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Preface 

 
The debate on labour market flexibility or rigidity has focused primarily on what types 

of labour market institutions, both regulations and policies, provide the best environment for 
stimulating job growth.  This study takes the debate a step further, by analysing the effect of 
employment stability on productivity in 13 European countries.  It is a follow-up to previous 
ILO studies that have looked at the resilience of the long-term job and forms part of the 
larger, multi-year research project on “Flexicurity” by the Employment Analysis and 
Research Division of the Employment Strategy Department.  
  

This study asks whether, on average, long tenure of a country’s workforce is good or 
bad for productivity growth. While there is concern that high average tenure indicates a 
“rigid” labour market with low adjustment capacity to structural change and with an assumed 
detrimental effect on productivity, the findings of the study do not support such a hypothesis, 
at least not for the countries and the period analysed. The relationship between tenure and 
productivity for the period 1992 to 2002 in 13 member countries of the European Union 
shows that at an aggregate level, tenure has a positive effect on productivity for about 14 
years and levels off thereafter.  Overall, it seems that countries remain productive with a high 
share of long-tenured workers.   
 

Though long tenure seems to be good for productivity, the authors find that it might be 
less positive for the labour markets within Europe, as the more flexible labour markets are 
generally associated with higher employment rates. The paper discusses ways to overcome 
productivity-employment trade-offs, in particular the authors’ propose using social dialogue 
to institutionalize “flexibility-security.”  As they argue, doing so would not only benefit 
individual workers and employers, but macroeconomic performance as well.    
 
 
 
 
 Peter Auer Duncan Campbell 
 Chief   Director i.a. 
Employment Research and Analysis Unit        Employment Strategy Department 
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Introduction 

One of the cornerstones of the debate on labour market flexibility has been the effect 
of employment protection legislation on employment. It is argued that dismissal protection 
regulations increase the cost of dismissal and as a result, employers hire less, hire on 
temporary contracts, or hire “off-the-books.” Besides the alleged negative effects on 
employment, it has also been argued that labour market regulations impede quick adjustment 
of the labour market to shocks, resulting in decreased output and productivity. For example, 
the IMF’s 2003 World Economic Outlook argued that if Europe were to undertake reforms to 
its labour market institutions, adopting instead U.S.-style labour market institutions, it could 
produce output gains of about five percent and fall in the unemployment rate of three percent.  

Employment tenure—the length of time that workers remain in their present jobs or as 
self-employed—is determined by a variety of factors affecting supply and demand in labour 
markets. Such factors can be market conditions but also institutional factors like collective 
bargaining agreements or employment protection legislation, which are influenced by the 
respective power of the bargaining partners. Because of the positive relationship between 
labour market regulations and employment tenure, tenure can be interpreted as an indicator of 
numerical flexibility or stability in the labour market (Auer and Cazes, 2003).  Previous ILO 
and OECD studies have shown that the labour markets in Europe and Japan are quite stable, 
as indicated by the surprising resilience of the long-term job, reflected in long average tenure 
(OECD, 1999, Auer and Cazes, 2003). This study is a follow-up to such studies.  

The aim of this paper is to assess whether employment tenure inhibits or contributes to 
productivity, and whether there is an optimum level of tenure for promoting productivity. In 
other words, how much numerical flexibility or how much stability does an economy or firm 
need to optimize productivity? We approach this question through an analysis of relevant 
literature and propose also a simple econometric analysis of tenure’s relationship with 
productivity at the industrial sectors’ level in 13 European countries between 1992 and 2002. 
We also discuss the different labour market systems that exist in Europe, how they reflect the 
relationship between government and the social partners, and how they mediate numerical 
flexibility. We argue that tenure is necessary both for workers security as well as for firms’ 
productivity; however, this stability should be paired with internal, functional flexibility. 
Moreover, we find that overall, extensive tenure as well as short tenure can have adverse 
affects on productivity. Furthermore, we argue that while long average tenure found in 
European labour markets seem not to be detrimental to productivity, it might not always be 
good for the labour market as we observe that high average tenure is generally accompanied 
with lower employment rates. This paradox--which needs to be more deeply analysed--poses 
a challenge to those who see labour market flexibility as the answer both to the employment 
and the productivity problem.  

The problem might in fact be more complex: the question is not only whether short or 
long tenured workers are more productive or if institutions supporting long and short tenure 
impact positively or negatively on employment, but also which labour market structure (here 
the balance between short duration and long duration jobs) yields good results in security, as 
high insecurity leads to a reduction in consumption that adversely affects economic growth 
and in the end, also productivity. Our analysis will show that tenure on its own does not yield 
high employment security (which could only be a confirmation that employment insecurity is 
affected by other factors such as unemployment and the quality of job prospects). Countries 
with middle range tenure, but which also invest in labour market policies that support the 
transition between jobs, seem to yield the best security levels for their workers and have also 
the highest share of good quality jobs. This finding leads us to propose a concept of 
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“protected mobility” to ensure security in transition, if a job cannot be maintained. While 
protected mobility can only indirectly contribute to smoothen the trade-off between 
productivity and employment, it can help to make flexibility and security concerns more 
compatible. 

Patterns of Employment Tenure across Countries 
Employment tenure is defined as the amount of time that a worker has spent working 

for the same employer, even if the person’s job within the firm has changed.  It is an indicator 
of the stability of an employment relationship and is measured as the response to either of the 
following questions: “When did you start working for this employer or as self-employed?” or 
“How long have you been working continuously for your present employer?”  For Europe, 
this information comes from the European Community Labour Force Survey, for the US and 
Japan, comparable national sources provide this information. 

Despite a general sentiment of increasing job insecurity, employment stability remains 
a salient feature of contemporary labour markets.  In 2002, the average German worker was 
10.7 years with the same employer, the average French worker was 11.3 years, the average 
British worker was 8.1 years, and the average American worker was 6.6 years (1998 data). 
The country with the highest tenure is Greece, where the average worker stays with the same 
employer for 13.2 years, followed by Japan with 12.2 years of job tenure and Italy with 12.1 
years. Overall in Europe, tenure averaged around 10.5 years during 1992-2002, with a slightly 
increasing trend.1 However, there is much country variation and among the countries with 
falling average tenure, Ireland, where average tenure declined by 1.1 years between 1992 and 
2002, stands out in particular. In contrast, tenure increased by 1.3 years in Japan and 0.9 years 
in France.(See Table 1). 

                                                 
1 Despite this increase, which may be related to economic cycles, there has been a widespread debate on whether 
tenure has declined; see Neumark (2002) for a comprehensive overview of the U.S. debate and Auer and Cazes 
(2003) for a comparative assessment of tenure patterns in selected OECD countries. 
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Table 1:  Average Job Tenure in Years, OECD, 1992, 1997 and 2002 

* Excludes Austria because data are not reliable. 
** Data refer to 2001 instead of 2002 
*** Data refer to 1991 and 1998; n.a.= not available. 
Source: Updated from Auer and Cazes (2003); based on Eurostat and national sources. 

 
Tenure distribution, the percentage of workers with short as opposed to long tenure, 

also gives us a picture of labour market stability.  As Figure 1 shows, in general, countries 
that have a lower percentage of long-term employment relationships have a higher percentage 
of short-term tenure.  Though in general the degree of difference across countries can be 
notable, on average, 15.0 percent of OECD workers have been with the same employer for 
less than one year and about 40 percent have been with the same employer for more than 10 
years, with noteworthy exceptions such as the United States, where 25 percent of workers 
have less than one year of tenure and 25 percent have more than 10 years of tenure.  Also 
several European countries, and most notably those that have seen labour market recovery 
such as Netherlands, Ireland and Denmark, have relatively high shares of short-tenured 
workers along with relatively low shares of long-tenured workers and have consequently 
relatively lower average tenure than countries with a high share of long-tenured jobs.   

 

1992-2002
Country 1992 1997 2002 Difference

Belgium 11.0 11.4 11.6 0.6
Denmark 8.8 8.5 8.4 -0.4
Finland n.a. 10.4 10.3 n.a.
France 10.4 10.9 11.3 0.9
Germany 10.7 10.1 10.7 0.0
Greece 13.5 13.6 13.2 -0.3
Ireland 11.1 10.2 10.0 -1.1
Italy 11.9 12.0 12.1 0.2
Luxembourg 10.1 10.5 11.3 1.2
Netherlands 8.9 9.8 9.9 1.0
Portugal 11.1 12.4 11.7 0.6
Spain 9.9 10.0 9.9 0.0
Sweden n.a. 11.5 10.5 n.a.
United Kingdom 8.1 8.0 8.1 0.0
   EU-14* 10.5 10.7 10.6 0.2
Japan** 10.9 n.a. 12.2 1.3
United States*** 6.7 6.6 n.a. n.a.
   Average 10.2 10.4 10.8 0.5
  St. deviation 1.7 1.8 1.4 -0.3
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Figure 1  Distribution of Short versus Long-Term Job Tenure, OECD, 2002 
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Note:  Data for Japan to 1998. 
Source:  Authors’ illustration based on Eurostat and national sources.  

 
Nevertheless, there do not appear to be any generalized trends in increased short-term 
employment across countries, with seven countries seeing a fall in this share of workers and 
nine countries experiencing an increase (See Table 2). The increase likely stems from both the 
decade’s strong economic performance, which led to new job growth particularly in Ireland, 
as well as the increased use of fixed-term employment contracts in some European countries. 
Overall, the number of workers on fixed-term contracts in the 15 EU countries increased from 
9.2 percent to 11.4 percent between 1992 and 2001, according to Eurostat data, and these 
contracts are associated with shorter job duration. For long-term employment, the overall 
share of workers with more than ten years remained constant at 40.6 percent of workers.  
Ireland and Portugal had the largest fall in the share of long-term workers, partly as a result of 
economic restructuring. Other important determinants of changing tenure patterns are shifts in 
the composition of the labour force. For example, an ageing of the labour force will lengthen 
average tenure as age is highly correlated with tenure. Also, shifts in labour force 
participation, such as women’s greater labour market attachment, can lead at first to a fall in 
average rates of tenure.2  

These trends support the overall impression of stability of average tenure, as there seem to be 
neither a dramatic change in employment duration nor the disappearance of the long-term 
employment relationship; nor has there been a convergence towards the US model of notably 
shorter average employment duration. Increasingly, national and international studies confirm 
this apparent stability of the employment system (Erlinghagen and Knuth, 2004; Doogan, 
2004), which has also been noted in former analytical work of the OECD (1999) and the ILO 
(1996).   

 
 

 

 

 
                                                 
2For a more in-depth discussion of the factors that can influence tenure see Auer and Cazes (2003). 



 5

Employment tenure Difference Difference
1992 2002 1992-2002 1992 2002 1992-2002

Belgium 10.4 12.2 1.8 45.3 46.7 1.4
Denmark 17.9 20.9 3.0 33.6 31.5 -2.1
Finland** 17.6 19.8 2.2 39.6 40.0 0.4
France 13.8 15.3 1.5 42.9 44.2 1.3
Germany 14.0 14.3 0.3 41.7 41.7 0.0
Greece 7.2 9.8 2.6 53.0 52.1 -0.9
Ireland 12.1 16.3 4.2 42.1 34.6 -7.5
Italy 7.0 10.8 3.8 48.8 49.3 0.5
Luxembourg 17.4 9.9 -7.5 38.8 45.3 6.5
Netherlands 14.5 12.0 -2.5 34.5 39.0 4.5
Portugal 17.0 13.2 -3.8 48.8 44.9 -3.9
Spain 23.6 19.5 -4.1 39.7 38.7 -1.0
Sweden** 14.8 14.1 -0.7 39.7 40.4 0.7
United Kingdom 15.6 19.1 3.5 31.5 32.1 0.6
  EU-14*** 14.5 14.8 0.3 41.4 41.5 0.0
Japan* 9.8 8.3 -1.5 42.9 43.2 0.3
United States * 28.8 24.5 -4.3 26.6 26.2 -0.4
  Average 15.1 15.0 -0.1 40.6 40.6 0.0
  St. deviation 5.6 4.6 -1.0 6.8 6.9 0.1

Less than 1 year 10 years and over

Table 2  Distribution of Employment by Class of Tenure, Percent Share, 2002 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
 

*For the US data refer to 1991 instead of 1992.  For Japan data refer to 1998 instead of 2002. 
**Change from 1995-2002 instead of 1992-2002. 
***Without Austria. 
Source: Authors' calculations based on Eurostat and national sources. 
 

Tenure and productivity: stability pays….up to a point 
The fact that average duration of employment remains rather stable after two decades 

of an intense discussion and advocacy of flexibility is quite remarkable. But if flexibility is so 
good for employment and productivity why can it not be implemented? One factor in the 
discussion is the assumed opposition of unions against changes in labour law—and although 
there has been opposition, changes in labour law have occurred, yet they seem not to have had 
much of an effect on the average length of employment. Another, less discussed reason is that 
employers have strong incentives to maintain stable employment relationships. As Pissardes 
(2001) noted, employers seem less keen than economists to implement labour market 
deregulation. It may be after all, that both employers and workers have an interest in stable 
employment relationships as is noted over and over again in the human capital and human 
resource development literature. The interest of firms could well be productivity. 

We begin our analysis of the relationship between tenure and productivity with a 
simple plot showing differences among major OECD countries. Using Eurostat data, we 
compare the relationship of changes in the average level of tenure with labour productivity 
growth, for the years 1992-2002. The graph indicates a positive relationship between 
increases in the average tenure level in an economy and the rate of labour productivity growth 
(See Figure 2).   
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Figure 2  Change in Average Tenure and Labour Productivity Growth, 1992-2002 

Tenure and labour productivity growth 
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Note:  Productivity is calculated as output per hour. 
Source:  Authors’ calculations based on Eurostat data and national sources. 

 
Our next step is to use regression analysis to estimate the extent of this relationship, if 

it does indeed exist.  The methodology we use for analysing tenure and productivity is based, 
in part, on a 1989 study by Blakemore and Hoffman of tenure and manufacturing productivity 
in the United States.  The authors merge output data from the U.S. manufacturing sector at the 
two-digit SIC level with aggregate tenure data from the Current Population Survey. The 
model estimated is simple, based on 63 observations for the years 1963 to 1981. It is specified 
to test the effect of labour quality on short-run manufacturing productivity. The authors argue 
that in the short-run, only firm-specific skills (training) will affect labour productivity, since 
the other variables that affect labour productivity, ability and general training (education), are 
long-run variables. Thus, the model is specified with short-run productivity as a function of 
the share of workers with different levels of tenure, since workers with longer or shorter 
tenure have received different amounts of firm-specific skills training. Other explanatory 
variables include the ratio of real output to potential output as well as a time trend to control 
for secular trends in capital growth, educational attainment and labour force experience.3  The 
authors find that for every one percent increase in the median year of job tenure in 
manufacturing, labour productivity increases by 0.39 percent. They believe that this supports 
the hypothesis that seniority rules are established to increase productivity as predicted in firm-
specific capital models (Blakemore and Hoffman, 1989). 

Our analysis is based on a similar, though cruder, model using pooled sectoral 
productivity and tenure data for 13 European countries for the years 1992 to 2002. We regress 
labour productivity on average tenure by sector, as well as on country and industry dummy 
variables. In total, there are 822 observations.4 As in Blakemore and Hoffman (1989), we 

                                                 
3 Potential output is proxied by the Federal Reserve Board’s estimate of industrial capacity for the manufacturing 
sector.  
4 Data on labour productivity is from Eurostat and is calculated as value added per sector divided by the number 
of hours worked per sector. Employment tenure data is also provided by Eurostat based on the European 
Community Labour Force Survey data. Sector classifications are based on the statistical classification of 
economic activities in the European Community (NACE Rev. 1). The six sectors are agriculture (incl. forestry 
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assume that in the short-run, only firm-specific skills (training) will affect labour productivity, 
since the other variables that affect labour productivity, ability and general training 
(education), are long-run variables. Because we do not have data on capital investment by 
sector, firm size, or other variables that affect sectoral productivity, we use industry and 
country dummies to control for these unobservable factors. We also use time dummies to 
control for business cycle effects. The model is estimated using the Cochrane-Orcutt 
procedure, as our initial estimation revealed the presence of autocorrelation.  The results of 
our analysis indicate a positive and significant association between tenure and labour 
productivity. Estimated as logs, the coefficient indicates that a one percent increase in the 
average rate of tenure will increase productivity by 0.16 percent (See Appendix, Column A of 
table). This is less than the estimate of 0.39 percent found by Blakemore and Hoffman, 
though their study only concerns the manufacturing sector in the United States, while ours is 
for all sectors in the 13 European economies we have data for.    

A study by Kramarz and Roux (1999) also supports the hypothesis that some degree of 
stability in employment is good for productivity. Using an employer-employee data set that 
covers private sector employees in France for most of the years between 1976 and 1995, the 
authors are able to compute the amount of time that an employee has been at that firm and, 
because of the firm data, control for the capital-labour ratio as well as the skill structure of the 
workforce. Thus the model specification is more inclusive than ours. To estimate the effects 
of tenure on firm productivity, the authors group workers according to how long they have 
stayed on the job (“stayers”). The four groups of stayers are less than one year, 1-4 years, 4-
10 years and more than 10 years, with more than 10 years used as a control. After correcting 
for endogeneity, the authors find that employing workers with 4-10 years of tenure has the 
most beneficial effect on productivity, a one percent increase in the share of this group 
increases firm productivity by 0.36 percent. On the other hand, a one percent increase in the 
proportion of workers with less than one year of tenure has a negative effect on productivity, 
lowering productivity by 0.02 percent. The productivity effect of increasing the 1-4 year 
tenure group by one percent is a positive 0.05 percent.5 Thus, relative to workers with more 
than ten years of tenure, it is by far most beneficial for a firm to increase the proportion of 
workers with medium tenure (4-10 years), less but still beneficial to increase the amount of 
workers with 1-4 years of tenure; whereas short tenure (less than one year) has a negative 
effect on productivity. 

Class of Tenure.  Focusing just on average tenure can mask patterns in the labour 
market, such as countries that have a stable core of long-term workers and many less stable 
workers.  Because of this, we are interested in learning whether greater bifurcation in class of 
tenure affects productivity. Thus, we re-estimate our model using the percentage share of 
three groups of tenured workers: those that have been less than one year on the job, those with 
more than 10 years of tenure and those with more than 20 years. Doing so changes the sign of 
the coefficients; indeed, our econometric analysis reveals that increasing the share of workers 
with very short or very long tenure will have a negative effect on productivity. In particular, 
the result shows that a doubling in the share of workers with more than 10 years of tenure will 
cause productivity to fall by 1.8 percent; a doubling in the share of workers with more than 20 
years of tenure has a much greater negative effect, causing a productivity drop of 9.2 percent.  

                                                                                                                                                         
and fishing); manufacturing (incl. mining and electricity, gas and water); construction; trade, transport, and 
communication; FIRE (finance, insurance and real estate); and public and social services. 
5 Alternatively, the coefficients can be interpreted as the effect from doubling the share of the group. Thus 
doubling the share of workers with 4-10 years of tenure, a 100 percent increase, would increase productivity by 
36 percent. Since the 10+ tenure group is left out of the estimation, the coefficients should be interpreted as 
relative to this group. 
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For short-tem workers, the effect on productivity is also negative and significant, with a one 
percent increase in the amount of workers with less than one year of tenure causing 
productivity to decline by 4.2 percent.  

The negative effect of an abundance of workers on short-term contracts confirms the 
findings of other studies.  As mentioned, Kramarz and Roux (1999) find that a doubling in the 
number of short-term workers will cause productivity to fall, a result not found for the other 
tenure groups. On a more aggregate level, Lichtenberg (1981) found that workers with 0-6 
months of tenure in the durable goods industries were only 24 percent as productive as 
workers with over two years of tenure; workers with 7-24 months experience were 65 percent 
as productive. In the nondurables industry, workers with 0-6 months of tenure were only 5 
percent as productive as those with two years of tenure, while workers with 7-24 months 
experience were 54 percent as productive. Overall, our research and the secondary literature 
find a positive and beneficial effect of tenure on productivity with intermediate levels of 
tenure exhibiting the greatest returns to productivity, decreasing but positive returns for 
extended tenure, and a negative productivity effect from workers with short tenure.   

At what point is tenure no longer productive? The negative effect of increasing the 
share of workers with more than 10 years of tenure and those with more than 20 years, led us 
to estimate the point at which the returns from tenure begin to diminish.  To examine the 
relationship we estimate another model on tenure and tenure squared, based on the 
assumption that tenure is increasing but concave. Our analysis revealed that aggregate tenure 
has a positive effect on productivity, at least until 13.6 years. (See Figure 3). After that point, 
the benefits of increased average tenure on sectoral productivity decrease and eventually turn 
negative. Nevertheless, if the diminishing tenure-productivity relationship lies below the 
wage, then there is still a benefit to the firm of retaining the workers past 13.6 years, until 
average sectoral productivity exceeds the average sectoral wage bill. 

It is important to keep in mind, however, that this finding is the average tenure for the 
13 European countries between 1992 and 2002. Per sector or country, these estimates would 
vary; but more importantly at the individual level, it cannot be stated that this represents the 
appropriate length of time to retain a worker. In other words, while an “optimum tenure” may 
exist, when that point is cannot be stated precisely. It is merely evident from the empirical 
exercises that in general, short tenure (less than one year) and long tenure (more than 10 
years, but particularly above 15 and 20 years) can have negative productivity affects.  
Medium tenure, between 1 and 10 years, but particularly between 5 and 10 years, seems most 
optimal for productivity growth. 
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Figure 3  Life-Cycle of Tenure-Productivity 

 
Source:  Authors’ illustration based on Table 1, Column C. 
 

To estimate whether there is a point at which the increase in sectoral wages as a result 
of tenure exceeds tenure’s effect on productivity, we estimate a simple regression of average 
sectoral wages (measured as the wage bill divided by the hours worked) on average sectoral 
tenure and then plot the tenure-wage relationship on the same chart measuring tenure-
productivity.  By putting Euros/Hour as the y-axis and Years of Tenure as the x-axis, we can 
determine if and when tenure’s influence on wages exceeds tenure’s influence on 
productivity.  We find that during 1992-2002, for the 13 European countries, this occurred 
after 27.3 years on the job (See Figure 4). Given that average tenure in this sample is 10.6 
years, there is little concern that firms will reach the point in which the wage bill from tenure 
exceeds its productivity gains.  Moreover, even when tenure-productivity begins to decline at 
13.6 years, the firm (or in this case, sector) still benefits from the employees’ tenure, since the 
average productivity of workers in the sector is greater than their wage for the years of 
experience they hold.  

 
Figure 4  Tenure-Productivity-Wage Profile 

 
Source:  Authors’ illustration based on results of model. 
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When interpreting Figure 4, it is important to keep in mind that the analysis is at the 
sectoral level and thus measures the effect of average tenure in a sector on that sector’s 
productivity, where productivity is calculated as sectoral value-added per hour. Thus, we are 
looking at sectoral productivity, rather than an individual’s marginal productivity. This differs 
from Lazaer’s (1979) model whereby a worker earns less than his marginal product at the 
beginning of his work life, but more than his marginal product at the end of the work life. A 
firm can do this because it retains the employee’s wage-marginal product differential to 
compensate the worker at the end of his work life. Yet at the macro level for the whole of the 
European workforce, it is not sustainable to have a wage bill that exceeds productivity. 

Nevertheless, Europe, on average, seems to be far from facing productivity problems 
as of result of long duration employment. With all prudence due to data and methodological 
problems, it seems that none of the European countries has an average tenure that surpasses 
the observed 13.6 years of peak productivity and of course none has average tenure that 
comes near to the intersection between the productivity and the wage curve. This suggests that 
there is no overall problem of too long tenure in Europe, at least not for productivity.   

Why would tenure be beneficial for productivity? 
Standard wage equations consistently show that more tenured workers earn greater 

wages—an additional year of tenure increases the wage by about two percent—after 
controlling for other worker characteristics (Farber, 1998). But do the economic benefits that 
workers receive from tenure translate into benefits for a firm or an economy? Does a firm, or 
an economy, increase its rate of productivity as tenure increases? This section reviews the 
theoretical literature on why tenure would be good for productivity.   

The prevalence of job tenure coupled with the returns to workers of having greater 
tenure, has led economists to theorize about why firms would prefer a more tenured 
workforce. The most common explanation is referred to as firm-specific capital. According to 
this theory, tenure is a mechanism that allows firms to invest in workers over time as it 
minimizes the risk of having the employee leave. Firms invest in on-the-job (OJT) training 
that is specific to the firm and that results in an increase in worker productivity.  Because the 
training is specific to the firm, it is optimal for employers to share some of the returns to the 
investment with workers in order to retain them and thus avoid costly labour turnover. Yet the 
worker does not immediately receive all of the wage gains from the increased productivity.  
By delaying some of the returns to increased productivity, workers are less inclined to leave 
the firm, as they would forsake these earnings. The following simple chart illustrates the 
model (See Figure 5).   
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Figure 5 Wage and Marginal Product over a Worker’s Lifespan 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  Authors’ illustration based on Lazaer (1979). 
 

The value of the worker’s marginal product is given by V*(t) and is increasing over 
time because of OJT. The worker’s wage, W*(t), is less than the value of marginal product at 
the beginning of the worker’s lifespan, but is above the value of marginal product as tenure 
increases. Lazear (1979) argues that this type of wage structure will yield a higher lifetime 
wealth since it creates an incentive structure against shirking that improves worker output. By 
withholding payment until the end of an individual’s work life, a firm discourages cheating 
since it raises the cost of termination.6 But by discouraging cheating, the result is a higher 
expected lifetime value of the marginal product.   

Because workers receive training that is specific to the firm, they have skills that are 
not available on the external market. Moreover, firms are limited in their supply of availably 
trained and experienced workers, since only past entrants to the firm have received the firm-
specific training. External workers do not have the training and can therefore not act as 
substitutes for the more experienced workers (Lichtenberg, 1981). Because of this, allocation 
of labour within the firm is determined by an internal labour market, as are decisions about 
training and wages.7 In the words of one economist, “experienced workers are produced by 
passing young workers through the seniority system.”8 Based on the firm-specific capital 
model, tenure induces firms to train their workers, while the structure of compensation 
induces workers to stay at the firm and not shirk. The result is an increase in the worker’s 
productivity and the firm’s output.   

Tenure as a tool for allowing Training, Innovation and Productivity. The emergence 
of “high-performance work systems” has renewed attention on the use of tenure as a policy to 
induce workers to improve their performance. High-performance work systems (HPWS) 
involve a re-organization of work, away from the Taylorist model of direct supervision of 
employee tasks, to autonomous teams focused on problem solving or quality improvement. 

                                                 
6 Shirking and cheating are used interchangeably and express the deliberate decision by workers to hold back 
their labour effort despite being paid. Lazear (1979) also argues that the implicit contract can only operate if 
there is mandatory retirement, since without it firms would not be able to offer such a steep wage curve. 
7 Economic justification for OJT and tenure is in accordance with Doeringer and Piore’s (1971) conception of 
the internal labour market, which they argue is based on (1) skill specificity, (2) OJT, and (3) customary law.  
8 Andrew Oswald, quoted in Blakemore and Hoffman (1984). 
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Moreover, unlike typical white-collar industries that cultivate stable employment 
relationships, HPWS are found in semi-skilled and low-skilled blue-collar industries, 
including the garment industry where sewers have traditionally been paid on piece-rates and 
thus receive little investment from the firm.  Thus, benefits from job security should not be 
viewed as only relevant in white-collar or knowledge-intensive industries.9 Osterman (2003) 
shows evidence that about 26 percent of US firms had two or more high-performance work 
practices in place in 1992, involving at least half of core employees.  By 1997, this percentage 
had risen to 71 percent.10  

The purpose of HPWS is to increase the participation of workers in decision-making.  
Workers make assessments about job tasks and methods of work and then communicate their 
insights with other workers, managers and experts. Active participation of workers in 
problem-solving committees is believed to raise productivity and numerous studies indicate 
that high-performance work systems increase productivity (Applebaum et al., 2000; see 
OECD, 1999, for a review of major studies).    

To induce workers to discuss their ideas about productivity improvements firms must 
guarantee job security. Otherwise, without security, workers will fear that they may innovate 
themselves out of a job. A U.S. Department of Labor Study (1994) summarizes the job 
security commitment of HPWS as follows:  

 Since high-performance companies consider workers as one of their key investments, they 
view layoffs as an option of last resort, offering instead an explicit commitment to employment 
security. Some firms adopt no-layoff policies; others send employees for training during 
“slow” periods or redeploy workers to other jobs within the company. Still others turn to 
employee ownership as a way to avoid job losses.  High-performance companies also respond 
to business downturns with various employment arrangements, including part-time, contract, 
temporary full time, and work sharing.  When companies support employment security 
policies, workers reciprocate with greater flexibility and commitment. 

Essentially, HPWS counter numerical stability with functional flexibility.  Companies make 
commitments to their employees in exchange for employees’ flexibility regarding job tasks.  
Indeed, also internal job rotation has become much more commonplace among U.S. firm. 

The productivity benefits of providing job security are evident in a study of high-
performance work systems among U.S. firms in the steel, apparel and the medical instruments 
industries (Applebaum et al., 2000). The authors found that workers assigned tremendous 
importance to job security, measured as the existence of an explicit employment security 
agreement or trust in management to do its best to avoid layoffs in the case of a decline in 
company sales.  In the steel industry, for example, employee security’s influence on ‘uptime,’ 
the amount of time a factory is running, was nearly double that of incentive pay (regression 
coefficients of 4.93 compared with 2.77). Because line delays are extremely costly in steel 
production steel, assuring security proved beneficial for output. 

The beneficial effects of job stability on innovation are also demonstrated through the 
employment practices of innovating firms. Pacelli et al. (1998), in a study of 2,800 Italian 
firms over the period 1985-1991, find that workers in innovative industries have a much lower 
probability of separation then workers in traditional industries, after controlling for other firm 
and worker characteristics. They argue that this supports the hypothesis that more innovative 
                                                 
9 Indeed, the European Commission (2002) found that low-skilled workers that receive training on their jobs 
have a risk of unemployment that is comparable to high-skilled workers. Thus it is not just high-skilled workers 
that benefit from good jobs with training. 
10 These elements are quality circles and off-line problem-solving groups, job rotation, self-managed work teams 
and total quality management. 
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firms cultivate more resilient employer-employee relationships. Similarly, Michie and 
Sheehan (2003), using primary data on UK firms, find a negative correlation between 
innovating firms and a lack of employer commitment to job security, the use of short-term 
and temporary employment contracts and low levels of training.  They find that low labour 
turnover and functional flexibility are positively correlated with innovation and they argue 
that this “may reflect the importance of employees’ tacit knowledge for the successful 
introduction of process innovations” (p.139). 

Why is tenure long in some countries and short in others?  The role of LM institutions 
Given that there is a positive relationship between tenure and productivity in the 

empirical and theoretical studies just reviewed, it is rather surprising that tenure averages are 
so different across countries. If there were something like a pure market logic, wouldn’t one 
assume that average tenures would converge at an optimum? What are the factors that 
determine the length of tenure in an economy? And why is tenure longer in Europe than the 
United States?  

Formal and informal labour market institutions have an important influence on job 
tenure.  Formal institutions include the regulations that govern hiring and dismissal (i.e., 
employment protection legislation), collective bargaining negotiations that concern retention 
and dismissal, as well as social protection policies such as unemployment insurance, which 
can influence employers and workers’ decisions to move or stay. There are also numerous 
informal institutions that affect tenure. For example, there may be certain customs embedded 
in a society that encourage job retention on the part of both employers and workers, such as 
implicit contracts for retaining workers with the greatest seniority. In their seminal study on 
internal labour markets, Doeringer and Piore (1971) argued that customary law plays an 
important role in shaping firm’s employment practices. They define custom at the workplace 
as an “unwritten set of rules based largely upon past practice or precedent” (p.23). Other 
societal factors also influence tenure decisions. For example, beliefs regarding childcare 
versus work can influence a worker’s decision to remain in or exit the labour market.  
Institutions are interdependent and endogenous to the workings of the labour market, so that 
even without formal regulations, labour markets are still influenced by social values and 
norms. As a result, institutions mutually reinforce each other causing a certain amount of 
inertia even when regulations are changed (Rodgers, 1994).  

The important role of labour market institutions can be seen taking the case of the US 
and Europe, where the influence of unions and bargaining agreements on job security can 
clearly be established. In the US, for example, the share of workers with more than 10 years 
of tenure in the unionised sectors is more than double than in the non-unionised sectors and 
very close to European shares.11 In European countries, it is employment protection 
legislation (EPL) that often influences length of tenure. Figure 6 gives a country plot of the 
percentage of workers with extended tenure (defined as greater than 10 years) with strictness 
of EPL, based on an OECD ranking. The plot seems to confirm the belief that strictness of job 
security legislation has an effect on length of employment tenure.  
 

 

 

 
                                                 
11 Forty-eight percent of unionized American workers have more than 10 years of employment tenure compared 
with 26 percent of workers at-large (Data from AFL-CIO based on the 1998 U.S. CPS, www.aflcio.org). 
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Figure 6  EPL Strictness v. Percentage of Workers with Extended Tenure, 1998 
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Source: EPL ranking from OECD, Tenure data from Eurostat. 

Other labour market institutions, such as the type of labour relations and social 
protection system that exists in a country, can also affect tenure length. Among OECD 
countries, but also within the 15 European Union countries, there are striking differences in 
the types of labour market institutions.12  For example, Visser (2001) identifies four models of 
industrial relations in Europe: (1) Northern corporatism, (2) Central Social partnership, (3) 
Anglo-Saxon pluralism and (4) Latin confrontation; and highlights their differences regarding 
the degree of coordination versus confrontation, the role of the state as well as the relationship 
among the social partners. Collective bargaining in the Northern corporatism and Central 
Social partnership models is carried out at the sectoral level with the State acting as a 
facilitator, while in the Anglo-Saxon pluralism model collective bargaining is decentralized to 
the company level and the state abstains from the process. 

                                                 
12 The “Eurosclerosis debate” has tended to generalize labour market institutions within Europe as one rigid 
model opposed to a more flexible, American model, neglecting the many differences in regulatory framework, 
social spending and social dialogue that exist on the continent.  See Howell (2002) for a critique of this 
perspective.    
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Table 3  Models of Industrial Relations in Western Europe 

Model Northern corporatism Central Social 
partnership 

Anglo-Saxon 
pluralism 

Latin 
confrontation 

Relationship 
between Unions 
and Employers 

Cohesive Segmented Fragmented Rivalry 

Coordination Considerable Considerable Absent Variable 
Dominant Wage 
Bargaining Level 

Sector Sector Company Alternating 

Conflict Medium to Low; Highly 
Organized 

Low; Highly 
Organized 

Medium to High; 
Dispersed 

High; Spasmodic 

Role of State Facilitating Facilitating and 
regulating 

Abstaining Intervening 

Countries Sweden, Finland, 
Denmark, Norway 

Austria, Germany, 
Belgium, 
Netherlands 

United Kingdom, 
Ireland 

France, Italy, 
Spain, Portugal, 
Greece 

Source:  Based on Visser (2001). 

Because of the different roles assigned to the State and the social partners, there are 
differences in the amount of spending on labour market policies as well as how these policies 
are carried out. For example, in more corporatist systems, job training is coordinated among 
government and the social partners and often carried out as a joint venture between the 
education system and firms (e.g. “dual” school and work based training), while in “Latin 
confrontation” countries, initial job training is generally organized in public vocational 
training schools, as has been the case in France. In the Northern corporatist and Central Social 
partnership countries the more prominent role of the State in industrial relations has meant 
that the State will act as an employer or provider of last resort in the absence of employment, 
resulting in a high share of government jobs. This has favoured the entry of women into the 
labour force in areas such as education and social services, while the exit of older and 
unskilled workers has been supported through comprehensive income support programs 
(Visser, 2001). 

The relationship between the different industrial relations models and average length 
of employment tenure is not straightforward, though a generalized grouping gives the 
impression of longest tenure in the “Latin confrontation” countries followed by “Central 
Social partnership” countries, “Northern corporatism” countries and lastly, “Anglo-Saxon 
pluralism” countries.13 While such industrial relation typologies are difficult to establish given 
the changes in the systems (e.g. not only Ireland has shifted from the pluralist and adversarial 
regime towards a more social partnership type), the possibility remains that the antagonisms 
in the Industrial Relation system have made it necessary for the governments to legislate in 
the more confrontational systems, very often to enshrine bargaining gains in terms of security 
of employment by unions. A further hypothesis is that less commitment on the part of the 
state to provide for quitting or laid-off workers has encouraged unions to advocate for more 
employment protection. Alternatively, an active commitment by the state to act as provider to 
displaced workers may increase workers’ feelings of job security, encouraging worker 
mobility and reducing tenure. As Auer and Cazes (2003) argue, “employment protection 
stringency is ‘traded’ against access and coverage of social protection.”  Indeed, Figure 7 
comparing EPL to government expenditures on labour market policies (LMPs) seems to 
support this trade-off. 

                                                 
13 The average tenure for the countries listed in Table 3 in 2001 was 11.7 in Latin confrontation countries, 10.5 
in Central Social partnership countries, 9.7 in Northern corporatism countries, and 9.0 in Anglo-Saxon pluralism 
countries.   
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With the exception of the United Kingdom, which has a low EPL strictness ranking 
and spends just under one percent of GDP on LMPs, the other European countries appear to 
counter low EPL with greater spending on active labour market policies, such as public 
employment services, job training and subsidized employment as well as passive policies such 
as unemployment compensation and early retirement. The greater relative spending on LMPs 
in the Northern corporatist and Central Social partnership countries reflects the more 
important role given to the government in facilitating industrial relations and employment in 
general. The fact that some of these countries that run a trade-off between employment 
protection and social protection may mean that these countries have established some degree 
labour market insurance against the risk of globalisation (see Agell, 1999, Auer et al. 2004). 
Indeed there is a positive relationship between the degree of openness of an economy towards 
foreign trade and spending on labour market policies.  
 

Figure 7  Strictness of EPL versus LMP Expenditures, Europe, 1998 
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There is also some evidence of different effects of industrial relations regimes on 

productivity. A 2002 OECD study of the effects of employment protection legislation on 
multi-factor productivity in 19 countries found that a unit increase in EPL had a small 
negative effect on multi-factor productivity. Yet when the authors proxy for different 
industrial relations regimes, they find that only countries that conduct sectoral wage 
bargaining without coordination experience a negative effect of employment protection on 
productivity (Scarpetta et al., 2002). There is no negative effect of employment protection 
legislation in centralized or decentralized systems. This suggests that it is not simply the 
amount of legislation that exists in a country that affects its economic performance, but the 
dialogue and coordination that exists among the social partners. 

Employment protection legislation, spending on labour market policies and tenure are 
institutional outcomes to countries’ unique systems of industrial and social relations. 
Determining the right balance between employment protection and social protection is 
difficult from either an ethical or economic point of view. Nevertheless, there are 
macroeconomic benefits from doing so. 
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Aggregate Economic Benefits of Tenure and Labour Market Policies.  So far, the 
explanation of the beneficial effects of tenure on productivity has been based on a firm-level 
argument. Although the microeconomic benefit of increased tenure may sum to benefit an 
economy’s overall productivity, the average level of tenure in an economy can also have 
unique aggregate effects on an economy. At the aggregate level, a strong incidence of stable 
employment relationships can help an economy by ensuring constancy of aggregate demand. 
The financial stability created by long-term employment relationships creates economic 
stability as steady and growing purchasing power over the life cycle becomes a positive 
source of consumption and thus sustained aggregate demand growth. The positive relationship 
between extended tenure and consumer demand, however, is based on the perception of job 
security associated with long-term employment relationships.   

Yet although the probability of job loss falls substantially as tenure increases, long-
term employment relationships are not necessarily associated with feelings of job security, at 
least at the aggregate level.14 Both the OECD (1999, 2004) and the ILO (Auer and Cazes, 
2003) have shown that “objective” measurement through tenure and subjective perception of 
employment security do not correlate positively. Japan illustrates this finding well, since long 
average tenure is coupled with a high feeling of employment insecurity. The causes of this 
paradox are multiple, economic crisis, downsizing, rising unemployment and media reporting, 
all affect workers’ perception, even for those who hold a long-term job. It is also possible, that 
workers can be employed in long-term, but relatively precarious employment contracts that 
cause them to feel insecure about their financial situation. For example, among OECD 
countries in 1998, 11.6 percent of workers on temporary contracts had more than 5 years of 
employment tenure and 42.4 percent of temporary workers had been more than one year with 
the same employer (OECD, 2002). For these workers, employment tenure is increasing, but 
possibly without the beneficial feelings of job security.   

Workers employed in long-term relationships that feel insecure about the future of 
their job—whether because of the type of contract they hold or because of the economic 
situation of their firm or the economy—may hold back consumption, negating the beneficial 
effects of tenure. For example, Stephens (2001), using data from the U.S. Panel Study on 
Income Dynamics, finds that households will respond to an increase in the probability of 
future job losses by reducing their food consumption in the year prior to a job loss by five 
percent, despite the lower demand elasticity of food products. Similarly, during the economic 
recession that affected Switzerland in the 1990s, increased job insecurity affected consumer 
spending, compounding, via the multiplier, the negative effects of the economic downturn 
(Wolter, 1998). The author estimates that as a result of the fall in consumption, GDP growth 
rates were further reduced by half.  

Labour market institutions should be designed to facilitate the adjustment of firms 
during economic downturns without placing undue burden on workers. Who bears the burden 
of an economic downturn should not be viewed solely as an ethical debate, but rather, should 
be analysed with economic policy objectives in mind. If social protection is at the firm level 
and a firm wants to lay off workers during an economic downturn, then a firm would be 
forced to bear the cost of paying severance during an economic slowdown, which may not be 
feasible, or may have the perverse effect of worsening the firm’s adjustment to the economic 
situation, thereby risking its survival. Similarly, without any social protection, a dismissed 
worker would bear all of the costs of an economic downturn, which can have detrimental 
                                                 
14 The fall in probability of job loss will depend on the country-specific labour market.  Valetta (2000) finds that 
five additional years of tenure reduces the dismissal probability by nearly one half for the average male worker 
in the U.S. Panel Study on Income Dynamics data set between 1976 and 1992; Farber (1998) summarizes other 
similar findings for the U.S. 
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effects for that person’s livelihood. If there were a localized, mass dismissal, the livelihood of 
those in the community that the workers live in would also be severely hampered, as a result 
of the income loss and subsequent reduction in consumption. If, on the other hand, a system 
of social protection is developed so that the burden of dismissal is mutualized across 
economic agents, the negative effect of an economic downturn can be mitigated.  
Unemployment insurance is one such institution. 

An effective unemployment insurance system will operate as a stabilizing mechanism 
for the economy while providing for the needs of laid-off workers. In the United States, it is 
estimated that the unemployment insurance program mitigated the loss in real GDP by 
approximately 15 percent during the five recessions that occurred between 1969 and the early 
1990s. The program exhibited a substantial and significant countercyclical effect on changes 
in real GDP over the three decades, resulting in an average peak savings of 131,000 jobs  
(Chimerine et al., 1999).15 A household level analysis of the effect of unemployment 
insurance on consumption (Gruber, 1997) found that in the absence of unemployment 
insurance, becoming unemployed would be associated with a fall in consumption of 22 
percent, compared with the 6.8 percent drop for unemployment insurance recipients in the 
U.S. Moreover, if the replacement rate of income under the unemployment insurance program 
were above 84 percent—compared with the current rate of approximately fifty percent—
unemployment insurance would fully smooth consumption across the unemployment spell. In 
comparison with other stimulus measures, such as income tax cuts, Orszag (2001) calculates 
that the U.S. unemployment insurance system is at least eight times as effective as the tax 
system as a whole in offsetting the impact of a recession.16 

Most OECD countries have labour market policies that serve both to increase the level 
of social protection in the country as well as enhance macroeconomic stability. Besides 
income protection by unemployment insurance, many countries have active policies including 
job training, job placement services and employment subsidies.  Government labour market 
programs to assist the unemployed can increase feelings of job security, helping to boost 
economic performance. As the OECD (2002) explains, “more generous unemployment 
insurance benefits and higher union density do cause workers to report greater satisfaction 
with job security, perhaps because their families’ incomes are better protected, should they 
lose their jobs.”  Figure 8 shows the relationship between government spending on LMPs and 
job insecurity.17 Overall, the chart indicates a negative relationship between the two variables, 
which we attribute to the increased protection accorded to workers in the event of job loss.   

                                                 
15 Covered workers in the U.S. unemployment insurance system pay a tax of approximately 0.5% of earnings 
and receive in benefits approximately half of their income, depending on their level of earnings and the state in 
which they live.  Despite its economic benefits, the system has become less effective over time as only full-time, 
long-term workers are eligible yet their share in employment has fallen. 
16 He calculates this based on an analysis by Auerbach and Feenberg (2000). 
17 Job insecurity rankings compile the results of a survey of 2 indicators: (1) the percentage of workers who are 
worried about the future of their company and (2) the percentage of workers unsure about a job with their 
company even if they perform well.   
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Figure 8  Do Labour Market Policies reduce Job Insecurity? 
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Denmark is a good example of the nexus between social protection and job security.  
Danish expenditures on LMPs are the highest in the EU at above five percent of GDP. 
Though more than half of spending is on passive measures, the government has placed 
considerable emphasis on the participation of the unemployed in active measures, a policy 
that has been dubbed “learnfare.” After a period of passive benefit receipt, unemployed 
workers participate in training and educational programs to improve matching in the labour 
market.18 Benefit replacement rates in the Danish system for both active and passive 
recipients, average 60 to 70 percent of the lost wage, though low-income recipients receive 
roughly 90 percent of their past income. Labour market indicators show that the labour market 
functions well with a high rate of labour force participation, 78.2 percent, and a manageable 
unemployment rate of 5.5 percent (in 1999). Average tenure is low—at 8.3 years in 2001—
and is comparable to the U.K.; but Denmark’s “mediated” labour market provides a higher 
degree of job security. In job security rankings cited by the OECD in 1996 and 2000, 
Denmark ranked 5th in 1996 and 2nd in 2000 out of a total of 17 countries.  In comparison, the 
U.K. had the worst job security ranking in both survey years (OECD, 2001).   

Although the relationship between tenure and job security is a tenuous one that can be 
easily affected by changes in economic conditions, labour market institutions can play an 
important role in boosting the economic benefits of long-term employment relationships. The 
institutions can add flexibility to the labour market by lessening the risk involved for workers 
in switching jobs. They can also provide social protection to deter workers from excessively 
holding back consumption out of a fear of job loss. At the firm level, long-term employment 
relationships provide a mechanism for firms to reap the returns to training invested in workers 
at the beginning of the employment relationship, improving overall productivity. And 
although there are some problems with excessively long or short tenure, it seems that the 
                                                 
18 After twelve months of receiving benefits, and six months for workers under the age of 25, the unemployed 
must participate in job training and educational programmes. The passive component of unemployment benefits 
was reduced for adults from 4 years in 1994 to 2 years in 1998 to one year in 2000. The reduction is also in line 
with the 1998 EU Employment Guidelines that stress activation (Madsen, 2003).  
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degree of average tenure found in Europe is not detrimental for productivity. However, tenure 
patterns do seem to be correlated with employment rates for the industrialized countries 
studied, as Figures 9 and 10 suggest. Plotting the share of workers with long tenure (more 
than 10 years) against employment-to-population rates shows a negative relationship, whereas 
a greater percentage of short tenure workers seems to be positively correlated with the 
employment-to-population rate. Thus it might still be true that more flexibility19 could be 
good for employment, but as the above analysis shows, this could be detrimental to 
productivity.    
Figure 9 Share of Workers with More than 10 Years of Tenure and Employment Rates, 2002 
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Figure 10  Share of Workers with Less than 1 Year of Tenure and Employment Rates, 2002 
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19 By ‘more flexibility’ we are not implying that extreme flexibility would be best for employment. Rather, it is a 
middle level of tenure (8.9 years on average) coupled with labour market security in the form of active and 
passive labour market policy that encourages high employment rates.  Such a system also offers good insurance 
against the risks of globalizations (Auer et al., 2004; Agell, 1999).  
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Conclusion: towards protected mobility? 

The econometric analysis showed that employment tenure had a positive effect on 
productivity, at the aggregate level, within different European sectors between 1992 and 2002.  
Other empirical studies reviewed show similar relationships between tenure and productivity 
with tenure having a positive effect on productivity for intermediate lengths of tenure and 
thereafter decreasing. 

The positive, though eventually decreasing, relationship between tenure and 
productivity reflects a bundle of qualities in the employment relationship besides just the 
number of years on the job. As theoretical and empirical studies suggest, stability in 
employment is necessary for job training, given that job training is an essential component in 
the operation of the firms (for example, through the use of work teams) or in innovative 
industries. Another determining factor of the type of employment relationships that exists in 
an economy is the industrial relations system, particularly the role that the government plays 
in mediating employment relationships and the role of the social partners in bargaining along 
the tenure-labour market policies trade-off in order to establish “protected mobility”. It 
appears also that in EU countries overall, the length of average tenure remains below the 
turning point at which productivity tends to decrease so that there seems to be no need to 
change employment protection legislation for productivity purposes. This of course is only 
valid on the aggregate and tells us nothing about the needs of different sectors or firms that 
may diverge from a uniform standard.  

However, the observation that countries with average tenure and a higher share of 
short-term jobs (which can be interpreted as a proxy for more labour market flexibility) 
exhibit higher employment rates, needs additional research. At first sight it seems to indicate 
that more numerical flexibility results in higher employment rates, which is plausible as more 
mobile labour markets offer more job openings (but also more quits and dismissals and 
greater volatility). As the ILO is interested in employment promotion, this result is 
noteworthy. But the ILO is also interested in decent work and indeed, there are national 
labour markets that combine medium employment tenure with good social protection and 
high employment rates, and also score high in terms of labour market security. In addition, 
these countries feature a high share in good jobs as measured by the EU commission and have 
an active social dialogue. This shows that decent work is effectively produced as a “joint 
effort” between firms and the policy and institutional environment in which they are placed.  

We end this essay with a thought provoking observation to be taken further with 
additional research: if it holds true that the observed stability in the employment relationship 
accommodates productivity better than labour market flexibility, then the traditional positions 
of the social partners must be challenged. In such a case, employers should not only be 
interested in flexible employment relationships, but in stable ones as well (and can live well 
with existing stability/flexibility patterns) and unions should not fear more flexible labour 
markets if they are embedded in a framework of social security, while continuing also to ask 
for stable jobs. As shown above, such a common quest for productive and decent work might 
have elements that could overcome the productivity/employment trade-off observed by 
stimulating consumption and additional demand and output.  Indeed, in terms of employment 
and productivity, employers and unions have more in common than usually believed at least 
at the macro level. This is a good starting point for the social dialogue on productive, decent 
employment. 



 22 

References 

Applebaum, E. et al. (2000) Manufacturing Advantage: Why High-Performance Work 
Systems Pay Off, Ithaca: Cornell University Press. 

Agell, J. (1999) “On the Benefits from Rigid Labour Markets: Norms, Market Failures and 
Social Insurance,” Economic Journal 109 (453). 

Auer, P. and Cazes, S. (eds.) (2003), Employment stability in an age of flexibility. Evidence 
from industrialized countries, Geneva: ILO. 

Auer, P., Efendioglu, U. and Leschke, J. (2004, forthcoming) Active labour market policies 
around the world: Coping with the consequences of globalisation, Geneva: ILO. 

Blakemore, A. and Hoffman, D. (1989) “Seniority Rules and Productivity: An Empirical 
Test,” Economica 56: 359-371. 

Chimerine, L., Black, T. and Coffey, L. (1999) “Unemployment Insurance as an Automatic 
Stabilizer: Evidence of Effectiveness Over Three Decades,” Occasional Paper 99-8, 
Washington, D.C: U.S. Department of Labor.  

Doeringer, P. and Piore, M. (1971) Internal Labor Markets and Manpower Analysis, 
Lexington, MA: D.C. Heath & Company. 

Doogan, K. (2002) “Job insecurity and long-term employment in Europe,” paper presented at 
the 3rd International Congress of the Work and Labour Network, Osnabrück, 22-25 
May. 

Erlinghagen, M. and Knuth, M. (2004) “Beschäftigungsstabilität in der Wissens-gesellschaft,” 
in O. Struck and Ch. Köhler (eds.) Beschäftigungsstabilität im Wandel? Empirische 
Befunde und theoretische Erklärungen für West- und Ostdeutschland, München, 23-
28. 

European Commission (2002) Employment in Europe, Belgium: European Commission, 
Directorate-General for Employment and Social Affairs. 

Farber, H. (1998) Mobility and Stability: The Dynamics of Change in Labor Markets, 
Working Paper 400, Princeton, Industrial Relations Section. 

Howell, D. (2002) “Increasing Earnings Inequality and Unemployment in Developed 
Countries: Markets, Institutions and the ‘Unified Theory’,” Center for Economic 
Policy Analysis Working Paper 2002-01, New York. 

ILO (1996) World Employment 1996/97: National Policies in a Global Context, Geneva: 
ILO. 

Kramarz, F. and Roux, S. (1999) “Within-Firm Seniority Structure and Firm Performance,” 
Centre for Economic Performance Discussion Paper 420. 

Lazear, E. (1979) “Why is there Mandatory Retirement?,” Journal of Political Economy 87 
(6): 1261-1284. 

Lichtenberg, F. (1981) Training, Tenure and Productivity, NBER Working Paper 671. 

Michie, J. and Sheehan, S. “Labour market deregulation, ‘flexibility’ and innovation,” 
Cambridge Journal of Economics 27: 123-143. 

OECD (1999) Employment Outlook, Paris. 



 23

OECD (2001) Knowledge, work organisation and economic growth, Labour Market and 
Social Policy Occasional Papers, No.50, DEELSA/ELSA/WD 20013, Paris. 

OECD (2002) Employment Outlook, Paris. 

OECD (2004) Employment Outlook, Paris. 

Neumark, D. (ed.) (2000) On the Job: Is long-term employment a thing of the past? New 
York: Russel Sage Foundation. 

Osterman, P. (2003) “Flexibility and Commitment in the United States Labour Market,” in P. 
Auer and S. Cazes (2003), Employment Stability in an age of Flexibility, Geneva: ILO. 

Pacelli, L., Rapiti, F. and Revelli, R. (1998) “Employment and Mobility of workers in 
industries with different intensity of innovation: evidence on Italy from a panel of 
workers and firms,” Economics of Innovation and New Technology. 

Pissarides, C. (2001) “Employment Protection,” Labour Economics 8 (2):131-159. 

Rodgers, G., (ed.) (1994) Workers, Institutions and Economic Growth in Asia, Geneva: IILS. 

Scarpetta, S., Hemmings, P., Tressel, T. and Woo, J. (2002) The Role of policy and 
institutions for productivity and firm dynamics: Evidence from micro and industry 
data, OECD Economics Department Working Papers, No. 329.  

Stephens, M. (2001) “The Long-Run Consumption Effects of Earnings Shocks,” Review of 
Economics and Statistics 83(1): 28-36.  

U.S. Department of Labor (1994) Road to High-Performance Workplaces: A Guide to Better 
Jobs and Better Business Results, Office of the American Workplace, Washington, 
D.C. 

Valetta, R. (2000) “Declining job security”, in D. Neumark (ed.) (2000), On the job: Is long-
term employment a thing of the past? New York: Russel Sage Foundation. 

Visser, J. (2001) “Industrial relations and Social Dialogue,” in Auer, P. (ed.) (2001) Changing 
Labour Markets in Europe, Geneva: ILO. 

Wolter, S. (1998) “The cost of job-insecurity: Results from Switzerland,” International 
Journal of Manpower 19 (6): 396-409. 

 

 



 24 

Appendix:  Econometric Results 

 
Productivity regressions on tenure, dependent variable: Log (PHW) 

Coef. Std. error Coef. Std. error Coef. Std. error

CONSTANT 3.205 *** 0.225 1.675 *** 0.063 2.837 *** 0.232

LOG (TENURE) 0.155 *** 0.069
LOG (TENURE < 1 YEAR) -0.042 *** 0.013
LOG (TENURE > 10 YEARS) -0.018 *** 0.032
LOG (TENURE > 20 YEARS) -0.092 *** 0.022
TENURE 0.097 *** 0.024
TENURE2 -0.004 *** 0.001

SECTOR
AGRIC -0.541 *** 0.039 -0.379 *** 0.022 -0.673 *** 0.043
CONST -0.541 *** 0.037 -0.313 *** 0.019 -0.037 *** 0.017
FINAN 0.596 *** 0.046 0.187 *** 0.023 0.609 *** 0.046
PUBEC -0.242 *** 0.044 -0.121 *** 0.019 -0.043 *** 0.020
TRADT -0.382 *** 0.046 -0.177 *** 0.018 -0.359 *** 0.046

COUNTRY
BELGIUM 0.315 0.224 0.163 ** 0.090 0.452 ** 0.224
DENMARK -0.074  0.170 -0.056 0.069 0.023 0.170
FINLAND -0.310 *** 0.116 -0.114 *** 0.049 -0.261 *** 0.116
GERMANY -0.142 0.191 -0.079 0.077 -0.021 0.191
GREECE -0.996 *** 0.115 -0.366 *** 0.049 -0.772 *** 0.132
ITALY -0.726 *** 0.147 -0.242 *** 0.062 -0.558 *** 0.153
LUXEMBURG 0.133 0.221 0.045 0.087 0.190 0.217
NETHERLANDS -0.102 0.166 -0.022 0.068 0.003 0.166
PORTUGAL -1.446 *** 0.178 -0.736 *** 0.072 -1.281 *** 0.182
SPAIN -0.559 *** 0.148 -0.240 *** 0.062 -0.521 *** 0.147
SWEDEN -0.399 *** 0.191 -0.124 ** 0.078 -0.245 * 0.193
UNITED KINGDOM 0.290 ** 0.200 0.091 * 0.080 0.399 *** 0.199

Observations
Adj. R-squared 0.760 0.765 0.763

A B C

822 822 822

  
Note: All regressions include a full set of industry and sector dummies. Manufacturing sector and France are 
used as control variables; the results are robust to other controls. 
* Significant at 10% level; ** significant at 5% level; *** significant at 1% level. 
 
 
 


