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Abstract

The hypothesis that wages are a key determinant of labour mobility has been prominent in the
literature for some time. In Britain during the 1980s, wage inequality at the national level increased
dramatically. Such a change in the distribution of wages is likely to alter the relative wage between
a variety of types of employment. The purpose of this thesis is to document this change across
regions, occupations and other observable characteristics, and to analyse the response of labour
mobility to changes in relative wages. Using data from the Labour Force Survey, the General
Household Survey and New Earmnings Survey three types of labour mobility are considered. A
change of region, a change out of employment into self-employment and, a move up the

occupational ladder.

The analyses of national wage inequality indicates that a small proportion was associated with
rising inequality between regions; most of the rise was within regions. Moreover, within regions the

inequality trend was quite varied; some regions had a large rise and others a small rise.

Upward and outward mobility was found to be more responsive to regional unemployment ﬁnd
vacancy rates (quantity signals) suggesting the importance of local demand conditions. Wage
relativities (price signals) were important for all outward moves but for upward movements they
were important only for young workers. This is consistent with the idea that transaction costs are

smaller for young workers.

Mobility between regions was strongly responsive to price signals. The responsiveness to quantity
signals however was weak and often statistically insignificant. Tracing regional mobility over the
eighties revealed that mobility was less responsive to price signals by the end of the decade. This is
relevant to the British policy debate on, whether the market has become more flexible because, in

terms of regional mobility this study finds no evidence of increased labour market flexibility.
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CHAPTER 1- Introduction

Labour mobility is a term used to describe a change of occupation, industry, region, job or into and
out of work. Some authors prefer to call the moves into and out of work ‘transitions’ because
individuals transit from one state of employment to another. Here the two terms are used

interchangeably.

In this thesis three types of labour mobility are analysed. The movement from one occupation to
another occupation which is ranked more highly (upward mobility). The movement from being an
employee to becoming self-employed (outward mobility) and the movement from one region to

another (regional mobility or regional migration).

Mobility is an important policy issue because it is informative about aggregate unemployment and
labour market flexibility. Traditional theory assumes sectoral imbalances will be eliminated via
labour flows and wage adjustments. Labour will tend to flow out of sectors with an excess supply
of labour and into sectors with an excess demand for labour. If wages are flexible they will adjust
accordingly in each sector. Yet mobility across sectors is costly. Examples of such costs are re-
training, loss of specific human capital, housing transaction costs, psychic moving costs and loss of
pension rights. If labour is relatively insensitive to wage and unemployment differentials across
sectors, this may be evidence of high transaction costs, or labour market inflexibility. Indeeci
whether the labour market is becoming more or less flexible has been at the centre of policy debate
for some time. Market flexibility is important in its own right as it imparts how quickly the

economy will adjust to macro-economic shocks.

The theoretical and empirical literature on mobility has largely concentrated on the simple
transition from unemployment to employment and on regional mobility. Little attention has been

paid to investigating movement between occupations or from employment into self-employment.
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Several studies (Tobin (1972) and Atkinson and Micklewright (1991)) argue for a richer treatment
of mobility that takes account of different re-employment states (e.g. full time and part-time work).
Blanchflower and Oswald (1993a) suggest transitions into employment and self-employment are
considered separately. Thus, investigating mobility at a finer level allows one to identify factors
that are important to specific types of mobility and therefore sector specific unemployment rates.
Gregg and Wadsworth (1994) find 40% of hiring in the UK is a result of job-to-job moves. This
evidence provides a strong case for considering moves such as upward and outward mobility that

occur within the state of employment.

The question of what economic factors influence individual mobility has generated interest among
labour economists for some time. It is however only recently that the impact of these variables on
mobility have been rigorously examined using micro-econometric models. A variable of central
interest to the mobility literature is relative wages. In Britain during the 1980’s there was a
dramatic rise in wage inequality. The growth of inequality is evident from Figure 1.1. which shows
how wage dispersion increased over the period. Such a change in the wage distribution alters
relative wages. The question that immediately comes to mind is: what has happened to labour

mobility in response to these changes in mobility incentives in terms of relative wages ?
:\su(‘(_ i .L

Male Wage Inequality Increased

90-10 In(wage) differential

Note: 1. This is reproduced from Figure 3.3 in chapter 3.
2. 90-10 In(wage)differential=In[w90/w10], where w90 and w10 correspond to the wage at the 90th and 10th
percentile of the wage distribution respectively.

For regional migration which, as mentioned is a focus of this thesis, changes in inequality between

regions rather than the rise in inequality at the national level is of direct importance. That is,
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specific types of mobility depend on inequality changes in specific markets. Therefore to study
such mobility, aggregate changes cannot be fully informative. Table 1.1 shows the growth in wage
inequality is varied across regions. Regions such as the North and the North West have
experienced relatively large rises when compared to the overall rise in Great Britain. Such a change.
across regions alters the opportunity cost of region-to-region moves and thereby affects regional
mobility. Similarly, wage inequality across occupations, and between employment and self-
employment (the two other phenomena studied in this thesis) should be more important for upward

and outward moves.

Table 1.1
Changes in the 90-10 log wage differential
between 1980 and 1990
Region Change in the
Dispersion of Earnings
Great Britain 0.341
North 0.898
Yorkshire & Humb 0.167
North West 0.749
E. Midlands 0.273
W. Midlands 0.148
E.Anglia 0.307
London 0.128
South East 0.226
South West 0.212
Wales 0.555
Scotland 0.280

This Table is reproduced form Table 3.3 in chapter 3.

This thesis finds very little of the rise in wage inequality can be attributed to changes in inequality
growth between regions. A large part of the rise in inequality within regions could not be explained
by increases in the premia or compositions of observables characteristics. Regional mobility was
strongly responsive to regional relative wages but its impact appears to be smaller at the end of the
decade. The differential for being self-employed was significant for moves into self employment
but the upward wage differential was significant only for the youngest age group. Unemployment
differentials and vacancy rates did not exert a significant impact on regional mobility but were.

significant for upward and outward mobility.
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It is worth stressing that, apart from the growth in earnings inequality, the labour market at the end
of the decade was quite different from that of the early eighties. For example, in 1989 fewer
workplaces recognised a union for the purposes wage bargaining compared to 1981. If a union job
provides more security, the decline in union recognition may increase mobility. However since
unions tend to compress wages, such a structural change can explain part of the increase in wage
inequality. Hence unions may have an independent effect on mobility and, an indirect effect

through wages; it is difficult to separate out these two effects.

The approach adopted here is largely empirical. The nature of the change in wage inequality is
Britain during the period 1980-1990 is documented using conventional and more recent methods
for decomposing inequality by region, education, occupation, industry and other observable
characteristics. The model for upward and outward mobility is an adaptation of the mover-stayer
model whereas for regional mobility a standard human capital migration model is used. As our
mobility measures are discrete, (move or not move) the standard logit model is used to examine the

determinants of all three types of mobility.

One of the major obstacles of British data is that there is no single dataset that provides adequate
information on transitions, earnings and education for the period 1980-1990. The alternative
adopted here is to impute wage information into a data set that has information on individual'
mobility. The main source of data on individual mobility is the Labour Force Survey (LFS). The
LFS also provides extensive information on individual personal characteristics. Wage data is
merged in from the General Household Survey (GHS) data and from the New Earnings Survey
(NES). The process of merging data exploits the fact that there are variables which are common to

the different data sets.

The content of this thesis is as follows. Chapter 2 consists of background material and a survey.
First, theoretical and empirical models of labour mobility are discussed. Models of regional

mobility are well established within the human capital framework. Although there is no explicit
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theory for upward and outward mobility these types of mobility may be considered as special types
of job-to-job moves. The definition of mobility used here is made on the basis of two snap shots
that are one year apart. This implies an upward or outward move may have occurred via a spell of
unemployment. To cater for such movements theoretical models of job separations and job
engagements are briefly discussed. Second, chapter 2 surveys the existing empirical literature.
Evidence on the rise in wage inequality and other changes in the structure of pay and employment
are given first. Then the empirical findings of previous research into regional and job-to-job

mobility are presented.

Chapter 3 presents a decomposition of British wage inequality into key parts. As such, this sets the
scene for the following chapters by examining the nature and extent to which wage inequality has
changed. The data used in this chapter comes solely from the General Household Survey. Here
wage inequality in the early eighties (1979, 1980 and 1981) is compared to that prevailing in the
late eighties (1989, 1990 and 1991). The main aim of this chapter is to document, how much of the
rise in British inequality can be attributed to differences between regions, occupations, education
and other observable characteristics. At first an analysis of the regional dimension of inequality is
examined. These inequality changes are then decomposed one step further into components that can
be attributed to changes in the prices and quantity of observable characteristics and, the
distribution of unobservable skills. For example, the amount of inequality that can be explained by
increases in the premia to (or price of ) a university degree and the supply of university graduates

or neither. This process singles out the main components driving the rise in wage inequality.

Chapter 4 analyses upward mobility and outward mobility. Given little previous research on these
transitions the innovation of this chapter is in modelling these two types of mobility. Especially the

impact of relative wages.

The numbers that move upward and outward can be seen from Table 1.2 which summarises all

possible moves of a sample of employees. Defining occupations broadly ( a total of 14 groups) the
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Table shows that the majority of workers have the same occupation. Note however that this
includes all individuals who have not changed jobs as well as individuals who changed jobs but
stayed within the same occupational group. Moves to higher occupations (or moves ‘up’) make up

a larger percentage than moves to lower occupations (or moves ‘down’).

Table 1.2

Summary of Transitions 1987-1990
Same occupation 84.0
(includes same job)

Up 33
Down 2.7
Self-employed 1.9
Unemployed Seeker 2.7
Retired 0.4
Unemployed non-seeker 5.5
Total Number 100

This Table is reproduced form Table 4.5 in chapter 4.

Transitions into self employment (1.9 %) are not as large but as ‘up’ or ‘down’ moves, Figure 1.2
shows, this type of transition has become increasingly important. To deal with the small absolute
numbers that move upward and outwards, data from four years (1987-1990) are pooled. These
data were drawn from the Labour Force Survey with wages imputed from the General Household
Survey of the corresponding years.

Figure 1.2

The Growth In Self-Employment
19

18
17
16
15
14

1.2‘
1.1 4

1986
1987
1988 +
1989
1990

3

| —O—move into self-emp

1981
1983 +

Source: This Figure is reproduced from Figure 4.1 in chapter 4.
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The role of chapter 5 is to examine the relationship between regional migration and the rise in wage
inequality during the last decade. In Figure 1.3 the time path followed by the gross out migration
rate (that is, the rate at which workers leave their existing region) is superimposed onto the wage
inequality trend for male workers. Inequality continued to grow throughout the period but
migration grew for only part of the period, falling in the recession of the early 1980’s and again

just before the recession of 1990/91.

Figure 1.3

Migration, Wage Inequality and Public Housing

2
15+ //J\_
05+
0 e I S e e S S
0 o A [42] < wn (o] N [+] ()] o
N~ o] s} o0} «© [os) (o] [so] o] o] )]
[« [o)] (e [¢)] (o] [+ (o] 2] =2 [«)] )]
- - -~ — - - -~ -— - - L ol
r——gcss mig rate 90-10in{wage diff) ~~--prop public rse]

Source: LFS, NES and Housing and Construction Statistics
Previous British work on regional migration has found that individuals renting public (or council)
accommodation) had smaller tendencies to migrate. Two common explanations are, (i) public
housing tenants have different characteristics and (ii) the system of housing does not guarantee
another public house so discourages migration. Figure 1.3 shows that a decline in the proportion of

council dwellings between 1980-1990 may contribute to changes in migration.

However, little can be deduced from these unconditional data trends. In chapter 5 individual
characteristics and the macro-economic climate are controlled for, allowing an examination of
regional mobility, relative wages and housing at the micro-economic level. The main contribution

of this chapter is the comparison between regional mobility for nine cross-sections of the Labour
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Force Surveys (1981, 1983, 1983-90)' with data on wages matched in from the New Earnings

Survey.

Finally Chapter 6 the analysis and conclusions reached in all the chapters are brought together.

Some remarks regarding possible paths for future work are also made.

There is no Labour Force Survey in 1982.
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CHAPTER 2- A Review of the Literature

The theory of labour market mobility is extensive and well established. It covers movements into
and out of employment as well as movements between jobs, occupations and regions. So far the
considerable theoretical and empirical developments of the theory have tended to focus on the

simple transition between employment and unemployment and the regional mobility of labour.

Tobin (1972) was the first to point out that despite the theoretical assumption that search is more
efficient when the worker is unemployed, most individuals are adept at seeking and finding a new
job before they leave their old one. Tobin’s(1972) suggestion led to the development of on-the-job
search models which accounted for job-to-job movements (Barron and McCafferty (1977) or Hey
and McKenna (1979)). Although there have contributions to the theoretical work on job-to-job
transitions, empirical work has largely concentrated on the transitions between unemployment and

employment (Mortensen (1988)}

There has been little application of these theories to occupational or upward occupational mobility.
Only Miller (1984) and McCall (1990) considers modelling mobility between occupational groups
but these papers are not concerned with responses to wage differentials. Others have developed
models based on similar ideas. For instance, Gottschalk and Maloney (1985) consider moves into
‘better jobs’; the worker gives a subjective response as to whether his current job is ‘better’ than
his previous one and Bartel and Borjas (1981) and McLaughlin (1991) consider moves to highér
paying jobs. Here, we look into upwand and occupational mobility and moves from employment

into self-employment.

In recent years and in many countries, there are grounds for believing that the transitions from
unemployment to work should be disaggregated into movements into employment and self-

employment (Blanchflower and Oswald (1993a)). Labour flows into self-employment has become
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increasingly important in Britain as self-employment grew by 1.1 million between 1981 and 1991
(Employment Department 1992). Work by Shah and Rees (1986) on the characteristics of the
stock of self-employed relative to the stock of employees is suggestive, the existing literature is
silent about moves from employment and into self-employment, the impact of relative rewards or

labour market tightness.

The other type of mobility we investigate is regional mobility. Contrary to the little empirical work
on job-to-job mobility, there has been a lot of empirical work on regional mobility. The earliest
theories of regional mobility were treated as human capital ‘investments’. The individual will move
to another region if by doing so he increases the present value of his expected lifetime earnings.
There have been some developments of this model that incorporate elements of search but most of

the UK empirical work still stands on the traditional idea developed by Sjaastad (1962).

A variable of central importance in the mobility literature is wages. They may enter in the form of
reservation wages, relative wages or expected wage gains. In Britain during the 1980’s the
variance of the wage distribution grew. Such a rise in wage variance will affect relative wages
which in turn may affect labour mobility. Since this thesis focuses upon the mobility wage

responsiveness this aspect of the previous literature is highlighted here.

This chapter is a review of the literature. As such it is proposed to start with theories of job
mobility. The empirical section begins with evidence on the structural changes experienced by the
British economy during the period under study (the eighties). This is followed by a survey of

British empirical studies with some reference to US work.

2.1 Theories of Mobility

All theories of job changing maintain the traditional assumption that individuals wish to maximise

the present value of expected lifetime earnings. The underlying model of different theories can be
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divided into two broad groups, those founded within the human capital model (Becker (1964),

Mincer (1974)) and those built into the search theory framework (Stigler (1961)).

2.1.1 Human Capital Models

Human capital models assert that, in order to maximise the present value of expected lifetime
earnings, individuals choose how much to invest in themselves through education and on-the-job
training. Human capital investment can be thought of as time spent acquiring skills in order to have
higher future earnings potential. The amount of human capital investment will vary across
individuals according to differences in innate ability and personal rates of return to

education/training.

The optimising decision about how much to invest in oneself is very powerful. It can be used to

understand the three types of mobility studied here.

Individuals with the highest abilities may pursue a university degree and a sequencing of jobs that
allow them to climb the occupational ladder. Others may start out as an employee in the labour
market and learn about the entire functioning of a business before becoming self-employed or
moving outward. Similarly if individuals perceive a net gain from changing regions it will be

optimal for them to migrate (Sjaastad (1962)).

Although the above explanation of regional mobility has been expanded in the literature, job-to-job
moves have not been developed. This is probably because job changing has to take account of other
dimensions. For example the gains from job changing will depend on whether previous training has
been general or specific and promotions will be linked to tenure and performance on the job. The
branch of human capital theory that takes into account these aspects has been referred to as the
‘on-the-job training’ hypothesis (Oi (1962), Becker (1962), Mincer (1962)). These follow after the

expansions on regional mobility have been discussed.
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Changing regions is costly, both in terms of the tangible moving transaction costs and costs
associated with giving up social ties. If the wife worked the family will have to sacrifice the
earnings from her job. Mincer (1978) named a move by a working wife a ‘tied move’ where the net

gains in family income make it optimum for her to give up her job.

Another model of regional mobility that is in the spirit of the human capital theory is the model of
Todaro (1969) and Harris and Todaro (1970). They argue, rural-urban migration takes place so
long as there are positive differentials between the discounted streams of expected urban and rural

real income net of a fixed cost.

The predictions associated with regional mobility models (including Sjaastad(1962), Todaro(1969)
and Harris and Todaro (1970)) discussed above are, higher wages in the destination region increase
the gains and likelihood of migration whereas higher rates of unemployment reduces the

employment probability and therefore reduces the incentive to migrate.

This expected income hypothesis however, is void of any explicit decisional risk content,
individuals are only concemed about the expected (or mean) wage. In light of the rise in British
wage variance during the period under study there is a need for a theoretical model of migration

that incorporates more than the first moment of the wage distribution.

Stark and Yitzhaki (1988) develop a model where individuals still gain utility from higher mean
earnings but a disutility or relative deprivation that is larger for, those at the lower end of the wage
distribution and, the higher the relative frequency of higher paid workers. This idea is agreeable
with an individual’s desire to have more earnings but does not account for risk aversion or
inequality aversion. Moreover modelling relative deprivation in practice can be extremely complex

especially in the absence of panel data.

On-the-job training (Oi (1962), Becker (1962)) can be of two types, general and specific. General
skills are transferable and so the burden of this type of training falls on the worker. Specific skills

are non-transferable and make it beneficial for both employer and worker to maintain the
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employment contract. Here both parties share the costs of this specific training. The on-the-job
training hypothesis assumes there is no uncertainty about initial worker productivity but
productivity (and with it, wages) can change as the worker accumulates specific training. The
predictions of this hypothesis2 is job-to-job mobility will decrease with job tenure and decrease

with the current wage.

In an application to quit and layoff rates, Parson (1972) shows layoffs are negatively related to
firm-financed specific human capital and quit rates are negatively related to worker-financed

specific capital.

2.1.2 Job Search Theories

Job search theories originated as models describing the behaviour of unemployed workers. In a
static world, unemployed workers who are searching for work receive random wage offers from a
specified distribution. The worker will accept the job offer if it provides a value of employment
that is at least as good as their value of remaining unemployed, that is, if they are offered their
reservation wage. Subsequently the theory of search expanded to models of job separations and
job changes but there is no explicit analysis into upward occupation mobility or outward
(employment to self-employment) labour mobility. In order to relate these types of mobility to the
existing literature, it is possible to regard upward and outward mobility as special cases of job
mobility.

Given the LFS’ definition of upward and outward mobility it is not possible to identify whether
workers moved directly between jobs or whether they encountered a spell of unemployment in

between the two jobs. This makes theories of on-the-job search and theories of job separations

Under the assumption that employed workers can search and wage growth on-the-job follows a stochastic
random process

The definition of upward and outward mobility is based on being in work both in the year of interview
and one year prior to that (through recall data). This information of two snap shots makes it impossible to .
know who moved between jobs directly and who encountered a spell of unemployment in between.
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followed by job engagements relevant. We abstract from discussing all theories of search and

adhere to aspects of search theory that are pertinent for the purposes of this thesis.

(a) Theories of on-the-job search provide a model of search for employed individuals who seek a
higher wage. They assert once a worker receives an offer, he has to decide whether to stay with his
current wage in all future periods or accept the new offer. There are two branches in the literature,

one branch considers the case in which search is costly and the other treats search as costless.

In the first case, search is costly because it is time consuming (Barron and McCafferty (1977)).
The individual decides the optimum time allocated to work, search and leisure. This determines'
whether the employed worker (i) searches on the job (ii) does not search at all or (iii) quits to
search full time. This theory predicts that the quit rate into unemployment is responsive to the

vacancy rate.

In the second case search is costless (Hey and McKenna(1979)). Job offers arrive randomly
without any effort but the process of changing jobs is costly, e.g. re-training costs. The model
predicts reservation wages rise with moving costs and the probability of getting an offer. As low
paid workers are more likely to get offers above their current wage, they will have to set higher
reservation wages. This acts as a guard against receiving a second preferable offer after changing
jobs that is insufficiently high to induce a second change. This has some special relevance to our
work on upward mobility. Individuals in the occupations at the bottom of the ladder will be low.
paid and they have more occupations to move up to. This suggest the responsiveness of upward

mobility to the wage effect will vary by initial occupation.

(b) There are cases where an individual may not have the option of indefinitely keeping his present
job. Job separations may arise naturally, as contracts or temporary work come to an end, or they
may arise with or without notice of layoff. For such cases movement into and then out of
employment is not a decision to engage in full time search but rather, a combination of job-

separation followed by re-employment.
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Gottschalk and Maloney (1985) use a model of on-the-job search to answer an affiliated question:
does the type of termination and the experience of unemployment affect the probability of moving.
to a better job ? They differentiate between quits and layoffs and a “better job” is one that the
worker considers better. Our concept of upward mobility relies on how occupations are ranked.
The theoretical answer is, laid off workers are less likely to find better jobs. Among workers who
were not laid off, those who found on-the-job search less costly moved directly to better jobs and
those who found it more costly were more likely to find a better job if they quit and searched full
time As these workers choose to be unemployed while searching, the state of unemployment alone

does not reduce the chances of finding a better job.

A model of efficient turnover that incorporates job changing has developed by McLaughlin (1991).
Here, the firm and worker dissolve their employment match if and only if their total value when
separated exceeds the combined value of the match. The predictions associated with this model is,.
those who quit separate to higher-paying jobs while laid-off workers move to lower paying jobs. In

this model jobs that pay more are considered to be ‘better jobs’.

(c) Another related strand of literature is the theory of job matching (Jovanovic (1979)) and job
shopping (Johnson (1978)). The implicit assumption in (a) and (b) was job characteristics can be
ascertained by searching. Good matches dissolves if new information about an alternative match
arrives. Theories of matching on the other hand assume, information regarding any job cannot be
fully determined without “experiencing it”. Now a match dissolves either at arrival of information
regarding an alternative match or information about the current match. The special relevance of

these ‘matching’ theories to upward mobility lie in their extensions to occupational mobility.

Miller (1984) develops a model which considers both job match and occupational choice. A job
provides two benefits, income plus information regarding expected income growth within the
occupation. The model illustrates jobs with high informational benefits pay below average wages in

equilibrium and tend to attract transient inexperienced people. Along the same grounds is the work
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of McCall (1990) where the worker learns about the suitability to the job and the occupation. The
empbhasis in this paper is, the longer the tenure in a certain occupation, the lower the propensity to
leave another job of the same occupation. Once individuals identify the occupation they are suited
to they may move to self-employment. However as some individuals will be more suited to low
ranked occupations, it is not clear that all individuals will have a wage gain from moving upwards

because they are prepared to trade the possibility of a wage gain for a better match.

(d) Turning now to the application of search theories to regional mobility. Bartel (1979) argues the
probability of individuals migrating can be viewed as the unconditional probability of migration.
As, all economically active migrants can be classified as job quitters, laid-off workers or those who
moved as a result of an employment transfer, the migration probability can be viewed as the sum of
three joint probabilities, migrate and quit, migrate and laid-off and migrate with an employment
transfer. Hence, the decision to migrate is directly linked to the probability of job separation and
requires an understanding of job mobility. Farber (1983) attempts to incorporate these notions of
job mobility into a human capital earnings equation. Herzog and Schlottman (1983) consider the
role of information prior to moving and the search duration post migration. They conclude for US'

interstate migration their is limited support of these relationships.

Others studies such as Jackman and Savouri (1992) argue that matching theories offer an
alternative model which can explain why migration is low during a recession. The basis of their
model is job matching via a hiring function. Assuming that only the unemployed search and that
migration is a consequence of successful job search the model explains, migration is pro-cyclical
because in a recession firms react to the reduced demand by cutting back on engagements and

reducing job opportunities for the unemployed.
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2.2 Empirical Evidence

2.2.1 Structural Changes- 1980-1990
A substantial part of this thesis investigates changes in the 1980’s. In chapter 3 wage inequality
during the eighties is examined with an aim of isolating the main contributors in terms of regions,
observable and unobservable characteristics. Then in chapter 5, the question of changes in regional
mobility behaviour for the years 1980 to 1990 is addressed. Hence the first part of this section is
devoted to analysing the various changes in pay and employment structure that occurred during

that decade.

The rise in wage inequality during the 1980’s was a feature of several industrialised countries
including Britain, the US*, Canada and Australia’In the UK between 1976-1988 the wage
differential between the 90th percentile and median wage grew by 0.12 log points whereas the

median to 10th percentile wage grew by 0.13 log points (Gregg and Machin (1994))°.

A characteristic of the widening dispersion in Britain (and the US) was it was present within
narrowly well-defined groups of the economy. That is to say although earnings widened between
education, skill, industries, union and non-union groups it also did within each group. A brief

account of the magnitudes connected with each of these changes is given next.

In Britain there is evidence of a rise in supply of skilled workers and a rise in the price of skills.
This has been interpreted as a rise in the net demand for skilled workers (Freeman and Katz
(1994), Machin (1993)). In General Household Survey data for 1974-1988 (Schmitt(1993)) the
returns to education rose despite the rise in degree holders (from 8% to 11%) and a decline in
workers without qualifications (46% to 32%). Machin, Meghir and Whitehouse (1993) find similar

results with the UK Family Expenditure Survey 1968-90.

“For a survey of the US rise in inequality see Levy and Murnane (1992).

>See Gregg and Machin (1994) or Freeman and Katz (1994) for international comparisons.

The corresponding figures for the US are 0.11 and 0.14 log points respectively (Juhn, Murphy and Pierce
(1993).
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Across skill categories a similar effect is evident, the premia and employment share of non—manuali
workers increased. Gosling, Machin and Meghir (1994) discover that although the proportion of
workers in higher grade non-manual jobs (professional and managerial workers) increased steadily
between 1968-1986, the differential between occupations is U-shaped. For example the percentage
differential between upper grade non-manual jobs and unskilled workers decreased by about 30%
from 1968 to the mid seventies and by 1986 rose back to the level of 1968. For the second half of
the decade Machin (1993) finds (using the 1984 and 1990 Workplace Industrial Relations Surveys
(WIRS)) the share of non-manual workers increased by 2.5 percentage points every year. The
majority of this rise (76%) came from the rise in upper grade non-manual workers (middle/senior

management and senior technical/professional staff).

Ilustrations in the Employment Gazette’ show a widening between the manufacturing and non-.
manufacturing employment share since the late 70’s. The employment share in manufacturing
industries fell from 7% to 5% and while non-manufacturing grew from 15% to 17%. Gregg and
Machin (1994) find within manufacturing industries the share of non-manual employees rose as did

their share in the total wage bill.

Gosling and Machin (1995) report aggregate union density fell from 54% to 38% during the
1980’s®. The log standard deviation of semi-skilled earnings rose from 0.028 in 1980 to 0.066 in
1990 with most of the rise occurring within the non-union sector. Furthermore, Machin and
Manning (199Y, show the gap between wage council and non-wage council wages grew as did

wage inequality within these sectors.

Having discussed the effect of education, skill, industry and wage setting institutions on the
inequality trend, we now turn to other changes that make the labour market in 1990 different from

what it was in 1980.

"For example the Gazette of February 1988 and October 1989.
8For the impact of de-unionisation in the US see Freeman (1992).
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In analysing regional mobility we pay particular attention to the role of public (or council) housing.
In recent years there have been a large number of change in the British housing market. Hughes
and McCormick (1987) identify three major policies have influenced the evolution of housing
patterns in the UK. The presence of public housing, rent controls and the provision of tax relief on’
loans. More recently there have been a series of policies which encouraged individuals to purchase
their own house. For example the Housing Act of (1980) gave secured tenants the ‘right to buy’ the
property they rented. This was followed by the Financial de-regulation in 1981/82 and the Building

Societies Act (1986) made the provision of mortgages more competitive.

One of the aims of this thesis is to model outward mobility. Analysis of self-employment shows the
majority are men (76%), in older age groups and the construction(29%) and distribution (21%)
industries (Employment Department (1992)). Between 1981-91 male self-employment for all age

groups grew by 45%. For the youngest age group (16-24) it increased by 82%.

The Employment Department (1994) also provide evidence of the upward trend in part-time'
labour. They use data from the Employers Surveys and the Labour Force Surveys. For men, part
time work increased from 2.7% in 1971 to 5.3% in 1994. In 1994, 29% of male part-time workers
did not want a full-time job and 42% worked part-time because they were students. The highest
growth in part-time work was in Sales and Other Service jobs while managerial occupations

remained predominantly full-time.

Gregg and Wadsworth (1994) discovered using data from the LFS that between 1975 and 1990,
the number of dual earner and no earner households rose at the cost of single earner households.
Given that we consider regional mobility of the household, this change may influence regional
mobility. Mincer (1978) called wives who gave up their job to move with the husband ‘tied
movers’ and unemployed husbands that stayed behind because the wife worked ‘tied stayers’..
Given the small numbers of one earner families this suggests in the late eighties there will be fewer

tied movers and stayers.
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2.2.2. Regional Mobility
A motivation for regional mobility in the UK has been the persistence of unemployment
differentials (especially for manual workers) across regions of Great Britain (Hughes and
McCormick (1994))°. Walsh and Brown (1991) argue unemployment disparities have persisted
because of wage ‘inflexibility’, there is no downward wage pressure in regions of high
unemployment. Some studies have also highlighted the link between market flexibility and labour
mobility (Gordon (1985). They argue that regional mobility is one mechanism by which the'
economy can adjust to regional shocks or changes in the pattern of demand. The focus in the UK
has therefore been on how well migration responds to local labour market conditions in terms of

relative wages and unemployment. These studies are discussed next.

A natural demarcation exists between empirical studies of regional mobility, those based on (i)

aggregate data and (ii) micro data.

(i) Studies Using Aggregate data

Creedy (1974) starts out by investigating the extent to which regional mobility can be explained in
terms of economic incentives. He argues that although traditional free market theory predicts
labour should flow from low to high unemployment areas, movements in the opposite direction can
be explained if an employed worker can secure higher wages in the high unemployment region. The
point he was making was, there is a need to model the complete distribution of wages and
unemployment. He finds strong support for the influence of income differences as the incentives to

migrate but not of unemployment differences.

Using Scottish data for 1952-1981, Gordon (1985) models net migration as a function of
employment creation, distance, earnings, national unemployment and a secular trend in mobility.

He finds ner migration' is, sensitive to differences in employment growth rates, insensitive to

® Evans and McCormick (1995) show that regional unemployment rates narrowed between 1990-93.
'Net migration =numbers moving into a region-numbers moving out of a regions as a percentage of the
labour force.
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unemployment differences and, higher when aggregate unemployment is low. The role of regional
mobility is to accommodate these changes with labour moving out of regions of low demand (high
unemployment) to regions with high demand. Gordon(1985) argues in so far as geographic
mobility contributes to occupational mobility, inhibitions to migration may convert demand
deficiencies into structural unemployment. This will slow down the rate at which vacancies in

regions of net immigration get filled.

Pissarides and McMaster(1990) investigate the extent to which migration is sensitive to wage and
unemployment differentials. Results from British regional data (1961-82) suggest regional wage
growth and unemployment differentials did influence migration however take a long time to reduce

eliminate regional unemployment differentials.

Jackman and Savouri (1992) estimate a model of migration based on the hiring function. Aggregate
gross out-migration data from the National Health Service Central Register for 1975-89 is used to
estimate migration functions. Their estimates reveal significant well defined effects for

unemployment and vacancy rates but a perverse effect for wages.

(ii) Studies Using Micro data

One weaknesses with aggregate data is that individual attributes (such as individual wages and
employment status) cannot be control for. In particular, the impact of unemployment rates are
important for the unemployed while being inconsequential to those who have a job. In fact Da
Vanzo (1978) finds using PSID data for 1968-72, origin unemployment rates do affect US
interstate gross migration, but only within the subset of unemployed people. Using U.S. Census
data between 1965-1970, Schlottman and Herzog (1981) find migration is significantly affected by

the interaction between education and unemployment.

In Britain, employment status was incorporated as a dummy variable for employment. Hughes and
McCormick (1981) were the first estimate the impact of regional dummies and unemployment rates

on the migration decision. They obtain a perverse response for regional unemployment rates.
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Hughes and McCormick (1985b) include the effect of both individual unemployment, and
aggregate local unemployment. Individual unemployment does increase the probability of migration
but operates by increasing the general propensity to move and not through an increase in migratioﬁ
among the subset of individuals who move house (i.e. migration conditional on movement).

Regional unemployment rates however were insignificant.

Pissarides and Wadsworth (1989) analyse the above two effects of unemployment (individual
unemployment, and aggregate local unemployment) and a third effect, unemployment rates at the
national level. Their model also considers the impact of mean regional relative wages. They argue
higher overall unemployment make job prospects bleak all around and reduces migration.
Estimates of simple logit functions confirm the first and third effects but their second effect is
refuted; regional unemployment rates have a statistically insignificant effect in 1976-77, but a

significant perverse relationship for 1983-84.

Hughes and McCormick (1981) pay special interest to the role of rental housing on migration.
Intuitively, the high costs of selling and purchasing a house suggests rental tenants are more likely
to migrate. Using General Household Survey data foe 1973 they find for council tenants this is true
only for local movement; for moves across regions, they migrate much less than owner occupiers.
In order to test the possibility that, council tenants have characteristics that make them less likely
to migrate, Hughes and McCormick (1985b) examine the impact of housing tenure on intended and
actual migration. Using data from GHS 1973 and 1974 they discover, migration intentions for
council tenants are similar to owner occupiers but council tenants are less likely in fulfilling these
intentions (actual migration). Furthermore this result stands even when the probability of migration
is estimated within the subset of house movers (migration conditional on movement). These results
are also confirmed when analysing job-related migration/moves (Hughes and McCormick (1987))..
Hughes and McCormick(1987) assert by deterring out migration public housing is an obstacle to

labour market adjustment. Another interesting point they make is, as older workers are more likely
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to become redundant and less likely to migrate, the absorption of these workers back into

employment will take longer.

In chapter 5 of this thesis we pay particular attention to the role of council housing on regional
migration. Our study re-examined the notion looked into by Hughes and McCormick(1985b);
council tenants have characteristics that make them less likely to migrate'’. This idea is.
strengthened on the basis of the transformations in the system of council housing especially during
the last decade. That is, council housing in the 1980’s has increasingly become housing of last
resort as the better off moved out (by buying their council property) and the worse off moved in
(only those with extreme needs were allocated council homes). Our approach is different from
Hughes and McCormick (1981, 1985b, 1987) because we explicitly account for the endogeniety of

housing through by using an instrumental variable strategy.

Greenwood (1985) in his survey of the migration literature states more work has concentrated on
the causes as opposed to the consequences of migration. Using 1979 LFS data for men aged 16-24,
Molho (1987) constructs a two stage decision tree. In the first stage a logit analysis is used to
determine whether or not to move. In the second stage, a discriminant analysis is used to analyse,.
where to move. Results reveal job changers as the group most likely to move (intra-district, intra-

region and inter-region) and more likely to move longer distances.

Hughes and McCormick (1994) use a variant of McFadden’s nested logit model to estimate out-
migration and destination choice. They use data from the Labour Force Surveys (1981, 1983-
1986) and real wag from the New Earnings Survey and Regional costs-of-living and house prices.
They conclude that relative regional wages have a significant conventional effect on both out
migration and destination choice. Regional relative unemployment rates for an individuals socio-
economic group have significant ‘perverse’ effects on both out migration and destination choice

decisions of manual workers whereas the effect on non-manuals is comparatively slight.

""That is, council housing is endogenous to the migration decision
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2.2.3 Job-to-job Mobility
The layout of this section follows the discussion of job search theories. Again, given our research is
about the impact of wages on mobility, this survey of existing work is restricted only to the

pertinent aspects.

(a) Theories of costly search on-the-job (Barron and McCafferty(1977)) predict higher expected
wages encourage search and more search to take place the easier it is. Black (1981) finds strong
empirical confirmation of this theory. On-the-job search is positively influenced by potential wage
gains, job dis-satisfaction and search ability (high levels of education and verbal ability). However
it is negatively influenced by firm specific capital (longer tenure). Hughes and McCormick (1985)
note all independent variables in Black’s(1981) logit also influence job turnover. Since turnover

affects search probability this logit may not be informative about on-the-job search per se.

Hughes and McCormick (1985a) argue that for the UK the theory of costless on-the-job search
with costly job changing is more appropriate(Hey and McKenna (1979)). Job changing is costly
because it involves losing certain pension entitlements. Their estimation of a model with costly job
changing indicate, conditional on searching, the probability of job changing is lower amongst those

with pension schemes (higher moving costs) and higher job satisfaction (reservation wage).

Kahn and Low (1983) assert workers search intensity (a latent variable) determines whether he
searches on the job, quits to search full time or does not search at all. With the NLS younger male
cohort in 1969-71 estimates from a three-way ordered logit, they suggest current hourly wages, job

tenure, and collective bargaining coverage have significant negative effects on search intensity.

(b) In the theoretical section Gottschalk and Maloney (1985) posed the question: does the type of
termination and the experience of unemployment affect the probability of moving to a better job ?
The empirical answer (US PSID data 1978-79) is, moving to a better job is equally likely whether

individuals search from a job or from unemployment, but less likely for laid-off workers. Viscusi
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