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Preface

The following manuscript is the framework papertbé dissertation ,Patterns of Non-
employment: How Labour Market Institutions Shapeci&lo Inequality in Employment
Performance in Europe”. Its purpose is to elabavatéhe motivation, theoretical background
and approach of three journal articles, which & heart of the dissertation. It will also
provide information on the overall research desigd summarize empirical findings before,
finally, drawing conclusions from the collectedaett of the three studies. The dissertation’s
main topic is social inequality on the labour markehe main factors of interest are the
institutions surrounding the labour market. Moregfically, the thesis engages in exploring
how institutional arrangements shape social patefmemployment and non-employment,
how they affect transitions on the labour market, which constellations they lead to
unequally distributed chances of getting employed in how far they keep disadvantaged
groups from establishing stable labour market cardée articles, which aim to answer these

guestions and which can be found at the end ofitlisework paper, are the following:

“The Impact of Labour Market Institutions on Soclakquality in Employment in
Europe”(manuscript to be submitted).

“On the Outside Looking in? Transitions out of Nemployment in the United
Kingdom and Germany”, inlournal of European Social Polic{2014), 24(1): 3-18.

“(Con-)sequences of Non-employment. Labour Marketnigration in the United
Kingdom and Germany(manuscript to be submitted).
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1. Introduction

The received wisdom is that higher and more sgcidjual labour market participation is a
necessary means to achieve a competitive econothy @ustainable welfare state. From an
individual perspective - although being employeddd a guarantee to foreclose economic
hardship (e.g. Andrel3 and Seeck, 2007, Brady, 206l&nann, 2010) not obtaining a stable
income from work is still a strong predictor of moty risks (Gallie et al., 2003). Employment
is not only a source of economic security but asantegral factor for social inclusion and
personal well-being (Gallie et al., 2003, Jahodaalet 1975). Being non-employed, i.e.
without a job, thus is a major cause of economid @ocial deprivation in today’s
performance oriented society. On the aggregatd,lseeiety faces challenges because of
unexploited productivity potentials, the necessity support jobless individuals and
deteriorating social cohesion. These challengesrheanore salient with the sheer amount of
non-employment but even more so if non-employmemtistributed unequally across social
groups. Thus, goals of higher employment and meen esocial inclusion into the labour

market play an important role in policy makers’ ag@s.

In Europe these goals are represented most prothyinenthe so-called Lisbon
strategy, in which the European Union set itseli itrategic goals at the European Council
in Lisbon in March 2000. A major component of if§imal objective ,to become the most
competitive and dynamic knowledge-based economthéenworld, capable of sustainable
economic growth with more and better jobs and grestcial cohesion“ (European Council,
2000) was higher levels of overall employment argtranger social inclusion of the labour
market. The Council expressed these goals with ewsniuntil 2010, an overall employment
rate of 70% was aimed for. To foster social in@usithis included a 60% employment rate
for women and a 50% employment rate for the 554tyéar olds. The commitment to these
goals has been renewed as 2010’s Europe 2020@tisdethe bar to a 75% employment rate
to be reached in 2020. While increasing employnhergls is an EU wide objective and the
specific targets referred to the EU average, differmember states are faced with very
different challenges. Some countries such as Swdaemmark or the Netherlands exceeded
the employment goals already in 2000, while thedreeemed much farther and rocky for
countries such as lItaly, Spain or Greece. The mue#tat arises is why is there variation in
non-employment across countries? Internationahtian suggests a relationship with macro-

context variables. Within the general research dgef searching for explanations of non-

! Non-employment and joblessness will be used asrgyns for the remainder.
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employment and its social distribution, this dissgon therefore takes a comparative
viewpoint. The literature discusses — among othersnacroeconomic shocks or the
occupational structure of labour markets (e.g. Br2805, Jackman and Roper, 1987, Layard
et al., 2005, Phelps, 1994). The bulk of the exgstomparative research on labour market
performance, however, focuses on the impact ofuaboarket policies and institutional
settings. This dissertation aims to contributehis tatter strand of research for two reasons:
Firstly, there is evidence that the impact of naiker macro-level factors is moderated by the
institutional context of labour markets (Blanchandd Wolfers, 2000, Nickell et al., 2005,
OECD, 2006). Secondly, political efforts to impromational labour market performance
usually come in the form of policy measures anditutsonal reform while other determinants
are seen to be more or less out of reach fromiqallinfluence.

The Lisbon Strategy and Europe 2020 not only srcdbenchmarks to measure the
success of labour market policies; they also epi#era shift in their objectives. The specific
employment goals highlight two aspects, which asetiqularly relevant to the research
agenda of this dissertation.

Firstly, the EU document displays an emphasis araldgbour market participation of
all societal groups in order to increase sociakestdn. From a sociological perspective labour
markets are “machines of inequality production” (@&ltam and Hinz, 2008: 12). They are the
main distributors of not only income but also sbstatus and affect a large number of social
relationships. In consequence, they structure so@ed determine the degree of social
inclusion and cohesion. Compared to the macro-eoandinterest in the performance of
labour markets on the aggregate level the socicdbgapproach makes a point of
disaggregating non-employment along social dividiimgs. The central question present
work is concerned with is therefore not merely wdoes non-employment differ between
economies in its absolute level bwhy is there cross-national variation in the socio-
demographic composition of non-employment? The interest in the relationship between
institutions, policies and employment in an econasgirected towards the social structural
consequences of different labour market contextsciab inequality in employment
distribution is increasingly salient because thisranot only stratification along the usual
division lines but disadvantages are accumulatedoitial groups. Women, labour market
entrants, older workers and those with low educasice identified as being at high risk of
experiencing disadvantages on the labour marketh&tsame time these groups coincide

with what are termed the new social risk groupseiifprotection by the welfare state has



become increasingly perforated in recent decadesdqB 2006, Taylor-Gooby, 2004). As
household forms pluralize and the economic depeselélom a main breadwinner becomes
an unsustainable model, chances to enter wage rlaeed to be provided for all social

groups if they are not to accumulate risks.

Disadvantages are furthermore accumulated ovelifeheourse (Merton, 1968). This
raises awareness that to analyse a snapshot t#aber market is not enough to understand
its proceedings. There is a need to explore whysstathout a job and who can make the
transition into paid work in order to comprehend tmpact of the institutional context on
social structures. Even more so, since being witagab can be seen as less problematic if it
is a relatively rare and short transition statuthiwithe life course. Stable non-employment is
a more serious challenge. It can only be assesspdd longitudinal perspective. In addition,
this provides a view on non-employment not as aemesult of labour market processes but
also as a determinant of subsequent work-life hieto What kind of quality do positions
after leaving non-employment have? Who can estaldisstable labour market career?
Regarding the interest of this dissertation inghaping powers of the institutional context on
socially stratified labour market performance, tolowing questions can be formulated:
How does the institutional context of the labour market affect transitions between
labour force statuses? Are the transitions of distinct social groups affected in different

ways?

Secondly, the EU processes set the target in tefniscreasing employment rates.
This is a paradigm shift from the previous focudammering unemployment rates with crucial
implications: Economic inactivity is to be lowered well. The other side of the coin of
increased employment rates is not decreased ungmeid but decreased non-employment,
i.e. unemployment and inactivity. When the fightimgt unemployment was at the centre of
attention in the 1980s and early 1990s, some pgli@imed to reduce the number of
unemployed individuals by pulling them into inadiywia welfare benefits. Prime examples
of this praxis are the pathways into early retiratadfered by the German state (Ebbinghaus,
2006). Economic activation has been the major bordwn labour market policies since the
late 1990s. Many reform projects, for instance atz reforms in Germany starting from
2003 or the British New Deal programs for disadagetl groups since 1997, revolved around
the notion of increasing incentives to join thedabforce and helping individuals into jobs.
Unemployment describes the joblessness of primd-agges rather accurately — although

recent developments show that there is a growimgrgence between the two phenomena



within this socio-demographic group as well (Rosamb, 1975). Other social groups,
however, frequently spend periods off the labourketain forms of economic inactivity, such
as household responsibilities, early retiremeninoapacity and disability. Especially when
interested in social inequality in employment, natluding the inactive population means
missing a significant part of transitions and dyi@mon and off the labour market (Murphy
and Topel, 1997). In addition to siding with pa#l trends, there are strong theoretical and
statistical reasons for an inclusion of all non-tayed to labour market analysis (e.qg.
Brandolini et al., 2006, Clark and Summers, 198&)nFand Heckman, 1983, Gregg and
Wadsworth, 1998, Marzano, 2005, Murphy and Top887). Even though more and more
studies analyse levels and changes in employment Aepaia and Mourre, 2012, Genre et
al., 2005), thus mirroring non-employment, not uptyment, or directly tackle non-
employment and inactivity (e.g. Amable et al., 20Ctsen et al., 2006), the main subject of
labour market research is still unemployment (reesmamples of macro-economic studies of
labour market performance are: Appelbaum, 2011s&asi and Duval, 2009, Flaig and
Rottmann, 2011, Lehmann and Muravyev, 2012, S&fhk]). A specific contribution of this
dissertation to the literature on institutional msp on social inequality in employment is to

include inactive individuals.

Nationally distinct patterns of non-employment tate that idiosyncratic institutional
settings foster more or less the labour markegnatéon of different social groups. To answer
the aforementioned questions, this dissertatiomesghat a model combining macro- and
micro-level explanations is needed in order to aixphational patterns of non-employment —
and employment for that matter. It not only inclsdestitutional factors as well as individual
characteristics but it focuses on the very intévactbetween the two. At its core, the
dissertation tackles economic questions. Yet, imglgo it takes a sociological perspective,
enriching economic theory by factors that originétem sociological thinking on social
structural differences and the shaping powers efitistitutional context in particular. It is
thus is rooted in and contributes to both theditere on labour economics as well as social
stratification in its interest in the distributian life course risks. It draws on economic theory
and sociological accounts of labour market dynamiic$urthermore ties in with existing
research on institutional impact on labour markatsl the literature on labour market
mobility. The dissertation develops a theoreticalcro-micro model that extends individual
level labour market theories by including the ingtonal context. Starting form a Rational
Institutionalist understanding of how institutiopovide constraints for individual decisions,

mainstream economics expectations are contrastddcamplemented with insights from
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approaches that highlight the importance of laboarket positions, especially insiders and
outsiders, and the actual processes of job andogteplsearch and their matching. The central
argument is that national employment/non-employnpatterns are a consequence of the
international variety of labour market institutiomsid how they interact with individual

characteristics and micro-level processes.

The following section will discuss the necessityd advantages of looking at non-
employment instead of unemployment. Section 3 wjlickly present the underlying
empirical puzzle of social inequality in non-empiognt in Europe. Subsequently, section 4
discusses the theoretical background. In a fiegi &tlays out the argument about institutions’
impact on the labour market. In a second stepligghates on three groups of theories, which
all highlight specific aspects of micro-level labbauarket processes and therefore arrive at
distinct expectations regarding the institutionahpact on social inequality in non-
employment. Section 5 presents the research dedajasets and methods and summarizes
the findings of the three studies. In section @awdconclusions and point out tasks for future

research.

2. Why Look at Non-employment?

The rate of unemployment is the crucial indicator the assessment of labour market
performance in most political documents, public raesbverage, but also scientific research.
Understanding the causes of unemployment is ortaeofnajor concerns in social sciences
because it pertains to a wide array of problems. ggmnomists unemployment indicates
inefficiencies in economic systems and the userodlyctivity potentials. In financial terms,

higher unemployment does not only mean more bereipients but also less contributions
to welfare states. Leaving the macro level, ecoesrface social inequality in the distribution
of unemployment, which challenges social peace.nBEwere so, as gainful employment
provides income but also increases feelings ofwetth, social inclusion and cohesion. Only
rarely the question is asked why these issues dhioail restricted to unemployment. By
focusing entirely on the dynamics within the sdeaxhllabour force, i.e. those in work and
those actively searching for it, the inactive papioin, i.e. those without work and not

actively searching for it, is disregarded.

Recent developments in policy orientation as dbsdriabove are not the only reasons
warranting the analysis of non-employment as a &hdhere are crucial statistical and
theoretical reasons that need to be considereddefaen touching upon social issues. The
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main statistical definition of an unemployed persothat he or she firstly has not worked at
least 1 hour in the last week and secondly has betwvely searching for a job in the last 4
weeks (ILO, 1982). This raises questions concertiggdemarcation line for employment
because it is debatable if one hour of work in akveonstitutes any serious form of
employment. Far more troubling, however, is thédarge part of the working age population
is excluded from labour market analysis by thisindgbn: the economically inactive
population, i.e. those who have not worked in #s Week and have not actively searched for
a job in the last four weeks. Among the inactive as diverse categories as individuals in
education, early pensioners, sick or disabled psrsand individuals whose primary

responsibility is in the household (see Figure 1).

Figure 1: Labour Market States

population
working-age non-working-age
population population
economically inactive
active
employed unemployed family education early sick/ something
work retired disabled else

non-employed

Source: Clasen et al. 2006

Statistically, a one-sided focus on unemploymeatseto over- and underestimations of
change. As Murphy and Topel (1997) show, the ireea US joblessness is not captured by
unemployment rates since the main component of chénge is the non-participation of
prime-aged men. Hence, a policy can seemingly dsereinemployment due to outflows
towards employment as well as towards inactivitigewersa, employment growth might not
be recognized because of inflows to unemploymeh finactivity, while the unemployment
rate stays the same.



In addition to the statistical issues arising frtm distinction of unemployment and
inactivity, the disregard of inactive individualsarc be contested from a theoretical
perspective. The theoretical assumption that uredethe analytical exclusion of inactive
individuals is that of voluntary unemployment. Sasddeliberately neglecting the inactive
population heavily rely on the assumption thatvidlials are permanently inactive without
any chance for activation. The distinction refegrto different kinds of behaviour is shown to
be not as straightforward as suggested (Brandetiral., 2006, Clark and Summers, 1982,
Flinn and Heckman, 1983, Marzano, 2005). While KCland Summers (1982) argue that
there is no behavioural distinction between themleyed and inactive, Flinn and Heckman
(1983) contest this view by finding higher exit ast from unemployment towards
employment than from inactivity. Yet, their findsigdo not refute the allegation of
arbitrariness of such demarcation. The disregargdostalled voluntary unemployment is
deeply rooted in economic thinking and the assumngtiat individuals not actively searching
for work simply have a stronger preference fordestime. Labour market attachment should
be considered more as fine-grained degrees of dmeluthan a binary category of
unemployed/inactive. Discouraged workers, for insgga may not actively look for a job
because they believe that work is not availablé they would nevertheless be willing to take
a job if offered. Burchhardt and Le Grand (2002)wlior the British labour market that after
inclusion of various layers of constraints suchivitbal characteristics, labour market
experience, place of residence and household catigmoso more than roughly 10% of non-

employment is unambiguously voluntary.

The flawed nature of the simple distinction becomesn clearer when conceiving of
labour markets and people’s preferences as dynd&wen if not having a job is voluntary in
case of the inactive in a cross-sectional perspectieating this preference as being constant
over the life-course is a long stretch. Variousrgésen the life course, such as motherhood or
long-term sickness, as well as external conditisash as economic downturns or structural
change, might lead to periods of economic inagtiwitthout preference for leisure time. This
is a major problem as soon as inactive individdalsiot make the intermediate step through
unemployment but transfer to employment immediat@&ynpirical studies of movement
between different labour market states deliver evig that despite the lack of active
searching, there are lower but still significargnsition rates into employment out of other
non-employment states than unemployment (Amabé. e2010, Nicaise, 2007). Gustavsson
and Osterholm (2012) show that changes in the teng-unemployment rate cannot fully

capture changes in joblessness, not even for thepgof prime-aged males. Furthermore,
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when taking a life course perspective, maintaining usual focus on unemployment and
deliberately excluding inactive labour market stateeans creating significant gaps in the
observation of some individuals. In conclusionfdous on exits from unemployment would
paint not only an incomplete but also an inaccugatture of the impact of institutional

settings on employment performance. Especiallysfmriologists there are no grounds for
exclusion of the inactive as they have a genetakaést in the distribution of life chances.
Research in social stratification must ask whotheeinactive. Is inactivity really voluntary?

What consequences does inactivity have for thesitigation and how does it play out over

the life course?

Some researchers suggest the distinction of marettko transition states (Brandolini
et al., 2006, Jones and Riddell, 2006, Marzano520&hile this might help in expressing the
different degrees of labour market attachment givan point more accurately, more states
cannot suppress the problem of over- and underastimof change. More importantly, from
a theoretical point of view, increasing the numbkcategories still rests on the assumption
that a person’s preferences and expectations tewarndployment are inalterable. This
dissertation therefore follows Gregg and Wadswer{h998) proposition to perceive the non-
employed as distributed along a continuum. Posstidoser or farther from employment are
determined by individual characteristics importémt labour market attachment, while the
institutional setting affects how these individéedtors play out. Thus, almost every person is
a potential worker if only opportunities and redions fit his/her predispositions. Of course,
some individuals’ preferences or personal situatiane so far detached from the labour
market that an institutional context that eithertinades or forces them to work is neither
realistic nor desirable. The heterogeneity withon+®mployment certainly is a challenge.
Individuals in further education, for instance, danexpected to return to the labour market
with a higher likelihood than someone with a sewdigability. On the other hand, can we
really assume that unemployment is a category stingiof homogenous individuals? The
position this dissertation takes is that the dafaf having to deal with heterogeneity in non-
employment are preferable to excluding a large parthe working age population from

analyses of the labour market.

3. Social Inequality in Non-employment in Europe

This section presents the underlying puzzle ofdissertation. It illustrates social inequality
in non-employment in Europe with descriptive figurand discusses the arising research



agenda. Figure 2 displays the variation in joblessnacross social groups according to

gender, age and education within 13 European desrnitr 2008 (Figure 2 a through c).

Figure 2: Non-employment in 13 European countries (2008)

a) nonemployment rates (%) by gender b) nonemployment rates (%) by age group
40 40
30 30
20 + 20
10 10
[ e R B B e o - Uy g u U U
AT BE DE NL FR ES PT DK FI NO SE IE UK AT BE DE NL FR ES PT DK FI NO SE IE UK
Omen MWwomen 015-24 0O25-54 m55-64
¢) nonemployment rates (%) by educational level d) nonemployment rates (%) by labour market
status
40 40

30 I ﬂ.
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Olow Omedium ®high ‘ Ounemployed Iinactive‘

Source: EULFS 2008.Working age population 15 toeb4)uding individuals that are both in educatiowd ander 30 years
of age.

Prime-aged men are considered the core of the tdbore. Considering that this age group is
the largest in the data, the graphs show that mpewison women, younger and older
individuals are without employment more often. Rartmore, across all socio-demographic
groups those with low levels of education faceipaldr disadvantages when seeking a job.
As the welfare state is less and less able to geogconomic security (Taylor-Gooby, 2004)
and the social net within households cannot bededn as much as some decades ago, being
without regular income bears a high risk of povéotythese groups. Their fate on the labour
market is therefore of special concern.
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In accordance with the arguments made in sectiofi@yre 2d shows how the
distribution of inactivity and unemployment varypderlining the problems when focussing
on only one of them. Unemployment is a phenomehahalmost fully describes the problem
of being without gainful employment for the grouppoime-aged men. The average inactivity
rate for men between 30 and 54 is below 7% compiaredore than 23% in the remaining
working age populatiocnh Some decades ago, when the male breadwinner maaelstill
dominant in most countries, analysing unemploymanthe population thus might have
uncovered almost all joblessness that could beeieed as being problematic. Today, in a
world of pluralized household forms, increased fienti@our market participation, challenges
of financing pensions and rising problems of labmarket integration for young workers,
there is a stronger dependence from an income &8 @mwn. Different forms of joblessness

cannot simply be left by the wayside anymore.

Various micro-level approaches can hand us exptamator why some groups show
comparatively poor labour market participation. ,\Yfatcro-level theory alone cannot explain
the international variation in social inequalitynl@ systematic differences on the country
level and their interaction with micro-level proses can account for the patterns shown in
Figure 2. It groups 13 European countries accortbrigequently used typologies of welfare
states (Esping-Andersen, 1990, Esping-Andersen9)188d production systems (Hall and
Soskice, 2001). These typologies and their extessguggest that there is a Continental
European, a Mediterranean, a Nordic and an Angl@miSgroup of countries. Referring to the
regimes that surround the labour market, employmegitnes based on these ideal types can
be formulated (Schmid, 2002). However, despite solngering becomes apparent regarding
absolute non-employment levels and social diffeesnthe variation within the regime types
indicates that a more fine-grained approach is ss&ug. The following section will discuss
the theoretical background and approach with wthéhthesis aims to explain this variation.
It will put a particular focus on institutions goweng the labour market and their interaction
with individual characteristics. In the first stepthe empirical analysis, this will provide the
thesis with the explanatory means to shed more bghthe non-employment patterns in the
13 European countries. The thesis is moreoverdsted in the longitudinal processes that
lead to these patterns and how institutions affleetr stability over time. The theoretical
section will highlight the dynamics on the labouanket and how they lead to different labour
market careers for social groups. In the empistatlies, the dynamic aspect will be explored

2 Source: EULFS 2008, total working age populatidnl® European countries, excluding individuals wdre both in
education and below 30 years.
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for the two country cases of the United Kingdom &@®imany. The two economies regularly
inhabit polar opposites in the aforementioned regiypologies. Looking at absolute non-
employment levels in Figure 2, the outcomes onpibygulation level do not seem to differ
much. Nevertheless, when dissecting non-employraeocbrding to social groups and non-
employment status, differences appear. While woseam to be similarly disadvantaged, the
youth and the low educated make up a larger shfreon-employment in the United
Kingdom. In the German labour market regime, ondtieer hand, unemployment plays a
particularly strong role. The empirical studieghe second step will focus on the question to
what extent the institutional regimes of the twaimnies can explain social inequality in

joblessness from a longitudinal perspective.

4. Theor etical Background

The dissertation engages in explaining cross-natialifferences in non-employment. Its
primary focus is on the distribution of non-emplaymh across social groups from a cross-
sectional and a social dynamic perspective. Thezefbhas to recur on theories that explain
the existence of non-employment on the one handtlaadsocially unequal distribution of
non-employment on the other. To approach the syljee dissertation draws on economic
theories, which generally understand the processethe labour market as a result of the
relationship between labour supply and demand. Wewes the interest in social inequality
is the driving force behind this dissertation, lages high emphasis on aspects that are
brought forward mostly by sociological research &nel literature on social stratification.
Furthermore, the international variation in non-é&gment calls for a theoretical approach
that factors in variation on the level of econonsexe cross-national differences can hardly
be explained solely by factors on the individuakls. The central explanatory variable is the
institutional context of the labour market and hibuwnteracts with individual characteristics

and micro-level labour market processes.

There are a number of structural aspects in a cgamhacro-economic setup besides
institutions that can be considered to affect labmarket processes: Most prominently the
sectoral and occupational structure of economy,rosaconomic shocks such as the recent
economic and financial crisis, economic cycles,jomal culture and work ethic, but also
aggregated micro-level factors, such as overalribigion of education, which shape the
competitive situation on the labour market. Whilglzese aspects warrant research efforts in
their own rights, this dissertation focuses ondheial role of institutions for two reasons in

12



particular. Firstly, even when interested in othwcro-economic conditions, there is ample
evidence that their impact is filtered and modetde the institutional context of an economy
(e.g. Bertola et al., 2007, Blanchard and Wolf@800, Mortensen and Pissarides, 1999).
Secondly, political efforts to improve labour markerformance usually aim at changing the

institutional context.

However, while institutions — just as any other mdevel factor — are apt to explain
differences in overall labour market performantes ionly in the interaction of macro-level
conditions and micro-level factors through whichss-national differences in the individual-
level variation can be explained. The major foctights work, thus, is on the interaction
between institutions and individuals. Hereby, tisseltation aims to provide explanations for
the cross-nationally varying risk of non-employmeexperienced by specific socio-
demographic groups. In the following | will shorflyovide the backgrounds of institutionalist
theory and then elaborate on the constraints thatitutions impose on individuals.
Subsequently, | will discuss micro-level labour ker theories, join them with the
institutional level in a macro-micro approach arelivk theoretical expectations for the

ensuing analyses.

4.1 Thelnstitutional Context of the Labour Market

Coase (1998) compares economics that ignore ihetisi to the analysis of the blood
circulation without concern for the body that iffiswing in. Highlighting transaction costs in
human interaction and the role institutions playowering them, his ground-breaking works
(especially: Coase, 1937, Coase, 1960) ignitedfitdd of New Institutional Economics.
Similarly, New Economic Sociology emphasises infittins as a consequence of the notion
of social embeddedness. Recurring on Polanyi’'s “Gheat Transformation” and his use of
the word to embed market-economies in their satiaictural context, Granovetter (1985)
picked up the term to emphasize that human actiowither atomistic as it is often construed
in economics nor determined entirely by social f@ss, norms, values and roles as some

sociologists assume.
Institutions and Constraints for Individual Action

In the wake of Coase’s work, institutions founditheay into economics - although at first
mostly as an attempt to generalize the neo-cldseicalel (Furubotn and Richter, 2005).
However, economists investigating the impact ofitagons are often not explicit about their
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understanding of what constitutes an institutiome Thost common conception of institutions
among economists is North’s (1990) definition ostitutions as “rules of the game in a
society or, more formally, [...] [as] the humanly d&d constraints that shape human action”
(North 1990: 1). This understanding is closest hatpolitical scientists and sociologists call
Rational Institutionalism (Hall & Taylor 1996). Herinstitutions exist to serve individuals
utility maximizing interests in governing the belmw among them. Other variants of
institutionalism such as Sociological and Histdrioatitutionalism put more emphasis on the
socially constructed origins of institutions, patBpendency in their development and the
notion that institutions have a life of their ownce they are created (e.g. DiMaggio and
Powell, 1983, Mahoney, 2010, Pierson, 2004). Howee disparities in the understanding
of what constitutes institutions are not particlyléarge between the Institutionalisms (Hall &
Taylor 1996). Moreover, this dissertation is ndemsted in explaining the emergence and
development of institutions; the focus is on howtitations affect actors’ behaviour. This
particular aspect is where institutionalist apphescin Political and Sociological Theory
diverge (see DiMaggio & Powell 1991, Hall & Tayl®996). In the following, | will shortly
discuss why and to what extent this dissertatidlovie the approach of New Institutional

Economics and Rational Institutionalism.

Both in New Institutional Economics as well as Raél Institutionalism individuals
are seen as rational actors whose choices areramest by the institutional contexts (Ingram
and Clay, 2000). The assumption of rational actdre maximize their utility is appropriate
in the labour market context. The decision of poéremployees to seek or of potential
employers to offer a job can be considered wetiudated. Rational choice institutionalism is
very precise on how institutions affect actors’ éabur: Institutions structure the strategic
interactions of actors “by affecting the range asdjuence of alternatives on the choice-
agenda or by providing information and enforcemergichanisms that reduce uncertainty
about the corresponding behaviour of others andwaligains from exchange’, thereby
leading actors toward particular calculations aoteptially better social outcomes” (Hall &
Taylor 1996: 945). While rational actors strive tmaximize their individual utility,

institutions provide them with opportunities anchstraints.

Most rational choice approaches treat individuafgnences as a fixed set that is
exogenously given (Hall & Taylor 1996). This asstimp can be seen as one of the roots of
economic studies’ focus on unemployment. Inactiigtyoluntary and this preference to be

outside the labour market is constant. Thus, fatitintionalist accounts based on rational
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actors, only unemployment — being involuntarilyvaitit work — is a problem that needs to be
investigated. “Realism, however, cannot be amorey wintues invoked on behalf of the
exogenous preferences premise”, as Bowles (1998 i it. Economists more and more
realize the necessity of conceptualizing prefersiiodoe endogenous (Bowles, 1998). From a
sociological point of view, the co-constitution dfstitutional context and individual
preferences is more self-evident (for a fundamecdaltribution see: Berger and Luckmann,
1966). In line with the notion that institutiondedt preferences and that institutional change
can lead to change in preferences, this dissantattmtends that not only chances to get
employment but also preferences to be employedarditional on the institutional context.
In sum, the dissertation rests on the assumptibnational actors forming their preferences
and making choices within given opportunity struetushaped by the institutional context

(see: Ingram and Clay, 2000).
Labour Market Institutions

Which institutions are considered to be immanerartswering the questions of differences in
the social distribution of non-employment acrosantoes? Most definitions of institutions,
such as North’s (1990), comprise formal and infdrmées. Present work, however, heavily
emphasizes institutions that are formally codedorinal rules, for instance work ethic or
gender norms, are very likely to add to the inteamal differences. Yet, the study’s focus is
on institutional arrangements that are subjecetorm efforts in order to provide a basis for
policy recommendations. Thus, informal institutioase assigned secondary roles in the
analyses. From a theoretical as well as methodmbgerspective, the dissertation will
approach the impact of the informal context so thahould not bias the results for the

arrangements of interest.

There are a wide variety of institutions that cdaost the setup of a national economy.
Among them many can be argued to have an effetit@tabour market in at least an indirect
way by affecting the overall economic performanéée can think of institutions in the
financial sector such as the central bank and deatary policies, laws in various economic
areas or the legal obstacles to starting a buseres$shereby creating jobs. This dissertation,
however, puts its major focus on institutions watldirect impact on labour markets. These
can be allocated to two broad categories. One eategpnsists of institutions that regulate
the labour market and shape its workings. Fromcam@mic theory perspective, they extend
on a regulatory dimension between rigidity and ifddity (Layard et al., 2005). Specific

examples are ways how wages and working conditavesagreed upon in the bargaining
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system; which role trade unions, employer orgaionatand the state play in it; how work
contracts are formed and how they can be dissahgedpecified in employment protection
regulations; and what kind of burden labour taxes$ social insurance schemes put on wages.
Latter example is building a bridge to the secor@ht group of institutional arrangements, as

taxes and social security contributions are daise.

The second category comprises what can be ternbedifanarket policies, either in
their passive or active form. These institutions ba regarded as the public attempt to take
care of individual’s life course risks and to dedih the malfunctions of the labour market.
On the one hand, they impact on employment andemgployment in the way provisions
such as unemployment benefits secure the livingdsta of those without work. As the
dissertation makes a point of expanding the viemmfrmere analysis of unemployment,
further schemes such as long-term sickness bemgifitsocial assistance come into focus. On
the other hand, further arrangements integratetthenoverall welfare regime have a more
work enabling function, such as active labour magdadicies and public childcare services.
They aim to reduce the costs and opportunity costaorking. Economic theory mostly
focuses on the dimension on which they providentiges and disincentives to work; yet the
employment enabling aspect should not be underatgtnDingeldey, 2007, Eichhorst et al.,
2008).

There are institutional arrangements with particuh@ortance to the labour market
performance of distinct social groups. For instatice constitution of the educational system
and how it is connected to the labour market haaeraendous effect on transitions between
education and work, thus shaping youth non-employr{tehavit and Mduller, 1998). Family
polices determine employment chances of women ulagng their child care burdens
(Daly, 2000, Gornick et al.,, 1997). Pension scheroas provide an additional set of
incentives for older workers to exit work early {tghaus, 2006). The dissertation heavily
focuses on institutional arrangements pertinenhéowhole working age population but will
consider arguments about these specific institatiwhere necessary. Furthermore, the central
theoretical arguments will be directed at singlgtitntional arrangements. As pointed out in
section 3, regime typologies are too broad to exmaisting cross-national variation in non-
employment. Yet, since institutional regimes typicafollow an inherent logic and
isomorphism can be detected in different arrangeésn@sping-Andersen, 1990, Gallie, 2003,
Hall and Soskice, 2001), arguments can sometimegeheralized to whole country setups.

For instance, we could speak of strongly regul&bdur market regimes or economies with a
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generous welfare state. How the various instit@i@rangements can be expected to affect
non-employment of social groups is dependent froenassumptions about the behaviour of
employees and employers and the approach to neeged-labour market dynamics. The
following sections will discuss labour market theerin detail. The sections will derive
expectations towards the impact of labour markedtititions on social inequality in

employment according to the specific theoreticabaats.

4.2 Explaining Social Inequality in Non-employment

For the purpose of explaining social inequalitynon-employment, this section allocates

existing theories to three different categorieseyrhighlight distinct aspects of labour market
processes and therefore arrive at varying andvasticompeting conclusions regarding the
impact of labour market institutions. After shorflyesenting the theoretical mechanisms at
the micro-level, the sections will elaborate theexted impact of the institutional context in

the particular setting. A special focus will beqad on the different effects that social groups
will experience. The main interest is in the growpth particular disadvantages and a specific
risk of being deprived of life chances. Althoughyina self-evident, it is necessary to point

out that in the theoretical discussion as wellrathe empirical praxis the divisions between
the theoretical approaches are more fluent. TheyaHlocated to clear-cut categories in the

following sections in order to be able to derivaigthtforward expectations.

The discussion starts out with the economic coreept of the neo-classical model.
Because of its assumption of a homogenous workfattee model cannot provide any
expectations regarding variance in institutionapatt across different types of workers.
Human capital theory, one of the most prominenemsibns of the neo-classical model,
emphasises productivity levels of workers. Takagetber, this mainstream economic model
provides straightforward expectations for instdo@l impact. Because of assumptions
regarding perfect information, mobility and flexity, variance of institutional impact is only
caused according to productivity of workers. A setaategory of theoretical approaches
highlights the importance of positions in the labmarket. Especially insider/outsider theory
— and its recent revival in the literature on dzetion processes — make a point that labour
market positions held by individuals will signifitly shape future trajectories. The
expectation is that this varies according to thsitutional setting. Finally, job search and
matching theory suggest that the processes oftgagrtor employment and for employees,
respectively, do entail friction and cost. The editon of individuals to jobs and resulting

social inequality is therefore assumed to be camsece of individuals’ ability to cope with
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these costs and employers evaluation of the sighals omit. Again, it is argued that these

factors vary with the constitution of institutiorssttings.

4.2.1 The Neo-classical Model, Human Capital Theorg Productivity Differences

The Neo-classical Model of the Labour Market

Neo-classical approaches in economics view theulabwarket as one of three major markets
besides those for commodities and capital. It suaeed to work along the same principles
with the price — here called wage - being the ddhle factor bringing supply and demand
into a market clearing equilibrium (for introduat® see: Borjas, 2005, Hinz and Abraham,
2008, Kaufman and Hotchkiss, 2006). This labourketamodel stands on a fundament built
from a number of strong assumptions. Firstly, thedeh assumes full competition on the
market. There are no single actors or groups whoncgably affect the wage by themselves.
Secondly, wages are fully flexible and thus canagsvadjust to changes and fluctuations.
Thirdly, the market is transparent; there is fultlasymmetric information for all actors. And
finally, workers are mobile and homogenous, meaniva they are fully substitutable. If
these conditions are fulfilled, the basic mechanwinthe wage bringing together labour
demand and supply will always lead to zero unemplayt in equilibrium. External shocks
can shortly put the labour market off this equilion but an adjusting wage always leads it
back.

Although the empirical evidence for neo-classiogbextations is mixed at best (see:
Baccaro and Rei, 2007, Baker et al., 2005, Howtedll ¢ 2007) and alternative institutional
approaches such as the Danish flexicurity modetofreiling high benefit and high
employment levels) have proven successful, the ezprent flexibilization and deregulation
view is still strong especially among economistg.(Bassanini and Duval, 2009, Destefanis
and Mastromatteo, 2010). In neo-classical economac®us societal concerns such as social
equality and cohesion as well as poverty reliey plaly a minor role. The task of institutional
arrangements in dealing with these issues is therafiot weighed against their predicted
harmful effects. From a mere labour market perspeet i.e. one in which labour supply and
demand interact and are brought together via wagése neo-classical view is still the
strongest comprehensive theoretical account ofitutisinal impact. A large part of the
expectations of this dissertation’s analyses agectore guided by this view to at least some

degree.
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There are two major implications of the neo-claagsimodel in opposition to the
research questions of this dissertation: Firsthyeré should be no non-employment. The
market clearing mechanism of adjusting wages pitsvémat. To be more precise: There
should be no involuntary unemployment. The neositas model is based on the fixed
preferences assumption like most rational choiggagehes. In this case, individuals have a
set preference for either leisure or work with daading line for their decision being marked
as their reservation wage: Starting from which weksyel does an individual prefer taking a
job to staying at home? Those, whose wage expegctatinot met, stay home voluntarily and
are thus not a major concern for economic analydiss theoretical reasoning is seemingly
congruent with the distinction of unemployment amaktivity as discussed in section 2. The
existence of unemployment in the long run is onthefmost prominent pieces of evidence to
state that the neo-classical model does not aatyrdescribe reality. For its proponents,
however, it is mainly a theoretical model and fome it depicts an ideal to strive for.
Institutions and the way they interfere with thesibamarket mechanism in their view are
inherently sources for deviation from the equilion. Neo-classical theory has
straightforward expectations regarding the impdabstitutions governing the labour market.
They interfere with the basic mechanism in whichgeg adjust for differences in labour
demand and labour supply and thus are among tlegatrauses for involuntary joblessness
(Layard et al., 2005). They are not only a reaswrtte existence of unemployment, from a
dynamic perspective they also prevent jobless iddals from finding employment quickly.
In one way or the other, they lead to violationda$ic assumptions. Strong unions (but also
strong employer organizations for that matter) d¢athom market power and directly
influence prices. Similarly, wage agreements ofteme far-reaching consequences beyond
the level of single firms, sometimes covering wholdustries or more while at the same time
fixing wages for the run of a year or more therghpjating the flexible wages assumption.
Employment protection inhibits easy firing and tlinasnpers the adjustment of wages. At the
same time, it strengthens trade unions’ bargaipmgjtion and constrains the substitutability
of workers. Welfare benefits provide an alternaseerrce of income and thus raise workers’
reservation wages, which, in turn, increases olvevabjes and impede market clearance.
Although the main suspect among benefits is uneynpémt insurance, other benefits, such as
social assistance and disability benefits are yaneluded in economists’ analyses, yet can be
expected to affect labour market participation gltre same incentive effect.

Among the institutional arrangements governingl#t®ur market, there are two that

can have positive effects on employment in spesitications even from a neoclassical view:
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Active Labour Market Policies (ALMP) and centralizevage bargaining. ALMP are
designed to smooth the transition process and weprthe employability of jobless
individuals. Although the effectiveness of singlegrams is disputed (Carcillo and Grubb,
2006, Kluve, 2010), ALMP are generally seen to dostmployment. Centralized and
coordinated wage bargaining is usually argued togea individual firms’ ability to cope
with precarious situations. However, inspired bg tuccess of Sweden and its strongly
centralized and coordinated wage bargaining procgsisnfors and Driffill (1988) argue that
very strong unions might be willing to constraireithdemands in periods of economic
downturn. Since they are so large that they cammt¢rnalize detrimental effects on the
economy they are likely to opt for employment-fdgn wage agreements (Calmfors and
Driffill, 1988). To bring the benefits of these twnstitutional arrangements in line with
general neo-classical thinking, however, some asthoply that the employment enhancing
effects of centralized wage bargaining are onlyntetng the negative impact of strong
unions and ALMP can flourish solely in an enviromn@f high joblessness created by
generous unemployment benefits (Bassanini and DAGAPR, Nickell, 1997).

The second implication of the neo-classical modeldals with the research questions
of this work is that there should be no social iraify. The assumption of homogeneity of
workers shows that the model has no interest indalmarket inequality. Many studies of
institutional impact based on the neo-classical eh@de situated at the macro-level (e.g.
Bassanini and Duval, 2006, Blanchard et al., 2@&nchard and Wolfers, 2000, Nickell,
1997, Nickell et al., 2005). As aggregate numbears a their centre of interest, the
problematic assumption of homogenous workers isligiblp. Looking at micro-level
processes, this assumption cannot be maintainedeT$ systematic social inequality on and
off the labour market that needs to be accountednféabour market theory. A theoretical
approach that does not recognize these differeiscesthout use for understanding social
stratification as a result of labour market proees§ he model needs to be extended in order
to explain labour market inequality.

Human Capital Theory

The most prominent among the theoretical accourds dissolve the homogenous worker
assumption is human capital theory (Becker, 196#)man capital is the skill potential
individuals can derive from their education and kvexperience. Thus, workers can be
distinguished according to their productivity, whiics determined by the level of human

capital they are equipped with. The main idea & the acquisition of human capital is costly
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for workers. They have to decide if it will be amy investment over their life course. By
this mechanism, the theory cannot only explairedéhces in jobs achieved but also devices a
reason for social inequality on the labour market transcends educational levels. Because
some groups such as women expect lower payoff framesting in human capital, they end
up not acquiring it in the first place and are #iere allocated to lower positions just as their
productivity levels justify. There are a couple fattors that can be criticized about this
approach (see Ben-Porath, 1982). Not the least gitiem is the fact that the blame for their

poor labour market placement is given back to diaathged groups.

Initially being an extension of the neo-liberal negdhere is a strong focus in human
capital theory on the labour supply side (Gran@rett986). However, when incorporating
demand, i.e. the employers, the explanatory poweapproaches focusing on different
productivity levels is increased significantly.i#t now possible to account for mismatches
between human capital level and acquired jobs stheepositioning is dependent from
employers’ evaluation of a worker's productivityhi¥ is also where arguments about
discrimination come into play (Becker, 1971). Banithe sense of systematic misevaluation
of a specific group or statistical discriminatiom. the biased evaluation of a single worker

because of group membership that is still accuraterms of the average productivity of the

group.

The possibility of human capital deterioration pd®s an alternative — or at least an
addition - to the aforementioned self-fulfillinggphecy of investment in human capital to
explain labour market inequality more realisticaliincer, 1974, Mincer and Ofek, 1982).
Especially in the case of work interruptions — valg for female labour market careers in
particular but also for the re-employment chandes goblessness in general — a significant
loss of human capital over time can be assumedilfteslower productivity explains worse
labour market performance afterwards. The notiohuwshan capital and its deterioration are
of particular importance to the questions of waf&-lcourse consequences of non-
employment, which this dissertation is concernethwif certain groups experience work
interruptions systematically more often than others can account for differences in labour
market performance despite formally equal educateels. Productivity, its estimation by
employers and its variation according to added atilie or work interruptions, is therefore

the key concept to account for heterogeneity anpmtgntial workers.
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Institutional Impact According to Productivity

If we consider human capital theory an extensioth¢éoneo-classical model that brings social
differences into play, there are a number of gdnexpectations in line with the original
model but amended by social structural aspectsvithdils with low human capital should
have the highest risk of non-employment and theekivehances to leave it for a stable entry
to the labour market. According to human capitaotty, it is not only individuals with low
levels of educational attainment who are equippél lew human capital. Human capital
arguments also apply to discrepancies in employnpeospects of different age groups.
Younger workers have disadvantages at enteringlaheur market as they can show
educational credentials but not work commitment exygerience (e.g. Mincer, 1974). Human
capital theory furthermore extends to gender dpsmeies. The notion of human capital
deprecation highlights the negative consequences interruptions. Career breaks caused
by motherhood and their consequences are discesseasively in the labour market body of
research (e.g. Goldin and Rouse, 2000, O'Neill Bathchek, 1993). Regarding work-life
consequences of non-employment and the job seduetien, human capital levels and long
periods without employment can affect employeesthier choices (Becker, 1964). The
feeling of significant human capital loss mightdeadividuals to refrain from work-search
because of lowered expectations. In a worsenedoauarsituation, they might be willing to
take job offers below their initial prospects. Toleservation of social inequalities on the
labour market leads to reduced expectations for leesnof the disadvantaged groups. In
turn, they decrease their reservation wages, |#adabour market or take on worse jobs,
thus perpetuating the socially unequal pattern.oReiting work and family might also
increase the likelihood of selecting atypical jolvkjch offer more flexible working hours.

The inclusion of the employers’ side bolsters argata concerning disadvantages of
these groups. Job chances of women might be dingdig employers anticipate childbirth
and, therefore, decide against investing in sucpl@egment relationships. Additionally, older
workers usually can signal more experience andingiless to work with previous
employment spells, but employers are reluctanntest in further education of individuals
whom they do not expect to stay long-term (Taylwd &/alker, 1994). Their specific human
capital might also be not well adjusted to techgmal development. In sum, the emphasis of
this approach is on issues on the supply side evieen looking at processes on the

employers’ side.
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Institutions can be assumed to affect the labouketaas in the pure neo-classical
model. Non-employment resulting from the barrié¥at institutions bring into the working of
the labour market is concentrated among thoselastthuman capital. Low productivity — be
it self-imposed or a consequence of more complexgsses such as discrimination and the
development of expectations — is the crucial exglany factor in this approach. The
detrimental consequences of institutions for thhe®le market increase joblessness in general,
but the ones with low productivity will be affectéise most. It is these very groups that will

have the most trouble to exit joblessness.

The neoclassical model in combination with humapiteh considerations relies on
some very strong assumptions, such as perfect ityadnild substitutability of workers. There
are also no frictions in the search processes okevse and employees. As a result, the
approach implicitly assumes that current positibase no impact on future labour market
trajectories. Mismatches between jobs and emplogeesot be taken into account. The
following sections will elaborate on theoreticalpapaches to labour market processes that
highlight these aspects. As will be seen, thesednsequence also suggest alternative

expectations regarding the institutional impacsoaial inequality on the labour market.

4.2.2 Segmented Labour Markets, Insider/Outsideofhand Positions on the Labour
Market

Segmented Labour Markets

Segmented labour market theories are driven mooagy by sociological considerations,
emphasizing hierarchies and the power of positiadabntages in the labour market (Piore,
1973): All segmented labour market theories —\vide variety of different ways (e.g. Berger
and Piore, 1980, Doeringer and Piore, 1971, Rdiah. £1973) — emphasize that there is not
only one labour market and that at least one ofsifemarkets is not governed by wage
adjustment. Mobility between the submarkets is bited. In the protected inner labour
market(s), positions are achieved through vertieaéer chains, firm internal job allocation or
skill adjusted positional changes. Instead of beadefined by labour supply and demand,
wages and job allocation are determined by admatigé rules and procedures, implying a
hierarchical and power driven process in a socioldgense compared to the image of a free
running market. Social inequality comes into play @nly certain groups can enter the
primary labour market while some others are bownsetondary markets. Theories focus on
occupational groups, educational levels, but aigsidns between the sexes or age groups.

Some approaches additionally emphasize that tleutainarket segment in return shapes the
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life styles of workers (Piore, 1978). The varioux@unts belonging to the segmentation
theory can provide insights into the issue of doiriaquality in the distribution of work.
However, the focus is on inequality in the quabfyjobs, i.e. the type of contract, level of
income and career prospects. There is no particoiero-level mechanism to explain why
some individuals are not in employment, which isywimere are no specific hypotheses to be
derived for the questions central to this dissematEven so, the level of segmentation of
national labour markets does differ and posesuetsiral condition in need of consideration

when assessing the impact of institutional surrongsl
Insider/Outsider Theory

At first sight similar to labour market segmentatidhe insider/outsider theory incorporates
the aspect of positional differences into a morenemic understanding of labour market
processes. It explains labour market inequality #redexistence of unemployment not with
specific characteristics of workers but with thpositions. It highlights how labour market
insiders can use their position to strengthen theidr for outsiders and increase status
stability (see: Lindbeck and Snower, 1988). The damental assumption of the
insider/outsider theory is that firms are facedhwidbour turnover costs when replacing
workers, for instance because of lengthy searcleggses or training costs. In a nutshell,
insiders accumulate market power since employegsnat willing to replace them with
cheaper outsiders in order to avoid extra trangaaosts. The insiders use this power to push
wages above the market clearing level arriving dtetier and more stable position. As a
result, involuntary unemployment becomes a permgpieenomenon and the insider/outsider

divide in job distribution signifies inequality dhe labour market.

Originally, the insider/outsider divide separatedse in work from the unemployed
(Lindbeck and Snower, 1988). More recently, somia@s have argued that individuals in
atypical jobs, i.e. part-time employment of jobsthwitemporary contracts, should be
considered outsiders as well, making workers wahrmanent full-time positions the only real
insiders (King and Rueda, 2008). In line with tHissertation’s argument, inactivity can be

regarded an outsider status as well, particuladgnfa life-course perspective.

Typical outsiders are those who either have natdaiheir way into the labour market
yet, i.e. labour market entrants, or those who leeavents in the life course have to leave
employment at some point, i.e. women because ohenlobod or low-educated individuals

because they often only have temporary contractsaas generally more likely to lose a job.
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These groups coincide with the disadvantaged gradpastified with a human capital

approach with the exception of older workers. lasioutsider theory usually considers older
workers to be well established in the labour madsed being protected by insider/outsider
divides. Some empirical works on institutional irmp@an social groups partly base their
considerations on insider/outsider arguments (@emre et al., 2005). They find that so-called
typical outsiders (women, younger workers and tve-éducated) often experience different
or particularly strong effects from labour markestitutions. However, the insider/outsider
theory cannot provide an explanation for why cersocial groups are outsiders. Firstly, the
theory works with homogenous workers who are onitituished according to their

position. The identification of the ‘typical outsis’ is purely descriptive. Additionally, while

the theory delivers a sound basis to explain sttalslity, it fails to answer the question who
is becoming an insider in the first place. Stillhem looking at labour dynamics in a
longitudinal life-course perspective, it can pravidnsights to questions concerning

differences of spells and labour market segmeritgdan variants of employment regimes.
Institutional Impact According to Position

The institutions most often discussed in the ingalgsider framework are the ones that
increase the crucial transaction costs and thusowepinsiders’ market position (Lindbeck
and Snower, 1989). Strong employment protectiorslaipon enhances the disadvantages of
labour market outsiders. It increases firing coitss making employers more reluctant to
replace insiders or to create new positions. Strorigns bundle the interests of insiders and
improve their bargaining position. Unemployment éfés assure unions’ threat to strike and
bolster that position further (Lindbeck and Snov2801). Developments in these institutional
arrangements are also at the centre of the literahat observes processes of dualization on
European Labour markets This strand of researcliearghat recent changes in these
institutional arrangements constrain the benetisved from employment protection, benefit
systems and union representation to the very cbteeolabour market, i.e. permanent full-
time positions (Emmenegger et al., 2012, Paliet02@alier and Thelen, 2010, Rueda 2005).
In general, the main expectation for institutiomadpact on inequality in joblessness is
therefore that these institutions favour insiderkjch increases the divide between insiders
and outsiders. From a regime perspective, a dublat®ur market context will lead to higher
inequality between insiders and outsiders. In @smtfrit can be assumed that institutional
arrangements that decrease the gap, for instaceatealized wage bargaining process that
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moderates wages and flattens their distributioe, @nle to lower the barrier to insider

positions.

Thereby, the insider/outsider theory is also maintgrested in the transitions on the
labour market — although the explanatory approaciudes on stability. With regard to the
analyses in this dissertation the central argumitrerefore is that the institutional
arrangements in question affect the probabilitynaking the transition from an outsider
position, i.e. non-employment, to an insider positiConsequently, disadvantaged groups in
dualized labour markets not only have higher chaoebe without employment, the barrier
to an insider position is especially high for thems well. As pointed out above,
insider/outsider theory has no direct implicati@garding which social groups are typical
outsiders. Similarly, the dualization literatureemtifies women, labour market entrants and
low-educated individuals only in a descriptive w@mmenegger et al., 2012, Hausermann
and Schwander, 2012, Schwander and Hausermann).2B&8veen the insider/outsider
theory and the human capital approach we are al#gglain labour market inequality and its
persistence. However, what is still missing is g@praach that models the allocation of

employees to jobs in the first place.

4.2.3 Job Search Processes and Matches on the L abemket

Job Search Theory

Job Search Theory introduces friction to the wédebmachine of the neo-classical model by
loosening the assumption of perfect and symmetifierination (McCall, 1970, Mortensen,
1970, Mortensen, 1984). How do rational individuads in a job seeking situation if they are
not fully informed about what kind of job they cget and how well job offers match their
expectations? In these models individuals genekadlyw about the distribution of potential
jobs. However, job seekers do not get offers raggrthese jobs all at once but instead
receive a sequence of different job offers. Deolynjob offers is costly as it takes time until
the next offer arrives and potential wages are Ibstoptimize the search process, individuals
now estimate the potential gain of staying on e narket longer in contrast to taking the
newest offer. This way, a certain level of non-emgpient can be assumed to be efficient
since workers wait for job offers matching theirpegtations. Imagining specific job
distributions according to specific productivityvéds can approach the heterogeneity of
workers. At this point, it is useful to bring inghhuman capital theory and the notion of

human capital deprecation to make sense of theadtrgdavork interruptions on subsequent
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labour market careers. Deprecating human capitai@éds the job distribution of workers and
finally forces them to take on jobs that are wdtssn their previous positions. The literature
on scars of unemployment establishes job-loss asvant able to explain different career
trajectories of otherwise comparable individualgulAmpalam et al., 2001, Brand, 2006,
Gangl, 2006). While most of the studies are corexkrmith losses in income, recently aspects
of job quality and type of work contract have comé focus (e.g. Dieckhoff, 2011).
Regarding the central questions of this disseratioese arguments highlight that the social
inequality in the incidence of non-employment isely to translate into socially unequal
problems of leaving non-employment and the accutimmaof disadvantages over the life
course (Merton, 1968, Rosenbaum, 1975). Searchidisdeelp in understanding how workers
evaluate job offers and how joblessness emergefulliyoexplain how workers are allocated
to their jobs, however, there is still a need twonporate the labour demand side. There is also
a neglect of characteristics of jobs as, for instanvages are treated as a trait of individuals

although they are traits of the job (Granovett6g6).
Labour Market Matching

Based on job search processes, matching theonpedgbb acquisition as the product of a
two-sided process. On the one hand, workers sdargbbs with acceptable pay and work
conditions. The criterion for employers, on theesthand, is the productivity of potential
employees. If labour demand and supply meet, positare filled (Sgrensen, 1983, Sgrensen
and Kalleberg, 1981). To include employers in thheation improves the understanding of
labour market processes in two respects (Hinz amhi#am, 2008): Firstly, employers can
adjust job offers to attract the type of workersytimeed. Secondly, matches between jobs and
workers might not be perfect. From a dynamic pestspe the models can now account for
job separations. Mobility on the labour markethad a result of the attempt to optimize the

match of workers and jobs (Hinz and Abraham, 2@3826).

In general, employers make job offers and decideeorploying workers after
evaluating their productivity. However, informatios uncertain not only for workers
regarding potential jobs. Employers are unsure tbmarkers’ productivity as well.
Signalling theory proposes that employers assesania workers by picking up signals
about skills and working commitment in order to mmize mismatches (Spence, 1973,
Spence, 2002). Educational certificates are thet mosminent source of such signals.
Education systems vary in the specificity of theedificates and the type of education they

represent, thus their signalling power differs asroountries (Shavit and Miiller, 1998). But
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also signals about previous work experience, reammnjob-loss and long work interruptions
are of considerable importance to an employer’sceh(e.g. Brand, 2006, Dieckhoff, 2011,
Gibbons and Katz, 1991). The selection of worker&mmployers can thus be argued to react
differently to jobless individuals and perpetuatisgcial inequality. Employers are more
careful towards individuals omitting bad signalsl @herefore either offer them no jobs or
positions of lower quality. In summary, labour demaand supply match and produce a
socially unequal distribution of labour market posis. Additionally, the occurrence of

jobless spells will have negative consequencekafer employment.
Institutional Impact on Job Search Processes arubua Market Matches

From a search theoretical perspective, the ingiitatthat affect the labour market process the
most are the ones that have an impact on seards aasl the virtual job distribution.
Different kinds of welfare benefits lower searclstsoby replacing market income and thus
increase search duration and in consequence adggrigddessness. There is a contrasting
argument stating that welfare benefits lower seadts and thus create better job matches,
which lead to more stable careers (Gangl, 2004)s Type of stable employer-employee
relationship is what the Varieties of Capitalismpagach sees at the heart of Coordinated
Market Economies (Hall and Soskice, 2001). Bothuargnts have to be adjusted to the type
of benefit, however. They can only apply to indivds who are eligible. Unemployment
benefits will only lower search cost and eventuallgrease job match quality for those who
worked previously and acquired the right to thesedfits. In accordance with the argument
about Coordinated Market Economies, only skilledkeos should benefit from prolonged

job search and better job matches (Hall and SosR@1).

In countries with high employment protection, theseeers are secured additionally.
The number of stable careers can be expected ligher in these countries especially when
protected jobs are the result of longer job seardde possible by generous benefits.
Matching the disadvantages of specific social gsoap the labour supply side, however,
employers have to choose their employees with roare if costs for replacing them are high.
Arguing again with differences in human capitalc@rbeing jobless, women, labour market
entrants, low-educated and older individuals shoelgperience employers’ heightened
cautiousness. This increases social inequality fiared positions but also in the use of
inferior jobs as a screening device. As in- andflowt on the labour market is lowered,
periods of non-employment should be prolonged. fEiselt is stronger stigmatization, which

leads to worse employment chances and a highewofiskypical jobs. Since disadvantaged
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groups are more likely to be without employmenthie first place, they are disproportionally
affected. The expectation, therefore, is that diaathged groups have a lower probability to
leave non-employment and a higher risk to takenéarior work contract in economies with
high labour market regulation. Good job matches atable career entry after non-
employment is then distributed more socially unéguahese systems, too. In the process,
disadvantages and scars are accumulated in a moedys unequal way when job allocation
processes are more selective. Labour market itiehisi affect not only search processes of
supply and demand, respectively, but also how tley their match. ALMP intend to
improve these matches and therefore add anothectaspthe arguments about labour market
policies and labour market regulation. By lowers®arch costs through job search assistance
and improving employability of job seekers, ALMPositd decrease search duration, increase

the quality of fit and reduce job separations.

In some ways expectations of the three presenteardtical categories do not only
compete but also overlap or complement each oBwerhighlighting different aspects of
labour market dynamics they shed a light on how-@mmployment patterns are formed by
national institutional labour market regimes anavhidividuals’ likelihood of being without
employment and their chances of leaving joblessm@sesshaped. The following section

shortly summarises the general theoretical expeatbf the dissertation

4.3. Summary of Theoretical Expectations of Labour Market I nstitutions Impact on
Social Inequality in Employment

This section summarises the major insights of thesgnted theoretical approaches to
formulate general expectations towards the cemégs¢arch questions of this dissertation:
How do labour market institutions shape the samahposition of non-employment? How do
they affect social inequality in the transitiong ofi non-employment and subsequent labour
market careers? The dissertation rests on the g@ésun® of rational actors forming their
preferences and making choices within opportunityctures shaped by the institutional
context (Ingram and Clay, 2000). The institutioaabangements in focus are either regulating
the labour market or dealing with detrimental labmarket outcomes. The emphasis of the
study is on the interaction between institutionalintext and individual traits. Most
importantly, expectations are specific about whsohial groups are at high risk to experience
cumulative disadvantages on the labour market amwd this is affected by the economy’s

institutional context.
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Joining human capital theory and neo-classical etgpiens, the disadvantaged
parties, i.e. women, low-educated individuals, olaied younger individuals, are more likely
to experience non-employment, stay out of occupatioaccept an inferior job if offered.
They are particularly affected by the institutiomalpact as proposed by the neo-classical
model. Stronger regulations as well as generonsflie are expected to lower employment,

with the potential exception of centralized wageghaing and ALMP.

Insider/outsider theory expects that institutiohattdeliver advantages to selective
groups broaden the gap between these insidersabodrl market outsiders, i.e. those in non-
employment or in atypical jobs. This perspectivpexts that institutions disproportionally
harm those with the worst chances by increasingualcosts and lowering labour market
turnover. Women, labour market entrants and loweathd individuals are identified as
typical outsiders. Older workers, whose positiomre gecured by strong employment

protection, remain in an advantaged position ag Esithey stay employed.

Job search and matching theory argue that institsitaffect search processes and the
quality of fit between employees and jobs. Welfaenefits are expected to increase non-
employment duration but also lead to a better jodtcim and lower separation numbers.
ALMP are often designed to help individuals loweach cost, increase employability and
improve job matches. Labour market regulation hewewmight increase the selective criteria
for employers because they have a strong incentviwer the risk of employing less
productive workers. To distinguish individual workehis approach also heavily relies on
human capital theory. The disadvantaged individualhe job search process are therefore
women, low-educated individuals and older and yeunopdividuals. In addition, this
perspective places emphasis on the consequencesmémployment spells for further
trajectories and the problem of accumulated disatdeges. These general theoretical
expectations provide a signpost but will have tospecified and enhanced in the single

studies. Table 1 gives a broad summary of the varamguments.
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Table 1: Theoretical Expectations

Neo-classical/Human
Capital approach

Insider/Outsider
Theory

Job Search/Labour
Market Matching

Labour Market
Regulation

EPL, strong unions,
labour taxes lower
employment,
especially for those
with low productivity;
potential exception:
centralized wage

only regulation that
benefits insiders
increases gaps,
typically disadvantage
are women, labour
market entrants and
low educated

employers more
selective because of
high firing costs when
0 EPL is strong, result is
higher inequality

Labour Market Policie

bargaining
welfare benefits lower | only benefits that targetbenefits lower search
employment, only insiders increase | costs and increase job

especially for those
with low wage
expectations; some
ALMP raise
employment of
targeted

gaps, typically
disadvantaged are
women, labour market
entrants and low
educated

fit, especially for

skilled individuals,
better matches because
of ALMP

Dualized vs. Flexible
Labour Market
Regimes

lower employment in
dualized regime,
especially for those
with low productivity

higher inequality in
dualized regime as
insider and outsider
status are expected to
be distributed socially
unequal

better matching for
those with good
productivity signals in
dualized regime, result
is higher inequality

5. EMPIRICAL STUDIES

5.1 Resear ch Strategy

The dissertation aims to shed more light on howdabnarket institutions affect the labour

market performance of individuals. More specifigalts main interest is in how institutions

shape the social distribution of non-employmenhlgssness is a state that is directly related

to economic hardship, social exclusion and dimimishpsychological well-being of

individuals. Furthermore, being outside the labmarket is especially problematic if the

status is long-term. The dissertation therefore a&bsplores if institutions affect transitions

between labour market states and if they do scsiwcally unequal way.

In order to find answers to the research questiand to test the theoretical

expectations outlined in the previous sections, dhgpirical studies need to provide three
things: Firstly, to discern the impact of instituts at the macro-level, there is a need for
variation in institutional arrangements. To thisleéhe dissertation employs an internationally
comparative design. As the institutions of intel@®t situated primarily at the national level,
countries are the unit of observation on the mé&evel. Certainly, some important
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arrangements vary on the regional, local or sonestiraven individual level, yet, data
availability did not allow a more in depth analydtsirthermore, the analysis is restricted to
Western Europe so that only countries with a singzonomic and political development and
the same external factors of influence, i.e. su@#enal governance and macro-economic
fluctuations, are compared. Secondly, social growged to be distinguished. The studies do
not stay at the macro-level but use micro-levehdatquantify institutional impact on distinct
social groups. The main focus of all three empirstadies is on differences between men and
women, young, prime-aged and older workers and lowedium and high-educated
individuals. They highlight how the disadvantagedugps, i.e. women, younger and older,
workers and low educated individuals are eitherpé@l or marginalized further by
institutional settings. Thirdly, information on wohistories of individuals is needed to look
at duration of labour market states. With longihaiidata we can answer who can leave
joblessness more easily, what are the consequences-employment for long-term labour

market careers and how do these processes differdacg to institutional context.

The dissertation consists of three empirical swdat are approaching the research
guestions in a cumulative way. In a first step, shady applies a quantitative approach to
infer to relationships between institutional sejinand individual level outcomes. More
specifically, Study 1 “The Impact of Labour Markktstitutions on Social Inequality in
Employment in Europe” uses individual level datanirthe European Labour Force Survey
(EULFS) from a sample of 13 Western European camfor the period between 1992 and
2008. The countries as well as the time period cliesen based on data availability for
individual labour market performance as well agitasonal indicators. The social inequality
in non-employment is measured via the employmeatiustof gender, age and education
groups. Thereby, only a basic distinction betweeimdp employed and being jobless is used.
The data is joined with macro-level indicators fostitutional arrangements from various
sources. The necessary variation in institutiomalicators is derived not only from the
differences between countries but also from thengbs over the time period. Besides from
adding a number of additional control factors, #malysis uses a fixed effects approach to
account for all unobserved time-constant heteragenghich otherwise would heavily bias
the results. In order to find differences in thstitutional impact for social groups interaction
terms between institutional indicators and sociadugs are introduced to the regression
models. This analysis allows conclusions about ithpact of institutions on the social
composition of non-employment. It thereby can castirthe expectations of mainstream

economics with those that put a stronger emphaslalmur market dynamics. However, the
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analysis cannot directly observe longitudinal psses. It also does not distinguish between

different states of non-employment and job types.

Thus, in the second step of empirical part of thesis, | compare the two cases of the
United Kingdom and Germany in more detail, relafimgfitutional context and labour market
dynamics in a qualitative way although still usougantitative methods to explore micro-level
processes. With good reason the United Kingdom @&edmany are two of the most
frequently compared economies in labour marketarese(e.g. Gebel, 2011, Giesecke, 2006,
Hillmert, 2002, McGinnity, 2002, Scherer, 2001).€eTinstitutional setup of the two countries
under observation is very different: The United ¢gddom is a liberal market economy with
only minor security for non-employed persons andaialy unregulated labour market,
whereas Germany’s coordinated market economy offgmng job protection and status-
preserving security measures in the case of job-loasregime typologies of the welfare state
and production systems, the two countries are &jlgiceen as occupying opposite corners
(Esping-Andersen, 1990, Hall and Soskice, 2001 di##ahally, the literature on dualization
processes regards Germany as one of the counthiesevthe institutional context provides
particularity large advantages to insiders. Althodgferences between insiders and outsiders
exist in the United Kingdom as well, they are adjue be less pronounced in liberal
countries (Emmenegger et al., 2012). Instead oflisigm out individual institutional
arrangements and their impact, the studies on theetdKingdom and Germany highlight the
regime aspect by comparing a flexible labour masgyesttem with a coordinated one. Both
studies use information on individual life courgesexplore differences in labour market
careers after non-employment and if social grougseeence distinct disadvantages in the
two countries. They use data from the British Htwée® Panel Study (BHPS) and the
German Socioeconomic Panel (GSOEP) from 1992 t®& ZR009 in case of Study 3). The
panel data are used to construct individual worgtdnies. The starting point for the
observation of individuals is the first experierafenon-employment after leaving education
in both studies. In addition, they extend on thepde distinction between non-employment
and employment by including information on job dtyahfter leaving joblessness. Study 3
also distinguishes the various forms of non-empleym in Study 2 only a distinction
between inactivity and unemployment is used. WBitedy 1 is devoted to answering the
guestion of how institutions shape the socially qus patterns of non-employment in
national economies, Studies 2 and 3 intend toviollpp on the question how these patterns
are made up from individual labour market careleosy transitions on the labour market are

affected and how stable labour market (re-)entig the two distinct institutional settings.
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Study 2 “On the Outside Looking in? Transitions afitNon-employment in the
United Kingdom and Germany” focuses on the direahditions out of non-employment.
Which social groups have the best chance to leablegsness and does social inequality
show a distinct face in the two labour market reggfh It applies a competing risk event
history analysis to the dataset in order to find ibthe two labour market regimes differ in
how they shape transitions out of non-employmerntldces an emphasis on insider/outsider
divides, contesting that Germany can be calledaizkd labour market system. In line with
the dualization literature, which includes indivadlsl with atypical jobs into the category of
outsiders, the study not only analyses who careleawn-employment, but also who can make
the transition to an insider job, i.e. permanefittime employment. The study’s assessment
of successful labour market transitions, however limited to the first observation of
employment after joblessness. No statements regathe stability of labour market re-entry

after non-employment can be derived.

Table 2: Research Question, Theoretical and Empirical Approach of the 3 Studies

Research Question  Theoretical | Data Method
Focus
How do labour mainstream European Labour | pooled cross-
market institutions | economics vs. | Force Survey & sectional time
affect social alternative institutional series analysis
Study 1 inequality in expectations of| Indicators for 13 with fixed effects
employment? insider/outsider countries, 1992-
theory and 2008
matching
How do labour insider/outsider, German competing risks
market regimes theory and Socioeconomic event history
Study 2 §hape s_(_)cia.l Iabour_ market | Panel and British | analysis
inequalities in matching Household Panel
leaving non- processes Study, 1992-2008
employment?
How do labour insider/outsider; German optimal matching
market regimes theory and Socioeconomic sequence analysis
shape social labour market | Panel and British | and cluster
Study 3 inequalities in long+{ matching Household Panel | analysis
term career processes in | Study, 1992-2009
trajectories after the long run
non-employment?

Study 3 “(Con-)sequences of Non-employment. Labdarket Reintegration in the United

Kingdom and Germany” tackles this issue by obsgrlaour market careers in the long run.
It explores long-term labour market careers aftex éxperience of non-employment. As
successful labour market reintegration is not afdpending from high transition rates into
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employment but also from the stability of subsequesreers, the study uses sequence
analysis, which enables a holistic perspectivergjettories. More specifically, individual's
work history is followed up for 60 months after theginning of their first non-employment
spell. The sample differs in comparison to Studgs2only individuals who were employed
before are included. Sequence analysis and thenapthatching algorithm in combination
with cluster analysis allow finding specific patterof typical labour market re-entries. Those
job seekers who make the transition into work it thindow are distinguished according to
the stability of the subsequent labour market car@deoretically, the expectations of
generous welfare benefits leading to better jobched and strong employment protection
enabling secure positions is contrasted with ingidésider theory’s assumption that
outsiders face bigger challenges in a strongly dioated economy in establishing a stable
labour market re-entry. By contrasting the Unitadd€lom and Germany, the study also aims
to juxtapose the notions of job security, i.e. gegertain to remain in the same job, with
employment security, i.e. an individual’s secutiiybe employed no matter in which job. The
study aims to answer the question if job securigyway of strong employment protection
results in higher employment security as well. Tdemtral research question, theoretical
focus, datasets and quantitative method of theetBtadies are summarised in Table. The

following section gives an overview of the restdittand in the empirical analyses.

5.2. Empirical Findings

Using different data sources and methods and foayss the three discussed theoretical
approaches to a varying degree, the three studiesered a number of empirical results and
provided insights on the impact of institutionstbe social distribution of non-employment,
exit from joblessness and subsequent career toajest Before turning to the findings
regarding the interaction between institutionalteahand individual characteristics, | briefly
present the results for the two levels separaléig. general finding on the micro-level is that,
as expected, disadvantaged groups have a higheaplity to be without employment: Study
1 itself does not discuss the effects of individleael variables, however complementary
analyses published in the form of a working papggedert, 2011) provide the following
insights: On average in the 13 European countrigsen, younger, older and low educated
individuals have a higher likelihood of being with@a job. Study 2 enhances these findings
by showing that these very groups also have lowance of leaving non-employment in the
United Kingdom and Germany. Study 3 adds to thatshmowing that they also have

diminished chances of establishing a stable lalnoanket career in the 5 years after initial
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non-employment. The findings conform to standarelotbtical expectations regarding the

differences between social groups.

On the macro-level, Study 1 delivers results onithpact of single institutions on
non-employment of the total population in a fitgps As neo-classical theory expects, raising
unemployment benefits, EPL and labour taxes sicpnitly decreases employment for the
total working age population. A larger investment ALMP is correlated with higher
employment, while neither social assistance noromnpower and wage bargaining
centralization show a significant impact. The egteh results of the working paper also
underline that looking at non-employment is prafégato a focus on unemployment when
interest in institutional impact on the labour nerk By distinguishing between
unemployment and inactivity, the analysis shows thstitutions by and large affect both
categories in similar ways. In general, inactiviwels change less with changes in the
institutional setting but there is significant ingpgBiegert, 2011). The analyses in Study 2
indicate that it is less likely and takes longetetave non-employment in Germany. Not only
exit from non-employment but also finding an insigesition instead of atypical employment
happens more regularly in the flexible British labanarket. Surprising at first sight, the
number of stable labour market re-entries is aseet in the dualized German labour market,
as Study 3 shows. This is likely due to selectioto inon-employment. The analysis only
observes individuals that are non-employed at spongt. The typically rather stable careers
in Germany might therefore be excluded as theswithdhls never enter the sample. Still,
once jobless, career chances are worse in Germathg long run as well. For those who are
rid of job security at some point, a system wittost) employment protection cannot provide
employment security. Altogether, the macro-leveldemnce indicates that regulation and
labour market policies increase non-employment lzange negative consequences for labour
market dynamics. Thus, it seems there is someouaith not overwhelming, evidence, for
mainstream economic arguments. The main intereshefstudies, however, was not the
micro- or macro-level, but the interaction of thetand how institutional arrangements shape
social inequality. As the central results show, gbeial disaggregation of institutional impact
helps understand what is actually going on andrdedistrong evidence against a simple neo-

classical perspective.

5.2.1 Institutions and the Social Composition ohMmployment

Study 1 set out to explore the impact of singlelalmarket institutions on social inequality

in the distribution of jobs. It emphasizes the jgatar disadvantages some groups experience
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on the labour market and how institutions can eidteengthen disparities or help lowering
them. Confirming the general expectations, theltesadicate that labour market regulation
and labour market polices can have diverse effmtssocial groups. In their structure,
however, positive as well as negative impact ofituisons lends more support to arguments
about their power to improve employability, sodralusion and job matches on the one hand
and the dividing effects postulated by insider/mgs theory on the other. In comparison,
men, prime-aged individuals and those with higltercation are significantly less affected by
changes in the institutional setting than theirrpeedicating their strong position in the
labour market. As suggested by the insider/outsideory and dualization literature, it is
those institutions that help labour market insiders. EPL, unemployment benefits and
strong unions, which increase the disadvantageslofgroups and in the process also raise
general joblessness levels. On the other handdlpogerty prevention via social assistance
and steering of wage bargaining processes decmeageality and foster employment. That
less conditional benefits help typically disadvaeté groups strengthens arguments of labour
market matching and the quality of fits, especiflgcause the groups that profit are women,
younger individuals and those with medium educati®his last group fits the pattern
expected by the Varieties of Capitalism literatusjch argues that only those with skills
will find better job matches. It might be arguedittmon-employment decreases correlated
with rising social assistance are accompanied lbguataxes causing opposite developments,
that the employment enhancing effects of centrdlizage bargaining are only countering the
negative impact of strong unions and that ALMP @anrish solely in an environment of
high joblessness created by generous unemploymamfits. Study 1 did not look into
institutional interaction effects, however. Theanded results presented in the working paper
deliver some evidence to that end. Welfare bendéfitsact on employment is in parts
significantly dependent from other institutionalraarxgements, especially labour market
regulation (Biegert, 2011). The dualization litewrat considers individuals in atypical jobs to
be outsiders (King and Rueda, 2008), which poiatartother limitation of this study: Job
guality was not subject to the analysis. Studiem@ 3 build on the insights of Study 1 and
extend them by distinguishing job types, explodioggitudinal labour market processes and

discussing institutional interaction effects by mmakarguments about overall regime logic.

5.2.2 Labour Market Regimes and Social Inequatitiyeaving Non-employment

Results in Study 2 show that the German labour etar&gime not only decreases the
likelihood of (re-)entering an insider position time form of permanent full-time work after

non-employment: It also fosters larger social irsddies in these transition probabilities.
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Although women, labour market entrants and olderkexs face bigger problems in both
countries, social discrepancies are more pronouncé&termany. Low-educated individuals
are the exception, which is arguably due to thauadetween the educational system and the
labour market in Germany. The strong connectiomvéen the two provides lower educated
individuals with better options than in the Uniti€kthgdom, thus reducing social inequalities
in educational levels. Longer spells of non-empleyimincrease the likelihood of staying
without a job or acquiring only an atypical jobgtleffect is more pronounced in Germany
than in the United Kingdom. In line with the thetical expectations, most factors increasing
the likelihood of staying out of employment raidee trisk of atypical employment in a
corresponding fashion. As the event history analgsops observation of individuals at the
moment the make a transition, the study falls simomaking claims regarding the long-term

outcomes of successful or unsuccessful labour méndgentry.

Building on the insights of Studies 1 and 2, Stiduses the longitudinal data to
follow individuals over a period of 5 years aftaitial joblessness. In line with the findings in
Study 2, Study 3 reveals that stable positionsl@se frequent after non-employment in
Germany and distributed similarly unequal. Resshiew that the flexible labour market of
the United Kingdom offers higher employment rated anore consistent reintegration after
once losing or leaving a job, thus providing a kigtevel of employment security. The
emphasis on job security in Germany does not hedfividuals to stable labour market
reintegration once they find themselves being ilmatsider position. Similarly to Study 2, the
social differences are stronger in Germany, toap&singly enough, not between men and
women, however, but between age groups and eduoehtievels. The differences to the
results of Study 2 are likely to be related to senple selection. Study 3 only incorporates
individuals who were employed before being jobld3sere might be a selection process for
women in Germany in which women with lower labouarket attachment never enter the
labour market and thus are not part of the samples leads to systematically better
employment prospects compared to British women. il&ily the advantages of the
educational system-labour market connection caarbeed to be less strong for those who
lost a job, which explains the differences in tesults for educational levels between the two

studies.

From a cross-sectional perspective, insider/outslteory would expect older workers
to be better off as a result of being well estdgldsin their positions. As the analysis shows,

however, once they are without employment and thutsiders, they face relatively large
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obstacles re-entering the labour market. This isngportant insight emerging from taking
insider/outsider arguments to a dynamic perspecthae focuses on actual transitions in the
labour market. The studies’ findings also underlingt matching processes are affected by
the institutional context. In a labour market regim which replacing workers is more costly,
employers are more careful in the selection proagsgh increases the gradient that is based
on productivity signals. The empirical analysis whothat institutions strengthening the
insider/outsider divide have an impact in two wdysstly, they increase inequality between
insiders and outsiders in terms of economic andtipoal stability. And secondly, a stronger
divide interacts with micro-level matching processm the labour market. By reinforcing

social differences in the chance to obtain an ersgbsition, inequality is thus even further

pronounced. Table 3 summarizes the main insigbta the three studies.

Table 3: Overview of the Findings

Social Composition of
Non-employment

Social Differences in
Exit from Non-
employment

Social Differences in
Career Trajectories
after Non-employment

Labour Market
Regulation

EPL, strong unions,
labour taxes increase
social inequality in
non-employment; wagg
bargaining decreases i

Labour Market Policies

unemployment benefit
increase social
inequality, ALMP and
social assistance
decrease it

U= (D

Dualized vs. Flexible
Labour Market Regime

dualized regime lowers

the chances of women
younger and older
individuals to leave
non-employment; low
educated not as
disadvantaged in
Germany

5 dualized regime lowers

chances of stable
reintegration,
especially for younger,
older and low-educated
individuals; gender
segregation stronger in
the United Kingdom

Support for Theoretic
Expectations

some for neo-

strong support for

classical/human capital insider/outsider

and labour market
matching, strong
support for insider/

arguments combined
with a micro-level
matching approach

outsider arguments

strong support for
insider/outsider
arguments combined
with a micro-level
matching approach
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5.2.3 Limitations

The analyses face several limitations that haveeteconsidered before drawing conclusions.
Alternative theories about individuals’ achievensewon the labour market have not been
included or tested for. For instance, the roleamfia networks in finding a job was neglected
(Granovetter, 1973). This particular theory wag lafit because of a lack of theoretical
arguments about how institutions would shape soeiafuality via networks. Another

approach, segregated labour market theory, wasdimted but not used to derive hypotheses
because there are no specific arguments about libeateon to employment and non-

employment.

Empirically, both Study 2 and 3 observe individuatarting from their first non-
employment. Study 3 only includes individuals thave been in a job before. Neither of the
studies therefore is able to account for the diffiérselection processes into joblessness that
might drive the constitution of the sample in Genpnand the United Kingdom. This might
diminish comparability of the two country sampl€daims can only be made referring to
individuals once they are without employment. Toeia differences in the transitions out of
non-employment and the ensuing trajectories amylito be different from the more general

social inequality on the German and the Britistolatmarket.

The two countries have been selected as represestadf typical institutional
regimes. However, they might still differ from othdualized and flexible labour market
regimes in many respects, which prohibits geneatitims. Similarly to the German
educational system other institutional arrangementdd counter typical patterns in other
countries. This concern also applies to Study le $hlection of 13 European countries
constitutes a contingent set of observation unitse sample is thus not random which
violates inference assumptions and inhibits germtadn to other parts of the world
(Ebbinghaus, 2005). Furthermore, the differenceghimm institutional settings of the two
countries are not quantified. The interpretationlifferences between them is based solely on
theoretical considerations and plausibility. Study used macro-indicators to model
institutional arrangements. Due to their aggregateacter they cannot fully account for the
complexity of institutional arrangements. For imetg, it is nearly impossible to include all
dimensions of welfare benefits since measures ofefite levels, duration, access and
conditionality have to be weighed against eachrotflereover, existing indices usually refer

to constructed average households and individddisir representation of an institutional
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arrangement therefore might be more appropriatesdéone individuals than for others. The

proxy nature of these indicators needs to be keptind.

One of the most important limitations refers to dperationalization of labour market
status. Study 1 relied on a simple distinction leetww employment and non-employment
based on the ILO definition. It did not take intaecaunt the different types of non-
employment in which individuals might be situateal wlid it distinguish jobs according to
their quality. Although studies 2 and 3 used moxéemsive information in this regard
distinguishing temporary and permanent employmenwvell as full-time and part-time jobs
and on the other side controlled for inactivity amemployment (Study 2) and looked at
more detailed states of non-employment (Study ¥primation on further characteristics
would have been desirable. The data quality, howelid not allow an analysis of aspects
such as wage differentials or subjective secumtyjabs. The studies’ focus was on the
differences between men and women, age groups dunchonal levels. All of them use a
number of covariates to control for confounderg thaght drive the results. Here, too, more
detailed information would have been an advanté¢gjgat can be inferred from the data are
the gross differences between these groups. Calsals about effects of different traits
cannot be made. Also as a result of the countrypawative setup that invites a large number
of potential observed and unobserved differencestlauns bias in the coefficients, the studies
do not observe causal relationships (Heckman, 2080&rgan and Winship, 2007). The
applied methods as well as the longitudinal dataydver, help eradicate at least some
sources of bias and thus allow at least to someedegpnclusions about relationships between

institutional arrangements and individual labourkeaperformance.

6. CONCLUSIONS

The central research question of this dissertatvas how the institutional context affects
labour market performance of different social gmuibus shaping national patterns of non-
employment. To fully grasp labour market processed institutional impact on them, the
study proceeded in two steps. It firstly quantifted relationship between institutions and the
social composition of non-employment in a multi-etry analysis. It then, secondly, explored
transitions and trajectories out of non-employmeanhore detail in the United Kingdom and
Germany taking a longitudinal perspective. In thades, theoretical expectations of
mainstream economics where complemented and ctedrasth approaches that emphasize
the importance of current labour market positioos subsequent careers and longitudinal
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search and matching processes. | argued that witerested in the distribution of life
chances and the — often cumulatively — disadvadtggesitions of women, youth, older
workers and those with low education, a focus andbvelopment of unemployment is not
sufficient. Periods of inactivity need to be inadgdand thus non-employment as a whole has

to be subject of labour market analysis.
Contributions to the Existing Literature

The dissertation made several contributions toetkisting literature. Developing a macro-
micro model that highlights the impact of institrts and how it differs according to our
understanding of micro-level labour market procestige dissertation emphasized that there
is a need to leave the macro-level in order to tstded the mechanisms leading to social
inequality in employment. It extended the insigbtghe existing macro-economic literature
on institutional impact on national employment periance by disaggregating effects
according to social groups and including all norpryment. Instead of only focussing on
overall unemployment levels, it highlighted the sequences for social inequality in Study 1.
While most of the macroeconomic literature ins@tsa neo-classical reading — despite very
mixed evidence (Baker et al., 2005, Howell et 2007, Howell and Rehm, 2009) — the
analysis showed that institutional arrangementsh sas social assistance, ALMP and
centralized wage bargaining can have a positiveaohpn employment, especially for
otherwise disadvantaged groups. In line with ingaesider theory, institutions that provide
benefits for selective groups, i.e. unemploymesuiance, strong unions and employment
protection increase inequality and in the processeroverall non-employment levels. As
concerns theory, there is a need to understanidnih@tance of positions and resulting power
relations in labour markets as well as a more sgalgrasp on labour market processes than

the one offered by the neo-classical model.

The dissertation contributed to the literature wosider/outsider theory as well as the
more recent dualization literature. While theirdfretical groundwork is focused very much
on the stability of positions, both these approadieéer to typical outsiders when it comes to
social inequality (Emmenegger et al., 2012, Schwamhd Hausermann, 2013). The actual
process of becoming an in- or outsider and trasstibetween these states are usually not
subject to analysis. Studies 2 and 3 assessedhdrees to make these transitions and the
guality of subsequent trajectories. The analysesvet that institutions regulating the labour
market and aiming to deal with its consequencenhyt have a direct impact on individuals

and social inequality by providing them with diffegy degrees of economic, temporal and
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welfare security, they also set the stage for treching process on the labour market,
thereby shaping social stratification in employmdiite Comparative analyses for the labour
markets of the United Kingdom and Germany indicatieat a strongly regulated labour

market leads to longer duration of non-employmaritdannot deliver a more stable labour
market re-entry. More importantly, the chanceshitam permanent full-time employment are
distributed more socially unequally in the long r&specially when considering individuals

in atypical employment to be outsiders, the beradfieffects of strong regulation and

generous benefits seem to be confined to thosegmitial positions in the labour market, i.e.
permanent full-time employees. Once individualsl finemselves in an outsider position, they
are more likely to accumulate further disadvantagebe labour market in such institutional

configuration. These results also add to the rekean scars of unemployment by showing
that scars differ for social groups. These diffessnin turn vary with the institutional context

(Gangl, 2004).

Policy Recommendations and Further Research

At first sight the results speak for neo-classaalegulation arguments as the flexible British
labour market fares better in integrating the nowpleyed and does so in a more socially
equal way. In combination with the findings frometmulti-country study, however, the
conclusions have to be modified. All three studieslerline that it is those institutional
arrangements that provide insiders with advantabes increase social inequality, lower
overall employment and chances to return to woHe &vidence of positive impact of social
assistance and centralized wage bargaining as ageALMP indicate that regulation and
welfare benefits per se do not harm employmentasastream economics would expect. The
policy recommendations emerging from the combinedirigs of the dissertation, therefore,
are to provide universal support and regulate lalmmmprehensively instead of securing
certain positions and setting specific wages. sireg the employability of job seekers and
improving job matches via ALMP helps achieving higid socially inclusive employment.
As social inequality is connected to overall empieyt levels, there are implications when
thinking about the specific consequences theseghitsihave for the subject of non-
employment as opposed to unemployment. Typicalbadirantaged groups have a higher
likelihood to be inactive; therefore we can arguettthese favourable institutional
constellations show their impact especially becatisgy help individuals who would
otherwise become inactive. The studies were notexmed with observing or explaining

institutional change. The literature on dualizatammtends that relaxed regulations only for
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temporary contracts and an emphasis on conditignaflibenefits in a number of Continental
European countries indicate an ever-growing gaprdxt insiders and outsiders (Palier and
Thelen, 2010). This position is not undisputed.eDibbservers report a trend of liberalization
and a long-term convergence with liberal systenmish{torst and Marx, 2011, Fleckenstein et
al., 2011). Yet another group of researchers neleécts a lower benefit generosity nor a
deepening divide between insiders and outsidess@dl and Goerne, 2011). Regardless, even
if recent policy developments have not lead to acreased gap between insiders and
outsiders, the studies of this dissertation shothiatin their actual state already, institutional
settings that favour insiders inhibit social inatus to the labour market. Especially
disadvantaged groups are more likely to accumuisks in these regimes. Regarding the EU
goals of increased overall employment and strongmeial inclusion, the dissertation
underlines that these cannot be thought about aghar Reforming institutional
arrangements to foster social inequality in theolabmarket is very likely to lead to better

general employment performance.

On the flipside, the above arguments imply thatnaght find particularly well-run
economies in the Nordic countries as they are lyssaken to combine generous universal
benefits, a centralized wage bargaining process amdemphasis on ALMP (Esping-
Andersen, 1999, Powell and Barrientos, 2004). taruresearch, the analysis comparing the
United Kingdom and Germany could be extended tsghmuntries in order to explore if
their overall positive employment performance atssults in lower social inequality in
transitions and trajectories after non-employmeint. the last decade the successful
combination of these institutional arrangements mast prominently discussed in reference
to the Danish flexicurity model (Viebrock and Clas€008, Wilthagen and Tros, 2004). The
model points at the importance of institutionaknaictions and the problem of isolating single
institutions’ impact without consideration of thevemall regime context. While generous
welfare benefits, for instance, might be unproblgoi@r the labour market when combined
with activating measures and a strong labour demaadthe Danish case suggests, their
impact in combination with a strongly regulateddabmarket could be more harmful. In the
comparison of the United Kingdom and Germany, tissadtation furthermore suggested the
importance of the link between the educationalesysand the labour market in Germany.
The empirical results indicated that institutiocahstellations, such as this one, are able to
counter the generally harmful implications of a ldaeal labour market. It is reasonable to
assume that, for instance, family policies or vadélected active labour market policies could

lead to less problematic outcomes of strong laboarket regulation. Here is where future
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studies of institutional impact on social groupghdur market performance should place a
stronger emphasis. Although some recent quangtaswdies focus on institutional
interactions (e.g. Bassanini and Duval, 2009, Belotl van Ours, 2004, Sachs, 2011),
existing evidence not only ignores economic inafgtibut also differences between social
groups. Additionally, studies could aim to model pboyment regimes more
comprehensively, incorporating often-neglected ittsbnal arrangements, such as social
assistance and disability benefits, as well ascdithat aim to enable individuals’ labour
market participation, such as public childcare. yOmly combining a comprehensive
understanding of labour market regimes and theivgnynpact it has on individuals, we can

see the mechanisms leading to national patternsreemployment.
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Study 1: The Impact of Labour Market I nstitutions on
Social Inequality in Employment in Europe
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The Impact of Labour Market Institutions on Social I nequality in
Employment in Europe

(manuscript to be submitted).

Abstract

This article investigates the impact of labour nearknstitutions on social inequality in
employment. It highlights the consequences for ddiaataged groups, i.e. women, labour
market entrants, older workers and low educateniohells. The analysis draws on data from
the European Labour Force Survey from 13 countbesveen 1992 and 2008. Results
indicate that by favouring groups at the core @& Ebour market employment protection,
strong unions and unemployment benefits increasaalsanequality thereby raising
joblessness. Active labour market policies, saassistance and a centralized and coordinated
wage bargaining process, however, help disadvattggeups and increase labour market
participation by improving employability, socialclusion and labour demand. In contrast to
mainstream economics’ recommendation for generalegigation and welfare state
retrenchment, the study concludes that labour madferm should focus on diminishing

social inequality on the labour market in ordemicrease overall employment.
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I ntroduction

Mainstream economics see institutions as the nsajorce of friction and rigidity on national

labour markets and thus at the root of unemploynlieayard et al., 2005). Although these
claims are disputed either by questioning the eiggdirevidence (Baccaro and Rei, 2007,
Baker et al., 2005) or by contrasting them with eyKesian perspective that highlights the
importance of investments (Stockhammer and Klat12@here is a large number of studies
assessing the relationship between labour marlsgitutions and aggregate employment
while endorsing a deregulatory view (e.g. Bassaama Duval, 2009, Blanchard and Wolfers,
2000, Destefanis and Mastromatteo, 2010, NickelL&yard, 1999, Nickell et al., 2005,

OECD, 2006). This literature aims to draw a comprelive picture of institutional impact by

including institutional arrangements with directeets on the labour market in quantitative
analyses. The main concern of these studies i®whell economic performance, which is

why they usually stay on the macro level.

From a sociological perspective, to assess inglitat impact via their correlation
with aggregate unemployment is not enough for teasons. Firstly, institutions of the
welfare state and labour market regulation havethipose of securing citizens from the risks
of life and to protect workers weighed against rthigipact on employment in economists’
studies. Secondly, staying on the aggregate lebsktwes the view on the impact of
institutions on social inequality. As jobs not omisovide income but also play a crucial role
for social inclusion and personal well-being (e3allie et al.,, 2003, Jahoda et al., 1975) a
socially equal distribution of employment is parambfor cohesion and peace. Both aspects

advise caution towards the suggestion of dereguatnd welfare state retrenchment.

This study extends the existing macro-economicissutby highlighting the latter
aspect. Labour market sociology identifies womabplr market entrants, older workers and
those with low education as being at high risk xjpexiencing disadvantages. At the same
time these groups coincide with what are termedhthe social risk groups. Their protection
by the welfare state has become increasingly peddrin recent decades (Taylor-Gooby,
2004). As household forms pluralize and the econatependence from a main breadwinner
becomes an unsustainable model, chances to entgr Mabour need to be provided for all
social groups if they are not to accumulate rigkee central question of this study thus is how

do labour market institutions affect the sociatrasition of employment?
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Despite the focus of quantitative macroeconomidisgion aggregate unemployment
levels, some deliver insights regarding instituibormpact on employment participation of
gender and age groups (e.g. Bertola et al., 206rreset al. 2005). They do not expound the
problems arising for social equality; still theydioate that a social structural approach to
institutional effects delivers important insightsat are missed in analyses of aggregate
figures. Because this article is concerned withitleguality of employment chances across
social groups, it departs not only from the aggredavel but also from the usual focus on
unemployment. Unemployment describes the joblessma&s prime-aged males rather
accurately — although recent developments showthtiesé is a growing divergence between
the two phenomena within this socio-demographiaigras well (Gustavsson and Osterholm,
2012). Other social groups, however, frequentlyndptheir time off the labour market in
forms of economic inactivity, such as householdpoesibilities, early retirement or
incapacity and disability. Not including the inagtipopulation means missing a significant
part of transitions and dynamics on and off theolabmarket (Murphy and Topel, 1997).
Furthermore, inactivity reacts highly sensiblelte institutional context and should be central
to the task of lowering joblessness in general (Blm&t. al., 2010). The study thus not only
contributes to the existing literature by disagatew institutional impact according to social
groups it also includes all non-employed in orderfully capture dynamics on the labour

market.

Institutions and I nequality in Employment

Prime-aged men are considered the core of the tdiooce. Figure | shows that in
comparison women, younger and older individuals without employment more often.
Across all socio-demographic groups those with lewels of education face particularly
disadvantages when seeking a job. As the welfate & less and less able to provide security
(Taylor-Gooby, 2004) and the social net within heh@ds cannot be relied on as much as
some decades ago, being without regular incomeslaehigh risk of poverty for these groups.

Their fate on the labour market is therefore ofcggdeconcern.

Various micro-level approaches — such as humantatajieory (Becker, 1964) or
theories on discrimination (Becker, 1971) — candhaa explanations for why these groups
show comparatively poor labour market participatigat, micro-level theory cannot explain
the international variation in social inequalitynl@ systematic differences on the country

level and their interaction with micro-level proses can account for the patterns shown in
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Figure I. This study focuses on the role of insittos. It follows a rationalist approach, which
broadly defines institutions as “the rules of tlang” (North, 1990: 1). Institutions structure
the strategic actions of individuals “by affectitige range and sequence of alternatives on the
choice-agenda or by providing information and ecdonent mechanisms that reduce
uncertainty about the corresponding behaviour bers and allow ‘gains from exchange’,
thereby leading actors toward particular calcutetiand potentially better social outcomes”
(Hall and Taylor, 1996: 945). Rational actors ®rte maximize their individual utility, yet
their choices are constraint by the institutionareunding (Ingram and Clay, 2000). This
also implies that the impact of institutions canhetgeneralized but that it differs according

to individual characteristics.

Figurel: Non-employment of 13 European countries by gender, age and education

(2008)
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Source: EULFS, working age population 15 to 64 @dicig individuals in education and under 30 years.

Figure | groups 13 European countries accordinfraquently used typologies of welfare
states (Esping-Andersen, 1999) and production sysiglall and Soskice, 2001). Although
there is some clustering regarding absolute nonl@myent levels and social differences, the
variation within the regime types indicates thatare fine-grained approach is necessary.
When interested in the labour market performancelisddvantaged groups, some studies
focus on institutional arrangements that are sathy related to certain groups. Research

analyses, for instance, family polices regardingpleyment of women (e.g. Gornick et al.,
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1997), the nexus between educational system anthlioeir market easing transitions into
work for labour market entrants and those with lowducation (e.g. Shavit and Mdller,
1998) or early retirement schemes pulling olderkeos out of their jobs (e.g. Ebbinghaus,
2006). This study, however, focuses on instituti@areangements that constitute the general
setup of the labour market. It follows this appitodaeken by a large number of macro-
economic studies in order to contrast their findirmgy aggregate employment performance
with results obtained when leaving the macro-levVmtitutions included in virtually all of
these studies are employment protection legislaii?L), labour taxes, union power, wage
bargaining coordination and unemployment benefitegesity. Corresponding to its rising
prominence in labour policy debates expenditureaftiive labour market policies (ALMP)
has become an essential ingredient as well. Thiewimlg will discuss the theoretical
mechanisms mainstream economics see operating dretwstitutions and employment.
Mostly, these are based on neo-classical theory.nBo-classical model of the labour market
itself is based on the assumption of homogenoukevsr Based on arguments of human
capital theory — originally an extension to neocsiesl approaches for the purpose of
distinguishing different classes of workers —neassical considerations can be extended: In
the way institutions affect overall employment, gboindividuals with a low productivity
should be hit the hardest. Low productivity is molly a consequence of low educational
attainment but also of low experience, career wemld out-dated skillsets. Therefore, the
argument applies not only to those with low edusgtibut also to labour market entrants,
women and older workers respectively. Mainstreaomemics are contrasted with alternative
expectations from a more sociological perspectng emphasizes the importance of social
inclusion via employment and highlights the roleimdtitutions for inequality regardless of

their overall impact on employment.

Theoretical Expectations

Labour market regulation

Neo-classical theory has straightforward expeatatioegarding the impact of institutions
governing the labour market. They interfere wita basic mechanism of the labour market in
which wages adjust for differences in labour demand labour supply and thus are among
the crucial causes for involuntary joblessness &k@yet al., 2005). Employment protection
legislation (EPL) determines how easy or difficiilis to hire and fire employees, which
reduces the flow in and out of the labour markdthdugh these effects might cancel each
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other out, price adjustment is hampered and labmarket flexibility is reduced. EPL should
thus lower employment. Yet, the evidence on EPLpaich is mixed at best in macro-
economic studies and it has been suggested thmae “sipent worrying about strict labour
market regulations, employment protection [...] iskhably time largely wasted” (Nickell and
Layard, 1999: 3080). When interested in the pddrcimpact on disadvantaged groups,
however, EPL gets a different spin as emphasizethsiger/outsider theory (Lindbeck and
Snower, 1989). According to this approach insid=ns use the fact that it is costly to find
new employees to push wages above market cleagwegl, | thus creating involuntary
joblessness. The insider/outsider theory has rcbetome more prominent again through
its role in the research on dualization procestbis strand of literature highlights the rising
inequality in European countries created by instths favouring insiders and affecting
inequality by way of shaping labour market procegggmmenegger et al., 2012, Author A,
2014). As typical insiders are prime-aged men, thes important implications for the
distribution of jobs. Labour market entrants andneo should be outsiders more frequently.
Similarly, employers are reluctant to employ lowseated individuals if they see no chance
of being able to fire them easily. Since EPL insematransaction costs, it should increase the
risk of disadvantaged groups to stay without emmient (Barbieri, 2009, Esping-Andersen,
2000). Older workers are an exception because EpEeflis those already positioned in the
labour market by impeding layoffs.

Strong unions can acquire market power and puskesvalgove market clearing levels.
The neo-classical expectation is again that ovesalployment is lowered (Layard et al.,
2005). Unions are also seen as representativassifer interests. From an insider/outsider
perspective the social distribution of employmembidd therefore be affected in the same

way as in the case of EPL (Bertola et al., 2007).

Centralized and coordinated wage bargaining isllysaegued to hamper individual
firms’ ability to cope with precarious situationsdause wage agreements violate the flexible
price assumption. This should crowd out especiaitykers with low wages. In contrast,
Calmfors and Driffill (1988) argue that in a cetizad system unions are willing to constrain
their demands in periods of economic downturn. &itley cannot externalize detrimental
effects on the economy they are likely to opt farpéboyment friendly wage agreements,
which should benefit low wage earners (Calmfors Bnfill, 1988). As this positive impact

is shown in a number of empirical studies, somé@must with a neo-classical background
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argue that the employment enhancing effects ofrakréd wage bargaining are only

countering the negative impact of strong unionkHil et al., 2005).

Labour taxes increase labour costs for employeds @so lower employees’ net
earnings by driving a wedge between what emplogaysand what employees receive. Thus,
they should lower both labour demand and supplydté et al., 2005). Combining these
expectations with human capital theory, individuaigh a lower productivity and resulting
low wage expectations, should be affected the most.

Labour market policies

Passive labour market policies, i.e. welfare bésefirovide an alternative source of income
and thus raise workers’ reservation wages (Layaml. 2005). This increases overall wages
and impedes market clearance. The focus is usaallynemployment insurance. Eligibility
for unemployment benefits is usually restrictedhose who have worked previously. Since
this study is interested in the impact on the wivabeking age population, social assistance is
included in the analysis. This benefit is less ¢omolal but neo-classical thought should
expect it to affect labour market participation rggothe same incentive effect as
unemployment benefits (Lemieux and Milligan, 2008)ining this reasoning with human
capital theory, passive labour market policies #hoaffect disadvantaged groups
disproportionally for two reasons. Firstly, thosghatower productivity are the ones who get
crowded out of the labour market first when invaarg joblessness exists. Secondly, they
should expect to earn only low wages and be thuse meceptive regarding alternative
income from benefits. Insider/outsider theory catdghat unemployment benefits improves
the bargaining position of unions and thereby iases the differences between insiders and
outsiders (Bertola et al., 2007). As the eligililtriterion only applies to unemployment
insurance, this should not be expected for soasistance. Across macro-economic studies,
the negative impact of unemployment benefits onleympent is the most robust (Nickell et
al., 2005). Yet, by gquestioning indicators and sets, as well as conducting their own
analysis, Howell and Rehm (2009) content that tlcentive effect is not decisive. They point
out that individuals value jobs not only becausevafies but also because they are aware of
social inclusion and the scarring consequences plogment has for the life course (Howell
and Rehm, 2009). Generous benefits also provideithhls with the means to keep up their
living standards and their social networks, givihgm the chance to turn inclusion into new
employment. From a job matching perspective, higiments with longer duration allow

jobseekers to search for better job matches, thedelzreasing the probability of future
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separations (Gangl, 2004). Alternative approachesefore doubt the detrimental impact of

benefits and raise the possibility of positive eféeespecially for disadvantaged groups.

Tablel: Theoretical expectations

Mainstream Economics |

Alternative Approaches

Labour Market Regulation

Lower labour turnover —lower
employment, especially for less

Insider/outsider theory: lower
employment especially for women,

EPL productive groupsr no direct | younger workers and low educated
implication individuals, employment security
for older workers
Increased wages — lower Insider/outsider theory: lower
employment, especially for les§ employment especially for women,
Union Power productive groups younger workers and low educated

individuals, employment security
for older workers

Wage Bargaining
Centralization

Rigid wages lead to lower
employment especially for low-
wage earners

Wage moderation leads to higher
employment especially for
disadvantaged groups

Labour Tax Wedge

Increased labour cost, lower
incentives -> lower employmen
especially low incentives for

[

potential low wage earners

Labour Market Policies

Unemployment Benefits

Higher reservation wages lead
lower employment, especially
for less productive groups.

tSocial inclusion increases chances
of finding a job.

Matching theory: Better job fits,
less job separations.
Insider/outsider theory: Eligibility
strengthens insiders, employment
losses concentrated on outsiders

Social Assistance

Higher reservation wages lead
lower employment, especially
for less productive groups.

tSocial inclusion increases chances
of finding a job.

Matching theory: Better job fits,
less job separations.

ALMP

Higher employment especially
for targeted groups; reservation
concerning overall impact.

Higher employment because of
sbetter workers and better matching,
especially for

targeted/disadvantaged groups.

ALMP are designed to smoothen the transition pmaasd improve the employability of
jobless individuals. According to mainstream ecoiosm increasing productivity with
training, assisting in the search process, asagdlbwering labour costs with subsidies should
increase employment. Job creation by the statees as dangerous in crowding out regular

jobs. Although ALMP regularly show a positive impan employment, some authors of the
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neo-classical school remain partial towards theipact. Similar to arguments about the
positive impact of centralized and coordinated whgeaining, they content that ALMP can
flourish solely in an environment of high joblesssecreated by generous unemployment
benefits (Bassanini and Duval, 2009). Although saneasures’ effectiveness is doubted, the
positive impact especially of further educationnist debated in other literatures. Active
measures are frequently directed at disadvantagaapg, especially younger workers and
women, thus they are expected to profit more (KI2@L.0). Table | displays an overview of
the theoretical expectations and juxtaposes ma#sir economics with alternative

approaches.

M ethodology

The standard quantitative approach to the impadinstitutional arrangements on labour
market performance is to use pooled cross-sectional series data on the country level, i.e.
time series indicators for the institutional arramgents and to correlate them with the
aggregate employment or unemployment rate usinglpaagression methods with fixed
country effects. Fixed effect models offer to matig omitted variable bias by controlling for
all time-constant unobserved heterogeneity of theeovation units (Allison, 2009). This is
extremely valuable in cross-national studies agetree a wide variety of factors that
potentially bias the coefficients. In the analysishand this includes country-specific factors
such as work ethic and culture as well as macra@oan conditions or unobserved

institutional arrangements.

Present analysis leaves the macro-level and exgptbfierences in institutional impact
across gender, age and education groups. The atdget that offers detailed information on
individuals and their labour market status frona@é& number of European countries and for
a long period of time is the European Labour Fd@cevey (EULFS). Its data structure is
repeated cross-sectional, thus fixed effects peagglession is not possible. An approach to
arrive at the same results, however, is to intreddammy variables for the units of
observation (Allison, 2009). Similarly to the magkegant panel fixed effects, introducing a
dummy variable controls for the mean value of thi af observation and thus eliminates all
time-constant heterogeneity. The dataset does allowf individuals over time; yet social
groups can be followed in the form of a panel andchihies can be introduced at the level of
country-specific social groups. This way, the medsmintrol for all time-constant unobserved
heterogeneity on the level of these groups. Theltieg coefficients are based solely on the
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correlation of changes over time within the groupgh changes in the institutional

arrangements on the country level. This also adsolan the nested structure of individuals
within countries. The dummy fixed effect approach is rarely feasibbcause the number of
dummy variables leaves no degrees of freedom ®wé#niables of interest. The large number

of observations in the EULFS eliminates this proble

Data & Variables

The study uses the EULFS as a micro-level basehédble a social structural analysis of the
impact of labour market institutions. The EULFS toms information on individuals in
private households with a special focus on theirking life, pooling national labour force
surveys of all EU members since 1983. The analyseés data for the period from 1992 to
2008 from 13 countries. Because of missing inforomain some cases the used datasets
consists of 195 country-yedr§he analysis includes all individuals of workingeagl.5-64)
except inactive persons below 30 who are still duaatiori. Random samples of 5 000
individuals are drawn from each country-year ineortb give equal weight to every existing

institutional constellation. Thus, the datasetudels 975,000 individuals.

Employment, coded as a dummy of being employed(X)on-employed (0), serves
as the dependent variable. All labour force sunfeilsw the ILO definition of employment.
Everyone who worked at least one hour in the weadhrbe being interviewed is considered
employed. The data quality of further interestirgpects of employment, such as income
levels, temporary and permanent contracts, pag-ainmd full-time positions, is poor, which is

why the analysis is restricted to the simple detton of employment and non-employment.

EULFS information on education follows the 1997 sien of the International
Standard Classification of Education (ISCED) digtiishing three different levels: ISCEDO-2
includes lower secondary education or less, ISCERQ®per and post-secondary education
and ISCED5-6 tertiary education. These are operaliwed in the form of three dummy
variables. Regarding age groups labour market mst{d5-29), prime-aged (30-49) and older
individuals (50-64) are distinguished. Again, thieups are represented by dummy variables.
Gender is introduced as a dummy variable as wellifg O=male 1=female). The EULFS
does not offer household information consistently. capture variation in the household
economic background of work decisions, maritalustat serving as proxy for household

composition — is included as a control variablenjdwy variables representing “married”,
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“single” and “widowed, divorced, separated”). Dapaality does not allow the inclusion of

further individual level variables of interest, bues migration background.

Institutional arrangements are modelled with maopoemic indicators. The time-
series of these indicators are merged to the iddali level information according to the
respective country-years. The OECD’s EPL index tjtias the costs and procedures
involved in individual or collective dismissal (Ven2009). The indicator ranges from O to 6.
To make effect sizes comparable it is rescaledtm Das all other institutional indicators are
either percentages or ranging from 0 to 1. Unionsdg, also provided by the OECD,
indicates organizational power of unions by givihg percentage of salary and wage earners
who are union members. Visser (2009) develops aramnindicator (ranging from 0 to 1)
that takes into account both union authority anmmroncentration at multiple levels. This
centralization indicator thus expresses the scapgecaverage of wage bargaining agreements
as well as the degree of union coordination. Th&€DEalculates the labour tax wedge for a
single-earner couple with two children and an agermcome. The tax wedge is the sum of
personal income tax and social security contrilm#ias a percentage of total income.

Turning to labour market polices unemployment biérggfherosity is measured using
net replacement rates. The indicator gives theemtage of the former income an average
production worker receives from unemployment insaeaafter taxes and social security
contributions. Van Vliet and Caminada (2012) previdlata, which focuses on the
replacement rate in the initial phase of unemplaym@o take into account different family
situations the average of the net replacementfoatgngles and one-earner families with two
children is used. Nelson (2007) collects absoluteounts of social assistance. Present
analysis constructs a ratio that compares thesmgatg to the average wage in the respective
year and country to capture the incentive provibgdthe benefit. The extent to which a
country invests in ALMP is measured by expenditurglative to the GDP. In order to
consider the number of individuals targeted by ALMRIis indicator is adjusted for
unemployment rates. Additionally, to avoid potentizas from country-specific economic
cycles the OECD’s output gap is introduced, whickasures the distance between trend

predicted and actual outcome of GDP in a year.
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M odelling

As the fixed effects approach is modelled by inidg dummy variables into the pooled

data it can be expressed via the functional forra lolistic regression:

T

K L J J K
In(y :1|O)jit :C000+Zlkxkji +ZMIZIjt +M, 1 X i +ZNiji +ZNj*Zlkxkjit +Ztht
k=1 =1 =1

j:]_ k=1 t=1

where the left hand side of the equation exprefisedogarithmic probability that

individual i in countryj and yeart is employed compared to the probability to be not
employed. On the right hand si€lg,, is the intercéptrepresents the coefficients for the
individual level variables (k=gender, age groupjeadional level, marital status). The macro-
level indicators are included visl, (I=EPL, union mawwage bargaining centralization,
labour taxes, unemployment benefits, social asgstaALMP and the economic output gap).

N, signifies the dummies for the j countries. The dugs for the country specific gender,
age and education groups are created by interaittesg variables with each other up to four-
time interactions, represented by the multipliethswf N; andl, . All the main effects and

the two- and three-time interactions are includeavall. All dummies related to the reference
of the respective variables are excluded becauselliriearity leaving us with 232 dummies.

The models thus control for all time-constant fagton the level of gender-, education- and
age groups within countri&ésFurthermore, wave dummiedV, - are included tatrod for

period effects such as world economic downturnse Wfain focus of every model is the
interaction between one specific institutional &hte and one socio-demographic

characteristic. This interaction is expressed lg tbefficientM |, where | specifies the

institution and k the social characteristic - gendae or education. Every model features
only one of these interactions to avoid overspeaiifon. As there are seven institutional
variables and three individual level charactersstmf interest, 21 separate models are
calculated. Prior to that, the baseline model logkat institutional impact on the total

working age population includes all the variablesept for this interaction term.

Time series might be autocorrelated and heterosteddahe models therefore cluster
data in country-years to calculate robust stan@ardrs that are corrected for within-group
correlation and heteroscedasticity. Furthermore jnterpretation of coefficients from logistic
regressions is challenging. While the direction aighificance of log-odds of main effects

can give some insight, the size of the coefficiead no immediate meaning. The non-linear
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functional form and problems with varying unobserfeterogeneity creates problems also
for the frequently used odds-ratios (Mood, 201Qitfrermore, it is problematic to interpret
the coefficients for interaction effects (Ai and mém, 2003). The analysis follows Mood
(2010) and presents results in the form of averagrginal effects. The coefficients indicate
the de- or increase in employment probability cfoaial group that is related to a marginal
change in the specified institutional arrangemeanntrolling for individual level variables,
further institutional arrangements, all country-dasocial group specific unobserved time

constant heterogeneity and economic cycles.

Empirical Results

Tablell: Institutional impact on employment probabilities of thetotal working age

population
Labour Market Regulation Marginal Effects
EPL (OECD Index, ranging from 0 to 1) -0.18***
Union Power (% of union organized workers) -0.06
Wage Bargaining Centralization (Visser’s index,

) 0.10

ranging from 0 to 1)
Labour Tax Wedge (in % of income) -0.17**
Labour Market Policies
Unemployment Benefits (net replacement rates in

. -0.11t
% of former income)
Social Assistance (absolute level in % of average 0.09
income) '
ALMP (spending in % of GDP, adjusted for 0.09*
unemployment rate) '

Source: EULFS, own calculations. Model includespaltential interaction dummies between country, genage group and
educational level as well as their main effects ZB2); model includes wave dummies (N=16), economuitput gap and

marital status. p<*** p<0.001, ** p<0.01, * p<0.0%,p<0.1. N=975,000.

Table Il displays the baseline model’s resultsifistitutional impact on the total working age

population. As neo-classical theory expects, rgisinemployment benefits, EPL and labour

taxes significantly decreases employment for thel tworking age population. A larger

investment in ALMP is correlated with higher empiwgnt, while neither social assistance

nor union power nor wage bargaining centralizatstiow a significant coefficient. Thus,

there seems to be some - although no overwhelmingprfirmation for mainstream
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economics’ arguments. The following will explore these results are robust when
disaggregating them for social groups and in havifase institutions affect social inequality
on the labour market.

Tablelll: Ingtitutional impact on employment probabilities of men and women
Labour Market Regulation Marginal Effects
) men -0.12**
EPL (OECD Index, ranging from 0 to 1)
women -0.25%**
: . . men 0.05
Union Power (% of union organized workers)
women -0.1%
Wage Bargaining Centralization (Visser's index, men 0.03
ranging from 0 to 1) women 0.18*
) ) men -0.13*
Labour Tax Wedge (in % of income)
women -0.21**
Labour Market Policies
Unemployment Benefits (net replacement rates in men -0.03
% of former income) women -0.19*
Social Assistance (absolute level in % of average men 0.02
income) women 0.15*
ALMP (spending in % of GDP, adjusted fopr men 0.08*
unemployment rate) women 0.11*

Source: EULFS, own calculations. 7 single modelsifderactions between institutional arrangemert aacial groups.
Models include all potential interaction dummiesvien country, gender, age group and educatiomal &s well as their
main effects (N=232); models include wave dummMs16), economic output gap and marital status. p$%0.001, **
p<0.01, * p<0.05% p<0.1. N=975,000.

Table I1ll shows the marginal effects of instituioseparated for men and women. EPL is
significantly related to lowering employment for tbomen and women. In line with

insider/outsider theory, however, it increases aodnequality by affecting female

employment more strongly. The results for union eownderline this argument as strong
unions only increase women’s non-employment sigaifily. Labour taxes affect both men
and women in the expected way, meaning they dexreas-employment even more for
women. On the other hand, a more centralized anddowated wage bargaining process is
related to higher employment of women, thus cotitrgsneo-classical expectations and
confirming Calmfors and Driffill (1988). While thether institutions regulating the labour

market increase inequality, higher centralizatieswls to more equal employment distribution.
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The results for labour market policies also indicdifferences between men and
women. The overall negative impact on employmenire#mployment benefits seems to be
driven by its correlation with female non-employmeAgain, the case can be made for
insider/outsider arguments that content that uneympént benefits strengthen the position of
insiders, i.e. typically men. On the other handp-okassical reasoning could argue with a
stronger impact on those with expected low earniftys is contrasted, however, by the
employment increasing impact of higher social @asste. In the case of this less conditional
benefit, the incentive argument does not apply,s tholstering the point made by
insider/outsider theory. The result for social sissice is also in line with job matching
expectations, although these are not supportedhéyrésults for unemployment benefits.
Finally, ALMP help both men and women in findingpé, although advantages are found for
men. They do thus not increase gender equalitychwhight be because they target men

more often or because men are more inclined toupkbese offers.

Turning to differences between age groups, somédasipatterns but also some differences
become obvious (see Table 1IV). As expected by aisditsider theory, higher EPL decreases
labour market entrants’ employment chances thengé&st while older workers do not

experience significant impact. However, neitheorsgrunions nor centralized and coordinated
wage bargaining show significant impact on any leé age groups. Lower employment
related to high labour taxes is concentrated orytlumg and prime-aged while older workers
are not affected. The strong impact on labour ntaekgrants can be explained by their

disadvantaged status, older workers strong podiavever, is an unexpected result.

The marginal effects for unemployment benefits mdallow the pattern proposed by
insider/outsider theory, as a significant employmedecreasing impact is only found for
labour market entrants. In the case of differené @goups, social assistance shows no
significant impact on social inequality. ALMP achéetheir goal of helping individuals into
the labour market most notably in the case of tbeng. This is likely to be related with
ALMP often targeting this group.
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TablelV: Institutional impact on employment probabilities of 15-29, 30-54 and 55-64

year olds
Labour Market Regulation Marginal Effects
15-29 -0.41%**
EPL (OECD Index, ranging from 0 to 1) 30-54 -0.13**
55-64 0.00
15-29 -0.08
Union Power (% of union organized workers) 30-54 -0.03
55-64 -0.15
o o o 15-29 0.17
Wag_e Bargaining Centralization (Visser's index; 3054 0.07
ranging from 0 to 1)
55-64 0.14
15-29 -0.47%**
Labour Tax Wedge (in % of income) 30-54 -0.0&
55-64 -0.02
Labour Market Policies
_ _ 15-29 -0.26Gk
Unemploymgnt Benefits (net replacement ratesimn 3054 0.08
% of former income)
55-64 -0.06
_ _ - 15-29 0.14
Soual Assistance (absolute level in % of avergge 3054 0.06
income)
55-64 0.10
o _ 15-29 0.24%%
ALMP (spending in % of GDP, adjusted for 3054 0.09*
unemployment rate)
55-64 -0.02

Source: EULFS, own calculations. 7 single modelsirfiteractions between institutional arrangemerd aacial groups.
Models include all potential interaction dummieswrEen country, gender, age group and educationel &s well as their
main effects (N=232); models include wave dummMs16), economic output gap and marital status. p$%0.001, **
p<0.01, * p<0.05; p<0.1. N=975,000.

Table V shows the marginal effects for educatideatls. Again there are similarities as well
as differences in comparison to the differencewéenh men and women and age groups. EPL
has an employment decreasing impact across the bgetrmost strongly for those with low
and medium education. This is in line with insidetsider arguments but also does not stand
in opposition to neo-classical thinking: Those witlwer productivity are affected the most.
Contrasting the expectations of both approachemgtunions as well as a coordinated and
centralized wage bargaining process is signifigactbrrelated with the employment of
individuals with medium education — in oppositeeditons. Here, neither arguments about
outsider positions nor about lower productivity cdeliver a satisfactory explanation.
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Similarly, labour taxes’ most notable impact isthis group, yet there is also a significant

effect on low educated.

TableV: Institutional impact on employment probabilities of low, medium and high

educated
Labour Market Regulation Marginal Effects
low education -0.22%**
EPL (OECD Index, ranging from O to 1) medium education -0.20%**
high education -0.0f7
low education 0.07
Union Power (% of union organized workers) medium education -0.18
high education 0.03
o o ] " low education 0.08
Wag_e Bargaining Centralization (Visser’s index;, medium education 011
ranging from 0 to 1) _ .
high education 0.11
low education -0.17*
Labour Tax Wedge (in % of income) medium education -0.26%**
high education -0.02
Labour Market Policies
] ] low education -0.08
Unemploymt_ent Benefits (net replacement ratesin medium education 20.18*
% of former income) _ .
high education -0.02
] ] ) low education 0.22*
Social Assistance (absolute level in % of average . .
; medium education 0.03
income)
high education -0.01
o ) low education 0.11*
ALMP (spending in % of GDP, adjusted for medium education 011+
unemployment rate) _ .
high education 0.04

Source: EULFS, own calculations. 7 single modelsifderactions between institutional arrangemert aacial groups.
Models include all potential interaction dummiesvien country, gender, age group and educational &s well as their
main effects (N=232); models include wave dummMs1), economic output gap and marital status. p$%0.001, **

p<0.01, * p<0.05¢ p<0.1. N=975,000.

This pattern is continued in labour market policias unemployment benefits, too, have a
significant impact only on individuals with mediusducation. It could be argued from a neo-
classical perspective that this group experiencedr@nger incentive effect because low
educated individuals are less often eligible foemployment benefits in the first place. The
assumption of an incentive effect, however, is ti@dh by the positive impact social

assistance has on low and medium educated indigideraployment chances. Again, there is
a case to be made about the positive impact bereit have as they enable social inclusion
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and better job search. The two groups are alsostadsiinto employment by higher

expenditure for ALMP.

The analyses provide several insights. Firstlytitunsons that are related to absolute
employment levels show variation in the impact a@nmand women, different age groups and
educational levels. Secondly, institutions thatrdd show a significant impact on overall
employment still have notable power in shapingdbeal distribution of positions on and off
the labour market. Even if the importance of labmarket institutions for the emergence of
unemployment is debatable (e.g. Baker et al.,, 2@6¢ckhammer and Klar, 2011), their
impact on social inequality in micro-level labourarket processes can hardly be denied.
Thirdly, their overall as well as their sociallysdggregated impact does not strictly follow
patterns expected in mainstream economics. A coatell and centralized bargaining
process, ALMP and social assistance are ways @éaoly higher employment rates for some
groups, thus contrasting recommendations for démégn and welfare state retrenchment.
These results indicate that labour market regulat@annot be fully understood when only
considering the potential rigidities it introduces the adjustment of labour supply and
demand, that active labour market policy is abladbieve a better integration of the labour
market especially of targeted groups and that pgvpreventing passive labour market
policies not necessarily provide incentives to stay of work but can enable stable social
inclusion and better job search results. And fdyrtin both positive and negative ways,
institutions have a particularly strong impact asadvantaged groups, i.e. labour market
entrants, women and individuals with lower educatis these groups are the ones who face
challenges from a micro-level perspective alredly,institutional context has a crucial role
in either fostering or soothing social inequalityamployment. Against this background, the
crucial insight is that, as expected by insidegmldr theory, institutions that widen the gap
between insider and outsiders, i.e. EPL, strongnsiand unemployment benefits, increase
joblessness of these groups and thus strengthéal swuality. In contrast, institutions that
frame labour market processes in a more general way social assistance and wage
bargaining centrality, help achieve higher emplogtirates for some of these groups and thus
lead to more equality by improving matching andréasing demand. The case of
insider/outsider theory is strengthened by thenstrposition of older workers, whose lower
productivity should lead to problems for their epyphent situation according to mainstream
economics. In sum, the results underline that laboarket institutions have a consistent

impact on employment inequality in particular faogps at higher risk of being without a
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job. Instead of focusing solely on their impact omerall employment performance,

consequences for social inclusion and cohesion teekd highlighted.

Conclusions

This study set out to explore the impact of labmarket institutions on social inequality in
the distribution of jobs. It emphasized the patticalisadvantages some groups experience on
the labour market and how institutions can eittemgthen disparities or help lowering them.
As some groups are farther from the labour market the life course, the analysis departed
from the usual focus on unemployment rates andideal inactive individuals. Compared to
mainstream economics, the results indicated thtulamarket regulation and labour market
polices can have diverse effects for social grodpstheir structure, positive as well as
negative impact of institutions lends more supporrguments about their power to improve
employability, social inclusion and job matches tbe one hand and the dividing effects
postulated by insider/outsider theory on the otfie results confirm the suggestions of the
dualization literature, that it is those institutsothat help labour market insiders, which
increase the disadvantages of risk groups anddanpthcess also raise general joblessness
levels. This does not justify recommendations feneyal deregulation and welfare state
retrenchment, however, since broad poverty preeenéind steering of wage bargaining

processes decreases inequality and fosters emphbyme

The dualization literature considers individualsaiypical jobs to be outsiders (King
and Rueda, 2008), which points to one of the litiwtes of this study: Job quality was not
subject to the analysis. Moreover, one might atgaé non-employment decreases correlated
with rising social assistance are accompanied lbyuataxes causing opposite developments,
that the employment enhancing effects of centrdlizage bargaining are only countering the
negative impact of strong unions and that ALMP #anrish solely in an environment of
high joblessness created by generous unemployneertfits. These considerations warrant a
look at interaction effects between institutionsirtRermore, the results were not able to
explain low employment of individuals above 50. gtiighlights the importance of more
group specific institutional arrangements, suclpession systems, family policies, the nexus
between educational system and the labour marketisability benefits. In order to
understand the impact of institutions on sociafjuaity in employment more fully, further

research should therefore strive to model the labwarket regime more comprehensively.
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Endnotes

1 Because the nested data structure violates tlenadiion independence
assumption of standard regression analysis, rdsmarinterested in the effects of country-
level characteristics on micro-level outcomes iasnegly use multilevel modelling
techniques. However, this framework is designeddfdasets with a large number of higher-
level units and runs into problems when appliedcamparative country studies. Not only
does the small number of cases allow for the imatusf only few country-level factors and
cross-level interactions, there is also high chasfecemitted variable bias in the coefficients.
Because of the possibility to account for time-¢ansunobserved heterogeneity the proposed
fixed effects approach is superior (for a comparisee Mohring 2012).

2 Data availability and quality in the EULFS as het regarding the macro-
level indicators determine the number of countriEBe countries are Austria, Belgium,
Germany, Denmark, Spain, Finland, France, Irel&edherlands, Norway, Portugal, Sweden
and the United Kingdom.

3 Data collection for Austria, Finland, Norway afdveden started in 1995.
Since the EULFS delivers data for Germany only fi2@01 onwards, German data is taken
from the Mikrozensus, the more comprehensive aaigsource for the EULFs. Mikrozensus
data start in 1993 but miss 1994. Data from 1998rapped for Ireland and the United
Kingdom due to missing information on educatione Bame applies to the Netherlands and
Norway before 1996. Some of the macro-level indisatare available only starting from
1996 for Portugal, which is why previous yearsam@pped for this country.

4 Allison (2009) points out an inconsistency problevhen estimating logistic
regression fixed effects using the dummy appro&tdwever, estimators are not biased if
there are large numbers of observations withirgtieeps the dummies represent (Katz 2001).
The large sample size of the EULFS and the extensime period of observation thus
eradicate this concern. Sensitivity tests usingedimn probability modeling produced no
substantively different results.
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On the Outside L ooking in? Transitions out of non-employment in the
United Kingdom and Germany

(published in: Journal of European Social Polic¥0{4), 24(1): 3-18)

Abstract

This article investigates differences in the likelbd of becoming an insider between
Germany and the United Kingdom. Consistent witlen¢diterature on dualization it contends
that insider protection is more pronounced in thgaoratist system and conservative welfare
state of Germany. In conjuncture with micro-levabdur market sociology, the study argues
that this affects the job matching process of #i®ur market. Using individual level panel
data in event history models, it contrasts leaving-employment for an insider position, that
is, permanent full-time employment, with staying thie outside of the core labour market,
that is, remaining without employment or takingampatypical job. Results demonstrate that
insider positions are harder to attain in the Gerr@doour market as a consequence of the
institutional context that makes the said postamealing in the first place. At the same time,
the German labour market regime strengthens théaméxms of selection in terms of gender,
age, and education. The insider/outsider divides tworks in two ways: First, it increases
inequality between insiders and outsiders in tewhsconomic and positional stability.
Second, a stronger divide interacts with microdewatching processes on the labour market.
By reinforcing social differences in the chancektain an insider position, inequality is thus

even further pronounced.
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I ntroduction

A growing body of literature reports on processkedualization in Europe (e.g. Emmenegger
et al., 2012a, Palier, 2010, Palier and ThelenQR0Ih contrast to researchers proposing a
general trend of flexibilization and convergencedads liberal regime types (Fleckenstein et
al., 2011, Streeck, 2009), those postulating daatmn argue that reforms of labour market-
related policies and institutions have spared timern core of the workforce from dramatic
changes. Reviving the theory on labour market ersidnd outsiders (Lindbeck and Snower,
1989), proponents of this approach see the gapeleetthe two groups widened and social
inequality increased. The recent debate predomndetls with the question of whether the
reforms, especially in continental Europe, can abiube subsumed under the dualization
moniker (e.g. Clasen and Goerne, 2011, Eichhordt Marx, 2011). Despite the division
between insiders and outsiders being, at its verg,cconcerned with social inequality, the
guestions of who the insiders are and how theynattee status have only scarcely been
considered (Hausermann and Schwander, 2012, Scewamdl Hausermann 2013). This
article proposes that the very institutions promgptihe divide between insiders and outsiders
foster an increase in social inequality regardimg possibility of making the transitions from
the outside to the inside.

The categorization of insiders and outsiders intrstgdies is based on a snapshot of
actual labour market positions. This creates angeanaf impermeable labour market
segments. In fact, Emmenegger and colleagues (2@tgbe that, compared to the 1980s, the
barriers thus constructed have become harder akliheough. Yet, as Lindbeck and Snower
(2001) point out, the differences between the aateg are not static but marked by a certain
degree of flexibility. As cross-sectional data oaingive insights to labour market flows, the
guestion of a persisting constant stock of outsidemmains empirical. The same cross-
sectional patterns provide descriptive evidenced thastly women, younger and older
individuals, and those with low education find thestves in precarious positions. The social
differences in the likelihood of being an outsidesry further across countries (e.qg.
Emmenegger et al.,, 2012a, Hausermann and SchwaRd&p). Neither the micro-level
mechanisms easing or preventing transitions ta@rgpositions nor their interaction with the

macro-level context have been the focus of recs#arch.

The main argument of this article proposes thasthbility of positions and the social

inequality in their distribution depends on theeyp labour market regime. To explain the
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processes leading to socially unequal distributadnlabour market positions and their
international variation, it combines the theory @uwal labour markets with accounts from
micro-level labour market sociology. Using paneladeam event history models, it compares
individual level transitions out of non-employmant Germany and the United Kingdom

(UK) between 1992 and 2008. It contends that thparatist German labour market regime
with its conservative welfare state may be charetd as more strongly dualized in the
observation period than the liberal regime of thK. By looking at the cross-national

differences regarding which individuals are mokelly to leave non-employment and what
job they are able to obtain, it answers two immargrestions: does a strongly dualized
labour market regime lower the inflow to insiderspions compared to a flexible one? And
does this increase social inequality in the liketid of making the transition to an insider
position? Thus, the article fills a gap in the @rig literature by providing an individual level

analysis for the question of social compositionnefand outsiders in differing labour market

regimes.

Theoretical background

The literature on dualization is informed by thsider/outsider theory (Lindbeck and Snower,
2001). Its main emphasis is on the labour marksitipo of individuals and how insiders use
theirs to strengthen the barrier and increase statability (Hausermann and Schwander,
2012). The fundamental condition required to maidividuals more likely to stay inside is
that firms are faced with labour turnover costs wineplacing insiders with outsiders. In a
nutshell, insiders use the market power derivirgnfrthese costs and push wages above
market clearing level. Employers will not replaberh with lower-wage outsiders due to extra

transaction costs.

In the early versions of the insider/outsider tyedhe dividing line was placed
between the employed and the unemployed (Lindbe&ck Snower, 1989). More recently,
individuals in atypical employment, that is, pan jobs or temporary contracts, have been
included in the outsider category (Emmenegger, 28@8y and Rueda, 2008, Lindbeck and
Snower, 2001). This updated division is based @ absertion that the introduced labour
market reforms increased flexibility and loweredutkations for temporary work contracts,
part-time positions, and self- employment, butmlid affect the core of the workforce, that is,
those in permanent full-time employment (Emmeneggeal., 2012b, Palier and Thelen,

2010). In line with dual and segmented labour mittkeory (e.g. Doeringer and Piore, 1971,
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Piore, 1975), the dualization literature placesdivede between insiders and outsiders within
the working population. Yet, the width of the gap question, and thus the degree of
dualization from an economic perspective, is deiech by the context of the labour market.
Strong employment protection legislation for pasis at the core of the labour market,
powerful unions, and generous income-related imagand benefit schemes play a decisive
role (Emmenegger, 2009, Lindbeck and Snower, 2P@lier and Thelen, 2010). Restrictions
for the dismissal of employees on permanent cotstrachance the disadvantages of labour
market outsiders. This not only lowers chances ttdirang an insider position, but also
increases the employers’ willingness to create ie#ygobs (Olsen and Kalleberg, 2004).
Unions organize insider interests and increaseetfieiency with which they can use their
labour turnover cost advantage (Lindbeck and Snow®€601). Income-related insurance
systems are often only available for those withm@erent contracts and help them secure their
status over the life course. Furthermore, the wiibargaining position is improved by a high
social security level (Bertola et al., 2007). Thstitutional context thus has an impact on the
attractiveness of insider positions and, at theeséime, determines the width of the gap
between the inside and the outside. In the follgwia labour market regime fostering the

divide will be called a strongly dualized labour nket.

The positions of insiders are advantageous in aeaspects. Permanent full-time jobs
provide a comparatively high and consistent leeincome. Connected to these jobs, a
variety of insurance programmes secures a highadatd of living and builds the foundation
for future pension benefits. In contrast to thesaldrs, insiders are thus protected against
three types of insecurity: economic, temporal, amdfare (Kim and Kurz, 2001). This is
especially problematic if the considered positians stable, as the insider/outsider concept
implies. The theory delivers arguments for posaiostability of insiders and outsiders.
However, there are transitions between those statess, the question remains: who is able
to cross the divide. Basing on snapshot categwizatof labour market status, the
insider/outsider and dualization literature ideasf women, low-educated individuals, the
youth, and the older workers as typical outsid&chwander and Hausermann (2013) point
out that a life-course approach is needed to détermho insiders and outsiders are. In two
recent studies, they have delivered extensive aumlghat certain occupational groups,
defined by gender, age, and class, are more lilceklgxperience unemployment or atypical
employment. Again, the three socio-demographic adtaristics, gender, age, and education

correlate with labour market positions while vagyiimn importance across institutional
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regimes (Hausermann and Schwander, 2012, SchwamtkHausermann, 2013). Yet the
studies do not follow work-life histories of indduals, but use cross-sectional data. Although
they can show that certain occupational groupsremes prone to being outsiders, they cannot
answer the question of how stable these positiomsiad how they are distributed within the

investigated groups.

In the following, theory and evidence from indivaldevel labour market sociology is
used to supplement the insider/outsider concepegards who is able to cross the batrrier.
Matching theory concerns job acquisition as thedpob of a two-sided process. On the one
hand, workers search for jobs with acceptable pay w&ork conditions. The criterion for
employers, on the other hand, is the productivitpatential employees. If labour demand
and supply meet, positions are filled (Sgrensenkaltéberg, 1981). In general, employers
make job offers and decide on the quality of the gfter evaluating the productivity of a
worker. As information about actual productivity usicertain, employers assess potential
workers by picking up signals about skills and wiogk commitment (Spence, 1973).
According to human capital theory, higher educatidevels are associated with increased
productivity (Becker, 1964). Human capital argunsemtiso apply to discrepancies in
employment prospects of different age groups. Whbilder workers usually offer more
experience and can indicate willingness to workwitevious employment spells, employers
are reluctant to invest in individuals whom theyrdi expect to stay long-term (e.g. Taylor
and Walker, 1994). Younger workers, in turn, hawgadivantages at entering the labour
market as they can only signal acquired skillsrmitwork commitment and experience (e.g.
Mincer, 1974). The negative consequences of warsrimptions caused by motherhood are
discussed extensively in the labour market bodyestarch (e.g. Goldin and Rouse, 2000,
O'Neill and Polachek, 1993). But job chances of wommight also be diminished if
employers anticipate childbirth and, therefore,idie@gainst investing in such employment
relationships. Furthermore, employers see potelusal of human capital and lower levels of
commitment in long-lasting spells without employméang. Dieckhoff, 2011). Thus, women,
individuals with low education, labour market entsaand older workers, and those with
long-lasting work interruptions can be expectea@ttain only atypical employment offers or

no job at all.

Considering the labour supply side, human capitalels and periods without

employment can affect employees’ further choicescigr, 1964). The feeling of significant
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human capital loss might lead individuals to refréiom work-search because of lowered
expectations. Thus, in a worsened economic sitaatieey might be willing to take job offers

below their initial prospects. Existing social in@djties on the labour market lead to reduced
expectations for members of the disadvantaged grdagurn, they decrease their reservation
wages, leave the labour market, or take on worsg, jinus perpetuating the socially unequal
pattern. Reconciling work and family might alsorease the likelihood of selecting atypical
jobs, which offer more flexible working hours. Thufe disadvantaged parties, that is,
women, low-educated individuals, younger and olderkers, as well as those experiencing
spells of non-employment are more likely to stay @uoccupation or accept an atypical job,
if offered. In summary, labour demand and supplycmand produce a socially unequal

distribution of labour market positions.

The aforementioned socially unequal distributioprigblematic per se as only insider
positions provide economic, temporal, and welfaeusity. It is cause for particular concern
in economies where the institutional context insemathe divide between insiders and
outsiders, thus rendering the labour market posstimore stable and unequal at the same
time. Furthermore, from the perspective of laboarkat sociology, this escalating split will
result in stronger social inequality. There is anm@mpirical evidence, provided by
comparative research, indicating that job matchingchanisms are moderated by the
institutional setting (e.g. Dieckhoff, 2011, Gangh04). Employers have to choose their
employees with more care if replacing them is egfigccostly. Thus, a strongly dualized
labour market strengthens the importance of pradtctsignals. This increases social
inequality in offered positions, but also in theeusf atypical jobs as a screening device.
Moreover, dualization in general and employmenttguoiion in particular slow down the
employment in- and outflow, implying prolonged aitwork terms. This increases
stigmatization, which leads to worse employmeninclea and higher risk of atypical jobs. To
sum up, the institutional context of a strongly ldieal labour market increases the
attractiveness of insider positions as well as liagier between those and their outsider
counterparts, and consequently leads to a moreoprmed social inequality in the chances to

obtain an insider position.

Resear ch Design and Hypotheses

In order to assess the impact of the labour mamkgime on the absolute and the social

differences in chances to cross the insider/outddeier, this paper contrasts transitions out
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of non-employment in the UK and Germany. Which widlials are able to find an insider
position, that is, permanent full-time employmeadter non-employment? Which remain in
outsider positions by either staying non-employedmly finding atypical occupation? By
analysing labour market transitions, the investogatollows individuals over time. Only in
longitudinal analysis, the fluidity of a labour rkat system can be assessed accurately. It also
helps avoid ecological fallacies in the attributiohcauses for labour market status, often
distorting the cross-sectional view on the disttitou of insider and outsider positions. Non-
employment is chosen as the common starting paintréate a homogenous group of
comparable individuals. Influential factors suchsaar effects of periods without employment
or the dependence of subsequent labour markes stedehus distributed equally to the whole
population under observation. By excluding thes¢éemial sources of heterogeneity the
probability of finding unbiased differences is ieased. A sole focus on unemployed persons,
that is, those who by definition actively seek warkght lead to an even more homogenous
group. Yet, it blocks the view of a large propomtiof actual transitions on the labour market.
The division of the unemployed and the inactivepation is highly disputed as the implicit
assumption that all inactive individuals are conyaremoved from the labour market is
contested (Brandolini et al., 2006, Jones and Rid&@06). There is evidence for frequent
shifts out of inactivity into employment and ingtibnal impact on these transitions (Amable
et al., 2010). The heterogeneity within the popatabf the non-employed can be dealt with

in the multivariate analysis.

The UK and Germany are two of the most frequentijmpared economies in labour
market research. Considered prototypes of oppaastgutional models, the UK is a liberal
market economy with only low levels of welfare bitseand a flexible labour market. In
contrast, Germany’s coordinated market economyr®ffronounced job protection and
status-preserving security measures (Esping-Andef€99, Hall and Soskice, 2001). Strong
unions organize workers’ interests in the wage dioation process in Germany, whereas
their role was marginalized in Thatcher’s BritaEbpinghaus and Visser, 2000). In line with
the argument for increased dualization, German morents since the 1980s relaxed
regulations only for temporary contracts, despite twidespread impetus for general
flexibilization. Between 2003 and 2005, the soexlHartz reforms led to significant changes
in existing legislation, most notably, the introtdon of a new unemployment assistance
scheme that is regarded markedly less generousthieaprevious system. In the dualization
literature, this development has been subsumedasdication of the ever-growing gap
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between insiders and outsiders (Palier and Th&ehQ). Other observers report a trend of
liberalisation and a long-term convergence with Braish system (Eichhorst and Marx,
2011, Fleckenstein et al., 2011), while yet anotreup of researchers neither detects a lower
benefit generosity nor a deepening divide betwasidérs and outsiders (Clasen and Goerne,
2011). This article does not address these conc&wegarding the institutional context, it
argues that Germany can be considered a dualibedifanarket regime, regardless of how
one interprets recent reforms. Particularly in casttto the UK, Germany still shows strong
employment protection of the core workforce, gensroncome-related insurance schemes,
and powerful unionsin the UK, the flexible labour market structuredsao lower labour
turnover costs, and thus a smaller gap betweedarsiand outsiders. In addition, the British
and the German labour markets differ in their oetwgmal structure. In Germany,
manufacturing plays a larger role while the senecenomy is more dominant in the UK.
Typically, manufacturing jobs provide permanentl-fithe contracts, while part-time
employment or temporary contracts are found predantly in the service industries.
Surprisingly, Tomlinson and Walker (2012) point dbhat the distribution of insiders and
outsiders across occupations is fairly similar e ttwo countries, as is the number of

individuals in both groups.

The differences in the labour market context adéserthe question of comparability of
insiders and outsiders in the UK and Germany. Teng to which insiders are advantaged
differs across countries and welfare regimes (H&ogen and Schwander, 2012). By
definition, the insiders in a strongly dualizeddab market enjoy more privileges. Permanent
full-time positions are better protected in Germany associated with higher levels of social
security. Insiders’ interests are better represkhyestrong unions. However, insiders are still
significantly better situated in the UK, as theseaimarked gap in income levels between in-
and outsiders in the British labour market (Hausetrmand Schwander, 2012). To top up the
existing modest flat-rate benefits, insurance sa@se(auch as pension plans) have to be set up
either privately or by the employer. Related tohbtitese points, outsider status is a strong
predictor of future poverty in the UK. In fact, tggent poverty is a bigger problem among
outsiders in the UK than in Germany (Tomlinson aNalker, 2012). Adding to higher
economic and welfare security, permanent contiactease the temporal security of workers
even without high employment protection legislati®hus, insiders and outsiders are not the

same in the two considered populations. In bothntaes, however, the division marks a
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relevant gap between labour market positions, ngalow transition numbers between them

and socially unequal distribution across them diehge.

The following hypotheses are based on the theatetmnsiderations presented in the
previous section and the differences in the lalmoarket regimes of the UK and Germany.

Hypothesis 1: Obtaining an insider position aftesgell of hon-employment is more

likely in the UK than in Germany.

As the German dualized labour market causes lourmover rates, exit from non-
employment is less likely than in the UK. Accordyngeither staying non-employed or
atypical employment is more likely in Germany. Besa firing insiders is relatively easy in
the UK, British employers do not take risk wheneofig permanent full-time positions.
German employers are more willing to hand out aglpjobs in order to avoid strongly
protected posts and to screen employees while exvexpectations increase the likelihood of

outsider-employment acceptance.

Hypothesis 2: The likelihood of obtaining an insigmsition after a spell of non-

employment is distributed more socially unequallsermany than in the UK.

Women, younger and older individuals, and thosehwibw education are
disadvantaged in both countries. Employers are reelective in the German market because
of labour turnover costs. In turn, employees adihsir expectations. Thus, the disparities

increase.

Hypothesis 3: The likelihood of obtaining an insigesition after non-employment is
decreased by the duration of non-employment spadie strongly in Germany than in the
UK.

Since employers pick up signals of low work comnaiti and deprecated human
capital, the prolonged duration of the non-emplogtrepell increases the chance of staying
non-employed or taking up an atypical job. The ele mechanism has more weight in

Germany than in the UK.

The institutional arrangements forming the dualiledmbur market in Germany and the
flexible labour market in the UK are part of a memmprehensive regime. Other institutions

might affect the mechanisms expressed in thesedtieal expectations. For instance, higher
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benefits for outsiders in form of social assistaf@eunemployment assistance since the Hartz
reforms) stabilize positions in Germany even furttees they guarantee that outsider wages
are not lowered beyond the benefit support threshBamily policies change the set of
incentives and opportunities, especially in theeca$ women. In the last decades, both
countries have taken steps to help women recofeitely and work (Lewis et al., 2008).
Still, female labour participation does not expece great support in either country. In
Germany, this is usually attributed to the politicaterest in fostering traditional male
breadwinner models, while the liberal British regirtends to let the market forces rule as
long as possible, and thus does not even-out theddantages women experience due to

(potential) motherhood.

Comparative studies on the integration into theoulmbmarket emphasize the
differences in education systems and how they lodlkrwith labour market structures
(Hillmert, 2002, Scherer, 2001). The signalling osvof education certificates are influenced
by the design of national educational institutioAsclose link between education and labour
market can be found in Germany, with its educaigstem accentuating vocational training
and its occupationally structured labour markedividuals with low education are still
provided with clear job-opportunity structures ier@any, especially those with vocational
training Jobs requiring such training, for instance manui@ag jobs, are more frequently
permanent full-time positions. In contrast, theklibetween education and employment is
weak in the UK. Since education is rather generad aertificates are not tailored to
employers’ needs, the education system only previgelear signals. British employers will
always prefer a more productive candidate: the witle a higher level of education. Thus,
concerning differences in transitions out of norpwyment, a competing hypothesis to
Hypothesis 2 can be formulated:

Hypothesis 4): In the UK the educational inequalitythe likelihood of obtaining an

insider position is more pronounced than in Germany

Sample construction and variables

Data are taken from the British Household PaneldwtyBHPS) and the German
Socioeconomic Panel (GSOEP), spanning the peribdelea 1992 and 2068Both surveys
provide abundant information on individual work @ars in the form of monthly panel data

The sample consists of working-age (15-64) indigiduwho finished their education and
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entered the labour market. In order not to counttsséequences between different periods of
education as full labour market entry, individuaéeded to be out of education for at least 12
months to be included. The time of observationtstarth the first non-employment spell in

an individual's career. The analysis is restridiethe first non-employment spell as repeated

spells are not independent from each other.

Individuals end their non-employment spell in thdestinct ways: finding a permanent
full-time position, getting employed in an atypigab, or staying non-employed. Atypical
jobs are defined as either temporary full-time poss or part-time work Non-employment
spells starting with further education or retirenare excluded. It is feasible to assume that
labour market reintegration of individuals enteringther education directly after leaving a
job follows distinct mechanisms, while retired mduals can be expected to stay out of the
labour market in almost all instances. After exdnsof cases with missing values on the
covariates, the samples include 3,838 individuasthe UK and 5,192 in Germany,
respectively. Table Al in the Appendix presentscdp8ve numbers of the socio-
demographic distribution of the samples. The daimfthe two countries are pooled, leading
to a total case number 9030.

The analysis includes a variety of variables t¢ ties proposed hypotheses. Besides a
dummy variable distinguishing the UK and Germarhge tnain independent variables are
gender, age, and educational level. Gender isdoted as a binomial variable. Assuming
non-linear effect of age, the variable is groupedategories for youth (15-24), younger and
older prime-aged (25-39 and 40-54), and older iddials (55-64). CASMIN classes provide
the most reliable information when comparing acredsicational systems (Konig et al.,
1988). Low, intermediate, and higher education distinguished. In order to account for
differences between general and vocational trajnengseparate category for vocational
education completes a total of four educationadsga. Duration of the non-employment spell
is measured in months. Previous research showgabatearch processes run nonlinearly,

therefore, this variable has a logarithmic form.

Further control variables are introduced to accdontpotential heterogeneity that
might bias the coefficients. As active job sear@n e assumed to result in a higher
probability of finding employment, a dummy variakdestinguishes if the non-employment
spell is spent in unemployment or inactivity. Arethdummy variable indicates if an

individual has worked before, in order to controt fwork experience and heterogeneity in
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willingness to work. Three dummy variables illustrathe number of children in the

household (no children, one child, two or more ditah). Three more, account for further
household income by controlling for the labour nedrgtatus of the partner (no partner, non-
employed partner, employed partner). Furthermoigrational background is modelled as a
dummy variable, representing nationals and normnats depending on their place of birth.

In order to account for macroeconomic fluctuatiaghe, models include year dummies.

M ethodology

Transitions out of non-employment in Germany arel Wmited Kingdom are analysed using
discrete time event history models with competiisfgs (Allison, 1982, Allison, 1984, Box-
Steffensmeier and Bradford, 2011). Event historythoés are frequently applied to the
analysis of transitions in the labour market. Mgkirse of panel information, these models
follow individuals over time until an event of imést occurs. They enable researchers to
account for time-dependence of the likelihood oérég. Coefficients in the models express
the effect of covariates on the conditional probigbof the event of interest occurring at a
given point within a spell, provided that it hast mzcurred before. Event history models
include right-censored spells, that is, individuatso do not experience an event within the
period of observation, without imposing an artdicending. Thus, potential bias is avoided,

as the analysis is not restricted to successfusgdkers.

In the datasets at hand, time is measured in mphisce, the data is interval-
censored. To account for the structure of the daemultivariate analysis uses discrete time
methods (Allison, 1982, Jenkins, 1995). In commari® continuous time models, the data is
not organized in spells but in calendar form. Thodividuals are observed for the number of
months it takes them to leave non-employment. &fiexs the advantage of easy inclusion of
time-varying covariates. Clustered standard erroostecting for the nested data structure,
deal with unit dependence of the repeated observafi single individuals. Time dependence

is accounted for by the introduction of the lodamic time variable.

The events of getting employed in an atypical jobfioding permanent full-time
employment constitute competing risks. To estin@mpositional effects and differences
between the exit states, multinomial logistic medate used (e.g. Box-Steffensmeier and
Bradford, 2011). These models are more efficiedtthe standard errors, smaller, as they use

all observations, in contrast to separate compasigtogits), leaving out cases that are not
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relevant to their relationn case of the present analysis, censoring, thahésnon-event of
staying without employment, is also one of the ltssof interest. In order to highlight the
impact of socio-demographic factors on the liketilaf staying an outsider, the transition to
permanent full-time employment is specified as tieseline, with which staying non-
employed and finding atypical employment are catééh To statistically test differences
between the UK and Germany, the two datasets aie¢oA country dummy is introduced,
interacting with the variables of interest, thusyiding insights not only into disparities in the

size of effects but also significance levels

Empirical Results

Figure 1: Leaving non-employment for a job and an outsider for an insider position in
the UK and Germany

1a: non-employment vs. job 1b: outsider vs. insider

wn

C\! -

o
o o
S 4 S A
o T T T T T T o T T T T T T

0 20 40 60 80 100 0 20 40 60 80 100
months months
UK Germany

Note: Source: BHPS, GSOEP 1992-2008. la: Survivattions indicating the likelihood of staying nonoyed in
contrast to finding a job (atypical or permanedktfime employment) in a given month, conditional oot having left non-
employment before. 1b: Survival functions indicgtihe likelihood of staying in an outsider positigmon-employment or
atypical job) in contrast to entering an insidesifion in a given month, conditional on not haviefj the outsider position
before.
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Figure 1 displays first descriptive evidence fdrigher barrier to employment, in general and
especially to insider positions, in Germany. Thevesa depict the likelihood of staying
without employment when the risk is getting a jda)( and of either staying without
employment or getting employed atypically when tis& is getting an insider position (1b),

depending on the duration of the non-employmenit.spe

Although the survival curves in Figure la do notedge drastically, individuals find
employment faster in Britain than in Germany. la #ample, 29 percent of the Germans and
27 percent of the British do not find an exit oihon-employment in the time span observed
(see Table Al; also for the following figures). Téfere, the differences in Figure 1a can be
attributed to longer search periods but not neciygdawer overall success. The duration of
the spells in Germany is, on average, 30 monthsipaged to 25 months in the UK. The
difference of 5 months remains the same when dmyléngth of successful spells is being
compared (21 vs. 16 months). The differences arekeddy larger when the survival
functions of outsiders are juxtaposed. British widlials are notably more likely to find an
insider position. While in Germany 58percent ofslaguccessfully leaving non-employment
enter atypical occupation, and thus stay outsiderty, 42 percent obtain permanent full-time
positions. The relation is inverted in the UK, wiih percent entering permanent full-time
employment and 39% taking on atypical jobs. Thepardés provide first support to claims of
a stricter barrier to insider positions in Germakiowever, they might result from the
differences in the social composition of the natiosamples. The multivariate analysis
accounts for all the observed differences. The nsodie not enable to control for unobserved
heterogeneity. However, the tests for general wiffees between the countries as well as
discrepancies in social stratification are rathenservative. Insider positions in Germany
should be more appealing; therefore, the redudegliiood of obtaining them cannot be
explained by unobserved factors such as lower ratdin. Additionally, selection into non-

employment should create rather homogenous sanmpiesns of unobserved characteristics.

Table 1 displays the results of multinomial logistegressions on the exit from non-
employment. The models show relative risk ratiosngoted with permanent full-time
employment, serving as a reference categdrelative risk ratios are interpreted as increase
or decrease in relative risk of encountering theneévin the specified category of the
dependent variable, in contrast to experiencing its reference category. Thus, coefficients

in the present models are explicated regardinginiqgact of individual level factors on
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increasing or decreasing the relative risk of olitey an atypical job or finding no
employment at all in the observed period, compaedittaining a permanent full-time
position. Coefficients above 1 indicate an increlasgative risk, while values between 0 and
1 show a reduced relative chance. Model 1 incladleshain effects. Subsequently, Model 2
introduces interactions between the socio-demograriables of interest and the country.
As the reference category is the UK, the main éfiedModel 2 can be interpreted as the
impact of the covariates in the British labour n&dykvhile the interaction term needs to be
added to the main effect to elucidate their impacermany.

Table 1. Differences between the UK and Germany in the relative risks of staying non-
employed or finding atypical employment, in contrast to finding a permanent

full-time position after non-employment

Model 1 Model 2

Main Effects Interactions
Ref. perm. full-time

no exit atypical employment  no exit atypical emplant
employment
COUNTRY
Germany_(Ref. UK) 1.664** 2.033*** 0.974 1.235
DURATION
time(log) 1.545%** 1.200*** 1.408*** 1.085**
Germ. X time(log) 1.195%+* 1.210%**
GENDER
female_(Ref. male) 1.986*** 2.735%* 1.481%** 2.100%**
Germ. X female 1.879*** 1.789*+*
AGE
15-24 (Ref. 25-39) 0.663*** 0.756*** 0.542%** 0.767*
40-54 1.638** 1.021 1.439%* 0.916
55-64 4.495%** 1.977%* 2.680*** 1.594
Germ. X 15-24 1.478*** 1.058
Germ. X 40-54 1.294* 1.284
Germ. X 55-64 2.235* 1.551
EDUCATION
low (Ref. med.) 2,194+ 1.307** 2.516%** 1.460***
voc. 1.150* 0.877t 1.347%** 1.063
high 0.878* 0.976 0.910 0.862
Germ. X low 0.579** 0.671*
Germ. X voc. 0.644*+* 0.681*
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Germ. X high 0.778t 1.115
CONTROLS

unempl (Ref. inactive)  0.330*** 0.671*+* 0.332%** 0.692***
worked before 0.655** 0.987 0.646*** 0.951

1 child (Ref. no childr.) 1.115* 1.133t 1.110* 1.171*

2 or more childr. 1.483*** 1.233* 1.466*** 1.259**
single_(Ref. emp. part.) 1.201*** 1.173* 1.242%* 1.211*
partner non-emp. 1.328*** 0.926 1.402%** 0.977
foreign born 1.277%* 0.877 1.290*** 0.885
wave dummies yes yes yes yes
Constant 16.60%** 0.363*** 24 55%** 0.476%**
N observation months 243,049 243,049 243,049 293,04
N individuals 9030 9030 9030 9030
Pseudo R2 0.0838 0.0838 0.0866 0.0866

Note: Source: BHPS, GSOEP 1992-2008, *** p<0.001p%0.01, * p<0.05, Tt p<0.1. Relative risk ratiosnfronultinomial
logistic regressions on destination state afteremployment.

Model 1 shows that Germans bear a significanthyhéigrelative risk of remaining
without employment and, if they enter the labourkag of doing so more frequently on a
part-time basis or a temporary contract. Contrglliar all covariates, there is a 66 percent
increased relative chance to stay non-employedenm@ny, while the compared risk of being
employed atypically is more than doubled. Theseltexonfirm Hypothesis 1, arguing that
the barrier to insider positions is larger in Genyahan in the UK. However, in Model 2,
these effects disappear. This is in consequeng#drofiucing the interaction effects, and thus
can be seen as evidence that the overall diffesebhetween the two countries may be
explained by the disparities in the social groups*)employment chances and the impact of

time spent in non-employment.

Confirming expectations, the time spent in non-awpient increases the relative
chance of maintaining that state. In the same wagtigments the relative risk of atypical
employment. Thus, it has an effect on the evolutibwage and job expectations and affects
job matching processes. Model 2 shows that thexef significantly larger in Germany than
in the UK. This lends support to Hypothesis 3, plading a stronger relationship between
non-employment spell duration and the likelihoodbfaining an insider position afterwards
in Germany. From a matching perspective, this mehatthe higher barriers in Germany
result in lowering expectations of non-employedivitthals more strongly with increasing

time, so that they either give up the job searchrerwilling to accept atypical employment.
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Welfare benefits then provide an alternative inco@e the other hand, employers are more
cautious about the signals a long non-employmesit spnds, and thus offer either no job or

atypical employment.

Model 1 indicates that, compared to men, women akaost double the relative risk
of staying non-employed and an even larger relathance of obtaining atypical posts after a
spell of non-employment. Yet, by introducing thdenaction effect between gender and
country in Model 2, a significant cross-nationdfetience becomes evident. While the effect
of gender is reduced for both categories of theeddent variable in the UK, it is even larger
in Germany. As the model affords controlling fohet individual level covariates as well as
household economic factors, the analysis reveas tthe German labour market system
establishes higher barriers to insider positiomddmale workers than the British. Hypothesis
2 states that the social distribution of the chatwebtain an insider position after non-
employment is more unequal in Germany than in tike The established stronger gender

segregation is its first confirmation.

The curve representing the age groups progressas atmost linear form, instead of
the expected u-shape, in the main effects modet dlder prime-aged as well as older
workers display a higher relative risk of stayinghremployed or, in case of older workers,
only finding an atypical job. However, young peopletain permanent full-time positions
with an increased chance, compared to the refergnocg of the young prime-aged. Since the
model enables controlling for education, the pabsibthat this is caused by the clear
educational signals of the German education systemscounted for. Model 2 confirms that
the high relative chance of getting into permarfatitime employment is driven by British
youth. Compared to the 25 to 39 year-olds, theyehavsignificantly reduced chance of
staying non-employed or getting an atypical job.tadbng this result underlines the
advantages of longitudinal individual level anatyd?revious studies have stated that outsider
positions are disproportionately more frequent young persons in liberal regime types
(Schwander and Hausermann, 2013). The presentssagmonstrates that this group also
has a high relative chance of leaving the outssigtus behind. In Germany, the youth only
have a reduced relative risk to enter atypical eympent. Instead, the relative risk of
remaining without employment is even larger for tive older age categories, as compared to
the British labour market. It has to be noted, hwave that the differences in atypical
employment are marginal, if any, for the age grobpsnveen the two countries. Only a
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slightly larger increase for the 40 to 54 year-pktsmpared to the younger prime-aged, can
be seen in Germany. When juxtaposing the two ager groups with the younger ones, the
results affirm the expectations formulated in Hyystis 2, as the former show a significantly
higher relative risk of staying on the outside irr@any, thus implying higher social
segregation. It might be argued that the patteseied in Germany is a typical pathway into
retirement via a spell of unemployment (Ebbingh20@€6). However, the disparities between
the younger and older prime-aged still illustrdte suggested social group differences of a
dualized labour market. The results obtained ferythuth are unexpected. The British sample
encompasses a markedly larger number of individegggeriencing their first spell of non-
employment at that age (see Table Al). Hence, tsmhebias cannot be excluded as part of
the explanation, despite the control variablemitiht be argued that it is common in the UK
to experience a spell of non-employment at laboarket entry, even for those with good
prospects. This might make it comparatively easyafdarge part of this group to find an
insider position later on as employers regard nopleyment of labour market entrants as a

common phenomenon.

Model 1 shows a continuously rising relationshipaeen the level of education and
the relative chance to obtain a permanent full-tposition. Individuals with low education
bear a more than two times increased risk of stagion-employed, compared to their peers
with intermediate general education. Their relatth@nce to attain an atypical job is 30%
higher. In contrast, the high educated are at aifsigntly lower relative risk of remaining
non-employed. However, there is no difference comng atypical jobs. It can be argued that
individuals with higher education often enter temgpg jobs that cannot be compared to other
atypical jobs in terms of precariousness (Gieseakd Grof3, 2003). Individuals with
vocational training have an increased chance tp wtdhout employment. Yet, they have a
lower relative chance of entering atypical occupai It can be argued that jobs associated
with vocational training are more often situatedeaonomic sectors where the ‘gold standard
employment model’ is still prevalent. Moving on tiee differences between the countries
displayed in Model 2, considerations about thectftd the German education system are
corroborated. Low educated individuals are notiaadyantaged in Germany as they are in
the UK, as the interaction effect counters thengirmain effect of low education for staying
non-employed as well as obtaining atypical emplayim&nother consequence of the German
dual education system is that the vocationallynedi are advantaged in leaving non-
employment and obtaining a permanent full-time f@siinstead of an atypical job. In
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contrast, finding an insider position proves sligimore straightforward for generally trained
individuals in the UK. However, the equalizing incpaf the educational system pertains only
to the lower educated. Having a higher educatiaredeses the relative chance of remaining
non-employed to a stronger degree in Germany. Abihothe nexus between education
system and jobs can circumvent the segregatingteftd the German labour market to some
degree, the general picture still persists. Edanati differences between highly educated
individuals and the other groups, therefore, arelime with Hypothesis 2. Yet, these
differences are smaller in Germany when low andrediate education levels are being
compared. Thus, Hypothesis 4, stating that edutatimequality is lower in Germany, is
supported as well, as particularly those with viocel training are provided with good job

opportunities.

The control variables vary only marginally betweba two models. The coefficients
are mostly in line with existing evidence and pxestng expectations. Being unemployed
instead of inactive decreases the relative risktaying without a job or acquiring atypical
employment. Previous work experience lowers the pamative chance of persistent non-
employment, but has no significant effect on trek f getting atypically employed. The
number of children increases the relative chancstafing in non-employment or obtaining
either a temporary or a part-time job. Surprisingiyngles as well as individuals with a non-
employed partner are more likely to stay withoufplayment. Single persons are also more
likely to get an atypical job than those with anpéoyed partner. These results might hint at a
polarization of non-employment in the household tegn (Gregg et al., 2008). Finally,

migrational background increases the risk of remginon-employed.

Summing up, the hereby presented analysis lendagstsupport to the formulated
hypotheses, with some exceptions. Indeed, the Gerlmlaour market regime not only
decreases the likelihood of (re-)entering an inspiesition in form of permanent full-time
work after non-employment; it also fosters largecial inequalities in these transition
probabilities. The nexus between the German edutasiystem and the labour market
provides lower educated individuals with betteriaps, thus reducing social inequalities in
this specific aspect. Furthermore, longer spellaaf-employment increase the likelihood of
staying without a job or acquiring only an atypigalst; the effect is more pronounced in

Germany than in the UK. In line with the argumenfsmatching theory, most factors
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increasing the likelihood of staying out of emplaymh raise the risk of atypical employment

in a corresponding fashion.

Conclusion

The aim of this study was to explore how the Geritadour market shapes transitions
out of non-employment in comparison to the Britisime. It supplemented insider/outsider
theory and the literature on dualization with agmttes to micro-level job search and
matching. The derived hypotheses were tested wiémtehistory models using individual
level panel data from the two countries. Stayindsioke, that is, either remaining non-
employed or acquiring an atypical job, was con&@stith making the transition inside, that
is, finding permanent full-time employment, and ralbeld in a competing risks framework.
Results showed that obtaining an insider positsosignificantly more difficult in the strongly
dualized German system, compared to the flexilledamarket of the UK. These differences
translate into more pronounced social inequalitre$sermany. Although the stratification
according to individual characteristics is tangiildoth countries, gender, age, and education
are better predictors of success in search of siden position in the German system. This
partly corroborates existing evidence. Hausermamih &chwander (2012) point out that
continental European regimes foster a particulattgng insider/outsider divide for gender
and age groups. They also find that in liberal megg especially the low-educated and the
young find themselves in outsider positions. Pimjitfrom the advantages of longitudinal
data, the analysis presented provides a longitudmero-level basis that in some cases
confirms but also transcends some of the exisimdjrfgs. For instance, results show that the
situation of young persons in the UK is less protaéc, as they have a higher relative chance
to find a way to insider positions. In sum, traisis (back) into the labour market happen
faster and in a more socially equal way in the UK.order to provide valid policy
recommendations, future studies have to scrutimibether these transitions lead to stable

labour market careers in the long run.

In regard to the on-going discussion on dualizatitve study emphasizes that the
divide between insiders and outsiders has consegaeior social inequality in two ways.
Firstly, the potentially growing division furthetimulates social inequality through providing
significant advantages and economic, temporal, emdfare security only to insiders.
Secondly, if these advantages are achieved thr@udabour market regime with high

employment protection for the core workforce, gemer income-related benefits, and
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powerful representation of insiders by strong usjothe said barrier is reinforced. In

interaction with micro-level labour market mechamss the above lowers the chances of
making the transition from outsider to insider piosi in general and, even more so, for
disadvantaged social groups. Empowering insideitipns predominantly through higher

income, like in the British system, leads to a moeemeable labour market with lower social
inequality. However, the differences between irdlinals with low and medium education and
vocational training did not follow the same pattemn the case of Germany, the strong
relationship between the education system and dbenarket prevents high inequality

between the aforementioned educational levels. wiagly, it is feasible to assume that, for
instance, family policies or well directed activabbur market policies could counter the

socially segregating tendencies of insider/outstlil@sions in other cases.
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Endnotes

1 1992 initiates the observation period becaudhanh year all the relevant data
on atypical jobs were collected for the first tinmethe BHPS. 2008 is the latest available

survey year.

2 A strict hierarchy of labour market states dewth the possibility to indicate
more than one state at a time in the GSOEP andtmteverlaps and inconsistencies
between different datasets of the BHPS. Being ucation ranks above atypical employment,

permanent full-time employment, unemployment, dredvarious forms of inactivity.
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3 The necessary information to build these categois available only for the
jobs individuals have at the time of the intervieMnerefore, the sample is restricted to non-
employment spells that end either with an individoat finding a job during the time of
observation or a job that is reported at the tirhéenterview. Self-employment is excluded

from the analysis, since highly specific mechanismight be involved.

4 Interpretation of results from logistic regressiocan be problematic since
coefficients show the slope of a function at a gipeint, determined by the specific values of
all other covariates. Coefficients for interactieffects can be particularly misleading (Ai and
Norton, 2003). However, all of the variables in thedels, except for the logarithmic time
variable, are coded as binomial. The coefficienbased on the change between 0 and 1.
Although the effect is still dependent on the speation of the covariates, the change from O
to 1 expresses a linear relation affording a mteeghtforward interpretation.

5 The comparison of log odds ratios across modeds groups is problematic
because of varying unobserved heterogeneity (MaatDR Present analysis avoids these
issues partly by only comparing relative risk ratwithin the same model. As there still might
be bias in the comparison between groups, | folbWMmod’s (2010) advice and calculated
average marginal effects for robustness checksy tbefirm the results expressed in relative
risk ratios and lead to no changes in the conahssid chose to display relative risk ratios
because the article is more interested in theivelalifferences between the groups and the
relation between the competing risks than in atieatfects.
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Appendix

Table Al: Socio-demographic composition of the samples

UK Germany

GENDER
Men 49% 43%
Women 51% 57%
AGE GROUP
Youth (15-24) 62% 28%
Young prime-aged (25-39) 22% 48%
Older prime-aged (40-54 12% 17%
Older (55-64) 4% 7%
EDUCATIONAL LEVEL
Low education 22% 14%
Medium education 44% 10%
Vocational training 14% 63%
Higher education 20% 13%
STATUS AT START OF

OBSERVATION
Unemployment 35% 65%
Inactivity 65% 35%
STATUS AT END OF

OBSERVATION
Non-employment 27% 29%
Atypical employment 29% 41%
Permanent full-time employment 44% 30%
AVERAGE SPELL DURATION

(months)
All spells 25 30
Spells ending in employment 16 21
Note: Source: BHPS, GSOEP 1992-2008,
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(Con-)sequences of Non-employment: Labour market Reintegration in the
United Kingdom and Ger many

(manuscript to be submitted)

Abstract

This article uses data from the British Householhd? Study (BHPS) and the German
Socioeconomic Panel (GSOEP) between 1992 and 2008der to analyse the shaping
powers of labour market institutions for individuiabour market trajectories after non-
employment. As successful labour market reintegmats not only depending from high

transition rates into employment but also from skeility of subsequent careers, the study
uses sequence analysis, which enables a holisBpgeive of trajectories. Results show that
the flexible labour market of the United Kingdonfer§ higher employment rates and more
consistent reintegration after losing or leavingol, thus providing a higher level of

employment security. The emphasis on job securitgermany does not help individuals into
stable labour market reintegration once they fimehtselves being in an outsider position. At
the same time, social segregation in the qualitylatfour market trajectories is more

pronounced in Germany, indicating a stronger selectnechanism in regulated labour

markets.
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I ntroduction

The reintegration of individuals who lost or Idfietr job is one of the major tasks of labour
market policies. Neoclassical economics highligi¢ benefits of flexible labour markets
(Layard et al., 2005). The claim is that flexib&#bdur markets are more open and inclusive
because of lower hiring and firing costs. It is gested that low levels of regulation enable
the economy to adjust to fluctuations leading tghkr levels of employment overall. In
addition, the frequent combination of a rigid labamarket with generous benefits in
European countries is seen to provide disincenfethe job search activity of those without
employment. However, reintegration is not completéith the entrance to the labour market
but is much more a process of establishing a staddéion. As firing is easy, low levels of
job security and instable career trajectories amasiclered the negative consequences of a
flexible labour market. The common assumption & fbb security and long-term employer-
employee relations are found more frequently irulsigd and coordinated market economies
(Hall and Soskice, 2001). Benefits allow job-seskaiprolonged search process, which leads
to better job matches, and the regulated laboukeh@ompensates for its presumably lower
transition numbers by providing stability resultimgbetter labour market reintegration in the
long run (Gangl, 2004, Gangl, 2006).

Contrasting these widespread expectations, propewéthe ‘flexicurity’ model argue
that smooth transitions back into the labour markstlt in high levels of employment also
over the individual life course as spells of nonpewgment are kept short (European
Commission, 2007, Wilthagen, 2005). According tdas tnderstanding, a flexible labour
market can provide long-term economic assurancachieving employment security instead
of job security. Additionally, the literature on alization processes contends that the
traditional regulated labour markets only protdeise at the core of the work force from
volatile labour market careers, thus instilling dbun the integrative powers of these
institutional setups (Emmenegger et al., 2012agkiand Rueda, 2008, Palier and Thelen,
2010). This study compares reintegration trajeetorof individuals in a flexible labour
market, the United Kingdom (UK), with a highly rdgted one, Germany, in order to answer
the question which system can provide individuaith wonsistent employment after non-

employment.

Losing a job or leaving it is considered an evenmajor impact on the subsequent

labour market career. Existing research showshiteatks in the work history leave significant
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scars frequently leading to losses in income ard gaality (e.g. Arulampalam, 2001,
Dieckhoff, 2011, Ruhm, 1991). There is also evidetiat the institutional context moderates
the severity of these scars (Dieckhoff, 2011, Gagg04, Gangl, 2006). Regarding the long
term labour market reintegration, studies show that experience of unemployment also
increases the likelihood of subsequent unemploynseetls (Arulampalam, 2001, Belzil,
1995). Although there is thus evidence that subseigavents within labour market careers
are not independent from each other, most studigl®reng labour market reintegration focus
on single transitions using event history models. cbntrast, the concept of holistic
trajectories emphasizes that single events carmanhlysed in isolation but the continuity of
these transitions needs to be accounted for (Aregnand Fasang, 2010). The method of
choice to follow individuals’ life courses and topdore different types of career trajectories is
sequence analysis (Abbott and Hrycak, 1990). Witde application to labour market
processes is becoming more frequent, sequences@igdgedominant use so far is to explore
patters of labour market entry after leaving edocate.g. Anyadike-Danes and McVicar,
2010, Brzinsky-Fay, 2007, Malo and Mufioz—BullonQ20Scherer, 2001). This study argues
that sequence analysis can yield important nevglmsiregarding the questions of long-term

labour market reintegration under different ingigdnal regimes.

The article proceeds as follows: The next sectielates the theoretical background,
presents the labour market regimes of the UK andn@ey, and formulates expectations.
Subsequently the British and German data are destrand methodological principles of
sequence analysis and optimal matching are intextiufter presenting and discussing the

empirical results conclusions are drawn.

Theoretical Background

The UK and Germany are two of the most frequendiynpgared economies in labour market
research. The institutional setup of the two cadastrs very different: In Europe, the UK is

the prime example following a strongly supply-satéented labour market policy approach.

Market forces are supposed to lead to optimal enésband incentives are set in a way to
foster market participation. While the labour markeucture and welfare state arrangement
of the UK are faced in that direction no later tila@ Thatcher-era, Labour governments have
since only moderately countered these developn{emdsay, 2007). Germany is often seen
as the prototype of a strongly coordinated markenhemy and a status-preserving welfare

state (Esping-Andersen, 1999, Hall and Soskicel2@erman reform projects since the late
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1990s are concurrently oriented towards re-commnadibn while keeping path-dependent
idiosyncrasies (Dingeldey, 2007).

The crucial institutional arrangement for transisoon the labour market and thus for
reintegration dynamics and career stability is tabmarket regulation and in particular
employment protection legislation (EPL). Mainstreaoonomics contend, that high levels of
EPL inhibit easy firing of employees, which in tueads to lower number of new hires as
fewer positions free up and employers are more@magiin handing out permanent contracts
(Layard et al., 2005). Thus, by slowing down theand outflow of the labour market, non-
employment terms should be prolonged. On the dtlaed, EPL benefits workers already
positioned in the labour market by impeding layoffaus, longer and more stable spells of
non-employment and employment can be expected umgleer levels of EPL (Boeri and van
Ours, 2008). In Germany, a comparatively high ERlam integral part of what Hall and
Soskice (2001) call the prototype of a coordinatetket economy. Despite the international
deregulation impetus and recommendations by the&Q@ the EU, German governments
since the 1980s still only relaxed regulationstinporary contracts. Being a representative
of liberal market economy, the UK shows fittinglgwl labour market regulation (Hall and
Soskice, 2001). Conservative governments furtheegigated existing legislation until the
Labour government reduced the qualification perindyhich employees cannot claim unfair

dismissal from two years to twelve months.

Hypothesis 1A low level of EPL leads to shorter stays in nampéboyment, but also a
lower degree of stability after re-entries to thbdur market in the UK. German trajectories
after non-employment are characterized by relastability and low numbers of different

episodes.

However, recent literature detecting processes w#lizhtion in European labour
markets emphasizes that only insiders profit fraghHevels of regulation (Emmenegger et
al., 2012b). In Germany the inner core of the labuoarket was spared from the institutional
changes that increased flexibility and lowered fagons for temporary work contracts, part-
time positions and self- employment (Eichhorst Bradx, 2011, Palier and Thelen, 2010). As
insiders are usually regarded workers with permafudirtime contracts, individuals who lost
or left their job are outsiders by definition. Frarsignalling theory perspective, individuals
without employment wear the stigma of losing orvieg their job, which expresses lower

productivity and human capital losses (Gibbonslaatt, 1991, Spence, 1973). In the light of
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high levels of employment protection, employers midpe more reluctant to hand out
permanent contracts. Especially since regulatiengedmporary contracts have been lifted,
they provide an opportunity to screen potential keos for up to two years and to build a
buffer for times of economic downturns. Hypothe&aiherefore contrasts Hypotheses 1 in the

case of Germany.

Hypotheses 2Strong regulation for jobs at the core of the labmarket will lead to
less secure positions at the fringes and thusaserenstability of reintegration for those who

lost or left their jobs.

The level of decommodification, i.e. the degreenafependence from labour market
income that is provided by the welfare regime, esitcal for processes of labour market
reintegration as well. Economic theory emphasites disincentives to work provided by
“free” income, be it unemployment benefits, soaissistance, pensions, or incapacity benefits
(Layard et al., 2005). By raising reservation waged labour costs, benefits are deemed to
lower overall employment levels. Esping-AndersespiEg-Andersen, 1999) subsumes the
German welfare state under the conservative retype Unemployment benefits are rather
generous but closely related to former earningst Blso social assistance provides
individuals with a significant income in internatil comparison. The British liberal welfare
state in contrast offers only low levels of decondifioation (Esping-Andersen, 1999).
Unemployment benefits are low and conditional. He tourse of activation reforms in the
mid-1990s, these conditions were tightened and gathe income tax was introduced to
“make work pay” and to reduce entrapment in soasgistance (Eichhorst et al., 2008).
Benefits for disabled or long-term sick personsaspecial case in the British welfare state.
The relative ease and unconditionality with whinkalidity benefits could be obtained until
the late 1990s resulted in a disproportionally éargumber of individuals in this benefit
scheme (Clasen et al., 2006, Erlinghagen and Kra@®9). In general, however, the welfare
regime sets complementary incentives to labour etarkgulation in both countries. While
low benefit levels force British workers who left ¢ost their job to seek a new job
immediately, the more generous German welfare giadgides income security to bridge
longer breaks between employment spells. Thusexipectation is, that individuals without
employment will take longer to re-enter the labauarket in Germany (Hunt, 1995). The
welfare regime complements labour market regulatiot strengthens Hypothesis 1. Also in

line with Hypothesis 1, Gangl (2004) makes the aocing case that higher payments with
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longer duration allow jobseekers to search fordogbb matches, thereby decreasing the
probability of future separations and increasingplryment stability (see also: Pollmann-
Schult, 2005).

Yet, high benefit levels can also be seen to sthamgthe arguments made for
Hypothesis 2. From an insider-outsider perspecthigher reservation wages strengthen
union bargaining strategies, again increasing Hyelgetween insiders and outsiders (Bertola
et al.,, 2007). The social protection connectedtéile insider positions in Germany also
causes extra costs for employers. This might iseretheir willingness to offer only
temporary contracts and thus unstable reintegrafidve same line of reasoning not only
contradicts Hypothesis 1 but also suggests biggeralk differences in the reintegration
process in Germany. Based on signalling argumemg]oyers provide individuals with the
opportunity of stable labour market re-entry reyion the signals they omit. Social groups
send different signals of work commitment and huneapital. Typically, women, low
educated individuals, youth and older workers ameslered to be less productive in this
sense. According to human capital theory, it is aoly individuals with low levels of
educational attainment who are equipped with lown&n capital (Becker, 1964). Human
capital arguments also apply to discrepancies ipl@yment prospects of different age
groups. Younger workers have disadvantages atiegttre labour market as they can show
educational credentials but not work commitment arperience (e.g. Mincer, 1974). Older
workers usually can signal more experience andingiless to work with previous
employment spells, but employers are reluctanhwest in further education of individuals
whom they do not expect to stay long-term (Taylod &Valker, 1994). Their specific human
capital might also be not well adjusted to techgmlal development. Human capital theory
furthermore extends to gender discrepancies. Themaf human capital deprecation
highlights the negative consequences of work iopgions. Career breaks caused by
motherhood are discussed extensively in the labwarket body of research (e.g. Goldin and
Rouse, 2000, O'Neill and Polachek, 1993). In aletgd labour market with high costs of
social protection, employers can be expected tmbee cautious and thus more selective in

their choice of workers.

Hypothesis 3:The social differences between men and women, grgaps and
educational levels in being able to establish &lstae-entry to the labour market will be

larger in Germany than in the UK.
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In the discussion of achieving employment secutl, notion of employability, i.e.
having the necessary set of skills to take on ajobwis paramount. Comparative studies on
the integration into the labour market put emphasisthe differences in the educational
systems and how they connect to labour market tstieg (Gebel, 2010, Hillmert, 2002,
Scherer, 2001). One important aspect for educabbrifits is the generality or specificity,
respectively, of acquired skills (Shavit and Mull&898). Vocational specificity that is stated
in highly standardized certificates sends cleanalgyabout an individual's skills to potential
employers. This close link can be found betweenGleeman educational system with its
emphasis on vocational training and the occupalprstructured German labour market
(Blossfeld and Mayer, 1988). Jobs that require wonal training are disproportionally
frequent in the manufacturing industries and ugualbnnected to permanent full-time
positions. Skill specificity, however, might alsal to longer waiting periods, since matching
job demand needs to arise. Furthermore, the Getataur market is strongly segmented
according to different skills due to the strong mection between education and occupations.
The skill divide therefore results in uncertain Wwarrangements in lower labour market
segments for those with lower skill levels (Geb2010) In contrast, the link between
education and employment is weak in the UK. Sindecation is rather general and
certificates are not tailored to employers’ ne¢ks,educational system only provides unclear
signals (Kim and Kurz, 2003). The internal labouwarket facilitates entry by supporting on
the job training and high mobility levels. The cegaence of the uncertainty in the matching
process on the British labour market should be higinber of job changes and lower stability
in work careers. The large secondary labour markéte low-wage sector gives chances to
low educated persons but without any guaranteesténility (Brown, 1990). In general, the
differences in the educational systems and theinection to the labour market lock in with
labour market regulation and the welfare regimeeyTéupport the expectation that both non-
employment terms as well as employment should beenstable in Germany and thus
strengthen Hypothesis 1. The social distributiorstable labour market re-entries should be
more stratified according to educational credestial Germany with special advantages for

individuals with vocational training, which addsogimer dimension to Hypothesis 3.
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Methodology & Data

Sequence Analysis

Sequence analysis can be called an elaborate pkesenmethod enabling a comprehensive
view on the context of causal relationships. Ihag the instrument of choice if the aim is to
find specific causal mechanisms but highlights ¢betext, which needs to be considered in
order to appropriately assess single transitionghm life-course. Although life course
approaches aim to use a holistic view on life t@ees, underlying theoretical models and
derived hypotheses are always targeting singlesitians. Despite the focus on path
dependent processes and the incorporation of lustates in terms of context conditions, the
single event lies at the core of the explanatioequ&nce analysis’ advantages as a
methodological instrument are not in the area efing causal mechanism since it cannot
account for unobserved variables and time-varyawadrs. However, the exploratory nature
of this approach enables research to refine themfesingle transitions concerning their

embeddedness in complete trajectories and theirdependence.

The use of sequence analysis in sociology was Hiedi by Abbott, who used
optimal matching to identify similarities betweéfe Icourses of German musicians in th& 18
century (Abbott and Hrycak, 1990). Optimal matchimgs since been the most frequently
used means to compare sequences. The basic idewl likis method is the definition of
simple operations that transpose one sequence iumgillike the other. Three elementary
operations are consideredsertionis the introduction of a new element into the segee
Deletionin turn is the exclusion of an element. FinaBybstitutions the process of changing
on element into another. The core idea for a digtaneasure between two sequences is the
shortest way in which one sequence can be transfbrimto another. Abbott and Hrycak
(1990) extensively describe the algorithm thatésessary to calculate these operations. The
distance between sequences, the so-called Levenshigtance, is simply the sum of the
operations needed. Result of the algorithm is arimmatdicating the distance of all the

sequences to each other.

This principle can be adapted by weighing operatiohhe distance measure for
sequences heavily depends on the specificatiomludtisution and indel cost (insertion and
deletion). In general, there are only few guiddin€he specification of costs for different
operations is also one of the main points of amgighat has been brought forward (Wu,

2000). Wu (2000) criticises a lack of theoreticzdson for specific cost structures. However,
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there are several approaches to solve this prolplesenbrey and Fasang, 2010). A more
inductive procedure, for instance, is to derivetcoatrices from the data in use, by making
transition costs dependent from the frequency @f btien these specific transitions actually
happen. This study follows the advice of AnyadikenBs and McVicar (2010) and tests the
sensitivity of the outcomes for different cost gpeations (unweighted and weighted with a
substitution cost matrix). Results are surprisinglgible across different specifications. As
Anyadike-Danes and McVicar (2010) point out, itresethe patterns are just waiting to be
discovered. The results presented are the oneg assubstitution cost matrix based on the

actual occurrence and frequency of transitions.

In answering other criticisms of the method, thare suggested improvements and
alternatives to optimal matching, mostly with thealy of improving the sociological
meaningfulness of the operations (e.g. Aisenbreg &asang, 2010, Elzinga, 2010).
Especially useful regarding the questions of thisly is Halpin’'s (2010) suggestion to weigh
the operation costs inversely by the length of #épesode. The straightforward optimal
matching algorithm does not discriminate between,jristance, deleting one month of a 20
month episode in non-employment or deleting a wioole month break without employment
between two episodes of being in a job. By makimg dubstitution of a sequence element
more costly if it is part of a short episode, teifhhancement ensures that short term breaks in
work careers are not so easily overlooked. Theemteanalysis therefore adjusts distance
matrices produced by optimal matching by weighimg élementary costs with the length of

the episodes.

Optimal matching does not deliver any meaningfalssifications of the sequences.
Therefore, the distance matrix obtained throughnogdt matching is used in cluster analysis
with a Ward algorithm in order to find the mostitgd homogenous patterns of trajectories
after non-employment. As both the optimal matchprgcedure and cluster analysis are
inductive methods whose results are driven by feataf the data, the analyses are conducted
separately for the UK and Germany.

Sample Construction

For both the United Kingdom and Germany panel dat@ies give rich information on
individual work careers. The British Household R&sidy (BHPS) started in 1991 with a

representative sample of around 5 500 househol@seivh10 300 household members were
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interviewed. Since then, additional samples hawnhatroduced for Scotland, Wales, and
Northern Ireland. Interviews with the respondents aonducted at one-year intervals
subsequently. The BHPS collects information onowggiaspects of individuals’ lives, one of
the core areas being the employment conditionsvanét history. Individual labour market
careers can be constructed from 1990, where tip@meents first had to indicate their labour
market status, until the last interview. Furthereyatespondents were asked to give a full
history of their employment status and occupatiartee second and third wave. The German
dataset, which resembles the BHPS in many aspsctise German Socio-Economic Panel
(GSOEP). This panel study took off in 1984 in cléseé 000 Western German households
with around 12 300 adult members. Since then, tleree been a number of sample
refreshments to balance panel mortality and ineregapresentativity. In 1990 the GSOEP
expanded its survey population to East Germanys $hidy, however, is constrained to West
Germany because of the persisting economic diftmenbetween East and West.
Furthermore, | restricted the German data to tihgiral sample and refreshment samples in
order to avoid overrepresentation of specific geapd to keep the two datasets comparable.
In the GSOEP every new respondent to the survagksd to give a full summary of his or

her previous employment history.

By merging the information from on-going intervievesid retrospective surveys,
individual work histories can be constructed frdme point of leaving education. In case of
inconsistencies and overlaps between the diffetatdsets, preference is always given to the
source of information most recent to the informatin question. To ensure individuals are
not only in-between education spells and in ord®rta look at insignificant jobs, they are
included into the sample only after they had astld&2 consecutive months out of education.
In the German case, military service is not courtethbour market entry either. The study is
interested in long-term trajectories after the decice of either losing or leaving a job.
Therefore it takes a look at five-year periodsratte first observed non-employment episode
of individuals. Only individuals who worked befoege included in order to not conflate
results with those who have no interest in enteting labour market at all. Thus the
sequences begin with T=1 at the first incidencenaf-employment, i.e. when respondents
indicate their main activities as being unemployméousehold responsibilities, long-term
sickness or disability. Individuals declaring thetwes as retired at T=1 were excluded from
the sample since they can be considered to hawéhketabour force for good. As sequence

analysis has no way of dealing with censoring, pinablem has to be contained in the process
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of assembling the data. Left censoring is prohibibg only including sequences where the
first non-employment spell is observed after Deceni®91 in order to have full information
on the on-going sequences in both datasets. Regtdocing is avoided by defining January
2005 as the latest starting point as data is ovaylable until December 2009. Only complete
60 months sequences are considered. Because gHpsdata constitute a problem not only
for interpretation but also for sequence analysidjviduals are left out of the sample if
missing employment status information in these @Mhtims amount to more than 12 months.
After the exclusion of cases with missing valuescomariates we are left with a sample of
2,388 sequences in the BHPS and 3,165 in the GSOEP.

M easures

Sequence analysis requires a specific structuataef. Every observation shows an ordered
list of elements. In the case of this study thdsenents represent labour market states. The
position of the single elements is fixed by elapset:. The sequences themselves consist of
the chronologically ordered labour market stateshefindividuals. To arrive at the typical
patterns of labour market reintegration, these aeces are built on the mere distinction
between non-employment and employment. For desaippurposes, various types of
employment and non—employment are distinguishells &@n either be part-time or full-
time. Information on temporary and permanent catdgrégs not consistent over the course of
the panels, which is why this distinction is notdedn the analysis. As the study looks at
employment status sequences in the long run, itbeaargued that the results will show the
outcome of contract types if they have serious equences. Non-employment spells can
consist of unemployment, household responsibiliisich includes parental leave because
of low case numbers), long-term sickness and disgbrieturn to education, retirement, and a
category for other activities and missing inforroati The British employment status of long-
term sick or disabled has no direct equivalent @amn@ny. Thus seven different labour market
states in are distinguished in Germany and 8 inJKeFor the case of individuals indicating
parallel states a hierarchy is introduced, in whéedtucation ranks higher than part-time
employment and full-time employment which in tuemk above unemployment, retirement,
long-term sickness or disability in the UK, househ@sponsibilities, and other activities or

missing information.

For the description of the sample composition alt aeanalyses of social allocation

across different sequence types, measures of thdilicharacteristics are taken for their
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values at the start of the sequence. The datasetaies a dummy variable for sex and four
more dummies for low, medium, vocational and higliation. The educational levels are
grouped together according to the CASMIN classiiftcg which is particularly adequate for
international comparisons (Konig et al., 1988). Agigrouped into 3 categories: youth (15-
24), prime-aged (25-49), and older workers (50-@4greby only individuals up to the age of
59 can start a sequence because of the neededathmeperiod of 5 subsequent years.

Empirical Results

Sample composition and overall mobility

As Table 2 shows, the composition of the samplfedifin the two countries, indicating that
there is country-specific socio-demographic setecinto non-employment. Women more
frequently lose or leave their job in both courgri€hey provide 57% and 54% of the British
and German sample, respectively. The differencesdam the United Kingdom and Germany
are larger in the distribution across age grouphkil&\in the UK, 40% experience the first
non-employment after entering the labour markezaaly at a young age; only 26% of the
Germans between 15 and 24 lose or leave thei®jotording to its wider span, the dominant
category is the prime-aged, with 61% in Germany &b in the UK. Finally, a smaller

number of individuals experiences non-employmerty ah higher age (9% in the UK, 14%
in Germany). The most drastic differences in they@a composition can be found in
educational levels. First non-employment is ratleeenly distributed in the UK (low

educated: 21%, medium educated: 30%, vocationaldinga 21%, high educated 27%). In
contrast, 62% of the German sample consist of iddals with vocational training while the

other categories are comparatively small (low ethetd 3%, medium educated: 11%, high
educated: 14%). This reflects not only distinctesgbn into non-employment but is also
partly due to compositional effects. Populationesatwith high educational levels are
significantly higher in the UK whereas vocationaaining is much more common in

Germany. When later on interpreting the socialritistion of distinct career trajectories after
non-employment, the differences in the initial sgt& into non-employment have to be kept

in mind.
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Table 1: Social composition of the samples

UK Germany

GENDER

men 43% 46%
women 57% 54%
AGE GROUP

youth (15-24) 40% 26%
prime-aged (25-49) 51% 61%
older (50-64) 9% 14%
EDUCATION

low education 21% 13%
medium education 30% 11%
vocational training 21% 62%
high education 27% 14%

Source: BHPS, GSOEP 1992-2009, own calculations.

Starting with non-employment, the overall mobility subsequent years is of great interest.
Very low mobility in a national economy can be sesnan indication for low chances of re-

entering the labour market. Very high numbers, haremight result from rather instable

career patterns. One indicator of overall mobilgythe number of different episodes the
individuals experienced over the course of theikn@hth sequences. On average, British
individuals experience 2.56 different episodes diier 60-month sequences, while Germans
show a slightly higher mobility with 2.75 episodes non-employment and employment.

Furthermore, 52% of all the observations within #eguences represent a month of non-
employment in Germany compared to 45% in the UkesEhdescriptive results seem to reject
the hypotheses of the greater fluctuation in theidBr labour market and indicate greater

success of the British system to reintegrate inldiais who lost or left their job.

Description of the clusters

For an understanding of what lays behind theseerdiffces on the aggregate level, the
following section presents the results from theropt matching procedure and the ensuing
cluster analysis. The choice of number of clusless with the analyst. Based on theoretical
and substantive reasoning, five sufficiently distimnd homogenous clusters provide a
reasonable solution in both countries. As theseailltesare based on separate datasets

comparability is an issue. As it turns out, howevee typical sequences resemble each other

® Bear in mind though that direct job-to-job changes not observed in these data, it might theredtiiebe the case, that
British individuals change jobs more often.
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in the UK and Germany. This result taken from thspection of the different sequences

grouped within the clusters is supported by thelanties in their characteristics, which are
displayed in Table 2. Yet, there are notable difees, which will be highlighted in the

following descriptions.

Table 2: Clustersof typical labour market trajectories after job exit

UK Germany
cluster 1 == 2 == 3 = 4 => 5 => 1 => 2 => 3 =>4 => 5 =>
description quick later late very consist quick later late very consist

and but and/or inconsi ent and but and/or inconsi ent

consist consist inconsi stent non- consist consist inconsi stent non-

ent ent stent return  emplo ent ent stent (return emplo

return return return to yment return return return to yment

to to to work to to to work)

work work work work work work
frequency 39% 21% 6% 5% 29% 29% 20% 13% 8% 30%
non-emp. 12% 34% 70% 39% 93% 14% 32% 68% 62% 92%
n. of epis. 2.78 2.74 3.05 4.03 1.86 3.36 2.77 2.95 3.98 1.68
full-time 66.6% 41.9% 17.5% 41.6% 3.5% 68.5% 41.4% 15.2% 3%9. 3.6%
part-time 18.1% 21.9% 11.0% 14.4% 2.7% 20.1% 24.9% 15.6% 9%8. 3.0%
unemp. 6.6% 12.2% 18.1% 11.4% 21.4% 7.3% 10.2% 17.9% 923.830.5%
early retirem. 0.1% 0.2% 0.6% 3.0% 7.6% 0.1% 0.1% 0.9% 3.2% 14.9%
hh. respons. 2.4% 8.6% 21.1% 12.9% 34.6% 3.1% 10.4% 28.2% 23.7% 984.9
sickn./disab. 1.5% 4.6% 9.8% 3.9% 20.6% - - - - -
further edu. 1.7% 8.6% 20.8% 6.0% 7.3% 3.9% 11.6% 21.2% 9.4% 10.4%
other/miss 3.0% 2.1% 1.2% 6.9% 2.2% 2.1% 1.5% 1.0% 1.9% 2.9%

Source: BHPS, GSOEP 1992-2009, own calculations.

Opposite of each other are Clusters 1 and 5, biotrhech incorporate the largest groups of

sequences in the UK as well as in Germany. Seqaeinc€luster 1 can be described as

consisting of rather short spells of non-employmfetibwed by rather consistent return to

employment. On average only 12% and 14% of the rebdemonths are spent in non-

employment in the UK and Germany, respectively. Tlhister can be considered to provide

high employment security. The largest part of teguences is spent in full-time jobs (UK:
66.6%, Germany: 68.5%) while part-time plays a snable (UK: 18.1%, Germany: 20.1%).
When individuals in Cluster 1 are without employmehey are mostly unemployed (UK:

6.6%, Germany: 7.3%) and thus actively searchimgaf@b. The cluster differs in that the
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average number of episodes is 2.78 in the UK coetptr 3.36 in Germany, indicating that a
quick return to work is more consistent in the Bhtlabour market. Furthermore, 39% of the
observed British individuals are members of thisstdr, while in Germany it only represents
30%. The quick return to employment therefore is ardy more consistent in the UK, it is

also more common.

Cluster 5, on the opposite, groups the sequencdsatie almost consistently spent
without employment (UK: 93%, Germany: 92%). Consauly, there are a low number of
different episodes (UK: 1.68, Germany: 1.81) and Warious forms of non-employment
dominate the sequences. Household responsibifitedse for around one third of this cluster
(UK: 34.6%, Germany: 34,9%). In Germany unemployimsenthe next largest proportion
with 30.5% hinting at problems with long-term undayment. In the UK the additional state
of long-term sickness or disability is almost aseable (unemployment: 21.4%,
sickness/disability: 20.6%), which supports exigtiimdings of incapacity benefits providing
an alternative pathway out of the labour force Ire tBritish labour market regime
(Erlinghagen and Knuth, 2009). On average 7.3%isfdluster are spent in further education
in the UK and 10.4% in Germany. Finally, 7.6% add®% of the observed months in Cluster
5 are individuals in early retirement in the UK a@drmany, respectively. This also means
that almost all observations of early retirementha samples can be found in this cluster.
Although, the distribution across different typdsnon-employment differs to some degree
between the two countries, this cluster represewlisiduals who are unable or unwilling to
return to work in both. With 29% and 30% of thessces it also has comparable size in the
UK and Germany.

In comparison to Cluster 1, Cluster 2 is composgthbividuals who spend a longer
time in non-employment (UK: 34%, Germany: 32%) btill return to employment rather
consistently (number of episodes UK: 2.74, Germany7). It also differs from Cluster 1 by
the higher proportion of part-time employment (URK1.9%, Germany: 24.9%) and the
correspondingly lower percentage of full-time jghi<: 41.9%, Germany: 41.4%). Different
types of non-employment take comparable parts efcthsters with early retirement playing
almost no role. Despite the larger percentage nfaraployment the low number of different
episodes indicates that the individuals in thissiu still experience a rather high level of
employment security. With 21% and 20% a similar bamof individuals are members of

Cluster 2 in the two countries.
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Cluster 3 shows a slightly higher number of différepisodes (UK: 3.05, Germany:
2.95) and a significantly larger percentage of rhentithout employment (UK: 70%,
Germany: 68%). While the spells spent in full-tirmmployment still outweigh part-time
employment in the UK (17.5% and 11.0%), they shawoat the same number in Germany
(15.2% and 15.6%). Different types of non-employmame spread similarly in Cluster 3 in
both labour markets, with the exception of the m@ssickness/disability category that is
missing in Germany and a correspondingly higher memof months of household
responsibilities. The cluster shows a large amo@inonths in further education (UK: 20.8%,
Germany: 21.2%). Interpreting this as educatiorliteg to inconsistent careers with high
proportions of non-employment is deceiving as theetspent in education already is a big
part of overall non-employment. Nevertheless, witithe observed 5-year window,
individuals in this cluster have a comparatively lemployment security. It is markedly more
prevalent in Germany (13%) than in the UK (6%).

Finally, Cluster 4 shows a very high number of labmarket status changes (number
of episodes UK: 4.03, Germany: 3.98). Its compositin regards to labour market states
differs significantly between the UK and Germanyhil& these fluctuations result in only
39% non-employment in the UK with most of the enypient being full-time (41.6%
compared to 14.4% part-time), in Germany non-emplayt dominates this cluster (62%)
with 19.3% of the sequences in full-time employmeatd 18.9% in part-time.
Correspondingly, the numbers for unemployment @3.&nd household responsibilities
(23.7%) are higher in Germany. The high volatiltfy labour market states in this cluster
leads to high employment insecurity in both cowstriHowever, in the UK the insecurity is
connected to longer episodes in employment. Thiserasmall Cluster 4 (UK: 5%, Germany:

8%) is the least comparable between the two casitri

The overall allocation to the clusters and how ttigfer at times between the UK and
Germany indicate higher employment security in Brgish labour market. Patterns of
(relatively) stable return to employment are moegfient in the UK (Cluster 1). Later returns
as well as more disrupted attempts of labour mamdeintry are more frequent in Germany
(Clusters 3 and 4). The evidence thus supports thgse 2. In the highly regulated German
labour market those who at one point fall out o firotection of insider positions have
trouble of consistently returning to employmenth &xit leads to an outsider status, which in

comparison to the UK seems to leave a more conséiguenark in the long-term career

-118 -



trajectory. Consistent non-employment is found kirty frequent in both countries. As the
British welfare state only offers low levels of ledits, this can be regarded more problematic
in the UK.

Social Allocation to the Clusters

Table 3 shows how different social groups are alied to the clusters. By comparing the
percentages of the groups to the percentage tohwthie total population is member of a

particular cluster, we can see which groups are-ared underrepresented in the clusters.

Table 3: Social distribution of theclusters

UK Germany

Cluster 1 2 3 4 5 1 2 3 4 5

total 39% 21% 6% 5% 29% 29% 20% 13% 8% 30%
male 48% 19% 6% 5% 22% 35% 20% 10% 7% 28%
female 32% 23% 5% 6% 34% 23% 20% 17% 8% 32%
low educ. 30% 21% 4% 5% 39% 17% 15% 15% 10% 43%
medium educ. 39% 19% 6% 5% 32% 28% 21% 12% 8% 30%
voc. training 40% 22% 7% 6% 26% 31% 21% 18% 6% 23%
high educ. 46% 23% 4% 5% 22% 39% 22% 12% 7% 21%
15-24 43% 23% 6% 7% 21% 29% 19% 17% 9% 26%
25-49 38% 22% 5% 4% 31% 33% 24% 13% 8% 23%
50-64 29% 13% 4% 6% 48% 10% 7% 6% 7% 70%

Source: BHPS, GSOEP 1992-2009, own calculations.

In both the UK and Germany, men dominate clustand therefore find a quick and (rather)
consistent way back into work. In the other clustenen are either underrepresented or do
not deviate from the total distribution. Still, arje number of men in both countries stay
consistently out of employment or at least strudglée reintegrated with high stability. Not
surprisingly women more frequently stay non-emptbye show sequences with a higher
number of transitions. Especially in Germany they averrepresented in clusters 3 and 4,
which only offer low employment security. Howevtre gender differences are not as strong
as expected, especially in Germany. This mightelteged to the selectivity of the samples as
only individuals who already were employed areudeld, thus only women who are willing
to work are observed. This selection phenomenofddmimore extensive in Germany.
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Turning to educational levels, an almost lineatrdigtional pattern is visible. Low
educated individuals are strongly underrepresemeéte cluster offering high employment
security and most frequently stay consistently auemployment. Not only is this relation
stronger in Germany, here low educated also amrapsrtionally often in the clusters with
high levels of fluctuation and phases of non-empiegt. In both countries, higher levels of
education are associated with a more consisteatrrdb the labour market. Especially
individuals with high education or vocational triaig find themselves less often in Cluster 5
and more frequently in Cluster 1 and 2. Vocatidraihing is also overrepresented in Cluster
3 — especially in Germany. It can be argued these¢hndividuals might have to wait longer
for job opportunities but then find relatively skalemployment.

In Germany, Cluster 1 and 2, which offer high orledst moderate employment
security are most frequent for the prime-agedhin WK in contrast, it is the young who are
overrepresented here. The youth in Germany show hmmbers for consistent non-
employment, too. However, they are overrepresentedClusters 3 and 4, thus only
inconsistently return to the labour market moreemfthan the average population. Older
workers find stable new employment relatively rar@hd most often stay out of employment
over the five-year sequences in both countriess Tgattern is much more frequent in
Germany, however, showing that older workers havly tow chances to be consistently

reintegrated into the labour market.

These results partially support Hypotheses 3. Bxdep gender differences,
Germany’'s social distribution of the clusters isrenainequal. Surprisingly, vocational
training does not help to a consistent labour ntaiiategration to the expected degree. The
high number of young British individuals findingstable re-entry to the labour market might
be related to the fact, that — as the sample coimposhows — it is a much more common
phenomenon to be without employment in young aghenUK, therefore the stigma effects

in the eyes of future employers are less strong.

Conclusions

This study’s aim was to take a look at the procesgdabour market reintegration after job
exit. To this end, the analysis compared individudbour market trajectories over 60
months starting with the first non-employment aftesing or leaving a job using data from
the UK and Germany in the period from 1992 to 2@¥guence analysis enabled a view that
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exceeded the focus on single transitions and ratmphasized long-term dynamics. The high
numbers of employment status changes and the et & majority of non-employed
individuals cannot establish themselves in a stilleur market career indicated, that it is
problematic to only focus on single transitionslabour market processes. By highlighting
interdependence of subsequent states, sequencgsianahabled a more comprehensive
picture of individuals’ life courses. In furtherddoping it and in combination with methods
more focussed on causal relationships, importasigls about labour market processes can

be expected in the future.

The form of typical patterns after non-employmerasvsurprisingly similar in both
countries. Not only regarding the overall distribatof spells between employment and non-
employment, but also in more detail when distingimg types of jobs and main activities of
the jobless. However, the overall as well as theiasaistribution differed significantly.
Consistent return to work was found to be lessuead) in Germany. The British labour
market system provided a higher level of employnssdurity for those experiencing a job
exit. Overall mobility levels and percentages irstable career trajectories were lower in the
UK. Additionally, the chances of consistent labooarket reintegration were spread more
unequally across educational levels and age grou@ermany. Evidently, the special group
under observation — those who lost or left a jab not profiting from the advantages the
institutional contexts offer to the core work foré&om a comparative perspective, neither do
the German benefit levels seem to help improvenjalbches nor does employment protection
increase employment stability. This is in stark tcast to existing evidence (Gangl, 2004,
Gangl, 2006). On the other hand, the group of iddi&ls who consistently stay out of
employment is equally large in both countries. Gadersng the low levels of benefit

generosity, their situation is more problematithie UK.

As a consequence of the institutional setting ithbmountries, the observed group
might be much more selective in Germany. While lddgour market regime is likely to
already be more selective in terms of which pafth® population enter the labour market in
the first place in Germany, the experience of lgsinleaving a job is more evenly distributed
in the British population, too. This, however, does change the problematic position of
those who exit a job and find themselves on thesidetof the dualized German labour
market. Concerning recent policy changes, the &uabgults therefore are in line with the

expectations of the literature on dualization. Tlexibilization of regulations only on the
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labour market’s fringes is highly problematic fabbur market outsiders. In contrast, the
flexible labour market of the UK offers higher emyainent security and spreads it more
socially equal. It has to be kept in mind, howevkat some aspects of job quality were not
considered in this study. For instance, there wasmeasure of the security employees
actually feel in their jobs. It is debatable if mduals prefer employment security to job
security. Direct job changes were not observethénpresent analysis. Even without spells of
non-employment in between, workers might find higbrkplace mobility straining. Finally,
as the discussion about employment security origthtrom the Danish ‘flexicurity’ concept,
future research should explore if the benefits @éxible labour market regarding long term
labour market reintegration cannot be combined téhsocial advantages of income security

provided by generous welfare benefits.

References

ABBOTT, A & HRYCAK, A (1990) Measuring ResemblangeSequence Data: An Optimal
Matching Analysis of Musicians' Careefanerican Journal of Sociolog36(1): 144-
185.

AISENBREY, S & FASANG, AE (2010) New Life for Olddeéas: The "Second Wave" of
Sequence Analysis Bringing the "Course" Back irte tife Course.Sociological
Methods & ResearcB8(3): 420-462.

ANYADIKE-DANES, M & MCVICAR, D (2010) My Brilliant Career: Characterizing the
Early Labor Market Trajectories of British Womemrin Generation XSociological
Methods & ResearcB8(3): 482-512.

ARULAMPALAM, W (2001) Is Unemployment Really Scang? Effects of Unemployment
Experiences on WageSconomic Journalll: F585-F604.

BECKER, GS (1964Human Capital: A Theoretical and Empirical Analysigith Special
Reference to EducatiohNlew York: Columbia University Press.

BELZIL, C (1995) Unemployment Insurance and Unergplent over Time: An Analysis
with Event History Datalhe Review of Economics and Statisfi¢§l): 113-126.

BERTOLA, G, BLAU, FD & KAHN, LM (2007) Labor MarketInstitutions and
Demographic Employment Patternfournal of Population Economic20(4): 833-
867.

BLOSSFELD, H-P & MAYER, KU (1988) Labor Market Segntation in the Federal
Republic of Germany: An Empirical Study of Segménota Theories from a Life
Course PerspectiveEuropean Sociological Revie#(2): 123-140.

BOERI, T & VAN OURS, JC (2008 he Economics of Imperfect Labor Markdé?sinceton,
Princeton University Press.

BROWN, RK (1990) A Flexible Future in Europe?: Chianyg Patterns of Employment in the
United Kingdom.The British Journal of Sociology1(3): 301-327.

BRZINSKY-FAY, C (2007) Lost in Transition? Labourdvket Entry Sequences of School
Leavers in Europeeuropean Sociological Revie3(4): 409-422.

CLASEN, J, DAVIDSON, J, GANSSMAN, H & MAUER, A (2@) Non-Employment and
the Welfare State: The United Kingdom and Germanymgared. Journal of
European Social Polic§6(2): 134-154.

-122 -



DIECKHOFF, M (2011) The Effect of Unemployment onbSequent Job Quality in Europe:
A Comparative Study of Four Countriéscta Sociologicé4(3): 233-249.

DINGELDEY, | (2007) Wohlfahrtsstaatlicher Wandel i&shen ,Arbeitszwang“ Und
.Befahigung“. Eine Vergleichende Analyse Aktiviedsmr Arbeitsmarktpolitik in
Deutschland, Danemark Und GrolR3britanniBerliner Journal fir Soziologid7(2):
189-2009.

EICHHORST, W, KAUFMANN, O & KONLE-SEIDL, R (eds.2008)Bringing the Jobless
into Work? Experiences with Activation Schemes iaroge and the Us.
Berlin/Heidelberg: Springer.

EICHHORST, W & MARX, P (2011) Reforming German LaboVarket Institutions: A
Dual Path to FlexibilityJournal of European Social Poli&i(1): 73-87.

ELZINGA, CH (2010) Complexity of Categorical Timeeites. Sociological Methods &
ResearclB8(3): 463-481.

EMMENEGGER, P, HAUSERMANN, S, PALIER, B & SEELEIBASER, M (eds.)
(2012a)The Age of Dualization. The Changing Face of Inéguen Deindustrializing
SocietiesOxford: Oxford Univeristy Press.

EMMENEGGER, P, HAUSERMANN, S, PALIER, B & SEELEIBASER, M (2012b)
How We Grow Unequal. In: EMMENEGGER, P, HAUSERMANS, PALIER, B &
SEELEIB-KAISER, M (eds.)The Age of Dualization. The Changing Face of
Inequality in Deindustrializing Societie®@xford: Oxford University Press, 3-26.

ERLINGHAGEN, M & KNUTH, M (2009) Unemployment as dnstitutional Construct?
Structural Differences in Non-Employment betweele&ed European Countries and
the United Stateslournal of Social Policy39(1): 71-94.

ESPING-ANDERSEN, G (1999ocial Foundations of Postindustrial Economi€xford:
Oxford University Press.

EUROPEAN COMMISSION (2007Communication from the Commission to the Council,
the European Parliament, the European Economic Sodial Committee and the
Committee of the Regions -- Towards Common Priesiplf Flexicurity: More and
Better Jobs Thorugh Flexibility and SecuriBrussels.

GANGL, M (2004) Welfare States and the Scar EffedtéJnemployment: A Comparative
Analysis of the United States and West Germakyerican Journal of Sociology
109(6): 1319-1364.

GANGL, M (2006) Scar Effects of Unemployment: An s&ssment of Institutional
ComplementaritiesAmerican Sociological Revievd: 986-1013.

GEBEL, M (2010) Early Career Consequences of TeargoEmployment in Germany and
the Uk.Work, Employment & SocieB4(4): 641-660.

GIBBONS, R & KATZ, LF (1991) Layoffs and Lemondournal of Labor Economic8(4):
351-380.

GOLDIN, C & ROUSE, C (2000) Orchestrating Impaitial The Impact of "Blind"
Auditions on Female Musiciand&merican Economic Revie®0(4): 715-741.

HALL, PA & SOSKICE, D (2001) An Introduction to Viaties of Capitalism. In: HALL, PA
& SOSKICE, D (eds.)Varieties of Capitalism. The Institutional Foundats of
Comparative Advantag@®©xford: Oxford University Press, 1-68.

HALPIN, B (2010) Optimal Matching Analysis and Lifeourse Data: The Importance of
Duration.Sociological Methods & Resear88(3): 365-388.

HILLMERT, S (2002) Labour Market Integration andstilutions: An Anglo-German
ComparisonWork, Employment & Society6(4): 675-701.

HUNT, J (1995) The Effect Oft Unemployment Compeizsaon Unemployment Duration in
GermanyJournal of Labor Economick3(1): 88-120.

-123 -



KIM, A & KURZ, K (2003) Prekare Beschéaftigung im ¥k&nigten Konigreich und
Deutschland. Welche Rollen spielen unterschiedlictstitutionelle Kontexte? In:
MULLER, W & SCHERER, S (edsMehr Risiken - Mehr Ungleichheit? Abbau des
Wohlfahrtsstaates, Flexibilisierung der Arbeit udée Folgen.Frankfurt: Campus,
167-197.

KING, D & RUEDA, D (2008) Cheap Labor: The New Rl of “Bread and Roses” in
Industrial Democracie®erspectives on Politid(2): 279-297.

KONIG, W, LUTTINGER, P & MULLER, W (1988) A Compatige Analysis of the
Development and Structure of Educational Systermethbtiological Foundations and
the Construction of a Comparative Educational S&#&MIN Working Paper.

LAYARD, R, NICKELL, SJ & JACKMAN, R (2005)Unemployment. Macroeconomic
Performance and the Labour Marké&xford: Oxford University Press.

LINDSAY, C (2007) The United Kingdom's 'Work FirsiVelfare State and Activation
Regimes in Europe. In: SERRANO PASCUAL, A & MAGNUSSH, L (eds.)
Reshaping Welfare States and Activation Regimdsunope. Brussels: Peter Lang,
35-70.

MALO, MA & MUNOZ-BULLON, F (2003) Employment StatuMobility from a Life-
Cycle Perspective: A Sequence Analysis of Work-dtiss in the BhpsDemographic
Researct9:119-162.

MINCER, J (1974)Schooling, Experience, and Earnindéew York: National Bureau of
Economic Research.

O'NEILL, J & POLACHEK, S (1993) Why the Gender GapNages Narrowed in the 1980s.
Journal of Labor Economick1(1): 205-228.

PALIER, B & THELEN, K (2010) Institutionalizing Duiam: Complementarities and
Change in France and GermaRylitics & Society38(1): 119-148.

POLLMANN-SCHULT, M (2005) Unemployment Benefits, Bimployment Duration and
Subsequent Job Quality: Evidence from West GermAnta Sociologicad8(1): 21-
39.

RUHM, CJ (1991) Are Workers Permanently ScarredJoyp DisplacementsAmerican
Economic Review1(1): 319-324.

SCHERER, S (2001) Early Career Patterns: A Comparisf Great Britain and West
GermanyEuropean Sociological Revielwv(2): 119-144.

SHAVIT, Y & MULLER, W (1998) From School to Work: A Comparative Study of
Educational Qualifications and Occupational DecissoOxford, Clarendon Press.

SPENCE, M (1973) Job Market Signalinghe Quarterly Journal of Economic87(3): 355-
374.

TAYLOR, PE & WALKER, A (1994) The Ageing Workforc&mployers' Attitudes Towards
Older PeopleWork, Employment & Socie8(4): 569-591.

WILTHAGEN, T (2005) Striking a Balance? Flexibilitgnd Security in European Labor
Market. In: BREDGAARD, T & LARSEN, F (eds.Employment Policy from
Different AnglesCopenhagen 2005: DJ@F Publishing, 253-267.

WU, LL (2000) Some Comments on “Sequence Analysd @ptimal Matching Methods in
Sociology: Review and ProspecBociological Methods & Resear@9(1): 41-64.

-124 -



