skill-biased technological change), while ‘cross-country variation’ in
unemployment rates is accounted for by ‘employment-unﬁ-iendly‘ labor

welfare state ‘adversely affects the dynamic

and to increasing turbulence in the economic environment’ (Lungqvist and
Sargent, 1998, p. 517).

Given the focus of this chapter, I only note here that the ‘shocks’ part of
this conventional wisdom is not entirely convincing. Perhaps the biggest
problem concerns timing. Why did productivity and energy price shocks that
took place in the 1970s not translate into a US-Europe unemployment gap
until the late 1980s and early 1990s? Indeed, German and Swedish
unemployment rates were below the US rate until well after German
unification and the Swedish macroeconomic crisis of the early 1990s.

Taking into account a variety of shocks to the developed world, has the
case been made that differences in employment performance since the early
1980s are attributable to institutions that interfere with competitive market
processes? Not only should these adverse labor market institutions account

made in implementing the OECD Jobs Strategy’ (OECD, 1997a, p. 12). At
the core of the Jobs Strategy is the adoption of the ‘American model’ of

Absent a prior belief in the labor market rigidity story, the empirical case
against ‘employment—unfriendly’ labor market institutions as the source of

Switzerland, West Germany, and Norway) with lower average
unemployment rates than the US in both the 1983-88 and the 1989-94

comparable or superior employment performance in these European welfare
states took place despite collective bargaining coverage rates between 77 to
90 per cent in the carly 1990s (the US had an 18 per cent rate),
unemployment benefit duration rates between 1.2 to 4 years (US: 0.5 year),
and employment protection scores that ranged from 11 to 16 on a scale of 20
(US score: 1).° To take Just one example, apart from four years in the mid-
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990s, the US has conslstently shown higher unemployment levels than the
t"Fll::lruen?ss;m extensive liierature that ht}s attempted tokllrl;ng:\i:::rol::l?&:\:
gvels statistically with measures of various labor mar e bee B friotie
‘ r quite impressive, with near.ly all varia  sta 4
‘ ”mitﬁ'ca?gpsvizth the right signs (effects are in the correct direction). o
mple, in a recent paper, Fitoussi et al. are able to accgunt lf)oregscg::‘ :r o
f the variation in unemployment (]98:3—88) across 1? develop e
the following variables (coefficient _and t-statlsztlgs;n Izluration
nemployment  benefits replacement. ratio .(.12,d . ,a NP
: pmployment benefits (.79, 2.13), union density an ‘cove; gs 54;5') ot
iinion coordination (-3.06, 2.35), employer cqordmatlggog .tabie 6) \.N e
jpbor market expenditure (-.09, 2.14) (Fitoussi et al, , t hav.e e
‘ such as employment protection and‘taxatlon ol
;11'0}13’;3(13;111 rseosr,ne studies, both the theoretical justification and the empll’l ol
6
K s?tlt?sf%slgtilmn?)rt?r:;t?;;tviizls(é kinds of tests are used in lthe litiraLtl:remt:
iti hed unemploymen ! ,
Jupport the position that once the sho;:rlftse dpt;(s)r by ‘adverses Tabor marke
persistence of high rates has been accoStren sl Mioiiatiessilirin
pstitutions, Bt elil —faicst’dumeufc:})1 icx)lI;t‘;?:tions t%at reduce unemploym?nt. This
xplanaon I;(l))vgve in the last three variables listed above. .Instlt'utlons that
c?‘l(r)lrrtl)(ftesezr(;ordination and help train workers and provide J?jbtosle(:::l:
: l;ssistance are costly interventior}xls tin the lzrl;(;ri rimca;rlkte;,s tl;u;c) ;h;};steslz) 10 lower
unemployment. The literatur.e t'a uses " s o e
tions can provide a good exp
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study, ‘evidence presented in this chafter d:lt:rse :c:;cfs::::lorrrlna;cyperformance
e relationsh%ps b?tween mosl9{9n7eafl 64). Other institutions can
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