
Helsingin yliopisto - Helsingfors universitet - University of Helsinki ID 2004-3054

Tiedekunta-Fakultet-Faculty
Valtiotieteellinen tiedekunta

Laitos-Institution-Department
Nationalekonomiska institutionen

Tekijä-Författare-Author
Siljander, Eero
Työn nimi-Arbetets titel-Title
Labour demand, elasticity and adjustment : a dynamic model with firm and time specific adjustment and application to
finnish firm data

Oppiaine-Läroämne-Subject
Nationalekonomi
Työn laji-Arbetets art-Level
Licentiatsavhandling

Aika-Datum-Month and year
2004-12-01

Sivumäärä-Sidantal-Number of pages
51 p. + appendix 2 p.

Tiivistelmä-Referat-Abstract
This thesis deals with labour demand, the elasticises of labour demand and adjustment through the theory of labour economics, an econometric
model and its application to panel data set of finnish firms. First a continues and discrete time model of labour demand are specified with strictly
convex or quadratic adjustment costs. In the econometric part of the study a model for labour demand with firm and time specific elasticises and
adjustment are specified. The adjustment parameter is also explicitly modeled.
From the econometric model for labour demand the wage-, output-, capital- and trend elasticity are calculated for each observation in time. Then
these elasticities are averaged according to the factor of interest which in this thesis are 1.time, 2.industry and 3.size of firm. The same applies
for the adjustment parameter. Especially the wage elasticity is of special interest as it describes the effects of the tax wedge of labour on labour
demand.
In the econometric part of the thesis the elasticises and adjustment of labour demand are estimated from an unbalanced panel data set of the 500
largest enterprises in Finland as measured by turnover. The data covers the years from 1986 to 2003 and has a total of 8185 observations. As an
econometric research method a fixed effects nonlinear seemingly unrelated regressions (SUR) algorithm is used to estimate labour demand.
The results indicate that the wage and output elasticity of labour demand have increased during the observed period from 1986 to 2003. The
wage elasticity has increased from -0.6 to -0.75 and the output elasticity from 0.8 to 0.9 in the long run during the data period. The same pattern
is observed for these elasticises in the short run as well. Technical change has decreased labour demand by approximately two percent p.a. in the
short and long run. These results confirm that finnish labour markets have become more flexible due to increased competition and integration of
product markets which in turn are due to the single market policies of the EU and the effects of globalization on labour markets. The only
surprise in the results is that the adjustment parameter has decreased slightly during the end of the observation period which points to mounting
adjustment costs of labour demand and rigidities in the adjustment of labour markets.
The results also show that the elasticises and adjustment of labour demand vary strongly with the industry of the firm. This points to the
heterogeneity across firms and industries which validates the research strategy and methodology used here and should not be overlooked in
empirical research in general. On the other hand firm size is not found to be a significant factor in determining the elasticises or adjustment.
Therefore the explicit modeling of firm and time specific adjustment should be taken into account in future research on labour demand and its
elasticises.
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