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1. Introduction

Workers who lose their jobs can become re-emplajtaer by being recalled to their
previous employers of by finding new jobs. Tempgrkyoff unemployment can be
defined as unemployment in spells that ended whih anemployed person being
rehired by the same employer. This issue has beelred from a two-fold theoretical
perspective. On the one hand, following thwlicit contract theory(Feldstein, 1976,
1978; Baily, 1977), firm's incentives play a keyera the timing of recalls, since they
tend to layoff workers on temporary bases due tdealine in product demand.
Temporary layoffs result from product demand flatkons and reflect high attachment
between workers and firrhsOn the other handemporary layoff search theostresses
the supply of labour —in contrast with theplicit contract theorythat assumes
temporary layoff durations to be exogenous to workehaviour (determined by
product demand). In this venue, search effort eljgted to be smaller for workers on
temporary layoffs than for completely unattachedkecs, so the reservation wage of
an attached worker on temporary layoff is largemthhat of an equally qualified but
unattached worker (Mortensen, 1990). Moreover, wdskproductivity decreases with
unemployment duration and search strategies argecetowards less recall waiting and
more search for a new job as unemployment lengthEnis behaviour justifies the
finding of significant differences between the effeof the explanatory variables on the
recall hazard rate and the new job hazard ratez(KE86; Jensen and Westergard-
Nielsen, 1990; Corak, 1996; Jensen and Nielsen9;1B&ed and Nordberg, 2003;
Rosholm and Svarer, 2001).

National data (mainly administrative) suggest thag-third of unemployed workers are
on temporary layoff in the United States and Can@dBCD, 2002, pp. 218). As
regards Europ@temporary layoff unemployment has been recognaedn integral
part of the Danish (Jensen and Westergard-Niels&90), the Austrian (Winter-Ebmer,
1998), the German (Mavromaras and Orme, 2004) tmadNorwegian labour markets
(Roed and Nordberg, 2003).

The goal of this paper is to document that recailtomes are relevant for an important
part of the unemployed in Spain and to study théerdénants of exits from
unemployment through recall and a new job as disafternatives. This will allow us
to characterise possible differences and to prowvide insights into the causal
mechanism that determines the transitions from wh&yment to employment through
recall or a different employer. This issue hasaaonkver been studied in Spain, in part
due to lack of adequate data. We use data fromaB8ecurity records that contain
information on all employment (and unemploymentglispof workers in the Spanish
labour market over a three-year period (from Ju8@91to June 2002). We focus in
particular in the unemployment spells caused bylumvary reasons. Job transitions
due to quits are not considered in our analysigergithat they are worker-initiated
rather than firm-initiated separations.

! There are many other conditions that provide iricestfor firms to layoff workers temporarily: 1) an
imperfectly experience-rated unemployment insuraystem; 2) workers’ possession of specific human
capital and its high cost of acquisition; 3) th#idllties and cost associated with recruitmenthie open
market; 4) uncertainties about the quality of thle match that will be achieved with newly recruited
employees, etc.

2 Some observers have suggested that tighter reguliatpediments to the recruitment and dismissal of
employees are responsible for the lower incidentéemporary layoff in Europe (e.g., Moy and
Sorrentino, 1981; Gutierrez-Rieger aRddzeczeckl1981; for legal restraints on layoff in genessge
Emerson, 1988). For instance, as Layard et al. (19@hark, “... in other countries, the system of
temporary layoffs barely exists and almost nontefunemployed return to the same firm.” (pp. 114).
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The rest of this paper is organised as followsti&edwo describes the data and the
sample. In section 3, we specify a discrete harmaodel under competing risks for

modelling the transitions from unemployment to emgpbent through recall or a

different employer. Section 4 provides the resufimally, some concluding remarks

follow in section five. This paper contains sevarahtributions to the literature. First,

we obtain that more than a third of unemployed Whd a job return to the previous

employer. Second, we present new evidence showatgécall and new job outcomes
are governed by completely different individual goll characteristics. Third, the recall

hazard rates show positive duration dependencagldhie first months and negative
duration dependence thereafter (larger for femalesije the longer the unemployment
duration, the higher the probability of enteringpia new job is (larger for males).

2. The data and sample

This paper uses data from Social Security recohd$ tontain information on all
employment (and non-employment) spells of workerthe Spanish labour market over
a three-year period (from June 1999 to June 2008 .data set includes information on
age, gender, qualification leVebates of start and end of employment spells orefar
termination of the spell (voluntary/involuntary mtirement), province of residence of
the worker, an identifier of whether each employtrepell is accomplished through a
temporary help agency (THA) or not, the type of tcact held by the worker
(temporary or permanent), and firm size. These datawas matched with HSIPRE
(Historico del Sistema Integrado de Prestacionaspther administrative data set, that
provides informatiohon the last ten spells of unemployment benefitsiked by each
worker. Thus, we know whether each individual weseiving unemployment benefits
when out of work, the type of benefits receiveddontributory or assistance type), the
number of days granted for benefit and the numbdags of benefit receipt.

The advantage of using Social Security recordgteranalysis of flows in and out of
unemployment is threefold: (i) The availability ioformation on all jobs held by the
individual during a certain interval of time; (iilnemployment duration is very accurate
and detailed; (iii) it is possible to distinguispeis ending through recall from those
ending through the finding of a new job. In additithe combination with data from the
unemployment benefits receipt allows us to overcamay of the limitations of studies
that use data from either Social Security recordthe HSIPRE. An advantage of the
data use is that information is available on thererspell of non-employment, and a
limitation is that it contains the complete worlstioiry of individuals over a rather short
period (from June 1999 to June 2002).

® The qualification level indicates a position inamking determined by the worker's contributionte t
Social Security system. It is somewhat relatech®ibhdividual's qualification level, since it refts the
worker's professional category and salary. It cdwddpen, however, that a worker with higher edoaati
is far below the category that would corresponhisodformal education (see appendix Table A.1).

* Therefore, our data is composed of two differemdeen samples for the Spanish labour market: (i)
2.5% of individuals who were either employed oreieing unemployment insurance benefits in June of
2002; (ii) 2.5% of individuals who were registeradthe employment office in June of 2002 without
receiving any unemployment benefits. This secomdpda was extracted in order not to exclude from our
analysis the individuals who did not appear attitme of selecting the sample (June of 2002) frorni&o
Security records.

® A different extraction from Social Security recerdias previously used to study employment and
unemployment spells through the use of duration et®odh Garcia-Fontes and Hopenhayn (1996),
Garcia-Pérez (1997), and Garcia-Pérez and MufideB(2005a, 2005b), but they only have data up to
the year 1999. On the other hand, Cebrian et 88§}, Arranz and Muro(2004) and Jenkins and Garcia-
Serrano (2004) have used HSIPRE.
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Since each firm in the database is issued an (anong) identification number —
which is separately recorded for every single smdllemployment— temporary
separations are identified by whether or not each's identification numbers of two
subsequent employment spells are equal. It is rasteywto underlie that we only refer
to temporary layoffs in aex postsense —i.e., job separations ending in recall ke

no information onex antetemporary layoffs —i.e., those that begin with aspe
expecting to be recalled. Thus, tee postmeasure is likely to underestimate the total
amount of unemployment affected by recall prospesitsce it does not include the
unemployment of those who initially waited for rBdaut were not recalled. In any
case, thisex postconcept gives the proportion of unemployment frgpells involving
no job change (Feldstein, 1975; Clark and Sumni&$9), and it is not ambiguous in
the sense that it is not based on whether indilsddiecided what is a new employer and
what is not.

The data contains an initial sample of 79,267 regm&ative cases drawn from workers
who were subject to Social Security contributiond &ecome jobless at some point in
time during the first semester of 2000. We dropwvitidials who do not meet all the
following criteria: 1) Entered unemployment due iavoluntary reasons —i.e.,
dismissals or termination of temporary contracés we consider only the first spell of
unemployment occurring in the indicated period, wletain a “flow sample” of
unemployed workers in the terminology of Lancagi®&90), pp. 162; 2) In the previous
job, the individual was registered with the Gen@wstem of Social Securfty3) We
have complete information on all the variables usedhe empirical analysis; 4)
Workers must remain out of work for more than 3@sdaVe eliminate workers with
unemployment spells lasting 30 days or less becdhsg experiment straight
movements from job to job without experiencing uptyment. Finally, we limit our
sample to workers aged between 16 and 52 (to asmmdplications associated with
early retirement).

After applying the indicated sample selections, etain a final sample of 23,035
individuals. Table A.2 of the appendix shows thsslef observations from the initial
dataset. In the sample, each of those individuadskieen followed from the time when
they become unemployed in the first semester of ywaar 2000 until their re-
employment occurs. Those still without a job in 2002 have been treated as right-
censored observatichdViain variable definitions and basic descriptitatistics for the
sample used in the empirical analysis are giverainle 1.

® The wide use of temporary employment in the Spalaisbur market advises us against the use of the
term “temporary layoff” in connection with recallctavity by firms. For this reason, we analyse
unemployment duration paying more attention on fleevunemployment spell ends than on how it was
initiated. More specifically, a great majority obvkers in Spain become unemployed because of end of
their contracts. We understand that end of contsagdt exactly the same thing as layoff. By coctiray

with fixed-term contracts, firms have no need femporary layoffs. Workers with permanent contracts
are expensive to dismiss, so when they are laidhef§ are unlikely to come back or to be calledkbac
Because of these considerations, when we use timeldégoff it has to be understood that separations
because of expiration of contracts are also incude

" We cannot distinguish between these two reasarjsticcermination. Workers who quit their jobs (end
their employment for voluntary reasons) are notsabgred in this study because we do not know why
this happens and these workers are likely to I¢agdabour force (see Garcia-Pérez and Mufioz-Bullén
2005b).

® Because specific regimes like Farming and Selfleympent have different rules for accessing benefits
and the peculiarities of their employment relatidps, they should be object of separate analysis.

°® We have created an artificial right censoring dbservations of workers whose unemployment spell
duration extend beyond 19 months because thersnsall number of workers for whom re-employment
does not occur.
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As it is shown in this table, thirty-six percentwfemployed who find a job return to an
employer where they were previously employed (8,2¥ér 23,035 individuals).
Therefore, recalls do constitute, indeed, an ingrdrielement of unemployment in
Spain. This figure is even higher than the one doimother European countri8swe
also see that recall is more concentrated on aeirtdividuals. In particular, males are
less likely to return to their previous employeremhexiting from unemployment (66
percent of recalled individuals are women as oppdsel4 percent among non-recalled
individuals). Moreover, age appears as anothevaatedeterminant of being recalled:
the recall outcome is slightly more important fodividuals under 35 years old. And
individuals in possession of either low or low-imediate qualification levels tend to
experiment a relatively higher recall outcome. Mw»er, on average, recalls seem to be
more concentrated on workers with shorter unempénspells, shorter employment
duration and slightly higher number of previoussidb

According to the results from a multivaridtegit modef? (not shown) the probability
that a given unemployed becomes recalled to hiseoprevious employer, rather than
becoming in a new job, is more likely to be asdedawith the following
characteristics: women, older than 39 — a fact whg consistent with the view of
firms trying to maintain their eldest employeesésiic human capital — either high or
low skilled — although this effect of qualificatianly remains for men—, held a non
permanent contratt worked in a relatively short period of time innfis with more
than 200 employees, spent less time unemployedjvext unemployment benefits of
shorter duration and experienced more job changes.

3. Econometric approach: A competing risks durationanalysis

For the empirical analysis, we specify a discreteetcompeting risks duration model
following the formulations proposed by Allison (198 Jenkins (1995), Lauer (2003)
and D’Addio and Rosholm (2005) This type of modsls£ommon in the analysis of
temporary layoffs where all the unemployed are esttbjo the competing risks of a
recall and a new job (Katz, 1986; Reed and Nord2063, among others)

1% For instance, recent evidence indicates that teanpdayoffs have been common in Sweden: about 45
% of all transitions from unemployment were recadisthe previous employer (Jansson, 2002) and of
minor importance in the German labour market (Meatmias and Orme, 2004) with 26%.

' In addition, cross tabulations of various indiaticharacteristics with these data —not shown, but
available from the authors upon request— clearlywsthat exit from unemployment through recall is
particularly high for low skilled women (48.2 %)dfor women 55 and older (70.8 %). Unemployment
duration is negatively related to recall intensiye.5% of women unemployed for more than a year as
compared with 48.3% of women unemployed for less tt0 weeks are recalled. Finally, recall tends to
be more common among individuals in the tails efdnalification distribution.

12 We performed alogit regression for the entire sample and by gender wéheral personal
characteristics as independent variables. The diemévariable included people who found a job, iand
was dichotomised as 1 if recalled and 0 if new eygal. The personal characteristics used as indepénd
variables were gender, age, qualification leved, type of contract in the previous job, the numdfer
employees in the previous employer, tenure in tieeipus job, unemployment duration, whether or not
the previous employer was a temporary help agembgther or not the individual holds benefits (eithe
contributory or assistance ones), the number ofipus jobs, and, finally, the regional unemployment
rate.

13 The impact of the type of contract held in the jves job must be underlined: individuals who have
held in the previous job a permanent per task aoh&ire an almost 50% more likely to being recalled
compared to those holding any other type of permacentract.

* A problem when estimating single risk duration misds the potential aggregations bias. Unemployed
typically leave unemployment for different reasofmmpeting risks). Restricting the estimated
coefficients for the baseline hazard and the catesito be the same for all destination states tmigh
therefore be a very restrictive assumption. Theegfthe econometric model for the sequence of eliscr
choice models is a multinomial logit model or comnpg risks model; in each spell, the unemployed can
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In a discrete—time competing risks model, an irmlial’s unemployment spell is
represented by a random variablevhich can take on positive integer values onlg W
observe a total oh independent individualsl£1,...n) beginning at some natural
starting point t=1. In the data used in the pagech point is the month when the
worker becomes unemployed for the first time durihg first semester of the year
2000. Each observation continues until timeat which point an event occurs or the
observation is censored. The unemployment spellecahT=t, in any ofj statesj=1
(re-employment through a different employer frone immediately previous one) or
j=2 (re-employment though the same employer as thecuimately previous one; i.e., a
recall takes place). The observation is censoreénwtihe surviving individual is
observed at monthbut not at month+1. It is assumed that the time of censoring is
independent of the hazard rate for the occurrehesents, at least after controlling for
other factors. Also, it is assumed that the sévofstates at which unemployment spells
end is absorbing and equal for each person.

For modelling the transition from unemployment tmpéoyment through recall or
through a different employer, we define the disetedzard rate. For thieh person, the
hazard rate into state(j=1,2) in periodt, h;(t), is the conditional probability of a
transition to statgin this period, given that individuahas been unemployed uritf.
hj(t) = PrTi=t;, J=j | Ti>=t] [1]

Assuming that the competing risks are independkathazard rate from unemployment
IS given by:

nO =10 2

The conditional probability that individuatemains unemployed in peridds given by:
PAT, >4/T 2t ]=1-h( [3]

And not conditioning on the individual’'s previousmployment history, the survivor
function up to period is:

Pr{Tu >ti]: lj(l_hik) (4]

Then, the transition into stajan period t can be expressed in terms of the rdisec
hazard rate and the survivor function as:

Pr{T| =tJ= J] = hij (t)lj(l_hik) [5]

Assuming independence of all observations, thdiiked function is given by:

either stay in unemployment (the reference catggbey re-employed though a different employer or be
re-employed though the same employer.

1> According to the simple job search model (Lippraad MacCall, 1976), given a stationary reservation
wage, the re-employment probability is the restittv@ probabilities: the rate at which offers agitimes
the probability that a random offer is acceptedolm competing risks model, unemployed workers can
either obtain a job through a different employemirthe immediately previous one or be re-employed
through recall to the previous employer.

6



L= Ifl[ﬁl[Pr(r =t,J=))'[PrT >t|)]1-ffﬁ}

[6]

whered; equal 1 if a transition occurred at timernd otherwise set it at zero (censored).
Substituting [4] and [5] into [6], we can have thkelihood function in terms of the
transition and hazard rates. We can write:

)
il Jia h(t)} M “k} 7

Given that [7] is in function of the transition eat we just need specify the dependence
of the latter on the explanatory variables. For hlagard rate we choose the logistic
specification that, with multiple events, generatie multinomial logit model
(Maddala, 1983). It allows for the three possiltétes considered: employment through
a different employer, employment through recallj aamaining unemployed (which is
the base category). For individuathe transition rate to stafén periodt specified as a
multinomial logit may now be written as:

h; (t|z(t), ;) = E;‘Xp(D'(t)aJ. +Z'(1)B, +¢)) -

1+ exp0'(t)a, +Z'(1) B, + £,)

where 4t) is a vector of explanatory variables which mayywaith time;f is the vector

of parameters to be estimated; the tewstands for the baseline hazard which captures
the duration dependence. The specification of #éeelne hazard is very important. A
common but restrictive approach consists of spegfya parametric form for the
baseline hazard. This approach is very strong lsectne assumptions over the form are
difficult to justify from an economic point of viewand provokes a misspecification
problem. Instead, we choose a semi-parametric appr{piecewise constant hazard) by
specifying monthly dummie®(t) which coefficients for transitions to employment
through recall can differ from those for transisolo employment through a different
employer. This method presents the advantage ofgbiéxible and assumes that the
duration dependence pattern may vary among thesst&tinally, € accounts for
unobserved heterogeneity characteristics in the emadch as motivation, ability,
efforts, family pressure, etc. We assume that thebserved heterogeneity effect is
destination state specific, time constant, andpeddent of the observed characteristics.

The contribution to the likelihood function for mgle individual is equal to:

e exr{(D'a +Z. 6, +&)c, +(Da,+Z. B, +&,)c ]
L(,B,O’|£)—ﬂ k™1 kzl 1'1k f<2 kP2 T e2)ba
y 1+ exp@,ay, + Z, B, + &)
m=1

[9]

where & are indicators for making the transition to eaétthe possible destination
states at time k; re-employment through a differemployer from the immediately
previous one (j=1), or re-employment though the esamployer as the immediately
previous one (j=2). In [9] a common procedure isgecify a parametric distribution for
the unobserved heterogeneity such as a normal, gatistribution, etc. However,
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Heckman and Singer (1984) have criticised this @@, showing that parametric form
assumptions for unobserved heterogeneity mighttffee parameter estimates. For this
reason, we assume that unobserved heterogendiscretely distributed with unknown
support points. Those points can be interpretethtasit individual's types. Then, the
likelihood function for an individual may be obtath integrating the following
conditional likelihood distribution:

L(B,a,&,m) = ﬁ L(B,a | =9)m(s) [10]

Wheree are the location points (that can be interpretednéercept for the baseline
hazard function) t the probability associated to them, andhe number of support
points. In the following section we estimate thikelihood function by maximum

likelihood to know how individual, industry and lalr market characteristics influence
unemployment spell durations via recall or a nelw jo

3.1 Specification tests

In table 2, we have performed tests for the assommf ‘independence of irrelevant

alternatives’ (ll1A) through the Hausman test (Haasrand McFadden, 1984, HM) and
Small Hsiao test (Small and Hsiao, 1985, SH). Thpspular tests for testing the
validity of IIA consist of partitioning the choicset of alternatives into subsets and
therefore comparing the coefficients (HM) or thieelihood functions (SH) from the

complete model and from the restricted model okthiby leaving out one or more
alternatives. In both tests, the null hypothesisliéf is accepted; therefore, the

multinomial logit specification seems to be appiaiar for each departure state.

In addition, a Wald test and a LR test are repoite@iable 2 in order to examine the
null hypothesis that the coefficients of two categ® do not differ significantly from
each other, for all the possible combinations. theo words, that some of the
alternatives might be combined or aggregated irgomgple category, in which case the
specification should be binomial rather than a mahial. In both tests the rejection of
the null hypothesis means that it is adequatedtindiuish between exits into a different
employment and a recall job; therefore, the muitird specification seems to be
appropriate, since none of the categories shouttbbined.

4. Empirical analysis
4.1 Variables

To investigate the determinants of recall amongmpieyed workers, we estimate a
discrete duration model with competing risks ottexiut of unemployment.

The dependent variable is the probability of becm@mployed at some point of their
unemployment spell via recall or a new job. Thisineation strategy boils down to
estimating a multinomialogit on the expanded sample. The alternative choice for
comparison is remaining unemployed. In additionhi parameters (defined over each
month-year interval) that account for duration defmnce, the explanatory variables
used in the analysis are the following:

() Demographic characteristics
- Gender (1 if the unemployed is male, 0 female).
- A set of ten age group indicators (age 35-38ésréference group).
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(I The individual's labour market history

- Tenure in the previous job is included througie fdummy variables
( <= 4 weeks (reference category), >4 weeks andww&eks, > 20
weeks and <= 1 year, >1 year and <= 2 years, >&y&a

- The qualification level required for the previojab is collected
through four levels of the professional category tioé worker
contribution to the Social Securify High qualification, medium-
high qualification (reference category), medium ldeation and
low qualification. See appendix Table A.1.

- Whether or not (reference category) the individuas hired in the
previous job through a temporary help agency.

- The type of contract held in the previous jobrnpa&nent contract
(reference category), permanent per task, tempanadyother type
of contract&.

- The number of jobs held previous to the one legdo the spell of
unemployment under study.

- The type of sector where the worker was engag&uthe previous
job: agriculture, construction, services and indusfreference
category).

- Firm size is included through five dummy variable=10 workers
(reference category), >10 and <=50 workers, >50 a&m@00
workers, >200 and <=1000 workers and >1000 workers.

(I  The regional unemployment rafebtained from the Spanish Labour Force
Survey, EPA).

(IV) Regions of residendseventeen dummies for the Autonomous Communities
of Spain). Madrid is the reference category.

(V)  Dummies for the month of entering unemploymgiten that the sample that
we use is composed of individuals who entered uteynpent in the first
semester of the year 2000, we control for this il dummies indicating
whether such months were January-February, Marafl;Aqr May-June
(reference category).

(VI) Unemployment Compensation Syst&ummy equals 1 at each month the worker
received unemployment insurance or assistance ibedafing his unemployment spell,
and zero otherwise. We have also included in thdainan interaction variable between
contributory benefits and months of unemployment.

'® The worker’s previous employment history (i.e., jmtonover) should be an important explanatory
factor of the reemployment probability, since indisals more accustomed to move from jobs are
supposedly more “employable”, and thus are expdotézhve unemployment earlier.
7 We must underscore that the ten professional ceegof worker contribution to Social Securitytire
database do not reveal the workers' level of qaatibn, but rather the required level of qualifioa for
the job. For instance, an individual working in tl@vest category, “labourers”, may well be in
possession of an academic degree. As in previodsestusing data from the Social Security reconds,
group those eleven categories into four groups Gaeeia Pérez and Mufioz Bullén, 2005a; 2005b), see
appendix Table A.1.
'8 Workers under this latter type of contract enjogtang relationship with their previous employer
during the lay-off: this relationship is much stgen than with other types of contracts, since iittlials
retain seniority and other employment-related biengfor instance, they have the privilege of being
requested first by their previous employer on tlasiailability to re-enter their payroll). In shothe
workers with such contracts are treated as if thay maintained their employment relationship. Thus,
they usually do not engage in job-seeking actizibecause they regard themselves as employed eynd th
are virtually certain to return to their jobs at #hnd of the layoff period.
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4.2 Results

Table 3 provides the determinants of exits from nupleyment through recall or
through a new job for the entire sample. Tablesd & show results by gender. Two
single risk estimations have been obtained basdfietikelihood function (10) by the
maximum likelihood estimator. The first column refsoestimated coefficients for exits
from unemployment to a new job and the second columports those from
unemployment to recall. Note that the exponentiatfion of a parameter attached to a
dummy measures the hazard rate for an unemploytedivé dummy equal to one relative
to a reference person.

While men have a significantly 7.7 per cent lowaslqability of exiting unemployment

into a recall job than women, the former have &84ger cent higher hazard rate of
finding a new job than the latter. This means thaimen enjoy shorter unemployment
duration than men when they return to the preveruployer. However, it takes women
longer when they enter a new job. As regards age,36-39 age interval marks the
difference: the youngest workers are more likelyfite a new job while the eldest
workers are more likely to being recalled.

Our dataset does not provide variables relatedeondividual's educational attainment
and occupation. However, we know the required I®fejualification for the job (see
appendix Table A.1l). Estimations results show tiiain involuntary interruption
occurs, those workers holding higher qualificatienels are more likely to being
recalled by their previous employer and lower dieai workers suffer the greatest
difficulties in finding a new job.

There are several variables that provide intergstisights into the way workers exit

from unemployment in Spain: whether or not thevidiial has been employed through
a Temporary Help Agency (THA), firm size, sectgipé of contract and tenure in the
previous job. We appreciate that having workedaviBHA enhances 50.4 per cent the
probability of finding a new job, while the rechthzard is not affected by agency work.
We also obtain that the probability of recall ireses monotonically with firm size, if

the individual has held a permanent per task coninathe former job, if he has worked

in the industry sector, and when tenure in thahtarjob ranged —in particular— from

20 weeks to one year (in addition, from 4 weeksvo years). However, the higher the
relative job stability experienced by workers ie frevious job, the higher the exit rate
from unemployment into a different employer isstbeifect is higher for workers in the

agriculture sector, and lower for workers with aypous permanent per task contract.

The effect of unemployment compensation has thearp effects for both the recall
and the “ordinary” unemployed (i.e., unemployed wdatered a new job): Non-
claimants exit from unemployment faster than claiteado. Results also suggest that
the probability of leaving unemployment does nofpegr significantly different
according to the route taken back to work. While disincentive effect of contributory
and assistance benefits is similar in magnitudeuf@mployed who entered into a new
job, the impact of benefits on the recall outcorifedin magnitude for those who were
recalled. The probability of exiting from unemplogm through recall is strongly
negatively influenced by assistance benefits (whgclypically received by workers
with low worker-firm attachment), but it is relagily weakly influenced by holding
contributory benefits (which is typically receivéy workers with high worker-firm
attachment). The non-existence of an estimatedip@secall effect for the latter does
not support the implicit contract hypothesis andgasts that search explanations may
be more appropriate.
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Regarding the effect of regional labour market ahtaristics on unemployment
duration, estimations also include dummies to @d®ount of the existence of regional
differences (not reported) and a continuous vagiabh the regional (quarterly)
unemployment rate (as a time varying covariate)mg@ared to Madrid (regional
reference category), workers in almost every otegion are more likely to being
recalled (except for Navarra, La Rioja, Baleariansls and Aragon, whose effect is
null, and negative in Catalonian). This effect $pecially stronger in regions such as
Andalucia and Extremadura (i.e. regions with uneyplent rates above the national
average). The opposite pattern of exiting from upleyment into a new job is
observed in the same regions. Concerning the qlyarégional unemployment rate as a
measure of demand side factors, we find thatriegatively correlated with the hazard
rate from unemployment to a job (via recall or a/nfeb).

Concerning unobserved heterogeneity, we notice tilvat support points are highly
significant. The estimated support points are -4.908 and -3wWft probability masses
0.095 and 0.904, respectively. This means thatrates from unemployment to a new or
a recall job are affected not only by measuredviddal and job characteristics of the
unemployed, but also by their unobserved charaties?.

In relation to the pattern of duration dependernthe (vay the hazard rate depends on
process time), Figure 1 shows the predicted hazaed(after controlling for unobserved
heterogeneity) at mean of covariates for the ergample. As can be observed, the
hazard rate from unemployment into re-employmerdubh recall keeps below the rate
from unemployment into new job finding. The difface between both predicted hazard
rates widens as unemployment duration lengthenseder, it can be observed how in
a competing risks framework the recall hazard stadily exhibits positive duration
dependence during the first months (up to the skamme) and negative duration
dependence thereafter, while the predicted hazardnéw jobs presents positive
duration dependence (similar to a Weibull distridui}.

In essence, this picture lets us confirm diffenergdictions about contract and search
temporary layoff modef& At short unemployment durations (up to the thitrdnth),
predictions are rather similar for both types oit&xhowever, for long unemployment
durations, predictions differ because recall woskdo no search while they are only
waiting (contract models), and those who enter anttew job (search models) do a lot
of search and little waiting. In other words, tbader someone is unemployed, the less
is the probability of being recalled and the mdakely it is to enter into a new job.

Two explanations may be underlying this result. e one hand, firms cannot
immediately determine whether downturns are trangibr permanent: the longer a low
demand state lasts, the more likely it will becarfpermanent” low demand state. As a
consequence, the longer a worker remains on lay#, lower his perceived

instantaneous recall probability. This will induaedeclining reservation wage. Thus,

9 When comparing estimations with and without (repiarted) unobserved heterogeneity, the estimated
coefficients and the value of the log-likelihoode anfluenced by the inclusion of the unobserved
heterogeneity. On the one hand, the unobservedogeteeity component increases the log-likelihood
values in the estimations, therefore improving fiteof the models. On the other hand, there ameso
differences in the coefficients for some variab{fess example in variables such as firm size, tyfe o
sector, tenure in previous job and in some agepgothat increase the magnitude (in absolute valtie)
the parameters of the exit rates from unemployrtenecall or a new job. Moreover, the likelihootioa
test of a model with unobserved heterogeneity agairat without also supports the same conclugiah t
unobserved heterogeneity is significant.

20 A description of contract and search theoriesbzafound in Mavroramas and Orme (2004).
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revised expectations of the recall probability tesuincreased search activity, which
increases the new job hazard rate. On the othet, Hha risk of losing employees on
temporary layoff increases with unemployment doratiwhich would tend to yield

earlier recall by the employer. This result is aeim¢ with the ones found by Katz
(1986) and Katz and Meyer (1990): unemployment tthhmahazards —which decline
when treating the re-employment probability asraylsl risk— will often decline only

for recalls when using competing risks model, while hazard rate is increasing for
new jobs.

Tables 4 and 5 show some differences in the detamts of exits from unemployment
between men and women, respectively. As regardsvageen follow a pattern similar
to the entire sample; i.e., the youngest womemare likely to find a new job, while
the eldest are more likely to being recalled. Thangest men also tend to find a new
job more easily than the reference category. Howetlge eldest men are not
significantly more likely to being recalled.

Both men and women experiment a positive impadthenikelihood of being recalled
from the fact of holding a high qualification leyélut only the latter suffer a negative
impact on finding a new job from holding a low gtieation level.

Estimated results by gender as regards the remaaqgdanatory variables (type of
contract, tenure in the previous job, firm sizeh jinrough a THA, unemployment
benefit status and number of previous jobs) dobasically differ from those obtained
for the entire sample.

Finally, Figure 2 shows the pattern of durationatefence by gender (after controlling
for unobserved heterogeneity) at mean of covarigiespreviously discussed for the
entire sample, the hazard rate from unemploymeatamew job keeps over the hazard
rate from unemployment through recall. Furthermahe, recall hazard rate steadily
exhibits positive duration dependence during thst fimonths and negative duration
dependence thereafter (higher in females), white émpirical hazard for new jobs
presents positive duration dependence (higher iasha

5. Conclusions

This paper examines transitions out of unemploymer$Bpain towards two distinct
types of employment: recall to the same employereemployment in a new job. This
issue has so far never been studied in Spain. We bsed data from Social Security
records combined with data produced by the Spamsployment Office where we
have information about worker and job charactessbefore and after unemployment,
in addition to information about the duration o thnemployment. To study transitions
out of unemployment, we estimate a discrete timapmiing risks duration model of
exits to a recall or new job where duration depeandds accounted for through the use
of a semi-parametric piecewise constant hazardnastn. We also control for
unobserved and observed heterogeneity.

The effects of individuals characteristics suggleat the hazard of being recalled to the
same employer is more likely for women, for oldattividuals (above 40 years-old) and
for higher qualified workers (with, presumably, dar specific human capital).
Concerning job characteristics, the fact of holdimgprevious permanent per task
contract or of experiencing previous job tenuregnag between 20 weeks and 1 year
enhances the recall hazard. At the same time, teamptayoffs generated in an implicit
contract framework are relatively more prevalenti@ industry sector and in the largest
firms, since their unemployed workers are more lyikeo being recalled. On the
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contrary, working through a temporary help agenogsdnot affect the recall hazard
rate.

In contrast with these effects, we obtain that ny@ung workers (above 35 years-old)
and those working via a temporary help agency emnjdyigher likelihood of exiting
from unemployment into a new job. We also find aifdee influence of previous
employment experiences on future new jobs: thedotige job stability experienced by
workers in previous employment engagements, thehenigthe exit rate from
unemployment into a new job.

Another important finding is that not only do ingluals and job characteristics
influence the hazard rates differently, but alsat the duration dependence is different.
Different processes are governing the recall andjob hazards, since the recall hazard
rate presents positive duration dependence uetiséitond month and negative duration
thereafter (larger for females), while the new-jolzard exhibits positive duration
dependence (larger for males).

As regards the effect of contributory and assisgtdnenefits, non- claimants exit from
unemployment faster than claimants do. Neverthelgbge the disincentive effect of
the two types of benefits is similar in magnitude the unemployed who entered into a
new job, the negative effect for recall workerstinger for those holding assistance
benefits rather than contributory benefits.

The empirical findings for Spain in this paper b#th that recall to the former
employer and, therefore, temporary job separatemmstitute an important feature of
Spanish labour market. Firm specific human capdalwell as efficient risk sharing
and, last but not least, possibly collusive behavifor taking advantage of the
unemployment compensation system may make imglazitracts of this sort attractive
for both workers and firms when facing downturnspimoduct demand. These issues
remain open for further research.
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APPENDIX

Table A.1 Occupation category groups

Occupation category groups

National job category kels

High Occupation

N

w

Engineers and bachelors.

Technical engineers, experts &
qualified assistants.

Administrative  chiefs and ¢
workshop.

and

Df

Upper-Intermediate Occupation

Not qualified assistants.
Administrative officials.
Secondary (Minor).

Lower-Intermediate Occupation

Administrative assistants.
Officials of the first and the second.

Low Occupation

. Officials of third and specialists.

4
5
6.
7.
8
9
10. Labourers.
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Table A.2 Loss of observations from initial datatse

Initial sample size: 79,267
Observations deletedlie to:
- Enter into unemployment due to reasons diffefiemh involuntary ones 21,702
- Missing variables used in the empirical analysis:
- Sex 13
- Sector of activity 17
- Qualification 1
- Age 5
- Reason for benefits 6
- Replacement ratio 5
- Enjoy unemployment benefit different from contritye or assistance ones 19
- Unemployment duration <= 30 days 34,464
Final sample size used in the empirical analysis: 23,035
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Table 1. Main descriptive statistics for first ungrioyment spell in 2000

Variable Description Entire Recall New Job
sample Mean (S.D.) Mean (S.D.)
Mean (S.D.)
Gender =1 if male 0.517 0.436 0.562
Age Age in years when entering unemploymgent
16-19| =1 if aged 16 to 19 0.071 0.043 0.087
20-24| =1 if aged 20 to 24 0.218 0.166 0.246
25-29| =1 if aged 25 to 29 0.206 0.176 0.223
30-34| =1 if aged 30 to 34 0.152 0.158 0.149
35-39| =1 if aged 35 to 39 0.122 0.147 0.109
40-44| =1 if aged 40 to 44 0.092 0.122 0.076
45-49| =1 if aged 45 to 49 0.064 0.086 0.052
50-54| =1 if aged 50 to 54 0.046 0.061 0.037
55-59| =1 if aged 55 to 59 0.023 0.032 0.019
59-62| =1 if aged more than 59 years old 0.005 0.009 0.003
Qualification level
High | =1 if Social Security bracket for
contribution in previous job is 1, 2 or 3. 0.083 0.099 0.073
Upper-intermediate=1 if Social Security bracket for
contribution in previous job is 4, 5 or 6 0.111 0.097 0.119
Lower-intermediate¢=1 if Social Security bracket for
contribution in previous job is 7 or 8 0.289 0.244 0.314
Low | =1 if Social Security bracket for
contribution in previous job is 9 or 10. 0.517 0.559 0.494
Type of contract Type of contract in previous job
Permanent=1 if permanent contract 0.069 0.029 0.091
Permanent per task1 if permanent per task contract 0.036 0.084 0.012
Temporary =1 if temporary contract 0.849 0.825 0.863
Other contract type=1 if other contract type 0.044 0.062 0.034
Temporary help=1 if previously employed through a THA
agency 0.052 0.036 0.061
Firm size
<= 10 employees =1 if number of employees up to 10 0.343 0.290 0.372
>10 and <=50 =1 if number of employees above 10 and
up to 50 0.294 0.297 0.293
>50 & <=200 =1 if number of employees above 50 and
up to 200 0.186 0.200 0.179
>200 & <=1000 =1 if number of employees above 200 a
up to 1000 0.120 0.135 0.111
>1000 =1 if number of employees above 1000 0.057 0.077 0.045
Tenure in_previousTenure in previous job (in weeks) 32.788 23.130 38.154
job (80.555) (32.611) (97.073)
<=4|=1if up to 4 weeks 0.255 0.298 0.232
>4 and <=2( =1 if above 4 weeks and up to 20 weekg 0.308 0.273 0.327
>20 and <=1 yedr=1 if above 20 weeks and up to 1 year 0.311 0.356 0.286
>1 and <= 2 years=1 if above 1 year and up to 2 years 0.076 0.051 0.090
> 2 yearg =1 if above 2 years 0.049 0.021 0.064
Worked in a =1 if worked in a THA in previous job
Temporary Help
Agency 0.052 0.036 0.061
Unemployment
benefit status
Contributory benefit Proportion collecting contributory benefits
at the beginning of spell (=1 for each
month worker collects benefits) 0.2230 0.1718 0.2515
Assistance benefit | Proportion collecting assistdereefits at
the beginning of spell (=1 for each month
worker collects benefits) 0.0538 0.0524 0.0546
Without benefit Proportion without benefits at the 0.7232 0.7759 0.6939
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beginning of spell (=1 for each month
worker collects no benefits)
Number of previoug Number of jobs held from June 1999 to 2.111 2.266 2.026
jobs actual job (1.740) (1.860) (1.663)
Unemployment Duration in unemployment (in weeks) 25.853 22.264 27.846
duration (22.154) (19.782) (23.129)
>4 and <=2( =1 if Above 4 weeks and up to 20 weeks$ 0.577 0.652 0.535
>20 and <=1 year=1 if Above 20 weeks and up to 1 year 0.281 0.251 0.298
>1 year| =1 if Above 1 year 0.142 0.097 0.167
Sample size 23,035 8,227 14,808
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Table 2. Specification tests.

Test for 1A
Ho: Odds(Outcome-J vs Outcome-K) are
independent of other alternatives.

X2(P>X%)

Hausman
Omitted: Different employment.
Omitted: Recall job.

Small-Hsiao
Omitted: Different employment
Omitted: Recall job.

62.652(0.69)
-18.983(1.00)

62.661(0.69)
62.298(0.70)

Wald and LR test for combining outcomes

Ho: All coefficients except intercepts associated
with given pair of outcomes are O (i.e., categories

can be collapsed).

Wald test
Combining different employment and recall job.
Combining diff. employment and unemployment.
Combining recall job and unemployment.

LR test
Combining different employment and recall job.
Combining diff. employment and unemployment.
Combining recall job and unemployment.

2905.035(0.00)
2632.265(0.00)
4058.603(0.00)

3308.793(0.00)
2807.516(0.00)
4371.359(0.00)

21



Table 3. Estimates and standard error of transit®rirom unemployment to employment
through recall or to employment through a differer@mployer after controlling
observed and unobserved heterogeneity (with twopsuppoints).

ENTIRE SAMPLE

Dif. Emp Recall
Coef, S.E. Sign.] Coef, S.E. Sign.

Gender(male=1) 0.370 0.024 *** }-0.080 0.028 rkk
Age at unemployment spell
Age 16-19 0.352 0.051 **+* }]-0.545 0.068 i
Age 20-24 0.422 0.040 **+* ]-0.268 0.047 i
Age 25-29 0.271 0.039 ** |-0.212 0.046 i
Age 30-34 0.138 0.043 *+* ]-0.109 0.047 i
Age 35-39 - - - - - -
Age 40-44 -0.060 0.049 0.137 0.051 i
Age 45-49 -0.106 0.055 ** 0.139 0.056 i
Age 50-54 -0.098 0.062 0.162 0.063 i
Age 55-59 -0.062 0.080 0.151 0.081
Age 59-62 -0.453 0.178 *** 0.401 0.155 i
Qualification level
Qual. High -0.010 0.051 0.212 0.059 i
Qual. Med.-High - - - -
Qual. Medium-Low 0.086 0.037 *** 0.060 0.048
Qual. Low -0.165 0.037 *** }-0.043 0.045

Type of contract
Permanent contract - - - - - -

Permanent per task -0.306  0.094***  11.692 0.086 ik
Temporary 0.187 0.045 *** 10.731 0.070 ik
Other type 0.050 0.070 0.904 0.088 ok
Firm size:

<=10 employees - - - - - -
> 10 and <=50 employees 0.054 0.027** 0.192 0.033 i
>50 and <=200 employees 0.151  0.032** 0.393 0.039 ko
>200 and <= 1000 employees 0.061 0.040 0.517 0.046 ko
>1000 employees -0.025 0.058 0.804 0.060 b

Tenure in previous jab

<=4 weeks - - - - - -
>4 weeks and <=20 weeks 0.473 0.033* ]0.081 0.037 **

> 20 weeks and <=1 year 0.602 0.039** 10.552 0.041 i

> 1 year and <= 2 years 0.611  0.050*** 0.134 0.066 *x

> 2 years 0.593 0.059 *** |-0.245 0.095 ko

Worked in a Temporary Help Agency 0.408 0.055** ]-0.061 0.072

Unemployment benefit status:
Receives no benefits - -
Contributory benefits (tvc) -0.400 0.041 **=*

-0.566  0.058 el

Assistance benefits (tvc) -0.454  0.055**+* ]-0.873  0.070 ik
Month * Contributory benefits -0.016 0.008 * -0.032  0.015 Fhk
Number of previous jobs 0.102 0.007** 10.125 0.007 *xx
Regional Unemployment rate (tvc) -0.023 0.009** |-0.062 0.010 *xx
Sector of activity

Industry - - - - - -
Agriculture 0.510 0.153 *** ]-0.004 0.186
Construction 0.056 0.041 -0.341 0.051 ok
Services 0.009 0.034 -0.249 0.040 rrx
Mass points and probability

€ (s.e)) -4.908(0.243)***

& (s.e.) -3.020(0.125)***

Pr(ey) 0.096
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0.904

Pr(ey)

No. Observations 125,044
No. of individuals 23,035
Log-likelihood -68,259

Note: Regression includes controls for 17 regions, udeympent duration (in months) dummies
variables (baseline) and month of entering unempét. "tvc" means time varying covariate.
*** Indicates significance at 1 per cent; ** indiess significance at 5 per cent.
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Table 4.Men's transitions from unemployment to employment througécall or to different
employer with unobserved heterogeneity (two supmmints).

MEN
Dif. Emp Recall

Coef, S.E. Sign.|] Coef, S.E. Sign.
Age at unemployment. spell
Age 16-19 0.182 0.067 *** |-0.708 0.097 ok
Age 20-24 0.332 0.056 *** |-0.212 0.070 ok
Age 25-29 0.197 0.055 *** |-0.206  0.069 ok
Age 30-34 0.172 0.058 *** |-0.108 0.071
Age 35-39 - - - - - -
Age 40-44 -0.076  0.065 0.034 0.076
Age 45-49 -0.175 0.071 ** 0.024  0.083
Age 50-54 -0.092 0.080 0.084 0.094
Age 55-59 0.009 0.098 0.004 0.119
Age 59-62 -0.382 0.198 ** 0.275 0.210
Qualification level
Qual. High -0.101 0.075 0.235 0.094 ok
Qual. Med.-High - - - -
Qual. Medium-Low 0.111 0.057 ** 0.082 0.076
Qual. Low -0.080 0.055 -0.108 0.073
Type of contract
Permanent contract - - - - - -
Permanent per task -0.428 0.165** ]1.997 0.145 rrx
Temporary 0.141 0.063 ** 0.832 0.104 ok
Other type 0.041 0.104 0.750 0.144 ko
Firm size:
<=10 employees - - - - - -
> 10 and <=50 employees 0.095 0.036** ]0.145 0.047 *xx
>50 and <=200 employees 0.192 0.044** ]0.228 0.059 *xx
>200 and <= 1000 employees 0.038 0.056 0.392 0.070 *xx
>1000 employees -0.043 0.089 0.719 0.101 rork
Tenure in previous jab
<=4 weeks - - - - - -
>4 weeks and <=20 weeks 0.501 0.043* ]0.023 0.054
> 20 weeks and <=1 year 0.640 0.049* 10.470 0.058 *xx
> 1 year and <= 2 years 0.661 0.066*** 0.253 0.090 Fork
> 2 years 0.578 0.079 ** ]-0.066 0.124
Worked in a Temporary Help Agency 0.435 0.079* ]0.014 0.107
Unemployment benefit status:
Receives no benefits - - - - - -
Contributory benefits (tvc) -0.418 0.054 *** 1-0.682 0.084 *xx
Assistance benefits (tvc) -0.425 0.077*** ]0.989 0.121 *xx
Month * Contributory benefits -0.023 0.012 ** -0.034 0.021
Number of previous jobs 0.083 0.009** 10.099 0.010 *xx
Regional Unemployment rate (tvc) 0.027 0.012~** |-0.080 0.014 rxx
Sector of activity
Industry - - - - - -
Agriculture 0.348 0.185 * 0.049 0.257
Construction 0.061 0.049 -0.276  0.066 ok
Services -0.082 0.046 * -0.246  0.059 Fkk
Mass points and probability
€ (s.e)) -4.575(0.316)***
& (s.e.) -2.668(0.192)***
Pr(ey) 0.107
Pr(e,) 0.893
No. Observations 62,136
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Log-likelihood

-34,961.853

Note: See note Table 3.
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Table5. Women's transitions from unemployment to @syment through recall or to

different employer with unobserved heterogeneitydtsupport points).

WOMEN
Dif. Emp Recall

Coef, S.E. Sign.|] Coef, S.E. Sign.
Age at unemployment. spell
Age 16-19 0.568 0.084 *** |-0.368 0.100 ok
Age 20-24 0.527 0.061 *** |-0.287 0.065 ok
Age 25-29 0.366 0.061 *** |-0.207 0.064 ok
Age 30-34 0.124 0.067 * -0.108 0.066 *
Age 35-39 - - - - - -
Age 40-44 -0.036 0.081 0.218 0.072 ok
Age 45-49 0.003 0.091 0.211 0.081 ok
Age 50-54 -0.113 0.110 0.224 0.091 ok
Age 55-59 -0.263 0.156 * 0.270 0.119 o
Age 59-62 -0.831 0.462 * 0.505 0.249 o
Qualification level
Qual. High 0.106 0.073 * 0.206 0.079 ok
Qual. Med.-High - - - -
Qual. Medium-Low 0.038 0.054 * -0.012 0.065 *
Qual. Low -0.220 0.054 *** ]-0.046 0.060 *
Type of contract
Permanent contract - - - - - -
Permanent per task -0.196 0.124 1.463 0.114 rrx
Temporary 0.265 0.070 *** 10.634 0.095 ok
Other type 0.065 0.104 * 0.877 0.117 ko
Firm size:
<=10 employees - - - - - -
> 10 and <=50 employees 0.006 0.044 0.229 0.050 *xx
>50 and <=200 employees 0.103  0.049* 0.512 0.054 *xx
>200 and <= 1000 employees 0.081 0.058 0.625 0.062 *xx
>1000 employees -0.035 0.078 0.882 0.078 rork
Tenure in previous jab
<=4 weeks - - - - - -
>4 weeks and <=20 weeks 0.423 0.048* ]0.103 0.052 **
> 20 weeks and <=1 year 0.571 0.055* ]0.603 0.057 *xx
> 1 year and <= 2 years 0.564 0.078** |-0.014 0.100
> 2 years 0.626 0.098 *** ]-0.468 0.154 ok
Worked in a Temporary Help Agency 0.445 0.08»** }-0.065 0.102
Unemployment benefit status:
Receives no benefits - - - - - -
Contributory benefits (tvc) -0.395 0.065*** |-0.475 0.081 *xx
Assistance benefits (tvc) -0.509 0.081*** ]-0.838 0.088 *xx
Month * Contributory benefits -0.021 0.012 * -0.042 0.021 **
Number of previous jobs 0.145 0.012** ]0.173 0.012 *xx
Regional Unemployment rate (tvc) 0.030 0.013* -0.049 0.014 rxx
Sector of activity
Industry - - - - - -
Agriculture 0.844 0.279 ** |-0.174 0.281
Construction -0.453 0.105 *** |-0.677 0.102 ok
Services 0.118 0.057 ** -0.313  0.058 Fkk
Mass points and probability
€ (s.e)) -4.773(0.209)***
& (s.e.) -2.918(0.173)***
Pr(ey) 0.152
Pr(e,) 0.848
No. Observations 62,136
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Log-likelihood

-33,047.64

Note: See note Table 3.
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Figure 1. The shape of the predicted hazard raterfr unemployment into recall or

different employer (after controlling unobserved tegogeneity) at the mean of

covariates.
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Figure 2. The shape of the predicted hazard raterfr unemployment into recall or
different employer (after controlling unobserved tegogeneity) at the mean of

covariates, by gender.
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