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ABSTRACT
For years many economists have attempted to explain the existence of unemployment around the world. Macro and microeconomic approaches have been used. Shocks to the economy, institutions, and, more recently, the home ownership rates are among the many variables used to explain the differences in national rates of unemployment. However, even though the list of explanatory variables has grown, a clear consensus has not been found. In addition to the continued success of the study of the impact of job protection legislation, the past few years have seen the emergence of a substantial number of studies on the social implications of home ownership. The overwhelming majority of these papers have concluded that ownership and unemployment are positively related. However, a few very recent studies now insist on the lack of correlation between ownership and unemployment. Could it be that one of the main explanations of the economic and social evil known as unemployment has not yet been found? This paper will provide evidence that one key variable has been overlooked. That variable is culture. Using data drawn from Hoftstede (2001), we will show that culture can significantly explain cross-national differences in unemployment rates.
INTRODUCTION

Few economic indicators alarm societies more than the rate of unemployment. We are happy when it drops, and become anxious when it increases. What is unemployment? Willing to work at a prevailing wage rate and yet being unable to find a paying job is considered to be unemployed. The history of unemployment is the history of industrialization. It was not considered to be an issue in rural areas, despite the "disguised unemployment" of rural laborers having little to do, especially in conditions of overpopulation. Why do we worry about it? Even though some say that slow economic growth and its resulting unemployment are actually good because the constantly needed growth of GDP cannot be sustained forever given resource constraints and environmental impacts, the greater majority ask if it is fair to burden the unemployed (usually those at the bottom of the economic ladder) with the costs of limiting the use of resources and the abuse of the environment - costs which include increased poverty, crime, political instability, mental health problems, etc. The incentive to understand the unemployment problem is real indeed.  The quest for understanding and solving this problem is not new, and it has created many ideological battles. However, the war has not yet been won. Proof of this can be found in Europe, where unemployment rates have soared over the last few years. Should we conclude that we have not discovered all the causes or explanations, that we are still missing a piece to the unemployment puzzle?
Previous Work

Trying to explain the persistence of unemployment or the lack of labor market flexibility has been on the mind of economists for a long time. However, over the past 20 years, the search for explanation has narrowed quite considerably. Refocused by the work of Lazear (1990), analysis of the impact of job security provisions on labor market outcomes was among the most studied topics in labor economics during the decade of the 1990s and, now extending beyond proximate causation, shows every sign of continuing to be a key research theme in the first decade of the new millennium (see, in particular, Botero et al., 2003). Interest in employment protection remains keen because of continuing high unemployment and sluggish growth in much of Europe. But the economics profession has failed to provide consistent results on the consequences of employment protection. As we shall see, if most studies do indeed find a negative relationship between the severity of employment security policies or other social protection programs and the flexibility of labor markets, some others were just as convincing in proving the opposite. This dichotomy holds true at cross national and national levels.  
Even though the U.K. is perceived as one of the least regulated countries in the world, it has been the subject of many studies searching for evidence of the impact of employment protection policies on unemployment. In analyzing the impact of unfair dismissal payments and redundancy payments using quarterly manufacturing data for the period 1963-82, Burgess (1988) reports that without unfair dismissal payments, employment would have fallen by 6.15% per year between 1975 and 1982. Without redundancy payments, the fall in employment would have been 4.95%. The actual fall in employment during that period was 4.2% per year. Burgess therefore concludes that unfair dismissal settlements and severance payments reduced the speed of adjustment of employment. It is worth noting that Burgess also concludes that protection legislation only affects the short-run level of employment. In addition, he notes that the period studied is characterized by a major increase in the use of part-timers and temporary workers. In a 1989 study Burgess only weakly confirms some of the conclusions obtained in 1988. Using quarterly manufacturing data for the period 1964-82, he finds that severance pay and the unfair dismissal penalty increased the employment lag in only one of the four industries studied.

In separate studies of the impact of job protection rules, Nickell (1979, 1982) reveals the sensitivity of findings to measurement and specifications. Using quarterly manufacturing data for the period 1954-76, Nickell (1979) finds that following the introduction of redundancy payments in 1965, firms increased their dependency on hours adjustment while the employment adjustment lag increased. He also shows that the equilibrium level of unemployment rose by almost 23% over the period 1970-76. Nickel concludes that despite the fact that only part of the 23% increase can be blamed on employment protection legislation due to the crudeness of his time trends approach and the imprecision of the estimates, the effect of such legislation is still detrimental. However, in the more recent study, this time using monthly manufacturing data for 1967-77 and the number of unfair dismissal cases as a proxy for the severity of legislation, Nickell (1982) reports that the contribution of the legislation to the growth in the male unemployment rate is -0.97%. Since unemployment rose by 3.77% during the sample period, Nickell now suggests that the legislation has some benefits.

Towers (1993) seems to imply that the source of the high unemployment problem is to be found in the causes of unemployment for young people. Towers conjectures that since workers and employers had little knowledge of employment protection legislation, this cannot have other than a minimal role on hiring and firing behavior. He concludes that the answer to the unemployment problem is to be found in the wage structure, and particularly in the relatively high wages of young labor market entrants, and not exclusively in the employment protection legislation.

Germany offers another interesting set of studies focused on work which has analyzed the effects of the 1985 Employment Protection Act (EPA). This act embodied both implicit and explicit measures attempting to ease the employment situation in Germany. In addition to introducing new regulations in the area of part-time and job-sharing, the EPA brought a relaxation of employment protection regulations for newly established small enterprises, expanded the maximum periods for the use of agency workers, and reduced the legal restrictions applying in the area of fixed-term contracts. German authorities felt the need to introduce this 1985 Act even though economists such as Buechtemann and Hoeland (1989), cited in Buechtemann (1993), have shown that labor-hoarding practices in the German manufacturing sector during economic downturns are motivated primarily by firms’ concern about maintaining their quality work force and avoiding high search, recruitment, and training costs in the following upswing - not by institutional or legislative considerations.

Studying the effects of the EPA, Buechtemann and Hoeland (1989) note that despite fears expressed by the unions that the new regulations would initiate an erosion of the predominant ‘standard employment relationship’, fixed-term work contracts still accounted for only a small share of overall employment in 1988 (7.9%). Fixed-term job arrangements are also concentrated in a small group of firms making substantial use of them. In addition, fixed-term contracts are strongly concentrated within certain job categories. The majority of temporary jobs (70%) in the private sector are found to require neither vocational skills nor any training on the job (Abraham, 1988). Based on several firm surveys Buechtemann (1989, 1993) concludes that the EPA has had hardly any sizeable effects on the employers’ willingness to take on additional staff. In addition, the slight hiring impact of the EPA is offset by a higher speed of work force adjustment. Over time, workers hired on a fixed-term contract under the EPA have been found to face a significantly higher risk of redundancy than workers hired on a permanent basis from the beginning even when controlling for the skill level of the job (Buechtemann and Hoeland, 1989). These findings lend strong empirical support to the assumption made by Bentolila and Bertola (1990) that a relaxation of legal dismissal restraints, while having little impact on firms’ hiring behavior, may in fact have a sizeable effect on their firing decisions. This is why Buechtemann and Hoeland (1989) concluded that the EPA’s new regulations had a negligible effect on the net employment despite the overall favorable economic climate prevailing during the observed period.

This conclusion that the EPA had at best a negligible effect is supported in a study by Kraft (1993) of changes in the speed of adjustment from 1970 to 1987 among a sample of twenty-one manufacturing industries. Based on a simplified version of an error-adjustment model, Kraft found that the EPA was followed by a slowdown in employment adjustment. Speed of adjustment was also at the heart of Abraham and Houseman (1993). In their study of the German manufacturing sector, the coefficient estimate for the dummy variable representing the timing of the EPA should have been negative if the employment had become more responsive after the imposition of such legislation. However, the coefficient estimate was positive (0.035). Accordingly, the authors conclude, as did Kraft, that the attempt at deregulation by the German authorities did not raise the speed of employment adjustment.

The United States has often been cited as the only industrialized country in which legislation on dismissals is nonexistent. But despite the prevailing ‘hire-at-will’ doctrine, a number of factors have served to attenuate the principle of mutuality. For example, the Worker Adjustment and Retraining Notification Act of 1988 (WARN) introduces mandatory prenotification periods in the case of mass dismissals and plant closings.

Extant research confirms that the provision of voluntary notice reduces unemployment, albeit principally by enabling workers to find re-employment without any intervening spell of joblessness (see, inter al., Ehrenberg and Jakubson, 1988; Addison and Portugal, 1992; and Ruhm, 1992). That said, search intensity during the notice interval appears fairly modest (e.g., Addison and Blackburn, 1995; Burgess and Law, 1992; Swaim and Podgursky, 1990). Moreover, the relevance of such findings for a regime of mandatory notice is further complicated by the largely unmodelled endogeneity of voluntary notice and possibility that the gains of notice might be considerably reduced if all workers, rather than a subset of them, receive notice. In the latter context, part of the gains of notice in a voluntary regime might have accrued by enabling notified workers to gain jobs at the expense of their non-notified counterparts. This advantage would of course vanish in a situation of universal notice.

A second form of attenuation to hire-at-will has occurred through the actions of state courts, which have adopted three exceptions to this common law doctrine. These are, by level of stringency: the public policy exception, the implied contract exception, and the covenant of fair dealing and good faith (Addison, Barrett, and Siebert, 1995). Such legal exceptions to hire-at-will have been associated with a surge in wrongful dismissal litigation. Dertouzos, Holland, and Ebener (1988) note that in the case of California during the period 1980-86, the average court settlement was $650,000. However, the largest component of those costs was legal fees, and the sum received by the successful plaintiff did not exceed $30,000. Companies would have been better off paying the employee after the initial complaint rather than settling in court. The impact of those costs on the level of employment and the speed of adjustment of employment has been analyzed by Dertouzos and Karoly (1993). Based on industry-specific employment data for all fifty U.S. states for the interval 1980-1987, the authors provide strong evidence that wrongful discharge doctrines have had a significant effect on firms. They observed that employment levels drop significantly after the adoption of the furthest reaching common-law exceptions to the employment-at-will doctrine. Indeed, in tort-based states - states allowing punitive damages for pain and suffering in addition to compensation for lost earnings - aggregate employment is on average 2.9% lower in the year following the adoption of such remedies. The decline in employment was on average 1.8% in states recognizing contractual remedies (lost earnings) in cases of unfair dismissals. In other words, the actions of the courts would appear to have had a negative impact on employment. In addition, recognition of a tort cause of action by the courts has also had a depressing effect on the speed of adjustment of employment in response to exogenous economic changes and on the mix of employment in favor of atypical workers.
Most of the cross-national studies have also obtained mixed results. The International Organization of Employers (IOE) (1985) conducted a survey via a questionnaire distributed to 16 European and 2 non-European employer federations. The IOE reported how each country’s employers viewed the legislation aimed at protecting its employees. Obstacles to employment termination, including severance allowances, were judged by survey respondents as “fundamental” in six countries (France, Germany, Ireland, the Netherlands, Portugal, and Spain), “serious” in five countries (Austria, Belgium, Ireland, Norway, and Sweden), “minor” in two countries (Denmark and Finland), and “insignificant” in the United Kingdom.

In order to obtain detailed information on the perceptions of employers regarding the employment impact of regulations, the Commission of the European Communities (CEC) undertook in 1985 a detailed survey in which 8,000 industrial firms in nine European Community countries took part. A core question in the industry survey referred to the potential barriers to hiring more workers. The companies surveyed were asked to rank ten possible reasons for not employing more people according to their importance in hiring decisions. Most companies gave as the first “very important” reason the present and expected demand. On this measure, the second most important reason for the reluctance to hire more labor was “insufficient profit margin due to domestic and foreign competition.” The third most important reason cited was “insufficient flexibility in hiring and shedding labor.” This ranked ahead of other constraints such as non-wage labor costs (employers’ social security contributions, sick pay, and company pension schemes), rationalization and/or introduction of new technologies, labor and capital costs, shortages of skilled labor, increases in contracting out, and insufficient production capacity. 

With the 1985 surveys as a backdrop, Emerson (1988) compiled labor statistics in order to compare the employment and unemployment situations in eleven developed countries. His intent was to draw inferences concerning the link between employment security and labor market performance. According to Emerson, the severity of employment legislation should manifest itself in the rate of turnover of employment. Based on the data and survey results available to him, Emerson suggests that there is a strong inverse link between employment security legislation and labor market flexibility. The rates of turnover of employment appear to be inversely related to the severity of protection regimes summarized by the level of dismissed workers and the perception of business executives. 

Bertola (1990) creates a job security index which ranks ten countries by obstacles to dismissal based on Emerson (1988) and presumably using information from the 1985 CEC survey. He presents graphs and rank correlations to chart the links between employment security legislation and several economic variables of interest. The rank correlation coefficients are reported in each graph, more as an aid to visual inspection than as a meaningful statistic. Bertola notes that in high job security countries, the drop in employment tends to be smaller and the drop in hours worked per employee larger - but the net effect is not such as to produce a larger drop in total hours worked. The drop in output itself is smaller in high job security countries (p. 863). As for unemployment, no strong relationship is apparent. However, the effect of past unemployment on current unemployment is stronger in high job security countries. In other words, there appears to be a strong link between the strictness of employment security regulation and the persistence of unemployment. Bertola concludes that the evidence he assembles is not unfavorable to job security legislation.

Using regression analysis, Barro (1988) relates persistence of unemployment to variables that matter theoretically for the economy’s speed of adjustment, such as the extent of unionization, measures of the nature of collective bargaining, and the size of government. Another variable of interest is of course the amount of government mandated severance pay and notice for dismissals. With data on nineteen countries, Barro reports that the severance and notice variables had no significant effects on the average of unemployment rates for the post-World War II period. Unfortunately, the regression results are not reported in Barro’s article.

Representing firms’ business conditions by a geometric Brownian motion process, the continuous time equivalent of a random walk with drift, Bentolila and Bertola (1990) find that firing costs (they do not discriminate between notice periods and severance payments) are not always harmful for employment. Because of firing costs, labor demand in good times is lower than it would otherwise be and conversely in bad times. Depending on the firms’ expectations, it is possible for employment to be higher on average with high firing costs. This is because what matters is the probability of having to fire workers at some point. If firms have a very optimistic view of future conditions, hiring will occur since future firing costs can be heavily discounted (bad times appear to be far in the future). However, ex post firing is less likely to occur if firing costs are large. Bentolila and Bertola therefore conclude that average employment increases, that is, with high firing costs and an optimistic view of the future, the decrease in hiring due to the existence of such costs is smaller than the decrease in firing due also to such costs. Those conclusions are supported by the results of their quantitative analysis. They provide estimates (from several sources) for all the parameters of the model (demand growth, productivity growth, firing costs, and attrition rates) and compute the effects of changes in firing costs on hiring and firing policies for four countries, namely France, Germany, Italy, and Untied Kingdom, for the period 1961-1986. They report that the magnitude of the firing costs affects the firing policy of the firm much more dramatically than its hiring policy. Their highly involved model allows them to conclude that firing costs affect a firm’s employment decisions much more than hiring costs.

As noted earlier, Lazear’s pioneering work has acted as the catalyst for more intensive and systematic study of the effects of job security provisions on labor market performance. The data used to estimate the labor market effects of employment security legislation covered twenty developed countries over the twenty-nine year interval 1956-1984. Lazear expresses job protection in terms of severance payments and notice periods, and those two variables are calibrated in months for a blue collar worker with ten years service. Following an extensive analysis he shows that severance pay has a significant positive effect on unemployment. He notes that for a country with a one percent growth rate, a three month increase in severance pay would decrease the employment-population ratio by about 1.08 percent. In the United States, this would represent about one million jobs. In addition, in those countries that have experienced a marked increase in the amount of severance pay over time, the increase in dismissal costs explains a substantial share of the overall increase in unemployment over the period 1956-59 to 1981-84. For example, 59% of the increase in the French unemployment rate was explained by increase in severance payments, while in Italy increases in severance payments explained more that 200% of the rise in unemployment. 

In 1993, expanding on Lazear’s study, the OECD also used two new variables that were not considered by Lazear. First, the maximum duration of unemployment benefits is included since there seems to be a link between duration of unemployment and duration of benefits. The unemployed can be the victim of a vicious circle. Employers may be reluctant to recruit people with a long period of unsuccessful job search, and the unemployed themselves may become ‘de-motivated’. Second, the OECD includes the ratio of expenditures on active labor market policies to outlays on unemployment benefits. This measure of the degree of labor policy activism commends itself to the OECD on the grounds that countries which shift resources to active programs, at the expense of (passive) income maintenance, are likely to reduce unemployment persistence. The study concludes that both the rate and the incidence of long-term unemployment are higher in countries with more stringent job security legislation and longer unemployment benefits. However, the unemployment rate is reduced where active policy programs are prominent.
In a recent study, Addison (2005) appears to be supporting Lazear’s conclusions, but not without a caveat. Updating previous work (Addison et al., 2000), and further analyzing the robustness of Lazear’s major predictions, Addison adds a more complete set of potential explanatory variables such as the unemployment insurance replacement rate, the maximum duration of unemployment benefits, expenditure on active labor market policy (OECD 1993, 1999), union density, collective bargaining coverage, and overall employee and employer coordination in wage bargaining. Addison contends that Lazear conclusions show little slippage, but the strength of the relationships hinges upon the type of statistical analysis chosen. He also found a statistically weak impact of all the other institutional variables.
However, Blanchard (2004) disagrees. Explaining historical trends in European unemployment, he states that the main cause of the increase in unemployment in the 1970s and the early 1980s was due to a steady increase in wages given the level of technology.  Since then, labor institutions (excluding the severity of employment security provisions) are the main culprit. They affect both the size and the duration of the effects of shocks on unemployment. In a study of unemployment in Australia, Carroll (2004) agrees.
The obvious lack of agreement between economists on the impact of job protection provisions has opened the door to searching for other causes of unemployment trends. The last ten years has seen the appearance of a substantial number of papers on the social implications of tenure choice. While the majority of these papers conclude that home ownership produces social benefits (capital gains, tax deductibility of mortgage interest, etc.), several claim that it also generates a social cost: unemployment (Oswald, 1996, 1997, 1999). Oswald’s hypothesis, supported by an analysis of time series and cross-section data for OECD countries and regions within selected OECD countries, is that homeowners are less willing than private renters to move to jobs when they become unemployed because owners have larger costs of moving than do renters – selling costs and longer periods of double house payments until their house is sold. As a result, when owners become unemployed, they stay unemployed longer than renters do. Indeed, Oswald claims that a ten-percentage point increase in ownership leads to a two percentage point increase in unemployment.

As Lazear has created a wave of interest on the impact of the severity of job protection legislation on unemployment, Oswald has done the same with the impact of homeownership. Once again, however, economists have disagreed in their conclusions. Nickell and Layard (1999) add variables in an analysis of the original OECD country data. Green and Hendershott (1999, 2001) and Partridge and Rickman (1997) both analyze U.S. state data, adjusting for age composition and other factors. Pehkonen (1997) examines Finnish data. All of these ‘macro’ studies agree with Oswald’s result with the magnitude of response ranging from a one to two percentage point increase in the unemployment rate for a ten percentage point increase in the home ownership rate. However, Flatau et al. (2002a) in a study of Australian regional data, draws opposite conclusions. 

Most ‘micro’ analyses, with the exception of an analysis using French data (Brunet and Lesueur, 2003), contest Oswald’s results. Coulson and Fisher (2002) find that home owners have significantly lower probabilities of being unemployed and typically earn significantly higher wages than renters. They also find that home ownership exerts a significant negative influence upon the length of the spell. Green and Hendershott (2002) examined the duration of unemployment of roughly 2500 Americans who became unemployed during the 1985-92 period. In a two-component analysis, they first estimate a probit explaining home ownership and then relate the duration of unemployment to predicted home ownership. Rather than Oswald’s predicted positive relationship, they find a negative relationship. Flatau et al. (2002b), in a micro-econometric study of Australia, concur.
Once again, a consensus has not been reached. Have researchers missed another explanation of unemployment trends around the world? We would like to think so. In a recent paper on the effect of homeownership on labor mobility in the Netherlands, Leuvensteijn and Koning (2004) dispute also Oswald’s hypothesis. They suggest indeed that the housing decision is driven by job commitment, and not the inverse. This is very powerful, and we believe that this idea should be taken a step further. The importance of job commitment, which varies from worker to worker and from nation to nation, reveals something very exciting: does culture matter? Is culture the missing piece of the unemployment puzzle? This is what this analysis aims at showing using data provided by the work of Hofstede (2001). 
DEFINING CULTURE

As mentioned above and explained in a recent paper by Grosso and Smith (2006), Hofstede’s work provides a valuable resource to any study involving culture. In his 2001 analysis, he defined culture according to five dimensions which describe and differentiate a country’s society. The dimensions are: Power Distance, Individualism, Masculinity, Uncertainty Avoidance, and Long-Term Orientation. He described the important aspects of each dimension, as seen in Tables 1 through 5. Hofstede also developed index rankings for each of these dimensions. The index rankings range from a low of 5 to a high of 104. Additionally, Hofstede calculated a world average for each index (see Figure 1). According to Hofstede, the first four dimensions, Power Distance, Individualism, Masculinity, and Uncertainty Avoidance are the primary dimensions.

The Power Distance Index (PDI) measures the level of inequality between people in the society. A low ranking on this index means that the society encourages equal opportunity and discourages the growth in differences between the power and wealth of its people. Characteristics of low and high power distance are listed in Table 1.

Table 1: Characteristics of Power Distance
	Low Power Distance
	High Power Distance

	· Flat organizations
	· Tall organizations

	· Fewer supervisors
	· More supervisors

	· Ideal boss: resourceful and democratic
	· Ideal boss: well-meaning autocrat

	· Subordinates expect to be consulted,  and they may do important work, thus having the opportunity to get promoted quickly
	· Subordinates expect orders and directions, and they are rarely given important work. 

	· Supervisors are expected to treat employees respectfully
	· Class distinctions are emphasized



The Individualism Index (IDV) measures the degree to which a society focuses on the rights of individuals versus the development of collectivism and family-type structures where members of the society protect and care for one another. A high rank on this index means that the society focuses on the rights of individuals and loose relationships between people, as close ties would interfere with a sense of individuality that is important in these cultures. Characteristics of individualism/collectivism are listed in Table 2.

Table 2: Characteristics of Individualism/Collectivism
	Low Individualism (Collectivism)
	High Individualism

	· “We” not me orientation
	· "I" identity

	· Group, family or rights for the common good are seen as more important than the rights of inviduals. 


	· Promotes individual goals, initiative and achievement; achievement of personal goals at others' expense

	· Rules promote stability, order, obedience. 
	· Individual rights seen as most important; rules attempt to ensure independence, choices and freedom of speech. 



The Masculinity Index (MAS) examines the importance of the traditional male model of achievement, power, and control by men in the society. A high ranking indicates that a large gender differential persists in the society and that females are not treated as equals to males in many aspects of society. The characteristics of low and high masculinity cultures are listed in Table 3.
Table 3: Characteristics of Masculinity/Femininity

	Low Masculine (Feminine) Culture
	High Masculine Culture

	· Priorities are relationships, nurturance, environmental protection, and quality of life
	· Priorities are achievement, performance, wealth

	· Women chose female bosses
	· Women chose male bosses

	· Women's liberation means that men and women should share equal roles 
	· Women's liberation means that women begin to participate in male-dominated areas 

	· Professionals "work to live" (i.e. - short work hours and high use of vacation time) 
	· Professionals often "live to work" (i.e. - long work hours and little use of vacation time)

	· A high number of women in politics 
	· A low number of women represented in politics

	· The ideal icon is someone who helps and nurtures the community 
	· Manufacturing and business are seen as more important than arts and healing



The Uncertainty Avoidance Index (UAI) quantifies the degree to which the people of that culture can tolerate uncertainty and ambiguity. If the society has a low tolerance for unstructured situations, it will create many laws, regulations, rules and controls to reduce the ambiguity. A society such as this would receive a high ranking on the index. Characteristics of low and high uncertainty avoidance are listed in Table 4.
Table 4: Characteristics of Uncertainty Avoidance

	Low Uncertainty Avoidance 
	High Uncertainty Avoidance

	· Risk is valued in business
	· Low tolerance for risk-taking behavior

	· Low emotional resistance to change
	· Rules and procedures heavily relied upon

	· High turnover in most organizations
	· Preference for larger organizations

	· Few written rules and regulations
	· High level of loyalty

	· Typically the country is newer or more recently settled
	· Conflict and competition tend to be avoided



The final cultural dimension is Long-Term Orientation (LTD). This index measures how strongly the society holds on to tradition and emphasizes the values of hard work now to reap rewards in the future. A low ranking on this index means that the society does not emphasize long-term commitments so that change can occur more easily since it is not restricted by traditional thinking. The characteristics of a short and long-term time orientation are listed in Table 5. 
Table 5: Characteristics of Time Orientation

	Long-Term Orientation
	Short-Term Orientation

	· Persisence
	· Personal steadiness and stability

	· Ordering relationships by status and observing this order
	· Protecting one's face can hinder the flow in business

	· Having a sense of shame
	· Too much respect for tradition which prevents from being innovative


THE STUDY


We were able to collect unemployment and cultural data for thirty-four countries. Those countries are listed in Table 6. Unemployment data was derived from the International Labor Organization (2005), cultural data from the Hofstede 2001 report. The lack of LTD data for many countries prevented us from using that variable. 
Table 6: Countries Used in the Study

	Argentina
	Ecuador
	Italy
	Singapore

	Australia
	El Salvador
	Japan
	Spain

	Belgium
	Finland
	Mexico
	Sweden

	Brazil
	France
	Netherlands
	United Kingdom

	Chile
	Germany
	New Zealand
	United States

	Columbia
	Greece
	Norway
	Uruguay

	Costa Rica
	Guatemala
	Panama
	Venezuela

	Czech Republic
	Hungary
	Poland
	

	Denmark
	Ireland
	Portugal
	


First we investigate the relationship between culture and labor market flexibility by graphing each of Hofstede’s dimension with the unemployment rate. 
Figure 1
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Figure 2
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Figure 3
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Figure 4
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We notice that three cultural dimensions, PDI, IVD, and UAI, exhibit a marked relationship with the rates of unemployment: positive for PDI and UAI, and negative for IDV. This appears sensitive. In cultures with high power distance, the lack of delegation by an autocratic boss limits the supervisees’ learning and makes them less marketable in the event of dismissal. In cultures exhibiting high individualism, the search for achievement will drive individuals to learn and be ready for job changes, either due to dismissal or voluntary moves. In high uncertainty avoidance cultures, individuals try to avoid ambiguous situations such changing jobs, taking on new tasks, or moving. They would be very comfortable keeping the same job for life and not learning new skills which could be helpful in case of dismissal. Graphically, MAS does not exhibit a visible relationship with the rate of unemployment.  
Results
We ran several regressions of the form yi = ci + ∑j Xijbj + ei, using the unemployment rate as the dependent variable and the cultural indices as the explanatory variables. Based on the graphical analysis (as shown above), we hypothesized that there would be a positive relationship between the Power Distance Index and the unemployment rate, and between the Uncertainty Avoidance Index and the unemployment rate. We hypothesized that there would be a negative relationship between that the individualism index and the unemployment rate. The graphical analysis was confirmed. We could not statistically show that MAS could explain unemployment; however, we could support our expectations for the other variables.

Results indicate that cultural influences do have an impact on the rate of unemployment. As seen in Table 7, according to the t scores reported, the Power Distance Index (PDI) is significant at the 0.2 level. The Individualism (IDV) is significant at the 0.1 level, and the Uncertainty Avoidance (UAI) Index is significant at the .01 level. Our hypotheses were supported by the directional signs of the coefficients. All indices have the expected sign. Overall, even without additional control variables often used to explain unemployment, our model explained forty-four percent of the rate (R² = 0.44).  This is a robust result indeed. 
Table 7: Parameter Estimates

Dependent Variable: Unemployment Rate

	Variable
	Coefficient
	Standard Error
	t
	Prob> t

	PDI
	0.28077
	0.198134
	1.417072
	0.20

	IDV
	-0.12273
	0.072479
	-1.6933
	0.10

	UAI
	0.388217
	0.104267
	3.723311
	0.01




R² = 0.44
CONCLUSION


The purpose of this study was to analyze the impact of culture on unemployment. Using cultural indices scores from Hofstede (2001) and unemployment data from the ILO, we have derived some very promising results. We have shown that culture offers a very powerful explanation to the economic and social problem of unemployment. We are not saying that previous explanations are not valid; however, we are confident that we have found a missing piece to the puzzle. Since culture is not universal, the solution to unemployment will not be either. Policies will have to be customized for each nation based on its culture. This may be the key implication of our findings - a global approach may not work. We are very excited about our results, and because of the strength of our findings we are encouraged to continue beyond this first attempt at explaining unemployment using cultural variables. In future research we will expand our analysis to more variables, including those described earlier in this paper, and we will add more nations over time. The puzzle may finally be complete.
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