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ABSTRACT

This paper is about very long term unemployment nfare appropriate
denomination could be “out-of-official-employmentf) Italy, its concentration and the
process of young worker disposal, an important, waxplored, determinant. “Very
long” is not just “long”: we are dealing with 10-3@ars of absence from the official
labor market of male workers who were young atitbginning of these spells, and are in
their thirties, forties or early fifties when we sayve them. Young workforce disposal
(YWD) reflects the fact that young people are obsérat the beginning of their career as
dependent employees, their services are “used’fdar years (sometimes only few
months) as if it were a disposable commodity, aftdich they disappear from the
official labor market,

The magnitude of YWD is dramatic: out of 100 newryg entries - aged 19-30 at
the start of their working career-, between 79 &&d% are still at regular work
(“survive”) after 10 years, and only 78 to 83% 809, after 17-22 years, depending on
the timing of their initial employment. Many of & people may have joined the
irregular economy, but there is no way to estintagr numbers other than by a gross
comparison with the estimates of hidden employmemvided by ISTAT. These
developments imply out-of-official-employment duoais four times longer than the
unemployment durations provided by official statistand econometric estimates based
on LFS-type microdata.

A simple model of the medium run development ef YWD process explains the
medium run impact of several demand-side factatson cost dynamics, flexibility, age,
initial entry conditions.



1. Introduction

This paper is about very long term unemploymeuat-¢d-official-employment) in
Italy and the process of worker disposal, onesofrtin determinants, yet completely
neglected in the economic literature. Industrisdes and early retirement practices are
the best known causes of long term unemploymehéliy as everywhere else, but, by no
means, the only ones. In this paper we concendsatieisively on early worker disposal
which appears as a real pathology of Italy’s laarket (only Italy’s ?), observable
across the board and almost independently of tembéss cycle.

“Very long” is not just “long”: we are dealing thi 10-20 years of absence from
the official labor market of male workers who wemeung at the beginning of these
spells, and are in their thirties, forties or edifiyes when we observe them.

In this paper “unemployment” does not coincide wtle definition used in the
LFS, this being already wider than “officially retgred” unemployment: many of the
LFS-unemployed may be active in the unobserved;kbé&conomy, and it is not clear
how they will report their status to the intervies.eThe same holds for many of those
whom we report as “disappeared” from official enypient in this paper. Some of the
long-term unemployed — a modest number in our viewmay be inactive or simply
“discouraged”®; a very small lot may have reached retirement lagethe time we
observe them, those who left the country are nisgiqqumber$ and the rentiers cannot
be numerous. Thus we use the term “extended ungmplut” to include all these
possibilities®

Object of our investigation is the process denatgdyoung workforce disposal”
(YWD). YWD reflects the fact that young people deted at the beginning of their
career as dependent employees, their servicesuaes!™ for few years (sometimes only
few months) as if it were a disposable commodifieravhich they disappear from the
labor market, no longer observable in WHIP (WorkstHries Italian Panel), a
longitudinal database drawn from the Social Segw@aaministrative archives that covers
working careers from start to retirement in thevate sector, recently integrated by
additional information from the “Casellario deglit&i” which includes the universe of
working people, regardless of sector.

! E. Battistin and E. Rettore (2008) have an exneltudy on the classifications resulting from Hagian
Labor Force Survey. The borderline between inagtivinemployment without subsidies and irregular
activities defies detection, all the more so inasrevhere there is a considerable amount of blaey;gr
unobservable activities. In the LFS a young male wéports to be working, may be a “regular” or an
“irregular” worker. He may report to be unemployeden if he works full time in the black. Being
classified as “inactive” or “unemployed” dependstba classification rules and the interpretatioregito
one’s ‘recent” job search activity. There is plenfyanecdotal evidence (to be taken very seriousig)
many youth who work in the black economy will reptiremselves as unemployed or inactive. In the
poorest neighbourhoods of Naples estimated you#mpioyment is close to 40%, with the extent of the
black economy also known to be at its highest. Sitgation in the banlieus of Paris may not be too
different.

2 Foreign workers have been deleted from the databthese who return to their home-country after
leaving a position in Italy would be counted as 4somvivors, which would obviously be a mistaken
inference.

3 «“Out of official employment” might provide an attetive denomination.



Long term unemployment of the young may last twaoee, four years (additional
schooling is only one of many possibilities), batthe end, it should lead to re-entry in
working activities. If it does not — this is ourra®rn - i.e. if we observe young men
separating from their jobs for whatever reason, émdas long as ten years or longer,
disappearing from the labor force altogether, itdmees, we suspect, problematic to
define such events simply as long term unemployméfdung people, either
“‘unemployed” or “out of the labor force” without terruption for many consecutive
years, ought to be found back at work before reacimaturity, unless they are either
seriously ill or too rich to need a job. Neither tbe two seems plausible, given the
magnitude of observable events in ltaly (and pdgsgib other countries of Southern
Europe, for which no data are for the time beingilable). If their absence persists, the
main remaining destination is the irregular/blackremy, which may be joined by free
choice or for lack of better alternatives.

The magnitude of YWD is dramatic: out of 100 newiyg entries - aged 19-30 at
the start of their working career-, between 90 &2d% are still at regular work
(“survive”) 2 years after entry, 79 to 86% after y€ars, and only 78 to 83% by 2009,
after 17-22 years, depending on the timing of tiretral employment. Not surprisingly,
as will be discussed in par. 3.3 such developmangy “extended unemployment”
durations many times longer than the indicationsvigled by official statistics and
econometric estimates based on LFS-type microddeawill not elaborate here on the
developments related to the dramatic post-2008ssme.

Young workforce disposal is somewhat puzzling frameconomists’ perspective.
The process is mainly demand driven: it is hightlikely that any young person starting
in a regular position as dependent worker may wvahilg choose to drop out of the labor
force and/or join the black economy. The downtufnaggregate demand - nearly
stagnant for well over a decade, never fully recongafter the deep recession of 1992-
94 — could be one of the factors explaining theatigg outcomes of youth employment
between the mid Eighties and the early 2000’s. @mmal is a necessaryaveat:overall
dependent employment (male and female) grew byeable 37 p.p. between 1985 and
2002; men’s employment by 25 p.p. against 66 @d.gvamen’s. But the employment of
young males (<30) increased by a mere 13 p.p., laie the gain of their older
counterparts, a consequence of the fact that ofetirageing of the cohorts born during
the baby boom coincided with the slowdown of newung hires necessary for
replacement of the retirees (forced or voluntary).

YWD hits mainly the individuals who have a bad siarthe labor market: the
evidence on this point is clear. These individwalsld be the least endowed in terms of
education, skills, family background: unfortunately data are available to support this
hypothesis. Interestingly, however, the hypothesisskill mismatch that could be
advanced in this respect, is not supported by abiailempirical evidence, as will be
discussed later on. Something seems to be runoingter-stream, and we shall attempt
to clarify the problem.

In first placea variety of long run developments related to thgp$y side would
suggest different developments, more favorableh&oyoung. Four supply-side factors
would be expected to improve the opportunitiesyfuuth employment, given the state of
demand: (i) the size of the demographic declinglayts cohorts entering the labor
market are almost half those born during the badmab); (i) the impact of early



retirement practices of people in their early 5@soneously defended by the social
partners on the grounds that it would make roomniw young entries; (iii) the low
unionization of young workers; (iv) the much higlsehooling attainment reached in the
course of the last forty years.

Two medium run factors, also potentially benefictal youth employment,
operated from the demand side: (v) the decreasingricosts of young people vis-a-vis
the adults’ as a result of a generous implememtaifovage subsidies (in addition to the
world-wide trend towards rising wage inequalitigs)) the rapidly increasing flexibility
of working arrangements.

Economists may argue that YWD could be economic&ifficient” in the short
run if the productivity of the disposed workforcene low and training ineffective. But
nobody can deny that YWD is dramatic from a sopeispective, all the more so if the
disposed individuals were a result of the empldysetection. Marginalization and life-
dependence on welfare and/or the black economydnrosiithe long term consequences.
Moreover, investments and the accumulation of huwepital become at risk in high
turnover economies, whether or not the processVdDYs under way. In the long run the
incentive to invest in human capital both from dmenpany’s and the worker’s point of
view decreases, thereby reducing productivity aahering economic performance and
future growth.

In the next decades demographic trends ought toowepthe work perspectives
of young people: the cohorts of the baby-boometkhegin to retire by 2020-25, and
their replacement will increase the demand of youmgkers. On the other hand, the
labor shortage will also spur new and massive rtigrainflows of largely unskilled
people from non EU-countries with high fertilitytea. This will be a cause of additional
governance problems for Italy and the European tJras social unrest will not cease to
hide behind the door.

There are innumerable studies that touch upon ssslosely related to long term
unemployment and “workforce disposal”: unemploymémtation and state dependence,
labor market segmentation, attrition in longitudindatasetd. The vast majority
investigate the consequences of long term unempmaymmore specifically the
deteriorating employability as joblessness perslatsto obsolescence of human capital,
stigma and signalling of “bad” performance, allulésg in wage loss at the time of re-
employment (Machin and Manning, 1999; Van den Baerd Van Ours, 1994 and 1996;
Farber and Gibbons, 1996; Topel, 1990; Kletzer laidie, 2001, Arulampulam, Booth
and Taylor (2000), Contini and Poggi, 2010). Fewfigently document the length of
unemployment spells, one exception being Mroz aada§e (2006) who report re-
employment probabilities for US youth who experisheinemployment spells 10 years
or longer. K. Tatsiramos’ (2010) estimates of unkyment duration for a number of

* Attrition is the term normally used to define sustcurrences in survey-based longitudinal
databases. It reflects problems of data collecdioth management. In our data, of administrative
origin, observed attrition is the product of petfgexplainable patterns of workforce utilization,
which have nothing to do with data collection. | amot claiming that some genuine,
undistinguishable, attrition could not be presenthie data. Undoubtedly, however, the latter
would have to be a minuscule share of the former.



EU countries (including Italy) are based on the BECHut look much too optimistic than
our findings suggest.

None of the above contributions — to our knowledgexplain how long term
unemployment comes about among the young genesatiam do they explore its deep
causes. This exploration is, instead, the coniobubf this paper. We also present new,
striking, estimates of “extended unemployment”, @dinfour times as large as those
reported and/ or estimable from official sources.

The paper is organized as follows: par. 2 provithesbackground picture with a
short description of the Italian labor market ahd tain reforms. Par. 3 describes the
WHIP data, the measurement of survival and unenmpéoy duration. Par. 4 introduces a
model of survival, wages and labor costs, aime@xgiaining the short-medium run
determinants of the process of young workforce aah Par. 5 presents the estimation
results. Par. 6 deals with the problems of seka@n and of truncation bias. Par.7
concludes.

2. Background and labor market reforms

2.1. Basic statistics

According to official statistics, Italy’'s unemplognt rate of the 14-29 has
hovered around 20% since the mid Nineties, thersktighest in the European Union.
Long term unemployment (defined as > 12 monthsthes one half of the young
unemployed. Not until 2006 did youth unemploymeaitet a downturn of 2-3 p.p.,
matched, not surprisingly, by an increase in tuenaates. As of today, in the midst of
the world-wide recession, youth unemployment haglharisen again, reaching 27-28%
in 2010.

Youth employment (20-29) steadily increased simeeSixties til 1990 (from 4.0
million in 1968 to slightly less than 5.0 million L990), a consequence of the baby boom
and of the increased patrticipation of young wonidme trend dramatically reversed in
the early Nineties before the 1993 recession: a&008B young people at work number
around 3.4 million. The modal age of employmentyehbvered around 21 during the
Seventies and Eighties: since the early Nineties dhtflow of youth workers from
employment began to exceed the inflow within 2-argefrom entry, a strong hint of
worker disposal.

Labor market entry at the end of school is probkr@mpared to EU standards:
the average waiting time between the end of secgrstdool and first employment was
estimated at 14 montha 2004; the frequency of youth having completedoséary
schooling in 2001 and looking for first employmént2004 was 269.The one-year
transition probability for youth aged (15-19) idiesmted at 0.54 from the Italian LFS,
implying an average delay of 2 years after scheohination. The same probability at
age (20-24) is 0.69, and at age (25-29) is0.70

® ISTAT, National Statistical Institute, “Survey 200n school leavers in 2001”".
® University graduates (first level degree) facedsarBonths average waiting time before finding
a job in 2006, from a minimum of 5 months for emgring graduates and a maximum of 13



According to OECD statistics, while total employrhgrew in Italy by 10.3 p.p.
between 2000 and 2008, labor productivity shranB lpyp. and multi-factor productivity
by 0.7 p.p. As will be argued, one of the motiveshibd this decline could be the
excessive utilization of temporary, low-pay and hhigrnover working contracts
described in this paper. Additional evidence olylsaweak position vis-a-vis the rest of
its direct EU competitors is signaled by the pattefrreal wages: stagnant since the early
Nineties, while in the rest of Europe they werer@asing by 10% in the market sectors
and by 20% and over in manufacturing.

2.2. The reforms

The labor market reforms of the last 25 years,ngiipadvocated to enhance the
employability of the weak fringes of the labor ferded to a variety of increasingly
flexible working arrangements in the form of difaet schemes of tax rebates and
exemptions, and new rules governing the labor ectdrthat guaranteed a much higher
degree of flexibility.

The first and main instrument of those years, trening-at-work contract
(Contratto di Formazione Lavoro, CFL), was introgldign 1985. The program granted
employers a substantial labor cost rebate congigtia 50% reduction of social security
contributions (s..s.c.), at the time averaging 3%he wage bill, and automatic costless
termination at the end of two years. The prograatui@d also an on-the job training
component. At the beginning, eligible people wemrkers aged 16-29. Several reforms
of the program were introduced over the years. firse one took place in 1991, when
s.s.c. rebates were reduced to 25%, and age étiglvas extended to 32. As a result
labor costs increased from 1991 onward, more il\ibieh than in the South, where they
were complemented by additional supporting measuree main one, a generalized
exemption of s.s.c. to all employers of SouthealyJtwas phased out in 1994 after
almost twenty years. In 1994 a new restriction te CFL contract was introduced:
employers were allowed to hire new training-at-werrkers during year t, only if at
least 60% of the CFL workers whose contract terteshan t-1 and t-2 were retained on a
permanent basisAs will be discussed in par. 4, the variability ttf CFL normative
across regions and through time provides cluesaugidentification.

In 1996 a new wave of practices was opened by tteel Reform Package,
containing two main novelties: the liberalizatiof temporary contracts, already
available, although subject to several restrictilaises, and the introduction of contract
work (so called “co.co.co.”)de-factodisguised dependent work, exempt from firing
costs and subject to very low social security dbaotrons, that left workers unsheltered
from almost all forms of welfare coverage.

Fig. 1 below shows the increasing trend of sepamatates from standard, open-
end positions (with the exclusion of temporary &wlco.co” contracts introduced by the

months for jurisprudence graduates. The averagmplogment rate for university graduates 3
years after the end of studies exceeded 8%. Solhve: Laurea Survey 2008.

" This was an attempt to limit a widely used praz@onsisting of hiring young people, keeping them o
the job as long as the benefits accrued to the @pam, and then firing and replacing them with new
entrants hired with the same contracts as the mesnated. Sanctions aimed at preventing suchtipesc
have been largely ineffective.



Treu Reform, 1996) in the 1986-2003 time windowefkhis a sudden increase of young
workers’ separations starting in 1993, three ydaefore the reform. Prior to the
introduction of the CFL and the Treu Reform Packagevas common practice to
terminate permanent contracts (not only of the gyuwircumventing a legislation which
was very protective on paper, but easily bypassqutactice (as jurists put it, the “law in
the books” is one thing, the "law in action” quéaother matterj.The Treu reform has,
as it were, sanctioned and legitimized such presti€ig. 2 displays the age profile of
gross worker turnover before and after the TrewoRefthe upward shift of the curves is
notable at all ages.
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Age15-24 ------- Age 25+ Post Treu reforms

Fig. 1. Separation rates from standard, open-end pitions, 1986 — 2002.

The graph in fig. 3 displays a reasonable proxycohtract flexibility: the
percentage share of the newly hired, men and waged 19-30 whose first, initial spell
lasted less than 12 months on the total numbeewf mres. Here too, the data relate to
dependent work only, and exclude the “contract Wgoks introduced in 1996 which
would boost the number of short initial spells. dighout the Eighties many of the
newly hired were able to stay with their first eoydr at least one year before
undertaking patterns of mobility; and very shoritiah spells were less frequent. The
latter became more numerous towards the end dfitheties, reaching over 65% of all
hires after 2000, even leaving out the jobs aatidavia contract work (co.co.co.).

8on paper the Italian labour market presents a tégree of employment protection. Protection, harev
turns out to be mainly “in the books”, much less“spaction”. An excellent analysis is provided &
recent book by F. Berton, M. Richiardi and S. Sadelex-insecurity: perche in ltalia la flessibilitawkenta
precarieta Il Mulino (2009). See also: B. Contini and U. Vigilato (eds.)Eppur si muove: mobilita e
dinamiche del mercato del lavarih Mulino (2005).



Interestingly, but not surprisingly, while a clagyward trend is visible in the North and
Centre areas, it is missing in the South. Thisoisststent with data that point at the very
high worker turnover that has always plagued Saoaothigaly, much beyond the
fragmentation of its industrial basis The upwarentt is an unambiguous signal of
rapidly increasing labor market flexibility introded by a wide range of new policies and
practices: in the course of our econometric expilmnawe shall use these indicators as
proxies of regional labor market flexibility.

Pre-reforms: 1987-1989 Post-reforms: 1997-1999
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Fig. 2. Gross worker turnover by age and gender, g and post 1996 reforms.

Finally, it is worth recalling also the recent OEQipdate of the share of
“temporary” positions on all young people’s depertdebs (ltaly vs. EU-15, obtained
from the LFS, tab. 1) — these data include all igglpworking contracts, including the
“c0.c0.c0o” -, an additional element confirming stery of continuing and rapid evolution
of the fragility of the Italian labor market.
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Fig. 3. Share of short spells (< 12 months) startedach year : the increasing trend of contract
flexibility.

Tab. 1. OECD - Share of temporary (dependent) empionent M+F age 15-24

2000 2001 2002 2003 2004 2005 2006 2007 2008009
It 26 23 27 27 34 37 41 42 43 44
Eu 15 39 39 34 35 40 41 42 42 41 41

The key finding of this paper can be summarizedodlsws: out of 100 new young
entries- age 19-30 at the start of their workingeeain 1987 -, 91 % are still at work
(“survive”) within 2 years after entry, implyingdha dramatic 9% of all young entries
disappear altogether, without ever showing up agmathe official labor market. 10 years
after entry, survival is between 79 and 86%, lasas1 881% after 15 years, and about 82%
in 2009, up to 22 years since their first hire, elgfing on the timing of initial
employment. Very young entrants (19-22) do bettantthe less young (25-30): survival
of the former is 84% against 77% of the latter #arg after the first job spell in 1987.
Workers of Northern Italy survive longer than theaunterparts of the South: 86% vs.
74% in 2002 for entrants in 1987. A bad start maketarge difference in future
outcomes. For those who have had a continuous Ifhmamployment spell at entry,
survival after 15 years is about 92%; if the fiesshployment spells was less than 3
months, it does not reach 75%: the latter totaB@%o of all youth hires in the Eighties,
and exceed 50% throughout the 2000’s. Moreovermgmessive number of people exit
in the two years following initial hire: over 75% such early exits are still missing from
the labor market in 2002, and 65% in 2009. Thedeagy of early leavers who have had
a short initial employment spell (less than 3 mehik three-times as high as those with a
long initial spell (12 months +). The same holdshwnitial wages: workers in Q1 of the
wage distribution at the time of exit are threedsmas likely to be early leavers as those
in Q4. Bad starts have a dramatically persisteigiceon future labor market outcomes,
also when the future is 15-20 years ahead. As aetuence, the concentration of very
long “extended unemployment” is high. Average unkEyment duration of workers



entered at the end of the Eighties exceeds 7 yaaesage unemployment duration of all
the unemployed in 2002 is close to 4 years. Theniade of these numbers is the source
of serious preoccupation and raises questionswiiatbe addressed in the following
paragraphs.

3. The WHIP data and the measurement of survival

3.1. The WHIP database

The WHIP longitudinal data are a representative ptanof the population of
employees of the private sector, of the public,-temured employees, the self-employed,
as well as those covered by atypical (non-standeomfracts, with the exclusion of
contract-work (the so-called “co.co.co.”). The séanppopulation ratio is 1:90. WHIP is
a very rich database, that covers working careens fstart to retirement at monthly
frequency, with data on skill level, wage, industrsector and geographical location.
WHIP is therefore ideal to describe mobility pattermuch beyond the details provided
by LFS-type data collected at six-months inter#tieis underestimating the frequency
and length of employment and unemployment spelitsladdition it provides detailed
information on the workforce dynamics, compositiand relative wages of all the
employing firms. Data on educational attainment arstead, unrecorded in the WHIP
database. WHIP observations start in 1986 andf txxlay, end in 2004. WHIP does not
cover tenured employees of the public sector (oholy the military service and the
police), nor the professionals working on their omm order to fill this gap, a very
recent file has been provided by the Social Secukdministration (Casellario degli
Attivi) which covers the universe of “active” peepltherefore including all public
employees and all professionals whose social sgatwntributions are paid to different
institutions, allowing to integrate the missingamhation from WHIP through 2009.
Each year, about 2% of the WHIP individuals becdamred employees in the public
sector; and about 1% are the university graduates move in professional independent
activities after 5-6 years of apprenticeship uratgpical employment contracts.

The basic statistic used in this exploration isysal in the labor market. Survival
is estimated counting the number of individuals vitawe been employed since a given
starting year and have not dropped out of the damlat the end of the observation
period, whether or not they have had interveningnuyployment spells in between. Our
database provides information on unemployment spetily if the workers receive
official unemployment compensation. This is notreqtient occurrence in Italy, where
unemployment benefits are available for limitedegatries of worker$® If we observe
missing observations of the same individual for edime (months /years), after which
he/she re-appears as employed, we attribute th&@ngiperiod to unemployment. Those

% Since the late Eighties, however, almost all hiregoung people in the public sector have takenelda
atypical contracts. Likewise, young professionadsally begin their career in professional studiesed
with non-standard contracts. All these categoniesd&ectly observed in WHIP.

19 A different form of compensation is instead avalgafor temporary layoffs (Cassa Integrazione

Guadagni), in which case workers are kept on thel@yer’s payroll and will be observed in the datda
as if they were still attached to their post.
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who have left their job and, at a later date, dis@p altogether from the database, are the
“non-survivors” at that date, whom we consideréntended unemployment™.

3.2. Measuring survival

Survival at year (t) is estimated counting the namdif individuals who have not
disappeared from the database at the end of td@redtion period. Fig. 4 exemplifies the
counting methodology: it shows one cell contairtimg work histories of 8 individuals, A
through H, observed between 1986 (year of entralipand 2008.

Let the survival count take place in 2008. In y#8983 we count the following
survivors: A, B, C, D, F, G and H (yielding a swaii rate = 7/8 = 0.875), as E has exited
two years after entry and no longer reappearseér 2000 the following have survived:
A, B, C, D, G and H, yielding a survival equal #8 & 0.75. Notice that, as the count is
done in 2008, individual B is counted as survivimotigh 2003, as he did move into
unemployment between 1991 and 1993, and between 488 1999, but his working
career continues at least until 2003. Obviously2@98 he could find himself in a long
spell of unemployment whose ending will occur yelater. If that were the case, our
survival count in 2003 would be downward biasedsTéthe truncation problem that we
(partially) avoid by narrowing the observation wind toward the end (in this example
we end in 1998, leaving 6 extra years before trtioca

There will be some censoring
A toward the end of the
observation period

I &6 m m O O

Survival

1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Fig. 4. Counting survival.

The complete count ends in 1998 in order to avaiddation, and leads to the
following survival curve:

! They may, nonetheless, reappear at some laterais survival observed in, say, 2005 could, in
principle, be higher than survival observed in 1998urvival is measured from a given initial débea
given final observation point, it will always appess a non increasing function of time.
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Tab. 2. Survival curve from measuring survival exarple.

1986 1987 1988 1989 1990 1991 1992 1993 1994 1996 1997 1998
Survival 1 1 7/8 7/8 7/8 7/8 7/8 7/8 6/8 6/8 6/8 6/8 6/8
rate
Disposed E E E E E E E,F EF E,F EF EF
workers

young

The ensuing analysis of survival is performed ofliscdefined by cohorts of
male employees observed at one-year intebedlgeen 1986 and 2002, along the

following dimensions:

empty,

- age group of the relevant cohort (3 groups)

- year of first entry in the labor market (14 yedirem 1987 to 2001)
- duration of first employment spell (3 groups)

- economic branch of initial activity (2 industries)

- geographical area (3 areas)

- size of first employer (3 size groups)

- mobility (2 types: movers and stayers)

- skill level (2 groups)

In principle we have 9072 cells (the product ofth# above attributes): many are
and some include only one individual. Weairetonly those with at least 4

individuals. Median cell size equal to 8, mean lari standard deviation 11.2.

1.00
0.95 7
0.90 A
0.85 7
0.80 7
0.75 7
0.70 A
0.65 7
0.60 7
0.55 7

0.50

t t+1 t+2 t+3 t+4 t+5 t+6 t+7 t+8 t+9 t+10 t+11 t+12 t+13 t+14 t+15

Year of entry =1987 = = = Year of entry =1992

Fig. 5. Young males, survival curves by year of ent.
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Fig. 6. Young males, survival curves by age at entr

1.00
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Fig. 8. Young males, survival curves by industry.
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A few selected survival curves are displayed abosakulated on the basis of the
WHIP database, adjusted after the INPS integrafitwe. timing of labor market entry is
relevant (fig. 5): if the initial job starts in eapsionary years (1987), survival is higher
than if the working career begins during recesgiores (1992 is the beginning of a
three-year downturn of the economy). Fig. 6 shole impact of age at entry: the
younger cohorts (19-22) have a somewhat highernalrthan the less young (25-30).
Fig. 10 displays the survival of cohorts that eixgrezed a very short initial employment
spell (< 3 months) vs. the same cohorts with a Ispegll (> 12 months). The impact of
the first spell duration is very clear: an immedidtop of survival in (t+1) and (t+2) for
entrants whose initial job spell is short, followbd a continuing relatively steep fall.
Entrants with a longer initial employment spell {I®onths) do better on all counts. The
lack of data on educational attainment may hideféloe that many of the people with
short employment spells could be low- skilled. Tasethis may be, we will later show
that the evidence of skill mismatch is weak. Iniadd, we know that no university
graduates belong to the cohorts aged 19-22, whaseral is higher than the remaining
age groups. The last and foremost additional fastonobility following the initial job
(fig. 11): the likelihood of survival of the movers much higher than the stayers’.
Interestingly, however, the difference is hugehat tery beginning of one’s career: three
years later the survival rate is about the samewilde seen, the surviving stayers hold
a wage advantage over the movers. Initial wageslacegood predictors of survival: the
probability of surviving after a bad start (firgthj spell < 3 monthsum wage in first
quartile of the distribution) is about four timeslaw as that following a good staft.

Let it be clear what the survival rates imply. Weserve 81 survivors in 2002
among the cohort of entrants in 1987 15 years after their initial jdb (individuals
having entered the labor market at age 19-22 wilBB-37 in 2002). Such people have
not been necessarily at work for 15 consecutiversyethey may have had several
employment spells (possibly in different firms)damay have moved into unemployment
during the observation period, having re-enterditiaf employment before the end of
2002.

The big question “where do the majority of the fised” workers end up ?” is
yet unanswered. The unofficial/lunobserved/hiddepnemy is a natural candidate
destination, although there is no way to prove drgument, other than comparing our
figures with the ISTAT estimates of employment-plagpion ratios and of the unofficial
labor market, itself the result of a reasonablé goass mix of indirect evidence.

12 A similar finding on UK data is reported in Stewyavlark B & Swaffield, Joanna K, 1999. "Low Pay
Dynamics and Transition Probabilities," Economiaal, 66(261), pages 23-42, February.

13 The 2002 - rate of “extended unemployment” ofdhhort of young males entered in 1987 is 19%, also
simple indicator of “unused working capacity”.

4 Survival through 2009 is about 82%. The integratio the WHIP data does not allow to compute the
entire survival function between 2003 and 2009,ibptovides the elements to estimate it at the @rithe
time-window 2003-20009.

15 The extent of the unofficial economy poses serfmablems in all countries, and indirect evidenwarf

a variety of sources is the only available instratibat allows coarse estimation.
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3.3. Extended unemployment and LFS estimates

The first comparison is between our findings onvsal and the LFS
employment-population ratios of selected age groupsreasonable compromise,
nonetheless problematic in view of the unavoidabfterences between administrative
data like ours and survey dafBhe foremost difference is very substantial: aselyid
emphasized in the literature, in the LFS the bdimkebetween inactivity, unemployment
and irregular activities defies detection: an indiial who reports to be working may be a
“regular” or an “irregular” worker; on the otherridy he may report to be unemployed
even if he works full time in the black. Being dd®d as “inactive” or “unemployed”
depends on the classification rules and the ing¢aion given to one’s “recent” job
search activity. The second and important diffeeeles in the fact that while the LFS
indicators describe individual status at a givetedarespectively of the status that
precedes this date, our survival estimates refgretple, many of whom have left an
official job in times far removed in the past, ahdrefore may carry a heavy backlog of
long “extended unemployment” spells. Finally, thesre difference in the age groupings.
The LFS employment-population data are availablly for large 10-year age groups,
that we break down in order to compare with ouerfigroups.

Given the necessapaveatsthe following can be said:

0] there is only one almost identical age group: o#43 vs. LFS’s 35-44.
Survival is 81% against E/P of 91.6%: the 10 p.ffeence could be
reasonably attributed to people who work in thegwmar economy, self-
reporting as working in the LFS, while absent froan records;

(i) the same may hold for our 40-45 group vs. LFS'$645although the latter
contains twice as many people, some of whom maynder retirement:
survival is 77% against E/P of 85.6%;

(i) turning to younger cohorts (27-38 and 25-36 indaa vs. LFS’s 25-34), we
find survival to be larger than E/P: between 83 868 the former, against
78.1% the latter. A plausible explanation lieshe fact that many (relatively
young) individuals who hold jobs perceived as “tengpy or precarious” may
self-report to the LFS interviewers as active ib gearch also when they are
“officially” at work, although with undesirable jsb

(iv)  the youngest comparable age group is our 22-2%isighie LFS’s 20-24: here
the difference is enormous (87% survival vs. 48.%9°), but quite
understandable. Our data count young people whe hieady had at least
one job; in the LFS a vast number of interviewetividuals of this age group
is still outside the labor market, in search ofrtfiest job.

Tab. 3. Survival in 2002 by entering cohorts of ma workers.

Year of initial| Age at entry  Survival Age in 2002 Comparable Employment/
employment rate age group Population
Ratio
(LFS 2000)
1987 19-30 81 34 - 45 35-44 91.6
1987 19 -22 88 34 - 37
1987 25-30 77 40 - 45 45 -54 85.6
1990 19-30 81 31-42
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1993 19-30 79 28 -39
1993 19 -22 80 28-31
1993 25-30 75 34 -39
1994 19-30 86 27-38 25-34 78.1
1995 19 -22 89 26 -29
1995 25-30 80 32 -37
1996 19-30 83 25-36 25-34 78.1
1999 19-30 88 22 -33
1999 19-22 87 22-25 20-24 48.5
1999 25-30 91 28 — 33

We now turn to the estimation of “average extendeemployment duration” of
the “extended unemployed” (AEUDj.Let s(t) be the survival function for a given
cohort (fig. 12). Survival at (t+13) is S = 0.6&)plying that at the date of (t+13) the
unemployment rate specific of that cohort is 32%tl@ 32% unemployed at (t+13), a
few have left the market for the whole period ofyEars; 16% (= 100 - 84) for 5 years;
very few, less than 1% for 1 year, between yearsah@d 13. Average extended
unemployment duration (AEUD) for the unemployedobeing to this cohort- about 6.5
years - is given hy

Average extended unemployment durattoAEUD = IOT tf (t)dt

where f(t) = s(t) / K is the p.d.f. subsumed by $luevival function s(t). AEUD is a lower
bound: workers who have survived through T may haag interrupted unemployment
spells of any length in the course of their car@drich are left out of this calculation.
Survival implies only that they have reappearedhia database before T. Notice that
while s(t) is seldom known, AEUD can be easily aited from the empirical survival
curve. A quick and approximate estimate of AEUDoise half the length of the
observation period (here 6.5 years), its precibieing highest when survival is a straight
down-sloping schedule. When it is upward concakie, AEUD estimate is downward
biased.

16 A different concept is the “cohort overall unuseghacity” (COUC): the COUC refers to the full cohort
— working and out-of-work - , and measures the slodunused working capacity of the cohort sindm®fa
market entry through the end of the observatioiodelCOUC is the ratio between the shaded areaeabov
s(t) and the area of the rectangle with sides 0-6400the ordinate and O-T in the abscissa (i.e. the
complement to 1 of the share of the area belowasd)T). In the example above COUC is about 15%.
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Fig. 12. Survival and long term “extended” unemploynent duration

The distribution of unemployment durations for mdtean 700,000 individuals is
tentatively calculated (the abowaveatapply here as well) and displayed in tab. 4.
Workers aged 55+ are unobserved in our data aslét@r market entry is prior to 1987:
their AEUD is optimistically estimated at 10 yearsder the assumption that YWD
between the mid Seventies and Eighties may have less intense than in the years that
followed. A conspicuous number of people have heeextended unemployment” for
as long as 15 years. The mean duration of “extenshexinployment” in 2002 is 3.87
years, four times as large as the OECD estimatemedn unemployment duration
reported below.

For reasons already explained, our estimates atecommparable with the ISTAT
unemployment figures: 1,092,000 men in 2002 - 9df%e male labor force - 290,000
in search of first employment - 59.4 % of the untayed estimated to be out of work for
at least 12 months.

There is no need to emphasize that the extenhftdws and outflows from
extended unemployment could be a less dramati@alsoaticome if it were shared by a
vast number of people. Job sharing has, at times ldvocated as a beneficial mode of
labor market governance in times of low activitigye(tNetherlands provide the classical
example). Unfortunately extended unemployment ofyving duration is highly
concentrated among the seemingly weakest fringetheofyoung or once-young labor
force.

In conclusion, the number of men who are forcedaduhe official labor market
at early age is dramatically high, denoting a plaigny dense of serious social
consequences and leading to difficult problemsayegnance, especially in the wake of
increasingly large immigration flows of unskilledblor from Africa, Asia and Eastern
Europe.
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Tab. 4. AEUD (average extended unemployment durpbg age in 2002

Age groups Workers in Year of entry in labor market AEUD (years)
“extended
unemployment”
55 + 63 000 Ante 1987 About 10
45-54 104 000 Ante 1987 8
39-45 70 100 1987-89 7.5
34-39 70 100 1987-89 7.5
37-42 46 350 1990-92 6
31-37 46 350 1990-92 6
33-39 30 700 1993-95 4.5
28-33 30 700 1993-95 4.5
31-36 34750 1996-98 3
25-31 34750 1996-98 3
28-33 33500 1999-01 15
22-28 33500 1999-01 15
19-21 125000 1999-02 0,5
All 722.000 Overall average AEUD 3.87

Tab. 5. Selected estimates of unemployment duratiqmale, age 20-60).

Unemployment
Mean duration

Expected

unemployment

Fraction of long Fraction of long
term unemployed term unemployed

(months) duration of non- (12 months +) (12 months +)
recipients of unempl. 2000 2007
* Benefits (**) (**)
*)

DK 6.06 9.11 13.6 6.7
UK 10.09 10.51 17.4. 20.0
FR 8.91 11.01 20.0 28.9
GE 7.60 10.51 23.7 35.3
GR 8.69 8.29 425 32.3
IRE 7.16 8.73 22.2 25.3

IT 12.01 11.60 58.0 46.0

SP 7.82 8.50 30.9 12.9

(*) Estimates from K. Tatsiramos (2010) on ECHP 4-2801,
(**) OECD, Statistical Extracts

3.4. Wages and labor costs

Italy followed the world-wide trend of increasingage differentials, attributable to the
demand for high skills. Wage differentials betweggung and older individuals have
increased also independently from the skill compénthe reforms aimed at enhancing
the job opportunities of young people — by grantivage subsidies to employers - have
had an additional effect of widening them. Tab.i€plhys mean and percentiles of the
earnings differential ratios between blue-collaged <25 and >45, regularly employed
as dependent workers. In 1985 the mean ratio wds @.steadily declined through 2003.
At the top of the wage distribution the gap betwgenng and mature workers has
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increased even more markedly. In principle, thendr ought to favor the utilization of
young workforce.

Tab. 6. Gross earnings differentials young / adulivorkers.

<25/>45 mean pl0 p50 p90
1985 0.71 0.66 0.76 0.66
1991 0.62 0.68 0.70 0.54
1996 0.60 0.70 0.68 0.49
2003 0.56

Table 7 displays selected labor cost / wage rafidhe standard employer tax is
the social security contribution (s.s.c.), betw8&8nand 36% on gross wages, depending
on industry and firm size. The labor cost / wag#edential in manufacturing activities
was much higher in the North than in the Southluhi# mid-Nineties; it drastically
declined thereafter as the provisions in favorhd industrialization of Southern Italy
were phased out. The differential was somewhat llofee the younger generations.
Recall, however, that the big difference betweenytbung and the adults is the base-pay,
which is the denominator of the ratios. Differelstiavere smaller in the service

industries, largely excluded from the fiscal betseflaccorded to the Southern
manufacturers.

Tab. 7. Labor costs / wage ratio.

Sector Area Age 1987 1993 1998 2002
Mfg North 19-22 1.27 1.32 1.30 1.28
Mfg South 19-22 1.13 1.15 1.22 1.22
Mfg North 22-25 1.35 1.40 1.39 1.36
mfg South 22-25 1.13 1.15 1.28 1.23
mfg North 25-30 1.38 1.42 1.41 1.41
mfg South 25-30 1.12 1.14 1.30 1.29
serv North 19-22 1.33 1.38 1.34 1.34
serv South 19-22 1.26 1.28 1.27 1.29
serv North 22-25 1.37 1.43 1.37 1.35
serv South 22-25 1.28 1.31 1.26 1.23
serv North 25-30 1.41 1.44 1.39 1.38
serv South 25-30 1.29 1.32 1.30 1.26

" Total labor cost includes social security contiitims and other indirect elements, and is net gileyer
subsidies. Labor costs are difficult to estimatedose monetary benefits accrue to employers —ifotine
of tax and/or social security contribution rebat@s different years, as a function of workers’ amelustry
and geographical location of the workplace, antb¥ahg rules that get often changed as politicsgests.
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4. A model of survival, labor cost and wages

4.1 Attempting to explain the puzzle

The puzzle posed by the process of “young worldodisposal” and its
implications for the length of “extended unemployitieduration has been presented in
the introduction of this paper. A complete in-deptialysis of YWD — when and how it
came about, why it evolved in spite of developmeinés might have led to its decline, if
and how long is it going to last - would require iardepth historical analysis and a
micro-macro-model putting together all the elemesmse the Sixties or early Seventies,
when ltaly’s labor market was, presumably, reldsivexmune from this pathology. This
task is now out of reach because long micro-daiasare simply not available. We are,
therefore, left with a problem as there is no vél@hchmark against which to confront
more recent eventsOur analysis aims, more modestly, at providing anpiecal
explanation of the medium run determinants of youmgkforce disposal between the
mid Eighties til the early years of the new millammn.

We formulate a simple model of the structural deteants of survival to be

estimated on cells of homogeneous individuals eefithy several dimensionghe
reason for renouncing to estimate on individualrotdata is methodological. We argued
that YWD is driven by the demand side: decisionkite, layoff and/or replace workers
are taken by the employers. If complete firm daémenavailable it would undoubtedly be
appropriate to perform a full micro-econometric lexation aimed at explaining firm
behavior leading to YWD. But they are not. On thbeo hand, in our environment
workers are more often subjected to the employaesisions, than decision makers on
their own as in many studies on supply-side behlavio

Graphical exploration has already helped to siragle five important elements
that impact on workers’ disposal: the duration oé's first employment spell, the timing
of labor market entry, age, geography and mobi#ty,. but mobility, are outside of the
individual workers’ control. All, and others toagaamong the defining dimensions of the
cells.

Cell (grouped) estimation is advisable when mediong term interpretations
are sought: between estimators (cell data estimgiields between estimators) are more
appropriate than within estimators, intended tdofelindividual behavior as it evolves
over time. In addition, cell estimation helps tophgs the problem of unobserved
heterogeneity: to the extent that each cell indualsufficient number of individuals with
similar characteristics, unobserved heterogeneaity gveraged out leaving the estimators
unbiased, provided that heterogeneity is uncordlatith factors that impact on the
dependent variable (i.e. regressors and definimgdsions of each cell).

A number of testable hypotheses are provided bgra simple “nutshell” model
of labor demand summarized in next para. 4.3. €kalts of our econometric exploration
are promising and confirm all tleepriori hypotheses on YWD.

4.2. Skill mismatch ?

We have, for the time being, left aside the disicussn skill mismatch, another
potential explanation of the process of YWD. Cotlild lack of sufficient skills among
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the young explain the low level of hirings compatedhe less young (in spite of their
higher cost)? Does it justify the rapid turnovettué young workforce, once hired ?

As before, data on educational attainment woulg tie¢ answer, but we have to
do without them. A weaker, although not unreasamaidlentifying procedure relies on
age and skill level. If young workers are scaraglglified, adult workforce should make
a preferable option for the employers, and theivisal, once hired, ought to be higher.

Available evidence does not support this hypothésis. 8): among the blue-
collars, the youngest cohorts (that do not incladg university graduate, present among
the 22-25 and 25-30 groups) survive longer thameeiof the older cohorts: 81% for the
19-22 age group entered in 1987, 77% for the 22a88,70% for the 25-30. Among the
white-collars the differences are smaller despite fact that here the university degree
may be present, but the ordering is preserved (@l %ntrants in age 19-22; 90% for the
22-25 group; 89% for the 25-30. The same diffeesnare found also for entrants after
1987.

The ordering is preserved also disaggregating ystry, with one exception among the
young blue-collars in the service sectors (survarabng the 19-22 is 73%, against 80%
among the 22-25, with the 25-30 group dipping ddawr67%). This is a small group
compared to all the others: it includes qualifiednnicians and truck drivers, hired in the
transportation and business services, whose speskills may be of difficult
replacement.

Tab. 8. Survival rate by age, skill group and sectd(first job in 1987)

19-22 22-25 25-30
Blue-collars
All 81 77 70
Manufacturing 83 77 77
Services 73 80 67
White-collars
All 91 90 89
Manufacturing 96 95 91
Services 84 83 87

4.3 A nutshell model of labor demand with permanentnd temporary
contracts

Standard theory of labor demand explains the lawel dynamics of hirings and
firings over the business cycle, but is not sudfitito explain the process of workforce
disposal. An additional ingredient is necessarymels the dualistic structure of the labor
market, where permanent and temporary contracbsi@zed and easily terminated) are
available to employers who hire according to comagae profitability’® A very simple
two-period model of a firm that has the option ity young workers via permanefi)

18 B, Contini (2005). The nutshell model explains tmmposition of labor demand, not its level. It was
intended to explain the employers’ options betwpermanent¥) and temporaryT) contracts. Similar
arguments apply here: P-jobs are near equivalgotbtolasting 12+ months afidjobs to jobs lasting less
than 3 months.
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or subsidized temporary contragfE) provides the necessary framework and suggests
identifying conditions, useful also for our invegttion’® Leaving aside the model
details, here is the main result, from which adl thst follows:

contractP (permanent) is preferred to contractemporary) if
V(P)>V(T) if w(l-s)+(1-gp)FC< f

whereV() is the value of the contraat, the wage paid t&-workers,s the fiscal subsidy
granted to thd contracts T workers will be paidv*s) , FC the firing cost associated to
the P contract (an inverse proxy for contract flexilyilizero for theT contract),f the
training cost of a newly hired person witflaontract (or the productivity loss associated
with hiring an unexperienced workeg,andp two probabilities denoting, respectively,
two favorable events: a positive business cycle anthood” worker. With(1 - Q)
probability the business cycle is favorable andfitme stays in activity, otherwise it shuts
down; if the T-worker is found “good” he is retained and promoteth a P-contract,
otherwise he is fired. The condition states that Rhcontract will be preferred if the
opportunity cost of not usingTcontracfw(1 - s)] plus the expected firing cogt. — gp)

* FC] is less than the training cdshassociated with th€-contract. The firing cost will be
incurred if both events turn out unfavourable (“badsiness cycle and “bad” worker,
with probability(1 —gp) ).

The negative tradeoff between labor cost and firoupts (the inverse of
flexibility) is given by

Aw(1-1)
_r = - 1_

T (1-9p)
The more favorable is the environment faced byfithe (in terms of workers’ ability and
business cycle, implyin¢l —gp) approaching 0,)the flatter is the tradeoft, i.e. the less
important becomes flexibility vis-a-vis labor coltfollows that a high preference f&r
contracts implies also less worker disposal.

The model suggests the following testable hypaties
(1) the permanerf-contract will be preferred in positions that reguskills, i.e.
wheref (training cost or foregone productivity) is highdathe opportunity loss

associated to the subsidy is sufficiently low;

(i) the higher the “quality” of the candidate reits (i.e. the highep ), the higher the
advantage of hiring via permand®tcontracts;

1 See S. Bentolila, P. Cahuc, J. Dolado and TBhgbanchon, “Two-tier labor markets in the great
recession: France vs. Spain”, CEMFI, W.P. 1009 @20This is a much more sophisticated model of labo
demand that yields testable hypotheses simildrdmhes delivered by the nutshell model.
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(i) the higherfw(1-s)], i.e. the opportunity cost of not usifig contracts, the higher the
employers’ preference far- hires;

(iv)  in times of recessiong(=> 0) — of low labor demandbut-court, T-hires will be
preferred taP hires, changing the workforce composition in favotiT-contracts. As a
consequence, job destruction in the course of semes will mainly hitT-jobs;

(v) firms with low firing costs (often the small es) will have a relative preference
for P-workers, and will be less sensitive to the fisedate (i.e. less wage-cost elastic)
than firms with high firing costs;

(vi)  high growth firms / industries will have a ieeence forP-contracts.

4.4. Structure and identification

Our analysis aims at providing an empirical mibesed explanation of the
medium run determinants — mainly demand related yaung workforce disposal
between the mid Eighties through the early yearhefmew millennium. Supply-related
elements are present (leaving aside long run dpredats), as we observe the different
survival and unemployment performance of the mogerapared to the stayers. Supply-
related arguments are necessary to explain howrdglar / black economy may absorb
the disposed workforce (Appendix), but they needbetong to the main model.

Regression analysis on survival ought to be daitte eare: all survival schedules
are monotonically decreasing in time, each havinmeast 16 time observations for the
first observable labor market entries (from 1982@02), and only 7 for the most recent
ones (1996-2002). Therefore the introduction of ynadammies will yield high R2,
leaving little of substance to be explairfédt is, therefore, prudent to perform estimation
on first differences of survival SURV(i,t) = SURV(i,t)- SURV (i,t-Iather than levels.
First differences of a time-decreasing function ateviously, non-positive.

We shall introduce a number of instrumental vagaplcorresponding to the
timing of legislative reforms intended to enhanoe émployment opportunities of young
people in a variety of modes, in different aread ah different times. Such programs
ought to have an impact on the dynamics of worldodisposal, and — as will be
explained — are important for identification.

The full model includes three endogenous varialdleSURV, LCOST, WAGE,
and the lagged, weakly endogenous MOB variable.

BOX: variables denomination
A SURV(i,t) = survival (first differences)
LCOST(i,t) = labor cost

20 o
Recall that analysis is performed on cells of cth@f young male employees observed
between 1986 and 2002, defined along several dioensAll the defining attributes enter as covastn
the form of dummy variables.
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WAGE(i,t) = wages

FLEX (t) = flexibility (a macro variable)

DUR(i) = duration of first job spell (one dummy feach of three spell length)
MOB(i) = mobility (dummy)

MFG(i) = manufacturing (dummy)

AGE(i) = age at entry (one dummy for each of trage groups)

GEO(i) = geography (one dummy for each of thregoreg groups)

SIZE(i) = firm size (one dummy for each of threeesgroups)

SKILL (i) = skill level: white vs. blue collars (aamy)

CPI(t) = consumer price index

UNEMPL(i,t) = unemployment rate (regional)

CFL-NORTH(i,t) = dummy (for CFL-contract in the Nbr activated until 1990)
CFL-SOUTH(i,t) = dummy (for CFL- contract in the \8b, activated until 1990)
TAXRED(i,t) = generalized tax reduction in the So@ummy = 1, through 1994)
W_DEVST(i) = standard deviation of initial wage$\+

W_INITIAL(i) = average initial wages = IV

ENT-YR(i) = year of labor market first entry (dumimy

W-PART(i,t) = inflows of potential female competito

IV(i,t) = instrumental variables; i = cohort; t bgervation year

The structure of the model is as follows (endogenauriables underlined):

(1) ASURV= k; + aLCOST+ BFLEX + nDUR + 0;ENT-YR +3;MOB + y;MFG +
uW-PART +5,GEO +{3;AGE + zSKILL + w11V + interactions + y

WAGE= 2 T 72 + 02 + ¢ + O + A + 1 +
2) WAGE k MFG 0>, GEO SIZE + (LAGE + A,MOB CPI
pUNEMPL + zSKILL + w,lV + U,

(3) LCOST= ks + QWAGE + ysMFG + 835GEO + (3AGE + yTAXRED + wslV +
ynCFL-NORTH+ yCFL-GEO+ zSKILL + us

4.5. |dentification

Labor costs, demand conditions and workforce fléikjo are the main
explanations of hiring decisions. According to thgshell model of par. 4.3 they will
also affect the composition of labor demand, amteevorker disposal itself. Aggregate
demand does not appear in theSURVequation, but its impact is caught by several
covariates, all of which reflect in different forntise variability of the business cycle:
FLEX itself, DUR, ENT-YRMOB andUNEMPL

Let us consider the influence of labor costs onkfwce disposal (YWD). The
nutshell model indicates that the higher the opputy cost[w(1-s)] of not usingT-
contracts, the higher the employers’ preferencelfdnires. Labor costs are proportional
to w(1-s). Thus, in first instance, increasing labor codt lead to a larger proportion of
T-workers in the workforce, and higher turnover Ire ttabor market. This may help
YWD, but it is not a sufficient condition. Its imgtadepends also on the relative cost of
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retaining a young, previously hired, individual \eying him off and hiring a new one in
place. Such a detailed information is not available some extent, the ability argument
helps to clarify the issue. Given that ability askills are unobservable beyond the white-
collar / blue-collar distinction, pay can be ussdagproxy for ability, conditional on skill
level. The assumption that white-collars may be,average, more skilled than blue-
collars (as reflected by their higher pay) is rewdide, also in view of the fact that a
growing number of white-collars are university grates. A simple test is available,
namely the white-collars’ labor costs should exegkteris paribus a positive impact on
the probability that they will be retained, i.eduee workforce disposal compared to the
impact of blue-collars’ wages. Thus, the influerafelabor costs on YWD is indeed
expected to be negative, but less so for the wdatkers than for manual workers.

Another potential identifier is available: the 198&form of the CFL-contract
extended eligibility from age 18-29 to age 18-38 aeduced the possibility of replacing
workers with new subsidized hires at terminationtha&f two-year contract. If the impact
of labor cost were found more stringent after 1994yould mean that the expected
negative impact of the reform on new hirings prisvaver the ability issue. The test does
not reach significance, hinting at the modest mrfice of ability on the employers’
decision to “dispose and replace”, an additiongiuarent against the skill mismatch
hypothesis discussed in the previous par. Themethd, instead, affect the modal age of
new hires, increasing it from 21-22 to 23-24.

Consider now workforce flexibility. Flexibility valy increased in the observation
period. It is, however, almost impossible to measitirat the micro-level: ISTAT, the
Italian statistical institute, counted 48 differéyppologies of working contracts utilized in
the early 2000'$*, and no such data are available in our or anyr@&Risting dataset. In
its place we use the regional macro indicator ekibility, the share of short initial
employment spells (< 12 months) on all hirings ofiyg workers, depicted in fig. 3.

From a theoretical perspective flexibility can bewed as a component of labor
cost. As with labor cost, the impact of flexibilign YWD is twofold and in opposite
directions: on the one hand a high degree of contlexibility — de factoa reduction of
labor cost - will have a positive impact on the aehiring rate, and may reduce the
employers’ incentive to increase turnover. On tltigeo hand, the mere availability of
flexible contracts will ease worker dismissal ornicés perceived profitable. Here too,
untangling the influence of flexibility from thaf tabor cost is not a trivial task. Overall,
we may expect a modest influence of flexibility workforce disposal, but it is difficult
to predicta priori which of the two opposite effects will prevail (asll be seen, its
negative impact is robustly evident). The case amitBern Italy helps to provide part of
the answer: its industrial structure is more fragted and based on small firms than in
the rest of the country, a fertile ground for taxagion and illegal labor practices,
sanctions are difficult to impose, the grey-blackreomy is more pervasive. One might
say that disrespect of the legal system pervades mectors of the Southern economy
and styles of life. Therefore additional “legalBcognized” flexibility of the labor market
should be less valued than in the rest of the ¢guim fig. 3 our macro- indicator of
flexibility for the South shows none of the upwadrend characterizing the other Italian
regions. As a consequence, also labor costs oodbe tess crucial for labor demand in
the South, due to the proximity of a variety of sidlegal practices. In line with

2L ISTAT, Nuovi contratti di lavoro, Roma (2002).
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proposition (iv) of the nutshell model, we expdwt impact of labor costs on workforce
disposal in the South to be less negative thanhen @entre-North. Here too, this
differential can be tested via an interaction duniratgween labor cost and the South.

A few words clarify the nature of two important \doles, MOB and DUR,
characterized by weak (time distant) elements dbgeneity.

(i) Mobility (MOB). In principle, the two-way causal relation betwesobility and
survival is beyond doubt: movers survive longemttstiayers. At the same time, low
(expected) survival may provide the incentive tovendor the best, more endowed,
individuals. The problem is one of measurement:pesviously explained, we sort
individuals who have been employed all the timéhwhte same firm vs. those who have
moved at least once, and use mobility defined tifems one defining dimension of our
cells. If MOB were treated as endogenous, it would erroneoughyyithat a job change
occurred at yeart & 1) can be explained by survival many years léday, at t=10). On
the other hand, survival is explained by the indiinals’ previous history, mobility being
one of its attributes. In spite of its weak endagn MOB may be correlated with the
residuals of the equations where it appears im.ths.: this being the case, it will have to
be instrumented. We have a descriptive probit mssgo@ onMOB, aimed at showing the
extent to which initial conditions (age at entryeay of entry, geography, industry,
initial job duration, initial wage) explain the tifent status of movers and stayers, as
defined here.

(i) Duration of first job spellDUR). While it may reflect individual characteristias
the beginning of one’s career (people who have lad®e to secure a “long” first job
duration may be sorted according to their abilitynust be treated as exogenous. As a
matter of factDUR is robustly influenced by several pieces of legish aimed at
increasing contract flexibility (fig. 3). Moreovahe duration variables — specific to each
individual's year of entry — catch also the inflgerof the business cycle.

The model is robustly over-identified.

Eg. 1 = A SURW includes one endogenous variable in the r.i.&QOST). More
restrictions than necessary are available, provigedhree regressors reflecting policy
changes appearing in eg. (3) — to be describedvbel@and by two additional exogenous
variables €PI> and UNEMPL> appearing in eq. (2FLEX, DUR, MOB, AGE, SKILL,
ENT-YR MFG, GEO, W-PART are the relevant exogenous variables. All are- self
explanatory except the last on&-PARTis intended to catch the impact of women’s
labor market participation as potential competitafrgoung males.

In view of its weak endogeneitiJOB could be correlated with the residuals: if thishis
case, it will beinstrumented by the standard deviation of initidlges \W_DEVST),
which turns out to be an appropriate instrument.adidition, we make use of three
identifying interactionsLCOSTF(SKILL = white), LCOSFSOUTH LCOSTF 1994 aimed

at disembodying the joint impact of labor cost #8edibility, as explained in par. 4.2.

Eg. 2 = WAGE is in reduced form as it includes no strictly egenous regressors;
MOB, lagged and weakly endogenous, appears in.th& in order to explain the wage
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differentials between stayers and movers. As abeeewill test for potential correlation
of residuals and/OB, and proceed accordingly if necessary. Additiaeagenous and
self-explanatory variables aMFG, GEO, SIZE AGE andSKILL We also introduce as
covariates three policy variableIAXRED CFL-NORTH CFL-SOUTH that must
appear in the labor cost eq. (3) wheMAGE> is the main (endogenous) regressor: if
they turn out to have no significant impact dWWAGE> - as they do -, their significance
in eq. (3) will be strengthened.

Eq. 3 = 4 COS™P includes one endogenous regres$¥AGE in the r.h.s. Additional
explanatory power is provided by the three exogsmnariables corresponding to the
timing of legislative programs aimed at reducingiyg people’s labor costIAXRED
CFL-NORTH and CFL-SOUTH. Other exogenous and self-explanatory variables a
MFG, GEQ, SIZE AGE

5. Estimation

5.1 Results
All regressions are weighted by cell size.

Eq. (2): It is convenient to discuss first th&/AGE> equation: it is as a linear
function of exogenous regressors, one of whictMBB is weakly endogenous. The
results are in line with standard priors. Skill (e, age (25-30) and, to some extent,
firm size confirm their expected positive impact wages. The price inde€Pl and
UNEMPL are respectively positive and negative, and higigyificant. In spite of its
weak endogeneityylOB turns out to be correlated with the residualss instrumented
by W_DEVST but yields a non-significant coefficient. The déardummies reflecting
policy changes in the hiring rules of young workd@L-NORTH CFL-SOUTH
TAXRED are non-significant in this equation, strengthgntheir role in theL.-COST
equation (3), whereWAGE> is the leading explanatory variable.

Tab. 8. Estimated models.

2SLS (IV) v oLS Probit Probit
Dependent variablegt-values in script)
A SURV (1) WAGE (2) L-COST (3) MOB (4) MOB (5)
CONSTANT -0.043 39.453 -10.959 1.048 0.980
-3.79 0.20 -5.30 22.13 21.41
FLEX -0.310
-2.49
L-COST_HAT -0.000037
-4.31
L-COST_HAT*WHITE 0.00002
-2.64
L-COST* 1994 0.00001
n.s.
SKILL (WHITE) -0.0022 118.760 2.222
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n.s. 11.69 1.79

MFG. -0.00007 11.512 -1.184 -0.028 -0.087
n.s. 1.63 -1.30 -1.32 4.26
NORTH 0.015 -8.481 33.922 0.336 0.350
4.42 -0.22 29.13 14.72 15.58
CENTRE 0.016 -18.101 29.310 0.123 0.130
4.02 -0.74 21.66 4.53 4.84
L-COST_HAT*1994 0.000004
n.s.
L-COST_HAT*SOUTH 0.00002
251
L-COST_HAT*CENTRE 0.000004
n.s.
MOB 0.0413 -286.310
4.38 -1.28
DUR3 12 0.0042 0.051
3.82 1.75
DUR12 0.0183 -0.577
6.95 -21.93
AGE22 25 0.0008 5.163 0.531 -0.157 -0.192
n.s. 0.41 0.51 -6.44 -8.03
AGE25 30 -0.001 45.129 2.969 -0.261 -0.264
n.s. 2.96 2.58 -10.34 -10.49
E1988 0.001 -0.130 -0.126
n.s. -2.70 -2.66
E1989 0.001 -0.097 -0.070
n.s. -1.92 n.s.
E1990 0.003 -0.161 -0.116
1.93 -3.11 -2.27
E1991 0.001 -0.120 -0.290
n.s. -2.22 n.s.
E1992 0.002 -0.152 -0.699
n.s. -2.64 n.s.
E1993 0.002 -0.135 -0.029
n.s. -2.21 n.s.
E1994 0.003 -0.091 -0.017
n.s. -1.52 n.s.
E1995 0.003 -0.049 -0.068
n.s. -0.90 n.s.
E1996 0.002 -0.062 -0.076
n.s. -1.09 n.s.
E1997 -0.0012 -0.129 -0.004
n.s. -2.37 n.s.
E1998 0.002 -0.167 -0.063
n.s. -3.04 n.s.
E1999 0.001 -0.242 -0.096
n.s. -4.64 -1.87
E2000 0.000 -0.428 -0.225
n.s. -8.23 -4.39
E2001 0.011 -0.632 -0.428
2.21 -11.99 -8.25
E2002 (dropped) -0.997 -0.75
-17.82 -13.69
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A W-PART 0.00085

3.65
A W-PART*NORTH -0.00061
-2.63
A W-PART*CENTRE -0.0001
n.s.
SIZE*MEDIUM 16.466
1.81
SIZE*BIG 27.244
0.64
CPI 3.086
18.94
UNEMPLOYMENT -4.333
-3.21
CFL CENTRE-NORTH -10.406 -23.771
-0.61 -12.70
CFL SOUTH 5.569 -17.803
0.23 -6.67
TAXRED -18.894
-8.44
WAGE 1.345
221.43
W-INITIAL -0.0013
-8.63
OBSERVATIONS () 9774 2979 576 20177 20177

(') The number of observations varies across theifagions (1) — (3) depending on the
disaggregation allowed by the regressors: for mc®alabor costs cannot be calculated
by firm size, mobility and job duration, leaving Ipn576 observable cells for the
estimation of eq. (3).

(") TheMOB probit equation is estimated on individual data.

Eq. (3)LCOST the explanation of labor costs rests almost elytin <WAGE>,
with a regression coefficient equal to 1.35: 0.85he average rate of social security
contributions on gross wages. Whil&VAGE> is endogenous, its regression (2) is
specified in reduced form: as a consequence OliR&sts of eq. 3 are unbiased even if
<WAGE> is directly used as regressaorlieu of its predicted valueAge, skill level and
geography display their expected impact. More irtgouty, all three dummies reflecting
policy change — the CFL contract in the NorttCHL.-NORTH>) and in the South
(<CFL-SOUTH), and the generalized tax reduction in favor mpyers located in the
South TAXRED - are highly significant with the expected negatsign, reflecting their
contribution to the reduction of labor costs beftihe early Nineties when the main
reform changes were implemented. The impact of Gk& contract in the South is
smaller than in the North, due to the contemporasewvailability of the generalized tax
rebate for Southern ltaly.

Eqg. (1): A SURV> is the change in each cell’'s survival in yedr Hg. (1) is
estimated by 2SLS, using the predicted valued @GS obtained from (3). Labor cost
<LCOST_HATIis, as expected, significantly negative (the ested coefficient is -
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0.000037) The interaction-COST_HAT*WHITHSs also significant and, as predicted by
the nutshell model, with a positive sign (+ 0.000GBus the impact of labor cost gets
almost halved on the white-collars (-0.000037 40020 = - 0.000017), embodying the
positive influence of workers’ ability. Likewise rfahe interactio.COST_HAT*South,
positive and significant (+ 0.00002), which conf&rthe hypothesis that labor costs in
Southern Italy carry less weight than in the refstitaly (- 0.000037 + 0.00002 = -
0.000017). The interactionCOST*1994— aimed at catching the potential influence on
survival of the measures introduced to the CFL ramttin 1994 - is, instead, non-
significant. Such a negative inference is not catgty unexpected in view of the fact
that, by 1994, the utilization of CFL contracts tetlined compared to the late Eighties
when it was at the peak of its popularity (in 13838% of all hires of young people were
CFL'’s, and only 14% in 1994).

The FLEX macro-variable has a robust negative impact onalr(the estimated
coefficient is -0.31), suggesting that the increas$eflexibility helps the process of
workforce disposal. The potential opposite influena increased hirings appears to be
negligible.

MOB has a strong expected positive impact on survivalvers do much better
than stayers (+ 0.0413 corresponding to 4.1 p.mwamager SURV)?? The same holds
for the duration variabl®UR12 (coefficient = + 0.0183, i.e. 1.83 p.p. on average A
SURYV). As pointed out, thBUR variables catch also some of the business cybtetef
in expansionary years the frequency of initial itkat lead to “long” job durations is
significantly higher than in years of low activity.

Age and industry are non- significant while the ggaphical dummies reflect the
higher survival of the North and Centre comparedht South. Last but not least, the
change of women’s entries in the labor market Y&!-PAR™P) positively affects young
men’s survival in the South and Centre — a remdekablthough slight, signal of
complementariety. Complementariety appears moggléran the North.

MOB (egs. 4 -5): a useful appendix to the model iviplexd by a linear probit regression
of the mobility dichotomous variable, estimatedwo versions that tell identical stories
from different perspectives. In the first one (éjjthe first job duration BUR> variables
enter as regressors, but initial wag&8 4NITIAL> are left out; in the second one (eg. 5)
the former are absent while initial wages are pres&he coefficients of all other
regressors entering both versions are almost iwntin eq. 4DUR12+ displays a
robustly negative sign, implying that a “good” $tarovides incentives not to leave one’s
job. Similarly, in eq. 5W_INITIAL is negatively signed, suggesting that low inialges
enhance mobility. DUR12+ and/_INITIAL are two sides of the same story and lead to
similar behavior: a “good” start carries, on averatglatively high initial wages, and
hence workers will refrain from searching altermatoptions. The order of magnitude on
the predicted probability of mobility is roughlyetsame: - 0.58 for DUR-12 (expressed
as a dummy), and - 0.70 (= - 0.0013 * average ahigay of 580 eu/month) for
W_INITIAL

22 MOB is correlated with the residuals and instrutedrby <W_DEVST>.
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Other regressors likAGE, GEO and MFG are significant and in line with our priors

(very young workers are more prone to mobility thaa less young; mobility is higher in

the North; it is also higher in the service indiestrthan in manufacturing). Finally, the

YR_ENTRYariables have an interesting pattern that, toesertent, reflects the business
cycle: at the beginning — the expansionary endhefiighties - they display a significant
negative sign hinting at lower mobility; approadahithe downturn of the early Nineties

the coefficient loses significance (hovering arowsto) implying a higher degree of

mobility during the recession. In the last threeargeof observation, 2000-02, the
increasingly large negative signs reflect, by cartdion, the fact that late entrants have
less time to take the mobility option.

5.2. Some quantification

Quantification of the impact of the main regressors A SURV may be assessed
considering the contribution of each to the prexich SUR/ . Tab. 9 exemplifies the
contributions for a selection of cells. Mobility §itvely impacts onA SUR/ more than

any other single factor (rows 1, 2, 3, 4; in rowfsere mob = 0A SURY/ is much more
negative than elsewhere). Labor cost and flexjbdiintribute negatively to survival, the
weight of the former being somewhat larger thanléteer for the blue-collars. For the
blue-collars the average contribution of labor ceish labor market flexibility is roughly
equivalent (with opposite sign) to that of mobil{tpws 2 and 3). Somewhat less for the
white-collars (row 1) where labor cost embodiespbsitive influence of ability. Also in
the South (row 4) the impact of labor castiffinteractions) is smaller than elsewhere, in
line with our priors. The “long” duration of onefgst employment spell (12 months +)
reduces survival by less than one half than mgbiihd the intermediate duration (3-12
months) by one tenth. Row 2 shows the strong negatpact of very short job duration
(<3 months), almost as large as no mobility (row Gjher regressors with a non-
negligible, but smaller impact, are not displayed.

The explanatory power of the model can be alsodsessed by the distribution of the
residuals defined by the difference between obsestgvival and estimated survival
(denoted bySURV_RES)JESURV/(t) SUR?(t). Notice that theSURV_RESesiduals are
not those of the\ SURVregression, which estimates the difference of sahetween
(t) and (t—1). The latter must be “integrated” irder to obtain an estimate of survival
SUR\?(t) at any given yedt Fig. 13 depicts the distribution dBURV_RESfor the
complete sample (weighted by the numerosity of ezah), while fig. depicts the time
variation of ASUR?(t) - the elements that, once “integrated”, yield gsimate of

A

SURY.

% The A SURV regression yields - for each cell - a sequenceediduals <1988-1987>, <1989-1988>,
..... <2002-2001>. “Integration” amounts to additige terms of the sequence (as many terms as tke tim
span over which survival is estimated).
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Tab. 9. Contributions of the main covariates to theestimate ofASUR\7 for a selection of cells
(contribution = b* regressor mean ). Benchmarks: [age 19-22; dur < 3; south; mob = 0)

ZAN -
|_cost™ cum dur dur - centre  north  const CELL

7 N
ASURV flex | _cost interactions 12+ 312

25-30

MFG

1 -.0086 -.0187 -.0260 -0175 .0413 .0183 .0149  -.0428 NORTH
WHITE

12+

19-22

MFG

2 -.0247 -.0187 -.0159 -.0204  .0413 .0149  -.0428 NORTH
BLUE

<3

22-25

MFG

3 -.0209 -.0187 -.0148 -.0184  .0413 .0043 .0159 -.0428 CENTRE
BLUE

3-12

22-25

MFG

4 -.0090 -.0187 -.0121 -0077 .0413 .0183 -.0428 SOUTH
BLUE

12+

25-30
SERV
CENTRE
WHITE
12+
MOB=0

5 -.0352 -.0164 -.0234 -.0106 0 .0183 .0159 -.0428

-4 -2 0 2 A4 .6
(observed survival - estimated survival)

Fig. 13. Histogram of differences between observesirvival and estimated survival.
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Fig. 14. Cell: manufacturing, north, age 25-30, fist job duration 3-12 months, mobility = 1, white-

collars. Estimated A SUR?(t) values multiplied by 10.000. Adding together (“intgrating”) yields
-0.204, i.e. estimated survival 1987-2002 equal 1o 0.204 = 0.796.

6. Self-selection and truncation behind the door?

6.1. Self-selection

A problem of self-selection could be raised in aaction with our measurement
of “disposable” workforce. The individuals whom wensider “disposed” once they
leave the panel and are no longer observable coufatjnciple, be entering the world of
big business (excluding self employment, which weotdserve and account for), or the
political arena, on a path of upward mobility.

The first counter-argument is that the large majooif the quickly “disposed”
individuals have had very short initial employmespells and are in the lowest
percentiles of the wage distribution. This strongiggest that, by enlarge, early disposal
has very negative connotations. Which is not sigffit to exclude self-selection, but
points in this direction.

The second argument integrates the previous one.s®ect the subset of
individuals who have “survived” in the first fiveegrs of career, and observe their wage 5
years after their first job spell. Some of the ekld workers may have had
unemployment spells of various length in the couo$etheir initial 5-year career.
Deflated post-5-year wages are regressed agaipsvdhables that define the cells,
including mobility (tab. 11). Here self-selectionaynarise, but works in the opposite
direction, strengthening our conclusion: the indials included in this sub-sample are
the “lucky” ones who have not been disposed in fitret 5 years of career and the
significance of the initial job spell on post-entsages could be hidden by the selection.
But it is not: a good start at entry (employmerglisp>12 months) is very significant and
yields a premium of 53 EU/month over the shortezllsp The premium of a good start
(12+ months) may, at first sight, appear small. Bete we are imposing a strong
restriction: even the bad starts must last at |8agears, i.e. we select out the worse
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starters who get “disposed” before reaching thee&-yseniority in the labor market.
Wages react positively to a long (12+ months) ahidimployment spell, and increase with
the workers’ age. Geography and industry reveal sheme impact as in eq. (2).
Additional controls are introduced to account floe impact of job-to-job mobility. Not
only do we distinguish between stayers and mo\ars,for the latter, we also take into
account the firm size of origin and destinatiorha last job change (there could be more
than one¥* Movers do better than stayers on almost all cothtse who switch from
smaller-size firms to larger ones top the list afge premium&® Finally, the year of
entry reflects well the ups-and-downs of the bussneycle: entry in 1987 yields the wage
premium earned five years later, in 1992, the lasr of expansionary cycle. The
premium is zero as 1987 is the benchmark. From dmeras the economy moves into
recession, the premium becomes progressively nvegataching the bottom in 1994,
five years after entry in 1989. By 1997-98 (cormufing to entry in 1992-93) the
recovery is under way and the wage premium is ldacthe 1992 level. In 1994 the
Italian economy turns again into recession andvage premium becomes negative once
again.

To conclude, there seem to be good reasons todexskif-selection.

Tab. 10. Weighted OLS regression on real wages 5ays after first job entry .

Coefficient t-value
A W-PART -0.24 -0.9
A YOUTH-PART -9.00 -2.2
AGE 22-25 40.18 4.7
AGE 25-30 108.11 12.6
NORTH 156.27 19.6
MFG -88.42 -11.6
DUR3-12 16.76 1.6
DUR12 52.47 5.4
STAYER 63.42 6.8
BIG_TO_BIG 304.96 28.9
BIG_TO_MED 138.29 6.8
BIG_TO_SMALL 68.87 2.7
MED_TO_BIG 222.29 13.6
MED_TO_MED 106.31 10.8
MED_TO_SMALL 35.30 2.2
SMALL_TO_BIG 190.84 11.6
SMALL_TO_MED 74.38 5.3
E1988 -22.57 -1.6

% This multiplies the number of original cells byfactor of 9 (3 x 3 firm sizes), but, as done befave
retain only those that are left with at least 3viduals (2922).

% The mobility pattern yields the following statisilly significant ranking: SMALL-SMALE is the
benchmark, at the bottom of the list. TH&I&-BIG> change tops the list (305), followed by:
<MED-BIG> 222, SMALL-BIG> 191, BIG-MED> 138, MED-MED> 106, <SMALL-MED> 74, BIG-
SMALL>69, <STAYERS 63, {MED-SMALL> 35. As mentioned above, not surprisingly, switcteelarge-
size firms are the most profitable. Similar resuitre found in a previous study on data of the ssouece
(B, Contini and C. Villosio, 2005).
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E1989 -52.65 -3.5

E1990 -40.19 -2.7
E1991 -44.70 -2.8
E1992 -2.35 -0.1
E1993 9.09 0.5
E1994 -25.86 -1.6
E1995 -29.92 -1.9
E1996 -42.41 -2.8
E1997 -38.13 -2.5
CONSTANT 801.41 45.8
OBSERVATIONS 2922
ADJUSTED R-SQUARED 0.4401
ROOT MSE 184.25

6.2. Truncation

Truncation at the end of the observation periodcdtopward bias the estimate of
workforce disposal for those entering in the lateetles. Bias would lead to lower
survival for the most recent entries as comparettidse occurred earlier. This is not the
case, as tab. 12 below shows. Survival in the #rs¥4 - 7 years of career of those who
entered the labor market in the mid Eighties iscahidentical to what is observed for the
younger entries that follow til 1997. Entrants i®9% survive longer than their
predecessors, an exception that strengthens onir. fie survival of workers aged 19-22
at entry are displayed separately, but the patteitientical. The impact of the recession
is also evident: individuals hired in 1992 havewaér survival rate than all the others (in
script). Similar patterns obtain as we disaggreffagedata by industry and geographical
location.

Tab. 11. Survival 2, 4, 7, 10, 12 years since laborarket entry. All ages.

Year of entry t+2 t+4 t+7 t+10 t+12
1987 91 .90 .87 .86 .84
1989 .90 .88 .87 .84 .82
1992 .89 .87 .84 - -
1995 .94 .92 .86 - -
1996 91 .87 - - -
1997 .90 .85 - - -

Tab. 12. Survival 2, 4, 7, 10, 12 years since laborarket entry. Age 19-22.

Year of entry t+2 t+4 t+7 t+10 t+12
1987 .92 .92 .89 .87 .86
1989 .94 .93 .92 .89 .87
1992 91 .90 .89 - -
1995 .96 .95 .89 - -
1996 91 .88 - - -
1997 .92 .88 - - -
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7. Conclusion

“Very long” unemployment is not just “long”: weedealing with 10-20 years of
absence from the official labor market of peopleowiere young at the beginning of
these spells, and are in their thirties, fortieganly fifties when we observe them. Nor is
“‘unemployment” officially registered unemploymetite majority of these people may
be active in the unobserved, black economy, arglribt clear how they will report their
status to the Labor Force Survey interviewers. Senaemodest number in our view —
may have become inactive or simply “discouraged’veay small lot has reached
retirement age by the time we observe them, foreigrkers (some may have returned to
their home country) are excluded from our data, #redrentiers cannot be numerous.
Thus we use the term “extended unemployment” ttudecall these categories, although
“out of official employment” might provide a bettdenomination.

The overall picture is sufficiently clear: workfercdisposal is evident and
dramatic for its consequences on lifestyles andakspcoblems. In addition it points at a
huge long term under-utilization of working capgcifA conservative estimate of the
average duration of extended unemployment in 26G20ise to four years, four times as
large as estimated from LFS and /or ECHP.

Regression analysis does a fairly good job at aagctihe medium run impact of
several factors: labor cost dynamics, flexibilityporkers’ age, initial entry conditions,
business cycle, mobility. A fully structural expéion of the - by now 25-years long -
process of workforce disposal is out of reach lhar time being. It would have to include
the main long run supply-side factors takingbask tothe Seventies, the crucial years
preceding the early stages of YWD, that would bemeantk its development.

The long run development of worker disposal wadeflidy a sequence of labor
market reforms initiated in the mid Eighties andsued ever since, aimed at enhancing
youth employability with the introduction of highfiexible and often subsidized working
contracts. To some extent the reforms sanctior@d@ess which was already under way.
And, to a large extent, they have failed to atth#&ir objectives.

37



APPENDIX 1 — Labor supply in a dual economy

Fig. 13 depicts how the labor market operates wiremddition to the regular
(official) economy that includes permanent and terapy jobs (there is no need here to
keep the two types separate), there is an irreggdanomy, black or grey, which is
undetected in labor force surveys. D-reg is the ateinschedule of regular jobs
(permanent and/or temporary), w* being a minimungevaquivalent negotiated at the
institutional level (in Italy there is no mandateshimum wage); D-irr is a very elastic
demand schedule of the irregular economy. LS isrlahpply (total labor supply = OD).
OB are the regularly employed persons. Those whoada@et hired in the regular sector
at a wage equal to w*, can find a job in the irleageconomy at lower pay (w**), up to
the intersection of demand and supply (BC is theginlar employment); the remaining
CD represent the unemployed.
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Fig. 15. Labor demand and supply with regular andrregular economies.
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