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CAUSES OF LABOUR MARKET IMPERFECTIONS IN THE DUTCH CONSTRUCTION INDUSTRY.
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1. INTRODULCTION.

Since the end of the seventies several studies have been done to
estimate the development of frictions between supely and demand on the Dutch
Labour market by means of so-called Uv-analysis (e.g. Driehuis 1975, Kuipers
% Buddenberg 1978, Heijke (982, Van Ours 1982, Van den Berg 1982, De Koning
1982,1984, Muysken, c.s. 1982, ben Broeder et al 1984,1985 and De Neubourg
1985). Similar studies have been doﬁe on other countries' data (e.g.
Gujarati 1972, Taylor 1972, Holden & Peel 1975 and Reid & Meltz 1979). A
different approach can be found in Nickel (1982). Generally speaking Labour
market frictions-may have two components: geographical frictions and
occupational frictions.

One of the reasons for the attention various economists devote to labour
market frictions is the noticable increase of these market imperfections
starting at the end of the sixties. Most of the studies mentioned above
refer to the laBour market at macro—~eccnomic Level Some studies also attempt
to explain the development of the Labour market frictions by means of a
number of exogeneous proxy-variables. In a few cases these explanatory
variables are more or less placed in a search=theoretical framework.

Hardly any research has been published in which Labour market
imperfections at industry levél are explained. One of the reasons for this,
probably is the difficulty to define an industry'é Labour market with the
available statisticat data. One of the few Labour market friction analyses
at industry level is the study of Heijke (1983) in which the development of
imperfections on the Dutch building=trade labour market has been estimated
for the period 1955-1981. The Labour market friction as a percentage of

employment in this industry appeared to be 2,5 to 3 times as high as
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macro~economic friction {12 .,

This high friction unemployment makes the building=-trade Labour market a
interesting subject for a UV-analysis at industry-level. Moreover, compared
with other industries, the construction industry shows a relatively high
overlap between the industry and the reLevaﬁt occupations. Possibly part of
the relative high Labour-market imperfection in the building-trade is a
result of high registration of both unemployed workers and vacancies in this
industry. This increases the reliability of a UV=analysis for this industry,
compared with macro~economic UV—-analysis. An analysis of the causes of
Labour market imperfections at industry level also has the advantage that
the explanatory varizbles may have less a proxy=character than usually in
macro-economic research. ALl this makes the huilding~trade labour market
very suitable for analysing causes of Labour market imperfections.

In this paper the significance of some hypotheses on possible causes of
an increasing or decreasing Labour market frictions, will be tested on
Labour market data of the Dutch building=trade for the period 1955-1981, by
means of OLS-estimates. This period has been chosen on basis of the
avatlability of annual data for most of the variables used in the analysis.
In contrast with most other UV~-research on causes of Labour market friction,
which after, Holt (1970) and Gujarati (1972), explicitly or implicitly
occurs within a jqb-search framework, this paper defines the friction-
proolem within a human-capita "matching" framework,focussing primary on
skill differences in the composition of labour market supply and demand.

The next section deals with the two lines of research in UV-analysis
that enable us to test the significance of possible causes of Labour market
imperfections; in this paper Labelled as the "direct” and "indirect" method.
Section I1I describes the possible "imperfect matching” hypotheses tested in
this paper., Section IV reports on the results of the QLS—~estimates. The

results show the imperfect matching framework enables us to explain {abour

1. The same results have been obtained in an earlier study of Van Qurs (1982).
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market frictions to some extent. In-section V a typically job=search
explanatory variable = the wage-benefit ratio - will be added to our
analysis. This however does not improve the estimation result obtained from
the imperfect matching framework. The concluding section VI sums up the main

results and policy implications of this paper.

II. DIRECT AND INDIRECT TESTING METHOD.
Until now two different Lines of research have been followed in
UW=-analysis, attempting to explain shifts of the W-=relation. The method

most commenly used, which we will call the direct method, refers teo testing

Uv-relation:

(1) {n(w= a + b n(Xi) + ¢ Ln{w) (<)
3

where: u = unemployment as a percentage of the labour force or working
population} v= vacancies as a percentage of the Labour force or working
population; Xi= explanatory variables, by which shifts of the Uv=relation
can be explained; a,b,c = parameters.
Research following this direct method has been done by e.g. Reid & Meltz
(1979) and De Neubourg (1985).

In other studies, research into the causes of Labour market frictions
has been split into two successive phases (Den Broeder c.s. 1984, 1985),

Therefore we call this the indirect method., First, annual frictien

unemployment is calculated by means ;f a simple UV-relation or employment
function, in which the actual values of u and v = or labour market supply
and demand‘- are filled in. The second step in this indirect method refers
to OLS-estimates of equations in which the caLcuLated.friction unemployment
is the dependent variable. Heijke (1983) follows this procedure in his
building-trade labour market study. First, he calculates the annual friction

unemployment percentage by means of the CES-employment relation (Heijke,1983

D. 7):
-f -£ -1/f
ap 1 =T HT (f > 0).
where: L = employment; 8§ = supply of labour (§=L+); b = demand for Labour

(o=L+V¥); f = friction parameter.

For each year the friction percentage (uf), where S$=D, can be calculated as
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follows (Den Broeder ¢.s. 1984, p. 10):
IIn  ue = 2/E
The hypothesis on causes of Labour market frictions can then be tested by
means of QLS-estimates of equation:

(IV) InCuf)= a + b Ln(Xi)

This indirect method has the advantage that an employment-relation can be
used to calculate the development of friction unemployment. }his emplbyment-
relation can be considered more satisfactory because it refers to a direct
causat relation, which the Uv=relation does not, as u and v are only related
to each other through total supply and demand of Labour (Holden & Peel 1975,
De Koning 1982, Heijke 19§3).

Moreover, calculation of the annual friction unemployment by means of
the actual values of § and D, avoids the influence of stochastic
disturbances in the friction parameter (f) on the parameters estimated for
the variables (Xi) which attempt to explain the development of the
Labour-market imperfections. On the other hand the indirect method has the
disadvantage that the extent of friction unemployment is calculated a priori
by means of a not tested specification of a theoretical relation. This paper
will not dwell on this method-battle, OLS-estimates will be done for both

the direct and the indirect method.

‘11I. POSSIBLE CAUSES OF LABOUR MARKET FRICTIONS.

As Holt (1970) already set out, Labour market frictions can be explained
from two different viewpoints: on the one hand search behaviour of
unemployed workers and employers in the Labour market and on the other hand
the segmentation of the labour market in submarkets. It is striking that
most studies of possible causes of friction unemplLoyment usually define the
analysis in a search—theoretical framework, with an extension into the
geographical dimension of job-search behaviour in a few studies (Reid &
Meltz 1979, Heijke 1982, Den Broeder cs. 1984,1985 , De Neubourg 1985).

Hardly eve; explanatory variables explicitly refer to a imperfect

matching framework, which does nmot concentrate on changes in lLabour-market
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participants® search time, but focusses on causes of skill differences in
the composition of labour supply and demand.

In this study Labour market friction is analysed within a2 human=-capital
(or related institutionalist theory) framework, in which Labour market
frictions are explained from inadequate matching of heterogeneous Labour
supply and demand. This does not imply that friction unemployment is merely
an aggregation problem, in the sense of friction between markets. As the
difference between frictions within markets and frictions between markets
highly depends on the extent to which the Labour market can be
disaggregated, differences in the composition of Labour supply and demard
can also refer to frictiﬁns Wwithin the Labour market segments that c¢an
statistically be identified. |

In this section seven hypotheses will be presented that may explain the
development of building-trade Labour market frictions. ALL hypotheses focus
on aspects of the mismatch of the skill composition of Labour supply and
demand.

1. Skill=composition labour market demand

In the first place changes in the schooling composition on the
demand-side of the lLabour market may cause frictions, if Labour supply
cannot adjust adequately or fast enough. Such an inadequate supply-response
is highly probable in the case of a demand shift from unskilled labour to
the skilled builtding crafts, as the excess of unskilled Labour supply then
will mismatch excess demand for skilled labour. A suitable indicator for
this skill=level aspect in the composition of Labour demand is the share of
repair and rebuilding in total building production. The distinction between
repair and rebuilding on the one hand and new building on the other hand, is
relevant from a schooling point~of view, as the often large-scale new
building generally requires relatively much less altl-round craft workers
than are neeaed for the usually small-scale rep;ir and rebuilding. This
gives us the following measure:

(V) RBT= RB/TB. {(Data: CBS.)

where: RB = nominal value of repair and rebuilding production; TB = nominal
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value of total buitding production; RBT = part of value repair and
rebuilding in total building production.

Necessarily we have to use these production data, Probably this
value=ratic does not exactlLy correspond to relative demand for Labour, as
repair and rebuilding is generally more Labour intensive than new building.
However,if we suppose that during the period considered there has heen a
constant ratio between the labour intensities of repair/rebuildin and new
building, the above measure can be considered a suitable indicator of the
development of the skill-level composition of the demand for Labour in the
construction trade, Thereby we assume there can only be a shortage of
skilled workers on the Labour market.

As an increase of the above ratio implies an increase of the relative
shortage of skilled craft-workers and therefore can lead to an increase of
the Labour market mismatch, we expec¢t this explanatory variable to have a

positive sign.

2. Apprenticeships

An important element of a good match between supply and demand for new
entrants on the building=trade labour market is the extent to which new
workers can be trained for the skilled building c¢rafts. In the Dutch
construction industry the greater part of this craft—~schooling takes place
in a 'dual’ schooling system, the so-called "leerlingwezen". This dual
apprentices system offers young workers theoretical formél ¢lass—=room
training as well as a considerable amount of on=the=job training in their
craft. As this dual schocling system involves costs for the firms employing
apprentices, the apprenticeship possibilities for new labour market entrants
often decrease during an economic downturn, when firms are Less in need of
(skilled) workers. In that situation young workers will not be considered

for vacancies in the skilled construction crafts. This implies that

unemployment which originates as c¢yclical, will be transformed into Labour
market frictions, as apprenticeship trainings then will fail to match the
demand for skilled craft-workers with the supply of not adequately trained

youths.
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The indicator we take to test this hypothesis is the number of
apprentices as a percentage of total employment:
(Vi) APE= AP/E (bata: CBS.)
where: AP = number of apprentices; E = total employment.
As a fall in the number of apprentices may cause an dincrease of labour=

market discrepancies, we expect this variable to have a negative sign.

3. Experience discrepancies

Undoubtedly the schooling of workers also has an experience component.
Older experienced workers may be expected to be considerably more productive
than unexperienced young workers. O0f course this does not imply exberienced
workers are always more preferred than unexperienced ones. The relative
attractiveness of experienced and unexperienced workers depends
theoretically on the extent to which the age-wage differential covers the
marginal productivity difference between both groups. The age/experience
wage structure can be disturbed in two ways. On the one hand young workers'
wages can be relatively too high, e.a. as a consequence of a relatively high
minimum~wage Level. On the other hand older workers can also be paid
relatively too high wages, e.g. if their market power, trade unions or legal
protections make their wages rigid at too high a Level compared with wages
young newcomers in the Labour market earn.

As we have no information on marginal productivities, we have to use
another indicator for the relative attractiveness of younger and older
workers. We witl use as an indicator for this hypothesis the relation
between vacancies open for younger workers and the total number of
vgcancies:

{VII) ED= V19/¥ {bata: CBS.)

where; ED = experience discrepancy; V19 = number of vacancies open for
workers younger than 19 years old; V= total number of vacancies.

If a decrease of the number of vacancies for youths coincides with an
increase of Labour market frictions, we may conclude that the relative
overpay of unexperienced youths has been a cause of this friction. In that

.case this explanatory variable has a negative sign. If oltder workers' wages
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are relatively too high, we may expect a positive sign.

4, Bumping-down processes

In his job-competition theory Thurow (1975) draws attention on the
passibility that an excess of skilled workers will drive Less~skilled
workers out of employment from their present job-level domain into Lower job
levels or into unemployment, if relative wages are rigid. Such a process can

be characterized as a "bumping-down process”., Job-competion theory is often

congidered of special relevance to the allocation of new entrants in the
Labour market., However, as the construction industry can be considered a
separate Labour market segment, one would not expect schoolleavers with a
building=craft certificate have to face competition of higher-skilled
schoolleavers trained in another craft, But it is possible that within the
building Llabour market bumping~down processes do occur.

First, experienced workers can drive schoolleavers = with or without a
certificate -~ out of employment. This aspect has as a matter of fact already
been modelled above in the variable £D. Second, qualified schoolleavers can
drive out ungualified new entrants. The extent to which such a bumping~down
process occurs, depends on the one hand of the relative supply of qualified

schoolleavers and on the other hand of the "absorption capacity” = the

entrance possibilities = of the Labour market. Both elements are represented
in the following indicator:
(VIII) BD= (QTS=-V19)/E (pata: CBS.)

where: BD = bumping~down indicator; QTS = schoolleavers qualified for the
building—crafts.

As an increase of the number of certified schoolleavers in relation to the
number of vacancies for younger workers may Lead to an increase of the
extent to which uncertified youths are driven out of employment in the

building trades, the expected sign of this varjable is a positive one.

5. Secondary labour market

According to dual Labour market theory the Labour market consists of two

different segments (e.g. Edwards, Gordon & Reich 1975). A stable primary
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segment with skilled 'career' or 'craft' jobs and an unstable secondary
segment with unskilled 'dead-end' jobs. Secondary labour markets are
characterized by high quit rates, as lLabour supply on these market segments
is not tied to a certain occupational domain in the way primary workers are.
€2¥
Because of high Labour mobility, secondary Labour markets may face lLarge
Labour market frictions. As craft-markets also can have a relatively high
intra=industry Labour mobility, secondary Labour markets can best be
identified by a high inter-industry mobility (Alexander, 1974), because
unskilled workers employed in dead-end jobs_are easily inclined to search
for jobs in other industries. However, entrance and exit of Labour supply in
and out of an industry strongly depends on the employment possibilities in
the industry. In this way an important fall in employment in the building
trade ¢can also force craft-workers to search for jobs in another industry.
Therefore, a suitable measure for identifying the relative importance of
secondary Labour markets can only be derived, if we correct the quit-rate
for mutations in the sector's employment. In Van Bergeijk & De Grip (1986)
we developed such a corrected measure. This so—called "contrarious mutation
percentage” can be calculated by the following equation:

(1%) omp = RE + FE + 0 - [ALS| (bata: EIB.)
2Ls

where: CMP = Contrarious mutation percentage; RE = reentrance in building-

trade; FE= first entrace in building trade; @ = gquits out of building=trade;

LS = Labour supply in the building= trade.

As the dazta used refer to a period going from May in the previous year to

May in the year of observation, it is advisablee to average the annual data:
(103 SaM = {CMP(t) + CMP(t-1)}/2

where: SAM = secondary Labour market indicator,

Of course this SAM-indicator can only be considered és a proxy= variable for

the extent to which the building=trade Labour market contains secondary

segments. As an increase in the importance of such secondary segments may

2. Alexander (1974) identifies secondary Labour markets as market
segments at which the quit rate exceeds 20X yearly.
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cause more Labour market frictions, the expected sign of this explanatory

variable must be positive.

6. Long-term unemployment

Long=term unemployment can create a "hard core" of unemployed workers,
who cannot compete for jobs any Llonger with those unemployed for only a
short period. Such a process is often caused by the fact that Long-term
unemployment mostly implies a gradual dequalification of previously skilled
workers. This degqualification progess is reinforced by so-called "negative
feedback processes" in which unemployed workers get demotivated and lose
their work=-discipline. Moreover, the mere possibility of such a
dequalification or demotivation process often implies stigmatization of the
Long=term unemployed, which makes it very difficult for every long-term
unemployed worker to compete for a job. The existence of a "hard core" of
unemployed workers can be an important cause of the persistence of Labour
market frictions even i1f the economy recovers again.

The indicator we use for this possible cause of lLabour market frictions
is the number of workers that is unemployed for six months or Longer at the
end of November of the previous year as a percentage of total employment:

(X1> WP((-1) = {UL/EX(t-1) {(bata: CBS)

where: UL = number of Long=term unemployed (> 6 months); ULP= idem as a
percentage of total employment.{4)

The one=year Lag in this variable refers to both the gradual process of
dequalification and demotivation and the way in which Long-term unemployment
may prolong labour-market frictions. As an increase of this hard core
unemployment can imply higher Labour market frictions in the next period, we

have to expect a positive sign for this variable.

7. Reschooling

The construction industry's labour market is a suitable ground for

4, It is striking that the term long—term unemployment has been inflating
recently. Sometimes the term only refers to unemployment spells of

more than 2 or 3 years. We however prefer to use the > 6 months
criterium, which was standard up to the seventies.
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testing the effectiveness of (re)schooling adult unemployed workers, a
Labour market instrument aimed at decreasing Labour market frictions. Such a
test is possible because there exists a rather direct Link between this
schooling=instrument and the building crafts.

For older workers reschooling is always Less profitable than for youths.
First, older workers will face higher opportunity— costs when they invest in
their human-capital. Second, the period during which they can profit from
their investment is shorter. Therefore (re)schooling of older workers will
onky take place if the greater part of the schooling-costs is subsidized,.

In the Netherlands such a subsidized (re)schooling possibility does
exist for a Long time at the "Centra voor VakoplLeidingen voor Volwassenen"
(CVVs),. Schooling for various building crafts accounts for an important part
of these Cv¥V=trainings. As a measure of the effect of this government
schooling=instrument we take the number of workers that successfully
completed schooling in the.year of observation as a percentage of total
employment :

(XI1) CVVP = CVV/E
(Data: Ministry of Social Affairs and Employment)
where: CVV = number of certified school-leavers C¥¥-building crafts; CVWP =
idem, as a percentage of total employment.

If an increase of the number of reschooled workers causes a significant
decrease of labour market friction, we could judge this Labour market
instrument effective. In that case the sign of this variable must be

negative,
IV. RESULTS TIME-SERIES ANALYSES.

The hypotheses formulated in section II will be tested hy both methods
used in Uy-analysis Literature: the direct testing method where u is the
dependent variable and the indirect method where uf must be explained. Both
variables are expressed as a percentage of total employment in construction
industry, similar to the way the explanatory variables are defined.

Table 1 shows the most acceptable estimation results for the entire
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period 1955-'81, for both testing procedures. It is striking that the two
estimation methods differ at some points. The second equation of this table
- which includes the reschooling variable CVVP - shows the most acceptable
results of the indirect testing method. In the direct method adding the
CVVP=-variable (equation 1) does not improve the result of the third

equation,

TABLE 1: ESTIMATION RESULTS 1962-1981.

C Ln{APE} Ln{RBT) Ln(BD) LnCED) Ln(L{VVP) Ln{V) D.W. R2

lolnu)  =8.67 =1.754 .753 .583 .977  ~.176  -1.00 1.61 .93
(~5.4) (~5.0 (3.6) (1.8) (2.9) (~1.3) (=7.3)

2olnuf) =2.42 =911 469 993 597 -.168 1.63 .84
(=2.9) (=4.7) (3.9 (3.9) (2.7 (=2.2)

J.tnud =7.46 =1.924  .635 97  L873 -.921 1.56 .93
(=5.6) (=5.8) (3.3) (2.8) (2.6) (=7.4)

4.LnCuf) =-1.63 =-.984 393 688  .497 1.30 .31

(=2.0) (=4.8) (3.2) (4.4) (2.2)

t-values are shown in parenthesis; P.W.= Durbin-Watson statistic;
R2=corrected multiple correlation coefficient
Although all variables in equation 1 have the right sign, the parameter of
the bumping=down variable only differs from zero at a 95% confidence interval,
while the reschooling variable CVVP is only significan at the 90% Level.
The hypotheses explaining significant causes of shifts in lLabour market

frictions, according to both testing methods are:

the skill composition of Labour demand, as represented by the share

= of repair and rebuilding in total building production (RBT);

the number of apprentices (APE);

the in relation to their relative productivity ~ compared with

young workers = too highly paid older workers (ED).

Also the bumping~down variable appears to be significant in the most acceptable
equation results of both methods (equation 2 and 3). However, in the direct
testing method this variable is only significant at a 95% level, if the

reschooling variable is added.
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The estimation results also show that reschooling of older workers at the
CVW's contributes to the elemination of Labour market imperfections. Though,only
in the indirect method the parameter of this variable differs significantly from
zero at the confidence lLevelL of 97,5 %. In the direct methoed the effect of
reschooling only meets the 20% level.

It must be noted that the Durbin~Watson statistic for first-order
autocorrelation is not really satisfying. The D.W.-values are all in the

uncertain region.

Secondary labour market

As the relevant data for the SAM=variable are only available since 1962, we
can only test the significance of this hypothesis for the period 1962~'81. Table
2 presents the estimation results of the regressions in which this variable is

added to equation 3 and 4 of table 1.

TABLE 2: ESTIMATION RESULTS 1962-1931.

C  Ln(APE) Ln(RBT) Ln(BD) Ln(ED) Ln(SAM)} Ln(V) DW. R

Ln(u) =8.17 =1.892 «606 360 .967 .525 ~-.990 1.66 .95
{(=5.0) (=5,86) (3.4 (.1 (2.6 (2.00 (=7.5)

LnCuf) =-2.82 =1.006 «29% .348 500 .222 2.19 .90
(=4.1) (=6.7) (3.5 (2.9 (2.83) (1.3)

tn(u) =9.14 =2.076 «618 443 1,09 =-. 947 1.55 .93
(~5.4) (~5.8) 3.1 1.2y @.7D (=6.6)
tnluf) =3.34 -1.068 .305 .353 .555 1.97 .89

(=5.0) (<6.9) 3.4 (2.8 (3.0
t=values are shown in parenthesis; b.W.= Durbin-Watson statistic; R2=
corrected multiple correlation coefficient
In both testing methods the $AM-variable has the expected sign. However, 1in
both cases the coefficient differs significantly from zero at a 90%
confidence level only. Moreover, in the direct method the bumping~down
variabLé becomes insignificant. This however is mainly a result of the
shortening of the testing period, as appears ocut of the added estimation
results of the equations without the SAM=-variable over the shorter period

1962=-"81.

The QOLS-estimates over this period show an improvement of both the
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Durbin=Watson and the R2-statistic compared with the estimation results over

the period 1955-1981.

Long-term unemployment

The dequalification/stigmatization hypothesis does not appear to be a
significant argument for the development of Labour market imperfection in
the construction industry. The coefficients of the ULP-variable do have the
right sign,-but in no equation they differ significantly from zero (Table

3.

TABLE 3: ESTIMATION RESULTS 1955-1981.

¢ Ln(LLWP) En(RBT) Ln{BD) Lpn{ED) LnCULP} Ln{CVVP) Ln(v) D.W. RZ2

ln{uwy =7.06 =1.623 . 531 -.624 .859 .04 -.930 1.62 .93
(=5.2) (=3.9) (2.5 (1.9 (2.8 (1.2) (=7.5)
LnCuf) =1.44 -.857 346 619 491 027 1.27 .80

(~6.8) (=4.8) (3.2) (6.3) 1.9 (2)

tn(w)  =8.16 =1.543 .652 480 .949 049 -=.148 =-.998 1.61 .93
(=4.8) (=3.6) 2.7y (.4 2.8 (» 1.1 =7.2)

Ln{uf) =2.32 =-.842 447 568 .591 011 -.162 1.63 .34
(~2.5) (=3.4) 3.2 Q.3 2.6 .3 (-2.0

t-values are shown in parenthesis; D.W.= Durbin-Watson statistic; R2=
corrected multiple correlation coefficient

What we have not discussed yet, are the often remarkable differences between
the coefficients in both testing methods. The always significant variables
RBT, APE and ED have estimated parameter values in the direct method that
are more than twice the the values in the indirect method. The same applies
for the SAM-variable. For the other variables - BD and CVVP - the difference
is much Less. One of the reasons for these differences is the fact that in
the indirec method the coefficient of V is not an estimation result, but
annually calculated by filling in the actual values of § and D in equation
II. This avoids the influence of stochastic disturbances in the friction
parameter on the estimation results of the other variables., However, the
main explanation for the differences is of course the different
specification of the equations of the direct (UV-relation) and the indirect

{ CES=employment relation) method.
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As most of the explanatory variables only c¢laim to have a proxy-
character, we cannot possibly interprete the coefficients too strictly.
Therefore the main purpose of our analysis can only be determining whether
the signs of the explanatory variables corresponds with the hypotheses
tested. One might houeQer wonder if the coefficients of the APE-variable in
the direct method is theoretically correct, as it is considerably smaller
than ~1. Nevertheless, one should be careful on this point. Undoubtedly a
great part of the craft training occurs within the formal apprenticeship
trainings, but in the construction industry there also are several other
formal trainings or jobs with considerable en~the-job training. In as much
as the APE-variable is correlated with the devewlopment of these alternative
trainings, it is possible that the APE-variable also represents the
influences of the alternative trainings. Moreover, it should be noted that
the estimated coefficients in the direct method equation show the elasticity
of total unemployment in relation to the explanatory variables, while the
indirect method equation shows the effect of the explanatory variables on
Labour market fric?ion.

Apart from the bumping-down variable, the value of the coefficients of
the significant variables is hardly sensitive for adding additional
variables to the regressions. The bumping=down wvariable is also the only
variable, which coefficient considerably changes when the testing period is
shortened from 1955-'31 to 1962-'81. This toc makes that we have to doubt if
(this specification of) the bumping-do#n hypothesis offers an ‘adequate
explanation of an increase in labour market imperfections in the dutch

construction industry.

V. ADDITIONAL CAUSES.

It may be interesting to combine the 'traditional' job search framework
with the matching framework presented above. The more so as the burbin-
Watson statistic of most of the OLS-estimates in section IV were not in the
decisive range. This may indicate the existence of other causes of Labour

market imperfections, not represented by the explanatory variables included
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in the above equations., Therefore we also tested the significance of the
well=known job=search hypothesis, according to which an increase of the
relative height of the average social benefits compared with average
net=-wages will result in a Lengthening of search time of the unemployed
workers, Thé variable we use is the so-called wage~benefit ratio (WBR):

{XI1I) WBR = w/ub
where: w = average net wage; ub = average net unemployment benefit
This variable must therefore have a negative sign on theoretical grounds As
an indicator we use the macro—economic data developed by Den Broeder
c5.(1985), assuming that the development of this macro—economic wage-benefit
ratio parallels the development of the wage—benefit ratio in the
construction trade. These data only go back as far as 1960. Table & shows
the best results of the OLS—-estimates of equations with the additional

WBR=-variable.

TABLE 4: ESTIMATION RESULTS 1962-1981,

C LnCAPE) Ln(RBT) Ln(BD) Ln(ED) Ln(SAM) Ln(WBR) Ln(v) D.W. R2

tn{w) =7.77 -1.826 .578 334 923 534 =601 ~.967 1.54 0.94
(=3.8) (=4.4) (2.3 (.9 2.3) 1.9 (=.3) (=6.2)

tnCuf) =2.22 =,813 .250 .208 407  .257 -1.318 1.83 0.91
(=3.00 (=4.5 ((3.0) (1.5) (2.3) (2.2) (~=1.6)

Lndw) =8.17 =1.892 « 606 360  .967  .525 -.990 1.66 0.95
(=5.0) (=5.8 (3.4} 1.1 Q.8 Q.0 (=7.5)
l.n(ua) "'2.82 -1-006 .294 -348 .500 0222 2.19 0090

(=4.1) =6.70 (3.5 (2.9 2.8 (1.3
t-values are shouwn in parentﬁesis; D.W.= Durbin-Watson statistic; R2=
corrected multiple correlation coefficient
The WBR-variable has the expected sign in both the direct and indirect
testing method, but it only appears significant at a 90% Level in the second
equation of table 4. In the direct method the variable does not have any
additional explanatory value. Moreover,the addition of this job=search
theory variable does not have a positive influence on the Durbin—-Watson
statistic either.

Possible other additional hypotheses also could be sought in yet anothe

direction., As pointed out in section II labour market imperfections can also
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be caused by geographical frictions between various regional Llabour markets.
Especially for the construction industry there are indications of such an
unequal regional dispersion of unemployment and vacancies. As data on these
are onky available since 1978, it is not possible to include a suitable

variable representing these geographical dispersion in time—series research.

VI. CONCLUSIONS,

In contrast with most other research on causes of Labour market
friction, this paper reports on research focussing on hypotheses from a
human-capital — or related institutionalist theory = “matching" framework.
Some of these imperfect matching hypotheséé appear to be able to explain the
development of Labour market frictions in the Dutch c¢onstruction industry to
some extent in the period considered., According to both the direct and the
indirect testing method, several variables representing these hypotheses can
be seen as significant causes of Labour market frictions in this industry.
These causes are; the development of the skill-composition of Labour demand
(RBT), the apprenticeship possibilities (APE) and the too high retative
wages of older workers (ED).

The relevance of the development of apprenticeship possibilities
confirms the importance both unions and employers in construction industry
attach to apprenticeship training at the moment. Within the building trade,
the change in the skill composition of Labour demand as a result of the
increased importance of repair and rebuilding is also broadly held
responsible for the existing friction unemployment, The fact that rglgtive
wages of older workers would be too high compared with youths' wages,
however, is not heard publicly. As the variable used to test this hypothesis
has much more a proxy-character than the two other always significant
explanatory variables, we have to be careful in interpretating the
significance of the experience-~discrepancy variable,

Moreover there is some indication of bumping=down processes by which
certified school~lLeavers are crowding out school—~leavers without a building~-

trade school certificate (QTS). However, the results of this variable are
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not very stable. The same can be said of the hypothesis, which states that
the existence of a secondary lLabour market segment of unskilled workers also
implies an increase of Labour market frictions. Moreover, estimation results
do indicate a weakly significant negative effect of the reschooling of
unemployed adult workers on the level of friction unemployment in the
construction industry. The Long-term unemployment hypothesis does not
contribute significantly to the explanation of Labour-market imperfections
in the construction industry in the period considered.

An important policy implication of this research undoubtedly is that it
is highly important to stimulate an increase of the apprenticeship
possibilities in the construction industry, as the development of the number
of apprenticeships appeared to be a principal cause of Labour market
imperfections in the building trades. The research presented in this paper
also indicates that it is recommendable to increase the skill Level of the
workers in the building trade. This will probably solve the skill=-mismatch
on the labour market caused by the transition from the oféen Large~scale new
building project to repair and rebuilding projects, which can be seen as a
structural development, requiring relatively more skilled craft=-workers.
Furthermore, a relative decrease of the number of unskilled workers may
induce a decrease of parts of the building trade labour market that can be
characterized as secondary labour markets in which - usually unskilled -
workers frequently face periods of unemployment.

Although the reschooling variable only appeared to have.a weakly
significant effect on friction unemployment in the construction industry, we
ﬁay carefully conclude the reschooling of adult uorker; in the CvVs probably
has some effect in fighting friction unemployment.

The significant positive sign of the experience discrepancies variable
is also important from a policy point—of-view, as it rejects the nowadays
often heard supposition that a decreasé of relative youth wages will improve
the functioning of the Labour market. For the ¢onstruction industry Labour
market this does not appear to hold true. However, as has been said before,

the rather indirect proxy—-character of the explanatory variable representing
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the experience-discrepancy hypothesis makes that we have to be careful in
interpretating the significance of this variable,
The above shows an imperfect matching framework offers good
possibilities to explain Labour market imperfections in UV= or employment
relLadtions analyses, Adding a well-known job-search theory variable, the

wage~benefit ratio, did not improve the estimation results of the equations.

Andries de Grip.
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