Abstract

This paper consders three aspects of the job insecurity facing British men in the last two decades. The
probability of becoming unemployed, the costs of unemployment in terms of red wages losses and the
probability that the continuoudy employed will experience substantia red wage losses. The firg of
these has not risen in the last two decades, the second has risen by around 50 percent and the third has
risen, particularly for the top skill groups.
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A Picture of Job Insecurity Facing British Men

Stephen Nickell, Tracy Jones and Glenda Quintini

I ntroduction

It is now a commonplace view in Britan that job insecurity has risen dgnificantly over the
last two decades. Yet providing evidence of substantid changes in the job market that
supports this view has not proved easy. Data on job tenure, for example, exhibits no dramatic
changes. Burgess and Rees (1996) examine various aspects of job tenure using the UK
Generd Houschold Survey and find thet average eapsed tenure for men fdl from around
10.5 years in the mid 1970s to around 9.4 years in the early 1990s. There has been no
noticesble change for women over the same period. This picture is congstent with that
reported by Gregg et al (1997) using the UK Labour Force Survey, who find that median
elgpsad job tenure for men has fdlen dowly but steedily from 1975 to 1995 with the overdl
fdl being 20 percent over the whole period. Agan, for women, the change is much less
ggnificant, in part because of the increasng number of women who do not take a forma job
break when having children.

How do these gpparently rather smdl shifts compare with the opinions of the workers
themsdves? In the OECD’s sysematic andyss of this question in Chepter 5 of the 1997
Employment Outlook, they report a significant rise in the proportion of both men and women
who are not completely satisfied with job security from 61.7 percent in 1991 to 78.4 percent
in 1995, with dl the incresse coming between 1991 and 1992. These numbers from the
British Household Pand Study appear, in fact, to be a datidticd atefact arisng from a
change in the “showcard” used when asking the relevant question (see Green et al 1998, p.6,
for precise details). However, the OECD dso reports a massive fal of 22 percentage points
in the proportion of employees who respond favourably on the job security aspects of their
work between 1985 and 1995. Green et al (1998) are dso sceptica about this result, pointing
out that the data on which it is based, collected by Internationd Survey Research (ISR) Ltd,
are not generated by anything close to a random sample but are based on the workforces of
ISR dients in any paticular year. Green et al (1998) then report, on the basis of data
collected by the ESRC Socid Change and Economic Life Initigtive in 1986 and the Skills
Survey in 1997, that the average reported expected risk of job loss has changed little over the
relevant period, athough it has risen for professona workers.

At present, therefore, the overdl picture of changes in job security is somewhat
cloudy. This is, in pat, due to the fact that the objective data on job tenure are not very
informative about fedings of insecurity. Individuds fed insecure & work when there is a
ggnificant probability that they will become subgantidly worse off. This may occur in a
vaiety of ways. They may fed insecure because there is a high probability that they will lose
their job. However, this feding of insecurity will surdy be exacerbated if the cost of losing
ther job is dso high. Thus we know, for example, tha the qudity of re-entry jobs after
unemployment has falen subgstantialy from the 1970s to the 1990s (see Gregg and
Wadsworth, 1996), o it is possible that the cost of job loss has risen over the same period?.

! The declinein quality of re-entry jobs does not necessarily indicate arise in the cost of job loss because exit
jobs may also have declined in quality in precisely the same fashion.



But fedings of insecurity may not only be rdaed to job loss. Such fedings can dso be
engendered by a high probability that red wages will fdl subgtantidly in a continuing job.
Indeed insecurity can rise in a world where jobs remain secure precisdly because wages have
become more “flexible’. So our am in what follows is to present a picture of recent changes
in the chances of becoming unemployed, (Section 1), in the wage consequences of becoming
unemployed (Section 2) and in the chances of dgnificant red wage fdls in continuing jobs
(Section 3). We dso focus particularly on men, essentidly because the existing evidence
uggests tha men ae likdy to have seen more substantid changes in job insecurity then
women over the last two decades. Our findings are summarised in the Conclusions.

2. The Chances of Becoming Unemployed

One of the main fears of the employed is that of losng ther job. But not everyone who
leaves a job and becomes unemployed does so involuntarily. Some people resign their jobs
to enter unemployment and, presumably, they fed they are better off by doing so®. Since we
wish to interpret a rise in the chances of an employee becoming unemployed as
corresponding to a rise in insecurity, we must first check to see if the proportion who leave
their jobs and become unemployed voluntarily has been subject to any systematic shifts, for
such shifts might corrupt our desred interpretation of the numbers.  Luckily, as Figure 1
makes clear, the proportion of the unemployed who resigned from their previous jobs exhibits
no trend®, a lesst since 1981. In particular, we find that for the three periods considered
subsequently, namely 1982-86, 1987-91, 1992-97, the proportion of unemployed who
resgned is 10.1, 11.2 and 10.0 percent respectively. So looking at dl the unemployed is not
going to generate mideading results when we are concentrating on changes over time.

Unemployment entry probabilities

Since the 1960s, unemploymert rates among men in Britain have risen dramaticdly and even
today, when unemployment is lower than it has been for many yeas it is gill more than
twice what it was in the late 1960s (see Figure 23). Despite this, the probability of an
employed man in Britan entering unemployment is actudly lower today than in the late
1960s (see Figure 2b), dthough ealier in the 1990s this probability had attained
unprecedented heights.  So while there is no obvious secular trend in the chances of a
working man becoming unemployed, there is some evidence tha when the economy is
entering a serious dump as in the mid 1970s, the early 1980s and the early 1990s, the chances
of becoming unemployed have tended to be higher in the most recent episode.  Unfortunately,
it is not posshble to bresk down the unemployment inflow data by any variables of interes,
notably by occupation or skill group. In light of this, we next pursue the issue of entry
probabilities by looking at the probability of aworker being unemployed twelve months later.

2 Of course, even individuals who resign may have effectively been sacked. Employees who antagonise their
bosses are often asked to resign or placed in a position where they have no alternative but to resign.

3 There are other categories where individuals |eave their jobs and enter unemployment without any necessary
interference from the employee; for example, leaving because of sickness or for family reasons. In fact, these
proportions have also remained stable. In any event, it is arguable that entering unemployment for these reasons
is part of job insecurity.



The chances of a male worker being unemployed twelve months hence

An dternative measure of insecurity related to job loss is to ask the question, what are the
chances of an employed man being unemployed twelve months later? This depends on both
the probability of entry and the duration of the unemployment spdl, so it will depend to some
extent on the unemployment rate. It is obvioudy true that even if there is no secular increase
in the probability of entering unemployment, a systemdicdly higher unemployment rate will
rase insecurity because the unemployment spdl entered into will have a longer expected
duration. The expected length of the unemployment spell is a part of the cost of job loss, s0
we ae smply arguing here that insecurity is increasing both in the probability of job loss and
its expected cost®. Following on from this we can see from Figure 2a that changes in
aggregate  unemployment cannot have contributed directly to any secular incresse in
insecurity since the early 1980s because the trend level of unemployment has not increased
snce that time, indeed if anything it has declined.

So what we are interested in here is whether there is any evidence that, ether overdl
or for certain groups, the probability of an employee being out of work in twelve months time
has risen sydematicadly, once we control for the direct impact of the aggregate
unemployment rate.

To pursue this issue we make use of the UK Labour Force Survey. For each year of the
survey, t, we compute the probability that a man who was employed in a paticular
socioeconomic (SEG) or occupation (KOS) group®, i, & a certain time in year t-1 was
unemployed twelve months later. We measure this probability, pir say, by taking the sample
proportion. Each year the Survey contains around 70,000 employed men divided into 7 SEGs
or 16 KOS groups. So our measured probabilities, which are typicdly around 4 percent, have
a relaively smdl average sampling standard error of around 0.3 percentage points in he case
of KOS groups and around 0.2 percentage points in the case of SEGs’, usng the standard

formula([p (1-p)/ samplesize] 1’2) .

We then take these sample probabilities and usng SEG or KOS groups over time as
the unit of observation, we use them to run (fixed effects) panel regressions of the form

p, = a, +gu+Sad+def(t)+e Q)

..N(SEGor KOS) t=1.. T(77 79, 81, 83, 84-90 for KOS;
79, 81 83, 84-98 for SEG)
pit = probability that a man who was employed in t-1 is unemployed 12 months later

* Of course, it may be argued that if the increased expected spell duration comes about because of arisein the
level of unemployment benefit, thiswill not be associated with arisein the cost of job loss. Asit happens, using
the OECD summary measure of the benefit replacement ration (see OECD Jobs Study, 1994, Table 8.1), wefind
that this has been falling in Britain since the late 1970s, basically because over most of this period, benefits have
been indexed to prices and have therefore grown systematically more slowly than earnings as real wages have
risen (see Nickell and van Ours, 1999, Figure 9, for the precise numbers).

® The SEGs are reported in Table 1. The KOS groups are KOSL: Professional supporting management; KOS2:
Professional in education, health, welfare; KOS3: Literary, artistic, sport; KOS4: Professional in science and
technology; KOS5: Manageria; KOS6: clerical; KOS7: Selling; KOS8: Security, protective services, KOSO:
Catering, cleaning, hairdressing, other services, KOS10: Farming, fishing; KOS11: Materials processing (exc.
Metal, electrical; KOS12: Materials processing (metal, electrical); KOS13: Painting, repetitive assembling,
Eackagi ng; KOS14: Construction, mining; KOS15: Transport; KOS16: Miscellaneous.

Of course, the KOS groups and the SEGs are not of uniform size but even the proportion in the smallest group
has a sampling standard error that is only around one-fifth of itssize. Overall, given the proportions are used as
the dependent variable, thereis easily enough “true” variation in these data to be able to detect important trends
if they are present inreality.



U = aggregate unemployment rate,
di = SEG or KOS dummies,
f (t) = linear trend or grouped time dummies

The idea here is to see if there have been ggnificant increases over time in the probability of
ending up unemployed for men in any particular occupation groups, once we control for the
aggregate unemployment rate’.

In Table 1 we present an example of a regresson based on socioeconomic groups. As
we can see, while fluctudions in aggregate unemployment have a drong impact on the
probability of an employee being unemployed one year later, there is no evidence whatever
of any socioeconomic group exhibiting any systematic rise in this probability over and above
this aggregate unemployment effect. Furthermore, if we replace the linear trend by a series
of three gteps, the same results ensue.  Indeed, in al socioeconomic groups, the last step
(1991-98) turns out to be at the same level or lower than the first step (1979-84) except for
SEG2 where it is about one standard error above. Findly, exactly the same picture applies if
we replace the SEGs by the more refined KOS groupings.

Summary

If the insecurity of mae employees in Britan has risen over the last eighteen years it has not
done so because they are more likely to become unemployed. There has been no systemétic
increase in the chances of becoming unemployed either on average or within any particular
occupationa or socioeconomic group.  The only dgnificant change is that during the
recesson of the early 1990s the probability of unemployment entry rose to a dgnificantly
higher level than its maximum during the previous two recessons. On average, however, this
probability has exhibited no change. Our next step will be to pursue the issue of the codts of
job loss.

3. TheWage L osses Consequent on Unemployment

It is a wdl known fact that, for one reason or another, workers who lose their jobs and have a
gpell of unemployment tend to return to work a a lower rate of pay and often suffer a
permanent pay reduction (see, for example, Chowdhury and Nickell, 1985; Addison and
Portugdl, 1989; Swain and Podgursky, 1991; Ruhm, 1991; Jacobson et al. 1993 for the US;
Gregory and Jukes, 1997 for the UK). Our am in this section is to investigate the hypothesis
that these wage reductions have got bigger snce the early 1980s. Furthermore, we would
like to interpret any such increese as dgnifying that individuds who become unemployed
have become worse off, thereby corresponding to an increase in insecurity even if the
chances of becoming unemployed have not risen.

Our method of investigation is to use fixed effects earnings regressons over three
sample periods 1982-86, 1987-91, 1992-97 and see if the ceteris paribus (negative) impact of
an unemployment spell on earnings has increased in absolute sze from the fird sample
period to the last. Although we used fixed effects regressons, some care is required in the
interpretation of our results. Fird, al we observe is that the individuas concerned pass
through an unemployment spell.  While we know the length of the spdl, we have no
information as to why they became unemployed. Indeed, some may have chosen to resign

"1f (1) isestimated using the log odds ration, In(p,, / (1- p,,) , asthe dependent variable, the pattern of
resultsisidentical.



their job and enter unemployment. So the earnings losses we observe are averaged over
individidls who enter unemployment for different reasons.  Presumably individuds who
resgn from their previous job to become unemployed are likdy to suffer smdler earnings
losses than those who lose their previous job involuntarily. This we see as less of a poblem
than it might be because the proportion of the unemployed who resgn from ther previous
jobsis both smal and trendless (see Figure 1).

A second issue concerns whether or not an increesed earnings loss genuingly
corresponds to an increase in insecurity.  To pursue this question, we must consder why the
earnings losses arise in the firg place and why such losses may have increased. I they arise
because of discriminaion against the unemployed® and they have increased because of
increased discrimination, this obvioudy corresponds to a rise in insecurity.  Suppose,
however, that the earnings losses increase because human capitd is becoming more specific.
Given a condant probability of entry into unemployment, this would represent a rise in
insecurity which we would expect to be more marked a higher skill levels, where specific
human capitd ismore likely to be important.

Alternatively, earnings losses can aise as firms weed out incompetent employees
who, because of wage uniformity on specific jobs, are earning “too much”. The earnings
losses then reflect the extent of this excess pay as thelr subsequent wages are, on average,
closer to the correct levd. Then if firms get better a identifying incompetents, average
eanings losses following unemployment will tend to rises Does this correspond to an
increase in insecurity?  The argument here is much less dear-cut. The competent will fed
more secure because they are less likely to be unfarly labelled as incompetent and suffer an
eanings loss. Overdl the outcome is hard to judge. However, this argument would seem to
imply that the unemployed should be sysemaicdly fdling in qudity rdative to the
employed as the firms get better a identifying the incompetent and retaining the competent.
In fact, there is no evidence, a least on the bass of observables, that this is happening. For
example, the proportion of high education (UK A levelst) rdative to low education (no
qudifications) among the employed has actudly fdlen rdative to that among the unemployed
from the late 1970s to the early 1990s in the UK. (see Nickell and Bdll, 1996, Table 1). So
this explanation is perhaps less persuasive than the others.

Ovedl, therefore, we fed that in the lignt of the above discusson it is not
unreasonable to suppose that a ceteris paibus rise in the earnings losses due to
unemployment reflects arise in generd insecurity a work.

Thedata

The earnings and unemployment data are taken from the UK New Earnings Survey (NES)
which has been meged with informaion from the Joint Unemployment and Vacancy
Operating Sysem (JUVOS). The NES is a lage sample survey of employees in
employment. The sampling frame is based on dl individuas whose Nationd Insurance (NI)
number ends in a given par of digits (14). Since NI numbers are issued to every individud
prior to starting work and are retained for life, there isalarge pand dement in the data.

Complete data on earnings are provided for each individuad and cover a specific week
in April for each year. These data are provided by employers who are legdly bound to
comply. The data cover hourly and weekly earnings plus detalled informaion on hours,
overtime, age, occupation, indudtry, region and whether or not the individud was in the same

8 Evidence of systematic labour market discrimination against the unemployed is not readily available, although
we know from survey evidence that around half of al employers regard unemployment as an undesirable
attribute, per se, and that the long-term unemployed are systematically disfavoured by, for example, not being
selected for interview irrespective of their other characteristics (see Meager and Metcalf, 1987).



job as in the previous year. (Note, ghe can be in a different job with the same employer.)
The measure of wages which we use throughout is the weekly pay of those whose pay is
unaffected by absence excluding overtime pay divided by weekly hours excluding overtime
hours. The idea is to obtan a measure of hourly pay that excludes the overtime dement in
order to try and eiminate that part of pay which is explicitly sendtive to the business cycle
The dternative is amply to use weekly pay divided by weekly hours but because of the
ovetime premium, this will vay with hours worked even when the pay schedule is
unchanged. Such variation would make the results harder to interpret.

The data on eanings are only avalable if the individud is in employment on the
rdlevant date and his employer located. Note, that while it is possble and reatively
commonplace for an individud’s earnings to be unavailable for a given year because he does
not have any or his employer is not located, it is very difficult for an individud to disgppear
completely from the sample unless he dies emigrates or exits permanently from the labour
force because of disability or prison, for example. Merged into these earnings data are the
adminidrative records on unemployment benefits cdams (from JUVOS) throughout the
previous year. We divide the occupdtiond data into four skill groups dong the lines
suggested by Elias (1995), the details being provided in Table 2.

Empirical strategy
Taking our pane data set, we divide it into three periods 1982-86, 1987-91, 1992-97 and
andyse the following equetion,

W, =a; +a, - j

Il Qo

b'Dijt - bDit +ék Xiktak €, (2)

j=1

Where a = individud dummy, a = time dummy, w; is 1n (hourly earnings), Dy = 1 if
the individud completed his firs unemployment spel in the sample period up to 3 months
ago (j = 1), 46 months ago (j = 2), -9 months ago (j = 3), 10-12 months ago (j = 4); zero
othewise. Dj; = 1 if the firg unemployment spell was completed more than 12 months ago;
zero otherwise. The X variables include job tenure, age dummies, region dummies. In
practice we dso include the consequences of a second spel of unemployment with the same
dructure as the firgt but, after investigation, we do not include the third or subsequent spels
because the numbers are too smdl to obtain useful results. Note, that because we include
time dummies, the earnings loss can be taken to refer to redl earnings.

Given the sampling frame individuds exit and enter the sample quite frequently <o,
despite usng a fixed effects edtimator, we decide to make further efforts to ded with
potentid sample sdlection problems.  So, for each year we run a year specific probit
explaning the avalability of earnings data and then use this to condruct Heckman's 8 for
each sample member for each year. This is incduded in the estimated equation. The varidbles
included in the probit are age dummies, ill level & the onset of the period and cumulated
godls of unemployment. Findly, the equation dandard erors ae corrected for
heteroscedadticity.

Our ultimate aim is to see whether there is any systemdtic tendency for the $; and $
parameters in Equation (2) to become larger in the later periods. Because the sample is s0
large (N ? 70 K), we should be able to generate precise estimates of the parameters and to
pick up reaivey smdl changes. Furthermore, we can divide the sample by age and Kill
groupsto seeif these exhibit any sgnificant changes.



Results

The average earnings losses for men due to unemployment, as generated by the estimated
verson of Equation (2), are reported in Table 3. The overdl pattern is familiar from the
results reported in Gregory and Jukes (1997). After the firs unemployment spell within the
sample period, we see an immediate loss in hourly earnings of somewhere between 10 and 20
percent which is sustained throughout the firs year, dthough there is some tendency for the
loss to diminish towards the end of the first year back a work. However, the permanent
losses remain quite substantia dthough it should be borne in mind that since each sample
period is only five years long, the “permanent” effect is, in fact, some sort of average of the
eanings loss during the period between one and four years after the end of the
unemployment spell.

Because the sample Sze is 0 large, we have quite precise esimates of the earnings
losses and if we make comparisons across periods, we see that the temporary losses in the last
period are, on average, just over one-third higher than those in the firgt period, this being a
gap of about 6 standard errors. The permanent loss is about 70 percent bigger in the last
period relative to the firs, which represents some 10 standard errors.  On this bass there
seems no doubt that there has been a sgnificant rise in the average earnings losses due to
unemployment from the early 80s to the early 90s. The additiond losses arisng from the
second spel are much smdler than the fird el losses but overdl they exhibit the same
tempord pattern with a least a 50 percent increase from the first period to last period. In
nearly dl cases most of the jump occurs from the first to the second period remaning more
dtable theresfter.

There is no obvious macroeconomic reason for this pattern since average clamant
count percert unemployment in the three periods is 128, 9.7, 115 respectivdy, and
unemployment duration exhibits no secular trend. In any event, the costs of becoming
unemployed in terms of earnings losses seem to have risen quite sharply over the last two
decades. Two other features of these results are worth noting.  Firdt, the earnings losses are
computed from an equation holding job tenure congtant. So these earnings losses are relative
to those of an individud with the same fixed effect, the same time effect and the same vaue
of dl the other variables including job tenure, ie sating a new job a the same time but
without the intervention of a spdl of unemployment. If we drop the tenure variddles, the
eanings losses ae vay dmila, having exactly the same overdl pattern.  Second, it is
griking that the pattern of temporary losses exhibits a dight incresse over the firg nine
months before dating to decline. This suggests that relative to individuds, who do not
experience an unemployment spell, the rise in earnings is somewha dower for the firsd nine
months leading to an increase in losses over this period.

In Table 4, we repeat the exercise but in this case we alow the losses to be influenced
by spel duration. Agan we see the same picture.  Not surprisngly, longer duration
unemployment spdlls are associated with ggnificantly grester earnings losses but, for both
short and long unemployment spdls, the losses in the 1992-97 period tend to be around
one-third higher than those in the 1982-86 period. In Table 5, we look a how earnings losses
vay with age dividing the sample into three age groups usng the age a the beginning of
each period. The most notable feature of the results is that there is no evidence of a rise in
eanings losses for the young which are, not unexpectedly, much smdler than the earnings
losses for older workers in any event. By contradt, the rise in earnings losses for prime age
men is redly subgantid being of the order of 70 percent with a somewha smdler rise in
earnings losses for older men.

When we divide up the sample into the four skill levels a the beginning of each
period, we find a number of results worth noting in Table 6. Fird, the earnings losses tend to



be higher, the higher the <ill levd which is consgent with a gpecific human capitd
explanation. Second, the increase in earnings losses as we move into the later periods is more
obvious for the two higher skill groups than for the two lower sill groups. Concentrating on
the permanent effects, the bottom skill group (level 1) exhibits no systemdic increase in
income loss a dl as wdl as being rdaivey smdl. The next levd sill group (leved 2) dso
exhibits little secular increese over the three periods, dthough overdl the losses are
somewhat larger than in the bottom group. By contradt, the top two skill groups suffer wage
losses due to unemployment which are subgtantidly larger in the last period than in the fird.

The temporary losses are over 40 percent larger in the last period than in the firsg and the
permanent losses tend to be around 80 percent bigger. So in the find period, the permanent
losses suffered by the top skill group correspond to a wage fal in excess of 25 percent. In the
light of these facts, it is worth reporting that the percentage of each skill group suffering one
or more unemployment spells in the three periods are on average around 17, 16, 15 and 11
going from <kill level 1 up to ill levd 4. Furthermore there is no sgnificant tendency for
thisto increase over time which is congstent with the analysisin the previous section.

Summary

While in the previous section we found no serious evidence of any systemétic increase in the
chances of becoming unemployed, we find here that there has been a strong tendency for the
coss of unemployment to increase, paticularly for those in the older age groups and the
higher <kill groups. The losses in hourly earnings consequent on unemployment for men
outside the bottom skill group and the youngest age group have risen by 30 percent or more
from the early 1980s to the early 1990s with the largest losses affecting the highest sKill
group. In the next section we turn to the pattern of earnings for those who remain in the same
job.

4. How Common Are Fallsin Real Wages?

Individud red wages are subject to substantid fluctuetions, year on year, even for people
who are employed continuoudy in the same job. For example, in a typicd year, a lesst 7
percent of continuoudy employed people will experience a red wage fdl of more than 10
percent, and around 40 percent of these will experience a decline of over 30 percent. How,
then, does the probability of a subgtantia decline in red wages rdae to insecurity? If
fluctuations in red earning are known in advance, they certainly make a lesser contribution to
insecurity and presumably no contribution a al if capitd markets are perfect®. However, it
seems reasonable to suppose that most year-onyear fluctuations in red wages are not
accurately known in advance. Consequently, an increese in the chances of a subdantia fall
in red wages will enhance fedings of insecurity, paticulaly in the presence of commonplace
capital market imperfections.

So what has happened to red wage fluctuations in recent years? In Table 7, we
record the percentage of men who have faced one year fdls in red hourly pay exceeding 10
percent and 30 percent respectively where red pay is generated by normdisng on the retall
price index. We consder three groups. those who were continuoudy employed in the same
job, those who changed jobs without an intervening spell of unemployment and those with an

 Whether someone facing known fluctuations in income when capital markets are imperfect feels more insecure
than someone whose income remains constant isamoot point. In any event, someone facing uncertain
fluctuations in income certainly feels more insecure under any commonness view of insecurity.



intervening spell of unemployment®.  Of course there is another category whose wage in the
second period is not available because they are 4ill jobless, having been employed in the firgt
period. As we have dready seen, they will generdly have suffered a subgtantiad and
increasing earnings |0ss on returning to work.

Turning firg to those continuoudy employed in the same job, we see from the first
two columns of Table 6 that there has been a dow but steady rise in the percentage of men
facing subgantid fdls in red wages. In the period 1982-86, 7.6 (3.0) percent of men
auffered a fdl in rea hourly pay of 10 (30) percent and this rose in 1992-96 to 9.5 (4.3), a
highly sgnificant increese. For those who changed jobs without an intervening spel of
unemployment, the chances of a subgtantid fdl in red pay are somewha larger, despite the
fact that the median change for this group tends to be around 4 percentage points higher than
for the continuoudy employed. Nevertheless, the tempora pettern is much the same with a
gteady increase in the chance of a 10 (30) percent fall from 12.0 (6.4) percent to 14.4 (7.9)
percent. Findly, and not surprisngly in the light of the previous section, we see that the
chances of a large fdl in red pay are very high for those who shift jobs with an intervening
gpdl of unemployment. The average probability of a 10 (30) percent fal in red wages for
men was 33.5 (21.0) percent in 1982-86 rising to 40.4 (27.9) percent in 1992-96.

This condgtent increase in the chances of a subgantid fal in red wages rases a
number of questions. First, we know that over the sample period there has been a substantia
increese in the digperson of the level of earnings. So is this related to our findings? In fact,
there is no particular reason why it should be. The digribution of year-onyear changes in
red earnings bears no specific reation to the leves digribution, which can widen even if the
digribution of changes is becoming more compressed. Second, does the increase in the
chances of a subgantid fal in rea wages in fact reflect an increase in the disperson of
changes? In Table 8, we see that the answer is no, for the proportion of changes within the **
10 or ™ 30 percent range exhibits no systematic decline and so there has been no secular
increase in dispersion.

The third question concerning the systematic rise in the chances of a subgantid fdl in
rea wages is whether or not these fdls amply reflect a trangtory change that will shortly be
reversed. To pursue this issue we repeat the exercise of Table 7 using 3 year averages rather
than year-onyear changes. The idea here is & follows. For those with no job change, the
change in period t is the difference between a 3 year average of rea hourly pay after t and the
same before t, for dl those in the same job for six consecutive years. For those with a job
change, we take dl those who change jobs at t and then take the difference between the three
year averages after and before t. The results are reported in Table 9 and exhibit much the
same patern as those in Table 7. Of course, the numbers are smdler and those in the last two
columns are very unrdiable because of the smdl sample. Nevertheless, by the 1990s, over 5
percent of individuds continuoudy employed in the same job could expect to face a long-run
fdl in red hourly pay of more than 10 percent, the numbers having rissn by more than 2
percentage points since the mid 1980s. So even if we focus on long-run fdls in red pay, we
find aggnificant increase in incidence over the relevant period.

The find question worth asking is whether or not this increase relates to changes in
agoregate factors.  We know that it does not relate to the cycle snce the average
unemployment rates over the three periods exhibit no secular pattern (they are 12.8, 9.7, 11.5
respectively). However, more plausble is the possbility thet the increase relates to the
aggregate movements in red pay. If red pay increases ae lower in the later periods, this
might explain why the chances of a red pay cut are larger. To pursue this, we smply repest

1091t isworth recalling that ajob change does not necessarily mean a change of employer since a significant
change of post within the firm is counted as ajob change.



the analyss reported in Tables 7 and 9 but firg we subtract off the median rise in red hourly
pay each year from al the observations'. The consequences are reported in Table 7a and
Table 9a and reved immediady tha this explans most, and sometimes dl, of the change.
So the picture we have is one where there has been no secular trend in the disperson of
changes but, in each period, the didribution of changes moves to the left or right as the
median moves and the proportion of individuds subject to a substantial read pay cut goes up
and down with these changes in the median. This does not, of course, affect the fact that the
chances of a subgtantid red pay cut have risen over the lagt fifteen years but it does suggest
this is not pat of a very long-run trend but merdly reflects te fact that red pay rises happen
to be smdler than they were in the mid-1980s.

In Table 10, we break down the chances of a 10 percent fdl in red pay for men
continuoudy employed in the same job by age group. A clear pattern emerges. Leaving
aside eenagers, in the early period (1982-86) the over 50s tended to have somewhat lower
chances than the under 50s of a fal in red wages of more than 10 percent. By 1992-96 the
over 50s have a higher chance of such a fdl, dthough this probability rose sgnificantly for
al age groups. SO there is some evidence that older men have been harder hit by an increase
in this type of earnings insecurity than younger men. Because the sample Szes are much
smdler, we do not repeat this exercise for those who change jobs. This pattern carries over to
long-term fdls in red pay (usng 3-year averages) with the chances of a 10 percent decline
risng by about 100 percent (from 3.3 to 6.4) for the over 60s, compared to a rise of less than
60 percent (from 2.4 to 3.7) for the under 30s. If we now repeat the exercise subtracting the
median increase each year from every observation, we find that the rise in the chances of a
large red pay cut for the young is completdy explained by the overdl decline in a red pay
rise over the period. This does not apply to the old for whom the “corrected” chances of a 10
percent red pay cut il rises by 2 percentage points from the sart to finish,

Perhaps the most interesting breskdown of these data is generated by looking a kil
levels in Table 11. What we see is firg that the bottom skill group adways has the highest,
and the top skill group aways has the lowest, chance of a fal in red pay in excess of 10
percent. This is despite the fact that ther respective pay levels are dready reatively low and
relatively high in the firg place. Second, the chances of a 10 percent fal in red pay has gone
up dgnificantly for al groups over the rdevant period. Third, and mogt interesting, we see
that the top skill group has had the biggest increase in the probability of a 10 percent fdl in
red pay and is caching up with the other groups. So, the reldive postion of the top skill
group has worsened since the early 1980s in this regard, just as the top skill group has come
out relatively badly when it comes to the increasng earnings losses due to unemployment.
This is reinforced if we condder long-run red pay movements (3-year averages) where again
the high skill groups lose out more than the low skill groups in terms of their increase in the
chances of a large red pay cut. Then if we subtract off the overdl median red pay increase
from each observation and repeat the exercise, for the low skill groups there is nothing left —
the chances of a ten percent fdl in the median corrected red pay have not risen a dl. By
contradt, for the highest skill group their remains a sgnificant increase of nearly 3 percentage
points. This means that vaiations in the overdl rise in median pay explan only a smdl
proportion of he increase in the chance of a ten percent fdl in red pay for this group. (Note
in Table 11 the high skill increase is around 3.5 percentage points.)

1 We use the median rather than the mean because there are some very extreme real wage changes, particularly
increases, which we feel tend to distort the measure of the simple average change.
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Summary

For men who are continuoudy employed and for men who change jobs, we see a clear and
dgnificant increase in the chances of a subgstantid year-ontyear decline (10 percent or more)
in red hourly wages over the period from the early 1980s until the mid 1990s. Over this
period, the probability of a 10 percent real wage decline has risen by around 30 percent for
continuousy employed men and by around 20 percent job changers. These changes are not
due to an overdl increase in the digperson of wage changes and they show up just as srongly
if we condder “long-run” changes (3-year averages). However, a good part of this overdl
change is due to the decline in the median rate of red pay rises over the relevant period.
Older workers and the top skill group have seen a worsening of their relative podtion in this
regard with those men in the top skill group who are continuoudy employed seeing a 60
percent rise in their chances of a 10 percent fdl in red wages, year-onyear. Furthermore,
this particular rise is not due to the overdl fal in the median rate of red pay rises. Despite
this, men in the lower sill groups remain more insecure and in the most recent period men
continuoudy employed in the same job in the bottom skill group are Hill nearly 50 percent
more likely to experience a 10 percent year-on-year drop in rea hourly pay than smilar men
in the top skill group.

5. Conclusions

We have looked a three aspects of the job insecurity facing British men in the lagt two
decades. The probability of becoming unemployed, the cost of unemployment in terms of
red wage fdls and the probability that the continuoudy employed will experience substantiad
redl wage declines. The following facts emerge:

i) There is little or no evidence of any trend increase in the chances of men becoming
unemployed over the last twenty years, ether on average or within any particular
occupationd or skill group.

i) There has been a drong tendency for the costs of unemployment in terms of wage
losses to increase for dl men except those in the lowest kill group. The losses in
hourly earnings consequent on unemployment for men outsde the bottom skill group
have risen by around 40 percent or more from the early 1980s to the mid-1990s, with
the largest | osses affecting the highest skill group.

i) For men who are continuoudy employed in the same job and for those who change
jobs, the chances of a subgtantia year-on-year decline (10 percent or more) in red
hourly pay have increased by 20 to 30 percent from the early 1980s to the mid 1990s.
Older workers and those in the top skill group have seen a worsening of their reative
pogtion in this regard. Despite this, those in the bottom skill group are Hill far more
likely to experience a subgtantia year-on-year drop in real wages than those in the top
sill group. A dmilar pattern holds for longer-term (3-year average) changes in red
hourly pay.

iv) The overdl changes in iii) ae not due to an increase in the disperson of wage
changes but to the fact that the median annua rise in red pay in the 1990s is smaller
than that in the mid-1980s. This suffices to shft the whole didribution of weage
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changes to the left, thereby increasing the chances of a 10 percent decline. However
this does not explain the changes for the old and the high skilled.

Overdl, therefore, there has been a rise in job insecurity for British men since the
ealy 1980s. This has come about not because of a rise in the chances of losing their jobs but
because the cost of job loss has risen and, for the continuoudy employed, the probability of a
ubgtantiad  year-on-year fdl in red wages has gone up. Findly, insecurity has gone up by
more for those in the highest skill groups.
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Tablel
Explaining the Per centage Probability of an Employee
being Unemployed Twelve Months L ater
Dependent Variable: pit

Constant -1.81
m 0.38 (6.7)
SEG 2 -0.17 (0.1)
SEG 3 0.67 (0.6)
SEG 4 6.55 (5.6)
SEG5 3.07 (2.6)
SEG 6 3.8 (3.3)
SEG 7 7.27 (6.2)
(SEG 1) t 0.034 (0.6)
(SEG 2)t 0.064 (1.1)
(SEG 3)t 0.087 (1.5)
(SEG 4) t -0.030 (0.5)
(SEG5)t -0.030 (0.5)
(SEG 6) t 0.009 (0.2)
(SEG 1)t -0.006 (0.1)
NT 126
R? 0.18

Notes:

pit isthe proportion of men working in SEG i in t-1 who are unemployed twelve months
later.

SEG i isadummy variable taking the value one if they wereworking in SEG i, zero
otherwise.

(SEG) tistheinteraction between SEG i and atime trend.

SEG1 = Employers, managers, professionas

SEG2 = Intermediate non-manud

SEG3 = Junior non-manud

SEG4 = Persona service workers

SEG5 = Foreman, supervisors, skilled manua

SEG6 = Semi-<killed manud

SEG7 = Unskilled manud

The unit of observation is the SEG for the years 79, 81, 83, 84-98, so there are 7x18=126

obsarvations. The regresson is edimaed by OLS with SEG dummies (ie a fixed effects
model) and the absolute t ratios are in parentheses.
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Table2

Skill levels based on the Standard Occupational Classification

Congtituent Minor

ill Leve Major Groups Groups (2 digit)

Levd 4 Managers and administrators 10, 11, 12, 15, 19,
(exduding office managers and managers /| 20-27, 29
propritors  in  agriculture and  services).
Professond occupations

Levd 3 Office managers and managers / proprigtors in| 13, 14, 16, 17
agriculture and services
Associated professiona and technica occupations 30-39
Craft and related occupations 50-59
Buyers, brokers, sales reps 70,71

Levd 2 Clerical, secretarid occupations 40-46, 49
Persond and protective service occupations 60-67, 69
Sdes occupations (except buyers, brokers, sdes| 72,73, 79
reps)
Plant and machine operatives 80-89
Other occupations in agriculture, forestry, fishing 90

Levd 1 Other elementary occupations 91-95, 99

Source: Elias (1995)
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Table3

The Impact of Unemployment on the Hourly Pay of Men
Hourly EarningsLoss (%)

1982-86 1987-91 1992-97
Impact of 1% unemployment spell
After  1-3 months 12.6 (0.98) 17.9 (1.23) 14.7 (1.75)
4-6 months 13.2 (0.77) 20.0 (0.87) 18.4 (0.96)
7-9 months 13.8(0.73) 20.4 (0.81) 18.7 (0.82)
10-12 months 11.3(0.72) 17.3(0.79) 17.3 (0.80)
Permanent 9.0 (0.50) 14.4 (0.63) 15.5 (0.68)
Impact of 2" unemployment spell
After  1-3 months 0.4 (1.5) 5.8 (1.57) 7.4 (2.01)
4-6 months 34(1.14) 9.4 (1.30) 7.2 (1.07)
7-9 months 5.0 (1.08) 85(1.17) 7.8 (0.89)
10-12 months 2.3 (1.08) 5.9 (1.16) 6.3 (0.93)
Permanent 1.8 (0.74) 5.4 (0.88) 5.2 (0.67)
NT 387571 386472 416111
R 0.199 0.167 0.115
Notes:
i) These results are based on regressons which include fixed individud effects (ie the
regressons are within groups), time dummies, region dummies, age dummies, job
tenure, job tenure?, Heckman's 8.
i) Standard errorsin parentheses.
iv) Only unemployment spellsin excess of ten days are counted.
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Table4

The Impact of Unemployment Spellson the Hourly Pay of Men
Analysisof Spell Duration
Hourly Earnings Loss (%)

| 1982-86 |  1987-91 |  1992-97

Impact of 1% Spell of Unemployment

After  1-3 months 11.7 (1.13) 17.0 (1.40) 9.1 (2.05)
4-6 months 11.8(0.89) 19.3(0.99) 16.6 (1.01)
7-9 months 12.8 (0.86) 19.9 (0.90) 16.1 (0.94)
10-12 months 9.9 (0.84) 16.1 (0.89) 14.3 (0.90)

Permanent 7.2 (0.54) 12.8 (0.66) 13.0 (0.64)

Additional Earnings Lossif Spell Exceeds 6 Months (%)

After  1-3 months 45 (2.14) 9.0(2.92) 17.7 (3.61)
4-6 months 7.1(1.67) 8.4 (2.16) 7.3(1.92)
7-9 months 5.5(1.49) 8.0 (2.05) 9.8 (1.53)
10-12 months 6.7 (1.45) 10.3(2.03) 10.9 (1.56)

Permanent 8.3 (1.05) 11.4 (1.79) 9.9 (1.00)

Notes See Teble 3, notesi), ii), iii)
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Table5

The Impact of Unemployment Spellson the Hourly Pay of Men

Analysisby Age
Hourly Earnings Loss (%)
1982-86 1987-91 1992-97
Age = 30
Impact of 1¥ Spell of Unemployment
After  1-3 months 11.0 (1.9 12.8 (1.6) 5.6 (2.2)
4-6 months 10.3(1.1) 13.2(1.2) 75(1.3)
7-9 months 11.8(1.0) 12.5(1.1) 9.1(1.0)
10-12 months 7.3(1.0) 9.6 (1.1) 4.8 (1.0)
Permanent 6.3 (0.8) 7.7 (0.9 6.7 (0.8)
31 = Age = 50
Impact of 1% Spel of Unemployment
After  1-3 months 16.1(1.6) 19.7 (2.1) 20.7 (3.1)
4-6 months 17.3(1.3) 22.7 (1.4) 27.5(1.5)
7-9 months 14.7 (1.1) 24.8 (1.3) 22.0(1.3)
10-12 months 13.7 (1.1) 20.7 (1.2 25.0(1.3)
Permanent 11.4(0.8) 17.7 (1.0 20.9 (1.0)
51 = Age
Impact of 1% Spell of Unemployment
After  1-3 months 22.6 (2.5) 19.5(3.4) 30.4 (6.5)
4-6 months 225 (2.7) 28.6 (2.5) 22.6 (3.5)
7-9 months 21.8(2.0) 28.1(2.6) 27.6 (3.6)
10-12 months 23.3(2.3) 275(2.2) 33.9(3.7)
Permanent 18.5(1.4) 25.3(1.8) 28.5(2.4)

Notes. See Table 3, notesi), ii), iii)
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Table6

The Impact of Unemployment Spellson the Hourly Pay of Men

Analysisby Skill Level
Hourly Earnings Loss (%)

1982-86 1987-91 1992-97
il Level 1 (low kill)

Impact of 1% Spell of Unemployment
After  1-3 months 13.6 (4.9) 7.4 (4.4) 11.0 (8.5)
4-6 months 72 (3.4) 17.7 (2.9) 165 (5.2)
7-9 months 13.7 (3.4) 134 (2.7) 1.1(3.6)
10-12 morths 11.0 (3.39) 11.9 (2.7) 134 (4.6)
Permanent 63(22) 114 (2.0 41(2.4)

Sill Leve 2 (low intermediate)

Impact of 1% Spel of Unemployment
After  1-3 months 11.0 (2.7) 17.2 (2.0) 14.9 (4.0)
4-6 months 11.5 (1.5) 185 (1.4) 134 (2.1)
7-9 months 12.0 (L5) 17.2 (1.3) 10.7 (L9)
10-12 months 12.1(15) 159 (1.2) 10.8 (1.9)
Permanent 9.0 (0.9) 12.3(0.9) 10.6 (L.1)

ill Levdl 3 (high intemedidte)

Impact of 1% Spel of Unemployment
After 1-3 months 8.8 (2.4) 191(22) 12.1(36)
4-6 months 117 (L.7) 19.2 (1.6) 17.9(2.0)
7-9 months 105 (1.5) 20.3 (L5) 158 (2.1)
10-12 months 8.9 (L4) 17.3 (1.5) 17.0 (2.1)
Permanent 8.8(0.9) 150 (L.1) 16.8(1.2)

il Levd 4 (high dill)

Impact of 1% Spel of Unemployment
After 1-3 months 182 (5.5) 24.6 (4.6) 259 (7.2)
4-6 months 209 (3.7) 20.7 (2.8) 317 (4.5)
7-9 months 17.8(3.0) 25.6 (2.6) 25.0 (3.4)
10-12 months 22.8(3.9) 218 (2.7) 27.7 (3.4)
Permanent 150 (L.7) 20.7 (2.0) 26.7 (2.0)

Notes. See Table 3, notesi), i), iii) —

iv) for precise definitions of skill levels, see main text and Table 2.
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Table7
Per centage of Men Facing Significant One Year Fallsin Real Hourly Pay

No Job Change Job Change, Job Change,
No Unemployment Unemployment

Down> | Down> Down > Down > Down > Down >

10% 30% 10% 30% 10% 30%
1982 7.6 3.1 12.2 6.2 37.6 22
1983 7.2 3.1 10.4 51 304 19.8
1984 9.1 35 14.1 8 33.8 20.3
1985 6.5 2.6 10.7 5.6 31.7 19.1
1986 7.4 3 12.6 7 33.6 23.2
1987 7 3 12.1 6.2 321 20.4
1988 9.4 4.1 13.6 7.5 34.9 25
1989 10.3 4.4 14.7 8.2 42.8 28.9
1990 9 4.1 12.1 6.8 40 26.6
1991 8.2 3.6 12.2 6.5 37.2 25.6
1992 7.4 3.4 11.8 6.6 43.5 31.8
1993 9.5 4.1 14.6 7.2 40.2 25.5
1994 11 4.9 14.9 8.1 43.9 314
1995 10.5 4.9 15 84 35.6 24.8
1996 9.2 4.4 15 9 37.3 24.3
Approx 0.125 0.11 0.48 0.37 214 18
se (%)
Averages
1982-86 | 7.6 3 12 6.4 335 21
1987-91 | 8.8 3.8 13 7.2 37.1 25.1
1992-96 | 9.5 4.3 14.4 7.9 40.4 27.9
Average Sample Sizes
1982-86 51299 3924 614
1987-91 50298 6320 571
1992-96 48502 4535 387

Source: UK New Earnings Survey. Note The standard eror (s€) is based on the formula
®@-p) / N where p is the proportion and n is the sample sze. It refers to the

proportion for a single year. The change in red hourly pay refers to changes for a given
week in April from one year to the next.
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Table7a
Per centage of Men Facing a 10 Percent Real Pay Cut
After Contralling for the Median Pay Rise

No Job Change Job Change Job Change
No Unemployment Unemployment
Averages
1982-86 9.6 225 34.8
1987-91 10.5 224 35.1
1992-96 105 20.5 35.8
Approx. se (%) 0.13 0.5 21

Note: In thistable, we have taken the data summarised in Table 7 and for each year we have

subtracted off the median redl pay increase from every observation and then computed the
probability of a 10 percent redl pay reduction.
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Table8

I ndicator s of Dispersion for Those with no Job Change
Per centage of men with changein real pay (2RP)
Bounded by ** 10% and " 30%

-10% <ARP<10% | - 30% <ARP < 30%
Averages
1982-1986 70.3 86.5
1987-1991 68.7 85.4
1992-1996 71.2 85.7
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Table9
Per centage of Men Facing “Long-run” Fallsin Real Hourly Earnings

No Job Change Job Change, No Job Change
Unemployment Unemployment

Down > Down > Down > Down > Down > Down >

10% 30% 10% 30% 10% 30%
1984 33 1 5.6 2 33.3 22.2
1985 29 0.9 4.26 2.3 24.5 17
1986 2.8 0.9 5.42 2.6 27.2 185
1987 32 0.8 55 2.1 29.6 20.4
1988 4.9 1.2 5.8 3 45.7 28.3
1989 5.8 1.6 7.2 29 47.6 28.6
1990 5.7 1.7 5.8 3.2 43.6 20
1991 5.2 1.6 7.2 3.3 26 16
1992 4.7 1.6 7.3 4 50.8 32.3
1993 5.6 1.7 8.8 4.2 40.4 25
1994 6.3 2 9.5 51 67.5 47.8
Approx 0.16 0.09 0.71 0.55 6.5 59
se (%)
Averages
1984-87 3.1 0.9 51 2.2 28.3 19.3
1988-91 54 15 6.5 31 40.4 22.8
1992-94 55 18 8.6 4.5 52.2 344
Average Sample Sizes
1982-85 16438 873 58
1986-89 15516 1271 65
1990-92 17666 893 54
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Table9a

Per centage of Men Facing a“Long-run” 10 Percent Real Pay Cut

After Contralling for the Median Pay Rise

No Job Change Job Change Job Change
No Unemployment Unemployment
Averages
1982-85 105 27.8 35.7
1986-89 13.1 24.9 311
1990-98 11.3 215 31.3
Approx. se (%) 0.16 0.71 6.5

Note: In this table, we have taken the data summarised in Table 7 and for each year we have

subtracted the median redl pay incresse from every observation before proceeding.
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Table 10
Per centage of Men Facing One Year Fallsin Real Hourly Pay of
10 Percent or More No Job Change: Analysisby Age

Age 16-20 21-30 31-40 41-50 51-60 60+
Average

1982-86 53 7.6 8 8.2 74 7.4
1987-91 59 8.8 9.2 9.3 8.6 8.8
1992-96 6.6 9.1 9.7 9.9 10.1 10.2
Approx se (%) 14 0.27 0.26 0.27 0.32 0.83

Source UK New Earnings Survey Note: the standard error (se) is based on the formula
®@-p) !/ N where p is the proportion and n is the sample size. It refers to the

proportion for a gngle year. Obvioudy the average over 5 years is more precise. The change
isred hourly pay refersto changes for a given week in April from one yeer to the next.
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Percentage of Men Facing One Year Fallsin Real Hourly Pay

Table11

of 10 Percent or More Analysis by Skill Group

all Levd 1 Leve 2 Leve 3 Leve 4
Group (low qill) (low (high intermediate) (high ill)
intermediate)
No Job Change
Average
1982-86 10.6 8.1 7.4 52
1987-91 12.2 8.7 8.9 7.3
1992-96 12.5 9.3 9.7 8.8
Approx se (%) 0.51 0.21 0.22 0.32
Job Change, No Unemployment
Average
1982-86 14.7 11.7 12.6 10.6
1987-91 16 13.3 12.8 12.1
1992-96 18.4 13.3 14.7 144
Approx se (%) 2.15 0.79 0.82 11

Source. UK New Earnings Survey. Notes: the standard error (se) is based on the formula
®@ -p) / N where p is the proportion and n is the sample size. It refers to a single

year. The change in red hourly pay refers to changes for a given week in April from one
year to the next. For precise definitions of the skill levels, see the main text.
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