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Why France vs. Spain ? 

 

•  Very different reaction of SP unemployment to the crisis relative to FR 

                G 

 

 

 

 

  

  
            Emp.- GDP growth (2008-II-2009-IV)                                Emp.-GDP growth (- Construction) (2008-II-2009-IV) 

 

• But similar labor market institutions: EPL, UB, CB (except gap in firing costs + 
limitations on use of temp. contracts: EPL gap) 

 



                                               Share of temp. jobs (% employees) 
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Cyclical component of employment (H-P filtered series) 
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Research question : What is the role of temporary employment (EPL gap vs. 
other factors? (residential construction + financial crisis) 

 

• Extend Mortensen-Pissarides (1994) model to a dual labour market with 
temporary and permanent jobs + other institutions (EPL, UB, CB) 

 

• Focus on role of EPL gap in red-tape costs between perms. & temps, and 
legal restrictions on use of temp contracts .  

       Shortcut: Other policies enter as calibrated parameters (share and duration of 
temporary contracts, matching efficiency, shock parameters) 

 

• Calibrate the model to FR & SP before (2005-2007) and during (2008-2009) 
the Great Recession (GR). The simulate counterfactual scenario: What if 
Spain had French EPL before the GR ? (and vice versa) 

• Conclusion: This reform would have saved about 45% of its unemployment 
increase 

 

              Outline 





LM institutions 

      (EPL) 

       Similar average EPL (OECD indicators) but much higher EPL gap in Spain than 
in France. 

        Gap in Red-tape firing costs: 1.33 quarters of wages in FR, 2 in SP, but 

      Restrictions on Temps: Much laxer in SP  

      Advance notice: 1.33 quarters in FR, 0.23 quarters in SP 

 

       (UB) 

      Very similar (taking into account income taxes, entitlement duration rules, and 
assistance benefits) 

 

      (CB) 

         Similar (sectoral /regional) (Spain copied France in 1980s) 

 



       (Mismatch:  Much larger reallocation shock in SP) 

 

•  Why?: Construction N share (2007): France 6.9%, Spain 13.3%  

       Higher fall in real interest rate in SP at €Z access + Abundance of unskilled 
labor (dropouts, immigrants)+ Dual labor market (Saint-Paul, 1997, Bentolila- 
Dolado- Jimeno, 2009)→ Specialization in mature sectors intensive in temp 
workers: residential construction+ services  

 

     

       Correl. Total and Construction ↓% ∆ N across regions: 0.7 

 

• Mismatch (2007:4 → 2009:4) u range: 10.3 pp. →15.6 pp.; u std. dev.: 3 → 5 

    (France: u range 9.6 pp. → 11.3 pp.; u std. dev. 1.3 → 1.4) 

 

 



• Geographical mobility is much lower in Spain 

       Interregional migration rate: France 2.1%, Spain 0.2% 

 

•  Determinants of low mobility: 

        - Housing regulations (Oswald, 1999; Rupert-Wasmer, 2009):  

          Rental market, Spain 12%, France 40%        +  

        - EPL: Higher risk on Temp jobs (Antolín-Bover, 1997) & late home leaving 
(Bentolila-Ichino, 2008, Becker-Bentolila-Fernandes-Ichino, 2010. 

 

 
 

Beveridge C urve Spain Beveridge Curve  France 











Model setup 

advance notice (σ) 



Asset Values 
Firms 



Workers 

         Surpluses 



Bellman eqns. for firms  

…and  similarly for workers  



Productivity thresholds for permanent jobs (PJD and PJD) and (overall)  
Job Creation equation (JC)  

whereas 



Labour market equilibrium  



Effects of ↑ f 



Effects of ↓ p 



Summary 



Proposition: What happens when f is too large ?  



Wages 



Flows 

…and in steady state 

→ Average wage : f &b  )  



Targets: (i) Job destruction rate of perm. jobs, (ii) Temp. rate & (iii) U-rate, 
assuming  ε~ U[0,1] 
 





                       
 

I. Expansion (good match for FR and SP) 

II. Recession (aggregate/ reallocation shocks): 

  

          (i) Model 1 :    ε~ U[0,1] →U[0, γ], γ<1: FR: γ=0.90, SP: γ=0.77 
                               Good match for FR but failure in SP (temp. rate). 

 

          (ii) Model 2: (SP) γ=0.87  &  ↓ m0 : 2.5→ 1.5  

                              Good match for SP when reallocation shock is allowed for. 

 

  III. Counterfactuals ( SP with FR EPL & FR with SP EPL during recession)    

            

 

 

Simulation results (Expansion & Recession) 







Transitional dynamics (deviations in pp. from average SP u-rate in good state, 10.30% )  

← SP with SP EPL 
 
 
← SP with FR f 
 
 
 
← SP with FR f  & p  
 
 
 
 
  









  
 

Thank you 

for your attention! 
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