
  

 Working Papers 

N° 2 - March 2012 

Ministry of Economy and Finance 

Department of the Treasury 

ISSN 1972-411X 

Flexicurity, wage dynamics and 
inequality over the life-cycle 

Paul Bingley, Lorenzo Cappellari and Niels Westergård-Nielsen 



 

Working Papers 

The working paper series promotes the dissemination of economic research produced in 
the Department of the Treasury (DT) of the Italian Ministry of Economy and Finance 
(MEF) or presented by external economists on the occasion of seminars organised by 
MEF on topics of institutional interest to the DT, with the aim of stimulating comments 
and suggestions. 
The views expressed in the working papers are those of the authors and do not 
necessarily reflect those of the MEF and the DT. 

Copyright: © 

2012, Paul Bingley, Lorenzo Cappellari and Niels Westergård-Nielsen 
 
The document can be downloaded from the Website www.dt.tesoro.it and freely 
used, providing that its source and author(s) are quoted. 
 

Editorial Board: Lorenzo Codogno, Mauro Marè, Libero Monteforte, Francesco Nucci, Franco Peracchi 

Organisational coordination: Marina Sabatini 



 

 

1 

 

 

CONTENTS 

1 INTRODUCTION  ....................................................................................................................  3 

2 INSTITUTIONAL BACKGROUND .........................................................................................  4 

3 MODELS OF WAGE DYNAMICS WITH UI FUND MEMBERSHIP  ......................................  7 

3.1 BASELINE MODEL  ..............................................................................................................  9 

3.2 MODEL WITH UI FUND MEMBERSHIP  .................................................................................  11 

4 DATA AND DESCRIPTIVE STATISTICS  ...........................................................................  13 

5 RESULTS  .............................................................................................................................  17 

5.1 BASELINE MODEL  ............................................................................................................  18 

5.2 MODEL WITH UI FUND MEMBERSHIP  .................................................................................  15 

5.3 DISCUSSION  ...................................................................................................................  21 

6 SENSITIVITY ANALYSES  ...................................................................................................  22 

7 CONCLUDING REMARKS  ..................................................................................................  26 

APPENDIX  ................................................................................................................................  28 

REFERENCES  ..........................................................................................................................  31 

  



 

 

2 

Flexicurity, wage dynamics and 
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Paul Bingley (

),Lorenzo Cappellari (


) and Niels Westergård-Nielsen (


) 

Abstract 

We investigate the relationship between life-cycle wages and flexicurity in 

Denmark. We separate permanent from transitory wages and characterise flexicurity 

using membership of unemployment insurance funds. We find that flexicurity is 

associated with lower wage growth heterogeneity over the life-cycle and greater wage 

instability, changing the nature of wage inequality from permanent to transitory. While 

we are in general unable to formally test for moral hazard against adverse selection into 

unemployment insurance membership, robustness checks suggest that moral hazard is 

the relevant interpretation. 

 

JEL classification: J31, J65. 
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3. Models of wage dynamics with UI fund membership 
 

 



 

 

8 

 
  



 

 

9 

 
  



 

 

10 

 
  



 

 

11 

 
  



 

 

12 

 
  



 

 

13 

 
  



 

 

14 

 
  



 

 

15 

 
  



 

 

16 

 
  



 

 

17 

5. Results 
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