might move a worker from the bottom
(first) quintile to the middle (third) quintile. The same quintile transition in a second country, with high cross-
sectional inequality, would require a larger percentage increase in earnings. Thus, equal quintile transition
probabilities for these two countries would indicate similar relative mobility, in the sense that the frequency of
changes in the earnings rankings of workers is the same in both countries, but much more volatility in the level of
individual earnings in the second country (with its wider quintile bands). Both the extent of relative mobility and
the absolute magnitude of intertemporal changes of earnings are important dimensions of labour market mobility.
A high level of relative mobility means that inequality over longer periods will tend to be significantly lower than
annual inequality, while large absolute changes in earnings suggest either strong ageing effects or high earnings
volatility.

(1996) compared Denmark, Norway, Sweden and the
United States; Burkhauser and his various collabora-
tors [Burkhauser and Holtz-Eakin (1994); Burkhauser
et al. (1995a, b); Burkhauser and Poupore (1996)]
compared Germany and the United States; Bigard et
al. (1996) compared private-sector workers in France
and Italy; and Asplund et al. (1996) compared manu-
facturing workers in Finland and Denmark. Two tenta-
tive conclusions emerged. First, it appears that it is
now possible to compare earnings mobility systemat-
ically across a number of countries, at least for the
period since the mid-1980s. Second, initial results

suggest more similarities than differences across
countries.

Overview of mobility analysis

The remainder of this section presents compara-
tive measures of earnings mobility for eight countries:
Denmark, Finland, France, Germany, Italy, Sweden,
the United Kingdom, and the United States. These
countries have well-documented panel data sets that
trace the earnings histories of broadly-based samples
of the work force since the mid-1980s. Although
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descriptive measures of mobility are presented for the
entire working-age population during the period
1986-1991, most of the analysis is restricted to full-
time workers, so that differences in rates of pay can
be better isolated from differences in hours worked.
The earnings measure used throughout is gross earn-
ings of wage and salary workers. Tax payments, non-
cash fringe benefits, and self-employment earnings
are not taken into account.}” The analysis considers
two broad questions. First, what are the common-
alities and differences in overall earnings mobility
across these eight countries? Second, how “high” is
the earnings mobility of low-paid workers and does it
differ across countries?

Table 3.4 provides an overview of the longitudi-
nal data-sets used for this analysis. Although selected
for their suitability for comparative analysis, a num-
ber of important noncomparabilities require empha-
sis. One is that some data are based on administra-
tive sources and some come from surveys. The
German and United States data are exclusively from
household surveys, while the Danish, French
and Italian data are derived exclusively from adminis-
trative sources. The Finnish and Swedish data are
primarily from household surveys, but administrative
tax data were used to refine the earnings measures
for some of the observations. The data for the United
Kingdom are also a hybrid. The sample of workers is
drawn from administrative data, but most of the infor-
mation — including workers’ earnings — was gathered
from a survey of employers. When comparing mobility
measures, it should be borne in mind that the earn-
ings data collected from administrative sources are
almost certainly more accurate than those collected
from survey interviews [Westergard-Nielsen (1989)]. A
second difference is that some of the data sets do not
cover the entire working-age population, or even the
entire wage and salary work force. This is particularly
a problem for some of the panels constructed from
administrative data. For example, the French and
Italian data are collected from social security records
that exclude much of the public sector and all non-
workers. Third, the quality of the working-time meas-
ures varies considerably. In the data for Finland, it is
not possible to distinguish part-time from full-time
workers, and measurement error appears to be rela-
tively severe for the working-time variable used to
calculate monthly earnings. Finally, the statistical
reliability of the different data sets varies considera-
bly due to large differences in sample sizes and attri-
tion rates. Sample sizes are particularly small
for Sweden. The surveys for Germany and the
United States provide sophisticated probability
weights intended to correct for attrition bias
and these weights have been used in the analysis.
Analogous corrections could not be made for the
other data sets.

2.  Summary measures of earnings mobility

Summary measures of earnings mobility for full-
time wage and salary workers, between 1986 and
1991, are presented in Table 3.5 (see Box 2). They are
juxtaposed with measures of cross-sectional earnings
dispersion (see Section B) and with the mobility
levels that would prevail in hypothetical labour mar-
kets characterised by either perfect (i.e. fully random)
mobility or the total absence of mobility.18

The correlation coefficients range from 0.65 for
Denmark to 0.79 for Germany, clearly indicating that
no country closely approximates the polar cases of
total mobility or immobility.1® (The correlation coeffi-
cient for Finland is much lower, at 0.36, but is not
strictly comparable. Both the inclusion of part-time
workers and measurement error appear to exaggerate
the level of earnings mobility in Finland.) The cluster-
ing of the correlations around 0.7 is broadly consis-
tent with the finding in many earlier studies that
approximately two-thirds of the inequality observed
in a single year persists, while the remainder reflects
transitory factors. Since five years is considerably
shorter than a working life, these estimates under-
state the extent to which life-time earnings inequality
is lower than annual inequality. It probably is not the
case, however, that lengthening the observation
period would reveal large international differences in
mobility not evident for the 1986-1991 period.
Aaberge et al. (1996) examined earnings mobility for
both 1986-1990 and 1980-1990. Mobility was higher
for the longer period, but continued to be quite simi-
lar in the four countries studied.

The conclusion that similar and substantial
levels of mobility prevail across countires is also con-
firmed when movements across earnings quintiles are
examined. Approximately half of the workers in all of
the countries were in a different earnings quintile in
1991 than in 1986, and between 11 and 17 per cent
(22 per cent for Finland) were at least two quintiles
higher or lower than they had been, indicating large
changes in relative earnings. Both indices suggest
that Denmark, the United Kingdom and the United
States (and, perhaps, Finland) had somewhat higher
rates of earnings mobility than France, Germany, Italy
and Sweden. But the overall picture is, nevertheless,
one of considerable similarity.20

Table 3.5 also shows transition probabilities for
moving between ‘“equal-width” earnings bands,
where the ranges are defined as proportions of the
median wage.?! These measures are a useful comple-
ment to those used above, because national differ-
ences in cross-sectional earnings inequality and,
hence, quintile widths are substantial. Cross-country
results differ between quintile measures and median-
proportions measures. Earnings mobility in Denmark
and Sweden appears much higher when measured by



Table 3.4.

Overview of longitudinal datasets used in earnings mobility analysis

Wage and salary

Sample size

workers missed Data Full-time wage
Source of data Type of data by sampling ognzgfoggg- Total Workipg andoiilrasry Earnings concept
frame age population ., 1, 1986
and 19912

Denmark Data from the Danish Longitudinal Administrative. - Yes 14 438 6 422 Gross weekly
Database (DLD), supplied earnings
by Niels Westergard-Nielsen and
Paul Bingley, Centre for Labour Market
and Social Research, Aarhus Business
School.

Finland Data from the Census Longitudinal Household survey (sampled from - Yes 358 773 203 519 Gross monthly
Dataset (CLD), supplied the Population Census and matched earnings
by Tor Eriksson and Lajos Parkatti, to administrative tax data).

Centre for Labour Market and Social
Research, Aarhus Business School.

France Data from Déclarations Annuelles des Administrative. General No 856 422 287 821 Gross monthly
Données Sociales (DADS), supplied by governement earnings
Yves Guillotin and Alain Bigard, Groupe
d’Analyse des Itinéraires et Niveaux
Salariaux (GAINS), Université du Maine.

Germany Data from the German Socio-Economic Household survey. - Yes 8 775 2 168 Gross monthly
Panel (GSOEP), supplied earnings
by Viktor Steiner, Zentrum fur
Europaische Wirtschaftsforschung (ZEW),

Mannheim.

Italy Data from the Instituto Nazionale de Administrative. General No 143 851 52 877 Gross monthly
Previdenza Sociale Dataset (INPSD), government earnings
supplied by Claudio Malpede,

Lia Pacelli, Riccardo Revelli,
Ricerche e Progetti, Torino.

Sweden Data from the HUS, supplied Household survey (matched - Yes 1362 615 Gross monthly
by Anders Klevmarken, University to administrative tax data). earnings
of Uppsala.

United Kingdom Data from the New Earnings Survey Establishment survey (sampled Very low No 219 201 71 453 Gross monthly
Panel Dataset (NESPD), supplied from administrative data). earners earnings
by Peter Elias, Warwick University.

United States Data from the Panel Study of Income Household survey. - Yes 9776 3915 Gross weekly

Dynamics (PSID), supplied
by David Fasenfest, Purdue University.

earnings

a) For Finland, full-time or part-time wage and salary workers in both 1986 and 1991.
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Table 3.5. Alternative measures of five-year earnings mobility for full-time wage and salary workers, 1986-1991

Denmark
Finland ¢

France

Germany

Italy

Sweden

United Kingdom
United States

Perfect mobility
No mobility

Cross-sectional earnings

Correlation of 1986 and 1991

Transitions among quintiles

Transitions among 5 earnings bands based

inequality earnings on proportions of median earnings 2
Ratio of 90th Spearman Stayed Moved u Moved 2 Stayed Moved u Moved 2
to 10th 1986'19.91 Pearso_n prank Average in sgme or downp or more Average in sz\me or downp or more
. trend in correlation . M P A L
percentile D9/D1 ratio® | coefficient corre!a_tlon quintile move quintile one quintile quintiles band move band one band bands
wage, 1991 coefficient (%) (%) (%) (%) (%) (%)
2.15 - 0.649 0.652 0.764 47.6 35.6 16.8 0.555 55.2 36.1 8.8
247 0 0.363 0.540 0.891 441 34.4 215 0.796 46.1 36.0 17.9
3.26 + 0.760 0.754 0.587 56.8 320 11.2 0.506 60.5 31.2 8.3
2.52 - 0.793 0.754 0.621 53.0 35.7 11.2 0.541 55.3 37.6 7.1
2.64 0 0.785 0.725 0.679 50.6 35.3 141 0.524 55.6 37.6 6.9
211 0 0.711 0.695 0.676 52.7 33.8 135 0.468 61.6 32.1 6.3
3.28 ++ 0.705 0.709 0.716 48.1 36.8 15.1 0.697 48.2 37.6 14.2
3.66 ++ 0.680 0.674 0.732 48.8 355 15.7 0.784 47.8 35.0 17.3
X X 0.000 0.000 16 20.0 32.0 48.0 X X X X
X X 1.000 1.000 0.0 100.0 0.0 0.0 0.0 100.0 0.0 0.0

x  Not applicable.

a) The five earnings bands relative to the median are: Less than 0.65, 0.65 to 0.95, 0.95 to 1.25, 1.25 to 1.55, and greater than 1.55.
b) The symbols ++, +, — and 0 denote strongly rising, rising, falling and approximately stable earnings dispersion.

c) Five-year earnings mobility is calculated for the years 1985-1990 and for all wage and salary workers.

Sources: See Table 3.4.
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Chart 3.5.

Alternative measures of earnings mobility over five years, 1986-1991
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transitions across quintiles than across median-
proportions earnings bands. The cross-sectional earn-
ings distribution in these two countries is relatively
compressed, causing relatively small changes in indi-
vidual earnings to result in relatively large move-
ments across quintiles. At the other extreme, the
United States has considerably higher mobility, in
terms of median-proportions earnings bands, than
the other seven countries and, hence, the largest
absolute changes in individual earnings over
1985-1991. The relatively high cross-sectional disper-
sion of wages in the United States explains why rela-
tive earnings mobility is similar in Denmark, Sweden
and the United States, even though individual earn-
ings are much more volatile in the United States.

Chart 3.5 presents bivariate associations
between the Pearson correlation coefficient and
mobility measures based on transition probabilities,
which confirm that alternative measures can produce
significantly different country rankings. Higher corre-
lations tend to be associated with less movement
among quintiles, although these measures capture
somewhat different aspects of relative earnings
mobility. There is no such correspondance between
the correlation coefficients and measures based on
median-proportions earnings bands. Countries in
which absolute earnings changes are relatively large
also tend to have relatively high cross-sectional earn-
ings dispersion, so that the net effect on relative
mobility is indeterminant.

Chart 3.6 (Part A) examines the relationships
between cross-sectional inequality and relative and
absolute mobility. Earnings dispersion in a single
year has no apparent relationship to mobility across
quintiles. This implies that international comparisons
of cross-sectional inequality probably provide a relia-
ble indication of relative levels of inequality mea-
sured over longer periods, because high static in-
equality is not offset by high relative mobility. There
is some indication of a positive relationship between
cross-sectional inequality and mobility across
median-proportions earnings bands. This suggests
that individual earnings tend to be more volatile in
countries with high cross-section inequality, although
it should be emphasized that this conclusion is
greatly influenced by the case of the United States.

Focusing on persistently full-time workers tends
to understate total earnings mobility. Table 3.6 pro-
vides measures of mobility for a broader population,
and for men and women separately. Even focusing on
a constant cohort (individuals between the ages of
15 and 64 in 1986), there was substantial movement
both into and out of full-time employment over
1986-1991.22 In Denmark, Germany and Sweden,
approximately 20 per cent of full-time workers in 1986
were no longer full-time workers in 1991,
while 31 per cent exited full-time employment in the

United States. Among those not employed full-time
in 1986, between 18 and 36 per cent entered full-time
employment over the five-year period. Exit rates from
full-time employment are higher for women than for
men, reflecting less continuous work patterns. Impor-
tantly, both entries and exits tend to be concentrated
in the bottom quintile, a pattern that is especially
strong for women. This means that focusing solely on
persistently full-time workers disproportionately
excludes low and intermittent earners and may, thus,
understate the extent of low and unstable earnings.
However, it is not straightforward to incorporate non-
earners into an analysis of earnings mobility, because
their potential earnings may be of greater interest
than their actual (zero) earnings, but are
unobservable.2> Nonetheless, it is important to place
earnings mobility patterns for continuously employed
workers within the context of large movements in and
out of full-time employment.

When earnings mobility is examined for all work-
ers, it tends to be a little higher than for just full-time
workers (Table 3.6, right-hand side). More detailed
analysis (not shown here) indicates that workers mov-
ing between full-time and part-time status typically
experienced large changes in earnings. However, this
greater variability does not consistently show up as
higher quintile transition rates, because the increase
in the width of the quintiles moving from the full-time
to the total sample is approximately proportional to
the increase in intertemporal earnings variability.
Mobility measured across median proportions-based
earnings bands does increase modestly. Nonetheless,
the basic conclusion is the overall similarity of mea-
sured mobility within countries, whether analysing
all workers or just those working full-time. Thus,
the rest of this section will only consider full-time
workers.

Earnings mobility among persistently full-time
workers is moderately higher for women than for men
in Denmark, Finland, France, Germany, and Italy, but
a bit lower in Sweden and the United Kingdom, and
about the same in the United States.24 Mobility is
particularly high for Danish women, 18 per cent of
whom moved two or more quintiles in the earnings
distribution. Differences by age are larger, with work-
ers under 35 experiencing much more mobility than
older workers (Table 3.7a). It is also predominately
upward, as these young workers gain experience and
establish careers. By contrast, although earnings are
quite stable overall for the 50-64 age group, down-
ward mobility is substantially more common for this
group than is upward. Earnings tend to be most sta-
ble for workers with a university degree and those in
managerial and profession occupations, who are par-
ticularly unlikely to experience downward mobility
(Table 3.7b).
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Chart 3.6.

Cross-sectional earnings inequality and five-year earnings mobility for full-time workers

A. Earnings mobility for all full-time workers
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Table 3.6. Five-year earnings mobility for full-time and for all wage and salary workers, 1986-1991

Full-time wage and salary workers

All wage and salary workers

Share of Share of Share of Share of
Pearson  Average Sir:atyifg Moved  Moved Left Ieai\I/]ers Entered entirrz:nts Pearson  Average ?rt]a%/'?g Moved Moved Left wage and Iea_vers Entered wage entirsnts
correlation quintile one 2ormore full-time full-time correlation quintile one 2 or more salary and salary
coefficient ~ move same quintile quintiles employment? boytqm employment? bo_tto_m coefficient  move ame quintile quintiles employment bo_tto_m employment ¢ bo_tto_m
quintile quintile quintile quintile quintile quintile
in 1986 in 1991 in 1986 in 1991
(%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) (%)

Denmark

Total 0.649 0.764 475 35.6 16.8 19.2 26.6 29.7 34.1 0.615 0.812 46.2 34.8 19.0 16.6 253 33.2 33.9
Male 0.667 0.736 49.0 35.0 15.9 16.0 14.9 32.6 21.8 0.634 0.769 49.1 32.8 18.0 16.3 15.2 34.7 248
Female 0.446 0.807 454 36.5 18.1 21.0 414 27.8 42.9 0.415 0.860 42.8 37.1 19.9 16.9 36.1 32.0 41.6

Finland @

Total 0.363 0.891 441 34.4 215 19.4 28.0 41.7 354
Male 0.390 0.841 47.1 33.0 19.9 17.1 24.2 432 30.7
Female 0.256 0.947 40.9 36.0 23.2 21.2 315 40.3 40.3

France

Total 0.760 0.587 56.8 32.0 11.2 13.0 30.2 49.3 25.3 0.718 0.683 53.0 324 14.6
Male 0.776 0.582 57.3 315 11.2 11.0 23.8 60.1 16.6 0.733 0.670 54.1 31.6 14.3
Female 0.629 0.595 55.9 33.0 111 16.4 37.9 41.2 35.2 0.588 0.704 51.4 335 15.2

Germany

Total 0.793 0.621 53.0 35.7 11.2 23.4 30.9 17.7 37.0 0.777 0.647 52.3 353 12.4 214 29.4 17.1 49.6
Male 0.774 0.659 53.6 345 11.9 18.1 16.3 13.1 17.7 0.744 0.652 53.7 328 13.4 17.6 14.5 10.7 223
Female 0.759 0.727 51.7 38.3 10.1 34.7 47.3 28.1 57.2 0.703 0.637 49.7 39.7 10.5 27.2 44.3 26.3 65.7

Italy

Total 0.785 0.679 50.6 35.3 14.1 8.3 485 55.3 28.7 0.782 0.685 50.3 354 8.5
Male 0.788 0.659 52.1 34.2 13.6 2.2 41.7 16.8 18.3 0.786 0.656 52.2 34.3 13.4
Female 0.704 0.726 46.8 38.1 15.0 13.8 49.6 62.1 32.8 0.684 0.749 46.2 37.8 16.0

Sweden

Total 0.711 0.716 52.7 33.8 135 19.2 28.7 35.9 333 0.741 0.684 50.5 36.1 13.4 12.7 24.4 47.3 27.1
Male 0.665 0.720 52.5 32.7 14.8 14.7 8.3 41.6 16.9 0.653 0.692 51.0 35.6 13.4 10.7 7.3 41.9 9.0
Female 0.800 0.707 53.1 36.2 10.7 26.5 48.7 33.4 425 0.709 0.676 50.0 36.7 13.3 14.7 36.8 63.8 40.9

United
Kingdom

Total 0.705 0.716 48.1 36.8 151 6.4 355 30.6 37.0 0.726 0.660 514 354 13.2
Male 0.679 0.720 48.7 35.7 15.6 2.7 13.8 69.8 19.9 0.663 0.660 51.8 34.9 13.2
Female 0.725 0.707 46.5 39.7 13.8 14.6 443 26.5 41.7 0.719 0.660 50.7 36.2 13.2

United
States

Total 0.680 0.732 48.8 355 15.7 30.8 26.9 23.0 36.0 0.685 0.758 47.2 36.4 16.4 28.0 27.3 26.5 38.9
Male 0.715 0.747 48.6 353 16.1 26.3 14.7 29.5 24.1 0.707 0.751 48.7 35.0 16.4 24.7 13.2 30.2 19.7
Female 0.465 0.708 49.1 35.8 15.1 37.0 38.6 19.4 46.0 0.498 0.767 45.3 38.2 16.4 31.9 40.1 24.3 53.4

Data not available.

a) For France, Italy and the United Kingdom, only exits into part-time, wage and salary employment are included in the calculation.
b) Share of working age population not employed full-time in 1986, who were employed full-time in 1991, except that entry rates for France, Italy and the United Kingdom only refer to part-time, wage and

salary workers in 1986.

¢) Share of working age population not employed in 1986, who were employed in 1991.
d) Five-year earnings mobility is calculated for the years 1985-1990.

Sources: See Table 3.4.
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Table 3.7a. Five-year earnings mobility for full-time wage and salary workers by age, 1986-19912
Transitions among quintiles
Pearson
corre!a_tion Average . Stayed Moved Moved Moyed Moved
coefficient o in the same S 2 or more to a higher to a lower
quintile move quintile one quintile quintiles quintile quintile
(%) (%) (%) (%) (%)

Denmark

Under 25 0.225 1.159 329 35.2 31.9 49.4 17.7

25-34 0.561 0.813 435 385 18.1 333 23.2

35-49 0.715 0.617 54.3 34.1 11.6 22.9 22.9

50-64 0.781 0.598 55.3 33.9 10.8 15.7 29.0
Finland ®

Under 25 0.120 1.225 29.1 37.7 33.1 47.4 235

25-34 0.331 0.857 445 35.6 19.9 30.1 254

35-49 0.457 0.663 55.4 30.8 13.8 17.2 27.4

50-64 0.478 0.698 56.2 28.4 15.4 13.8 30.0
France

Under 25 0.286 0.975 35.6 40.6 23.9 52.6 117

25-34 0.636 0.610 53.4 358 10.8 329 13.7

35-49 0.801 0.436 66.4 26.6 7.0 17.6 15.9

50-64 0.825 0.492 64.3 26.5 9.2 14.5 211
Germany

Under 25 0.391 0.939 39.2 40.0 20.8 52.9 7.8

25-34 0.729 0.693 49.0 37.6 13.4 33.7 17.4

35-49 0.871 0.470 59.9 33.7 6.4 15.3 24.8

50-64 0.886 0.500 59.2 323 8.4 9.5 31.3
Italy

Under 25 0.385 0.934 37.2 40.2 22.6 42.7 20.1

25-34 0.701 0.725 47.5 37.2 15.3 30.9 216

35-49 0.834 0.526 59.1 31.6 9.2 18.6 224

50-64 0.840 0.561 57.4 323 10.3 18.2 244
Sweden

Under 25 0.654 0.673 53.1 28.5 18.3 38.8 8.2

25-34 0.478 0.748 44.3 42.7 13.1 38.3 17.4

35-49 0.700 0.662 53.9 33.6 12.5 26.5 19.5

50-64 0.817 0.639 57.4 27.8 14.8 12.0 30.6
United Kingdom

Under 25 0.482 1.118 29.7 39.9 30.4 61.7 8.6

25-34 0.653 0.719 45.3 40.8 13.9 37.7 17.0

35-49 0.746 0.553 56.7 33.7 9.6 21.8 215

50-64 0.755 0.582 55.7 33.7 10.6 16.2 28.1
United States

Under 25 0.523 0.944 36.1 40.2 23.7 53.5 10.4

25-34 0.634 0.715 46.4 39.5 14.0 40.2 135

35-49 0.725 0.712 51.1 34.0 14.9 23.4 255

50-64 0.702 0.690 55.3 28.3 16.4 18.0 26.6

a) Age as measured for 1986 (1985 for Finland).

b) Five-year earnings mobility is calculated for the years 1985-1990 and for all wage and salary workers.

Sources: See Table 3.4.

Table 3.8 shows, not surprisingly, that mobility
increases as the time-span considered increases.
While not a very demanding test, this finding is con-
sistent with virtually all prior studies, thereby provid-
ing some support for the validity of the data and
methods used here. It is theoretically possible that
international comparisons of mobility could differ for
different durations. For example, the same level of
single-year mobility in two countries could lead to

different amounts of five-year mobility, if the propor-
tion of single-year changes in earnings that per-
sisted was higher in one country. The limited data
presented in Table 3.8 do not provide any clear evi-
dence that these countries differ much in the extent
to which year-to-year changes in earnings persist.
There is also no consistent evidence that persistence
differs between men and women.
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Table 3.7b. Five-year earnings mobility for full-time wage and salary workers by education/occupation, 1986-19912

Transitions among quintiles
Pearso_n Stayed Moved Moved Moved
ccggff:?itéﬂ? _Av_erage in theysame MOV?“. 2 or more to a higher to a lower
quintile move e one quintile L oY L
quintile quintiles quintile quintile
(%) (%) (%) (%) (%)
Denmark (education)
Less than upper secondary school-leaving
certificate 0.624 0.701 50.3 34.6 15.1 25.4 24.3
Upper secondary school-leaving certificate 0.802 0.500 69.0 214 9.5 16.7 14.3
Tertiary education but no university degree 0.723 0.641 52.1 36.0 12.0 26.7 21.2
First university degree or higher 0.637 0.518 61.3 29.5 9.3 27.3 115
France (occupation)
Blue-collar 0.627 0.480 60.9 323 6.8 22.7 16.4
Clerical, sales and service 0.672 0.476 62.5 30.0 75 224 15.1
Managerial, professional and technical 0.772 0.375 72.0 22.0 6.1 15.4 12.6
Germany (education)
No vocational training 0.827 0.499 60.3 34.6 51 28.7 11.0
Vocational training without university
degree 0.754 0.537 56.2 35.8 8.0 32.2 11.6
University degree or comparable
vocational training 0.893 0.299 73.8 229 3.4 18.1 8.1
Italy (occupation)
Blue-collar 0.687 0.771 411 44.3 14.6 448 14.1
Clerical, sales and service 0.830 0.544 57.8 32.0 10.2 38.5 3.7
Manager 0.824 0.280 80.2 12.6 7.1 16.5 33
Sweden (education)
Less than intermediate school-leaving
examination 0.644 0.750 43.0 45.0 12.0 33.0 24.0
Intermediate school-leaving examination 0.600 0.840 415 415 17.0 27.7 30.9
Higher school examination (gymnasium) 0.637 0.580 56.8 34.1 9.1 25.0 18.2
College/university examination 0.611 0.492 68.9 229 8.2 24.6 6.6
United Kingdom (occupation)
Blue-collar 0.593 0.722 45.8 394 14.8 25.2 29.0
Clerical, sales and service 0.738 0.566 535 37.8 8.7 324 14.1
Managerial, professional and technical 0.706 0.490 59.7 33.3 7.0 28.7 11.6
United States (education)
Less than upper secondary school-leaving
certificate 0.267 0.995 40.8 325 28.7 18.6 40.6
Upper secondary school-leaving certificate 0.704 0.644 51.5 37.1 11.4 31.7 16.7
Tertiary education but no university degree 0.685 0.780 41.8 425 15.7 429 15.3
First university degree or higher 0.738 0.540 57.0 34.2 8.8 35.7 7.3

a) Mobility tabulations are for ages 35-49 only, with education/occupation and age as measured for 1986 (1985 for Finland).

Sources: See Table 3.4.

The above analysis suggests more broad com-
monalties than differences across these countries,
despite large differences in their labour market insti-
tutions, performance and economic structure. This
suggests that cross-country differences in “life-time”
inequality are probably quite similar to the differ-
ences in earnings inequality for a single year,
although it would be desirable to verify this finding
for longer panels and more countires. The analysis
also suggests that earnings tend to be more volatile
in countries with a greater point-in-time dispersion.
While overall earnings mobility is shown to be sub-

stantial, the mobility of low-paid workers is of partic-
ular interest. Yet, summary measures of mobility
throughout the entire earnings distribution may not
provide a reliable indication of the extent to which
workers in low-paid jobs are vulnerable to becoming
trapped at a low earnings level. This issue is taken up
next.

3. Earnings mobility of low-paid workers

One of the dilemmas facing policymakers is the
possibility that policies designed to raise minimal



Table 3.8. Earnings mobility of full-time wage and salary workers over 1, 2, 3, 4 and 5 years?2

Denmark
1986-1987
1986-1988
1986-1989
1986-1990
1986-1991

France
1986-1987
1986-1988
1986-1989
1986-1991

Germany
1986-1987
1986-1988
1986-1989
1986-1990
1986-1991

Italy
1986-1987
1986-1988
1986-1989
1986-1990
1986-1991

Sweden
1984-1986
1986-1991

United States
1986-1987
1986-1988
1986-1989
1986-1990
1986-1991

Males Females
Pearson o ) Stayed Movt_ad ) Moved Pearson o ) Stayed Movgd ) Moved
correlation Average quintile in thg same one quintile 2 or more correlation Average quintile in th_e same one quintile 2 or more
coefficient move quintile quintiles coefficient move quintile quintiles

(%) (%) (%) (%) (%) (%)
0.853 0.488 62.1 29.6 8.3 0.756 0.612 56.8 30.4 12.8
0.789 0.609 55.5 32.8 11.7 0.629 0.769 49.6 32.7 17.8
0.761 0.667 52.6 33.6 13.9 0.588 0.828 45.5 35.2 19.3
0.696 0.724 49.1 36.1 14.8 0.517 0.898 41.6 37.1 21.3
0.667 0.777 46.3 36.5 17.2 0.446 0.923 40.1 38.4 215
0.823 0.364 71.4 23.2 54 0.711 0.427 68.7 23.3 8.0
0.823 0.443 65.6 27.4 7.0 0.696 0.500 63.5 27.0 9.5
0.768 0.519 59.8 317 8.5 0.672 0.542 60.2 29.5 10.1
0.776 0.584 56.6 32.6 10.9 0.629 0.621 55.6 31.9 12.6
0.906 0.371 68.8 26.4 4.8 0.925 0.348 70.1 25.8 4.1
0.892 0.423 65.1 29.2 5.7 0.882 0.463 61.1 33.1 5.8
0.859 0.506 59.8 32.0 8.1 0.822 0.605 53.1 37.0 9.8
0.832 0.598 53.7 35.8 10.5 0.781 0.665 51.0 35.6 13.3
0.774 0.646 51.8 36.5 11.7 0.759 0.750 45.6 38.3 16.1
0.897 0.417 66.0 28.2 5.8 0.817 0.485 63.8 27.2 9.0
0.861 0.537 57.9 331 9.0 0.774 0.624 55.5 315 12.8
0.809 0.617 53.8 34.4 11.9 0.708 0.712 51.3 324 16.4
0.795 0.660 51.4 35.4 13.2 0.700 0.757 48.5 34.0 175
0.788 0.679 50.2 36.0 13.8 0.704 0.789 449 35.9 19.2
0.840 0.451 64.2 29.4 6.4 0.786 0.616 54.9 33.9 11.2
0.665 0.766 46.3 38.4 15.3 0.800 0.821 43.9 40.3 15.8
0.838 0.488 61.1 31.6 7.3 0.717 0.514 59.8 32.8 7.4
0.723 0.625 54.3 33.9 11.8 0.687 0.630 52.4 37.2 104
0.681 0.700 48.8 37.6 13.6 0.754 0.675 52.3 333 144
0.651 0.804 42.5 41.0 16.5 0.714 0.718 48.2 37.3 145
0.715 0.787 46.6 35.7 17.7 0.465 0.741 48.9 355 15.6

a) Earnings quintiles calculated separately for males and females.

Sources: See Table 3.4.
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Table 3.9.

Five-year earnings mobility of low-paid workers, 1986-1991
Percentages of full-time wage and salary workers

Denmark
Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Finland 2

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

France?

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Germany

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Italy ®

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Low-paid defined as bottom quintile

Low-paid defined as below 0.65 median earnings

1991 earnings status 1986 earnings status 1991 earnings status 1986 earnings status
Share of 1986 low-paid workers of 1991 low-paid workers Share of 1986 low-paid workers of 1991 low-paid workers
of low-paid of low-paid
workers No longer  Still in Moved to  Moved to Not In workers No longer Still below 0.65 Not 0.65
in 1986 employed  bottom second quintiles | employed In bﬁ]ttti?m In sie::t?lnd quintiles in 1986 employed 0.65 to 0.95 At:r?vsioﬁ% employed BiLO\g/iOhGS to 0.95 Al?gvsioh%
full-time  quintile quintile 3-5 full-time ~ duintile Quintile 35 full-time median median edial full-time edia median edial
20.0 26.7 32.1 20.5 20.7 38.3 33.3 15.3 13.2 6.5 25.7 6.0 43.1 25.2 52.7 10.4 25.2 11.8
10.3 27.9 19.6 18.6 339 354 215 19.8 23.3 3.9 25.3 4.8 28.5 414 50.6 10.1 15.7 23.6
344 26.3 37.6 21.3 14.9 394 38.2 134 9.0 10.3 25.9 6.7 51.4 16.0 53.6 10.5 29.2 6.7
51.2 22.6 27.8 20.9 28.8 54.6 29.9 7.8 7.7 247 21.1 3.6 445 30.8 69.1 6.4 18.1 6.4
17.1 26.1 30.1 23.3 20.6 249 34.0 23.0 18.1 4.3 22.2 10.1 46.5 21.2 304 17.9 321 19.7
11.8 24.6 41.6 21.2 12.6 27.3 36.7 18.2 17.7 1.9 44.6 7.1 429 5.4 19.5 111 47.2 22.2
11.7 51.9 34.6 9.9 3.7 27.5 37.6 22.2 12.8 2.0 - - - - - - - -
20.0 26.3 28.8 20.1 24.8 32.8 28.9 16.1 22.2 16.1 27.6 26.7 25.0 20.7 33.2 25.3 21.7 19.8
15.0 27.1 30.1 14.5 28.4 36.4 29.0 10.7 24.0 12.6 28.8 30.0 18.0 23.2 345 27.4 14.6 21.6
25.4 25.8 28.0 23.7 22.6 30.3 28.9 19.8 21.0 19.9 26.8 245 29.8 18.9 30.9 23.8 26.8 18.6
35.0 19.2 24.3 25.3 31.2 37.2 29.2 17.4 16.3 27.1 19.8 20.8 33.2 26.2 37.0 23.6 25.4 14.0
15.8 25.4 28.9 20.1 25.7 26.0 27.1 18.6 28.3 12.8 26.6 26.6 24.9 22.0 26.5 23.6 24.5 25.4
12.7 29.6 40.1 14.0 16.3 320 31.0 129 240 10.8 311 39.6 15.7 13.7 33.2 29.6 155 21.7
174 61.3 30.0 4.7 4.0 40.9 29.4 9.0 20.7 15.2 62.1 30.0 4.7 3.2 42.2 27.8 11.9 18.0
20.0 225 35.7 23.8 18.0 19.9 45.3 20.4 14.5 11.0 26.2 23.2 35.4 14.8 22.3 29.9 33.7 14.1
15.0 20.2 28.5 27.8 235 16.3 40.2 232 204 7.9 231 17.5 394 20.1 17.9 26.1 34.0 22.0
28.9 24.7 424 20.0 12.9 22.7 49.2 18.2 9.9 39.8 29.6 28.0 32.0 10.5 25.1 323 33.6 9.1
46.2 229 29.1 25.6 224 26.6 50.7 16.0 6.8 25.9 25.1 18.0 39.9 17.0 28.1 34.0 32.8 5.0
18.7 21.2 38.0 245 16.3 17.9 46.5 21.8 13.9 9.9 25.8 26.4 345 13.3 20.3 31.7 34.8 13.2
11.6 233 42.6 20.3 13.8 17.1 41.3 22.2 19.4 6.3 29.8 275 28.8 13.8 20.4 27.0 329 19.8
13.4 24.3 46.4 18.6 10.8 141 35.0 241 26.9 7.7 324 30.4 274 9.8 16.9 19.7 35.0 28.4
20.0 39.3 274 16.8 16.6 39.1 321 22.0 6.8 18.7 40.5 155 29.7 14.3 45.5 28.2 23.3 3.0
11.3 30.5 144 214 33.7 35.9 231 26.5 14.5 10.7 30.9 10.7 29.2 29.2 425 26.0 21.9 9.6
385 44.3 34.6 14.2 6.9 40.3 35.4 20.3 4.0 35.9 46.0 18.2 30.0 5.8 42.1 28.9 23.9 5.1
59.1 514 249 21.8 1.9 43.8 455 10.8 0.0 56.1 34.8 11.7 37.3 16.2 54.3 35.0 10.7 0.0
12.0 434 19.3 14.5 229 42.9 19.1 33.3 4.8 10.5 48.0 12.0 20.0 20.0 49.2 14.8 344 1.6
7.4 424 424 6.1 9.1 389 214 29.8 9.9 6.9 434 28.3 20.0 8.3 439 25.8 30.3 0.0
8.6 61.2 36.7 2.0 0.0 17.7 35.3 21.6 255 8.3 62.5 29.2 8.3 0.0 20.0 35.0 27.5 175
20.0 8.3 43.8 25.1 22.8 1.4 51.8 26.5 20.4 10.0 10.8 19.4 52.0 17.8 2.1 425 40.6 14.8
139 22 37.2 30.1 30.6 0.6 46.0 25.1 28.3 6.9 29 15.3 56.4 254 0.8 39.9 36.8 225
32.0 13.8 49.8 20.7 15.8 2.1 56.4 27.6 13.9 16.1 17.7 23.0 48.2 111 2.9 442 43.0 9.9
43.6 5.0 43.7 28.4 229 13 63.2 233 12.2 22.7 5.6 131 64.6 16.8 19 442 45.8 8.1
16.9 104 38.6 241 26.8 19 411 294 27.7 7.4 16.1 214 39.8 22.7 2.7 329 41.8 22.7
10.9 14.8 48.1 18.5 18.6 15 41.8 29.4 27.3 5.6 20.5 32.7 29.5 17.3 25 48.3 32.2 17.1
12.3 14.4 54.7 14.1 17.0 0.2 47.7 27.1 25.0 6.3 22.1 44.7 20.0 13.2 0.5 46.4 38.3 14.8

INFINAOTdINS

XOOT1NO

68



Table 3.9.

Percentages of full-time wage and salary workers

Five-year earnings mobility of low-paid workers, 1986-1991 (cont.)

Sweden
Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

United Kingdom®

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

United States

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Low-paid defined as bottom quintile

Low-paid defined as below 0.65 median earnings

1991 earnings status

1986 earnings status

1991 earnings status

1986 earnings status

Share of 1986 low-paid workers of 1991 low-paid workers Share of 1986 low-paid workers of 1991 low-paid workers
of low-paid of low-paid
workers No longer  Still in Moved to  Moved to Not In workers No longer Still below 0.65 Not 0.65
in 1986 employed  bottom second quintiles | employed In bﬁ]ttti?m In sie::t?lnd quintiles in 1986 employed 0.65 to 0.95 At:r?vsioh% employed BiLO\g/iOhGS to 0.95 Al?gvsioh%
full-time  quintile quintile 3-5 full-time ~ duintile Quintile 35 full-time median median edial full-time edia median edial
20.0 27.6 35.5 18.4 18.4 434 325 13.3 10.8 5.0 31.6 10.5 34.2 23.7 62.8 114 20.0 5.7
9.0 13.7 22.7 25.0 38.6 28.9 222 20.0 28.9 24 - - - - - - - -
40.0 34.3 40.7 15.7 9.3 48.8 36.4 10.7 4.1 9.6 - - - - - - - -
63.1 25.8 39.0 17.1 18.1 40.6 50.0 9.4 0.0 21.5 - - - - - - - -
16.3 41.6 29.2 16.7 12.5 61.5 18.0 12.8 7.7 4.1 - - - - - - - -
18.0 16.1 39.7 221 22.1 38.6 36.0 14.7 10.7 3.7 - - - - - - - -
11.1 52.6 21.1 10.5 15.8 30.0 20.0 15.0 35.0 2.3 - - - - - - - -
20.0 12.9 35.8 27.8 23.6 19.0 51.9 17.3 11.9 17.7 13.3 33.8 34.6 18.3 19.7 49.1 219 9.3
11.0 3.9 30.7 275 37.9 5.7 432 25.7 25.3 9.5 3.9 28.1 37.2 30.8 5.9 40.3 33.2 20.6
385 18.2 38.7 27.9 15.1 27.2 57.2 12.0 3.6 34.6 18.7 37.0 33.1 11.2 27.8 54.3 15.2 2.6
48.1 9.3 25.6 315 33.6 13.3 711 10.9 4.7 43.9 9.3 23.6 40.6 26.5 13.7 68.1 14.3 3.8
12.1 14.8 36.5 28.3 20.4 20.4 43.8 20.2 15.6 10.3 16.0 35.6 33.3 15.1 21.4 40.9 253 12.4
11.3 15.7 48.9 24.0 114 26.6 427 17.9 12.8 9.7 16.9 47.6 28.1 7.4 275 40.1 22.7 9.7
14.3 221 57.5 16.3 4.1 10.8 49.3 22.7 17.2 124 23.1 55.4 18.7 29 11.7 46.9 27.9 135
20.0 41.4 30.6 16.7 11.3 37.8 35.5 12.4 14.3 27.5 39.2 33.9 17.2 9.7 35.0 42.3 10.4 12.3
11.8 32.7 294 17.4 20.6 29.9 30.1 15.9 242 16.7 315 31.2 21.9 155 275 35.7 14.8 22.0
31.2 45.9 31.2 16.3 6.6 42.7 38.9 10.3 8.1 42.2 434 354 14.6 6.7 39.6 46.3 7.7 6.4
43.2 36.9 26.5 19.4 17.2 45.3 46.1 5.6 3.0 54.7 36.0 318 19.6 125 37.8 55.5 4.4 2.3
20.5 36.9 28.7 19.3 15.2 36.5 433 15.8 4.4 28.6 34.2 29.6 214 14.8 33.0 48.3 135 52
15.7 38.9 36.0 17.6 7.5 35.4 30.5 12.6 215 21.7 36.2 41.6 15.6 6.6 34.3 37.7 9.6 18.3
16.7 60.2 29.0 6.9 3.9 39.2 29.5 12.8 18.5 24.3 57.0 29.9 9.6 35 37.0 355 12.8 14.8

—  Value not reported because the data refer to fewer than 30 observations.
a) Five-year earnings mobility is calculated for the years 1985-1990 and for all wage and salary workers.
b) Calculations exclude workers leaving wage and salary employment altogether.

Sources: See Table 3.4.
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standards for pay and other job characteristics may
reduce the labour-market opportunities of low-skilled
workers by “pricing” them out of the labour market.
The actual quantitative terms of any trade-off
between job quality and quantity have yet to be seri-
ously analysed. Furthermore, the job-quality dimen-
sion has a dynamic element that has received very
little attention — the trade-off, if any, between mini-
mal job standards and mobility.

Table 3.9 presents summary measures of earn-
ings mobility of low-paid workers. Two different defi-
nitions are considered: workers in the bottom quin-
tile; and workers earning less than 0.65 of median
earnings. The latter corresponds best to the idea of
minimum job standards and is essentially identical to
that used in Section C.25 The quintile definition is
more easily compared with some previous studies
[Schiller (1994)] and avoids the problem of small
sample sizes that arise in some countries for the
median-based cut-off.

There is considerable movement out of low-paid
jobs, but it is not possible to generalise about the
prospects of these workers (Chart 3.7). Only a minor-
ity of low-paid workers in 1986 were still low-paid
workers in 1991 in all countries, and this share was
especially low in Denmark and Sweden for the
median-based definition. However, much of the
movement is out of full-time wage and salary employ-
ment altogether, rather than into higher earnings
ranges. For example, only 15.5 per cent of German
workers below the 0.65 median earnings cut-off in
1986 were still in that earnings range in 1991, but
nearly as many had dropped out of full-time employ-
ment (40.5 per cent) as had moved up the earnings
distribution (44.0 per cent).26 From the perspective of
policy, it would be desirable to know why such a
substantial number left full-time employment. Two
insights can be gleaned from the data assembled for
this chapter. First, in the five countries in which work-
ers leaving wage and salary employment can be
tracked, it is always the case that a large majority of
those leaving full-time employment left employment
altogether, rather than moving into part-time jobs or
self-employment. Second, the exit rate is substan-
tially higher for workers with low earnings than for
better-paid workers. Averaging over the eight coun-
tries, first-quintile earners were about twice as likely
to leave full-time employment as were third-quintile
workers.

Table 3.10 presents additional data on the
mobility of low-paid workers, restricting the analysis
to those who remain in full-time employment. Cross-
country differences in the share of 1986 low-earners
who moved significantly higher in the earnings distri-
bution by 1991 are quite large, especially when low-
pay is defined as less than 0.65 median earnings.
Chart 3.8 examines the relationship between overall

earnings mobility and the upward mobility of low-
paid workers. Surprisingly, there is, at most, a very
weak positive relationship with relative earnings
mobility, as measured by quintile transitions, while
absolute earnings volatility is more strongly, but neg-
atively, related to their prospects of moving up. How-
ever, the key underlying relationship may be that low-
paid workers have greater difficulty moving up in
labour markets in which cross-sectional inequality is
higher (Chart 3.6, Part B). More detailed and longer
career history data will be required to characterise
adequately the complex dynamics of low-paid jobs
and how they are affected by overall mobility and the
level of wage inequality.

Upwards earnings mobility, particularly large
gains, are more common for young workers than for
prime-age and older workers. Thus, low-paid employ-
ment may frequently provide valuable experience for
young workers beginning their careers. The pay-off for
women appears to be low. Even among these full-
time workers, women are significantly less likely to
move up than are men, except in Finland. Both the
heterogeneity of mobility paths and the lower upward
mobility rates for women and older workers suggest
that some do become trapped in low-paid jobs, or
cycle between them and nonemployment.

The patterns of movement into low-paid jobs
also suggest that low-paid workers in any given year
have very diverse prospects and histories
(Tables 3.9 and 3.10). There is, for example, a large
flow of young people into low-paid, full-time employ-
ment from part-time work or nonemployment. For
many of them, this will be a relatively brief phase of
the school-to-work transition (see Chapter 4 for a
fuller discussion of the youth labour market). How-
ever, a considerable share of low-paid workers in
1991 were either also low-paid workers in 1986 or had
experienced downward earnings mobility. The former
group shows considerable persistence in low-paid
employment and probably has relatively poor pros-
pects for obtaining significantly better jobs. The pros-
pects of workers experiencing downward mobility are
more difficult to assess and are probably quite
diverse. However, studies of displaced workers in the
United States have found substantial persistence of
wage losses [Podgursky and Swaim (1987); Ruhm
(1991)].

E. CONCLUSIONS

Contrary to what might have been predicted at
the end of the 1980s, only a relatively few countries
experienced a significant increase in earnings ine-
quality over the first half of the 1990s. A strong, per-
sistent, trend rise in inequality is evident only for the
United Kingdom and the United States. In other
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Chart 3.7.

Earnings mobility of low-paid workers

A. 1991 earnings status of full-time workers who were in the bottom quintile in 1986

Denmark Finland?

0
Total Male Female <25 25-34 35-49 50-64 Total Male Female <25 25-34 35-49 50-64

France® Germany

Total Male Female <25 25-34 35-49 50-64 Total Male Female <25 25-34 35-49 50-64
Italy® Sweden
100
80 -
60 -
40 -
20 -
0
Total Male Female <25 25-34 35-49 50-64 Total Male Female <25 25-34 35-49 50-64
United Kingdom® United States

Total Male Female <25 25-34 35-49 50-64 Total Male Female <25 25-34 35-49 50-64
I No longer employed full-time I still in bottom quintile
Moved to second quintile [ Moved to quintiles three to five

a) Calculations are for the years 1985-1990 and for all wage and salary workers.
b) Calculations exclude workers leaving wage and salary employment.
Sources: See Table 3.4.
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Chart 3.7. (cont.)
Earnings mobility of low-paid workers

B. 1991 earnings status of full-time workers who were earning less than 0.65 times median earnings in 1986

Denmark? Finland®

Total Male  Female <25 25-34 35-49 50-64 Total Male  Female <25 25-34 35-49 50-64

France® Germany

Total Male  Female <25 25-34 35-49 50-64 Total Male  Female <25 25-34 35-49 50-64
Italy® Sweden?
100
80 —l
60 -
40 -
20 -
0
Total Male  Female <25 25-34 35-49 50-64 Total Male  Female <25 25-34 35-49 50-64
United Kingdom®¢ United States

Total Male Female <25 25-34 35-49 50-64 Total Male Female <25 25-34 35-49 50-64
I No longer employed full-time I still less than 0.65 of the median
0.65 to 0.95 of the median [ Above 0.95 of the median

a) Distributions not presented when fewer than thirty observations were available.
b) Calculations are for the years 1985-1990 and for all wage and salary workers.

¢) Calculations exclude workers leaving wage and salary employment.

Sources: See Table 3.4.
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countries where the dispersion of earnings has risen,
the increase has either been modest or a relatively
recent phenomenon and closely associated with
substantial labour and product market reforms. A few
countries, notably Canada, Finland and Germany,
experienced declines in inequality over the past dec-
ade.

Despite the absence of a generalised trend, ris-
ing earnings inequality in some OECD countries has
raised concerns that skill-biased technical change or
growing trade with low-wage countries could result in
a growing polarisation between workers with good
jobs and those with bad jobs. These concerns have
been reinforced by the fact that real wage growth over
the past 10 years in countries such as Australia,
New Zealand and the United States, has been either
weak or negative for most jobs held by men in the
bottom half of the earnings distribution. Not surpris-
ingly, the incidence of low-paid employment tends to
be highest in those countries where earnings inequal-
ity is greatest, accounting for one-quarter of all full-
time workers in the United States, compared with
6 per cent or less in Finland and Sweden. In all coun-
tries, the incidence of low pay tends to be concen-
trated amongst low-skilled and inexperienced work-
ers. Women and youth face a higher-than-average risk
in all countries of being employed in low-paid jobs,
particularly in the wholesale and retail trade and
catering sectors. Nevertheless, there are some coun-
try differences in this pattern. Relative to the average
for all workers, the risk of being in a low-paid job is
particularly high for women in Belgium, Germany,
Japan and Switzerland, for youth in Finland and for
older workers in Japan and the United Kingdom.

Different institutional settings in terms of wage-
setting practices and welfare provisions do appear to
have an impact on the incidence of low pay. Typically,
countries with high rates of collective bargaining cov-
erage and trade unionisation tend to have a low inci-
dence of low-paid employment. In countries where
the legal minimum wage is high in relation to average
earnings, the incidence of low pay tends to be low.
There is also some evidence that generous welfare
benefits create a binding wage floor. It is less clear
whether these wage floors, which limit the number of
low-paid jobs, also adversely affect the overall
chances of finding employment for lower-skilled and
inexperienced workers. The employment or unem-
ployment rates of youth, women and unskilled work-
ers do not appear to be significantly correlated across
countries with the incidence of low-paid employment.
This suggests that factors other than relative wages,
such as the overall level of aggregate demand or the
amount of training received, may be more important

for determining labour-market outcomes of these
groups.

In many respects, earnings mobility is quite simi-
lar in the countries examined in detail, with approxi-
mately half of the workers moving one or more quin-
tiles over a five-year period. The level of mobility over
the period 1986-1991 suggests that approximately
two-thirds of the inequality observed in a single year
is permanent, or at least quite persistent, in all of
these countries. It follows that international compari-
sons of cross-sectional inequality in earnings proba-
bly provide a reliable indication of relative levels of
inequality measured over longer periods, although it
would be desirable to verify this finding for longer
time periods and more countries. There is considera-
ble turnover in low-paid jobs in all of the countries.
But, the share of low-paid workers in 1986 who were
still low-paid in 1991 ranged from below 10 per cent
in Denmark to approximately one-third in the United
States. For many youths, these jobs appear to provide
an initial toe-hold in the labour market which initi-
ates a period of significant wage growth. Older work-
ers in low-paid jobs are much less likely than youths
to experience upward mobility and frequently move
between them and nonemployment. Countries with
higher cross-sectional inequality of earnings appear
to have higher earnings volatility and lower upward
mobility among low-paid workers, a pattern most evi-
dent in the United States.

A number of issues concerning earnings inequal-
ity and mobility are touched upon in this chapter, but
merit further attention. Whether countries face a
trade-off between “allowing” earnings inequality to
rise or worsening the employment prospects of low-
skilled workers is far from resolved. Earnings inequal-
ity has risen slightly or remained stable in a number
of countries, but there is little evidence that the rela-
tively low incidence of low-paid jobs in these coun-
tries is associated with lower employment rates for
low-skilled and inexperienced workers. From a
dynamic perspective, the situation is even more com-
plex. Low-paid workers in any one year tend to have
very diverse career and earnings prospects, with many
moving up the earnings ladder, but also many leaving
full-time employment altogether. The factors deter-
mining why some workers move into better jobs, but
others do not, are not well understood. The relation-
ship between trends in earnings inequality at any
point in time and lifetime inequality of earnings
needs to be developed further. Thus, the growth of
earnings inequality and its causes and consequences
are likely to remain topics of intense study and
debate for some time to come.



Table 3.10. Five-year earnings mobility of low-paid workers who were employed full-time both in 1986 and in 1991

Percentages

Denmark
Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Finland 2

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

France

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Germany

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Italy

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Low-paid defined as bottom quintile

Low-paid defined as below 0.65 median earnings

1991 earnings status of 1986 low-paid workers

1986 earnings status of 1991 low-paid workers

1991 earnings status of 1986 low-paid workers

1986 earnings status of 1991 low-paid workers

Moved

Still in bottom Moved to In bottom In second L Still below 0.65 to Above Below 0.65 to Above
quintile t%jﬁlct?lgd quintiles 3-5 quintile quintile In quintiles 3-5 0.65 median 0.95 median 0.95 median 0.65 median 0.95 median 0.95 median
43.8 27.9 28.3 54.0 24.7 21.3 8.1 58.1 33.9 22.0 53.2 24.8
27.2 25.8 475 33.3 30.6 36.1 6.5 38.1 55.4 20.5 318 47.7
51.0 28.9 20.2 63.0 22.1 14.9 9.0 69.4 21.6 22.7 62.9 14.4
35.9 27.0 37.2 65.9 17.1 17.1 4.6 56.4 39.0 20.7 58.6 20.7
40.7 315 27.8 45.3 30.6 24.2 13.0 59.7 27.3 25.6 46.2 28.2
55.2 28.2 16.7 50.5 251 24.4 129 77.4 9.7 - - -
71.8 20.5 7.7 51.9 30.6 17.6 - - - - - -
39.1 27.3 33.6 43.0 23.9 33.0 36.9 34.6 28.5 37.0 324 29.7
413 19.9 38.9 45.6 16.8 37.7 42.1 25.3 32.6 43.2 229 33.9
37.7 31.9 304 415 28.4 30.1 335 40.7 25.8 34.4 38.7 26.7
30.1 313 38.6 46.5 27.7 25.9 26.0 41.4 32.7 37.4 40.4 22.2
38.7 26.9 334 36.7 25.1 38.2 36.2 33.9 29.9 321 333 34.6
56.9 19.9 23.2 45.6 19.0 35.4 57.5 22.7 19.8 443 23.2 325
77.6 12.1 10.3 49.8 15.2 35.0 79.3 12.3 8.4 48.2 20.6 31.2
49.8 28.9 21.4 50.6 30.6 18.8 31.6 48.2 20.2 38.4 43.4 18.2
39.6 32.3 28.1 40.9 33.0 26.1 22.7 51.2 26.1 318 415 26.8
59.8 254 14.8 59.9 28.2 11.9 39.7 454 14.9 43.1 44.8 12.1
44.6 31.0 24.4 64.4 26.6 9.0 24.0 53.0 22.9 47.3 45.7 7.0
53.1 26.6 20.3 39.9 33.7 26.4 355 46.5 18.0 39.8 43.7 16.5
62.2 244 134 40.8 34.0 25.2 39.0 41.1 19.7 339 413 24.8
63.7 23.6 12.7 37.6 328 30.6 44.9 40.6 14.5 23.8 421 34.2
45.1 27.6 27.3 52.8 36.1 11.2 26.0 50.0 24.0 51.7 429 54
20.8 30.8 48.5 36.0 413 22.7 155 42.3 42.3 45.2 38.1 16.7
62.2 254 124 59.3 34.0 6.7 33.7 55.6 10.7 54.3 448 1.0
37.9 33.2 28.9 80.8 19.2 0.0 17.9 57.2 249 76.6 234 0.0
34.0 25.5 40.4 333 58.3 8.3 231 38.5 38.5 29.0 67.7 3.2
73.7 10.5 15.8 35.0 48.8 16.3 50.0 35.3 14.7 46.0 54.1 0.0
- - - 42.9 26.2 31.0 - - - 43.8 34.4 21.9
47.7 27.5 24.9 52.8 26.6 20.6 229 57.2 19.9 44.5 40.5 15.0
38.1 30.7 31.2 46.7 249 28.4 17.3 56.8 25.2 42.0 36.1 21.9
57.4 24.2 18.4 57.9 27.9 14.2 28.7 57.6 13.7 46.2 43.6 10.2
45.6 30.2 24.2 64.0 23.6 124 14.3 67.8 18.0 453 46.4 8.3
43.4 26.6 30.0 42.1 29.8 28.1 27.8 457 26.5 35.7 41.6 22.7
56.8 21.8 214 435 29.0 275 433 355 21.2 51.2 315 17.3
64.0 16.5 19.6 485 26.3 25.2 58.9 25.2 15.9 47.1 38.6 14.3

INFINAOTdINS

XOOT1NO

G6



Table 3.10. Five-year earnings mobility of low-paid workers who were employed full-time both in 1986 and in 1991 (cont.)

Percentages

Sweden
Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

United Kingdom

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

United States

Total

Sex: Male
Female

Age: Under 25
25-34
35-49
50-64

Low-paid defined as bottom quintile

Low-paid defined as below 0.65 median earnings

1991 earnings status of 1986 low-paid workers

1986 earnings status of 1991 low-paid workers

1991 earnings status of 1986 low-paid workers

1986 earnings status of 1991 low-paid workers

Moved

Still in bottom Moved to In bottom In second - Still below 0.65 to Above Below 0.65 to Above
quintile t%jﬁlct?lgd quintiles 3-5 quintile quintile In quintiles 3-5 0.65 median 0.95 median 0.95 median 0.65 median 0.95 median 0.95 median
49.1 25.5 25.5 57.5 23.4 19.2 - - - - - -
26.3 29.0 447 31.3 28.1 40.6 - - - - - -
61.1 23.6 15.3 71.0 21.0 8.1 - - - - - -
53.3 23.3 23.3 - - - - - - - - -
47.4 26.3 26.3 58.7 239 17.4 - - - - - -
41.1 31.9 27.1 64.0 21.3 14.7 39.0 39.8 21.1 61.2 27.2 11.6
32.0 28.6 394 45.8 27.3 26.9 29.2 38.7 321 42.8 35.3 21.9
47.4 34.1 18.5 78.6 16.5 4.9 45.6 40.7 13.7 75.3 211 3.7
28.2 34.8 37.1 82.1 12.6 54 26.0 44.8 29.2 79.0 16.6 4.4
429 33.2 23.9 55.0 254 19.6 42.4 39.6 18.0 52.1 32.2 15.7
58.0 28.4 13.6 58.2 24.3 175 57.3 33.8 8.9 55.3 313 134
73.8 20.9 53 55.3 255 19.3 71.9 24.3 3.8 53.2 31.6 15.2
52.2 28.5 19.3 57.1 20.0 23.0 55.8 28.2 16.0 65.1 16.0 18.9
43.6 25.8 30.6 42.9 22.6 345 454 31.9 22.6 49.3 20.4 30.4
57.7 30.2 12.1 67.9 17.9 14.2 62.5 25.8 11.7 76.7 12.8 10.5
42.0 30.7 27.3 84.3 10.2 55 49.7 30.7 19.6 89.2 7.1 3.7
455 30.5 24.0 68.2 24.8 7.0 45.0 325 225 72.1 20.2 7.8
58.9 28.8 12.3 47.2 19.6 33.2 65.2 245 10.3 57.5 14.7 27.9
73.0 17.3 9.8 485 211 304 69.6 224 8.0 56.3 20.3 234

—  Value not reported because the data refer to fewer than 30 observations.
a) Five-year earnings mobility is calculated for the years 1985-1990 and for all wage and salary workers.

Sources: See Table 3.4.
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Chart 3.8.

Overall earnings mobility and the upward mobility of full-time, low-paid workers, 1986-1991

A. Earnings mobility of all low-paid workers
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Notes

. In this chapter, the earnings data for Germany refer to

western Germany only.

. While the dispersion of weekly earnings for all full-time

workers showed a small rise between 1984 to 1994,
there was no rise in the dispersion of hourly earnings
for all workers. A careful and detailed analysis of the
distribution of earnings in New Zealand between
1984 to 1994 is provided by Dixon (1996).

. The impact of the business cycle on the overall disper-

sion of earnings is uncertain. While lay-offs during a
recession may result in some compression in the lower
half of the earnings distribution for those remaining in
work, this may be partly offset by the greater weight
given to the dispersion of earnings in the top half of the
distribution.

. To test somewhat more rigorously whether earnings

inequality does have a cyclical element, a number of
simple regressions were carried out separately for men
and women for each of the countries shown in Chart 3.2
(except for Sweden). The D5/D1 ratio was separately
regressed against two measures of the business cycle
— the unemployment rate and the ratio of actual to
trend GDP (as captured by the Hoderick-Prescott fil-
ter) — and a time trend. For Australia, France and the
United Kingdom (output gap measure only), there is
some evidence that cyclical fluctuations do have a
small positive, rather than negative, impact on earnings
inequality for men, but no evidence of a similar effect
for women.

Europe (low earnings inequality, rising unemployment)
and the United States (growing earnings inequality, sta-
ble unemployment) are often compared in terms of
such a trade-off. But this is a complex issue, and recent
research has not confirmed the existence of a consis-
tent relationship or trade-off between relative wages
and employment by skill level [Card et al. (1996)]. The
relationship between the earnings dispersion and
income distribution is also complex. For example, it is
possible that an increase in earnings inequality could
be associated with an increase in employment, espe-
cially of unskilled workers and, thus, with greater equal-
ity in the income distribution.

In some countries, the incidence of low-paid employ-
ment is measured with respect to year-round, full-time
workers rather than all full-time workers per se (see
Annex 3.B).

There has been considerable discussion about the fac-
tors behind the earnings gap between men and women.
Gender differences in average job tenure and experi-
ence as well as in the composition of employment by
industry and occupation partly account for women
receiving lower earnings, on average, than men. Never-

10.

11.

12.

13.

14.

15.

theless, a substantial part of the gap usually remains
unexplained even after controlling for these and many
other factors [Blau and Kahn (1995)].

. If part-time employment were included in the analysis,
the proportion of women in low-paid jobs could well be
even higher, given their predominant share of part-time
work in most OECD countries.

In Table 3.2, the age groups for Italy (under 31, 31 to 50,
51 and over) are not the same as for the other countries
which may explain the relatively low proportion of all
low-paid workers in the prime-age group.
Equivalently, the concentration measure can also be
obtained by dividing the low-paid employment share of
each sub-group of workers by its overall employment
share.

Blau and Kahn (1996) find that it is greater wage in-
equality (i.e. larger returns to skill) in the United States,
and not a different distribution of skills, which explains
the larger earnings dispersion in the United States than
in several other industrialised countries.

It could well be that, in terms of similar aptitudes,
workers in France with a “Bac” or an equivalent qualifi-
cation should be compared with workers in the United
States who have received some college education.
However, even in this case, the incidence of low pay for
these workers is still 8 percentage points higher in the
United States than in France.

The minimum wage in the United States in 1994 was
$4.25 per hour which, if multiplied by 40 hours per week
and by 52 weeks in the year, corresponds to 34 per cent
of median annual earnings of full-year, full-time work-
ers (estimated as being around $26 000).

The countries included in the study of Blau and Kahn
(1996) are: Australia, Austria, Great Britain, Hungary,
Italy, Norway, Sweden, Switzerland, the United States
and western Germany. However, only Australia, Austria,
Great Britain, Norway, the United States and western
Germany are included in their comparison of employ-
ment/population ratios by skill.

The secretariat is grateful to the following consultants
who provided the longitudinal earnings data underlying
this section: Niels Westergard-Nielsen and Paul Bingley
(Centre for Labour Market and Social Research, Aarhus
Business School, Danish data); Tor Eriksson and
Lajos Parkatti (Centre for Labour Market and Social
Research, Aarhus Business School, Finnish data); Yves
Guillotin and Alain Bigard (Groupe d’Analyse des
Itinéraires et Niveaux Salariaux, Université de Maine,
French data); Viktor Steiner (Zentrum fur Europaische
Wirtschaftsforschung, German data); Claudio Malpede,
Lia Pacelli and Riccardo Revelli (Ricerche e Progetti,
Italian data); Anders Klevmarken and Sten Hansen
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16.

17.

18.

19.

20.

(University of Uppsala, Swedish data); Peter Elias (War-
wick University, United Kingdom data); and David
Fasenfest (Purdue University, United States data).

Cross-sectional data for two successive years might
indicate that 15 per cent of the work force earned less
than two-thirds of the median weekly wage in both
years. In the absence of further information, it is impos-
sible to know if the same individuals held low-paid jobs
in both years or, if different, equally-sized groups of
workers temporarily received low pay. A panel data set
that follows the same workers over the two years is
required to measure the extent of mobility into and out
of low-wage employment.

Social security contributions are not included in the
French and Italian earnings data.

Perfect mobility prevails if a worker's position in the
distribution in one year has no influence over his or her
position in subsequent years. For example, a worker
beginning in the first quintile has a 20 per cent
probability of being in each of the five quintiles in a
subsequent year, the same as a worker beginning in any
of the other four quintiles.

Pearson correlation coefficients can be quite sensitive
to extreme observations. Spearman rank correlation
coefficients are more robust and, hence, provide a test
of the extent to which measurement error biases the
Pearson correlation coefficient. The two sets of values
turn out to be quite similar, except that the very low
Pearson correlations for American women in
Table 3.6 correspond to Spearman correlations that are
much higher and consistent with those obtained for the
other countries.

All of the results presented for earnings quintiles are
qualitatively similar to the results that were obtained
for decile-level transition matrices. Erling Barth (Insti-
tute for Social Research, Oslo) provided the Secretariat
with decile transition data for Norway which — while not
strictly comparable — indicate a similar level of mobil-

21.

22.

23.

24.

25.

26.

ity. Fifty-two per cent of Norwegian workers moved one
or more quintiles in the earnings distribution between
1989 and 1993.

Earnings bands, expressed in proportions of the
median, such as workers earning between 0.65 and
0.95 median earnings, are not strictly of equal width
across countries because median wages differ. How-
ever, ranges defined in terms of multiples or propor-
tions of the median do provide useful indications of
absolute differences in the levels of earnings.

The lower age limit was slightly higher in several of the
countries. The entrance and exit rates discussed in the
next two sentences of the text only consider the five
countries with data on the entire working-age cohort,
regardless of their employment status.

Econometric techniques have been developed for
imputing potential earnings, but they require strong
assumptions whose validity can not easily be verified.
Additional assumptions would be required to
characterise unobserved changes in potential earnings.
For these reasons, imputations were not made for this
study.

The figures in Table 3.6 assess men and women in
terms of the overall distribution of earnings. It is also
possible to examine gender mobility in terms of quin-
tiles defined for that gender alone. Table 3.8 presents
such data. Comparisons of mobility levels for men and
women are not affected.

Consistent with the analysis in Section C, the incidence
of working at a job paying less than 0.65 median earn-
ings differs significantly across countries, ranging from
a low of 5 per cent for Sweden to a high of 28 per cent
for the United States. Youth and women more often
hold such jobs than do other workers.

Although the numbers differ somewhat, qualitatively
similar patterns hold for the other countries.
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ANNEX 3.A

Definitions and sources of earnings data for Table 3.1, Charts 3.1, 3.2 and 3.3.

For some countries, information is also provided on
recent trends in earnings inequality using alternative
sources of earnings data.

Australia

Definition: Gross weekly earnings of all full-time
employees in their main job.

Source: Weekly Earnings of Employees (Distribution),
Australia, ABS Catalogue No. 6310.0, various editions (now
incorporated as an annual supplement to The Labour Force,
Australia, ABS Catalogue No. 6203.0). The data are
obtained as an annual supplement (usually in August) to
the monthly labour force survey and refer to the most
recent pay period prior to the interview. The published data
on the distribution of employees by earnings class have
been interpolated by the OECD Secretariat to obtain the
decile earnings limits.

Alternative data: In Chapter 5 of the 1993 Employment
Outlook, the data on earnings inequality was obtained from
a sample survey of employers, carried out in May of each
year (see Distribution and Composition of Employee Earn-
ings and Hours, Australia, ABS Catalogue No. 6306.0). The
data referred to gross weekly earnings of full-time
employees, excluding managerial workers as well as other
workers not covered by the survey (e.g. the armed forces,
workers in agriculture, forestry and fishing, domestic ser-
vants, embassy employees, etc.). However, while the earn-
ings estimates from the May employer survey are probably
more precise than those from the August household survey,
they suffer from a number of drawbacks for examining
trends over a long period of time. Firstly, no survey was
carried out in either 1982 or 1984 and, secondly, the results
of the survey for 1983 onwards are not strictly comparable
with those for earlier years because of a change in the
sampling frame. Data updating Table 5.2 of the
1993 Employment Outlook according to the May survey (for
full-time, non-managerial employees) are as follows:

Austria

Definition: Gross daily earnings, standardized to a
monthly basis, taking into account the recorded number of
days of insurance contributions, referring to wage earners
and salaried employees but excluding most civil servants
and all apprentices. The figures include special payments
such as holiday and Christmas remunerations. Earnings
above the ceiling for social insurance contributions are
recorded at the level of that ceiling, precluding the calcula-
tion of D9 for certain years.

Source: The data and decile calculations were supplied
by the Austrian Central Statistical Office based on social
security data.

Alternative data: The Austrian Statistical Yearbook
(Statistisches Jahrbuche) provides the following data for
1989 onwards based on the same source as above but
including civil servants:

Including civil servants 1989 1990 1991 1992 1993 1994

Males D9/D5 .. . . . .. .
D8/D5 1.43 1.43 1.42 1.43 1.43 1.44
D5/D1 1.59 1.61 1.62 1.62 1.61 1.61

Females D9/D5 1.81 1.81 1.83 1.84 1.85 1.86

D8/D5 147 147 148 148 148 149
D5/D1 196 197 200 201 203 203

Total D9/D5 179 177 175 176 177 1.80
D8/D5 146 147 146 147 146 147
D5/D1 192 192 19 196 196 1.97

The Austrian Central Statistical Office has also pro-
vided the following data on the distribution of net monthly
earnings — standardised to a 40 hour working-week — based
on the Mikrozensus (household survey):

Mikrozensus 1981 1983 1985 1987 1989 1991 1993

May data, excluding

" 1989 1990 1991 1992 1993 1994 1995
managerial workers

Males D9/D5 154 156 159 157 156 158 161
D5/D1 145 144 144 141 145 145 148
Females D9/D5 148 147 149 152 152 151 151

D5/D1 134 134 133 134 134 135 136

D9/D5 159 154 161 161 166 166 1.75
D5/D1 144 141 147 143 153 149 152

D9/D5 158 155 159 156 160 1.65 1.71
D5/D1 152 149 163 151 161 153 159

Total D9/D5 1.61 157 162 161 166 166 1.75
D5/D1 156 151 160 150 1.62 156 1.60

Males

Females
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Belgium

Definition: Gross daily earnings over a three-month
period (between 1983 and 1988) or over a year
(1989 onwards) of full-time workers. Earnings above the
ceiling for social insurance contributions are recorded at
the level of that ceiling, precluding the calculation of D9 for
certain years.

Source: The decile earnings limits are Secretariat cal-
culations based on social security data provided by the
Belgium Institut national d’assurance maladie-invalidité
(INAMI) on the distribution of employees by earnings class.

Canada

Definition: Gross annual earnings of full-time, year-
round workers.

Source: The data were supplied by the Analytical Stud-
ies Branch, Statistics Canada, based on the Survey of Con-
sumer Finances after making special adjustments to
improve coverage and comparability between the years
shown.

Czech Republic

Definition: Earnings (including self-employed income),
gross of employee taxes but net of employer taxes, of full-
time workers.

Source: As published in Vecernik (1995) based on data
from the Microcensuses of 1989 and 1993.

Denmark

Definition: Hourly gross earnings data. Persons with
wage rates lower than 80 per cent of the minimum wage are
excluded.

Source: The data are derived from annual wage-income
(including all types of taxable wage-income) recorded in tax
registers, divided by actual hours worked, as recorded in a
supplementary pension scheme register, and were supplied
by Professor Niels Westergard-Nielsen, Centre for Labour
Economics, Aarhus Business School, as used in the NAUT
project (The Nordic Labour Market in the 1990s).

Finland

Definition: Gross annual earnings of full-year, full-time
workers.

Source: The data and decile calculations were provided
by Statistics Finland based on the Income Distribution
Survey.

France

Definition: Gross annual earnings of full-time workers,
adjusted for annual hours worked to represent full-year
equivalent earnings. Agricultural and general government
workers are excluded.

Source: The data are based on salary records of enter-
prises as reported in Déclarations Annuelles des Données
Sociales (DADS) and were supplied by the Institut national
de la statistique et des études économiques (INSEE), Paris.

Germany (western Germany only)

Definition: Gross monthly earnings of full-time, full-
year workers including ¥ of supplementary payments com-
prising 13th month pay, 14th month pay, holiday
allowances and Christmas allowances.

Source: The data and decile calculations were provided
by Victor Steiner, Zentrum fur Europaische Wirtschaftsfor-
schung, Mannheim, based on the German Socio-Economic
Panel.

Italy

Definition: Monthly net earnings (obtained by dividing
annual earnings by the number of months worked) of wage
and salary earners in their main job.

Source: The data and decile calculations were provided
by Andrea Brandolini and Paolo Sestito of the Bank of Italy
based on the Bank of Italy’s Survey of Household Income
and Wealth. See Brandolini and Sestito (1996) for a detailed
description of this data and trends in earnings dispersion in
Italy over the period 1977 to 1993.

Alternative data: For 1986 onwards, the following data
on the distribution of net monthly earnings of full-time
workers, i.e. excluding part-time workers, are also available
based on the same source:

Full-time workers 1986 1987 1989 1991 1993

D9/D5 1.52 1.56 1.56 1.56 1.65
D5/D1 1.45 1.42 1.39 1.43 1.53

D9/D5 1.33 1.36 1.38 1.39 1.40
D5/D1 1.55 1.46 1.33 1.50 1.67

Total D9/D5 1.43 1.60 1.44 151 1.57
D5/D1 1.56 1.44 1.50 1.50 1.61

Males

Females

Japan

Definition: Monthly scheduled earnings of regular
workers (excluding part-time workers), aged 18 and over, as
reported by enterprises in the Basic Survey on Wage Struc-
ture. The data exclude the general government sector, pub-
lic enterprises, agriculture, forestry and fisheries, private
household services, employees of foreign governments and
all establishments with less than 10 regular workers.
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Source: The decile earnings limits are Secretariat cal-
culations based on data published in the Yearbook of
Labour Statistics on the distribution of employees by earn-
ings class. However, they correspond exactly to the decile
limits reported in the Yearbook (i.e. in both cases, a simple
linear interpolation of the grouped data has been carried
out).

Alternative data: The Basic Survey also covers public
enterprises and establishments with 5 to 9 regular workers,
but this is not reported in the Yearbook. Inclusion of these
groups would only change the decile earnings slightly, as is
shown below for all persons, based on calculations from
the report on the Basic Survey for 1994:

D9/D5 D5/D1

Treatment of public enterprises and small

establishments:
Excluded 185 1.63
Included 184 164

Netherlands

Definition: Annual earnings of full-year equivalent, full-
time workers, including occasional payments (overtime,
holiday, etc.).

Source: The decile earnings limits are Secretariat cal-
culations based on Survey of Earnings data on the distribu-
tion of employees by earnings class as published in
Sociaal-Economische Maandstatistiek, Netherlands Central
Bureau of Statistics, various issues.

New Zealand

Definition: Usual gross weekly earnings of full-time
employees.

Source: Estimates provided by the New Zealand
Department of Labour based on data collected in the
Household Economic Survey administered by Statistics
New Zealand.

Norway

Definition: Hourly wages, estimated as hourly/weekly
or monthly wages divided by the corresponding number of
working hours. Observations of less than 25 kroner per hour
and greater than 1 000 kroner per hour (both in 1991 kroner)
are excluded. Age limits are 19 to 55 years.

Source: The data and decile calculations were provided
by Erling Barth and Halvor Mehlum, Institute for Social
Research, Oslo, based on the Norwegian Level of Living
Surveys, 1980, 1983, 1987 and 1991.

Alternative data: The following, roughly, comparable
data for 1989 and 1993 from the Norwegian Survey of
Organisations and Employees (NSOE) (excluding firms with

less than 2 employees) were provided by Erling Barth and
Marius Kongsgarden, Institute for Social Research, Oslo:

NSOE 1989 1993
Males D9/D5 1.49 151
D5/D1 1.34 1.37
Females D9/D5 1.38 1.35
D5/D1 1.28 1.29
Total D9/D5 1.50 1.49
D5/D1 1.34 1.34
Portugal

Definition: Weekly earnings for full-time workers,
excluding the agricultural sector and public administration.

Source: Provisional estimates provided by the Departa-
mento de Estudos e Planeamento, Ministério para a
Qualificacdo e Emprego, based on a sample of the Quadros
de Pessoal, personnel records of employers with at least
one employee.

Sweden

Definition: Gross annual earnings of full-year, full-time
workers aged 23 and over.

Source: The data and decile calculations were provided
by Statistics Sweden based on the Income Distribution
Survey.

Switzerland

Definition: Gross annual earnings of full-year
equivalent, full-time workers as reported in the annual
Swiss labour force survey, Enquéte Suisse de la Population
Active (EPSA).

Source: The data and decile calculations were provided
by the Swiss Office fédéral de la statistique.

United Kingdom (Great Britain only)

Definition: Gross weekly earnings of full-time
employees paid at adult rates, whose pay for the survey
week was not affected by absence. Data prior to 1983 refer
to men aged 21 and over and to women aged 18 and over,
rather than to all persons on adult rates, but have been
adjusted to take into account this change in coverage.

Source: Establishment data as reported in the (former)
UK Department of Employment, New Earnings Survey.

Alternative data: In Table 5.2 of the 1993 Employment
Outlook, the decile measures were based on gross hourly
earnings of persons paid on adult rates, whose pay for the
survey week was not affected by absence. An update of
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these series, also reported in the New Earnings Survey, is
given below:

Hourly earnings 1991 1992 1993 1994 1995

D9/D5 1.99 2.01 2.01 2.02 2.05
D5/D1 1.69 1.69 1.72 171 1.76

D9/D5 1.93 1.96 1.93 1.93 1.97
D5/D1 1.61 1.62 1.65 1.64 1.69

Total D9/D5 1.98 2.01 2.01 2.01 2.03
D5/D1 1.69 1.69 171 1.70 1.75

Males

Females

United States

Definition: Gross weekly earnings of full-time workers
aged 25 and over.

Source: All data provided by the US Bureau of Labor
Statistics based on the results of the Current Population
Survey.

Alternative data: In Table 5.2 of the 1993 Employment
Outlook, the decile measures were based on hourly earn-

ings derived from information on annual earnings and
annual hours worked in the March supplement to the Cur-
rent Population Survey. An update of these series is given
below:

Hourly earnings 1989 1990 1991 1992
Males D9/D5 214 2.18 2.17 2.17
D5/D1 2.63 2.56 2.58 2.56
Females D9/D5 215 2.14 2.16 2.18
D5/D1 2.28 2.29 2.22 2.23
Total D9/D5 2.22 2.23 2.22 2.25
D5/D1 2.50 2.39 2.42 2.40

These data were supplied by Dr. Lynn A. Karoly, of the
Rand Corporation, as a supplement to Table B.2 of her
article, “The Trend in Inequality Among Families, Individu-
als and Workers in the United States: A Twenty-Five Year
Perspective”, in Danziger, S. and Gottschalk, P. (eds.),
Uneven Tides: Rising Inequality in America, Russell Sage
Foundation, New York, 1993, pp. 19-97.
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ANNEX 3.B

Earnings definitions and sources of low-pay data for Tables 3.2 and 3.3
and Chart 3.4.

For some countries, a comparison is also made with
alternative sources. For all countries, the reference year and
the value (in local currency) of median earnings, used to
define the cut-off for low pay, are given. Low pay is defined
as less than two-thirds of median earnings for all full-time
employees. Low-paid employment refers to full-time
employees on low pay.

Australia

Definition: Gross weekly earnings of full-time
employees in their main job.

Source: The Labour Force, Australia, ABS Catalogue
No. 6203.0, December 1995 (data for earlier years were pub-
lished in Weekly Earnings of Employees (Distribution),
Australia, ABS Catalogue No. 6310.0) and unpublished
tabulations provided by the Australian Bureau of Statistics.
The data are obtained as an annual supplement (usually in
August) to the monthly labour force survey and refer to the
most recent pay period prior to the interview. The data on
the distribution of employees by earnings class have been
interpolated by the OECD Secretariat to obtain the number
of low-paid employees.

Year and value of median earnings: August 1995;
$A 556 per week.

Alternative data: A sample survey of employers is car-
ried out for May of each year from which data on low-paid
employment can be derived (see Distribution and Composi-
tion of Employee Earnings and Hours, Australia, ABS Cata-
logue No. 6306). When calculated using this source, the
incidence of low-paid employment in 1995 was around
9 per cent for all full-time employees on adult rates, i.e.
almost 5 percentage points lower than the household
(August) survey estimate in Table 3.2. A rough adjustment
to include full-time employees on junior rates raises the
incidence of low-paid employment by just over 2 percent-
age points. The exclusion of some groups of employees
from the May survey, such as agricultural and domes-
tic staff, may partly explain the remaining 2.5 percentage
point difference between the two sources. It is also pos-
sible that there may be some under-reporting of low-paid
jobs in the May survey. Part of the difference may
also be due to reporting errors which are likely to be
more substantial in the August survey than in the May
survey.

Austria

Definition: Net monthly earnings — standardised to a
40-hour working-week — for all employees

Source: Results of the Austrian Mikrozensus of house-
holds for 1993. All data were supplied by the Austrian
Central Statistical Office.

Year and value of median earnings: June 1993,
Sch 13 600 per month (net). Gross median earnings accord-
ing to social security data (see Annex 3.A) were Sch 22 390
per month in 1994.

Belgium

Definition: Annual average of gross average daily earn-
ings of full-time employees.

Source: Secretariat calculations based on social secur-
ity data provided by the Belgium Institut national d’assur-
ance maladie-invalidité (INAMI) on the distribution of
employees by earnings class.

Year and value of median earnings: 1993; BF 2 624 per
day.

Canada

Definition: Gross annual earnings of full-time, year-
round workers.

Source: Data supplied by the Analytical Studies
Branch, Statistics Canada, based on the Survey of Con-
sumer Finances.

Year and value of median earnings: 1994; C$ 32 690 per
year.

Finland

Definition: Gross annual earnings of full-year, full-time
employees.
Source: For all tables and charts, the data were sup-

plied by Statistics Finland based on the preliminary
1994 results of the Income Distribution Survey.

Year and value of median earnings:
Mk 119 200 per year.

1994;
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France

Definition: Net earnings of full-time employees in
month prior to the survey, adjusted to include annual
bonuses.

Source: Data supplied by the Institut national de la
statistique et des études économiques (INSEE) based on
the March 1995 results of the labour force survey, Enquéte
sur I'emploi.

Year and value of median earnings: March 1995;
FF 8 000 per month (net). Gross median earnings according
to DADS data (see Annex 3.A) were FF 10 530 per month in
1994.

Alternative data: The incidence of low-paid employ-
ment can also be obtained from the DADS (enterprise/
establishment data) source (see Annex 3.A). An interpola-
tion of published tabulations of employment by earnings
class (Les Salaires dans l'industrie, le commerce et les ser-
vices en 1992, INSEE-Résultats, Emploi-Revenus, No. 97,
November 1995) yields an estimate for the incidence of low-
paid employment in 1992 of just under 15 per cent,
i.e. somewhat higher than the Enquéte sur I'emploi esti-
mate of 13.3 per cent for 1995. A rough adjustment to the
DADS data to include general government employees
(based on earnings distribution data in “Les salaires des
agents de I'Etat en 1994, INSEE Premiere, No. 409, Nov-
ember 1995) raises the incidence of low-paid employment
by about one-half of a percentage point. Some of the differ-
ence between the two data sources may be due to differ-
ences in the population covered. In the Enquéte sur
I'emploi, earnings data is collected only for those persons
who are counted as employed at the time of the survey,
whereas the DADS data source potentially covers earnings
of all persons who were employed at some point during the
year. Part of the difference may also simply be due to
reporting errors which are likely to be more substantial in
the Enquéte sur I'emploi than in the DADS source.

Germany (western Germany only)

Definition: Gross monthly earnings (not including
annual bonuses) of full-time workers (including
apprentices).

Source: Data provided by Victor Steiner, Zentrum fur
Européische Wirtschaftsforschung, Mannheim, based on
the German Socio-Economic Panel.

Year and value of median earnings: 1994; DM 4 000 per
month.

Italy

Definition: Monthly net earnings (obtained by dividing
annual earnings by the number of months worked) of full-
time wage and salary earners in their main job.

Source: Data provided by Andrea Brandolini and
Paolo Sestito of the Bank of Italy based on the Bank of
Italy’'s Survey of Household Income and Wealth. See
Brandolini and Sestito (1996) for a detailed description of

this data and trends in the incidence of low-pay in Italy over
the period 1977 to 1993.

Year and value of median earnings:
L 1 808 000 per month (net).

1993;

Japan

Definition: Monthly scheduled earnings of regular
employees (excluding part-time employees) aged 18 and
over. The survey excludes establishments with less than
5 regular employees. Agriculture, forestry and fisheries, pri-
vate household services, employees of foreign governments
and the general government sector are also excluded from
the scope of the survey.

Source: Basic Survey on Wage Structure 1994, Policy
Planning and Research Department, Ministry of Labour,
Japan. The published (establishment) data on the distribu-
tion of employees by earnings class have been interpolated
by the Secretariat to obtain the number of low-paid
employees.

Year and value of median earnings: June 1994; sched-
uled monthly earnings: ¥ 253 800 per month (or an esti-
mated ¥ 353 200 including overtime earnings and one-
twelfth of annual “special” earnings).

Netherlands

Definition: Annual gross earnings, including occasional
payments (overtime, holiday, etc.), of full-year equivalent,
full-time employees.

Source: Survey of Earnings, Netherlands Central
Bureau of Statistics, as reported in Sociaal-Economische
Maandstatistiek, Netherlands Central Bureau of Statistics,
December 1995. The published (establishment) data on the
distribution of employees by earnings class have been
interpolated by the Secretariat to obtain the number of low-
paid employees.

Year and value of median earnings:
Gld 51 500 per year.

1994;

New Zealand

Definition: Gross annual earnings of full-time
employees.

Source: Data provided by Statistics New Zealand based
on the Household Economic Survey.

Year and value of median earnings: 1994/95;
NZ$ 26 700 per year.

Sweden

Definition: Gross annual earnings of full-year, full-time
employees aged 18 and over.

Source: Data supplied by Statistics Sweden based on
the 1993 results of the Income Distribution Survey.
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Year and value of median earnings:
SKr 185 300 per year.

1993;

Switzerland

Definition: Gross annual earnings of full-time, full-year
equivalent employees.

Source: Data provided by the Swiss Office fédéral de la
statistique based on the results for the second quarter of
1995 of the annual Swiss labour force survey, Enquéte
Suisse de la Population Active (EPSA).

Year and value of median earnings: 1995; SF 66 150 per
year.

United Kingdom (Great Britain only)

Definition: Gross weekly earnings of full-time
employees paid at adult rates, whose pay for the survey
week was not affected by absence.

Source: Data provided by the UK Central Statistical
Office based on the April 1995 results of the New Earnings
Survey.

Year and value of median earnings: April 1995;
£290 per week.

United States

Definition: Gross annual earnings of full-year, full-time
employees.

Source: Data provided by US Bureau of the Census
based on the Current Population Survey.

Year and value of median earnings:
US$26 000 per year.

1994;
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CHAPTER 4

Growing into work: youth and the labour market
over the 1980s and 1990s!

A. INTRODUCTION AND MAIN FINDINGS

1. Introduction

he passage from adolescence to adulthood
has historically signified several, sometimes

distinct, sometimes simultaneous, steps.
These include leaving ones’ parents and setting-up
ones’ own home, forming a couple, more often than
not marriage and a family, and settling into a more or
less stable job, which is often an important catalyst
for the other steps. The process implies the passage
of time, rather than a once and for all crossing of a
given threshold. Not only may “time” differ across
countries, but it can also change with general social
and economic trends.

The 1980s and 1990s have seen a number of
changes with implications for when and how well the
passage to adult life occurs. For instance, many
OECD countries have introduced educational and
training reforms to increase school enrolment rates;
an additional objective has been to decrease the pro-
portion of any cohort leaving the school system with-
out a certificate. This period also witnessed, in coun-
tries such as France, the United Kingdom, Sweden
and Norway, a proliferation of labour market pro-
grammes targeted on the young [Gendron (1996);
Skedinger (1995); Mizen (1995)]. Changing patterns of
employment and job opportunities and, in many
countries, high unemployment, have led to different,
often more prolonged, patterns of leaving home and
new household/family formation. New entrants to the
labour market did so under different circumstances
compared with the 1960s or most of the 1970s.

The movement of young people from education,
at whatever level, to the world of work differs among
OECD countries. In some of them, young people
begin work while in school — sometimes at odd jobs
for pin money, sometimes to save to go on to univer-
sity and sometimes to help the family, shop around
the job market after leaving school and, at some
point, settle into a relatively permanent position
[Osterman (1980)]. This kind of job-shopping might
best characterise the United States and Canada. In
other countries, for the majority of young people the

transition seems more structured and they take fewer
jobs and less time to “settle in” [Buechtemann et al.
(1993)]. Dual apprenticeship systems, which
characterise Austria, Germany and Switzerland, seem
to move young people into stable employment faster
than is typically the case in the United States [Casey
(1986)]. In Japan, firms tend to recruit from particular
universities or colleges or from specific high schools
with the anticipation that their recruits will remain
with them for long periods of time [Dore and Sako
(1989)]. In yet other countries, e.g. France, Italy and
Spain, it appears that youth very rarely work while in
the educational system and often are jobless for a
long period after they exit the system.

These are caricatures of a complicated process.
Nonetheless, they set the stage for this chapter which
examines, in its broadest terms, the passage from
education to the labour market. The following issues
are examined: How well have young people in general
fared in the labour market and what, if any, are the
differences across countries (Section B)? What has
happened to education attendance rates for succes-
sive cohorts and how do they vary across countries
and with the state of the labour market (Section C)?
To what extent, if any, do apparent differences in the
mode of the movement from education to the labour
market help young people move more or less suc-
cessfully into jobs (Section C)? How have other
dimensions of labour market change, e.g. the chang-
ing industry structure of employment, affected the
settling in process (Section D)? To what extent, if at
all, have the earnings of young people changed in
ways that make the transition easier or more difficult
(Section E)? What are some of the potential underly-
ing causes of youth job market problems and their
differences across countries (Section F)?

2. Main findings

Over the 1980s and into the mid-1990s, both
participation rates and employment rates of youth,
most particularly men, declined across a large num-
ber of countries. Their unemployment rates also
showed little improvement. These trends have
occurred in spite of declines in the relative size of the
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youth population and shifts in the composition of
employment toward traditional youth-intensive sec-
tors. A higher proportion of unemployed youth is now
in households where no one else is employed com-
pared with the mid-1980s. This trend is worrying as
such households are more likely to have less contact
with the job market than households where another
family member is employed, and this could impact
negatively on future job prospects. In addition,
the proportion of male youths neither in school nor
in a job has tended to increase, as has the non-
employment rate of out-of-school young men.
Reflecting the strong secular increase in job market
attachment, such trends are much less in evidence for
young women.

On the positive side, in most countries, a rising
proportion of successive cohorts is staying on longer
in education, partly in response to rising rates of
return to investments in additional education. But,
part of this increase seems due to the more adverse
aggregate labour market conditions facing new
entrants in many countries.

The evidence presented shows that youth
employment and unemployment rates are very sensi-
tive to cyclical fluctuations, as proxied by aggregate
unemployment rate movements. The damaging
effects of overall labour market slack are particularly
large for younger, out-of-school youth, a group likely
to be the least educated. While this is important, it
cannot be taken as the sole explanation of youth
labour market problems across OECD countries
because, in some, the overall rate of unemployment
did improve over the period and the magnitude of the
drops in youth employment rates and the patterns of
changes in youth unemployment are rather
dissimilar.

B. OVERVIEW OF YOUTH IN THE LABOUR
MARKET

There are three commonly used statistics for
assessing the state of youth in the labour market:
participation, employment and unemployment rates.
While the latter is often the most stressed, the former
two statistics are at least as important. This is
because much research has demonstrated that partic-
ipation and employment rates are influenced by very
similar factors, often leading to much smaller or even
contrary effects on unemployment [Freeman (1980)].
For example, Clark and Summers (1982) showed that
teenage unemployment rates remain fairly high even
when aggregate unemployment declines, partly
because their participation rates rise a lot in
upswings.

1. Youth participation and employment rates

Tables 4.1 and 4.2 show participation and
employment rates for selected years between
1979 and 1994. Both tend to tell the same story. There
are, first, very large cross-country differences in their
levels for persons under the age of 25. For example, in
1994 the participation and employment rates of
French and Belgian male teenagers were under 10 per
cent, while in Denmark they were roughly 65 and
60 per cent, respectively. These dissimilarities are
very much reduced among those aged 25-54. Indeed,
knowing how countries rank on either indicator for
adults essentially tells one nothing about what the
ranking is for either teenagers or those aged 20-24. A
country with a relatively high (low) employment rate
for adults does not necessarily have a relatively high
(low) rate for young people.

Second, over the peak-to-peak period of
1979-1989 employment rates of teenage men and
men aged 20-24 dropped in most countries. Particu-
larly steep declines occurred in France, Ireland,
Portugal and Spain. Trends among women are more
mixed. While employment rates for teenage women
more often than not fell, those for women aged
20-24 generally increased.

By 1994, however, reflecting partly recession and,
in some countries, the continuation of a longer trend,
employment and participation rates were below those
of 1989 (and 1979) for almost all countries for each of
the two youth groups and men and women. Finally,
relative to adult men, the participation and employ-
ment rates of youth have fallen over time in most
countries (Denmark is an exception among teenagers
and Japan an exception among 20-24-year-olds).

In considering these trends, it is important to
recall that, in a number of countries, the 1980s wit-
nessed some new and significant labour market
changes, e.g. new temporary contractual arrange-
ments in a few countries and a wide variety of labour
market programmes targeted on young people. These
changes have impacted on youth labour market pros-
pects. As documented in Chapter 1, in countries such
as France and Spain, 8 out of 10 jobs held by teenag-
ers are of a temporary nature. Many will, as they grow
older, get more permanent contracts, but a not insig-
nificant minority seem to move in and out of tempo-
rary jobs for a prolonged period [Chapter 1; Gendron
(1996)].

The relation between youth employment pat-
terns and labour market programmes is difficult to
qguantify because of problems of data availability in
many countries and because it is often unclear how
programme participants are classified in labour force
surveys. However, a recent French longitudinal study
found that 42 per cent of school leavers at the secon-
dary level in June 1989 had participated in at least
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Table 4.1. Labour force participation rates by age and gender, selected years
1979 1983 1989 1994
15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years
old old old old old old old old old old old old

Australia

Men 61.4 90.2 94.5 58.2 89.6 94.0 59.5 89.2 92.7 53.3 86.5 91.4

Women 55.0 69.2 51.4 57.0 70.8 53.5 57.1 715 65.3 54.4 76.0 67.4
Belgium

Men 19.8 72.8 94.4 10.0 64.4 92.4 9.4 61.9 92.1

Women 17.1 66.3 54.1 8.2 56.8 60.3 6.3 56.2 67.2
Canada

Men 57.3 86.5 94.9 53.2 84.5 93.7 60.6 84.9 93.8 50.5 79.5 91.4

Women 51.1 72.3 58.5 50.5 74.9 65.6 56.7 77.6 74.7 48.1 72.2 75.7
Denmark

Men 52.2 86.9 94.2 69.5 88.3 94.5 65.5 78.4 91.9

Women 44.0 82.1 84.0 61.4 80.2 86.6 56.5 74.6 82.6
Finland

Men 45.9 815 92.3 39.7 81.9 935 41.9 82.0 93.0 28.1 718 90.9

Women 36.2 69.1 81.2 34.1 7.7 85.8 36.5 69.9 86.9 23.1 57.7 84.7
France

Men 26.5 80.1 96.3 225 79.7 96.1 14.9 69.3 95.6 8.7 55.9 95.1

Women 20.0 68.9 63.0 15.1 67.0 67.0 9.4 59.9 72.1 4.7 47.9 76.7
Germany @ b

Men 48.0 79.4 94.9 443 78.2 94.3 41.6 78.3 92.1 37.1 74.3 89.2

Women 44.3 71.8 55.4 38.8 714 58.3 36.6 735 62.6 32.8 72.0 71.0
Greece

Men 31.8 76.7 95.1 22.7 72.0 94.4 17.8 68.4 94.5

Women 24.4 49.7 43.8 17.9 53.9 51.6 15.0 51.1 53.9
Ireland @

Men 50.2 91.2 95.0 43.1 89.4 95.6 31.6 80.7 91.8 26.4 75.2 90.8

Women 41.9 68.6 27.6 34.1 74.5 32.8 25.0 74.4 429 20.2 69.9 51.4
Italy ¢

Men 33.0 717 93.3 30.6 73.8 92.5 26.4 715 90.8 233 59.1 87.0

Women 28.6 55.4 38.9 26.4 58.5 42.4 22.8 63.9 48.6 17.8 49.4 48.8
Japan

Men 18.0 70.1 97.2 19.1 71.0 97.1 17.0 71.2 97.0 18.3 74.9 97.5

Women 18.6 69.9 56.2 18.7 72.1 59.5 17.3 74.3 63.2 17.0 74.2 65.3
Luxembourg

Men 42.8 83.5 95.4 28.7 74.8 94.7 18.0 72.0 94.9

Women 43.9 711 40.8 243 71.4 48.8 20.0 65.0 55.7
Mexico @

Men 64.3 85.2 96.3

Women 30.3 43.0 40.3
Netherlands

Men 22.8 74.9 93.4 38.9 75.5 93.3 44.4 75.1 92.6

Women 26.0 71.0 43.1 38.2 74.6 55.7 39.0 75.3 65.0
New Zealand

Men 58.6 88.7 94.0 53.8 85.0 92.3

Women 54.5 69.3 68.5 51.5 72.2 70.9
Norway

Men 43.2 62.6 92.8 49.3 82.1 95.1 47.0 79.9 92.3 36.6 72.1 90.6

Women 40.7 61.0 66.0 44.4 66.7 73.2 46.0 70.3 79.0 38.3 62.9 79.4
Portugal

Men 67.9 88.9 95.0 66.7 75.6 94.5 52.5 72.4 94.1 31.7 725 93.6

Women 56.2 71.0 54.8 54.7 75.2 64.3 39.5 68.8 66.3 26.3 58.2 734
Spaind

Men 57.9 83.3 95.6 515 82.9 94.5 44.8 7.7 93.9 36.3 69.9 92.9

Women 43.4 55.6 30.2 35.6 56.0 33.3 32.7 62.2 44.9 24.5 58.7 54.3
Sweden 9

Men 56.4 83.7 95.3 45.4 84.0 95.0 48.5 84.3 94.3 255 66.8 89.8

Women 56.5 79.9 81.1 475 80.8 87.0 52.0 80.9 90.2 29.0 64.8 86.0
United Kingdom @ €

Men 71.6 90.2 95.4 745 91.2 94.9 61.8 83.9 93.0

Women 66.0 71.6 66.7 70.8 75.9 71.9 57.9 69.9 74.0
United Statesd

Men 61.5 86.4 94.4 56.2 84.8 93.8 57.9 85.3 93.7 54.1 83.1 917

Women 54.2 69.0 62.3 50.8 69.9 67.1 53.9 72.4 73.6 51.3 71.0 75.3
OECD unweighted

average

Men 48.2 81.2 94.7 43.2 81.2 94.1 42.4 79.1 93.7 36.4 73.9 92.4

Women 42.1 67.8 55.9 38.4 69.5 59.1 38.0 70.4 65.7 31.6 63.9 67.6

.. Data not available.

a) Data refer to 1993 instead of 1994.

b) Data for 1993 refer to reunified Germany.
¢) The age group 25-59 instead of 25-54.
d) The age group 16-19 instead of 15-19.

e) Data refer to 1984 instead of 1983. o
Based only on countries with data in the specified year.
Sources: OECD, Labour Force Statistics, Part lIl, various issues. Data for Belgium,

provided by the Ministry of Labour and Social Affairs.

Denmark, Luxembourg, Greece and the Netherlands were provided by EUROSTAT. Data for Mexico were
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Table 4.2. Employment/population ratios by age and gender, selected years

1979 1983 1989 1994
15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years [ 15-19 years 20-24 years 25-54 years
old old old old old old old old old old old old

Australia

Men 52.5 82.6 91.7 449 74.1 87.1 51.9 82.1 89.0 431 73.2 84.5

Women 43.8 63.6 48.8 444 62.7 49.5 48.8 71.4 62.3 42.7 66.8 62.7
Belgium

Men . . . 14.3 60.5 88.5 8.4 57.6 88.1 6.3 50.2 86.2

Women . . . 10.9 48.4 458 5.8 46.1 53.1 3.9 43.8 59.7
Canada

Men 48.0 77.0 90.4 404 66.7 84.6 51.8 75.7 88.0 40.0 65.9 82.7

Women 43.1 64.9 54.2 40.3 63.7 59.1 50.2 70.6 69.1 40.0 63.0 68.9
Denmark

Men . . . 43.7 70.1 87.1 64.0 77.1 87.9 59.9 69.4 85.7

Women . . . 325 68.9 76.8 55.6 68.7 79.7 53.6 64.3 75.2
Finland

Men 38.3 75.0 87.3 33.9 75.1 89.2 38.7 77.6 90.2 19.8 48.7 75.1

Women 30.3 63.9 77.8 28.6 65.8 82.5 338 65.9 84.6 15.0 41.6 725
France

Men 22.8 73.8 93.3 18.0 68.9 91.9 12.9 59.0 89.8 6.8 422 85.9

Women 135 59.0 59.5 8.7 52.4 61.9 7.0 45.5 64.0 31 32.8 66.6
Germany & b

Men 46.9 76.8 93.0 40.4 69.3 88.4 39.7 73.3 87.1 35.0 67.7 83.0

Women 42.2 67.7 53.3 34.6 62.7 53.7 34.3 68.3 57.7 30.6 65.7 63.7
Greece

Men . . . 26.4 63.5 90.5 195 58.9 91.3 14.1 55.0 90.0

Women . . . 16.2 35.8 40.1 10.9 36.6 46.9 7.9 33.9 48.1
Ireland @

Men 43.8 83.6 88.8 30.8 71.9 82.2 224 65.1 78.8 17.8 56.6 7.7

Women 36.8 65.2 26.3 25.7 65.4 30.3 18.2 63.5 36.6 133 56.2 44.2
Italy ¢

Men 24.3 58.9 91.5 20.5 58.0 90.1 17.4 53.6 86.4 15.6 42.7 81.8

Women 17.2 419 36.2 13.9 40.9 38.8 11.6 40.3 423 10.3 323 431
Japan

Men 17.0 67.9 95.7 17.8 68.2 95.2 15.6 68.5 95.5 16.8 711 95.5

Women 18.1 67.6 55.2 17.7 69.0 58.1 16.3 715 61.9 15.8 70.5 63.4
Luxembourg

Men . . . 39.3 79.9 93.7 27.8 734 93.9 16.0 66.3 92.6

Women . . . 38.8 66.9 39.2 21.6 70.0 47.0 16.4 62.0 53.5
Mexico @

Men . . . . . . . . . 61.8 82.1 94.8

Women . . . . . . . . . 28.6 40.7 39.4
Netherlands

Men . . . 15.6 59.6 85.1 33.0 67.0 87.8 37.3 65.8 87.4

Women . . . 174 61.1 38.0 30.3 66.6 49.3 34.4 69.5 59.8
New Zealand

Men . . . . . . 49.3 77.1 88.9 433 73.8 85.9

Women . . . . . . 45.9 62.7 64.9 41.7 64.1 66.6
Norway

Men 39.4 60.1 92.2 44.0 77.6 92.8 40.2 73.0 89.8 32.0 64.4 86.3

Women 36.6 59.1 65.2 39.7 62.0 71.4 42.1 64.2 76.8 34.1 57.4 76.7
Portugal

Men 58.9 81.9 92.8 57.4 66.3 92.0 48.1 66.3 91.9 28.1 63.5 89.1

Women 38.6 53.9 50.7 41.1 56.8 58.8 33.2 58.9 62.5 211 49.4 68.3
Spaind

Men 442 71.9 90.1 28.6 59.8 83.6 33.7 58.9 84.5 21.8 444 77.6

Women 315 45.7 28.9 16.9 345 29.4 17.8 36.6 35.3 10.3 30.9 38.9
Sweden 9

Men 52.5 80.7 94.2 40.8 78.3 92.8 46.9 81.7 93.2 21.0 53.9 82.8

Women 52.0 76.9 79.8 423 75.2 84.9 50.2 785 89.1 245 55.7 81.0
United Kingdom @ e

Men . . . 54.9 72.8 86.4 65.8 81.6 89.2 48.9 68.6 83.9

Women . . . 52.1 60.1 60.2 64.3 69.2 67.3 48.6 62.4 69.3
United States?

Men 51.7 78.9 91.2 431 71.3 86.1 48.7 77.8 89.9 43.8 74.6 87.2

Women 45.3 62.4 59.0 40.0 60.9 62.0 46.4 66.4 70.4 43.0 64.5 715
OECD unweighted

average

Men 41.6 745 91.7 345 69.0 88.8 36.8 70.3 89.1 30.0 61.9 85.5

Women 345 60.9 53.5 29.6 58.6 54.8 32.2 61.1 61.0 25.7 53.7 61.6

Sources and Notes: See Table 4.1.
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one programme by December 1990 [Aucouturier and
Gelot (1995); Verdier (1995)]. Evidence from the
England and Wales youth cohort survey showed that
about one-third of respondents in “cohort 4”, who
were 18-19 years old in 1991, had been on youth
training (YT) at some time during the survey period
[Park (1994)].

2. Youth unemployment

Table 4.3 shows unemployment rates for selected
years. In all countries — except Germany from
1989 - youth unemployment rates are greater than
those of adults. And, with few exceptions, teenage
and young adult rates are double-digit. There are
large cross-country differences in levels: in 1994, only
Denmark, Germany and Japan had teenage rates
under 10 per cent, while they were 30 per cent and
over in Belgium, Finland, Ireland, Italy and Spain.
Unlike the case with participation and employment
rates, a country’s ranking on adult unemployment is a
good predictor of its ranking on youth unemploy-
ment. That is, if the rates of adults are relatively high
(low), the same applies to young people.

Considered over the 1979-1989 period, different
trends can be seen. Only in Australia, Canada, France
(women only), Portugal, Sweden and the United
States (women only) did teenage unemployment
rates show any, usually modest, absolute improve-
ment. Japan recorded a strong, secular increase in
youth unemployment, abeit from a very low starting
point. Between 1989-1994, unemployment rates
increased almost everywhere (exceptions are
Denmark, young women only; and the Netherlands).

Another dimension to unemployment is its dura-
tion. The incidence of long-term unemployment (a
spell of one year or more) is shown in Table 4.4.
Several patterns show-up. First, in all countries the
incidence is lower for the young unemployed com-
pared with adults. Second, there are huge cross-coun-
try differences. The incidence of long-term unemploy-
ment among youth is under 10 per cent in Canada,
Sweden and the United States compared with over
30 per cent in Greece, Ireland, Italy, the Netherlands,
Spain and the United Kingdom (young men only).
Third, among young people there are few differences
in the incidence between men and women. Fourth,
during the 1983-1989 recovery period, the incidence
declined by varying degrees in most countries. But, by
1994 it had again increased and, with few exceptions,
exceeded 1989 levels.2

Another important dimension of the problem is
the household situation of the young unemployed.
Are many young people who are unemployed living in
households where no one else is employed? The
importance of this question is not solely a concern for

the welfare of young people in the sense of living in a
household where there is no other apparent source of
earned income. There are also issues of family ten-
sions and the nature of day-to-day contacts of people
in jobless households with the labour market which
may affect their future job prospects. For example,
Payne (1987) found that, in Great Britain, if the head
of household was unemployed it doubled the likeli-
hood of a young person in the household also being
unemployed. Research by Katz and Case (1991) on
Boston neighbourhoods also showed the importance
of one’s immediate environment as one determinant
of job market prospects and labour force status.

Chart 4.1 shows the proportion of unemployed
youth in households with no other person employed.
The most important point is that this percentage has
increased in most countries since 1985 to reach
30 per cent or more in all but the three southern
European countries shown in the chart. This increase
is potentially worrisome when it is realised that many
such households are likely to be located in the lower
part of the income distribution, may be geographi-
cally located in areas of high unemployment and,
perhaps, have had less of a chance in the educational
system [Katz and Case (1991); Gregory (1995a)].

In analysing the unemployment and employment
problems facing young people, it is also of interest to
consider their attitudes towards work. Do they look
upon work as a marginal or secondary kind of activity
or not? There is a growing literature in economics on
measures of “life satisfaction” or “well-being”
[Oswald (1995); Clark and Oswald (1994); Gallie
(1994)]. There have also been many analyses of the
effects of being unemployed on family/household
relations, mental distress and the nature of social
contacts. For example, Warr et al. (1988), summaris-
ing evidence from the psychology literature, suggest
that unemployment can lead to greater mental stress,
while Clark et al. (1994), using the British Household
Panel Survey, find that the unemployed show a
decline in mental stress when they find a job, while
those who become unemployed experience an
increase in stress.

Data from the International Social Survey Pro-
gramme (ISSP) can shed some light on work attitudes
(see Annex 4.B). In the 1989 wave of the ISSP, respon-
dents were asked: “Do you agree or disagree... work is
a person’s most important activity?”; and “Do you
agree or disagree... | would enjoy having a paid job
even if | did not need the money?” Responses were:
strongly agree, agree, neither agree nor disagree, dis-
agree and strongly disagree. Table 4.5 shows the
probability of respondents (pooled across 18 coun-
tries) saying they strongly agreed with each state-
ment, classified by their labour force status.

The results suggest that the young value work at
least as highly as adults. And, the young unemployed
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Table 4.3. Unemployment rates by age and gender, selected years

1979 1983 1989 1994
15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years | 15-19 years 20-24 years 25-54 years
old old old old old old old old old old old old

Australia

Men 14.6 8.4 2.9 229 17.3 7.3 129 8.0 4.0 19.2 15.4 75

Women 20.4 8.0 5.1 2222 115 75 14.6 7.9 4.7 215 12.1 6.9
Belgium

Men . . . 28.0 16.9 6.2 16.3 10.7 4.6 325 18.9 6.4

Women . . . 36.3 27.0 15.3 29.5 19.0 12.0 37.5 22.0 11.2
Canada

Men 16.3 10.9 4.7 241 211 9.7 14.4 10.9 6.2 20.9 171 9.5

Women 15.8 10.3 7.3 20.0 15.0 9.8 115 9.0 7.5 16.8 12.8 9.0
Denmark

Men . . . 16.1 19.4 7.6 7.9 12.7 7.0 8.5 115 6.7

Women . . . 26.1 16.0 85 9.5 14.4 8.0 5.1 138 9.0
Finland

Men 16.7 8.0 5.4 14.7 8.2 4.6 7.7 5.3 31 29.8 321 17.4

Women 16.2 7.6 43 16.1 8.3 3.9 7.4 5.7 2.6 35.1 27.9 145
France

Men 13.8 7.8 3.2 20.2 135 4.4 13.9 14.9 6.0 21.9 245 9.7

Women 32.6 144 5.5 42.1 218 7.7 25.2 24.0 11.2 345 31.4 131
Germany @ b

Men 24 3.2 2.0 8.8 114 6.3 4.7 6.5 5.4 5.8 9.0 6.9

Women 47 5.6 3.8 11.0 12.1 8.0 6.2 7.1 7.9 6.8 8.7 10.3
Greece

Men . . . 17.0 17.2 48 14.0 18.1 33 20.6 195 48

Women . . . 33.7 28.0 8.6 39.3 32.1 9.1 47.6 33.6 10.7
Ireland @

Men 12.7 8.3 6.6 28.6 19.7 14.0 29.1 19.3 14.2 32.8 24.7 144

Women 12.3 5.0 45 24.7 12.2 7.8 27.2 14.6 14.8 34.0 19.6 141
Italy ¢

Men 26.5 17.9 1.9 32.9 213 2.7 34.0 25.1 4.9 33.0 27.8 6.0

Women 39.7 243 7.1 47.3 30.1 8.3 48.9 36.9 13.0 42.4 34.6 11.7
Japan

Men 5.4 3.2 1.6 7.1 3.8 2.0 8.0 3.8 15 8.3 5.0 2.0

Women 2.7 33 1.9 5.1 43 2.4 6.0 38 2.2 6.8 5.0 2.8
Luxembourg

Men .. . .. 8.1 4.3 17 3.0 1.9 0.9 114 7.9 25

Women . . . 115 5.9 3.9 111 2.0 2.1 17.9 4.6 3.9
Mexico @

Men . .. . .. . . . .. . 4.0 3.7 1.6

Women .. . . . . . . . . 5.7 5.4 2.3
Netherlands

Men . . . 31.8 204 8.9 15.0 11.2 5.9 16.0 12.4 5.6

Women . . . 33.0 13.9 119 20.6 10.7 115 12.0 7.8 8.0
New Zealand

Men . . . . . . 15.9 131 5.4 19.4 13.2 7.0

Women . . . . . . 15.8 9.5 5.2 18.9 11.2 6.1
Norway

Men 8.8 3.9 0.6 10.6 55 2.4 145 8.6 3.8 12.7 10.7 4.7

Women 10.0 3.2 1.2 10.7 7.0 2.6 8.6 8.6 2.8 11.0 8.7 35
Portugal

Men 13.3 7.8 2.4 13.9 12.3 2.6 8.3 8.5 2.3 11.3 12.4 4.8

Women 314 24.1 7.3 24.8 245 8.6 15.9 14.3 5.8 19.9 15.1 7.0
Spaind

Men 23.6 13.7 5.7 44.5 27.9 115 248 24.2 10.0 39.8 36.4 16.4

Women 27.4 17.7 4.6 52.5 38.4 11.6 45.6 41.2 21.2 58.1 47.4 28.4
Swedend

Men 7.0 3.6 13 10.0 6.7 23 3.4 31 11 17.7 19.3 7.9

Women 7.9 3.8 1.6 10.8 6.9 2.4 35 3.0 11 154 13.9 5.8
United Kingdomd. €

Men . . . 233 19.3 9.4 11.7 10.4 6.0 20.8 18.3 9.8

Women . .. . 211 16.1 9.7 9.2 8.9 6.5 16.1 10.7 6.4
United Statesd

Men 15.9 8.7 34 233 15.9 8.2 15.9 8.8 41 19.0 10.2 4.9

Women 16.4 9.6 5.2 213 12.9 7.7 14.0 8.3 44 16.2 9.2 5.0
OECD unweighted

averagef

Men 13.6 8.1 3.2 20.3 14.8 6.1 13.8 11.3 5.0 19.3 16.7 75

Women 18.3 10.5 4.6 24.8 16.4 7.7 18.5 141 7.7 22.8 16.9 9.0

Sources and Notes: See Table 4.1.
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Table 4.4. Incidence of long-term unemployment by age and gender, selected years
Men Women Men Women
15-19 20-24 25-54 15-19 20-24 25-54 15-19 20-24 25-54 15-19 20-24 25-54
years  years  years | years  years  years years  years  years | years  years  years
old old old old old old old old old old old old

Australia Italy
1979 123 157 233 | 148 210 154 1983 520 589 538 | 515 655 610
1983 180 278 326 | 194 310 261 1989 645 713 666 | 625 762  70.1
1989 144 246 306 | 150 195 16.3 1994 536 626 507 | 529 658  64.1
1994 158 325 440 | 204 390 342 |lJapan?

Belgium 1979 (5.3) 23.4 6.7) 16.1
1983 336 510 643 | 329 596 794 1983 (13.3) 13.3 (16.7) 43
1989 296 565 805 | 363 647 814 1989 (10.5) 22.5 (5-3) 16.6
1994 371 393 570 | 161 445 687 1994 (12.5) 24.1 (CRY 12.0

Canada? Netherlands
1979 23) 45 23) 5.0 1983 341 406 521 | 369 449 559
1989 (19) 6.9 22) 84 1994 323 466 514 | 294 395 509
1994 (7.2) 16.2 (8.4) 184 | Portugal

Denmark 1989 359 407 415 | 394 438 550
1983 335 305 437 | 482 410 516 1994 331 441 463 | 287 418 480
1989 140 111 201 | 114 125 280 | Spaine
1994 142 151 364 | 51 168  30.2 1979 289 253 233 | 322 394 385

Finland b 1983 494 491 497 | 526 616 585
1989 190 103 235 | 63 54 202 1994 354 469 513 | 439 591 674
1994 90 196 379 | 100 173 261 | Swedene

France 1979 11 24 66 | 21 24 58
1983 266 206 393 | 3L0 404 464 1983 3538 84 10 40 86
1989 286 245 463 | 244 362 512 1989 1039 66 00 28 44
1994 168 215 408 | 177 242 419 1994 63 167 194 | 33 86 146

United Kingdom ¢

Germany ¢ 1983 373 519 544 | 208 362 361
1983 380 333 455 ) 367 34l 420 1989 175 332 517 | 175 240 283
1994 195 232 412 | 186 356  46.8 )

United States®

Greece 1979 1.8 3.4 6.4 1.2 33 41
1989 373 357 431 | 374 612 602 1989 17 41 99 13 23 18
1994 382 355 434 | 433 588 602 1994 53 83 168 | 43 71 120

Ireland
1983 252 374 472 | 191 275 274
1989 525 644 736 | 442 541 619
1994 464 546 672 | 377 472 564

OECD unweighted average’

1979 88 94 119 | 101 132 128
1983 281 329 399 | 286 360 411
1989 272 329 443 | 270 356 430
1994 256 342 445 | 233 356 438

a) Age groups are 15-24 and 25-44.

b) Data refer to 1983, 1987 and 1993.
¢) Data for 1994 refer to reunified Germany.

d) Age group is 15-24.
e) Age group is 16-19.

f) Based only on countries with data for the selected years, excluding Canada and Japan.

Source: OECD unemployment duration database.
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Chart 4.1.

Proportion of unemployed youth in households where no other person is employed,
1985 and 1993

Percentages

Australia®

Belgium

France

Germany®

Greece

Ireland

Italy

Netherlands

Spain?

United Kingdom

40

[ 1985 [ 1993

a) Data refer to 1986.

b) Data for 1985 refer to western Germany.

Sources: Data for European countries were supplied by EUROSTAT on the basis of each country's labour force survey. Data for Australia were supplied by the Australian
Bureau of Statistics.
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Table 4.5. Youths' attitudes to work?2

Probability that the group strongly agreed that:

Would enjoy having
a paid job even
if 1 did not need

Work is a person’s
most important activity

the money
Unemployed
Age 18-24 .23 17
Age 35-44 21 15
Employed
Age 18-24 13 .16
Age 35-44 .16 15

a) These results are based on an ordered probit model controlling for age,
gender, marital status, country and includes an interaction term with
the unemployed and the 18-24 age variable.

Source: Blanchflower (forthcoming).

in particular say they value work strongly. There is
little in these survey responses to suggest that youth
view jobs simply as a casual, marginal activity. The
unemployed appear to value work as much as those
with jobs.

This section has provided a very broad overview
of trends in youth labour market activity. The remain-
der of this Chapter examines more explicitly the tran-
sition from education to work.

C. FROM EDUCATION TO WORK

1. Synthetic cohort analysis

A useful way to initially define the school-to-
work transition is as the change in the major activities
of young people from school-going to working/seek-
ing work as they age. The transition period is the time
interval during which a cohort of young people moves
from near full enrolment in education to negligible
enrolment and from negligible labour market activity
to high levels of labour market activity. The length of
the period depends on the patterns of elementary,
secondary and higher education in a country, and on
the expected rewards and availability of work com-
pared with the alternatives. In most advanced coun-
tries, the period covers 10-15 years: from roughly ages
16-18 to ages 25-30. At age 16, the vast majority of the
young are in school; by ages 25-30, enrolment rates
drop to 5 per cent or less. At age 16, employment/
population rates and labour force participation rates
are low; by ages 25-30, they are relatively high for
both men and women [Moncel and Rose (1995)].

Table 4.6 provides a capsule picture of the activ-
ity status of young persons aged 18 and 22 by gender
in 1994 and a decade earlier (see Annex 4.A for

sources and definitions). The table shows large varia-
tions across countries in transition patterns, e.g. the
high proportion of young persons in vocational train-
ing/apprenticeships in Germany and the different pro-
portions in school. They also show a general pattern
of decline in participation and employment rates, and
high and, in some cases, increased rates of unem-
ployment. Among 18-year-olds, the unweighted aver-
age for the countries in Table 4.6 shows 35.4 per cent
of men employed in 1994 compared with 43.6 per
cent in 1984 — a drop of 8.2 percentage points; for
women, 28.5 per cent were employed in 1994 com-
pared with 35.7 per cent in 1984 — a drop of 7.2 per-
centage points. The comparable figures for 22-year-
olds show a drop in employment rates for men of
8.3 percentage points compared with 3.7 percentage
points for women.

Chart 4.2 shows the transition in terms of the
percentage of youths in education, as measured by
labour force surveys.3 The horizontal axis reports the
years gone by since age 16 for specified cohorts. The
vertical axis gives the per cent of the youth cohort
who are in school. Two age cohorts are shown; those
aged 16 in 1984 and those aged 16 in 1988. For the
United States and Canada, the data series are longer,
allowing one to also record the experiences of the
1973 cohort for the United States and the 1976 cohort
for Canada.

In all countries, the percentage in education falls
with age. In many, the curve for the 1988 cohort lies
above the curve for the 1984 cohort, implying that
years spent in school are increasing, although this
does not necessarily translate into a steady progres-
sion to higher levels of education. The upward shift in
the cohort-schooling relation is particularly large in
Portugal, Spain, France and Canada. In the United
States, on the other hand, where post-secondary edu-
cation increased earlier than elsewhere, the curves lie
essentially on top of one another, implying a stable
proportion of each cohort is in school as their major
activity. Similarly, the curves for Germany, Belgium,
and the United Kingdom are relatively stable.

Chart 4.3 examines the transition in terms of the
endpoint state of employment. It shows the percent-
age of youths in a cohort who are employed regard-
less of whether they are in, or are out, of school. The
pattern of cohort employment is a mirror image of the
pattern for schooling. The percentage working rises in
a sigmoidal curve. For men, the curves approach 85 to
90 per cent in most countries. But, there is variation
over time and among countries. In countries with
relatively high aggregate unemployment rates, the
cohort employment curves are lower than in countries
with lower aggregate unemployment rates. Cohorts
who entered the job market in the late 1980s tend to
have lower employment rates than cohorts who
entered earlier, though there are some exceptions.
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Table 4.6. Labour market and schooling status of persons 18 and 22 years of age, 1984 and 1994

Percentages
Labour force Employment/ U Proportion attending Proportion in some
Men participation rate population rate nemployment rate school form of
18-year-olds apprenticeship
1984 1994 1984 1994 1984 1994 1984 1994 1984 1994
Australia 83.2 70.0 66.0 53.7 20.7 23.3 26.4 41.6 18.1 11.9
Belgium 26.3 145 18.2 9.8 30.9 321 72.0 78.3 3.4 33
Canada 60.3 52.9 44.0 433 27.0 18.1 58.3 76.0 . .
Denmark 74.3 69.5 66.3 63.7 10.7 8.3 394 64.2 30.6 20.0
France 425 16.9 27.2 111 36.0 33.9 47.4 79.9 8.0 9.2
Germany 66.7 57.8 61.8 53.6 7.4 7.2 36.0 45.0 415 39.1
Greece 40.5 27.1 334 21.2 17.6 21.8 56.0 69.1 0.9 0.5
Ireland 61.8 39.8 435 28.4 29.7 28.7 41.0 59.7 12.3 7.5
Italy 43.0 27.8 30.8 18.7 28.4 32.6 55.1 66.5 0.9 0.7
Luxembourg 54.1 275 50.5 225 6.6 18.3 43.7 67.5 221 3.8
Netherlands?@ 36.9 52.0 26.3 44.0 28.7 154 66.9 75.0 35 9.4
Portugal®? 69.7 44.1 57.9 39.6 17.0 10.1 34.8 59.8 0.1 0.1
Spainb 49.6 36.7 25.8 20.9 48.0 43.2 49.3 64.3 0.3 0.2
United Kingdom 80.0 71.1 56.0 57.4 26.2 19.3 26.7 31.7 16.8 18.6
United States® 59.9 54.9 46.7 43.8 22.0 20.3 61.6 64.7
OECD
unweighted
average 56.6 44.2 43.6 35.4 23.8 22.2 48.8 63.7 11.7 9.4
Men
22-year-olds
Australia 93.5 89.8 81.3 73.1 13.0 18.6 10.1 17.2 7.8 4.2
Belgium 66.5 61.7 52.8 46.8 22.1 22.6 35.4 34.3 25 0.6
Canada 80.8 75.0 63.4 60.2 215 19.7 23.2 331 . .
Denmark 83.7 75.2 75.3 65.0 10.0 13.6 16.3 317 10.8 10.0
France 86.9 65.6 72.6 47.0 16.5 28.4 10.1 36.0 0.4 1.8
Germany 76.8 75.8 68.3 67.5 111 10.9 23.0 25.1 5.7 75
Greece 77.4 69.1 64.3 54.8 16.9 20.7 21.9 29.7 0.1 0.2
Ireland 89.4 76.8 70.4 56.0 22.0 27.1 11.3 20.7 4.4 6.3
Italy 76.0 64.5 63.6 45.1 22.7 30.1 23.2 275 0.6 0.4
Luxembourg 85.1 77.1 82.2 74.0 34 4.0 15.7 18.8 2.8 4.1
Netherlands?@ 74.2 72.7 58.2 64.4 215 114 33.2 433 0.0 9.1
Portugal® 82.8 713 70.9 60.7 14.3 149 19.6 315 0.0 0.7
Spain® 79.4 69.7 46.8 43.9 41.0 37.0 18.5 34.2 0.0 0.1
United Kingdom 91.2 83.7 76.0 65.5 16.6 21.7 11.3 12.8 3.7 7.6
United States® 81.8 79.2 69.6 67.3 14.9 15.0 19.7 235
OECD
unweighted
average 81.7 73.8 67.7 59.4 17.8 19.7 20.0 28.2 2.6 4.0

The fall in the cohort employment curves is greatest
for France and Canada (both of whom experienced
increases in the proportion in school as well)
[Elbaum and Marchand (1993)]. For women, the
curves also have an S-shape, but the increases in the
percentage working taper off at noticeably different
levels across countries. In many countries, the
employment rates of women approach 75 per cent or
so, but in some, such as Greece, Spain, and Italy, they
stablize at much lower rates. At least three factors are
likely to affect the patterns across countries and
within countries over time: the state of the aggregate
economy; labour market conditions distinct to

youths, including the relative size of the youth popu-
lation and the industrial mix of employment; and the
institutions that govern the transition. These are con-
sidered below.

2. Number of jobs held since leaving school

While the cohort analysis tells one something
about the transition — youths’ employment probabili-
ties increase considerably as they age — they say little
about the process of settling into work. This can be a
smooth process in which youths enter the job market
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Table 4.6. Labour market and schooling status of persons 18 and 22 years of age, 1984 and 1994 (cont.)
Percentages
Labour force Employment/ U Proportion attending Proportion in some
Women participation rate population rate nemployment rate school form of
18-year-olds apprenticeship
1984 1994 1984 1994 1984 1994 1984 1994 1984 1994
Australia 73.9 68.5 59.3 50.9 19.7 25.6 28.6 50.5 6.5 8.3
Belgium 224 8.0 12.8 4.8 429 39.7 73.9 82.1 2.2 1.2
Canada 55.0 52.9 42.0 45.0 23.7 15.0 57.4 735 . .
Denmark 64.4 53.2 57.4 51.7 11.0 13.2 47.8 70.6 21.3 11.9
France 36.8 121 16.3 7.5 55.6 37.9 52.9 84.4 2.2 4.9
Germany 59.7 46.3 53.1 435 111 6.0 421 55.0 30.1 29.6
Greece 32.7 23.1 18.3 10.9 44.0 52.9 47.4 69.3 0.2 0.2
Ireland 55.7 31.6 37.1 18.6 33.3 41.0 50.1 69.1 6.5 3.2
Italy 37.0 18.3 20.5 11.3 447 38.5 52.5 69.3 0.6 0.4
Luxembourg 53.3 334 50.3 30.8 5.6 7.7 45.3 61.5 8.4 2.6
Netherlands?@ 38.2 50.0 27.4 42.9 31.9 141 62.5 80.6 24 4.0
Portugal®? 535 37.8 38.9 30.7 27.1 18.6 39.5 63.9 0.5 0.5
Spainb 36.0 29.2 15.6 12.2 56.5 58.2 48.9 71.9 0.1 0.1
United Kingdom 71.3 64.6 56.4 54.6 20.8 15.6 27.3 38.1 6.6 8.7
United States® 55.4 53.1 45.4 441 18.1 17.0 55.7 59.2
OECD
unweighted
average 49.7 38.6 35.7 28.5 294 28.1 50.1 65.5 6.7 3.4
Women
22-year-olds
Australia 74.9 79.6 67.2 67.9 10.2 14.8 10.8 20.2 3.4 4.1
Belgium 69.2 59.9 50.1 47.3 27.6 21.0 23.7 31.9 1.1 1.0
Canada 75.5 71.0 64.6 61.4 14.4 13.4 18.8 34.6 . .
Denmark 84.4 67.4 73.4 55.2 131 18.1 11.6 35.0 18.5 124
France 75.1 58.7 59.1 414 214 29.4 10.9 404 0.2 0.5
Germany 70.6 71.9 63.3 65.0 10.3 9.6 18.4 21.8 3.8 7.6
Greece 47.4 51.7 35.3 34.6 25.6 33.0 13.6 30.6 0.2 0.3
Ireland 79.4 72.7 69.0 59.7 131 17.8 6.8 17.7 3.7 6.2
Italy 61.4 53.9 41.3 36.9 32.6 315 18.6 29.8 0.4 0.7
Luxembourg 79.2 63.9 78.6 58.4 0.7 8.7 7.8 25.0 2.2 2.8
Netherlands? 72.6 76.0 64.3 68.1 12.6 10.4 211 26.5 4.5 8.2
Portugal® 59.8 60.9 455 51.3 23.9 15.8 24.2 41.8 0.0 0.0
Spain® 54.1 59.5 28.3 31.8 47.7 46.4 249 41.3 0.0 0.1
United Kingdom 70.4 66.1 59.4 61.4 14.6 9.9 6.0 10.6 2.8 4.4
United States® 70.0 71.9 62.8 66.4 10.3 7.7 14.1 19.8
OECD
unweighted
average 69.6 65.8 57.5 53.8 18.5 18.8 15.6 28.9 31 3.7
Data not available.
a) 1983.
b) 1986.
c) 1993.

Sources: See Annex 4.A.

and obtain relatively long-term jobs quickly, or it can
be more of a job matching and shopping process, in
which youths enter and engage in a lengthy period of
search interspersed with many short-term jobs, or it
can be a situation of searching for a long period of
time before finding that “first” job. Which process is,
in some sense, best depends on many factors. Youths
who move from school to long-term jobs directly are

likely to make greater firm- or sector-specific invest-
ments in human capital. Youths who go from school
to many short jobs may pick-up a more diverse set of
employment experiences [Lynch (1993); OECD
(1993)].

Table 4.7 shows how the difference between
these modes of entry into employment affects the
number of jobs youths in various countries obtain
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Chart 4.3.

Proportion of youth with a job from age 16 onward, 1984 and 1988 cohorts
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Table 4.7. Average number of jobs held by young
persons after leaving school

Longitudinal and retrospective surveys

Jobs held since age 16 Number of jobs

over relevant period per year

Germany?

Men 2.6 0.29

Women 2.0 0.22
Japanb

Men 1.6 0.17

Women 15 0.17
Norway®

Men 1.7 0.57

Women 19 0.63
Great Britain

Mend 2.3 0.26

Womend 31 0.34

Mené 34 0.48

Womené 3.3 0.47
United States’

Men 7.7 0.86

Women 6.8 0.76

a) Refers to persons aged 25 in 1984 asked about all jobs held over the
prior 10-year period.

b) Refers to persons under the age of 30 in 1985 asked about the number
of times they had changed employers since leaving school.

¢) Refers to persons under the age of 25 in 1989 who left school in
1988-1989. The count of jobs covers the period 1989-1992.

d) Refers to persons aged 16 in 1974 and aged 23 in 1981.

e) Refers to persons aged 22-25 in 1990.

f) Refers to persons aged 16 in 1979 and aged 25 in 1988.

Sources: See Annex 4.C.

from age 16 to 25 (from school leaving to less than
age 30 for Japan; and from leaving school in
1988-1989 to 1992 for Norway), as given in longitudi-
nal surveys or in surveys that ask about jobs retro-
spectively (see Annex 4.C). It records both the mean
number of jobs obtained by youths over the relevant
period and the number of jobs per year.

The single most striking difference in the table is
between the number of jobs held by US youths com-
pared with their counterparts in the other countries.
The number held by the average American youth is an
order of magnitude greater than that in Great Britain,
Germany, or Japan, as well as being considerably
above that for Norway. This reflects the relatively high
degree of labour turnover in the United States, a fact
that also shows up in large cross-country differences
in average job tenures [OECD (1993)]. Although not
shown here, the distribution of the number of jobs
held by American youths as they age shows a remark-
able spanning out. From the age of 16 in 1979 to the
age of 26 (in 1989), almost no American youths had
held just one job and nine out of ten had changed
jobs more than three times. By contrast, just 4 per
cent of Japanese men and 1 per cent of Japanese

women had changed jobs more than three times; just
10 per cent of German men under the age of 30 and
4 per cent of German women under the age of 30 had
done so; 10 per cent of young Norwegian men and
13 per cent of young Norwegian women had changed
jobs more than three times; and only 30 per cent of
British men and 35 per cent of British women had
made that many job changes.

Taken at face value, these data could suggest
that young Americans have considerably more diffi-
culty in finding stable job matches compared with
most of these other countries. Indeed, employment
tenure statistics indicate that, even as late as the
ages 37-40, almost 40 per cent of American men had,
in 1991, less than five years with their current
employer, a figure far higher than in Germany or
Japan [OECD (1993)].

But the interpretation of such data is not
straightforward. Such turbulence is often seen as a
reflection of systemic failure, wasting the time and
resources of many youths, and, for many, never lead-
ing to long-term job matches. A contrary view is that
it is constructive, allowing young persons to acquire
work experience of value in the market place. These
are complex issues requiring detailed longitudinal
analysis to settle them.4

3. Youth not in education and not employed

As part of the ageing process, young people start
leaving the school system and begin to settle into
jobs. But not all are successful and it is useful to
examine a potentially important group of policy rele-
vance: youth who are neither attending school nor
working. They comprise the proportion of the popula-
tion either looking for work (and not in school) or out
of the measured labour force (and, again, not in
school).

Table 4.8 shows these figures for 18- and 22-year-
olds for 1984 and 1994.> Not surprisingly, a lower
proportion of 18-year-olds fall into this category, but
there are large cross-country differences. In 1994, very
few Danish (especially men), German, Dutch or Portu-
guese 18-year-olds were neither in school nor work-
ing, whereas this figure stood at over 20 per cent in
the United Kingdom. More disturbing, however, is
that between 1984 and 1994, and notwithstanding
generally rising school attendance rates, the propor-
tion increased in Belgium, Germany, Italy and the
United Kingdom.

Among 22-year-olds, the proportion falling into
the category is, often, considerably higher. Moreover,
among young men, the percentage has increased in
most countries, with the exceptions of Canada, the
Netherlands, Portugal and Spain. In seven countries,
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Table 4.8. Proportion of youth not attending school and not working by age and gender, 1984 and 1994
Men Women
18-year-olds 22-year-olds 18-year-olds 22-year-olds

1984 1994 1984 1994 1984 1994 1984 1994
Australia 18.3 17.4 13.7 19.2 19.8 18.4 27.3 231
Belgium 11.2 13.0 15.4 20.8 13.7 135 27.5 22.2
Canada 18.0 10.2 22.3 20.4 20.4 14.0 26.3 211
Denmark 10.1 4.4 13.2 13.7 13.6 10.6 22.1 18.5
France 25.9 10.7 18.7 215 317 10.1 32.3 24.8
Germany 5.8 7.8 10.1 11.3 8.6 8.2 19.8 17.0
Greece 12.6 10.8 15.1 17.0 34.6 20.8 52.7 36.0
Ireland 18.1 16.8 21.8 22.7 15.4 11.9 25.8 26.9
Italy 14.7 15.2 19.5 28.8 275 19.7 40.9 34.6
Netherlands?2 8.2 5.3 11.9 8.9 11.2 47 21.3 16.7
Portugal® 13.3 7.2 15.1 14.0 23.2 10.2 339 15.3
Spain® 25.4 17.2 35.0 24.8 35.5 18.1 47.1 30.7
United Kingdom 22.9 235 17.7 26.8 26.4 254 36.5 32.8
United States® 12.1 12.0 17.0 17.2 18.4 16.8 27.7 22.6

a) Refers to 1985.
b) Refers to 1986.
¢) Refers to 1993.
Sources: See Annex 4.A.

more than one-fifth of young men aged 22 are neither
in school nor working.

While a higher proportion of women aged 22,
than men are neither in school nor in paid jobs, this
reflects the historical pattern of women leaving
schooling, on average, earlier and the historically dif-
ferent patterns of job-market attachment. However,
reflecting changes in both patterns, unlike the case of
men, the trend is just the opposite. In most countries,
there has been a sharp decline in the proportion
neither in school nor working.

Table 4.9 shows a different dimension, focusing
on the non-employment rates of persons not partici-
pating in education. This is defined as the unem-
ployed plus those out of the labour force divided by
the relevant population. Consider men first. Aside
from the obvious differences in levels across coun-
tries, the germane points are: a) non-employment
rates for both 18- and 22-year-olds have increased in
all countries except Denmark and Portugal (for those
aged 22) and Spain; b) though non-employment rates
of men 26 years old are smaller, reflecting the long

Table 4.9. Non-employment rates of persons not attending school by age and gender, 1984 and 1994
Men Women
18-year-olds 22-year-olds 26-year-olds 18-year-olds 22-year-olds 26-year-olds

1984 1994 1984 1994 1984 1994 1984 1994 1984 1994 1984 1994
Australia 25.0 29.9 15.2 23.0 13.3 16.5 21.7 37.8 30.6 29.1 47.0 335
Belgium 39.8 59.9 23.8 31.6 10.2 16.1 52.5 75.0 36.0 325 38.8 28.8
Canada 43.1 425 29.0 30.5 224 25.9 479 52.6 32.0 32.3 39.0 231
Denmark 16.7 12.4 15.7 20.1 17.4 8.1 26.0 36.0 25.0 28.4 24.9 24.6
France 49.2 53.1 20.8 33.6 10.6 15.2 67.4 65.1 36.2 41.7 33.9 315
Germany 9.1 14.2 13.1 155 9.3 115 14.9 18.2 24.2 21.7 341 26.4
Greece 28.6 35.0 19.3 24.2 12.8 15.0 65.9 67.6 61.0 51.9 58.7 48.1
Ireland 34.6 41.3 24.6 28.0 175 20.0 30.8 47.8 27.7 31.9 46.0 28.8
Italy 32.8 455 25.4 39.7 12.0 21.3 58.0 64.2 50.3 49.3 50.1 47.5
Netherlands? 35.0 21.0 18.1 15.7 14.9 11.6 36.9 24.2 27.9 22.8 43.8 21.3
Portugal® 20.4 17.9 18.8 20.4 114 11.3 38.2 28.3 44.8 26.4 40.6 28.8
Spain® 50.1 48.2 42.9 37.7 29.1 30.6 69.5 64.3 62.7 52.4 58.6 52.1
United Kingdom 31.3 34.4 19.9 30.8 18.0 15.7 36.4 41.0 38.9 36.7 47.4 34.0
United States® 315 334 21.2 22.5 14.4 135 415 41.2 32.2 28.2 36.5 29.7

Sources and Notes: See Annex 4.A.
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process of settling down in the job market, they, nev-
ertheless, have gone up in a number of countries; and
¢) the non-employment rates of 18- and 22-year-olds
increased relative to those aged 26 in about half the
countries.

The pattern for women is more mixed. For those
22 years old, in the majority of countries, the non-
employment rate fell, sometimes substantially. On
the other hand, as for 18-year-old men, these rates
also generally increased for women (again, however,
cross-country differences in levels are substantial).

The recorded increase in the proportion of youth
neither in school nor in jobs is a worrying trend.
However, further information on the characteristics of
these youths, their household situation and past
labour market experience, among others, is necessary
before concrete policy recommendations can be
developed.

D. YOUTH IN THE JOB MARKET

The supply of youths to the job market depends
both on demographic factors and decisions about
participation in full-time education and training. The
relative supply of youths in the market depends also
on the supply and characteristics of other workers in
the economy. The demand for youth labour depends,
among many other factors, on shifts in the industrial
composition of output. Recent trends in these factors
are discussed in turn in this section.

1. Demographic factors

Because of fluctuations in fertility, the size of
youth cohorts varies considerably over time. In the
1970s, the baby-boom generation reached the labour
market with significant consequences for youth
unemployment and wages [OECD (1986); Bloom et al.
(1987)]. The large influx of young workers depressed
the opportunities for a typical entering worker. In the
United States and some other countries, the result
was a sharp twist in the age-earnings profile against
young workers. In other countries, the result was a
twist in employment rates against the young. Since
1980, the youth share of the population fell notice-
ably in most OECD countries as the baby boomers
aged and were replaced by smaller cohorts. Chart 4.4
shows the ratio of the population aged 15-24 years
relative to the population aged 25-54 years in 1980,
1990 and 1994. The marked drop in the youth popula-
tion relative to 25-54-year-olds is substantial in all
countries except Japan where it grew from 31 per cent
in 1980 to over 35 per cent in 1994. Taking all the
countries together, the (unweighted) ratio in

1980 was 44.2 per cent; in 1990, it averaged 38.6 per
cent; and, in 1994, it averaged 35.4 per cent. The
drops were particularly marked in Canada, the United
States and Germany. All else the same, large declines
in cohort size might be expected to raise their
employment prospects, reduce their unemployment
rate relative to that of adults and raise their earnings
relative to adults. In many OECD countries in the
1980s, youth labour market problems were expected
to diminish as the youth cohort declined in size. But,
as shown in Sections B and C above, no such
improvement occurred in most countries. Whatever
improvement in the labour market prospects of
youths brought about by the smaller size of youth
cohorts was apparently outweighed by other factors.

2. Changing characteristics of the youth work
force

The characteristics of youths in the job market
changed in a number of dimensions in the
1980s-1990s. As participation in education increased,
more and more young people who are employed at
specific ages are, at the same time, students in many
countries.® This is shown in Table 4.10 for young per-
sons aged 18, 22 and 26. Among 18-year-olds, the rise
in the student proportion of youth employment is
substantial in some countries. For instance, in
Denmark the “in school” proportion of the employed
rose from almost one-quarter in 1984 to one-half in
1994 among men and from 32.5 per cent in 1984 to
63.5 per cent in 1994 among women. The rise in the
student share of the youth work force is noticeable
even in countries where students have not tradition-
ally worked, such as France. Among all OECD coun-
tries in the sample, the (unweighted) share of
18-year-old employed men who were students rose
from 15.7 per cent in 1984 to 25.1 per cent in 1994,
Similarly, the (unweighted) share of 18-year-old
employed women who were students rose from
14.4 per cent in 1984 to 30.2 per cent in 1994. There
are similar trends for 22- and 26-year-olds, though for
these age groups the student proportion of young
workers remains generally small.

The rising proportion of young workers partici-
pating in education is examined further in Table 4.11
using the cohort data described earlier. The table
records regression coefficients on both a time trend
and the aggregate unemployment rate for the propor-
tion of the employed who are in school (see
Annex 4.A for a description of the estimation method
used for this and all other regressions in the chapter,
and see Table 4.A.1 for the sample sizes). The trend
coefficients are positive in all but two countries
and are generally sizeable, indicating the wide-
spread increase in the student proportion of the
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Chart 4.4.
Youth aged 15-24 as a proportion of the population aged 25-54, selected years
Percentages
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Chart 4.4. (cont.)

Youth aged 15-24 as a proportion of the population aged 25-54, selected years
Percentages
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Chart 4.4. (cont.)

Youth aged 15-24 as a proportion of the population aged 25-54, selected years
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Table 4.10. Percentage of the employed who are attending school, selected ages

Age 18 Age 22 Age 26
1984 1994 1984 1994 1984 1994
Men
Australia 41.7 43.9 14.9 18.0 12.6 12.8
Belgium 7.1 115 4.9 3.8 6.9 3.0
Canada 46.1 68.1 14.0 22.8 7.0 12.2
Denmark 23.9 50.8 6.4 15.9 51 7.0
France 1.9 15.6 1.9 9.4 1.7 6.9
Germany 5.8 12.0 2.0 5.8 2.0 6.7
Greece 5.8 51 2.0 2.7 11 1.7
Ireland? 59 10.8 35 3.7 19 1.9
Italy 2.1 2.6 24 3.0 2.2 1.7
Luxembourg 0.9 5.6 1.6 1.4 1.0 0.9
Netherlands? 23.7 55.1 13.7 25.6 12.5 7.4
Portugal® 10.2 16.6 7.9 10.2 21 8.7
Spain¢ 2.0 11.3 0.6 6.6 0.2 6.5
United Kingdom 14.6 21.9 6.6 7.9 3.9 5.1
United States? 43.8 46.3 9.2 12.0 2.1 2.1
OECD unweighted average 15.7 251 6.1 9.9 4.2 5.6
Women
Australia 21.8 51.8 12.8 221 10.4 12.9
Belgium 3.2 6.7 25 2.7 5.6 2.8
Canada 47.1 721 14.6 27.9 10.2 6.0
Denmark 325 63.5 9.6 15.6 5.1 13.8
France 5.7 27.6 3.8 16.2 1.6 8.1
Germany 7.3 15.4 2.3 5.9 1.2 4.0
Greece 21 8.5 4.4 3.6 15 1.6
Ireland? 6.9 233 2.3 3.7 31 1.7
Italy 2.5 2.3 2.1 35 2.5 3.4
Luxembourg 3.1 4.2 0.0 3.2 0.7 25
Netherlands? 18.8 65.7 10.3 16.5 9.3 5.1
Portugal® 4.0 15.8 8.0 16.4 6.2 9.0
Spain® 0.5 17.8 0.9 12.3 0.2 8.1
United Kingdom 18.1 33.0 3.2 7.8 2.6 5.8
United States? 42.9 45.6 7.3 13.2 18 15
OECD unweighted average 14.4 30.2 5.6 11.4 4.1 5.8

a) Data refer to 1984 and 1993.
b) Data refer to 1983 and 1994.
¢) Data refer to 1986 and 1994.
Sources: See Annex 4.A.

youth work force. The coefficients on the trend terms
in the single year of age regressions show that the
rise in the student proportion of young workers is
most pronounced in the younger age groups. Increas-
ingly, teenage workers are also students. In that spe-
cific sense, working while also participating in educa-
tion is becoming a more important part of the youth
labour market today.

One additional change in the composition of the
youth work force merits attention. This is the demo-
graphically-induced drop in the proportion of teenag-
ers in the youth work force. As the teenage share of
the population has fallen, an increasing proportion of
young workers is in their twenties. This phenomenon
is especially pronounced in France, Germany, Ireland,
Spain and Italy (Chart 4.5).

3. Industry composition of youth employment

In many countries, youths work in different eco-
nomic sectors than adults. They are more likely to be
found in retail trade, and hotels and restaurants than
in utilities, education or public administration. A dis-
proportionate number of young men in many, but not
all, countries are also employed in construction.
Among young women, a disproportionate number is
employed in personal services. Differences in the
industrial distribution between younger and older
workers imply a separation between the youth and
adult labour markets. If youths are concentrated in
declining sectors, they must switch industries to
move into relatively permanent work. If, by contrast,
youths are concentrated in growing sectors, they pro-
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Table 4.11. Econometric estimates of the effects of the aggregate unemployment rate and a time trend
on the share of youth employment comprised of those also attending school
Country? Unemployment rate Trend
Australia 2379 (1.68) .6688 (10.91)
Belgium 1153 (0.83) 4448 (10.25)
Canada 1991 (1.59) 6728 (18.28)
Denmark 1091 (0.51) 1195 (1.55)
France 8950 (6.22) 2949  (4.51)
Germany 9091 (3.79) .5210 (10.74)
Greece 2411 (2.47) -.0280 (1.51)
Ireland 1659 (1.09) .9927 (10.85)
Italy -.2233 (4.59) 1061 (8.56)
Luxembourg 2750 (1.52) .3456  (7.15)
Netherlands .0763 (0.15) —-.2536 (0.58)
Portugal -.0299 (0.24) .6874 (12.43)
Spain -.0807 (2.10) 7120 (16.91)
United Kingdom -.3195 (3.28) .3559 (12.40)
United States -.0214 (0.38) .1600 (14.55)
Ageb Unemployment rate Trend
16 .0881 (0.35) 7449 (8.29)
17 0112 (0.04) 1.0735 (11.67)
18 6219 (2.66) 1.1647 (14.05)
19 4498 (2.29) 9311 (13.41)
20 3960  (2.40) 6861 (11.72)
21 4517 (3.43) 5789 (12.41)
22 3941 (3.68) 4715 (12.48)
23 4335 (4.64) 3177 (9.58)
24 3298 (3.92) 2335 (7.83)
25 3136 (4.04) 1731 (6.29)
26 3419 (4.83) 1207  (4.80)
27 2851 (4.04) 0990 (3.97)
28 3066 (4.70) 0544  (2.35)
29 3002 (4.73) 0593  (2.63)
30 1802 (2.84) 0546  (2.42)
31 2393 (3.50) 0331 (1.36)
32 2285  (3.49) 0559 (2.84)
33 2002 (2.98) 0448 (1.87)
34 2635 (3.88) 0243 (1.00)
35 2237 (3.38) 0498 (2.10)

a) T-statistics are in parentheses. Equations also include 19 age dummies and a gender dummy.

b) Equations also include 14 country dummies and a gender dummy.

Sources: See Annex 4.A. The overall unemployment rates are from OECD, Labour Force Statistics, Part I, Paris, 1995.

vide the “investment margin” that shifts the employ-
ment composition of the work force to new areas.

One way to see which industries use youths dis-
proportionately is to calculate youth “employment
coefficients”. These are defined as the ratio of the
share of young workers’ employment by industry to
the share of workers aged 25 and over by industry
(results by gender are based on calculations using the
gender-specific denominator). When the ratio
exceeds one, an industry employs disproportionately
more young workers than it does older workers, mak-
ing it a “youth-intensive” industry. When the ratio is
below one, the industry employs relatively few
younger workers. Table 4.12 records these ratios for
young workers in selected industries where youths are

highly concentrated in 1994. In every country,
youths — both men and women - are disproportion-
ately represented in hotels and restaurants, and
wholesale, retail trade, and repairs. These sectors are
huge employers of youths. In Canada, Germany,
France and the United States (excluding hotels and
restaurants), for instance, these few sectors employed
40 per cent or more of all young workers. When the
youth work force is disaggregated by gender, two
other industries are youth-intensive: construction, for
men; and personal services, for women. The uniform-
ity of these patterns across countries is striking and
suggests that, differences in the school-to-work-tran-
sition notwithstanding, what happens to youth in the
labour market depends partly on developments in a
limited set of sectors.”
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Chart 4.5.

Employed teenagers as a per cent of employed persons aged 15-242
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a) Teenagers refer to persons aged 15-19 except in Spain, Sweden, the United Kingdom and the United States where they refer to persons aged 16-19.

b) Data for Germany refer to 1980 and 1993; for Ireland, 1979 and 1993; for the Netherlands, 1987 and 1994; for New Zealand, 1986 and 1994; and for the United
Kingdom, 1984 and 1994.

Source:  OECD, Labour Force Statistics, Part 11l, 1995.
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Table 4.12. Ratio of shares of employment for those aged 15-24 relative to those aged 25 and over
for selected youth-intensive industries, 1994
Both sexes Men Women
Hotels and Wholesale and _retall Hotels and Construction Hotels and Personal services
restaurants trade, repair restaurants restaurants
Belgium 2.03 141 2.66 1.62 1.48 1.19
Canada? 3.92 1.96 4.43 0.77 3.46 1.99
Denmark 5.92 2.30 5.27 1.12 6.25 1.75
France 2.56 1.54 2.90 1.27 2.23 1.36
Germany 1.60 1.29 1.69 1.53 1.44 0.66
Greece 1.76 151 1.99 1.31 1.43 1.74
Ireland 2.01 1.66 2.39 0.87 1.52 1.16
Italy 1.63 1.06 1.89 1.36 1.29 1.29
Japanb 1.60¢ 1.27 2.73¢ 0.90 1.00¢ 0.78
Luxembourg 1.65 1.71 1.74 1.27 1.38 1.12
Netherlands 3.15 1.96 3.88 1.12 243 0.99
Portugal 1.44 1.22 1.46 1.81 1.43 0.88
Spaind 1.64 1.45 2.01 1.26 117 1.39
United Kingdomd 2.44 1.68 3.22 1.04 1.96 1.48
United States? . 2.14 . 0.75 . 1.14

Data not available.
a) Repair services are not separately identified.
b) Data refer to 1992.
¢) Refers to eating and drinking places only.
d) Age refers to 16-24-year-olds.

Sources: Data for European countries were supplied by EUROSTAT on the basis of each country’s labour force survey. Data for Canada and the United States
are based on each country’s March labour force survey and were supplied by Statistics Canada and the Bureau of Labor Statistics, respectively. Data for
Japan are from the 1992 Employment Status Survey, Statistics Bureau, Management and Coordination Agency.

The magnitude of the difference between the dis-
tribution of youths and adults across industries does,
however, differ among countries. In some, the two are
far apart, implying quite distinct youth labour mar-
kets or, as noted above, a rapidly shifting industrial
pattern of employment fuelled by the allocation of
youths. In other countries, the distributions are not
that different. The magnitude of the divergence is
reflected in an index of “structural dissimilarity”
between the two distributions. This is defined as the
sum of the absolute value of the difference between
the distribution of youth employment by industry and
the distribution of the employed aged 25 years and
over by industry (the index is calculated separately for
men and women). Heuristically, the distribution
measures the extent of reallocation in youth employ-
ment across industries necessary for them to have the
same distribution of employment by industry as
adults. A value of zero, for example, indicates identi-
cal distributions of youths and adults.

Table 4.13 records indices of structural differ-
ences in industry distributions in 1984 and in 1994 for
both sexes, and for young men and women. There are
substantial country differences in the extent to which
youths are employed in the same industries as
adults.® In 1994, Japan and Germany had the lowest
indices of industrial dissimilarity for men, whereas

Canada and the United States had the highest indi-
ces. The first two countries, despite many differences,
are also ones where enterprise tenure-age profiles are
particularly steep and the probability that a young
man recently hired stays on is especially high. Canada
and the United States exhibit the opposite pattern of
considerable job-hopping [OECD (1993)]. The table
also reveals increases in the dissimilarity indices over
time in many countries among both men and women.
In some, the increase is particularly pronounced and
reflects the increased concentration of the young in
“youth-intensive” industries (Germany and
Luxembourg are exceptions as the index fell for both
men and women). Thus, the period since 1984 has
seen the development of a more bifurcated labour
market by age in many countries.

E. YOUTH EARNINGS

Given the changes in the supply of, and the
demand for, youth labour described in the previous
section, it is of interest to quantify the net effects of
these shifts on youth earnings. This section examines
the outcomes for the earnings of youths relative to
adults.
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Table 4.13. Indices of structural differences in employment for 15-24-year-olds
compared with those aged 25 and over
Both sexes Men Women
1984 1994 Change 1984 1994 Change 1984 1994 Change
Belgium 27 .34 .07 .30 42 12 .24 34 10
Canada 46 .66 .20 .50 64 14 .46 70 24
Denmark .34 .58 .24 .35 48 13 40 77 37
France .26 32 .06 .29 38 .09 .29 35 .06
Germany .29 19 -10 .30 24 -.06 .29 19 -.10
Greece 31 37 .06 .32 39 07 47 43 -.04
Ireland 41 43 .02 .35 46 11 44 42 -.02
Japan?@ .35 .30 -.05 .28 33 .05 .53 34 -.19
Luxembourg 48 37 =11 44 39 -.05 .50 37 -13
Netherlands? .32 48 .16 .35 51 16 .36 50 14
Portugal® 42 .52 .10 43 49 06 44 58 14
Spain¢ @ .33 .36 .04 41 35 -.06 .36 43 07
United Kingdomd .28 .36 .08 .32 39 07 .36 37 01
United States® e 46 .55 A1 .52 57 05 .45 54 09

— Data not available.

a) Data refer to 1982 and 1992.
b) Data refer to 1985 and 1994.
¢) Data refer to 1986 and 1994.
d) Age refers to 16-24-year-olds.
e) Data refer to 1983 and 1994.

Sources: See Table 4.12. In addition, the Japanese data for 1982 are from the 1982 Employment Status Survey, Statistics Bureau, Prime Minister’s Office.

1. Youth earnings differentials

An important indicator in assessing the perform-
ance of youth in the labour market is the earnings
they command. From the 1970s through the early
1980s, the average earnings of youths fell relative to
adults in several countries [OECD (1986)]. One rea-
son was the entry of the baby-boom generation to the
job market. Given this pattern, some analysts and
governments expected youth labour market problems
to lessen considerably, all else the same, as the rela-
tive size of youth cohorts declined in the late 1980s
and into the 1990s. Did this expectation show up as
an improvement in the relative earnings of youths?
Chart 4.6 provides a partial answer to this question. It
records the ratios of the earnings of teenagers and
20-24-year-old workers, by gender, to the earnings of
older workers in 11 OECD countries for which time-
series data are available on earnings by age. The pre-
cise age group for older workers in the comparisons
differs depending on the country. For most countries,
the older groups are 35- to 44-year-olds or 40- to
49-year-olds, but the Swedish figures relate to 25- to
64-year-olds and the Japanese to 45- to 49-year-olds.
There are other differences in the nature of the data
that makes the comparisons of the ratios across
countries imprecise, but which should be less likely
to affect changes over time (see Annex 4.B).

Certain other difficulties in interpreting these
data need to be noted. First, the summary measures
and the time period covered by them are not the

same. For example, the data sometimes refer to
annual, sometimes to weekly, and sometimes to
monthly earnings. For the most part, the data refer to
full-time workers. This provides some *“control” for
hours worked, but the definitions of full-time work are
not the same across countries and actual hours
worked by even full-time workers can differ across age
groups. Thus, any observed trends in pay relativities
could reflect, in these data, differences in working
time. Second, many youths in jobs will be missed in
these data because they work part-time. Ideally, one
would prefer data on wage rates, but such data are
very difficult to obtain. Third, changes in the compo-
sition of each group can affect the “true” picture of
relative earnings changes. For example, if the earn-
ings of teenagers were being compared with that of
adults and over the period the proportion of older
teenagers in the group increased, as it did in some
countries, then, all else the same, one would likely
see a rise in relative earnings of teenagers from this
compositional effect alone. Fourth, taking movements
in these data as an indicator of changes in labour
costs can be problematic if either productivity or non-
wage labour costs of different groups change over
time. Finally, the existence of wage subsidies for spe-
cific groups, e.g. youth, can also complicate analysis
because they may lead to changes in earnings of the
target group. These issues are almost impossible to
deal with and this subsection assumes that there has
not been any substantial changes in these factors.
Considerable caution in drawing conclusions is,
therefore, necessary.
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Chart 4.6.

Earnings of youth relative to adults
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The relativities show, in all cases, that wages are
lower for the youngest group. And, in most cases,
earnings of young relative to older women are greater
than the comparable relativities for men. This
undoubtedly reflects differences in work experience
patterns between men and women, as well as many
other factors.

The data tell a fairly uniform story about changes
over time. In virtually all countries, young workers
experienced declines in earnings relative to older
workers through the 1990s. However, there are coun-
try differences in both the magnitude and timing of
this fall and there are also differences in the starting
and ending point levels of relative earnings. For
example, the United States and Canada had steep
drops from the mid-1970s; the United Kingdom's
decline was larger from the mid-1980s to the
mid-1990s than in the earlier period; and Italian
youth’s earnings did not begin to fall relatively until
the 1990s. It is the uniformity of the drop in relative
pay that stands out, except in Sweden, despite the
sharp fall in the relative size of youth cohorts and
differences in the institutions of wage-setting. Given
the caveats above, one possible implication is that
the beneficial effect of the declining size of youth
cohorts on youth earnings was overwhelmed by other
forces in most countries. Wage-setting institutions
may affect the magnitude of the youth/adult differen-
tial and possibly the magnitude of the response of
that differential to market conditions, but they appar-
ently do not rule out qualitatively similar
adjustments.

Another approach to getting at the magnitude of
the youth/adult pay differential is provided below. To
estimate this differential, data from the International
Social Survey Programme (ISSP), which provides a
single source, based on nominally similar definitions
for youth and adult earnings, are exploited (see
Annex 4.B). Using the ISSP files for 1993, Table 4.14
shows the results of a simple regression of the “log”
earnings of respondents on dummy variables for gen-
der and age groups. For analysis of these data for
earlier years see Blanchflower (forthcoming), and
Blanchflower and Freeman (1992). The coefficients in
this regression for persons aged 18-24 years relative
to those of workers aged 35-44 years provide a rough
illustration of the youth “discount” for a similarly
defined group.® As can be seen in Table 4.14, there is
apparently a wide range of youth “discounts” across
countries that seems to roughly reflect differences in
the distribution of earnings and wage-setting institu-
tions (see also Chapter 3). The differentials tend to be
largest for countries with higher levels of earnings
inequality and more decentralised wage setting. The
biggest adult/young differential is for the United
States, followed by Canada and New Zealand.

Table 4.14. Earnings of employed 18-24-year-olds
compared with employed 35-44-year-olds, 19932

Coefficient Sample size
Canada -1.2208 850
Germany -0.3820 822
Ireland -0.2282 365
Italy —-0.4830 482
Japan —0.8500 685
Netherlands —-0.2095 698
New Zealand -1.0837 724
Norway —-0.8106 772
Spain -0.5367 317
United Kingdom -0.8111 868
United States -1.7148 895

a) Coefficient on age dummy for 18-24-year-olds compared with the
excluded category of 35-44 years. All equations included five age
dummies and a gender dummy.

Source: International Social Survey Programme micro-datafiles, 1993 (see
Annex 4.B).

However, the results also suggest that the full
story is complicated. It is, for example, not an easy
matter to classify collective bargaining structures
[OECD (1994)]. Moreover, Norway, characterised by
fairly high union density and collective bargaining
coverage rates, and Japan, sometimes considered,
despite relative low unionisation, to have co-
ordinated bargaining, both show sizeable differen-
tials. Although the sample size of countries is small,
simple correlations between this “discount” and
union density rates show very little relation (-0.12).
On the other hand, higher levels of collective bargain-
ing coverage are correlated with smaller youth “dis-
counts” (-0.80). While the low differential in Germany
is associated with relatively low youth unemployment
(presumably because of apprenticeships in the
school-to-work transition), youth unemployment
rates are high in some of the other countries with low
youth “discounts”, raising the question of whether
there is a significant earnings and employment
trade-off.

2. Youth employment and earnings

Whether, and the extent to which, there is a
trade-off between employment and earnings is an
extremely difficult issue, one that has been examined
numerous times with many different model specifica-
tions, in time series, cross-section and cross-country
format and with many different data sources, and this
chapter cannot go into any depth on the subject. The
problem with any simple approach is readily seen by
comparing the employment rates in Table 4.2 with the
estimated “discounts” in Table 4.14. The country with
the lowest youth discount, Ireland, has neither the
lowest teenage nor young adult male employment
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rates. And the United States and Germany do not
look greatly dissimilar with respect to employment
(taking the 11 countries together yields a positive, but
small, correlation between higher “discounts” and
the employment rates of young men of 0.41). This
question of trade-offs has been most extensively
examined in the United States in terms of the poten-
tial job-creating effects of falling real and relative
wages for persons in the lower deciles of the earnings
distribution on the amount of time they work over the
year, and in terms of the effects of mandated
increases in the Federal minimum wage on
employment.10

Because of the extensive literature, a brief over-
view is useful. The evidence suggests that the large
reduction in the relative pay of lower-paid workers in
the United States that has occurred since the
mid-1970s has not been sufficient to improve their
relative or absolute employment position. Perhaps
reflecting a labour supply response, the amount of
time worked by lower-paid workers has fallen rather
than risen. Juhn et al. (1991) used March Current
Population Survey data to examine the percentage of
persons employed/not employed and the weeks

worked for those employed at any time in the past
year by their position in the earnings distribution.
They found that the lower paid, whose pay fell in the
1980s, also had declines in employment and in weeks
worked relative to the higher paid. Topel (1993)
showed that from 1967-1968 to 1987-1989 the deciles
that had the biggest drops in real wages also had the
biggest increase in time spent jobless. Freeman
(1995) found a similar pattern in annual hours worked
using Census of Population data. A similar pattern of
declining relative pay and employment has been
found for Australia [Gregory (1995b)]. Yet another
study compared Canada, France and the
United States and found no evidence of a superior
employment experience among groups whose relative
pay declined [Card et al. (1994)]. Chapter 3 gives an
additional perspective to these issues. It finds little
evidence of a significant relationship, in a cross-
country framework, between the availability of low-
paid jobs and employment or unemployment rates.

All of these studies have examined the entire
labour force, not the youths of concern here (also see
Chapter 3). Table 4.15 examines the relation between
pay and employment for workers aged 25-29 using the

Table 4.15. Hours worked per year and hourly pay for 25-29-year-olds by wage decile, United States, 1970-19904
Per cent change Per cent change
Wage decile 1970 1980 1990 in hours in hourly wages
1970-1990 1970-1990
1 2 280.1 2 022.2 1997.8 -12.39 -4.21
2 2 354.9 2 078.8 2 083.5 -11.52 -18.61
3 2 265.6 2 103.0 2 1115 —6.80 -20.89
4 2 262.0 2 098.3 21429 -5.27 -20.11
5 21945 2 099.8 2 164.9 -1.35 -17.81
6 2 136.8 2 101.3 2 136.9 0.01 -16.72
7 2 129.7 21018 2 150.9 1.00 -14.07
8 2 0315 2 078.7 2 126.0 4.65 -10.43
9 20111 2 0535 2 087.0 3.78 -8.41
10 16245 1726.6 1897.3 16.79 -0.71
Women
Per cent change Per cent change
Wage decile 1970 1980 1990 in hours in hourly wages
1970-1990 1970-1990
1 1 345.6 1 478.9 1534.4 14.02 42.34
2 1 569.3 1 565.6 1695.5 8.05 4.87
3 1601.4 1 684.6 1836.9 14.71 -0.23
4 1 839.5 1769.1 1839.3 -0.01 -0.34
5 17625 17957 1919.4 8.91 -1.40
6 1737.7 1 855.7 19329 11.24 -0.72
7 1725.9 1833.0 1 895.6 9.83 -0.45
8 1709.1 17842 1926.9 12.74 -1.44
9 14742 1747.8 1 860.3 26.19 —4.55
10 933.9 1347.7 1 620.6 73.54 -12.96

a) For men, the 1970 sample was 46 296; the 1980 sample was 52 340; and the 1990 sample was 51 555. For women, the 1970 sample was 24 303; the 1980

sample was 40 328; and the 1990 sample was 43 138.

Source: Tabulated from US Census of Population Public-Use datafiles for 1970, 1980 and 1990.
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United States Census of Population for 1970, 1980
and 1990, separately by gender. Results are disaggre-
gated by deciles of the constructed hourly wage dis-
tribution. For men, there was a considerable decline
in hours worked at the bottom of the wage distribu-
tion and an increase at the higher end. Hourly wages
(in 1987 dollars) fell between 1970 and 1990 across
the wage spectrum, but with the smallest declines at
the higher end of the distribution. Young men in the
top decile experienced virtually no cuts in their real
hourly wages and increased their annual earnings by
working more hours.1! Those in the bottom decile
experienced cuts in both their real rate of pay per
hour and the number of hours they worked. The
labour market outcomes for women were more
favourable.? Across the wage distribution there were
increases in the number of hours worked and rela-
tively small cuts in real hourly wages. Despite sub-
stantial reductions in pay, the amount of time worked
by young men did not increase. For women, increases
in hours worked do not appear to have been brought
about by cuts in real earnings.

Both the data and overview of some research
presented in this section indicate that attempts to
use simple versions of economic theory to account
for cross-country and over time differences in youth
participation, employment and unemployment are
difficult to maintain. Perhaps greater declines in
youth earnings might have generated more jobs for
them, but the declines that did occur, including the
large drops in the United States, did not suffice to
stabilize or raise their employment rates.

F. FACTORS AFFECTING YOUTH JOB MARKET
PROBLEMS

What are the major causes of the observed
declines in employment rates for young, especially
out-of-school people? Has the declining size of youth
cohorts ameliorated the adverse changes found in
employment and wages? To what extent, if at all, can
youth job market problems be attributed to troubles
in youth-intensive industries? How important are
aggregate labour market conditions in determining
the performance of youths? These questions are
addressed in turn.

1. The effect of demography

All else the same, the large drop in the size of
youth cohorts in the 1980s and 1990s should have
raised their employment/earnings prospects and,
thus, provided some insight into the response of
employment and earnings to falls in relative labour
supply, just as the large increase in the size of youth
cohorts in the 1970s provided insights into the labour

market effects of an increase in relative labour supply.
But the evidence to date suggests that all else was
not the same in the 1980s and 1990s. Table 4.16
attempts to estimate the effects of demography on
youth employment outcomes for 20 OECD countries.
Here, data are used for young people in two age
groups — 15-19 years (16-19 in some countries) and
20-24 years. Information is available separately by
gender. Data are available from 1970-1994 for
Australia, Canada, Finland, France, Germany, Italy,
Japan, Sweden, the United Kingdom and the United
States, although there are breaks in some of these
series that need to be borne in mind [OECD (1995a)].
Data are also available from 1983-1994 for Belgium,
Denmark, Greece and Luxembourg. In addition, there
are data for Ireland (1972, 1975, 1977, 1979, 1981 and
1983-1992), the Netherlands (1972 forward), New
Zealand (1986 forward), Norway (1978 forward),
Portugal (1974 forward) and Spain (1972 forward).

The regressions in Table 4.16 link employment
rates for teenagers and 20-24-year-olds separately by
gender to the employment rates of 25-54-year-olds,
the ratio of the number of young persons (15-19 or
20-24) to the number of 25-54-year-olds, a time trend,
and dummy variables for countries (and gender in the
regressions that pool the sexes). In addition, some of
the regressions include the aggregate unemployment
rate. For the pooled male and female samples, the
estimated effect of the relative population is negative
and significant only when the aggregate unemploy-
ment rate is excluded. The separate regressions by
gender show, however, that this pattern is due to the
effects of relative population on the employment rate
of women: relative population has no statistically sig-
nificant effect on teenage male employment rates and
only a very small effect on young adult men’s employ-
ment rates. Even for this latter group, the effect of
declining relative cohort size was not sufficient to
improve their employment rate. As can be seen in the
table, adult male employment rates are strongly, pos-
itively, correlated with youth, especially male,
employment rates. Relatively smaller cohorts of
young people probably do ease their labour market
difficulties, but not by enough to offset the other
forces at work in the youth job market.

2. Effects of the changing industrial mix
of employment

The fact that, in many countries, youths work in a
very distinct set of industries raises the possibility
that some of their labour market problems might be
due to structural shifts in the composition of employ-
ment away from those industries. If the share of
employment in hotels and restaurants, and wholesale
and retail trade, where young workers were shown
earlier to be found in disproportionate numbers, was
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Table 4.16.

Econometric estimates of the effects of the aggregate unemployment rate,

relative population and adults’ employment/population ratio
on the employment/population ratios of youth, 1970-1994a b

Both sexes (n = 778)
Both sexes

Men (n = 389)

Men

Women (n = 389)
Women

Age 15-19¢ Age 20-24
pggj?;(t)i):merr:t/io Relative Unemployment pESJT;?i{JrEergttlio Relative Unemployment
population population

of those aged
25-54

(15-19/25-54)

rate

of those aged
25-54

(20-24/25-54)

rate

0.3431 (7.23)
0.3971 (8.19)
1.8487 (3.86)
2.3265 (6.95)
0.4678 (2.65)
0.8193 (4.67)

-0.1038 (1.37)
-0.3110 (4.26)
0.0237 (0.26)
-0.0367 (0.46)
-0.3416 (3.16)
-0.5932 (5.64)

-0.1626 (7.41)

-0.0479 (1.40)

-0.1933 (6.19)

0.3182 (15.62)
0.3548 (16.40)
2.1013 (13.35)
2.2585 (19.03)
0.4355 (6.28)
0.6107 (8.57)

-0.0082 (0.32)
-0.0860 (3.17)
0.0771 (2.65)
0.0675 (2.37)
-0.0572 (1.28)
-0.1809 (4.00)

-0.0984 (10.98)

-0.0162 (1.52)

-0.0974 (8.01)

a) T-statistics are in parentheses. Equations also include a time trend, 19 country dummies, and a gender dummy in the equation combining men and
women. The employment, unemployment and population variables are all in natural logarithms.

b) See the text for the countries included and the actual years of data availability for them.

¢) For Spain, Sweden, the United Kingdom and the United States, the dependent variable refers to persons aged 16-19.

Sources: United Nations population database. OECD, Labour Force Statistics, Part 111, various issues; and unpublished OECD labour force data.

falling, this would, all else the same, adversely affect
youth job prospects. But, in nearly all countries,
employment in these sectors grew relative to total
employment. Thus, a standard shift-share analysis of
the effect of changes in the overall industrial compo-
sition of employment offers little explanatory value.

Table 4.17 shows this result for 20-24-year-olds
for the period 1985-1994 in selected OECD countries,
using 2-digit NACE industries for the European coun-
tries, and 2-digit national classifications for Canada,
Japan and the United States. Column 1 records the
20-24-year-olds’ share of total employment in 1985.
Given the general decline in the 20-24-year-olds’
share of the population, the share of employment, as
a result, should have fallen through 1994, and col-
umn 2 gives the 1994 demographically-adjusted pre-
dicted share. This is arrived at by multiplying the
column 1 figures by the ratio of the 20-24 share of the
population in 1994 to the share in 1985. Col-
umn 3 shows the actual 1994 share of employment
accounted for by 20-24-year-olds. Column 4 gives the
difference between the actual share and the share
that would have resulted simply from the drop in the
youth share of the population.

The final column gives the predicted effect of the
change in industry mix. It is the sum of the change in
the share of total employment in each industry multi-
plied by the 20-24-year-old share of employment in
those industries scaled for the change in the group’s
share of the population.2® In all the countries save
Belgium, the predicted effect is positive. This implies,
all else the same, that the youth proportion of
employment should have risen, not fallen, as a
mechanical result of the changing mix of employment

by sector. Thus, on their own, structural shifts in the
industry composition of jobs cannot account for the
observed aggregate changes in young adult’'s employ-
ment prospects.14

3. The impact of aggregate unemployment
on youth employment and unemployment

The concordance of a decline in the relative sup-
ply of young persons to the job market for demo-
graphic reasons and a modest increase in relative
demand due to shifts in employment toward youth-
intensive sectors should have, all else the same,
improved the job market for youths. But, in general,
no such overall improvement occurred. What explains
this situation? One possibility is found in the dispro-
portionately large response of youth employment and
unemployment to changes in overall unemployment
or other indicators of aggregate economic activity.

The effect of fluctuations in the aggregate econ-
omy on youths has long been an issue in analyses of
the youth labour market [Clark and Summers (1982);
Franz (1982); OECD (1986); OECD (1994)]. The stan-
dard generalisation is that youth employment and
unemployment is quite sensitive to aggregate eco-
nomic fluctuations. No such clear generalisation has
emerged about the effect of the aggregate economy
on youth enrolment in school. Betts and McFarland
(1995) have shown that unemployment in the United
States increases enrolments in junior/community col-
leges, but their results for completion of secondary
school are more ambiguous, in part, perhaps,
because of legal requirements on schooling for given
age groups.
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Table 4.17. Changes in young adults’ share of total employment due to demographic changes
and changes in employment by 2-digit industry, 1985-1994

1 @
voung adlts (202¢) 8 TGRS,
share of total . .
employment. 1985 the change in their share
ploy ' of the population

(©)

Change in young
adults’ share of
employment due to
change in the industry
mix of employment

Actual share of Actual minus expected

share
employment, 1994 (column 3-column 2)

Belgium 11.7 10.2
Canada 145 10.3
Denmark 114 10.2
France 11.0 10.3
Germany 12.4 9.4
Greece 75 7.8
Ireland 16.9 16.6
Japan? 12.2 12.9
Luxembourg 14.5 12.0
Netherlands 144 12.8
Portugal® 9.9 10.2
Spainb 10.2 9.8
United Kingdom 13.0 11.0
United States® 13.4 10.5

8.8 -14 -0.1
9.8 -0.5 0.1
9.5 -0.7 0.1
7.9 -24 0.2
8.9 -0.5 3.6
7.8 0.0 0.2
14.0 -2.6 0.5
133 +0.4 0.7
10.4 -1.6 0.5
11.8 -1.0 0.2
9.7 -0.5 0.2
9.9 +0.1 0.4
10.4 -0.6 0.1
10.2 -0.3 0.2

a) Refers to the age group 15-24. Years are 1982 and 1992.
b) Years are 1986 and 1994.

¢) Years are 1983 and 1994.

Sources: See Table 4.12 and Table 4.13.

The remainder of this subsection considers the
sensitivity of the education participation/employment
status of youths to aggregate economic forces. The
activities of youth fall into four disjoint states. The
first is the starting point for the transition: youths in
school but not working. The second is being in school
and employed. The third is being out of school and
not working. The fourth is being out of school and in
employment. For ease of analysis, these states have
been combined into three overlapping classifications:
the per cent in education; the per cent employed; and
the per cent of the labour force unemployed (also see
Tables 4.A.2 and 4.A.3).

Estimates of the effect of aggregate labour mar-
ket conditions on youths in these three states are
computed by regressing the proportion of each age-
gender group in the particular category on the rate of
national unemployment in each year; a gender
dummy; age dummies; and a time trend (see
Annex 4.A). These estimates are done for each coun-
try separately using a linear probability model as well
as for a pooled sample of countries, with the inclu-
sion of country dummy variables.?® Table 4.18 sum-
marises the results in terms of the coefficients on the
rate of aggregate unemployment, the variable of
interest. The effect of unemployment on the propor-
tion in education (column 1) reveals a disparate pat-
tern across countries. In some cases, it is strongly
positively related to unemployment (Germany, the

Netherlands and Portugal); in other cases, it is nega-
tively related to aggregate unemployment (ltaly,
Luxembourg, the United Kingdom and Belgium);
while in yet others, there is little relation (the United
States, Canada, Denmark, Spain, Ireland and Greece).
Pooling all the countries together, schooling is posi-
tively related to unemployment, implying that
increases in unemployment lead to increased enrol-
ments, but the diverse country results gainsay any
generalisation.

By contrast, there is little ambiguity as to the
effect of aggregate unemployment on the proportion
of a cohort working or unemployed (columns 2
and 3). The proportion employed falls with unemploy-
ment in most countries, with the absolute value of
the coefficient often greater than 1. In the pooled
sample, a one point increase in aggregate unemploy-
ment reduces the employment rate of youths by
1.1 percentage points. The proportion of the cohort
unemployed is similarly positively related to aggre-
gate unemployment with a coefficient greater than
one almost everywhere.

Employment while in school and employment
for out-of-school youths generally have different
importance in the lives of youths. In many cases,
employment during school is a secondary activity
(though for some youths, it must be emphasized, it
may be the only way they can afford to further their
education) whereas for out-of-school youth, employ-
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Table 4.18. Econometric estimates of the effects of the aggregate unemployment rate on the proportion of youth
attending school, employed and unemployed?

Percentage attending school

Percentage of the labour force

Percentage employed unemployed

-1.5841 (6.77)
-.6059 (2.37)
-1.3471 (7.48)
-1.3720 (8.98)
-.9025 (2.29)
-1.7491 (3.03)
—.8348 (1.43)
—.8461 (2.29)
3013 (0.86)
-.3289 (0.41)
-1.6295 (3.01)
-1.9387 (9.13)
-1.0520 (6.97)

1.3126 (19.76)
1.6860 (11.45)
1.4105 (21.20)
1.4387 (14.19)
1.7659 (9.74)
1.1043 (7.06)
1.0472 (3.61)
1.0893 (10.45)
1.1343 (6.84)
1.4779 (5.21)

8277 (3.81)
1.7040 (15.29)
1.4933 (20.34)

Australia .1642 (1.46)
Belgium —-.3293 (2.80)
Canada .0970 (1.01)
Denmark .2872 (1.38)
France 4588 (1.69)
Germany 1.3584 (4.51)
Greece —.2016 (0.76)
Ireland -.3205 (0.99)
Italy —-1.0467 (7.79)
Luxembourg -.9221 (2.68)
Netherlands 1.8998 (3.38)
Portugal .6442 (3.63)
Spain .0453 (0.77)
United Kingdom —-.3442 (4.70)
United States -.0370 (0.72)
All (pooled) .3890 (7.50)

-1.8338 (9.35)
—.6547 (3.58)
-1.1267 (14.45)

1.3519 (18.13)
1.3622 (31.20)
1.3492 (33.71)

a) T-statistics are in parentheses. Equations also include 19 age dummies, a time trend, and a gender dummy, plus 14 country dummies in the overall pooled

equation.
Sources: See Table 4.11.

ment is potentially the dominant allocation of time.
As shown earlier with more aggregate figures, the
non-employment rates of out-of-school youths, espe-
cially men, have tended to increase.

Accordingly, the sensitivity of the employment
rate of young people conditional on their school sta-
tus to aggregate economical conditions was also
investigated. Table 4.19 records the results of linear
probability estimates of the coefficients of aggregate
unemployment and a time trend on the employment
rates of in- and-out-of-school youths by country, for
men and women separately. The results suggest that
the employment rates of youths in school, although
generally negatively related to overall unemployment,
are less sensitive to aggregate unemployment than
the employment rates of youths out of school. This is
true for all countries taken together for men (a coeffi-
cient on unemployment for the in-school group of
—-0.83 vs. —1.40 for the out-of-school group) and for
women (a coefficient on unemployment for the in-
school group of —-0.90 vs. -1.03 for the out-of-school
group) and holds in 23 of 30 country-gender compari-
sons. Among the out-of-school group, moreover, the
employment of men is more sensitive to aggregate
unemployment than is the employment of women.
The major difference by gender, however, concerns
the estimated trends. The trend coefficients are posi-
tive for women in virtually every country compared
with a general trend decline in employment rates for
men. This is especially true for those not attending
school. Because unemployment rates have risen in
most countries since the 1980s, this does not mean
that the proportion of young out-of-school employed

women has risen, only that it has risen relative to the
rising rate of unemployment. The gap between the
proportion of young women employed and the pro-
portion of young men employed is declining over
time.

These results relate to all the age groups in the
sample together. But the sensitivity of educational
participation and employment rates to aggregate
unemployment varies considerably by age, declining
as youths get older. Table 4.20 documents this pat-
tern using the pooled data set that includes all the
countries in the sample. The table records coeffi-
cients on aggregate unemployment from regressions
of the proportion of youths in school, employed, and
unemployed by single year of age, with a dummy
variable for gender, a time trend and individual coun-
try dummies. There is a noticeable decline in the size
of the coefficients on aggregate unemployment with
age for all three outcome measures. The percentage
of persons enrolled in school is less sensitive to
unemployment among those in their late 20s/early
30s. Similarly, as persons age the proportion
employed or unemployed also becomes somewhat
less sensitive to aggregate unemployment, although
there is still an impact. The decline with age in the
estimates of the aggregate unemployment effect sup-
ports the generalisation that youth employment and
unemployment is exceptionally sensitive to the over-
all state of the labour market.

Table 4.21 examines the age pattern of the
employment rate responsiveness to aggregate unem-
ployment for the separate school/gender groups.



Table 4.19.

Econometric estimates of the effects of the aggregate unemployment rate and a time trend on the proportion of youths employed
by schooling status and gender 2

Australia
Belgium
Canada
Denmark
France
Germany
Greece
Ireland

Italy
Luxembourg
Netherlands
Portugal
Spain

United Kingdom
United States
All (pooled)

Women

Employed/In school

Employed/Out of school

Employed/In school

Employed/Out of School

Unemployment
rate

Trend

Unemployment
rate

Trend

Unemployment
rate

Trend

Unemployment
rate

Trend

-1.1048 (4.99)

1.1388 (1.74)
-1.4660 (5.12)
~1.4041 (1.89)

0.1327 (0.24)
-0.9212 (0.98)

1.4227 (1.04)

0.2443 (0.36)
~2.4761 (3.86)
~0.5900 (0.31)
-4.3383 (6.01)
-1.0876 (2.17)
-1.2379 (5.50)
~1.6567 (4.38)
~0.7469 (2.43)
-0.8273 (5.39)

-0.8774 (9.16)
-0.1339 (0.37)
-0.1337 (1.59)
-0.2123 (0.65)
0.3163 (1.69)
2.1182 (7.72)
-1.1520 (4.45)
-1.3307 (4.53)
-0.4522 (2.77)
0.2724 (0.78)
-3.4451 (5.79)
-0.2931 (1.21)
1.6958 (6.58)
0.5584 (3.27)
0.1134 (1.90)
-0.1095 (1.93)

-1.8932 (15.76)
-1.4609 (5.84)
~2.0752 (20.84)
-1.4528 (7.16)
-1.6863 (8.12)
-0.3503 (0.99)
-0.9029 (3.21)
-1.6437 (5.81)
-0.4052 (1.90)
-2.1767 (4.03)
-0.4907 (0.90)
-1.7686 (10.06)
-1.7209 (19.65)
-2.3621 (14.72)
-1.6006 (21.36)
-1.3975 (21.98)

-0.2084 (4.01)
-1.0993 (7.96)
-0.3294 (11.23)
0.1127 (1.28)
-0.0908 (1.30)
-0.0486 (0.47)
-0.2869 (5.34)
-0.4309 (3.55)
-0.7384 (13.62)
-0.6542 (6.41)
0.2297 (0.51)
-0.3834 (4.51)
05046 (5.27)
-0.6422 (8.85)
-0.2784 (19.28)
~0.3560 (15.30)

-1.3754 (5.41)

1.1944 (1.46)
-0.2700 (1.03)
~1.0644 (1.39)
-0.0797 (0.11)
-0.4543 (0.48)

0.0652 (0.05)
-1.7319 (2.38)
-0.9476 (1.47)
-2.8387 (1.21)
-2.2364 (3.47)
-1.7110 (2.92)
-0.6303 (3.11)
~1.6592 (3.97)
-0.2764 (1.09)
-0.8992 (5.60)

0.4250 (3.86)
-0.0659 (0.15)
0.2517 (3.27)
-0.7137 (2.14)
-0.3910 (1.60)
1.6508 (5.94)
-0.8721 (3.14)
-0.7332 (2.36)
-0.1203 (0.73)
-0.6038 (1.31)
-0.5257 (0.99)
-0.1604 (0.57)
0.3915 (1.66)
1.0701 (5.66)
0.3685 (7.46)
0.1620 (2.71)

-1.4457 (5.22)
-1.3627 (4.01)
-1.0504 (5.13)
-1.2616 (3.97)
-1.1139 (5.35)
-0.5836 (1.01)
-1.6912 (5.69)
-1.2158 (3.04)
-0.1910 (0.81)
-2.1578 (2.97)
0.6612 (1.29)
—2.0144 (9.82)
-1.0743 (14.36)
-1.6975 (9.33)
-0.0500 (0.33)
-1.0295 (11.36)

0.6286 (5.25)
-0.0452 (0.24)
0.7591 (12.59)
0.3316 (2.40)
0.3643 (5.19)
0.7693 (4.53)
0.8090 (14.28)
0.7270 (4.25)
0.1486 (2.47)
0.0035 (0.03)
2.4205 (5.74)
1.1501 (11.60)
1.4230 (17.38)
05733 (6.96)
0.9290 (31.45)
0.7345 (22.14)

a) T-statistics are in parentheses. Equations also include 14 country dummies, plus 19 age dummies in the overall pooled equation.
Sources: See Table 4.11.
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Table 4.20. Econometric estimates of the effects of the aggregate unemployment rate on the proportion of youth
across labour market states by age and gender?

Percentage in school

Percentage of the labour force

Percentage employed unemployed

All ages .3890 (7.50)
16 4429 (1.66)
17 5273 (1.87)
18 .4552 (1.68)
19 .3542 (1.31)
20 4201 (1.79)
21 4441 (2.28)
22 4976 (3.10)
23 4954 (3.70)
24 .4507 (4.10)
25 .3955 (3.96)
26 4663 (5.28)
27 4291 (5.45)
28 .3906 (5.27)
29 .3547 (4.62)
30 .2928 (4.36)
31 .2968 (4.01)
32 .2885 (4.13)
33 .2551 (3.36)
34 .2817 (3.54)
35 .2605 (3.30)
Women .3793 (5.34)
Men .3996 (5.46)

-1.1267 (14.45)
-1.2778 (7.24)
-1.3276 (7.42)
-1.2436 (7.37)
-1.2073 (7.18)
-1.2706 (7.93)
-1.2756 (7.65)
-1.2777 (7.28)
-1.2808 (7.55)
-1.2607 (7.55)
-1.1911 (7.22)
-1.1567 (6.86)
-1.1159 (6.40)
-1.2054 (6.53)

1.3492 (33.71)
2.2670 (9.61)
2.2113 (11.69)
1.8698 (9.48)
1.8333 (10.85)
1.8478 (13.09)
1.7088 (12.67)
1.5694 (11.97)
1.4347 (11.34)
1.3236 (11.19)
1.2284 (11.55)
1.1263 (11.56)
1.0727 (11.45)
1.0876 (12.12)

-.9872 (5.20) 19925 (11.67)
-9702 (4.81) 1.0219 (12.21)
-9772 (4.68) 9466 (11.78)
-9060 (4.18) 9438 (11.85)
-.8848 (3.97) .9048 (11.65)
-8446 (3.79) 8679 (11.63)
-8101 (3.52) 8048 (11.17)

-.9654 (10.73)
-1.2868 (16.19)

1.2491 (22.26)
1.4554 (34.05)

a) T-statistics are in parentheses. Equations also include 14 country dummies, a time trend, and 19 age dummies in the “all ages” equation.

Sources: See Table 4.11.

It presents estimated coefficients on aggregate unem-
ployment and a time trend from regressions for single
years of age in the pooled country data set. For those
in school, there is no strong age pattern in the effect
of unemployment on employment for either gender,
except, perhaps, for those under the age of 19. By
contrast, there is a drop in the effect of aggregate
unemployment on employment for those out of
school: older persons out of school are less affected
by changes in overall unemployment. Nonetheless,
the absolute value of the coefficient exceeds 1 for
men even through the age of 28. And, as noted ear-
lier, the calculations show a differential trend in
employment for women than for men. Among women
out of school, the coefficients on the time trend rise
markedly with age. However, among men out of
school the coefficients remain negative even for those
aged 35. That is, their employment rates have trended
downward over the 1980s and 1990s.

In sum, the employment and unemployment
probabilities of youths are highly dependent on the
overall rate of unemployment, particularly younger
youths and, importantly, those out of school. The
long-term upward secular trend of employment for
women has, in part, offset the adverse effects of
aggregate unemployment on the employment and
unemployment rates of young women.

G. CONCLUSIONS

The economic state of the average youth in
OECD countries falls short of what is desirable. On
the positive side, more are enrolled in education for
longer periods of time. This will have a potential pay-
off in the future if the additional education augments
their competencies and if OECD economies grow
enough to make use of an improved work force. How-
ever, part of this extension of schooling, in some
countries, is a response to adverse labour market
conditions. The other results presented show that
youth employment and unemployment are very sensi-
tive to aggregate labour market developments, in line
with previous research. The effects of overall labour
market slack are especially detrimental for out-of-
school youths, particularly young men. Moreover, the
proportion of young men neither in school nor work-
ing has tended to increase in many countries. Even
“controlling” for the state of the aggregate labour
market, the evidence indicates a statistically signifi-
cant trend decline in most countries in the employ-
ment rates of male out-of-school youths, with the
strongest effects for the younger ages. At the same
time, again controlling for labour market slack, the
employment rates of older, out-of-school women
have tended to increase. Finally, there has been an



Table 4.21. Econometric estimates of the effects of the aggregate unemployment rate and a time trend on the proportion of youth employed
by schooling status and gender?
Men Women
Employed/In school Employed/Out of school Employed/In school Employed/Out of School
Unemployment Trend Unemployment Trend Unemployment Trend Unemployment Trend
rate rate rate rate
All ages -.8273 (5.39) -.1095 (1.93) -1.3975 (21.98) -.3560 (15.30) -.8992 (5.60) 1620 (2.71) -1.0295 (11.36) 7345 (22.14)
16 -1.2135 (6.57) 11950 (2.94) —2.2724 (5.18) -.6466 (4.12) -1.0626 (5.73) 3991 (5.97) -1.9615 (3.62) -.1894 (0.98)
17 -1.1764 (5.39) .1996 (2.48) -1.8401 (4.81) -.6874 (4.91) -.8984 (4.33) 4345 (5.70) -1.1297 (2.76) -.3382 (2.26)
18 -1.0151 (4.09) 2188 (2.41) -1.8722 (6.48) -5970 (5.63) —7814 (3.91) 5921 (8.09) -1.4028 (4.35) -.3143 (2.66)
19 -.7492 (3.18) 2712 (3.14) -2.0161 (8.22) -4542 (5.05) -.9369 (4.40) 5191 (6.62) -1.2103 (4.92) -.0976 (1.08)
20 —.7396 (3.12) 3163 (3.41) -1.9956 (10.04) —-.3907 (5.36) —.7302 (3.43) 4155 (3.43) -1.0484 (5.09) 1008 (1.34)
21 -.5851 (2.40) .2837 (3.18) -2.0222 (11.73) -.3062 (4.84) -.5421 (2.41) 5198 (6.28) -.9018 (4.95) 2564 (3.84)
22 -.6864 (2.63) 2450 (2.57) -1.6546 (11.09) -3247 (5.94) -5801 (2.10) 3411 (3.35) -1.0289 (6.16) 4164 (6.80)
23 -.2335 (0.77) .0642 (0.58) -1.5331 (13.19) -.2895 (6.80) -.7115 (2.35) 3266 (2.93) -1.0875 (8.14) 7096 (14.49)
24 —.3502 (1.06) .1281 (1.05) -1.5251 (13.64) -.3206 (7.82) -5114 (1.21) 2265 (1.46) -.9398 (6.72) 19292 (18.13)
25 -.2068 (0.56) -.0186 (0.14) -1.3153 (14.68) -.2511 (7.65) -.8113 (1.99) .3880 (2.59) -.9944 (6.99) .9551 (18.32)
26 —.6646 (1.36) -.1715 (0.95) -1.2263 (11.90) -2763 (7.31) —.6226 (1.33) .1981 (1.15) -9164 (6.41) 1.1603 (22.14)
27 -.8057 (1.85) -.0694 (0.43) -1.2935 (16.71) —.2951 (10.40) -.7838 (1.33) .1401 (0.64) -.8159 (5.41) 1.2255 (22.15)
28 -1.0272 (1.84) —.2648 (1.29) -1.2624 (16.51) —.2949 (10.53) —.9200 (1.76) .0047 (0.02) -1.0213 (7.29) 1.2603 (24.54)
29 -.4233 (0.77) -.2360 (1.15) -.9656 (13.29) -.2643 (9.93) -1.1259 (1.73) -.3138 (1.31) -.9818 (5.89) 1.2680 (20.77)
30 -1.6739 (2.49) .1109 (0.45) —.9559 (13.48) -.2888 (11.11) ~1.7955 (2.92) -.2021 (0.86) -7937 (5.11) 1.2494 (21.94)
31 -1.6963 (2.34) -.3685 (1.37) -.9618 (12.17) -.2970 (10.25) -1.7072 (2.63) -.1906 (0.78) -.9096 (5.33) 1.1911 (19.05)
32 -5339 (0.80) -.3199 (1.28) -7927 (10.72) —.2883 (10.64) —.9426 (1.35) 1244 (0.48) -.9785 (5.89) 1.1749 (19.28)
33 -.3374 (0.47) -.8315 (3.07) -.8769 (12.39) -.2887 (11.13) -1.4784 (2.02) -.3146 (1.06) -.8723 (4.92) 1.2114 (19.64)
34 -7821 (1.18) —1.0477 (4.28) -.8171 (10.96) -.2669 (9.77) -.0221 (0.03) -.0852 (0.29) -8411 (5.44) 1.2509 (22.07)
35 -.8955 (1.23) -.7850 (2.78) -.8012 (11.72) —.2900 (11.58) -.5751 (0.68) -.1198 (0.37) -7598 (5.20) 1.2468 (23.29)

a) T-statistics are in parentheses. Equations also include 14 country dummies, and 19 age dummies in the “all ages” equation.
Sources: See Table 4.11.
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increase in the proportion of youth living in house-
holds where no other person is employed; this is a
worrying trend for the future.

Despite a demographic decline in the relative
number of youths, and employment shifts among
industries toward youth-intensive sectors, the
employment and earnings position of youths wors-
ened, in some countries substantially. Differences in
school-to-work transitions affect the outcomes along
some dimensions, for instance in the number of jobs
that youths hold during the transition, but seem gen-
erally more dominated by whatever forces have
caused an overall decline in the economic position of
youths in most OECD countries.

While a key finding is the sensitivity of youth
prospects to aggregate conditions, it is also clear
from the large cross-country differences in the levels
of, and changes in, employment and unemployment
rates, that other factors are at work. In addition to
labour market slack, the employment (and earnings)
of youths may have been adversely affected by the

apparent shift in the composition of labour demand
toward more skilled and experienced workers that is
also sometimes associated with rising overall earn-
ings inequality in some OECD countries (see Chap-
ter 3). The rise in the education premium suggests
larger disparities in employment outcomes among
young workers across education categories (not
examined in this chapter), while the rising premium
to labour market experience would tend to disadvan-
tage all youths. However, more comparative analysis
is needed to verify this hypothesis.

A number of key issues remain unanswered:
What, if any, are the long-term consequences of youth
joblessness? Does it lead to further bouts of jobless-
ness? What is the impact, if any, on lifetime earnings?
And, are there particularly vulnerable groups who face
many problems in getting a solid foothold in the
labour market, how large are they and does their size
and composition differ across countries? These issues
will be addressed in future editions of the Employ-
ment Outlook.
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Notes
1. This chapter is based largely on a report prepared for Upper Non- o
the OECD by Professors David G. Blanchflower and secondary University - University
Richard B. Freeman of Dartmouth College and Harvard . tertiary
University, respectively. They are also associated with g“ftfa“a ig i(l)'i g;'g
the National Bureau of Economic Research and the angz;s? 29.4 20.2 50.4
Centre for Economic Performance at the London Finland 45.2 16.8 38.0
School of Economics. It also draws upon work done France 258 255 48.7
for the OECD by Bénédicte Gendron (France), and Greece 18.0 35.7 46.3
Christian Brinch and Erik Hernaes (Norway). Ireland 234 26.8 49.8
. . New Zealand 1.7 17.7 74.6
. Data showing cross-country or age group differences Norway 47.7 24.9 27.4
in the incidence of long-term unemployment should Spain 40.3 1.6 58.1
be used cautiously. It can be misleading to consider Sweden 16.3 47.6 36.1
only continuous measured unemployment spells or United Kingdom 9.7 113 79.0
United States 49 21.9 73.2

to believe that shorter spells necessarily imply
faster moves from unemployment to jobs
[OECD (1984); OECD (1988)]. Research on youth
labour markets conducted during the late 1970s and
early 1980s found that unemployment tended
to be concentrated within a relatively small
“minority” of each cohort; these persons either
remained unemployed for long consecutive periods
of time or appeared in labour force surveys to
move in and out of the labour force with, perhaps,
periodic short stays in jobs [OECD (1984)]. OECD
(1988) also showed the importance of
distinguishing the destination of those exiting
unemployment for a proper understanding of the
measured incidence of long-term unemployment.
That analysis found that young people who had been
unemployed for less than one year at time t were
less likely to be counted as unemployed one year
later compared with prime-age workers. While this
group was somewhat more likely to have a job by that
time, they were also more likely than prime-age workers
to break their spell of unemployment by dropping out
of the measured labour force. The probability of being
without a job was less different across the two groups
compared with the probability of remaining
unemployed.

. This chapter focuses only on the dichotomy
“in education/not in education” rather than analysing
the various levels of education. A considerably
higher proportion of those reported as enrolled in
school are likely to be in upper secondary school in
Europe than is the case in the United States. Part
of this reflects a greater propensity in some
European countries for students to repeat years, a
practice less common in the United States. To illustrate
the first point, according to Table PO4 of Education
at a Glance [OECD (1995h)], the distribution of
those aged 20 years who were enrolled in
school full-time in various kinds of education was as
follows:

. For example, a number of important questions arise as

to the impact, if any, of differing degrees of labour
market churning on age-earnings profiles, wage gains
or losses, and skill development. The links between
turnover and company-based training have received
particular attention. Lynch’'s (1991) examination of
American data suggested that few young workers
received formal training, that young workers who did
receive training were less likely to leave and that most
of the training that did occur only took place after being
with the employer for over one year. On the other hand,
a Japanese survey of enterprises found that almost two-
thirds of all new hires from high school were given
formal company training straightaway [OECD (1993)].

. These two ages were chosen as they roughly

correspond to leaving upper secondary and university
education. The general trends are little affected by the
choice of age group.

. This does not mean that the employment/population

rates of students increased, only that a higher
proportion of all employed youth are also students [see
OECD (1994) for a discussion of the former].

. Disaggregating these data into teenagers and young

adults shows that youth-intensive industries are the
same for each. The main difference is the magnitude of
the ratios. For example, the “employment coefficients”
for hotels and restaurants, and wholesale/retail trade
and repairs are generally higher for teenagers
compared with young adults. This reflects the process
of settling into the world of work. With age and
experience, many youths are able to move into a
broader range of industries.

. Further disaggregating these data into teenagers and

young adults does not change the cross-country
patterns of differences or changes over time. In all
countries, however, the indices are higher among
teenagers. In Canada, Denmark, France, the United
Kingdom and the United States, the values of the index
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10.

11.

exceed 0.70, implying a very separated job market for
teenagers.

The earnings variable in Table 4.14 has been
transformed into the natural logarithm. The
interpretation of the coefficients is defined as the
incremental average earnings, in logs, as defined in
each country data set, of workers aged 18-24 compared
with workers aged 35-44. As expected, all the signs are
negative as young workers’ pay is less than that of
adults. The results can be transformed into the ratio of
youth-to-adult average earnings as follows: In (average
adult earnings) — the youth coefficient. The results from
the simple equation in Table 4.14 show that youth
earnings as a per cent of adults’ are: Canada, 29 per
cent; Germany, 68 per cent; Ireland, 79 per cent; Italy,
62 per cent; Japan, 43 per cent; the Netherlands, 81 per
cent; New Zealand, 34 per cent; Norway, 44 per cent;
Spain, 58 per cent; the United Kingdom, 44 per cent;
and the United States, 18 per cent. These are
illustrative only. A more detailed specification
controlling for hours worked, education, marital status,
union status and others would undoubtedly lower the
age coefficient [see Blanchflower (forthcoming)].

There is a growing literature on the relation between
youth employment and increases in the minimum wage
in the United States and the United Kingdom (see, for
example, Card and Krueger (1995) for the United States;
Machin and Manning (1994, 1996) for the United
Kingdom) which shows, at most, modest job losses in
response to mandated increases in the minimum wage.
However, others find more pronounced effects [Abowd
et al. (1996); Neumark and Wascher (1994); Hashimoto
(1982)]. An earlier United Kingdom study also found
that relative pay for youth affected their relative
employment [Wells (1983)].

Note that this type of analysis does not necessarily
imply that those at the bottom of the wage decile at

12.

13.

14.

15.

one point-in-time remain there. For a first attempt at
analysing earnings mobility with longitudinal data, see
Chapter 3.

The data for women at the upper and lower deciles for
both hours and hourly earnings in 1970 give results
that do not seem plausible. The high percentage
change in hourly earnings for the 0-10 decile from
1970-1990 reflects an extraordinarily low rate of pay for
women in 1970, which may be the result of
measurement error. The percentage change in wages
from 1980 to 1990 for the 0-10 decile was just 2.1 per
cent. The high percentage change in hours worked for
women in the top decile reflects the extraordinarily low
hours reportedly worked by them in 1970.

Specifically, let aj; be the 20 to 24-year-old share of
employment in industry j in 1985, b; be the share of
industry i in total employment, and rf)e the ratio of the
20 to 24-year-old share of the population in 1994 to its
share in 1985. The industry shift measure is then:

n
= 2 ra; A b
i=1

where the change is measured from 1985 to 1994.

For some countries, slightly different results are
obtained for teenagers whose relative population
dropped more than that of young adults. The predicted
effect of the change in industry mix on teenage employ-
ment is negative in Belgium, Greece, Portugal and the
United Kingdom, but positive in all other countries in
Table 4.17.

These regressions were also estimated using a logit
transformation and the results were essentially
unchanged. Hence, results using the linear probability
model, which are easier to interpret, are presented.
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ANNEX 4.A.

Definitions of school attendance for the cohort and regression analyses

1. Definitions

Data by single year of age from 16 to 35 years of age
have been gathered on the labour force status of persons
classified by their education attendance, as measured in
the labour force surveys of 15 OECD countries. However,
there are some important differences across countries in
definitions and concepts, particularly with respect to what
is considered an educational institution.

Students are generally defined as those who have been
attending a course in an educational institution, either cur-
rently or in the four weeks preceding the one in which the
survey was conducted. Persons attending an educational
institution include, but are not always limited to, those
enrolled in primary and secondary schools, colleges and
universities. In some countries, such as Australia, those in
technical and trade schools, which can range from secreta-
rial to computer programming schools, are also considered
to be students. In some others, they are not counted as
students. Such definitional differences can affect cross-
country comparisons of labour market activity among stu-
dents and others.

The line of separation between education and work
may be less clear-cut in some countries than in others. The
importance of intermediate situations, such as dual
apprenticeship systems, which combine on-the-job training
with education, differs across countries. Unless explicitly
noted in the chapter, young persons in such situations are,
in principle, not counted as students in the data presented.
Thus, when the analysis turns on the question of schooling
and work combinations, it focuses on those areas where the
work activity is not directly connected to the “educational”
institution in question.

In addition, these data are obtained at a particular
point-in-time each year. Among the European Union coun-
tries, the surveys generally take place in the spring and are
often spread over several months. In Australia, Canada and
the United States, the data are based on surveys conducted
in May and March, respectively.

Country-specific information is presented below [for
more detailed information see OECD (1988)].

Australia

The data come from the May Supplement to the regu-
lar monthly survey, called “The Transition from Education
to Work” and cover the period 1983-1994. Persons attending
an educational institution are those enrolled in schools,
universities, colleges of advanced education, and public
and private colleges. Also included under these categories
are business, commercial and secretarial schools, religious
and theological colleges, and those enrolled full-time in

colleges of technical and further education (TAFE).
Excluded are institutions whose primary role is not educa-
tion, such as hospitals. Unless noted otherwise, persons
attending TAFE on a part-time basis, which tends to mean
attendance one day per week, are also excluded. They are
counted as being in an apprenticeship.

Canada

The data are from the monthly Labour Force Survey
and refer to March, and cover the period 1976-1995. Educa-
tion attendance refers to persons reporting that they were
attending any type of public or private educational estab-
lishment, including primary and high schools, universities,
community colleges, vocational schools and other schools,
such as secretarial schools. Furthermore, only persons tak-
ing “credit courses” which count towards a degree, diploma
or certificate are included.

Belgium, Denmark, France, Germany, Greece, Ireland,
Italy, Luxembourg, the Netherlands, Portugal, Spain
and the United Kingdom

The data were supplied by EUROSTAT on the basis of
each country’s regular labour force survey and cover the
period 1983-1994 (1985 and 1987-1994 for the Netherlands,
and 1986-1994 for Portugal and Spain). The reference period
refers to the four-week period prior to the actual conduct of
the survey. The surveys are conducted over the following
time periods: Belgium, generally conducted during the
month of April; Denmark, generally conducted in a particu-
lar week during the April to May period; France, conducted
in March; Germany, conducted during a week in April from
1986 and during a week in May prior to 1986; Greece, gener-
ally conducted during a week over the March to July period,;
Ireland, generally conducted in May; Italy, generally con-
ducted in April; Luxembourg, generally conducted during
the month of April; the Netherlands, generally conducted
during a week over the period from March to May; Portugal
and Spain, generally conducted during a week over the April
to June period; and the United Kingdom, generally con-
ducted during a week over the March to May period.

While the exact form of the question on education/
training differs across these countries, and more detail on
this can be found in OECD (1988), as a rule, from
1983-1991, attending school refers to those attending gen-
eral education, those receiving training by attending a
school providing specific subject matter or by attending a
university, and those attending college part-time. Those not
attending school include those receiving training in a busi-
ness firm and nowhere else, those receiving training in the
framework of an apprenticeship, those receiving training in
other forms of dual-training systems and those not attend-
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ing any education/training. Thus, unless otherwise noted,
dual-system apprentices are excluded from the student
population. The figures used for apprenticeship refer to
apprenticeship and other forms of dual training systems.

From 1992 forward, attending school refers to those
attending general education, those attending vocational
school, those studying for third-level qualifications, study-
ing for a university degree, studying for a post-graduate
degree and studying for another qualification. Not attend-
ing school refers to those who received no education/train-
ing during the reference period, those who received specific
vocational training in a working environment and those in
any form of a dual-system apprenticeship training. The lat-
ter two responses are counted as apprenticeships.

Two other issues should be noted. First, from 1991 the
data for Germany refer to reunified Germany. Second, a
number of changes and additions were introduced to the
European Labour Force Survey in 1992. These result in
some problems of comparability for the time series used in
this chapter. However, it is unlikely that they affect the
analysis or conclusions greatly.

United States

The data are from the monthly Current Population Sur-
vey and refer to March, and cover the period 1970-1993.
These data are based on the “main activity question” in the
survey. Respondents are asked what they were doing most
of last week: working, going to school or something else.
Thus, there can be individuals who are actually enrolled in
school, but who say that their main activity was something
else. They will be counted as not attending school. Exami-
nation of responses to this main activity question com-
pared with a question on school enrolment (which is now
asked regularly in the survey, but prior to 1985 was only
asked in October) suggests that the former understates the
proportion attending school. However, this does not seem
to be a severe problem, especially when a comparison of
enrolment rates from administrative data by single years of
age was made with the main activity responses by single
year of age. The reported enrolment rate and the main
activity “going to school” rate were almost identical. More-
over, the trends in the changes in schooling, employment
and unemployment probabilities for the cohorts presented
here are not much affected by this definitional difference.

2. Regression analysis: pooled cross-section and time
series

As is clear from the preceding description, the data
bases contain both a cross-section and time series compo-
nent. This has been taken advantage of by, for each country
and for all countries together, pooling the data to greatly
expand the number of observations available (Table 4.A.1).
For example, Australian data on labour force status and
education participation are available by single year of age
from 16 to 35 (20 ages), by gender (2 groups) and from
1983-1994 (12 years). Pooling all these data points together
yields 480 observations (20 x 2 x 12). Doing the same
procedure for each country in the sample and pooling all of
them together yields over 7 000 observations. In addition,
the country- and time-specific aggregate unemployment
rates were added to the data set. Note that the fully pooled

Table 4.A.1. Details of data files used in regressions

ber of MeamsI of the

Number o unemployment

Years observations rate gve¥ the
period
Australia 1983-1994 480 8.4
Belgium 1983-1994 480 9.6
Canada 1976-1994 760 9.3
Denmark 1983-1994 479 8.2
France 1983-1994 479 10.0
Germany 1983-1994 450 7.0
Greece 1983-1994 474 8.1
Ireland 1983-1994 480 15.8
Italy 1983-1994 480 11.0
Luxembourg 1983-1994 438 24
Netherlands 1985, 360 8.4

1987-1994
Portugal 1987-1994 320 5.7
Spain 1986-1994 360 19.4
United Kingdom 1983-1994 480 9.8
United States 1970-1993 922 7.0
All 1970-1994 7 442

data set is an unbalanced panel as the length of the time
series differs across countries.

The econometric method employed throughout this
chapter is that of pooling both dimensions. The easiest way
to see this is to consider the regression results shown in
Table 4.20, in particular the one for 16-year-olds which com-
bines all the countries in the sample. The regression
includes the independent variable of interest (the country-
and time-specific aggregate unemployment rate), a set of
incidental dummy variables - country and gen-
der — designed to “control” for omitted variables specific to
each cross-section unit and a time trend. The estimated
equation is:

Y;; = a; + B;(Un;) + B,(Gender;) + B4(Country;,) + B,T;

+ .

1

Elt
where:
un;, = the unemployment rate of country i
at time ¢
Gender;; = a (1,0) gender dummy,
Country;; = a (1,0) country dummy;
T. = time trend; and

1

E; = stochastic error term.

The coefficients on the unemployment rate, the gender
dummy and the trend are constrained to be the same in the
regressions which pool all countries. The country dummies
are allowed to vary. The “controls” for all equations
presented are listed in the notes to the tables.

In addition to the aggregate unemployment rate, equa-
tions were also run using the adult employment rate and
adult unemployment rate with qualitatively similar results.

All equations were estimated by OLS (ordinary least
squares) using STATA software. Two issues which often
arise with respect to pooled data are heteroskedastic-
ity — non-constant variance of the error term, and serial
correlation — the disturbance at time t may be correlated
with that at another point-in-time. These have given rise to
a large literature and debate as to how, and whether, to
handle them econometrically. They remain the subject of
on-going research, and are beyond the scope of the present
study.
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Table 4.A.2. Econometric estimates of the effects of the aggregate unemployment rate
on the proportion of youth across mutually exclusive statuses?

Percentage in school Percentage in school Percentage not in school Percentage not in school
and not working and working and not working and working
Australia .3954 (5.04) -.2311 (3.26) 1.1694 (5.57) -1.3337 (5.46)
Belgium —-.4004 (3.53) .0852 (3.25) 1.0309 (4.23) —-.7601 (2.95)
Canada .3513 (5.73) —-.2543 (3.61) 19958 (6.02) -1.0928 (5.88)
Denmark .3532 (2.66) —-.0788 (0.53) 1.0173 (7.98) -1.3010 (7.06)
France .2010 (0.76) .2503 (5.98) .6898 (2.35) -1.1682 (4.48)
Germany 1.0375 (4.09) .3212 (3.34) 7121 (1.14) -2.0347 (3.52)
Greece —-.2010 (0.74) .0166 (0.53) 1.0537 (2.00) -.8396 (1.39)
Ireland -.3879 (1.29) .0696 (0.91) 1.2333 (2.72) —.8796 (2.39)
Italy -.9559 (7.12) —-.0909 (5.82) .6545 (1.61) 3922 (0.95)
Luxembourg —-.5497 (1.37) .0338 (0.46) 1.3796 (1.97) -1.7295 (1.97)
Netherlands 2.3066 (5.63) —-.4067 (1.37) -.6770 (1.16) -1.2228 (2.09)
Portugal 7432 (4.07) —-.0989 (1.69) 1.1955 (6.00) -1.8397 (8.88)
Spain .0884 (1.53) —.0836 (6.24) 9183 (5.34) -9215 (6.14)
United Kingdom 1733 (3.51) -.5175 (7.25) 1.6606 (8.00) -1.3164 (6.66)
United States 1078 (2.37) -.1413 (4.29) 5499 (3.13) -5639 (3.13)
All (pooled) 4298 (7.58) —-.0136 (0.39) .7336 (11.53) -1.1538 (16.03)

a) T-statistics are in parentheses. Equations also include 19 age dummies, a time trend, and a gender dummy, plus 14 country dummies in the overall
equation.
Sources: See Table 4.11.

Table 4.A.3. Econometric estimates of the effects of the aggregate unemployment rate on the proportion of youth
across mutually exclusive statuses by age and gender?@

Age Percentage Percentage Percentage Percentage
in school and not working in school and working not in school and not working not in school and working

16 1.2941 (4.55) —.8509 (6.86) —-.0134 (0.06) —-.4588 (3.75)
17 1.1736 (4.30) —-.5958 (4.52) .2052 (0.96) —7741 (4.91)
18 7916 (3.29) —-.3045 (2.43) A745  (2.36) -.9511 (5.84)
19 5940 (2.52) -1936 (1.91) .6561 (3.48) -1.0544 (6.29)
20 5420 (2.72) -.1026 (1.16) 7336 (4.36) -1.1711 (6.78)
21 4797 (2.96) —-.0090 (0.12) .8183 (5.19) -1.2938 (7.31)
22 4556 (3.40) .0659 (1.02) .8378 (5.53) -1.3511 (7.31)
23 3712 (3.61) .1308 (2.16) 9153  (5.95) -1.4130 (7.82)
24 .3293 (4.15) 1287 (2.24) .9406 (5.63) -1.3985 (8.01)
25 .2702 (4.03) 1292 (2.25) 9303 (5.71) -1.3343 (7.67)
26 .3035 (5.37) .1604 (3.04) .8563 (4.82) -1.3254 (7.52)
27 .2571 (5.31) 1772 (3.46) .8723 (4.85) -1.3215 (7.24)
28 .2331 (5.62) .1618 (3.15) 9759 (5.14) -1.3565 (7.23)
29 .1861 (3.91) 1733 (3.47) .8290 (4.32) -1.1812 (6.01)
30 .2083 (5.59) .0969 (2.02) .7603 (3.69) -1.0603 (5.26)
31 1768 (4.29) 1242 (2.45) .8161 (3.80) -1.1332 (5.35)
32 .1560 (4.07) .1449 (3.02) 7752 (3.50) -1.0724 (4.91)
33 1479 (3.35) 1198 (2.23) 7462 (3.28) -1.0541 (4.85)
34 1310 (2.81) 1613 (3.11) 7224 (3.18) -1.0329 (4.67)
35 1472 (2.96) 1299 (2.65) .6749 (2.86) —-.9382 (4.06)
All ages 4298 (7.58) —-.0136 (0.39) .7336 (11.53) -1.1538 (16.03)
Women 4154 (5.10) —-.0133 (0.26) .5801 (8.99) -.9781 (11.42)
Men 4447 (5.74) —-.0139 (0.29) .8853 (23.28) -1.3142 (19.25)

a) T-statistics are in parentheses. Equations also include 14 country dummies, a time trend, and 19 age dummies in the “all ages” equation.
Sources: See Table 4.11.
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ANNEX 4.B

Sources and definitions of earnings data

Australia

Data are from the Weekly Earnings of Employees (Dis-
tribution), Australia, Australian Bureau of Statistics, Cata-
logue No. 6310.0. Prior to 1988, the data refer to mean
weekly earnings in all jobs of full-time workers. From
1988 forward, the data refer to mean gross weekly earnings
of full-time workers in their main job.

Canada

Data are from the Survey of Consumer Finances, taken
from the publication Earnings of Men and Women, Statis-
tics Canada. Data refer to mean annual gross earnings,
including self-employment income, of all earners. Addi-
tional, unpublished, data from the same survey were pro-
vided by Statistics Canada.

Denmark

Data were supplied by the Ministry of Economic Affairs
and are based on a longitudinal sample of individuals taken
from administrative records. Earnings refer to mean daily
gross wages calculated as yearly wages divided by days
worked per year. Data exclude those working less than
30 hours per week, those who received sickness benefits for
more than 13 weeks during the year and all persons working
less than 13 weeks.

France

Data were supplied by the Direction des Statistiques
Démographiques et Sociales of INSEE and are based on the
Déclarations Annuelles des Données Sociales. The data
refer to net mean annual earnings for full-time workers in
the private and semi-public sectors.

Germany

Data were supplied by Statistisches Bundesamt from
social security information. Earnings refer to annual gross
wages of full-time, full-year employees in western Germany.

Italy

Data were supplied by the Bank of Italy and are based
on its Survey of Household Income and Wealth. Data refer
to mean annual earnings of full-time workers.

Japan

Data are from the Basic Survey of Wage Structure and
refer to regular employees in firms of 10 or more workers.
Earnings refer to mean total monthly cash earnings.

Norway

Data are based on the Level of Living Survey and were
supplied by the Central Bureau of Statistics. Earnings refer
to mean hourly wages of employees, estimated as reported
before-tax hourly, weekly, fortnightly or monthly wages
divided by the corresponding usual hours worked in the
main occupation.

Sweden

Data were supplied by Statistics Sweden and refer to
mean gross monthly salaries of full-time workers in mining,
quarrying and manufacturing only.

United Kingdom

Data are from the Department for Education and
Employment, New Earnings Survey, various issues. Earn-
ings refer to average gross weekly earnings of full-time
workers whose pay for the survey period was not affected by
absence.

United States

Data were supplied by the Bureau of Labor Statistics
and are based on the Current Population Survey. Earnings
refer to usual median gross weekly earnings of full-time
workers. Prior to 1979 the data are based on the outgoing
rotation groups of the May Survey. From 1979 forward, the
data are based on the outgoing rotation groups for each
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monthly survey and are then averaged over the 12-month
period.

International Social Survey Programme, 1993

This chapter also uses information on earnings gath-
ered from the ISSP. This is a continuing programme carried
out by a group of national research institutes. Each insti-
tute conducts an annual survey of social attitudes and val-
ues, with the topics changing from year-to-year. As a condi-
tion of membership, each country undertakes to do a short,
annual, self-completion survey with an agreed set of ques-

tions for a probability-based sample. For a description of
the technical details of the surveys, see Jowell et al. (1989).

The earnings variables are defined as follows: Canada,
annual income before taxes; Germany, net earnings per
month after taxes and social insurance; Ireland, average
annual earnings before taxes; Great Britain, annual earnings
before income tax and national insurance; Italy, net
monthly income after taxes; Japan, annual gross earnings;
the Netherlands, annual earnings before taxes; New
Zealand, annual income before taxes; Norway, gross annual
income before taxes and allowances; Spain, annual earn-
ings before taxes; and the United States, annual earnings
before taxes.
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ANNEX 4.C

Data sources for the jobs-held analysis

Germany

Data came from the German Socio-Economic Panel
which is a representative longitudinal data set of persons,
households and families in the Federal Republic of
Germany. Questions have focused on changing household
composition, employment, income, assets, job and regional
mobility. In addition, the survey contains information on
education, health, leisure, satisfaction and self-worth. In
1984, about 6 000 households were surveyed. Once a year
all members of the households aged 16 or older are ques-
tioned. Respondents who move continue to take part in the
study as long as the move is within the Federal Republic.
For further details, see the German Socio-economic Panel:
User Handbook, German Institute of Economic Research,
Berlin.

In 1984, all respondents were asked a set of retrospec-
tive questions. One sought to count the number of jobs
they had held over the prior 10 years. Responses to this
question from those 25 years old in 1984 and not in school
are used in this chapter. Examination of the 10-year history
of those aged 26-30 in 1984 did not produce different
results.

Japan

The data are derived from the 1985 Survey on Employ-
ment Conditions of Youth. This consisted of a sample of
21 000 persons under the age of 30, no longer in school and
employed in establishments with more than 10 regular
employees.

The number of jobs held is an estimate derived from
Table 59 of the 1985 Yearbook of Labour Statistics. The
table shows the proportion who had never changed jobs,
the proportion who had changed once, twice and three or
more times, and the proportion who had held a side-job or
had been self-employed. For those who had changed jobs
three or more times, they were assumed to have held five
jobs in total. For those who also had held side jobs, it was
assumed to be just one time.

Because the sample consisted of those employed at
the time of the survey, the number of jobs may be underes-
timated because one misses those not employed, but who
had worked at some point since leaving school. Given dif-
ferences in participation rate patterns between Japanese
men and women, the estimates for the latter are probably
underestimated.

Norway

The Norwegian data have been constructed by linking a
number of registers. A detailed description can be found in
Hernaes and Strom (1995). The data calculations were done
by Christian Brinch and Erik Hernaes. The registers which
have been linked and which provide a variety of data from
1989 currently through to 1993 are: the register of employ-
ers and employees (EER), which is the main source for the
jobs-held data; the register of wages, benefits and taxes;
the unemployment register, giving data on spells of unem-
ployment (including data on labour market programme par-
ticipation); and the Norwegian educational register, which
gives data on all types of educational activity, including
time of leaving school, whether or not they subsequently
returned, the type of education and whether or not it was
completed. The data base contains information on all
residents of Norway.

The population for this chapter consists of all persons
under age 25 in 1989 who were registered in education on
1 October 1988 and who were not registered on 1 October
1989, a total of 69 075 persons (as compared to a cohort
size of about 60 000). This is the total outflow, within this
age group, from the educational system in that year, start-
ing with the last grade of compulsory school and including
doctoral awards (theoretically). Labour market and (further)
educational careers are then tracked throughout 1989-1992.
Among other variables are gender, age, place of residence,
and parents’ income and educational qualifications.

The number of jobs can be defined through a number
of variables. The analysis here counts the number of jobs
each person held from July 1989 through the end of 1992,
using the individual register of employees (EER). This regis-
ter is regularly updated with starting and termination dates
of jobs with each employer.

Great Britain

The first data source is the National Child Develop-
ment Study which is a longitudinal survey taking as its
subjects all those living in Great Britain who were born
between 3 and 9 March 1958. Since the original Perinatal
Mortality Study was undertaken in 1958, the survey has
monitored the social, economic, educational and health
circumstances of the surviving subjects. To this end, major
surveys were carried out in 1965 (NCDS1), 1969 (NCDS2),
1974 (NCDS3) and 1981 (NCDS4) and 1991 (NCDS5). For
the purposes of the first 3 surveys, the birth cohort was
augmented by including those new immigrants born in the
relevant week. Information was obtained separately from
parents, teachers and doctors as well as members of the
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NCDS cohort. The 1981 survey which is used here — when
the respondents were all aged 23 - differs in that no
attempt was made to include new immigrants since
1974 and information was obtained from the respondent
only. The 1981 survey contained a total of 12 537 interviews
or approximately 76 per cent of the original target sample
and 93 per cent of those traced and contacted by interview-
ers. The interview survey was carried out between August
1981 and March 1982. The count of the number of jobs
covers the period between 1974-1981. For further details of
the survey, see Elias and Blanchflower (1988).

The second data source is the British Household Panel
Survey (BHPS). The BHPS started in 1991 and is conducted
on an annual basis. It is managed by the ESRC Research
Centre on Micro-social Change at Essex University. Wave 2
was a random sample of private addresses in Great
Britain. Each subsequent wave follows respondents into
their current households and any new members are also
interviewed. The original sample size was 10 264.

Wave 2, which is used in this chapter, asked questions
on respondents job history since leaving full-time educa-
tion. Here, the sample consisted of all persons aged
24-28 in 1992. Tabulations are the number of jobs held from
the age of leaving school up to 1990. There may be a small
number of people who subsequently returned to education
over the interval, but no attempt has been made here to
correct for this. The unweighted sample size was
360 women and 281 men. For more information on the
BHPS, see Buck et al. (1994).

United States

The data source is the National Longitudinal Survey
Youth Cohort, sponsored by the Bureau of Labor Statistics

and the Department of Labor. This is an annual survey of a
group of people who were aged 14-21 in 1978. Since 1979,
respondents have been interviewed annually about all
aspects of their labour market activity. The sample was
selected to be representative of all Americans born during a
given period such that conclusions drawn about the group
would be generaliseable. Sample selection procedures
ensured that the labour market dilemmas of non-whites
and the economically disadvantaged could also be
examined. The response rate has been fairly high, at around
90 per cent. The original sample consisted of 12 686 per-
sons. For the jobs-held analysis, these individuals were
followed from 1979-1988.

Jobs are identified directly in the survey as each annual
guestionnaire asks respondents to identify their previous
12 months labour market activity.

The actual calculations were done several ways to
check on the robustness of the results. The first approach
was to take the 1992 wave and obtain each individuals’ level
of education at that time. The sample then consisted of
those whose educational attainment in 1992 matched that
for prior years. This is one way to ensure that one is not
counting jobs held while attending school. Calculations
were done for persons aged 14 to 22 in 1979. The second
approach deleted from the sample in each year anyone who
reported that their main activity was participation in
education.

In the event, the results were virtually identical and the
first approach is reported in the chapter. Although the
chapter reports the results for those aged 16 in 1979, the
number of jobs held by those aged 18 in 1979 over their
first 10 years in the labour market was, again, almost the
same.
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CHAPTER 5

Employment adjustment, workers and unemployment

A. INTRODUCTION AND MAIN FINDINGS

1. Introduction

change has been a preoccupation of policy-

makers for well over a decade. Analysis of the
process of job creation and destruction has increas-
ingly been seen as crucial to furthering our under-
standing of the ways in which employment adjusts in
response to shocks.

The adaptability of labour markets to economic

The early work on job turnover focused on
explaining its levels over time and across countries,
uncovering cyclical and structural tendencies, and on
measuring establishment birth and survival rates
[OECD (1994a)]. More recently, analysts have sought
to establish links between the patterns of employ-
ment dynamics at the firm level, the levels and com-
position of unemployment across countries and some
of the policies which link them, e.g. employment pro-
tection legislation (EPL) and unemployment insur-
ance (Ul). The key questions taken up here are:

— How good an indicator is job turnover of

adjustment in employment?

— What flows of workers are generated by job
turnover differences across OECD countries
and what, if any, implications does this have
for understanding unemployment?

— What are the effects of policies on job turnover
and labour turnover, and with what implica-
tions, if any, for unemployment?

To examine these issues, data on job and labour
turnover, unemployment inflows and outflows and
indices of EPL have been collected from a variety of
sources covering a number of time periods. It is
important to bear in mind that many issues remain
unresolved with respect to data comparability (see
Annex 5.A). While analysis of the existing data does
yield insights into the functioning of labour markets
in allocating workers to jobs, strong conclusions must
be tempered by the fact that much further work is
needed on developing comparable data sets. Difficul-

ties also arise because the theory of job creation and
destruction is not fully developed, and extensions of
the basic model greatly complicate the predicted
impact of turnover.

Section B summarises evidence on job turnover
and its usefulness as a measure of adjustment in
employment. As job turnover generates flows of work-
ers, Section C analyses how job turnover is related to
labour turnover (see the Box for definitions of these
terms) and considers the impact of both on unem-
ployment. Section D considers the impact of EPL on
job turnover and labour turnover and assesses the
implications. A concluding section briefly outlines
some policy issues and highlights areas where further
data and research are needed.

2. Main findings

Although there are cross-country differences, rel-
atively high job turnover is a common characteristic
of many OECD countries. The rate of job turnover has
remained relatively stable in most OECD countries
since the late 1970s, with a few exceptions [Canada,
particularly among small firms, Norway (manufactur-
ing) and in one United States data set].

The magnitude of turnover rates shows that there
is considerably more churning and employment
adjustment in OECD countries than might be
expected when only considering net employment
growth.

Job turnover is not associated with cross-country
differences in either net employment growth or the
unemployment rate.

In line with simple models, job turnover (in con-
tinuing establishments) is positively related with
unemployment inflows and outflows, and negatively
related with the incidence of long-term unemploy-
ment. However, the correlations are weak and it is not
plausible that cross-country differences in job turno-
ver can explain much of the marked differences in the
composition of unemployment.
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The analysis linking job to labour turnover
shows:

i) labour turnover is lower in Europe and Japan
than in North America;

ii) the difference between annual rates of new
job creation and a proxy measure of all new
hires is much smaller in some European
countries (France, Germany and Italy) com-
pared with North America. This implies that
individuals in Europe depend much more on
new job creation to get into employment;

iii) consequently, the share of jobs in which
individuals can be hired to replace one
another (ongoing jobs) appears relatively low
in these countries;

iv) by inference from the data presented, in
France, Germany and Italy there is also high
rotation of workers in ongoing jobs which do
become vacant;

v) measured inflows into unemployment are
lower in Europe than in North America and,
in some countries, are lower than job
destruction rates; and these factors imply
that

vi) although there is almost no direct empirical
work, an important feature of labour turnover
in Europe is that many workers, when they
lose or leave jobs, do not pass through a
measured spell of unemployment. Perhaps
they go “directly” to another job in another
firm when their old job is destroyed.

Theory suggests that job turnover is partly deter-
mined by labour market policies such as EPL and Ul.
This chapter investigates the links between the for-
mer, proxied by measures of its strictness. More strict
regulations on hiring temporary workers are associ-
ated with somewhat lower job turnover.

The fact that long-term unemployment is higher
in Europe than in North America or Japan has often
been cited as evidence of more inflexible labour mar-
kets and EPL has been suggested as one of the possi-
ble reasons for this. However, any association may
reflect a different causal chain. Although there are
many data problems and more exploration is neces-
sary, the analysis suggests that the high incidence of
long-term unemployment may stem less from a lack
of adjustment in employment than from the way that
adjustment takes place. Employment adjustment in
some European countries seems to take place
through a combination of internal adjustment
within firms, resulting in relatively few vacancies
in ongoing jobs and, when job losses take place,
by worker flows apparently bypassing measured
unemployment.

B. JOB TURNOVER AS A MEASURE OF
EMPLOYMENT ADJUSTMENT

Job turnover is the sum of over-the-year changes
in employment levels across all establishments and is
one indicator of the extent of change in the external
labour market (see the Box). It is a reasonably com-
prehensive measure of employment adjustment in
that it incorporates both the reallocation of employ-
ment across industries as well as the reallocation of
employment across productive units (be they firms or
establishments) within industries. While job turnover
only measures net changes in the level of employ-
ment in individual establishments or jobs filled, it is
still an important tool for analyses because the atten-
tion of policymakers has often been focused on barri-
ers to filling jobs (hiring), as well as the converse

(firing).

Job turnover rates and its components are
presented in Table 5.1. The data show relatively high
job turnover rates in most countries, ranging from a
high of 35 per cent in New Zealand to 15 per cent in
Belgium, the Netherlands and the United Kingdom.

As measured by job turnover, the pace of
employment adjustment has remained relatively sta-
ble. It does not show any pronounced upward trend
in most countries since the late 1970s! with few
exceptions (Chart 5.1): Canada, particularly among
small firms, Norway (manufacturing) and in one
United States data set.2 It is sometimes thought that
relatively constant job turnover rates at the aggregate
level may hide increasingly unstable employment in
small establishments which counterbalances increas-
ing stability in large ones. A comparison of trends in
job turnover for different size classes of establish-
ments in Canada, Denmark, Norway and the United
States (not shown here) does not support this
hypothesis.

However, the pattern of job turnover may vary
over the business cycle. In the United States, job
turnover increases in cyclical downturns because of a
relatively sharp rise in job losses. In other countries,
especially Europe, job turnover rates appear to show
little cyclical movement. There is still considerable
debate over why these different patterns seem to
exist. Reasons put forward range from the role of
labour market regulations, which result in job losses
taking place over a longer time period, to data incom-
parability [Boeri (1995a)]. However, during the most
recent downturn, which began in the early 1990s, job
turnover has risen in more countries (Finland, Norway
and Sweden). If labour market institutions or policies
are at the root of the apparent dissimilarities in cycli-
cal movements, recent increases in job turnover in



Table 5.1. Job gains and job losses?
Average annual rates as a per cent of total employment

Australia Ireland T:;QEI; New Norway United United szgigg

(manufac- Austria® Belgium®? Canada? Denmark Finland France? Germany (manufac- Italy? Japan (manufac- Sweden . be C

turing) turing) (man_ufac— Zealand turing) Kingdom ¢ States (manufac—
turing) turing)

1984-85 1991-93 1983-85 1983-91 1983-89 1986-91 1984-91 1983-90 1984-85 1987-92 1985-92 1984-91 1987-92 1985-92 1985-92 1985-91 1984-91 1984-88

Gross job gains  16.1 .. 7.7 14.5 16.0 10.4 12.7 9.0 8.8 11.0 . 8.2 15.7 8.1 14.5 8.7 13.0 8.2
Openings 9.0 . . 3.2 6.1 3.9 6.1 25 2.7 3.8 . . 7.4 2.1 6.5 2.7 8.4 14
Expansions 7.1 5.7 . 11.2 9.9 6.5 6.6 6.5 6.1 7.3 8.6 . 8.3 6.0 8.0 6.0 4.6 6.7
Gross job losses 13.2 .. 7.5 119 13.8 12.0 11.8 7.5 12.7 10.0 .. 7.2 19.8 10.6 14.6 6.6 10.4 10.4
Closures 8.7 . . 3.1 5.0 34 55 1.9 4.6 3.8 . . 8.5 3.1 5.0 3.9 7.3 2.7
Contractions 4.6 6.2 . 8.8 8.8 8.7 6.3 5.6 8.1 6.2 5.3 . 11.3 7.5 9.6 2.7 3.1 7.7
Net employment

change 2.9 .. 0.2 2.6 2.2 -1.6 0.9 1.5 -3.9 1.0 .. 1.0 -4.1 -2.5 -0.1 2.1 2.6 -2.2
Job turnover 29.3 .. 15.2 26.3 29.8 22.4 24.4 16.5 21.4 21.0 .. 15.4 35.5 18.7 29.1 15.3 23.4 18.6
Continuing

establishments

only 11.7 11.9 . 20.0 18.7 15.2 12.9 121 141 135 13.9 . 19.7 135 17.6 8.7 1.7 14.4

.. Data not available.

a) Sampling months/periods vary across countries. Periods are as follows: Australia, June; Austria, annual average of monthly year-over-year changes; Belgium, annual averages; Canada, annual averages;
Denmark, November; Finland, annual averages; France, annual averages; Germany, June; Ireland, September; Italy, December; Japan, January-June; Netherlands, September; New Zealand, February; Norway,
annual averages; Sweden, November; United Kingdom, December; United States, private sector, December (biannual) (June in 1989 and 1991), manufacturing, March.

b) Data refer to firms.

¢) These data are complied by the Dun and Bradstreet Corporation. Results based on them should be treated with considerable caution for reasons explained in OECD (1994a).

Sources: See Annex 5.A for data on: Denmark, Finland, Italy, Japan and the United States [manufacturing from the Longitudinal Research Database (LRD)]. See also the Employment Outlook, 1994, Annex 3.A for
data on: Canada [Longitudinal Employment Analysis Program (LEAP)], Germany, New Zealand, Sweden, the United Kingdom (Dun and Bradstreet) and the United States (Dun and Bradstreet). Data for
Australia are from Borland and Home (1994). Data for Austria are from Hofer and Pichelmann (1995). Data for Belgium are from Leonard and Van Audenrode (1995). Data for France are from Nocke (1994). Data
for Ireland are from Keating and Keane (1988/1989). Data for Japan are from Genda (1995). Data for the Netherlands are from Broersma and Gautier (1994). Data for Norway are from Salvanes (1996).
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Chart 5.1.

Trends in job turnover rates?
Changes as a per cent of total employment
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a) Sampling periods vary across countries. See note a to Table 5.1, except for France (December).
b) Data are from the Longitudinal Employment Analysis Program (LEAP).

c) Data refer to firms.

d) Manufacturing.

e) Data are from the Census for Manufactures.

f) Break in series between 1984 and 1985.

g) Data are from the Dun and Bradstreet Corporation.

h) Data are from the Longitudinal Research Database (LRD), US Bureau of the Census.

Sources: See Table 5.1.
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Job turnover and labour turnover

A number of concepts are used in the analysis of job creation and job destruction. Job turnover, at the level of
an individual establishment or firm, is simply the net change in employment between two points in time — the total
number of jobs created less the number of jobs which have disappeared. It does not include job vacancies which
remain unfilled and jobs that begin and end over the interval of observation, which is most often one year. The
economy-wide job turnover rate is simply the absolute sum of net employment changes across all establishments
or firms, expressed as a proportion of total employment.

Comparing employment levels at two points in time permits establishments or firms to be classified into four
groups: i) “opening”, i.e. those with no employment at the beginning and employment at the end; ii) “closing”, i.e.
those with employment recorded at the beginning and none at the end; iii) “expanding”, i.e. those with employ-
ment in both periods, but at a higher level at the end; and iv) “contracting”, i.e. those with employment in both
periods, but at a lower level at the end. Summing net employment changes over opening and expanding establish-
ments gives job gains, while the sum of employment declines from closing and contracting establishments gives
job losses. The balance of job gains and job losses is then job turnover.

By contrast, labour turnover is concerned with movements of individuals into jobs (hirings) and out of jobs
(separations) over a particular period. The difference between job and labour turnover can be illustrated as follows.
Suppose a given establishment has 100 people employed at time t and 110 at t+1. During this period, 10 people
have been hired to fill newly created posts. The job turnover rate, i.e. the net change in employment, is 10 per cent.
But, suppose that, during the same period, 10 individuals left the establishment and 10 were hired to replace them.
Labour turnover, which concerns the movement of workers into and out of jobs, is 30 per cent [the sum of all
hirings (20) and separations (10) divided by initial employment (100)].

Labour turnover is the sum of job turnover, which relates to the expansion and contraction of establishments
or firms, and the movement of workers into and out of ongoing jobs in establishments or firms. Workers leave firms
and firms hire other workers to replace them, regardless of whether the firm itself is growing or declining. In the
example above, job turnover of 10 per cent reflects the expansion of the establishment and is part of the overall
labour turnover of 30 per cent; the remaining 20 per cent, or two-thirds of the labour turnover, represents changes

in ongoing jobs.

these countries suggest that they may only be able to
smooth the process of job destruction to a limited
extent.

C. JOB TURNOVER, LABOUR TURNOVER AND
UNEMPLOYMENT

1. Introduction

The theoretical framework used to analyse job
turnover is based largely on a modelling of job crea-
tion and job destruction where it is assumed that the
productivity levels of individual jobs vary. This disper-
sion in productivities, as well as shocks specific to
individual firms, leads to high rates of job creation
and loss in line with the observed patterns. Productiv-
ity is also assumed to vary over the cycle, leading to
increases in job creation and decreases in job
destruction in upswings as the output value of jobs
rises and the reverse patterns in downturns when the
output value of jobs declines. Fluctuations in job
turnover translate directly to inflows to and outflows

from unemployment [Mortensen and Pissarides
(1994); Millard and Mortensen (1994)].

If the rate of job turnover is high in most OECD
countries, why are there such sharp cross-country dif-
ferences in unemployment? This question cannot be
considered without also examining labour turnover
(see the Box for definitions). It is only through the
actual movement of workers that establishment
employment levels change, or job turnover is
recorded. Job turnover is only one facet of labour
turnover: a worker can also change jobs by replacing
someone in another establishment (worker flows
among ongoing jobs). Unfortunately, labour turnover
is not fully considered in existing models of job turn-
over [Burgess (1994)]. However, it is important to
understand the role of labour turnover as information
on the way ongoing jobs are filled may provide a
more comprehensive picture of cross-country differ-
ences in the way labour markets accommodate
change. The relation between labour turnover and
unemployment has already spawned considera-
ble debate and analysis [see Alogoskoufis et al.
(1995)]. This section aims to shed some light on the
relation.
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2. Job turnover and labour turnover

Labour turnover measures changes in individuals
among jobs, regardless of whether the jobs them-
selves are newly created, ongoing (and subsequently
filled by others) or whether the jobs themselves dis-
appear. It includes worker separations (either quits or
layoffs) which are ultimately replaced, or movements
of workers into and out of ongoing jobs. Labour turn-
over is clearly affected by job turnover. Job creation,
being a net addition to employment in an establish-
ment, necessarily implies that at least an equivalent
number of additional workers have been hired. Simi-
larly, job destruction implies at least an equivalent
number of separations have occurred. Considerably
greater labour turnover, compared with job turnover,
may be generated through a chain of vacancies stem-
ming from a newly-created job which is filled by an
employed individual changing firms, leading to a suc-

cession of separations and hirings [Akerlof et al.
(1988); Contini and Revelli (1990)].

Though good, comparable, data on labour turno-
ver are not readily available, preliminary estimates
(Table 5.2) indicate that there are differences across
countries: labour turnover tends to be higher in North
America than in Europe or Japan.3 However, it is not
negligible in some European countries. Thus, as mea-
sured by both job and labour turnover, labour mar-
kets which have traditionally been considered very
different seem to show a considerable degree of
adjustment.

It is worthwhile, therefore, considering aspects of
labour turnover in more depth. Taking the share of
job turnover in labour turnover provides an indication
of the importance of the former in explaining the
latter. Differences between them give an indication of
labour turnover in ongoing jobs. As presented in

Table 5.2. Job turnover and labour turnover?
Annual rates as per cent of total employment Share of job
Unit of observation for job Period for job turnover in
turnover turnover and Job Labour B ) labour turnover
labour turnover® turnover ¢ turnover Hirings Separations Per cent
D @ /@)
Canada firms 1987-1988¢ 22.19 92.6 (109.6)¢ 482 44.4 23.84
Denmark manufacturing
establishments 1984-1991 23.2¢ 57.9¢ 29.0 29.0 40.1¢
Finland establishments 1986-1988 1 19.5f 77.0f 40.0 37.0 25.3f
France continuing establishments 1990-1991 7.29 58.09 . . 12.49
Germany establishments 1985-1990 16.0" 62.0Nn 31.6 30.4 25.9h
Italy firms 1985-19911 22.81 68.11 345 33.6 33.51
Japan continuing establishments 1988-1992 8.2J 39.1J 20.2 18.9 21.04
Netherlands  continuing firms 1988-1990 7.0k 22.0 11.9 10.1 31.8%
United States establishments 1979-1983 53.6/ 126.4 (174.4)! 64.6 61.8 425!
Unweighted average (including
the United States) 20.0 67.0 35.0 33.2 28.5
Unweighted average (excluding
the United States) 15.8 59.6 30.8 29.1 26.7

Data not available.

a) Sampling months/periods vary across countries. Periods are as follows: Canada, annual averages; Denmark, November; Finland, annual averages; France,
annual averages; Germany, June; Italy, December; Japan, January-June; Netherlands, all movements during the year; and the United States, quarterly.

b) Labour turnover is for a similar period except where noted in footnotes.

¢) Job turnover in this table often differs from that reported in Table 5.1. As far as possible, the samples for job turnover in Table 5.2 match those for labour
turnover. Consequently, the coverage of establishments varies (often limited to just continuing establishments), and so data are less comparable across
countries than in Table 5.1.

d) Job turnover is an average of 1987-1988 and 1988-1989 and refers to the whole economy. Data on hirings, separations and employment refer to the whole
economy for 1988 and are from Lemaitre, Picot and Murray (1992). Labour turnover figure in brackets includes temporary hirings and separations.

e) Data which refer to manufacturing only for 1984-1985 to 1990-1991 and are from Albaek and Sgrensen (1995).

f) Job turnover is for 1986-1988. Labour turnover for 1984 is from OECD (1986). Share based on job turnover 1986-1988 and labour turnover 1984.

g) Data which refer to 1990-1991 for continuing establishments with at least 50 employees are from Lagarde, Maurin and Torelli (1995).

h) Job turnover is for the period 1984-1990, while labour turnover refers to 1985-1990. Labour turnover is from Mavromaras and Rudolph (1995). Job and
labour turnover both derived from Bundesanstalt fir Arbeit (BA) data with the same coverage of all employees except civil servants.

i) Job turnover is an average of 1985-1991. Labour turnover for 1985-1991 is from Contini et al. (1995).

J) Job turnover is from Genda (1995). Data are for continuing establishments only for 1988-1992.

k) Data for 1990 are from Hamermesh, Hassink, and Van Ours (1994).

Sources and notes:

Data for 1979-1983 are from Anderson and Meyer (1994). They are all based on quarterly estimates which have been roughly annualised by multiplying by 4.
Quarterly estimation of job turnover leads to a significantly higher rate, as the shorter the time period, the more job turnover approaches labour turnover.
Labour turnover in brackets includes temporary hirings and separations.
For data on job turnover, see Annex 5.A for Finland. The Employment Outlook, 1994, Annex 3A contains information on job turnover for
Canada and Germany. Additional sources are listed in the notes above.
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Table 5.2, which brings together many detailed stud-
ies, job turnover accounts, on average, for almost
30 per cent of labour turnover [Anderson and Meyer
(1994); Burgess et al. (1994); Schettkat (1994); Revelli
(1996); Hamermesh et al. (1994)]. The case of France
is unusual in that job turnover explains only 12-15 per
cent of measured labour turnover; however, the share
is understated by considering continuing establish-
ments only [Lagarde et al. (1995); Chambin and
Mihoubi (1995)]. Much labour turnover, therefore,
takes place in ongoing jobs.

Labour turnover is the sum of the number of
positions in which there is a hiring or a separation,
and the number of hirings and separations in each of
these positions over the period of, usually, a year.
There is a direct relationship between the share of
positions in which there has been at least one hiring
and annual labour turnover. One measure of the
share of positions in which there has been hiring is
provided by data on the tenure of workers. The share
of workers in an establishment/firm with less than
one year of tenure represents the proportion of posi-
tions in which at least one new hire has been made
during the past year. Consistent with differences in
labour turnover rates, as shown in Table 5.3, Canada
and the United States had a higher proportion
(23.5 and 28.8 per cent, respectively) of workers hav-
ing tenure of less than one year compared, for exam-
ple, with France (16.8 per cent), Germany (12.8 per
cent) and Japan (9.8 per cent for continuing firms
only).

Assuming no measurement error, the share of all
employees with tenure of less than one year is made
up of three components: jobs which have been newly
created and filled over the past year; ongoing jobs in
which one worker replaces another on a temporary
basis, with workers frequently moving in and out of
them; and ongoing jobs which have been vacated and
for which new hires will ultimately become long-term
employees. These latter two components cannot be
separated in available data. Annual data on new job
creation rates are used here as a proxy for the first
component.

The difference between the share of short-tenure
workers in total employment and annual new job cre-
ation rates represents a very rough estimate of the
proportion of ongoing jobs in which there has been
labour turnover.? The last two columns of Table 5.3
suggest that the differences among countries are
quite marked. This is a consequence of greater varia-
tion in the proportion of short-tenure workers across
countries than in the rate of job creation.> Austria,
France, Germany, Japan and Norway, for example,
have a relatively small proportion of ongoing jobs
available to be filled by individuals, while in the
United States, Canada, Denmark and the
Netherlands, the share is 10 per cent or more. These

differences are apparent in Chart 5.2, which indicates
that there is only a slight positive correlation between
job turnover and the proportion of workers with less
than one year of tenure. The considerable variability
observed across countries reflects differences in
labour turnover in ongoing positions.

The data in Table 5.2 and Table 5.3, taken
together, show that labour turnover can be rather
high without a high proportion of ongoing positions
necessarily becoming vacant. Relatively high hiring
and separation rates compared with the share of
workers with tenure less than one year implies the
rotation of some individuals in and out of jobs for
very short periods. For example, in both France and
Germany, the share of workers with tenure less than
one year is relatively low, while labour turnover is
estimated at roughly 60 per cent annually. Japan is
different in that both measures are comparatively
low. Canada and the United States are relatively high
on both. Concerning France and Germany, the data
suggest that a relatively small proportion of the
labour force is moving in and out of jobs of very short
spells, while most of the employed are in long
employment spells, a fact consistent with estimates
of enterprise tenure and retention rates [OECD
(1993)]. In Japan, it also seems that job matches are
quickly established and durable for a large majority of
workers. In Canada and the United States, a sizeable
fraction continually move in and out of jobs. There-
fore, to gain work experience or to find the right job,
individuals in some European countries depend more
on job turnover or on short work spells in compara-
tively fewer ongoing jobs. This may reflect the opera-
tion of internal labour markets in these countries with
lower inter-firm mobility of workers and limited ports
of entry into the firm.

Some of the potential implications for under-
standing labour markets are as follows. Often, Euro-
pean labour markets have been considered less flexi-
ble because flows into and out of unemployment, as
measured by labour force surveys, are relatively low
by comparison with North America [OECD (1995)].
However, both job turnover and labour turnover rates
seem to indicate considerable employment adjust-
ment. In spite of this, an issue is why movements into
and out of unemployment seem relatively low in
many European countries and what is the relation-
ship, if any, between job and labour turnover and
unemployment?

3. Job and labour turnover and unemployment

The expected relationship between job and
labour turnover and unemployment is not at all clear,
and becomes especially blurred if job search by the
employed is modelled [Burgess (1994)]. Job turnover
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Table 5.3. Job turnover and enterprise tenure

: Estimates of ongoing
Job creation Job destruction tenErnet‘ngnlseear positions open to
Y labour turnover

Unit of observation for job . | (Enterprist:) tenure <

turnover Annual rates as a per cent of total employment Peer n:[ea?;yom etg:a ! yPe:: ;eiwot Otf:rte ;t;?n)

employment

1985 1991 1985 1991 1985 1991 1985 1991
Australia manufacturing establishments 16.1¢ " 13.2 " 20.2¢ 16.0¢ 4.1¢ "

Austria continuing firms . 7.69 . 5.1 . 13.8¢ . <6.29
Canada firms 11.6¢ 11.6 8.0 13.1 26.7¢ 235 15.1 11.9
Denmark establishments 16.3f 13.9 13.7 14.6 26.8f . 10.57 .
Finland establishments 10.29 8.2 9.3 17.1 18.19 11.9 7.9 3.7
France firms 13.0’" 12.3 10.8 13.3 13.4 16.8 0.4 45
Germany establishments 7.9! 9.6 8.2 6.5 8.5/ 128! 0.6 3.2
Italy firms 12.84 9.6 10.0 10.5 . 15.6/ . 6.0
Japan continuing establishments 4.2k 47 37 38 9.4k 9.8 1.2k 1.8
Netherlands based on labour flows 10.5/ 14.0 8.8 10.7 11.7 24.0! 1.2 10.0
Norway manufacturing establishments 8.4m " 7.0 " 10.0m " 1.6m "
United Kingdom firms 9.2n 8.0 8.3 6.4 1541 18.6 6.2 10.6
United States establishments 10.4° 12.0 9.3 11.3 28.9¢° 28.8 18.5 16.8
Unweighted average 10.9 10.1 9.2 10.2 17.2 17.4 6.1 7.5

W

b)
d)
&)
f
h)

P

k)

h

m)

)
0)

Sources and notes:

Data not available.

Sampling months/periods vary across countries and are adjusted to correspond to the period for tenure and so do not always correspond to estimates for
1985 or 1991. Periods are as as follows: Australia, June; Austria, annual average of monthly year-over-year changes; Canada, annual averages; Denmark,
November; Finland, annual averages; France, annual averages; Germany, June; Italy, December; Japan, January-June; Netherlands, annual average; Norway,
annual averages; the United Kingdom, December (biannual); the United States, December (biannual) (June in 1989 and 1991).

OECD (1993).

For manufacturing only. Job turnover for 1984-1985 is from Borland and Home (1994).

Job turnover for 1988-1989 is from Hofer and Pichelmann (1995) for continuing firms only. Tenure refers to 1988. The share of continuing positions open to
new hires is a ceiling as only job creation in continuing firms is subtracted from the share of employment with tenure of less than one year.

Job turnover refers to the private and public sectors and is an average of 1984-1985 and 1985-1986; 1989-1990 and 1990-1991. Tenure also refers to the
private and public sectors for 1986.

Job turnover is an average of 1985-1986 and 1986-1987; and 1989-1990. Tenure data for 1987 are from Leth-Sgrensen (1993).

Job turnover refers to 1986-1988. Tenure refers to 1986. Both cover the private sector only.

Job turnover for the private sector is an average of 1984-1985 and 1985-1986; 1989-1990 and 1990-1991 from Nocke (1994). Tenure refers to 1986 for the
private sector.

Job turnover is a weighted average of [0.5(1982-1983) + 1983-1984 + 0.5(1984-1985)]; and [0.5(1988-1989) + (1989-1990)]. Tenure refers to 1984 and 1990. Job
turnover refers only to the private sector, while tenure refers to the both the private and public sectors.

Job turnover is an average of 1990-1991 and 1991-1992. Enterprise tenure for 1992 is from unpublished tabulations provided by Eurostat on the basis of the
European Labour Force Survey. Both refer only to the private sector. Note that job turnover for 1985 includes extraordinary changes, while these are
excluded in 1991. See Annex 5.A for details.

Job turnover in an average of 1984-1985 and 1989-1990 from Genda (1995). Tenure refers to 1985 and 1990. Both refer only to the private sector. To calculate
column (7) for continuing establishments only, the share of short-tenure workers (9.4%) is adjusted to reflect continuing establishments only, by excluding
employment in new establishments 1985-1986 (4.3%) from the 1986 Establishment Census of Japan annualised to take account of the census date. The
adjustment is [(9.4 — 4.3) / (100 - 4.3)]. A similar adjustment is made using employment in new establishments (3.5% in 1990-1991) from the 1991
Establishment Census.

Job turnover for 1990 was constructed from labour market flows by Broersma and Den Butter (1995). Tenure refers to 1990. Both refer to both the public and
private sectors.

Job turnover is an average of 1984-1985 and 1985-1986, for manufacturing only. Tenure < 21 months in manufacturing refers to 1986.

Job turnover for 1985-1987 and 1989-1991 for the private sector are from Gallagher, Daly and Thomason (1991) and Brace, Robson and Gallagher (1993),
respectively. Tenure for the public and private sectors refers to 1983.

Data on job turnover for the private sector is from the Dun and Bradsteet Corporation for an average of 1980-1982 and 1982-1984; and 1989-1991. Tenure for
the public and private sectors refers to 1983.

For data on job turnover, see Annex 5.A for Denmark, Finland and Italy. The Employment Outlook, 1994, Annex 3A, contains information on
job turnover for Canada, Germany, Norway, and for both the United Kingdom and the United States using data from the Dun and Bradstreet Corporation.
Additional sources are listed in the notes above.

is a component of labour turnover, measured from
the perspective of the type of employment change
that led to a hiring or separation. Flows into unem-
ployment from employment and the converse are also
components of labour turnover. However, new job
creation, or the filling of a job vacancy, need not lead

to one-to-one changes in either the stock of unem-
ployed persons or to an increase in outflows from
unemployment. This is due to at least three factors.
First, new jobs may be taken by those already in work
who change jobs. Second, some new jobs may be
taken by people who had been outside the measured
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Chart 5.2.

Job turnover and enterprise tenure
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b) Continuing firms (Austria) and establishments (Japan) only.
Sources: See sources and notes to Table 5.3.

labour force. Finally, individuals can leave unemploy-
ment, not by finding jobs, but by dropping out of the
labour force [OECD (1995)]. Similar caveats apply to
the relationship between job loss rates and unem-
ployment. Nonetheless, exploring the relationships is
useful.

While the sample sizes are small and there may
be outliers, Table 5.4 shows that the rank correlation
between job turnover and the unemployment rate is
essentially zero.® This is consistent with the lack of
correlation between job turnover and net employ-
ment growth also shown in the table. Higher job turn-
over implies both increased job losses and job gains,
such that, while there are vacancies which could be
taken by the stock of unemployed persons, there is
also a larger outflow of workers from jobs, many of
whom are also seeking work.

There is a positive, though rarely statistically sig-
nificant, correlation across countries between job
turnover (as well as job creation and job loss rates
considered independently) and inflows to, or outflows
from, unemployment, in line with the theory outlined
earlier. When considering only continuing establish-
ments, there is a statistically significant positive cor-

relation between job turnover rates and inflows into
unemployment. Note that for continuing establish-
ments, there is a positive correlation of around 0.5 for
outflows, as well. However, it is not clear why includ-
ing job losses, for example, from closing establish-
ments results in no significant relation. While job
turnover does influence inflows and outflows from
unemployment, its impact is just not very important
relative to other factors. Time-series analyses for the
United States, using quarterly data, tend to show a
positive correlation between job creation and out-
flows from unemployment as well as between job
losses and inflows to unemployment [Davis and
Haltiwanger (1995); Davis et al. (1995)]. However,
examination of annual time-series data for Canada
and Denmark (not shown here) did not give very
strong results.

The incidence of long-term unemployment has
tended to rise and is much higher in a number of
European countries compared with North America,
Japan and, until very recently, Scandinavia. Moreover,
these differences are not satisfactorily explained by
dissimilarities in rates of unemployment. As shown in
Table 5.4, higher job turnover rates are associated
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Table 5.4. Correlations between job turnover and unemployment?2

Job turnover (private sector) Job creation (private sector) Job losses (private sector)

All
establishments

All
establishments

All
establishments

Continuing
establishments

Continuing
establishments

Continuing
establishments

Unemployment rate -0.32 0.00 -0.29 0.05 -0.31 -0.06
Inflows into unemployment 0.22 0.61* 0.23 0.53 0.19 0.61*
Outflows from unemployment 0.30 0.47 0.31 0.38 0.26 0.50
Incidence of long-term unemployment

(per cent of unemployed) -0.62* -0.56 -0.64* -0.51 -0.54 -0.53
Net employment change? -0.40 - -0.06 - -0.63* -
Sample size (number of countries) ¢ 11 11 11 11 11 11

- Not applicable.
* indicates significance at the 5 per cent level using a two-tailed t test.
** indicates significance at the 1 per cent level using a two-tailed t test.

a) Countries included in the correlations are Belgium, Canada, Denmark, Finland, France, Germany. Italy, Japan (continuing establishments only), the
Netherlands (“All establishments” only), New Zealand, Sweden, the United Kingdom (continuing establishments only), the United States (“All
establishments” only). Sampling months/periods vary across countries: see note a to Table 5.1.

b) Similar results were obtained using official estimates of net employment change from OECD sources.

¢) There is some variation in the countries, according to the variables being correlated.

Sources: For data on job turnover for Denmark, Finland, France, Italy and Japan, see Annex 5.A. The Employment Outlook, 1994, Annex 3.A contains information
on job turnover for the following countries: Canada (LEAP), Germany, New Zealand, Sweden and the United States (Dun and Bradstreet).

Additional sources are: Belgium (continuing firms only) [Mulkay and Van Audenrode (1993)], (all firms) [Leonard and Van Audenroe (1995)]; France [Nocke
(1994)]; Japan [Genda (1995)]; the Netherlands (all firms) [Broersma and Den Butter (1995)]; the United Kingdom [Blanchflower and Burgess(1994)]; and
the United States [Anderson and Meyer (1994)]. Data on various measures of unemployment are from OECD sources.

with a lower incidence of long-term unemployment.
However, differences in job turnover only explain part
of its increase.”

Further exploration of the relationship between
job and labour turnover and unemployment flows is
desirable. As was outlined earlier in this section, the
share of short-tenure workers is the most important
aspect of labour turnover. An issue is whether this
component of labour turnover is related to unemploy-
ment. While the correlations between the share of

Table 5.5.

workers with tenure less than one year and unem-
ployment flows have the expected, positive, signs,
they are generally not significant at conventional
levels (Table 5.5). The share of short-tenure workers is
negatively related to the incidence of long-term
unemployment, but not significantly so (Table 5.5).
These relatively weak results are not unexpected. It is
unlikely that correlations of labour turnover with
unemployment would be stronger than those with job
turnover. Labour turnover is higher than job turnover
perhaps because of job-to-job flows (the vacancy

Correlations between enterprise tenure and unemployment?

Enterprise tenure (per cent of workers with tenure of less than one year)

Tenure (1985) Tenure (1991)

Unemployment rate (1985 or 1991)

Inflows into unemployment (1985 or 1991)

Outflows from unemployment (1985 or 1991)

Incidence of long-term unemployment (per cent of unemployed)
(1985 or 1991)

Sample size (number of countries) ?

0.08 0.50

0.71* 0.62

0.52 0.21
-0.49 -0.24
11 10

* indicates significance at the 5 per cent level using a two-tailed t test.
** indicates significance at the 1 per cent level using a two-tailed t test.

a)

Countries included in the correlations are Australia (1985, 1991), Canada (1985, 1991), Denmark (1987), Finland (1985), France (1985, 1991), Germany (1985,

1991), Italy (1992), Japan (1985, 1991), Netherlands (1985, 1991), Norway (1991), Spain (1985, 1991), the United Kingdom (1985) and the United States

(1985, 1991).
b)

The observation for Finland for 1991 is excluded because of a pronounced decline in short-tenure employment.

Sources: Data on employer tenure are from OECD (1993) and various measures of unemployment are from OECD sources.
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chain), which imply that the unemployed are compet-
ing with those already working and are easily
excluded from firms’ selection processes.

The inference to draw is that, while low unem-
ployment flows and a high incidence of long-term
unemployment in Europe reflect somewhat lower job
turnover and a lower share of positions in which there
is labour turnover, neither of the relations is very
strong. This suggests that either other factors influ-
ence the availability of job opportunities and/or dif-
ferences across countries in the competition for jobs
influences unemployment flows and duration.

It may be the case that relatively high job turno-
ver does not truly reflect available job opportunities,
at least in so far as the unemployed are concerned.
External worker flows which “bypass” measured
unemployment may play an important role [Boeri
(1995b)]. Some, though limited, evidence indicates
that such flows are important. In Germany, 32 per
cent of separations resulted in re-employment
within one week based on estimates for
1976-1981 [Schettkat (1992)]. In Italy, 25 per cent of
separations over 1985-1991 resulted in re-employ-
ment within one month [Contini et al. (1995)]. In the
United Kingdom, hiring from other jobs accounted for
48 per cent of all hiring in 1988 [Smith (1988)]. By
comparison, in Canada, 53 per cent of workers perma-
nently laid off from full-time jobs in 1988, found
another job in no more than three weeks [Picot and
Pyper (1993)]. This means that, at any given rate of
net job growth, in spite of relatively high labour and
job turnover, worker flows which bypass unemploy-
ment can limit available job opportunities for those
in the pool of unemployed.

D. LABOUR MARKET POLICIES, JOB AND
LABOUR TURNOVER

1. Introduction

This section considers the possible effects of
employment protection legislation (EPL) and Unem-
ployment Insurance (Ul), on job turnover, labour
turnover and unemployment. The reasons for the
focus on EPL and Ul are: i) the links between EPL, job
turnover and unemployment have received much
attention in the literature, as has the impact of Ul on
employment; and ii) various proxy measures of EPL
and the generosity of Ul benefits are available for a
large number of countries.

EPL includes legislation and rules governing
unfair dismissal, the individual and collective layoff of
regular workers for economic reasons, severance pay-
ments, notice periods, administrative authorisation
for dismissal and prior discussion with union repre-

sentatives. Regulations governing temporary work
contracts, such as their maximum duration or number
of renewals, can also be included [(OECD (1994b)]. As
such legislation can affect both firms’ decisions to
hire and fire workers in response to changing eco-
nomic circumstances, as well as workers’ decisions to
leave jobs, it may also influence job and labour
turnover.

2. Theoretical arguments

Theorising about the impact of EPL on employ-
ment prior to the advent of models of job turnover
led to a line of argument that, by increasing the costs
of laying off workers, EPL encouraged firms to adjust
their employment more slowly in downturns and to
hire less during upswings, with ambiguous effects on
average employment and unemployment levels over
the cycle [for a summary see Buechtemann (1993)].
Bertola (1990) has also emphasised the importance of
firms’ expectations in the presence of EPL. If they are
pessimistic about future demand, they may be more
wary of hiring, the greater the costs of firing workers.

A similar logic applies when EPL is considered in
theoretical models of job creation and destruction by
Mortensen and Pissarides (1994) and Millard and
Mortensen (1994). As employment protection may
affect the costs of hiring and firing workers, it adds to
the costs of job creation and destruction which are,
consequently, expected to both be lower. EPL could
also affect the cyclical sensitivity of job turnover. Job
creation may be smoother than job losses because
matching workers to new positions is costly and time-
consuming [Mortensen and Pissarides (1994)]. Job
losses might tend to increase less dramatically during
cyclical downturns in countries where EPL is more
strict [Garibaldi (1995)].

There have been few empirical tests of the
impact of EPL on job turnover. A simulation for the
United Kingdom, by Millard (1995), found that when
the strictness of EPL was reduced, consistent with the
preduction of increased job creation and job destruc-
tion, the incidence of unemployment increased, but
the average duration of unemployment declined
more, so that the unemployment rate was lower than
otherwise. Although not shown here, the correlation
of job turnover with net employment change suggests
that, in countries where employment protection is
less strict (Canada, New Zealand, the United
Kingdom and the United States), job turnover is more
cyclical, while countries with stricter provisions
(France, Germany, Italy and Sweden) tend to show no
cyclical pattern [Garibaldi (1995)].8 On the other
hand, there is little evidence that the responsiveness
of job turnover to GDP growth varies significantly
across countries grouped according to strictness of
EPL [Boeri (1995a)].
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The impact of Ul on employment has received
considerable attention, and theories have recently
been developed and tested in the context of job turn-
over models [Garibaldi et al. (1995); Millard and
Mortensen (1994); Millard (1995)]. By lowering the
cost of unemployment, more generous Ul benefits are
assumed to lead to higher reservation wages. In the
theoretical framework developed by Mortensen and
Pissarides (1994), increases in the generosity of Ul
benefits will lead to an increase in job destruction, as
the threshold level of productivity for a job to con-
tinue is increased, while it will also reduce the crea-
tion of jobs whose productivity now lies below the
higher threshold level. A cross-country empirical test
revealed that the relation between job turnover and
the level of benefit was positive while the duration of
benefits was negatively correlated [Garibaldi et al.
(1995)]. In another test, changes in the incidence and
duration of unemployment were consistent with the
prediction of increased job destruction and reduced

job creation stemming from an increase in Ul benefits
[Millard and Mortensen (1994); Millard (1995)].

In sum, there is some expectation on the basis of
theory that job turnover should be lower and that it
should fluctuate less, the more strict is EPL, and that
job destruction should be higher and job creation
lower the higher are Ul benefits.

3. Empirical evidence

Table 5.6 presents cross-country correlations
between various indices of country rankings on EPL
and job turnover.® Lack of data comparability must
again be stressed, as well as difficulties in developing
an accurate and up-to-date index to reflect strictness
of employment protection.1? The indicators of “strict-
ness” of EPL include those covering regular and con-
tract employees.!! For regular employees, there are
also country rankings based on the maximum weeks

Table 5.6. Correlations between various cross-country rankings of measures of employment protection legislation
and job turnovera

Job turnover Job turnover
(private sector) (manufacturing)
Indices of employment protection Continui Establishments
legislation All Continuing  Establishments, esta%?islﬂmggts <100/ All Continuing
establishments establishments size = 100 size > 100 ' Establishments | establishments establishments
- > 100

1. Regulations governing regular

employees only -0.44 -0.34 -0.67 —0.83** 0.62 -0.23 -0.47
2. Regulations governing

temporary employees only -0.79* -0.63* -0.77* —-0.68 0.63 -0.41 —0.64**
3. Maximum pay and notice

period for dismissal of regular

employees -0.54 -0.34 -0.85** -0.98* 0.73* -0.38 -0.30
4. International Organisation of

Employers (IOE) -0.65 -0.33 -0.60 -0.66 0.63 -0.52 —-0.54*
5. Ranking by Bertola (1990) -0.58 -0.48 -0.79* —0.90** 0.74* -0.26 -0.52*
Sample size (number of

countries) 11 11-12 8 8 8 12-13 15-17

* indicates significance at the 5 per cent level using a two-tailed t test.
** indicates significance at the 1 per cent level using a two-tailed t test.

a) Sampling months/periods also vary across countries: see note to Table 5.1.

Sources: For data on job turnover for Denmark, Finland, France, Italy and Japan, see Annex 5.A. The Employment Outlook, 1994, Annex 3.A contains information
on job turnover for the following countries: Canada (LEAP), Germany, New Zealand, Norway, Sweden, the United Kingdom (Dun and Bradstreet) and the
United States (Dun and Bradstreet). Additional sources are as follows: Australia [Borland and Home (1994)]; Austria [Hofer and Pichelmann (1995)];
Belgium, continuing firms only [Mulkay and Van Audenrode (1993)]; continuing manufacturing [Leonard and Van Audenrode (1993)]; all firms [Leonard and
Van Audenrode (1995)]; Canada, manufacturing [Baldwin, Dunne and Haltiwanger (1994)]; France [Nocke (1994)]; Ireland [Keating and Keane (1988/1989)
and Barry, Strobl and Walsh (1996)]; Japan [Genda (1995)]; the Netherlands, manufacturing [Broersma and Gautier (1994)]; all firms [Broersma and Den
Butter (1995)]; Norway [Salvanes (1996)]; the United Kingdom, continuing establishments only [Blanchflower and Burgess (1994)]; and the United States

[Anderson and Meyer (1994)].
1. and 2. Source:
3. Source: OECD (1993) updated in OECD (1994b, Table 6.7).
4. Source:

5. Source: Bertola (1990) updated in OECD (1994b, Table 6.7).

Grubb and Wells (1993) updated in OECD (1994b, Tables 6.5 and 6.6).

IOE (1985) in Emerson (1988) updated in OECD (1994b, Table 6.7).
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of notice and severance payments for workers with
20 years of tenure.

The indicators used here are based on a simple
ranking of countries from least to most “protective”,
and they generally refer to the situation as of the late
1980s or early 1990s. This does not always match well
with the turnover data, which further complicates the
analysis. Moreover, the actual application of EPL usu-
ally varies greatly by type of worker, by tenure and,
often, by size of establishment. Ideally, it would be
desirable to measure the actual costs that EPL
imposes on firms, rather than using qualitative indi-
ces, but these data are not available and one must
settle for proxies.

The first result from Table 5.6 is that there is
invariably a negative correlation between the various
indices of EPL and job turnover, in line with theory.
The correlations are, however, often insignificant at
conventional test levels. It is noticeable that when the
indices of EPL governing permanent and temporary
workers are considered separately, the former correla-
tions are not statistically significant while the latter
are larger in an absolute sense and are often statisti-
cally significant. Results for other indices of EPL are
mixed, though the signs are as expected. Charts 5.3a
and 5.3b plot observations of job turnover in continu-
ing establishments/firms in manufacturing (where the
sample of countries is the largest) against the indices
of EPL for permanent and temporary workers.12

Why should EPL appear to have a stronger nega-
tive effect on job turnover for temporary workers com-
pared with permanent workers? In principle, EPL gov-
erning permanent workers smoothes job losses
directly by making them more time-consuming. Fur-
ther, if it is the case that EPL affects firms’ hiring, job
gains would be reduced. However, the lack of a statis-
tically significant correlation for permanent workers
suggests that firms are able to reduce their employ-
ment and that new job creation for permanent
employees is not necessarily constrained by the
legislation.

There are several reasons for the statistically sig-
nificant negative relationship between job turnover
and the regulation of temporary contracts. The need
for a temporary worker to meet short-term needs is
likely to be more pressing than a longer-term deci-
sion to hire an additional permanent worker. Restric-
tions on temporary contracts relate more to the hiring
decisions of firms, rather than their firing decisions as
the firm knows that the contract will ultimately end
and the worker will be laid off. Regulations governing
regular employees affect the firing decision more
directly than the hiring decision. This is consistent
with the argument that the costs of firing regular
workers are heavily discounted because they are
expected to occur a long time in the future [Bentolila
and Bertola (1990)]. Labour turnover may also reduce

the need to fire regular workers. This makes EPL for
permanent workers less burdensome, a situation
which does not apply to temporary contracts. These
two reasons may explain the significant correlation
between EPL governing temporary workers and job
turnover, but the lack of one with regulations gov-
erning permanent workers.

One argument which has been raised is that job
turnover may still be high in all countries because
less strict rules governing temporary contracts rela-
tive to permanent workers leads to a substitution of
temporary for permanent jobs. Such substitution
could occur though attrition of permanent workers.
Some part of such conversion of positions would be
recorded as job turnover in that the attrition of per-
manent employees who are not replaced in their
posts would show up as job losses, while the subse-
qguent hiring of temporary workers to replace them
would appear as job creation. The empirical evidence
in support of this is rather weak. For a substitution of
temporary for permanent jobs to have accounted for a
significant share of job turnover, which is often in the
range of 20 per cent annually, there would have to
have been a substantial rise in the share of temporary
workers in total employment, and that has generally
not been observed. It would seem that only in Spain
has the “conversion” of permanent to temporary jobs
been sufficient to potentially have an important influ-
ence on job turnover rates [OECD (1993)].13

Job turnover in continuing or large establish-
ments should be more influenced by EPL than turno-
ver in small establishments as there are often mini-
mum size thresholds for restrictions governing
dismissal. Size thresholds vary across countries, but
generally, firms with at least 20 employees are subject
to the legislation. Unfortunately, data limitations do
not allow this size threshold to be applied across all
countries in the sample and, instead, a size cut-off of
greater than 100 employees is used. As openings and
closings occur largely among small firms, this is
another reason to expect employment protection leg-
islation to have a greater effect on job turnover in
large establishments [Garibaldi et al. (1995)]. In the
event, the correlations between the various measures
of EPL are essentially unchanged for large establish-
ments compared with those for all establishments.

There may also be a displacement effect where
EPL is associated with a “transfer” of job turnover to
smaller firms. In other words, in countries where
employment protection legislation is more strict,
small firms may absorb relatively more of any
employment shocks. If that is the case, one should
expect to observe a positive correlation between EPL
and job turnover rates in small establishments rela-
tive to large establishments. The positive, sometimes
statistically significant, correlation between employ-
ment protection legislation and job turnover in small
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Chart 5.3a.

Employment protection legislation governing permanent workers and job turnover
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Chart 5.3h.

Employment protection legislation governing temporary workers and job turnover
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relative to large establishments (column 5 of Table
5.6), as well as the statistically significant negative
correlation for job turnover in large establishments
(column 3), provide a bit of support in favour of this
displacement hypothesis.

One should also expect changes in EPL to be
associated with changes in the level of job turnover
over time within countries. In France, turnover in con-
tinuing establishments appears to have been unaf-
fected when legislative changes in 1986 liberalised
regulations governing fixed-term contracts and abol-
ished prior administrative authorisation for collective
dismissals [see OECD (1994b) and Chart 5.1 for job
turnover]. Further, a strengthening of legislation on
collective dismissals in 1989 was not associated with
a decline in job turnover, nor does a limitation on
fixed-term contracts introduced in 1990 appear to
have had much impact. Liberalisation of regulations
governing fixed-term contracts in Germany in
1985 was also not associated with an increase in job
turnover. While hardly conclusive, these episodes do
not provide strong support for the idea that changes
in EPL influence job turnover.14

EPL may exert a stronger influence on labour
turnover. Table 5.7 indicates that the index of strict-
ness of EPL governing temporary workers is nega-
tively and significantly correlated with the share of
short-tenure workers in employment.15 Again, the
results for other indices are mixed. This means that
the share of positions in which labour turnover occurs
is lower, though not necessarily the amount of rota-
tion in these positions. This may be a result of a

lower creation and destruction of temporary jobs or
less rotation in ongoing positions because employers
may not be able to “free” such positions because of
restrictions on firing. There is currently little evidence
one way or the other.

More strict EPL has been associated with a
higher incidence of long-term unemployment [OECD
(1993)]. The results of this chapter indicate that this
is apparently only in small part a result of more “fro-
zen” labour markets, whether measured through job
turnover or labour turnover. The fact that these meas-
ures of the availability of jobs are only weakly associ-
ated with the incidence of long-term unemployment
suggests that other factors, at least associated with
stricter EPL, influence the availability of jobs as far as
the unemployed are concerned.

Labour turnover differs across countries in ways
that might influence unemployment. In countries
where there is more strict EPL, there appear to be
fewer ongoing jobs open to new hires. Measured
inflows into unemployment are also lower in these
countries. In a number of them, unemployment
inflows are not sufficient to match measured job loss
rates [Boeri (1995b)]. Taken together, these suggest
the following hypothesis: Employment adjustment in
some European countries seems to take place more
through a combination of internal adjustment within
firms or, when job losses invariably occur, worker
flows bypassing unemployment. Those who do
become unemployed apparently have difficulty reinte-
grating in jobs and become at risk of drifting into
long-term unemployment. However, much more

Table 5.7. Correlations between various cross-country rankings of measures of employment protection legislation
and employer tenure?

Indices of employment protection legislation

Enterprise tenure (per cent of workers with tenure of less than one year)

Tenure in European

Tenure 1991 countries (1992)

Tenure 1985

1. Regulations governing regular employees only
2. Regulations governing temporary employees only

3. Maximum pay and notice period for dismissal of regular
employees

4. International Organisation of Employers (IOE)
5. Ranking by Bertola (1990)
Sample size (number of countries)?

—0.66 -0.45 0.17
—0.82** —-0.63* —0.69*
-0.21 -0.20 0.38
—-0.68* -0.26 -0.33
-0.69* -0.53 -0.05
9-11 11-13 11

* indicates significance at the 5 per cent level using a two-tailed t test.
** indicates significance at the 1 per cent level using a two-tailed t test.

a) Countries included in the correlations are: Australia (1985, 1991), Austria (1991), Belgium (1992), Canada (1985, 1991), Denmark (1987, 1992), Finland
(1985), France (1985, 1991, 1992), Germany (1985, 1991, 1992), Greece (1992), Ireland (1992), Italy (1992), Japan (1985, 1991), Netherlands (1985, 1991, 1992),
Norway (1991), Portugal (1992), Spain (1985, 1991, 1992), Switzerland (1991), the United Kingdom (1985, 1991, 1992) and the United States (1985, 1991). The

observation for 1992 for Italy is also used for 1991.

b) The observation for Finland for 1991 is excluded because of a pronounced decline in short-tenure employment.
Sources: See Table 5.6 for sources of indices 1. to 5. Tenure data come from OECD (1993) and unpublished data for 1992, provided by Eurostat on the basis of

the European Labour Force Survey.
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empirical work is necessary to confirm or refute this
hypothesis.

E. CONCLUSIONS

This chapter set out to consider whether certain
indicators of labour market adjustment — job and
labour turnover — vary across OECD countries. While
both do differ across countries, the amount of
employment adjustment suggested by these meas-
ures is considerable everywhere. However, job turno-
ver is not associated with either cross-country differ-
ences in net employment growth or the
unemployment rate. This raises a number of policy-
relevant questions. In particular, is weak net employ-
ment growth in some countries really a result of a
lack of structural change? And what can be antici-
pated by policies which try to encourage more
turnover?

In line with theory, job turnover is positively cor-
related with unemployment inflows and outflows and
negatively correlated with the incidence of long-term
unemployment. However, the correlations are not
very strong, and differences in job turnover do not
explain much of the marked differences in unemploy-
ment flows or duration.

From a policy perspective, the high incidence of
long-term unemployment in a number of OECD coun-
tries presents a major challenge. Should governments
try to raise job turnover or should they work to
increase rotation in existing jobs (labour turnover) or
both? Policies of deregulation and encouraging busi-
ness start-ups could increase job turnover. Relaxing
EPL may also increase job turnover, as well as open
up more ongoing jobs to hiring. The merits of these
policies depends on the importance that is placed on
having greater rotation in the pool of unemployment.
They might tend to reduce long-term unemployment,
but raise the inflow into unemployment, without nec-
essarily changing the overall unemployment rate

greatly. Liberalising labour legislation has also to be
weighed against the possible negative effects on
firms’ and workers’ incentives to invest in human cap-
ital and, when job loss is inevitable, the role that
certain minimum standards might play in giving work-
ers time to find a new job and, perhaps, minimise
earnings losses.

Moreover, it is not obvious that increasing
vacancies will necessarily improve the situation for
the long-term unemployed because of weak net
employment growth. As there is already considerable
labour turnover in ongoing jobs, the long-term unem-
ployed are less likely to find or keep a job than other
job seekers. Policies which increase job turnover
would provide additional opportunities through new
job creation. However, as the number of these new
jobs is close to the number of individuals displaced
through job destruction, it is not clear that the oppor-
tunities to reintegrate the long-term unemployed are
expanded, at least not without additional and more
focused labour market policies.

In sum, the results of ongoing research on the
process of job creation and job destruction point to a
pressing need to understand and measure the impact
of institutional differences among countries on the
way labour markets adjust.

The development of more comparable data
sources on job creation and destruction, together
with longer time-series is crucial. Without this, there
will continue to be considerable disagreement over
the appropriate policy course to follow. This applies
not only to data on job creation and destruction
alone, where the emphasis needs to be placed prima-
rily on developing comparable criteria for defining an
establishment and for measuring establishment
openings and closings. But, understanding how
adjustment takes place and the implications for
unemployment requires the development of compati-
ble data on labour turnover, in particular, accurate
measures of flows into and out of unemployment,
and flows from one job to another.
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Notes
. This conclusion is based on applying the procedure 7. These results are broadly consistent with those

developed by Hodrick and Prescott (1980) to fit a
smooth curve through a data series, in this case job
turnover. A sensitivity analysis was conducted using
different values of an exogenous parameter which
smoothes the estimated trend line.

. This is data for the entire private sector, compiled by
the Dun and Bradstreet Corporation. Results based on
it should be treated with considerable caution for rea-
sons explained in OECD (1994a).

. The estimate for the United States is not fully compara-
ble as it is based on quarterly data which has been
annualised and refers to only several States. An analy-
sis of various estimates suggests that labour turnover
may be in the range of 130 per cent annually in the
United States [Davis and Haltiwanger (1995)].

. There are several difficulties with this comparison.
First, employer tenure and job turnover data come from
entirely different sources and estimates of employment
can consequently be quite different. This is partly miti-
gated by comparing percentages, as it is differences in
the distribution which are more important than differ-
ences in levels. Second, job creation is often measured
at the establishment level, while tenure is measured at
the firm. To be consistent with enterprise tenure, inter-
establishment shifts in multi-establishment firms
should be excluded. The relatively few estimates com-
paring enterprise and establishment mobility reveal
that the share of employed individuals with tenure in a
particular establishment of less than one year would be
between 3.5 (Australia), 3.7 (France) and 5 percentage
points (Denmark) higher than that using enterprise
data. However, enterprise and establishment tenure
can be quite different in that legal changes affecting
enterprise tenure may leave establishment ten ure
unchanged. Third, time periods differ in that job turno-
ver includes the entire year while the comparable cate-
gory in tenure data is less than one year.

. The coefficient of variation for job creation, taken
across all countries for which there are data for the
whole private sector, is 24.2 per cent, while for short-
tenure workers, it was 44.9 per cent in 1985 and 34.9 per
cent in 1991.

. Estimates for job turnover used in the correlations in
Table 5.4 and Table 5.6 differ slightly from those in
Table 5.1 in that, where possible, current year averages
were used. This involved changes in the estimates from
base year averages for Canada, Denmark, Finland,
Germany, Ireland [manufacturing from Keating and
Keene (1988-1989)], Italy, New Zealand, Sweden, the
United Kingdom (Dun and Bradstreet) and the United
States (Dun and Bradstreet). See Davis et al. (1995).

10.

11.

obtained from a simple regression analysis which
makes use of all observations across countries and over
time (not shown here). The incidence of long-term
unemployment was regressed on job turnover as well
as dummy variables which control for differences
across countries and over time. The coefficients for job
turnover were statistically significant. It is possible to
derive an estimate of the variance in the incidence of
long-term unemployment which is explained by the
variance in job turnover. The results of this test (not
shown here) show that the variance in job turnover
explains only a small share of the variance in the inci-
dence of long-term unemployment. The results were
even weaker when the relation between job turnover
and unemployment inflows and outflows was
examined. These are consistent with the results
observed in the simple correlation analysis.

. Employment protection legislation governing notice
and compensation relating to the dismissal of regular
employees is based on that presented in OECD (1993).

. Countries included in the correlations are: Australia
(manufacturing only), Austria (continuing firms only),
Belgium (in manufacturing, continuing ones only),
Canada, Denmark, Finland, France, Germany, Ireland
(manufacturing only), Italy, Japan (continuing estab-
lishments only), the Netherlands (“all establishments”
only, manufacturing), New Zealand, Norway (manufac-
turing only), Sweden, the United Kingdom (continuing
establishments only) and the United States (“all estab-
lishments” only, manufacturing). For establishments
where size = 100, the countries included are: Austria
(continuing ones only), Canada, Denmark, Finland,
Italy, New Zealand, Sweden, the United Kingdom and
the United States (“all establishments” only).

Firm-based job turnover data would be preferable to
the mostly establishment data used here in analysing
the effect of EPL as transfers of jobs among establish-
ments owned by the same firm, which are counted as
job turnover at the establishment level, should not be
affected by employment protection.

The index used is based on that developed by Grubb
and Wells (1993), updated to include Austria, Finland,
Norway, Sweden and Switzerland, Canada, the United
States, Japan, Australia and New Zealand [OECD
(1994b)]. Indices of employment protection for tempo-
rary and permanent employees from OECD (1994b) are
not available for Australia, Canada, Japan, New Zealand
and the United States. Imputed values for the com-
bined index were used as proxy values for the indices
governing temporary and permanent workers in the
cases of Canada, New Zealand and the United States.
Missing values for Australia and Japan explain why the
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12.

sample size varies for a particular category of job
turnover.

Results for the correlations between indices which pro-
vide varying measures of the generosity of Ul and job
turnover were largely positive, never statistically signifi-
cant and are not reported. Indices of the generosity of
unemployment benefits reflecting varying family situa-
tions, varying durations of unemployment and different
combinations of types of benefits were tested. The pro-
cedure described in note 7 was applied to pooled time-
series data across countries and it was found that the
variation in the index of Ul generosity explained very
little of the variance in job turnover. One reason may
be that these indices compare gross benefits before
taxes with pre-tax wages, while reservation wages of
workers may be more influenced by the net replace-
ment rate of unemployment benefits after taxes. Unfor-
tunately, data on net replacement rates are not availa-
ble for a time period which corresponds with that of the
job turnover data.

13. Though the share of temporary workers in employment

14.

15.

has risen significantly in Australia and France, this
could have only accounted for a small share of total job
turnover (see Chapter 1 for data on temporary employ-
ment). If the entire increase of the share of temporary
workers in France was a result of substitution, and if
there was a delay of at least one year between all
substitutions, this would have generated job turnover
of 16 per cent over the ten-year period, or 1.6 per cent
annually. However, this would only account for 8 per
cent of annual job turnover of 20 per cent.

In both France and Germany, job turnover was
regressed on a time trend and dummy variables meant
to identify years in which there were changes in EPL.
Legislative changes did not have any statistically signif-
icant impact on job turnover.

Variation in the sample size for a particular year reflects
missing values for the indices of EPL governing tempo-
rary and permanent workers for Australia and Japan, as
described in note 11.
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ANNEX 5.A

Sources, definitions and methods of data collection on job gains and job losses

The data used in this chapter are drawn from national,
primarily administrative, sources that differ not only in their
methods of collection, but also in their employment cover-
age and sectoral classification. The analysis involves cross-
section comparisons of employment stocks which are longi-
tudinally linked at the level of establishment/firm. It is
important to note that most administrative sources do not
distinguish between job slots and the individuals filling
those slots.

Because coverage differs across data sources, an
attempt was made to “standardize” as much as possible.
Thus, the analysis is limited to dependent employees in the
private sector, excluding public administration and estab-
lishments providing non-market services. Self-employed
individuals and domestic workers are also excluded. In
addition, the primary sector, except for mining and quarry-
ing, was excluded. The exclusion of non-market services
presented difficulties. Public sector institutions in ISIC
(International Standard Industrial Classification) 931 (edu-
cation services), ISIC 333 (medical, dental and other health
and veterinary services) and ISIC 934 (welfare institutions)
were not included in Denmark, France, Italy, Japan, the
United Kingdom (Dun and Bradstreet) and the United
States (Dun and Bradstreet). Equivalents of these entire
industry groups were excluded in Canada [Longitudinal
Employment Analysis Program (LEAP)], Finland, Germany,
New Zealand and Sweden because a distinction could not
be made between public and private establishments. In
data taken from published sources, the public sector can be
excluded in the cases of France [Nocke (1994)] and the
United Kingdom [Blanchflower and Burgess (1994)]. Data
taken from some published sources include some public
sector workers: Austria [Hofer and Pichelmann (1995)],
Belgium [Leonard and Van Audenrode (1995)], the
Netherlands [Broersma and Den Butter (1995)] and the
United States [Anderson and Meyer (1994)]. There are mini-
mum establishment or firm size cut-offs in a number of
countries: France (data described in this annex), = 20;
Ireland, manufacturing, [Keating and Keane (1988/1989)],
> 3; Japan [data described in this annex and Genda (1995)],
> 5; the Netherlands, manufacturing, [Boersma and Gautier
(1994)], = 10; the United Kingdom [Blanchflower and
Burgess (1994)], = 25; and the United States, manufactur-
ing, [Longitudinal Research Database (LRD)], = 5.

Comparisons of the status of each establishment
between years t and t + 1 result in the classification of each
establishment and associated employment changes accord-
ing to openings, closures and — among continuing estab-
lishments - expanding, contracting and those with

unchanged employment. An opening is recorded when the
first dependent employee is hired, while a closing estab-
lishment is one that has laid off all its dependent
employees. Transitions to and from self-employment are
counted as openings and closings, respectively. Movements
to and from industries included in the sample are also
counted as openings and closures. Privatisations are
counted as openings. For continuing establishments, gains
and losses by establishment size group are distributed
according to establishment size at time t. There are many
other subtleties which influence opening and closing rates
described in the country-specific definitions, below. Coun-
tries described in this annex are: Canada (Census of Manu-
factures), Denmark, Finland, France, Italy, Japan and the
United States [Longitudinal Research Database (LRD)].
Data are also published in OECD (1994a), and readers
should refer to Annex 3.A for descriptions of data used for
the following countries: Canada (LEAP), France (Chart 5.1),
Germany, New Zealand, Norway [see also Salvanes
(1996)], Sweden, the United Kingdom (Dun and
Bradstreet) and the United States (Dun and Bradstreet).

Canada

Data are from the annual Census of Manufactures
(CMA) of Statistics Canada and cover the period 1985-1992.

Method: The CMA contains linked data on both enter-
prises and establishments An establishment is usually
equivalent to a factory, plant or mill. As such it excludes
head offices or similar activities if they are located sepa-
rately from the establishment or if they serve more than
one establishment. An enterprise is defined as all establish-
ments in the manufacturing sector under common control
and is distinct from the legal entity, or ownership unit. Each
establishment is identified by a Record Serial Number
(RSN) and each enterprise by a unique code (ENT). Match-
ing establishments through the RSN over time allows both
establishment and job dynamics to be examined.

Openings/closures: For establishments, they are based
on receipt of a new or changed RSN. Apart from new or
closed establishments, RSN codes for continuing establish-
ments are reassigned if ownership, name and location all
change. Tests adding the requirements that, when a new
RSN is given, employment or shipments must also be posi-
tive (entry) or zero (exit) in the year prior to or equal to that
when the RSN disappeared did not have much effect on the
results.
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Denmark

Data are from the Integreret Database for Arbejd-
smarkedsforskning (IDA) (Integrated Database for Labour
Market Research) of Danmarks Statistik, based on various
administrative sources. The core sources are the Salary
Information Register, established by the tax authorities,
and the Business Register of Danmarks Statistik. Additional
sources include other tax registers, the Central Population
Register, the Register for Unemployed Persons and the reg-
ister-based workplace statistics. The information covers the
period 1985-1990 and refers to the last week of the month
of November. For this study, all public sector establish-
ments are excluded and data by industry are only available
at the one-digit ISIC (Rev. 2) level.

Method: This is a true longitudinal dataset for both
individuals and establishments. Data on individuals are
linked to establishments each November to determine their
employment situation, using the Salary Information Regis-
ter. Comparison is then made between each November to
calculate the categories of job turnover analysed in this
chapter. Some adjustments were made in the standard
tabulations for Denmark to ensure greater consistency with
other countries. This involved distributing all changes
included in the category, “Other” (openings and closures
within firms), among openings, closures, expansions and
contractions and unchanged employment.

Openings/closures: Four criteria are used: ownership,
workforce, industry and location. For an establishment to
be considered the same from year to year, one of three
conditions must be met: i) same owner and same industry;
ii) same owner and same workforce; or iii) same workforce
and location or industry. “Same workforce” is defined as a
situation where at least 30 per cent of the employees are
common to the establishment from year to year. This
ensures that either workforce or ownership and one addi-
tional criterion must change for an establishment to be
counted as new.

Finland

The data come from the Business Register of Tilas-
tokeskus (Statistics Finland), based on various administra-
tive files from the registers of the tax authorities for enter-
prise data, supplemented by annual establishment surveys.
Industries are classified according to the Finnish system,
which is based on ISIC (Rev. 3).

Method: Tax registers contain enterprise data, but not
information on establishments. Establishment data are
based largely on enterprise surveys which collect informa-
tion on employment, branch of economic activity, location
and information on take-overs. Verification of information
included in the tax register is also obtained. Surveys are
sent to all new and existing enterprises covering: all multi-
establishment enterprises; all single-establishment enter-
prises employing more than 20 persons; and a portion (on a
rotating basis) of remaining enterprises. To be included,
firms must operate for at least six months and have a
turnover of at least Fmk 45 000 (1991). Employment esti-
mates are annual averages, though in enterprises which are
not surveyed, establishment employment is estimated by
dividing the wage bill by average industry wages. Among

continuing establishments, there is not a separate category
for those with unchanged employment.

Measurement of openings/closures: Openings and clo-
sures are based upon receipt and termination of, or
changes in, an establishment identification number. Apart
from newly formed establishments, this occurs if certain
criteria are met. Where ownership changes, if either address
or detailed industry group changes, this is counted as a new
establishment.

France

Data come from an enterprise panel called the “Echan-
tillon Marché et Stratégies d’Entreprises” (MSE). This is
based on two sources: “Bénéfices Industriels et Com-
merciaux” (BIC) and “Systeme Unifié de Statistiques
d’Entreprises” (SUSE), both produced by INSEE. Data in
SUSE are based on a combination of two sources: tax decla-
rations from the Direction Générale des Impéts and data
from the Enquéte Annuelle d’Entreprises (EAE) for firms
with more than 20 persons. Combining these sources is
possible through use of the Systeme Informatique pour le
Répertoire des Entreprises et des Etablissements (SIRENE),
developed by INSEE. This is the official register of enter-
prises and establishments. Data are merged with informa-
tion on employment taken from the Enquéte sur la Struc-
ture des Emplois (ESE). Data cover the period 1984-1991.
Only establishments with at least 20 employees are
included. The data cover most private and semi-public sec-
tors, excluding agriculture and the public service. Public
sector institutions in education services, health and medi-
cal services and social welfare services are excluded. Indus-
tries are classified using the Nomenclature d’activités et de
produits (NAP) classification system converted into ISIC
(one-digit groups).

Method: A sample is drawn from the BIC file in
1986 and data from the combination of BIC and SUSE pro-
vide the information on the demography of SIREN units
(firms). In 1992, there were approximately 13 000 enter-
prises in the MSE sample. The ESE provides detailed
annual information about employment and its characteris-
tics [annual earnings, occupation (six broad groups) and
gender in SIRET units (establishments) with 10 or more
individuals which are aggregated to the SIREN (firm) level,
though a SIREN code attached to each SIRET unit].
Employment includes part-time workers converted to full-
time equivalents based on relative salary costs. Employ-
ment estimates are annual averages.

Openings/closures: The data available do not directly
provide information on openings and closings. This infor-
mation is reconstructed based on information on the exis-
tence of enterprises in the BIC data. Recording of SIREN
units is based on commencement and cessation of activity
in the underlying business register. Registration is required
for social charges purposes, and data are thought to be
fairly accurate. They are divided into “création pure”, or
new, enterprises and ‘“‘création reprise” — changes in owner-
ship, merger, incorporation and restructuring, including
change in location of head office. In the first, a SIREN unit
receives its first registration when its first establishment is
opened. Many closures (those that are voluntary) are not
always reported, though this is more the case if the firm has
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no employees. Officially recorded closures may take two
forms: cessation of operation, with the possibility of recom-
mencement; and legal closure (faillite). However, the latter
may lead to partial take-over after liquidation or continued
operations under judicial control. Administrative data do
not permit different types of closure to be distinguished.
There are some time lags in recording commencements and
cessations of activity.

Italy

The data are from records of the Istituto Nazionale
Previdenza Sociale (INPS) (National Institute for Social
Security), which collects social security contributions from
both firms and workers, and administers retirement bene-
fits, various wage supplements and unemployment bene-
fits. The information covers the period 1985-1991. All public
sector firms are excluded. Industry data are based on the
national classification system at the two-digit level and
were converted to ISIC (Rev. 2) for this chapter.

Method: A standard comparison between consecutive
annual employment observations on each firm is made to
calculate job turnover. Firms temporarily operating without
dependent workers are retained in the data file and counted
as having no employees. This leads to a more accurate
reflection of enterprise turnover than in some other
countries.

Openings/closures: New registration of businesses
with the INPS are counted as openings. However, legal
changes resulting in the formation of new firms, hence the
receipt of a new identification number, are also counted. It
is not possible, therefore, to differentiate changes in owner-
ship from the opening of a new business. A screening
method can be applied in which extraordinary changes in
employment, likely associated with purely legal transforma-
tions, can be excluded from estimates of job turnover. Such
data were used in this chapter, unlike Chapter 3 in the
1994 Employment Outlook. Delays in data processing affect
the count of business terminations, especially among small
firms. To compensate for this, the INPS applies estimated
closure probabilities to periods when reported data are
absent.

Japan

Data are from the Survey of Employment Trends, con-
ducted by the Ministry of Labour. This survey of 14 000
private sector establishments is based on the Establish-
ment Census of Japan and is conducted twice annually.
Only establishments with five or more dependent regular
workers are included. Industry data are available using the
Standard Industrial Classification of Japan for 44 one- and
two-digit groups, though coverage is not complete, with
domestic services and education being excluded.

Method: The Survey of Employment Trends is con-
ducted twice annually, in January and June, based on the
same sample, which permits the calculation of job turnover
through matching individual establishments in consecutive
surveys. On the other hand, establishment openings and
closures cannot be determined from this statistical source
because the permanent nature of the sample — spanning

three years for establishments with a dependent workforce
of 30 or more — restricts coverage to surviving establish-
ments only. Supplementary data on establishment open-
ings and closures can be obtained from the Establishment
Census.

United States

The Longitudinal Research Database (LRD) is a longi-
tudinal one for establishments and enterprises, but not for
workers, based on a combination of census and survey data.
It is based on data from the quinquennial Census of Manu-
factures (CM) and the Annual Survey of Manufactures
(ASM) of the US Department of Commerce, Bureau of the
Census. This sample of the LRD covers the period
1984-1988. It covers only the manufacturing sector and only
establishments with at least five employees. Only data on
manufacturing establishments are available — data on head
offices are excluded. Data are available using the US Stan-
dard Industrial Classification (SIC) at the two-digit level.

Method: Data on job creation and loss in the LRD is
based on the ASM. This is a probability sample of one-
seventh to one-fifth of establishments and approximately
75 per cent of employment from the CM, followed for five
years. In census years, it is possible to identify the sample
of establishments that would have been in the ASM were it
conducted, which provides a continuous series from the
ASM. Establishments are added to the ASM annually from
the Company Organization Survey (multi-unit companies)
and openings (single-unit companies) identified through
Employer ldentification numbers of the Social Security
Administration. There have been two significant changes to
the ASM affecting the definition of the sampling unit and
sample weights. Establishment level longitudinal data can
be generated as each establishment is given a permanent
plant number (PPN) which it maintains during its life.
Employment levels in each establishment can then be com-
pared across consecutive surveys. Several adjustments are
made to the raw data involving: a redefinition of annual
employment; imputation of missing data; and adjustment
for processing errors. Data are validated using administra-
tive records. Rotation of establishments in the ASM leads
to the need to impute employment in the year preceding
entry into the sample as well as to distinguish the effects of
rotation from actual employment changes. Aggregate data
from the LRD do not correspond exactly to the official
aggregate ASM/CM published data.

Openings/closures: A series of steps are followed to
identify openings and closures. First, establishment identi-
fication numbers (PPN) are matched. These remain
unchanged through the life of the establishment even if
ownership changes. Employment levels in consecutive
years are compared which provides preliminary estimates of
openings and closures. Coverage Codes (CC) are then com-
pared. The CC variable provides information on why an
establishment did or did not appear in a year, i.e. whether
and how establishment operations have changed. Total
employment in previous periods is also compared. This
may have an effect somewhat similar to screening estab-
lishment changes using continuity of the workforce.
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Statistical Annex

Sources and definitions

An important source for the statistics in these tables is Part Il of OECD, Labour Force Statistics, 1974-1994.
Changes between 1994 and 1995 have been estimated from several other sources: OECD, Quarterly Labour
Force Statistics, No. 2, 1996; projections published in OECD Economic Outlook, No. 59; and data specially
supplied by national authorities (see sources and notes of the tables).

The data on employment, unemployment and the labour force are not always the same as the series used
for policy analysis and forecasting by the OECD Economics Department, reproduced in Tables 1.2 and 1.3.

Conventional signs
Data not available
Decimal point

| Break in series

Note on statistical treatment of Germany

In this publication, data up to end-1990 are for western Germany only; unless otherwise indicated, they are for
the whole of Germany from 1991 onwards. In tables showing percentage changes from the previous year, data refer
to the whole of Germany from 1992 onwards.
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Table A. Employment/population ratios? by sex

Percentages
Total

1973 1979 1983 1990 1993 1994 1995

Australia 685 652 6251 693 658 67.0 69.0

Austria 644 636 629 655 663 69.1 687

Belgium 60.7 581 546 571 558 550 557

Canada 63.1 680 664 737 667 675 67.7

Czech Republic . . .. .. 124 726 723

Denmark 7521 751 717 771 738 728 734

Finland 7001 711 732 741 608 601 613

France 659 644 608 606 590 59.0 595

Germany 68.7 66.2 6221 648 660 655 651

Greece 559 544 552 550 532 539 542

Iceland 710 728 765 768 806 80.6 810

Ireland 59.9 579 539 524 526 539 550

Italy 551 556 545 5571 526 523 521

Japan 708 703 711 726 742 742 741

Luxembourg 648 640 623 6061 614 608 59.0

Mexico . . .. .. 622 629 624

Netherlands 56.3 5341 5211 6171 634 637 643

New Zealand 644 651 6161 675 663 684 705

Norway 677 742 739 739 719 727 740

Portugal 62.4 | 6761 658 720 672 665 657

Spain 61.0 1 52.8 471 499 457 450 459

Sweden 736 788 7851809 7121702 711

Switzerland 777 736 738 776 802 796 792

Turkey 69.2 652 599 556 533 532 541

United Kingdom 714 708 643 718 671 674 67.8

United States 651 680 663 730 7161 732 735

North America® 649 68.0 663 730 692 705 706

European Union 644 627 593 623 602 600 602

OECD Europe? 651 633 59.7 618 600 59.8 60.1

Total OECD? 66.0 659 637 673 655 660 66.2

Men Women
1973 1979 1983 1990 1993 1994 1995 1973 1979 1983 1990 1993 1994 1995
Australia 89.9 83.5 7751 803 75.3 76.5 78.2 46.4 46.5 4701 58.0 56.1 57.3 59.6
Austria 82.4 80.4 79.4 77.7 76.3 78.4 .. 47.7 47.6 47.1 53.5 56.0 59.6 ..
Belgium 81.6 75.8 69.2 68.4 65.3 64.2 64.8 39.9 404 39.8 457 46.2 457 46.4
Canada 81.9 83.5 77.8 82.3 72.7 73.7 73.9 44.1 52.4 55.0 65.1 60.5 61.1 61.4
Czech Republic .. .. .. .. 78.1 78.2 78.1 .. .. .. .. 66.7 67.0 66.5
Denmark 89.0 85.9 78.3 82.7 77.9 78.2 .. 6121 641 65.0 71.4 69.6 67.2 ..
Finland 78.1 77.0 77.4 774 62.5 62.0 64.1 6231 652 69.0 70.8 59.0 58.2 58.5
France 83.8 79.2 734 70.3 67.1 67.0 67.7 479 49.5 48.3 50.9 50.9 50.9 51.6
Germany 88.8 82.8 7661 76.1 75.8 75.0 74.6 49.7 49.9 478 1 532 55.9 55.6 55.3
Greece 81.8 78.0 75.3 717 69.3 69.8 69.3 31.2 317 35.6 385 37.1 38.0 38.7
Ireland 86.5 82.2 73.8 69.5 66.3 66.7 .. 32.8 33.0 33.6 35.0 38.8 39.9 ..
Italy 81.6 78.6 75.7 73.7 68.6 68.6 .. 29.9 33.6 34.2 3791 367 36.2 ..
Japan 88.8 87.3 86.7 86.1 88.1 88.0 87.9 53.4 53.6 55.7 59.1 60.2 60.3 60.2
Luxembourg 93.1 88.5 84.0 76.8 76.6 74.9 74.4 35.9 39.4 40.9 4391 450 455 425
Mexico .. .. . .. 88.8 89.1 87.9 .. .. . .. 37.3 38.2 38.4
Netherlands 83.5 7521 69.1 75.5 74.7 74.3 74.5 28.6 31.2 34.7 4741 517 52.7 53.4
New Zealand 89.1 85.7 80.3 76.7 75.0 76.8 79.3 39.1 44.0 42.8 58.3 57.6 59.9 61.7
Norway 85.6 87.8 84.4 79.8 76.6 77.4 78.7 49.3 60.2 63.0 67.8 67.1 67.9 69.1
Portugal 99.2 86.6 1 828 86.1 77.0 76.1 74.9 30.5 49.9 49.8 58.8 57.9 57.2 56.8
Spain 90.5 76.6 67.9 68.4 60.8 59.6 60.4 325 29.5 26.5 314 30.6 304 314
Sweden 86.2 86.3 8301 830 71.7 71.0 724 60.8 711 7391 788 70.8 69.4 69.8
Switzerland 100.0 94.4 92.7 95.7 95.9 94.4 95.0 54.1 52.8 54.7 59.3 64.4 64.5 64.3
United Kingdom 90.3 85.6 75.9 80.3 724 725 73.0 52.7 56.1 52.6 63.4 61.8 62.2 62.6
United States 82.8 81.4 76.5 81.2 788 1 80.1 80.3 48.0 54.9 56.2 64.9 64.5 66.3 66.7
North America® 82.7 81.6 76.7 81.3 80.4 81.5 81.4 47.7 54.7 56.1 64.9 58.3 59.8 60.0
European Union 86.5 80.7 74.7 74.8 70.4 70.1 .. 43.0 45.0 44.0 49.7 49.8 49.7 ..
OECD Europe® 86.7 81.1 75.2 75.4 71.6 713 43.2 453 444 48.1 48.3 48.2
Total OECD® 85.8 82.4 77.6 79.1 77.2 775 46.4 49.9 50.3 55.6 53.9 54.4

a) Defined as total employment divided by the working age population (15-64).

b) Above countries only.
OECD, Labour Force Statistics, 1974-1994, Part II, forthcoming; and Quarterly Labour Force Statistics.

Sources:
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Table B. Unemployment, labour force participation rates and employment/population ratios by age and sex

Both sexes
Percentages
1979 1983 1990 1994 1995
151024 25t054 551064 [15to24 25t054 55t064 |15t024 25t054 55t064 |15t024 25t054 55t064 [ 15t024 25t054 55t0 64

Australia Unemployment rates 12.2 3.7 29 17.9 7.3 35 13.2 5.1 5.6 16.2 7.2 8.8 144 6.4 8.9
Labour force participation rates 68.7 73.2 44.3 69.1 74.0 40.9 70.4 79.9 44.1 68.4 79.4 43.7 69.7 80.4 44.9
Employment/population ratios 60.3 70.5 43.0 56.7 68.5 39.5 61.1 75.8 41.7 57.3 73.6 39.9 59.7 75.3 40.8

Austria Unemployment rates 5.0 35 37 59 41 39
Labour force participation rates 59.5 79.5 284 61.7 83.3 30.2
Employment/population ratios .. .. .. .. 56.5 76.7 274 58.1 79.9 29.0

Belgium Unemployment rates 239 9.5 5.4 14.5 6.5 35 218 8.4 4.9 215 8.3 4.0
Labour force participation rates 439 744 30.6 355 76.7 222 352 79.9 235 339 80.4 242
Employment/population ratios .. .. .. 334 67.3 29.0 30.4 77 214 215 731 224 26.6 738 233

Canada Unemployment rates 12.8 5.7 4.6 19.7 9.8 8.1 12.7 73 6.0 16.5 9.3 9.0 156 8.4 8.2
Labour force participation rates 66.7 76.8 54.2 66.7 79.7 52.1 69.2 84.5 50.0 62.9 83.6 48.7 62.2 83.4 47.4
Employment/population ratios 58.2 725 517 53.6 719 479 60.4 784 47.0 525 75.8 443 525 76.4 43.6

Czech Republic Unemployment rates 77 3.0 3.0 6.8 3.0 2.8
Labour force participation rates 54.0 91.8 331 51.8 91.4 355
Employment/population ratios .. . .. . . .. 49.9 89.1 321 48.3 88.7 345

Denmark Unemployment rates 18.9 8.0 6.2 115 79 6.1 10.2 7.8 6.5 9.9 6.2 8.0
Labour force participation rates 65.3 89.2 54.0 735 91.2 57.1 69.1 87.2 53.7 73.2 87.1 53.6
Employment/population ratios .. 529 82.0 50.6 65.0 84.0 53.6 62.1 80.5 50.2 65.9 817 49.3

Finland Unemployment rates 10.8 49 45 105 43 6.1 6.4 29 33 30.9 16.0 233 27.2 14.9 24.1
Labour force participation rates 58.5 86.8 41.7 57.1 89.7 50.4 58.1 89.5 42.4 44.6 87.8 42.9 44.9 88.2 44.4
Employment/population ratios 52.1 82.6 45.6 51.1 85.9 47.3 54.4 86.9 41.0 30.9 73.8 32.9 32.7 75.1 337

France Unemployment rates 135 41 45 19.7 5.7 6.3 19.1 8.0 6.7 275 11.2 7.0 25.9 10.5 7.2
Labour force participation rates 48.4 79.7 53.7 45.7 81.6 42.6 36.4 84.1 38.1 30.7 85.9 35.9 29.8 86.0 36.1
Employment/population ratios 418 76.5 513 36.7 76.9 39.9 295 774 35.6 223 76.2 334 220 770 335

Germany Unemployment rates 4.0 2.7 5.7 11.0 6.9 8.9 5.6 57 116 8.3 8.0 116 85 77 11.6
Labour force participation rates 60.0 75.4 44.0 58.0 76.7 41.8 59.8 78.0 41.6 56.3 83.4 40.7 52.5 83.3 42.8
Employment/population ratios 57.6 73.4 415 51.6 714 38.1 56.4 73.6 36.8 51.6 76.7 35.9 48.0 76.9 37.8

Greece Unemployment rates 23.1 6.1 2.6 23.3 51 1.6 21.7 7.0 3.1 279 73 34
Labour force participation rates 427 68.7 475 39.4 722 415 36.9 73.7 40.7 36.7 74.2 41.9
Employment/population ratios 329 64.5 46.3 30.3 68.5 40.8 26.7 68.6 395 26.5 68.8 40.5

Iceland Unemployment rates 122 41 3.1
Labour force participation rates 703 915 88.0
Employment/population ratios .. .. .. .. . .. . . .. . . .. 61.8 87.8 85.2

Ireland Unemployment rates 9.2 6.1 6.1 20.1 125 10.2 17.6 124 8.4 23.0 13.2 8.4
Labour force participation rates 61.7 61.9 48.6 58.6 64.7 48.4 50.4 68.7 42.2 46.4 724 43.0
Employment/population ratios 56.0 58.1 45.6 46.9 56.6 435 415 60.2 38.6 35.7 62.8 39.4 ..

Italy Unemployment rates 25.6 35 33 30.5 45 29 315 73 18 324 8.1 2.2 32.8 8.9 43
Labour force participation rates 443 65.5 233 44.6 67.0 229 435 70.0 22.3 38.5 67.8 19.2 38.8 71.6 28.3
Employment/population ratios 33.0 63.2 22.6 31.0 64.0 22.3 29.8 64.9 21.9 26.0 62.3 18.8 26.1 65.2 27.0

Japan Unemployment rates 34 1.7 31 45 22 3.9 43 1.6 2.7 55 24 35 6.1 26 37
Labour force participation rates 441 76.7 62.9 442 783 63.7 44.1 80.9 64.7 47.6 814 66.1 47.6 814 66.2
Employment/population ratios 426 75.4 61.0 422 76.6 61.3 42.2 79.6 62.9 45.0 795 63.7 447 79.3 63.7

Luxembourg Unemployment rates 6.8 24 11 37 14 0.8 79 3.0 0.7 72 25 0.3
Labour force participation rates 60.2 68.8 254 44.7 728 284 46.5 75.8 233 41.2 738 240
Employment/population ratios 56.1 67.2 251 43.1 718 282 42.8 735 232 382 719 240

Mexico Unemployment rates 71 33 2.0 9.3 4.4 33
Labour force participation rates 54.1 67.2 53.5 54.1 67.8 52.9
Employment/population ratios .. .. . .. .. 50.3 65.0 52.4 49.1 64.8 51.2

Netherlands Unemployment rates 8.1 2.9 3.2 249 10.6 13.4 11.1 6.7 3.7 10.2 6.3 35 128 6.1 3.0
Labour force participation rates 47.8 64.1 38.6 51.5 67.9 333 61.4 76.3 30.8 61.7 78.7 30.0 64.5 79.9 30.3
Employment/population ratios 43.9 62.3 37.4 38.7 60.7 28.9 54.5 71.2 29.7 55.4 73.7 29.0 56.3 75.0 29.4

New Zealand Unemployment rates 141 6.1 4.6 15.0 6.6 48 11.9 51 33
Labour force participation rates 67.8 81.2 43.8 66.0 815 49.8 67.4 817 52.1
Employment/population ratios 58.3 76.2 418 56.1 76.1 474 59.4 715 50.4

Norway Unemployment rates 5.6 0.8 0.6 7.7 25 14 95 4.0 2.1 74 4.4 2.7 9.4 37 27
Labour force participation rates 53.0 79.7 65.1 61.8 84.4 66.4 60.5 85.9 63.1 55.4 85.1 63.3 55.9 85.9 64.8
Employment/population ratios 50.0 79.0 64.7 57.1 82.3 65.5 54.7 82.5 61.8 51.3 81.4 61.6 50.6 82.8 63.0

Portugal Unemployment rates 17.8 44 0.4 18.3 5.1 2.0 10.2 37 2.0 141 58 3.9 16.0 6.1 4.0
Labour force participation rates 71.0 73.0 52.7 67.5 78.7 50.2 57.0 80.4 485 46.1 83.0 478 431 834 474
Employment/population ratios 58.3 69.8 52.4 55.1 747 49.2 512 774 476 39.6 782 459 36.2 783 45.5

Spain Unemployment rates 19.4 55 4.1 37.6 115 7.4 32.3 131 8.1 42.8 20.9 123 425 20.0 20.0
Labour force participation rates 60.5 62.2 48.1 57.6 63.4 44.6 51.2 70.2 40.0 49.1 735 36.8 45.1 73.9 73.9
Employment/population ratios 48.8 58.8 46.2 35.9 56.1 413 347 61.0 36.8 28.1 58.1 32.3 25.9 59.1 59.1

Sweden Unemployment rates 5.0 14 2.0 8.0 24 3.9 3.7 12 15 16.7 6.9 6.5 154 6.6 7.4
Labour force participation rates 708 88.4 66.6 | 65.4 91.0 68.2 68.5 92.8 705|| 49.7 88.0 66.2 50.0 88.4 66.9
Employment/population ratios 67.2 87.1 65.3 60.2 88.9 65.5 66.0 916 69.4 414 819 61.9 423 826 61.9

Switzerland Unemployment rates 5.6 35 4.2 55 3.0 3.2
Labour force participation rates 63.7 86.0 72.0 63.4 86.4 723
Employment/population ratios . . .. 60.1 83.0 69.0 59.9 83.8 70.0

Turkey Unemployment rates 16.0 54 3.1 15.7 6.0 2.2 14.9 53 20
Labour force participation rates 54.7 65.1 44.1 49.4 63.6 416 46.6 64.0 44.2
Employment/population ratios 45.9 61.6 427 417 59.8 40.6 39.6 60.6 433

United Kingdom Unemployment rates 10.1 5.8 7.2 16.2 8.3 9.1 155 7.4 7.6
Labour force participation rates 78.0 839 53.0 70.2 835 52.1 63.7 83.4 515
Employment/population ratios .. .. .. .. . .. 70.1 79.0 49.2 58.9 76.6 47.4 53.9 772 47.6

United States Unemployment rates 11.8 42 29 17.2 8.0 5.7 11.2 46 33 125 5.0 41 12.1 45 36
Labour force participation rates 68.6 77.9 56.3 67.1 80.1 54.5 67.3 83.5 55.9 66.4 83.4 56.8 66.3 83.5 57.2
Employment/population ratios 60.6 746 54.6 55.6 737 514 59.8 79.7 54.0 58.1 792 54.4 58.3 79.7 55.1

Source:

OECD, Labour Force Statistics, 1974-1994, Part Ill, forthcoming.
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Table B. Unemployment, labour force participation rates and employment/population ratios by age and sex (cont.)
Men

Percentages

1979 1983 1990 1994 1995

15t024 25to54 55t064 | 15t024 25to54 55t064 | 15t024 25t054 55t064 | 15t024 25to54 55t064 | 15t024 25t054 55 to 64

Australia Unemployment rates 11.0 2.9 3.1 195 7.3 3.8 139 49 6.5 16.7 75 10.5 14.8 6.9 11.2
Labour force participation rates 75.3 945 69.5 74.1 94.0 62.0 73.0 93.1 63.2 70.7 91.4 60.7 718 91.6 60.9
Employment/population ratios 67.0 91.7 67.4 59.7 87.1 59.6 62.8 88.5 59.1 58.9 84.5 54.4 61.1 85.4 54.1

Austria Unemployment rates . . .. .. .. . .. .. . 4.7 3.1 4.1 57 3.6 4.4
Labour force participation rates .. .. .. .. .. .. .. .. .. 62.6 89.6 39.7 64.6 93.2 42.6
Employment/population ratios .. .. .. .. .. .. .. .. .. 59.7 86.8 38.0 60.9 89.8 40.8

Belgium Unemployment rates .. .. .. 19.3 6.2 5.8 10.1 4.0 31 205 6.4 45 19.7 6.2 3.8
Labour force participation rates .. .. .. 46.0 94.4 50.6 37.0 92.2 35.4 373 92.1 345 36.0 92.3 359
Employment/population ratios .. .. .. 371 885 417 333 885 343 29.7 86.2 33.0 289 86.5 345

Canada Unemployment rates 131 47 45 22.2 9.7 8.2 139 71 6.2 18.5 95 9.5 17.0 8.6 83
Labour force participation rates nu 94.9 76.3 69.8 93.7 724 7.4 933 64.9 65.2 91.4 60.3 63.9 91.0 58.9
Employment/population ratios 62.3 90.4 729 543 84.6 66.4 615 86.6 60.9 532 827 54.6 53.1 832 54.0

Czech Republic Unemployment rates .. .. .. .. .. .. . . .. 7.8 23 2.8 6.9 2.4 2.4
Labour force participation rates .. .. .. .. . .. . . .. 56.3 95.2 48.5 54.4 95.2 519
Employment/population ratios .. .. .. .. . .. . . .. 519 93.1 47.2 50.7 92.9 50.6

Denmark Unemployment rates . . .. 18.1 7.6 6.2 11.4 75 5.2 10.2 6.7 6.3 7.8 5.0 6.9
Labour force participation rates .. . . 68.3 94.2 67.2 76.5 94.5 69.2 72.1 91.9 63.8 77.0 91.8 67.9
Employment/population ratios .. .. .. 55.9 87.1 63.1 67.8 87.4 65.6 64.8 85.7 59.8 710 87.3 63.2

Finland Unemployment rates 111 5.4 3.6 10.3 4.6 5.1 7.3 34 2.8 314 17.4 243 26.5 15.1 25.4
Labour force participation rates 63.9 92.3 56.3 61.0 93.5 54.1 61.9 92.8 45.4 49.2 90.9 45.3 50.3 91.1 46.0
Employment/population ratios 56.8 87.3 54.3 54.7 89.2 51.4 57.4 89.7 44.2 33.7 75.1 343 37.0 77.3 343

France Unemployment rates 9.3 3.2 4.1 15.0 44 6.0 15.3 59 6.0 24.2 9.7 7.3 21.0 88 7.7
Labour force participation rates 52.5 96.3 69.9 50.3 96.1 53.6 39.6 95.4 45.8 335 95.1 42.1 328 94.9 415
Employment/population ratios 476 933 67.0 428 919 50.4 336 89.8 43.0 254 85.9 39.1 259 86.6 384

Germany Unemployment rates 2.9 2.0 55 10.4 6.3 9.0 53 4.7 9.9 8.3 6.6 10.7 8.7 6.3 10.4
Labour force participation rates 62.7 94.9 66.9 61.0 94.3 63.1 62.0 91.2 57.7 59.0 93.3 53.3 54.6 93.1 54.5
Employment/population ratios 60.9 93.0 63.2 54.6 88.4 57.4 58.7 86.9 52.0 54.1 87.1 47.6 49.8 87.3 48.8

Greece Unemployment rates .. .. .. 171 48 29 15.1 32 1.8 19.8 48 33 19.4 51 3.6
Labour force participation rates .. . .. 50.4 95.1 70.8 44.1 94.3 59.5 41.8 94.5 60.1 41.3 94.5 61.1
Employment/population ratios .. .. .. 418 90.5 68.8 374 913 58.4 335 90.0 58.1 333 89.7 58.9

Iceland Unemployment rates .. .. .. .. .. .. . . .. . . .. 141 3.9 3.9
Labour force participation rates .. .. .. .. . .. . . .. . . .. 721 96.3 93.2
Employment/population ratios .. .. .. .. . .. . . .. . . .. 61.9 925 89.6

Ireland Unemployment rates 10.0 6.6 6.5 229 14.0 11.2 18.9 118 8.5 251 133 85
Labour force participation rates 68.9 95.0 77.9 64.2 95.6 78.0 53.4 91.9 65.1 49.3 91.5 65.2
Employment/population ratios 62.0 88.8 728 495 822 69.2 433 811 59.6 36.9 794 59.6 . . .

Italy Unemployment rates 213 1.9 2.0 255 2.7 19 26.2 45 16 29.1 6.0 2.2 29.0 6.7 41
Labour force participation rates 48.7 93.3 37.6 48.9 92.5 36.8 46.1 90.9 36.0 423 87.0 314 43.8 89.5 44.1
Employment/population ratios 38.3 915 36.8 36.4 90.1 36.1 34.0 86.8 35.4 30.0 81.8 30.7 311 83.5 423

Japan Unemployment rates 3.6 1.6 4.4 46 20 5.0 45 14 34 5.6 20 45 6.1 22 4.7
Labour force participation rates 439 97.2 85.2 439 97.1 84.7 43.4 975 833 48.0 975 85.0 48.0 975 84.8
Employment/population ratios 423 95.7 815 419 95.2 80.5 41.4 96.2 80.4 45.4 95.5 812 45.1 95.3 80.8

Luxembourg Unemployment rates .. .. .. 5.6 17 0.0 2.7 11 11 85 25 04 6.7 17 0.0
Labour force participation rates .. .. .. 62.7 95.4 378 45.7 95.1 432 47.9 94.9 336 424 93.9 351
Employment/population ratios .. .. .. 59.2 93.7 378 445 94.0 427 43.8 92.6 335 39.6 922 351

Mexico Unemployment rates .. .. .. .. .. .. .. .. .. 6.5 32 2.1 8.6 46 35
Labour force participation rates . . .. .. .. . .. . .. 726 96.1 824 725 96.2 80.7
Employment/population ratios . . .. .. .. . .. . .. 67.9 93.0 80.7 66.3 91.8 779

Netherlands Unemployment rates 7.3 2.9 33 26.6 11.6 14.9 10.0 85 3.2 109 5.2 2.7 12.0 5.0 2.6
Labour force participation rates 49.2 93.0 65.3 52.3 92.2 54.2 61.8 93.4 45.7 62.6 92.3 41.8 65.5 92.8 42.3
Employment/population ratios 45.6 90.3 63.2 38.4 81.5 46.1 55.6 85.5 44.2 55.8 87.5 40.7 57.7 88.2 41.1

New Zealand Unemployment rates .. .. .. .. .. .. 149 6.6 49 15.6 7.0 5.5 12.0 51 36
Labour force participation rates .. . . . .. .. 714 93.4 56.8 69.8 92.3 62.9 714 92.1 65.4
Employment/population ratios .. .. .. .. .. .. 60.8 87.3 54.0 58.9 85.9 59.5 62.8 87.4 63.0

Norway Unemployment rates 5.7 6 1.0 7.2 24 17 10.4 42 3.0 11.2 4.7 34 9.2 4.0 32
Labour force participation rates 53.9 92.8 82.0 66.9 95.1 80.3 63.9 92.3 72.8 57.8 90.6 715 58.0 91.2 72.3
Employment/population ratios 50.8 92.2 81.1 62.1 92.8 78.9 57.3 88.4 70.7 51.3 86.3 69.1 52.6 87.6 70.0

Portugal Unemployment rates 10.2 2.4 0.3 13.2 2.6 1.9 7.8 21 2.2 12.1 48 49 15.1 53 49
Labour force participation rates 78.3 95.0 75.6 70.7 94.5 70.4 61.1 94.0 66.9 50.8 93.6 63.5 47.2 93.6 61.9
Employment/population ratios 703 92.8 754 61.4 92.0 69.0 56.4 92.0 65.4 447 89.1 60.5 40.1 88.6 58.9

Spain Unemployment rates 17.7 5.7 5.0 33.7 115 8.8 26.2 9.3 8.4 374 16.4 133 37.0 15.3 12.6
Labour force participation rates 70.8 95.6 77.6 68.3 94.5 715 54.6 94.1 62.4 54.7 92.9 56.1 4717 92.5 54.9
Employment/population ratios 58.3 90.1 73.8 45.2 83.6 65.2 40.3 85.4 57.2 343 77.6 48.6 30.1 78.3 48.0

Sweden Unemployment rates 47 13 1.8 7.8 23 4.0 38 13 13 19.0 78 7.8 16.7 7.2 85
Labour force participation rates 718 95.3 79.2 65.7 95.0 77.0 68.7 94.7 75.3 49.4 89.8 69.9 50.1 90.6 70.4
Employment/population ratios 68.4 94.2 778 60.6 92.8 739 66.1 935 744 40.0 828 64.5 41.8 84.0 64.4

Switzerland Unemployment rates .. .. .. .. .. .. . . .. 5.4 3.0 4.7 5.7 2.2 3.9
Labour force participation rates .. .. .. .. . .. . . .. 62.7 97.6 821 64.7 97.6 823
Employment/population ratios .. .. .. .. . .. . . .. 59.3 94.7 782 61.0 95.4 79.1

Turkey Unemployment rates .. .. .. .. .. .. 16.6 52 4.0 17.3 6.2 2.9 17.7 5.6 28
Labour force participation rates .. . . . .. .. 718 94.2 61.3 64.8 93.4 58.3 60.3 93.2 61.4
Employment/population ratios .. .. .. .. .. .. 59.9 89.3 58.8 535 87.6 56.6 49.6 88.0 59.7

United Kingdom Unemployment rates .. .. .. 224 9.3 10.1 11.1 5.6 8.4 191 9.8 11.6 179 85 10.1
Labour force participation rates .. .. .. 69.9 95.2 715 835 94.8 68.1 75.1 93.0 64.1 67.9 92.7 62.5
Employment/population ratios .. .. .. 54.2 86.3 64.3 742 89.5 62.4 60.8 83.9 56.6 55.8 84.8 56.1

United States Unemployment rates 114 34 2.7 18.4 8.2 6.1 11.6 46 3.8 13.2 49 44 125 44 36
Labour force participation rates 75.0 94.4 728 725 93.8 69.4 718 93.4 67.8 703 91.7 65.5 70.2 916 66.0
Employment/population ratios 66.5 912 70.8 59.2 86.1 65.2 635 89.1 65.2 61.0 87.2 62.6 615 87.6 63.6

Source:  OECD, Labour Force Statistics, 1974-1994, Part IIl, forthcoming.
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Table B. Unemployment, labour force participation rates and employment/population ratios by age and sex (cont.)

Women
Percentages
1979 1983 1990 1994 1995
15t024 251054 55t064 [15t024 25t054 55t064 |15t024 25t054 55t064 | 15t024 25t054 55t064 [ 15t024 25t054 55t0 64

Australia Unemployment rates 13.6 51 2.3 16.1 7.5 29 12.4 55 31 15.7 6.9 4.9 14.0 57 41
Labour force participation rates 61.9 51.4 20.3 64.1 53.5 20.5 67.7 66.6 249 65.9 67.4 26.5 67.6 69.2 28.6
Employment/population ratios 53.5 48.8 19.8 53.8 49.5 19.9 59.3 63.0 24.1 55.6 62.7 25.2 58.2 65.2 275

Austria Unemployment rates 5.4 4.0 2.8 6.2 48 29
Labour force participation rates 56.2 68.9 18.0 58.9 733 18.8
Employment/population ratios .. .. .. .. .. 532 66.2 175 55.2 69.8 183

Belgium Unemployment rates 289 15.3 4.1 19.2 103 4.9 234 112 5.9 237 111 4.4
Labour force participation rates 418 54.1 12.3 341 60.8 9.9 33.0 67.2 13.2 317 68.2 133
Employment/population ratios .. .. .. 29.7 45.8 11.8 215 545 9.4 253 59.7 12.4 242 60.6 127

Canada Unemployment rates 12.6 7.3 49 16.8 9.8 7.8 113 75 5.6 14.3 9.0 8.4 14.0 83 8.0
Labour force participation rates 61.7 585 339 | 636 65.6 336 | 67.0 75.7 356 60.6 75.7 374 | 604 75.9 36.3
Employment/population ratios 54.0 54.2 323 529 59.1 309 59.4 70.0 336 519 68.9 343 519 69.6 334

Czech Republic Unemployment rates 7.6 3.8 3.4 6.6 3.6 35
Labour force participation rates 517 88.4 19.7 49.0 87.7 212
Employment/population ratios .. . .. . . .. 47.8 85.0 19.1 45.8 845 205

Denmark Unemployment rates 19.7 85 6.3 11.6 8.4 7.5 10.2 9.0 6.7 123 7.6 9.8
Labour force participation rates 62.2 84.0 417 70.4 87.7 458 65.9 82.7 431 69.4 82.1 40.1
Employment/population ratios . 499 76.8 39.1 62.2 80.3 424 59.1 75.2 40.2 60.9 75.9 36.1

Finland Unemployment rates 10.5 43 55 10.8 39 7.0 52 23 3.8 30.1 145 22.2 28.1 14.6 22.8
Labour force participation rates 52.8 81.2 41.3 53.0 85.8 47.4 54.1 86.0 39.7 39.8 84.7 40.8 39.3 85.1 429
Employment/population ratios 47.2 77.8 39.0 47.3 82.5 44.1 51.3 84.0 38.2 27.8 725 317 28.2 72.7 33.1

France Unemployment rates 18.6 55 51 25.5 7.7 6.9 23.9 10.7 7.6 31.6 13.1 6.7 322 12.6 6.6
Labour force participation rates 442 63.0 39.0 41.0 67.0 327 331 729 311 278 76.7 30.1 26.7 773 30.9
Employment/population ratios 36.0 59.5 37.0 305 61.9 30.4 252 65.1 288 19.0 66.6 281 181 67.5 289

Germany Unemployment rates 5.2 3.8 5.9 117 8.0 8.6 6.0 71 15.2 8.2 10.0 134 8.2 9.4 137
Labour force participation rates 57.2 55.4 28.4 54.8 58.3 26.3 57.4 64.1 26.4 53.3 73.1 284 50.3 73.2 313
Employment/population ratios 54.2 53.3 26.8 48.4 53.7 24.0 54.0 59.6 22.4 48.9 65.8 245 46.2 66.3 27.0

Greece Unemployment rates 30.1 8.6 17 326 8.6 12 36.9 10.7 2.6 377 109 29
Labour force participation rates 36.2 438 25.7 35.3 51.5 24.3 32.6 53.9 23.0 325 55.0 245
Employment/population ratios 253 40.1 252 238 47.1 240 206 48.1 224 20.3 49.0 238

Iceland Unemployment rates 10.0 43 2.3
Labour force participation rates 68.5 86.7 82.9
Employment/population ratios .. .. .. .. . .. . . .. .. . .. 61.6 83.0 81.0

Ireland Unemployment rates 8.1 45 44 16.6 7.8 6.4 16.1 135 8.3 20.5 13.2 8.1
Labour force participation rates 54.2 276 201 52.8 328 202 47.3 45.5 19.9 433 535 209
Employment/population ratios 49.8 263 19.3 441 30.3 18.9 39.6 39.3 18.2 344 46.4 19.2 . .

Italy Unemployment rates 30.7 7.1 7.4 36.5 8.3 6.0 37.8 12.2 2.3 36.5 117 21 37.6 12.6 4.9
Labour force participation rates 39.9 38.9 10.5 40.3 42.4 10.5 40.8 49.5 10.1 346 48.8 8.3 338 53.7 138
Employment/population ratios 21.7 36.2 9.7 25.6 38.8 9.9 254 435 9.9 21.9 43.1 8.2 211 47.0 13.1

Japan Unemployment rates 3.2 1.9 1.2 45 24 2.1 41 21 14 5.3 28 1.9 6.1 31 21
Labour force participation rates 443 56.2 454 44.4 59.5 46.1 44.8 64.2 472 471 65.3 48.1 47.2 65.2 485
Employment/population ratios 429 55.2 448 425 58.1 45.1 43.0 62.9 46.5 446 63.4 472 44.4 63.2 475

Luxembourg Unemployment rates 8.0 39 3.6 47 22 0.0 7.2 3.9 1.2 7.8 3.9 1.0
Labour force participation rates 57.7 40.8 14.7 44.0 49.7 13.8 45.0 55.7 13.4 40.0 52.7 133
Employment/population ratios 53.0 39.2 14.1 42.0 48.6 13.8 418 535 13.2 36.8 50.6 132

Mexico Unemployment rates 83 35 1.7 10.8 41 26
Labour force participation rates 35.8 41.3 25.8 36.0 423 26.9
Employment/population ratios .. .. . . 328 39.8 254 321 40.6 26.2

Netherlands Unemployment rates 8.9 2.8 2.7 231 8.2 8.2 12.3 20.0 5.0 9.4 7.8 5.2 137 7.7 3.7
Labour force participation rates 46.3 34.0 144 50.6 424 144 60.9 58.5 16.7 60.7 64.5 185 63.5 66.4 18.6
Employment/population ratios 42.2 33.0 14.0 38.9 39.0 132 53.4 46.8 15.9 55.0 59.4 175 54.8 61.3 17.9

New Zealand Unemployment rates 13.2 54 4.0 144 6.1 35 11.8 51 27
Labour force participation rates 64.3 69.3 30.8 62.2 70.9 36.7 63.4 71.6 38.9
Employment/population ratios 55.8 65.5 295 532 66.6 35.4 55.9 68.0 379

Norway Unemployment rates 5.6 1.2 0.0 8.3 2.6 0.8 85 38 1.0 9.4 35 1.9 10.4 25 13
Labour force participation rates 52.0 66.0 49.2 56.5 73.2 53.1 56.9 79.2 53.9 53.0 79.4 55.4 53.7 80.4 57.4
Employment/population ratios 49.1 65.2 49.2 51.8 714 52.6 52.1 76.2 53.4 48.0 76.7 54.3 48.1 78.4 56.7

Portugal Unemployment rates 27.3 7.3 0.7 24.6 8.6 2.2 131 55 1.8 16.8 7.0 2.3 17.1 7.0 26
Labour force participation rates 63.7 54.8 324 63.9 64.3 33.7 52.7 68.0 325 413 734 34.2 38.9 74.1 345
Employment/population ratios 46.3 50.7 322 48.2 58.8 33.0 45.8 64.3 320 344 68.3 334 323 68.9 336

Spain Unemployment rates 22.0 4.6 11 43.7 116 29 39.7 20.6 7.2 50.1 28.4 9.8 49.1 275 114
Labour force participation rates 49.4 30.2 219 46.1 333 20.3 475 46.9 19.5 43.1 54.3 19.3 424 55.5 19.9
Employment/population ratios 385 28.9 21.6 25.9 29.4 19.7 28.7 37.2 18.1 215 38.9 174 21.6 40.2 17.6

Sweden Unemployment rates 53 1.6 2.2 8.3 24 3.8 3.7 12 1.6 14.3 5.8 5.0 140 5.9 6.3
Labour force participation rates 69.7 81.1 545 | 65.1 87.0 59.7 67.3 90.4 65.3 49.9 86.0 625 | 49.9 86.2 63.4
Employment/population ratios 66.0 798 533 59.7 849 574 64.8 89.4 64.2 428 81.0 59.4 42.9 811 59.5

Switzerland Unemployment rates 5.8 4.1 3.3 5.3 4.0 19
Labour force participation rates 64.7 743 58.8 62.1 75.0 59.0
Employment/population ratios . . .. 61.0 71.2 56.9 58.8 721 57.9

Turkey Unemployment rates 15.0 59 1.0 131 57 04 10.8 45 2
Labour force participation rates 394 36.0 26.6 35.7 335 24.3 34.7 34.1 26.7
Employment/population ratios 335 339 26.4 31.0 316 242 30.9 325 26.7

United Kingdom Unemployment rates 9.0 59 5.0 12.6 6.4 54 125 6.1 3.9
Labour force participation rates 724 729 38.7 65.1 74.0 40.7 59.3 74.0 40.9
Employment/population ratios .. .. .. .. . .. 65.9 68.6 36.7 56.9 69.3 385 51.8 69.5 39.3

United States Unemployment rates 12.2 5.2 3.2 15.8 7.7 5.0 10.7 46 2.8 11.6 5.0 3.9 11.6 45 36
Labour force participation rates 62.5 62.3 417 61.9 67.1 415 62.9 74.0 452 625 753 48.9 62.3 75.6 49.2
Employment/population ratios 54.8 59.0 40.4 522 62.0 39.4 56.1 70.6 44.0 55.3 715 47.0 55.1 722 475

Source:

OECD, Labour Force Statistics, 1974-1994, Part Ill, forthcoming.




190 EMPLOYMENT OUTLOOK

Table C. Average annual hours actually worked per person in employment?

1973 1975 1979 1983 1990 1992 1993 1994 1995
Total employment
Australia .. .. 1904 1852 1869 1850 1874 1879 1876
Canada 1867 1839 1802 1731 1738 1714 1718 1735 1737
Finland® .. .. .. 1809 1764 1768 1744 1780 1775
Finland¢ 1915 1899 1 868 1821 1764 1742 1754 1771 ..
France 1904 1 865 1813 1711 1668 1654 1639 1635 1631
Germany 1868 1801 1764 1733 1616 1610 1582 1575 1559
Italy 1885 1841 1788 1764 .. .. .. . ..
Japan 2201 2112 2126 2 095 2 031 1965 1905 1898 .
Mexico .. .. .. .. .. .. 1804 .. 1834
New Zealand .. .. .. .. 1820 1812 1844 1851 1843
Norway 1712 1671 1516 1487 1432 1437 1435 1434 1424
Portugal .. .. .. .. .. 2 004 2 000 2 009 ..
Spain .. .. 1988 19111 1829 1815 1 806 1807 1807
Sweden 1557 1516 1451 1453 1480 1485 1501 1532 1544
Switzerland .. .. . . . 1637 1633 1639 .
United Kingdom 1929 1 886 1821 1719 1773 1720 1715 1728 | 1735
United States 1924 1890 | 1905 1882 | 1943 1919 1946 | 1945 1952
Dependent employment

Finland® .. .. .. .. 1 668 1672 1634 1674 1673
France 1771 1720 1667 1558 1539 1536 1521 1520 1520
Germany 1804 1736 1699 1668 1 566 1557 1528 1518 1499
Italy 1842 1799 1748 1724 1694 1691 1687 1682 ..
Japand 2184 2 064 2114 2 098 2 052 1972 1913 1904 1909
Japan® .. .. .. .. 2 064 1982 1920 1910 1910
Mexico .. .. .. .. .. .. 1921 .. 1933
Netherlands 1724 1628 1591 1530 1433 1413 1404 1 395 1397
Spain .. .. 1895 1821 1762 1746 1734 1733 1737
United States 1 896 1863 I 1884 1 866 1936 1914 1939 | 1947 1953

a)  The concept used is the total number of hours worked over the year divided by the average numbers of people in employment. The data are intended for comparisons of trends over
time; they are unsuitable for comparisons of the level of average annual hours of work for a given year, because of differences in their sources. Part-time workers are covered as well
as full-time.

b)  Data estimated from the Labour Force Survey.

c) Data estimated from National Accounts; total employment figure for 1994 is preliminary.

d)  Data refer to establishments with 30 or more regular employees.

e) Data refer to establishments with 5 or more regular employees.

Sources and definitions:

Australia: Working estimates compiled by the Australian Bureau of Statistics solely for the purpose of measuring growth rates of hours worked in the context of the National Accounts.
Derived from Labour Force Survey data referring to four weeks in the year which are unaffected by major school holidays, with adjustments for the presence of public holidays in
those weeks. The estimates therefore exclude the effects of both public holidays and school holidays, and are considered to be (consistently) biased upwards. Data revised.

Canada: New data series supplied by Statistics Canada, based mainly on the monthly Labour Force Survey supplemented by the Survey of Employment Payrolls and Hours, the annual
Survey of Manufacturers and the Census of Mining.

Finland: Data supplied by Statistics Finland. National Accounts series based on an establishment survey for manufacturing, and the Labour Force Survey for other sectors and for the
self-employed. Alternative series based solely on the Labour Force Survey.

France: Data supplied by Institut National de la Statistique et des Etudes Economiques, produced within the framework of the National Accounts. Data for 1992 to 1994 have been
revised slightly.

Germany: Data supplied by the Institut fiir Arbeitsmarkt- und Berufsforschung, calculated within a comprehensive accounting structure, based on establishment survey estimates of weekly
hours worked by full-time workers whose hours are not affected by absence, and extended to annual estimates of actual hours by adjusting for a wide range of factors, including
public holidays, sickness absence, overtime working, short-time working, bad weather, strikes, part-time working and parental leave for education. Data refer to western Germany;
some revised slighthy.

Italy: Data for total employment provided by ISTAT, based on a special establishment survey discontinued in the mid 1980s. For dependent employment, data for 1983 to 1994 supplied by
Eurostat and from 1960 to 1982 trend in data is taken from the total employment series.

Japan: Data for total employment are Secretariat estimates based on data from the Monthly Labour Survey of Establishments, extended to agricultural and government sectors and to the
self-employed by means of the Labour Force Survey. Data for dependent employment supplied by Statistics Bureau, Management and Coordination Agency, from the Monthly
Labour Survey, referring to all industries excluding agriculture, forest, fisheries and government services.

Mexico: Data supplied by STPS-INEGI from the bi-annual National Survey of Employment, based on the assumption of 44 working weeks per year.

Netherlands: From 1977 onwards, figures are “Annual Contractual Hours”, supplied by Statistics Netherlands, compiled within the framework of the Labour Accounts. Overtime hours are
excluded. For 1970 to 1976, the trend has been derived from data supplied by the Economisch Instituut voor het Midden en Kleinbedrijf, referring to persons employed in the private
sector, excluding agriculture and fishing.

New Zealand: Data supplied by Statistics New Zealand and derived from the quarterly Labour Force Survey, whose continuous sample design avoids the need for adjustments for public
holidays and other days lost. Total employment figures revised slightly.

Norway: Data supplied by Statistics Norway, based on National Accounts and estimated from a number of different data sources, the most important being establishment surveys, the
Labour Force Surveys and the public sector accounts. For 1988 to 1995 data revised due to major revision of National Accounts; for earlier years, trend in data taken from old series.

Portugal: Data derived from the quarterly Labour Force Survey, whose continuous sample design avoids the need for adjustments for public holidays and other days lost, supplied by
Ministério do Emprego e da Seguranca Social.

Spain: New series supplied by Instituto Nacional de Estadistica and derived from the quarterly Labour Force Survey. Series break at 1986/87 due to changes in the survey.

Sweden: Series supplied by Statistics Sweden derived from National Accounts data, based on both the Labour Force Survey and establishment surveys. Figures for 1993 to 1994
revised slightly.

Switzerland: Data supplied by Office fédéral de la statistique. The basis of the calculation is the Swiss Labour Force Survey which provides information on weekly hours of work during one
quarter of the year. The estimates of annual hours are based also on supplementary, annual information on vacations, public holidays and overtime working and have been
extended to correspond to National Accounts concepts.

United Kingdom: Figures refer to Great Britain. Break in series 1994/95 due to small change in the way estimates of employment are derived. For 1992 to 1995, the levels are derived
directly from the continuous Labour Force Survey. For 1984 to 1991, the trend in the data is taken from the annual Labour Force Survey. From 1970 to 1983, the trend corresponds to
estimates by Professor Angus Maddison.

United States: Data supplied by the Bureau of Labor Statistics, on hours paid for non-farm business employees from the Current Employment Statistics program converted to hours
actually worked by means of the annual Hours at Work Survey, and extended to the whole economy by means of the Current Population Survey. Series breaks at 1975/76 and 1989/90
due to changes in population controls and at 1993/94 due to redesigned CPS questionnaire. These data, for average hours per person, differ considerably from those published in
previous editions of the Employment Outlook, which were based on average hours per job.
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Table D. Civilian employment by sector
As a per cent of total employment
Agriculture Industry
1973 1979 1983 1990 1993 1994 1995 1973 1979 1983 1990 1993 1994 1995
Australia 7 7 71 6 5 5 5 36 31 28 1 25 24 24 23
Austria 16 11 10 8 7 7 . 41 40 39 37 35 33 .
Belgium 4 3 3 3 .. .. .. 41 35 31 28 .. .. ..
Canada 7 6 5 4 4 4 4 31 29 26 25 22 23 23
Denmark 10 7 7 6 5 5 . 34 33 28 28 26 27 ..
Finland 171 14 13 8 9 8 8 36 35 33 31 27 27 28
France 11 9 8 6 5 5 5 40 36 34 30 28 27 27
Germany 7 5 51 4 4 3 3 47 44 411 40 39 38 38
Greece 37 31 30 24 21 21 .. 28 30 29 28 24 24 .
Iceland 16 13 12 10 9 9 . 35 35 34 30 25 26
Ireland 24 20 17 15 13 .. .. 32 32 30 29 28 ..
Italy 18 15 12 91 7 7 . 39 38 36 321 33 33 .
Japan 13 1 9 7 6 6 6 37 35 35 34 34 34 34
Luxembourg 8 6 5 3 .. .. .. 44 38 35 30 .. .. ..
Mexico . . .. 23 26 26 . o . 28 22 22
Netherlands 6 5 51 51 .. 4 .. 37 33 28 | 26 | 23
New Zealand 11 11 11 11 11 10 .. 36 34 32 25 23 25 ..
Norway 11 9 8 6 6 5 5 34 30 27 25 23 23 23
Portugal 27 311 23 18 11 12 11 34 35 35 35 33 33 32
Spain 241 20 19 12 10 10 9 37 37 33 33 31 30 30
Sweden 7 6 51 31 3 3 3 37 33 30 | 291 25 25 26
Switzerland 8 7 6 6 4 4 4 45 40 36 35 29 29 29
Turkey 60 54 51 48 44 45 .. 18 20 21 21 22 22 ..
United Kingdom 3 3 3 2 2 2 2 42 39 33 29 26 26 26
United States 4 4 4 3 3 3 3 33 31 28 26 24 | 24 24
North America? 4 4 4 6 7 7 33 31 28 26 24 24
European Union? 12 10 9 6 6 5 41 38 35 32 32 31
OECD Europe? 6 14 13 11 11 10 39 36 33 31 28 29
Total OECD? 12 10 9 8 8 8 37 34 32 29 27 28
Services Total (thousands)
1973 1979 1983 1990 1993 1994 1995 1973 1979 1983 1990 1993 1994 1995
Australia 57 62 651 69 71 71 72 5783 6 079 6240 1 7840 7 645 7 886 8 217
Austria 43 49 51 55 58 60 .. 3010 3051 3159 3412 3576 3737 .
Belgium 55 61 65 69 . . . 3 656 3 660 3 502 3725 . . .
Canada 63 66 69 71 74 73 73 8761 10760 11 107 13165 13014 13291 13505
Denmark 57| 60 64 67 68 68 .. 2 385 2 440 2 390 2638 2 550 2 506 ..
Finland 471 52 54 61 64 65 64 2 153 2 246 2379 2 457 2 030 2 016 2 060
France 49 55 58 64 67 68 69| 20863 21305 21167 22099 21783 21770 22023
Germany 45 50 541 57 58 59 59| 26649 26120 258101 27988 36026 35894 35830
Greece 36 39 41 48 54 56 .. 3191 3311 3539 3720 3721 3790 .
Iceland 49 51 54 60 66 65 90 103 115 126 137 138
Ireland 44 48 53 56 60 .. 1057 1129 1109 1115 1169 .
Italy 42 47 51 591 60 60 ..| 19006 20057 20350 212151 20153 19801 .
Japan 49 54 56 59 60 60 61| 52570 54810 57320 62480 64 480 64 520 64 556
Luxembourg 48 56 60 66 .. .. .. 151 156 157 189 .. .. ..
Mexico . . .. 50 52 52 . . .. 23403 31344 32439
Netherlands 58 621 671 691 .. 73 4 670 4821 49501 62671 .. 6 631
New Zealand 53 55 57 65 66 65 .. 1143 1263 1 266 1481 1497 1559 ..
Norway 54 61 65 69 71 71 71 1 646 1 862 1910 1994 1971 2 001 2 049
Portugal 39| 341 41 48 56 56 56 3303 3854 4128 4 656 4 396 4371 4 349
Spain 391 43 48 55 59 60 61| 128511 11902 11047 12580 11826 11762 12071
Sweden 56 62 651 681 71 72 71 3877 4180 42251 4447 3964 3927 3990
Switzerland 48 53 58 60 67 67 67 3277 3100 3 257 3543 3784 3772 3779
Turkey 21 26 28 32 34 33 ..| 13908 15507 16 169 18 363 19 001 19 664 ..
United Kingdom 55 59 64 69 72 72 72| 24716 25078 23305 26 640 25043 25202 25512
United States 63 65 68 71 731 73 73| 85062 98821 100831 117914 119 3051123 060 124 900
North America? 63 65 69 68 69 69 93823 109581 111938 154482 163 663 168 790
European Union? 47 52 56 61 63 64 131538 133 310 131217 143 148 136 237 141 407
OECD Europe? 45 50 53 583 61 61 150 459 153 882 152 668 167 174 161 130 166 982
Total OECD? 52 56 59 62 65 64 303 778 325615 329 432 393 457 398 415 409 737

a) Above countries only.
Sources: OECD, Labour Force Statistics 1974-1994, Part Il, forthcoming; and Quarterly Labour Force Statistics.
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Table E. Incidence and composition of part-time employment
Percentages
Part-time employment as a proportion of employment
Men Women

1973 1979 1983 1993 1994 1995 1973 1979 1983 1993 1994 1995
Australia 3.7 5.2 6.2 10.3 10.9 111 28.2 35.2 36.4 42.3 42.6 42.7
Austria 14 1.5 1.5 1.7 3.0 4.0 15.6 18.0 20.0 22.8 25.2 26.9
Belgium 1.0 1.0 2.0 2.3 2.5 2.8 10.2 16.5 19.7 28.5 28.3 29.8
Canada 4.7 6.5 8.7 11.0 10.7 10.6 19.4 253 28.1 28.8 28.6 28.2
Czech Republic .. 3.0 3.6 31 .. .. .. 10.8 10.9 10.8
Denmark 5.2 6.6 11.0 10.0 10.4 46.3 44.7 374 344 355
Finland .. 3.2 45 6.2 6.0 5.7 .. 10.6 125 111 11.2 11.3
France 1.7 24 25 4.1 4.6 5.0 12.9 17.0 20.1 26.3 27.8 28.9
Germany 1.8 15 1.7 29 3.2 3.6 244 27.6 30.0 32.0 33.1 33.8
Greece 3.7 2.6 31 2.8 12.1 7.6 8.0 8.4
Iceland .. 9.9 .. 124 .. .. 475 .. 51.4
Ireland .. 2.1 2.7 48 51 . .. 13.1 155 21.3 21.7 .
Italy 3.7 3.0 2.4 25 2.8 2.9 14.0 10.6 9.4 11.0 124 12.7
Japan 6.8 75 7.3 114 11.7 10.1 251 27.8 29.8 35.2 35.7 34.9
Luxembourg 1.0 1.0 1.2 1.0 1.3 11 18.4 17.1 18.0 18.3 19.5 20.3
Mexico .. 21.1 20.4 19.4 .. .. 39.2 40.1 40.6
Netherlands? .. 55 6.9 15.3 16.1 16.8 .. 44.0 50.3 64.5 66.0 67.2
New Zealand 4.6 4.9 5.0 9.7 9.7 9.3 24.6 29.1 314 35.7 36.6 36.1
Norway? 8.6 10.6 115 9.7 9.5 9.4 47.8 51.7 54.9 47.6 46.5 46.6
Portugal 25 4.5 4.7 4.2 16.5 111 12.1 11.6
Spain .. . 24 2.6 2.8 .. .. 14.8 15.2 16.4
Sweden¢ 54 6.3 9.1 9.7 9.4 46.0 45.9 41.4 41.0 40.3
Switzerland 8.6 8.8 8.6 54.1 55.3 54.7
Turkey .. .. . 19.7 16.2 114 .. .. .. 41.4 41.2 28.7
United Kingdom 2.3 1.9 3.3 6.6 7.1 7.7 39.1 39.0 42.4 43.9 44.4 443
United States? 8.6 9.0 10.8 11.0 115 11.0 26.8 26.7 28.1 25.5 27.7 274

Part-time employment as a proportion Women'’s share in part-time employment
of total employment

1973 1979 1983 1993 1994 1995 1973 1979 1983 1993 1994 1995
Australia 11.9 15.9 175 23.9 244 24.8 79.4 78.7 78.0 75.3 74.2 74.4
Austria 6.4 7.6 8.4 10.1 12.1 13.9 85.8 87.8 88.4 89.7 85.3 83.8
Belgium 3.8 6.0 8.1 12.8 12.8 13.6 82.4 88.9 83.9 89.3 88.1 87.5
Canada 9.7 13.8 16.8 19.1 18.8 18.6 68.4 71.0 69.8 68.3 68.8 68.8
Czech Republic .. . 6.4 6.8 6.5 .. .. 74.0 70.0 73.3
Denmark 22.7 23.8 23.3 21.2 21.6 86.9 84.7 74.9 74.4 73.3
Finland .. 6.7 8.3 8.6 8.5 8.4 .. 74.7 71.7 63.1 63.6 64.7
France 59 8.1 9.6 13.7 14.9 15.6 82.3 82.1 84.3 83.3 82.7 82.0
Germany 10.1 11.4 12.6 15.1 15.8 16.3 89.0 91.6 91.9 88.6 88.1 87.4
Greece 6.5 4.4 4.8 4.8 61.2 61.6 58.9 62.7
Iceland .. . 27.3 .. 30.7 .. .. 80.4 .. 78.6
Ireland .. 51 6.7 10.8 11.3 . .. 71.2 715 717 715 .
Italy 6.4 53 4.6 5.4 6.2 6.4 58.3 61.4 64.8 70.5 71.1 70.6
Japan 13.9 154 16.2 21.1 214 20.1 70.0 70.1 729 67.7 67.5 70.1
Luxembourg 5.8 5.8 6.7 7.3 8.0 7.9 87.5 87.5 87.6 91.2 89.5 91.0
Mexico .. . 26.7 26.7 26.2 .. .. 45.8 47.8 50.0
Netherlands? .. 16.6 21.2 35.0 36.4 37.4 .. 76.4 78.4 73.7 73.8 73.6
New Zealand 11.2 13.9 15.3 21.2 21.6 21.2 72.3 7.7 79.8 74.2 74.9 75.7
Norway? 23.0 27.3 29.6 27.1 26.5 26.5 76.4 77.0 77.3 80.6 80.6 80.8
Portugal 7.8 7.4 8.0 75 80.4 66.3 67.1 69.1
Spain .. . 6.6 6.9 7.5 .. .. 75.6 74.9 75.7
Sweden¢ 23.6 24.8 24.9 249 24.3 87.5 86.6 81.3 80.1 80.1
Switzerland 28.1 28.8 28.3 82.5 82.7 82.7
Turkey .. .. . 26.3 23.6 16.6 .. .. .. 47.9 51.7 52.3
United Kingdom 16.0 16.4 19.4 23.4 23.8 241 90.9 92.8 89.8 84.5 83.6 82.3
United States? 15.6 16.4 18.4 17.6 18.9 18.6 66.0 68.0 66.8 66.0 67.3 68.0

a) Break in series after 1985.
b) Break in series after 1987.

¢) Break in series after 1986 and after 1992.

d) Break in series after 1993.




EMPLOYMENT OUTLOOK 193

Table E. Incidence and composition of part-time employment, 1973-1995 (cont.)
Percentages

Notes: The definition of part-time work varies considerably across OECD countries. Essentially three main approaches can be distinguished: i) a classification
based on the worker’s perception of his/her employment situation; ii) a cut-off (generally 30 or 35 hours per week) based on usual working hours, with
persons usually working less hours being considered part-timers; iii) a comparable cut-off based on actual hours worked during the reference week.

A criterion based on actual hours will generally yield a part-time rate higher than one based on usual hours, particularly if there are temporary reductions in
working-time as a result of holidays, illness, short-timing, etc. On the other hand, it is not entirely clear whether a classification based on the worker’s
perception will necessarily yield estimates of part-time work that are higher or lower than one based on a fixed cut-off. In one country (France) which
changed from 1981 to 1982 from a definition based on an actual hours cut-off (30 hours) to one based on the respondent’s perception, the latter criterion
appeared to produce slightly higher estimates.

Other factors as well affect the international comparability of the estimates. In some countries, the hours cut-off is based on hours for the main job, in
others on total hours for all jobs. Certain countries do not consider unpaid family workers to be employed unless they work more than a minimum number
of hours, so that such workers do not enter into counts for part-time workers. The following describes the sources and definitions used for OECD countries,
as well as the adjustments made by the Secretariat to ensure historical comparability.

Sources and definitions: Estimates for Belgium, Denmark, Germany, Greece, Ireland, Italy, Luxembourg, Portugal, Spain and the United Kingdom are from the
annual European Labour Force Survey and were obtained from Labour Force Survey, Theme 3, Series C (Eurostat) and from Commission sources. Due to
changes in the new European labour Force Survey introduced by Eurostat in 1992 for European Union countries, data for 1992 and thereafter are not
directly comparable with those for previous years. The part-time/full-time delineation is based on the respondent’s own classification. Exceptions are
Greece and Italy. For the former, a person is considered to be part-time if working fewer hours than stipulated in collective agreements applicable for the
type of job at which the person is working. For Italy, a similar criterion is applied, i.e., a person works part-time if, in agreement with the employer, fewer
than normal hours are worked in his/her particular type of employment.

Australia: Estimates are from the Labour Force Survey for the month of August (The Labour Force Australia, Australian Bureau of Statistics, catalogue
No. 6203.0). Part-time workers are those who usually work less than 35 hours a week and who did so during the survey week. Prior to 1969, school teachers
who usually worked less than 35 hours per week but who worked the full week during the reference week were considered part-time. They are now
assimilated to full-time workers. Estimates prior to 1986 do not include unpaid family workers working less than 15 hours per week. No adjustments have
been carried out for these breaks.

Austria: Data are based on averages of quarterly estimates from the Mikrozensus (Central Statistical Office of Austria), based on a usual hours criterion with a
35 hours cut-off. They are salaried workers and persons in private households only. Up to 1993 persons working less than 11 hours per week are not
considered employed in the Mikrozensus. From 1994 onwards the international definitions are applied.

Canada: Data are based on averages of monthly estimates from the Labour Force Survey published in The Labour Force, Statistics Canada, catalogue
No. 71-001. Part-time is defined on the basis of total usual hours for the main job, less than 35 for the years prior to 1975, less than 30 thereafter. Estimates
were available for both definitions for 1975, and estimates for years prior to then have been adjusted using a ratio of new-to-old estimates calculated
for 1975.

Czech Republic: Data are averages of quarterly estimates from the Labour Force Sample Survey. Part-time work is based upon the respondent perception of
his/her main job. Persons in employment but not working for 4 weeks or more are excluded.

Finland: Data are based on averages of monthly estimates from the Labour Force Survey. Part-timers are persons who usually work less than 30 hours at their
main job. Persons who did not indicate their working time (approximately 1-2% of the employed sample) have been grouped with full-timers. Unpaid family
workers who worked less than one-third of their normal working time are not considered employed.

France: Data are from the annual Enquéte sur I'emploi conducted in March of each year. Prior to 1975, unpaid family workers working less than 15 hours per
week were not considered employed. Up to and including 1981, persons working less than 30 hours during the reference week were classified as part-timers,
with the exception of persons without regular employment and persons working short-time. From 1982 on, part-time work is defined on the basis of the
respondent’s perception. No adjustments have been made for these breaks. Full-time employment for men excludes conscripts.

Iceland: Data are annual estimates based on the Statistical Bureau’s biannual Labour Market Surveys, and were provided by the National Economic Institute.
The definition of part-time work differs from that used in the surveys and is based on the number of weekly working hours; full-time employed are persons
working 35 or more hours per week.

Japan: Data are based on averages of monthly estimates from the Labour Force Survey and published in the Annual Report on the Labour Force Survey,
Statistics Bureau. Part-timers are persons who were at work and who worked less than 35 hours during the reference week. Original data show a series break
in 1966-1967 as a result of changes in the survey. Estimates prior to 1967 have been chain-linked to those for later years using estimates available for 1967
on both the old- and new-series basis.

Mexico: Data are estimates from the Encuesta Nacional de Empleo (ENE) conducted in 1991 and 1993 by the Secretaria del Trabajo y Prevision Social (STPS) in
coordination with the Instituto Nacional de Estadistica Geografia e Informatica (INEGI). Part-time workers are persons who worked less than 35 actual
hours during the reference week.

Netherlands: Data are from the annual Labour Force Survey (Arbeitskrachtentelling, conducted in odd-numbered years) up to 1985, replaced by the continuous
Labour Force Survey (Enquéte Beroepsbevolking) from 1987 on. Interviews up to 1985 were conducted by local civil servants, and thereafter by a permanent
trained interviewing staff. Part-timers are persons in the working population (i.e. persons at work, including self-employed and unpaid family workers) with
less than 35 usual hours in the main job. The proportion of part-timers recorded by the Labour Force Survey increased substantially in 1987 relative to
the 1985 survey. Estimates from the new and old surveys are not considered comparable.

New Zealand: Up to 1985, estimates are from the Quarterly Employment Survey (of establishments) and refer to the month of April up to 1979 and May
thereafter. Figures were obtained from the Labour and Employment Gazette and from national authorities. The survey covers business establishments
employing two or more persons in all industries except agriculture, hunting, fishing, waterfront work, seagoing work, and domestic service in private
households. Working proprietors of businesses are considered full-timers. Work schedules of less than 30 hours per week are considered to be part-time.
Coverage of total employment is estimated to be about 75 per cent (1988). Estimates of the proportion of part-time workers from this source were
approximately 3 per cent lower for men and 6 per cent lower for women in 1988 than estimates from the Labour Force Survey (for which data are available
only from 1986 on). From 1986 on, data are based on annual averages of quarterly estimates from the New Zealand Labour Force Survey. Part-time workers
are persons who actually worked less than 30 hours in the reference week, except for persons who usually work 30 hours or more but did not work during
the reference week, who are classified as full-timers. From April 1990 on, full-time and part-time status is based on usual hours worked. Persons who
usually work 30 hours or more in the survey reference week are classified as full-timers, those who usually work less than 30 hours in the survey reference
week are classified as part-timers. The definition was changed in April 1990 to reduce the seasonality that was occurring whith usual hours worked. National
authorities provided figures from 1986 onwards using the new definition. Estimates prior to 1986 have been chain-linked to those for later years using a
ratio of new-to-old estimates calculated for 1986.

Norway: Figures are averages of quarterly estimates from the Labour Force Survey and were obtained from Arbeidsmarked Statistikk, Statistisk sentralbyrd, and
from national authorities. Up to 1988, only data on actual hours were available, and part-time work was defined as work of less than 35 actual hours per
week. From the second quarter 1988, data on usual hours are collected. On this basis, part-time work is defined as work of less than 37 usual hours, except
for persons working 30 to 36 usual hours who state that their work is full-time. Data prior to 1987 exclude unpaid family workers working less than 10 hours
per week. There is a break in series after 1987. Estimates prior to 1989 have been chain-linked to those for later years using a ratio of new-to-old estimates
calculated for 1989.
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Table E. Incidence and composition of part-time employment, 1973-1995 (cont.)
Percentages

Sweden: Data are based on averages of monthly estimates from the Labour Force Survey and were obtained from Arbetskrafts Undersékningen (AKU), Central
Bureau of Statistics. Part-timers are persons 16-64 who usually work less than 35 hours per week. Prior to 1975, persons usually working less than 35 hours
for economic reasons were classified as full-time. The upper age limit for the survey’s working-age population changed from 74 to 64 in 1986. Accordingly,
to ensure historical comparability, part-timers in the 65-74 age group have been excluded from the data for years prior to 1986. Due to a revision in the
Labour Force Survey in 1987, there is a break in series after 1986.

Switzerland: Data are estimates from the Enquéte Suisse de Population Active (ESPA) conducted on the second quarter of each year, and were provided by the
Swiss Federal Statistical Office. Part-time work is defined on the basis of the respondent’s perception of his/her main job.

Turkey: Data are annual averages from the results of the Household Labour Force Surveys conducted in April and October and were provided by the State
Institute of Statistics. Persons working usually less than 36 hours during the reference week are classified as part-timers.

United States: Data are based on averages of monthly estimates from the Current Population Survey and were obtained from Labor Force Statistics Derived from
the Current Population Survey, 1948-1987, Bureau of Labor Statistics, 1988. Persons whose usual working hours for all jobs total less than 35 hours per
week are classified as part-time workers. Unpaid family workers working less than 15 hours per week are not considered employed. Due to a major redesign
of the Current Population Survey, data for 1994 are not directly comparable with data for previous years.

Table F. Working-age population (15-64) Table G. Total labour force?
Average annual growth rates in percentages Average annual growth rates in percentages
1994 1994
1973-75 1975-79 1979-83 1083-93 1094 19954 | \Working-age 197375 1975.70 1979-83 1983.93 1994 1995b| abour
population force
(000s) (000s)
i C
Australia 18 16 18 150 11 12 11 903 Australia L9 i3 18 200 17 28 8829
. Austria -0.8 1.0 14 13 38 01 3876
Austria 02 06 11 07 03 06 5411 Beluium 1 08 05 0z 19 08| 4349
Belgium 08 07 05 02 05 02 6736 9 : : : : 2
Canada 26 20 14 15 10 12 19 813 Canada 37 39 20 15 11 06 14905
. Czech Republic .. .. .. .. 11 04 5 250
Czech Republic . . . . 1.0 1.0 6 957 Denmark 08 189 09 06 —40 05| 2777
Denmark 02 04 06 04 03 00 3511 : : : : o
] d — —
Finland 07 04 06 03 02 02 3404 Finland L3 049 13 02 02 08} 2502
France 0.7 1.0 0.5 0.6 11 04| 25481
France 07 07 13 06 03 03 37 885 o 05 03 10 0767 01 04 | 39 646
Germany 01 04 13  04° 04 03 55 473 Y : : : : 4
Greece 07 13 13 09 06 06 7036 Greece 03 08 33 07 18 13 4188
Iceland 2.6 1.9 31 22 08 13 145
Iceland 2L 15 16 12 09 04 n Ireland 11 16 15 07 19 13| 1423
Ireland 19 17 13 07 10 08 2261 : : : : Sl
— -1.79
taly 06 07 09 01 03 02 28 520 Italy 0.8 12 09 01 -179 02 | 22858
Japan 0.0 13 13 12 05 03| 66450
lapan 09 08 08 08 00 02 87000 Luxembour 21 01 03 06 12 -21| 171
Luxembourg 1.8 0.3 0.8 0.7 1.2 13 274 g ' ' ’ ' ’ ’
. Mexico . . . .. 38 32| 33606
Mexico - " . . 23 28 51 546 i e g
Netherlands 14 14 13 08 0l 05 10 499 :‘;wezre'aa:‘:: | ;i 1'2 i'g ééc ;'g ;; Z igg
New Zealand 26 09 14 106 11 16 2295 : : : : S
Norway 06 06 07 06 04 04 2798 Norway 20 28 10 06 09 16} 2151
d Portugal 15 15 0.4/ 04 10 -04| 4769
Portugal 339 10 24 04 06 04 6678 ) p
) Spain 04  -01¢ 07 12 09 09| 15701
Spain 0 13 11 08 06 05 26 585 Sweden 19 08 06 0269-13 13| 4266
Sweden 01 02 04 03° 05 03 5 594 : : : : S
Switzerland 04 02 12 07 06 06 4745 Switzerland 23 02 14 18 04 03} 3917
Turkey 21 22 08 17 29 18| 21903
Turkey 30 27 32 29 26 09 37 876 ey
ey United Kingdom 05 07 00 06 -05 -0.4 | 28026
United Kingdom 0.1~ 05 06 03 01 02 87755 United States 23 28 15 13 23 09 |132474
United States 17 17 12 08 09 10 | 170154 : : : : =
icak
North America® 1.8 17 12 33 12 14 | 241513 North America 24 29 16 34 25 13180 985
© European Union 0.6 0.7 0.8 12 04 02 [167 223
European Union 0.5 0.7 1.0 0.9 0.2 03 247 632 OECD Europek 07 09 08 15 07 04 |200589
OECD Europe® 07 09 13 13 06 04 | 300179 P : : : : L0
k
Total OECD @ 11 11 12 19 07 07 | 642890 Total OECD 12 6 12 22 14 08 1458 561
a) Secretariat estimates based on &ital; OECD Economic Outlook,&norm; No.&nbsp;59, @) These data are not necessarily the same as those in Table 1.2, some of which are

derived from other sources.

b)  Secretariat estimates based on OECD Economic Outlook, No. 59, June 1996.
¢)  Break in series between 1985 and 1986.

d)  Break in series between 1975 and 1976.

e) Break in series between 1986 and 1987.

f) Break in series between 1990 and 1991.

g)  Break in series between 1992 and 1993.

h)  Break in series between 1973 and 1974.

i) Break in series between 1982 and 1983.

) Break in series between 1993 and 1994.

k) Above countries only.

Sources:  OECD, Labour Force Statistics, 1974-1994, Part |l, forthcoming; Quarterly
Labour Force Statistics.

June&nbsp;1996.
b) Break in series between&nbsp;1985 and&nbsp;1986.
¢) Break in series between&nbsp;1986 and&nbsp;1987.
d) Break in series between&nbsp;1973 and&nbsp;1974.
e) Above countries only.
Sources: OECD, &ital;Labour Force Statistics, 1974-1994,&norm; Part&nbsp;ll,
forthcoming&semi; &ital;Quarterly Labour Force Statistics.&norm;
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Table H. Total labour force — men Table I. Total labour force — women
Average annual growth rates in percentages Average annual growth rates in percentages
1994 1994
1973-75 1975-79 1979-83 1983-93 1994 1995 "fobr‘c’:’ 1973-75 1975-79 1979-83 1983-93 1994 1995 "%t;‘c’;"
(000s) (000s)

Australia 0.8 1.0 13 132 11 20 5105 Australia 4.0 2.0 2.6 312 26 40| 3725
Austria -0.7 0.9 15 07 22 - 2215 Austria -0.9 1.2 13 21 6.0 . 1661
Belgium 0.4 -0.1 -0.3 -04 19 05 2484 Belgium 2.6 2.6 1.8 14 18 13 1867
Canada 2.6 2.8 11 09 12 02 8 239 Canada 5.6 5.6 35 23 11 11| 6666
Czech Republic .. .. .. .. 12 09 2 806 Czech Republic .. .. .. .. 10 -01 2 444
Denmark 0.3 0.1p 0.1 03 -28 1499 Denmark 1.6 4.1b 21 09 -54 1278
Finland 0.6 0.0b 0.8 -02 -04 08 1325 Finland 2.0 0.8b 1.8 -02 -01 08 1177
France 0.2 0.2 -0.1 00 10 01| 14192 France 1.6 2.3 14 14 12 12| 11288
Germany -1.1 0.0 0.8 036901 -04| 22841 Germany 0.6 0.8 12 126402 -0.4| 16 805
Greece -0.4 0.6 18 02 15 02 2623 Greece 2.0 11 6.5 16 24 27 1571
Ireland 0.6 14 0.8 -04 11 - 894 Ireland 2.6 2.2 3.2 28 43 . 535
Italy 0.4 0.2 0.4 -13¢ 09 -03| 14491 Italy 1.9 3.4 19 -2.2¢ -0.7 08| 8366
Japan 0.9 0.7 0.9 10 04 04| 39510 Japan -1.5 21 1.8 14 05 02| 26940
Luxembourg 11 -0.6 -0.5 00 00 -01 108 Luxembourg 4.7 17 21 15 33 -52 64
Mexico 33 25| 23004 Mexico 48 47| 10602
Netherlands 0.0 0.1 0.79 1.0¢€ 08 05 4232 Netherlands 45 33 6.29 41¢€22 31| 2952
New Zealand 21 0.6 0.6 0.0 20 23 960 New Zealand 5.2 3.2 1.9 162 37 30 748
Norway 14 1.0 0.2 00 08 13 1172 Norway 3.2 43 21 13 11 20 979
Portugal 157 0.5 0.29 -03 10 -07 2 644 Portugal 157 3.0 0.89 12 09 -01| 2125
Spain 0.8 -0.1b 0.3 01 -04 -01 9 836 Spain -0.6 0.00 15 34 30 27| 5864
Sweden 0.5 -0.1 -0.2 0.1¢e-12 15 2218 Sweden 338 21 1.6 0.4¢¢-13 10| 2048
Switzerland -2.5 -0.6 1.0 12 -10 06 2323 Switzerland -1.8 0.6 21 27 04 -02 1595
Turkey .. .. .. .. 35 09| 15606 Turkey .. .. .. .. 16 32 6 297
United Kingdom -0.3 0.1 -0.2 -01 -11 -0.8| 15767 United Kingdom 18 17 0.2 15 02 02| 12260
United States 13 18 0.9 09 16" 07| 72062 United States 38 43 24 19 32h 12| 60412
North America/ 1.4 1.9 0.9 34 19 1.0 103305 North America’ 4.0 4.4 25 34 32 16| 77680
European Union -0.1 0.0 0.3 0.5 0.2 97 367 European Union 2.0 2.0 15 21 07 69 861
OECD Europe’ -0.1 0.0 0.4 22 06 119 274 OECD Europe’ 1.9 2.0 1.6 33 08 81176
Total OECD/ 0.6 0.8 0.7 24 11 268 154 Total OECD! 21 2.9 2.0 30 18 190 269
a) Break in series between 1985 and 1986. a) Break in series between 1985 and 1986.
b)  Break in series between 1975 and 1976. b)  Break in series between 1975 and 1976.
c) Break in series between 1986 and 1987. c) Break in series between 1986 and 1987.
d)  Break in series between 1990 and 1991. d)  Break in series between 1990 and 1991.
e)  Break in series between 1992 and 1993. e)  Break in series between 1992 and 1993.
f) Break in series between 1973 and 1974. f) Break in series between 1973 and 1974.
9) Break in series between 1982 and 1983. a9) Break in series between 1982 and 1983.
h) Break in series between 1993 and 1994. h) Break in series between 1993 and 1994.
i) Above countries only. i) Above countries only.
Sources:  OECD, Labour Force Statistics, 1974-1994, Part Il, forthcoming; Quarterly Sources:  OECD, Labour Force Statistics, 1974-1994, Part |l, forthcoming; Quarterly

Labour Force Statistics.

Labour Force Statistics.
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Table J. Labour force participation rates?
Percentages

1973 1979 1983 1993 1994 1995b

Australia 69.8 69.2 6931 73.7 742 754
Austria 65.1 649 656 69.2 716 713
Belgium 62.2 628 628 63.7 64.6 650
Canada 66.7 734 753 751 752 748
Czech Republic .. .. .. 753 755 750
Denmark 7591 798 809 826 79.1 787
Finland 7171 755 774 739 735 739
France 678 684 664 66.7 673 673
Germany 694 683 6751 717 715 710
Greece 571 554 599 589 59.6 60.0
Iceland 71.3 731 773 851 851 858
Ireland 635 624 627 624 629 633
Italy 58.7 602 601 589 593 59.6
Japan 717 718 730 76.1 764 765
Luxembourg 648 644 6331 625 625 604
Mexico .. .. .. 642 652 654
Netherlands 576 5651 59.01 675 684 68.8
New Zealand 645 66.3 6531 732 744 749
Norway 68.7 756 765 765 769 77.8
Portugal 64.0| 7361 714 712 714 708
Spain 62.7 1 57.7 56.7 589 59.1 593
Sweden 755 805 8131 776 763 77.0
Switzerland 717 738 745 834 826 819
Turkey 740 712 647 577 578 58.4
United Kingdom 73.0 743 724 747 742 738
United States 684 721 732 7681779 77.8
North America® 68.2 722 734 740 749 749
European Union 66.2 66.3 657 674 675 675
OECD Europe¢ 671 670 658 66.7 66.8 66.8
Total OECD¢ 68.2 695 695 709 713 714
a) Defined as the total labour force divided by the working-age population
(15-64).
b)  Secretariat estimates based on OECD Economic Outlook, No. 59,
June 1996.

¢)  Above countries only.
Sources: OECD, Labour Force Statistics, 1974-1994, Part |1, forthcoming;
Quarterly Labour Force Statistics.
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Table K. Labour force participation rates by sex
Percentages
Men Women

1973 1979 1983 1993 1994 19952 1973 1979 1983 1993 1994  1995a
Australia 91.1 87.6 85.9 | 85.0 84.9 85.6 47.7 50.3 5211 62.3 63.2 65.0
Austria 83.0 81.6 82.2 795 810 . 485 49.1 49.7 58.7  62.1 .
Belgium 83.2 79.3 76.8 72.2 729 73.1 41.3 46.3 48.7 55.2 56.1 56.8
Canada 86.1 89.4 88.5 824 826 818 47.2 57.4 62.2 67.7 678 676
Czech Republic . . . 80.7 809 80.7 . . . 70.0 701 69.4
Denmark 89.61 89.6 87.6 86.9  84.2 61.91 69.9 74.2 783 738
Finland 80.0 | 82.2 82.0 77.6 77.1 775 63.6 | 68.9 72.7 70.0 69.9 70.2
France 85.2 82.6 78.4 745 750 748 50.1 54.2 54.3 50.0 595 60.0
Germany 89.6 84.9 82.6 | 81.2 80.8 80.3 50.3 52.2 525 | 61.8 61.8 61.3
Greece 83.2 79.0 80.0 740 746 743 32.1 32.8 40.4 438 446 456
Ireland 92.3 88.7 87.1 78.6 78.7 .. 34.1 35.2 37.8 46.1 47.6 ..
Italy 85.1 82.6 80.7 748 757 755 33.7 38.7 40.3 433 432 436
Japan 90.1 89.2 89.1 90.2 90.6 90.8 54.0 54.7 57.2 61.8 62.1 62.2
Luxembourg 93.1 88.9 8511 780 772 759 35.9 39.8 4171 463 473 443
Mexico 91.5 91.9 91.6 38.8 40.0 40.7
Netherlands 85.6 7901 773 787 791 791 29.2 33.4 40.3 56.0 574 589
New Zealand 89.2 87.3 84.7 83.3 83.9 84.5 39.2 45.0 45.7 63.2 65.0 65.9
Norway 86.5 89.2 87.2 820 823 830 50.6 61.7 65.5 708 713 72.4
Portugal® .. 909 | 86.9 80.8 81.1 80.2 .. 57.3 56.7 62.0 62.2 61.9
Spain 92.9 83.1 80.5 747 740 736 334 32,6 33.3 430 441 451
Sweden 88.1 87.9 85.9 | 79.4 78.1 79.0 62.6 72.8 76.6 | 75.8 74.4 74.9
Switzerland 100.0 94.6 93.5 99.0 975 976 54.1 53.0 55.2 676 675 67.0
Turkey .. .. .. 80.7 81.4 81.2 .. .. .. 34.0 33.7 34.3
United Kingdom 93.0 90.5 87.5 840 830 821 53.2 58.0 57.2 65.3 65.4 65.4
United States 86.2 85.7 84.7 8471 853 85.0 51.1 58.9 61.9 69.0 70.5 70.7
North America® 86.2 86.1 85.1 859 864  86.2 50.7 58.8 61.9 62.4 637 638
European Union® 88.5 84.5 82.0 78.3 78.2 445 48.4 495 56.5 56.7
OECD Europe® 88.7 84.8 82.3 79.0  79.0 44.7 48.6 49.8 543 545
Total OECD® 88.2 86.0 84.4 83.2 83.5 48.3 53.2 55.2 58.6 59.2

a) Secretariat estimates.

b) Labour force data include a significant number of persons aged less than 15 years.

¢) Above countries only.
Sources: OECD, Labour Force Statistics, 1974-1994, Part Il, forthcoming; Quarterly Labour Force Statistics.
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Table L. Standardised unemployment rates in 18 OECD countries
Per cent of total labour force

North America
Canada
United States

Japan

Central and Western Europe
Belgium
France
Germany?
Ireland
Netherlands
Switzerland
United Kingdom

Southern Europe
Italy
Portugal
Spain

Nordic countries
Finland
Norway
Sweden

Oceania
Australia
New Zealand

Total of above countries

1983 1990 1991 1992 1993 1994 1995
9.7 5.8 7.2 7.9 7.31 6.5 5.9
11.9 8.1 10.3 11.3 11.2 10.3 9.5
9.5 5.6 6.8 75 6.91 6.0 55
2.6 2.1 2.1 2.2 25 2.9 3.1
9.81 6.9 7.41 8.1 9.5 9.7 9.2
12.1 7.2 7.2 7.7 8.6 9.6 9.4
8.3 8.9 9.4 10.3 11.7 12.3 11.6
7.7 4.8 421 4.6 7.9 8.4 8.2
14.0 13.3 14.7 155 15.6 14.3 12.9
12.0 75 7.01 5.6 6.2 6.8 6.5
.. .. 1.8 2.8 3.7 3.8 3.3
12.4) 6.9 8.8 10.1 10.4 9.6 8.7
114 11.6 11.41 12.51 14.1 15.3 15.4
8.8 10.3 9.9 10.51 10.2 111 12.2
7.8 4.6 411 4.1 55 6.8 71
17.0 15.9 16.0 18.1 22.4 23.8 22.7
4.2 3.0 5.0 7.8 10.9 11.11 10.3
5.4 34 75 13.0 17.7 18.2 17.1
34 5.2 55 5.9 6.0 5.4 49
39 1.8 3.3 5.8 9.5 9.81 9.2
.. 7.0 9.6 10.6 10.6 9.4 8.1
9.9 6.9 9.5 10.7 10.8 9.7 8.5
7.7 10.3 10.2 9.4 8.1 6.3

8.61 6.1 6.81 7.51 8.01 7.91 7.6

a) Up to and including 1992, western Germany; subsequent data concern the whole of Germany.

Note: In so far as possible, the data have been adjusted to ensure comparability over time and to conform to the guidelines of the International
Labour Office. All series are benchmarked to labour-force-survey-based estimates. In countries with annual surveys, monthly estimates are obtained by
interpolation/extrapolation and by incorporating trends in administrative data, where available. The annual figures are then calculated by averaging the
monthly estimates (for both unemployed and the labour force). For countries with monthly or quarterly surveys, the annual estimates are obtained by
averaging the monthly or quarterly estimates, respectively. For several countries, the adjustment procedure used is similar to that of the Bureau of Labor
Statistics, US Department of Labor. For EU countries, the procedures are similar to those used in deriving the Comparable Unemployment Rates (CURs) of
the Statistical Office of the European Communities. Minor differences may appear mainly because of various methods of calculating and applying
adjustment factors, and because EU estimates are based on the civilian labour force.

Sources: OECD, Quarterly Labour Force Statistics, No. 1, 1996.
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Table M. Total unemployment Table N. Unemployed men
Thousands Thousands
1973 1975 1979 1983 1993 1994 19954 1973 1975 1979 1983 1993 1994 19952
Australia 106 279 378 6871 939 850 770 Australia 51 139 198 4301 574 505 454
Austria 33 53 65 135 159 139 142 :
Belgi 92 175 304 545 530 644 629 Austria 18 26 2 70 8 2 "
elgium Belgium 48 84 113 253 232 296 282
Canada _ 515 690 870 1504 1649 1541 1422 canada 295 391 471 899 952 885 802
Czech Republic . .. .. .. 204 201 189 Czech Republic o1 P 89
D k 21 1211 157 12 222 1 - " " "
enmar 3 309 86 Denmark 10 69 62 159 159 107
Finland 51 511 143 138 444 456 430 )
France 503 901 1361 1974 2911 3145 2990 Finland 29 29 82 76 259 259 23l
Germany 273 1074 876 2258 3113 3324 3249 France 24 392 581 889 1384 1504 1361
Germany 150 623 417 12731 1508 1652 1615
Greece 64 75 64 302 398 404 414
Iceland 0 1 0 11 8 8 8 Greece 39 41 31 148 164 170 176
Ireland 64 84 88 183 220 204 187 Ireland 53 66 66 140 138 137 -
Italy 603 556 724 938 1188 1354 1399
Italy 1303 1226 1686 21401 2462 2704 2877
Japan 680 1000 1170 1560 1660 1920 2 098 Japan 440 660 740 950 950 1120 1230
Luxembourg 0 0 1 3 2 5 4 Luxembourg 0 0 1 1 1 3 2
Mexico . . . . 641 685 973
Mexico . . . .. 1041 1168 1604
Netherlands 110 260 2801 6741 437 492 474 Netherlands 88 197 1781 4031 217 254 248
New Zealand 2 3 25 761 157 138 103 New Zealand 1 2 15 461 93 81 61
Norway 1 21 18 37 77 70 61
Norway 26 40 38 69 127 116 107
Portugal 901 178 3441 3551 262 331 345 Portugal 42 98 1221 127 125 162 172
Spain 363 625 1129 2351 3483 3741 3586 Spain 267 471 759 1521 1837 1914 1756
Sweden 98 67 88 1511 356 340 332 Sweden 52 32 44 79 219 202 190
Switzerland 0 13 10 29 150 141 127 Switzerland 0 10 5 18 74 75 63
Turkey 987 1148 1463 1343 1601 1739 1633 Turkey . . . .. 1156 1258 1173
United Kingdom 557 838 12341 29841 2865 2586 2254 United Kingdom 476 698 888 2145 2209 1989 1729
United States 4365 7929 6137 10717 87341 7996 7 404 United States 2275 4442 3120 6260 49321 4367 3983
North Americab 4880 8619 7007 12221 11424 10 705 10 431 North America® 2570 4833 3591 7159 6525 5937 5758
European Union 3712 5728 7820 14505 17 952 18 737 18 099 European Union 2094 3382 4096 8222 9729 10074
OECD Europe? 4725 6930 9332 15947 20 042 20 941 20 163 OECD Europe ? 2105 3413 4119 8277 11128 11570
Total OECDP 10 393 16 831 17 912 30 491 34 222 34 554 33 565 Total OECD? 5167 9047 8663 16862 19270 19213
a) Secretariat estimates based on OECD Economic Outlook, No. 59, June 1996. a) Secretariat es_timates based on OECD Economic Outlook, No. 59, June 1996.
b)  Above countries only. b) Above countries only. o )
Sources:  OECD, Labour Force Statistics, 1974-1994, Part II, forthcoming; Quarterly Sources: OECD, Labour Force Statistics, 1974-1994, Part |1, forthcoming; Quarterly Labour

Labour Force Statistics. Force Statistics.
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Table O. Unemployed women
Thousands

1973 1975 1979 1983 1993 1994 19952

Australia 55 140 180 2571 365 346 317
Austria 20 27 37 65 71 67 ..
Belgium 43 91 191 292 297 347 346
Canada 220 299 399 605 697 656 621
Czech Republic .. .. .. .. 113 109 100
Denmark 11 521 95 153 150 115 ..
Finland 22 221 61 62 185 196 198
France 369 509 780 1085 1527 1641 1604
Germany 124 452 459 9851 1605 1672 1634
Greece 25 34 33 154 234 234 242
Ireland 11 18 22 43 81 86 .
Italy 700 670 962 1202 1274 1349 1413
Japan 240 340 430 610 710 800 869
Luxembourg 0 0 1 1 1 2 2
Mexico . . . .. 400 483 623
Netherlands 22 63 1021 2711 220 239 280
New Zealand 1 1 10 301 64 58 49
Norway 15 19 19 32 50 46 46
Portugal 481 80 2221 228 138 169 173
Spain 96 1541 370 830 1646 1827 1831
Sweden 46 36 44 72 137 138 142
Switzerland 0 3 4 11 76 71 65
Turkey .. .. .. .. 445 482 392
United Kingdom 81 140 346 839 656 597 526
United States 2089 3486 3018 4457 38011 3629 3421
North America? 2309 3785 3417 5062 4898 4768 4665
European Union 1618 2348 3725 6282 8223 8680

OECD Europe? 1633 2370 3748 6325 8907 9387

Total OECD? 4238 6636 7785 12284 14944 15359

a)  Secretariat estimates based on OECD Economic Outlook, No. 59, June 1996.

b)  Above countries only.

Sources:  OECD, Labour Force Statistics, 1974-1994, Part |l, forthcoming; Quarterly
Labour Force Statistics.
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Table P. Youth unemployment rates in selected OECD countries
1973 1975 1979 1983 1992 1993 1994 1995 1973 1975 1979 1983 1992 1993 1994 1995
Australia Japan
Age 15-24 33 90 122 179 195 186 16.2 144 Age 15-24 23 30 34 45 44 51 55 61
Age 15-19 47 129 173 226 249 23.0 20.3 20.0 Age 15-19 28 36 41 62 67 71 76 82
Age 20-24 23 59 82 147 161 161 139 111 Age 20-24 22 29 32 41 38 47 50 57
Austria Luxembourg
Age 15-24 50 59 Age 15-24 68 35 44 79 72
Age 15-19 55 6.8 Age 15-19 98 75 122 148 132
Age 20-24 48 55 Age 20-24 51 25 27 64 59
Belgium Mexico
Age 15-24 239 132 184 218 215 Age 15-24 54 54 71 93
Age 15-19 318 215 309 345 333 Age 15-19 57 55 74 99
Age 20-24 218 123 171 204 20.2 Age 20-24 51 52 68 89
Canada Netherlands
Age 15-24 10.1 12.0 128 19.7 17.8 17.7 165 156 Age 15-24 28 63 811|249 78| 9.7 102 131
Age 15-19 125 149 16.0 222 198 20.0 189 185 Age 15-19 .. . ‘ ‘ 9.7 ‘ 11.8 12.2 17.6
Age 20-24 84 99 106 182 165 162 150 137 Age 20-24 701 87 93 110
Czech Republic New Zealand
Age 15-24 74 77 6.8 Age 15-24 185 173 150 11.9
Age 15-19 114 13.0 127 Age 15-19 222 214 193 16.1
Age 20-24 53 51 46 Age 20-24 16.2 147 123 9.1
Denmark Norway
Age 15-24 189 123 146 102 99 Age 16-24 56 7.7 113 117 89 94
Age 15-19 206 86 94 7.0 88 Age 16-19 9.3 10.7 11.8 157 118 109
Age 20-24 17.7 152 185 12.6 10.8 Age 20-24 36 61 111 102 79 88
Finland Portugal
Age 15-24 45 51108 105 235 305 309 272 Age 15-24 .. 98 178183 94 120 141 16.0
Age 15-19 6.0 7.0 ‘ 16,5 153 258 326 321 27.0 Age 15-19 .. 109 214 ‘ 186 105 13.6 151 156
Age 20-24 35 401 78 83 225 296 303 273 Age 20-24 .. 89 1511181 88 112 136 16.1
France Spain
Age 15-24 40 7.8 135 19.7 20.8 246 275 259 Age 16-24 48 9.0]194 376 344 432 428 425
Age 15-19 58 12.1 217 288 228 265 262 244 Age 16-19 6.6 10.9 ‘ 252 477 389 50.3 47.0 50.6
Age 20-24 34 63 109 173 205 244 277 26.1 Age 20-24 34 751152 319 327 405 412 398
Germany Sweden
Age 15-24 11 56 40 110| 62 76 83 85 Age 16-24 52 37 50 801114184 16.7 154
Age 15-19 11 53 35 98| 50 55 60 76 Age 16-19 6.8 55 74 104|112 ‘ 19.3 165 141
Age 20-24 12 58 43 1171 67 83 91 88 Age 20-24 44 28 37 6811151181 16.8 157
Greece Switzerland
Age 15-24 231 250 288 277 279 Age 15-24 47 6.7 56 55
Age 15-19 245 29.7 354 334 342 Age 15-19
Age 20-24 222 234 268 26.0 26.0 Age 20-24
Iceland Turkey
Age 15-24 12.2 Age 15-24 16.2 15.6 15.7 14.9
Age 15-19 14.2 Age 15-19 141 137 146 138
Age 20-24 11.0 Age 20-24 185 17.7 169 16.1
Ireland United Kingdom
Age 15-24 142 92 201 231 251 230 Age 16-24 155 174 16.2 155
Age 15-19 199 125 269 29.7 333 320 Age 16-19 16.3 19.1 186 17.3
Age 20-24 100 69 163 205 223 20.1 Age 20-24 150 165 149 145
Italy United States
Age 15-24 126 128 256 305 315 327|306 328 Age 16-24 105 16.1 118 172 142 134|125 121
Age 15-19 158 16.8 325 395 39.0 40.8|36.4 36.2 Age 16-19 145 199 16.1 224 201 19.0|176 17.3
Age 20-24 104 103 20.8 252 28.6 29.81286 317 Age 20-24 78 136 9.1 145 114 1051 97 91

Source:  OECD, Labour Force Statistic, 1974-1994, Part |11, forthcoming.
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Table Q. Incidence of long-term unemployment from survey-based data in selected OECD countries@ b ¢ d. e
As a per cent of total unemployment

1983 1991 1992 1993 1994 1995

6 months 12 months |6 months 12 months |6 months 12 months |6 months 12 months [6 months 12 months |6 months 12 months
and over and over |and over and over |and over and over |and over and over |and over and over |and over and over

Australia 51.3 25.4 49.6 24.9 58.7 345 57.1 36.5 56.9 36.4 51.4 30.8
Austria .. .. .. .. .. .. .. .. 31.8 18.5 30.0 17.4
Belgium 819 64.2 76.7 62.0 | 74.7 59.0 70.4 53.0 75.2 58.3 71.7 62.4
Canada 28.0 9.5 23.3 7.2 28.1 11.0 30.8 13.8 30.2 14.8 27.1 13.8
Czech

Republic .. .. .. .. .. .. 36.4 18.3 40.9 215 525 30.6
Denmark 65.8 43.4 53.4 3141 49.7 26.8 45.1 25.1 54.0 32.1 46.6 27.9
Finland 30.0 19.2 32.6 9.2 .. .. 52.8 30.6 .. .. 474 32.3
France 66.9 42.2 58.0 37.2 58.1 36.1 58.2 34.2 61.7 38.3 68.9 45.6
Germany 65.8 41.6 54.1 3151 54.9 33.2 59.6 40.0 63.3 439 65.4 48.3
Greece 58.2 33.1 715 476 | 69.9 49.4 70.7 50.6 72.7 50.4 71.9 50.9
Iceland .. .. .. .. .. .. .. .. .. .. 29.2 12.2
Ireland 62.8 36.0 76.3 60.5 | 75.9 57.8 75.9 57.8 78.4 62.5
Italy 80.9 57.1 84.2 68.0 | 69.1 57.7 75.9 57.3 78.6 60.8 79.4 62.9
Japan 32.8 13.3 375 19.1 36.0 15.4 34.0 15.1 34.9 16.9 38.2 18.1
Luxembourg’ (55.1) (34.7) | (375) (20.8)1 | (32.4) (11.8) | (59.0)  (30.8) | (53.9) (29.2) | (475) (22.4)
Mexico .. .. .. .. .. .. .. .. .. .. 7.9 15
Netherlands 69.2 47.8 59.6 455 | 74.3 42.5 68.7 45.4 68.2 43.5 74.4 43.2
New Zealand .. . 41.9 22.1 49.3 29.6 48.5 30.6 45.5 29.4 38.8 22.9
Norway 14.3 4.8 39.1 20.2 41.1 235 45.6 27.2 43.3 28.0 43.3 26.5
Portugal .. .. 58.4 38.6 1 36.2 29.9 36.7 35.2 55.2 41.8 62.3 48.7
Spain 72.8 52.4 68.4 51.1 66.1 47.4 69.6 50.1 73.4 56.1 72.2 56.5
Sweden 24.9 10.3 16.8 4.0 24.9 8.01 31.9 10.9 38.2 17.2 35.2 15.7
Switzerland .. .. 26.5 16.2 36.4 19.1 46.5 19.4 49.0 27.2 49.6 32.3
Turkey .. .. 63.9 39.9 65.4 42.8 66.3 44.3 66.5 44.0 63.7 39.3
United

Kingdom 65.7 45.2 46.6 2851 57.2 354 62.9 425 63.4 45.4 60.7 43.5
United States 23.9 13.3 12.9 6.3 20.3 111 20.1 1151 20.3 12.2 17.3 9.7

a)

b)
c)
d

e)
f

While data from labour force surveys make international comparisons easier, compared to a mixture of survey and registration data, they are not perfect.
Questionnaire wording and design, survey timing, differences across countries in the age groups covered, and other reasons mean that care is required in
interpreting cross-country differences in levels.

The duration of unemployment database maintained by the Secretariat is composed of detailed duration categories disaggregated by age and sex. All
totals are derived by adding each component. Thus, the total for men is derived by adding the number of unemployed men by each duration and age group
category. Since published data are usually rounded to the nearest thousand, this method sometimes results in slight differences between the percentages
shown here and those that would be obtained using the available published figures.

Data are averages of monthly figures for Canada, Sweden and the United States, averages of quarterly figures for Czech Republic, Norway, New Zealand and
Spain, and averages of semi annual figures for Turkey The reference period for the remaining countries is as follows (among EU countries it occasionally
varies from year to year): Australia, August; Austria, April; Belgium, April; Denmark, April-May; Finland, autumn; France, March; Germany, April; Greece,
March-luly; Iceland, April; Ireland, May; Italy, April; Japan, February; Luxembourg, April; Mexico, April; Netherlands, March-May; Portugal, February-April;
Switzerland, second quarter; and the United Kingdom, March-May.

Data refer to persons aged 15 and over in Australia, Austria, Belgium, Canada, Czech Republic, Denmark, France, Germany, Greece, Iceland, Ireland, Italy,
Japan, Luxembourg, Mexico, Netherlands, New Zealand, Portugal, Switzerland and Turkey; and aged 16 and over in Spain, the United Kingdom and the
United States. Data for Finland refer to persons aged 15-64 (excluding unemployment pensioners). Data for Norway refer to persons aged 16-74 and data
for Sweden refer to persons aged 16-64.

Persons for whom no duration of unemployment was specified are excluded.

Data in brakets are based on small sample sizes and, therefore, must be treated with care.

Sources: Data for Austria, Belgium, Denmark, Germany, Greece, Iceland, Ireland, Italy, Luxembourg, the Netherlands, Portugal and the United Kingdom are

based on the European Labour Force Survey and were supplied by Eurostat.

Australia: Australian Bureau of Statistics, The Labour Force Australia.

Canada: Unpublished data from the Labour Force Survey supplied by Statistics Canada.

Czech Republic: Data from the Labour Force Sample Survey supplied by the Czech Statistical Office.

Finland: Unpublished data from the Supplementary Labour Force Survey (biennial since 1989) supplied by the Central Statistical Office.
France: Institut National de la Statistique et des Etudes Economiques, Enquéte sur 'Emploi.

Japan: Statistics Bureau, Management and Coordination Agency, Report on the Special Survey of the Labour Force Survey.

Mexico: Data from the biennial Encuesta Nacional de Empleo (ENE) supplied by the Secretaria del Trabajo y Prevision Social (STPS).
New Zealand: Unpublished data from the Household Labour Force Survey supplied by the Department of Statistics.

Norway: Unpublished data from the Labour Force Survey supplied by the Central Statistical Office.

Spain: Data from the Labour Force Survey supplied by the Ministry of Employment and Social Security.

Sweden: Statistics Sweden, AKU.

Switzerland: Data from the Labour Force Survey supplied by the Swiss Federal Statistical Office.

Turkey: Data from the Household Labour Force Survey supplied by the State Institute of Statistics.

United States: Bureau of Labor Statistics, Employment and Earnings.
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Table R. Incidence of long-term unemployment from survey-based data among men
in selected OECD countries? b. c. d. e
As a per cent of male unemployment
1983 1991 1992 1993 1994 1995

6 months 12 months

6 months 12 months

6 months 12 months

6 months 12 months

6 months 12 months

6 months 12 months

and over and over |and over and over |and over and over | and over and over |[and over and over |and over and over

Australia 56.1 28.8 51.1 25.8 61.5 37.6 59.3 39.5 59.4 38.7 54.2 34.2
Austria .. .. . .. . .. .. .. 30.8 18.4 28.5 17.4
Belgium 78.9 58.0 71.8 57.9 1 717 56.3 65.2 45.7 72.4 53.4 76.4 61.4
Canada 30.2 10.9 24.1 1.7 29.8 12.3 32.9 15.7 32.1 16.8 28.5 155
Czech

Republic .. .. . .. .. .. 35.4 19.2 38.9 20.7 51.5 30.2
Denmark 60.8 38.9 49.5 28.4 | 48.4 25.1 42.4 234 52.1 31.9 51.9 31.9
Finland 32.0 20.7 36.8 9.7 . .. 53.7 34.0 . .. 49.3 35.4
France 62.4 39.0 53.9 34.8 54.8 33.6 54.3 31.6 60.2 37.3 66.8 44.5
Germany 66.5 42.8 56.5 35.8 1 55.6 36.6 55.7 36.5 59.7 40.8 62.9 45.6
Greece 48.8 23.2 63.3 3751 60.3 37.8 64.5 415 65.8 41.3 63.9 42.0
Iceland .. .. .. .. .. .. .. .. .. .. 27.3 10.8
Ireland 67.1 41.4 79.9 65.1 | 78.6 62.0 78.6 62.0 81.0 66.8 .. ..
Italy 78.2 54.5 83.6 66.6 | 68.5 57.7 73.9 54.9 76.5 58.9 78.0 61.9
Japan 34.9 16.3 44.4 22.2 40.7 19.8 38.9 20.0 40.5 21.6 44.4 23.9
Luxembourg 56.5 34.8 41.7 25.0 1 235 5.9 50.0 25.0 58.6 33.2 47.7 24.5
Mexico .. .. .. .. .. .. .. .. .. .. 7.4 1.3
Netherlands 66.8 46.9 64.5 5291 72.3 45.5 64.6 44.4 63.7 42.8 73.4 48.6
New Zealand 46.9 25.6 53.0 33.6 53.5 35.0 50.6 33.7 43.7 26.8
Norway 14.3 2.9 37.6 18.8 40.1 23.2 45.1 25.4 435 28.1 44.4 28.6
Portugal .. .. 53.8 334 31.4 24.3 32.3 30.9 52.8 41.2 60.2 46.2
Spain 69.9 48.9 61.7 42.7 59.0 38.3 64.4 42.5 68.6 49.6 67.2 50.7
Sweden 25.9 10.8 18.1 4.4 26.1 851 34.2 12.2 40.3 19.3 37.2 17.2
Switzerland 25.9 14.8 36.0 14.0 46.3 17.9 46.7 21.3 48.4 32.3
Turkey 60.6 36.8 62.8 40.4 65.1 42.6 64.3 41.9 59.7 34.0
United

Kingdom 70.0 50.7 51.2 3261 61.4 39.6 66.7 47.3 68.5 51.2 66.1 49.5
United States 28.2 16.0 14.9 7.4 22.7 12.6 22.5 1331 22.2 13.9 18.7 11.0

Sources and notes:

See Table Q.
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Table S. Incidence of long-term unemployment from survey-based data among women
in selected OECD countries? b.c. d. e
As a per cent of female unemployment
1983 1991 1992 1993 1994 1995

6 months 12 months

6 months 12 months

6 months 12 months

6 months 12 months

6 months 12 months

6 months 12 months

and over and over |and over and over |and over and over | and over and over |[and over and over |and over and over

Australia 47.0 25.3 47.0 23.4 54.2 29.4 535 31.8 53.2 33.0 47.3 25.6
Austria .. .. . .. . .. .. .. 33.1 185 31.8 17.4
Belgium 84.1 69.0 79.7 64.5 | 76.8 61.0 74.6 59.0 .7 62.6 78.7 63.2
Canada 24.6 7.5 22.1 6.4 25.6 9.2 27.9 11.2 27.6 12.2 25.2 115
Czech

Republic .. .. . .. .. .. 37.2 175 42.6 22.2 53.3 30.9
Denmark 713 48.3 57.2 3431 51.1 28.6 48.1 26.8 55.8 32.4 42.4 24.8
Finland 29.1 19.0 26.3 8.4 . .. 51.3 25.7 . .. 45.1 28.7
France 70.5 44.8 61.1 39.1 60.8 38.1 61.6 36.4 63.0 39.3 70.8 46.6
Germany 65.1 40.2 51.8 2751 54.2 30.4 63.2 43.2 66.7 47.0 67.9 50.9
Greece 67.6 42.9 76.9 54.4 | 76.1 56.9 75.0 57.0 77.9 57.1 77.8 57.4
Iceland .. .. .. .. .. .. .. .. .. .. 31.7 14.0
Ireland 53.9 25.2 70.2 52.8 | 70.9 49.9 70.9 49.9 74.1 55.3 .. ..
Italy 82.9 59.0 84.6 69.0 | 69.7 57.7 7.7 59.4 80.7 62.7 80.8 63.9
Japan 21.4 4.8 27.8 111 29.8 10.5 235 8.8 29.4 11.8 28.4 9.9
Luxembourg 57.7 34.6 154 1541 43.8 18.8 68.4 36.8 48.4 24.3 47.2 20.6
Mexico .. .. .. .. .. .. .. .. .. .. 9.0 1.7
Netherlands 73.0 49.2 55.5 39.2 1 75.8 40.2 72.9 46.5 73.4 44.2 75.4 37.9
New Zealand 34.9 17.0 43.6 235 41.3 24.1 38.4 23.3 32.8 18.0
Norway 14.3 7.1 41.3 22.1 42.8 24.0 46.5 30.2 43.9 29.8 31.4 17.3
Portugal .. .. 61.1 41.7 40.2 34.8 40.5 39.0 57.4 42.4 64.4 51.2
Spain 7.7 58.5 74.6 58.8 73.1 56.2 75.5 58.4 78.4 62.9 77.1 62.2
Sweden 23.8 9.7 145 34 22.8 711 28.5 8.9 35.0 13.9 324 13.6
Switzerland 22.0 14.6 38.3 23.3 46.2 21.8 50.0 33.3 53.8 35.4
Turkey 72.6 48.2 71.8 48.7 69.4 48.8 72.2 49.6 75.6 55.1
United

Kingdom 58.0 35.2 39.0 216 | 48.5 26.6 55.0 325 53.3 33.9 50.5 32.2
United States 17.9 9.6 10.0 4.7 17.0 9.0 17.0 9.11 18.1 10.2 155 8.1

Sources and notes:

See Table Q.




Table T.

Public expenditure and participant inflows in labour market programmes in OECD countries

Australia Austria Belgium
Public expenditures Participant inflows Public expenditures Public expenditures Participant inflows
Programmes categories as a per cent as a per cent as a per cent as a per cent as a per cent
of GDP of the labour force of GDP of GDP of the labour force
1992-93  1993-94  1994-95 | 1992-93  1993-94  1994-95 1991 1992 1993 1994 1995 1991 1992 1993 1994 1991 1992 1993 1994
1. Public employment services
and administration 0.24 0.23 0.20 011 012 012 013 013 | 019 019 022 0.23
2. Labour market training 0.17 0.16 0.17 35 4.0 3.8 012 009 010 011 012 | 023 024 027 0.29 8.0 7.9 8.6 9.1
a) Training for unemployed adults
and those at risk 0.16 0.14 0.16 35 3.6 3.6 0.12 0.09 0.10 0.11 0.12 0.14 0.13 0.16 0.18 1.8 1.9 25 3.1
b) Training for employed adults 0.01 0.01 0.01 0.4 0.2 - - - - - 0.08 0.10 0.11 0.11 6.1 6.1 6.0 6.0
3. Youth measures 0.09 0.08 0.07 1.2 1.2 1.2 001 001 001 0.01 0.01 - - - - - - - -
a) Measures for unemployed
and disadvantaged youth 0.05 0.04 0.04 0.3 0.5 05 0.01 0.01 0.01 0.01 0.01 - - - - - - - -
b) Support of apprenticeship and related
forms of general youth training 0.04 0.05 0.03 0.9 0.8 0.7 - - - - - - - - - - - - -
4. Subsidised employment 0.21 0.22 0.21 24 2.3 2.0 0.06 003 004 004 005 |063 064 062 071
a) Subsidies to regular employment
in the private sector 0.10 0.11 0.06 1.9 1.8 1.2 0.01 0.02 0.03 0.01 0.02 0.07 0.07 0.07 0.13 0.5 0.6 0.6 23
b) Support of unemployed persons starting
enterprises 0.01 0.02 0.03 - 0.1 0.1 - - - - - - - - - - - - -
c) Direct job creation (public or non-profit) 0.10 0.09 0.13 05 0.4 0.7 0.04 0.01 0.01 0.03 0.03 0.56 0.57 0.56 0.58
5. Measures for the disabled 0.05 0.07 0.07 0.1 0.6 0.7 006 005 006 006 006 |016 015 015 0.5
a) Vocational rehabilitation 0.02 0.03 0.02 0.1 0.3 0.3 0.03 0.03 0.03 0.03 0.03 0.06 0.05 0.05 0.04
b) Work for the disabled 0.03 0.04 0.04 - 0.3 0.3 0.02 0.02 0.02 0.03 0.03 0.10 0.10 0.10 0.10
6. Unemployment compensation 1.85 1.90 1.64 099 108 134 141 131 |(201 215 234 225
7. Early retirement for the labour market
reasons - - - 009 008 010 013 013 | 075 074 073 0.70
TOTAL 2.61 2.65 2.37 143 145 177 189 181 | 396 411 433 433
Active measures (1-5) 0.76 0.75 0.73 7.2 8.0 7.6 0.35 0.29 0.33 0.35 0.37 121 122 1.26 1.39
Passive measures (6 and 7) 1.85 1.90 1.64 1.08 1.15 1.44 1.54 1.44 2.75 2.89 3.07 2.95

— Nil or less than half of the last digit used.
Data not available.
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Table T. Public expenditure and participant inflows in labour market programmes in OECD countries (cont.)

Canada Czech Republic Denmark
Public expenditures Participant inflows Public expenditures Participant inflows Public expenditures Participant inflows
Programmes categories as a per cent as a per cent as a per cent as a per cent as a per cent as a per cent
of GDP of the labour force of GDP of the labour force of GDP of the labour force
1991-92 1992-93 1993-94 1994-95 1995-96 | 1991-92 1992-93 1993-94 1994-05 1995-96 [ 1992 1993 1994 1995 |1992 1993 1994 1995| 1991 1992 1993 1994 1995 | 1991 1992 1993 1994 1995
1. Public employment
services
and administration 021 021 021 020 019 0.09 0.10 0.11 0.11 0.10 0.11 0.10 0.12 0.12
2. Labour market training 036 039 037 034 032 2.6 2.7 2.9 25 2.3 |0.01 0.01 0.01 0.01|03 0.2 0.3 0.3(0.36 040 048 071 1.00| 76 87 11.1 116 1238
a) Training for
unemployed adults
and those at risk 034 037 036 032 029 2.4 25 2.8 24 23 (001 001 001 00103 02 03 03024 027 038 040 061| 1.7 21 30 27 40
b) Training for employed
adults 002 0.02 002 002 003 0.2 0.2 0.2 - - - - - -{ - - - -(012 013 011 031 040| 59 66 81 89 89
3. Youth measures 0.02 002 002 0.02 0.01 0.5 0.4 0.4 0.5 0.5 |0.04 0.03 0.01 0.01|04 0.1 0.1 01025 030 037 020 0.16| 1.4 17 18 17 138
a) Measures
for unemployed
and disadvantaged
youth 002 002 002 002 001 0.5 0.4 0.4 0.5 05 |004 003 001 001f{04 01 01 01025 030 037 020 016| 14 17 18 17 18
b) Support
of apprenticeship
and related forms
of general youth
training - - - - - - - - - - - - - - - - - = - - - - - - - - - -
4. Subsidised employment 0.02 0.02 003 0.04 0.04 0.2 0.2 0.2 0.2 0.2 |0.15 0.04 0.04 0.03 |22 05 04 0.3(0.36 040 050 049 058| 23 24 28 14 14
a) Subsidies to regular
employment
in the private sector - - - - - - - - - - 1009 002 002 00112 02 02 01005 006 006 006 004| 04 04 04 03 03
b) Support
of unemployed
persons starting
enterprises - 001 002 002 0.03 - - - 0.1 - 10.03 0.01 - -{05 01 - -(009 011 011 010 0.08| 02 02 02 01 01
c) Direc job creation
(public or non-profit) 002 0.02 002 002 0.2 0.2 0.2 0.2 0.2 0.2 |003 002 0.02 002({05 02 02 02022 023 033 034 046| 1.7 18 22 10 10
5. Measures for the disabled - - - - - - - - - - 10.01 0.01 0.01 -{ - - - -/038 044 052 048 046| 15 19 27 27 27
a) Vocational
rehabilitation - - - - - - - - - - - - - -{ - - - -[023 028 035 031 031| 15 19 27 27 27
b) Work for the disabled - - - - - - - - - - 1001 001 0.01 -\ - - - -/|015 016 016 0.18 0.5
6. Unemployment
compensation 228 224 196 153 131 0.18 0.16 0.18 0.15 349 3.71 4.09 3.74 3.00
7. Early retirement
for labour market reasons - - 001 o001 o0.01 - - - - 124 128 140 1.39 156
TOTAL 289 288 262 214 188 0.48 0.34 0.35 0.30 6.19 6.64 7.46 7.13 6.88
Active measures (1-5) 061 064 064 060 056 3.3 33 3.6 3.2 29 |030 018 0.18 016 (30 08 09 07146 164 197 200 232|128 146 184 174 188
Passive measures (6 and 7) 228 224 1.98 154 132 0.18 0.16 0.18 0.15 473 499 549 513 456

Nil or less than half of the last digit used.

Data not available.
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Table T. Public expenditure and participant inflows in labour market programmes in OECD countries (cont.)

Finland France Germany
Public expenditures Participant inflows Public expenditures Participant inflows Public expenditures Participant inflows
Programmes categories as a per cent as a per cent as a per cent as a per cent as a per cent as a per cent
of GDP of the labour force of GDP of the labour force of GDP of the labour force
1991 1992 1993 1994 1995 [ 1991 1992 1993 1994 1995 | 1991 1992 1993 1994 | 1991 1992 1993 1994 | 1991 1992 1993 1994 1995 [1991 1992 1993 1994 1995
1. Public employment
services
and administration 0.15 0.16 0.17 0.17 0.16 0.13 0.14 0.15 0.16 0.22 024 025 0.24 0.23
2. Labour market training 0.34 047 048 047 043 |20 29 28 33 36 (035 039 045 044 | 57 56 56 54|047 065 056 042 038 |41 41 19 18 20
a) Training for
unemployed adults
and those at risk 034 047 048 047 043 |20 29 2.8 33 361|029 032 039 039 3.8 39 40 40|044 062 053 040 038 |37 36 16 17 19
b) Training for employed
adults - - - - - - - - - - | 006 006 0.05 0.06 1.9 17 16 14003 0.03 003 002 - 105 05 03 01 -
3. Youth measures 0.06 006 0.11 012 014 |04 05 15 18 20 (023 026 029 027 | 31 34 31 32|0.05 0.06 007 006 0.06 |06 06 06 06 0.7
a) Measures
for unemployed
and disadvantaged
youth 0.01 002 005 0.06 0.06 |01 03 0.8 1.2 1.2 |1 009 008 010 0.08 13 13 13 11|/004 005 006 006 005 |04 04 04 04 04
b) Support
of apprenticeship
and related forms
of general youth
training 0.05 004 006 0.06 008 |02 02 0.7 06 07014 017 019 018 1.8 21 19 21/001 001 001 001 001]|02 02 02 02 02
4. Subsidised employment 069 093 079 077 068 |40 49 49 62 51 (011 013 020 021 | 12 18 24 129|034 051 047 037 041 |15 12 11 13 13
a) Subsidies to regular
employment
in the private sector 0.07 016 016 015 011 |06 1.2 13 1.9 12 |1 005 004 004 005| 04 04 05 0.8 006 007 007 006 007|01 02 01 01 02
b) Support
of unemployed
persons starting
enterprises 0.02 003 006 0.06 0.04]01 0.2 0.5 05 03 (002 002 002 003]| 02 0.2 02 03 - - - 001 0.02 - 01 01 01 02
c) Direct job creation
(public or non-profit) 061 074 058 056 05333 35 31 38 36 (004 007 013 013 | 06 12 16 18(028 043 040 031 031 (13 10 10 11 09
5. Measures for the disabled 0.15 0.18 0.17 0.15 0.13 (|06 08 07 07 0.7 (006 0.08 009 008| 01 02 03 04(025 025 028 026 026 (03 03 02 02 03
a) Vocational
rehabilitation 0.05 007 008 0.07 0.06 |06 0.7 0.7 0.7 07 [ 001 0.2 002 003| 01 0.2 03 04]015 014 015 014 013 |03 03 02 02 03
b) Work for the disabled  0.10 0.10 0.09 0.08 0.07 | 0.1 - - 0.05 006 0.06 0.06 010 011 013 012 0.13
6. Unemployment
compensation 1.75 3.44 454 428 3.62 147 161 173 157 149 148 200 203 208
7. Early retirement
for labour market reasons 0.51 0.49 0.48 0.47 0.43 0.47 0.40 0.39 0.38 0.30 0.47 059 0.27 0.06
TOTAL 364 573 6.74 643 5.60 2.82 3.00 328 3.12 3.13 3.65 421 3.66 3.47
Active measures (1-5) 138 180 172 168 155 (71 91 100 119 114|089 100 117 117|102 111 114 119|133 169 162 135 133 |66 63 39 40 42
Passive measures (6 and 7) 225 393 501 475 4.05 194 201 211 195 180 196 259 231 214

— Nil or less than half of the last digit used.

Data not available.
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Table T. Public expenditure and participant inflows in labour market programmes in OECD countries (cont.)

Greece Ireland
. Participant .
Public expenditures Participant inflows ex Zﬁz:ltzres inflows ex zﬂz:ltfnres Participant inflows
Programmes categories as a per cent as a per cent aSFi’i er cent as a per cent aspa er cent as a per cent
of GDP of the labour force p of the labour P of the labour force
of GDP force of GDP
1991 1992 1993 1994 1991 1992 1993 1994 1990 1991 1990 1991 1991 1992 1991 1992 1993 1994
1. Public employment services
and administration 0.08 0.16 0.17 0.15 0.13 0.14 0.08 0.08
2. Labour market training 0.27 0.15 0.10 0.07 1.3 14 14 11 0.49 0.48 25 34 - 0.02 - - - -
a) Training for unemployed adults
and those at risk 0.05 0.04 0.01 0.01 0.2 0.2 0.2 0.2 0.33 0.31 0.7 1.6 - 0.02 - - - -
b) Training for employed adults 0.22 0.11 0.09 0.05 1.0 12 13 0.9 0.16 0.17 18 18 - - - - - -
3. Youth measures 0.04 0.03 0.03 0.03 0.3 0.3 0.3 0.3 0.46 0.43 2.9 3.1 0.61 0.83 4.1 3.8 3.6 35
a) Measures for unemployed
and disadvantaged youth - - - - - - - - 0.28 0.29 22 24 0.30 0.28 15 14 15 15
b) Support of apprenticeship and related
forms of general youth training 0.04 0.03 0.03 0.03 0.3 0.3 0.3 0.3 0.18 0.14 0.7 0.7 0.32 0.55 2.6 2.3 21 2.0
4. Subsidised employment 0.12 0.12 0.08 0.11 0.8 0.7 0.6 0.8 0.28 0.28 1.3 1.5 - - - - 0.2 0.3
a) Subsidies to regular employment
in the private sector 0.05 0.08 0.07 0.07 0.6 0.6 0.5 0.5 0.02 0.01 0.2 0.2 - - - - 0.1 0.2
b) Support of unemployed persons starting
enterprises 0.06 0.03 0.01 0.03 0.3 0.2 0.1 0.2 0.02 0.02 0.2 0.1 - - - - - -
c) Direct job creation (public or non-profit) - - - - - - - 0.24 0.25 0.9 1.2 - - - - - -
5. Measures for the disabled 0.01 0.01 0.01 0.01 - - - - 0.16 0.15 - - - - - - - -
a) Vocational rehabilitation 0.01 0.01 0.01 0.01 - - - - 0.16 0.15 - - - - - - - -
b) Work for the disabled - - - - - - - - - - - - - - - - - -
6. Unemployment compensation 0.50 0.60 0.61 0.51 2.93 3.15 0.60 0.71
7. Early retirement for labour market reasons - - - - 0.05 0.10 0.28 0.32
TOTAL 1.02 1.06 1.00 0.87 451 4.73 1.58 1.96
Active measures (1-5) 0.51 0.46 0.39 0.36 25 25 24 2.2 152 1.48 6.7 8.1 0.70 0.93 41 3.8 3.8 3.8
Passive measures (6 and 7) 0.50 0.60 0.61 0.51 2.99 3.25 0.88 1.03

Nil or less than half of the last digit used.
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Table T. Public expenditure and participant inflows in labour market programmes in OECD countries (cont.)

Japan

Luxembourg

Netherlands

Public expenditures

Public expenditures

Public expenditures

Participant inflows

Programmes categories as a per cent as a per cent as a per cent as a per cent
of GDP of GDP of GDP of the labour force
1991-92 1992-93 1993-94 1994-95 1991 1992 1993 1994 1995 1991 1992 1993 1994 1995 1991 1992 1993 1994 1995
1. Public administration services
and administration 0.03 0.03 0.03 0.03 0.04 0.03 0.04 0.04 0.04 0.14 0.16 0.21 0.20 0.17
2. Labour market training 0.03 0.03 0.03 0.03 0.02 0.02 0.04 0.02 0.02 0.22 0.23 0.25 0.20 0.16 15 1.6 15 13 1.2
a) Training for unemployed adults
and those at risk 0.03 0.03 0.03 0.03 0.02 0.02 0.04 0.02 0.02 0.22 0.23 0.25 0.20 0.16 15 1.6 15 13 1.2
b) Training for employed adults - - - - - - - - - - - - - - - - - -
3. Youth measures - - - - 0.11 0.11 0.09 0.11 0.09 0.06 0.06 0.08 0.10 0.09 0.9 0.8 0.8 0.8 0.7
a) Measures for unemployed
and disavantaged youth - - - - 0.06 0.07 0.05 0.06 0.07 0.01 0.02 0.04 0.06 0.06 0.1 0.1 0.2 0.2 0.2
b) Support of apprenticiceship and related
forms of general youth training - - - - 0.05 0.04 0.04 0.05 0.03 0.05 0.04 0.04 0.04 0.03 0.7 0.7 0.6 0.6 0.5
4. Subsidised emloyment 0.04 0.03 0.04 0.05 0.03 0.04 0.02 0.02 0.04 0.05 0.07 0.08 0.09 0.10 0.4 0.4 0.4 0.3 0.4
a) Subsidies to regular employment
in the private sector 0.03 0.03 0.04 0.05 0.02 0.03 0.02 0.02 0.04 0.03 0.03 0.02 0.01 0.01 0.2 0.2 0.3 0.2 0.2
b) Support of unemployed persons starting
enterprises - - - - - - - - - - - - - - - - - - -
c) Direct job creation (public or non-profit) - - - - 0.01 - - - - 0.02 0.05 0.06 0.07 0.09 0.2 0.2 0.2 0.1 0.2
5. Measures for the disabled - - - - 0.10 0.07 0.05 0.06 0.06 0.62 0.61 0.61 0.58 0.54 0.1 0.1 0.1 0.2 0.2
a) Vocationl rehabilitation - - - - 0.01 0.01 0.01 0.01 - - - - - - - - - -
b) Work for the disabled - - - - 0.09 0.06 0.04 0.04 0.06 0.62 0.61 0.61 0.58 0.54 0.1 0.1 0.1 0.2 0.2
6. Unemployment compensation 0.22 0.26 0.30 0.35 0.25 0.24 0.35 0.45 0.47 2.49 2.58 2.87 3.15 3.06
7. Early retirement for labour market reasons - - - - 0.52 0.50 0.52 0.31 0.31 - - - - -
TOTAL 0.31 0.34 0.40 0.46 1.05 1.00 1.10 1.02 1.03 3.58 3.72 4.11 431 4.12
Active measures (1-5) 0.09 0.09 0.10 0.11 0.29 0.27 0.24 0.25 0.26 1.09 114 124 1.16 1.06 29 29 29 2.6 25
Passive measures (6 and 7) 0.22 0.26 0.30 0.35 0.76 0.73 0.87 0.77 0.78 2.49 2.58 2.87 3.15 3.06

Nil or less than half of the last digit used.
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Table T. Public expenditure and participant inflows in labour market programmes in OECD countries (cont.)

New Zealand Norway Portugal
Public expenditures Participant inflows Public expenditures Participant inflows Public expenditures Participant inflows
Programmes categories as a per cent as a per cent as a per cent as a per cent as a per cent as a per cent
of GDP of the labour force of GDP of the labour force of GDP of the labour force
1991-92  1992-93  1993-94 1994-95 | 1991-92 1992-93 1993-94 | 1991 1992 1993 1994 1995 | 1991 1992 1993 1994 1995 | 1991 1992 1993 1994 | 1991 1992 1993 1994
1. Public employment services
and administration 0.14 0.14 0.12 0.12 0.13 0.15 0.17 0.18 0.17 0.08 0.08 0.11 0.11
2. Labour market training 0.42 0.40 0.37 0.34 4.7 2.2 5.3 029 032 033 028 023 |28 31 35 36 28 (018 028 026 022 |11 13 14 21
a) Training for unemployed
adults and those at risk 0.42 0.40 0.37 0.34 4.7 2.2 5.3 029 032 033 028 023 |28 31 35 36 28002 004 004 005|01 02 02 05
b) Training for employed adults - - - - - - - - - - - - - - 1016 023 023 016 |10 11 12 16
3. Youth measures 0.03 0.05 0.07 0.07 0.2 0.4 0.3 0.11 0.13 0.2 0.11 0.08 0.37 044 036 029 (25 27 27 21
a) Measures for unemployed
and disadvantaged youth 0.02 0.02 0.03 0.02 - 0.1 01 011 013 012 011 0.08 027 032 022 015 |16 15 15 11
b) Support of apprenticeship
and related forms of general
youth training 0.01 0.03 0.04 0.05 0.2 0.3 0.3 - - - - - 010 012 013 014 [ 09 12 11 1.0
4. Subsidised employment 0.15 0.22 0.19 0.15 2.3 2.7 2.8 0.20 0.23 0.33 0.28 0.23 0.6 0.06 0.04 0.10 005 (0.7 04 04 07
a) Subsidies to regular
employment in the private
sector 0.05 0.10 0.07 0.10 13 14 14 0.03 0.04 007 0.09 0.09 0.1 - - - - - - - -
b) Support of unemployed
persons starting enterprises 0.06 0.06 0.05 0.02 0.2 0.2 0.2 - - - - - 004 0.03 008 004 |04 03 02 02
c¢) Direct job creation (public
or non-profit) 0.04 0.06 0.07 0.04 0.7 11 12 017 019 025 019 0.14 0.6 0.02 001 002 00102 01 01 05
5. Measures for the disabled 0.05 0.05 0.04 0.01 15 15 15 0.21 021 0.22 048 0.64 0.04 005 0.05 006 (01 02 02 02
a) Vocational rehabilitation 0.01 0.01 0.01 0.01 15 15 15 0.02 0.02 002 019 0.30 0.04 004 005 005|01 02 01 01
b) Work for the disabled 0.04 0.04 0.03 - 019 019 019 029 034 - - - 001 - - - -
6. Unemployment compensation 1.95 2.07 1.62 1.30 119 143 149 131 1.10 0.37 053 0.84 0.99
7. Early retirement for labour
market reasons - - - - - - - - - 0.10 0.10 0.2 0.16
TOTAL 2.73 2.93 241 2.00 213 247 265 265 246 120 151 184 187
Active measures (1-5) 0.78 0.86 0.79 0.69 8.7 6.8 9.9 094 104 116 134 135 073 089 088 073 |44 46 46 49
Passive measures (6 and 7) 1.95 2.07 1.62 1.30 119 143 149 131 110 047 063 095 1.15

- Nil or less than half of the last digit used.
Data not available.
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Table T. Public expenditure and participant inflows in labour market programmes in OECD countries (cont.)

Spain Sweden Switzerland
Public expenditures Participant inflows Public expenditures Participant inflows Public expenditures Participant inflows
Programmes categories as a per cent as a per cent as a per cent as a per cent as a per cent as a per cent
of GDP of the labour force of GDP of the labour force of GDP of the labour force
1991 1992 1993 1994 1995 (1991 1992 1993 1994 1995 |1991-92 1992-93 1993-94 1994-95 | 1991-92 1992-93 1993-94 1994-95 | 1991 1992 1993 1994 1995 | 1991 1992 1993 1994 1995
1. Public employment
services
and administration 0.12 0.11 0.11 0.10 0.09 021 025 025 027 0.07 0.10 0.12 0.12 0.10
2. Labour market training 0.18 0.10 0.12 0.23 0.35 0.7 08| 101 109 076 0.78 45 3.6 4.1 4.4 10.01 0.03 0.06 0.08 00803 09 10 13 16
a) Training for
unemployed adults
and those at risk 0.15 0.07 009 0.17 0.28 04 05| 097 1.04 073 0.75 31 31 33 37 |001 002 006 007 008|03 09 10 12 15
b) Training for employed
adults 0.03 0.03 0.03 0.06 0.07 02 03] 0.05 0.04  0.03 0.02 14 0.5 0.8 0.7 - - - - -{01 01 01 01 01
3. Youth measures 0.05 0.07 0.10 0.09 0.08 |03 03 03 03 03014 032 031 023 0.8 3.1 3.4 25 - - - - - - - - - -
a) Measures
for unemployed
and disadvantaged
youth 0.04 007 010 0.09 0.08 |03 03 03 03 03| 013 0.32 031 0.23 0.8 31 3.4 25 - - - - - - - - - -
b) Support
of apprenticeship
and related forms
of general youth
training - - - - -1 - - - - - - - - - - - - - - - - - - - - - -
4. Subsidised employment  0.40 0.28 0.20 0.17 0.19 (47 29 15 12 12| 026 056 087 0.90 1.1 3.6 6.4 6.3 - - 001 005 009(01 01 03 06 07
a) Subsidies to regular
employment
in the private sector 012 009 009 011 012 3.0 16 - 01 - | 0.09 0.17 0.22 0.27 0.5 12 21 21 - - - 001 001 - - - 01 01
b) Support
of unemployed
persons starting
enterprises 020 0.14 005 0.02 001|05 03 03 02 0.1/ 0.02 0.04 0.06 0.09 0.1 0.2 0.4 0.5 - - - - - - - - - -
c) Direct job creation
(public or non-profit)  0.08 0.05 006 004 005(12 09 11 10 10| 016 0.35 058 0.54 0.5 2.2 4.0 38 - - 001 0.04 008 - 01 02 05 05
5. Measures for the disabled 0.01 0.01 0.01 0.01 0.01(01 01 01 01 01|083 086 080 0.82 0.7 1.1 12 14 [0.15 0.18 0.20 0.20 0.20
a) Vocational
rehabilitation - - - - -1 - - - -] 011 0.12 0.09 0.10 0.5 0.7 0.7 0.8 (011 013 014 015 015
b) Work for the disabled 0.01 001 001 001 001|01 01 01 01 01| 072 074 070 0.72 0.2 0.4 0.6 0.6 [0.05 0.05 0.07 0.06 0.05
6. Unemployment
compensation 2.85 3.17 3.59 3.26 2.60 157 265 272 252 0.36 0.95 1.65 1.44 1.25
7. Early retirement
for labour market reasons - - - - - 0.08 0.06 0.05 0.02 - - - - -
TOTAL 3.60 3.75 4.12 3.86 3.32 411 5.79 5.75 5.54 0.60 1.26 2.04 189 1.73
Active measures (1-5) 0.76 058 053 0.60 0.72 22 24| 246 3.07 2.98 3.00 7.1 114 15.2 146 | 024 031 039 045 047
Passive measures (6 and 7) 2.85 3.17 359 3.26 260 1.65 271 2.77 2.54 036 0.95 1.65 144 125

Nil or less than half of the last digit used.

Data not available.
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Table T. Public expenditure and participant inflows in labour market programmes in OECD countries (cont.)

United Kingdom &

United States

Public expenditures Participant inflows Public expenditures Participant inflows
Programmes categories as a per cent as a per cent as a per cent as a per cent
of GDP of the labour force of GDP of the labour force
1991-92 1992-93 1993-94 1994-95 1991-92 1992-93 1993-94 1994-95 1991-92 1992-93 1993-94 1994-95 1990-91 1991-92 1992-93
1. Public employment services
and administration 0.20 0.22 0.24 0.21 0.08 0.08 0.08 0.07
2. Labour market training 0.15 0.13 0.15 0.13 1.0 11 1.3 1.2 0.05 0.04 0.04 0.04 0.9 0.7 0.7
a) Training for unemployed adults
and those at risk 0.15 0.13 0.14 0.12 0.9 11 12 1.2 0.05 0.04 0.04 0.04 0.9 0.7 0.7
b) Training for employed adults - - 0.01 0.01 - - 0.1 - - - -
3. Youth measures 0.17 0.15 0.14 0.13 0.7 0.7 0.8 0.9 0.03 0.04 0.04 0.03 0.5 0.5 0.9
a) Measures for unemployed
and disadvantaged youth - - - - - - - - 0.03 0.04 0.04 0.03 0.5 0.5 0.8
b) Support of apprenticeship and related
forms of general youth training 0.17 0.15 0.14 0.13 0.7 0.6 0.8 0.8 - - - - 0.1 - 0.1
4. Subsidised employment 0.02 0.04 0.02 0.03 0.2 0.1 0.2 0.3 0.01 0.01 0.01 0.01 0.4 0.3 0.3
a) Subsidies to regular employment
in the private sector - - - - - - - - - - - 0.01 0.3 0.3 0.3
b) Support of unemployed persons starting
enterprises 0.02 0.01 0.02 0.01 0.2 0.1 0.1 0.1 - - - - - - -
c¢) Direct job creation (public or non-profit) - 0.03 - 0.01 0.1 0.2 0.01 0.01 0.01 0.01 0.1 0.1 0.1
5. Measures for the disabled 0.02 0.03 0.03 0.03 0.1 0.1 0.1 0.2 0.04 0.04 0.04 0.04 0.8 0.8 0.8
a) Vocational rehabilitation - - - - 0.1 0.1 0.1 0.1 0.04 0.04 0.04 0.04 0.8 0.8 0.8
b) Work for the disabled 0.02 0.02 0.02 0.02 0.1 0.1 0.1 0.1 - - - - - - -
6. Unemployment compensation 1.41 1.59 1.60 141 0.66 0.60 0.43 0.35
7. Early retirement for labour market reasons - - - - - - - -
TOTAL 1.98 2.15 217 1.94 0.88 0.81 0.65 0.55
Active measures (1-5) 0.57 0.56 0.57 0.53 1.9 2.0 2.4 25 0.22 0.21 0.21 0.20 2.7 24 2.7
Passive measures (6 and 7) 141 1.59 1.60 141 0.66 0.60 0.43 0.35

a) Excluding Northern Ireland.

Nil or less than half of the last digit used.

[4%4

INFINAOTdINS

XOOT1NO



No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

10

11

12

13

14

15

16

17

LABOUR MARKET AND SOCIAL POLICY OCCASIONAL PAPERS

Already available, free of charge

AN ECONOMIC FRAMEWORK FOR THE EVALUATION OF CHILD CARE POLICY
(1990 — Donald Verry) Also available in French

HEALTH AND PENSION REFORM IN JAPAN (1990)

WRONGFUL TERMINATION LITIGATION IN THE UNITED STATES AND ITS EFFECT
ON THE EMPLOYMENT RELATIONSHIP (1990 — Susan R. Mendelsohn)

STATISTICS OF ANNUAL EARNINGS IN OECD COUNTRIES (1990 — David Grubb)

WAGE DIFFERENTIALS, ENTRY AND THE JOB GENERATION PROCESS IN GERMANY
(1990 — Tito Boeri)

EQUAL PAY FOR WORK OF COMPARABLE WORTH: The Experience of Industrialised Countries (1991)
Also available in French

THE LONG-TERM UNEMPLOYED AND MEASURES TO ASSIST THEM (1992)
EMPLOYMENT POLICIES FOR PEOPLE WITH DISABILITIES: Report by an Evauation Panel (1992)

FROM LABOUR SHORTAGE TO LABOUR SHEDDING: Labour Markets in Central and Eastern Europe
(1992 — Tito Boeri and Mark Keese)

PROJECTING THE OCCUPATIONAL STRUCTURE OF EMPLOYMENT IN OECD COUNTRIES
(1993 — Gerald Hughes)

PREVENTING AND RESOLVING INDUSTRIAL CONFLICT: Final Report (1993) Also available in French
BREADWINNERS OR CHILD REARERS: The Dilemma for Lone Mothers (1993)
THE OECD-EUROSTAT COMPENDIUM OF SOURCES OF EARNINGS STATISTICS (1994)

MEASUREMENT OF LOW INCOMES AND POVERTY IN A PERSPECTIVE OF INTERNATIONAL COMPARISONS
(1994 — Michael F. Forster)

ACTIVE LABOUR MARKET POLICY AND UNEMPLOYMENT — A FRAMEWORK FOR THE ANALY SIS OF
CRUCIAL DESIGN FEATURES (1994 — Lars Calmfors)

SOCIAL PROTECTION FOR DEPENDENT ELDERLY PEOPLE — PERSPECTIVES FROM A REVIEW OF OECD
COUNTRIES (1995 — Patrick Hennessy)

SOCIAL EXPENDITURE STATISTICS OF OECD MEMBER COUNTRIES (provisional version)

Mailing List of Labour Market and Social Policy Occasional Papers

Please include the following name on the mailing list:
(write in capitals)

N L
OrganiSation . . . . .ot
AAArESS . .
COUNETY o e

This form should be returned to:

Labour Market and Social Policy Occasiona Papers
Directorate for Education, Employment, Labour and Social Affairs, Office 110
OECD, 2 rue André-Pascal, 75775 Paris Cedex 16, France




ALSO AVAILABLE

Labour Market Policies in Switzerland (1996)
(8196 05 1) ISBN 92-64-14788-8 France: FF 170 Other countries: FF 220 US$44 DM 64

Lifelong Learning for All (1996)
(91 96 06 1) ISBN 92-64-14815-9 France: FF 195 Other countries: FF 255 US$50 DM 74

Measuring What People Know (1996)
(91 96 03 1) ISBN 92-64-14778-0 France: FF 110 Other countries: FF 145 US$29 DM 41

Education at a Glance — OECD Indicators (1995)
(96 95 02 1) ISBN 92-64-14405-6 France: FF 220 Other countries: FF 285 US$54 DM 83

Flexible Working Time — Collective Bargaining and Government Intervention (1995)
(819501 1) ISBN 92-64-14316-5 France: FF 150 Other countries: FF 195 US$38 DM 59

Income Distribution in OECD Countries (1995)
(81 95 06 1) ISBN 92-64-14577-X  France: FF 160 Other countries: FF 210 US$42 DM 60

Literacy, Economy and Society — Results of the First International Adult Literacy
Survey (1995)
(81 95 11 1) ISBN 92-64-14655-5 France: FF 160 Other countries: FF 210 US$40 DM 60

Prices charged at the OECD Bookshop.
The OECD CATALOGUE OF PUBLICATIONS and supplements will be sent free of charge
on request addressed either to OECD Publications Service,
or to the OECD Distributor in your country.



OECD PUBLICATIONS, 2, rue André-Pascal, 75775 PARIS CEDEX 16
PRINTED IN FRANCE
(81 96 08 1) ISBN 92-64-14900-7 — No. 48561 1996



	INTRODUCTION
	SHORT-TERM OUTLOOK AND PROSPECTS
	Employment and unemployment 
	Recent economic trends 
	Wages, unit labour costs and inflation

	TEMPORARY JOBS
	Introduction
	The evolution of temporary employment
	Temporary employment and the economic cycle
	Flows into temporary employment
	Longitudinal analysis of temporary employment

	CONCLUSIONS
	ANNEX 1.A
	Longitudinal data sets used for theanalysis of temporary employment
	France
	Great Britain
	Germany


	Spain
	INTRODUCTION AND MAIN FINDINGS
	Introduction
	Main findings

	TAXES AND BENEFITS AND THE CHANGING NATURE OF THE LABOURMARKET
	THE UNEMPLOYMENT TRAP
	Replacement rates
	Typical net replacement rates 
	Have unemployment benefit systems become moregenerous?
	The distribution of work incentives over thepopulation
	Incentives facing employees

	Duration of benefits
	Incentives facing those without jobs
	Incentives facing different family types


	Other barriers to work caused by the tax and benefitsystem
	Are replacement rates <guil>too high''? 
	Other out-of-work benefits and unemployment benefits
	Incomes and expenses in and out of work
	Cash-flow and the transition to work
	Uncertainty and the transition to work

	Policy responses to promote employment

	THE POVERTY TRAP AND HIGH MARGINAL EFFECTIVE TAX RATES
	What causes high METRs?
	High METRs and the labour market
	The poverty trap
	Employment-conditional benefits and tax credits

	Tax and benefit systems and part-time work
	Policy responses to reduce high METRs and tackle the povertytrap

	CONCLUSIONS
	INTRODUCTION AND MAIN FINDINGS
	Introduction
	Main findings

	RECENT TRENDS IN EARNINGS INEQUALITY
	THE INCIDENCE AND DISTRIBUTION OF LOW-PAID EMPLOYMENT
	Introduction
	The incidence and distribution of low-paidemployment
	Low-paid employment and labour market outcomes
	Introduction
	Prior studies of earnings mobility in a single countryand historical period
	Conceptual issues
	EARNINGS MOBILITY
	Common findings
	Data issues

	Prior studies comparing earnings mobility over time oracross countries

	Overview of mobility analysis
	Summary measures of earnings mobility


	Earnings mobility of low-paid workers
	CONCLUSIONS
	ANNEX 3.A
	Definitions and sources of earnings data for Table 3.1,Charts 3.1, 3.2 and 3.3.
	Australia
	Austria
	Belgium
	Canada
	Italy
	Czech Republic
	Denmark
	Japan
	Finland
	France
	Portugal
	Netherlands
	Sweden
	New Zealand
	Switzerland
	Norway
	United States


	ANNEX 3.B
	Earnings definitions and sources oflow-pay data for Tables 3.2 and 3.3 and Chart 3.4.
	Australia
	Belgium
	Canada
	Finland
	Austria
	France
	Japan
	Netherlands
	New Zealand
	Italy
	Sweden
	Switzerland


	United States
	INTRODUCTION AND MAIN FINDINGS
	Introduction
	Main findings

	OVERVIEW OF YOUTH IN THE LABOUR MARKET
	Youth participation and employment rates
	Youth unemployment

	FROM EDUCATION TO WORK
	Synthetic cohort analysis
	Number of jobs held since leaving school
	Youth not in education and not employed
	Changing characteristics of the youth work force

	YOUTH IN THE JOB MARKET
	Demographic factors
	Industry composition of youth employment

	YOUTH EARNINGS
	Youth earnings differentials
	Youth employment and earnings

	FACTORS AFFECTING YOUTH JOB MARKET PROBLEMS
	Effects of the changing industrial mix of employment
	The effect of demography
	The impact of aggregate unemployment on youth employment andunemployment

	CONCLUSIONS
	ANNEX 4.A.
	Definitions of school attendance for thecohort and regression analyses
	1. [lz][sp2m]Definitions
	Canada
	Belgium, Denmark, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain and the United Kingdom
	Australia
	United States
	2. [lz][sp2m][ix]Regression analysis: pooled cross-sectionand time series


	ANNEX 4.B
	Sources and definitions of earnings data
	Australia
	Japan
	Canada
	Norway
	Denmark
	Sweden
	United Kingdom
	France
	United States
	Germany
	Italy
	International Social Survey Programme, 1993


	ANNEX 4.C
	Data sources for the jobs-held analysis
	Germany
	Japan
	Great Britain
	Norway


	United States
	INTRODUCTION AND MAIN FINDINGS
	Introduction
	Main findings

	JOB TURNOVER AS A MEASURE OF EMPLOYMENT ADJUSTMENT
	JOB TURNOVER, LABOUR TURNOVER AND UNEMPLOYMENT
	Introduction
	Job turnover and labour turnover
	Job and labour turnover and unemployment
	Theoretical arguments

	LABOUR MARKET POLICIES, JOB AND LABOUR TURNOVER
	Introduction
	Empirical evidence

	CONCLUSIONS
	ANNEX 5.A
	Sources, definitions and methods of data collection onjob gains and job losses
	Canada
	Denmark
	France
	Finland
	United States
	Italy


	Japan

