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Job Competition and Entry Wages of Highly Educated Workers:

Arethere Differences between Great Britain and Finland?

Non-technical summary

Entering the labour market in a recession may Isabstantial effects on the earnings
of graduates: when competition for jobs is highwrentrants in the labour market
might be willing to accept comparatively lower wade secure the job. For example,
it has been found that in Canada college graduate=ing the labour market in a
recession suffer significant initial earnings lagsehich may last up to ten years in
their working careers.

We might expect entry wages of graduates to besleded to the conditions of the
local labour market in countries where wages aregdly negotiated between the
employer and the employee; in countries where absdd wage contracts play a
more important role, such correlation is likelylde much smaller. Here, wages of
graduates might be more protected in case of dawntu

We analyse this hypothesis by comparing Great iBraad Finland. We measure the
condition of the local labour market (job compeitity by the unemployment rate of
graduates and by the rate of employed graduatesgerygin on-the-job search. We
estimate models that are as similar as possiblevenghe data available — across
these two countries. Hence, if the estimated waggact of job competition varies

significantly between Great Britain and Finlande ttifference can be (indirectly)

related to differences in collective bargaining tegss. We expect higher job

competition to be correlated to lower graduate wageboth countries; but we also
expect a larger correlation in Great Britain tharfinland.

The results suggest that the condition of the Itedabur market matters: an increase
in employed job search has a depressing effectinoly ages of graduates in both
countries. The impact is small in both countries, las expected, it is smaller in
Finland than in Britain. A one percent increas¢him search rate of employed people
decreases entry wages of graduates by about 5c@mtein Britain and by only 1
percent in Finland. In Britain, entry wages oftiligeducated people do not seem to
be affected by the unemployment rate, while in&ndl also a one percent increase in
the unemployment rate decreases entry wages afigesiby 1 percent.

Overall, the results show that competition for jdizs a bigger negative impact in
Britain than in Finland; thus suggesting that inumbies with more centralised
bargaining systems the negative impact of high gommpetition in the local labour
market is somewhat mitigated.

Finally, in Britain the relevant measures of jobmgetition are at the regional level,
and entry wages of graduates do not seem to betedfédy job competition in other
regions. In Finland, job competition in other s also matters, indicating that
centralised wage bargaining makes the wage saftingesses in regions dependent
on the labour market conditions in other regiorts to



Job Competition and Entry Wages of Highly Educated Workers:
Arethere Differ ences between Great Britain and Finland?”*

Sanna-Mari Hynninen

Simonetta Longhi

Abstract

This paper analyses the impact that local labourketaconditions have on entry
wages of highly educated workers in Great Britama &inland. In both countries,
workers entering the labour market in regions w(tm periods of) tighter job
competition obtain lower wages. Competition frompéoyed job seekers has a
negative impact on entry wages in both countriedilen competition from
unemployed job seekers has a negative impact onRiriland. Overall, the wage
elasticity is larger in Great Britain than in Finth suggesting that centralised
collective bargaining might mitigate the impacttthacal labour market conditions
have on entry wages.
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1. Introduction

Labour market conditions at the time of graduatioaty have substantial effects on
the earnings of graduates. New entrants in theulamarket face competition for

jobs from both employed and unemployed job seeké&/ben competition for jobs is

high, new entrants might be willing to accept corapigely lower wages to secure the
job. Using Canadian employer-employee data forpémeod 1982-1999, Oreopoulos
et al. (2008) find that college graduates entetimg labour market in a recession
suffer significant initial earnings losses, whichaynlast up to ten years in their
working careers. In countries where wages arefjfyi bargained at the central level,
however, such correlation between job competitiod the bargaining power over
wages might be rather small compared to countrigis more decentralised wage
setting (Holden 1998; Albaek et al. 2003; Faggio Bickell 2005).

This paper analyses the impact that the conditadrtbe local labour market
have on entry wages of graduates in two countriés avfferent welfare systems and
wage setting processes: Britain and Finland. lmaBy, wages are often negotiated
between the employer and employee while in Finlzamdtralised wage contracts, with
some room for flexibility, play a more importanied We estimate models that are
as similar as possible — given data availabiligcross these two countries. Hence, if
the estimated wage impact of job competition vagemificantly between Great
Britain and Finland, the difference between thailtsscan be (indirectly) related to
differences in collective bargaining systems.

The results show that in both countries worketeramg the labour market in
regions with (or periods of) tighter job competitiobtain comparatively lower wages,
and that the overall wage elasticity is larger ne& Britain than in Finland. In Great
Britain competition from employed job seekers haslatively large negative impact
on entry wages, while competition from unemployeld geekers does not seem to
have any statistically significant impact on wagdsnew entrants. In Finland,
competition from both employed and unemployed jebkers has a negative wage
impact, but this is small in both cases. In additiin Finland labour market

conditions in neighbouring regions affect wage$is®Buggests that in countries with

! Clearly, the difference between the two countigesot always clear-cut. For example, in Britain
central bargaining is common in the public seceg.(in education). In Finland, wage offers are
negotiated at the centralised or at the union Jeivel with possibility for individual wages to vary
particularly for the highly educated, according fior, example, the effort exerted at work (Heikkila
2004).



centralised collective bargaining systems locablatmarket conditions might have a
smaller impact of on entry wages.

Before illustrating the data used and the modstsnated, the next section
provides a short summary of three strands of liteearelated to this analysis.

2. Background

By relating wages to the conditions of the locélolar market, this paper is indirectly
related to the Blanchflower and Oswald’s (1990,4)9®age curve literature, which
finds a negative impact of the regional unemploynrate on wages. Because this
elasticity has consistently been found to be cliwse0.10, it has been labelled by
Blanchflower and Oswald (1994, 2005) an “empiri¢alv’, and has therefore
generated a large number of replications (see Mifkand Poot 2005 for a systematic
review of the empirical wage curve literature). isTipaper differs from the wage
curve literature in that it focuses only on higlelgucated workers who are entering
the labour market. Most wage curve estimationateelvages to the total regional
unemployment rate; only Kennedy and Borland (208§))mate wage curves using
education-specific models and unemployment ratéifl, fsxding a statistically
significant negative relationship.

The wage curve is based on a spot market modelyhith wages are
continuously renegotiated depending on the curcentitions of the labour market.
In this case, it is the current unemployment ratectv should have an impact on
wages. The literature suggests other ways in witietconditions of the local labour
market might affect wages (see Malcomson 1999 foevéew). If workers are not
mobile, the full-commitment risk-sharing model, wvhich initial wages and
subsequent wage increases are negotiated at thenimegof the contract, suggests
that it is the labour market conditions at the tithe worker was hired that matter.
When workers are very mobile, however, the contimgenegotiated in periods of
improved labour market conditions to avoid workegsits. Hence, the risk-sharing
implicit contract model suggests that wages dependthe best labour market
conditions observed since the worker was hired ({Bea and DiNardo 1991).
Beaudry and DiNardo (1991) and Grant (2003) tesselthree different wage setting
models for the US and find support for the implimintracts model, but not for the
spot market model. McDonald and Worswick (1999)aob similar results from

Canada, while the results of Devereux and Hart {280 the UK support both spot



market and implicit contract models. These studiesvever, are at the national level
and their definition of local labour market is geaghically rather large. Differently
from the previous literature, this paper uses agggghically smaller definition of
local labour market and focuses only on highly eded workers. By analysing the
impact that the current conditions of the locablabmarket have on entry wages, this
paper is consistent both with the spot market aitld tive risk-sharing model.

By focussing on graduates only, this paper assuhagraduates do not face
relevant job competition from non graduates. Tdssumption is not unreasonable.
Clearly, non graduates are unlikely to apply fdygdhat need a degree, but the other
way round is possible. The literature on overetianasuggests that graduates might
be willing to accept non graduate jobs and theeefmmpete with non graduates in
some cases. However, even in these jobs gradomigés be seen as good substitutes
for non graduates, while non graduates might be aséad substitutes for graduates.
If employers prefer graduates to non graduates,petitton from non graduates is
likely to be of little relevance even for those duates who apply for jobs for which a
degree is not necessary. In summary, only othadugites — already in the labour
market — are seen here as directly in competitidh graduates entering the labour
market.

New entrants in the labour market face competifrom both employed and
unemployed job seekers. The literature suggests a@heong job applicants with
similar characteristics, employers tend to preferk&rs who are already employed
(Blau and Robins, 1990). Although there is no diregidence, it is likely that
employers prefer employed job seekers to new dstramnd new entrants to
unemployed job seekers. New entrants might lackark experience compared to
other employed job seekers, but might not carryngative signal of unemployment.

The proportion of job seekers who are already eyl is likely to change
over time: in favourable economic conditions contmet from employed workers
could be even stronger than competition from uneyeal job seekers (e.g. Burgess,
1993; Broersma, 1997; Mumford and Smith, 1999; Basgand Turon, 2003). In less
favourable economic conditions, instead, unemplgyeople are likely to constitute
the largest part of job competition, since for ¢h@gho are already employed it is not
profitable to spend time searching for new jobsd@mson and Burgess, 2000). In
addition, part of employed job search is due to pmrary contracts and to

dissatisfaction with the current job (e.g. Delfgaa@007).



Empirically, on-the-job search constitutes a sagil part of job competition:
among the highly educated the proportion of jolkkeeewho are already employed is
around 65 percent both in Britain and in Finlamtence, in this paper the measure of
job competition includes both unemployed and enmgdiopb seekers, and the results
confirm that it is important to account for thattpaf job competition that comes from
employed job seekers. It can be argued that ofetheearch might be unimportant
since workers moving from job to job increase latsupply, but also labour demand,
through releasing their own jobs. However, theeea least three reasons for which
one might expect the increase in labour supplyetéaibger than the increase in labour
demand. First, the employer might decide not fgaee the worker, so that the
probability of a new vacancy opening as a resujobfto-job moves is less than one;
second, this new vacancy is likely to appear witteky. Third and most important,
not all workers engaging in on-the-job search aieassful in finding a new job: a
proportion of employed job seekers keep searchitiypwt generating any vacancy.

Finally, it might be argued that an analysis ofesat the regional level is not
appropriate for highly educated workers. Graduates likely to rely on national
newspapers or websites to search for a job (e.dieiBd and Taylor, 2002);
furthermore, as they tend to marry later than n@dgates, they have more limited
family commitments and fewer constraints on theogyaphical mobility. On the
other hand, since regions specialise in certaimgtices and economic sectors, job
opportunities are likely to vary considerably asrosgions, thus making the analysis
at the national level inappropriate. This issuedrectly investigated by including
the spatial lag of job competition in the econometnodel, among the explanatory
variables. The results show that in Britain thatsp lags do not have a relevant
impact on the results, thus suggesting that theerngpatial dimension is correct. In
Finland the spatial lags are statistically sigmifit; indicating that the wage effects of

labour market conditions spill over to neighbourregions.

3. Data

For both countries the models are estimated onsestional micro data for the
period 1997-2004. For Britain both the searchsrated the micro data are from the
British quarterly Labour Force Survey (LFS). Faml&nd the search rates are derived

from the Finnish LFS, while the micro data is pdmrd by Statistics Finland.



The British LFS is a household survey conducteartguly by the Office for
National Statistics. The data cover approximafelypercent of the population and is
representative of the whole population of Greatddni The LFS collects data on a
large number of individual and household charasties, employment status,
education, and job characteristics. Although i LS respondents are interviewed
for up to five successive quarters, this analyseps only one observation per
individual, corresponding to the first interviewrfavhich (entry) wage data is
available. The data for Britain includes bothfalhd part-time workers.

The LFS asks questions on job search to both ulogegh and employed
people, thus allowing the computation of the prtéiparof workers engaging in on-
the-job search. The education-specific (i.e. sspfr for graduates and post-
graduates) local unemployment rates and employactiseates are computed from
the LFS using sample weights, and are thereforeeseptative of the population
measures. The number of employed and unemployedgekers is then divided by
the number of people in the active populaticFhese search rates are computed by
guarter and over 18 British regions. The final plamncludes 1,240 individuals with
a university degree and 4,477 individuals with &md of post-graduate education,
from post graduate professional qualifications hid¥.

The data identify both the region of residence #redregion of work, thus
allowing the computation of flows of commuters asgegions. Commuting flows
are rescaled by the population of the region, as®tu without distinction between
qualifications — as a proxy for inverse commutingtahces: a large flow indicates
that it is easy to commute between two regions,lewvii small flow indicates
comparatively larger barriers to commuting.

The data for Finland are a regionally represergali percent random sample
of the Finnish population aged between 16 and 7rsyeérawn from the Finnish
census in 2001. These people are followed baclsvandl forwards from 1975 to
2004 by combining information from labour, taxati@ocial security registers, and
municipal and regional statistics, with the cendata. The data contain variables on
the economic situation, place and characteristiagsidence, family, education and
work.

Concentrating on wages in the first job of peomenpleting their studies in
the period 1997-2004, the final sample include$3,adividuals with a graduate, and
4,441 individuals with a post-graduate degree. Yéwerly search rates based on the



Finnish LFS are computed for 15 regions, calledCdfire regions, according to the
location of the job. For the computation of tharsé rates, the methodology of the
Finnish LFS follows the methodology of the BritisBS described above.

All wage observations for Finland include only $koindividuals who are
defined as full-time wage earners in the taxategisters at the end of the observation
year. The wage income used as a dependent vaisathle average monthly wage in
the year of graduation if the individual is definesla full-time wage earner at the end
of that year, and the wage income for the year #feegraduation otherwise.

For Finland data is available on road distancéwden the centres of the TE-
Centre regions; the inverse square distances atkassproxy for commuting barriers,

where a shorter distance indicates that it is eésieommute between two regions.

4. Modelling strategy and descriptive statistics

Individual-level equations for entry wages are wedi in a Mincerian setting
complemented by several variables capturing the ewaffects of individual
characteristics, industry, sector and regional oi@ct The wage equation for

individuali, with education levet working in regiorr at timet takes the form:

IN Wigrt = 0 + By IN Ugrt + B2 IN @MPert + Baw W N Ugt + Bow W In empg +

[33 Xiert + dt + dr + Ejert (1)

and is estimated separately by country. Monthlgega(vi,{) are at constant prices of
2004, deflated using living costs indicesis the constant termyiy is the education-
specific unemployment rate in regiorat timet; andempg: is the education-specific
search rate for the employed. The unemploymentthademployed search rates
include all highly educated workers, with any leeéllabour market experience, but
are computed separately for graduates and post:giesl Xt IS a vector of
individual and job characteristicdt denotes dummies for yead; are dummies for
regions; ancki iIs a random error term. As already mentioned, liteeature has
consistently found a negative coefficient for tbg Lnemployment rate. Given that
employers are likely to prefer employed job seekersew entrants, and given the
high proportion of employed job seekers, the regjoescoefficient of Irempg is also

expected to be negative and, probably, even ldhger the coefficient of ;. The



business cycle and the fact that high job searcthéymployed implies good market
conditions while a high search rate by the unengaaynplies the reverse, should be
picked up by the time — and regional — dummies.

Although people moving from job to job are expedcte push up wages, one
should notice that only a small proportion of enyeld job seekers will receive a
suitable offer and move to a different job. Thisrget no evidence as to what is the
proportion of employed job seekers who find a fué&gob, and whether this is higher
in periods of growth. What is of interest for tlasalysis of job competition is the
amount of employed and unemployed job seekers ggefor jobs, rather than the
amount of those who are successful in their sefarca job.

The termsWInug andWInemp are the spatial lags of the education-specific
unemployment and employed search rates, i.e. théghteel averages of
unemployment and employed search rates in the beighng regions, and assume no
correlation over time or across education groupke spatial weights iV are the
flows of commuters across regions for Britain, dhd inverse of the squared road
distances across regions for Finland. In case wfsing education-region-time
combinations, the weight is zero, and can be iné¢epl as a situation in which no
new jobs for graduates or post-graduates are &liia that region in that period. In
this case, the region should have no influencehennkeighbours. Finally, since the
spatial lags refer to the explanatory variablethamathan to the dependent variable,
they are not expected to generate problems of emeoiy.

The explanatory variables Mgt include age and its square; dummies for
women, for married or cohabiting, for the present@re-school children (younger
than 5 in Britain and younger than 7 in Finlandy, immigrants, for post-graduates
(as opposed to university graduates), dummiesnfdustries and for fields of study.

For Britain the models also include a dummy for lgubector and one for part time,

% The industry dummies are: A-B: agriculture, hugtifa forestry + fishing; C: mining, quarrying; D:
manufacturing; E: electricity gas & water supplycbnstruction; G: wholesale, retail & motor traée;
hotels & restaurants; I: transport, storage & comitation; J: financial intermediation; K: real dsta
renting & business activities; L: public adminisioa & defence; M: education; N: health & social
work; O-P: other community, social & personal +vate households with employed persons (these
two groups are kept separate for Finland); andy(émt Finland) extra-territorial organizations and
bodies.

The dummies for field of study differ across theotaountries. There are ten groups for Britain: 1:
medicine and medical related; 2: biological scisn@e agricultural, physical/environmental studigs;
math and computing; 5: engineering, technologyhitacture; 6: social sciences, business and finance
7: languages; 8: humanities; 9: arts; and 10: dthrcaFor Finland there are eight groups: 1: etlona

2: humanities and arts; 3: social sciences, busiaad law; 4: science; 5: engineering, manufaajurin
and construction; 6: agriculture; 7: health andfaref 8: services.



while for Finland the models also include dummiessthe state and the municipality
sectors, and a dummy for whether the job startéor&e¢he year of graduation.

The descriptive statistics for the main variabdées shown in Table 1. As
expected, workers with a university degree aréntlifgyounger and earn substantially
lower wages, on average, than workers with a pasitgate qualification. Post-
graduates are comparatively more likely to be redrdr cohabiting (probably due to
age) and more likely to work in the public sectoin Britain, post-graduates are
slightly more likely to hold part-time positions.In Finland, over one third of
graduates and of post-graduates has started dhsibgfore the year of graduation.

For both groups the unemployment rate is rather I&/hile for graduates it is
only 3.1 percent in Britain and 4.2 percent in &id; for post-graduates it is only 2.8
percent in Britain and 3.0 percent in Finland. WMAalues higher than 7 percent in
Finland and 8 percent in Britain, the search rdtaleady employed workers is a
relevant component of job competitionThis is in line with previous research
suggesting that highly educated workers are mdeylito engage in on-the-job
search and suffer lower unemployment rates tharkevsrwith lower education
(Pekkala and Tervo, 2002; Faggian et al., 20070 ,that most hirings are job-to-job —

rather than unemployment-to-job — moves (Pissayritiés4).

Table 1: Descriptive statistics

Degree Post-Graduate Degree Post-graduate

Britain Finland

Average age 33 36 30 31
Female (%) 51.1 53.1 53.3 53.0
Married/cohabiting (%) 38.8 47.8 66.0 67.6
With pre-school children (%) 7.6 7.9 17.0 19.1
Public sector (%) 30.2 46.7 53.6 62.7
Municipality sector (%) 25.0 31.7
State sector (%) 28.6 31.0
Immigrant (%) 16.1 20.4 2.0 1.8
Job started before graduation (%) 31.6 30.1
Part-time job (%) 17.0 18.1

Average monthly wages £1722 £2011€2398 €2744
Unemployment rate 3.1 2.8 4.2 3.0
Employed search rate 8.2 8.0 7.1 7.1




5. Thewage impact of job competition

The results of the empirical models are shown ibld&. The models are estimated
by OLS with standard errors clustered by regiomddgeneity is unlikely to be a
problem in this case, since the analysis is basethdividual data: individual entry
wages of such a specific subgroup of the populagi@unlikely to have a relevant
impact on the aggregate unemployment or job seateh The models in Columns (1)
include only the search rates and the individuaratteristics. The models in
Columns (2) also include yearly and regional dunsmiience controlling for the year-
specific as well as the time-invariant regionaltéas in the wage equations and
allowing for the effects of the search rates toumaffected by these potentially
substantial factors.

In Britain the two specifications — with and witliotime and regional
dummies — yield similar results. While there doe$¢ seem to be any statistically
significant impact of the log unemployment rateveages, the log of employed search
rate is negative and statistically significant iothb specifications, with a regression
coefficient of -0.058. In Finland, the elasticityettveen entry wages and the
unemployment rate is robust across the two spatifies, with a regression
coefficient of only -0.01. Job search of employearkers does not have any wage
effect in the first specification but the effectcbemes negative and statistically
significant in the second specification, with a féegent similar to that of the
unemployment rate: -0.01. This suggests that fghlisieducated workers competition
for jobs has overall a more relevant negative impa@ritain than in Finland, and is
consistent with the idea that the conditions of lteal labour market have a smaller
impact on wages in countries with centralised biargg systems.

In Britain, competition from employed job seekessems much more
important than competition from unemployed peoplEnere is empirical evidence
that — at least in Britain and the US — employeightnprefer to hire employed than
unemployed job seekers (e.g. Burgess, 1993). Rattemployers might rank new
entrants in the labour market after employed jobkses, but before unemployed
people: new entrants do not have the experienoghef employed job seekers, but do
not carry the negative signal which is related neraployment. Maybe because of
centralised collective bargaining, in Finland jobmpetition from employed job

seekers does not seem to be more relevant thanetitionp from unemployed people.



Table 2: Impact of job competition on individual entry wages

Dependent variable: Britain Finland

Ln starting wages (1) (2) (D) (2)

Ln unemployment rate 0.027 -0.013 -0.011** -0.010**
(0.033) (0.028) (0.005) (0.003)

Ln employed job search rate -0.137*** -0.058** 0101 -0.010*
(0.038) (0.026) (0.013) (0.005)

Time dummies No Yes No Yes

Region dummies No Yes No Yes

Adjusted R 0.49 0.51 0.23 0.25

Observations 5717 5717 8704 8704

Robust standard errors in parenthesis, clusteragdigns; * Significant at 10%, ** Significant a®&g

*** Significant at 1%.

Other explanatory variables: age and its squarengdy for women, dummy for the presence of pre-
school children and its interaction with the dumfoy women, dummy for married/cohabiting and its
interaction with the dummy for women, dummy for palsector, immigrant, part time in Britain,
dummy for the job started before the graduatiofrimland, dummy for post-graduates, dummies for
industries and field of study.

The coefficients of the other explanatory varigblso differ somewhat
between the two countries (see Appendix). As egokchere is a wage premium for
post-graduates: post-grads’ entry wages in Brigagon average 7.6 percent higher
than entry wages of graduates, while in Finlandpibst-graduate wage premium is as
high as 16.8 percent. This difference is probakehated to the slightly different
definition of “post” graduates in the two countrie€onsistently with the previous
literature, in Britain there seems to be a wagenpum for people working full-time,
while there seem to be a wage penalty for immigrarh Finland, there is no wage
penalty for immigrants, but the proportion of immagts is very low: only 2 percent
of graduates and 1.8 percent of post-graduatesimgtie labour market. The results
also confirm the existence of a pay gap for wonmehath countries, which increases
for those who are married or cohabiting. The preseof pre-school children seems
not to have a statistically significant impact oages of highly educated mothers in
Britain, while negatively affecting mothers’ wagesFinland. This difference might
partly be due to differences in the welfare systerihthe two countries: in Britain
mothers who do not work are likely to be those wimuld receive comparatively
lower wages, while in Finland all mothers are emagad to go back to work. Finally,
while in Britain, entry wages in the public sectlrr not seem to differ from those in
the private sector; in Finland, the sector of o atters: the highest wages are paid

in the municipality sector and the lowest in thetestsector.
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Models including the spatial lags of unemploymamtl employed search rate
are shown in Table 3. In Britain the inclusiortleé spatial lags has only a very small
impact on the other regression coefficients, anésdaot change the previous
conclusions. The coefficients of the spatial ldgemselves are not statistically
significant when region and time dummies are inetliéh the model. When these
dummies are not included, the spatial lag of thenysloyment rate is not statistically
significant, while the spatial lag of employed @darch is statistically significant, but
only at the ten percent level. This suggestsith8ritain such statistical regions are

good approximations of the local labour market.

Table 3: Impact of job competition, larger local labour markets

Dependent variable: Britain Finland
Ln starting wages (3) (4) (3 (4)
Ln unemployment rate 0.034 -0.012 -0.010* -0.009***
(0.032) (0.029) (0.005) (0.003)
Ln employed job search rate -0.107**  -0.063** 0.005 -0.009*
(0.040) (0.028) (0.011) (0.005)
Spatial lag In unemployment rate -0.067 -0.008 86*®* -0.046***
(0.040) (0.025) (0.011) (0.015)
Spatial lag In employed job search rate -0.119* 40.0 0.090*** 0.002
(0.065) (0.040) (0.012) (0.026)
Time dummies No Yes No Yes
Region dummies No Yes No Yes
Adjusted R 0.49 0.51 0.24 0.25
Observations 5717 5717 8704 8704

Robust standard errors in parenthesis, clusteraédigns; * Significant at 10%, ** Significant a®&g

*** Significant at 1%.

Other explanatory variables: age and its squarsngdy for women, dummy for the presence of pre-
school children and its interaction with the dumfoy women, dummy for married/cohabiting and its
interaction with the dummy for women, dummy for palsector, immigrant, part time in Britain,
dummy for the job started before the graduatiofrimand, dummy for post-graduates, dummies for
industries and field of study.

In Finland the spatial lag of the unemploymene riatstatistically significant,
and the elasticity of individual wages with respdct the spatially lagged
unemployment rate is relatively large: -0.046. é&&encontrary to Britain, labour
market conditions in neighbouring regions do seemaffect entry wages. The
regression coefficients of the control variables erbust against the inclusion of the
spatial lags, with the exception of the post-graglweage premium, which decreases
from 16.8 percent to 14.5 percent. The resultgatd that in Finland entry wages of
graduates and post-graduates react to both thé uoemployment rate and that of

other regions. This is consistent with the idest tentralised bargaining systems set
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wages taking into account labour market conditionall — own and neighbouring —
regions. Finally, even when job competition ingtdiouring regions is accounted for,
the overall wage elasticity — to the different caments of job competition — is still
larger in Great Britain than in Finland, but théfelence between the two countries

decreases.

6. Conclusions

This paper analyses the impact that the conditudribe local labour market have on
entry wages of highly educated workers in two coastwith different welfare
systems and wage setting processes: Britain ankhriein The measures of job
competition are extended from the conventional egage regional unemployment
rates to include both local unemployment rate amgleyed job search, and are
computed separately for graduates and post-grasluate

The results suggest that the condition of thelltadaour market matters: an
increase in employed job search has a depressfegt ein entry wages in both
countries: the wage elasticity is -0.058 in Brit@nd about -0.01 in Finland. In
Britain, entry wages of highly educated people @b seem to be affected by the
unemployment rate, while in Finland there is a tiggavage elasticity of about -0.01.
Competition for jobs has overall a more relevargati#e impact in Britain than in
Finland; thus suggesting that in countries with encentralised bargaining systems
the negative impact of high job competition in theal labour market is somewhat
mitigated.

Finally for the highly educated workers enterihg tabour market in Britain,
the relevant measures of job competition are arg¢genal level, and wages are not
affected by job competition in other regions. Iml&d, job competition in other
regions also matters, indicating that the cenedliwage bargaining makes the wage
setting processes in regions dependent on the daimawket conditions in other
regions too. This is consistent with the idea t@bns might take into account the

conditions of all local labour markets in their gaining.
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Appendix. Complete estimation results

Table Al: Impact of job competition on individual entry wages

Britain Finland
(1) (2) (1) (2)
Age 0.121%** 0.114%** 0.022*** 0.022%***
(0.009) (0.007) (0.004) (0.004)
Age? -0.001***  -0.001***  -0.0002***  -0.0002***
(0.0001) (0.00009) (0.0001) (0.0001)
Female -0.040** -0.038** -0.062*** -0.066***
(0.016) (0.016) (0.010) (0.009)
Married/cohabiting 0.238*** 0.253*** 0.045*** 0.048*
(0.016) (0.013) (0.008) (0.008)
Married/cohabiting * Female -0.270***  -0.266*** -055*** -0.055***
(0.022) (0.024) (0.006) (0.006)
Whether pre-school children 0.001 -0.008 -0.007 -0.005
in household
(0.056) (0.053) (0.008) (0.009)
Whether pre-school children 0.085 0.089 -0.015** -0.014***
in household * Female
(0.070) (0.066) (0.005) (0.004)
Job in the public sector -0.027 -0.014
(0.029) (0.027)
Job in the state sector -0.025*** -0.052***
(0.004) (0.005)
Job in the municipality sector 0.069*** 0.055***
(0.014) (0.015)
Part-time job -1.112%*  -1.091***
(0.033) (0.036)
Job started before graduation 0.045*** 0.065***
(0.007) (0.009)
Immigrant -0.049** -0.082** 0.005 0.003
(0.022) (0.033) (0.011) (0.011)
Post-graduate 0.102*** 0.076*** 0.160*** 0.168***
(0.021) (0.024) (0.015) (0.012)
Sectors:
C: mining, quarrying 0.448* 0.492%** 0.173 0.153*
(0.158) (0.122) (0.101) (0.084)
D: manufacturing 0.181*** 0.171%** 0.066* 0.054
(0.049) (0.053) (0.034) (0.032)
E: electricity gas & 0.144 0.173 0.050 0.033
water supply
(0.133) (0.133) (0.045) (0.043)
F: construction 0.196** 0.158* 0.012 0.001
(0.072) (0.080) (0.033) (0.032)
G: wholesale, retalil -0.024 -0.047 0.069* 0.047
& motor trade
(0.061) (0.068) (0.034) (0.033)
H: hotels & restaurants -0.199** -0.210** -0.023 .001
(0.089) (0.096) (0.038) (0.037)
I: transport, storage 0.096 0.048 0.094*** 0.071**

& communication
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J: financial intermediation

K: real estate, renting
& business activities

L: public administration
& defence

M: education
N: health & social work

O-P: other community,
Social & personal

Q: extra-territorial
organisations

Field of study:
Biological sciences

Agricultural,
physical/environmental

Math and computing

Engineering, technology,
& architecture

Social sciences, business
& finance

Languages
Humanities

Arts

Education
Humanities and arts

Social sciences, business
& law

Science

Engineering, manufacturing
& construction

Agriculture

Health and welfare

(0.062)
0.297*

(0.145)

0.268%

(0.057)
0.084

(0.058)
0.039
(0.069)
0.111*
(0.060)
0.064

(0.060)

-0.288*+
(0.029)
-0.278%**

(0.044)
-0.175**

(0.077)

-0.190%*

(0.032)
-0.213%**

(0.037)
-0.285*+
(0.047)
-0.368*+*
(0.057)
-0.340%**
(0.046)
-0.198*+
(0.056)

(0.070) (0.031)
0.219* 0.091**
(0.123) (0.031)

0.216%** 0.046
(0.060) (0.038)
0.052 -0.061*
(0.061) (0.034)
0.018 -0.068**
Tooss " oosp

.084 -0.05
(0.068) (0.033)
0.003 -0.049
(0.056) (0.035)

0.464%
(0.032)

-0.293*+
(0.038)

-0.263%+*

(0.044)
-0.175%
(0.076)

-0.178%+
(0.029)

-0.222%+
(0.034)

-0.315%+
(0.039)

-0.396%**

(0.044)
-0.360*+*
(0.040)
-0.196%**
(0.053)
0.006
(0.012)
0.013
(0.012)
-0.020
(0.014)
0.053%*
(0.013)
-0.043*
(0.021)
0.105%**

(0.030)
0B4**

(0.028)
0.026

(0.037)
-0.060

(0.034)
-0.065*
(0.028)
-0.059*
(0.031)
-0.068*

(0.034)
0.403%**

(0.028)

0.008
(0.012)
0.018

(0.013)
-0.014

(0.013)

0.060%

(0.013)
-0.033
(0.019)
0.115%*
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Services

Regions:
Rest of Northern region

South Yorkshire
West Yorkshire

Rest of Yorks &
Humberside

East Midlands
East Anglia
London

Rest of South East
South West

West Midlands
Metropolitan

West of West Midlands
Greater Manchester
Merseyside

Rest of North West
Wales

Strathclyde

Rest of Scotland
Southwest Finland
Satakunta

Hame

Pirkanmaa
Northeast Finland
Southern Savo

Northern Savo

(0.015)
0.107%*
(0.017)

-0.069*+*
(0.016)
-0.039*+*
(0.010)

-0.016
(0.010)
-0.096+**

(0.018)
-0.037*
(0.020)
0.027
(0.022)
0.301%+*
(0.013)
0.087%*
(0.015)
0.006
(0.013)
0.021*

(0.010)
-0.014
(0.014)
0.084%**
(0.011)
0.028**
(0.010)
-0.056%+
(0.013)
-0.075**
(0.016)
0.068%**
(0.011)
-0.022
(0.019)

(0.014)
0.115%*
(0.017)

-0.046*%+
(0.007)
-0.023**
(0.008)
-0.007
(0.008)
-0.023%+*
(0.005)
-0.061%+
(0.007)
-0.036**
(0.009)
-0.033**
(0.006)




Northern Karelia -0.082%**

(0.010)
Central Finland -0.040***
(0.005)
Southern Ostrobothnia -0.076***
(0.008)
Ostrobothnia -0.051***
(0.007)
Northern Ostrobothnia -0.028***
(0.007)
Kainuu -0.050***
(0.007)
Lapland -0.004
(0.007)
Year dummies: Y1998 -0.053** 0.057**
(0.023) (0.020)
Y1999 -0.039 0.105%**
(0.045) (0.013)
Y2000 0.035 0.109***
(0.030) (0.022)
Y2001 0.036 0.111%**
(0.036) (0.015)
Y2002 0.036 0.129%**
(0.035) (0.019)
Y2003 0.064 0.114%**
(0.047) (0.012)
Y2004 0.097** 0.139%**
(0.042) (0.020)
Quarter dummies: Q1 -0.010
(0.019)
Q2 -0.019
(0.013)
Q3 0.015
(0.021)
Ln Unemployment rate 0.027 -0.013 -0.011** -0.010**
(0.033) (0.028) (0.005) (0.003)
Ln Employed job search rate -0.137*** -0.058** 0101 -0.010%
(0.038) (0.026) (0.013) (0.005)
Constant 4.851*** 4,939*** 7.188*** 7.142%**
(0.142) (0.199) (0.077) (0.088)
Adjusted R 0.49 0.51 0.23 0.25
Observations 5717 5717 8704 8704

Robust standard errors in parenthesis, clustereddigns; * Significant at 10%, ** Significant a¥g
*** Significant at 1%
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Table A2: Impact of job competition on individual entry wages, larger local

labour markets

Britain Finland
(3) (4) (3) (4)
Age 0.121%** 0.114***  0.022***  (0.022***
(0.008) (0.007) (0.004) (0.004)
Age’ -0.001***  -0.001*** -0.000*** -0.000***
(0.0001) (0.0001) (0.000) (0.000)
Female -0.038** -0.038**  -0.063*** -0.066***
(0.015) (0.016) (0.009) (0.009)
Married/cohabiting 0.240%*** 0.253***  0.045***  (0.048*
(0.016) (0.013) (0.008) (0.008)
Married/cohabiting * female -0.271***  -0.267*** -055*** -0.055***
(0.022) (0.024) (0.007) (0.006)
Whether pre-school children 0.003 -0.009 -0.007 -0.005
in household
(0.056) (0.053) (0.008) (0.009)
Whether pre-school children 0.082 0.089 -0.015*** -0.014***
in household * Female
(0.071) (0.066) (0.005) (0.004)
Job in the public sector -0.027 -0.014
(0.029) (0.028)
Job in the state sector -0.032**%0.051***
(0.003) (0.006)
Job in the municipality sector 0.065***  0.056***
(0.014) (0.015)
Dummy for those working part time -1.109***  -1.092*
(0.032) (0.036)
Job started before graduation 0.054**  0.065***
(0.007) (0.009)
Immigrant -0.039 -0.082** 0.005 0.003
(0.023) (0.033) (0.011) (0.011)
Post-graduate 0.071*** 0.076***  0.132***  (0.145***
(0.022) (0.025) (0.016) (0.012)
Sectors:
C: mining, quarrying 0.466*** 0.489*** 0.181* 0.149
(0.152) (0.121) (0.089) (0.085)
D: manufacturing 0.177** 0.170**  0.058* 0.053
(0.053) (0.053) (0.033) (0.032)
E: electricity gas & 0.137 0.173 0.043 0.032
water supply
(0.138) (0.132) (0.044) (0.043)
F: construction 0.188** 0.156* 0.009 0.001
(0.077) (0.080) (0.032) (0.031)
G: wholesale, retail -0.031 -0.047 0.060* 0.046
& motor trade
(0.068) (0.068) (0.033) (0.034)
H: hotels & restaurants -0.203** -0.211** -0.028 .002
(0.093) (0.095) (0.038) (0.037)
I: transport, storage 0.082 0.047 0.086** 0.071*
& communication
(0.065) (0.070) (0.030) (0.029)
J: financial intermediation 0.287* 0.219* 0.082** .0B3**

19



K: real estate, renting
& business activities

L: public administration
& defence

M: education
N: health & social work

O-P: other community,
Social & personal

Q: extra-territorial
organisations

Field of study:
Biological sciences

Agricultural,
physical/environmental

Math and computing

Engineering, technology,
& architecture

Social sciences, business
& finance

Languages
Humanities

Arts

Education
Humanities and arts

Social sciences, business
& law

Science

Engineering, manufacturing
& construction

Agriculture
Health and welfare

Services

(0.140)
0.258%**

(0.062)
0.074

(0.062)
0.031
(0.073)
0.099
(0.064)
0.051

(0.059)

-0.288%+
(0.029)
-0.278%**

(0.046)
-0.176**
(0.077)
-0.189**

(0.033)
-0.216%**

(0.036)
-0.287%+
(0.045)
-0.371%+
(0.055)
-0.342%%
(0.045)
-0.202%+
(0.056)

(0.124)
0.215%*

(0.060)
0.052

(0.061)
0.018
(0.072)
0.085
(0.068)
0.003

(0.056)

-0.293***

(0.037)
-0.263%+*

(0.044)

-0.174**

(0.076)
-0.178*+

(0.029)
-0.222%%

(0.034)
-0.315%+*
(0.039)
-0.396*+
(0.044)
-0.360%**
(0.040)
-0.195%+*
(0.052)

(0.029)
0.039

(0.037)
-0.065*

(0.033)
-0.072%
(0.028)
-0.059*
(0.032)
-0.057

(0.034)

0.433***

(0.032)

0.008
(0.012)
0.015

(0.011)
-0.020
(0.014)

0.054***

(0.013)
-0.041*
(0.022)
0.110%
(0.015)
0.109%*

(0.028)
0.026

(0.037)
-0.062*

(0.034)
-0.067*
(0.028)
-0.060*
(0.030)
-0.069*

(0.034)

0.398***

(0.027)

0.009
(0.012)
0.018

(0.013)
-0.014
(0.013)

0.060***

(0.013)
-0.033
(0.019)
0.116%*
(0.014)

0.116***
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Regions
Rest of Northern region

South Yorkshire
West Yorkshire

Rest of Yorks
& Humberside

East Midlands
East Anglia
London

Rest of South East
South West

West Midlands
Metropolitan

West of West Midlands
Greater Manchester
Merseyside

Rest of North West
Wales

Strathclyde

Rest of Scotland
Southwest Finland
Satakunta

Hame

Pirkanmaa
Northeast Finland
Southern Savo
Northern Savo

Northern Karelia

(0.017)

-0.071%**
(0.017)
-0.040%+*
(0.011)

-0.015
(0.011)
-0.100%**

(0.021)
-0.036
(0.021)
0.029
(0.023)
0.304%+*
(0.014)
0.090%**
(0.019)
0.008
(0.014)
0.020*

(0.011)
-0.012
(0.016)
0.086***
(0.012)
0.029%+*
(0.009)
-0.056*+*
(0.016)
-0.074%+
(0.016)
0.075%**
(0.009)
-0.022
(0.021)

(0.017)

-0.058%
(0.009)
-0.025*+
(0.008)
0.014
(0.020)
-0.004
(0.015)
-0.067*+
(0.007)
-0.032%
(0.010)
-0.037%+
(0.006)
-0.110%*
(0.019)
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Central Finland
Southern Ostrobothnia
Ostrobothnia
Northern Ostrobothnia
Kainuu
Lapland
Year dummies: Y1998
Y1999
Y2000
Y2001
Y2002
Y2003
Y2004
Quarter dummies: Q1
Q2
Q3
Ln Unemployment rate
Ln Employed job search rate
Spatial lag Ln Unemployment rate

Spatial lag Ln Employed
job search rate

Constant

Adjusted R
Observations

0.034
(0.032)
-0.107*
(0.040)
-0.067
(0.040)
-0.119*

(0.065)
4,429
(0.232)

0.49
5717

-0.050*
(0.024)
-0.040
(0.044)
0.039
(0.027)
0.042
(0.034)
0.042
(0.035)
0.073
(0.044)
0.106**
(0.039)
-0.013
(0.021)
-0.019
(0.013)
0.015
(0.021)
-0.012
(0.029)

-0.063**

(0.028)

-0.008

(0.025)
0.040

(0.040)
4.999%*
(0.186)

0.51
5717

0.090***

-0.037*+
(0.008)
-0.075%+
(0.009)
-0.055++*
(0.008)
-0.064**
(0.028)
-0.079%**
(0.020)
-0.070
(0.048)
0.047*
(0.023)
0.095%**
(0.018)
0.099%*
(0.026)
0.099%**
(0.020)
0.112%
(0.026)
0.100%**
(0.019)
0.130%*
(0.028)

-0.010*
(0.005)
0.005
(0.011)
860"
(0.011)

-0.009**
(0.003)
-0.009*
(0.005)
-0.046*+
(0.015)
0.002
(0.012)  (0.026)
6.869%+*
(0.250)

0.24
8704

0.25
8704

Robust standard errors in parenthesis, clustereddigns; * Significant at 10%, ** Significant a¥g

*** Sjgnificant at 1%
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