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INTRODUCTION 

„Labour market institutions are 

a system of laws, norms, or 

conventions resulting from a 

collective choice and providing 

constraints or incentives that alter 

individual choices over labour,” 

according to Boeri and van Ours 

(2008). 
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INTRODUCTION 

The perspective of endogenous 

growth theories claimed that the 

most important mechanisms by 

which labour market institutions 

can affect productivity growth 

operate mainly through physical and 

human capital accumulation and 

innovation (Barro and Sala-i-Martin 

1997).  



INTRODUCTION 

Recently, serious debates have taken 

place in an attempt to explain the 

role of institutions.  

However, as North (1991) claimed 

that institutions matter, 

essentially nowadays no clear 

theoretical consensus has yet 

emerged to answer how.  



RESEARCH QUESTIONS 

In this point of view one interesting 

research question:  

Is there any existing labour market 

institutions, which impact on 

productivity (output per capita) in long 

run, and also what kind of 

characteristics they should have in 

economies.  
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INDUSTRY STRUCTURE TAXONOMY 
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SOURCES OF DATA 

the given time series of gross value added 

(GVA) in constant (1995) prices and 

numbers of persons engaged to calculate 

productivity and employment growth 

from EU KLEMS database. 

share of investment within GDP, from 

the Penn World Table (PWT) of Heston et 

al. (2006). 

the labour market institutions from the 

OECD STAT databases. 
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Our starting point is a Cobb-Douglas production 

function, so production at time [t] can be written as: 

 The notation is the standard, where [Y] represents 

output, [A] is the ‘total factor productivity’ factor, 

[K] and [L] are capital and labour.  

 Thus, we assume a constant return to scale and the 

magnitude of (1-α) should correspond roughly to the 

labour income share in total GDP, which is close to 

2/3 in most countries. 
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According to the suggestion of Mankiw et al. there is 

an alternative way to express the role of institutions 

from this model: 

 Getting [Y/L], as output per capita for the steady 

state level of productivity and the rate of 

investment in physical capital [sk], the rate of 

sectoral employment growth [n]. We also assume 

that technological changes [g] and  depreciation 

rates [δ] are constant across countries. The [A] term 

reflects here the role of institutions. ln[A] = [X] and 

[e] represents a country-specific shock.  
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• Taking into account new endogenous 

growth theories our dynamic model 

includes the lagged dependent variables 

among the repressors’ developed by 

Arellano and Bond (1991). 

• After taking the first differences of the 

dependent variables of Equation (2), our 

basic model assumes the following formula, 

which is used in each of the different 

labour-skilled sectors:  
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• the dependent variable here [Yi,t] is the ratio of a real 

GVA per capita of country [i] for the period [t] at a 

constant price (1995);  

• the first dependent variable is the first lag of the 

productivity growth [Yi,t]; 

• [sk] is the share of investment within sectoral output 

from the PWT and  

• [n] is the average growth rate of labour forces in each 

branches; the rate of [g] and depreciation [δ] here 

assumed to be 0.05, as in Mankiw et al. (1992);  

• [X] is a vector, which indicates the impacts of labour 

market institutions 

• and [e] is the error term.  
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RESULTS 

 If we have a continuous time an increase in 

the share of investment within GDP [sk] 

variable in both sectors, as theoretically 

expected, we could claim a positive (pro-

cyclical) impact on productivity growth. 

According to the growth theories, the 

employment growth attainment is negatively 

related to the growth of per capita output in 

the long run.  
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RESULTS 

As we can see our results, the effect of UBs on 

the growth of productivity does not seem to be 

large. Nevertheless, there are negative 

coefficients in all branches but there is no 

significant z-statistic in LS branches. Hence, 

UBs are obviously controversially correlated 

with productivity growth in these sectors. 

From our result we could also state that an 

increase in EPL in the OECD countries 

reduced productivity growth in both high and 

low (HIS and LIS) labour-skilled sectors. 
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CONCLUSIONS  

In particular, our analysis suggests that 

policy makers must try to increase the 

degree of competition in labour markets; 

i.e. by motivating skilled workers to learn 

more for better productivity growth.  

Moreover, we believe that lower level of 

unemployment benefits and less 

regulated labour markets are needed for 

better economic performance. 
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FUTURE RESEARCH DIRECTIONS 

 (I) Recently, serious debates have taken place 

in an attempt to explain the role of education 

as they might influence productivity. 

 (II) Since now, there is no ambiguous evidence 

to identify other institutions (i.e. ALMPs, 

labour unions, tax wedges etc.) impact on 

output per capita in different labour-skilled 

sectors.  

Hence, further research in these approaches 

could be fruitful as well. 
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