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THESIS ABSTRACT

This thesis 1s an empirical investigation Into the behaviour of regional
unemployment, wages and prices for the UK economy over the period 1974-1996. It
develops a measure for regional retail prices and regional retail price expectations
with which to examine regional price behaviour and to develop a further

understanding of the labour market adjustment processes that occur at the regional

level.

Using regional prices and regional price expectations this thesis produces results
which demonstrates a greater consistency with the predictions of regional wage

determination models than either aggregate real wage modelling or the use of

aggregate prices. The analysis of regional labour markets is developed alongside the
dramatic change in regional unemployment relativities that occurred in the UK over
the early 1990s and finds support for a clear north-south differential in regional real
wage-adjustment processes consistent with contemporary models of wage

determination. It is argued that the change in regional unemployment differentials
was due to a combination of region-specific price expectational errors and the
asymmetric impact of the economic shock. The narrowing of regional unemployment
differentials occurred because real wage adjustment was slower in the south than in

the north.

This thesis suggests that regional price expectations can be modelled as a function of
the perceived regional economic climate. Due to the incidence of region-specific
shocks and regional asymmetries in the response to such economic shocks, it is
argued that aggregate modelling of the UK labour market leads to spurious results on
estimated labour market relationships unless regional differences are explicitly
modelled. It is argued that regional labour market modelling needs to incorporate a

measure of regional prices with which to model the underlying processes.

X1il



CHAPTER ONE

INTRODUCTION

1.1 Introduction

This thesis is an empirical examination into the behaviour of UK regional

unemployment, wages and prices. Its main innovation is the construction of regional

retail price and regional retail price expectations variables with which to examine the

behaviour of the regional labour market and test the predictions of regional models of

wage determination.

Regional labour market models, from regional Phillips curves first suggested by

Lipsey (1960), to the more recently developed regional wage curve model of
Blanchflower and Oswald (1994) suggest that regional unemployment is either

determined by or reflects changes i1n the rate or level of regional wages. Both
theoretically and empirically, establishing region-specific labour market processes is,
however, difficult to achieve. Essentially this is because the region is part of the
national economy, extensive inter-regional trade and the impact of national economic
policies upon the regional economy makes it difficult to disentangle what determines
regional variables. In pooling regional relationships this inter-relatedness is picked
up by the presence of cross-sectional correlation of the residuals. To get efficient
coefficient estimates, this needs to be removed. Testing for and removing cross-
sectional correlation lie at the heart of modelling of regional labour markets and is

taken explicitly into account in regional labour market estimations.

Empirically regional labour market analysis has focused on the existence of

persistent regional unemployment differences. Attempts at trying to understand the
causes of such persistence (e.g. Thirwall (1966), Forrest and Naisbitt (1988), Bover,
Muellbauer and Murphy (1989)), the possible problems such persistence might have

1



(Blackaby and Manning (1987), Blackaby and Murphy (1995)), and the consequent
behaviour of the regional economy (Lispey (1960), Blackaby and Manning (1992)
and Blanchflower and Oswald (1994)) dominate the regional economic literature.
Very little empirical work has, however, been done on the incorporation of a robust
measure of regional prices and no work at all on the incorporation of region-specific

price expectations.

Government policy seeking to address the issue of regional unemployment
differences has gone hand in hand in the literature with the notion that the UK
economy is divided geographically into a prosperous, fast growing, low
unemployment south, against a less prosperous, slow growing, high unemployment
north. The division being some point around the Midlands is well-established. The
division is, however, formally based on relative unemployment differences, (see
Blackaby and Murphy (1995), p 492) and has been in existence for over 70 years
(McCormick (1997) p. 582). This thesis explores regional labour market interaction
and tests whether a clear north-south divide exists in the relationship between
unemployment, wages and prices and whether it is stable through time. The
motivation for this exploration is the particular regional impact of the national
economic recession of the early 1990s which led to a dramatic shift in regional

unemployment differentials. This thesis seeks to explain why this dramatic shift

occurred.

1.2 Motivation of Thesis

The motivation of this thesis is in seeking to explain regional unemployment
differentials within the context of regional labour market adjustments using a robust

measure of regional prices and regional price expectations.

Implicit in the notion of regional labour market adjustment processes explaining
unemployment differentials is that the regional labour market is significantly
different from the national. The competitive / neo-classical model of wage
determination argues that the existence of, at times large and persistent differences
in, regional unemployment suggest that the source of such differences are economic

characteristics particular to the region (see for instance Blackaby and Manning



(1987)). As a result it is predicted that differences in regional unemployment would
be mirrored by regional differences in wages and prices. If these characteristics are
not region-specific then regional unemployment differences would be competed
away. Differences in regional unemployment wages, and prices are, however,
consistent with the existence of a number of institutional factors (Blackaby and
Manning (1987), p. 158). As a result current regional labour market hterature
supports the notion that regional labour markets do not operate according to the
assumptions of the neo-classical model in particular with respect to housing and
mobility of labour, (see for instance Bover, Muellbauer and Murphy (1989)). In
challenging the neo-classical model a number of papers have attempted to
incorporate a measure of regional cost of living differences, assumed important in
regional labour market decision-making and hence unemployment. The incorporation
of regional living costs has, however, been based purely on survey data which itself
has not been thoroughly examined nor compared with the Retail Price Index. These
failings suggest that if these regional cost of living estimates are not representative of

the true regional cost of living they might produce potentially misleading and biased
estimates in regional labour market estimation. This thesis re-examines the source of
these regional living costs estimates and constructs a measure of regional prices that,
in the aggregate are not significantly different from the behaviour of the published
Retail Prices Index. Regional price behaviour and regional real wage estimates are
therefore derived in examining the relationship between regional unemployment and
regional real wages. Furthermore expected prices are constructed and examined in
seeking to analyse the behaviour of the regional labour market. Regional price
expectations are formulated at the regional level alone, and different price
expectations hypotheses assumed with which to try and understand regional

unemployment behaviour.



1.2 Contribution of Thesis

In the construction of regional price and regional price expectations estimates this
thesis offers a more robust estimate of regional prices than alternative regional price
specifications used in the literature. It also provides evidence of the regional price
variable being superior to the use of the RPI in analysing the regional labour market.
Wage determination models such as the wage curve model of Blanchflower and
Oswald (1990) and regional Expectations-Augmented Phillips Curve (EAPC
hereafter) estimates are based on the theoretical presumption that real wages and
expected prices are significantly related to unemployment, with respect to these
models this hypothesis is tested. More importantly the behaviour of regional prices
against the RPI is examined, and the existence of regional price asymmetries tested.

The 1ssue of improved regional labour market estimates using a regional price

variable over a national average is examined.

In regional labour market analysis this thesis attempts to unravel the deterministic
processes of regional economic behaviour. It establishes that regions are driven by a
number of factors that are both particular to the region and shared with other regions.
The empirical estimates on regional labour markets at times fail to address this issue.
In all regional labour market models examined in this thesis cross-sectional
correlation 1s explicitly tested for. The inability to reject the presence of cross-
sectional correlation suggests not only that estimated models without similarly
testing for and removing it produce potentially inefficient estimates but also that
regions despite economic differences are highly inter-related. Regression estimates
of the regional labour market incorporating regional prices against the national
average are used to measure the relationship between the region and the nation over
time. It is found that in a number of cases, over certain time periods, the hypothesis

that the regional labour market is not statistically, significantly different from the

national average can be rejected.



1.3 Plan of Thesis

1.3.1 Chapter Two

This Chapter explores and analyses the behaviour of the ‘claimant count’ measure of
regional unemployment, for all aduits, all males and all females, for April of each
year 1974-1996. Measures of dispersion combined with Figures and Tables on the
changing regional unemployment rate chronicle the dramatic shift in the narrowing
of regional unemployment differentials in the early 1990s which is supported by
regression estimates and test statistics over this period. Chapter Two also examines
the behaviour of regional nominal wages measured as Average Gross Weekly
Earnings divided by the number of hours worked, for all adults, all males and all
females, for April of each year, 1974-1996. Similar statistical analyses as

unemployment, however, fail to pick up significant regional wage variations and

only a weak relationship between regional wages and regional unemployment

behaviour is identified.

1.3.2 Chapter Three

This Chapter focuses on the construction of a regional price index using a
combination of official and unofficial data for each of the 11 Standard Statistical
Regions of the UK. The technique adopted in combining this data to produce a retail
price indices for each region, i1s determined by comparing the behaviour of
constructed aggregate estimates of UK prices with the behaviour of the RPI.
Regional prices were constructed to April of each year over the period 1974-1996.
Analysis of regional price behaviour indicates a very high degree of correlation
across all regions and with the RPI insignificant differences in regional price levels
are found. Regional price vaniations, however, are estimated and variations in the
variability of regional prices are found over the late 1980s and early 1990s period.
This finding suggests that regional price variability might be correlated with the

changing pattern of regional unemployment and that regional price asymmetries have

occurred over the period.



1.3.3 Chapter Four

This Chapter constructs two measures of regional real wages, one using the regional
price indices from Chapter Three and the other using the RPI. All values are to April
of each year. This Chapter introduces the notion of pooling regional equations and
estimation of the parameters using the Seemingly Unrelated Regression technique
(SUR), or on smaller samples using the method of Generalised Least Squares (GLS)

and then correcting for the presence of cross-sectional correlation.

Regional real wage variations are found to be more marked with regional price
deflators than the RPI, and show stronger support for the predictions of wage
determination models over the period 1975-1989. From 1990, however, the changing
dispersion of regional unemployment is not matched by the predicted behaviour in
the dispersion of regional real wages under the assumption of symmetrical
adjustment 1n demand across all regions. This suggests that either the economic

shock of the 1990s was not symmetrical in its impact or that regional wage processes

differ across regions. Simple symmetrical tests on nominal wages and prices suggest
that actual prices in the south of the UK differed from the north and as a result

aftected relative real wage growth.

1.3.4 Chapter Five

This Chapter examines the issue of regional EAPC estimates differing over time and
across regions. Implicit in these estimates 1s the aggregation hypothesis of Lispey
(1960) that regional Phillips curves, (interpreted as short-run EAPCs) are
significantly different from each other. The modelling of the EAPC involves
estimation of the regional price expectations coefficients. These expectations
variables are constructed based on the assumptions of both the adaptive expectations
hypothesis and the rational expectations hypothesis, for both the regional price
indices and the RPI. Support for regional EAPCs in the short-run in which
unemployment is found to be significantly related to wages and in the long-run in
which unemployment 1s not significantly related to wages are found. Modelling
changes in unemployment as determined by price expectational errors, the post-1990
period in which regional unemployment differential narrowed finds that such

expectational errors are significantly related to movements in unemployment. The



estimated coefficients on price errors are, however, poor for the RPI in terms of
distinguishing between the north-south regional unemployment differentials and
between the different price expectations hypotheses. Whilst the regional price
expectational errors produce different coefficient estimates for the north and the
south this is not the case for the different price-expectations hypotheses. Modelling
price expectations as a function of the perceived economic climate, a switching
regression model of price expectational errors on unemployment is produced. This
provides superior estimated coefficients on the role of price errors, with such errors

in the south having a greater impact on unemployment than in the north.

1.3.5 Chapter Six

Finally Chapter Six offers come concluding comments on the major findings of the

thesis, it contains a summary of each Chapter and offers some areas for further

research.



CHAPTER TWO

REGIONAL UNEMPLOYMENT AND WAGES

2.1 Introduction

This chapter examines the behaviour of both the “claimant count” measure of
unemployment and the measured average gross hourly earnings of the labour force
for each of the UK regions as well as the UK average, using annual data over the
period 1974 to 1996. A distinction is made between examining the average totals in
each case as well as segregating the labour market measures into total, male and
female. The reason for the examination is in the main to chart the behaviour of these
variables 1n the hope of identifying their major characteristics, and in particular to
examine any relationships between wages and unemployment that would support the

hypothesis that regional labour markets interact. The data are official and have been

used in a number of studies in the past that have sought to characterise the labour

market across the UK regions. The apparent paradox between the faith placed in the
efficient operation of a market-based labour market and the existence of persistent
and sometimes chronic unemployment differences across the regions has been at the
centre of prior investigations into regional labour market analysis. This chapter

explores and tests the regional behaviour of unemployment and wages.

2.2 Unemployment

The current government’s definition of unemployment refers to the labour market
‘claimant count’ measure as defined by the Office for National Statistics (ONS).
Either in its thousands or as a percentage of the registered workforce it refers to all
individuals who are in receipt of unemployment-related benefits. As such it covers

individuals who are registered as actively seeking work and who are able to provide,



on request, evidence to that effect.’ Given that the current measure is based on
individuals who are not only registered as actively seeking work but who are also 1n
receipt of benefits, the true number of persons being unemployed 1s difficult to
ascertain; however, the ‘claimant count’ is the only official and consistent measure

available over the time period.

The unemployment rate typically characterises the economic state of the national
economy of the U.K. Although the unemployment rate typically lags the trade cycle
it nonetheless demonstrates a clear inverse relationship with the economy’s growth

cycle of real Gross Domestic Product (GDP).

2.2.1 Regional Unemployment

Unemployment data are collected geographically, so the compilation of regional

unemployment rates 1s not a difficult procedure.

For the seventy years up until 1990, UK regional unemployment has demonstrated a

distinct regional pattern. Whilst regional unemployment rates exhibited a highly
synchronous pattern through time there has been a clear high-low unemployment
split between the north and south of the country respectively. Indeed this split 1s or
has often been referred to in the context of there being a regional problem and has
formed the basis of regional policy and analysis, (cf. Armstrong and Taylor (1993)
Chapter 8). Regional policy, however, has concentrated on the regional labour

market, in which regional unemployment forms only one part. Indeed the division of

regional unemployment into varying types, the regional distribution of industries
and occupations and the inter-relatedness of regional economies with the national
economy makes the analysis of regions difficult. As such the analysis of regional
unemployment involves a much deeper understanding of the behaviour of the
regional labour markets. Studying the behaviour of regional unemployment offers a

first insight into such regional markets.

' A distinction is made between the economist’s definition of unemployment and the government’s. In
particular the latter requires registration to that effect and proof of employment search At the time of,
writing, over the 1974-1996 sample period the official unemployment measure has changed on 29

times occasions. Furthermore married women looking for employment are excluded from the
‘claimant count’ measure of unemployment.



Figure 2.1: Percentage Rate of Total Unemployment, 1974-1996
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Source: DIEE: (1998), April Percentage Unemployment Rates, 1974-1996. Claimant Count
Consistent Measure.

Figure 2.2: Percentage Rate of Male Unemployment, 1974-1996
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Source: DfEE: (1998), April Percentage Unemployment Rates, 1974-1996. Claimant Count
Consistent Measure.
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Figure 2.3: Percentage Rate of Female Unemployment, 1974-1996
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Source: DIEE: (1998), April Percentage Unemployment Rates, 1974-1996. Claimant Count
Consistent Measure.

Figure 2.4: Percentage Rates of Regional Total Unemployment, 1974-1996

Percentage Rate

Source: DIEE: (1998), April Percentage Unemployment Rates, 1974-1996. Claimant Count
Consistent Measure.”

2 Where EA = East Anglia, EM = East Midlands, NO = North, NW = North West, SE = South-East,

SW = South West, WM = West Midlands, YH= Yorkshire & Humberside, NI = Northern Ireland, SC
= Scotland and WA = Wales.
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Figure 2.5: Percentage Rates of Regional Male Unemployment, 1974-1996
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Figure 2.6: Percentage Rates of Regional Female Unemployment, 1974-1996
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> For regional identifiers see footnote on previous page.
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Figures 2.1 to 2.3 illustrate the unemployment rate for the UK, using the official
annual data from the Department for Education and Employment (DIEE hereafter),
for April of each year 1974-1996 inclusive. Whilst the unemployment rate is given

for the total and male / female split a similar rise and fall of the unemployment rate is
pictured clearly in all three graphs. The economic recessions of the early 1980s and
1990s exhibit the familiar rise and fall of unemployment. The pattern of the early
1990s, however, is different from that of the early 1980s. Not only does the
unemployment rate reach its peak much earlier from the start of the rise in
unemployment than in the 1980s, (see Morgan (1996) for a discussion on this) but
male unemployment appears to have risen by far more than female unemployment.
Why this 1s the case is, however, not clear. It is perhaps due to the relative shares of
the workforce population by males and females” combined with the recording of
female unemployment, in which unemployed married women are excluded from the
‘claimant count’ figures. Nonetheless from the 1990s at least the overall pattern of

unemployment 1s dominated by the pattern of male unemployment.

Figures 2.4 to 2.6 graph the regional unemployment rates for all three measures of
unemployment. As is evident the aggregate pattern is similar to that of each of the
individual regions over the period with a similar rise and fall in the unemployment
rates over the period. However, the regional unemployment pattern in the 1990
period onwards differs with evidence of a narrowing of unemployment differentials.
Comparing male regional unemployment behaviour with the UK national average, a
larger rise in male unemployment over the early 1990s 1s marked by a much greater
symmetry in regional unemployment behaviour. The regional behaviour of male
unemployment changed in the early 1990s. In particular there appears to have been a
relatively larger rise in unemployment in the traditionally lower unemployment

regions of the south.’

4 Over the sample period the official measure of female participation in the labour market has risen
from 38% to 46%, a pattern that 1s similar across all regions. Analysis of the female labour market has
also raised interest because of the large growth in part-time workers who are predominantly female,
and with the way in which part-time employment as well as unemployed married women are treated in
the construction of unemployment figures (see Martin (1996)). The differing treatment of the
measured unemployment rate makes 1t difficult to draw direct comparisons across the two groups of
male and female unemployment.

> Where the south represents the regions of East Anglia, East Midlands, the South East and the South
West, the north is taken as the remaining seven regions, see later.
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Overall the six Figures illustrate the familiar story of the 1970s and 1980s as that

characterising a fairly long run steady increase in the percentage rate of
unemployment within the notable cycles associated with the economic recessions
and boom periods of the mid 1970s, early 1980s late 1980s and early 1990s. This
picture of a steadily rising trend rate of unemployment is common across all the main
European economies and has been the subject of fierce debate as to the exact root

causes and consequences of such a stark rise (for a full review see Bean (1994)).

Focusing on the regional comparisons, the overall pattern of unemployment 1n all
three figures is similar across all regions as shown in Figures 2.4, 2.5 and 2.6.
However, it is the behaviour of regional unemployment in the early 1990s that 1s of
special interest. Whereas in all economic cycles prior to the 1990s regional
unemployment differentials widened in the context of a national economic recession.
(see Thirwall (1966), Brechling (1967), Taylor and Bradley (1994) and McCormick
(1997)), the economic recession of the early 1990s appears to have reversed this
trend. However, this is not only a curiosity in its own right but is also of interest in
the context of growing regional unemployment disparities of the early 1980s that
prompted a number articles warning of a severe north-south split re-emerging in the

UK, (see Blackaby and Murphy (1995), p. 487). The events of the 1990s, however,

appear to have quelled such concerns.

2.2.2 Regional Unemployment: North versus South

Whilst the issue of a region being modelled as an economic entity is controversial,
the argument that the UK economy divides into a clear geographical split between a

high unemployment north and a low unemployment south fuels the debate.

As a precursor to examining the behaviour of regional unemployment more formally,
Tables 2.1-2.3 provide measures of the unemployment rate for the total, male and
female categories for selected years. The numbers demonstrate more accurately the
pattern of unemployment, but it is the relatively large change in the unemployment
rate which is of interest. Over the 1974-1989 period the relative positions of the
regions have remained constant; however, this appears to have changed in the early
1990s.
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Table 2.1: Unemployment Rates: Regional Totals: Percentage of Workforce,

Selected Years

Region 1974 1980 1982 1986 1990 1992 1996
East Anglia 1.3 3.2 7.1 8.5 3.4 1.3 6.0
East Midlands 1.6 3.7 8.1 9.9 4.8 8.8 7.2
North 34 7.3 12.9 15.3 8.5 10.8 10.4
North-West 2.5 5.7 11.7 13.7 7.5 10.5 8.2
South-East 1.1 2.6 6.5 8.3 3.6 8.9 7.3
South-West 1.7 3.8 7.4 9.3 3.9 8.9 6.5
West Midlands 1.7 4.5 11.5 12.8 5.5 10.1 7.7
Yorkshire & Humberside 2.0 4.6 10.0 12.5 6.4 9.7 8.2
Northern Ireland 4.] 8.4 13.9 16.7 12.9 13.6 11.2
Scotland 3.0 6.4 11.1 13.3 8.3 9.3 8.1
Wales 2.8 59 11.8 13.8 6.5 9.8 8.5
UK Average 1.9 4.4 9.2 11.1 5.5 9.5 7.8

Source: DIEE: (1998) April Percentage Unemployment Rates, 1974-1996. Claimant Count Consistent

Measure.
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Table 2.2: Unemployment Rates: Regional Males: Percentage of Workforce,

Region 1974 1980 1982 1986 199() 1992 1996
East Anglia 1.7 3.7 8.4 93 4.3 9.5 7.8
East Midlands 2.1 4.4 0.8 11.3 6.0 11.7 0.8
North 4.5 8.5 15.4 184 11.1 14.8 14.9
North-West 3.5 6.8 14.3 16.6 9.8 14.5 11.6
South-East 1.6 3.2 8.0 9.6 4.6 11.8 0.8
South-West 2.3 4.4 8.6 10.1 4.8 11.9 8.7
West Midlands 2.3 5.1 13.8 14.8 6.9 13.2 10.2
Y orkshire & Humberside 2.7 53 11.9 14.8 8.3 13.2 11.2
Northern Ireland 4.8 9.6 16.3 20.2 16.3 17.9 15.1
Scotland 4.0 7.3 13.2 15.8 10.7 12.5 11.5
Wales 3.7 6.6 13.8 16.2 8.5 13.5 11.8
UK Average 2.6 5.1 11.1 13.0 7.1 12.7 10.6

Source: DIEE: (1998) April Percentage Unemployment Rates, 1974-1996. Claimant Count Consistent

Measure.
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Table 2.3: Unemployment Rates, Regional Females: Percentage of Workforce,

Selected Years
e

Region 1974 1980 1982 1986 1990 1992 1996

East Anglia 0.5 2.3 4.9 7.3 2.2 4.3 3.6

East Midlands 0.6 2.6 5.6 1.9 3.2 4.9 3.9

North 1.4 5.5 8.9 10.8 4.9 5.3 4.8

North-West 0.9 4.1 7.8 9.7 4.5 5.4 4.1

South-East 0.4 1.7 4.2 6.4 2.3 5.0 4.2

South-West 0.7 2.9 5.5 8.0 2.7 4.9 3.7

West Midlands 0.7 3.5 7.9 9.8 3.7 5.7 4.4

Yorkshire & Humberside 0.7 3.4 6.8 9.0 3.9 5.0 4.3

Northern Ireland 2.7 6.6 10.1 11.2 7.8 7.5 5.9

Scotland 1.4 5.1 8.1 9.8 5.1 5.1 4.1

Wales 1.2 4.7 8.4 10.2 3.8 4.9 4.3

UK Average 0.8 3.2 6.3 8.4 3.5 5.2 4.2

W

Source: DfEE: (1998) April Percentage Unemployment Rates, 1974-1996. Claimant Count Consistent

Measure.
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A closer examination of the regional and UK average unemployment rates are

provided in Tables 2.1-2.3. Selected years over the sample period for each of the
unemployment categories present a clearer picture of regional unemployment
relativities. Here the large rise in unemployment in the early 1980s and 1990s is
compared with the consequent recovery comparisons of 1986 and 1996 respectively.
What the Tables add to the analysis 1s a clearer idea of the relative movement in

regional unemployment.

Defining the two recessionary periods of 1980-1983 and 1990-1993 in which
unemployment consistently rises, relative unemployment behaviour can be examined
across all regions. Attention is directed toward any possible north-south differential
In regional unemployment movement over the two periods. From the Tables there
does appear to be evidence of a larger north-based rise in unemployment over the
1980-1983 period leading to a widening of regional unemployment differences. The
1990-1993 period, however, appears to have reversed this trend with the south
experiencing a much larger rise in unemployment, particularly amongst males.
Indeed over 1990-1993 male unemployment rose in the regions of North, Yorkshire

and Humberside, and Scotland by approximately 130% against a South-East increase
of 247%.

This changing geographical pattern of regional unemployment relativities needs to be
examined more closely to try and identify the possible causes for such an apparent

change in the north-south divide.

2.2.3 Regional Absolute and Relative Unemployment Dispersions

Regtonal unemployment disparities changed in the context of the economic recession
of the early 1990s. The tendency for regional unemployment differences to widen
during a national recession has been reversed, and the cause and extent of this has

been the subject of a number of papers (e.g. Taylor and Bradley (1994)).

Examining the behaviour of regional unemployment disparities is, however,
controversial not least because the dispersion of unemployment can be measured in

one of two ways, both of which yield different results. The subject is explored by
Martin (1996).
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The absolute measure of regional unemployment (U ;= UUK), 1s based on the

percentage point differential between the region and the UK average and relies on the
absolute values of the regional rate. If all regional unemployment rates move by the
same amount then the percentage point differential between the region and the
national average will remain the same (see Lever (1987), Taylor (1991), Martin
(1993)). Using regional unemployment relativities as a measure of dispersion will,
however, produce a different result (see Gleave (1987), and Green et al. (1998)).
Measuring regional unemployment disparities as a ratio of the region against the

national average means that equal percentage rate changes in regional unemployment

rates will change regional relativities.

Changes in regional unemployment disparities are therefore a function of the
relationship between changes in the regional unemployment rate and the measure
adopted. For regions with different unemployment rates, the absolute dispersion of
unemployment will narrow only if relative unemployment differences fall e.g. all
unemployment rates halve. The relative dispersion, however, will only narrow

through absolute changes in the regional unemployment, e.g. regional unemployment
rates fall by the same percentage rate. The problem with these two measures, is that

changes 1n unemployment will affect each measure differently (for a discussion of

the contrast between ratio and level-based measures of disparities see Devens
(1988)).

Which index to choose is subjective. Martin, (1996) believes that the absolute
dispersion measure is the one individuals most likely respond to in the evaluation of
employment opportunities, with its emphasis on the individual region, as opposed to

the relative measure which depends implicitly on the national average. (p. 241).

Regional unemployment rate disparities for total, male and female unemployment are
shown 1n Figures 2.7-2.12., whilst the absolute and relative dispersion measures are

reserved for Figures 2.13-2.15.
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Figure 2.7: Absolute Regional Unemployment Differentials, 1974-
1996(U, - U, ): Totals
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Source: DfEE: (1998) April Percentage Unemployment Rates, 1974-1996. Claimant Count Consistent
Measure.

Figure 2.8: Absolute Regional Unemployment Differentials, 1974-1996
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Figure 2.9: Absolute Regional Unemployment Differentials, 1974-
1996 (U, - U, ): Females
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Percentage Points

Source: DfEE: (1998) April Percentage Unemployment Rates, 1974-1996. Claimant Count Consistent
Measure.

Figure 2.10: Relative Regional Unemployment Differentials, 1974-
1996,(U,/U,, ): Totals
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21



Figure 2.11: Relative Regional Unemployment Differentials, 1974-1996,
(U,;/UUK): Males

Percentage Points

Source: DfEE: (1998) April Percentage Unemployment Rates, 1974-1996. Claimant Count Consistent
Measure.

Figure 2.12: Relative Regional Unemployment Differentials, 1974-
1996,(U,/U,, ) : Females
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The pattern of regional unemployment disparities provided by Figures 2.7-2.12
1llustrate regional differences according to which measure is adopted. The absolute
percentage point differentials given in Figures 2.7-2.9 provide the clearest picture of
regional unemployment differences across the regions. These differences grew
throughout the 1980s and then sharply narrowed by the early 1990s. Until the 1990s
these changes are indicative of the high unemployment regions experiencing greater
percentage rate changes in their unemployment rate. The absolute measure thus
chronicles the established pattern of regional unemployment differences narrowing
when the national unemployment rate is falling. However, this relationship changes
post-1990. Here the absolute differences narrow as unemployment rates rise. What is
remarkable, however, 1s that this pattern of narrowing unemployment differences is
also captured by the relative measure of regional unemployment disparities in
Figures 2.10-2.12. These Figures indicate that the changes in unemployment are
inversely related to the level of unemployment, i.e. the relatively lower

unemployment regions experienced a relatively larger rise in unemployment.

Closer examination of Figures 2.7-2.12 seem to support the notion that the pattern of
unemployment dispersion has a clear north-south dimension to it. Taking the south to
represent the regions of East Anglia, East Midlands, the South-East and the South-
West in which regional unemployment rates have consistently been below the
national average, and the north taken to be the remainder with above average
unemployment rates, then the changing regional pattern of unemployment post-1990

appears to be a north-south phenomenon. Cross-referencing Figures 2.7-2.12 with
Tables 2.1-2.3 the absolute and relative dispersions of unemployment appear to have
narrowed in the post-1990 period because the south experienced a relatively larger

rise in unemployment to the north as regional unemployment rate differences

narrowed.

Examining the changing pattern in regional unemployment differences it is possible

to summarise each measure of unemployment dispersion. Figures 2.13-2.15 present

the standard deviation of regional unemployment rates (4,) and the relative
dispersion of regional unemployment (R,) for all registered unemployed, male and

female. The first measure is the combined deviation of each region’s own

unemployment rate relative to the national, whilst the second is the standard
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deviation divided by the mean and is therefore a measure of the regional rates against

the average.

From Martin (1996) the regional and national unemployment rates are defined as:

u, =U,/L, and u,, = UUK/LUK = Z(L:/Lux)“: (2.1)

where U is the number of unemployed, and L represents the size of the labour force,

subscripts i and UK represent the regional and national values respectively.

If each region has the same unemployment rate, which will thus be equal to the

national average (u, = 4, ), then each region’s share of total unemployment will be

equal to its share of the total labour force i.e. U,/U,, = L/, . A region’s share of

total national unemployment can thus be expressed as:

U, /Uy = (u,/uy XL,/ Ly ) (2.2)

As a result a region’s unemployment disparity can be written as:
I(Ui/UUK] = (L:'/LUK) = I(u:/uuxXLf/Lux] - (L:/Lux)
= (L/ L Yo, /1) - 1

= (Li/LUK](ul/uUK )/uwf| (2.3)

If the differences between a region’s share of total unemployment and its share of the
total labour force are summed over regions without regard to the sign then the

following is obtained:

Z i|(Ut/UUK)_(Li/LUK1 = Z :'I(LI/LUKI(ur —Uyx /uux)/”uxll

= (Vuux )ZI(L: / Lux Xui — Uyx ) |
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4y = ) \(L/ Ly X, ~ iy )

=4 [u, =R (2.4)

where A, 1s the absolute dispersion of regional unemployment around the national

unemployment rate and R the relative dispersion of regional unemployment relative

to the national rate. That i1s the dispersion of regional unemployment relativities is

equivalent to the dispersion of regional unemployment differentials divided by the

national rate of unemployment.
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Figure 2.13: The Absolute and Relative Dispersion of Regional Unemployment
Rates; Totals, 1974-1996

s
n
l
|
|
-
wh

‘ i b, R X

3 - —
S + 04 g
g S
@ 2.5 e g 0.35 @
g 2 - 03 &
= 025 A&
§ 4 P il : 02 ¢
R S 2 SR SR A SRR S 1 0
< 0.5 1 - — = T 0.1 2

' 0.05

0o ——+——+——"—+—+—+—+—+—+—+ g 0

D AD

&5

Figure 2.14: The Absolute and Relative Dispersion of Regional Unemployment
Rates; Males, 1974-1996
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Figure 2.15: The Absolute and Relative Dispersion of Regional Unemployment
Rates; Females, 1974-1996
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Figures 2.13-2.15 present the absolute and relative dispersion of regional

unemployment rates for total, male and female measures of unemployment.

Each of the three Figures chronicles the behaviour of regional unemployment rates.
Growing differences in the standard deviation of regional unemployment is
consistent with growing absolute differences in regional unemployment from the
national average, whilst growing differences 1n the relative dispersion is consistent

with high unemployment regions experiencing relatively higher rises in

unemployment and vice versa.

Figures 2.13-2.15 provide a clearer summary of regional unemployment behaviour.

Particular attention 1s drawn to the narrowing of unemployment disparities across
both measures for all types of unemployment. The graphs confirm the findings from
Tables 2.1-2.3 and Figures 2.7-2.12. Absolute and relative changes in regional
unemployment rates differ over the sample period, but a narrowing in both measures
is 1dentified from 1990 onwards. Figures 2.13-2.15, however, also present evidence

of there being a male / female split in the behaviour of regional unemployment. In
particular up until 1990, the behaviour of the female absolute and relative dispersions
are consistent with absolute unemployment rate changes being similar across all
regions. As a proportion of each regions own unemployment rate, this represents a
relatively larger rise in unemployment in the lower unemployment regions, but a
relatively smaller rise in unemployment in the high unemployment regions, hence

relativities narrow. Quite as to why this is the case is not certain, though there are the

problems of measurement mentioned earlier. What does seem evident, however, is

that the behaviour of total unemployment appears to be driven more by male
unemployment behaviour which exhibits a much greater regional variation than

female.

2.2.4 Explaining Regional Unemployment Patterns

Thirwall (1966) and Brechling (1967) were the first to try and document the

behaviour of regional unemployment differences, establish some stylised facts and
then try to explain them. Each of the authors adopted a different measure of
unemployment differences, Thirwall working in absolute differences and Brechling

in relativities. Adopting the absolute and relative measures of unemployment
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respectively the authors’ findings are similar when examining each regions

unemployment rate against the national.°

Thirlwall (1966) was curious about the behaviour of regional unemployment
differentials, in particular the stylised fact that regional unemployment differentials
widened in times of rising national unemployment and narrowed in times of falling
national unemployment. He argued that it would be possible to measure such cyclical
sensitivity by estimating the slope coefficient in the regression of a region’s change
in the unemployment rate against the change in the national unemployment rate.
Thirlwall estimated this relationship for regions of the UK using annual data over the
period 1949-1964. His findings supported the hypothesis that regions with higher
than average unemployment exhibited a greater cyclical variation in unemployment.
He found that regions with higher unemployment rates than the average typically had
a slope coefficient greater than one, whilst those with lower than average
unemployment rates less than one. These results confirmed his suspicions that the
reason why regional unemployment differences grew as unemployment rose was
because the relatively high unemployment regions experienced a relatively larger rise
in unemployment than the low unemployment regions, and similarly for falling
unemployment. Thirlwall suspected that it was the industrial make-up of a region
which determined its cyclical sensitivity and tested the hypothesis that such regional
sensitivity could be linked to the industnal structure and the sensitivity of industral
unemployment. Whilst he found his results to be significant, the low reported

correlation coefficient between the sensitivity of regions and their weighted
industrial composition argued that unemployment sensitivity was driven by other
factors within each region (p. 210-214). Thirlwall tried to explain the result by

suggesting that an industries unemployment sensitivity rating might differ from

region to region.

Thirlwall’s (1966) paper spurred on a number of others, but it was the recession of
the early 1980s which brought about a strong revival of interest in regional
economics and led to further developments in the analysis of regional unemployment

behaviour, (e.g. Bell (1981), Gordon (1985a), Forrest and Naisbitt (1988) and

® Despite adopting different measures; Thirwall (1966) using first-differences and Brechling (1967)
logarithms, their results are very similar. They both found that relatively high unemployment regions
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Armstrong and Taylor (1993)). Whilst Thirlwall’s cyclical sensitivity analysis has its
critics, (see e.g. Chapman (1991), p. 1060) it seemed to offer at least some
supporting statistical analysis of regional unemployment rate behaviour. Regional
unemployment behaviour seemed to exhibit a stable and consistent stylised fact.
However, whilst support for Thirwall’s findings was found throughout the 1980s,
(e.g. Forrest and Naisbitt (1988)), the changing regional unemployment landscape for
the post-1990 period provides a challenge to Thirlwall’s work. More importantly,
however, is the fact that the inability to explain the stylised fact, makes explanations

to how it has changed more difficult.

The post-1990 recessionary period in which regional unemployment rate differences
narrowed as unemployment rates rose challenges the hitherto apparent stable
relationship between the absolute dispersion of regional unemployment and the
national unemployment rate. The relationship appears to have broken down and a
number of authors have sought to re-examine the evidence (e.g. Armstrong and
Taylor (1993), Taylor and Bradley (1994), Martin (1996), Morgan (1996),
McCormick (1997)). These papers combined with the findings of Tables 2.1-2.3 and
Figures 2.7-2.15 point out that the narrowing of regional unemployment differences
as unemployment rose over the 1990-1993 period, was due to relatively low
unemployment regions, identified earlier as being in the south of the UK,

experiencing disproportionately larger rises in unemployment than in the north. As a

hypothesis this can be tested. Repeating Thirwall’s regression of a region’s own
unemployment rate against the national average the estimated value of the slope
coefficient can be examined against the hypothesis that regions with unemployment

rates above the national average will exhibit a slope coefficient greater than one.

2.2.5 The Cyclical Sensitivity of Regional Unemployment.

Thirlwall’s (1966) paper on regional unemployment sensitivities is based on the

regression:

AU =y +0,AUy , +€, (2.5)

experienced relatively larger changes in unemployment rates than the low unemployment regions.
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where U, represents the unemployment rate in region i at time ¢, UK represents the

national average and €, is a random error.

Thirlwall argued that the coefficient on the national unemployment rate o, in an

OLS regression could be interpreted as a measure of the relative cyclical sensitivity
of the region’s own unemployment rate with respect to the national. A value in
excess of one would indicate that over the sample period the region’s own

unemployment rate has moved more than the national, and vice versa.

Thirlwall’s hypothesis is that regions with relatively higher unemployment rates
exhibit a greater cyclical variation in unemployment against the national average
than regions with lower unemployment rates. Using the UK data over the period
1974-1996 1t 1s possible to test this hypothesis for each of the three unemployment
categories to try and not only determine whether the hypothesis holds but also to
examine 1n greater detail the apparent shift in the regional unemployment relation in
the early 1990s. This shift in regional unemployment relativities, however, suggests
the presence of a structural break in regional unemployment behaviour. Before this is

examined, however, the data have to be tested for stationarity (c.f. Phillips (1986),
Byers (1989)).

2.2.5.1 Testing for Unit Roots

Each of the unemployment series over the sample period was tested for the presence
of a unit root at the 10% level using the Augmented Dickey Fuller test, (ADF
hereafter). In levels it was not possible to reject the null hypothesis of the presence of
a unit root and so the data were transformed to stationarity by taking first-differences
(see Granger and Newbold (1974), Engle and Granger (1987)).

2.2.5.2 Testing for Stability

Given the relative change in regional unemployment behaviour it was important to
test for structural stability of the model over the sample period. Two test procedures
were adopted, based on the regression results of equation (2.5), the first was the

method of recursive residuals and the second the Chow test.
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The method of recursive residuals offered an indication over the sample period as to
the years in which there might be a higher probability attached to rejecting the null
hypothesis that the parameters of the model are stable through time. Identified

periods were checked with the Chow test.

The addition of first-order autoregressive (AR(1)) processes 1s based on the
Cochrane-Orcutt procedure for the removal of [first-order] serial correlation, as a
result the method of recursive residuals was not applied to the South-West, the West
Midlands and Scotland regions. However, the results on the remaining regions
indicated a high probability rejection of parameter stability over the 1989-1992
period,. Applying the Chow test, whilst it was not possible to reject the null of no
break i 1989, 1t was possible for a number in 1990. The probability values of

rejection of the null hypothesis are presented in Table 2.4.
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Table 2.4: Chow Test Results of the Hypothesis of No Structural Break in 1990

M

Region Total Unemployment Male Unemployment Female Unemployment
e
East Anglia 0.05** 0.03** 0.18
East Midlands 0.70 0.45 0.68
North 0.40 0.56 0.35
North-West 0.04** 0.11 0.0]%**
South-East 0.05** 0.05** 0.14
South-West 0.11 0.00*** 0.33
West Midlands 0.89 0.51] 0.95
Yorkshire & Humberside 0.13 0.17 0.22
Northern Ireland 0.00%*** 0.00*** 0.00***
Scotland 0.02** 0.08* 0.13
Wales 0.40 0.44 1.00

W

*** indicates significance at the 1% level, ** at the 5% level and * at the 10% level.
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Given the Chow test results, dummy variable correction was adopted for the various

measures of unemployment in the post-1990 period for the regions of East Anglia,
the North-West, the South-East, South-West, Northern Ireland and Scotland.

In conjunction with the Tables and Figures from Sections 2.2.1-2.2.3 chronicling
regional unemployment behaviour, the results of Table 2.4 indicate strong evidence
for rejecting the hypothesis of no structural break occurring in regional
unemployment behaviour for a number of regions in 1990. The results are, however,
mixed with respect to which regional group i1s the cause of the changing
unemployment picture. Work by Taylor and Bradley (1994) and Martin (1996) for
instance argue in favour of changing regional unemployment dispersion as a south-
based phenomenon, which these results do not clearly come out in favour of. The
results do, however, support the notion that relative female disparities have been

stable over the full sample period and that total unemployment changes are

dominated by male unemployment patterns.

Thirlwall’s hypothesis that regions with relatively higher unemployment rates exhibit
a relatively hgher cyclical relationship with the national average, captured by the
estimated slope coefficient in equation (2.5), was tested using the OLS estimates on

total unemployment but over two sample periods. Whilst dummy variable correction
of the 1989-1992 period based on the results of the recursive residuals proved

significant, 1t was felt that single-equation estimates of equation (2.5) could be

compared over the two periods of 1975-1989 and 1975-1996. Estimation over the
two periods enabled a direct comparison of what changes if any the changing
regional unemployment picture has on the estimated parameters over time. The

results are presented in Table 2.5.
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Table 2.5: Regional Unemployment Cyclical Sensitivity Analysis: Totals,

AU”= Oy, + alfAUUK +E€,

Region 1974-1989 1074-1996
a,, a, R* a,, a,, R?

East Anglia -0.07 0.90 0.94 -0.08 0.89 0.97%

(094)  (15.4)%** (-1.51) (21.92)%**
East Midlands 0.01 0.95 098%  -0.002 0.96 0.98

-031)  (19.81)%** (-0.06) (34.69)***

North 0.06 1.13 094+ 024 1.04 0.97+
(0.65)  (14.62)*** 2.11) (18.12)%**

North-West 0.05 1.16 098 -0.04 1.09 0.974
(0.98)  (28.20)*** (-0.71) (24.00)***

South-East 0.03 0.82 097f  -0.07 0.92 0.961
(-0.57)  (20.82)%+* (-1.09) (20.40)***

South-West -0.07 0.94 0991 -0.11 0.99 0.96%
(-0.58)  (23.71)%*+ (-0.81) (17.84)%**

West Midlands 0.04 1.44 098 -0.08 1.34 0.981#

(023)  (22.29)%** (-0.80) (16.93)%**

Yorkshire & 0.03 1.10 098  0.04 1.06 0.98%
Humberside 052)  (2621)*** (0.87) (25.86)%**

Northern Ireland 0.34 0.95 089 028 0.88 0.88%
(2.92)%**  (10.62)*** (2.48)%%*  (10.49)***

Scotland 0.11 0.97 092  0.19 0.90 0.94+
(1.16)  (12.30)*** (3.79)%**  (22.17)***

Wales -0.04 1.23 098 002 1.13 0.95%
(075)  (26.45)%** (0.29) (19.23)%**

t-statistics are in parentheses, *** indicates significance at the 1% level ** at the 5% level, * at the
10% level, 1 signifies Cochrane-Orcutt first-order autoregessive process (AR(1) hereafter) correction
for first-order serial correlation, # signifies White’s correction for heteroscedasticity, and } indicates

the inclusion of a dummy variable.
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The residuals from the OLS estimates were tested for the presence of first-order
serial correlation, heteroscedasticity and normality’. In a number of cases it was
necessary to correct for the rejection of the null hypotheses, for serial correlation the
Cochrane-Orcutt procedure was adopted and for heteroscedasticity Whites procedure
was adopted.. However, the results have to be interpreted with care due to possible

small-sample bias given the limited data points.

To test the hypothesis that higher unemployment regions exhibit greater cyclical
sensitivity of unemployment than the national average based on the results of Table
2.5, 1t 1s first necessary to define regions into high and low unemployment groupings.
The results from Figures 2.7-2.12 offer support for a clear north-south split based on
regional unemployment relativities. In the case of total unemployment, the regions of
East Anglia, East Midlands, the South-East and the South-West all consistently
exhibit below average unemployment rates throughout the sample period and
hereafter are termed the south, against the remaining regions termed the north. Such
a regional grouping is not uncommon in the literature (see Blackaby and Murphy
(1995), p. 492), and 1t enables an analysis of the Thirlwall hypothesis in light of the
estimated regressions. If Thirwall’s hypothesis holds it would be expected that the

regions of the south will have estimated slope coefficients below unity, whilst those

of the north above unity.

Until 1990 the results from Table 2.5 confirm Thirwall’s hypothesis that regions with
relatively lower unemployment rates (the south) are estimated as having a lower
cyclical variation in unemployment than the national average. Coefficients greater
than one, indicating greater cyclical variation than the national average are found for
the regions of the North, the North-West Yorkshire and Humberside, West Midlands
and Wales again supporting earlier estimates from pervious studies. Furthermore the
relatively large coefficient on West Midlands is found to be in common with these

earlier works, (see for example Gordon (1985a), Forrest and Naisbitt (1988),
Armstrong and Taylor (1993)).

” The tests used were the Breusch-Godfrey LM test for the presence of serial correlation, White’s test
for the presence of heteroscedasticity and the Jarque-Bera test for normality.
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The estimated parameter values over the full sample period, which now incorporates
the changing unemployment relativities in the post-1990 period produces similar
results to that of the sub-sample period. However, there is a marked reduction in
relative unemployment cyclicality as a the north-south split, the parameter values on
the regions of the south are measured as having higher values whilst those of the
north have declined. The full sample period estimates are also distinguishable from
the estimates of the 1975-1989 period with the latter similar patterns in the behaviour

of regional unemployment.

Changes 1n the cyclical sensitivity of regional unemployment appear to capture the
changing regional relativities of the post-1990 period. However, this is only as far as
this analysis can go. Cyclical sensitivity offers no economic insight into the
relationships between the regions and the national average. According to Chapman
(1991) this estimation is merely one of data description (p. 1060). Whilst the method
s criticised 1n the literature for failing to offer anything more than a reduced-form
relationship (Gordon (1985a)), with various potential aggregate and simultaneous
problems that need to be considered (Johnstone (1979), Gordon (1985a)%), it
nonetheless offers the opportunity to verify what has come to be a stylised fact in

regional unemployment studies. As a result it is the attempts to explain this ‘fact’ that

has been the focus of a number of regional economic papers.

Some supporting evidence has been offered in the literature to explain the cyclical
sensitivity of regional unemployment. Understanding the behaviour of regional
unemployment post-1990 can then be used to examine the validity of these
suggestions. This issue 1s, however, more complicated. Suggestions that it is the
industrial make-up of the region, or more accurately the region’s industries cyclical
sensitivity (Thirlwall (1966), Forrest and Naisbitt (1988) and Armstrong and Taylor,
(1993) p. 181)) have gained some support but their results are not conclusive. Neither
are the findings on considerations of the socio-economic make-up of regions and
patterns of migration (Gordon (1985b)). Indeed more recently regional

unemployment analysis has typically been viewed in the context of regional labour

*Gordon (1985a) examined the possibility of simultaneity existing in estimations of (2.5). As a result
he compared estimates of equation (2.5) using both 2SLS and OLS. He found only a marginal
difference which he interpreted as meaning that regional unemployment had a positive effect on
national unemployment, that causality ran in only one direction.
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market adjustment processes. In this way attempts at understanding why regional
unemployment dispersion changed after 1990 have looked at the behaviour of the
regional economies themselves, regional labour dynamics and labour market
flexibility (see Martin (1996) p, 237-238). However, quite why the more cyclically
sensitive unemployment regions also share the feature of having persistently higher
unemployment rates and why this would undergo a significant change in the context

of a national recession without any obvious structural readjustment 1s perplexing (see
McCormick (1991)).

2.2.6 Analysing the Behaviour of Regional Unemployment

Seeking to explain the cyclical and persistent patterns of regional unemployment
have until the last 15 or so years been at the forefront of regional economic analysis.
The development of both more and accurate data has, however, enabled research in

this area to re-evaluate previous work and test hypotheses seeking to try and explain

regional unemployment behaviour.

Explaining regional unemployment as part of a broader regional labour market model
has generated numerous studies. Work on migration and more recently on housing

has not only sought to identify why certain market forces might fail to work in
removing regional unemployment differences but also to offer a number of policy

solutions. Hughes and McCormick (1981, 1985, 1987), Elias (1979), Molho (1982),
Blackaby and Murphy (1995) and McCormick(1997) have all found that net
migration makes a positive contribution to the equalisation of regional
unemployment rates. The focus of attention in explaining persistent regional
unemployment differentials has thus switched toward the ease by which migration
can take place and in particular housing. This analysis has resulted in a number of
authors arguing that institutional barriers within the housing sector, both private and
public exist, making it more difficult for people to relocate from the high
unemployment areas and thus prevent regional unemployment differences from
disappearing (Hughes and McCormick (1987), Bover, Muellbauer and Murphy
(1989) and McCormick (1997)). In particular a number of authors argue that changes
in relative unemployment rates might well be due to the differing regional effects

interest rate policies have on the regional labour markets. This might simply occur

through high interest rate charges adversely affecting the spending power of the
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larger owner-occupancy regions of the UK, such as the south. Indeed this was the
focus of Taylor and Bradley’s (1994) paper on the rise of unemployment in the south
in the recession of the early 1990s. They cite Bover Muellbauer and Murphy (1989)
and Carruth and Henley (1992) as establishing the link between houses and

economic activity.

The reason why unemployment rose by so much in the south of the UK relative to
the north in the early 1990s, according to the literature is because of the relatively
larger concentration of owner-occupiers in the south. Large rises in nominal interest
rates had a much greater negative shock on demand in the south than the north and

this caused regional unemployment rates to narrow (Evans and McCormick (1994)).

“The narrowing of regional unemployment rates, 1990-93, resulted from
the increased inability in the South-East to sustain high levels of
mortgage payments without reduction in consumption, and large falls in
regional housing wealth” (Evans and McCormick, (1994), p. 645).

This is a view shared in part by Audas and MacKay (1996). However, McCormick
(1997) argued that the changing pattern of regional unemployment was less dramatic
than a single event, that in actual fact regional unemployment dispersion had been
falling throughout the 1980s and was accelerated by the events of the early 1990s.
His paper concluded “The modest tendency for trend regional unemployment rates to

converge 1s not yet fully understood...” ((1997) p. 588).

The fact that regional unemployment behaviour changed post 1990 is well-
documented. The reason behind this change is less well-established. Consequently
the future behaviour regional unemployment relativities is hard to speculate on.
Examining the behaviour of unemployment on its own can be misleading. The
unemployment rate is a percentage of the registered workforce and changes in the
workforce will, for a given fixed number of unemployed persons, change the
unemployment rate. Before theories seeking to explain regional unemployment
behaviour are examined in more detail, notably through regional labour market
interaction, the regional labour markets of employment, unemployment and

workforce changes need to be examined more thoroughly.
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2.2.7 The Behaviour of Regional Unemployment Revisited

The previous sections examined regional unemployment behaviour across the UK.
The recession of the 1990s changed regional unemployment relativities but there has
been little work done in examining labour force participation across the regions to
see whether changing regional unemployment can be explained via changing
workforce participation. Essentially this examines whether there has been a labour
supply effect on changing regional unemployment rates. Only Morgan (1996) has
attempted to examine regional unemployment behaviour in the context of the
regional labour market populations. Martin (1996), argues that not only is there the
issue of examining labour force participation but also the increased role of female
and part-time employment to consider in evaluating unemployment behaviour. He
also raises the 1ssue that unemployment asymmetries can also be addressed in terms

of how little unemployment rose in the north as opposed to how much it rose in the

south.

2.2.8 The Regional Labour Marke<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>