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ABSTRACT: The economic turbulence that has characterised the Finnish economy over the
past decade or so has had considerable impact on employment trends and thus on the mobility
of individuals between jobs as well as between employment and non-employment. Apart from a
marked shift in employment from manufacturing to service industries, both manufacturing and
services have seen a growth in jobs in the latter half of the 1990s. These trends raise important
guestions, since the types of jobs created and, hence, the kinds of individuals recruited have va
ried and can be expected to continue to vary substantially across sectors and industries.

This paper attempts to highlight the mobility issue by analysing the inflow into manufacturing
jobs, on the one hand, and service sector jobs, on the other, with a distinction made between six
categories depending on the labour force status of the recruited individuals. This can provide
policy-relevant insight on the labour market success and failure of individuals differing in “rec-
ruitment background” in times of boom and recession and particularly in periods of rapid tech-
nologica progress. Attempts are also made to compare the earnings of the six categories in
terms of average earnings, earnings dispersion, and earnings growth. A comparison is also made
of the “entering position” in the earnings distribution of those having been recruited to examine
whether the quality of jobs seems to differ systematically across the six categories. Special at-
tention is thereby paid to the flow into low-paid jobs and the “ stability” of such employment.

Key words: earnings, employment stability, low pay, manufacturing, mobility, retail trade,
service sector, hotels and restaurants
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TIIVISTELMA: Suomen talouden kohtaamat shokit ovat vaikuttaneet voimakkaasti tyollisyy-
den kehitykseen ja sita kautta myo6s yksildiden liikkumiseen eri tyOpaikkojen seka tydllisyyden
ja ei-tyollisyyden valilla Teollisuuden seka suhteellinen etta absoluuttinen osuus tydvoimasta
on pienentynyt samanaikaisesti kun palvelua ojen tyodllistdva rooli on voimistunut. Taman teol-
lisuusmaille tyypillisen rakennemuutoksen liséks tyGpaikkojen médrd Suomessa on kasvanut
suuresti seké teollisuudessa etta palveluissa 1990-luvun jalkipuoliskolla. Taméa kehityskulku
nostaa esiin tarkeita kysymyksig, silla luodut tydpaikat, ja siten myds niihin palkattu tydvoima,
ovat olleet vaihtelevia ominaisuuksiltaan ja tulevat mita todenndkéisimmin vastai suudessakin
eroamaan merkittavasti toisistaan eri sektoreiden jatoimialojen vailla

Tassa tutkimuksessa tarkastellaan litkkuvuutta Suomen tyomarkkinoilla tehdasteollisuuteen ja
palvelusektorille, ja edelleen erikseen vahittéi skaupan seka hotelli- ja ravintola-alalle, suuntau-
tuvien tyontekijavirtojen (rekrytointi) ndkokulmasta. Tarkastelu tehddan erikseen kuudelle tyo-
voimakategorialle, joiden erottelu perustuu yksil6iden tyémarkkina-asemaan edellisena vuonna.
Tarkoituksena on selvittda missd maarin yksilon 18hitydhistoria vaikuttaa tydmarkkinoilla me-
nestymiseen tai epaonnistumiseen eri suhdannevaiheissa ja erityisesti nopean teknologisen ke-
hityksen aikana. Lisaks vertaillaan kuuden tydvoimaryhman keskimaaréisia ansiotuloja, niiden
kasvuvauhtia ja hgjontaa. Edelleen selvitetddn ja vertaillaan rekrytoitujen “lahtétul otasoja’
palkkajakaumassa, jolloin ensisijainen tavoite on tutkia, vaihteleeko tyon laatu (palkassa mitat-
tuna) systemaattisesti kuuden tyOvoimaryhman vélilla Erityistd huomiota kiinnitetéan yksiloi-
den rekrytointiin matal apal kkat6ihin ja néiden tydsuhteiden pysyvyyteen.

Avainsanat: liikkuvuus, tyésuhteen pysyvyys, pakka, matalapalkkaisuus, palveluaat, tehdas-
teollisuus, hotelli- jaravintola-ala, vahittéi skauppa



YHTEENVETO

Tassa tutkimuksessa esitetyt tulokset seké vahvistavat etta tdydentdvéat olemassa olevaa
kuvaa 1990-luvulla tapahtuneen nopean teknologisen kehityksen lagjasta vaikutuksesta
tehdasteol lisuuden tydllisyyteen ja tyovoimarakenteeseen. Liséks tulokset valaisevat pal-
velualojen tydllisyydessa tapahtuneita muutoksia, joista meilla on toistaiseks huomatta-
vasti véhemman tietoa. Kahden sektorin tydllisyyden vertailu vuorostaan paljastaa mielen-

Tehdasteollisuudessa laman jalkeinen nousukaus on tuottanut kaksi voittajaryhméai. Toi-
nen muodostuu niista, jotka ovat onnistuneet séilyttdmaan tyopaikkansa eli ovat jatkaneet
saman tyonantajan palveluksessa. Toiseen ryhméan kuuluvat ne, jotka ovat vaihtaneet tyo-
paikkaa tehdasteollisuuden siséllé eli ovat onnistuneet |6ytamaan uuden tydpaikan toisessa
tehdasteollisuuden yrityksessd. Samassa yrityksessa pysyneiden suhteellinen ansiotaso,
kuten ansiotason nousukin, ovat sdilyneet keskiméaérin korkeina. Samalla heidan todenn&g
koisyys kuulua tehdasteollisuuden matal apal kkaisten joukkoon on entisestéan pienentynyt.
Ty0Opaikkaa vaihtaneet kollegat ovat laman jakeisilla tyémarkkinoilla menestyneet tatakin
paremmin. Ryhman keskimaaraiset ansiot ovat ylittaneet tyopaikassaan pysyneiden keski-
maaraisen ansiotason. Tama johtuu ansiotulojen nopeammasta nousuvauhdista, mika joh-
tuu giitg, ettd yha suurempi osa heist on rekrytoitu nimenomaan korkeapakkaisiin tyo-
tehtaviin.

Tehdasteollisuuden ulkopuol€elta, eli palvelu- ja muilta aoilta, on sen sijaan rekrytoitu yha
vahemman ty6voimaa. Samalla kasvava osa néista on virrannut tehdasteollisuuden matala-
palkkatihin.

Nama kehitystrendit kertovat tehdasteollisuuden 1990-luvulla k&ynnissa olleen ja edelleen
jatkuvan rakennemuutoksen syvyydesta. Tehdasteollisuuden tydntekijoiden suotuisa palk-
kakehitys heljastaa varsinkin 1990-luvun akupuoliskolla tapahtunutta tydvoiman perus-
tedllista“puhdistusta’ seka hyvin koulutetun ja osaavan tyévoiman lisdantyvaa kysyntda ja
siita kéytya kiristyvaa kilpailua 1990-luvun jalkipuoliskolla. Tehdasteollisuuden ulkopuo-
lella tydskentel evilta ndyttavat vaaditut tiedot ja taidot usein puuttuvan; tehdasteollisuuden
yritysten kiinnostus heité kohtaan on jatkuvasti véhentynyt ja tarjottu ty6 on useimmiten
ollut matal apal kkainen.

Palveluaailla tilanne on pitkélti samanlainen; voittgjiin kuuluvat saman yrityksen palve-
luksessa pysyneet seka palvelualojen sisdllatyopaikkaa vaihtaneet. Kahden voittgaryhman
valinen ero on kuitenkin palvelualoilla selvasti pienempi kuin tehdasteollisuudessa. Kah-
den sektorin valilla on kuitenkin my6s varteenotettava eroavuus. molempien osalta sekto-
rin ulkopuolella tydskentelevien joukosta tehtyjen rekrytointien suhteellinen maéra on ta-
saisesti pienentynyt, mutta palvelualoille ulkopuolelta rekrytoidut ovat sektorin vaihdosta
huolimatta menestyneet yleensa hyvin myds laman jakeisina vuosina. Tama koskee erityi-
sesti tehdasteollisuudesta palvelualoille siirtyneitd, jotka ovat kasvavassa méarin onnistu-
neet vaihtamaan korkeapalkkaisiin palvelusektorin tyotehtaviin. Oletettavasti tdma liittyy
nopeaan teknol ogiseen kehitykseen etenkin osaamisintensiivisissa liike-elamaa palvelevis-
sa yrityksissa seka tehdasteollisuuden yritysten lisééntyneeseen ulkoistamiseen ja yhteis-
tyohon palveluyritysten kanssa.

V ahittéi skaupan seké hotelli- ja ravintola-alan tutkiminen paljastaa samat voittajakategoriat
kuin palvelualoilla keskim&arin, joskin kategorioiden véliset erot ovat vahittéa skaupassa
olleet 18hes kauttaaltaan hieman pienemmét. Merkittdva ero kahden palvelutoimialan va
lilla liittyy toimialalle tehdasteollisuudesta siirtyneisiin. Nama entiset tehdasteollisuuden



tyontekijéat ovat, ainakin palkassa mitattuna, menestyneet yha paremmin sirryttéessa véa
hittéiskaupan alalle. Hotelli- ja ravintola-ala on tarjonnut selvéasti huonomman vaihtoeh-
don.

Y hteinen piirre vahittéaiskaupalle seka hotelli- ja ravintola-alalle on sen sijaan vaheneva
Kiinnostus rekrytoida tyévoimaa pavelusektorin muilta aloilta, miké lisaksi ndkyy siing,
ettd naiden rekrytointien |ahtopalkkataso on toimialan palkkajakaumassa jatkuvasti hei-
kentynyt. Sen selvittaminen, miksi ndin on tapahtunut, edellyttéisi kahden toimialan kehi-
tyksen perusteellista analysointia, mika el ole mahdollista tdman tutkimuksen puitteissa.

Ei-ty0ssa olevien joukosta rekrytoitujen asema on kaikkein heikoin. Se, oliko henkil 6 rek-
rytointivaiheessa ty6ton vai tydvoiman ulkopuolella, el ndyta ainakaan vuoden sisdlla vai-
kuttavan lopputulemaan. Molempien ryhmien keskimaaréinen ansiotaso on huomattavasti
ahaisempi kuin muiden tyévoimaryhmien, mika selittyy silla, etté suurin osa heista aoit-
taa palkkajakauman alapaassa. Nain on tapahtunut tarkastelujakson kaikkina vuosina suh-
dannevaiheesta riippumatta. Sopeutuminen taloudessa tapahtuviin muutoksiin on hoidettu
ensisijaisesti rekrytointien maaran kautta, mik& on toisaalta varsin luontevaa, koska suh-
teellisen alhainen keskimaaréinen ansiotaso ei ole jéttanyt paljonkaan palkkaouston varaa.

Ei-ty0ssd olevien joukosta rekrytoitujen yleensd heikko |ahtopalkkataso vaatis ehdotto-
masti syvallisempéa tarkastelua. Keskeinen tahan liittyva kysymys on, mita heille tapahtuu
matal apal kkatytssa aloittamisen jalkeen. Onnistuvatko he pysymaan tyollistettyind ja, jos
ndin on, jatkavatko he matalasti palkatuissa tyotehtavissa vai siirtyvéatko he yleensa nope-
asti paremmin palkattuihin tehtéviin? Onko heilléa suuri vaara joutua lyhyeks tai pidem-
méksi gjaksi takaisin ei-tydssa olevien joukkoon?

Tassa tutkimuksessa esitelléan yksinkertainen tapa |ahestya tdtd ongelmaa ja tuottaa edes
alustavia vastauksia ainakin joihinkin edella esitettyihin kysymyksiin. Tulokset eivét ole
kovin rohkaisevia: Ei-ty0ssd olevien joukosta rekrytoiduilla on tutkituista tyovoimaryh-
mista ylivoimaisesti pienin todennakdisyys pysya tyollisina kahden seuraavan vuoden ajan.
Toisin sanoen heilld on suurin riski joutua uudestaan tyoelaman ulkopuolelle ja todenné-
koisyys jadda sinne on selvasti suurempi kuin todennakdisyys tydllistyd nopeasti uudel-
leen. Sama yleiskuva toistuu niin teollisuuden, palvelualojen, vahittéiskaupan kuin hotelli-
ja ravintola-alankin kohdalla. My6s nama tulokset kertovat Suomen tydmarkkinoiden ra-
kennemuutoksen lagjuudesta ja syvyydesta 1990-luvulla. Lisdks ne viittaavat vahvan ty6-
markkina-aseman seké heikon kytkennan tyomarkkinoihin omaavien yksilGiden véaliseen
syvenevaan tyévoiman kahtiajakoon.



1. INTRODUCTION

The Finnish economy has over the past decade or so been characterised by tremendous tur-
bulence. The 1980s saw a steady improvement in the economic activity level that towards
the end of the decade turned into a boom of unseen intensity. Finland was labelled
“Europe’s Japan”. This prosperous development, however, came to a sudden end in the
early 1990s. Signs of emerging economic problems were discernible aready in the autumn
of 1990, mainly in the export sectors, and in 1991 an unfortunate combination of bad luck
and bﬁ policies plunged the Finnish economy into its deepest economic crises since the
1930s~'Within three years' time (1990-93) more than half a million jobs were lost, and the
unemployment rate climbed from one of the lowest (less than 3.5%) to one of the highest
(over 18%) in Europe. Simultaneously the growth in GDP slowed down and, for a few
years, even turned strongly negative.

The first weak signs of a recovery were sighted in the exporting manufacturing industries
late in 1993. The recovery intensified during the next years and also started to spread to
other parts of the economy. GDP growth exceeded all economic forecasts, amounting to an
average of 5.1% per year for 1996-98 compared to 2.7% for the OECD as awhole. Due to
this extremely rapid growth rate, GDP has more or less returned to its historical time trend,
and the deep recession years seem to have caused merely atemporary trend break. In view
of this, the unemployment rate has declined very moderately and at an ever-slower pace.
(Figure 1)

Figurel. Trendsinreal GDP (left scale) and the unemployment rate (right scale)
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! For adiscussion of the Finnish depression and its reasons, see e.g. Finnish Economic Papers (1996) and

Kiander & Vartia (1998).



Figure2. Trendsin employment (left scale) and productivity (right scale)
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Underlying the rapid growth in GDP is an extremely rapid growth in productivity in the
manufacturing sector that has pushed Finland close to the USA, the productivity world
leader (Figure 2). This development has also rendered Finland top rankings in recent in-
ternational comparisons of competitiveness. Two factors seem to explain this extraordi-
nary growth in productivity. First, the economic recession in the early 1990s started a
process that can be characterised as “ Schumpeterian creative destruction” with extensive
closing-down of low-productivity plants and companies (e.g. Maliranta 1997; 2000b).
Second, Finnish firms invested enormous amounts in new technology. These private
business investments in R&D were further boosted by a notable expansion in public
R& D support. Indeed, according to comparisons undertaken by the OECD investmentsin
R&D increased most strongly in Finland in the 1990s and, as a consequence, Finland
managed to join the top-ranking countries of Japan, South Korea, Sweden and the USA
(OECD 1999, Asplund 2000a).

This economic reality has had considerable impact on employment trends and thus on the
mobility of individuals between jobs as well as between employment and non-
employment. As in most other industrialised economies, there has been a marked shift in
employment from manufacturing to service industries, the supposed engine of job crea-
tion aso in the future. But the Finnish experience reveals non-negligible job growth in
the manufacturing sector as well (Figure 2), a trend that can be ascribed to the techno-
logical explosion especially in telecommunications.

These employment trends raise important questions of policy relevance, since the types
of jobs created and, hence, the kinds of individuals recruited have varied and can be ex-
pected to continue to vary substantially across sectors and industries. H particular, the
jobs created in the manufacturing sector are heavily technology-driven® while the jobs

2 Severd recent studies show that the growth in manufacturing employment has been concentrated to technol-



created in the service sector range from (increasingly temporary) low-paid jobs to high-
paid expert jobs in combination with a sharpening division of, respectively, lower- and
higher-paid jobs between the different service industries.

This paper attempts to highlight the mobility issue by analysing the flow into manufactur-
ing jobs, on the one hand, and into service sector jobs, on the other, with a distinction made
according to the labour force status of the recruited individuals. More specifically, the
workforce of each year is divided into a total of six categories depending on “the pool of
individuals’ that the employee belonged to in the previous year. These categories are: (1)
still employed in the same sector and the same firm; (2) recruited from another firm in the
same sector; (3) recruited from the manufacturing sector (aternatively, from the service
sector); (4) recruited from some other sector; (5) recruited from among the unemployed,;
(6) recruited among those outside the labour force. Comparing the observed recruitment
patterns over time provides insight on the labour market success and failure of individuals
differing in their recent working history, in times of boom and recession and particularly in
periods of rapid technological progress. Here the unemployed stand out as a category of
particular interest.

Apart from overal mobility patterns, attempts are also made to compare the earnings of
these six categories in terms of average earnings, earnings growth, and earnings dispersion.
In addition a comparison is made of the “starting position” in the earnings distribution of
those having been recruited in order to examine whether the quality of jobs — as measured
by the relative earnings level — seems to differ systematically with the individuals' “re-
cruitment background”. Specia attention is thereby paid to the flow into low-paid jobs.
Finally a simple attempt is made to uncover potential differences in employment stability
between the workforce categories under study.

The data set used is a 20 per cent representative sample drawn from Employment Satistics
compiled by Statistics Finland. This data source has been constructed by merging admin-
istrative registers, and covers the whole Finnish population starting from 1987. The sample
was drawn randomly from the 1987 population and the close to one million people in-
cluded in the sample have so far been followed up to 1997.

The analysis presented in thjs paper is mainly descriptive. It includes the manufacturing
sector and the service sector” with a further extension made to two service sector industries
with a relatively high concentration of low-paid jobs, that is, retail trade and hotels and
restaurants. In a next step, econometric modelling will be used to explore whether the ob-
served differences in labour market outcomes between the six categories is primarily the
result of differences in background characteristics or whether the individua’s previous la-
bour force status exerts an independent influence as well. As afinal step, the analysis will
be complemented with a similar examination of the outflow of labour, that is, patterns,
trends and determinants.

ogy-intensive firms and indudtries, see e.g. Asplund & Lilja (2000), Maliranta (2000b) and llmakunnas &
Maliranta (2001).

The service sector is intended to reflect private-sector employment. Throughout the analysis it is defined
to include the following industries: wholesale and retail trade; hotels and restaurants; transport and com-
munication; finance and insurance; real estate, cleaning and rental services; technical and business serv-
ices; education and research; health and socia welfare services; recreationa and cultura services; or-
ganisational and religious activities; and other services. Some of these admittedly involve both privately
and publicly financed elements that do not allow a proper distinction to be made between private-sector
and public-sector activities. The only industry with a pure public-sector characteristic that has been left
outside the subsequent analysis is public administration and defence.



2. RECRUITMENT PATTERNS IN MANUFACTURING AND SERV-
ICES

The persistence of the workforce and the inflow of new employees from other sectors as
well as from among the non-employed are illustrated on a rather crude basis in Figures 3
and 4, separately for the manufacturing sector and the service sector. Both sectors are char-
acterised by a high tendency of employees of remaining in their “own” sector when com-
paring the situation in two consecutive years. Throughout the investigated time period the
share of “stayers’ has aimost persistently falen in the interval 85 to 90%, with both sectors
displaying much the same trend over time, but with dlightly larger fluctuations in manu-
facturing than in services. TPE hampering effect of the recession years on mobility stands
out clearly in the two figures*Also the influence of the “mini-recession” that hit the manu-
facturing sector in 1996 is discernible. Over the post-recession period, both sectors never-
theless display a downward rather than an upward trend in the share of stayers and, con-
versely, an increase in the relative importance of the inflow of labour from other sectors
and, especialy, from non-employment. This is also to be expected in view of the net job
growth that has characterised both manufacturing and services during the latter half of the
1990s.

In relative terms, the flow of employees from other szectors,EI has persistently been dlightly
higher into manufacturing than into services; in absolute terms, the difference between the
two sectors has been minor. The recession years slowed down the mobility across sectoral
borders, and in the post-recession years the recruitment share from other sectors has varied
between 2 and 3% for manufacturing and has remained less than 2% for the service sector.

Figure3. Manufacturing: persistence and inflow of labour, 1988-97, %
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4 This effect has also been documented in e.g. Asplund & Lilja (2000), Maliranta (2000b) and Piekkola &
Bdckerman (2000).

Other sectors refer here not only to, respectively, manufacturing and services, but also to agriculture and
forestry, mining, energy and water supply, and construction.



Figure4. Service sector: persistence and inflow of labour, 1988-97, %
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Instead of recruiting from among those employed in other sectors, the emphasis has shifted
towards the pool of non-employed. This is true especialy for the service sector for which
recruitment among the non-employed has traditionally played a more important role. The
relative share of hires among the non-employed declined only slightly during the recession
years, and has shown an increasing trend in the post-recession period. In the manufacturing
sector, in contrast, the interest for hiring non-employed weakened further during the reces-
sion, increased when the recovery started, returned temporarily to its pre-recession level
during the mini-recession in 1996, but seems to regain in strength towards the end of the
decade.

These different trends both within sectors and between sectors justify a more detailed
analysis of the persistence and inflow of labour. Thisis done in Table 1 for the manufac-
turing sector and in Table 2 for the service sector. A further division of those classified as
still being employed in the same sector reveals that in both manufacturing and services ap-
proximately three out of four worked for the same employer in year t asin year t—1. The
most conspicuous deviations are the boom year of 1989 with a much lower than average
tendency of employees of staying in the same firm, and the recession years with the stay-
ing-on tendency peaking in the opposite direction. The only discernible difference between
the two sectors seems to be a more rapid reaction to changes in the economic activity level
in the service sector than in manufacturing. More specifically, the share of those staying in
the same sector and the same firm increased more rapidly among service sector workers
when the recession hit, but fell more quickly when the recovery set in.

Not surprisingly the trends observed in sector/firm stability show up with the opposite sign
when looking at employees tendency of moving to another firm engaged in the same sec-
tor. On average, one out of ten makes such a move within a year, and again this seems to
hold roughly for both sectors. The share of same-sector/change-of-firm movers was con-
siderably higher in the boom year of 1989 and notably lower during the recession peak.
Likewise, within-sector mobility declined more rapidly among service sector workers
when the recession deepened, and increased more rapidly when the economy started to re-



cover. Indeed, within both sectors the economic turbulence turns out to have caused
changes in worker stability and mobility that have more or less outweighed each other.
This, in turn, shows up as minor fluctuations in the overall share of workers having stayed
in the sector from one year to the next (as shown in Figures 3 and 4).

Tablel. Manufacturing: persistence and inflow of labour, 1988-97, %

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Manufacturing,

; 751 680 718 748 803 834 735 783 768 782
same firm

Manufacturing,

: 110 143 131 140 93 60 114 79 117 80
change of firm

Employedinthe 415 35 48 23 25 08 06 07 06 06

service sector
Employedin
ey eaetor 44 68 43 47 21 22 23 28 23 26
Unemployed 2.2 2.2 14 12 3.2 4.3 7.4 5.0 3.9 5.2
Outside the 55 56 47 30 26 33 48 53 48 54
|abour force
No. of obs. 959 911 871 732 659 618 743 757 750 766
(1,000 persons)

Table2. Servicesector: persistence and inflow of labour, 1988-97, %

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Service sector,

) 749 689 745 779 824 766 706 755 766 731
same firm

Service sector,

. 108 166 116 114 73 135 150 96 83 115
change of firm

Employed in 25 26 26 13 08 05 09 11 10 15
manufacturing
Employed in 08 10 10 06 04 04 04 03 04 04
other sector
Unemployed 24 23 19 20 38 45 71 67 61 62
Outside the 86 87 83 68 52 45 59 68 76 72
labour force
No. of obs. 2191 2187 2203 2101 1976 1821 1870 1908 200,3 2114
(1,000 persons)

Above it was noted that the inflow from other sectors has persistently been a relatively
more important recruitment channel for manufacturing than for services. From Table 1 it is
evident that these hires have mainly concerned people working in non-service industries,



that is, in agriculture, forestry, mining, energy and water supply, and construction. In the
service sector the situation is the opposite with hires among manufacturing workers being
more important than hires among those working in other non-service industries (Table 2).
Obvious reasons for this difference are intensified outsourcing from manufacturing to
services, especialy in the late 1980s, and most activities of other sectors being closer to
those performed in manufacturing than in services. Irrespective of the sector recruited
from, the trend points downward, though.

The flow into manufacturing of individuals not belonging to the labour force declined
markedly during the recession years, but returned quickly to pre-recession levels when the
recovery started. At the turn of the decade 1980/90 the pool of those outside the labour
force was more or less an equally important recruitment channel as those employed outside
manufacturing, especially in non-service industries. And its relative importance strength-
ened further during the recovery with the weakening interest of manufacturing firms in
hiring non-manufacturing labour.

Another recruitment channel that gained in relative importance when filling up the new
manufacturing jobs that were created during the economic upturn was the pool of unem-
ployed. The recruitment of unemployed was particularly frequent in the year when the un-
employment rate was highest and the structure of the unemployed most favourable from
the employers  point-of-view. The deep recession had pushed also higher-educated people
into unemployment, and these were evidently among the first to leave unemployment when
more labour was demanded for the new jOBF that were created mainly in technology-
intensive manufacturing firms and industries.™ With the declining “quality” of the pool of
unemployed also the flow of them into manufacturing jobs has thinned out.

The hiring of unemployed into the service sector shows much the same trend. But the in-
flow of unemployed seems to have better maintained its position as a relatively important
recruitment channel. Table 2 further reveals that the inflow into service sector jobs from
among those outside the labour force has quickly recovered and is regaining its position as
the most important recruitment channel after within-sector hires.

One important question, which Tables 1 and 2 do not give an answer to, is whether the in-
creasing interest for unemployed and the renewed interest for those outside the labour
force possibly conceals fundamental changes in employment conditions compared to the
pre-recession situation. It is rather well documented that a large majority of all new jobs
have been of a temporary nature. But there is practically no knowledge available on the
background of the individuals having entered these atypical jobs. In view of Tables 1 and 2
it seems that many of them have recently been non-employed, which probably makes them
more prone to accept atypical job arrangements. Simultaneously, the uncertainty that such
job contracts add to the labour market situation is likely to make employees in other sec-
tors and industries more reluctant to changing jobs, which may at least in part explain the
decline in the relative importance of these recruitment channels and thus in between-sector
mobility.

Unfortunately, the data set used does not contain information on employment conditions
and job contracts. A simple but fairly informative way to approach this issue is to explore
the changes that have eventually occurred in the labour force status over the next few years
after the recruitment. Are these new hires still employed or have they (re)entered the pool
of non-employed? The outcome from such an exercise is reported in a subsequent section.

®  The recruitment of unemployed into manufacturing jobs is explored in more detail in a study in progress

(Asplund 2001).



3. RECRUITMENT PATTERNS IN RETAIL TRADE AND HOTELS
AND RESTAURANTS

In the late 1980s retail trade covered some 11.5% of all employment in the service sector.
The employment share of hotels and restaurants was considerably lower, or just over 5%.
Both industries saw a steady decline in their relative employment share over the next years.
Retail trade experienced its lowest share in 1997, when it covered just below 9% of all
service sector employment. By 1999 it had recovered to about 9.6%. In hotels and restau-
rants, on the other hand, the bottom was reached already in 1993/94 — down to 4.6%, but
ever since the industry’ s employment share has increased and amounted to 5.3% in 1999.

In both retail trade and hotels and restaurants the fluctuations in the persistence and inflow
shares of labour have been notably larger than for the service sector as a whole (Figures 5
and 6). At the turn of the decade 1980/90, when the economy was booming, the probability
of staying-on for another year was down to some 73% or less in both industries. When the
recession hit, the tendency of leaving the industry declined markedly. The share of stayers
climbed rapidly to over 85% in retal trade but reached at most only 80% in hotels and
restaurants. And in both industries the stability of the labour force dropped equally quickly
when the recovery started. In hotels and restaurants the probability of being employed in
the industry also the next year fell to pre-recessional levels (some 70%) but remained at a
higher level in retal trade (close to 80%). Also in these two industries the trend points
down rather than up, however.

At the turn of the decade 1980/90, both industries were characterised by a substantial in-
flow of labour from other industries as well as from non-employment. But the recruitment
of labour from other industries dropped suddenly when the recession hit, more so in retall
trade than in hotels and restaurants, and has remained at this lower level throughout the
investigated time period. The inflow from non-employment, in contrast, was strained only
marginally during the recession years, and was soon exceeding even pre-recessional levels.

Figureb5. Retail trade: persistence and inflow of labour, 1988-97, %
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Figure6. Hotelsand restaurants: persistence and inflow of labour, 1988-97, %
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Splitting the stayers category into those having changed versus not having changed firm
from one year to the next displays no surprises (Tables 3 and 4). In both industries the ten-
dency of remaining in the same firm strengthened with the recession and, conversely, the
recruitment of labour from other firms engaged in the same industry declined. Moreover,
the higher degree of labour mobility in hotels and restaurants as compared to retail trade
that was evident already in Figures 5 and 6 above, is repeated aso when examining within-
industry mobility.

Tables 3 and 4 further reveal that for both retail trade and hotels and restaurants, the other
service sector industries represent the most important channel when recruiting among those
employed outside the own industry. Those employed outside the service sector seem to be
of minor interest to firms engaged in retail trade and hotels and restaurants, and especially
if employed in a non-manufacturing sector, that is, in agriculture, forestry, mining, energy
and water supply, and construction. A common feature of these three alternative outside-
own-industry recruitment channels, however, is that their relative importance has declined
during the investigated time period.

When dividing the non-employed into those having been recruited from among the unem-
ployed, on the one hand, and from among those being outside the labour force, on the
other, both industries stand out as important channels into the labour market, especially for
those entering from outside the labour force. Indeed, the relative share of labour market
entrants reveals a steady upward trend, and by the mid-90s they were the most important
single recruitment channel for both industries. The rapid increase in the flow of unem-
ployed into both retail trade and hotels and restaurants seems to have come to an end a-
ready in 1994, and the relative share of ex-unemployed has shown a downward trend ever
since. The pattern observed for the service sector as a whole as well as for the manufac-
turing sector is, in other words, repeated at least when it comes to these two service sector
industries.
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Table3. Retail trade: persistence and inflow of labour, 1988-97

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Retal trade, 69.0 638 629 741 769 804 711 669 715 702
samefirm
Retal trade, 76 102 98 86 77 59 90 107 81 638
change of firm
Employed in 68 91 85 54 40 28 31 31 28 38
other services
Employed in 24 20 39 12 08 03 09 28 13 19
manufacturing
Employed in 08 08 15 05 08 03 03 03 02 04
other sector
Unemployed 22 21 17 19 34 42 73 61 52 55
Outside the 111 120 118 83 63 61 82 101 110 115
|abour force
No. of obs 249 239 248 219 199 175 173 177 180 191
(1,000 persons)
Tabled4. Hotelsand restaurants. persistence and inflow of labour, 1988-97

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
Hotels & rest., 608 575 619 632 671 661 574 595 636 60.1
samefirm
Hotels & rest., 120 119 112 152 122 101 125 114 72 96
change of firm
Employed in 93 118 101 85 53 67 58 55 55 63
other services
Employed in 17 24 20 12 12 03 11 08 08 18
manufacturing
Employedin
e 03 06 08 03 03 02 02 02 02 02
Unemployed 39 34 25 29 62 84 124 99 85 85
Outside the 122 125 114 88 77 82 106 126 141 135
|abour force
No. of obs 110 115 110 97 85 76 79 81 86 93
(1,000 persons) : ’ ' ' ’ ' ' ' ' '

All in dl, both retail trade and hotels and restaurants seem to represent service sector in-
dustries that are more sensitive to changes in the economic activity level than the service
sector on average. Both industries also reveal higher than average degrees of labour mobil-
ity. This holds for within- and between-industry mobility as well as for mobility from non-
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employment into employment. Moreover, of the two industries the workforce of retail
trade is clearly the less mobile one. Finally, the high share of non-employed individuals
having been recruited to the two industries will add important features when next turning
to the question of job quality, as measured by earnings, and to the analysis of employment
stability undertaken in alater section.

4. EARNINGS LEVELS AND GROWTH

This section focuses on the levels and growth rates of earnings of the six categories into
which the workforce of, respectively, manufacturing, services, retail trade, and hotels and
restaurants has been divided. But before proceeding to this issue, it might be informative to
look at the relative earnings of the two sectors and the two industries, and the development
over time of these earnings ratios. This is done in Figure 7 with the average (gross) hourly
wage in private-sector services used as the point of reference.

The figure reveals a gap in average pay between manufacturing and private-sector services
that has widened ever since the early 1980s. Moreover, in the recovery years of 1994 and
1995 the upwardly sloping trend in relative manufacturing wages suddenly shifted to con-
tinue from a considerably higher level, and at the turn of the century the average hourly
wage in manufacturing was close to 50% higher than in private-sector services. This tre-
mendous strengthening in the relative wage position of manufacturing workers is yet an-
other expression for the profound restructuring that the manufacturing sector and its
workforce were pushed into by the deep recession in the early 1990s.

Figure7. Average (gross) hourly wages in manufacturing, retail trade, and hotels
and restaurantsrelativeto thosein private-sector services, 1975-99
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Source: ETLA’ s database
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Both retail trade and hotels and restaurants stand out as low-paid service sectors, albeit
their relative wage position does have improved slightly over the past decades. Compared
to each other, the average hourly wage in retail trade has mostly been some 10-15% lower
than in hotels and restaurants. However, due to strong wage fluctuations in hotels and res-
taurants in the 1990s and an outstanding downward trend in wage levels towards the end of
the decade, the difference in average hourly wages between the two industries has practi-
cally disappeared.

In the subsequent analysis, the earnings concept refers to average (gross) monthly earnings
as calculated from information on annual earnings and months worked during the calendar
year. Annual earnings correspond to annual taxable earnings as recorded in tax registers,
while the annual number of months in work originates from various registers. No informa-
tion is available on the number of weeks and hours worked. There is no distinction made
between full- and part-timers, either.

For those not having worked on a full-time, full-year basis, the working month no doubt
stands out as a rather crude measure. If the time worked during the year does not add up
into full months, then the calculated average monthly earnings will inevitably either over-
or underestimate the actual average monthly earnings of that year. These problems can be
expected to be most severe for individuals who have experienced spells in unemployment
and/or outside the labour force during the year. This expectation receives support in the
data in the sense that the share of extremely high and, especially, of unrealistically low
monthly earnings is highest in the category of workers recruited among the unemployed as
well as in the category of workers recruited among those outside the labour force.= The
data offers no possibility to avoid this situation, however.

Apart from unavoidable measurement errors in the calculated average monthly earnings,
the earnings comparisons presented below are also affected — to an unknown degree — by
the fact that the information on individuals' labour force status refers to one single point of
the year, viz. the last of December. The individuals' activities during the year are not
documented. Hence, we do not know when during the year the observed move occurred. —
Was it even the only one? Nor do we know why the individual moved. The potential ex-
planations are numerous: better job offer, lay-off, employment arrangements supported by
the public sector, etc. With these qualifications in mind, the earnings levels and growth
rates of the six workforce categories reveal the following patterns.

The upper and lower bounds for “acceptable” calculated monthly earnings are drawn based on minimum
wage considerations and the development of the general wage index.

What the data does offer is an opportunity to recalculate the monthly earnings of individuals having ex-
perienced spells of unemployment during the year. In addition to the number of months in employment,
the data also gives the number of months in unemployment. This piece of information has been added
from the unemployment registers of the Ministry of Labour. But no attempt has been made by Statistics
Finland to adjust the individuals' numbers of months in employment to the length of the unemployment
spell(s) eventually experienced during the same year. Consequently there are individuals whose working
months and unemployment months sum to over 12, indicating that their monthly earnings are underesti-
mated when only using the information on months in employment. However, if adjusting the number of
months worked to the number of months in unemployment, it is implicitly assumed that the information
on unemployment is more correct than that on employment, and there is no evidence justifying such an
assumption. It is, nevertheless, of some interest to compare the “adjusted” and “unadjusted” earnings for
the six workforce categories identified. Most important, the difference in outcomes is negligible for all
categories except for those recruited among the unemployed, whose adjusted monthly earnings are on
average higher than the unadjusted ones. This difference turns out to be larger in manufacturing than in
services. Moreover, in manufacturing it seems to correlate positively with the unemployment rate, while
in the service sector the correlation coefficient rather shows up with a negative sign.
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Figure8. Manufacturing: reative mean earnings according to labour force statusin the
previousyear, 1988-97 (manufacturing, sasmefirm in 1988 asin 1987 = 100)
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Figure9. Manufacturing: relative mean earnings according to labour force statusin
the previousyear, 1988-97 (manufacturing, same firm = 100)
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Figures 8 and 9 present the earnings levels of the manufacturing workforce. In Figure 8 the
reference earnings level is the mean of the average monthly earnings in 1988 of those who
are observed to have been in the same manufacturing firm in 1988 as in 1987. This figure
thus provides a combined picture of relative earnings levels and relative earnings growth
rates of the six categories under study. Figure 9 merely clarifies, on an annual basis, the ab-
solute gap in mean earnings between the six categories over the different years investigated.
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The clustering of the six categories into two distinct groups — the previously employed and
the previously non-employed — is outstanding. Those who have stayed in the same firm for
another year have seen a steady growth in their earnings irrespective of the dramatic
changes in the activity level of the economy. Compared to these stayers, those having
moved to work for another manufacturing firm experienced wage gains in the pre-
recession years, wage losses in the recession years, and rapidly growing wage gains in the
post-recession years. This clearly hints about the dominating reason behind the change of
firm. In the post-recession years, the mean earnings of these within-manufacturing movers
have clearly exceeded those of their staying colleagues, which can be taken to reflect the
intensified, technology-enhanced competition for higher-educated labour in combination
with increasing shortages of specialised skills, particularly in rapidly expanding industries.

Those having moved to a manufacturing job from a non-manufacturing industry seem to
have fared worse than within-manufacturing movers. This holds especially for the 1990s
and more so for those having moved from the service sector as compared to those having
come from some other non-manufacturing sector. An intuitive explanation would be that
these “outsiders’ do not possess the specialised skills that well-paid manufacturing jobs
usually require. Acquiring such skills demands training both on- and off-the-job.

The weakest earnings trend is observed for those having been hired among the unem-
ployed, and their earnings seem to increasingly lag behind the earnings also of those en-
tering the labour market from outside the labour force. While the relative earnings of these
entrants have remained roughly unchanged between 1988 and 1997 (about two-thirds of
the monthly earnings of stayers), those of the uneﬁpl oyed reveal a steadily declining trend,
which was, however, suddenly reversed in 1997 Whether this is a temporary or a more
permanent phenomenon remains an open question until more recent datais available.

The same andysis for service sector employees is undertaken in Figures 10 and 11. The earn-
ings growth of stayers has been more moderate in the service sector than in manufacturing, but
this diverging trend started only in the post-recession period. As in the manufacturing sector,
within-sector movers have generally managed to obtain considerable wage gains as compared
to their staying colleagues. But opposite to the Situation in manufacturing, these wage gains
show up during most of the investigated time period. Another notable difference between the
two sectors is that those having shifted from a manufacturing job to a service sector job have
aso gained markedly from their move. As shown in Figure 8 above, those moving in the oppo-
dte direction have usualy lost in wage terms compared to their staying colleagues. Obviously
this difference in outcomes is partly due to the types of jobs obtained by these between-sector
movers, but aso to the gap in overal wage levels between the two sectors.

The relative earnings position of those recruited among the unemployed shows much the
same pattern as for those having flown from unemployment into manufacturing jobs, in-
cluding the sudden change in 1997. But because of more moderate earnings growth in the
service sector as compared to the manufacturing sector, the relative earnings position of
these ex-unemployed has worsened less in the service sector than in manufacturing. Fi-
nally, those having been recruited from outside the labour force have usualy fared much

Adjusting the months worked to the registered months in unemployment (see footnote 7 above) pushes
the earnings curve of the ex-unemployed above that of the labour market entrants, but nevertheless re-
tains it below the earnings curves of the previously employed. Comparing the six workforce categories
based on median instead of mean earnings levels causes only marginal changes in the overall patterns for
relative earnings levels and growth rates. The most notable change is a shift of the relative position of
those having moved to a manufacturing job from some other sector, closer to that of movers from the
service sector. See Figures A1 and A2 of the Appendix.
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better both when compared with their ex-unemployed coll and when compared
with their counterparts having entered the manufacturing sector.

Figure10. Service sector: relative mean earnings according to labour force statusin the
previousyear, 1988-97 (service sector, samefirm in 1988 asin 1987 = 100)
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Figure1ll. Service sector: relative mean earnings according to labour force statusin
the previous year, 1988-97 (service sector, same firm = 100)
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10 If using adjusted instead of unadijusted monthly earnings, the earnings curve of the ex-unemployed shifts

close to that of labour market entrants.
The same information based on median instead of mean earnings is presented in Figures A3 and A4 of
the Appendix. The difference in outcomesis minor.
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The same exercise is repeated for retail trade in Figures 12 and 13, and for hotels and restau-
rants in Figures 14 and 15. Those having stayed in the same firm for another year have seen
thelr earnings grow at more or less the same rate irrespective of whether having been em-
ployed in retail trade or in hotels and restaurants. Moreover, the earnings curve of these stay-
ers looks much the same as for the service sector as a whole, which is also to be expected in
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view of the centralised wage-setting ingtitutions characterising the Finnish labour market.

Figure12. Retail trade: relative mean earnings according to labour force statusin the

180

160

140

120

100

80

60

previousyear, 1988-97 (retail trade, samefirm in 1988 asin 1987 = 100)

180

160

140

120

100

80

- -1 60

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Retail trade, Retail trade, Employedin Employedin Employedin Outside the

Unemployed

samefirm change of firm other services manufacturing other sector labour force

Figure13. Retail trade: relative mean earnings according to labour force statusin
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Figurel14. Hotelsand restaurants. relative mean earnings according to labour force
statusin the previous year, 1988-97 (hotels and restaur ants, same firm in
1988 asin 1987 = 100)
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Figure15. Hotels and restaurants: relative mean ear nings according to labour force
status in the previous year, 1988-97 (hotels and restaurants, same firm =
100)
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Those having moved to work for another firm engaged in retail trade have almost persis-
tently experienced a slightly weaker growth in earnings compared with their staying col-
leagues. In hotels and restaurants, in contrast, the difference in earnings growth between
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stayers and within-industry movers has mostly been negligible, expect for the boom years
at the turn of the decade 1980/90 and the initial recovery period.

Opposite to within-industry movers, those having moved into retail trade from some other
service industry or from outside the service sector have mostly managed to obtain notably
higher earnings as compared to those who have continued to work for the same firm. In
hotels and restaurants, on the other hand, such moves have only occasionally granted
higher earnings than for those continuing in the industry, either for the same or for some
other firm.

Finally, in contrast to the service sector as a whole, the difference between those recruited
among the unemployed and those recruited among labour market entrants has been minor
throughout the investigated years. Moreover, in both retail trade and hotels and restaurants
the earnings of these previously non-employed have grown at approximately the same rate
as the earnings of those having stayed in the industry. As a consequence, also their relative
earnings position has remained roughly unchanged. In retail trade the earnings level of
these previously non-employed has been some 25-30% below the earnings level of stayers,
while the corresponding wage gap in h&els and restaurants has been dlightly smaller, about
20-25% below the earnings of stayers.

In addition to earnings levels, it is also of interest to compare the spread in earnings be-
tween the four sectors/industries and the six workforce categories. The result from calcu-
lating for each of them the ratio between the 90™ percentile and the 10™ percentile, the
D90/D10-ratio, is presented in Figures A9 to A12 of the Appendix.

When comparing those who have stayed in the same firm for another year, the dispersion
in earnings turns out to be lowest in hotels and restaurants, followed by retail trade. Both
service industries also display a dight increase in the earnings dispersion of stayers. A
weak upward trend is discernible in hotels and restaurants since the early 1990s, but in re-
tail trade only after the recession years. Earnings dispersion among stayersis clearly higher
in manufacturing and highest in the service sector. A higher spread in earnings in broad
sectors as compared to single industries is only to be expected, though, and the service
sector showing the highest dispersion is largely an indication of its greater heterogeneity
compared to manufacturing. And opposite to the two service industries, in both sectors
earnings dispersion among stayers has rather been decreasing than increasing.

In retail trade the spread in earnings has persistently been slightly higher among within-
industry movers than among stayers, but the overall trend has been roughly the same. A
higher spread in earnings among within-industry movers dominates also in hotels and res-
taurants, but the fluctuations over time reveal no trend whatsoever. The spread in earnings
is considerably higher among those having been recruited from other service industries or
from outside the service sector. Certainly thisis at least partly attributable to smaller num-
bers of observations in these categories when going down to two- and three-digit industry
levels, especially when it comes to outside-sector inflows. But this finding may also reflect
alarger heterogeneity among these hires with respect to both individual and job character-
Istics.

An even larger spread in earnings among movers is observed for the service sector as a
whole, and there seems to be no distinct trend in the calculated annual D90/D10-ratios. In

12" Repeating these comparisons based on median instead of mean earnings produces, once again, approxi-

mately the same results (see Figures A5-AS8 of the Appendix).
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manufacturing, in contrast, the difference in earnings dispersion between stayers and mov-
ers is much smaller, except for hires among those employed in some other sector than
manufacturing and services. Also here it is difficult to point to clear trends over the inves-
tigated time period.

The spread in earnings among those having been recruited from the pool of unemployed
and from outside the labour force reveals interesting similarities and dissimilarities across
the two sectors and the two industries. In retail trade earnings dispersion among these two
workforce categories has remained very close to that of stayers. This also holds for the
manufacturing sector. In hotels and restaurants and particularly in the service sector as a
whole, on the other hand, earnings dispersion among ex-unemployed and especially among
labour market entrants has come down to a level close to that of stayers only in more re-
cent years.

5. ENTERING POSITION IN THE EARNINGS DISTRIBUTION

These marked differences in earnings levels, earnings growth rates and earnings dispersion
across workforce categories within the same sector/industry but also between sec-
tors/industries for the same workforce category point to substantial variation in the earn-
ings level at which the new hires enter their new jobs. One way of shedding some light on
this issue is to calculate the spread in the relative entering earnings position of the six
workforce categories.

More precisely, the workforce of each year and sector/industry is ranked according to the
size of the employees monthly earnings and divided into ten groups each embracing 10%
of the workforce (deciles). The relative position of each employee is then contrasted
against his/her labour force status in the previous year, which gives the distribution across
deciles of each workforce categories. In other words, the focus is on uncovering the flow
within each category into the different parts of the earnings distribution — the relative “en-
tering position” — rather than calculating the distribution of each category within the differ-
ent deciles. This section presents the outcome from such an exercise with the emphasis on
low-paid and high-paid entering positions.

Figures 16 to 19 display, separately for the two sectors and the two industries, the relative
share of each workforce category located in the lowest end of the earnings distribution,
here defined to comprise the three lowest deciles. The corresponding information when
restricting the analysis to the lowest 10% of the earnings distribution is provided in Figures
A13to A16 of the Appendix.

A common feature of manufacturing, services, retail trade, and hotels and restaurants is
that the relative share of those with an entering position placing them among the 30% of
the workforce with the lowest earnings, is very similar for those having stayed in the same
sector/industry either with the same or with another firm. In manufacturing, the absolute
level of this share has for most of the investigated time period stayed below 30%, indicat-
ing that these two workforce categories are generally under-represented in low-paid manu-
facturing jobs. Moreover, this favourable outcome seems to have strengthened especialy
for those who in the post-recession period moved to work for another manufacturing firm.
In the service sector, in contrast, such an under-representation characterises those having
stayed with the same firm for another year rather than their firm-changing colleagues.
Much the same pattern emerges for the two service sector industries, albeit the under-
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representation of stayers and within-industry movers has amost persistently been some-
what stronger in hotels and restaurants than in retail trade. In retail trade, on the other hand,
the post-recession period points to a steadily de%:Jeasing flow into low-paid positions of
both stayers and their firm-changing counterparts.

Those having changed from a non-manufacturing to a manufacturing job revea an in-
creasing tendency of flowing into lower-paid positions. The relative entering position of
those shifting from a non-service industry improved only temporarily at the turn of the
decade 1980/90, and has ever since worsened steadily; of those hired in 1997 close to 50%
entered alow-paid position. A clear but slightly more moderate worsening is discernible in
the relative entering position of those coming from a service sector job. Figure A13 in the
Appendix shows that this worsening goes al the way down to the lowest 10% of the earn-
ings distribution.

The situation of hires into the service sector turns out to be completely different. The flow
of outside-sector hires into the lower end of the earnings distribution has been very bal-
anced irrespective of boom and recession years (Figure 17). Indeed, the time trend points
to a decreasing rather than an increasing share of low-paid positions especially among
those having shifted from a manufacturing job into a service sector job. And again this
trend is reflected also at the very bottom end of the earnings distribution (Figure A14 of the
Appendix).

This favourable trend in the relative entering position of those moving from the manufac-
turing sector is particularly outstanding in retail trade (Figure 18). In hotels and restaurants,
in contrast, these ex-manufacturing workers have almost persistently been over-represented
among those having flown into a low-paid job, albeit the trend seems to have turned
downward towards the end of the investigated time period (Figure 19).

Those recruited into retail trade from some other service sector industry have in the post-
recession years seen a steady weakening in their relative entering position with an in-
creasing share flowing into low-paid jobs. The same trend is observable in hotels and res-
taurants, but here it is rather a return to the unfavourable situation of these hires that pre-
vailed aso before the recession.

A large magjority of those recruited among the non-employed enter alow-paid job. Of those
going into the manufacturing sector, three out of four have started in the lower end of the
earnings distribution. While this situation has prevailed among those coming from outside
the labour force, irrespective of boom and recession, the relative entering position of the
unemployed started to worsen further in the post-recession period. After the peak in 1996,
when amost 85% of those recruited among the unemployed entered a low-paid job, the
situation seems to have “normalised”, however.

The relative entering position of those non-employed moving into a service sector job
looks slightly more favourable. Except for the peak in 1996, some 70% of those recruited
among the unemployed have been given a low-paid job, a share that is somewhat smaller
than for the manufacturing sector. Among those coming from outside the labour force, a
decreasing share was entering low-paid positions, but only up to 1992, after which it has
climbed back to some 65%. However, compared to manufacturing thisis still a 10 percent-
age points lower number.

3 The same pattern emerges when analysing the lowest 10% instead of the lowest 30% of the earnings dis-
tribution. See Figures A13-A16 of the Appendix.
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Figure16. Manufacturing: share of those having entered the lowest 30% of the sector’s
earnings distribution, by labour force statusin the previous year, 1988-97
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Figure17. Service sector: share of those having entered the lowest 30% of the sector’s
earnings distribution, by labour force statusin the previous year, 1988-97
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Retail trade differs from the service sector as a whole in at least two respects. First, a
higher share of the non-employed has entered a low-paid position. Indeed, this share is
very close to that observed for manufacturing, or some 75%. Second, the situation has been
very similar for unemployed and labour market entrants, except for 1997 which pointsto a
clear improvement in the relative entering position of unemployed having managed to get a
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jobinretail trade. This latter observation also holds for hotels and restaurants. But opposite
to retail trade, the over-representation of the non-employed in low-paid positions is less
strong with, broadly speaking, some 60-65% having entered the lower end of the indus-
try’ s earnings distribution.

Figure 18. Retail trade: share of those having entered the lowest 30% of theindustry’s
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Figure19. Hotels and restaurants. share of those having entered the lowest 30% of

%

the industry’s earnings distribution, by labour force status in the previ-
ousyear, 198897
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Notable differences across the two sectors and the two industries show up also when ex-
amining the flow of non-employed into the lowest decile instead of the three lowest deciles
of the earnings distribution (Figures A13-A16 of the Appendix). Here manufacturing
stands out as the clearly worst alternative, followed by the service sector. Compared to the
service sector as a whole, hotels and restaurants turn out to be a better alternative for the
non-employed, with retail trade falling in-between.

The entering positions analysed in Figures 1619 are based on, respectively, within-sector
and within-industry calculations. If instead taking the whole-economy distribution of wage
and salary earners as the point of departure, the outcome for the two service sector indus-
tries and especialy for their hires among the non-employed looks considerably worse. This
is because now also the relative earnings level of the industry is accounted for. When using
this framework, nine out of ten non-employed recruited into retail trade have entered a
low-paid job. Ihotels and restaurants the corresponding share has in more recent years
exceeded 80%.

When repeating the same analysis with the focus turned to those having managed to enter a
high-paid position, here defined as the highest 30% of the earnings distribution, the out-
come looks like Figures 20 to 23. In both sectors and industries, those having stayed in the
same firm for another year seem to be dlightly over-represented at this end of the earnings
distribution. Moreover, this tendency comes out most strongly in hotels and restaurants.

The within-sector movers in manufacturing display an inflow pattern that is consistent with
the fluctuations in their relative mean earnings, as shown in Figure 8 above. The improve-
ment and weakening in their mean earnings relative to their staying colleagues now get an
explanation in the form of increases and decreases in the share among them having obtained
a high-paid position due to their change of firm. For instance, in 1996 almost one-half of
them entered a manufacturing job that placed them among the highest-paid in the sector.

In the service sector, on the other hand, those having moved to work for another service
sector firm show, at most, only a slight over-representation when it comes to higher-paid
jobs. The difference between stayers and movers within the sector is, in effect, quite small,
except for a temporary trend break in 1995. In retail trade the similarity between stayers
and, in this case, within-industry movers is even more outstanding, whereas the situation in
hotels and restaurants rather reminds of that in manufacturing with fairly large fluctuations
depending on the activity level of the economy.

Those recruited from outside the manufacturing sector have, especially in the post-
recession period, fared much worse than those having moved within the sector. Again the
situation is more or less the opposite in the service sector, where especially those previ-
ously in manufacturing have in large proportions been recruited into higher-paid service
sector jobs.

In retail trade, those recruited from outside the industry have persistently been overrepre-
sented among entrants into higher-paid positions. Also here ex-manufacturing workers
have experienced an increasingly favourable situation in post-recession years. Simultane-
oudly the relative entering position has weakened for those having moved to work in retail
trade from some other service sector industry. In hotels and restaurants, in contrast, those
recruited from outside the industry have usually managed to obtain higher-paid positions to

¥ The change in outcomes is much smaller for the two sectors as the influence of the relative earnings level

is much weaker for broad sectors with an earnings distribution close to the whole-economy dispersion in
earnings as compared to outstanding low-pay and high-pay industries. See Figures A17-A24 of the Ap-
pendix.
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a smaller extent than the within-industry movers. Furthermore, the situation of these “out-
siders’ turns out to have changed only marginally over the investigated time period.

Figure20. Manufacturing: share of those having entered the highest 30% of the sec-
tor’s earnings distribution, by labour force status in the previous year,

1988-97
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Figure2l. Service sector: share of those having entered the highest 30% of the sec-
tor’s earnings distribution, by labour force status in the previous year,
198897
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Figure22. Retail trade: share of those having entered the highest 30% of the indus-
try’s earnings distribution, by labour force status in the previous year,
1988-97
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Figure23. Hotelsand restaurants. share of those having entered the highest 30% of
the industry’s earnings distribution of all employees, by labour force
statusin the previousyear, 1988-97
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When finally looking at the non-employed, their possibilities to enter higher-paid positions
have throughout been small and have also remained small despite of booms and recessions.
Their entering situation is most unfavourable in manufacturing with only some 5% of those
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recruited among the non-employed flowing into the highest 30% of the sector’s earnings
distribution. A dlightly higher portion, or some 10%, is obtained for the service sector, re-
tail trade, and hotels and restaurants.

6. EMPLOYMENT STABILITY

This section, finally, reports on the results from a simple attempt to uncover potential dif-
ferences in the employment stability across individuals differing in their previous labour
force status. For this exercise the workforce is divided on a dlightly cruder basis than in the
analyses undertaken in the previous sections. Here a distinction is made between four cate-
gories: (1) stayers representing those continuing in the same firm for another year; (2)
movers embracing all employed who, in the next year, are observed to work for another
firm either in the same or in a different industry/sector; (3) ex-unemployed covering those
recorded as unemployed in the previous year; and (4) labour market entrants comprising
those recorded as having been outside the labour force in the previous year.

The analysis of each individual’s employment stability extends over the two years follow-
ing upon the year when the individual is observed to work in the manufacturing sector, in
the service sector, in retal trade, or in hotels and restaurants. A number of possible out-
comes are examined and compared for the four workforce categories under study: the indi-
vidual remains employed over the next two years; the individual circulates between non-
employment and employment; and the individual fails in getting a new job after a year in
unemployment or outside the labour force. The alternative outcomes identified and their
relative frequency in the four workforce categories are shown in Tables5to 8.

Those having continued to work in the same manufacturing firm reveal a very high prob-
ability of remaining employed (anywhere in the economy) also over the next two years
(Table 5). Their employment stability weakened temporarily during the recession years,
but returned quickly to pre-recession levels when the recovery started. The same overall
trend is discernible among within-sector and between-sector movers, albeit along a dlightly
weaker employment stability line. The probability of remaining employed also over the
next two years is substantially lower for those recruited among the non-employed. Fur-
thermore, it dropped dramatically during the recession, more for those recruited among the
unemployed, but recovered quickly, again a a more rapid pace among these ex-
unemployed, and soon even exceeded pre-recession levels.

The probability of entering a circle of employment and unemployment is highest among
those recruited among the unemployed and lowest among the stayers. A common feature
of the four workforce categories, however, is that this particular risk increased markedly
during the recession and has, moreover, remained at a notably higher level compared to the
pre-recession situation. Another common feature is that the risk of remaining unemployed
for at least one more year, instead of finding a new job, has been considerably higher for
most of the investigated time period. This indicates that the characteristics of those having
flown into unemployment from a man%jacturing job have usually been in low demand in
the Finnish labour market of the 1990s.

> If making the same comparison based on the whole-economy earnings distribution, the situation looks, of

course, much worse, particularly for non-employed recruited into retail trade or hotels and restaurants.
See Figures A25-A28 of the Appendix.
18 For further details, see e.g. Asplund (2000b).
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Table5. Manufacturing: employment stability by labour force status in the previ-
ousyear, 1988-97, %

L abour force statusin year 1087 1988 1989 1990 1991 1992 1993 1994
t+1 t+2

Manufacturing, same firmin year t—1 and year t:

Employed Employed 889 829 771 779 835 87.7 881 892
Unemployed Employed 0.8 0.9 25 2.1 2.3 1.0 0.9 1.3
Unemployed Unemployed 0.4 1.0 4.1 5.1 34 2.3 2.3 25

Employed in year t—1; change of firmwithin or into manufacturing in year t:

Employed Employed 85 795 728 751 789 825 855 877
Unemployed Employed 1.3 1.3 3.3 2.0 3.7 1.9 15 2.0
Unemployed Unemployed 0.8 1.6 5.6 6.2 4.8 3.2 3.1 2.2

Unemployed in year t—1; manufacturing job in year t:

Employed Employed 65.0 458 402 385 549 636 673 696
Unemployed Employed 55 6.1 8.4 7.7 126 7.3 7.0 7.3
Unemployed Unemployed 54 117 204 281 139 9.8 9.1 8.4
Left labour force | Employed 2.6 2.0 1.6 1.6 15 2.0 1.3 1.6
Left labour force | Left labour f. 3.0 29 45 4.2 40 24 17 20

Outside the labour forcein year t—1; manufacturing job in year t:

Employed Employed 579 468 443 476 532 566 599 626
Unemployed Employed 18 2.2 4.8 4.1 51 3.8 4.0 5.2
Unemployed Unemployed 1.3 3.0 6.8 7.6 4.6 4.3 4.2 3.2
Left labour force | Employed 95 8.0 57 53 79 7.9 5.9 6.9
Left labour force | Left labour f. 116 136 135 135 131 119 100 9.2

Finaly, arather small and declining share of those recruited among the unemployed has left
the labour force after one year in a manufacturing job. This probability is substantially higher
among those recruited from outside the labour force, but declining as well. Both groups of
non-employed reveal, however, a much higher probability of leaving the labour force for a
longer period than of re-entering the labour market already in the next year. Hence, unem-
ployed seem to be more likely to return to unemployment, when no job is to be found, while
labour force “outsiders’ are more likely to return to a life outside the labour force when em-
ployment prospects are bad. But irrespective of the kind of non-employment that follows
upon the manufacturing job, the probability of returning into Workir]%llife is generaly lower
than the risk of remaining among the non-employed for another year.

" In this context it might be worthwhile to remind about one shortcoming of the data used, viz. that all in-

formation on the individual’s labour force status concerns a single point during the year. Y ear-to-year
comparisons thus say nothing about the individual’s labour market experience between these specific
points in time. The reported probabilities of remaining employed may consequently be overestimates, if
shorter spells of non-employment have been frequent. These probabilities should, in other words, be
looked upon as “upper bounds’. The same reasoning applies to the risks of non-employment, which are
overestimates, if shorter employment spells have occurred. These risks then set the “lower bounds’.
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The outcome from corresponding calculations for the service sector is presented in Table 6.
For stayers and movers the overal patterns and trends are remarkably similar to those in the
manufacturing sector. The probability of remaining employed over the next two years is
higher for stayers than for movers, but both experienced a considerable weakening in their
employment stability prospects during the recession. This drop was particularly strong
among those moving within or into the service sector, and they are still lagging behind their
counterparts in manufacturing. The risk of becoming unemployed is moderate despite an in-
crease during the recession years and a tendency of persistently higher risk levels during the
post-recession years. And if becoming unemployed, then the risk of continuing in unem-
ployment is somewhat higher that the probability of finding anew job.

Unemployed having been recruited into a service sector job face a markedly lower probability
of staying employed compared to their counterparts having entered the manufacturing sector.
Conversely, their risk of returning into unemployment has been considerably higher, as has
been their risk of circulating between employment and unemployment and of seeing their un-
employment spells extend over at least two years. They aso face a higher risk of leaving the
labour force. But just as for their counterparts employed into manufacturing, the risk of re-
maining non-employed for another year is clearly higher than the chance of finding anew job.

Table6. Service sector: employment stability by labour force statusin the previous
year, 1988-97, %
Labour force statusin year 1987 1988 1989 1990 1991 1992 1993 1994
t+1 t+2
Service sector, same firmin year t—1 and year t:
Employed Employed 880 857 828 797 814 856 871 838
Unemployed Employed 0.5 0.6 1.2 14 2.0 1.2 1.0 0.9
Unemployed Unemployed 0.2 0.5 1.6 31 2.7 1.9 1.6 14
Employed in year t—1; change of firmwithin or into the service sector in year t:
Employed Employed 835 797 701 693 725 795 836 847
Unemployed Employed 11 11 3.2 3.1 4.4 2.2 1.6 2.2
Unemployed Unemployed 0.5 1.0 4.2 6.2 49 2.9 2.4 2.4
Unemployed in year t—1; service sector job in year t:
Employed Employed 56.7 473 338 269 295 420 485 50.0
Unemployed Employed 6.8 6.8 9.3 95 142 134 107 124
Unemployed Unemployed 64 118 224 338 310 192 170 16.2
Left labour force | Employed 3.8 2.7 1.7 13 1.9 2.7 2.8 2.3
Left labour force | Left labour f. 6.2 5.9 6.0 5.2 5.2 49 39 35
Outside the labour forcein year t—1; service sector job in year t:
Employed Employed 557 516 474 455 495 552 56.7 594
Unemployed Employed 16 18 3.2 3.9 54 4.5 3.9 4.2
Unemployed Unemployed 0.9 14 4.1 7.1 53 35 3.3 2.9
Left labour force | Employed 10.7 8.4 6.2 5.0 6.7 7.4 8.5 7.4
Left labour force | Left labour f. 147 150 156 139 142 130 123 113
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For those recruited from outside the labour force the difference between the two sectors in
the probability of remaining employed has mostly been small or negligible. This aso holds
for the calculated risks of either entering a circle of employment and non-employment or
of remaining locked in unemployment or outside the labour force for at least one more
year.

The outcome for stayers and moversisvery similar in retail trade and the service sector as
awhole. The only outstanding difference is a slightly lower probability of retail trade em-
ployees of remaining employed and, conversely, a somewhat higher risk of flowing into
unemployment. (Cf. Tables6 and 7.)

Table7. Retail trade: employment stability by labour force status in the previous
year, 1988-97, %

L abour force statusin year 1087 1988 1989 1990 1991 1992 1993 1994
t+1 t+2

Retail trade, same firmin year t—1 and year t:

Employed Employed 8.1 826 779 730 738 783 821 838
Unemployed Employed 0.9 0.9 1.6 18 2.6 18 15 13
Unemployed Unemployed 0.5 0.7 2.1 4.3 4.6 3.9 3.0 25

Employed in year t—1; change of firmwithin or into retail tradein year t:

Employed Employed 826 775 712 656 702 750 766 816
Unemployed Employed 12 16 2.7 35 4.3 35 2.6 2.1
Unemployed Unemployed 0.3 11 2.8 6.7 5.2 4.5 35 3.6

Unemployed in year t—1; retail tradejob in year t:

Employed Employed 66.6 604 462 372 435 559 566 653
Unemployed Employed 45 4.6 8.0 74 114 8.8 6.9 6.9
Unemployed Unemployed 2.9 6.0 113 261 207 9.1 112 7.0
Left labour force | Employed 43 2.0 17 34 2.3 4.3 3.9 2.7
Left Iabour force | Left labour f. 4.3 6.0 6.4 54 5.7 35 4.1 39

Outside the labour forcein year t—1; retail trade job in year t:

Employed Employed 55.3 479 428 446 494 524 527 565
Unemployed Employed 18 13 3.2 3.6 5.8 3.2 35 31
Unemployed Unemployed 0.7 0.9 2.8 5.1 3.7 3.6 3.0 1.6
Left labour force | Employed 11.6 9.9 7.2 55 7.2 85 9.2 8.7
Left labour force | Left labour f. 147 176 190 175 150 135 132 134

Unemployed going into retail trade, in contrast, face a probability of remaining employed
that is higher than the average for the service sector. Conversely, they have a lower than
service-sector-average risk of returning into unemployment. Simultaneously their prob-
ability of leaving the labour force after one year in retail trade employment has mostly
been higher than for the service sector as a whole. The outcome for those recruited from
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outside the labour force differsin that they have a lower than service-sector-average prob-
ability of remaining employed. Otherwise their situation is identical to that of the ex-
unemployed; that is, they have a lower than service-sector-average risk of becoming un-
employed and a higher than service-sector-average risk of leaving the labour force. In other
words, compared to the service sector as a whole, non-employed recruited into retall trade
are more likely to leave the labour force and less likely to become unemployed when their
employment terminates.

Inside retail trade, the pattern from manufacturing and services is repeated, though, with
ex-unemployed facing a higher risk of returning to unemployment and “ex-outsiders’
having a higher risk of again leaving the labour force. And both groups reveal a higher risk
of continuing in non-employment than of re-entering the labour market.

Table8. Hotelsand restaurants: employment stability by labour force statusin the
previous year, 1988-97, %

L abour force statusin year 1087 1988 1989 1990 1991 1992 1993 1994
t+1 t+2

Hotels and restaurants, same firmin year t—1 and year t:

Employed Employed 844 769 680 628 650 725 773 793
Unemployed Employed 1.3 14 3.4 3.4 55 3.1 25 25
Unemployed Unemployed 0.6 0.9 4.0 6.8 7.0 5.0 3.3 2.9

Employed in year t—1; change of firmwithin or into hotels and restaurantsin year t:

Employed Employed 783 705 593 556 628 695 744 76.0
Unemployed Employed 14 21 5.7 5.0 6.1 44 43 3.8
Unemployed Unemployed 0.7 15 5.7 8.8 7.2 4.3 3.8 4.2

Unemployed in year t—1; hotel and restaurant job in year t:

Employed Employed 5.6 512 367 302 334 482 516 513
Unemployed Employed 6.3 4.6 71 100 109 104 7.9 9.9
Unemployed Unemployed 56 113 164 246 212 119 122 121
Left labour force | Employed 45 2.8 25 11 21 2.8 3.2 24
Left Iabour force | Left labour f. 52 4.1 7.8 5.3 6.1 6.1 4.6 4.6

Outside the labour forcein year t—1; hotel and restaurant job in year t:

Employed Employed 56.3 44.1 377 416 457 456 505 50.7
Unemployed Employed 2.2 2.6 3.9 4.8 4.7 6.8 4.8 4.6
Unemployed Unemployed 0.4 1.3 51 85 52 6.5 4.2 2.7
Left labour force | Employed 9.7 9.8 6.4 6.4 8.4 5.8 98 10.1
Left labour force | Left labour f. 123 157 167 134 164 134 127 123

Stayers and movers experience the weakest probability of remaining employed aso over
the next two years if the employing firm is engaged in hotels and restaurants. Still in the
mid-90s, this probability was under 80%, which is far below the service sector average.
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Accordingly they have aso faced a higher risk of becoming unemployed compared both
with retail trade and the service sector as a whole. Indeed, the unemployment risk of those
having moved within or into hotels and restaurants has mostly been quite close to and oc-
casionally even higher than the corresponding risk among those recruited into the industry
from outside the labour force.

As in retail trade, those recruited among the unemployed have a clearly higher than serv-
ice-sector-average probability of remaining employed over the next two years, at least. As
high levels asin retail trade it does not reach, though. Another feature in common with re-
tall trade is that those recruited from outside the labour force face a clearly lower than
service-sector-average probability of staying employed. And again this probability is even
lower than in retail trade. Hence, while in the service sector as a whole the probability of
remaining employed is higher for those recruited from outside the labour force than for
those recruited among the unemployed, the situation is the opposite in retail trade and ho-
tels and restaurants. Possibly the fairly good employment prospects of unemployed in these
two service sector industries are due to the industries offering relatively low-paid positions,
and especially to non-employed. Or then the favourable outcome is mainly due to data
shortcomings C%Icealing relatively more short employment and unemployment spells in
these industries ™ This would definitely deserve further research.

The differences between retail trade and hotels and restaurants when it comes to the risks
of the previously non-employed of returning to non-employment after, at most, a one-year
employment spell, are mostly small. The above conclusions for retail trade concerning
patterns and trends within the industry and compared to the service sector as a whole, may
thus be repeated for hotels and restaurants.

1. CONCLUDING REMARKS

The analysis reported in this paper adds to previous evidence on the substantial impact that
the technological explosion in the 1990s has had on manufacturing employment. In addi-
tion it highlights an issue on which there is considerably less knowledge, viz. the dynamics
in service sector employment. By further comparing the two sectors, interesting similarities
and dissimilarities emerge, especially when it comes to the post-recession years.

In manufacturing the recovery period has produced two groups of winners: those having
managed to continue to work for the same firm and those having moved to work for an-
other manufacturing firm. The stayers have, on average, been able to maintain both rela
tively high earnings and earnings growth rates in combination with growing under-
representation in low-paid jobs. An even more favourable situation is, however, observed
among their moving colleagues. The risk of these within-sector movers of entering a low-
paid job has decreased markedly at the same time as their probability of entering a high-
paid job has improved. This, in turn, explains why they have beaten their staying col-
leagues in terms of both mean earnings and earnings growth. Simultaneously a thinning
flow of between-sector movers has to an increasing extent entered low-paid manufacturing
jobs.

18 Seethe discussion in footnote 17 above.
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These trends within manufacturing reveal some of the depth of the ongoing restructuring
process. The favourable earnings development of stayers and within-sector movers is
largely a result of profound “cleansing” of the labour force and intengified demand and
thus competition for labour with a high education and specialist skills.~ Those working
outside manufacturing seem to mostly lack these capabilities as the interest of manufac-
turing firms in this part of the labour force has declined continuously and, if employed,
they have often entered a low-paid job.

Much the same situation is observed for the service sector with the winners being the stay-
ers and the within-sector movers. The difference between the two workforce categoriesis,
however, notably more moderate in the service sector. There is at least one conspicuous
difference between manufacturing and services, though. While in both sectors the hires
among those employed outside the sector have diminished substantially, those having been
recruited into the service sector have generally continued to fare quite well and especially
those with experience from the manufacturing sector. This latter category has to an in-
creasing extent managed to occupy high-paid positionsin the service sector. Obvioudly this
relates to the rapid technological development especially in knowledge-intensive service
businesses and gﬂe extended outsouring from and co-operation arrangements with manu-
facturing firms.

The same winners can be found in retail trade and hotels and restaurants, abeit the differ-
ences between the workforce categories usually stand out as dightly larger in hotels and
restaurants. There is one maor exception to this similarity, though, which concerns ex-
manufacturing workers, who prove to have fared increasingly well when entering retail
trade jobs. They have been considerably less successful when going into hotels and restau-
rants. On the other hand, a common feature of the two industries is a declining interest for
those working in some other service sector industry, which is furthermore reflected in a
steady weakening in the relative entering position of such hires. Explaining these trends
would require an in-depth analysis of the restructuring that has taken place in the two in-
dustries over the past decade. Thisis, however, out of the scope of the present paper.

The non-employed face the weakest position, and the difference between the unemployed
and those outside the labour force is in this respect minor. Their mean earnings are sub-
stantially lower than for the other workforce categories, which is due to most of them en-
tering low-paid jobs. Moreover, this pattern has been retained over booms and recessions;
the adjustments to changes in the economic activity level have occurred primarily in the
relative number of hires among them, possibly because the wage flexibility option has a-
ready been emptied. Going into a manufacturing job stands out as the worst alternative.
However, when also accounting for differences in relative earnings between sectors and
industries, retail trade and hotels and restaurants overtake this jumbo position.

The disadvantaged entering position of most non-employed definitely deserves further in-
vestigation. The crucia question then is: What happens to them after they have entered a
low-paid job? Do they manage to stay employed and, if so, do they remain low-paid or do
they tend to get better-paid jobs? Or do they face a high risk of returning into non-
employment for shorter or longer periods?

¥ For an analysis of the “cleansing” process with mostly older and less-skilled flowing into non-

employment, see e.g. Asplund (2000b). The recruitment strategy of manufacturing firms is analysed in
e.g. Asplund (2001). In both studies account is also made for the technological level and the size of
firms.

% Seeeg. Leiponen (2000a,2000b).
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This paper has presented the outcome from a simple attempt to provide provisiona an-
swers to at least some of these questions. The patterns and trends that emerge are not en-
couraging. The non-employed have the lowest probability of remaining employed over the
next two years. Conversely, they face the highest risk of returning into non-employment,
and their risk of being locked there for alonger period is clearly higher than their chances
of re-entering the labour market. Moreover, this overall pattern is repeated in manufactur-
ing and services aswell asin retail trade and hotels and restaurants. Consequently it can be
taken as a further indication of the profound restructuring that the Finnish labour market
has undergone in the 1990s and that seems to have deepened the gap between those with a
strong and those with aweak attachment to the labour market.

The results reported in this paper point in several directions for further research. First, the
role in the recruitment process of individual characteristics — especially education, age and
sex — needs to be sorted out. And this analysis should, when possible, be complemented
with firm-specific information. Here the recruiting firm’'s technological intensity and size
are of particular interest, since high-tech firms as well as small firms are nowadays often
argued to be the real enginein the creation of new jobs. Special attention should thereby be
paid to those entering low-paid jobs in order to uncover factors that seem to hamper or ease
their upward mobility in the earnings distribution. One important aspect that so far has re-
celved only limited attention is the effect of further education and training on these pros-
pects. Finally, looking merely at the recruitment side might prove to be an all too narrow
perspective. Equally important as the flow into the labour market is the flow out from it, as
are also the background factors — individual as well as firm specific — affecting the ob-
served patterns.
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FigureAl Manufacturing: relative median earnings according to labour force
status in the previous year, 1988-97 (manufacturing, same firm in
1988 asin 1987 = 100)
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Figure A2. Manufacturing: relative median earnings accor ding to labour force
statusin the previousyear, 1988-97 (manufacturing, samefirm =

100)
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Figure AS. Service sector: relative median earnings according to labour force
status in the previous year, 1988-97 (service sector, same firm in
1988 asin 1987 = 100)
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Figure A4. Service sector: relative median earnings according to labour force
status in the previous year, 1988-97 (service sector, same firm =

100)
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Figure A5. Retail trade: relative median earnings according to labour force
statusin the previous year, 1988-97 (retail trade, same firm in 1988
asin 1987 = 100)
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Figure A6. Retail trade: relative median earnings according to labour force
statusin the previousyear, 1988-97 (retail trade, same firm = 100)
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Figure A7. Hotels and restaur ants. relative median ear nings accor ding to labour

force status in the previous year, 1988-97 (hotels and restaurants,
samefirmin 1988 asin 1987 = 100)
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Figure A8. Hotels and restaurants. relative median ear nings accor ding to labour
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Figure A9. Manufacturing: earnings dispersion (D90/D10-ratio) by labour force
statusin the previous year, 1988-97
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FigureAll. Retail trade: earnings dispersion (D90/D10-ratio) by labour force
statusin the previousyear, 1988-97
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FigureAl2. Hotels and restaurants. earnings dispersion (D90/D10-ratio) by
labour force statusin the previous year, 1988-97
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Figure A13. Manufacturing: share of those having entered the sector’s lowest
earnings decile, by labour force statusin the previous year, 1988-97
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Figure Al4.

Service sector: share of those having entered the sector’s lowest

earnings decile, by labour force statusin the previous year, 1988-97
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Figure Al1l5. Retail trade: share of those having entered the industry’s lowest
earnings decile, by labour force statusin the previous year, 1988-97
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Figure A1l6. Hotelsand restaurants: share of those having entered theindustry’s
lowest earnings decile, by labour force status in the previous year,

1988-97
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FigureAl7. Manufacturing: share of those having entered the lowest 10% of the
earnings distribution of all employees, by labour force statusin the
previous year, 1988-97
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Figure A18.

%

Service sector: share of those having entered the lowest 10% of the
earnings distribution of all employees, labour force status in the
previous year, 1988-97

80 80
70 -1 70
60 - -1 60

0
1988

0

1989 1990 1991 1992 1993 1994 1995 1996 1997
Service sector, Service sector, Employedin Employedin Unemploved Outside the
same firm  change of firm manufacturing other sector Pioy labour force




44

Figure A19. Retail trade: share of those having entered the lowest 10% of the
earnings distribution of all employees, by labour force statusin the
previous year, 1988-97
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Figure A20. Hotels and restaurants: share of those having entered the lowest
10% of the earnings distribution of all employees, by labour force
statusin the previousyear, 1988-97
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FigureA21. Manufacturing: share of those having entered the lowest 30% of the
earnings distribution of all employees, by labour force statusin the
previous year, 1988-97
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Figure A22. Service sector: share of those having entered the lowest 30% of the
earnings distribution of all employees, by labour force statusin the
previous year, 1988-97
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Figure A23. Retail trade: share of those having entered the lowest 30% of the
earnings distribution of all employees, by labour force statusin the
previous year, 1988-97
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Figure A24. Hotels and restaurants: share of those having entered the lowest
30% of the earnings distribution of all employees, by labour force
statusin the previousyear, 1988-97
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Figure A27. Retail trade: share of those having entered the highest 30% of the
earnings distribution of all employees, by labour force statusin the
previous year, 1988-97
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Figure A28. Hotels and restaurants. share of those having entered the highest
30% of the earnings distribution of all employees, by labour force
statusin the previousyear, 1988-97
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