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higher wages. This evidence can be explained by increased mobility costs associated with higher

expected risk of post-quit layoff and job mismatch.

Keywords: Institutions, employment protection, labor mobility, job satisfaction, wages.

JEL:J28, J62

$ We thank an anonymous referee, the Editor (Paul Devereux), Pierre Cahuc, Lorenzo Cappellari, Andrew Clark, Claudio
Lucifora, Giordano Mion, Fabien Postel-Vinay, Andrew Oswald, seminar participants at 1ZA, Universita Cattolica in Milan, and
conferences of the Bank of Portugal in Porto, CRETE in Milos, EALE in Cyprus, RES in Cambridge and SOLE in Chicago for
useful comments. All errors or omissions are our own. Authors’ contact information: Anne C. Gielen, Erasmus University
Rotterdam and IZA; email: A.Gielen@ese.eur.nl. Address: Department of Applied Economics, Erasmus University Rotterdam,
P.O. Box 1738, —3000 DR Rotterdam, The Netherlands. Phone: +31 10 4081477. Fax: +31 10 4089141; Konstantinos
Tatsiramos, University of Leicester and 1ZA; e-mail: k.tatsiramos@le.ac.uk. Address: Department of Economics, University of
Leicester, University Road, Leicester, LE1 7RH, UK.


Konstantinos Tatsiramos
Published in: Labour Economics, 2012, Vol. 19, pp. 624-632


1. Introduction

In the literature on Employment Protection Legislation (EPL) there is abundant evidence on the
effect of EPL on job turnover, showing that firms respond to the presence of positive firing costs
by reducing both hiring and firing (e.g. Nickell, 1978; Bentolila and Bertola, 1990; and Bertola,
1990). Job protection may not only affect firms’ decisions but may also alter workers' job-to-job
mobility decisions. However, we are not aware of any study that has paid attention to the link
between job protection and workers’ quit behavior. This paper fills this void and is motivated by
the fact that there are substantial cross-country differences in job-to-job mobility rates (e.g.
OECD, 2010), which coexist with variation in the level of employment protection. Given the
importance of mobility for the efficiency of the labor market, understanding how EPL relates to
workers' mobility has important policy implications.

Job protection may alter workers mobility decisions by affecting the mobility costs
associated with a job quit by means of a higher expected risk of future layoff and job mismatch.
When employment protection is strong, a job change implies a much higher future layoff risk
due to the limited protection in the new job as a result of the probation period. In addition, hiring
levels are lower so individuals face a higher risk of future job mismatch because of the reduced
opportunities to find an alternative job. Hence, due to the high mobility costs associated with a
job change, workers should be less likely to quit their job when job protection is strong even if
job quality is low.

By increasing mobility costs, job protection may not only affect the quit intensity but also
post-quit outcomes. Workers decide to change jobs if there is a gain in utility associated with this
job change. However, the magnitude of these gains may vary across countries. When there is

more job protection, the required gains associated with a quit are expected to be higher in order



to balance the loss in job security that follows the job quit and the reduced opportunities for
further mobility in the future.

This paper contributes to the literature on job quits by considering EPL as a potential
determinant of job quit behavior. We present what we believe to be the first evidence on the
relation between job protection and workers’ job-to-job mobility decisions, and post-quit
outcomes. Furthermore, we provide cross-country evidence for this relationship using individual
panel data for 12 countries from the European Community Household Panel (ECHP) for the
years 1994-2001.

Our empirical approach is implemented in three steps. First, we investigate the
determinants of individual quit decisions focusing on the sensitivity of job-to-job mobility with
respect to the level of job quality in each country, which is measured using information on job
satisfaction. Second, we consider labor market outcomes (e.g. wages) following a job quit.
Exploiting the panel dimension of the data, we are able to identify the effects of interest taking
into account the presence of unobserved heterogeneity. Finally, we relate our findings to the
level of EPL for permanent jobs (regular contracts) in each country.

We find that a low level of job quality induces individuals in each country to quit, but the
magnitude of this effect differs substantially across countries and is negatively related to the
strictness of EPL. Workers in countries with less job protection are more responsive to a low
quality job. Hence, they are more likely to quit if their job satisfaction is low compared to
workers in countries with high levels of job protection. We also find that post-quit labor market
outcomes are related to the strictness of employment protection legislation. Workers in countries
with more job protection compensate the loss in job security following a job quit with higher

wages. This evidence is robust to the inclusion of individual worker fixed effects, different



definitions of the dependent variable (quit decision) and alternative measures of job protection.
The setup of the paper is the following: section 2 discusses the theoretical foundations that

can explain cross-country differences in job mobility rates and the related literature, section 3

discusses the data, our empirical strategy and presents some descriptive statistics, section 4

presents the results, and section 5 concludes.

2. Theoretical Foundations and Related Literature

Labor mobility is the result of both the decisions of individuals to change jobs (job quits) as well
as the decisions of firms to adjust their workforce through hirings and firings. In order to
understand why quit rates differ across countries we focus on individual job quit behavior.
However, the choices made by firms regarding their hiring and firing may implicitly affect

workers’ quit decision as we will discuss below.

2.1 Job Quit Behavior
The seminal studies of Burdett (1978) and Burdett and Mortensen (1988) show that job-to-job
mobility in the presence of on-the-job search with wage posting occurs when individuals are
offered a higher wage job offer than the current job, net of any mobility costs. In this setting,
differences in quit rates can be explained by differences in job offer arrival rates and/or by
different mobility costs across countries. Both differences may arise in the presence of
differences in the level of EPL.

Studies by Nickell (1978), Bentolila and Bertola (1990) and Bertola (1990) show that

firms may respond to the presence of positive firing costs by reducing both the level of hirings



and firings.* Kugler and Pica (2008) provide empirical evidence on the negative relationship
between EPL and the hiring rate, while Trevisan (2008) shows that the effect is strongest for
hirings in permanent positions since firms may decide to hire fewer workers in permanent jobs
and replace those by apprenticeships as to circumvent strict EPL.% A lower hiring level is likely
to reduce each worker’s probability of receiving a better job offer and thus job-to-job mobility.
Therefore, in countries with high levels of job protection workers are expected to be less likely to
quit their job.

Alternatively, differences in EPL are also likely to affect the cost of changing jobs. There
are at least two ways in which this might occur. First, in the presence of a high level of
employment protection quitting implies leaving a protected job - due to the accumulated tenure -
for a less protected one. The new job will initially have lower protection due to the existence of
the probation period and because individuals have not accumulated tenure in the job yet.® Hence,
the costs of a job quit in terms of future layoff risks are higher when there is more job protection.
Although one may argue that workers prefer to be in a protected job, Clark and Postel-Vinay
(2009) show that loosing job protection after a job quit seems to be a significant risk since
workers' perceived job security is negatively correlated with EPL strictness, i.e. the positive
effect of being protected in the current job is outweighed by the negative effect of protection on
future job finding possibilities.

A second way in which EPL may affect the costs of a job quit has to do with ex-ante
unobservable job quality. Workers may not know ex-ante whether the new job offered is better

than their current job in terms of non-monetary aspects (as assumed by Burdett, 1978), but they

! Abraham and Houseman (1994) have shown that firms may develop alternative strategies such as adjusting
working hours to compensate the restricted employment flexibility they face due to job security regulations.

2 OECD data for European countries show a negative relationship between vacancy rates and the level of EPL (see
Table 1 in Gielen and Tatsiramos, 2012).

® Higher tenure also implies longer notice periods and higher severance pay in case of layoff.



have to experience how the new job matches their skills and needs (Jovanovic, 1979). If the new
job turns out to be a poor match, individuals in countries with a high level of employment
protection may have more difficulties to find an alternative job due to the reduced level of
hirings. Hence, in the presence of strong EPL, the costs of a job quit may not only be higher in

terms of future layoff risks but also in terms of a higher risk of future job mismatch.

2.2 Post-Quit Outcomes

The effect of a job quit on post-quit outcomes such as wages is ambiguous. In the model with on-
the-job search and wage posting workers quit their job when they receive a higher wage offer. So
we should expect a positive wage gain after a quit. Although wage posting models suggest that
individuals only quit their job if they are being offered a higher wage, Postel-Vinay and Robin
(2002) and Cahuc et al. (2006) show that job-to-job mobility might not necessarily lead to an
instant wage gain. Relaxing the assumption that wages are equal within a firm and allowing
wage negotiations by way of counter-proposals by firms to workers who might quit, workers
may want to accept a current wage cut by moving to a new job that offers better future
opportunities. Alternatively, they might stay in the job after receiving a wage increase which
matches the higher outside wage offer option.

These future opportunities are more likely to occur in countries with less stringent EPL
due to a higher job offer arrival rate related to more hirings, which means that moves with lower
wage gains or even wage cuts are possible. In addition, given that stayers are more likely to
experience wage gains, the difference in wage gains between quitters and stayers might be lower.
In countries with more job protection, instead, job-to-job mobility with wage cuts is less likely to
occur and stayers are less likely to experience wage increases due to lower job offer arrival rates.

This suggests that wage gains might be more likely when the level of EPL is high.



It is important to note, however, that the possibility to obtain a higher wage after a job quit
may be limited by the fact that high employment protection leads to more wage compression
(Koeninger et al., 2007). In addition, worker selection might also affect the relationship between
the level of EPL and wage gains. On the one hand, workers in high EPL countries might be
reluctant to leave their job as this can be perceived as a signal of low ability (“lemons effect”)
and those who do quit will receive a lower wage. On the other hand, workers in high EPL
countries are facing higher mobility costs because once they move they lose their job security
and face higher layoff and future job mismatch risks. Given that the new firm will learn about
worker productivity once they are in the new job, the low quality workers will take this into
account and they will be less likely to quit their current job.

The interaction of job protection and quit decisions leads to two main hypotheses. First,
for a given low level of job quality, there should be less quits and lower job-to-job mobility when
EPL is more stringent due to higher mobility costs. Second, the theoretical predictions
concerning the immediate wage gains associated with a job quit are ambiguous. On the one hand,
they are expected to be higher when there is more job protection in order to balance the loss in
job security that follows the quit decision and the reduced opportunities for further mobility in
the future. On the other hand, in countries with high level of employment protection due to more

wage compression the immediate wage gains are expected to be lower.

2.3 Related Literature

Using job satisfaction as a measure for the quality of a job, earlier studies have shown that
workers quit their job if they are not satisfied with their current job (Freeman, 1978; Clark et al.,
1998; Clark, 2001), and that job quits typically lead to progress in workers’ careers, pay and job

satisfaction (e.g. Perez and Rebollo, 2005; Connolly and Gottschalk, 2008; Gielen, 2008). A



typical pattern of satisfaction with the job is presented in Figure 1, which shows the poor
situation in the year before the quit and the improvement the year after.

Although these patterns appear in studies for a number of countries, so far no attention has
been paid to understanding the differences in quit rates across countries and the extent to which
they can be related to differences in the level of employment protection. Earlier studies show that
EPL reduces job turnover (Garibaldi, 1998; Mortensen and Pissarides, 1999; Gomez-Salvador et
al., 2004), especially in industries in which employment levels are intrinsically more volatile
(e.g. Haltiwanger et al., 2006; Messina and Vallanti, 2007; Micco and Pages, 2006). Some
studies find similar negative effects for labor turnover (Kugler and Pica, 2008; Boeri and Jimeno,
2005), though this finding is not robust in all countries (Bauer et al., 2007). Alternatively, we can
expect to find positive effects of employment protection on labor mobility if firms try to
circumvent strict dismissal regulations by changing to more flexible contracts (Shivardi and
Torrini, 2008; Kahn, 2010). Kahn (2011) shows that temporary workers search harder for a new
job than workers on permanent jobs.

In this paper, we extend upon this literature by investigating the determinants of quit
behavior for a number of countries that differ in their institutional arrangements regarding job
protection. We also consider post-quit labor market outcomes and their interaction with

institutional differences.

3. Data and Descriptive Evidence
We employ the European Community Household Panel (ECHP) longitudinal data set where we
can follow individuals during the period 1994-2001 for 12 countries: Austria, Denmark, The

Netherlands, Belgium, Finland, France, United Kingdom, Ireland, Italy, Greece, Spain, and



Portugal. The questions in this dataset are harmonized to allow comparative studies across
countries. Our sample consists of male workers aged between 25 and 55 years old, who are
observed to be in permanent paid employment for at least two consecutive years. We focus on
permanent employment because this is the most common form of employment in all countries.
Considering both permanent and fixed-term jobs does not lead to any qualitative differences in
our results. Due to differences, however, in the prevalence of fixed-term employment across
countries, a separate analysis by type of contract is not feasible due to small sample sizes.

The data provide information about the start date of the current job and the end date of the
previous job. Based on this information we define quits as those job changes that occurred in the
past year for “obtaining a better or more suitable job”, which is based on self reported
information about the reasons for leaving the previous job. Our analysis is based on the
comparison between job quitters and “job stayers”, the latter being those individuals who have
not changed their job in the past year. Individuals who have changed their job for reasons other
than to obtain a better job (layoff, end of contract, sale or closure of own family business) are left
out of the sample. However, this is a quite small fraction so including them in the control group
of stayers does not affect our results.

We use two different variables to identify the quality of a job. First, we use information on
job satisfaction, which is reported every year at the time of the interview for all the employed
individuals in our sample. The typical question asked is the following: “How satisfied are you
with your work or main activity.... Using the scale 1 to 6, please indicate your degree of
satisfaction. Position 1 means that you are not satisfied at all, and 6 that you are fully satisfied.”
Another measure of job quality that we use is the hourly wage, which is obtained from the

monthly earnings divided by the number of hours worked per month.



Information about employment protection legislation is taken from the OECD. In
particular, we use the EPL-indicator for regular contracts, as this measure is most relevant for
workers in permanent jobs deciding about a potential job quit. This indicator varies from 0 (least
stringent) to 6 (most restrictive).® The southern European countries are characterized by
relatively stringent EPL, along with France and Germany. The United Kingdom, at the far other
extreme, is characterized by the least restrictive EPL.

Table 1 presents some summary statistics. The first row of Table 1 shows average quit
rates for the 12 countries in our sample. It appears that there are substantial differences in annual
quit rates ranging from 1.8 percent in Italy to 10.7 percent in the UK. Figure 2 shows how these
cross-country differences in quit rates are correlated with the strictness of employment protection
in a country. We observe a negative correlation, which suggests that countries with strong job
protection are associated with lower quit rates. The highest quit rates are observed for the U.K.
and Denmark, which are also the countries with the lowest levels of job protection. This is
suggestive evidence in favor of our first hypothesis that EPL increases the costs associated with
job quits, therefore the number of job quits is expected to be lower in high EPL countries. The
other rows in Table 1 present averages for the other control variables that are included in our

estimations in the next section.

4. Empirical Analysis and Results

The empirical analysis is implemented in three steps. First, we investigate the determinants of the
individual quit decision focusing on the sensitivity of job-to-job mobility with respect to the
value of the current job. Second, we focus on labor market outcomes following a job quit. The

analysis in both cases is implemented separately by country, which provides individual estimates

* For more details see www.oecd.org/employment/protection.
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of the relevant effects for each country. Exploiting the panel dimension of the data we are able to
identify the effects taking into account the presence of unobserved heterogeneity. Third, we
associate the country-specific marginal effects of job value on quit decisions and the marginal
effects of quits on post-quit labor market outcomes with the EPL indicator for permanent jobs.
Therefore, we are able to provide evidence on the correlation between the effects identified at the

individual level and institutional differences, which has not been done in the past.

4.1 Quit Behavior
We start by investigating the determinants of the decision to quit and in particular the extent to
which the value of the job affects job-to-job mobility. We use standardized job satisfaction as a

measure of the value of the job.® For each of the 12 countries, we estimate the following model:
Pr(QUiti,tJrl = 1) = ﬁlxi,t + IBZJSi,t + 8i(ft ! (1)
where Quit is a dummy variable equal to 1 if the individual i quits his job between the year t and

t+1. The vector X includes individual and job characteristics and the variable JS captures the
standardized level of job satisfaction. All these variables are measured in year t before the quit
occurred. Finally, & denotes the error term.

Panel A.l. of Table 2 presents the results from the estimation of equation (1) using a linear

probability model (LMP). The estimated coefficients for job satisfaction g, indicate that,

overall, higher levels of job satisfaction are associated with a lower probability to quit. This
evidence is consistent with the existing literature (e.g. Clark et al., 1998). There is, however,
substantial variation in the effect of job satisfaction on the quit decision across countries. The

coefficient (or marginal effect) of the level of job satisfaction is the largest in the UK, Denmark,

®> We standardize the level of job satisfaction to control for the large differences in the variance in job satisfaction
across countries.
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Finland and Ireland, followed by Belgium, Austria, Spain, Netherlands and France. For all these
countries the effect is negative and statistically significant. In contrast, for Greece, Italy and
Portugal we find that employed individuals do not respond to the level of job satisfaction. This
implies that they are more likely to experience a low level of job satisfaction before they decide
to quit compared to workers in other countries.

Note that these results might be biased if there are unobserved time-invariant
characteristics which affect both the probability to quit and the level of job satisfaction. For
example, more able and better motivated individuals are more likely to find a good job match in
which they are more satisfied and less likely to quit. Hence, if unobserved characteristics are not
taken into account, this creates a negative correlation between job satisfaction and quits, which
leads to a downward bias. Exploiting the panel dimension of the data we are able to control for
unobserved heterogeneity by estimating a fixed effects model. The results are presented in Panel
A.ll. of Table 2. We observe that for most countries the fixed effect estimates of job satisfaction
are larger in absolute value than the ones from the linear probability model. The main
conclusion, however, remains unchanged as we still find that job satisfaction does not have an
effect on quit behavior in Greece and Portugal. For Italy, we find a marginally significant
negative effect which is low: a one standard deviation drop in job satisfaction increases the
probability to quit by only 0.4 percentage points, which implies an increase in the quit rate of
about 22 percent. In Denmark, Finland and the UK, a corresponding drop in job satisfaction
increases the probability to quit by about 3 percentage points, which implies an increase of 33
percent on the quit rate in the UK, and a 53 and 74 percent increase in Denmark and Finland,
respectively.®

In order to understand these differences in quit behavior, Figure 3 plots the estimated

® A complete set of estimation results can be found in Gielen and Tatsiramos (2012).
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marginal effects for job satisfaction from the fixed effects job quit model against the strictness of
EPL in each country.” We observe that there is a negative relationship between EPL and the
sensitivity of the quit decision with respect to job quality.® This relationship suggests that when
there is strong job protection workers are less likely to quit even if the quality of their job is
lower. Based on the discussion in Section 2, there are two ways to interpret these findings. First,
it is possible that the costs associated with the decision to quit are higher in countries with more
job protection. Second, because of the lower job offer arrival in countries with high levels of
EPL - as a result of less hiring on the side of the firms - workers have to wait longer before a

good job offer arrives.

4.2 Sensitivity Analysis

We investigate the robustness of our results in a number of ways. First, we consider the effect of
job satisfaction on the decision to quit by job tenure. Since low tenure workers are less protected,
we expect that they will be less sensitive to the level of job protection. We estimate equation (1)
by interacting job satisfaction with a dummy which is equal to one for workers with tenure up to
and including six months and a dummy which is equal to one for those with tenure above six
months. With this specification we can identify the effect of job satisfaction separately for the
two sub-groups of workers (i.e. recent hires versus slightly more established workers). We
choose the threshold of six months as this is typically the duration of probation in most countries.
The estimates presented in Panels B.l. and B.Il. of Table 2 show that the effects of job

satisfaction on the decision to quit for workers with tenure above 6 months are very similar to the

" We transform the marginal effects by multiplying their absolute value by 100 in Figure 3 and the fitted line shown
in the Figure is weighted by the inverse of the variance of the coefficients. The same weighting applies to Figures 4
and 5.

& Bootstrap analyses show that the effects for the countries with lower levels of job protection (e.g. Denmark, UK,
Finland) are significantly different from the effects for the countries with higher levels of job protection (e.g.
Netherlands, Portugal).
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main results reported in Panel A.1l. Figure 4a illustrates the relationship with EPL. The left graph
shows no correlation between the effect of job satisfaction on quitting and EPL for workers with
tenure less than six months. The right graph of Figure 4a for workers with tenure above six
months suggests that the negative relationship between job satisfaction and quitting with EPL is
relevant for workers in more established employment relationships, which are those jobs for
which EPL is most protective.®

Second, we investigate the sensitivity of our main findings with respect to the quit
definition. In order to confirm that our results are indeed related to a voluntary job quit, we
consider the effect of job satisfaction on the probability to change jobs for other reasons (layoff
or other separations). Panels C.I. and C.II. of Table 2 show that, for most countries, higher job
satisfaction does not only reduce the probability to quit but also the probability to be laid off.
Note, however, that these effects are much smaller than the effects on job quitting. Observing a
small negative effect of job quality - measured by job satisfaction - on the probability to change
jobs through a layoff is intuitive because better matches are less likely to be destroyed. For some
countries, the probability of having a separation due to other reasons also reduces. Figure 4b
illustrates how these results are associated with EPL. We find in the left graph of Figure 4b that
the effect of job satisfaction on the layoff probability is also negatively correlated with the EPL
index but the correlation is much weaker compared to the quit decision. This negative
relationship is not surprising given that a higher level of employment protection is associated
with fewer layoffs. Interestingly, although the effect of job satisfaction on other separations is
also negative, the variation across countries is not correlated with the level of employment
protection as can be seen in the right graph of Figure 4b.

The findings that the effect of job satisfaction on quitting is negatively related to EPL

® We find a similar pattern if we restrict the sample to private sector workers only.
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only for more established jobs, for which EPL is more protective, and that the effect on other
separations is uncorrelated offers additional evidence for the role of EPL on job mobility.

Finally, we also investigate the sensitivity of the relationship between the quit decision
and EPL with respect to different indexes of EPL. In particular, we consider a number of sub-
indexes which are part of the overall EPL index: the index for procedural inconvenience, the
index of notice and severance payments, and the index for the difficulty of dismissal. According
to our hypothesis stated in section 2, we expect the index for the difficulty of dismissal to explain
most of the differences in quit behavior across countries. We find for all sub-indexes a negative

relationship of the quit decision with EPL, with the strongest one for the index related to the

difficulty of dismissal (based on the reported R?). These figures can be found in Gielen and

Tatsiramos (2012).

4.3 Post-Quit Outcomes
We now turn to the second part of our empirical analysis to investigate whether the differences in
quit behavior affect labor market outcomes once the job quit has been realized. We consider both

subjective job satisfaction and the hourly wage, a more objective measure of job quality.

4.3.1 Post-Quit Job Satisfaction

We start by looking at potential differences across countries in job satisfaction after the job quit.
On the one hand, individuals in countries with high levels of employment protection may exhibit
lower levels of post-quit job satisfaction since their pre-quit job satisfaction was also lower. In
addition, the layoff risk after the move to a new job is higher, which might also affect the level of

job satisfaction negatively. On the other hand, individuals in countries with high levels of job
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protection may face a higher risk of future job mismatch and, therefore, they may only decide to
accept a new job if they are certain that this will be a good match. Hence, due to these offsetting
effects, post-quit job satisfaction levels might differ across countries but the differences are not
expected to be related in a systematic way to differences in EPL. For each of the 12 countries we

estimate the following model:
IS =X +7.Q;; *“‘?ij,tS , (2)
where JS is the standardized level of observed job satisfaction in a given year, X is a vector of

individual and job characteristics, Q is a dummy variable equal to 1 if the individual has quit his

job between the year t-1 and t, and & is the error term.
Panel A.l. of Table 3 presents the results from estimating equation (2) by OLS. The

parameter estimates for the quit dummy (y,) suggest that those who quit experience higher

levels of job satisfaction compared to stayers. This effect is statistically significant in almost all
countries. We also estimate equation (2) with fixed effects and we present the estimated
coefficient for the quit dummy in Panel A.Il. of Table 3. The results confirm the finding that
quitters experience higher levels of job satisfaction compared to stayers.

The magnitude of the effect varies across countries with a 0.55 standard deviation higher
level of job satisfaction for quitters in Finland, 0.5 in Belgium, about 0.3 in Austria and France,
about 0.25 in Spain, Italy and Ireland, and lower and non-significant effects for Denmark,
Greece, Netherlands and Portugal.

The top graph in Figure 5 plots the estimated effects from the fixed effects model against
the strictness of EPL in each country. The results indicate that there is quite some cross-country

variation in the post-quit job satisfaction levels, but this does not seem to be related to the level
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of EPL in a systematic way as the fitted line is flat. As we noted earlier the Figure is weighted by
the inverse of the variance of the coefficients of the quit variable.

The lack of a relationship between the level of job protection and the level of job
satisfaction following a job change suggests that overall quitters obtain a job with a higher value
or match quality compared to stayers. However, there might be differential effects on the various
job quality domains (i.e. wages and job security) for the different countries, which do not show
in overall job satisfaction if they offset each other. We consider this possible offsetting effect

below.

4.3.2 Post-Quit Wages
Job satisfaction levels following a job quit are different across countries, but not systematically
related to cross-country differences in EPL. However, this does not necessarily imply that there
are no country differences in post-job quit outcomes. For example, individuals might look for
higher wages to compensate for the loss in job security after a quit. Since the loss in job security
is positively related with EPL (Clark and Postel-Vinay, 2009), the observed wage following a job
quit might also vary with the level of employment protection. If this is the case, then the drop in
job security following a quit might be offset by higher wages. This could explain our finding of
no relationship of overall job satisfaction and differences in job protection.

In order to disentangle the two effects, we consider the effect of job quits on wages by

estimating for each country the following equation:
logW,, =6, X;, +5,Q., + &}, (3)
where W is the hourly wage, Q is a dummy variable equal to 1 if the individual has quit his job

between the year t-1 and t, and " is the error term.
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Panel B.l. of Table 3 presents the results of estimating equation (3). The estimates of the

coefficient 5, show that in most countries quitters receive higher wages than stayers. This

finding is robust to the inclusion of individual fixed effects. From panel B.Il. of Table 3 it
appears that the largest effect (nearly 7 percent) is observed in Portugal, which is also the
country with the strongest employment protection for permanent jobs. Note that the quit effect
on wages for workers in the UK and Denmark, the countries with the lowest levels of job
protection, are not significant. The bottom graph of Figure 5 plots the coefficients of the quit
dummy against the EPL strictness and shows an upward sloping trend.’® This suggests that
workers in countries with high levels of job protection, who experience lower levels of job
security after a job quit, end up in jobs in which they receive higher wages than workers in
countries with low level of protection. These higher wages are likely to compensate for the loss
in job security.

Although we find a positive slope of the effect of quit on wages with the level of EPL
across countries, the effect is not significant for many countries and there are no significant
differences across countries. This might be due to the fact that employment protection policies
and wage compression policies are often implemented together (Bertola and Rogerson, 1997),
which means that wage following a job quit will be lower when job protection is high. This
might reduce the effect of quitting on wages in countries with high levels of EPL, which are

necessary in order to compensate for the lower levels of job security.

5. Conclusion

This paper investigates the relationship between employment protection legislation and workers’

19 Similar to the quit decision we find a similar pattern if we restrict the sample to private sector workers only.
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labor market behavior. In particular, we examine the extent to which cross-country differences in
individual quit behavior can be explained by the existing differences in the level of job
protection across countries. By focusing on workers’ quit decision we contribute to the existing
literature, which has mainly focused on the effect of EPL on firms’ hiring and firing decisions.

We use individual panel data from 12 European countries, which differ in their level of job
protection. We find that the effect of job quality as measured by the level of job satisfaction, on
the decision to quit differs across countries and is negatively related to the level of employment
protection. This finding suggests that, in countries with high levels of job protection, workers are
less likely to quit their job even if job quality is low. This can explain the negative relationship
between quit rates and EPL across countries that we observe in the data. This individual behavior
can be explained by increased mobility costs associated with higher expected risk of post-quit
layoff and job mismatch when the level of job protection is high. Furthermore, we find that post-
quit labor market outcomes are also related to EPL. Individuals in countries with a high level of
employment protection, who experience lower levels of job security after a job quit, end up in
jobs in which they realize slightly higher wages than workers in countries with low level of
protection.

Considering these findings together suggest that more job protection lowers quit rates by
inducing the employed workers to stay in low satisfaction jobs until they find a better paying job,
which is necessary for offsetting the increased risks of mobility. Hence, if policy makers decide
to impose strong employment protection legislation to protect workers from involuntary layoff,
this comes at a cost of reduced voluntary labor mobility.

These correlations between individual quit behavior and EPL that we report should not be

interpreted as a causal effect of EPL. Giving a causal interpretation would require sufficient
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exogenous variation in EPL for all the countries simultaneously during the period 1994-2001, for
which panel data are available. In the absence of such variation, the analysis presented in this
paper is a first step towards understanding the role of job protection in individual job quit
behavior. The analysis of the causal effect of changes in job protection on the decision to quit

and post-quit outcomes is the subject of future research.
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Figure 1. Stylized Figure of Job Satisfaction Around a Job Quit.
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Source: Based on Gielen (2008).
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Figure 2. Average Country Quit Rates and EPL.
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Figure 3. Effect of Job Satisfaction on Quit Decision over EPL.
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Note: The figure presents the absolute value of each estimate (x 100). The regression is weighted by the inverse of

the variance of the point estimates.
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Figure 4. Sensitivity Analysis.

Figure 4a. Effect of Job Satisfaction on Quit Decision by Tenure over EPL.
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Figure 4b. Effect of Job Satisfaction on Layoff and Other Separations over EPL.
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Figure 5. Effect of Quits on Job Satisfaction and Wages over EPL.
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Table 1: Summary Statistics.

Austria Belgium Denmark Finland France Greece
Mean s.d. Mean s.d. Mean s.d. Mean s.d. Mean s.d. Mean s.d.

Quit 0.020 0.140 0.022 0.146 0.049 0.216 0.043  0.202 0.021  0.145 0.021  0.143
Job Satisfaction 4929 0.921 4474  1.150 4,947 0.881 4556  0.954 4395  0.996 4195 1.061
Elapsed Tenure (months) 154.232 79.418 145.139 76.629 119.704  78.507 125.200 76.860 140.165 78.853  145.698 83.138
Age 39.593 7.764 39.936 7.321 41.082 7.809 40.944 7.820 40.602  7.699 40419 7.812
Secondary Education 0.804  0.397 0.327  0.469 0.458 0.498 0.448  0.497 0.377 0.485 0.371  0.483
Lower than Sec. Education 0.112 0.315 0.232 0422 0.133 0.340 0.170  0.376 0.401  0.490 0.296  0.457
Couple 0.787  0.410 0.871  0.335 0.842 0.365 0.843  0.364 0.874 0.332 0.816  0.388
Foreign Born 0.049 0.217 0.082 0.274 0.024 0.152 0.036 0.186 0.080 0.271 0.040 0.196
Number of Children 0.526  0.499 0.508  0.500 0.535 0.499 0.533  0.499 0.593  0.491 0.593 0.491
Private Job 0.685  0.465 0.633  0.482 0.679 0.467 0.700  0.458 0.720  0.449 0.479  0.500
Industry 0.444  0.497 0.369  0.482 0.343 0.475 0.438  0.496 0.405 0.491 0.315 0.464
Services 0.541  0.498 0.623  0.485 0.635 0.482 0.532  0.499 0579  0.494 0.679  0.467
Unemployment Experience 0.138  0.345 0.139  0.346 0.220 0.415 0.267  0.442 0.133  0.340 0.163  0.369
Regional Unemployment Rate  4.861  1.550 10.7054 2.858 7.903 0.075 10.331  2.767 11.103 2.104 11561 0.609
Number of Observations 4,328 3,313 3,597 2,203 7,204 4,564

Ireland Italy Netherlands Portugal Spain UK

Mean s.d. Mean s.d. Mean s.d. Mean s.d. Mean s.d. Mean s.d.

Quit 0.034 0.182 0.018 0.133 0.039 0.194 0.023  0.150 0.022  0.147 0.107  0.309
Job Satisfaction 4637 1113 4160 1.183 4,757 0.838 4141 0.833 4427 1137 4197 1.252
Elapsed Tenure (months) 147.671 80.731 155.699 79.604 133.110 78.977 150.033 79.046 153.060 79.280 72710 65.213
Age 39.636 7.836 40.490 7.684 40.916 7.451 39.159 7.976 40.285 7.645 39.907 7.839
Secondary Education 0.388  0.487 0.451  0.498 0.333 0.471 0.129 0.335 0.219  0.413 0.127  0.333
Lower than Sec. Education 0.323  0.468 0.425 0.494 0.517 0.500 0.796  0.403 0.447  0.497 0.340 0.474
Couple 0.801  0.400 0.823  0.382 0.899 0.301 0.835 0.371 0.855  0.353 0.827 0.378
Foreign Born 0.038  0.190 0.019 0.135 0.001 0.037 0.023  0.150 0.011  0.102 0.004 0.061
Number of Children 0.621  0.485 0576  0.494 0.571 0.495 0.566  0.496 0.589  0.492 0.470  0.499
Private Job 0.592  0.492 0.620 0.485 0.735 0.441 0.737  0.440 0.698  0.459 0.774 0.418
Industry 0.356  0.479 0.381 0.486 0.323 0.468 0.406  0.491 0.373 0.484 0.398  0.489
Services 0.612  0.487 0597 0.491 0.664 0.472 0.551  0.497 0.603  0.489 0595 0.491
Unemployment Experience 0.143  0.350 0.139  0.346 0.104 0.305 0.110 0.313 0.188  0.391 0.184 0.387
Regional Unemployment Rate  9.572  0.826 14111  9.025 10.148 0.000 6.608  2.040 17.071  4.723 5170 1.427
Number of Observations 2,979 9,483 8,143 6,682 6,836 5,350




Table 2: Regression Results for Quit Decision (Total and by Tenure) and for Separations for Other Reasons.

Austria Belgium Denmark Finland France Greece
A. Effect on Quits Coef. s.e. Coef. S.e. Coef. S.e. Coef. S.e. Coef. S.e. Coef. s.e.
Al LPM
Job Satisfaction (Standardized) -0.007 0.003 *** -0.009 0.003 ***  -0.018 0.005 *** -0.014 0.005 ***  -0.005 0.002 ** 0.001  0.002
A.ll. Fixed effects
Job Satisfaction (Standardized) -0.011  0.003 *** -0.006 0.004 -0.026 0.005 ***  -0.032 0.008 ***  -0.005 0.002 ** 0.001  0.003
B. Effect on Quits by Tenure (Fixed Effects)
B.1. Less or equal than 6 months
Job Satisfaction -0.068 0.031 ** -0.007 0.047 -0.063 0.064 0.106  0.093 -0.050 0.032 -0.009 0.040
B.11. More than 6 months
Job Satisfaction -0.011 0.003 *** -0.006 0.004 -0.026 0.005 ***  -0.032 0.008 ***  -0.005 0.002 *** 0.001 0.003
C. Effect on Other Reasons (Fixed Effects)
C.l. Layoff
Job Satisfaction -0.004 0.002 ** 0.003  0.003 -0.012 0.003 ***  -0.004 0.004 -0.004 0.001 *** -0.0005 0.002
C.11. Other separations
Job Satisfaction -0.010 0.002 *** 0.002  0.003 -0.006  0.004 -0.009 0.003 ***  -0.003 0.001 *** -0.002 0.002

Ireland Italy Netherlands Portugal Spain UK
A. Effect on Quits Coef. s.e. Coef. s.e. Coef. s.e. Coef. S.e. Coef. s.e. Coef. s.e.
A.l.LPM
Job Satisfaction -0.011 0.004 *** -0.002 0.002 -0.005 0.002 ** 0.000 0.002 -0.006 0.002 ***  -0.023 0.005 ***
A.ll. Fixed effects
Job Satisfaction -0.016 0.005 *** -0.004 0.002 * -0.002  0.003 0.001 0.003 -0.004 0.002 * -0.035 0.006 ***
B. Effect on Quits by Tenure (Fixed Effects)
B.I. Less or equal than 6 months
Job Satisfaction -0.311 0.053 *** -0.075 0.027 ***  0.023 0.032 -0.038 0.039 0.007 0.026 -0.009 0.028
B.11. More than 6 months
Job Satisfaction -0.015 0.005 *** -0.003 0.002 * -0.002  0.003 0.001  0.003 -0.004 0.002 * -0.036  0.006 ***
C. Effect on Other Reasons (Fixed Effects)
C.1. Layoff
Job Satisfaction -0.006 0.002 *** -0.001 0.001 0.0004 0.001 0.002 0.001 -0.002 0.001 * -0.005 0.003
C.11. Other separations
Job Satisfaction -0.002  0.003 0.001  0.001 -0.005 0.002 ** -0.002  0.002 -0.002  0.001 -0.009 0.004 **

Notes: A ***/**[* indicates that the coefficient is different from zero at a 1\%/5\%/10\% level of significance.
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Table 3: Regression Results for Post-Quit Outcomes.

Austria Belgium Denmark Finland France Greece
A. Job Satisfaction Coef. s.e. Coef. s.e. Coef. S.e. Coef. s.e. Coef. s.e. Coef. s.e.
Al LPM
Quit 0.318 0.108 *** 0.338 0.122 *** 0.164 0.088 * 0.403 0.100 *** 0.390 0.084 ***  0.198 0.122
A.ll. Fixed effects
Quit 0.305 0.114 *** 0.502 0.113 *** 0.083 0.091 0.549 0.146 *** 0.285 0.085 *** -0.002 0.125
B. Wages
B.I. LPM
Quit 0.015 0.046 0.014 0.038 0.032 0.023 0.120 0.039 *** 0.014 0.040 0.116 0.055 **
B.I1. Fixed effects
Quit -0.004 0.021 0.013 0.023 0.012 0.013 0.062 0.024 ** -0.029 0.021 0.050 0.029 *

Ireland Italy Netherlands Portugal Spain UK
A. Job Satisfaction Coef. s.e. Coef. S.e. Coef. S.e. Coef. S.e. Coef. s.e. Coef. s.e.
A.l. LPM
Quit 0.189 0.107 * 0.234 0.090 *** 0.174 0.069 ** 0.183 0.094 * 0.221 0.111 ** 0.088 0.052 *
A.ll. Fixed effects
Quit 0.224 0.112 ** 0.244 0.087 *** 0.116 0.072 0.149 0.093 0.261 0.131 ** 0.146 0.043 ***
B. Wages
B.I. LPM
Quit -0.015 0.037 0.072 0.027 *** 0.073 0.027 *** 0.164 0.047 *** 0.118 0.056 ***  0.025 0.022
B.Il. Fixed effects
Quit -0.0563 0.022 ** 0.039 0.018 ** 0.031 0.024 0.067 0.019 *** -0.003 0.028 0.016 0.011

Notes: A ***/**[* indicates that the coefficient is different from zero at a 1\%/5\%/10\% level of significance.
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