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Unemployment: U.S. vs Euro Area



Unemployment: U.S., Euro Area and Spain



Unemployment and Labor Market Distortions

• Perfectly competitive labor market
wt = σct + ϕnt

=⇒ no involuntary unemployment

• Imperfect competition or other wage setting distortions
wt = µwt + σct + ϕnt

where µwt > 0.is the labor market wedge (or wage markup).

• Perfectly competitive labor supply
wt = σct + ϕlt

• Unemployment
ut ≡ lt − nt

• Unemployment and the labor market wedge
µwt = ϕut





Example (I): Effi ciency Wages

Production function:
Yt = F (E(Wt)Nt)

Firm’s problem:
max
Wt,Nt

F (E(Wt)Nt)−WtNt

Optimality conditions:

E ′(Wt)

E(Wt)
Wt = 1 =⇒ W ∗, E(W ∗)

F ′(E(W ∗)Nt) E(W ∗) = W ∗ =⇒ Nt

independently of labor supply

Example: E(Wt) = log(1 + Wt)



Example (II): Monopolistic Union

max
Wt

U(Ct, Nt)

where U(Ct, Nt) ≡ C1−σt

1−σ −
N 1+ϕ
t

1+ϕ , subject to

Ct = WtNt + Πt

Nt = W−εw
t Qt

Optimality condition:
Wt =

εw
εw − 1

MRSt

where MRSt ≡ −Un,t
Uc,t

= Cσ
t N

ϕ
t

Letting µw ≡ log εe
εw−1

wt = µw + σct + ϕnt

ut = u =
µw

ϕ



Example (III): Real Wage Rigidities

w∗t = µw + σct + ϕnt

wt = γwt−1 + (1− γ)w∗t
Implication:

∆wt = −
(

1− γ
γ

)
ϕ (ut − u∗)

where u∗ = µw

ϕ ("natural rate")

⇒ gradual adjustment of unemployment.



Example (IV): Hysteresis (Blanchard-Summers)

Assume labor demand is given by wt = at − αnt
Wage-setting in advance by union, given target employment n∗t :

wt = Et−1{at} − αEt−1{n∗t}
"Insiders model": n∗t = nt−1

Implication:

nt = nt−1 +
1

α
εat

where εat ≡ at − Et−1{at}.
Using wt = ct + ϕlt :

ut = −1 + ϕ

ϕ
nt

ut = ut−1 −
1 + ϕ

αϕ
εat

=⇒ permanent effects of temporary shocks!



The Search and Matching Model

•Mortensen-Pissarides (RES 94), Pissarides (2000)
• Employment Dynamics

Nt+1 = (1− δ)Nt + Ht

• Unemployment
Ut = 1−Nt

• New Hiring
Ht = M(Vt, Ut)

• Vacancies posted at a fixed cost k



• Job Finding Rate
Ht

Ut
= M

(
Vt
Ut
, 1

)
≡ φ(xt)

where xt ≡ Vt/Ut is an index of labor market tightness, and φ′(xt) > 0

• Vacancy Filling Rate
Ht

Vt
= M

(
1,
Ut
Vt

)
≡ ρ(xt)

where ρ′(xt) < 0.

• Beveridge Curve
M(Vt, Ut) = δNt + ∆Nt+1

= δ(1− Ut)−∆Ut+1

Steady State
M(V, U) = δ(1− U)



The Beveridge Curve



The Beveridge Curve



• Unemployment Dynamics and Labor Market Tightness
Nt+1 = (1− δ)Nt + φ(xt)Ut

Ut+1 = (1− δ − φ(xt)) Ut + δ

• Firm’s surplus from existing employment relation

SFt = At −Wt + β(1− δ)Et{SFt+1}

= Et

{ ∞∑
k=0

(β(1− δ))k (At+k −Wt+k)

}
• Optimal hiring policy

k = ρ(xt)βEt{SFt+1}



• Steady state:
U =

δ

δ + φ(x)

SF =
A−W

1− β(1− δ)

k

ρ(x)
=

β(A−W )

1− β(1− δ)
• Comparative statics:

↑ A =⇒ ↑ x =⇒ ↓ U
↑ W =⇒ ↓ x =⇒ ↑ U
↑ k =⇒ ↓ x =⇒ ↑ U
↑ δ =⇒ ↓ x =⇒ ↑ U



El Sistema
 

de Protecció
 

a l’Ocupació

•
 

Lleis
 

+ Negociació
 

col.lectiva
 

+ Pràctiques
 judicials

•
 

Protecció
 

treballadors
 

“regulars”
 

(amb
 

contracte
 indefinit)

–
 

condicions
 

acomiadament
 

“justificat”
–

 
dificultats

 
de procediment

–
 

periode
 

d’avís
 

+ indemnitzacions
•

 
Protecció

 
addicional

 
acomiadaments

 
col.lectius

•
 

Regulació
 

contractes
 

temporals
 

i agències
 

de 
treball

 
temporal.



L’índex
 

de la OCDE 
(Employment Outlook 2004)





Efectes
 

Teòrics

•
 

Efectes
 

sobre
 

fluxos
 

d’entrada
 

i sortida
 

de l’atur
  efecte

 
ambigu

 
sobre

 
la taxa

 
d’atur

•
 

Augment del poder
 

de mercat
 

dels
 

treballadors
 “regulars”

 
 ↑

 
W  ↑U

•
 

Efectes
 

sobre
 

productivitat
 

ambigus
↑

 
inversió

 
capital humà

 
“específic”

↓
 

incentius
 

per a evitar
 

baix
 

rendiment

U 
 



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