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Motivation: Persistently high unemployment in several 
advanced countries in the aftermath of the financial crisis
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Are labor market rigidities leading to persistently high unemployment rates?
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Past literature

• Influential studies emphasize the link between labor market rigidities 
imposed by protective labor market institutions and rising unemployment 
(e.g. OECD, 1994; Siebert, 1997; IMF, 2003; Nickell et al., 2005) 

• The focus in this literature is to explain broad movements in unemployment by shifts in 
labor market institutions. 

• Typical variables: trade union density, employment protection legislation, unemployment 

benefit replacement rate, tax wedge, active labor market policies, minimum wages. 

• However, several empirical studies have shown that the empirical evidence 
for the rigidity view is modest at best (e.g. Howell et al., 2007; Baccaro, Rei, 

2007; Stockhammer, Klär, 2011; Stockhammer et al. 2014).
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“

OECD (2014): Glossary of  Statistical 
Terms. 

https://stats.oecd.org/glossary/
detail.asp?ID=2580 

   Structural unemployment is the rate of  
unemployment consistent with constant wage inflation 
(non-accelerating wage rate of  unemployment 
(NAWRU)), or constant price inflation (non-
accelerating inflation rate of  unemployment (NAIRU)), 
given current economic conditions.“ 

Theoretical level: How has the NAIRU developed in 
advanced countries over recent years?
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Revisions and end-point-bias: 
The pro-cyclicality of the Commission’s NAIRU estimates
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Main motivation for empirical application

• Assess the impact of labor market institutions on unemployment in advanced countries, while 

controlling for other factors that might affect unemployment 

• Empirical strategy 

• Estimate reduced form NAIRU models (common in the literature) 

• regress unemployment on change in inflation + controls for labor market institutions and 

macroeconomic factors 

• Assess whether commonly used ‘NAIRU’ estimates are a good proxy for ‘structural unemployment’ 

• Main contributions (going beyond the existing literature) 

• Using a comprehensive set of macroeconomic and institutional variables 

• Accounting for a longer time frame 

• Larger OECD country group 

• Additional robustness checks 
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Basic econometric strategy

• LMI… Variables related to labour market institutions 

• C… additional controls 

• Both country-fixed effects and time-fixed effects are included. 

• Prior step: 
• Testing for cointegration (Maddala-Wu): OLS & fixed effects are consistent. 

• Two estimation strategies: 
• Baseline: OLS + Fixed Effects with panel-corrected standard errors (Beck, Katz, 1995) 

• Check: First difference estimator (annual data and five year averages)
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Panel data: 24 OECD countries, 1985-2013
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Baseline results 1985-2011
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Findings

• LMI variables underperform in explaining ‘structural unemployment’ 

• Most LMI variables signed as expected but not statistically significant across 
specifications 

• Cyclical variables are important determinants, especially capital accumulation 

• Are these econometric baseline findings robust? 

• Extension and robustness checks
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Introduce broad set of robustness checks

• Implement variations in the dependent variable 

• Use Kalman-filtered NAIRU estimates from the OECD as dependent variable (to proxy for 

‘structural unemployment’). 

• Analyze impact of variations in the country group 

• Introduce lag specifications 

• Main argument: Institutional changes tend to affect the NAIRU with a lag 

• Finding: No evidence for importance of lags 

• Consider interaction terms 

• Main argument: LMIs should be expected to have an effect on (structural) unemployment 

through their interactions 
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Economic relevance vs. statistical significance
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Conclusions

• Need to rethink the standard “NAIRU-story”, according to which increased 

unemployment is mainly a problem of rigid labor market institutions 

• LMIs do have an impact, but it is comparatively smaller than the impact of 
macroeconomic factors 

• To understand the development of unemployment, researchers and policy-

makers should mainly look at aggregate demand 

• Stimulating investment as top policy priority
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