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1. Introduction

Thereisasolid foundation upon which to arguethat the labour market isthe most important
market of modern economies (see, for example, Elliott 1991). Thereason for thisarises
from the well-known fact that, by awide margin, most individuals derivetheir current
incomeflow from selling their labour services. Thisappliesto the Finnish labour markets,
which have gained growing interest during the 1990s. The prominent reason for theinterest
has been the empirical feature that the unemployment rate soared during the so-called
great slump of the early 1990s.? Since then, according to anumber of commentatorson
public affairs, unemployment has been the most important economic and social problem
in Finland. In thisrespect, the situation is nowadays much the same across the whol e of
the European labour markets.® As a consequence of thisdevelopment of the 1990s, the
issues associated with the Finnish labour markets constitute atopical research theme.

Despite the apparent importance of labour markets, thereisrather limited empirical
knowledge of anumber of particularitiesthat characterize the Finnish labour markets.
Oswald (2000) strongly arguesthat the search for reliable empirical patternsin economic
data should constitute the core of economic research. These notions constitute the broad
starting points of thefollowing essays.

Thiscollection of empirical investigations consists of five essays. These essaysam to
provide evidence oninteresting empirical patterns of the Finnish labour markets based on
variousdata sets. The essaysfall into three categories. Thefirst two essaysinvestigate the
selected aspects of working hoursin Finland. These essaysinvestigate the determination
of average working time from thelong-term perspective and overtime at the individual
level in Finnish manufacturing. Thefollowing two essays concentrate on the dynamics of
regional labour marketsin Finland. These essaysfocuson grossjob and worker flows of
the Finnish regions and address the connecti on between unemployment and reorganization
fromtheregional perspective. Thelast essay inthiscollection dealswith theissue of the
perception of job instability among workersin Europe by using survey data. The essay
aimsto provide acontribution to the ongoing discussion about the fundamental aspects of
the European labour markets. The perception of job instability isrelated to working hours
and labour market flows. The perception of job instability (i.e. thefear of nullification of
hours of work entirely) constitutes an antithesisto overtime. Moreover, aninvestigation
into the perception of job instability induced by involuntary worker flows completesthe
picture painted by the studies that focus on gross flows of jobs and workers from a
broader perspective.



1.1. The Finnish labour markets during the 1990s

Finlandis, without dispute, one of the Nordic welfare stateswith high |abour taxes, extensive
social benefits and one of the highest rates of trade union membership and coverage of
collectivewage agreementsin the OECD. Minimum nominal increasesin wagesand reductions
inaverageworking timeare, for themost part, determined within theframework of collective
bargaining (Layard and Nickell 1999).* Finland provides an example, par excellence, of a
corporatist political and economic system.® The Finnish labour market policy istherefore
theresult of acloseand long-term interplay between social partnersand the government.
About 80% of the salaried |abour forcein Finland bel ongsto unions. The high unionisation
rateispartly explained by the fact that membership feesaretax deductibleand thefeesare
mainly collected by employersand by theinvolvement of the unionsin the administration of
unemployment insurance benefits.® Thestructure of Finnish wagebargaining usudly involves
ahigh degree of coordination between unionsand employers, with aframework agreement
being determined centrally on aone- or two-year basis, followed by union-level bargains.

As a consequence of collective wage agreements, the distribution of wages across
individuals tends to be compressed in Finland.” This apparent narrowness of certain
distributions of economic variablesfailsto extend to all dimensionsof the Finnish labour
markets. A certain amount of flexibility isgenerated into the Finnish wage formation by
the so-called wage drift, which has, historically, accounted for approximately 30% of the
total increasein earnings.® The following discussion focuses on additional aspectsthat
havefacilitated adjustment in the labour market and that are relevant for this collection of
empirical investigations.

Thetotal hoursof work consistsof several components. Thereisarather large scopefor
theutililization of overtime hoursat theindividual level of the Finnish economy despitethe
fact that the so-called standard hours are stipul ated by the binding coll ective agreements.
In particular, overtime hours havetraditionally been applied in manufacturing. Thisisdue
to the fact that non-manufacturing represents other forms of |ess stable labour relations
such as part-time work and varioustemporary employment contracts. Theseinstruments
can be considered to be substitutesfor theimplementation of overtimefrom the perspective
of companies. Paid overtimetherefore constitutes an important part of the adjustment of
thetotal hours of work in Finnish manufacturing.®

The adjustment of the Finnish labour markets carries an interesting regional dimension.
Theregional disparities of |abour markets have been sharp and persistent in Finland. For
instance, an empirical investigation by OECD (2000) into theissuerevea sthat theregional



disparities of the unemployment ratesin Finland are among the highest in the European
Union. In particular, the unemployment rate has been at a higher level in Eastern and
Northern Finland compared with Southern Finland during the past few decades.

Thefollowing essaysexamine overtime and regional |abour marketsin Finland, especially
inthe turbulent decade of the 1990s. The great depression of the 1930sisusually seen as
the most severe peacetime economic crisisof the twentieth century in most industrialized
countries. However, Finland suffered itsworst recession of the twentieth century not in
the 1930s but in the early 1990s. In the years 19911993 output fell by 10% and the
unemployment rate reached itsall-time high (i.e. amost 20% of the Finnish labour force
asmeasured by Statistics Finland). Indeed, these figures were much worse than those
recorded during the great depression of the 1930s.%°

Despitethefact that Finland’ sexperiencein the early 1990swas uniquein the context of
the OECD countries, other Nordic countries and the United Kingdom had certain
qualitative similaritiesin their economic development at the sametime. In particular,
deregulation of financial markets lead to overlending by banks, which caused an
unsustai nable boom in consumption, investment spending and asset prices. In Finland,
however, thedowdown of the early 1990swas much worsethan e sswhere when measured
by the aggregateindicatorsof economic activity. An exogenousfactor that partialy explains
thisisthefact that, in addition to the asset market collapse and the deep fall in domestic
consumption, there was almost acompl ete disappearance of the Soviet tradein 1990—
1991. Thereasonsbehind the great Finnish depression of the early 1990s have, therefore,
been aptly described as* bad luck, bad banking, and bad policies’.

Since 1994 there has been a strong export-led recovery of aggregate economic activity in
Finland. Despitethisrecovery, the great Slump has shaped most of the economic outcomes
during the period of the 1990sthat isincluded in the empirical investigationsof thefollowing
essays on the Finnish labour markets. The exceptional magnitude of the slump helpsto
identify interesting empirical patternsthat would be hard to detect during normal business
cyclefluctuations.

The macroeconomic impul ses shaped the labour market outcomes. For instance, there
was anotable declinein overtime in manufacturing during the great slump of the early
1990s. Dueto the collapse of labour demand, therewas asubstantial fall inthe net rate of
employment change across the Finnish regions. Thus, the datathat coversthis period
providesan opportunity to investigate the establishment-level adjustment of regional labour
markets during an episode of sharp fluctuations. The evolution of employment was



associated with restructuring in terms of job creation and destruction.* In addition, there
was an increasein the magnitude of the external reorganization of regional labour markets
measured by migration flowsthat started in 1994 (see, for example, Pekkalaand Ritsil&
2000). Concerning theimpacts on salf-reported subjective wellbeing of individuals, there
was an increasein the perception of job instability among workersin Finland during the
slump, which isanatural consequence of arapid increase in the unemployment rate.*?
Thisparticular pattern highlightsthe enormous costs associ ated with the high unempl oyment
trap in the European |abour markets.

1.2. The selected themes of labour markets

1.2.1. Working hours

Working hours have provided interesting puzzles and research questions to economists
ever since Adam Smith (see, for example, Contensou and Vranceanu 2000). The
determination of working timeisusually investigated in terms of standard neoclassical
economics. In principle, working timeis, in this context, determined according to the
supply side of the labour market. The analysisis based on the maximization of utility
derived from two homogeneous commodities, which are called consumption and leisure,
that eventually determinetheoptimal level of workingtime(i.e. theindividua level of the
labour supply).®2 In turn, this basic elaboration of working hours can be extended to
cover more complicated situationsthat introduce various constraintsfor the determination
of working time induced by the demand for the hours of work by companies.* This
meansthat firms' decisions can put constraints on the choices of individuals.

Determination of working hoursisatopical issuein the context of the European labour
markets (including Finland). An important reason for this is that Europe’s high
unemployment trap hasinduced agreat number of ambitious plansto solvethe dilemma.
One of them isknown as“work-sharing” . Theideaof work-sharing isto redistribute the
available work to more people and thereby give a stake for the unemployed persons.
Work-sharing works when there is a tradeoff between average working time and
employment. Thismeansthat areduction in averageworking hoursdeliversanincreasein
employment.*® The idea has been put into practice in many OECD countries, wherethe
average annual working time has been reduced either by contractsor by legidation. There
havetherefore been agreat number of empirical investigationsinto the rel ationship between
employment and average annual working time. In anutshell, the empirical studieson
working time and employment tend to discover that the supposed positive impact of a



reduction in working time on employment isasmall one (see, for example, Hart 1987,
Hamermesh 1996; Kapteyn, Kalwij and Zaidi 2000).*® This meansthat work-sharing
schemes seem not to be the sol ution to the European unemployment problem.

Despite the enduring interest by the economic research on working timeissuesthereare
uncovered and neglected research questions. For instance, there have been certain interesting
long-term trends and patternsin the average working time acrossindustrialized countries.
Voth (2000) observesthat therewas an increasein thelength of the average annual working
timeduring the early stagesof industriaization. Thetrend wasreversed during thelate 1800s.
Thisfeature meansthat there has been a continuing declinein the average working time
during the 1900s (M addison 1995). Along with theseinternational trendsacrossindudtrialized
countries, there hasbeen asharp declinein the average working hoursin Finland during the
past few decades. For instance, the length of the average working time has declined in
Finnish manufacturing by approximately 400 hours during the period from 1960 to 1996.
Thislong-term declinein the average working time needsto be explained by the economic
fundamentalsin the context of aNordic welfare state.*” Theissue can be explored by using
industry-level dataon the average working time and economic fundamentals.

A well-known distinction in theinvestigation of working time deal swith the adjustment
margin of labour input from the perspective of companies (see, for example, Hamermesh
1996). Thenotionisbased on theanalysisof the standard profit maximization of afirmwith
respect to labour services, which consist of two componentsthat are employment and working
time (see, for example, Contensou and Vranceanu 2000). The extensive margin refersto
the sensitivity of profitswith respect to employment. Onthe other hand, theintensivemargin
referstothesengtivity of profitswith respect toworking time. Inprinciple, firmsuseovertime
hours (in other words, the intensive margin of labour utilization in contrast to the extensive
margin of [abour utilization), because of the presence of the quasi-fixed cost of employment,
i.e. hiring and training costs and various empl oyee benefitsthat are rel ated to employment
but not to performed working hours. In contrast, from the perspective of individuas, overtime
isoneway to induceflexibility to thetotal hoursof work along with dual job holding.*®

However, the determination of the share of overtime has been one of the uncovered
issuesin the context of empirical studieson the European labour markets. Theissueis
highly interesting, owing to the stylized feature that, despite the persi stent unemployment
in Europe, there are agreat number of employeesthat provide overtime hours at the same
time. In other words, an interesting empirical pattern of the European labour marketsis
that the total hours of work are extremely unequally distributed acrossindividualsand
households. Overtime hours contribute to this particular pattern of labour markets. This



same discrepancy isevident in Finland, where the unemployment rate has been at ahigh
level despitethe recovery from the great slump of the early 1990s. At the same time,
there has been arebound in overtime hoursin Finnish manufacturing. In addition, the
determination of overtime is closely related to the issue of work-sharing, because a
reduction in standard working hours may increase the costs per worker inrelation to the
cost of overtime. Thismeansthat companies may actually substitute overtimefor workers.
Thissubstitution effect may reduce employment when output isfixed by demand. In
responseto this, there has been a discussion on the need for binding overtime ceilings.
Theempirical studiesthat uncover the determination of overtime hours need to be based
onindividual-level data.

Thefirst essay on working hours exploresthe determination of the average working time
inthe context of aNordic welfare state, Finland, from the long-term perspective (Essay
1). The motivation of the study arises from the fact that the issue of work-sharingis
debated in Europe, but extremely littleisknown about the economic fundamental s that
have contributed to adeclinein the average working time during the past few decades. It
isespecially interesting to investigate the decline of the averageworking timetiedinwith
rising productivity and increasing labour taxes, which constitute the key elementsof the
Nordic welfare states. The study aimsto provide a coherent picture of these elements of
economic progress. Theissueis studied by dividing the Finnish economy into six main
sectors. The sectoral panel dataisbased on the yearly observationsfrom 1960 to 1996
and isobtained from National Accounts. The estimation resultsare based on fixed effects
models. The main empirical finding of the study is that both an increase in labour
productivity and awidening of the tax wedge have contributed to adeclineinthe average
working time in Finland during the past few decades. In particular, arise in labour
productivity over time meansthat people becomericher and asaconsequencethey demand
moreleisure. Reductionsin working time are therefore oneway of distributing increased
prosperity. On the other hand, awidening of the tax wedge over time has meant that for
workersitismore attractive to take the fruits of increased productivity asanincreasein
leisure. These observations are consistent with the predictions of atheoretical model that
isbased on the notion of equilibrium working hours.

The second essay on working hours deal swith the determination of the share of overtime
hoursat theindividual level in Finnish manufacturing (Essay 2). Thetotal hoursof work
consist of two major components. The so-called standard hours are determined by binding
collective agreementsin Finland. On the other hand, the overtime hours are determined at
theindividual level of the economy. Thismeansthat the hours of overtime can vary from
individual to individual for avariety of reasons. Theaim of thisstudy isto characterizethe



incidence of overtime hoursin Finnish manufacturing. The study also shedslight onthe
incidence of overtimeinduced by the heterogeneity of establishments. In addition, the study
considerstheimpact of the degree of tightnessinregiona |abour marketson overtime hours.

Thestudy isbased onindividual-level datafrom manufacturing that coversthelast quarter
of theyear from 1989 to 1995. Theindividual-level dataisfrom the records of the Con-
federation of Finnish Industry and Employers (Teollisuus ja Tyénantajat, TT). The data
contain about 56000 observations. Thedatais based on thefact that each year TT conducts
asurvey among its member employers and gathersinformation on paid wages, salaries
and the hours of work of employees. Thismeansthat the datacontain detailed and accurate
division of thetotal hours of work into various components (including overtime). The
shareof overtimeis, by definition, avariable bounded by (0, 1). Indeed, thereare agreat
number of employeesthat do not do overtimein Finnish manufacturing. Thus, theestimation
results are based on Tobit specifications.

The study isableto uncover anumber of interesting empirical patterns concerning the
determination of the share of overtime hoursin Finnish manufacturing. Overtime covers
roughly 3% of the total hours of work and the share of overtime has been strongly
procyclical over the period of investigation. The hours of overtime divided by thetotal
number of hours decline as an employee ages. The overtime hours also declinein wage
per straight-time hoursand in straight-time hours. Theseresultsare broadly inlinewith
those obtained from the empirical studiesthat use UK data of overtime hours at the
individual level. In addition, the estimation results show that males and newcomers (i.e.
employeesthat were not in theindustry oneyear previously) tend to work more overtime,
but leavers (i.e. employeesthat |eave theindustry between thisyear and the next) work
lessovertime. The share of women in the establishment hasanegative effect ontheincidence
of overtime hours. The degree of tightnessin regional labour markets had no overall
impact on overtime from 1991 to 1995. This observation can be rationalized by noting
that the Finnish economy experienced an extreme economic slowdown during the early
1990s. Therewastherefore no shortage of employees. However, theimpact of theregional
unemployment rate on the incidence of overtime hours differed sharply between the
population of the small plants(i.e. plantsthat have fewer than twenty employees) and the
rest of the plantsin Finnish manufacturing.

The stylized feature emerges according to which the hours of overtime are more frequent
inthe population of small establishments. The size effect did not collapse during the great
slump of the early 1990s, but the magnitude of thiseffect has been procyclical from 1989
to 1995. These observations mean that the small plants seem to react differently to



variationsin product demand, which mostly varieswith time. Theresult that overtime
hours are more common among small establishmentsisnot driven by the smallest plants,
either. In addition, the overtime equation was estimated separately for thefiveindustries
in Finnish manufacturing. These results support the perspective that the moreflexible
working hoursin terms of overtime hours are used within the capital-intensiveindustries
inorder to takefull advantage of establishments accumulated capital stock inthevolatile
environment inwhich small establishmentsare positioned.

1.2.2. Regional labour markets

Labour marketshaveadistinct regional dimension. Thisfeatureisespecially apparentin
Finland. Regional labour markets have gained growing interest in Finland, because there
has been anincreasein the regional disparities of the unemployment rates as part of the
export-led recovery from the great slump of the early 1990s.° Thus, the regional
unemployment disparities across the twenty Finnish provinces measured by the standard
deviation of the unemployment rateswere about four times higher in 1997 compared with
the situation before the recession (Figure 1). Thispattern of regional adjustment hasbeen
inconflict with the earlier stylized feature of the Finnish regional labour markets, according
to which theretendsto beadeclinein the absol uteregional disparitiesof the unemployment
rates measured by the standard deviation during the times of rapid economic growth. In

Figure 1. The standard deviation of the unemployment rates acrossthe twenty provinces
of Finland and the unemployment rate in the Finnish economy during the 1990s (Source:
Statistics Finland; Labour Force Survey).
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other words, the period of the late 1990s constitutes an important exception to this pattern
of regional labour markets.

During the past ten yearsagrowing body of literaturewithin labour economicshasemerged
that employslongitudinal, linked employer-employee datain analysing the pace of job
reallocation and worker flows (see, for example, Abowd and Kramarz 1999; Haltiwanger
et al. 1999). In particular, the dynamics of labour market adjustment at the plant level of
the economy can be captured by applying the measures of gross job and worker flows
(see, for example, Davisand Haltiwanger 1999).% Joseph A. Schumpeter (1942) called
thisprocess of capitalism“ creative destruction”. Indeed, according to the growing number
of detailed establishment-level studies, it isfair to say that the reallocation and the
reorgani zation of scarce resources culminatesin the turbulence of labour markets, where
the reall ocation of resources takes the form of gross job flows (i.e. job creation and
destruction), and grossworker flows (i.e. hirings and separations of workers).

Gross job and worker flows decompose the net rate of employment change into
components. Thus, the net rate of employment changeisthejob creation rate minusthe
job destruction rate (or the hiring rate minus the separation rate of workers). Thejob
creation rateisdefined asthe sum of positive employment changes, divided by theaverage
number of employees. In contrast, the job destruction rate is defined as the absolute
value of the sum of negative employment changes, divided by the average number of
employees. The sum of job creation and destruction ratesis called the job reallocation
rate. The excessjob reall ocation rate equal sthe job reall ocation rate minus the absol ute
value of the net rate of employment change. Thismeansthat excessjob reallocationisan
index of simultaneousjob creation and destruction.

Comparison of information in two consecutive years can be used for calculating the
number of employeeswho have entered a plant during the year and are still working at
the same plant. The sum of these employees over all plantsisworker inflow, or hiring.
In addition, it is possibleto identify those employeeswho are no longer working at a
plant. This meansthat the sum of these employeesiswaorker outflow, or separation.
The excessworker turnover rate (i.e. the churning rate) compares grossworker flows
with grossjob flows; the larger the magnitude of the churning rate the larger the worker
flows (hirings and separations of workers) compared with job flows (creation and
destruction of jobs).

Theearlier empirical studieson regiond |abour markets have neglected thefact that regional
economiesarein astate of continuousturbulence (see, for example, Elhorst 2003). There
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arethereforeagreat number of uncovered research questionsin theinvestigation of regional
labour marketsin Finland that are linked to grossjob and worker flows. In other words,
theearlier empirical studieson the Finnish regional labour markets have been conducted
by using aggregate data on (net) employment changes.?* The main shortcoming of these
traditional investigations of the aggregate outcome is that they entirely mask the
establishment-level dynamics of |abour-demand adjustment and provide an incomplete
and potentially misleading picture of the Finnish regional labour markets.

Empirical studiesthat aimto relate the regiona unemployment disparitiesto the economic
fundamentalsin Finland have not been available. A panel of the Finnish regionsishighly
suitable for theinvestigation of thisissue. In particular, the existing studies exclude an
evaluation of theimpact of reorganization in terms of grossflows of jobsand workerson
theregional unemployment rates. This same notion seemsto extend to the whol e of the
empiricd literature onregiona unemployment disparitiesdespitethefact that starting from
Lowry’s (1966) contribution there have been agreat number of studiesthat focuson
gross migration flows (see, for example, Elhorst 2003; OECD 2000). I ndeed, the measures
of gross migration flows complement the picture painted by the measures of grossjob
and worker flowsfrom the perspective of regional reorganization.

Theinternal reorganization of the Finnish regional labour markets can therefore be captured
by using the measures of grossflows of jobs and workersthat are cal culated from plant-
level micro data. In contrast, the reorgani zation between regional |abour markets can be
described by using the measures of grossmigration flows.? Indeed, the turnover between
regional labour markets can be measured in the same way as the rate of excess job
reallocation. This meansthat ameasure of external turnover can be based on the notion
that the magnitude of simultaneous gross migration flowsisan appropriate measure for
theintensiveness of reorganization acrossregional labour markets.

Thefirst essay on regional |abour markets deal swith theissue of gross job and worker
flowsin Finland (Essay 3). The motivation of the study isbased on the fact that there has
been a bulk of research on gross job and worker flows based on cross-country
comparisons. In contrast to available cross-country comparisons, the study provides
detailed empirical evidencefor the perspectivethat there are differencesin grossjob and
worker flows within the same country despite the presence of the same institutional
characteristics (including labour market regul ations) acrossregions. In particular, the study
exploresthedisparitiesin theregional labour market adjustment during an episode of
extremeturbulencein the Finnish economy. In addition, the genuineregional elementsin
grossjob and worker flows are separated from the effects of the industry structure.

12



Grossjob and worker flows are cal culated from establishment-level datafrom 1990to
1997 and are then aggregated to the Finnish regions. The applied establishment-level
data covers morethan 80% of thetotal employment in the non-farming business sector of
the Finnish economy. Thus, the data contain 1.1 million employeesin about 100 000
plants. The geographical division of Finland isbased on NUTS3 regions. The number of
theseregionsistwenty.

The magnitude of grossjob and worker flowsislarge, relative to the net employment
changein the Finnish regions. Thisobservation is consistent with stylized features of the
literature. Thereistherefore agreat deal of grossjob creation in the declining regionswith
high average unemployment in Eastern and Northern Finland. On the other hand, thereis
a great amount of gross job destruction in the growing regions with low average
unemployment in Southern Finland. In other words, the study providesextensive evidence
for the perspective that stresses the enormous heterogeneity of regional labour market
adjustment in Finland in contrast to the earlier literature that has been focused solely on
(net) employment changes. The entry and exit of establishments covers about 2—-3% of all
employees each year. This meansthat the regional disparitiesin grossjob and worker
flowsin Finland aredriven mainly by continuing establishments.

Grossjob and worker flows provide an insight into the adjustment of regional labour
markets during the great ump of the early 1990s and the following recovery of economic
activity. Therapid risein regional unemployment rate disparitiesfrom 1991 to 1993 can
be explained by the sharp risein the regional disparitiesinjob destruction ratesandin
separation rates of workers. Therewasadeclinein regional disparitiesin job creation
ratesand in hiring rates of workersat the sametime. The highest level of job destruction
at the bottom of the slump wasin the provinces of Eastern and Northern Finland. In
contrast to the adjustment of labour marketsin the slump, during the recovery from 1994
to 1997, there hasbeen adeclinein theregional disparitiesinjob destruction ratesandin
separation rates of workers, but arisein theregional disparitiesof job creation ratesand
hiring rates of workers,

Thereare genuineregional elementsin grossjob and worker flows despite the fact that
the extreme volatility of economic activity over the period of the investigation means
that much of the explained variation in grossjob and worker flows can be attributed to
years (and also to industries). The role of these genuine regional elementsis most
important in the case of the churning rate (i.e. the excess worker turnover rate). In
particular, the patterns of gross job and worker flows that are characterized in this
study cannot be explained by theindustry structure of the Finnish regions. In contrast,
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theregional differencesin net employment growth ratesin the period from 1990 to
1997 can be reduced mainly to the differencesin theindustry structures of the regions.
This pattern highlights the fact that the focus on gross flows of job and workers can
indeed provide important insightsinto the adjustment of the Finnish regional |abour
markets.

The second essay on regional labour markets aimsto relate the regional unemployment
disparitiesto the economic fundamentalsin Finland (Essay 4). Along with the conventional
economic fundamental s suggested by the available empirical literature on regional
unemployment disparities, the study considers the measures of grossjob and worker
flows based on the establishment-level dynamics of labour-demand adjustment in the
Finnish regional labour markets. In addition, the study includes an elaboration of the
impact of gross migration flows on the regional unemployment rates. By doing this, the
study fillsan important gap in the literature on regional labour marketsin Finland and
providesempirical evidencefor theimportance of the reorganization of regional labour
markets based on gross flows of jobs and workers. The evaluation of regional labour
marketsis based on regional panel datathat is created by matching the conventional
economic fundamental s with the measures based on gross flows of jobs and workers.
The datacoversthe period from 1989 to 1996. The geographical division of Finland is
based on NUTS4 regions. The number of these regionsis 85. The estimation results
are based on various panel datamodels. In particular, adynamic model isconsidered,
because adjustment of the key variables of interest isnot necessarily immediate.

TheKernel density estimatesfor the distribution of the unemployment rate acrossthe
Finnish regionsfor theyear 1991 (i.e. the bottom of the sl ump measured by the net rate of
employment change) and the year 1996 reveal that there have not been substantial changes
in the shape of the distributions of the unemployment rates despite the fact that there has
been asharp increasein the average unemployment rate with arisein the dispersion of
the unemployment rates at the sametime. In particul ar, thereisno empirical evidencefor
the bipolarization of the distribution of the regional unemployment rates during the 1990s.
Thestriking empirical finding from the panel data estimationsisthat the reorganization of
labour markets|owersthe unemployment rate in the Finnish regions. In other words, the
reallocation of labour resources seemsto be good for regional employment. The essential
role of reorganization in the determination of regional unemployment has some direct
relevancefor regional policy. In particular, thisfinding providesempirical support for the
perspectivethat various public measures should not be aimed at aiding contracting plants
sincerestructuring at the establishment level of the economy will eventually yield alower
unemployment rate.
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1.2.3. Perception of job instability

Therewasanimportant and well-known switch from the framework of measurable cardina
utility to atheory based on apreferenceindex of ordinal utility in microeconomicsduring
the 1930s (see Frey and Stutzer 2002a; 2002b). Since then the mainstream perspective
of economics has been that utility cannot be measured and thereisusually no senseinthe
evaluation of various measures of self-reported subjectivewellbeing by individuals. This
switch has also had a deep impact on labour economics.

Thereisalong and equally well-established tradition of analysisthat appliesvarious
subjective survey responseswithin the professionsof psychol ogy and sociology. Moreover,
withinthefield of standard labour economics, it has aways been common to apply labour
force surveysthat can be utilized, for instance, in the empirical studies of grossworker
flows. However, along with the mainstream tradition of economics, |abour economists
have not focused on theinvestigation of the measures of self-reported subjectivewellbeing
by individuals.? The neglect of the measures of the subjectivewellbeing of individualsis
at least partly related to the fact that economistsare usually sceptical about the use of this
kind of individual-level survey dataowing to non-random measurement errors. For instance,
Berthard and Mullainathan (2001) provide selected empirical evidence on theissuethat
the measument error of often applied surveystendsto correlate with alarge number of
individuals' characteristics such aseducation.

However, thistraditional pattern of the literature changed rapidly during the 1990s.%
There havetherefore been anincreasing number of empirical studies by economistsbased
on the self-reported measures of subjectivewellbeing by individuals. These studiesaimto
explain, for instance, various measures of happiness and job satisfaction (see Clark and
Oswald 2002; Frey and Stutzer 2002a; 2002b). In particular, within the context of |abour
economics, one of themost important empirical findings has been that unemployed persons
report substantially lower levels of happinessthan employed persons (see, for example,
Oswald 1997). Indeed, this piece of empirical evidenceis highly important from the
economic policy perspective dueto thefact that the observation underlinesthe notion
that unemployment isinvoluntary by its nature for most of the unemployed.

The perception of job instability constitutes an important subjective measure of wellbeing
by individuals owing to thefact that for the large majority of employeesonly one match
with an employer comprises most of the current earnings, making their welfare closely
related to the potential risk of losing their job in the presence of incompl ete insurance
against shocks. In other words, the very nature of the labour marketsitself givesrisetoa
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perception of job instability anong employees. Thisproblem isapparent in the context of
the persistent European unemployment problem.

The perception of job instability isnot disconnected from theissues of working hoursand
labour market flows. In particul ar, the perception of job instability isrelated to the unequal
distribution of working hoursacrossindividual sand househol dsin Europethat ishighlighted
in the pattern of overtime. Indeed, the perception of job instability (i.e. the fear of
nullification of hoursof work entirely) constitutes an antithesisto overtime. Moreover, an
investigation into the perception of job instability completesthe picture painted by the
studiesthat focus on gross flows of jobs and workers covering European countries. The
recent studiesthat underline the enormous magnitude of gross flows of jobsand workers
usudly fail to differentiate between voluntary and involuntary flows. Aninvestigation that
focuses on the perception of job instability among workersisableto focus more deeply
on the determination of involuntary flows of workersthat are directly related to the
European unemployment problem.

There have been agreat number of empirical studiesonjob instability that aim to document
and investigate the realized patterns of job instability by individuals. Those studies, for
instance, focus on the tenure structure over the past few decades (see, for example,
OECD 1997). In contrast, there are arather [imited number of empirical studiesthat aim
toinvestigate the empirical determination of perceived job instability from individual to
individual. Thelatter empirical studiesrequire survey data. In particular, there have not
been empirical investigations that aim to eval uate the economic fundamental s of the
perception of job instability in the European labour markets. Thefocus of the available
empirica literature on perceived job instability has been heavily onthe unregulated Anglo-
Saxon labour markets. Thus, there is an urgent need to understand the pattern of the
perception of job instability in the context of the European |abour marketsthat have been
characterized by the persi stent unemployment problem.

Thelast essay inthiscollectioninvestigatesthe perception of job instability among workers
in Europe (Essay 5). In particular, the aim of thisstudy isto investigate the empirical
determination of the subjective probability of thejob instability of individualsby using
unique survey datafrom all the 15 member states of the European Union and Norway.
The survey was conducted in 1998 and it contains 5435 individuals. The question about
the perception of job instability isformulated in the survey asfollows: ” Do you worry
about the security of your present work?’. The answers to the question can be either
"yes’ or "no”. Thus, the estimation results are based on Probit models. The study provides
detailed empirical evidence, for example, ontheindividual characteristics such asageand
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education that arerel ated to the perceived job instability of individualsin European labour
markets. In addition, the study includes a consideration of job and firm characteristics
and their rolein the determination of the perception of job instability. Thus, the survey
data enablesusto eval uate the whol e spectrum of economic fundamental sthat giveriseto
aperception of job instability. There tends to be arather vague relationship between
institutional features and the perception of job instability among workers. However, the
patterns of perceived job instability and theinstitutional features of European countries
are not consistent with the popular notion that the perception of job instability declinesas
the strictness of labour standards and the strictness of employment protection increase.
This pattern emerges despite the stylized feature of the earlier literature that the magnitude
of gross job and worker flows of the economies declines as the strictness of labour
standards and employment protection increases. This meansthat the perception of job
instability and the underlying grossflowsof job and workers need not be closely correlated.

The estimation resultsreveal that perceived job instability increases with age. In other
words, thereisevidencefor the perspectivethat it isthejob losswage penalty more than
thejob lossincidencethat drivesthe perception of job instability anong European workers.
The conclusion on therole of job lossincidenceisbased on the fact that the turnover of
workersis higher among young workers. Anincrease in the educational level, onthe
other hand, leadsto adeclinein the perception of job instability. There are no differences
in the perceptions of job instability between males and females. An occurrence of
unemployment during the past five years deliversasubstantial risein the perception of job
instability. Theempiricd finding that the unemployment history strongly mattersisconsistent
with the notion that an unemployment episode provides private information about the
unobservable productivity of an employee. The most striking result isthat atemporary
contract as such doesnot yield an additional increasein the perception of jobinstability at
theindividual level of the economy. However, the perception of job instability ismore
common in manufacturing and thereis some evidencefor the perspectivethat it increases
according to the size of thefirm. There are also strong country effects. For instance, the
perception of jobinstability among workersislower in Denmark and higher in Spain than
in Norway even after taking into account the controlsincluded for the incidence of job
instability at theindividual level of the economy in European |abour markets.
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1.3. Summary of findings

* Anincreaseinlabour productivity and awidening of the tax wedge have contributed to
adeclinein the average working timein Finland from the long-run perspective. These
observations are consistent with the predictions of atheoretical model that isbased on
the notion of equilibriumworking hours.

» Overtime hours have an interesting role in the adjustment of total hours of work in
Finnish manufacturing. The stylized feature emerges according to which overtime hours
aremore frequent in the population of small establishments.

* Gross job and worker flows reveal the enormous heterogeneity in the plant-level
adjustment of labour demand in the Finnish regional labour marketsin contrast to the
earlier empirical literaturethat hasfocused on the el aboration of the net rate of employment
change.

» Theinternal and external reorganization of labour markets|owers the unemployment
ratein the Finnish regions. This meansthat the reallocation of labour resources at the
plant-level of the regions seemsto be good for regional employment in contrast to the
earlier empirical literature that has stressed the notion according to which restructuringis
an important source of theregional unemployment problem.

* The unemployment history of workersstrongly mattersfor the perception of job instability

in European labour markets. This pattern highlightsthe substantial costs associated with
the high unemployment trap.
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! The collections of empirical studies on the Finnish labour marketsinclude Pohjola (1998)
and IImakunnas (2001).

2Kiander and Vartia (1996), Honkapohja and K oskela (1999), and Kiander (2001) provide
descriptions of the great slump of the early 1990s.

3Bean (1994) provides a survey of the European unemployment problem. IImakunnas and
Koskela (2002) contains a collection of articles on the European unemployment problem.
Koskelaand Uusitalo (2003) provides adiscussion of the Finnish unemployment problemin
the European context.

4 Santamaki and Parviainen (1996), Vartiainen (1998), and Marjanen (2002) provide
descriptions of the Finnish labour markets.

5 Vartiainen (1998) provides adescription.
6 Pehkonen and Tanninen (1997) studies thisissue.

" Uusitalo (2002) provides evidence for the perspective that the distribution of wages has
been more compressed during the times of collective agreementsin Finland.

8 Marjanen (2002) documents the evolution of wage drift in Finland during the past few
decades.

9 In addition, non-manual workers provide a great number of unpaid overtime hours.

10 Bdckerman and Kiander (2002a) provide a comparision of adjustment of the Finnish
labour markets during the great depressions of the twentieth century.

11 Maliranta (2001; 2002; 2003) reports that job destruction in low productivity and job
creation in high productivity plants has positively contributed to the aggregate productivity
growth rate of Finnish manufacturing. Bockerman and Maliranta (2003) focus on the regional
dimension of productivity growth in Finland.

12 Nétti et al. (2001) provide an empirical investigation on the perception of job instability in
Finland during the 1990s.

13Blundell and McCurdy (1999) summarizesthe literature.
41Imakunnas (1997) provides an empirical study on thisissuein the Finnish context.

15 Economists have usually had a sceptical perspective concerning the positive impacts of
work-sharing schemes on employment. Hicks (1963) is among the few economists who
have been a modest supporter of work-sharing schemes.

16 The Finnish studies on work-sharing include Holm and Kiander (1993), IImakunnas (1995),
and Bdckerman and Kiander (2002b).

17 Prescott (2002) argues that the large difference in labour suppy between France and the
United States can be explained due to differences in the tax systems of those countries.
The argument is based on the distortion induced by the intertemporal tax wedge that is
more severe in France. Hetemaki (2002) provides empirical evidence for the perspective
that an increase in the tax wedge yields a decline in average working hours in the OECD
countries.

18Lilja(1991) providesastudy on dual job holding in Finland.
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19Pehkonen and Tervo (1998), and Tervo (1998) provide studies on the regional disparities
of the Finnish labour markets. Béckerman (2000) provides a summary of the literature.
The Prime Minister’ s Office (2000) provides asummary of the development of the regional
disparities during the 1990s.

2|Imakunnas and Maliranta (2003) summarizes the Finnish evidence on gross flows of jobs
and workers.

2 For instance, Kangasharju and Pehkonen (2001) provide an analysis of growth and
employment in the Finnish regions.

22The Finnish studies on migration have not focused on gross flows of migration (see, for
example, Pekkalaand Ritsila 2000).

ZVan Praag, Frijters and Ferrer-i-Carbonell (2001) provides a survey of the field.

% Frey and Stutzer (2002a; 2002b) provide a summary of the literature.
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