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Abstract

In the last decades, the world economy experienced two striking transformations that shocked
labour markets around the world, specially in developed economies. The first one is the
boom in migration flows which caused an unprecedented increase in the labour force share
of foreign-born workers in many countries. The second one is related to the emergence
of the Great Recession in 2008, which had driven back the attention of macroeconomics
to understand the impact of economic cycles in the evolution of unemployment and other
macroeconomic aggregates. The rise in workers’ heterogeneity that resulted from the increase
in immigration is, interestingly, proven to be essential to fully comprehend this impact.
This dissertation aims to understand the heterogeneous impact of economic cycles on the
labour market outcomes of different workers’ groups (natives/immigrants, private/public
sector employees, temporary /permanent workers) and what are its implications on the overall
impact of economic cycles on welfare and macroeconomic aggregates.

In the first chapter, ‘Natives” Responses to Immigration and the Cyclicality of Wages
and Labour Market Flows: Immigrants versus Natives’, I document a number of facts re-
garding the immigration experience in Spain for the period between 1999 and 2015. Using
Labour Force Survey microdata, I examine the cyclicality of job-finding and job-separation
rates for immigrants and natives over the long Spanish economic expansion and the sharp
contraction. During the expansion (until 2008) the job-finding rate was higher for immigrants
than for natives, but both rates converged to a lower level after the Great Recession took
place in 2008. I also find that the impact of the crisis on the job-separation rate was twice
as high for immigrants than for natives. Using longitudinal social security data, I find that
wage cyclicality is higher for immigrants than for natives: a one percentage point increase in
the unemployment rate is associated with a 0.65% and 0.95% drop in real wages for natives
and immigrants respectively. However, these differences only occur among low-tenure work-
ers. Using the skill-cell approach, I study whether immigration is correlated with natives’
occupational upgrading or downgrading, regional mobility or changes in labour force par-
ticipation. Immigration is positively correlated with natives’ occupational upgrading, while

none of the other adjustment’s margins are significant. This study provides novel empirical



evidence to enrich macroeconomic theories on the interaction of economic cycles and the
impact of immigration.

In the second chapter, ‘The Role of Immigration in a Deep Recession’, 1 study the
impact of foreign-born workers on the labour market during a recession. This is relevant
as many economies experienced large immigrant inflows before the Great Recession took
place. To this end, I use a random search model of the labour market featuring vacancy
persistence, endogenous return migration and wage rigidity. Consistent with the Spanish
data, in the model some immigrants leave the country in the event of a recession, so they
free up jobs for natives. Yet, since immigrants and natives differ in their match quality
draws, immigrants also affect the firms’ job creation decision. While the return-migration
channel is unambiguously positive for native workers, the calibration results for the Spanish
economy suggest that the job-creation effect is negative. I find that immigrants smooth the
recession and improve the welfare of natives. During the recession, the native unemployment
rate would have been 2 percentage points higher in the absence of the pre-crisis immigration
boom. Return-migration is the key channel since its short and long-run impact on natives’
unemployment rate is 10 and 2 times as large as the sum of the impact of the other channels.

In the third chapter, ‘Lifetime Job Instability over the Life-Cycle’, co-authored with
Rubén Veiga-Duarte, we quantify the incidence of temporary jobs for workers late in their
labour market career (at mid-career, defined as 30-35 years old). For that, we use Spanish
administrative data from the “Continuous Sample of Working Histories”, which allows us
to track workers’ entire labour marker history. We find that around 15 percent of workers
spend more than 50 percent of their mid-career active time in temporary jobs. We also find
a high degree of persistence in the time spent as temporary; workers spending most of their
young-age (20-30 years old) employed in temporary jobs experience higher job-separation
rates and find fewer permanent jobs later in their careers. Spending most of the young-time
in temporary jobs is also associated with lower wages (around 10%) in permanent jobs, even
at age 40. We then compare workers’ labour market performance at young-age conditional
on their time spent as temporary or permanent at mid-career. We find that both groups
start their careers with similar job-finding and job-separation rates in permanent jobs, but
differences increase as they age. Finally, while mid-career temporary workers have lower
wages in permanent jobs than mid-career permanent workers right from the beginning of
their career, this gap remains roughly constant over time. This empirical evidence will be
used to develop a theory that could help us to disentangle the underlying mechanisms that
explain the observed persistence in temporary employment.

In the forth chapter, ‘Labour market flows: Accounting for the public sector’, co-

authored with Idriss Fontaine, Pedro Gomes and Diego Vila-Martin, for the period between
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2003 and 2018, we document a number of facts about worker gross flows in France, the
United Kingdom, Spain and the United States, focussing on the role of the public sector.
Using the French, Spanish and UK Labour Force Survey and the US Current Population
Survey data, we examine the size and cyclicality of the flows and transition probabilities be-
tween private and public employment, unemployment and inactivity. We examine the stocks
and flows by gender, age and education. We decompose contributions of private and public
job-finding and job-separation rates to fluctuations in the unemployment rate. Public-sector
employment contributes 20 percent to fluctuations in the unemployment rate in the UK, 15
percent in France and 10 percent in Spain and the US. Private-sector workers would forgo

0.5 to 2.9 percent of their wage to have the same job security as public-sector workers.
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Chapter 1

Natives Responses to Immigration
and the Cyclicality of Wages and
Labour Market Flows: Immigrants

versus Natives

1.1 Introduction

As a consequence of large immigrant inflows in the last decades, foreign-born workers account
now for a significant share of the labour force of many countries. In United States, the share
of immigrants in the labour force increased from 9.3% in 1990 to 13.6% in 2005 and 15.3%
in 2010. A similar growing trend is found in UK: while immigrants made up 4.3% of the
labour force in 1990, by 2005 and 2010 that share was 5.9 and 8.3% respectively. A more
striking example is Spain, where the share of immigrants rose from 2.9% in 2000 to 11.3%
and 15.0% in 2005 and 2010.

The economic literature on immigration has shown that there are significant differences
between immigrants and natives regarding both their employment probabilities and prospec-
tive wages, see for instance Baker and Benjamin (1994), Clark and Drinkwater (2008). Work
on immigrants’ assimilation have reached similar conclusions (Borjas (2015) or Izquierdo
et al. (2009)). A related question that remains open is whether that differences are amplified
or mitigated over recessions and expansions. In other words, are immigrants more vulnerable
to the economic cycle?

This paper studies how differences in the labour market outcomes of immigrants and

natives depend on the economic cycle. In particular, using data from the Spanish Labour



Force Survey (2005-2015), I first examine the cyclicality of job-finding a job-separation rates
for immigrants and natives. Since the data starts in 2005, I can study the heterogeneity in
transition flows of immigrants and natives during both an economic expansion (2005-2008)
and a recession (2008-2015), which are particularly big boom and bust, making them a
very interesting case of study. I compute labour market flows for immigrants and natives,
both for the pool of workers and by fixing some job/worker characteristic (education, work
experience, sector of activity, type of contract). Then I estimate a probit model to test
whether the differential impact of the Great Recession on the probability of finding or losing
a job for immigrants and natives also exists between comparable workers.

Second, I examine differences in real wage cyclicality between immigrants and natives,
using a very rich administrative data from Spanish social security registers. Similar to the
analysis on labour market flows, I start by documenting the evolution of real monthly wages
from 1999 to 2015 for the pool of workers and fixing some job/worker characteristics, paying
particular attention to the behaviour of the wage premium between immigrants and natives.
I then follow De la Roca (2014) and study wage cyclicality by estimating a wage equation
in a two-steps procedure, focusing on how wage cyclicality differs by nationality.

The Spanish economy is an interesting case of study for the purpose of the paper for
two main reasons. Firstly, Spain experienced large foreign inflows in a very short span of
time. As Figure 1.1 shows, immigration to Spain was close to zero before 1998. After that,
immigrant inflows increased dramatically, reaching its maximum in 2007, where they made
up to more than 2% of the total Spanish population. This increase is even more extraordinary
when compared to other developed countries (Figure 1.1). As a consequence, the share of
immigrants in the labour force surged from 2.9% in 2000 to more than 15% ten years later.
Secondly, Spain experienced a sizeable employment destruction in the Great Recession. As
Figure 1.3 shows, the increase in unemployment rate was higher for immigrants than natives,
suggesting that the crisis hit harder immigrants than natives.

I also use the exceptional Spanish immigration process and the rich longitudinal data
to study natives’ responses to the immigration shock. The traditional approach to study
the impact of immigration on the labour market consist in reduced-form estimates, which
abstract from potential natives’ adjustment responses to the migration shock (e.g by changing
location or occupation). However, if these adjustments are relevant, the effect of immigration
might be very different.

The first contribution of the paper is to provide direct empirical evidence on the impact
of the Great Recession on wages, job-finding and job-separation rates for natives relative to
immigrants. Regarding labour market flows, my analysis covers a long post-crisis period

(2008-2015) which turns out to be relevant as the labour market’s dynamics during the



Figure 1.1: Immigrant inflows
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Great Recession are different on impact (right after the crisis emerges) and during the reces-
sionary period. With respect to wages, my main contribution is to study differences in wage
cyclicality between immigrants and natives. Importantly, the rich nature of the data allows
me to analyse and show that wage cyclicality differences between immigrants and native
disappear with workers’ tenure.

The second contribution of the paper is to examine the relevance of three potential
natives’ adjustment to immigration (occupational upgrade, internal migration and labour
force participation) in order to shed light on what ingredients a structural model aiming to
quantify the impact of immigration should incorporate. For that, I apply the education-
experience cell approach first used by Borjas (2003a).

I find that before the crisis (from 2005 to mid 2008) job-finding rates were higher for
immigrants than for natives. However, after the crisis both rates converged to a lower level.
Throughout all the period (2005-2015) job-separation rates are higher for immigrants than
for natives, but the gap increased significantly after the Great Recession took place in 2008.
These patterns hold even when fixing some worker and job characteristics. Given the nature
of the Spanish crisis, results regarding the sector of activity are particularly relevant: I find
that for all sectors (including construction), the job-separation rate increased more for im-

migrants than for natives. The probit estimation shows that ceteris paribus the impact of



the crisis on the probability of losing a job was twice as high for immigrants than for natives.
These results are consistent with those of Dustmann et al. (2010) for UK and Germany
and Carrasco and Garcia-Pérez (2015) for Spain, which found that immigrants are more
sensitive than natives to changes in the economic conditions. I find that wage cyclicality is
higher for immigrants than for natives: a one percentage point increase in the unemploy-
ment rate is associated with a 0.65% drop in native real wages, while for immigrants the
decrease is 0.95%. My estimates are slightly higher than those reported by De la Roca (2014)
and Font et al. (2015). However, overall they suggest a low degree of real wage sensitivity
compared to other developed countries (Pissarides (2009)), as expected result given the well-
known labour market duality and high rigidity of the Spanish labour market (Bentolila et al.
(2012b), Bentolila et al. (2012a)). Importantly, when allowing for heterogeneity in the es-
timates by tenure, I find that wage cyclicality differences between immigrants and natives
only occur among low-tenured workers (lower than 2 years of tenure in the establishment).
Last, real wages were more responsive during the expansion (1999-2008Q2) than during the
recession (2008Q3-2015), with higher wage cyclicality among immigrants in both phases of
the business cycle. Regarding natives’ adjustment to immigration, I find that immigrant in-
flows are positively correlated with natives’ occupational upgrading, while none of the other

adjustments’ margins are significant.
Literature Review and Contribution

This paper relates to the extensive literature on economic assimilation of immigrants. Some
examples are Baker and Benjamin (1994) for Canada, Borjas (2003a) and Card (2005) for
U.S. or Dustmann and Fabbri (2003) and Clark and Lindley (2009) for U.K. Regarding
the Spanish economy Amuedo-Dorantes and De la Rica (2007) use a single cross section
for 2002 and show that immigrants face a higher unemployment rate (12.3 respect to 7%
among natives in 2007). Izquierdo et al. (2009) uses administrative data from the Spanish
social security registers (Continuous Sample of Working Histories), they analyse the earnings
assimilation of migrants from outside the EU-15. They show that at time of arrival, immi-
grants’ wages are significantly lower than natives’, but immigrants reduce around half of the
gap in the first 5 years after arrival. Other related work is Ferndndez and Ortega (2008) and
Rodriguez-Planas and Nollenberger (2016). Using data from 2000 through 2011, Rodriguez-
Planas and Nollenberger (2016) find that immigrants who arrived before the 2008 recession
had little trouble finding work immediately but those who arrived after 2008 struggled to
find work as Spanish unemployment rates increased. For the period 1996-2006, Fernédndez

and Ortega (2008) find that immigrants face initially both a higher unemployment and



temporary employment rate. A notable difference with these papers is that they use cross-
sectional data, abstracting from exploiting the panel data dimension of the Spanish Labour
Force Survey. Moreover, my data covers a longer post-crisis period. I add to this literature
by focusing on differences between immigrants and natives regarding their labour market
flows. In particular, my contribution is to show that a key source for the higher immigrants’
unemployment rate is that their job-separation rate is higher regardless the macroeconomic
conditions.

This paper is most closely related to the strand of the literature studying how immi-
grants respond to the economic cycle compared to natives. Dustmann et al. (2010) study
unemployment and wage responses to economic shocks for immigrants relative to natives in
Germany and the United Kingdom. They show that there are similar and significant differ-
ences in unemployment responses between immigrants and natives in both countries, even
conditional on education, age, and location. They also find little evidence on differential
wage responses. A close work to my study is that of Carrasco and Garcia-Pérez (2015), who
also uses longitudinal data from Spain (Continuous Sample of Working Histories) covering
the expansionary and recession cycle. They investigate whether durations in unemployment
and employment for immigrants and natives respond differently to changes in the economic
conditions. They find that the effect of the crisis on these durations is higher for immigrants
than for natives. Nonetheless, some relevant traits differentiate the two works: first, we fo-
cus on transition flows (i.e job-separation and job-finding rates) and how those changed with
the cycle, instead of employment and unemployment durations; second, we cover a longer
recessionary period, which is very relevant given the high persistence on the unemployment
rates during the Great Recession. Therefore, my contribution to this literature is to provide
direct evidence on how the Great Recession differently affected probabilities of finding and
losing jobs for immigrants and natives.

My paper is also related with the literature estimating worker flows. Some of the
most influential papers on this topic are Blanchard et al. (1990), Shimer (2012), Elsby et al.
(2009) or Fujita and Ramey (2009), all for the U.S. economy. Several studies focus on
European labour markets, for instance Gomes (2012) for UK, Fontaine (2016) for France or
Hertweck and Sigrist (2015) for Germany. Using Spanish data, Silva and Vazquez-Grenno
(2013) focus on the differences between permanent and temporary employment. While all
these papers stress the relevance of accounting for the evolution of labour market flows
to understand unemployment determination, they have ignored the potential differences
between immigrants and natives. Therefore, I add to this literature by computing labour
market dynamics by nationality.

Closely related to my work are the study of De la Roca (2014) and Font et al. (2015) that



also use administrative data from the Spanish Social Security to examine real wage cyclicality.
For the period 1988-2011, De la Roca (2014) finds evidence of weak real wage cyclicality, with
a baseline estimate of a 0.4% increase in wages in response to a one percentage point decline
in the unemployment rate. Focusing on how wage cyclicality differs in different phases of
the business cycle, Font et al. (2015) finds that differences across expansions and recessions
are significant, with an even lower real wage cyclicality in recessions. Some relevant traits
differentiate my study from theirs. First, I focus on how wage cyclicality differs between
immigrant and native workers. Second, I use data from a more recent period, which allows
me to consider a longer post-crisis period. This is very relevant since, as stated before, the
crisis affected more immigrants than natives in terms of employment destruction.

Finally, this paper draws upon the literature on natives’ responses to immigration
shocks. Natives’ occupation/task specialization has been the most analysed margin of
adjustment in the literature. Peri and Sparber (2009) showed that less educated foreign
and native-born workers specialize in different production tasks (manual-intensive tasks vs
communication-intensive tasks). Using a different approach, Llull (2014) found that immi-
grations inflows are correlated with changes in occupation from blue collar to white collar
jobs. For the Spanish case, Amuedo-Dorantes and De la Rica (2011) found the same natives’
specialization pattern as in the US, though in a lower magnitude. Some other adjustment
margins has been investigated as well. Using Spanish data and the spatial correlation ap-
proach, Farré et al. (2011) showed that the recent immigration wave increased the labour
supply of skilled native women. Last, natives’ emigration response to an increase in im-
migration has also been studied (Borjas (2006)). I add to this literature by applying the
education-experience cells approach for three different potential adjustment margins for na-
tives (occupational upgrade, internal migration and labour force participation).

The rest of the paper is organized as follows. Section 1.2 summarizes some relevant
features of the Spanish immigration process and legal environment. Section 1.3 examines
the cyclicality of job-separation and job-finding rates for immigrants and natives. Section
1.4 studies the real wage cyclicality, and Section 1.5 performs the native responses analysis.

Finally, Section 1.6 concludes.



1.2 Background

1.2.1 Migration to Spain

Immigration to Spain is a recent process. Throughout most of the 20th century Spain was
a country of emigration, mainly to Europe (France, Germany and Switzerland)'. From the
late 90’s (around 1997-98), Spain experienced the largest inflow of immigrants among all
developed countries. As Figure 1.1 shows, from 1998 to 2008, on average immigrant inflows
made up 1.13% ot the total population per year. As a consequence, the number of immigrants
in the labour force went up from 0.27 millions (1.6% of total population) in 1998, to 3.4
millions (15.0% of the total labour force) in 2010, as displayed in Figure 2.5. This notable
immigration boom can be explained by a combination of factors. Bertoli et al. (2011) argue
that the Latin American crisis had a lot to do with the Spanish immigration boom. Similarly,
Bertoli and Moraga (2013) show that Spanish migration policies also played an important
role, in particular a special migration arrangement with former colonies. Furthermore, the
Eastern European expansion of the European Union can be also made responsible for a large
part of the immigration flows over this period. Last, it has been argued that the Spanish

economic boom enhanced the process.

Figure 1.2: Immigrant Share and Composition by Region of Country
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Note: Share of foreign-born workers that are actively participating in the labour market. Source: Spanish

Labour Force Survey.

1See Izquierdo et al. (2015a) for more a more exhaustive description of the historical migration process.



The right panel of Figure 2.5 displays the composition of immigrant workers by region
of origin®. As we can see, the main regions of origin are South America (mainly Ecuador and
Colombia, see Table 1.9 in Appendix D for details on the composition by country), Africa
(Morocco) and Europe (mostly Romania). Focusing on how the composition evolved over
time, two trends are observed. First, during the immigration boom (1999-2007), Romania
and the South American countries experienced the highest rate of growth of immigrants, as
their share in the total of immigrants increased from 1999-2004 to 2005-2007. On the other
hand, the share of Africa remained quite constant. Second, South American immigrants’
flows were also more sensitive to the crisis, as their share dropped from 2013 to 2016, due no
only to a drop in the inflows but also an increase in south American immigrants’ outflows,
that decided to leave Spain to return to their countries of origin (Prieto et al. (2018)). Figure

1.22 in Appendix D plots the evolution of the stock of immigrant workers by region of origin.

1.2.2 Legal Environment

Given its late immigration experience, most of the migration legislation until the mid 80’s
focused on designing an appropriate framework for the emigration flows. Some unsuccess-
ful attempts to legislate immigration were replaced by the approval of the Law 4/2000 on
January of 2000. This law introduced new rights and integration policies which helped im-
migrants to regularize and formalize their status. Specifically, the law established a general
principle of equality between foreign and natives. Among other aspects, it gave to foreigners
the same rights as natives regarding access to the legal system and ideological /religious free-
dom. It also allowed full access to emergency assistance and to all other (basic) social services
to those registered in the Municipal Registry (Padrén Municipal). Last, it only provided the
rights to work, move freely or associate to those with legal residence permission. The law,
which has been slightly modified, is still in force®. In the next section I study the cyclicality
of labour market flows by using the Spanish Labour Force Survey. One important advantage
that this survey has over other sources is that it collects information about national and
foreign workers in the formal economy as well as in the informal economy. However, a rele-
vant drawback in the analysis on real wages (Section 1.4) is that I use administrative data
from the Spanish social security registers, which only includes legal workers. This could be
an important limitation as I am missing some sectors where both the degree of informality
and the presence of immigrants is high (Farré et al. (2011)), such as the agriculture or the

household service sector (child and elderly care or household cleaning and cooking). See

2Results are constructed from the Spanish Labour Force Survey, and I am restricting my sample for
immigrants that are actively participating the labour market.
3See Corella (2015) for an analysis of the main changes to immigrant integration policy in Spain



Farré Olalla and Bosch (2014) for an analysis on the size of the informal sector in Spain and

its relationship with the Spanish immigration boom.

1.3 Cyclicality of Labour Market Flows: Immigrants

versus Natives

1.3.1 Data

I use data from the Spanish Labour Force Survey-Flows (SLFS, Estadistica de Flujos de la
Poblacion Activa), a quarterly representative survey of about 65,000 households, which is
equivalent to around 180,000 individuals. The sample is divided into six waves (rotation
groups) and every quarter one wave is replaced by a new one. The longitudinal structure of
the SLFS allows us to match observations belonging to two consecutive surveys. Also, due
to the structure of the database, we can track each individual for five successive quarters
(one year and a half). Although the quarterly survey starts in 1999, I restrict my analysis
to the period between 2005Q1 and 2016Q4, as the longitudinal dimension of the survey did
not provide information about nationality before 2005.

The survey asks respondents about their labour market status and job characteristics
(occupation, sector or type of contract) as well as personal and household characteristics

(age, education or nationality).

Descriptive Statistics

This subsection provides an overview of the main characteristics of the Spanish labour force
for the sample period considered here, focusing on the differences between immigrants* and
natives. As in the next sections I divide the sample period, Table 1.1 displays the descriptive
statistics by differentiating three phases: pre-crisis (from 2005Q1 to 2008Q2), crisis (2008Q3-
2013Q2) and post-crisis (2013Q3-2016Q1)°. First, female workers represent a higher share
among immigrants than natives, although differences decreased over time. Regarding the
age structure, native workers are older than immigrants. Similar to gender differences, the
average age gap decreased over time.

The third row of Table 1.1 shows the share workers with at most primary, secondary or

4Because the SLFS-Flows does not ask for country of birth, I identify immigrants as individuals with
foreign nationality.

5T chose this span of time since 2008Q3 and 2013Q2 are, respectively first and last quarter with a
negative quarterly growth rate of real GDP (ignoring two quarters in 2010 with slightly and temporarily
positive rates).



Table 1.1: Immigrants and Natives Characteristics

Natives Immigrants

Pre-crisis  Crisis Post-crisis  Pre-crisis  Crisis Post-crisis

Male 58.27% 55.57% 54.03% 55.76% 53.56% 52.11%
Average age 31.66 36.12 38.88 31.96 34.38 36.80
Education

Primary or less 20.72% 17.00% 11.00% 24.50% 24.00% 22.00%
Secondary 52.23% 53.05% 56.00% 54.67% 56.27% 55.93%
Tertiary 27.04% 30.00% 33.06% 20.42% 19.74% 22.07%
White Collar 58.13% 63.24% 66.06% 35.64% 40.18%  45.04%
Temporary rate 28.73% 22.12%  22.98% 56.70%  42.36% 37.30%
Unemployment rate 8.34% 19.13% 22.32% 12.36%  31.25% 33.04%
Sectors

Agriculture 4.43% 3.76%  3.74% 6.34% 7.07%  8.06%
Industry 12.15% 10.54% 10.02% 8.89% 7.02%  8.06%
Construction 16.71% 12.50% 10.88% 25.15% 14.35% 9.47%
Services 66.70% 73.20% 76.15% 59.62% 71.57% 75.63%

Source: Spanish Labour Force Survey, INE.

tertiary education®. Three observations are worth highlighting. First, the share of tertiary
educated workers is lower among immigrant workers, while the share of high-school drop-
outs (primary education or less) is higher for them than for natives. Second, there are no
significant differences regarding the share of secondary educated workers. Last, there is an
upward trend on the share of highly educated workers for both immigrants and natives: the
share of workers with tertiary education increased from 27.04% in 1999 to 33.06% in 2016
for natives, and from 20.42% to 22.07% for immigrants.

To analyse the occupation composition, I follow Llull (2014) and classify employed
workers into two groups: blue and white collar, depending on their occupation (see Table
1.10 in Appendix D for details on the occupations included in each group). As we can see
in the fourth row in Table 1.1, native employment is more concentrated among white collar

occupations than immigrant employment. Also notice that the share of workers employed

6As Borjas (2003a) I classify individuals into four education groups: high school drop-outs or less (i.e
primary studies or less), lower secondary education, higher secondary education and college degree. For the
descriptive statistics I pool the two secondary education categories, as there are no big differences in those
two educational levels between immigrants and natives.
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in high skilled occupations increased for both groups after the Great Recession took place.
The reason is that many workers employed in blue collar occupation lost their job during the
crisis. Immigrant workers are also more concentrated among temporary jobs than natives.
Specifically, during the pre-crisis period, the average temporary rate was 28.73% for natives
and 56.70% for immigrants. As expected, temporary rate dropped for both groups with the
arrival of the crisis, as most of the employment destruction was concentrated among workers
with temporary contracts.

Table 1.1 also displays the sectoral composition of jobs. From the last two row one
can see that the usual claim that most immigrants worked in the construction sector during
the boom is a misleading statement. The vast majority of both immigrants and native are
employed in the service sector. We can also see that during the pre-crisis period, immigrants
were indeed more concentrated in the construction sector than natives (25% of immigrants
versus 16.17% of natives), but the difference is less pronounced than one may think. The
plunge in the construction sector employment with the Great Recession is salient: the share
of immigrants employed in that sector dropped in 10 percentage points, while for natives the

drop was 6 percentage points.

Figure 1.3: Unemployment Rate by Nationality

Source: Spanish Labour Force Survey, INE.

During all the period considered, the unemployment rate is higher for immigrants than

for natives. Nonetheless, the unemployment rate gap between immigrants and natives sky-
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rocketed after the Great Recession took place. Figure 1.3 displays natives’ and immigrants’
unemployment rates, as well as the difference between the two rates. We can observe that
from 2001 to 2008 the unemployment rate gap fluctuated from its lower bound at 2.1 p.p.
in 2005Q4 to its maximum of 6.5 p.p. in 2003Q1. However, with the crisis, the differential
raised from 6 in 2008Q2 to more than 13 p.p. in 2013 and 15 p.p. in 2013Q1. Sectoral com-
position and differences in observables (education or age) can partially explain immigrants’
higher unemployment rate.

In the next section, I disentangle the source of the unemployment rate gap between im-
migrants and natives from differences in job-finding and job-separation rates: are immigrants
more time unemployed because the have a harder time finding jobs or because they lose their
jobs more easily? Additionally, I examine whether the heterogeneity in the transition flows
between the two groups still exists among comparable workers: is the unemployment gap
and the differences in the labour market flows only due to composition effects? Last, I
study if there are differences regarding cyclicality of job-finding and job-separation rates for

immigrants and natives.

1.3.2 Methodology: Job-finding and Job-separation Rates

The longitudinal nature of the data allows us to examine labour market dynamics for immi-
grants and natives by using the transition rates approach (Elsby et al. (2009), Shimer (2012),
or Silva and Vézquez-Grenno (2013) for Spain). In particular, I compute job-finding and
job-separation rates from 2005Q1 to 2016Q1. In Appendix A, I compute job-to-job transi-
tions with a change in employer’. As my goal is to understand differences in the probability
of finding and losing jobs between immigrants and natives, I consider a three-state environ-
ment (employment, unemployment and inactivity). However, given the important role of
the employment duality in the Spanish labour market®, I will also compute job-separation
rates by nationality and type of job (temporary versus permanent). I denote by j = {N, M}
the labour market dynamics of natives and immigrants, respectively. In order to analyse
labour market dynamics, I use the following fundamental equations that describe the evolu-

tion of the stock of employed, unemployed and inactive workers (denoted as E;,U; and 1,

"That is, transitions from employment to employment but with different employers.
8see Silva and Vazquez-Grenno (2013) for an analysis focused on the role of flows in and out of permanent
and temporary employment in Spain
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respectively):

AE;; = Angj,t,l + A]f.ffj,t,l — ()\ftU + Af{ VEj+1 (1.1)
AUjy = NV B+ ML — WP+ AT E; (1.2)
ALy =AU 1+ MY B — (A + XD Ej (1.3)

where )\fty is the transition probability of moving from state X in quarter t — 1 to state Y in
quarter ¢, for worker of nationality j, where X, Y = {E, U, I}. These transition probabilities
(transition rates) are calculated as a fraction of the flows from X to Y and the total number
of workers in state X at quarter t — 1. In the next section I focus my analysis on the
evolution of the transition rate from unemployment to employment (job-finding rate) and
from employment to unemployment (job-separation rate). Using the definition stated above,

these rates are computed as follows:

. e _ Nit” N
Job-finding rate : A; " = Uj,;—l = NUE N]{JtU AT (1.4)
NEV NEV
Job-separation rate : )\JEtU = & 2t (1.5)

= = NEU EE EI

where N;} is the number of workers transitioning from state X to state Y at period .
Figure 1.4 displays the evolution of immigrants and natives quarterly job-finding and
job-separation rates. Before the crisis (from 2005 to mid 2008), the job-finding rate was
higher for immigrants than for natives (45% and 35%, respectively). However, after the
crisis both rates converged quickly to a lower level of around 20%. Regarding the evolution
of job-separation, for all the period, those rates are higher for immigrants than for natives.
However, the gap between the two increased significantly after the Great Recession took
place in 2008. In particular, immigrants job-separation rate more than doubled from 2008
to 2009 (from 4.5% to 11%). For natives, the rate jumped from 2.3% to 3.8%. These two
figures suggests a disruptive change in the workers’ transition flows gap between immigrants
and natives with the arrival of the Great Recession. Nonetheless, these figures should be
viewed with caution as these differences may be just due to differences in experience, sector
composition, or type of contract. As immigrants are younger, work more as temporary
workers, and were more concentrated in the construction sector, the result that job-separation
rate is higher for immigrants than for natives is far from being surprising. As a first attempt
to disentangle how much of the observed differences in transition rates are due to differences
in observables, in the next sections I examine the evolution of job-finding and job-separation

rates keeping constant some individual characteristics (education, experience and sex) or job
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Figure 1.4: Labour market transitions by nationality
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Note: The transitions are seasonally adjusted using a 4-quarters moving average, constructed from the Span-

ish Labour Force Survey-Flows.

features (occupation, sector and type of contract).

Education

As the second raw of Table 1.1 shows, the share of workers with at most primary education is
higher among immigrants than natives, whereas the share of highly educated workers is lower
among them. Arguably, less educated workers are more vulnerable to the recession. There-
fore, when comparing the impact of the crisis on the job-finding and job-separation rates for
the two subgroups we should control for those differences in the education attainment.
Figure 1.5 plots the job-finding and job-separation rates by education attainment. The
evolution of the job-finding rate (Panel A) for the lower qualification (primary educated and
low-secondary graduates) displays a similar patter as when considering the entire pool of
workers (in Figure 1.4). That is, before the crisis low skilled immigrants found jobs faster
than natives. However, job-finding rates converged very fast after 2008. The Panel B shows
that immigrants’ job-separation rate increased more with the arrival of the Great Recession.
The bottom panel of Figure 1.5 displays the results for tertiary educated workers. In this
case, the evolution of the job-finding rate is slightly different. In fact, we can see that
when considering highly educated workers, the pre-crisis differences in the job-finding rate
between immigrants and natives disappear. However the same pattern is found regarding
the job-separation rate: a large increase in immigrants’ separations, steeper than for natives.

Overall, differences persist within groups.
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Figure 1.5: Labour market transitions by nationality and education attainment
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Experience

Immigrants are younger and, therefore, have less work experience than natives, which could
partially explain their labour market flows cyclical differences. To examine this hypothesis,
I divide the sample into eight five-years experience groups and show that within each experi-
ence group, we again observe the previous patterns. One limitation of the data, common in
the literature, is that it does not provide any measure of work experience. Following Borjas
(2003a) and Ottaviano and Peri (2012), I approximate work experience by the difference
between age and the age at which the individual finished her studies. Figures 1.6 and 1.7
plot the evolution of the job-finding and job-separation rates for four selected experience

groups (the two lowest and the two highest), for immigrants and natives. Within each ex-

Figure 1.6: Job-finding rate by nationality and experience
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perience group, the job-finding rate (Figure 1.6) is higher for immigrants than for natives
in the pre-crisis period. After 2008, we again observe that the job-finding rate gap between
immigrants and natives vanished as both rates converge to a similar and low level during
the recession. With respect to the job-separation rate, again we find a similar pattern for all
groups of potential experience: higher job-separation rates for immigrants than for natives
before the crisis, with a hike in that job-separation gap after the Great Recession took place
in 2008. However, there are some differences among experience groups. The right bottom
panel of Figure 1.7 suggests that the largest differences regarding the impact of the crisis on
job-separation rates between immigrants and natives are found among workers with more
than 35 years of experience. The impact of the crisis among the low-experience groups (top
panel) is more similar between immigrants and natives: the job-separation gap between them

did widen as much as in other experience groups after the Great Recession took place.

Figure 1.7: Job-separation rate by nationality and experience
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Sector

As discussed in subsection 1.3.1, immigrants’ employment was more concentrated than na-
tives’ in the construction sector during the expansionary period. Arguably, this sector was the
most affected by the arise of the crisis, and hence immigrants’ concentration in construction
could be a potential explanation for the steeper increase in the immigrants’ job-separation
relative to natives. Figures 1.8 and 1.9 display the evolution of the two transition flows for
both immigrants and natives by sector of activity. One can see that in all sectors the job-
finding rate was higher for immigrants than for natives during the pre-crisis period (Figure
1.8) . Also, we find the same fast drop in the gap after 2008. That is, patterns are very

similar to those for low skilled (Figure 1.5) or for more experienced workers (Figure 1.6).

Figure 1.8: Job-finding rate by nationality and sector
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Regarding the cyclicality of the job-separation rate by sector of activity, Figure 1.9
shows that within the construction sector, for all periods the job-separation rate has been
higher for immigrants than natives. Moreover, we find the same pattern as when pooling
all workers: a large increase in the job-separation rate of immigrants, while for natives it
increased by a smaller magnitude. The same pattern is found for the other sectors. Results
therefore suggest that the story that immigrants were more affected by the crisis only because
they were more concentrated in the construction sector is not supported by the data: in

all sectors of activity, with the Great Recession the job-separation rate increased more for

immigrants than for natives.

Figure 1.9: Job-separation rate by nationality and sector
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Type of contract

The Spanish labour market is a well-known example of a dual labour market”. The main fea-
ture of such markets is the coexistence of open-ended (permanent) contracts and fixed-term
(temporary) contracts. This segmentation is very relevant for unemployment volatility as
job-security is much higher among workers with permanent contracts. Temporary contracts
have a limited duration, and when they expire the firm must decide whether to keep the
worker or dismiss her at not cost.

As Table 1.1 shows, immigrants are more concentrated in temporary jobs. As those
jobs have higher job-separation rates, the fact that immigrants work more as temporary
could partially explain the differences between immigrants and natives in the patterns of
the overall job-separation rate. Figure 1.10 plots the evolution of the job-separation rate for

immigrants and natives conditional on working as temporary or permanent'’.

Figure 1.10: Job-separation rate by nationality and type of contract

Permanent contracts

Temporary contracts

2 25

04 a5 {06
-

|

|

.

!

i

A5

Job-separation rate
.03
-

Job-separation rate

A

.o 0z

a5

0 06 07 08 0% 10 11 12 13 14 15 16 05 06 07 08 09 1[]Y M 12 13 14 15 16
ear

MNatives ----- Immigrants |

Note: The transitions are seasonally adjusted using a 4-quarters moving average, constructed from the Span-

ish Labour Force Survey-Flows.

As expected, job-separation rates are substantially higher among workers with tem-
porary contracts. Regarding differences between natives and immigrants, the left panel
of Figure 1.10 shows that before the crisis, the job-separation rate in temporary jobs was
very similar for the two groups. After the crisis differences arise, as the increase in the

job-separation rate is higher for immigrants than for natives. However, the figure suggests

9See Bentolila et al. (2019) for recent survey on the topic.
10 Ag before, a job-separation is computed as a transition from employment to unemployment. In the case

of temporary contracts, if the contract is renewed or another temporary contract follows an ending one, we

do not have a separation.
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that those differences are smaller than after controlling for other observables. Regarding
the job-separation rate for permanent workers, the right panel of Figure 1.10 shows that for
this jobs the patterns are more similar to the previous figures: during the pre-crisis period
job-separation rates were already higher for immigrants than for natives. But the impact
of the crisis seems to be higher for immigrants. Specifically, while the job-separation rate
for permanent immigrants roughly triples (from 2% in 2007 to almost 6% in 2008), natives
job-separation rate doubles (from 0.8% in 2007 to 1.8% in 2008).

1.3.3 Regression Approach

The previous section suggests that the immigrants’ transition flows were more sensitive to
the outset of the Great Recession. Moreover, findings suggest that even when controlling for
some observables, the same pattern is found. In order to test whether the different impact
of the crisis on the employment transitions of immigrants and natives also exists between

comparable workers, I estimate the following regressions:

Pr(UE,;=1)=2 (50 + B{"immy; + Bierisis, + 57" imm; x crisis, + 51Xi17t) (1.6)
Pr(EU;y = 1) = ® (B2 + By imm; + Bscrisis, + By “imm; * crisis, + 6:.X7,) (1.7)

where UE;; (EU;;) is a dummy variable defined only for the unemployed (employed) and
takes value 1 if a job is found (lost) at time ¢ and 0 otherwise; imm; is a dummy variable
that takes the value 1 if the worker is an immigrant and 0 otherwise'!; crisis; is a dummy
variable that takes the value 1 for the time interval 2008Q3-2013Q2 ' and 0 otherwise;
X il’t is a vector of control variables that includes dummies for education, experience, marital
status, age, gender, region of residence, sector of activity'?, type of contract (permanent or
temporary), type of job (full or partial time) and year when the transition took place. ® is
the cumulative distribution function for the standard normal distribution, indicating that I
will estimate probit models.

The coefficients of interest are 57", 85, which are associated with the interaction term
of the variables imm; and crisis;. Their sign and magnitude will be used to test whether the
probability of finding (losing) a job during the crisis differed among immigrant and native

workers. The results of the estimation of Equations (2.1) and (2.2) are shown in Table 2.1.

"The survey does not provide the worker’s country of birth, so we define immigrants as workers with
foreign nationality.

12T chose this time span since 2008Q3 and 2013Q2 are the first and the last quarter with a negative
quarterly growth rate of real GDP, respectively (ignoring two quarters in 2010 with slightly and temporarily
positive rates).

13In case of unemployment, the sector of activity is the sector where the worker was last employed.
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Results

Table 1.2: Probit estimation of UE and EU transitions

(1) (2)

UE EU
Crisis (crisis) -0.308**  0.190***
(0.0456)  (0.0203)
Immigrant (imm) 0.0844 0.058*

(0.0515)  (0.0208)
Immigrant*Crisis (imm * crisis) -0.111**  0.104**
(0.0553)  (0.02756)

Observations 108594 1385262
R-squared 0.033 0.156

Note: Regressions of dummy variables for the transition from unem-
ployment to employment (UE, in column (1)) and from employment
to unemployment (EU, in column (2)) on dummies for crisis, mi-
gration status and the interaction term of the last two. Both regres-
sions includes controls for education, erperience, marriage status,
age, gender, region of residence, sector of activity, type of contract,
type of job and year. Standard errors in parentheses. Significance
levels: *p < 0.1, **p < 0.05, ***p < 0.01. Source: Spanish Labour
Force Survey-Flows (2005-2015).

As expected, the impact of the crisis on the probability of finding (losing) a job is
negative (positive) and significant. More interestingly, the results in column (2) of Table
2.1 confirm the pattern seen in Figure 1.4: even for comparable workers, there is strong
evidence that during the crisis the probability of losing a job increased more for immigrants
than for natives. Regarding the UE transition, the results in column (1) suggest that the
crisis also decreased by a larger amount the probability of finding a job for immigrants than
for natives. Last, in the case of EU transitions I find that the immigration variable is positive
and significant. That is, there is evidence that ceteris paribus immigrants are more likely to
go to unemployment than natives.

Given the non-linear nature of the probit model, the estimated coefficients of Table
2.1 tell us little about the magnitude of the effect. To overcome this drawback, I compute
both the adjusted predictions at mean (APMs) and the marginal effect (ME). The results
are displayed in Table 2.2. Panel A shows the results for the model where the dependent
variable is the transition from unemployment to employment (UE). The interpretation of the
adjusted predictions goes as follows: according to the model, before the crisis the probability

of finding a job for an average individual with native nationality was 21.9%, while if the same
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individual was immigrant that probability would be higher (23.5%). In other words, before
2008, ceteris paribus, the probability of finding a job was higher for immigrants than for
natives. However, in the crisis, the job-finding probability is lower for immigrants than for

natives: 12.7% and 14.0% respectively. The last column displays the marginal effect, which

Table 1.3: Adjusted Predictions and Marginal Effect

Panel A: Probability finding a job (UE)

crisis = 0 crisis = 1 Marginal Effect
Native 21.92 13.95 —7.97
Immagrant 23.46 12.67 —10.79**
Panel B: Probability losing a job (EU)

crisis = 0 crisis = 1 Marginal Effect
Native 0.96 1.58 0.62**
Immagrant 1.17 2.43 1.26"**

Note: Adjusted Predicted probabilities and Marginal Effects computed
by the probit model. Panel A uses 108,594 observations. Panel B
uses 1,385,262 observations. Significance level: *p < 0.1, **p < 0.05,
**p < 0.01.

is the change in the probability of finding a job for each of the two groups when the crisis
hit. From the previous discussion we already know that the marginal effect is more negative
for immigrants: —10.8 pp. for immigrants and —7.9 pp. for native workers.

Panel B of Table 2.2 shows the results regarding the job-separation rates. The model
predicts that before the crisis the probability of losing a job for an average individual with
native nationality was 0.96% while if the same individual was an immigrant that probabil-
ity would be 1.17%. During the crisis, losing the job becomes more likely for both groups,
but the increase is higher for immigrants than for natives: the probabilities of moving from
employment to unemployment are now 1.58% and 2.43% for natives and immigrants, respec-
tively. As the last column of Table 2.2 shows, the marginal effect of the crisis was twice as

high for immigrants than for native workers.

1.4 Real Wage Cyclicality: Immigrants versus Natives

1.4.1 Data

Since the Spanish Labour Force Survey does not provide information on wages, in this

section I use Spanish administrative data from the Continuous Sample of Working Histories
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(Muestra Continua de Vidas Laborales, MCVL hereinafter) on earnings and working histories
of workers. The MCVL consists of a 4% representative random sample of all workers affiliated
(working, receiving a public pension or being registered as unemployed) with the social
security administration in the year of the publication of the dataset. The data was released
in 2004 and after that year it follows the same sample of individuals over time, adding new
observations each year to replace exiting workers while keeping the sample representative
of the population. Furthermore, the data provides retroactive information on the workers’
entire labour market history. That is, as long as an individual registers one day of activity
with social security in any year between 2005-2015 (which is the last year that I include in
the analysis), her complete working life history can be recovered up to 1981.

Along with the job history, for each individual a large amount of information is avail-
able, including personal and demographic characteristics (age, gender, education, nationality,
region of residence), firm information at the establishment level (location, size) and labour
market information (industry, occupation, type of contract). The unit of observation in the
data is any change in the individual’s labour market status or any modification in job char-
acteristics. Importantly, it also provides earnings data, in nominal terms. As explained in
De la Roca (2014) wages are available for all workers but some observations are censored.
I deflate wages using the consumer price index (base year 2011) provided by the Spanish
Statistical Office (INE).

Sample restrictions

I construct a panel with monthly observations for the period 1999 to 2015. We start with the
most updated version of the sample, which is the 2015 edition. After processing the social
security and census records of individuals contained in the 2015 edition of the MCVL, we
turn to the 2014 edition and extract the social security and census records of the individuals
contained in this edition but absent from the 2015 edition. We do the same for the subsequent
editions (2012 to 2005). The initial sample is a monthly data set of individuals who have
worked at any time between January 1999 and December 2015. I restrict this sample to
workers aged 20-60 during that period. Since I am interested in the wage behaviour, I focus
on salaried employment, dropping from the sample unemployment spells and self-employed.
Last, I restrict to workers who had worked the full month with the same establishment. These

restrictions reduce the sample to 808,029 individuals and 71,552,530 monthly observations.
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Descriptive Statistics

This section summarizes the main characteristics of the sample included in the MCVL,
presenting the results for immigrants and natives. Again, I identify immigrants as workers
with foreign nationality. In the sample, immigrants account for 20.34% of individuals, and
9.37% of the monthly observations'. As before, all statistics are displayed in Table 1.11 (in
Appendix D) dividing the sample period in three phases: pre-crisis (1999Q1-2008Q)2), crisis
(2008Q3-2013Q2) and post-crisis (20013Q3-2016Q1)".

In the MCVL, I divide the eduction in three groups: low secondary education or
less (1.e. primary education and lower secondary education), high secondary education, and
college education'®. Immigrants are more concentrated among the low educated groups and
they are more time employed as temporary. Workers’ sectoral composition is very similar
to the sample of the Spanish Labour Force Survey, with most of workers employed in the
service sector, and a higher share of immigrants working in construction, specially during
the pre-crisis period (see Table 1.11 in Appendix D for details on the numbers).

I construct a variable specifying the number of days that a worker has been employed
for a given establishment'”. As De la Roca (2014) and Font et al. (2015), T classify employed
workers into six tenure categories: (1) workers employed less than one year who came from
unemployment or inactivity (newly-hired); workers employed less than one year who came
from an employment spell (job-movers); (3) workers 1-2 years of tenure; (4) 2-4 years, (5) 4-6
years; and (6) more than 6 years of tenure. As we can see in Table 1.4, immigrant workers
are more concentrated among the low-tenure groups than natives. During the pre-crisis
period, 60% of employed immigrants were working in firms with less than one year of tenure,
while that share was around 20% among natives. Similarly, natives are overrepresented in
the highest group of tenure: during the whole sample period, 26% of employed natives are

working in establishments with more than 6 years of tenure, for only 5% among immigrants.

14The difference between the two numbers is due to the fact that, on average, immigrants have shorter
labour market career than natives (since they arrive late to Spain) and hence the sum of employment and
unemployment spell must be lower.

5Notice that the pre-crisis period here is larger, as for the Spanish Labour Force Survey-Flows I had to
restrict my analysis to the period 2005Q1, see Subsection 1.3.1.

16Unfortunately, these educational groups can not be directly compared with those of the Spanish Labour
Force Survey, as the administrative data does not distinguish between primary graduates and low secondary
education. And also this is the reason why the lower educational level is overestimated compared to Table
1.1

17This variable counts the number of days accumulated in an establishment throughout a worker’s career.
That is, if he leaves the establishment and then returns, the tenure starts from its former level. De la Roca
(2014) also considers the alternative of counting every return as a new spell, and he founds very similar
results. That is why I abstract from that case.
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Table 1.4: Job tenure categories by nationality

Natives Immigrants

Pre-crisis  Crisis Post-crisis  Pre-crisis  Crisis Post-crisis

Tenure group

Newly-hired 10.58% 9.17%  9.79% 13.38% 14.46% 15.711%
Job-movers 20.85% 12.15% 10.72% 46.18% 28.22% 22.71%
1-2 years 17.66% 14.12% 12.31% 20.91% 20.61% 20.39%
2-4 years 20.08% 19.69% 17.04% 13.65% 21.42% 20.55%
4-6 years 11.29% 13.64% 11.14% 3.76% 9.32%  8.77%

More than 6 years 19.55% 31.23% 39.00% 2.12% 597%  11.87%

Note: The new-hired group includes workers employed with less than one year of tenure that came from
unemployment or inactivity. The job-movers group includes workers employed in with less than one

year of tenure and came from an employment spell. Source: MCVL.

1.4.2 Monthly Average Wage

The left panel of Figure 1.11 plots the evolution of the monthly wage for immigrants and
natives, while the right panel displays the wage premium'®. First, monthly average wage is
higher for natives than immigrants. Second, average wage of immigrants grew at a lower rate
throughout the full period. In particular, in 1999 the average native wage was around 20%
higher than for immigrants, while that difference increased to 30% in 2008 and more than
50% in 2012 and afterwards (right panel of Figure 1.11). Figure 1.11 also shows that with
the arrival of the crisis (mid 2008), the average wage of immigrant stopped growing, while
that of native workers was apparently less affected. As a consequence, the wage premium
increased around 20% from 2008 to 2015.

Real wage heterogeneity by nationality could be partially or totally explained by differ-
ences in observables between immigrants and natives, as immigrants are more concentrated
among low-educated and low-tenure groups, work more as temporary and were more con-
centrated in the construction section (see Table 1.4 and Table 1.11 in Appendix D). In
particular, the literature has shown that tenure is a very important determinant of wage
cyclicality (De la Roca (2014)'. Thus, the apparently higher wage sensitivity among im-

migrant workers could be due to the fact that immigrants are more concentrated among

8Throughout the paper I indistinctively use the term wage premium and wage gap to refer to the wage
differential between immigrants and natives. It is computed as (Wn ¢/War,e — 1), where ;¢ is the monthly
average wage for natives j = N and immigrants j = M at month ¢.

19As stated in De la Roca (2014), wages among newly-hired workers are more sensitive to changes in the
aggregate economic conditions, as they are not as subject to re-negotiation agreements and other form of
wage-bargaining rigidities. Similarly, from an employer point of view it seems easier to implement wage cuts
among less-tenure employers
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Figure 1.11: Monthly real wage by nationality
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low-tenure categories (newly-hired and job-movers). In Appendix B I try to provide em-
pirical support for this hypothesis by comparing natives-immigrants monthly average real
wage among workers who stayed employed in the same establishment from January 2007 to
December 2012 (without any unemployment spell or change in employer). I find almost no
differences in the cyclicality of wages between immigrants and natives (Figure 1.17 in Ap-
pendix B), suggesting that a significant part of the drop in the average wage of immigrants
may be due to job-changers or newly formed jobs.

As an alternative attempt to disentangle how important are differences in observables
to explain differences in the overall wage cyclicality, in Appendix C, I examine the evolution
of real wages keeping constant some individual or job characteristics (education, sector, type
of contract and gender). Overall, the figures suggest that wage sensitivity during the Great
Recession (from 2007 to 2015), is not very different among native and immigrants once you
control for differences in observables. For illustrative purposes I focus on the results for the
sectoral composition. As we can see in Figure 1.12, the evolution of wages follows a similar
pattern in all sectors: higher wages for natives than immigrants, with the gap growing during
the expansion. After the Great Recession, the wage gap remained constant both in industry
and construction sectors (where it actually dropped), and an small increase in services, where
the drop in immigrant wages was higher than for natives, specially in the period 2009-2013
(bottom panel of Figure 1.12).
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Figure 1.12: Monthly average wage by nationality and sector
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Tenure

Given the key role played by tenure of work in shaping wage cyclicality, in this subsection
I look at the evolution of wages by nationality within each tenure group. Figure 1.13 plots
the time series of real wages for each tenure category defined in Subsection 1.4.1 and wage
premium between immigrants and natives. As expected, wage sensitivity is higher among
the low-tenure groups, specially during the Great Recession. For all the tenure categories

we find that the average wage gap between immigrants and natives was close to zero in 1999
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Figure 1.13: Monthly average wage by nationality and tenure

Newly-hired Job-movers
s L3 2 L2
S | = = =
= LS L&
P : g :
o WU A £ o™ £
gg |’ . rTE g =2
=81 =5 2o =5
= o =& A o
Es Leg £ L 88
b —m —m
g8 g g £
=
£ e r8 =] FS
\f
g1 -2 g A -2
99 00 01 02 03 04 0506 07 08 09 10 11 12 13 14 15 99 00 01 0203 04 0506 07 08 09 10 11 12 13 14 15
Year Year
Matves ~ ——-—-—- Immigrants Matves = 0—----—- Immigrants
—— Wage Premium ——— Wage Premium
4-6 years More than 6 years
g '8 8
o - (] -
=] (=1
o o (=] o
= - =3 -
= s
2 | o5 ) | o5
Eg i 4 ‘."\\ W ‘_g ég ] i l'-rA \M“‘h'w“("ﬂ ‘_g
£S LY D% £® h“\n"’"\ 0%
5 e 5 W i
=_ = =_ ) _ =
= 2 “ -
- FS = v i 7T =
Vi
= =
g1 rg F1 F2
99 00 01 02 03 04 0506 07 08 09 10 11 12 13 14 15 99 00 01 0203 04 0506 07 08 09 10 11 12 13 14 15
Year Year
MNatives ~ ——-—-—- Immigrants Matives = —---—- Immigrants
—— Wage Premium —=— WWage Premium

Note: The wage premium is computed as (Wn¢/Wnr, — 1), where W, is the monthly average wage for natives
j = N and immigrants j = M at month t. Wage premium is normalized to 100 at 2008Q1. Wages are
seasonally adjusted by taking out the coefficient of the monthly dummies from an OLS regression. Source:
MCVL.

but it widens over the expansionary period (1999-2007). Last, Figure 1.13 also suggests that
during the Great Recession, differences regarding average wage drop between immigrants
and natives are higher among the low-tenure groups. This can be seen by looking at the
evolution of the wage premium: we see a significant acceleration of this indicator from 2007
among the low-tenure groups, specially for job-movers (top right panel) and workers with
1-2 years of tenure (middle left panel). On the opposite, among the high-tenure groups
(bottom panel) we observe fewer differences between immigrants and natives after the Great

Recession. Somehow striking is the evolution of the wage premium for workers with 2-4
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work tenure, as it remained almost constant from 2007 to 2013, and it suddenly increased

by around 20% in only one year.

1.4.3 Regression Approach

The previous section suggests that wage cyclicality is not much different among immigrant
and native workers once one takes into account differences in observables (education, sector of
work, type of contract, and specially job-tenure). In order to test this hypothesis, I estimate

a monthly wage equation of the following form:
In wi,t = + 51Xi1,t + ’YlUt + IYQT + 5i,t (18)

where In w;, is the log real monthly wage of worker ¢ in period ¢ (where ¢ is a year-month
pair); «; is a worker fixed effect; X Zl,t are worker and job characteristics; U, is the cyclical
variable (which is the unemployment rate); 7" is a linear time-trend and ¢, is the error term
with zero mean and constant variance. Worker fixed effects are introduced in order to address
the workforce composition bias that originates along the different phases of the business cycle
(Solon et al. (1994)). As discussed by De la Roca (2014), the most standard approach to
overcome the composition bias is to estimate the wage equation in first differences (Bils
(1985), Solon et al. (1994), Devereux and Hart (2006) Gertler et al. (2016)). However, I
follow De la Roca (2014) and run the model in levels in order to include in the regression
also workers who just moved from unemployment to employment in a given month.

The coefficient v, of Equation (1.8) identifies changes in our cyclical variable (in this
case the unemployment rate) with changes in wages. However, since in a given month all
workers are exposed to the same level of unemployment, the standard error of the coefficient
of v, would be underestimated in the presence of time-specific errors (Moulton (1986)). To
overcome that issue, I follow De la Roca (2014) by taking a two-steps procedure to transform

Equation (1.8) into the following two equations:

T

In wiy = a; +6:.X;, + Z BiDy + €iy (1.9)
t=1

By = o + $1U¢ + ot + s (1.10)

In the first stage I estimate Equation (1.9), which includes a dummy for each year-quarter

0

combination?’. As the goal is to track down differences in the wage cyclicality by worker

nationality, this first stage equation is estimated separately for the sample of immigrants and

20Wages are observed monthly, but unemployment rate is calculated quarterly.
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natives workers®'. The estimated set of coefficients Bt captures variations in wages that are
free from observed characteristics and time-invariant unobserved individual heterogeneity. In
my estimations, the vector of time-varying worker and job characteristics X }7,5 includes the
age, the square of the age, the type of contract, tenure, the square of tenure, and dummies for
sector. To account for heterogeneity in the wage sensitivity between immigrants and natives
among different tenure groups, I also estimate Equation (1.9) by including an interaction
term between tenure groups and the year-quarter combinations.

In the second stage, Equation (1.10), I regress the estimated year-quarter coefficients
Bt on the cyclical variable, which is the yearly-lagged quarterly unemployment rate*’, and
linear trend T'. Therefore, the standard error of the new coefficient of interest ¢ is now free
from the aggregate bias present in Equation (1.8) (De la Roca (2014)). The coefficient ¢,
captures the semi-elasticity of wages with respect to the unemployment rate: the higher and
more negative its value, the more pro-cyclical real wages are. On the other hand, a positive

value would imply that real wages are counter-cyclical.

Results

The first row of Table 1.5 displays the estimation results of the coefficient of interest ¢,
for immigrants and natives. Wage cyclicality is higher for immigrants than for natives: a
one percentage point increase in the unemployment rate is associated with a decrease 0.62%
decrease in native real wages, while for immigrants the decrease is 0.97%. My results are
slightly higher than those reported by De la Roca (2014) and Font et al. (2015). The main
reason is that their sample is restricted to years before 2011 and 2013, respectively and
from subsection 1.4.2 we show that much of the action in real wages is observed after 2012.
Nevertheless, overall my results suggest a very low degree of real wage cyclicality, specially
compared to developed countries, where estimates tend to find semi-elasticities above 1 (see
Pissarides (2009) for a summary of most available studies for U.S, France, Germany, U.K,
Portugal or Italy).

I follow De la Roca (2014) and estimate wage sensitivity differences between immi-
grants and natives within tenure categories. For that, I modify Equation (1.9) by including

an interaction term between the year-quarter combinations and a dummy for the tenure cat-

21 An alternative is to modify Equation (1.9) by including an interaction term between the year-quarter
combinations and a dummy for the worker nationality and estimate the equation for the entire pool of native
and immigrant workers. Given the large size of the sample of both immigrants and natives, both approaches
deliver very similar results (See Table 1.12 in Appendix D).

22This is standard in the literature. As argued in Font et al. (2015), wages are usually not able to adjust
contemporaneously to cyclical shocks as most wages are set one year in advance. This is particularly relevant
in Spain, where firm-level indexation is widespread (Bentolila et al. (2012a), Babecky et al. (2010)).
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Table 1.5: Wage cyclicality for selected samples

Natives Immigrants

All workers -0.623*** -0.971
Newly-hired -1.508"** -1.900***
Job-movers -1.234*** -1.650***
1-2 -0.694*** -1.081***
2-4 -0.196 0.152

4-6 -0.219* -0.112*
More than 6 -0.284** -0.266™**

Observations (first stage) 60,005,705 5,514,405

Note: Estimation results of the coefficient ¢1 in Equation (1.10).
FEach coefficient is a separate second stage regression of the esti-
mated year-quarter coefficients on the yearly-lagged quarterly un-
employment rate. All second stage regressions have 67 quarterly
observations (1999:1 to 2015:4) and include a constant term, a
linear time trend and quarter indicators. Significance levels: *p <
0.1, *p < 0.05, ***p < 0.01. Source: MCVL.

egory. Now, the second stage Equation (1.10) regresses the estimated year-quarter indicator
coefficients f3; for each tenure group on the yearly-lagged quarterly unemployment rate U,
and the linear time-trend 7. Again, we run these two-steps procedure differently for our
sample of immigrants and natives.

The lower panel of Table 1.5 shows the cyclicality of each tenure group for natives
and immigrants. As expected, real wage cyclicality is higher among low-tenure groups. In
particular, the newly-hired workers is the group with the highest coefficient: for natives, a
one percentage point increase in the unemployment rate is associated with a 1.49% decrease
in newly-hired real wage. Regarding differences by nationality, we see that wage cyclicality
is higher for immigrants than for natives only in the low-tenure groups (newly-hired, job-
movers and workers with 1-2 years of tenure). Among workers with more than 2 years of
work tenure in the establishment, wage cyclicality is actually higher for natives than for
immigrants.

Last, I investigate the existence of wage sensitivity asymmetries along the business
cycle regarding. In particular, I want to test: (1) whether real wage is more sensitive to
positive or negative changes in the unemployment rate; and (2) if we observe differences in
real wage sensitivity before and after the Great Recession. To test for those two hypothesis,

in the second stage of the estimation I interact the yearly-quarter unemployment rate with:
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(1) a dummy that equals 1 if changes in unemployment rate are positive; (2) a dummy that
equals 1 if t> 2008Q)3.

Table 1.6 shows the results for each of the specifications. I find small differences
regarding the wage sensitivity to positive and negative changes in the unemployment rate
(among natives, semi elasticity of —0.585 to negative changes and —0.617 to positive change,
top panel of Table 1.6). Moreover, as before, real wage sensitivity is higher among immigrants

in both cases.

Table 1.6: Wage cyclicality along the business cycle

Natives Immigrants

Negative changes in UR -0.585"** -0.867 ***

Positive changes in UR -0.617*** -0.956**
Expansion -0.884*** -1.107
Crisis -0.655"** -0.988"**

Observations (first stage) 60,005,705 5,514,405

Note: Estimation results of the coefficient ¢1 in Equation (1.10).
Each coefficient is a separate second stage regression of the esti-
mated year-quarter coefficients on the yearly-lagged quarterly un-
employment rate. All second stage regressions have 67 quarterly
observations (1999:1 to 2015:4) and include a constant term, a

linear time trend and quarter indicators. Significance levels: *p <
0.1, **p < 0.05, ***p < 0.01. Source: MCVL.

Bottom panel of Figure 1.6 shows that real wages were more responsive during the
expansion than after the Great Recession, for both immigrants and natives (bottom panel
of Figure 1.6), suggesting the existence of certain degree of downward wage rigidity during

the last recession.

1.5 Natives’ Responses to Immigration

In this section I study natives’ responses to the immigration shock. From the labour eco-
nomics point of view, an increase in the number of immigrants in a country is equivalent to a
supply shock that in the simplest model would depress the equilibrium price (wage). There-
fore, the possibility that natives adjust in some ways after an increase in immigration seems
reasonable. In particular, in this Section I examine whether immigrant inflows are correlated
with three potential natives’ adjustment margins: occupational upgrading, regional mobility

and changes in labour force participation.
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For each of the three margins, I apply the education-experience cells approach first
used by Borjas (2003a). It consists in defining education-experience cells as closed labour
markets and then exploiting the variation in supply shifts across those cells in order to
estimate the impact of immigration. This identification strategy alleviate (though it does not
overcome completely) the main drawback of the spatial approach (that exploits geographical
variation), which is the tendency of immigrants to move to places with better economic
conditions. Following Borjas (2003a), I classify individuals into four education groups® and
eight 5-years experience categories to define cells. Each of those 32 cells will be treated
as a closed market. This means that workers with the same education level but different
experience will not be substitutes. Figure 1.14 displays the average proportion of immigrants
in each cell over the whole period. My identification strategy relies on the observed variation

in the immigration share across-cells.

Figure 1.14: Share of immigrants by education-experience cell

Source: Own calculations based on the Spanish Labour Force Survey-Flows, INE.

1.5.1 Occupational Upgrading or Downgrading

In this section I assess whether immigration is correlated with changes in natives’ occupa-
tion. Although the most intuitive margin of adjustment regarding an occupational change
is an upgrading, I allow for downgrading (i.e transitions from high-skilled to low-skilled oc-

cupations). As explained in Subsection 1.3.1, workers are divided in two groups depending

23See Section 1.3.1 for more details about education levels in each group.
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on their occupation: blue and white collar?*. Similarly to Borjas (2003a), I estimate the

following regression:

BVV@j’t = Blimmi,j,t + Oél1 + (5]1 + Ttl + (Oéll X 5}) + Eijt (111)
WB;jy = Baimimjy + of 4+ 07 + 77 + (o X 62) + €iju (1.12)

where BW; ;; (W B, ;) is the share of blue (white) collar workers in cell defined by education i
and experience j that moves to a white (blue) collar occupation at quarter ¢; imm; ;; denotes
the share of immigrants in the education-experience cell i, j at quarter t; «; is a vector of
fixed effects indicating the cell education attainment; ¢; is a vector of fixed effects indicating
the cell years of experience and 7; denotes times fixed effects.

The coefficient of interest are 5, and 3,, which are associated with the variable imm; ; ;.
Their sign and magnitude will be used to test whether immigrant arrivals are correlated
with natives occupational upgrading (downgrading). The baseline estimation includes the
full sample of workers from 16 to 65 years old but I also report the results when restricting
the sample to male workers. The estimated coefficients from Equation (1.11) and (1.12) are
displayed respectively in columns (1) and (2) of Table 1.7. First, results suggest that immi-
gration is positively correlated with blue-to-white collar transitions (occupational upgrade).
In particular, I find that one percent point increase in the immigration share in a given cell is
associated with a 0.07 percentage point increase in the blue-to-white collar transition share
5. The results are consistent with the estimates found by Llull (2014) for the US. Second,
notice that the effects are higher when restricting to male workers.

Regarding natives’ downgrading, the estimates in column (2) of Table 1.7 shows that
an increase in immigration is associated with a decrease in the white to blue collar transition
probability. The estimation is only significant at 5% and it is not statistically significant
when restricting the sample to males. All together, the results from Table 1.7 suggest that the
immigration is correlated with a natives’ specialization pattern to move toward more skilled
occupations (upgrading). This result points out the importance of controlling for both time

and cells fixed effects when evaluating the impact of immigration. In order to interpret the

24See Table 1.10 for details about the classification.
25 Average blue-white transitions proportion is 3.48%.
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Table 1.7: Occupational Change: es-
timated coefficients

(1) (2)
All workers BW WB

imm 0.0698***  -0.0720*
(0.0135)  (0.0364)

Observations 1376 1376
Only males BW WB

imm 0.0781%**  -0.0474
(0.0142)  (0.0603)

Observations 1408 1376

Note: Regressions of the share of workers in an
education-experience cell moving from blue col-
lar to white collar jobs in a given quarter (BW,
in column (1)) and moving from white collar
jobs to blue collar jobs (WB, in column (2))
on the share of immigrants in that cell. Both
regressions include education, experience and
time fized effects. Standard errors in parenthe-
ses. Significance levels: *p < 0.1, **p < 0.05,
**p < 0.01. Source: Spanish Labour Force
Survey-Flows (2005-2015).

magnitude of the coefficient, I compare an economy with the observed immigrant inflows
from 2005Q1 to 2008Q1 with a counterfactual economy without immigrant inflows during
that period. The evolution of white and blue collar workers is driven by these two difference

equations:

By = (1=n/") By + 0" P W, (1.13)
Wi = (L—n" "YW, + /" B, (1.14)

where n2" (n}"?) denotes the probability of changing from a blue (white) collar occupation
to a white (blue) occupation at quarter t. The estimation results from Table 1.7 imply

that, according to my model, the probabilities n?" and 1" ? are affected by immigration in
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following fashion:

nivlv =P +0.0698 x (immy 1 — immy) (1.15)

et =n"P —0.0720 x (immyq — immy) (1.16)

Figure 1.15 plots the transition toward the new steady state for the two economies. It
suggests that, taking into account successive periods large immigrant inflows, the estimated

coefficients from Table 1.7 imply a big change in the white collar proportion.

Figure 1.15: Share of white collar workers: Baseline VS No immigration
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Note: The simulation assumes that, initially, workers are uniformly distributed among occupations. The
initial probabilities nFW and n}VB are set equal to the whole sample (2005Q1-2015Q4) average BW and
WB transitions proportion (0.03 and 0.0223 respectively).

1.5.2 Regional Mobility

The effect of the immigration arrivals on native displacement has been broadly studied in the
literature. Many of these studies have focused on the US and on the impact of immigration
on residential segregation (Saiz and Wachter (2011)). Why is internal migration a channel
we should take into account? Again, we can think of an immigration inflow as an increase

in the labour supply in a specific area (region, city, community...). If that increase in the
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labour supply lowers wages in that area, natives may find it optimal to move to another
place. In particular, in this section I test whether immigration is associated with natives’

regional mobility. For this purpose I estimate the following regression:
emigm’t = ﬁlimmid"t + oy + (Sj + 7+ (Oéi X 5]) + Eijt (117)

where emig; ;; is the share native workers in cell defined by education ¢ and experience j
that change their region of residence at quarter ¢; imm; ;, denotes the share of immigrants in
the education-experience cell 7, j at quarter ¢; «; is a vector of fixed effects indicating the cell
education attainment; ¢; is a vector of fixed effects indicating the cell years of experience and
7; denotes times fixed effects. As before, the coefficient of interest is 5; which is associated
with the variable 7mm, ;;. The main drawback of the data is that individuals’ residence
information is limited to regions (Comunidades Auténomas) and hence I am not capturing
within region movements.

The estimated coeflicient from Equation (1.17) is displayed in column (1) of Table
1.8. I find that the correlation between share of immigrants and native internal mobility is
not statistically significant. Although the data limitation must be taken into account and
robustness checks must be carried out, preliminary evidence points out that internal mobility

seems not to be the main natives’ adjustment margin to immigrant inflows.

Table 1.8: Internal Migration and Activity: esti-
mated coefficients

(1) (2) (3)
All workers emig IA Al

imm 0.00115 -0.0185  -0.00833
(0.00259)  (0.0350) (0.0174)

Observations 1376 1376 1376

Note: Regressions of the share of workers in an education-
experience cell moving from changing region of residence in
a given quarter (emig, in column (1)); moving from inactiv-
ity to activity (IA, in column (2)); and moving from activity
to inactivity (Al in column (3)) on the share of immigrants
in that cell. All regressions include education, experience
and time fized effects. Standard errors in parentheses. Sig-
nificance levels: *p < 0.1, **p < 0.05, ***p < 0.01. Source:
Spanish Labour Force Survey-Flows (2005-2015).
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1.5.3 Labour Force Participation

Last, I examine whether immigration is associated with changes in natives’ labour force
participation. As Farré et al. (2011) point out, the huge increase in the household services
supply thanks to the female immigration allowed many Spanish women to take up a job. My
analysis, based on the cells approach, is particularly interested in understanding whether
their findings can be generalized to a broader framework (since I do not restrict to female
workers). I evaluate the correlation between immigration and both activity-to-inactivity (AI)

and inactivity-to-activity (IA) transitions through the following two fixed effects regressions:

A[i,j,t = ﬁlimmi,j,t + O{Z-l + 5]1 + Ttl + (Oéll X (531) + Eijt (118)
TA; ;= Baimmg j; + o + 592 + 724 (af x 5]?) + €t (1.19)

where the dependent variable A, ;, (IA; ;) is the share of active (inactive) workers in the
cell defined by education i and experience j that move from activity (inactivity) to inactivity
(activity) at quarter t. The regressors are defined as in Subsection 1.5.1 and the results are
displayed in columns (2) and (3) of Table 1.8. Both estimates are negative but they are not
statistically significant, suggesting that immigration is not correlated with natives’ changes

in their labour force participation.

1.6 Conclusions

This paper documents a number of facts regarding the immigration experience in Spain for
the period between 1999 and 2008. Using the Spanish Labour Force Survey-Flows, and
administrative data from social security registers, I examine the cyclicality of real wages,
job-finding and job-separation rates for immigrants and natives. I find that before the
Great Recession (pre-2008) job-finding rates were higher for immigrants than for natives,
but after the crisis both rates converged to a lower level. Data shows that job-separation
rates were always higher for immigrants than for natives, but the gap increased after the
Great Recession. I show that these patterns hold when fixing for worker/job characteristics:
ceteris paribus the impact of the Great Recession on the probability of losing a job was
twice as high for immigrants than for natives. I find that wage cyclicality is also higher
for immigrants: a one percentage point increase in the unemployment rate is associated
with a 0.65% drop in natives’ real wages and with a 0.95% drop for immigrants. However,
differences only occur among low-tenure workers (less than 2 years of tenure in the firm).

Overall my results suggest a low degree of real wage sensitivity compared to other developed
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countries.

The empirical literature studying labour market outcomes of immigrants has commonly
highlighted the existence of a gap between immigrant and native workers in terms on em-
ployment probabilities and prospective wages. My results confirm this findings. However,
they also reveal that the gap can be significantly amplified during a recession, specially re-
garding unemployment hazard. The literature has also overlook on the sources explaining
the unemployment differential between immigrants and natives. Taking the transition rates
approach, I present new empirical evidence showing that the differential is mainly due to
differences in the job-separation rate.

The empirical evidence provided in this paper might be also useful for policymakers
to design targeted policies aimed at mitigating the effect of economic crisis on the unem-
ployment prospect of immigrants, arguably one of the most vulnerable group of workers. In
particular, my results confirm that the last recession came along with a dramatic increase in
job-separations (and hence unemployment rate) while wages were less sensitive. This appar-
ent dichotomy is specially striking among immigrants. To the extent that a major goal of
policymakers is minimizing workers’ unemployment risk, promoting wage flexibility or pro-
viding firms with an effective tool for adjusting production to economic downturns (which
could prevent them from resorting to employment reductions) could be adequate before a
new crisis occurs.

This paper is a step forward in understanding the interaction between economic cycles
and the impact of immigration. The finding that immigrants were highly sensitive to the last
recession may have implications on the overall labour market effect of immigrants. Further
research is needed to assess and identify the underlying mechanisms explaining the heteroge-
neous impact of economic cycles on the labour market performance by nationality, and the
implications of this heterogeneity on: (1) the impact of the economic cycle on unemployment
and other macroeconomic aggregates; (2) the overall impact of immigrant inflows on natives’

labour market outcomes.
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1.7 Appendix

Appendix A. Job to Job Transitions

Re-write Equation (3.2), describing the evolution of the stock of employed workers, as:

Eje =N Uppmr + N T — (L= A+ X5) Bjua (1.20)

where )\ftE is the transition probability of moving from employment in quarter ¢t — 1 to

employment in quarter ¢, for worker of nationality j. We can split this transition probability:

EE EE; EE
N =Ny TN (1.21)
EE,; \EEq . . - . :
where A, (A7) is the transition probability of moving from employment in quarter ¢ — 1

to employment in quarter ¢ with the same (different) employer. Similar to Equation (1.5),

these rates are computed as:

EEq EE.f
EEqg _ Yt th

: = = . 1.22
" "B NEaNgEraNE

Job-to jo rate, different employer : A
j

where N3 is the number of workers transitioning from state X to state Y at period ¢
and N ftEdf is the number of workers transition from employment to employment but with a

different in the employer.

Figure 1.16: Job-to-Job transition rate, different employer
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Notes: The transitions are seasonally adjusted using a 4-quarters moving average, constructed from the

Spanish Labour Force Survey-Flows.
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Appendix B. Wage Cyclicality: job-stayers vs rest

I compute the monthly average wage for workers who worked for the same establishment from
January 2007 to December 2012, without any unemployment spell or change in employer.
The idea is to check whether the drop in the aggregate average wage among immigrant

workers also occurred among job-stayers.

Figure 1.17: Normalized monthly real wage by nationality, aggregate vs job-stayers (2007-
2012)

Monthly average wage, all workers Monthly average wage, only job stayers
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Note: The monthly wages are normalized to 100 at January 2007. Source: MCVL

Figure 1.17 plots the evolution of the monthly average wage for all workers and for
job-stayers, from January 2007 to December 2012. For the seek of comparison, I normalize
all time series to 1000 at January 2007. From the figure we can see clearly that among
job-stayers, average wage of immigrant and natives grew at a very similar rate during the
period considered (first years of the Great Recession). In other words, it seems that the drop

in the average wage of immigrants is mostly due to job-changers os newly formed jobs.
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Appendix C. Wage Cyclicality by worker/job characteristics

Figure 1.18 shows that natives’ average real wage is higher than immigrants’ for all education
groups. The evolution of wages for the two lower educational levels is similar to the aggregate
wage. But differences arise among college graduates: (1) the wage premium is lower, around
30% for the period 2002-2015 (Figure 1.24 in Appendix D)); (2) wages reacted less to the
Great Recession than on aggregate, as both immigrant and native average wage continued
growing after 2008. This can be seen in the bottom panel of Figure 1.18, as the wage premium
remained almost constant (it decreased slightly) during the last recession (mid 2008 to 2015),

while for the other education groups (top panel) it increased.

Figure 1.18: Monthly average wage by nationality and education attainment
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MCVL.
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Figure 1.20: Monthly average wage by nationality and type of contract
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Figure 1.21: Monthly average wage by nationality and gender
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Appendix D. Other Figures and Tables

Table 1.9: Immigrant Workers by Country

1999-2004  2005-2007 2008-2013 2014-2016

Country

Morocco 14.55% 12.35% 11.45% 12.59%
Romania 2.49% 8.35% 11.96% 11.01%
Ecuador 7.30% 9.60% 7.30% 6.85%
UK 6.10% 5.81% 5.90% 4.59%
Colombia 5.35% 6.01% 5.56% 5.79%
Argentina  5.12% 5.56% 4.44% 4.11%
Germany 7.48% 4.31% 3.80% 3.01%

France 7.89% 4.13% 3.48% 3.32%
Bolivia 0.65% 3.00% 3.33% 2.79%
Peru 2.38% 2.54% 2.90% 3.01%
China 1.41% 2.07% 2.32% 2.88%

Note: Country of foreign-born workers that are actively participating in
the labour market. Source: Spanish Labour Force Survey.

Figure 1.22: Stock of Immigrant Workers by Region of Country

Source: Spanish Labour Force Survey.

46



Table 1.10: Blue Collar - White Collar Classification

A. Blue Collar

Skilled agricultural and fishery workers
Craftsmen
Plant and machine operators and assemblers
Elementary occupations

B. White Collar

Legislators, senior officials and managers

Professionals

Technicians and associate professionals
Clerks
Service workers and shop and market sales workers

Note: groups are based on the International Standard Classifica-

tion of Occupations (ISCO-88)

Table 1.11: Immigrants and Natives Characteristics

Natives Immigrants

Pre-crisis  Crisis Post-crisis  Pre-crisis  Crisis Post-crisis
Male 56.23% 51.36%  50.86% 59.97% 53.30% 52.33%
Average age 39.62 40.62 41.40 34.52 35.74 37.32
Education
Primary and low Sec  47.58% 45.11%  44.56% 65.48% 64.23% 66.11%
High secondary 31.57% 30.11%  29.42% 24.98% 22.72%  20.02%
Tertiary 20.85% 24.78%  26.02% 10.54% 13.05% 13.88%
Temporary rate 42.05% 29.76%  29.87% 62.32% 47.13%  42.94%
Sectors
Agriculture 0.80% 0.71% 0.68% 1.49% 1.36% 1.69%
Industry 17.15% 14.63 % 14.98% 12.31% 10.78%  12.04%
Construction 11.47% 7.08% 4.43% 22.74% 12.12%  6.59%
Services 70.58% 77.59%  79.91% 63.46% 75.73%  79.68%
Monthly Wage 1614.38 1710.06 1711.39 1244.10 1172.99 1101.82

Source: MCVL
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Figure 1.23: Labour market transitions by nationality and gender
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Figure 1.24: Wage premium by education attainment

Note: The wage premium is computed as (Wn¢/Wnr,e — 1), where w; 4 is the monthly average wage for natives
7 = N and immigrants j = M at month t. Source: MCVL

Figure 1.25: Wage premium by tenure group

Low-tenure groups High-tenure groups

Note: The wage premium is computed as (Wn,¢/Wnre — 1), where w;y is the monthly average wage for natives
j = N and immigrants j = M at month t. Source: MCVL
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Table 1.12: Wage cyclicality for selected samples, single

regression with a dummy for nationality

Natives Immigrants

All workers -0.640*** -1.107***
Newly-hired -1.509*** -2.010***
Job-movers -1.227** -1.785"**
1-2 -0.757* -1.188***
2-4 -0.208 0.105

4-6 -0.248* -0.125*

More than 6 -0.339" -0.354™*
Observations (first stage) 60,005,705 5,514,405

Note: Estimation results of the coefficient ¢1 in Equation (1.10).
Each coefficient is a separate second stage regression of the esti-
mated year-quarter coefficients on the yearly-lagged quarterly un-
employment rate. All second stage regressions have 67 quarterly
observations (1999:1 to 2015:4) and include a constant term, a
linear time trend and quarter indicators. Significance levels: *p <

0.1, **p < 0.05, ***p < 0.01. Source: MCVL.
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Chapter 2

The Role of Immigration in a Deep

Recession

2.1 Introduction

The increase in the foreign-born population is one of the main socio-economic changes in
many developed countries in the last decades. In the United States, the share of foreign-
born population increased from 9.2% in 1990 to 14.3% in 2010. More striking examples can
be found in Europe. In Italy, over the same time span, the share of foreign residents rose
from 2.5% to 9.7%, whereas in Spain it increased from 2.1% to 14.4%. In these economies
the Great Recession took place in such context of large immigrant inflows. Resulting from
rigid labour markets, in Spain or Italy the contraction of economic activity triggered by the
Great Recession led to a large increase in unemployment instead of wage reductions. Many
papers have tried to estimate the impact of immigration on the labour market outcomes of
the host country (some examples include Borjas (2003b), Card (2005), Ottaviano and Peri
(2012), Chassamboulli and Palivos (2014), Battisti et al. (2017), Dustmann et al. (2017))".
However, most of these papers either abstract from search frictions or focus on stationary
environments and, consequently, little is known on how this impact depends on the economic
cycle.

This paper studies the impact of a high share of foreign-born workers on rigid labour
markets during a recession. I document two empirical facts for the Spanish economy. First,
I provide evidence that the Great Recession affected job-finding and job-separation rates
differently for immigrant and native workers. In particular, I find that the effect of the

crisis on the probability of losing a job was twice as high for immigrants than for natives.

1See Kerr and Kerr (2011) or Edo (2019) for recent surveys.
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Second, I document that foreign outflows were very responsive to the Great Recession as
many immigrants left the country. Then, I build a random search model of the labour
market featuring vacancy persistence, endogenous return migration? and downward wage
rigidity® that captures these empirical facts. I use the model to quantify by how much the
native unemployment rate would have increased during the Great Recession in the absence
of the pre-crisis immigration boom. I also use the framework to understand the underlying
channels explaining the results.

The first contribution of the paper is to quantify the impact of immigration on the
labour market using a frictional search model with out-of-steady state dynamics. By incor-
porating the study of immigration in non-stationary environments, I allow this impact to
depend on the economic cycle. Two ingredients are key to generate effects of immigration on
the native unemployment rate during a recession. The first ingredient is vacancy persistence:
in the model, if an employed worker leaves the country or she is fired, her job will continue
to exist and the firm could post it again. The second ingredient is the heterogeneity be-
tween immigrants and natives, coming from three sources: (1) representing the large foreign
outflows, immigrants can leave the country at every period; (2) immigrants’ unemployment
flow payments are lower; (3) immigrants and natives draw their match quality from different
distributions. In the model, production is given by the sum of aggregate productivity and
a match quality component, which is drawn after a firm meets a worker. I allow the dis-
tribution of match quality draws to differ for immigrants and natives in order to pin down
both the native wage premium and the job-separation gap between them. With these two
ingredients (vacancy persistence and immigrants-natives heterogeneity), the model embeds
three channels through which immigration affects the native unemployment rate during a
recession. The first is the job-creation effect: as search is random and there is heterogeneity
between immigrants and natives, the share of immigrants among job-searchers affects firms’
job creation decisions. The second is the return-migration effect: unemployed immigrants’
return migration affects firms’ job-creation whereas employed immigrants’ return migration
increases the stock of existing jobs. The third is the match-destruction effect: since the im-
pact of the recession on job-separation is higher for immigrants than for natives, the share of
immigrants among the employed affects the stock of existing jobs on impact. A quantitative

exercise in a calibrated model determines the sign and magnitude of each of the channels.

2Throughout the paper I indistinctly use the terms return migration and foreign outflows to refer to the
flow of foreign-born workers leaving the country.

3There is large evidence of downward wage rigidity in the Spanish labour market. For instance, Font et al.
(2015) and De la Roca (2014) find that real wages are weakly pro-cyclical in Spain, specially in recessions.
Galvez-Iniesta (2020) also finds small wage responses during the Great Recession for both immigrants and
natives. In Section 2.8.1 I show that relaxing partially this assumption does not change the main results of
the paper.
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The second contribution of the paper is introducing vacancy persistence (Pries and
Rogerson (2005)) into a model with endogenous return migration, which turns out to be
key for the quantitative results. By incorporating a notion of capital in the model, vacancy
persistence allows us to distinguish between worker and job-turnover and helps the model to
deliver realistic dynamics of the job-finding rate during the Great Recession. These dynamics
would not be captured in the standard model with free-entry condition where vacancies
adjust immediately to a negative shock. Importantly, it makes the effects of immigration
long-lasting: the employed immigrants’ return-migration and match-destruction channels of
immigration would be ignored in the standard model.

Although the methodology could be extended to other economies, I specialize the
discussion to the Spanish case for three main reasons. On the one hand, as the left panel in
Figure 2.1 shows, Spain experienced large foreign inflows during the expansion, raising the
foreign-born population share from barely 4% at the end of the 90’s to more than 14% only
ten years later?. On the other hand, with the economic slowdown foreign inflows dramatically
decreased while foreign outflows steadily increased®. Lastly, Spain experienced a sizeable
employment destruction in the Great Recession that was even higher for the immigrant
population (see right panel of Figure 2.1). In sum, the emergence of a deep recession in the
context of a large immigrant share makes the Spanish economy a particularly interesting
case of study for the purpose of the paper.

I calibrate the model for the low-skilled segment of the Spanish labour market®. The fo-
cus on this segment is motivated by two facts. First, immigrants are concentrated among the
low-skilled, which implies that the potential effects of immigration should be quantitatively
larger in that segment. Second, return migration was also higher among the low-skilled.
I show that the model’s performance in the Great Recession is consistent with the pre-
viously mentioned empirical facts, as the model captures: (1) the higher increase in the
job-separation rate for immigrants than for natives; (2) the drop of the immigrant share
by delivering realistic immigrants’ outflows. On top of that, it also generates the observed
smooth decrease of the job-finding rate.

In the first part of the quantitative analysis I use the model to quantify by how much
the native unemployment rate would have increased during the Great Recession in the ab-

sence of the pre-crisis immigration boom. For that aim, the model is first solved in two

4See Izquierdo et al. (2015b) for a recent exhaustive description of the historical migration process.

SPrieto et al. (2018) already described the immigrants’ internal and international migration responses
during the Great Recession. They study how different forms of international migration (return migration
and remigration) depend upon the demographic characteristics of the immigrant. However, because of data
limitations they abstract from education heterogeneity.

SFollowing Battisti et al. (2017) and Krusell et al. (2000), high-skilled labour is defined as requiring
college completion (or equivalent) or above.
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Figure 2.1: Trends in the Spanish Immigration Experience
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Source: Unemployment rates from the Spanish Labour Force Survey. Foreign flows and immigrant share

from the Spanish Migration Statistic.

steady-states. In the first one, aggregate productivity is high and wages are Nash-bargained.
At the final state, aggregate productivity is lower and wages cannot be adjusted. I then
compute the transition path between steady-states, where again wages cannot be changed,
for two economies: (1) baseline economy, with the observed pre-crisis immigration boom; (2)
counterfactual economy, without foreign inflows during the pre-crisis period.

I find that the native unemployment rate would have been substantially higher in this
counterfactual scenario of no immigration, compared to the baseline economy. The largest
difference is reached three years after the shock, when the natives’ unemployment rate is
three percentage points higher in the counterfactual economy than in the baseline. The
reason is that the drop of the job-finding rate is more moderate in the baseline than in the
no immigration economy. The model also predicts that unemployed native workers are the
ones who benefit most from the presence of immigrants, as they are more directly affected
by the higher job-finding rate.

I also use the framework to disentangle the relative importance of each of the channels
by which immigrants affect the labour market during the crisis. The model suggests that
the job-creation effect is negative but small. This is a calibration outcome: in order to
pin down the native wage premium and the job-separation gap between immigrants and
natives, the calibration implies that match quality draws are more concentrated and have

a lower mean for immigrants than for natives. Yet, a decomposition analysis reveals that
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return-migration and match-destruction effects are positive and dominate the job-creation
effect, implying overall welfare gains for native workers. In fact, I find that immigrants’
return-migration is quantitatively the most relevant channel: in the short-run and long-run,
the impact of return-migration is 10 and 2 times as large as the sum of the impact of the
other two channels.

Finally, I conduct some robustness checks. First, I investigate the role of wage rigidity
in explaining the results. I show that introducing a certain degree of wage flexibility does not
affect the model’ performance in the Great Recession. Moreover, the predictions of the main
counterfactual are unaffected. Second, I explore the validity of the results when conducting
an alternative calibration strategy. In particular, following Battisti et al. (2017) or Albert
(2019), I assume that the native wage premium is pinned down by differences in the workers’
bargaining power instead of by differences in the mean of the distribution of match quality
draws. I find that in this case the sign of the job-creation effect of immigration becomes
positive. This is intuitive, as now firms can extract a higher share of the match surplus out
of immigrant workers. However, the results shows that magnitude of the job-creation effect

is small and thus the quantitative results of the main counterfactual experiment still hold.

Literature Review and Contribution

This paper primarily relates to the literature that estimates the impact of immigration
on the labour market in a frictional environment. My contribution to this literature is incor-
porating the study of immigration in a frictional model with out-of-steady state dynamics.
In a model with search frictions, Chassamboulli and Palivos (2014) study the effect of a
skill-biased immigrant inflow, allowing for heterogeneous effects for low and high-skilled na-
tives. They find that skill-biased immigration raised the overall net income to natives. Also,
while unskilled native workers gain in terms of both employment and wages, skilled natives
gain in terms of employment but may lose in terms of wages. Using a similar framework,
Battisti et al. (2017) add a welfare state and analyse the welfare effect of a marginal increase
in immigration. They conduct their quantitative analysis for a large set of countries. They
find welfare gains for both skilled and unskilled native workers in two thirds of the coun-
tries. Interestingly, for Spain they find welfare losses for the unskilled native workers when
the marginal increase of immigration is all made up of unskilled immigrants. Other related
work, such as Chassamboulli and Peri (2015) or Albert (2019), highlights the importance of
the different effect of documented and undocumented immigration. In Chassamboulli and
Peri’s (2015) model, immigrants (especially illegal ones) have a worse outside option than

natives, so their wages are lower. Hence, their presence boosts firms’ job creation. They find
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that tightening border control weakens low-skilled labour markets, increasing the low-skilled
native workers’ unemployment. Albert (2019) introduces non-random hiring in his model.
This gives rise to a competition effect of immigration which implies that the wage difference
between natives and immigrants determines whether immigration is beneficial for natives or
not. He finds that documented immigration reduces natives’ employment, whereas undoc-
umented immigration generates gains in terms of both employment and wages for native
workers. While all these papers stress the relevance of accounting for labour market fric-
tions when analysing the effect of immigration, they focus on steady-state comparisons. As
stated above, I add to this literature by embedding the analysis of immigration in a context
of recession. Moreover, my paper also contributes by incorporating wage rigidity into the
analysis.

My paper is also related to the literature studying whether immigrants’ mobility
smooths labour market adjustments. Cadena and Kovak (2016) use data on low-skilled
Mexican-born immigrants in the US. They leverage the substantial geographic variation in
labour demand during the Great Recession to identify migration responses to local shocks.
They demonstrate that Mexican-born immigrants’ high mobility reduced the incidence of lo-
cal demand shocks on natives. With a similar identification strategy, Basso et al. (2018) use
Euro Area data and also find that foreign workers’ mobility (which is strongly pro-cyclical)
reduces the variation of overall employment rates over the business cycle. My contribution
is to incorporate this channel in a general equilibrium model and to quantify its impact at
facilitating labour market adjustments’.

Finally, the paper draws upon the literature on vacancy persistence. Fujita and Ramey
(2007) emphasize the excessively rapid responses of vacancies to productivity shocks in the
standard search and matching model with free entry, and show that the introduction of
vacancy persistence improves the dynamics of the standard model®. More recently Acharya
and Wee (2018) assume costly entry to study the issue of replacement hiring. T add to this
literature by showing that the interaction between vacancy persistence and return migration
can deliver very interesting implications regarding labour market adjustments during a re-
cession. In particular, I show that due to vacancy persistence, immigrants leaving the labour
market in a context of no-job creation (recession) have a positive effect on the evolution of
the job-finding rate.

The rest of the paper is organized as follows: Section 2.2 documents the labour market

"Notice that those papers focus on local labour markets and therefore they analyse the role of regional
mobility. Since here I model the labour market of the country as a whole, I focus on international mobility.
Nevertheless the intuition and the mechanisms of the channels should be similar. See Conclusions for a
broader discussion.

8See Elsby et al. (2015b) for a recent survey on the topic
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and mobility behaviour of the immigrant population in Spain during the Great Recession.
Section 2.3 outlines the quantitative model, which is solved and calibrated in Sections 2.4
and 2.5, respectively. Section 2.6 examines the model’s performance, and Sections 2.7 and

2.8 describe the counterfactual experiments. Finally, Section 2.9 concludes.

2.2 Empirical Evidence

This section reviews the labour market and mobility behaviour of the immigrant population

in Spain during the Great Recession. In particular, I document the following facts:

e Immigrant workers were more affected than natives by the onset of the crisis, mainly
due to differences in the evolution of their job-separation rates: the increase in the

job-separation rate was higher for immigrants than for natives.

e Migration flows were more responsive among immigrants than natives: foreign inflows
dropped and foreign return migration increased with the advent of the crisis, whereas

natives did not emigrate that much.

These two facts motivate the quantitative analysis of Section 2.3, and they will also be used

for the calibration in Section 2.5.

2.2.1 The Data

I use data from the Spanish Labour Force Survey-Flows (SLEFS-Flows) from 2005Q1 to
2016Q1. The Labour Force Survey is a quarterly representative survey of about 65,000
households, consisting of around 180,000 individuals. The sample is divided into six waves
(rotation groups) and every quarter one wave is replaced by a new one. This allows us to
track each individual for five successive quarters (one year and a half). The survey asks
respondents about their labour market status and job characteristics (occupation, sector or
type of contract) as well as personal and demographic information (gender, age, education,
nationality, marital status, region of residence, etc.). See Silva and Véazquez-Grenno (2013)
for more details on the survey. I use 2005 as the first year of the analysis since in the
previous years the longitudinal dimension of the survey did not provide information about
nationality”. Following Battisti et al. (2017) and Krusell et al. (2000), low skilled labour is

defined as requiring less than college completion (or equivalent).

9The Spanish Labour Force Survey-Flows (SFLS-flows) is the longitudinal version of the standard cross-
section version of the Spanish Labour Force Survey (SLFS). That is, the SLFS-Flows is contracted based on
the cross-sectional SLFS. While the cross-section version provides both information on country of birth and
nationality, the SPLS-Flows only provides the nationality.
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2.2.2 Labour Market Transitions By Nationality

With this data, we can construct job-finding and job-separation rates by nationality'’. The
job-finding (separation) rate is defined as the quarterly probability of transiting from unem-
ployment (employment) to employment (unemployment).

The left panel of Figure 2.2 plots the series of the low-skilled job-finding rate (UE
transitions) for immigrant and native workers. Before the crisis, the job-finding rate was

higher for immigrants than for natives. However, both rates converged very fast after 2008.

Figure 2.2: Transition rates of low-skilled workers
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Note: The transitions are seasonally adjusted using a 4-quarters moving average, constructed from the Span-

ish Labour Force Survey-Flows.

Regarding the evolution of the job-separation rate (EU transition), the right panel of
Figure 2.2 shows two interesting patterns. First, before the crisis immigrants already had
a higher probability of losing their jobs than natives. Second, the differential substantially
increased from 2008. These two figures suggest that the immigrants’ transition probabilities
were more sensitive to the outset of the crisis. Nonetheless, they should be viewed with
caution as these differences may be just due to differences in experience, sector composition,
or type of contract (as immigrants are younger, work more as temporary workers, and were

more concentrated in the construction sector)''.

10Rates are computed conditional on staying in the country. That is, if a worker transits from employment
to unemployment and then moves out of the country within the same quarter, that job-separation does not
add to the job-separation rate. Consequently, the constructed series of immigrants’ job-separation rates can
be seen as a lower bound of the actual job-separation rates.

HGee Galvez-Iniesta (2020) for an overview of the descriptive statistics of natives and immigrants. In
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In order to test whether the different impact of the crisis on the employment transitions
of immigrants and natives also exists between comparable workers, I estimate the following

regressions:

Pr(UE;; =1) = ® (By + B immy; + Bicrisis, + B7"“imm; * crisis, + 6, X ,) (2.1)
Pr(EU;y = 1) = ® (B2 + B imm; + Bscrisis, + By “imm; * crisis, + 6:.X7,) (2.2)

where UE;; (EU;;) is a dummy variable defined only for the unemployed (employed) and
takes value 1 if a job is found (lost) at time ¢ and 0 otherwise; imm; is a dummy variable
that takes the value 1 if the worker is an immigrant and 0 otherwise'?; crisis, is a dummy
variable that takes the value 1 for the time interval 2008Q3-2013Q2 '® and 0 otherwise;
X, is a vector of control variables that includes dummies for education, experience, marital
status, age, gender, region of residence, sector of activity'*, type of contract (permanent or
temporary), type of job (full or partial time) and year fixed effects. @ is the cumulative
distribution function for the standard normal distribution, indicating that I will estimate
probit models.

The coefficients of interest are 57"¢, 85", which are associated with the interaction term
of the variables imm; and crisis;. Their sign and magnitude will be used to test whether the
probability of finding (losing) a job during the crisis differed among immigrant and native
workers. The results of the estimation of Equations (2.1) and (2.2) are shown in Table 2.1.

As expected, the impact of the crisis on the probability of finding (losing) a job is
negative (positive) and significant. More interestingly, the results in column (2) of Table
2.1 confirm the pattern seen in Figure 2.2: even for comparable workers, there is evidence
that during the crisis the probability of losing a job increased more for immigrants than for
natives. Regarding the UE transition, the results in column (1) suggest that the crisis also
decreased by a larger amount the probability of finding a job for immigrants than for natives.

Given the non-linear nature of the probit model, the estimated coefficients of Table
2.1 tell us little about the magnitude of the effect. To overcome this drawback, I compute
both the adjusted predictions at mean (APMs) and the marginal effect (ME). The results

there, I also perform an exhaustive analysis of the evolution of the job-finding and the job-separation rate
of immigrants’ and natives’ workers by different categories (education, experience and sector). I show that
the patterns described above hold for any category.

12The survey does not provide the worker’s country of birth, so we define immigrants as workers with
foreign nationality.

13T chose this time span since 2008Q3 and 2013Q2 are the first and the last quarter with a negative
quarterly growth rate of real GDP, respectively (ignoring two quarters in 2010 with slightly and temporarily
positive rates).

141n case of unemployment, the sector of activity is the sector where the worker was last employed.
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Table 2.1: Probit estimation of UE and EU transitions

(1) (2)

UE EU
Crisis (crisis) -0.308***  0.190***
(0.0456)  (0.0203)
Immigrant (imm) 0.0844 0.058**

(0.0515)  (0.0208)
Immigrant*Crisis (imm x crisis) -0.111**  0.104**
(0.0553)  (0.02756)

Observations 108594 1385262
R-squared 0.033 0.156

Note: Regressions of dummy variables for the transition from un-
employment to employment (UE, in column (1)) and from employ-
ment to unemployment (EU, in column (2)) on dummies for crisis,
migration status and the interaction term of the last two. Both re-
gressions includes controls for education, experience, marital status,
age, gender, region of residence, sector of activity, type of contract,
type of job and year. Standard errors in parentheses. Significance
levels: *p < 0.1, **p < 0.05, ***p < 0.01. Source: Spanish Labour
Force Survey-Flows (2005-2016).

are displayed in Table 2.2. Panel A shows the results for the model where the dependent
variable is the transition from unemployment to employment (UE). The interpretation of the
adjusted predictions goes as follows: according to the model, before the crisis the probability
of finding a job for an average individual with native nationality was 21.9%, while if the same
individual was immigrant that probability would be higher (23.5%). In other words, before
2008, ceteris paribus, the probability of finding a job was higher for immigrants than for
natives. However, in the crisis, the job-finding probability is lower for immigrants than for
natives: 12.7% and 14.0% respectively. The last column displays the marginal effect, which
is the change in the probability of finding a job for each of the two groups when the crisis
hit. From the previous discussion we already know that the marginal effect is more negative
for immigrants: —10.8 pp. for immigrants and —7.9 pp. for native workers.

Panel B of Table 2.2 shows the results regarding the job-separation rates. The model
predicts that before the crisis the probability of losing a job for an average individual with
native nationality was 0.96% while if the same individual was an immigrant that probabil-
ity would be 1.17%. During the crisis, losing the job becomes more likely for both groups,
but the increase is higher for immigrants than for natives: the probabilities of moving from

employment to unemployment are now 1.58% and 2.43% for natives and immigrants, respec-
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Table 2.2: Adjusted Predictions and Marginal Effect

Panel A: Probability finding a job (UE)

crisis = 0 crisis = 1 Marginal Effect
Native 21.92% 13.95% —T7.97
Immigrant  23.46% 12.67% —10.79***
Panel B: Probability losing a job (EU)

crisis = 0 crisis = 1 Marginal Effect
Native 0.96% 1.58% 0.62***
Immigrant  1.17% 2.43% 1.26%**

Note: Adjusted Predicted probabilities and Marginal Effects computed
by the probit model. Panel A uses 108,594 observations. Panel B
uses 1,385,262 observations. Significance level: *p < 0.1, **p < 0.05,
**p < 0.01.

tively. As the last column of Table 2.2 shows, the marginal effect of the crisis was twice as

high for immigrants than for native workers.

2.2.3 Immigrants’ Mobility Responses

Using the Spanish Labour Force Survey and the Spanish Migration Statistic (which is based
upon the Residential Variation Statistics), I construct the series of foreign inflows and out-
flows for low-skilled and high-skilled workers'®. The left panel of Figure 2.3 plots the evolu-
tion of low-skilled foreign inflows and outflows from 2002 to 2016. Regarding the behaviour
of foreign inflows, we can clearly observe that the Great Recession implied a sudden change
in the trend: foreign inflows plummeted with the arrival of the crisis.

More interestingly, the figure also displays a steady increase in foreign outflows that
started slightly before 2008. Specifically, we can see that from 2009 foreign outflows exceed
the foreign inflows. Consequently, as the right panel of Figure 2.3 shows, with the outset of
the Great Recession, the share of immigrant workers among the low-skilled workers declined.
These mobility pattern during the crisis are in contrast with those of Spanish natives. As
Figure 2.14 in Appendix E shows, natives’ inflows and outflows were very low both during

the pre-crisis period and after the Great Recession'®.

15The Residential Variation Statistics only provides aggregate data on foreign flows. However, the SLFS
ask respondents about their years of residence in Spain. Therefore, by using the SLFS I can compute the
share of newcomers that are high and low-skilled workers.

16Residential Variation Statistics presents some drawbacks regarding the coverage of emigration. As
emigrants do not have incentive for cancellations, the emigration of natives (and hence also natives’ return
migration) may be underestimated. Gonzdlez Ferrer (2013) estimates that between 2008 and 2012 official
figures on natives’ outflows could be one third of the actual outflows. Two observations are worth highlighting.

61



Figure 2.3: Trends in low-skilled immigrants mobility
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Source: Spanish Migration Statistic and Labour Force Survey.

The empirical evidence provided in this section lead us to suspect that the presence of
foreign-born workers affects the behaviour of the labour market during a recession. In other
words, we may think that there is a trade-off in the presence of immigrants in an economy
during an economic downturn. On the one hand, immigrants are more mobile. In a context
of no job creation (as in a deep crisis such as the Great Recession), this may contribute to
moderate the drop in the job-finding rate for natives'”. On the other hand, the finding that
immigrants are ceteris paribus more likely to lose jobs than natives seems to suggest the
existence of certain degree of unobserved heterogeneity between them. This would imply
that a higher immigrant share will affect firms’ job-creation incentives. Depending on the
source and magnitude of the heterogeneity, this channel could be positive or negative for
natives. In the next sections, I construct a random search model of the labour market with
immigrants and natives, vacancy persistence, endogenous return migration and wage rigidity

to be able to examine these alternative hypotheses.

First, even under that estimation, natives’ outflows would still be quantitatively small with respect to foreign
outflows. Second, as Gonzdlez Ferrer (2013) states, although we do not have information on the education
level of the emigrated natives, we expect that the recent Spanish natives’ emigration is mainly driven by
high-skilled workers.

ITn the simple version of the standard search and matching model of the labour market, the job-finding
rate is a positive function of the market tightness (v/u). Suppose that the number of vacancies is fixed (firms
are not posting new vacancies). Then, a decrease in the number of unemployed workers (e.g. due to higher
unemployed immigrants’ return migration) will lead to an increase in the job-finding rate (on impact).
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2.3 Model

I build on the canonical search and matching model (Mortensen and Pissarides (1994)),
but depart from that model by introducing vacancy persistence (Pries and Rogerson (2005)
or Fujita and Ramey (2007)), endogenous return migration choices, and downward wage
rigidity.

The model aims to rationalize the empirical facts presented in the previous section and
it will be used to quantify by how much the native unemployment rate would have increased
during the Great Recession in the absence of the pre-crisis immigration boom. For that
purpose, I both solve the model in steady-states and compute equilibrium transition paths

between states (see Section 2.4).

2.3.1 Environment

I consider an infinite horizon model in discrete time, ¢ = 0,1,2,... The economy may be
out of its steady-state equilibrium, and thus we keep track of calendar time ¢t. There are
two types of infinitely lived workers in the economy, natives and immigrants, indexed by
Jj = {N, M}. Workers are risk-neutral and have a common discount factor 5. The mass of
native workers is constant and normalized to 1.

Every period there is an exogenous inflow mj; of immigrants'® who enter the labour
market as unemployed'?. On the other hand, emigration is endogenous: every period all
immigrant workers (employed and unemployed) choose between staying in the country or
emigrating and obtaining an exogenously fixed life-time flow utility w4,?’. In order to ac-
count for emigration that is not driven by economic reasons, a migration preference shock is
introduced: every period workers draw an i.i.d. migration preference shock e from a distri-
bution with c.d.f. denoted by G(e). Consequently, the size of the immigrant population is
endogenously determined by the equilibrium probability of return migration.

There is also an infinite mass of risk-neutral firms which may be either matched with

a worker, unmatched or inactive. Firms can only be matched with one worker.

Matched firms produce z + x units of output, where z is an aggregate productivity

18There are several reasons on why this is reasonable assumption. Bertoli et al. (2011) argue that the
Latin American crisis had a lot to do with the Spanish immigration boom. Similarly, Bertoli and Moraga
(2013) show that Spanish migration policies also played an important role. Last, the Eastern European
expansion of the European Union can be made responsible for a large part of immigration flows over this
period.

9The assumption that immigrants enter the labour market as unemployed is made for computational
convenience and plays no role for the quantitative results.

20We can interpret this flow as the discounted lifetime wage that immigrants expect to obtain when
working abroad.
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component and x is an idiosyncratic match-specific component (match quality). The match
quality x € [0, 2™"] is drawn at the time the firm and the worker meet and remains constant
for the duration of the match. Immigrants and natives draw x from a different distribution
with c.d.f. denoted by Fj;(z). As will be explained in Section 2.5, I allow the mean of the
match quality distribution of immigrants to be different from that of natives in order to
replicate the wage gap observed in the data. Albert (2019) or Chassamboulli and Palivos
(2014) take a different approach and assume no productivity differences between immigrants
and natives of the same skill level. Instead, they introduce heterogeneity in the bargaining
power parameter and unemployment flow payment respectively, in order to explain the wage
gap. In Section 2.8.2, I follow Albert’s (2019) calibration strategy and assume no differences
in the mean productivity and allow the bargaining power to differ in order to explain the
observed wage differences between natives and immigrants. I find that the results of the
main counterfactual experiment are robust to this alternative calibration.

Unemployed search is costless, whereas employed workers cannot search; that is, there
is no on-the-job search. Unemployed workers receive a flow payment b;.

I introduce a simple learning mechanism regarding the match quality: when the worker
and the firm first meet, the match quality is unknown. Once matched, agents discover the
actual value of x with probability « every period. Employed workers earn a wage w}(z) when
they are employed in a match of known quality. I denote the wage paid to employed workers
when their match quality is unknown by w;. Following Pries and Rogerson (2005), I assume
that when the match quality is unknown, the expected current-period production is given

1

by the expected output z + z;*'. This assumption ensures that the match surplus of jobs

with unknown quality is always positive and hence all meetings lead to match formation.
Wage Setting
Initial steady-state

In the initial steady-state wages are set according to the Nash-bargaining solution. Formally,

wages are given by these expressions:

* * * o (1_
wja() = arg max (W (x) = Uye) " (Jjslw) = Vi) (23)
_ ~ v~ (1=)
Wjy = arg max (Wj,t — Uj7t) <Jj7t — V;’) (2.4)

21The intuition behind this assumption is simple. Think of a firm with several employers. If a new worker
is hired, it will take some time to observe her actual productivity. During that time, it is reasonable to think
that the firm will proxy the new worker’s productivity by the average of the rest of (observably similar)
workers.
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where v denotes the worker’s bargaining power? In the above equations, W, (z) and /Wvﬂ
denote the value functions of workers employed in a match of known quality  and unknown
quality, respectively; U;; is the worker’s value function when unemployed; J;,(z) and j;fit(s)
denote the value functions of firms employing a worker in a match of known quality x and
unknown quality, respectively; and V,? is the value of a firm with a previously created unfilled

job.

Final steady-state and along the transition

Motivated by the large empirical evidence on wage rigidities in Spain (Font et al. (2015),
De la Roca (2014), Galvez-Iniesta (2020)) during the Great Recession, I introduce a simple
form of downward wage rigidity into the model®®. In particular, I assume that if a negative
shock to the aggregate productivity is realized, wages cannot be adjusted, i.e. they are fixed
to their initial steady state value (Hall (2003))?*. Notice that this approach is equivalent to
a stochastic framework with perfectly myopic agents: firms and workers expect to re-bargain

wages if needed?”.

Matching technology

I assume that both nationality and match quality (upon discovery) are observable to the firm
but only after the meeting takes place. The search process is then random: firms cannot
direct their search towards a specific type of worker and there is only one labour market
where both immigrant and native workers search for a job. The total number of matches
between unemployed workers and posted jobs is determined by a Cobb-Douglas matching
function:

m(vg, ug) = fvfutl_‘s (2.5)

where & denotes the degree of matching efficiency, u; is the number of unemployed workers,

and v, is the number of posted (advertised) jobs. At each period, posted jobs are given by:

v, = k' + kPP (2.6)

22Section 2.8.2 introduces heterogeneity in this parameter so that vas < vw-.

23This modelling assumption is not restricted to a framework aiming to resemble the Spanish economy.
In fact, motivated by the lack of decline in real wages in the U.S. during the Great Recession, Ravn and
Sterk (2017) also incorporate inflexible wages into a framework with search and matching frictions.

24Hall (2003) allows wages to be fixed but only within a bargaining set in order to improve the dynamics
of the model. Our assumption about extreme wage rigidity is more closely related with Shimer (2004).

25Firms and workers are forward-looking agents as they need to form expectations about the future when
making decisions (see value functions in 2.3.3 and 2.3.4). They are myopic regarding their incapacity to
expect that they will not be allowed to change wages if there is a shock in the aggregate productivity z.
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where k}' denotes the number of newly created jobs at ¢, and k;” are the number of previously
created unfilled jobs (i.e. jobs created before t that are unfilled) that are posted at ¢. (see
Section 2.3.1). The probability that a worker matches with a firm is p(6;) = m(vy, uy)/uy =
£0°, where 0, = v;/u; is the labour market tightness. The probability that a firm matches

with a worker is q(6;) = m(vy, ug) /uy = €627

Vacancy Costs

I follow Pries and Rogerson (2005) and assume that there is a constant fixed cost K of
creating a new job%®. On top of that, firms posting a job must pay a flow cost » in order to
fill empty job positions at each ¢. There are two key arguments for why the assumption on a
fixed cost of creating a new job is reasonable given the purpose of the paper. First, it allows
the framework to differentiate between worker and job turnover?’. Second, the fixed cost
K can be interpreted as the capital investment required to create a job. As a result of this
sunk cost of job-creation, if a worker decides to emigrate, or she turns out to be not a good
match for the firm, his job will continue to exist at the workers’ previous firm?®. Another
important implication is that, as in Riegler (2019), my model allows for the possibility that
during the transition some firms will fill jobs (i.e they will post jobs) even if they do not
create new ones.

Consequently, in this setup we need to differentiate between the stock of unfilled jobs
that are available to be posted, and the jobs that are indeed posted at each period ¢t. The first
stock is given by the sum of unfilled jobs created before ¢, denoted by k¢, and the new jobs
created at t, denoted by k}'. At each ¢, firms then decide whether or not to post (advertise)
their previously created unfilled jobs k2. T denote as k" the number of previously created
unfilled jobs that are posted at period ¢. I define an indicator function I, that takes
value 1 if firms with previously created unfilled jobs decide to post the job and 0 otherwise.
Using this indicator function, we can then write the number of posted jobs at period t (vy,
Equation (2.6)) as follows:

v = kit + kP =k A+ Lost kY (2.7)

Finally, I assume that job positions are exogenously destroyed at rate \.

26See also Acharya and Wee (2018) or Riegler (2019).

27Studies by Michaels et al. (2017) or Mercan et al. (2019) among others have stressed the relevance of this
distinction given the increasing importance of quit-driven replacement hiring among the posted vacancies.
Using German data, Mercan et al. (2019) find that 56% of posted vacancies are associated to old unfilled
jobs vacated by quits.

28 As discussed in Fujita and Ramey (2007), due to the existence of a fixed creation cost and in contrast
to the standard DMP model, in this setup previously created jobs are a predetermined variable and unfilled
jobs have a positive value in equilibrium
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Job Separations

Job separations can be either exogenous or endogenous. As noted above, exogenous sep-
arations occur with probability A and are interpreted as the result of a process of job ob-
solescence. Therefore, firms would not attempt to rehire another worker following such
separations and consequently the stock of jobs will shrink.

On the other hand, job separations may also occur endogenously. That is, for matches
of known quality, firms and workers decide whether to continue to be matched or not each
period. The match is preserved only if the two of them agree on this decision. In the
initial steady-state, wages are Nash-bargained every period, and so there is no room for
disagreement i.e. a match is preserved as long as the match surplus is positive. This is not
the case when wages are fixed: since the firm cannot re-bargain the wage after an aggregate
negative shock hits the economy, it could be possible that a match delivering total positive
surplus is not profitable any more for the firm. In other words, when wages are not Nash-
bargained every period, firms and workers will not always agree on preserving the match.
For that purpose I define an indicator function I;(z) that takes value 1 if both parties agree
on continuing to be matched. In case that the match is dissolved, the worker becomes
unemployed?” and the job adds to the stock of previously created unfilled jobs, as in Pries
and Rogerson (2005).

2.3.2 Timing

The timing of events within a period is assumed to be as follows:

e At the beginning of the period, aggregate productivity z is realized. Upon observing z,
immigrant workers draw the migration preference shock ¢, decide whether to emigrate

or stay and emigration the takes place.

e Endogenous separations take place, jobs are destroyed exogenously with probability A

and agents learn their actual match quality x with probability a.
e At this point, firms decide whether they want to create new jobs at cost K.

e Firms with previously created unfilled jobs decide whether they want to post those
jobs.

e The matching process then takes place. Firms with unfilled posted jobs and unem-

ployed workers meet and matches are formed.

29T assume that workers that become unemployed at period t cannot search for a job within that period.
See 2.3.2 and law of motion (2.24) in Appendix A.1
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e For preserved matches, production takes place, wages are paid, and unemployed work-

ers receive b;. Last, immigration takes place.

2.3.3 Workers’ Problem

I formulate workers’ and firms’ decision problems in recursive form. This can be done since
there is no aggregate uncertainty in the model. Moreover, this notation is convenient given

that the model is solved not only in steady-state but also for transitions between states.

Unemployed workers

Every period unemployed workers choose between staying in the country as unemployed or
emigrating’. For type-j workers, the value of staying in the country as unemployed ij,smy

can be written as:
VI = b+ 8 [p (00 Wiers + (1= p(01) Upsn (2.8)

where /V[7j7t is the value of being employed in a job of unknown quality and U;; is the value
of being unemployed.

The value of staying in the country as unemployed can be decomposed into two terms. The
first one is the flow payment b; associated with unemployment. The second term is the next
period expected discounted value: with probability p (6;) the unemployed worker finds a job
of unknown quality®'. With the complementary probability 1 — p(6;) the worker remains
unemployed, in which case she obtains the value of being unemployed Uj ;1.

The value of emigrating is given by:
Ve — W+ e (2.9)

where the first term in (2.9) is the value of working abroad, which is the discounted sum of
the life-time flow payment wf:

A_ A A
W = w4+ pW; (2.10)

J

and the second term in (2.9) is the one-time migration utility shock &, that every period

workers draw from the distribution G(g). After observing the realization of ¢, the unem-

30For the sake of generality, I define all value functions for a generic worker type j€ N, M. However, as
explained in 2.3.1 I abstract from native emigration. Therefore the decision to return migrate is only taken
by j =M.

31As explained in Section 2.3.1, I assume that at the time the meeting takes place, the match quality is
unknown.
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ployed worker will emigrate if Vfé’swy < V™. There exists a threshold value g5, such that
WjA +eyy = Vﬁ’smy. In words, €5 is the migration preference shock value that makes an
unemployed worker indifferent between staying in the country or emigrating. Then, for any
€ > 5?,2* the unemployed worker will emigrate and obtain the value of emigrating VVjA plus
the migration preference shock ;.
The value of being unemployed Uj(s) can then be written as follows:
U,* U,sta U, * A w,k
Uit=G (sj,t ) Vit (1-G (ejyt ) (Wj + E [e]ey > €5} b (2.11)
where G (eyt*) = Prob (5 < 5}‘,’:) is the probability that the unemployed worker does not

emigrate®.

Employed workers

Recall that workers can be employed in jobs of known or unknown quality. As the unemployed
workers, in every period all employed decide whether to emigrate or not. Importantly,

the value of emigrating is the same for all workers regardless their employment status (see
Equations (2.9) and (2.10)).

Workers employed in a match of known quality

The value for a worker of staying in the country as employed in a match of known quality is

the following;:

Vi (@) =La(w) q wiy(@) + B [(1= N Wiy (@) + AWjara] o+ (1= Li(2) Uy (2.12)

J/

Vv
stay
Vi

1 if V/stay > U ) A (T > /o
where L;(z) :{ it (Vi™(x) > Uje) A (Jju(z) > V)

0 otherwise
where w;f’t(x) denotes the wage paid to a worker of type j in a job with match quality x. The
value function (2.12) has two terms. The first term stands for the expected discounted value

for the worker if she keeps the job. That is, I;;(x) = 1, which means that for both the worker

and the firm the value of remain matched is higher than their respective outside option (the

32Notice that since ¢ follows an independent and identically-distributed distribution (Fan et al. (2017))
the value functions (2.8)—(2.11) do not depend on .
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value of unemployment U,; and the value of a previously created unfilled job V,°). If that is
the case, today the worker gets the wage wj,(x). Next period, with probability A the job is
destroyed and the asset value will be given by U; ;.. With probability 1 — A the job survives
and the value is W}, ,(z). Last, the second term states that in the case of dissolving the
match today (I;:(z) = 0), the worker obtains the value of employment Uj ;.
Denote as ¢;; (x) the migration threshold value such that Wi + 37 (x) = V7™ ().
Then, the value of being employed in a job of known quality can be written as:
Wi(z) =G (5;‘:(@) ijfmy(x) + (1 -G (5;}* (x))) (W]-A +E [€t|5t > 5;;‘(95)}) (2.13)
where G (5;: (z)) = Prob (e < 5% (z)) is the probability that the worker employed in a job

of known quality x does not emigrate.

Workers employed in a match of unknown quality

The value for a worker staying in the country as employed in a match of unknown quality is

the following:

Vi =i+ 8 Wyt (-0 (@ [ Wi @) aB@) + 0= )i )| 210
0

where w;; is the wage paid to a worker employed in a job of unknown quality. If the worker
chooses to stay, she receives the wage w;,. Next period, with probability A the worker is
unemployed and gets U; 1. On the contrary, if the job survives, two events may occur: (1)
with probability « the match quality is discovered and the worker makes a draw of x; (2)
the match quality remains unknown and then the asset value becomes /W;Hl.

Again, these workers must decide whether to emigrate or not. Let us denote by €7, the
migration threshold value such that VV]A +&, = Xzsf“y Then, the value of being employed
in a job of unknown quality can be written as:

th:G(g‘f

) ],t

)i+ (1-G (5

J,t

)) (Wi +E [ede > E5,]) (2.15)

where G (év;'f’t) = Prob (6 < gj’t) is the probability that a worker employed in a job of unknown

quality does not emigrate.
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2.3.4 Firms’ Problem
Matched firms

Firms may be employing workers in matches of known or unknown quality.

Firms employing a worker in a match of known quality

The value function of firm employing a worker in match of known quality can be written as:

Tr(@) =G (g5 (2)) [Lis(2) {2z + 2 —wj,(2) + B(1 = A) Ty ()} + (1= Lip(2) V7] +
(1=G (g5 (@) Ve (2.16)

Jt

where I, ,(z) = { Lt (V) 2 Upe) A Usee) 2 )
0 otherwise
First of all, the value for the firm depends on the emigration decision. With probability
1 — G(g5,) the worker emigrates, the match is dissolved and the firm obtains the value of
a previously created unfilled job V,°. Now, if the worker stays, then they make the match
preservation decision. If the match is preserved, the value for the firm is composed by two
terms. The first term is the present profit, given by the difference between production and
the wage paid to the worker. The second term is the expected future discounted profits,
which depends on the probability that the job is exogenously destroyed: with probability
1 — X the job remains productive in which case the value of expected discount profits will
be equal to J7,,, (z); with the remaining probability A the job is exogenously destroyed and
then the future profits will be zero. Last, if the match is endogenously dissolved, the firm

obtains V,°.

Firm employing a worker in a match of unknown quality

The value function of a firm employing a worker in a match of unknown quality is the

following;:

xT

I =G (&) |z +T— W+ {(1 —A) (a/ Fen(@)dE; @) + (1 - Oé)jjﬁl)” i

min

(1-G(&,)) Ve (2.17)
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Again, the value function depends on the workers’ emigration choice. The first term stands
to the value obtained by the firm if the worker does not emigrate. If that is the case, at
period t the firm obtains the present profit, given by the differences between production and
the wage paid to the worker. Next period value is given by the expected future discounted
profits, which again depend on the exogenous destruction rate. With probability A the job
is destroyed and firms obtain zero profits. Now, if the job survives, two events may occur:
(1) with probability « the match quality is discovered and the worker makes a draw of z, in
which case the firm will obtain J¥,,, (z'); (2) with probability 1 — « the match quality is not
revealed and then the firm’s asset value is J;;11. Finally, the second term is the value for
the firm if the worker emigrates, which is given by the value of a previously created unfilled
job Ve,

Firms with a previously created unfilled job

The value of a firm with a previously created unfilled job is given by:

VP =max{ —k+ 3 [q (6:) <¢tjM,t+1 + (1 - ¢t)jN,t+1> + (1 —q(0r)) ‘/211] ;0 (2.18)
Vi
where ¢, = Uart is the share of unemployed immigrants among the total number of unemployed.

Uy

Every period firms with a previously created unfilled job decide whether to post the job or
not. If the job is posted, the value for the firm is composed by two terms. The first term
is the flow cost incurred by the firm when posting a job. The second term is the expected
future discounted value, which depends on the probability of filling the posted job. With
probability ¢ (6;) the posted job is filled. Since search is random, then the firm’s option value
depends on the probability that the job is filled by a native or an immigrant worker, which
are ¢y and 1 — ¢, respectively. Those probabilities are simply the share of each workers type
among the total pool of unemployed workers. On the contrary, with probability 1 — ¢ (6;)
the posted job is not filled and the firm continues to obtain V% ,. Finally, if the job is not

posted, firms get zero in that period.
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New firms

With the presence of a fixed cost K to create a new job, the free entry condition now takes

the form:

Vi=K if k'>0 (2.19)
0<V,< K if (k' =0 & Kk’ >0)
0>V, if (k=0 & kP =0)

Given the timing of the model, a new job created at ¢ can be filled in that period. Equations
(2.18) and (2.19) imply that all new jobs created at ¢ will also be posted in that period.
Unlike the standard model with free entry, the existence of a fixed cost implies that an

unfilled vacancy has a positive value in equilibrium.

2.3.5 Steady-State Equilibrium

Definition. Given z, a steady-state equilibrium is a list {w} (), wy, u;, k°, k", €;, €5, J3 (),
:];», U;, Wi (z), Wj, V., Ve, VVjA, I;(x), Tpost, €5, g;’*(x) and €5} such that:
1. Agents glztimise. Given w(z), w;, u;, k° and k", the value functions J(z), jj, Uj,
Wi (z), W;, V, V? and VVjA satisfy equations (2.8) - (2.18); the match preservation and
job-posting decision rules I;(z) and L, satisfy equations (2.12) and (2.18), respec-

U, E*,*

tively; and the migration preference shock thresholds €;”, €;

(2.11), (2.13) and (2.15), respectively.

and €] satisfy equations

2. Job-creation condition. Given wj(x), w;, the ratio 7 must be such that V' = K.

3. Bargaining. The wage functions wj(x), w; solve the Nash bargaining problem in (2.3)
and (2.4).

4. The distribution of workers and jobs are time-invariant for the laws of motion described
in equations (2.22) - (2.25) (in the Appendix A.1).

2.3.6 Equilibrium Transition Path

Definition. Given a sequence of aggregate productivity {z}t:to_“t1 and a sequence of fixed

wages {Wj (m),ﬁj} x an equilibrium transition path with rigid wages between ¢y and
=to...t1

t; is a sequence of distributions {uﬂ, [ AN e;t} i a sequence of value functions

0...t1’

{J;t(x), jj,t, Uje, Wi(2), /ij,t, Vi, V2, VVjA} , a sequence of match preservation decision

t=tg...t1
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rules {I;+(x)},_,, , » & sequence of job-posting decision rules {Ipost¢},, , and a sequence

t1

of migration preference shock thresholds {&%,, &7/ (x), e}/ 114, Such that:

1. Agents optimise. Given the sequence of {Wj (x),ﬁj,uﬂ, k9, ki } , the sequence
t=to...11

of value functions {Jj’it(x),j;-,t,Uj,t,I/ijt(x),Wj,t,Vt,Vto,WjA}t o satisfy equations
=tg...t1
(2.8) - (2.18) in every period t; the sequence of match preservation and job-posting

decision rules {I;,(z)},_, , and {Lposti},_, , satisfy equations (2.12) and (2.18) in
every period t, respectively; and the sequence of migration preference shock thresholds
{5;’:,5;7’:(x),€35’t}t:tomt1 satisfy equations (2.11), (2.13) and (2.15) in every period t,
respectively.

2. Job-creation condition. Given the sequence of {Wj (), W, w4, K, kf} , the ratio
t=tg...t1
Ut

o in every period ¢ must be such that V; = K if new jobs are created (k> 0);

0 < V; < K if no new jobs are created but firms are posting their previously created
unfilled jobs (k" = 0 and k;” > 0); V; < 0 if neither new jobs are created nor previously
created unfilled jobs are posted (k' = 0 and k;"” = 0). That is, Equation (2.19) holds

in every period ¢.

3. Law of motion. The distributions evolve according to the law of motions described in
equations (2.22) - (2.25) (in the Appendix A.1).

2.4 Simulating the Great Recession

The focus of the model is on simulating the performance of the labour market during the
Great Recession that took place in 2008Q2%. Formally I will consider an economy in a
pre-crisis state (in 2008Q2, characterized by a given level of aggregate productivity z = 2%7)
and introduce a permanent and unexpected shock (MIT shock) in the form of a drop in
the aggregate productivity®! (such that z = 2z < 2z for + > 2008Q2). The transition
towards the new steady state at 2016 (post-recession) is then computed, which is reached

after T periods. The simulated transition path from 2008Q)2 to 2016 is what I call the Great

33The second quarter of 2008 is chosen as the start of the Great Recession as it was the first quarter with
a negative quarterly growth rate of real GDP in Spain.

341 abstract from the underlying causes of the negative shock that triggered the onset of the Great
Recession. In the model, the drop of the aggregate productivity z could be interpreted as the reduced form
of the main global and idiosyncratic-to-Spain causes that set off the crisis: the burst of the real state bubble,
global financial turbulences, the pre-crisis low real productivity growth, high level of private debt. .. See
Fernandez-Villaverde et al. (2010), Ortega and Penalosa (2012) or Garcia-Santana et al. (2016) for more
details on the roots of Spanish Great Recession.
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Recession™.

The standard approach would be to first solve the economy in 2008(Q)2 as a steady-
state, then introduce a negative MIT shock to aggregate productivity, and finally compute
the transition path towards the final steady-state at 2016. The issue is that as Figure 2.1
shows, the Spanish economy right before the crisis was characterized by the combination
of low unemployment rates, high foreign inflows and low foreign outflows, i.e. the share of
immigrant workers among the labour force was growing. That scenario is hardly stationary,
which prevent us to assume that the pre-crisis economy (2008()2) was in is a steady-state
equilibrium®®. To overcome this problem I start the model before, in the year 2000. I then

take the following steps, as depicted in Figure 2.4:

Initial ss Pre-crisis Final ss
1999 ~ - 2008Q2 ~ ~ -2016
Immigration boom Great Recession

Figure 2.4: Roadmap

e I first solve the model for an initial steady-state at the beginning of 1999, with z = 2.

This economy aims to resemble the Spanish economy of the years before the Great
Recession. For that purpose, the model is calibrated to match data moments for Spain
in the period 2005(Q1-2008Q2°". Importantly, I use the immigrants’ share in 1999 as a
target®®, which ensures that the condition on stationarity in the immigrants’ share is

reasonable.

9

e The economy is then unexpectedly shocked by the immigration boom®’: an equilibrium

transition path from 2000 to 2008()2 is solved by introducing the actual inflows of

35As explained in Section 2.5, the models’ period is a month, implying that the transition lasts T = 102
periods. Computational results shows that this time span is long enough for the economy to reach the new
steady-state.

36In particular, assuming that the pre-crisis economy is on a steady-state would impose the unrealistic
equilibrium condition on the stationarity of the distribution of immigrants, which by definition only holds
when foreign inflows equal foreign outflows. Notice that this is not an issue in 2016 (final steady-state)

3TIdeally 1 would like to use data moments for the period 2000-2008. However, the SLFS-Flows (used
to compute employment flows) only started to provide information on respondents’ nationality from 2005.
Nevertheless, as Figure 2.1 shows, unemployment rates from 2000 to 2005 did not vary much, so I do not
expect big differences in the employment transition rates during that period.

381 choose 1999 as the target for the immigrants’ share because the condition on the stationarity of
workers’ distributions holds in the data. In that year foreign inflows were already higher than foreign
outflows. However, the difference was not large enough to generate an increase of the immigrants’ share,
as natives’ active population also increased during that year. See Moraga and Molina (2018) for a detailed
description on gross flows of migration in and out of Spain.

39See Dolado et al. (2018) for a similar transition implementation.
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foreign-born workers {m s+ } 1=2000..2008¢2 that are observed in the data for that period™.
This transition is called the immigration boom. Agents expect the immigration boom
to last forever (i.e firms and workers do not expect that the transition will stop and

aggregate productivity will drop in 2008Q)2).

e [ solve the model for the final steady-state in 2016. Two exogenous changes are in-
troduced with respect to the initial steady-state. First, I introduce an unexpected
negative MIT shock to aggregate productivity (z = 2% < z). Second, the parame-

ter governing the immigrants’ inflows m,, is also modified, since it is now set to the

observed foreign inflows for the period 2014-2016. Remember that here I impose the
wage rigidity described in Section 2.3.1. Section 2.8.1 explores the results of the model

when relaxing this assumption.

e Finally, the equilibrium transition path from 2008¢Q)2 to 2016 is computed (Great Reces-
sion). Appendix B.2 provides the detailed computation algorithm. As in the previous
transition path, foreign-born worker inflows {mas:},_s00502.. 2016 2r€ set to the actual

data on inflows in that period.

2.5 Calibration

The model is calibrated to the Spanish economy and the reference period is 2005Q1-2008Q2.
First, I need to assume some functional forms and discretization for the distribution of match
quality draws and the migration preference shock. Next, I explain the calibration strategy,
which is undertaken in two steps: firstly, some of the parameters are set exogenously by
taking either empirical counterparts or values commonly used in the literature. Secondly, I

jointly calibrate the rest of the parameters to match relevant moments of the Spanish data.

2.5.1 Functional forms and discretization
Functional forms

I assume that the distribution of match quality draws Fj(z) is log-normal with parameters
(pj,05). Although there is no obvious empirical counterpart to match this distribution, I
follow Mortensen and Nagypal (2007) in assuming log-normality. The motivation for this

choice is the evidence that wages are log-normally distributed®'. Subsection 2.5.3 provides

408pecifically, {mas:} £=2000...200802 1S the average inflow of foreign-born workers that arrived to Spain
from 2000 to 2008Q)2.

4Instead of assuming that wages follow a log-normal with parameters (0, 1) as in Mortensen and Nagypal
(2007), I calibrate the parameters of the distribution F}(x).
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details of the identification of each of the parameters. With respect to the distribution of the
migration preference shock, G(¢) is assumed to be a normal distribution?* with zero mean™

and standard deviation o..

Discretization

In order to solve the model I discretize the match quality draws and the distribution of
migration preference shocks. I use 100 equidistant nodes to approximate the log-normal
distribution of the match quality productivity F;(x) and 200 equidistant nodes for the grid

of migration preference shocks.

Foreign inflows

As discussed in Subsection 2.3.1, foreign inflows mj, are taken as exogenous. They are set
to the average foreign inflows in 1999 at the initial steady-state. For the final steady-state
I set mys to the average foreign inflow in the post-crisis period (2014-2016)*'. Regarding
transitions, for the immigration boom transition (2000-2008Q2), I fix {mast},_s000. 200802 t©
the average foreign inflows from 2000 to 2008. Similarly, in the Great Recession transition
(2000-2008Q2), {mar:t},—s00802..2016 ar€ et to the average foreign inflow from 2009 to 2014.

2.5.2 Pre-specified Parameters

The pre-specified parameters of the model are summarized in the top panel of Table 2.3. 1
normalize the mean wage of the native workers to be 1 in equilibrium. Aggregate productivity
z is set to 0.31. The model’s period is a month® and therefore the discount factor 3 is set
to 0.9967 to reflect an annualized real interest rate of 4.1%. As in most of the literature,
the elasticity of the matching function ¢ is set to 0.5. The worker’s bargaining power ~y

is set to 0.8°. This value is higher than usual in the literature and is motivated by the

42Extreme Value Type-1 distributions are more usual in the migration literature as they simplify the
analysis when the migration choice involves choosing destination among several alternatives. Since here
the migration choice is simply stay or leave the country, assuming normality does not involve technical
complications

43From equations (2.9) and (2.10) we can see that the mean of the migration preference shock distribution
and the flow payment associated with working abroad w;-“ play the same role in the model. Therefore, by
assuming that the migration preference shock distribution has zero mean we drop one redundant parameter
that otherwise would had to be estimated.

44 Again, I use this period because the fraction of immigrants in the labour force remained roughly constant,
which is a steady-state equilibrium condition.

45For the sake of comparison with the data, I time-aggregate some of the model generated moments to a
quarterly frequency.

46In a model with endogenous separations, Mortensen and Nagypal (2007) also choose a higher than
standard worker bargaining power equal to 0.71, arguing that the role of this parameter differs with respect
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well-documented high rigidities that characterize the Spanish labour market*”. As Bils et al.
(2011), I give a predominant role to the endogenous match separation channel over exogenous
separations by setting the exogenously monthly separation probability equal to 0.0017 (or
0.005 quarterly). Last, using the estimates in Hall and Milgrom (2008), I fix the flow payment
of unemployment b; to account for 70% of the mean wage of each group, implying by = 0.7
and by = 0.47.

Table 2.3: Calibration Results

Description Parameter Value Target/Source Data Model
Calibrated externally

Discount factor 15} 0.9967 From literature

Matching function parameter ) 0.5 From literature

Workers’ bargaining power y 0.8 From literature

Job destruction A 0.0016  Bils et al. (2011)

Native unemp. benefit N 0.700  Hall and Milgrom (2008)

Immigrant unemp. benefit bar 0.471  Hall and Milgrom (2008)

Calibrated internally

Matching efficiency ¢ 0.138  Native JFR 0.310  0.304
Probability to discover quality o 0.272  Immigrant SR 0.055  0.056
Flow cost of posting a job K 0.058  Worker hiring cost 0.420  0.395
Fixed cost of creating a job K 15.362  Vacancy rate 0.080  0.080
Immigrant wage abroad why 0.302  Immigrants LF share 0.021  0.021
Native mean match quality N 0.292  Native mean wage 1.000  1.000
Imm. mean match quality 154 0.076  Imm. mean wage 0.700  0.670
Native match quality s.t.d. oN 0.456  Native SR 0.027  0.027
Imm. match quality s.t.d. oM 0.325  Wage s.t.d. N/M ratio 1.618  1.570
Migration shock s.t.d. o, 239.653 Migration prob. ratio 1.467  1.260

to the standard version of the model with exogenous separations.

47This can be interpreted as a reduced form way of accounting for the evidence that Spanish labour
institutions are less conducive to low unemployment than those of similar developed countries. In particular,
as argued by Bentolila and Jimeno (2006), in Spain, the combination of high incidence of industry-level
(collective) bargaining and high union power drive wages up and move them away from workers’ productivity.
See Bentolila and Jimeno (2006) and Bentolila et al. (2012a) for more details on the institutional settings of
the Spanish labour market.

78



2.5.3 Calibrated Parameters

The remaining 10 parameters are jointly calibrated in order to match relevant features of the

data. I search for the combination of parameters that minimizes the following loss function:

c
L = Z |log (ml' (©)) — log (m?))| (2.20)
c=1
where m” is a C-by-1 vector containing the data moments used as calibration targets and

mM(0©) is the C-by-1 vector containing the counterpart model moments, which is function
of the whole set of parameters to be calibrated ©. I choose C' = 10, so the model is exactly
identified. The bottom part of Table 2.3 specifies the list of the parameters that are jointly
estimated and the data moment that identifies each of them.

The labour market statistics (job-finding rates and job-separation rates) are obtained
from the Spanish Labour Force Survey-Flows 2005Q1-2008Q2. For wages I use data from the
Spanish Wage Structure Survey of 2006*. See Appendix D.1 for a detailed description of the
data. The vacancy rate is computed for the period 2000-2008"’. I use administrative data
on Social Security registers (“Muestra Continua de Vidas Laborales”) to approximate the
return migration probabilities of employed and unemployed immigrants. Last, as mentioned
before, the share of immigrants in the labour force is calculated using the Labour Force
Survey of 1999.

Given the nonlinearity of the model, in principle the value of all the parameters affects
the whole set of moments used as targets. Nevertheless, it is possible to specify which moment
is informative of each particular parameter. The mean of the match quality distribution
p; mainly affects the mean wage of each group. The standard deviation of the natives’
match quality distribution oy is set to replicate the native job-separation rate. In turn, the
standard deviation of the immigrants’ match quality distribution o, is calibrated to match
the natives-immigrants ratio of the standard deviation of wages. The smaller the variance
of immigrants’ match quality distribution (o), the more concentrated their draws will be
and hence the lower the dispersion of their equilibrium wages. The learning parameter «
is pinned down to match the immigrants’ job-separation rate. The intuition for this goes

as follows: in steady-state all the endogenous job-separations (the ones that are not driven

48We use this year as representative for the pre-crisis period.

49Due to the existence of difference data sources for different spans of time, the analysis of the vacancy
data is not straightforward. I follow Boscd Mares et al. (2017) to construct an homogeneous time series
of the stock of vacancies through the period 2000-2018 linking three sources: the “Unfilled Job Vacancies”
series (OECD), the “Job Vacancy Statistics” (Eurostat) and the “Quarterly Labour Cost Survey” (Eurostat).
Appendix D.2 provides the details on the computation.
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by the immigrants’ return migration) occur when the match quality x is learnt and it turns
out that the match surplus for that z is negative®. That means that the faster the learning
process «, the more bad-quality matches (i.e. matches with an  that is below the threshold
x* that makes the firm indifferent between remaining matched with the worker or dissolving
the match) will be revealed, and hence the more separations will occur in equilibrium.

Regarding vacancy costs, the fixed cost K is chosen to match the observed vacancy
rate. The rationale for this is that the higher the fixed cost K, the more costly is for a firm
to create a job (and therefore, the higher is the opportunity cost of closing it) and the higher
will be the pool of previously created unfilled jobs®'. Next, following Elsby and Michaels
(2013), the flow cost k is chosen so that per-worker hiring costs x/q equal to 14 percent of
quarterly worker compensation®?. The matching efficiency parameter & equals 0.13 in order
to match natives’ job-finding rate (Bils et al. (2011)).

With respect to the parameters governing the migration decision, the immigrants’ wage
abroad w3, is calibrated to match the proportion of immigrants in the labour force. Finally,
the standard deviation of the migration preference shock o. replicates the unemployed-
employed return migration probability ratio. The higher the value of 0., the higher the
probability that an immigrant employed in a high match quality job will emigrate, and

hence the lower the unemployed-employed return migration probability ratio.

2.5.4 Calibration Results

The model matches almost all the targets precisely. In fact, it only falls short in generating
the empirical unemployed-employed return migration ratio. This occurs because the variance
of the migration preference shock distribution o, is too large. In fact, the model struggles
to match both this moment and immigrants job-separation rate. This drawback of the
calibration is not very problematic for several reasons. On the one hand, as we will see in
Section 2.6, with this calibration the model matches the drop in the immigrants’ share during
the Great Recession. On the other hand, as explained in Section 2.7, both unemployed and

employed return migration have a positive impact on the evolution of natives’ unemployment

50This is a consequence of considering that the match quality is constant over the duration of the match.
In Mortensen and Pissarides (1994), endogenous separations arise because the match quality changes stochas-
tically.

51 Alternatively, we may think that the higher is K, the further we are from the standard search and
matching model with free-entry, where the pool of posted jobs are simply the newly created ones.

52This moment target has been widely used in the search and matching literature. I use the estimates
from Silva and Toledo (2009). Notice that their definition of worker hiring costs does not include any fixed
cost. Therefore, the existence of a fixed cost in my model does not prevent me from using it as a target. As
the model’s period is a month, and the monthly mean wage is normalized to one, this moment leads to the
value 0.42 in Table 2.3.
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rate during the Great Recession. Therefore, the main results of the paper would not be
significantly affected by a change in o.. The model is able to replicate the full extent of the
wage gap observed in the data by making the mean of the match quality draws’ distribution
; lower for immigrants than for natives. Additionally, a certain degree in the dispersion of
the distribution is needed in order to match the job-separation rate differences between the
two types of workers. In particular, the lower volatility of the immigrants’” match quality
draws contributes to match both the job-separation rate differential and the observed native-
immigrant wage dispersion ratio.

The calibration results imply that the creation cost K is 30 times the job-filling cost in
steady state. This value, although higher than in Riegler (2019), generates a similar ratio of
aggregate creation costs to output of 2%. The estimated value of the probability of learning
the match quality « is 0.27, implying that learning is fast: after 3 months, more than 60%
of all matches have learnt their actual productivity. This estimate is slightly higher than
in Pries and Rogerson (2005) but in line with other papers on the literature, for instance
Menzio et al. (2016).

2.6 Model Performance

In this section I first discuss the quantitative properties of the model economy at: (1) the
initial steady state; (2) the pre-crisis state; and (3) the final steady state. Then, I will turn
to characterize the transitional dynamics from the pre-crisis state to the final steady state,

i.e. the model’s performance in simulating the Great Recession.

2.6.1 Initial (2000) and Final (2016) Steady State

Table 2.4 summarizes the main quantitative features of the initial and final steady states.
There are two differences between the two states. First of all, foreign inflows are different, as
explained in subsection 2.5.1. Second, aggregate productivity z is lower at the final steady
state. The drop in z is chosen so that the model generates a realistic change in the job-finding
rate and output per capita from 2008 to 2016°%, which is achieved with a 1.96% drop.
Regarding labour market outcomes, as expected the model generates an increase in the
steady-state unemployment rate, mainly driven by the drop in the steady-state job-finding
rate. In turn, this is explained by the fall in the market tightness: the lower aggregate
productivity depresses job creation. Moreover, the model generates an increase in the un-

employment rate differential between natives and immigrants, due to a higher increment of

530utput per capita drops 5.85% in the model and 5.74% in the data
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the steady-state job-separation rate for the latter group.

Table 2.4: Initial, Pre-crisis and Final State Results

Data Moment Initial ss Pre-crisis Final ss
2000 2008Q)2 2016

Aggregate Productivity = 0.313 0.313 0.307
Unemployment Rate

Natives 0.089 0.098 0.174

Immigrants 0.171 0.169 0.230
Separation Rate

Natives 0.027 0.029 0.031

Immigrants 0.056 0.066 0.067
Job-finding Rate 0.303 0.271 0.177
Market Tightness 0.865 0.713 0.314
Output pc 1.035 0.941 0.886
Mean Wage

Natives 1.000 1.000 1.018

Immigrants 0.670 0.650 0.682
Foreign Inflows 0.00028 0.0034 0.0020
Foreign Outflows 0.00028 0.0026 0.0020
Immigrant LF Share 0.021 0.188 0.143

2.6.2 Pre-crisis State

Table 2.4 also shows the quantitative predictions of the model in the pre-crisis state. That is
the static picture of the state of the economy in the last period of the “immigration boom”
transition (i.e. once all the actual foreign inflows from 2000 to 2008Q2 have entered the
model labour market). The most obvious feature of the simulation is the increase in share of
immigrants in the labour force. Figure 2.5 plots the evolution of this share in the model, from
the initial to the final steady state, through the two simulated transitions. As we observe,
from 2000 to 2008Q)2, the immigrants’ share raised from 2.1% to 18.8%.

Interestingly, through the transition path the unemployment rate of both groups in-
creases. The mechanism behind this result is the following: as more immigrants enter the
labour market, the higher is the share of less productive workers among the job searchers
(since ppr < p, see Table 2.3). As a consequence, firms’ expected profit of filling a job
decreases (see Equation (2.18)) and therefore job creation is reduced. This implies a lower
market tightness with respect to the initial steady-state (from 0.86 to 0.71) and a hence a

lower job-finding rate. The increase in natives’ unemployment rate during the immigration
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Figure 2.5: Low-skilled immigrant labour-force share: Model economy vs data.
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boom (2000—2008()2) is not observed in the data. This occurs because in the model economy
the only event that takes place from 2000 to 2008Q2 is the increase in immigration.**.

2.6.3 The Great Recession

Figure 2.6 plots the time series of the labour market transitions during the Great Recession in
the model (top panel) and in the data (bottom panel). The model is successful at generating
a smooth decrease in the job-finding rate (left panel). As argued in Fujita and Ramey (2007),
this is the result of introducing a fixed cost of creating a job: the smooth drop in the market
tightness cannot be replicated in the standard model with free entry, where posted jobs
(vacancies) are a jump variable. Figure 2.7 displays the evolution of the job-finding rate
in the baseline model and in the standard model without fixed cost of creating jobs™. As
we can see, in the standard model the job-finding rate converges immediately to its final
steady-state value. Last, given the assumption of random search, the model is not able to

endogenously account for the higher drop in the immigrants’ job-finding rate that is observed

541 keep the modelling of that period as simple as possible as the analysis of the expansionary period
is out of the scope of the paper. I am only interested in matching the increase in the immigrants’ share.
In fact, many other factors affecting the labour market behaviour occurred in Spain over that period: euro
introduction, decreased in interest rates or large capital inflows. The model fit could be improved by adding
a positive shock to aggregate productivity.

55For solving the model without fixed cost of creating a job (K = 0), I keep unchanged all parameters but
the flow cost of posting a vacancy k, which is set to 0.15. That value is chosen so that the model matches
the job-finding rate at the initial steady-state.
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in the data.

Figure 2.6: Model performance in the Great Recession: Labour market flows
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Source: Owns calculations based on the Spanish LES-Flows for the period 2008Q3-20116Q1. Job-finding and

job-separation rates are filtered by a 4-quarters moving average.

Regarding job-separation rates (right panel of Figure 2.6), the model can account for

the spike on employment destruction for both type of workers. Furthermore, it is consistent

with the empirical fact that immigrants are more sensitivity to the cycle. In the top right
panel we can observe that the increase in the job-separation rate is higher for immigrants
(11 percentage points) than for natives (8.6 percentage points). The reason for this result
is that match quality draws are more homogenous for immigrants than for natives (i.e.
oy < on, see Section 2.3 and the Panel A of Figure 2.15, in Appendix E). This implies that
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Figure 2.7: Native Job-finding Rate: Baseline model vs Standard free-entry model
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in equilibrium, immigrant workers are more concentrated among matches that are employed
with a match quality = close to the match quality threshold for firing (Panel B of Figure
2.15, in Appendix E). Hence, when the crisis hits (i.e when the aggregate productivity z
drops), a higher proportion of matches becomes unproductive and hence a higher share of
workers endogenously get separated. Last, notice that the model overshoots the rise of job-
separation rates on impact. This occurs because the drop in aggregate productivity z is a
one-time shock. Consequently, the model compresses all the employment adjustment in a
single period®®.

Finally, as Figure 2.5 shows, the model endogenously generate a drop in the immigrant
labour force share that is very close to the observed in the data. Since the foreign inflows
are fixed to the actual figures (see Subsection 2.5.1), the model succeed at matching this
empirical fact by endogenously generating foreign outflows (return migration flows) that are

very similar those observed in the data.

561 keep the modelling of the negative shock as simple as possible for computational reasons. Nevertheless,
the model fit could be improved by adding some frictions in the firing decision or by imposing a smooth drop
in z.
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2.7 The Effects of Immigration in the Great Recession

I now use the model to assess the impact of immigration in the Great Recession. I do so
by solving the Great Recession (i.e. the transition path from the pre-crisis state (2008Q)2)
to the final steady-state (2016)) of a counterfactual economy without foreign inflows during
the expansion. I will refer to this counterfactual as the “no immigration” economy.
Precisely, the “no immigration” counterfactual is an economy transiting from the initial
steady state at 2000 to the pre-crisis state at 2008(Q)2 without immigrants entering to the
labour market (i.e. foreign inflows are set to zero: {mas+ }—2000..200802 = 0°7). Once the pre-
crisis state of the “no immigration” economy is found, I hit the economy with the same drop
in the aggregate productivity z as in the baseline model and solve for the Great Recession.
I compare the labour market outcomes of the “no immigration” counterfactual with
those of the baseline economy. The counterfactual exercise aims to quantify “by how much
the native unemployment rate would have increased during the Great Recession in the ab-

sence of the pre-crisis immigration boom”.

2.7.1 Model Mechanisms

The model outlined in the previous section features three different channels through which a
higher immigrant share affects the native job-finding rate and therefore their labour market
outcomes during the recession. Before showing the results of the counterfactual exercise, I
will explain the three channels. This in turn will help us to better understand the quantitative

results.

Job-creation Effect

In a framework with random search and two types of workers as the one described here,
firms’ incentives to create jobs depend on the share of each worker type among the job
searchers (see Equation (2.18)). Think of a firm that is deciding whether or not to create
a new job position. Because of the assumption of random search, the probability that the
posted job will be filled by an immigrant or a native worker is given by the share of each

worker type among the unemployed®. Consequently, a change in the composition of the

5TNotice that the initial steady state (2000) is common for the baseline and the “no immigration” economy.
On the other hand, in the “no immigration” economy, despite inflows are set to zero, there are immigrant
outflows: this is the reason of the slight drop from 2000 to 2008Q2 in the immigrant share of the “no
immigration” economy (Figure 2.16 in Appendix E).

58Notice that since I abstract from on-the-job search, unemployed workers are the only job searchers in
the labour market.
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pool of unemployed workers (e.g. due to an increase of the foreign inflows) affects firms’ job
creation decisions. That is why I call this channel the job-creation effect.

Now, the sign of this effect depends on whether firms prefer to be matched with an
immigrant or a native worker, i.e. whether the firm’s expected value of a match with a im-
migrant (.Jy;) is lower or larger than the value obtained with a native (Jy). These values, in
turn, are determined by the value of the parameters driving workers’ heterogeneity. Remem-
ber that in the model immigrants and natives differ in three dimensions. On the one hand,
immigrants may leave the country while employed. Hence, ceteris paribus firms prefer to
employ a native worker. On the other hand, immigrants’ unemployment flow payment b, is
lower and therefore ceteris paribus firms can extract a higher surplus from them than from
natives. Last, natives and immigrants draw their match quality from different distributions.
Consequently, the sign of the job-creation effect is ambiguous.

The calibration results of Subsection 2.5.3 deliver J; N > J, M, so the job-creation effect
is negative: the higher the share of immigrants among the unemployed (1 ¢), the lower
the firms’ expected surplus from a match. This has two implications. On the one hand,
the final state (at tp) with more immigrants will feature a lower number of new jobs in
equilibrium. On the other hand, during the recession, as there are more immigrants in the
labour market, firms will delay the period at which the job creation is reactivated. This in
turn implies a lower job-finding rate through the transition, putting upward pressure on the

native unemployment rate.

Return Migration Effect

First, remember that in the presence of a fixed cost of creating a job position, one employed
worker emigrating implies one additional job becoming available to be posted again and
hence filled by an unemployed worker. In order to understand the return migration effect,
let us imagine an economy without immigrants. If this economy is hit by the crisis, there
will be no emigration®. Consider the opposite case of an economy with many immigrants.
If now this economy experiences a recession, some immigrants that are employed will decide
to leave the country. Consequently, ceteris paribus, in this economy there will be an increase
in the pool of created but vacant positions (1 v°, (2) and (3) in Equation 2.25) and hence,
the job-finding rate will go up.

So far I only discussed the return-migration effect of employed immigrants. What
about the effect of unemployed immigrants emigrating? Remember that the calibration re-

sults imply that the job-creation effect of immigration is negative. Therefore, as unemployed

59Recall that the framework abstracts from native emigration.
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immigrants emigrate, the share of immigrants among the total pool of unemployed (¢) de-
creases, driving up the expected benefit from creating a job. In other words, return migration
of unemployed immigrants moderates the negative effects of the job-creation channel: the
more unemployed immigrants leave the country, the higher the “improvement” of the pool
of unemployed workers. This, in turn, will enhance (or speed up) job creation (1 v,) and

hence increase natives’ job-finding probability.

Match-destruction Effect

As pointed out in Subsection 2.3.1, following Pries and Rogerson (2005) I assume that after
an endogenous separation, the job position is not destroyed but enters the pool of previously
created unfilled jobs k° (see (4) in Equation (2.25)). This, together with the fact that match
destruction is higher for immigrants than for natives (see Figure 2.6) implies that the higher
the share of immigrants, the higher the proportion of workers who will lose their job after the
crisis hits. Therefore, the larger will be the increase (on impact) of £° and hence the increase
the natives’ job finding rate. This match-destruction effect is unambiguously positive on
impact. However, its sign is unclear in the long-run: as a larger number of immigrants
joins the pool of unemployed, there will also be a worsening on firms’ job-creation incentives

(job-creation effect), which in turn will delay the creation of new jobs.

2.7.2 Results

This section displays the results of the counterfactual experiment explained in Section 2.7.
In the first subsection I study the effects on natives’ labour market outcomes. The second
subsection evaluates the effects on natives’ welfare, taking into account that differences may
arise by employment status. Last, in subsection 2.7.3 I run a decomposition analysis in order

to disentangle the relative importance of each of the channels discussed in 2.7.1.

Native Labour Market Performance and Vacancy Dynamics

Figures 2.8 and 2.9 illustrate the transition path of the main labour market indicators in
the baseline economy (solid line) and in the counterfactual economy without foreign inflows
during the expansion (dashed line). These two economies differ in the immigrants’ share
(Figure 2.16 in Appendix E). Additionally, since their starting point of the transition is
different (by definition, their pre-crisis state is not the same) for the sake of comparison
all the figures are normalized by setting their starting point to the pre-crisis values of the

baseline economy.
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Figure 2.8: The effect of immigration: Native labour market performance
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The right panel of Figure 2.8 plots the evolution of the natives’ unemployment rate.
First of all, notice that the natives’ match destruction is the same in both economies, which
implies that the increase in natives’ unemployment rate is identical on impact. This occurs
because the model delivers an almost identical increase in the match quality threshold for
firing in the baseline and counterfactual economies. Yet, their unemployment rates diverge
shortly along the transition. Precisely, the drop in natives’ unemployment rate is faster
in the baseline than in the counterfactual economy without immigration. In other words,
the model suggests that the native unemployment rate would have been higher without
immigration. This result implies that the joint action of the return migration and the (on
impact) match-destruction effects of immigration dominates the (negative) job-creation and
long-run match-destruction effects. Quantitatively, the model predicts that three years after
the negative shock to aggregate productivity the native unemployment rate would have been
three percentage points higher (around 260,000 workers"’) in the case of no immigration.

In order to understand why the unemployment rate is higher in the counterfactual, it is
key to compare the evolution of the job-finding rate in the two economies. As the left panel
of Figure 2.8 shows, the decline of the job-finding rate is more moderate in the baseline

than in the counterfactual economy. This result explains the faster drop of the natives’

60To obtain this number I use the following formula: (€% —e§;)ed?t®, where €Y, €4 are the total number of

employed natives in the baseline and the counterfactual economy, respectively, and eﬁl\?m is the total number
of employed natives in 2007Q4.
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unemployment rate of the baseline economy (right panel). Furthermore, by analysing the
evolution of the job-finding rate it is possible to distinguish each of the channels through
which the presence of immigrants affects natives’ labour market performance. Let us first
focus on the “match-destruction effect”. In the baseline economy the share of immigrants
among the employed is higher. Therefore, in this economy the proportion of matches that
are endogenously destroyed on impact is larger®. This in turn implies a larger increase
(relative to the “no immigration” economy) in the stock of previously created unfilled jobs
(left panel of Figure 2.9) and hence a higher jump in the native job-finding rate right after
the shock. Secondly, notice that the job-finding rates of the two economies diverge during
the transition. This is due to the “return migration effect”: as the economy transits to the
new steady-state, in the baseline economy some employed immigrants leave the country. As
explained in Subsection 2.7.1, the employed immigrants’ return migration enhances the job
availability and hence drives the job-finding rate up. Finally, the transition path of the new
jobs (right panel of Figure 2.9) illustrates the “job-creation effect”. The higher immigrants’
share in the baseline economy has two negative effects regarding job creation. On the one
hand, it takes more time for firms to start creating (and hence posting) new job after the

crisis hit. On the other hand, they create fewer new jobs at the final steady-state equilibrium.

Figure 2.9: The effect of immigration: Vacancy dynamics
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61Remember that in the model the increase of the job-separation rate is higher for immigrants than for
natives. Therefore, the higher the share immigrants among the employed workers, the higher the proportion
of jobs that are endogenously destroyed after the negative shock hits the economy.
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For a better understanding of the divergent transition paths of the natives” unemploy-
ment rate between the two scenarios, I split the Great Recession in four phases. In the
first phase, @ € [1 — 3]), the unemployment rate drops very quickly in the two economies.
This occurs (even though there is no job creation, see right panel of Figure 2.9) because the
job-finding rate remains high due to the increase in the stock of previously created unfilled
jobs (left panel of Figure 2.9) after the increase in the endogenous separations took place fol-
lowing the shock. Interestingly, in this first phase we can identify the effect of immigration
through the match-destruction channel. In the baseline economy, with more immigrants,
there are more endogenous separations on impact. And that explains the higher jump in the
pool of jobs and therefore the larger increase in the job-finding rate right after the crisis in
the baseline model. Yet the evolution of unemployment rate during this phase is very similar
in the two scenarios, suggesting that the magnitude of the match-destruction effect is weak.
Subsection 2.7.3 will confirm this result.

In the second phase, @ € (3,13], both economies still lack job creation. Therefore,
again all the match formation is given by the availability of jobs that were already created
(i.e. previously created unfilled jobs). This pool is decreasing in both scenarios, but less
so in the baseline economy (left panel of Figure 2.9). As explained above, this is due to
the return migration effect: since in the “no immigration” economy there are almost no
employed immigrants leaving the country, there are no jobs that open up. This explains
the increase of natives’ unemployment rate in the counterfactual economy at this phase. On
the contrary, in the baseline the return migration of employed immigrants buffers the fall
in the job-finding rate (left panel of Figure 2.8) and it enhances the drop of the natives’
unemployment rate (right panel of Figure 2.8).

In a third phase @ € (13,30], the native unemployment rates of the two economies
converge. Here the job-creation effect becomes relevant. As the right panel of Figure 2.9
shows, at () = 13 the job creation is reactivated in the “no immigration” economy, whereas
in the baseline firms are not yet creating new jobs. Consequently, the job-finding rate
stops dropping in the counterfactual and the unemployment rate decreases, in contrast to
the baseline economy. As stated before, job creation recovers faster in the counterfactual
because the pool of unemployed is “better” than in the baseline economy (i.e. the job-creation
effect of immigration is negative). Of course, in the absence of unemployed workers’ return
migration, firms’ job creation would be delayed even longer in the baseline economy.

Last, after () = 30, firms start creating new jobs again in the baseline economy as well.

As a consequence, natives’ unemployment falls in the two economies.
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Who wins & who loses?
Welfare effects by employment status

The previous section shows that a higher immigrants’ share in the labour force enhances the
natives’ employment recovery after a negative aggregate shock. This suggests that unem-
ployed workers are the main winners from immigration since they benefit from the increase in
the job-finding rate. In order to quantify the impact of immigration by workers’ employment
status, I compare the relative change in the value function from the pre-crisis state to the
recession (two years after the shock) in both the baseline and the counterfactual economy
without foreign inflows®2.

Table 2.5 displays the results for native workers. Here I discuss the welfare effects of
immigration on natives, although the results for immigrant workers can be found in Table
2.9 of Appendix E . First, notice that the negative aggregate shock involves welfare drops for
all native workers regardless their employment status. The first column displays the change
in welfare for native unemployed workers. The model suggests that the welfare drop would
have been 0.41 pp higher in the case of no immigration® (natives’” unemployed welfare falls
by 3.50% in the baseline and by 3.90% in the counterfactual). From the second column we
can see that in the baseline economy the welfare drop is also lower for the native workers
employed in a job of unknown quality. In this case, their welfare drop is 0.28 pp higher
in the “no immigration” economy than in the baseline. The model also delivers welfare
effects of immigration for native workers employed in a job with a match quality x that get
fired in both economies®. The last column shows that the welfare effect of immigration is
negligible for workers employed with the highest match quality. This finding is reasonable.
The channels by which immigrants cushion the impact of the recession go through the job-
finding rate. And the probability that a worker employed with a high match quality becomes
unemployed is very small (A). Therefore, the value function is essentially unaffected by a

change in the immigrants’ share.

62Value functions are the most appropriate measure of welfare in the model. By risk neutrality, they
equal the expected discounted wages. We can interpret the change in the value that workers attain in
equilibrium as the consumption equivalent change in the present discounted value of flow utility after the
drop in aggregate productivity.

63Notice that because of the way I computed the last row of the Table 2.5 (see Notes), a positive difference
means that the welfare drop is lower in the baseline than in the counterfactual economy.

64From the calibration results I find that the model delivers the same natives’ firing cut-off change after
the shock is realized. That is, the productivity threshold x* that makes firms indifferent between dissolving
the match or not is the same in the baseline and in the no immigration economy, in both the pre-crisis state
and the recession.
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Table 2.5: Natives welfare change (pp) in the baseline
and the “no immigration” economy

n @ G (4)
Wil Wy W) Wi (ame)

Baseline -3.50 -3.24 -4.51 -0.32
No immigration -3.90 -3.52  -4.83 -0.32
Difference 0.41 0.28 0.32 0.00

Note: Welfare change for: (1) unemployed workers; (2) workers em-
ployed in matches of unknown match quality; (3) workers employed
in matches endogenously destroyed in both the baseline and counter-
factual economy; (4) workers employed in matches with the highest
quality. The welfare change is computed two years after the negative
aggregate shock. The row with the difference is the result of subtract-
ing the welfare drop obtained in the counterfactual to the one obtained
in the baseline model.

Inequality

The model allows us to study the impact on inequality of a higher presence of immigrants
during a recession. I compute the growth of the Gini index (using the value functions) from
the pre-crisis state to the recession (again two years after the shock) in both the baseline and
the “no immigration” economy. The results suggest that the increase in inequality would
have been higher without immigrants before the crisis. Precisely, the model delivers a 11.20%
rise in the Gini index in the baseline economy, whereas the increase in the counterfactual is

more pronounced (12.30%).

2.7.3 Decomposition Analysis
The contribution of each mechanism

In this section I quantitatively assess the importance of each of model’s channels (job-
creation, return-migration and match-destruction) in delivering the effect of immigration
in the Great Recession. To this aim, I carry out a decomposition experiment by shutting
down each of these channels. T then compare the transition path of the main labour mar-
ket outcomes in each of the three restricted model versions compared to the baseline (full)
model. The exercise will shed light on the relative importance of each channel. The details
on the implementation of the decomposition analysis can be found in the Appendix C.
Figure 2.10 depicts the time series of the natives’ job-finding and unemployment rates

in each of the restricted model versions as well as in the baseline. Let us first focus on the
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model without job-creation. By altering the firms’ beliefs regarding the share of immigrants
among the unemployed, job creation is reinforced. That is, firms resume their job creation
sooner than in the baseline model (right panel of Figure 2.18). Specifically, in this restricted
model the creation of new jobs picks up 5 years after the shock (t = 65). As left panel of
Figure 2.10 shows, only from that period the job-finding rate diverges from the baseline and
hence natives’ unemployment rate recovers faster®. As Table 2.6 shows, in the long-run
(8 years after the shock), natives’ unemployment rate is 1.8 percentage points lower in the
model without the job-creation channel than in the baseline model. As differences with
respect to the baseline model only show up around 5 years after the shock, from Table 2.6
we can see that the job-creation channel has no impact on natives’” unemployment rate in

the short-run.

Figure 2.10: Decomposition Analysis: Native labour market performance

Native Job-finding Rate

Native Unemployment Rate

— 03
— Baseline — B aseline
0.28 - = = = No match-destruction | | 0.29 = = = No match-destruction | <
=wm=e= Mo retum-rigraton (o | e———— No return-migration
wessnsans Ng job-creation ressnssis No job-crealion
096 . 0.28
.\.
\ 2 o027
2024 \ ®
] " =
=] ‘\‘ GE-? 0.26
5 0.22 N, =
= o
= a 0.25
= £
= 02r 5
— D 0.24
018 e = 23
en,, 0.
\_~.‘
L T, i
0.18 S 022
™
0.14 3 ! g ? ; ; 0.21 1 L . :
5 10 15 20 25 30 5 10 15 25

20 30

Quarters Quarters

Moving to the model’s predictions without match-destruction, we can see the trade-off
that this mechanism embeds. In the short-run, shutting down the match-destruction effect
has a (very small) negative impact on the natives’ unemployment rate (e.g two years after
the shock, natives” unemployment rate is 0.12 percentage points higher than in the baseline,
see first row of Table 2.6). Again, the reason is that, right after the crisis hits, the rise in
k° is lower than in the baseline (left panel of Figure 2.18). Yet, in the long-run, the match-

destruction effect is negative: 8 years after the Great Recession, the native unemployment

65Notice that by exogenously imposing a lower proportion of immigrants among the pool of unemployed
(¢), the final steady-state is also altered. Therefore not only does the unemployment rate fall faster in this
version model, but it is also lower in steady state.
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Table 2.6: Natives’ unemployment rate difference (pp) be-
tween each restricted model and baseline

Years after the shock 1 2 3 6 8

No match-destruction 0.10 0.12 0.10 0.23 -0.10
No return-migration 0.62 1.62 2.66 2.57 247
No job-creation 0.00 0.00 0.00 -0.39 -1.75

Note Difference in natives’ unemployment rate in each of the restricted
model’s versions with respect to the baseline model. A positive number
means that natives’ unemployment rate is higher in the restricted model
than in the baseline.

rate without “match-destruction” is 0.10 percentage point lower than in the baseline. This
is because as no immigrants join the pool of unemployed, the job-creation effect is alleviated.
Therefore firms restart job creation sooner (right panel of Figure 2.10). Still, quantitatively
the match-destruction effect is almost negligible (both job-finding and unemployment rates
are very similar to those in the baseline model, see Figure 2.10 and first row of Table 2.6).

Finally, the decomposition analysis suggests that immigrants return migration is the
key channel explaining the smoother drop in the native job-finding rate during the Great
Recession. As the left panel of Figure 2.10 shows, in the economy without return migration,
the drop in the job-finding rate is much steeper. Three years after the shock, natives’
unemployment rate is 2.66 percentage points higher when return-migration is not allowed
(second row of Table 2.6). The impact of return-migration remains large in the long run: 8
years after the shock, natives’ unemployment is 2.47 percentage points higher than in the
baseline economy.

Overall, we conclude that immigrants’ return-migration is quantitatively the most im-
portant channel both in the short-run and in the long-run. In the short-run (1 to 6 years
after the shock), the average impact of return-migration on natives unemployment rate is
10 times as large as the sum of the others two channels. Regarding the long-run (8 years
after the shock), the positive impact of return-migration overcomes the negative effect of the
other two channels. As Table 2.6 shows, its impact is 1.34 times as large as the sum of the

(negative) impact of the others two channels.

The Return Migration Effect

The previous subsection showed that the return migration is quantitatively the most impor-
tant channel explaining why the natives’ unemployment rate recovers faster in the baseline

than in the “no immigration” economy. Remember that the overall effect of the immigrants’
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return migration is explained by the interaction of two forces: the return migration of the
unemployed immigrants and that of the employed immigrants. Understanding which one is
the main driver of the overall effect has important implications for policy. For instance, if a
government aims to promote return-migration, the optimal policy should focus on designing
economic incentives for the return-migration of the group whose impact is the largest, as
we could expect that employed and unemployed workers respond differently to economic
incentives®®. In order to disentangle the relative importance of each of the two components,
I solve the Great Recession in two restricted versions of the model. In the first one I shut
down the employed return migration by only allowing the unemployed immigrants to leave

the country. In a second restricted model, unemployed return migration is shut down.

Table 2.7: Natives’ unemployment rate difference (pp)
between each restricted model and baseline

Years after the shock 1 2 3 6 8
No eM return 0.12 047 089 1.76 1.16
No uM return 0.12 0.31 0.50 1.11 1.24

Note: Difference in natives’ unemployment rate in each of the re-
stricted model’s versions with respect to the baseline model. A pos-
itive number means that natives’ unemployment rate is higher in
the restricted model than in the baseline.

As expected, restricting return migration of any of the two groups (employed or unem-
ployed) raises the native unemployment rate (See Figure 2.19 in the Appendix E). Interest-
ingly, the relative importance of each of them depends on the time horizon that we consider.
Table 2.7 displays the difference in the native unemployment rate from the restricted to the
baseline model, for several years after the negative shock. In the short run (1 to 6 years after
the shock), shutting down the employed return migration has a higher impact. However, in
the long run (8 years after the shock), the main driver is the emigration of the unemployed
immigrants. The finding is economically intuitive: in the short run the economy transits in a
scenario of no job creation (first and second phases described in Subsection 2.7.2). There, all
the new matches are from jobs that become available after employed immigrants emigrate.
Therefore, if the return migration of employed workers is not allowed, the job-finding rate
would fall deeper than in the baseline economy (left panel of Figure 2.19) and the native
unemployment rate would be higher. Precisely, Table 2.7 shows that six years after the

shock, natives” unemployment rate would be almost 2 pp higher if employed immigrant did

66 A policy on this spirit was implemented by the Spanish government in 2008, with limited impact. See
Amuedo-Dorantes and Pozo (2018)for details on the policy’s design and effectiveness.
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not emigrate.

Last, in the long run the model suggests that the return migration of unemployed
workers has a higher impact on the native unemployment rate. The rationale for this goes
as follows. In the long run, the “job-creation” effect becomes more important, since it takes
long (around 5 years in the baseline) for firms to start creating jobs again. Therefore, it
is only after some years that the composition of the unemployed pool becomes relevant.
Now, if no unemployed immigrant leaves the country, job-searcher’s composition does not
improve during the transition. Hence, firms restart job creation later than in the baseline
economy, putting upward pressure on the natives’ unemployment rate. The last row of Table
2.7 measures this effect. 8 years after the shock, natives” unemployment rate would be 1.24

pp higher if unemployed immigrants would not emigrate.

2.8 Robustness Checks

2.8.1 Relaxing Wage Rigidity

Motivated by the extensive evidence on downward wage rigidity in Spain during the Great
Recession, in the model I assumed that wages do not adjust after the drop in the aggregate
productivity z. Two questions arise: (1) is this assumption crucial for the model perfor-
mance?; (2) are the counterfactual predictions sensitive to allowing a certain degree of wage
flexibility? To answer this questions, I modify the model by introducing an exogenous pa-
rameter «, governing how much of the gap between the rigid wage and the fully flexible

7

(Nash-bargained) wage is closed at every period of the Great Recession®”. In particular,

during the Great Recession, wages at period ¢ are given by the following equation:

W = w5 — t(w; — w;' )y, (2.21)

where w; denotes the rigid wage (i.e. equilibrium wage Nash-bargained at the initial steady-
state) and wév B denotes the fully flexible wage (i.e equilibrium wage of the final steady-state

under Nash-bargaining).

Model Performance

Wage rigidity matters for the model’s performance. Think of a firm right after the drop in

aggregate productivity. If in the next period the firm was able to lower the worker’s wage,

67That is, this parameter specifies the number of periods that it takes for wages to reach their Nash-
bargained values of the final steady-state.
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the expected future value of staying matched with the worker would increase. Therefore, it
may be better for the firm not to dissolve the match today. However, if the firm knows that
it will not be possible to lower wages in subsequent periods, its expected future surplus will
be lower and more jobs will be endogenously destroyed.

I solve for the Great Recession for different values of «,, keeping the rest of the pa-
rameters constant. The faster the wage adjustment (higher «,), the lower the increase in
the job-separation rate (see Panel A and B of Figure 2.20 in the Appendix E), since some
matches will survive as firms know that the wage will be lower soon. In fact, for «,, big
enough, all matches survive and therefore the model is not able to deliver the increase in the
unemployment rate that is observed in the data. Model’s prediction regarding the higher
increase in the job-separation rate for immigrants than for natives is robust to some degree
of wage adjustment. As expected, a faster wage adjustment also accelerates the creation
of new jobs (Panel C of Figure 2.20 in the Appendix E). Yet, for certain values of «,,, the
model is successful at delivering a smooth drop in the job-finding rate which is consistent
with the data.

The Effects of Immigration in the Great Recession

The previous results confirm that the model performs well when a certain degree of wage
flexibility is introduced. Here, I perform the same counterfactual of Section 2.7 but setting
o, = 0.01°%, and keeping the rest of the parameters constant. This value of o, implies that
it takes four years to close half of the gap between rigid and fully flexible wages. The goal
is to check whether the model’s predictions of on the impact of immigration in the Great
Recession are robust to relaxing the wage rigidity assumption.

Figure 2.11 shows the effect of immigration on the natives’ job-finding and unemploy-
ment rates under this new version of the model when «,, = 0.01. As we can observe, the
qualitative prediction of the counterfactual is unaffected: natives’ unemployment rate would
have been higher without immigration (right panel). Again, the reason is the smoother drop
in the natives’ job-finding rate in the baseline economy (left panel).

Quantitatively results are also similar. Table 2.8 sheds light on the magnitude of the
differences. It displays the average difference in natives’ unemployment rate between the
baseline and the “no immigration” economy, for the two versions of the model (wage rigidity
vs wage flexibility). As we can see, at beginning of the recession (1 to 4 years after the shock),
results are very similar. However, over time the model with full wage rigidity predicts a larger

impact of immigration. Interestingly, the experiment suggests that with certain degree of

681 choose this value because for a,, = 0.01 the model is consistent with the empirical evidence of Section
2.2 (see Figure 2.20 in the Appendix E).
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Figure 2.11: The effect of immigration with wage flexibility (c,, = 0.01): Native labour
market performance
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wage flexibility, immigration has no effect in the long-run (6 to 8 years after the shock),
whereas in the model with full wage rigidity the impact of immigration is long-lasting (last

column of Table 2.8).

Table 2.8: Natives’ unemployment rate dif-
ference (pp) between the “no immigration”
economy and baseline

Years after the shock 1-4 46 6-8
Wage-rigidity Model 1.84 2.17 1.09
Wage-flexible Model 1.80 1.01 0.00

Notes: Difference in natives’ unemployment rate in
the “no immigration” economy with respect to the
baseline economy, for the model with wage rigidity
and wage flexibility. A positive number means that
natives’ unemployment rate is higher in the economy
without immigration.

2.8.2 Shutting Down Mean Match Quality Heterogeneity

In the baseline calibration the wage gap (wage premium) between immigrants and natives

arise due to the heterogeneity in the mean of the match quality draws’ distribution between
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the two worker types. Consequently, the baseline calibration delivered a higher mean match
quality draw for natives than for immigrants, i.e. puy>puy. Yet the literature has explored
alternative calibration strategies in order to pin down the immigrants’ wage premium. In
particular, Battisti et al. (2017) or Albert (2019) assume no productivity differences between
immigrants and natives. Instead, they incorporate heterogeneity in the workers’ bargaining
power to explain differences in observed wages. In this Section I check whether the predictions
of the counterfactual are robust to this alternative calibration strategy.

To be more precise, I modify the model as follows. First, I switch off the mean match
quality differences by setting pp; = puny = p. Second, I introduce heterogeneity in the worker’s
bargaining power so that vy # ~va. 1 recalibrate the model following the same strategy
described in Section 2.5. The only difference is that now ~v,; pins down the immigrants’
mean wage®. Table 2.10 in the Appendix E displays the calibration results. As expected,
the bargaining power is lower for immigrants than for natives since v, is estimated to match
the fact that immigrants have lower wages. The intuition for this result is simple: the lower
v, the higher the share of the match surplus that firms are able to extract, and hence
the lower the immigrants’ wage compare to natives’. As we can see from Table 2.10, the
model’s fit at the initial steady state is virtually unchanged. Moreover, as Figure 2.21 in the
Appendix E shows, the model’s performance in the Great Recession is very similar to that of
the baseline model. We can conclude that the alternative calibration strategy is successful at
matching both the initial pre-crisis state of the Spanish economy and the Great Recession.

Last, I repeat the counterfactual experiment and the decomposition analysis of Section
2.7 with the new calibration. Two main results stand out. First, the calibration delivers
J, N<j v, implying that now the job-creation effect of immigration is positive. To see why
this is happening, think of a firm that is deciding to create a job. The firm now knows the
following: (1) immigrant and native workers draw their match quality from a distribution
with the same mean. Therefore, they are expected to draw a very similar match quality z;
(2) immigrants have a lower bargaining power than natives. Hence, the firm will be able to
extract a higher share of the surplus from them. Altogether, (1) and (2) imply that the firm’s
expected surplus from a match is higher if filled by an immigrant worker. Consequently, the
more immigrants among the job-searchers, the higher the firms’ incentives to create jobs.

Second, the results of the main counterfactual are very similar. Figure 2.12 compares
the evolution of the natives’ job-finding and unemployment rates in the baseline and in the
“no immigration” economy. As we can see, the natives’ unemployment rate in the counter-

factual is higher than in the baseline economy. Remember that under this calibration the

59The natives’ mean wage is still identified by the value of the mean match quality x4 which is equal to
pn of the baseline calibration.
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Figure 2.12: The effect of immigration without mean match quality heterogeneity: Native
labour market performance
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job-creation effect of immigration is positive. The fact that the results of the counterfactual
experiment are very similar with respect to the baseline calibration confirms that the “job-
creation” effect is not quantitatively very relevant. The positive sign of the “job-creation”
effect effect shows up very clearly in Figure 2.22 in the Appendix E. Notice that when the
“return-migration” channel is switched off, the long-run natives’ unemployment rate is lower
than in the baseline. The rationale for the result goes as follows: since the “job-creation”
effect of immigration is positive, the fact that unemployed immigrants leave the country af-
fects negatively the firms’ job-creation incentives. That is, the more unemployed immigrants
return migrate, the longer firms will delay the creation of new jobs. Therefore, natives’

unemployment rate would be lower if return migration was not allowed.

2.9 Conclusions

This paper studies the impact of foreign-born workers on the labour market during a reces-
sion. First, using Spanish data I provide evidence that the impact of the Great Recession on
employment transitions was different for immigrant and native workers. Second, I document
that foreign outflows were very responsive to the crisis as many immigrants left the country.
Them I build a random search model of the labour market with vacancy persistence, endoge-

nous return migration and downward wage rigidity that captures these empirical findings.
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I find that three years after the Great Recession, Spanish natives’ unemployment rate
would have been 2.6 percentage points higher in the absence of the pre-crisis immigration
boom. A key result of the quantitative analysis is that the job-creation effect of immigration
is negative. Yet, the counterfactual exercise predicts that return-migration and match-
separation effects are positive and dominate the job-creation effect, implying overall welfare
gains for native workers. In fact, the decomposition analysis reveals that the return-migration
channel is quantitatively the most relevant channel.

The findings of this paper have important policy implications. Stricter immigration
enforcement is predicted to be detrimental as it would remove one important channel through
which labour markets adjust during a recession. The adverse effects of this policy on natives
would be especially large if either negative aggregate shocks are frequent, or the labour
market is particularly rigid. Moreover, given the positive impact of return migration, a policy
subsidising immigrants for a voluntary return (lump-sum bonuses, higher unemployment
benefits than what they are entitled to obtain) will help the labour market adjustment
during a recession and hence will enhance the employment recovery.

This paper abstracts away from many channels that could be potentially important
for the results presented, and are relevant research questions on their own. First, I focus
on a national-broad perspective, restricting my attention to international labour mobility.
However, data shows that foreign-born workers are also more prone to move across regions
than natives. In a framework with vacancy persistence as the one developed here, the impact
of immigration is asymmetric in recessions and economic expansions. In other words, with
vacancy persistence, immigrants leaving the labour market in a context of no job-creation
(recession) has a positive effect on natives’ job-finding rate. However, immigrants entering
in a local market where jobs are created in a normal fashion (expansion) would have a
very small impact on the job-finding rate (effect only goes through search externalities).
Consequently, in this setup I expect that the positive effect of immigration in the region that
is more negatively affected by the crisis (from where immigrants move) would be higher than
in the baseline model with only a national labour market. Finally, I expect that the impact
of immigration in regions barely affected by the crisis (to where immigrants move) would be
very small.

Second, I abstract from selection of returned immigrants. As immigrants that decide
to leave the country may be very different with respect to stayers, the composition of the
remaining immigrants will be affected. Taking into account this variation in the composition
of the pool of immigrants could deliver important implications regarding the impact of
immigration on firms’ job-creation incentives.

Last, this paper ignores potential fiscal implications of migrants. In theory, the net im-
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pact of immigration on the government budget is not obvious. On the one hand, immigrants
are younger than natives and therefore can alleviate the pension burden. This channel could
be particularly relevant for some European countries where the ageing of the population is
becoming a first-order issue. On the other hand, the empirical evidence presented here sug-
gests that immigrants are also more likely than natives to lose jobs in a recession. Therefore
a higher immigrants’ share could increase the government expenses on unemployment ben-
efits. Incorporating this trade-off in a life-cycle framework is a promising avenue for future

research.
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2.10 Appendix

Appendix A. Flow Equations
Employed workers
Workers employed in a match of unknown quality

The mass of workers employed in a match of unknown quality evolves as follows:

ciev1 = |1— | (1 =G(E,)) +G(E,) [ A+ (1= Na €+ 000G (57) uje (2.22)
1) ) 3)

Workers employed in a match of unknown quality can exit the pool of employed workers of
unknown quality for three reasons: (1) they emigrate, (2) their job becomes obsolete, (3)
they learn their actual match quality. On the other hand, unemployed workers who find a

job enter into the pool.

Workers employed in a match of known quality

The mass of workers employed in a match of known quality evolves according to:

(@) =1 (1 =G (7)) +G (57) | ALe(a) + (1 = T;4(x)) e o(@)+
—_——— —_—— ——
(1) 2) 3)
+ G (55,) (L= NaF;(x)e;, (2.23)

Again, three reasons explain the exits from the pool of e;(x). The first two are the same
as for €;, i.e. worker’s emigration and job obsolescence. The last term (3) refers now to
the endogenous separations. Last, entries to the pool come from the mass of employed who

discover that their actual productivity is precisely x.
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Unemployed Workers

As for the evolution of unemployed we have:

(. J/

Ujtr1 = 1— (1 — (8;’:)) +G (8;1’:) p(@t) Ujt + G(g?7t)Agj7t+
v w o

max

/ G (5;’:) /\]Ijﬂg(l') + (1 - Hj,t<l’>> 6;}(1’) + mit (224)
’ (4) (5) (6)

First of all, the unemployed workers may exit unemployment if: (1) they leave the country
or (2) they find a job. Second, workers may become unemployed because job obsolescence
(3) and (4) or endogenous separation (5). Last, we assume that foreign inflows enter into
the country as unemployed.

Previously Created unfilled jobs

This stock evolves as follows:

= [0 6 () | 0+ L) + 3 -G EN B Y [ (-G 0 ente)
J J

Uy -
N 2 (%3 2 NG J 2
(1) (2) (3)
+ Z/O G(e57) A=) (1 =Ly(x)) e () 4+ (1 — Lpost.) k7 (2.25)
J

(4)

The first term (1) is the mass of jobs that exits the stock of previously created unfilled
jobs. It is given by the total number of jobs that are filled in that period. The rest of the
components are the ins to the stock of previously created unfilled jobs: (2) and (3) refers
to the increase in the stock produced by the employed workers’ emigration. Last, (4) is the

amount of jobs that are endogenously destroyed.

Appendix B. Computational Algorithm

Appendix B.1. Steady-State Equilibrium

The following computation algorithm is used to find the steady-state equilibrium:
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(1)

(2)

(3)

Guess an initial distribution of workers and vacancies p’ = {e~j0, 0 49, ko0 kzno}

€Uy
k00+k

Given the guess, compute 6%, = and use Equation (2.18) and the entry condition

(2.19) to find 69,

Given 6%, we solve the Nash bargaining and the value functions and policy functions
as follows:
(a) Guess an initial wage function w9 = {w3®, w?}.
(b) Given w , solve the value functions and policy functions as a linear system of
equatlons.
(¢) Given the value functions and policy functions computed in (3b), solve the Nash
bargaining problem in (2.3) and (2.4) and obtain w} = {w}', @} }.

(d) If wj and w} are close enough, then move on to step (3). Otherwise go back to

(2a) with a new guess for the wage function: w = &uwj + (1 — &u)w)

Use the policy functions obtained in step (2) to compute the time-invariant distribution

10 by iterating the law of motion of the distributions in Equations (2.22) - (2.25).

Given p0 and the value functions computed in (2), use Equation (2.18) and the entry
condition (2.19) to find 0%,.

If 6}, and 09, are close enough, then move on to step (6). Otherwise go back to (1) with

0 _ 70
a new guess f° = u°.

Denote the converged #p found in step (5) as 8. Use p0 found in step (4) to compute

G, _ EUkm

p="=- If 65 and O are close enough, then we found the steady state. Otherwise
go back to (1) with a new guess k% = (1 + &0 )Ipk® + (1 — &0 ) (1 — Tp)k*°, where Iy is

an indicator function that takes the value 1 if Oz > 65 and 0 otherwise.

Appendix B.2. Equilibrium Transition Path

The following computation algorithm is based on Dolado et al. (2018) and it is used to find

the transition path between two states.

(1)
(2)

(3)

Set the wage fixed to the initial state value {w;,, w;},_, , = {wjﬁj} :
t=tg...t1

Guess a path for the market tightness {69} t—t,..1, and for the proportion of unemployed

immigrants among the total pool of unemployed {¢{},_, , .

Set the value functions at ¢; to their value at the final state.
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(4) Given {6? }t:to...t17 solve the value functions and policy functions from ¢; to ¢y by back-

ward iteration.
(5) Set the distribution of workers and vacancies at ¢y to their value in the initial state.

(6) Use the path of value and policy functions obtained in step (4) and the law of motion
of the distributions in Equations (2.22) - (2.25) to compute the evolution of the distri-

butions of workers and vacancies from ¢, to t;. We denote the distributions’ transition

path as {Mt}t:to...tl )

(a) Starting at t = ¢, use Equation (2.18) and the entry condition (2.19) to obtain
Op+.
(b) Use QE,t, Ut and Vo,t to obtain Unt = 9E7tut — Vot

i

(c) Use the law of motion of the distributions to obtain &;,1, €5, 1, %41 and k7, ;.

(d) Go back to (a) until ¢ = ¢;.

(7) Use {u},_,, ., obtained in step (6) to compute {¢},_, , and {GD’t}t:tomtl = {%tk?}t L
=tg...t1

(8) If both ({eD,t}t:tOth and {9?}t:t0...t1) and <{¢%}tzto...t1 and {¢?}t:t0...t1) are close

enough, then we are done. Otherwise go back to (2) with new guesses {0?,} =

{60000+ (1= &)00 . and {60}, = {6l + (1= )0}

Appendix C. Decomposition Analysis Implementation

The decomposition analysis of Subsection 2.7.3 consists in simulating the Great Recession
as explained in Section 2.4, but in three restricted versions of the model. In the first one, I
restrict the model by shutting down the match-destruction channel. This is implemented by
artificially preventing firms from dissolving their matches with immigrants when the negative
shock is realized. As the top left panel of Figure 2.17 (in Appendix E) shows, in this restricted
version of the model, immigrants’ unemployment rate does not rise on impact. Remember
that the match-destruction channel implies that the higher the immigrants’ share, the larger
the proportion of jobs endogenously destroyed on impact. This, in turn implies that more
jobs become available right after the negative shock hits, and hence ceteris paribus the more
the job-finding rate goes up in the first period (See left panel of Figure 2.8). Therefore, by
shutting down immigrants’ endogenous separations, the job-finding rate does not increase
right after the shock hits.

In the second restricted version of the model I shut down the return migration channel.

Specifically T drop the immigrant’s wage associated with working abroad w4;, so that no
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immigrant worker decides to leave the country during the Great Recession”. The right
top panel of Figure 2.17 (in Appendix E) shows that whereas in the baseline model the
immigrant share falls during the recession due to the return migration, that does not occur
in this restricted model. Since immigrant workers do not choose to leave the country in the
latter model, the mechanisms triggered by the return-migration effect (See Subsection 2.7.1)
do not occur.

In the third exercise I shut down the job-creation effect. The idea is to remove the
negative impact that immigration has on firms’ job-creation decision. For that I assume
that firms do not update their expectations regarding the probability that posted job will be
filled by an immigrant worker’. Intuitively, that means that firms think that the proportion
of immigrants among the pool of unemployed is the same as it was before the immigration
boom. The bottom panel C of Figure 2.17 (in Appendix E) illustrates the magnitude of the

change in ¢ from the baseline to this restricted version.

Appendix D. Other Data Sources

Appendix D.1. Wage Structure Survey

The Wage Structure Survey is a four-yearly survey of firms in Spain. It is based on a rep-
resentative sample of workers employed in private Spanish firms, regardless the size of the
firm. Regarding sectors, the survey does not cover agriculture and fisheries, domestic ser-
vice and public administration. I use the 2006 version, which covers 235,272 workers. The
Wage Structure Survey provides information about level of remuneration of establishments’
employees, workers’ demographic and job characteristics (nationality, sex, age, level of educa-
tion, tenure in the firm, occupation, type of contract, part-time indicator). The information

is provided by the management of the establishment.

Appendix D.2. Vacancy Rate

The lack of homogenous series of vacancies for Spain covering long periods make it very hard
its study. To compute the vacancy rate used in the calibration, I use the approach developed
by Boscd Mares et al. (2017) in order to construct an homogenous time series for the stock
of posted vacancies. The approach consists in homogenizing data on posted vacancies from
three different data sources: the quarterly Unfilled Job series (published by the OECD but

"0That is, when I hit the aggregate productivity z in the model, I also exogenously impose a drop in wj\‘}[.

Then the transition is solved.
"IThis is done by fixing the variable ¢ to its value in the initial steady state.
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provided by the Spanish Pubic Employment Office (INEM) from 1970 to 2005), the Job
Vacancy Statistics series from the Short-term Labour Survey (STLS, Eurostat, from 2001
to 2012), and data on vacancies from the Quarterly Labour Cost Survey (QLCS, Eurostat).
This last source provides the most complete information on vacancies (public and private
jobs). However, Eurostat only started to offers the series of vacancies in the QLCS in the
first quarter of 2010. The left panel of Figure 2.13 displays the three series of vacancies.
In order to construct a long time series, the Eurostat data must be homogenize with the
other two sources. Two main issues arise. On the one hand, the INEM ceased providing
the Unfilled Job series in 2005. On the other hand, the Job Vacancy Statistics series do not
include public posted jobs, which complicate the comparison with the other two sources.
See Bosca Mares et al. (2017) for details on the linking methodology. The right panel of
Figure 2.13 plots the homogenous series of vacancies for Spain after implementing the linking
methodology. This is the data that I used in the calibration.

Figure 2.13: Series of vacancies for Spain
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Appendix E. Other Figures and Tables

Figure 2.14: Foreign and Native Migration Flows, all workers
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Figure 2.15: Low-skilled match quality draws and employment shares in the baseline
calibration
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Figure 2.16: Low-skilled immigrant labour force share: Baseline vs No immigration econ-
omy.
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Table 2.9: Immigrants welfare change (pp) in the baseline
and the “no immigration” economy

) (3) (4)
W Wy Wi(a) Wi (™)

Baseline -0.47 -0.40 -0.55 -0.06
No immigration -0.71 -0.54 -0.74 -0.06
Difference 0.24 0.15 0.19 0.00

Note: Welfare change for: (1) unemployed workers; (2) workers em-
ployed in matches of unknown match quality; (3) workers employed
in matches endogenously destroyed in both the baseline and counter-
factual economy; (4) workers employed in matches with the highest
quality. The welfare change is computed two years after the negative
aggregate shock. The row with the difference is the result of subtract-
ing the welfare drop obtained in the counterfactual to the one obtained
in the baseline model.
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No Match-destruction:

Figure 2.17: Decomposition analysis counterfactuals
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Job-finding rate

Figure 2.18: Decomposition analysis: Vacancy dynamics

Previously Created Unfilled Jobs

T T T T T T

— Baseline

= = = No match-destruction
No retum-migration
No job-creation

0.1 . ™ 4
"'"'""-—-,... T X
0.08 -‘--'N
o
0.08 . =
5 10 15 20 25 30
Quarters
Figure 2.19:
Native Job-finding Rate
0.3 T T ;
— B aseline
0.28 = = =Noe, retun |
0.26
0.24
0.22
0.2
0.18 -t
0.16
0.14 1 . . . ; .

15 20
Quarters

New Jobs Created

%107

25

05}

= Baseline
= = = No malch-destruction
==m=ee= Mo return-migration
ssssnnes N job-greation

_—

£ £
) [
@ ~

Unemployment rate
=]
[ %]
o

113

15 20 25
Quarters

5 10

The return migration effect: Native labour market performance

Native Unemployment Rate

T T T T T T T T T

m— Baseline

-- - NoeM retum |
.......... No u,, retumn
5 10 15 20 25 30
Quarters



Figure 2.20: Model performance in the Great Recession with wage flexibility
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Table 2.10: Calibration Results of the model without mean match quality heterogeneity

Description Parameter Value Target/Source Data Model
Calibrated externally

Discount factor 15} 0.9967 From literature

Matching function parameter 4} 0.5 From literature

Job destruction A 0.0016 Bils et al. (2011)

Native unemp benefit N 0.700  Hall and Milgrom (2008)

Immigrant unemp benefit bas 0.471  Hall and Milgrom (2008)

Mean match quality 1 0.292  Hall and Milgrom (2008)

Calibrated internally

Matching efficiency 13 0.138  Native JFR 0.310  0.302
Probability discover quality « 0.272  Immigrant SR 0.055  0.056
Flow cost of a vacancy K 0.058  Worker hiring cost 0.420  0.395
Fixed cost of a vacancy K 15.362  Vacancy rate 0.080  0.080
Immigrant wage abroad why 0.302  Immigrants LF share 0.021  0.021
Native bargaining power YN 0.8 Native mean wage 1.000  1.000
Imm bargaining power Y 0.76  Imm mean wage 0.700  0.720
Native match quality std oN 0.456  Native SR 0.027  0.029
Imm match quality std oM 0.325  Wage std N/M ratio 1.618  1.570
Migration shock std o 239.653 Migration prob ratio 1.467  1.260

Figure 2.21: Model performance in the Great Recession without mean match quality

heterogeneity
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Figure 2.22: Decomposition Analysis of the model without mean match quality hetero-
geneity: Native labour market performance
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Chapter 3

Lifetime Job Instability over the
Life-Cycle

3.1 Introduction

Fixed-term (temporary) jobs are defined as having a pre-determined termination date and
they entail much lower dismissal costs than regular permanent jobs. Consequently, workers
employed in temporary jobs are less protected and have a higher risk of turnover (Bentolila
et al. (2008)). Importantly, they account for a big share of salaried employment in many
developed countries. Figure 3.1 shows that, in 2017, the average share of temporary employ-
ment in OECD countries was more than 10%. However, this number hides large differences
across countries. While in the UK temporary employment only accounts for 5% of total
employment, in Italy, France or Spain they make up for 15%, 17% and 27%, respectively.
Whereas this type of jobs are predominant among young workers (Tealdi (2019)), the tem-
porary rate remains high even among workers above 30 years old. Therefore, the incidence
of temporary jobs seems not to be restricted to workers just starting their labour market
career.

This paper examines the incidence of temporary employment among mid-career workers
(defined as workers aged 30 to 35 years old) and quantifies the degree of persistence of
temporary jobs. The first contribution of the paper is to quantify the incidence of temporary
jobs for mid-career workers. For that, we use Spanish Social Security data and categorize
workers by the time spent as temporary, permanent or unemployed in mid-career (mid-career
status). We find that around 25% of workers spend more than 50% of their mid-career on-
the-job time in temporary jobs. We also show that the incidence of temporary employment

at mid-career is not restricted to low-educated workers, as this share is around 20% among
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Figure 3.1: Share of temporary employment (2017)

Source: OECD Employment Outlook, 2017. Share of temporary employment among employed workers aged
15 or older. Definitions on temporary employment may vary depending on national circumstances. See
OECD Employment Outlook, 2017 for more details.

college graduates. The second contribution of the paper is to examine the long-term effects of
accumulating temporary employment at early stages in workers’ careers, on both wages and
employment outcomes. We find that being employed most of the young-time as temporary
is associated with lower wages in permanent jobs at mid-career (around 9%) and with higher
job-separation rates in those jobs. Our estimates on lifetime wages suggest that over ages
20 to 40, the wage losses from being employed most of young-time as temporary (compared
to being employed as permanent) amount to almost 50,000 euros (the lifetime wage is 15%
lower). The third contribution is to quantify the persistence in the time spent as temporary
over a worker’s career. We find that the time employed as temporary when a worker is
young is a powerful predictor of time employed as temporary during mid-career (lifetime
job instability). For comparable workers, one percentage point increase in the share of time
spent as temporary when young is associated with a 0.4 percentage points increase in the
share of time spent as temporary at mid-career.

To understand the sources of lifetime job instability, we study workers’ young-age
labour market performance by their mid-career status. In particular, we examine the age
patterns of the job-finding and job-separation rates (both as temporary and permanent) over
the life-cycle across mid-career groups. The main finding is that, while both groups start
their career with similar job-finding and job-separation rates in permanent jobs, differences

emerge early in their career. We also find that mid-career permanent workers had higher
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wages at permanent jobs right from the beginning, with the wage gap increasing over time.
We find small differences in their performance at temporary jobs at young-age.

Ultimately, the goal is understanding the underlying mechanisms that explain the
observed persistence in temporary employment (lifetime job instability). The literature had
pointed out two alternative hypotheses that could be used to explain why some workers
end up employed most of their mid-career time in temporary jobs. The first one is the
adverse selection theory (Carrillo-Tudela and Kaas (2015), Michaud (2018), or Morchio
(2018)). According to this theory, mid-career temporary workers are negatively selected, i.e.
their unobserved ability is lower than that of mid-career permanent workers. Consequently,
over their young-age they spend more time in temporary jobs and unemployment, and that
explains their time as temporary also later on'. The human capital hypothesis (Ljungqvist
and Sargent (1998)) assumes that mid-career temporary workers are initially as productive
as mid-career permanent workers. However, as they spend more time in temporary jobs at
young-age, they accumulate human capital of lower ‘quality’. Consequently, they become
less suitable over time for firms that look for a permanent worker, increasing their odds of
workings as temporary later on. By looking at workers’” young-age performance by mid-career
categories we can use the data to discipline a model aiming to disentangle which of the two
hypotheses is more accurate. Overall, our findings suggest that the adverse selection theory
on its own could not fully account for the young-age labour market performance patterns, in
particular, the finding that job-separation rates differences by mid-career status categories
are only observed as workers age. We think that a combination of workers’ unobserved
heterogeneity and a simple human capital accumulation mechanism would help to rationalize
the life-cycle empirical patterns.

The rest of the paper is organized as follows. In section 2 we describe the data that we
use and define the categories of workers that we use through the paper. Section 3 presents
descriptive statistics of our sample during mid-career. In section 4 we analyze the life-cycle
persistence of job status and investigate how the different mid-career categories of workers
perform in the job market when young. Section 5 presents the long term effects of job

instability. Section 6 concludes.

Literature Review and Contribution

Our paper relates to the literature studying the effects of temporary contracts. Many of

these papers have focused on examining the impact of these contracts on the probability of

IThese papers propose the combination of unobserved heterogeneity and learning as a candidate expla-
nation for the scars of unemployment or the life-cycle patterns on job-finding rates.
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finding a permanent job in order to test the stepping-stone hypothesis (Booth et al. (2002),
Giiell and Petrongolo (2007), D’Addio and Rosholm (2005), Garcia-Pérez and Mufnioz-Bullén
(2011)). While most of the literature finds that temporary jobs do help to land to permanent
jobs (Giiell and Petrongolo (2007), Nagypal (2007)), others highlight that there is a danger
of linking too many temporary contracts, causing a decrease in job stability (Blanchard and
Landier (2002)). We add to this literature by looking at both the persistence and long-term
effects of temporary jobs.

Closely related to our work is the study of Garcia-Pérez et al. (2018), who also uses
administrative data from the Spanish Social Security to assess the long-term impact of fixed-
term contracts. They exploit the change of the Spanish regulation on temporary contracts of
1984 using a cohort regression discontinuity design. They find that the higher availability of
temporary jobs reduced workers’ accumulated employment by 7% and accumulated earnings
by 22%. Nevertheless, some relevant traits differentiate our approach from theirs. First,
they restrict their analysis to workers with less than high school. However, we show that the
incidence of temporary employment is also very relevant among college graduates, especially
in older ages. Second, we document the sources of long-term job instability by examining
the life-cycle patterns of job-finding and job-separation rates by the time spent in temporary
employment. Third, while they discuss some of the potential mechanisms explaining their
long-term findings, our approach is a first step to build a structural model which aims to
rationalize the long-term impact and persistence of temporary employment.

Finally, this paper is related to the empirical literature that investigates the sources
of lifetime income inequality, lifetime unemployment and heterogeneity in job-finding and
job-separation rates by workers with different mid-career career paths (Huggett et al. (2011)
or Kahn and Lange (2014)). Our approach is related to that of Morchio (2018). Using U.S.
data, he documents that mid-career unemployment is concentrated among few workers and
it is persistent over the life-cycle. Although we share the empirical approach, the scope of

our paper is very different, as we focus on the sources of persistence in job instability.

3.2 The data

We use Spanish administrative data from the Continuous Sample of Working Histories ( Mues-
tra Continua de Vidas Laborales, MCVL hereinafter) on earnings and working histories of
workers. The MCVL consists of a 4% representative random sample of all workers affiliated
(working as employed or self-employed, receiving a public pension or being registered as
unemployed) with the social security administration in the year of the publication of the

dataset. The data was released in 2004 and after that year it follows the same sample of
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individuals over time, adding new observations each year to replace absences while keeping
the sample representative of the population. Furthermore, the data provide retroactive in-
formation on the workers’ entire labour market history. That is, as long as an individual
registers one day of activity with social security in any year between 2005-2015 (which is the
last year that I include in the analysis), her complete working life history can be recovered
up to 1981.

Along with the job history, for each individual, a large amount of information is avail-
able, including personal and demographic characteristics (age, gender, education, nationality,
region of residence), firm information at the establishment level (location, size) and labour
market information (industry, occupation, type of contract). The unit of observation in
the data is any change in the individual’s labour market status or any modification in job
characteristics. Importantly, it also provides earnings data, in nominal terms. Wages are
deflated using the consumer price index (base year 2011) provided by the Spanish Statistical
Office (INE).

We construct a panel with monthly observations for the period 1996 to 2015. We start
with the most updated version of the sample, which is the 2015 edition. After processing
the social security and census records of individuals contained in the 2015 edition of the
MCVL, we turn to the 2014 edition and extract the social security and census records of the
individuals contained in this edition but absent from the 2015 edition. We do the same for
the subsequent editions (2012 to 2005).

We restrict the sample to the years after 1996, since the information on the type of
contract is not available before that year. We perform the construction of the panel by
cohort. Notice that for the purpose of the paper we need the labour market information
of the worker when he is young (20-30) and during the mid-career (30-35)%. Consequently,
the oldest cohort considered in the analysis is the cohort of workers born in 1976 (i.e. they
are 20 years old in 1996), and the youngest one in the cohort born in 1980 (i.e they are
exactly 35 years old in 2015). These restrictions reduce the sample to 127,045 individuals
and 22,972,164 monthly observations.

Definitions

We divide workers by employment status categories, depending on the time that they spend
in each employment status: unemployment (U), temporary employment (7°), permanent
employment (P) and self-employment (SE). To do that, for every year we compute the

fraction of time that each worker spends in unemployment as:

2In Appendix E we perform several robustness analysis showing that workers’ labour market performance
at ages 30-35 is highly correlated with their performance at age 30-40, 30-45 and 35-50.
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D,
where u; 4 is a variable that takes value 1 for days that individual ¢ was unemployed at month
t and Dgt is the number of days that individual 7 was employed, self-employed or unemployed
in month ¢. Similarly, for every year we compute the fraction of employed time that each

worker spends in temporary employment, permanent employment and self-employment as:

DFf,
. d:71 €i.d
%Ei,t = D—ft (3.2)

where e; 44 is a variable that takes value 1 for days that individual ¢ was in employment status
e € {T,P,SE} at month ¢t and th is the number of days that individual ¢ was employed
(as temporary, permanent or as self-employed) in month #°.

After ranking individuals by the fraction of time spent in unemployment, we define the
unemployment category as including workers who are in the top 10% of the unemployment
distribution of the sample (Morchio (2018)). The permanent and temporary categories
include workers who spent more than 50% of their employed time under a permanent and
temporary contract, respectively (Equation (3.2) is higher than 0.5 for £ = P and E =
T, respectively) and they do not enter in the unemployment category. We apply these
definitions at young-age (20-30) and mid-career (30-35). An alternative approach is to define
the temporary and permanent categories as the fraction of the total time (instead of the
employed time) spent in temporary and permanent employment. In Appendix F we show
that the results of Section 3.3 and 3.4 are robust to using any of the two alternative definitions
of the temporary and permanent categories. However, defining categories as a fraction of
total time has some drawbacks: (1) a significant amount of workers would not enter in any
of those categories (e.g. those who spent 40% as temporary, 10% as permanent, 20% as
self-employed and 30% as unemployed, see Figure 3.10 in Appendix F); (2) the temporary
category would deliver a somehow distorted picture of temporary employment, as it would
include workers experiencing very few unemployment spells (Figure 3.11 in Appendix F),
when one of the main consequences of temporary employment is job-instability: workers

repetitively alternate periods of employment and unemployment.

3Notice that Dg: = th + Dgt, where E + Dgt is the number of days that individual 4 is unemployed in
month ¢.
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3.3 The incidence of temporary employment at mid-

career

Figure 3.2 summarizes the share and composition of workers by employment status cate-
gory at mid-career (mid-career status). As the top left panel shows, for all cohorts, around
26-29% of workers enter in the temporary employment category (mid-career temporary work-
ers). The top right and bottom panel of Figure 3.2 report the education, sector and skill
level composition of workers included in each mid-career status. We divide the sample in
three educational groups: low secondary education or less (1.e. primary education and lower

secondary education), high secondary education, and college education.

Figure 3.2: Share of workers by mid-career status
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Source: Own calculations using MCVL.
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The share of mid-career temporary workers remains roughly constant around 15% in
all education levels (top right panel). One can see that mid-career permanent workers are
more predominant among the tertiary-educated. However, this is not because temporary
workers are less relevant, but because the share of mid-career unemployed workers is lower.
In fact, the share of mid-career temporary workers is higher among college graduates than
among workers with low secondary education at most. Overall, the data suggest that the
high incidence of temporary employment late in the worker career is not restricted to low-
educated workers.

The same conclusions are reached when dividing the sample by skill levels (bottom
right panel). Following Roca and Puga (2017), we classify salaried workers into five groups:
very-high, high, medium-high, medium-low and low-skilled depending on their occupation
(see Table 3.7 in Appendix F for details on the occupations included in each group). Mid-
career temporary workers account for a big share of the total workers in the high skilled
groups (around 35%, bottom right panel). As expected, mid-career unemployment workers
are more predominant among low skill levels, but again this is at the expense of a lower
fraction for mid-career permanent workers. In fact, among the lowest skill level, there are
more temporary than permanent mid-career workers.

Sectoral differences are less important than expected. Mid-career temporary workers
are slightly more predominant in the construction sector (30% vs 28% in average), as this
sector is more subject to seasonal activity. However, its weight is very similar in the industry
or services sectors (25% and 29%).

Figure 3.26 in Appendix F summarizes the share and composition of workers by em-
ployment status categories at young-age (young-age status). As expected, since temporary
jobs are more predominant among young workers, the share of workers entering in the tem-
porary employment category is slightly higher at young-age (young-age temporary workers,
around 40-45%) than at mid-career. There are also less young-age permanent workers than
at mid-career (30% vs 50% at mid-career), as most of the workers start their career as tem-
porary and it usually takes time to find a permanent job. Overall, the shares remain even
more constant than at mid-career within each education group (top right panel of Figure
3.26), and skill levels (bottom right panel). As before, young-age temporary workers account
for a bigger share of workers employed at the construction sector (55%), but the weight is

very similar in the services (50%) or industry sectors (45%).

124



3.4 Lifetime job-instability

3.4.1 Persistence of temporary employment

In this section, we document that young and mid-career temporary employment are strongly
correlated and we provide suggestive evidence of high persistence in the time employed in
temporary jobs. Table 3.1 shows the Markov transition matrix from young-age status to
mid-career status. The first row shows the probability that a young-temporary worker ends
up as a temporary, permanent, unemployed, or self-employed worker at mid-career (first,
second, third and fourth column, respectively). For comparison, the last row of Table 3.1
displays the unconditional probability of being in each category at mid-career. The results
are interpreted as follows: a young-age temporary worker is 4 times more likely to be mid-
career temporary than a young-age permanent worker (41.9 vs 10.8, respectively: first and
second row of column (1)). Young-temporary workers are also twice as likely to be mid-career
unemployed than the young permanent workers, although these probabilities are small (8.6
vs 4.5, respectively). Looking at the elements in the diagonal of the Markov transition matrix
one can see that temporary status is more persistent than the unemployment status (41.9

vs 32.5, respectively).

Table 3.1: Markov transition matrix young-to-mid career employment status (%)

Mid-career

Young-age 1) @) (3) (1) (5)

Temporary Permanent Unemployed Self-Employed Rest
Temporary 41.9 40.9 8.6 5.4 3.1
Permanent 10.8 7.7 4.5 5.4 1.6
Unemployed 31.1 22.9 32.5 9.8 3.7
Self-Employed 14.3 13.5 4.3 64.5 3.3
Rest 22.8 40.7 9.2 18.9 8.3
All 27.3 48.6 9.4 11.6 3.1

Source: Own elaboration using MCVL.

These results suggest the existence of a certain degree of persistence in the time spent
as temporary. However, in Section 3.3 we have documented that mid-career and young-age
temporary workers are slightly more concentrated among low-educated workers or they are
more predominant in some sectors of activity such as construction or some services, so the
high persistence might be due, in part, to composition effects. We compute the Markov
transition matrix by education levels and we find the same pattern of temporary persistence

within each educational category (see Table 3.8 in Appendix F). Among workers with the
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lowest education level, young-age temporary workers are 3.5 times more likely to be mid-
career temporary than a young-age permanent worker (44.9 vs 12.8, in column (1) and (2)
of the top panel of Table 3.8 in Appendix ). Interestingly, this difference increases with
education, as it becomes 3.7 and 5 for high secondary (37.5 vs 10.0, middle panel) and
college graduates (40.7 vs 8.2, bottom panel), respectively. Results in Table 3.8 suggest that
education heterogeneity across workers by mid-career status does seem to explain the overall
persistence displayed in Table 3.1.

Last, we perform a battery of regressions which shows that other observables (sector,
skills, experience, gender or region of residence) do not substantially explain the amount
of persistence in temporary employment. In particular, we estimate the following linear

probability model:

% of T at mid-career; = a + 37 % of T at young + Y % of U at young + 48X, +¢; (3.3)

where % of T at mid-career; is the time spent by the worker in a temporary job at mid-
career; % of T at young; and % of U at young; is the time spent by the worker at young-age
in a temporary job or unemployed, respectively; X, is a vector of control variables that
includes dummies for nationality, education at age 30, gender, region of residence, skill and
occupation in which the worker spent most of the time when young and when old, and
cohort fixed effects. Importantly, we also add the time spent as unemployed when young as
a regressor. The coefficient of interest is 37, which captures the persistence in temporary
employment. The results of the estimation of equation (3.3) are displayed in Table 3.2.
Our baseline estimation, obtained after regressing Equation (3.3) with all controls, can be
found in column (6) of Table 3.2. For comparable workers, one percentage point increase
in the share of time spent as temporary when young is associated with a 0.4 percentage
points increase in the share of time spent as temporary at mid-career. As we can see, the
time spent as temporary when young is a strong predictor of the time in temporary during
mid-career and it is not due to observables such as education, sector of activity or gender.
The correlation between temporary employment at young and at mid-career is twice as high
as the correlation between youth unemployment and mid-career temporary employment (0.4
vs 0.2, respectively, first and second row in Table 3.2).

As we can see in column (3), estimates of 37 are upward biased if we do not control for
the sector of activity at mid-career, suggesting that some sectors contribute to the persistence
of temporary employment. Column (4) shows that education heterogeneity does not explain

much of the persistence of temporary employment, as expected from Table 3.1.
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Table 3.2: Estimation results

(1) (2) (3) (4) () (6)
No Young T No sec/edu/skill Nosec Noeduc No skill Baseline

% Time T when 20-30 0.437*** 0.462***  0.406™*  0.396™* 0.406***
(0.003) (0.004) (0.004)  (0.003)  (0.004)
% Time U when 20-30 0.0668*** 0.187** 0.252**  0.201**  0.151**  0.203***
Education and Skills
Secondary -0.004** -0.004 -0.001 -0.001
Tertiary 0.0178*** 0.011*** 0.020***  0.016™**
Medium-low -0.008 -0.008 -0.012** -0.010*
Medium-high -0.035*** -0.060***  -0.043*** -0.038***
High -0.003 -0.026***  -0.018*** -0.011***
Very-high -0.034*** -0.038***  -0.043*** -0.035***
Standard controls YES YES YES YES YES YES
Sector at mid-career YES NO NO YES YES YES
Education YES NO YES NO YES YES
Skills at mid-career YES NO YES YES NO YES
Observations 98658 123970 98658 98658 123970 98658
R-squared 0.134 0.160 0.171 0.222 0.214 0.223

Note: Regression of the time spent as temporary at mid-career on the time spent as temporary and as unemployed when
young. The model includes dummies for education, experience, marriage status, age, gender, region of residence, sector of
activity, type of contract, type of job and year. Standard errors in parentheses. Significance levels: *p < 0.05, **p < 0.01,
**p < 0.001. Source: MCVL.

3.4.2 What drives persistence? Labour market performance over

the life-cycle

In the previous sections, we have shown: (1) around 30% of mid-career workers spend more
than 50% of their active time in temporary jobs (2) temporary employment is persistent. In
this section we examine the patterns of real wages, the job-finding and job-separation rates
(both as temporary and permanent) over the life-cycle across mid-career status groups.
Our intention is to show whether individuals that work more as temporary in the mid-career
(mid-career temporary workers) had different labour market outcomes from the start of their
careers (compared to mid-career permanent workers) or whether those outcomes diverged
over time. We will put emphasis on distinguishing the labour market performance of workers
in the different outcomes (job-finding, job-separations rates and wages) in permanent versus
temporary jobs. Overall, the goal of the analysis is to provide empirical evidence that could
help us understand the underlying motives of why some workers spend most of their employed

time in temporary jobs at mid-career.
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Unemployment and Temporary Rates

The left panel of Figure 3.3 plots the age profile of the temporary rate by mid-career status,
while the right panel displays the evolution of the unemployment rate. One can observe that
temporary and permanent mid-career workers start with a similar temporary rate, suggesting
that both groups of workers predominantly enter into the labour market as temporary.
However, the gap in the incidence of temporary employment between the two groups arises
relatively fast, as the temporary rate of mid-career permanent workers falls very quickly
over their young-age (from 80% at age 20 to less than 20% at age 30) while it remains high
for mid-temporary workers during those years (around 80%). Similarly, we can see that
mid-career temporary and permanent groups also had a similar unemployment rate at ages
20-22. Again, these differences widen during young-age. At age 25, the unemployment rate
for mid-career temporary workers was around 23%, while it was only 10% for mid-career
permanent workers.

Finally, mid-career unemployed present an intermediate temporary rate and a signifi-
cantly higher unemployment rate when young. This suggests that these groups miss out the

opportunity of entry temporary jobs, which leads to a higher unemployment hazard later.

Figure 3.3: Temporary and unemployment rate by mid-career status
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Note: 12 months moving average of unemployment and temporary rate, by mid-career status. Source: Own

calculations using MCVL.

128



Labour Market Flows

The divergent evolution of the temporary and unemployment rate by mid-career status is the
result of differences in the probability that each group of workers transit from unemployment
to permanent or temporary jobs (job-finding rate) and from permanent or temporary jobs to
unemployment (job-separation rate). We compute the age profile of those four labour market
flows for each mid-career status group. Our intention is to show which transitions are most
relevant to explain the gap in the temporary and unemployment rate between mid-career
temporary and permanent workers. In order to abstract from composition effects, we plot
the residuals (evaluated at the average of the other covariates) obtained from estimating a
linear regression of each labour market flow (job-finding and job-separation rates, both as
permanent and as temporary), on dummies for the mid-career status, age, observables® and
time and cohort fixed effects. All the unconditional labour market flows can be found in

Appendix B.

Job-finding Rates

Mid-career temporary and permanent workers start with a similar job-finding rate as per-
manent (right panel of Figure 3.4) but differences arise early and widen over age. Ceteris
paribus, by age 24 mid-career permanent workers are 3 times more likely to find a perma-
nent job, and by age 28 their job-finding probability is 5 times higher than for mid-career
temporary workers. As we can see, the age profile of the job-finding rate as permanent is
very similar for mid-career temporary and mid-career unemployed workers. Regarding the
job-finding rate as temporary, we find no heterogeneity between mid-career temporary and
permanent workers; but mid-career unemployed show a much lower rate. This, together
with the evidence of figure 3.3 suggest that the latter group do not benefit as much of the

stepping-stone function of early temporary jobs, which harms their careers.

40bservables include dummies for education, nationality, region of residence, sector of activity, skill,
experience, tenure and coefficient of partial time.
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Figure 3.4: Job-finding rate at young-age by mid-career status
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Note: Average monthly job-finding rate as temporary or permanent, by mid-career category. Sample of all
workers. Job-finding rates are defined as the probability of transiting from unemployment at month t — 1 to
employment at t. To compute the residuals we run a linear regression on a 2™ degree polynomial in age by
mid-career group, controlling for observables and time and cohort fized effects. Controls include dummies
for education, nationality, region of residence, sector of activity, skill, experience, tenure, and coefficient of

partial time. Residuals are evaluated at the average of other covariates. Source: MCVL

Job-separation Rates

As for the case of the job-finding rate as permanent (right panel of Figure 3.4), we find
that permanent and temporary mid-career workers start with similar job-separation rates
as permanent (right panel of Figure 3.5). However, differences emerge early. While among
mid-career permanent workers the job-separation rate as permanent decreases with age, for
mid-career temporary workers it increases. Consequently, the gap grows quickly over young-
age. At age 24 the job-separation rate as permanent is 1.6 higher for mid-career temporary
workers than for mid-career permanent workers, being 3 and 8 times higher by ages 26
and 30, respectively. Regarding the evolution of the job-separation rate as temporary (left
panel of Figure 3.5), mid-career temporary workers start with a higher job-separation rate
as temporary than mid-career permanent workers. But in this case, the gap between the
two categories remains roughly constant over age. As for mid-career unemployed, they start
with similar separation rates but present higher rates than the other two groups as they
age; and in temporary jobs, the monotonicity is opposite from the rest. This adds to the
conjecture that mid-career unemployed differ from mid-career temporary workers due to

their performance in the temporary job market when young.
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Figure 3.5: Job-separation rate at young-age by mid-career status
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Note: Awverage monthly job-separation rate as temporary or permanent, by mid-career category. Sample
of all workers. Job-separation rates are defined as the probability of transiting from employment at month
t — 1 to unemployment at t. We only include non-voluntary transitions. To compute the residuals we run a
linear regression on a 2"% degree polynomial in age by mid-career group, controlling for observables and time
and cohort fized effects. Controls include dummies for education, nationality, region of residence, sector of
activity, skill, experience, tenure, and coefficient of partial time. Residuals are evaluated at the average of
other covariates. Source: MCVL

Temporary-Permanent transitions

The last set of relevant labour market flows are the flows within jobs. As expected, we
find that workers with permanent status during mid-career are more likely to be promoted
from temporary to permanent during their youth (Figure 3.27 in Appendix F). Regarding
the permanent-to-temporary transition rate, we see that it is slightly higher for mid-career-

temporary workers, although these transitions are very small.

Wages

The evidence presented in the previous section suggests that, at young-age, the labour mar-
ket outcomes (job-finding and job-separation rates) of mid-career temporary and permanent
workers mainly differed in permanent jobs, while both groups always had very similar out-
comes in temporary jobs. The analysis of the evolution of real wages confirms this finding.

Figure 3.14 displays the age profile of real wages at temporary (left panel) and per-
manent (right panel) jobs by workers’” mid-career category. As before, to abstract from

composition effects, we focus on the residuals from estimating a linear regression of the real
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Figure 3.6: Real wages by mid-career status
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Note: Average monthly wage obtained by a worker employed in a temporary or permanent job, by group of
mid-career category. Sample of all workers. To compute the residuals we run a linear regression on a 2™?
degree polynomial in age by young-age group, controlling for observables and time and cohort fized effects.
Controls include dummies for education, nationality, region of residence, sector of activity, skill, experience,
tenure, and coefficient of partial time. Residuals are evaluated at the average at means of other covariates.
Wages are deflated using the consumer price index (base year 2011) provided by the Spanish Statistical Office
(INE) Source: MCVL

wages on dummies for the mid-career status and controls® (unconditional real wages are
displayed in Figure 3.17 in Appendix B). Mid-career temporary workers start with a slightly
higher wage than mid-career permanent workers in temporary jobs, but this small gap is
closed at age 25. More substantial differences between the two groups are observed on wages
at permanent jobs. As the right panel of Figure 3.14 shows, the wage gap at permanent
jobs is big from the beginning. Ceteris paribus, at age 20, mid-career permanent workers
had wages 15% higher in permanent jobs that mid-career temporary workers. Moreover, it
is increasing with age: by ages 25 and 30 their wages were 19% and 25% higher, respectively.

The panel dimension of the MCVL allows us to compute the evolution of the growth
of real wages over workers’ careers. We distinguish between two cases: job-stayers (workers
who continue working with the same firm in two consecutive years) and job-movers (those
changing firm in a given month). In the Appendix C we provide details on the calculations
of the wage growth of each category and an exhaustive analysis of the results. Briefly, we
find that among job-stayers, the wage growth of mid-career permanent workers is higher

during young-age than for mid-career temporary workers. This finding is observed both in

5See footnote of Figure 3.14 for details on the regression specification.
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permanent and temporary jobs (top left and right panel of Figure 3.18 in Appendix C) and
also for workers moving from temporary to permanent jobs with the same firm (bottom
panel of Figure 3.18). Last, we find small differences between mid-career temporary and
permanent workers among job-movers (Figure 3.19 in Appendix C). Altogether, our findings
in the wage growth analysis are consistent with the patterns observed on both real wages

and labour market flows.

Comparing workers by mid-career status

We can now reflect on the differences in the labour market performance by groups of workers.

First, let us compare the labour market outcomes (at young-age) in permanent jobs
between mid-career permanent and temporary workers. We found that (1) the job-finding
and (2) job-separation rates are very similar at the beginning, but differences emerge fast;
(3) there is a wage gap right from the beginning, which also widen over time. Facts (1) and
(3) are consistent with the existence of unobserved worker heterogeneity (with mid-career
permanent and temporary workers being high and low-ability workers, respectively) that
would be randomly revealed once the worker and the firm meet and start producing. As
workers age, the information about their type becomes widely known and that would explain
the widening gap in their labour market performance. This mechanism is proposed by
Morchio (2018). However, according to this, we should see differences in the job-separation
rate from the beginning. For that, we think that a simple human capital accumulation
mechanism (where workers only accumulate human capital when employed, and at a higher
rate in permanent than in temporary jobs) would be needed. In this setting, as the high-
ability workers work more in permanent jobs and they spend less time in temporary jobs
and unemployment, they accumulate more human capital, amplifying the initial productivity
differences between workers.

With regard to the performance in temporary jobs for mid-career temporary and per-
manent workers, we find: (1) no differences in the job-finding rates; (2) higher job-separation
rates for mid-career temporary workers, but in this case, the gap remains constant over time;
(3) very small differences in wages that disappear fast. To reconcile these findings with the
mechanisms discussed above, one could think that the productivity heterogeneity between
the mid-career permanent and temporary workers (coming from differences in unobserved
ability or human capital) does not play a big role to find temporary jobs. However, the
fact that mid-career unemployed workers do experience a much lower job-finding rate as
temporary suggests that, overall, productivity differences should matter.

Last, compared with mid-career temporary workers, mid-career unemployed: (1) have a
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lower job-finding rate as temporary from the beginning and the differences increase with age;
(2) they start with similar job-separation rates but differences appear over time, especially
in temporary jobs; (3) a wage gap is observed from the beginning. Again, unobserved
heterogeneity on its own cannot fully account for these patterns, as the job-separation rates
gap is only observed as workers age. The human capital mechanism could help to understand
the findings. The fact that mid-career unemployed workers are more time unemployed from
the beginning (as the job-finding rate as temporary is lower at age 20, see left panel of Figure
3.4) would prevent them from accumulating human capital, neither in permanent (with a
higher rate of accumulation) nor in temporary jobs (at a lower rate, but still higher than in
unemployment). That, in turn, could explain why over time mid-career unemployed workers
find less temporary jobs and experience higher job-separation rates. Under this vision, one
could interpret temporary jobs as a stepping-stone: workers employed in temporary jobs
accumulate less human capital than they would accumulate in permanent jobs, but more

than unemployed.

3.5 The scarring effects of job instability

The findings of the previous section suggest that even if we take the view of considering tem-
porary jobs as an intermediate step between unemployment and permanent jobs (stepping-
stone hypothesis), they seem to partially affect workers’ career prospects. In this section, we
estimate the long-term effects of accumulating temporary jobs by examining the differences

in workers’ mid-career labour market performance by young-age status.

Unemployment and Temporary Rates

The left panel of Figure 3.7 displays the age profile of the temporary rate by young-status. As
a consequence of our definitions of young-age status, we see that differences in the temporary
rate between young temporary and permanent workers arise very early. Interestingly, the
figure shows that the temporary rate of young-temporary and young-unemployment is very
similar for all ages. This means that the few employment spells experienced by the top
10% unemployed workers (young-age unemployed) are under a temporary contract. We also
see that differences in the temporary rate between young-temporary and young-permanent
still exist later in the career. Specifically, at ages 35 to 40, young-age temporary workers
have on average a temporary rate of around 30%, whereas for young-permanent workers this
rate is around 10%. This figure suggests again the existence of long-lasting persistence in

temporary employment.
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Figure 3.7: Temporary and unemployment rate by young-age status

Temporary Rate Unemployment Rate
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Young Temporary  ————- Young Permanent
------ Young Unemployed

Young Temporary  ————- Young Permanent
------ Young Unemployed

Note: Temporary rate represents the percentage of employed time spent in temporary jobs. Both graphs are

smoothed with a 12 month moving average. Source: Own calculations using MCVL.

The right panel of Figure 3.7 shows that the unemployment rate is higher for young-
temporary than for young-permanent workers during the entire workers’ career. This is not
surprising at young-age, since by definition young-age temporary workers are spending more
time in the most unstable jobs (i.e temporary jobs). However, the fact that the unemploy-
ment rate is also higher at mid-career is not obvious: it suggests that the effect of employing
most of the time as temporary when young has long lasting-effects in terms of unemploy-
ment risk. Given the high persistence in temporary employment, the most plausible reason
is that young-age temporary workers are also concentrated in temporary jobs also late in

their careers (left panel of Figure 3.7).

Labour Market Flows

We try to decompose the heterogeneity in the temporary and unemployment rate between
young-age categories by looking at the evolution of the different transitions flows. Figure 3.8
displays the age profile of the job-finding (left panel) and job-separation rate (right panel) in
permanent jobs, while Figure 3.28 (in Appendix F) shows those rates but in temporary jobs®.

Consistent with the previous Section, we find higher heterogeneity in the labour market

6 As before, we calculate both the unconditional age profile of each rate and the residuals obtained after
regressing each rate on dummies for the young-age status, age, observables and time and cohort fixed effects.
Here we display the residuals evaluated at the average of the covariates, but the unconditional figures can
be found in Appendix F.
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outcomes in permanent jobs. In particular, we find that, compared to young-age permanent
workers, young-age temporary workers have a lower probability of finding permanent jobs

also during mid-career (left panel of Figure 3.8). One can observe that the gap between

Figure 3.8: Transition rates in permanent jobs at mid-career by young-age status
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age age
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- --# - Young-age Unemployed - - # - Young-age Unemployed

Note: Average monthly job-finding and job-separation rates as permanent, by young-age category. Sample
of all workers. Job-finding (separation) rate is defined as the probability of transiting from employment
(unemployment) at month t — 1 to unemployment (employment) at t. To compute the residuals we run a
linear regression on a 2" degree polynomial in age by young-age group, controlling for observables and time
and cohort fized effects. Controls include dummies for education, nationality, region of residence, sector of
activity, skill, experience, tenure, and coefficient of partial time. Residuals are evaluated at the average at

means of other covariates. Source: MCVL

the two groups does not close even at age 37. We also find significant long-term differences
regarding the job-separation rate in permanent jobs (right panel of Figure 3.8), By age 37,
after controlling for observables, a young temporary worker is 1.5 times more likely to lose
a permanent job than young-age permanent worker, with that number being quite constant
from ages 30 to 37. On the other hand, we do not find a persistent effect in the probability
of separating from temporary jobs (right panel of Figure 3.28 in Appendix F), but the
evidence suggests that accumulating more temporary employment early at the career has
long-lasting effects regarding the probability of finding temporary jobs later (left panel of
Figure 3.28). This could be because workers spending more time in temporary jobs (and
therefore experiencing more unemployment spells) get more efficient at finding temporary

jobs, or it could be the result of differences in the degree of patience.
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Wages

Last, we study the potential long-term effects on wages of accumulating temporary employ-
ment early in the workers’ careers. For that, we start by comparing the age profile of real
wages by young-age status. The left panel of Figure 3.9 plots the age profile of real wages
among workers employed in temporary jobs, while the right panel displays the evolution of

wages at permanent jobs. As before, unconditional wage differences by young-age status

Figure 3.9: Real wages by young-age status
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Note: Average monthly wage obtained by a worker employed in a temporary or permanent job, by young-
age category. Sample of all workers. To compute the residuals we run a linear regression on a 2™ degree
polynomial in age by young-age group, controlling for observables and time and cohort fized effects. Controls
include dummies for education, nationality, region of residence, sector of activity, skill, experience, tenure,
and coefficient of partial time. Residuals are evaluated at the average at means of other covariates. Wages
are deflated using the consumer price index (base year 2011) provided by the Spanish Statistical Office (INE)
Source: MCVL

could be partially or totally explained by composition effects (young-age temporary work-
ers are slightly over-represented in the construction sector or among low-skilled groups (see
Figure 3.26). Therefore, as in previous sections we clean out composition effects by estimat-
ing the residuals (evaluated at the average at means of the other covariates) obtained from
estimating a linear regression of the real wages on dummies for the young-age status, age,
observables and time and cohort fixed effects (unconditional wages are displayed in Figure
3.24 in Appendix D). We find large wage differences at permanent jobs by young-age sta-
tus, even late in workers’ careers (right panel of Figure 3.9). In particular, our estimates
suggest that at ages 35-40, young-temporary workers have on average 9% lower wages than

young-permanent workers. This is strong evidence on the long-lasting effect of working as
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temporary when young. The left panel of Figure 3.9 shows that real wages obtained in
temporary jobs at mid-career are higher for young-age temporary workers.

The yearly wage gap is large and, importantly, it accumulates over time. We ask
what these differences represent once the yearly gap is sum up over the worker’s career.
To answer this question, we estimate lifetime wages as follows: for each young-age status
group, we sum up their average monthly wages over 20 years (ages 20 to 40). Table 3.3

displays the results. In the top panel, we consider both part-time and full-time workers,

Table 3.3: Lifetime wage (ages 20-40) by young-age employment status

Young-age status
Temporary Permanent Unemployed Self-Employed Rest

All jobs 328027.5 377001.5 269993.8 302392.0 313756.4
Permanent jobs  351256.2 394905.5 318058.9 336038.3 351380.7
Temporary jobs  302672.4 289510.9 234019.5 268664.5 254848.6
Only full time

All jobs 356656.6 413740.3 321581.0 340401.3 341517.0
Permanent jobs  381333.3 428451.1 363345.7 368565.1 375506.7
Temporary jobs  331466.6 332937.4 287612.1 315117.5 288474.6

Wages are deflated using the consumer price index (base year 2011) provided by the Spanish Statis-
tical Office (INE). Source: Own elaboration using MCVL.

while in the bottom panel we restrict to full-time workers. The first row of each panel shows
the lifetime wage obtained by pooling both permanent and temporary jobs. Our estimates
of lifetime wages are 328,027 and 377,001 euros, respectively, for young-age temporary and
young-age permanent workers. This means that over 20 years, the young-age temporary
workers obtained around 50,000 euros (2,500 yearly) less than young-age permanent workers
(around 15%). This difference is bigger (57,000 euros) when we restrict to full-time workers,
as in this case, the lifetime wages are 356,656 and 413,740 euros for young-age temporary and
permanent groups, respectively (first row of the bottom panel of Table 3.3). This lifetime
wage gap is partially explained by the fact that wages are lower in temporary jobs and we have
shown that young-age temporary workers work more as temporary also at mid-career (during
their 30’s). To account for that, the second row of the top and bottom panels display the
estimated lifetime wage obtained by workers that are employed in permanent jobs. We find
a similar lifetime wage gap between young-age temporary and permanent workers also when
employed in permanent jobs: lifetime wages are 351,256 and 395,905 euros, respectively (the
gap is close to 45,000 euros or 2,250 yearly) which is equivalent to say that lifetime wages at

permanent jobs are 13% lower for young-age temporary than young-age permanent workers.
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Our findings are suggestive evidence of substantial long-term wage losses from accumulating
temporary employment at early stages in the workers’ career. We also compare our estimates
of the lifetimes’ wages between young-age temporary and unemployed workers, the second
and fourth columns in Table 3.3. Consistent with the results regarding the long-term impact
of job instability on the labour market flows, we also find that accumulating unemployment
time at young-age has larger negative effects on lifetime wages than accumulating temporary
employment. In particular, our estimates of lifetime wages suggest that over 20 years, the
young-age unemployed workers received 58,000 and 107,000 euros (20% and 40%) less than
young-age temporary and permanent workers, respectively. Interestingly, the lifetime wage
gap between young-age temporary and unemployed workers reduces to almost half when
restricting to full-time jobs (356,6656 and 321,581 euros, a gap of around 35,000 euros)
and it almost disappears when lifetime wages are computed only for workers employed in
permanent jobs (381,333 and 363,345 euros). This suggests, first, that a significant part
the differences in the lifetime gap are explained by the fact that the young-age unemployed
workers work more in part-time jobs than the young-age temporary workers; and second,
that accumulating longer unemployment spells when young seems to have a larger long-term

impact in the wages received at temporary than at permanent jobs.

3.6 Conclusions

This paper quantifies the incidence of temporary jobs for mid-career workers, its degree of
persistence and the long-term effects of accumulating temporary employment at early stages
in workers’ careers, on both wages and employment outcomes. We find that temporary jobs
are commonplace, including college graduates and mid-career workers. We also find that
the time employed as temporary when a worker is young is a powerful predictor of time
employed as temporary during mid-career (lifetime instability), suggesting a high degree
of persistence in the time spent as temporary. When examining the workers’ early labour
market performance we find that differences between mid-career temporary and mid-career
permanent workers at young-age are mainly observed in their performance in permanent jobs.
In particular, both groups start their career with similar job-finding and job-separation rates
in permanent jobs, but differences emerge early in their career. Last, we show that being
employed most of the young-time as temporary has long-lasting effects, as it is associated
with lower wages (around 9%) and with higher job-separation rates in permanent jobs at
mid-career. The long-term impact of temporary employment on wages is large; our lifetime
wages estimates suggest that over ages 20 to 40, the wage losses from being employed most

of young-time as temporary (compared to being employed as permanent) amount to almost

139



50,000 euros (which implies a lifetime wage 15% lower).

The results of this paper show that a significant fraction of mid-career workers spend
most of their time employed as temporary. In other words, the incidence of temporary jobs
seems not to be restricted to young workers. High incidence of unstable jobs late in workers’
careers can have implications regarding the households’ saving capacity but also regarding
important decisions such as marriage or having children. In turn, delaying (or canceling)
these decisions could have negative effects on household investments or population growth.
Therefore, policy effort should give priority to reducing temporary employment among mid-
career workers.

Our results regarding the persistence and long-term effects of temporary jobs suggest
that those jobs could be a stumbling block for workers’ careers. Importantly, this is neither
restricted to low-skilled, not to low-educated workers. To the extent that temporary em-
ployment is mostly involuntary (from the worker point of view), stricter policy on the use
of temporary contracts in jobs with a non-temporary nature is predicted to be beneficial for
workers, as it would reduce the hazard of working as temporary also later in their career.
Of course, here we are ignoring the negative effect that this policy could have on firms’
job-creation. Incorporating this potential trade-off in a structural framework is a promising
avenue for future research.

Last, the empirical evidence presented in this paper is planned to be used for un-
derstanding the underlying mechanisms that explain the observed persistence in temporary
employment (lifetime job instability). The literature had pointed out two alternatives: the
adverse selection and the human capital hypotheses. Overall, our findings suggest that the
adverse selection theory on its own could not fully account for the young-age labour mar-
ket performance patterns, in particular, the finding that job-separation rates differences by
mid-career status categories are only observed as workers age. We think that a combination
of workers’ unobserved heterogeneity and a simple human capital accumulation mechanism
would help to rationalize the life-cycle empirical patterns. For future research, we plan to
use this empirical evidence to discipline a model aiming to disentangle which of the two
hypotheses is more accurate. By that, we could answer the broader question on whether
temporary jobs are pernicious for workers as they dampen human capital accumulation, or
whether these jobs are only a screening tool used by firms to distinguish “less capable”

workers.
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3.7 Appendix

Appendix A. Employment categories defined as fraction of total

time

The incidence of temporary employment at mid-career

Figure 3.10: Share of workers by mid-career status, defined as fraction of total time
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Labour market performance over the life-cycle

Figure 3.11: Temporary and unemployment rate by mid-career status, defined as fraction
of total time
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Source: Own calculations using MCVL.

Figure 3.12: Job-finding rate at young-age by mid-career status, defined as fraction of total
time
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Note: Average monthly job-finding rate as temporary or permanent, by mid-career category. Sample of all
workers. Job-finding rates are defined as the probability of transiting from unemployment at month t — 1 to
employment at t. To compute the residuals we run a linear regression on a 2™ degree polynomial in age by
mid-career group, controlling for observables and time and cohort fized effects. Controls include dummies
for education, nationality, region of residence, sector of activity, skill, experience, tenure, and coefficient of

partial time. Residuals are evaluated at the average of other covariates. Source: MCVL
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Figure 3.13: Job-separation rate at young-age by mid-career status, defined as fraction of
total time
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Note: Average monthly job-separation rate as temporary or permanent, by mid-career category. Sample of all workers. Job-
separation rates are defined as the probability of transiting from employment at month t — 1 to unemployment at t. We only
include non-voluntary transitions. To compute the residuals we run a linear regression on a 2™% degree polynomial in age
by mid-career group, controlling for observables and time and cohort fized effects. Controls include dummies for education,
nationality, region of residence, sector of activity, skill, experience, tenure, and coefficient of partial time. Residuals are

evaluated at the average of other covariates. Source: MCVL

Figure 3.14: Real wages by mid-career status, defined as fraction of total time
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Note: Average monthly wage obtained by a worker employed in a temporary or permanent job, by group of mid-career category.
Sample of all workers. To compute the residuals we run a linear regression on a 2™% degree polynomial in age by young-age
group, controlling for observables and time and cohort fized effects. Controls include dummies for education, nationality, region
of residence, sector of activity, skill, experience, tenure, and coefficient of partial time. Residuals are evaluated at the average
at means of other covariates. Wages are deflated using the consumer price index (base year 2011) provided by the Spanish

Statistical Office (INE) Source: MCVL
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Appendix B. Unconditional labour market outcomes by mid-career

status

Figure 3.15: Job-finding rate by mid-career status, unconditional
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Note: Average monthly job-finding rate as temporary or permanent, by mid-career category. Sample of all
workers. Job-finding rates are defined as the probability of transiting from unemployment at month t — 1 to

employment at t. Graphs are smoothed with a 12 month moving average. Source: MCVL

Figure 3.16: Job-separation rate by mid-career status, unconditional
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Note: Average monthly job-separation rate as temporary or permanent, by mid-career category. Sample of
all workers. Job-separation rates are defined as the probability of transiting from employment at month t — 1
to unemployment at t. We only include non-voluntary transitions. Graphs are smoothed with a 12 month

moving average. Source: MCVL
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Figure 3.17: Real wages by mid-career status, unconditional
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Note: Average monthly wages obtained by a worker employed in a temporary or permanent job, by mid-career

category. Sample of all workers. Graphs are smoothed with a 12 month moving average. Source: MCVL

Appendix C. Wage growth

The panel dimension of the MCVL allows us to compute the evolution of the growth of real
wages over workers’ careers. We distinguish between two cases: job-stayers and job-movers.
Job-stayers are workers who continue working with the same firm in two consecutive years,
while job-movers are workers changing firm from month ¢ to month ¢t + 1. Among job-
stayers, wage growth is computed as the annual change of the average real wage obtained in
two consecutive years. Regrading job-stayers, wage growth is simply the change in the real
wage obtained at month ¢ (when she was employed in the old firm) and month ¢ + 1 (wage
at the new firm). In our analysis, we also distinguish between wage growth in temporary
and permanent jobs and for workers moving from temporary to permanent jobs’.

We start by focusing on the differences in the wage growth by mid-career status. How-
ever, in the Figures 3.20 and 3.21 of the next subsection, we plot the wage growth for our
pooled sample to check differences between job-movers and job-changers and between tem-

porary, permanent and temporary-to-permanent jobs (within job-movers and job-stayers).

"That is, for job-stayers we compute the wage growth for (1) job-stayers employed in temporary jobs
in the two consecutive years; (2) job-stayers employed in permanent jobs in the two consecutive years; (3)
job-stayers that were employed as temporary at year ¢ and change to permanent at year ¢t + 1 in the same
firm. Similarly, for job-movers, we calculate the wage growth for: (1) job-movers employed in temporary
jobs both in the old and in the new firm; (2) job-movers employed in permanent jobs both in the old and
new firm; (3) job-movers employed as temporary at month ¢ and change to a permanent job at month ¢ + 1
in a new firm.
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We find that: (1) as expected, job-movers experience higher wage growth rates than job-
stayers (around 5 times higher within permanent jobs, see Figure 3.21 and 3.20; (2) wage
growth among workers moving from a temporary to a permanent job is higher both within

job-movers and job-stayers (Figure 3.21).
Wage growth by mid-career status

Figure 3.18: Wage growth of job-stayers
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Note: Wage growth is computed as the change in the monthly average wage obtained in two consecutive year
with the same firm. We distinguish between job-stayers in temporary and permanent jobs and job-stayers
that were employed as temporary at year t and change to permanent at year t + 1 in the same firm. Only
full-time workers. Source: MCVL

Figure 3.18 plots the age profile of the wage growth among job-stayers for mid-career
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temporary and permanent workers®. One can see that the wage growth of mid-career per-
manent workers is higher during young-age in the three job-stayers categories: temporary
and permanent jobs (top left and right panel) and also when moving from temporary to per-
manent jobs (bottom panel). Quantitatively the wage growth gaps are large: for instance,
in permanent jobs from ages 20 to 30, on average, wages of mid-career permanent workers
grow 5 percentage points more (yearly) than those of the mid-career temporary workers.
Differences are similar in the other two job-stayers categories. In Figure 3.19 we repeat the
same analysis but for job-movers. In this case, we find small differences between mid-career

temporary and permanent workers.

Figure 3.19: Wage growth of job-movers

Temporary jobs Permanent jobs

Note: The wage growth is computed as the change in the monthly wage obtained in month t with the old firm and in month t+1
with the new firm. We distinguish between job-movers in temporary and permanent jobs and job-mowvers that were employed

as temporary at year t and change to permanent at year t + 1 in the new firm. Only full-time workers. Source: MCVL

8We restrict our attention to these two groups because the mid-career unemployed wage growth profile
is very noisy: those are workers with very few employment spells at mid-career, and therefore there are few
wage observations.
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Wage growth, all workers

Figure 3.20: Wage growth of job-stayers
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Note: The wage growth is computed as the change in the monthly average wage obtained in two consecutive
year with the same firm. We distinguish between job-stayers in temporary and permanent jobs and job-stayers

that were employed as temporary at year t and change to permanent at year t + 1 in the same firm. Source:
MCVL

Figure 3.21: Wage growth of job-movers
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Note: The wage growth is computed as the change in the monthly wage obtained in month t with the old firm
and in month t + 1 with the new firm. We distinguish between job-mowvers in temporary and permanent jobs

and job-movers that were employed as temporary at year t and change to permanent at year t+ 1 in the new

firm. Source: MCVL
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Appendix D. Unconditional labour market outcomes by young-age

status

Figure 3.22: Job-finding rate by young-age status
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Note: Average monthly job-finding rate as temporary or permanent, by young-age category. Sample of all
workers. Job-finding rates are defined as the probability of transiting from unemployment at month t — 1 to
employment at t. Graphs are smoothed with a 12 month moving average. Source: MCVL

Figure 3.23: Job-separation rate by young-age status, unconditional

Temporary Jobs Permanent Jobs

&
a4

Az

.08

8.
34
30 32 34 36 38 40 30 32 34 36 38 40
age age
Young Temporary = ——=-—- Young Permanent Young Temporary  ———-=- Young Permanent
------ Young Unemployed ===== Young Unemployed

Note: Average monthly job-separation rate as temporary or permanent, by young-age category. Sample of
all workers. Job-separation rates are defined as the probability of transiting from employment at month t — 1

to unemployment at t. We only include non-voluntary transitions. Graphs are smoothed with a 12 month
moving average. Source: MCVL
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Figure 3.24: Real wages by young-age status, unconditional
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Note: Average monthly wages obtained by a worker employed in a temporary or permanent job, by mid-career

category. Sample of all workers. Graphs are smoothed with a 12 month moving average. Source: MCVL

Appendix E. Robustness analysis to the mid-career definition

Due to data limitations, our baseline definition of mid-career workers is between 30 to 35
years old. In this appendix, we show that the labour market performance of workers at those
5 years is a very good predictor of the future labour market performance. We start by showing
the correlation between workers’ performance at ages 30-35 and at ages 30-40. For that, we
use data of workers born from 1967 to 1976, as we need cohorts for which we have information
at ages 30 to 40, and for which the variable on the type of contract is available (1997-2005).
We then apply our definitions of unemployed, temporary and permanent workers at ages 30-
35 (baseline mid-career definition) and at ages 30-45. Table 3.4 shows the Markov transition
matrix from 30-35 to 30-40 employment status. Looking at the elements of the diagonal of
the transition matrix one can see the high degree correlation in all the employment status.
In particular, around 70% of the workers included in the temporary status category at ages
30-35 also enter in that category at ages 30-40. As the column (2) of the second row shows,
around 20% of those move to the permanent category at ages 30-40, suggesting that some
workers find permanent jobs when they are 35 years old or more.As expected, we also find
that the correlation is higher for permanent employment status. We compute the Markov
transition matrix for each cohort, and we find that for all status categories the correlation is
higher for the youngest cohorts (1972 to 1975). We do not report the results, but in Figure

3.25 we plot the share of each employment status category by cohort when the categories
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Table 3.4: Markov transition matrix 30-35 to 30-40 employment status (%)

30-40

30-35 (1) (2) (3) (4) (5)

Temporary Permanent Unemployed Self-Employed Rest
Temporary 68.2 19.7 4.9 24 4.9
Permanent 3.2 91.3 1.1 2.1 2.3
Unemployed 10.0 8.4 73.9 5.8 2.0
Self-Employed 5.2 4.1 2.0 83.8 4.9
Rest 14.7 17.4 5.0 8.6 54.3
All 24.3 45.9 9.8 13.9 6.1

Source: Own elaboration using MCVL.

are defined at ages 30-35 (left panel of Figure 3.25) and at ages 30-40 (right panel). As we
can see, the share of each employment status is more similar between the two age intervals
among the youngest cohorts. This finding provides additional support to our claim that
the labour market status at ages 30-35 is a very good predictor of the status at ages 30-40.
Moreover, those status are likely to be even a better predictor in the cohorts that we use in
the analysis (1976 to 1980).

Figure 3.25: Share of workers by mid-career status
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Source: Own calculations using MCVL.

Next, we show that the workers’ labour market performance at ages 30-35 is also
correlated with their performance at ages 30-45. Notice that the data limitation commented
above restrict in this case the analysis to cohorts 1967 to 1970. Table 3.5 shows the Markov
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transition matrix from 30-35 to 30-45 employment status. We find that more than 50% of

workers in the temporary status category at ages 30-35 continue entering in that category at

ages 30-45. As before, most of those moving category goes to the permanent status category.

Again, we also find a very similar correlation in the temporary and unemployment status

category. As expected, the highest correlation is found in the permanent category. Overall,

we think that the fact that for all employment categories the correlation is higher than 50%

is supportive evidence that the labour market performance at ages 30-35 is a good predictor

of the performance at ages 30-45.

Table 3.5: Markov transition matrix 30-35 to 30-45 employment status (%)

30-45

30-35 (1) (2) (3) (4) (5)

Temporary Permanent Unemployed Self-Employed Rest
Temporary 53.4 30.3 6.7 4.1 5.6
Permanent 3.9 87.3 1.8 4.4 2.7
Unemployed 10.0 16.1 63.0 8.6 2.2
Self-Employed 7.9 9.6 2.8 73.4 6.2
Rest 20.3 27.2 8.5 12.8 31.2
All 20.8 48.9 9.9 15.2 5.2

Source: Own elaboration using MCVL.

As a final robustness check, we study if the labour market performance of workers at

age 30-35 is a good proxy of the performance at ages 35-50. Table 3.6 displays the transition

matrix from the employment status at 35-40 to 35-50 (we construct this matrix for our

sample of workers born in cohorts 1962 to 1966). As we can see, the correlation is still

higher than 50% for all employment status.

Table 3.6: Markov transition matrix 35-40 to 35-50 employment status (%)

35-50

35-40 (1) (2) (3) (4) (5)

Temporary Permanent Unemployed Self-Employed Rest
Temporary 53.8 28.9 7.6 4.4 5.3
Permanent 3.1 89.8 1.3 3.8 2.1
Unemployed 10.6 16.5 61.9 9.4 1.6
Self-Employed 4.6 5.9 2.2 82.7 4.7
Rest 16.6 23.9 12.3 10.1 37.1
All 19.2 46.3 9.8 19.7 5.0

Source: Own elaboration using MCVL.
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Appendix F. Other figures and tables

Figure 3.26: Share of workers by young-age status
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Table 3.7: Occupation Classification

1. Very high skilled

Engineers, college graduates and senior managers

2. High skilled

Technical engineers and graduate assistants
Administrative and technical managers

3. Medium-high skilled

Non-graduate assistants
Administrative officers
Subordinates

4. Medium-high skilled

Administrative assistants
First and second class officers
Third class officers and technicians

5.Low skilled

Labourers

Note: groups are based on the International Standard Clas-
sification of Occupations (ISCO-88)

Figure 3.27: Temporary-to-Permanent and Permanent-to-Temporary by mid-career status
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Note: Average monthly temporary-to-permanent and permanent-to-temporary rates by mid-career category. Sample of all
workers. Temporary(permanent)-to-permanent(temporary) rate is defined as the probability of transiting from temporary (per-
manent) employment at month t — 1 to permanent (temporary) employment at t. To compute the residuals we run a linear
regression on a 2"% degree polynomial in age by mid-career group, controlling for observables and time and cohort fized ef-
fects. Controls include dummies for education, nationality, region of residence, sector of activity, skill, experience, tenure, and

coefficient of partial time. Residuals are evaluated at the average at means of other covariates. Source: MCVL
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Table 3.8: Markov transition matrix young-to-mid career employment status (%)

Mid-career
Primary and Low Secondary

Young-age (1) (2) (3) (4) (5)
Temporary Permanent Unemployed Self-Employed Rest
Temporary 44.9 34.0 11.4 6.0 3.6
Permanent 12.8 72.7 6.1 6.3 2.0
Unemployed 28.2 14.5 45.4 8.2 3.7
Self-Employed 15.2 114 5.6 64.1 3.8
Rest 25.3 32.5 12.1 19.0 11.1
All 29.8 40.7 13.0 12.6 3.9

High Secondary
Young-age Temporary Permanent Unemployed Self-Employed Rest

Temporary 37.5 46.6 7.6 5.1 3.1
Permanent 10.0 79.4 4.3 5.0 1.4
Unemployed 32.6 24.8 26.1 11.9 4.5
Self-Employed 12.6 15.0 3.4 66.4 2.6
Rest 21.2 45.4 7.0 20.8 5.7
All 23.9 54.3 7.5 11.5 2.7
Tertiary
Young-age Temporary Permanent Unemployed Self-Employed Rest
Temporary 40.7 49.4 3.6 4.4 1.9
Permanent 8.2 84.3 2.1 4.3 1.1
Unemployed 35.2 36.9 14.2 10.8 2.8
Self-Employed 14.6 17.3 2.4 62.9 2.8
Rest 174 60.1 3.1 15.9 3.5
All 26.2 58.1 4.2 9.6 1.9

Source: Own elaboration using MCVL.
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Figure 3.28: Transition rates in temporary jobs at mid-career by young-age status

Job-finding rate Job-separation rate
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- --# - Young-age Unemployed

Note: Average monthly job-finding and job-separation rates as temporary, by young-age category. Sample of
all workers. Job-finding (separation) rates are defined as the probability of transiting from unemployment
(employment) at month t — 1 to employment (unemployment) at t. We only include non-voluntary transi-
tions. To compute the residuals we run a linear regression on a 2™% degree polynomial in age by young-age
group, controlling for observables and time and cohort fixed effects. Controls include dummies for education,
nationality, region of residence, sector of activity, skill, experience, tenure, and coefficient of partial time.

Residuals are evaluated at the average at means of other covariates. Source: MCVL

156



Chapter 4

Labour market flows: Accounting for

the public sector

4.1 Introduction

In most European economies, around 20 percent of all workers are employed by the govern-
ment. Government hire workers to produce goods and services. However, governments face
different constraints than private-sector firms and are not driven by profit maximization.
Hence, government employment and wage policies are driven by other objectives including:
attaining budgetary targets (Poterba and Rueben (1998), Gyourko and Tracy (1989)); im-
plementing macroeconomic stabilization policy (Keynes (1936), Holm-Hadulla et al. (2010),
Lamo et al. (2013); redistributing resources (Alesina et al. (2000), Alesina et al. (2001), Wil-
son (1982)); or satisfying interest groups for electoral gains (Borjas (1984), Matschke (2003),
Gelb et al. (1991)). As a consequence, public-sector labour markets might behave differently
from their private-sector counterparts.

The objective of this paper is to establish a number of key facts about the French,
Spanish, UK and US labour market flows, focussing on the role played by the public sector.
We do so by examining data from the French, Spanish and UK Labour Force Surveys and the
US Current Population Survey (CPS) over the past 15 years. We chose these four countries
because they are large countries with sizeable public sectors, and have been recently facing
pressure to reform their public sectors. Furthermore, because they have different labour
market institutions, public-sector hiring procedures and wage policies and various weights
on different industries, facts that are found to be common across the four countries should
be seen as intrinsic characteristics of the public sector. While we do not attempt to explain

these facts, we believe that they are an important first step to foster theoretical research on
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the topic. They can help economists understand the characteristics of the public sector and
its policies, as well as provide a guideline of the empirical features that models with a public
sector should reproduce and help in the calibration or identification of key parameters. We
show that public-sector labour markets do indeed behave differently than the private sector.
The size of transition rates into and out of public-sector employment are different and its
cyclical pattern as well. Furthermore, the government hires mostly women, college graduates
and older workers, which creates asymmetric exposures to public-sector policies for different
workers.

In the last decade in European countries, public-sector employment was a key policy
variable. Following budgetary constraints, many countries imposed measures such as hiring
freezes layoffs of public-sector workers, as well as wage cuts or freezes that affected the
retention of these workers (Glassner and Watt (2010)). Given the policy role that public-
sector employment played during the last decade, a new wave of research constructs search
and matching models of unemployment to study the labour market effects of public-sector
employment and wages. Examples include Horner et al. (2007), Quadrini and Trigari (2007),
Afonso and Gomes (2014), Gomes (2015b), Michaillat (2014), Burdett (2012), Bradley et al.
(2017), Albrecht et al. (2019), Bermperoglou et al. (2017) and Boeing-Reicher and Caponi
(2016). Lying at the heart of these state-of-the-art models are the worker gross flows between
private- and public-sector employment and non-employment.

However, the extensive literature that estimates and analyses worker gross flows has
systematic ignored the role of the public sector. This literature has focused mainly on
disentangling the relative importance of job-finding and job-separation rates in driving the
unemployment rate. The most cited papers on the topic - Blanchard et al. (1990), Shimer
(2012), Elsby et al. (2009) and Fujita and Ramey (2009) - study the US labour market,
proposing different decompositions or examining the role of the time-aggregation bias. Also
for the US, Borowczyk-Martins and Lalé (2019) distinguish between full-time and part-
time employment, while Elsby et al. (2015a) study the role of the participation margin.
Smith (2011) proposes an out-of-steady-state decomposition and analyses the UK labour
market. Gomes (2012) further analyses the UK labour market along other dimensions, such
as education or labour force attachment, while Fujita (2010) concentrates on on-the-job
search and job-to-job transition and Carrillo-Tudela and Kaas (2015) on the extent of worker
reallocation across occupations and industries and their cyclicality. In two comparisons of
the UK and the US, Razzu and Singleton (2016) study the fluctuations of unemployment
among men and women, while Gomes (2015a) examines the role of conditional transition
probabilities and how they depend on the frequency of the surveys. Other papers focussing
on the UK include Elsby et al. (2011) and Smith et al. (2010).
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Several studies examine other European labour markets. Giordano et al. (2011) com-
pare the relative importance of job-finding and job-separation rates across France, the United
Kingdom, Spain and the United States. Silva and Vazquez-Grenno (2013) focus on the role
of flows in and out of permanent and temporary employment in Spain. Baussola and Mussida
(2014) study Italian gross flows, concentrating on unemployment gender gaps. Charlot et al.
(2020) split between employment in abstract, routine and manual occupations in France and
the US. Other works examining the French labour market include Hairault et al. (2015) and
Fontaine (2016). Hertweck and Sigrist (2015) study the German labour market and Daouli
et al. (2015) the Greek labour market during the crisis. Despite looking at worker flows from
different angles, all the papers in this exhaustive list have ignored the duality between the
private and the public sectors.

In Section 4.3, we provide evidence on the size and cyclicality of the flows between
public and private employment, unemployment and inactivity. France and the UK have
larger public sectors than either Spain or the US. Over the last business cycle, public-sector
employment was pro-cyclical in France, countercyclical in the US, and acyclical in Spain and
the UK.

In Section 4.4, we quantify how government hiring and separations have contributed
to unemployment fluctuations. We show that ignoring these flows in unemployment de-
compositions can potentially bias the relative importance of job-finding and job-separation
rates, although in our sample, this bias turned out to be small. We find a relative split of
80-20 percent of the contribution of private- and public-sector employment to fluctuations
in the unemployment rate in UK, 85-15 in France and of 90-10 percent in Spain and the US.
We performed a counterfactual analysis and show that since 2008, if governments had kept
the same hirings and separations from the previous years, unemployment rate would have
been lower, by up to 1 percentage point, in the France and the UK, but it would have been
higher in the US and Spain. In our view, this finding reflects the different macroeconomic
policies conducted by governments in response to the Great Recession, with a larger focus
on austerity policies by some European countries.

We document that jobs are safer in the public sector - aggregate job-separation rates
are lower. In Section 4.5, we further investigate this result by using a multinomial logit
model to estimate the differences in transition rates from employment to unemployment and
inactivity from the two sectors, conditional on observable characteristics. The argument
that public-sector jobs are safer is often used in policy discussions surrounding public-sector
pay. However, while there are several papers estimating the wage differentials across sectors,

there are no estimates of the value of the job-security'. We use a simple back-of-the-envelope

1Using micro level data, several papers find that, on average, the public sector pays higher wages than
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calculation to find the percentage of their wage that private-sector workers would be willing
to forgo to have the same job-separation probability as in the public sector. In our preferred
scenario, risk-neutral workers would pay 0.5 to 1.6 percent of their wage for the same job
security, which can be seen as a lower bound for the insurance value of public-sector em-
ployment. Risk-averse workers without any savings mechanism would pay 1.0 to 2.9 percent
of their wage, which can be seen as an upper bound. The value of job safety in the public
sector is equivalent to between 0.4 to 0.7 percent of total government spending in France
and between 0.2 to 0.4 percent in the UK, Spain and the US.

4.2 Preliminary concepts

4.2.1 Labour market dynamics

In order to analyse labour market dynamics, we use some fundamental equations that de-
scribe the evolution of the stock of the employed in the private and public sectors (P and
() and the stock of the unemployed U. The pool of the inactive is denoted by I. Adding
the four pools gives us the working-age population W, while the sum of employment and

unemployment corresponds to the labour force L. The unemployment rate is defined as
L

W.

Changes in private and public employment evolve according to the following equations:

U= % and the participation rate as p =

AP, = XTG4+ NPU, + NP — (APC - MY - A PD P, (4.1)
AG 11 = NP, + \VOU, + NCT, — (AP + XU 129G, (4.2)

where A\¥ is the transition probability between the pools indicated by the superscript. Sim-

ilarly, for unemployment and inactivity:

AUy = NPUP, 4+ 08V G + 2NV T — (AP 1 0VC 1AV, (4.3)
Al = MNP+ MG+ AVTU, — (AP NG U, (4.4)

The transition rate multiplied by the stock is equivalent to the total number of transitions.
For each stock, the terms with a positive sign reflect the inflows from the three remaining

pools, while the term with a negative sign corresponds to the outflows.

the private sector. Examples include: Katz and Krueger (1991) for the United States; Postel-Vinay and
Turon (2007) or Disney and Gosling (1998) for the United Kingdom; and Christofides and Michael (2013),
De Castro et al. (2013) and Giordano et al. (2011) for several European countries.
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4.2.2 Data

The information about jobs sectors (public/private), individuals’ position in the labour mar-
ket, worker flows and associated transition rates are extracted from each country’s repre-
sentative labour market survey, from which official statistics are drawn: the French Labour
Force Survey (FLFS), the UK Labour Force Survey (UKLFS), Spanish Labour Force Survey
(SLFS) and the US Current Population Survey (CPS).

Since a redesign in 2003, the FLFS is conducted quarterly. The sample of the survey is
a rotating panel composed of six waves. In each quarter, one sixth of the sample is renewed:
the “oldest” wave leaves the sample, whereas a new wave enters. The survey provides a set of
information about individuals’ characteristics, such as their education, their labour market
status (constructed according to the definitions of the International Labour Organization)
and their economic activity. The longitudinal structure of the FLFS allows us to match
observations belonging to two consecutive surveys. We compute individuals’ transitions and
aggregate them to calculate the gross worker flows and transition rates in each quarter. Due
to the structure of the database, at best, five sixths of the sample can be matched between two
consecutive surveys. Panel attrition and non-response that reduce the size of the longitudinal
sample, as well as sample fluctuations, may affect the estimation of labour market states (and
so worker flows). In order to solve these statistical problems, Shimer (2012) and Silva and
Véazquez-Grenno (2013) drop missing observations and reweight measured transitions by the
missing-at-random method. We proceed differently: each longitudinal sample is reweighted
by a method similar to the one proposed by Lundstrom and Sarndal (1999). The purpose is
to equalize, according to some leading variables (labour market states in the first quarter; age
pyramid by gender; household type; and education level), the structure of the longitudinal
sample with the known population structure in period ¢. See Fontaine (2016) for details”.

The UKLFS is a quarterly survey of households living at private addresses in the United
Kingdom. The panel samples around 60,000 households for five successive quarters. The
sample is split into five waves. Every quarter, one wave of approximately 12,000 households
leaves the survey and a new wave enters. See Gomes (2012) for more details on the survey.
Although the quarterly survey effectively starts in 1993, our baseline sample is restricted to
the period between 2003:1 and 2018:4 to allow for a more straightforward comparison with
the French survey®. The Office for National Statistics already provides the census population

longitudinal weights, which we use to construct the flows series.

2As Lundstrém and Sérndal (1999) demonstrate, this procedure can reduce sample fluctuations and the
non-response bias and has been adopted by the French National Institute of Statistics and Economic Studies
to correct non-response bias and sample fluctuations in the FLFS.

3Furthermore, the current ONS files exclude the April-Sept dataset for 2001 and the Autumn-Winter for
1996. The full sample is available in the dataset that accompanies the paper.
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Like its French counterpart, the SLFS is a quarterly representative survey in which
the sample is divided into six waves. The SLFS samples about 65,000 households, which is
equivalent to around 180,000 individuals. See Silva and Toledo (2009) for more details on
the survey. Although the quarterly survey starts in 1999, for the main results we restrict
our sample to the period between 2005:1 and 2018:4. The reason is that, before 2005, the
Spanish Statistical Office implemented a significant methodological change regarding both
the questionnaire and the data collection. As a consequence, it is not possible to link the time
series of labour market transitions with the two different methodologies. As no longitudinal
weights are provided, we follow the same procedure as the French survey to recalculate them.

For comparison with the rest of the literature, we provide evidence for the US, based
on the CPS. The CPS surveys households for four consecutive months, omits them for eight
months and then interviews them again for another four months. See Shimer (2012) for a
description of the survey. In contrast to the European surveys, the CPS allows the researcher
to compute the transition probabilities in the labour market at a monthly frequency. We
extend the Shimer (2012) code, publicly available on his webpage. To avoid the breaks in the
survey that are recurrent until 1995, we start our sample in 1996, but for comparison with

the European countries, we report the results for the 2003-2018 period in the main text.

4.2.3 Definition of public jobs

In our view, the defining characteristic of the public-sector is that its goods or services are not
sold, but are provided directly to the population. It uses the power of taxation to finance the
production of public goods, rival or non-rival, and governmental services. There are two main
government decisions that affect its employment level. First, governments decide the scope
of the public sector - which goods and services they want to provide. Second, they decide
whether to supply them directly by hiring workers - in-house production - or by outsourcing
it to private sector firms. These decisions are usually the outcome of a political process and
vary drastically across countries. As a consequence, the extent of the operation of the public
sector in different industries varies. It is important to bear in mind that, in this paper,
we do not focus on particular industries, i.e. public administration, but the entire sphere of
public-sector employment, even if it involves different weights on particular industries. Given
this conceptual view, we exclude from our definition of public-sector employment, public
enterprises, or state-owned enterprises, that provide various private goods and services for
sale and usually operate on a commercial basis.

The distinction between public- and private-sector jobs is based on a self-reported vari-

able, which is in accordance with how official statistics are drawn. During the survey, the
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interviewer asks the individual to classify his employer. In the UK, we include the follow-
ing categories in our definition of public-sector employment : i) Central Government, Civil
Service; ii) Local government or council (incl. police, fire services and local authority con-
trolled schools or colleges); iii) University or other grant-funded educational establishment;
iv) Health authority or NHS trust; and v) Armed forces. We exclude from our definition
every private organization, as well as: i) Public company; ii) Nationalised industry or state
corporation; iii) Charity, voluntary organisation or trust; and iv) other organisation. A sim-
ilar definition is used for France*. For Spain, the survey asks directly whether respondents
work for the public or the private sector. For the United States, the definition of public
sector is working for the government (federal, state or local government)®.

The shortcoming of a such declarative variable is that it could be subject to misclassifi-
cation of the sector of work. Misreporting of the sector is not a serious problem in computing
the overall stock of public and private sector employment, but it might overstate the tran-
sitions from public to private sector (and vice versa). Given that, for the unemployment
decomposition in Section 4.4, we compute a time-aggregation bias correction; the overstat-
ing of flows between the two sectors can introduce noise or bias in all transition rates. A
similar problem exists for the flows in between unemployment and inactivity and was ad-
dressed by Elsby et al. (2015a). To solve this problem, we check whether the transitions
between the sectors are spurious by controlling for the tenure of jobs. We validate a direct
transition between the two sectors only when the respondent states that he has been working
for the same employer for less than three months. Bradley et al. (2017) use a similar method.
Unfortunately, the CPS does not report the tenure on the job, so we cannot apply the same
adjustment for spurious transitions for the United States. We use a different approach similar
to Elsby et al. (2015a). We calculate the three-period transitions and calculate and remove
the fraction of moves between one sector and the other that revert to the initial sector on the
following month (remove the P-G-P from P-G flows, and the G-P-G out of the G-P flows).

The percentage of flows between public and private sector that are consider spurious
varies across countries. In the US, France, the UK and Spain, 17, 32, 55 and 87 percent
of the flows, respectively are spurious. Although the number for the Spain looks high, one
should put it in perspective. The error is relatively large, partly because the number of

transitions is very small. If we measure them relative to total employment, this high number

4We include: i) Etat; ii) Collectivités territoriales; iii) Hopitaux publics; and iv) Sécurité sociale. We
exclude: i) Particulier; ii) Entreprise publique; and iii) Entreprise privée.

®Defining the sphere of the public sector is hard and we opted for a conservative definition. Both the
UK and the US surveys distinguish the “not-for-profit” private employment. This employment, which is
non-negligible - 6 percent in the US and 4 percent in the UK - is attached to the private sector despite
having different features. Publicly owned firm that represent 5.7, 2.6 and 0.9 percent of employment in
France, the UK and Spain is also attached to the private sector.
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in Spain could be explained if 0.6 percent of the employees make a mistake in reporting their

sector. Still, one should be cautious about the quality of the Spanish data.

4.3 Worker gross flows

4.3.1 Average gross flows

Figure 4.1 summarizes the average quarterly (monthly) worker flows over the 2003-2018
period for the three European countries (United States). It reports the stocks of workers in
thousands (t) and as a percentage of the working-age population (p), as well as the number
of people that change status every quarter (month) as a percentage of the working-age
population (p) and as a transition probability or hazard rate (h). We restrict our analysis to
the working-age population (16 to 64 years old). The public sector employs 17.0 percent of
the working-age population in the UK, 13.7 percent in France, 12.0 percent in the US and 7.8
percent in Spain. It represents 23, 21, 16 and 16 percent of total employment, respectively.

The main difference between the two sectors is their turnover. Labour turnover, be-
tween employment and non-employment, is lower in the public sector. In each quarter in
the UK and France, flows in and out of private-sector employment represent around eight
percent of its stock, while for the public sector, they are around 4.5 percent of its stock. In
the United States, monthly turnover represents seven percent in the private sector and 4.6
percent in the public. In Spain, the turnover is larger, with 15.4 percent in the private sector
and 9.3 percent in the public sector.

Fewer people separate from the public sector. The probability of moving from employ-
ment to unemployment is more than two times higher if working in the private sector in
the four countries. It is almost three times in the UK, where the probability is 1.47 percent
in the private sector and only 0.52 in the public sector. In all countries, the probability of
moving from employment to inactivity is around 30 percent higher in the private relative to
the public sector. Fewer separations imply that there are fewer hires. In the three European
countries, while roughly 20 percent of the unemployed find a job in the private sector each
quarter, only two to three percent find one in the public sector. In the United States, each
month, 20.73 percent of the unemployed find a job in the private sector, while only 1.88
percent find a public-sector job.

When leaving public-sector jobs to non-employment, workers are more likely to with-
draw from the labour force. In France, 67 percent of out flows from the public sector (to
nonemployment) are directed to non-participation. The corresponding statistic for the pri-

vate sector amounts to 51 percent. The finding is stronger in the UK and the US, where
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Figure 4.1: Average
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Note: the worker stocks and flows are expressed as total number of people in thousands (t), as a percentage
of the working-age population (p) or as a hazard rate (h). Data extracted from the French, UK and Spanish
Labour Force Survey, and the CPS. * For the US, flows between private and public employment were adjusted
with a different methodology.

more than 72 percent of public-sector separations are to inactivity, but weaker in Spain, at
52 percent. Likewise, returns to public jobs from non-participation are also more frequent.
In France and the UK, more than 50 percent of new hires in the public sector come from
inactivity, whereas in the private sector, that number is less than 50 percent. In Section 4.5,

we use a multinomial logit model to re-evaluate these differences in separation probabilities
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between sectors, controlling for observable characteristics.

There are few direct transitions between employment in the two sectors. Each quarter
in the France and Spain, only 0.12 percent of private-sector workers switch sector without a
measured spell of unemployment. This represents less than 15 percent of all inflows into the
public sector. In the UK and US these flows seem more important. In each quarter, 31 and
38 percent of the new hires in the public sector come directly from private employment®.
Understanding the importance of the direct transitions across the two sectors has implications
for the theoretical literature on the effects of public-sector employment. While Bradley et al.
(2017) model the direct transitions across the two sectors, most of the literature - including
Gomes (2018) or Albrecht et al. (2019) - ignores these. We find that, although transitions
between the two sectors are not negligible, most of the in ow into public-sector employment
comes from non-employment. These results are also consistent with the view, described
in Chassamboulli et al. (2018), that Spain and French public sectors are more segmented,
requiring competitive entry exams, which is not the case for the majority of public-sector
jobs in the UK and US.

The industries having the highest share of public-sector employment vary by country.
In France and the UK (see Table 4.4 in Appendix A) public-sector employment represents
85-90 percent of total employment in “Public administration and defence”. With around 75-
80 percent of public-sector employment, “Education” is the sector with the second-highest
fraction of public-sector employment. “Health and social work” has also a very high number
of public-sector workers, but they represent only 55 percent of the total workers in the
industry in the UK and 36 percent in France. Other industries where the public sector
is relevant include “Water supply, sewerage, waste”, “Arts, entertainment and recreation”
and “Extraterritorial organizations”. In the SLFS, the industries “Public Administration,
education and health activities” are not disaggregated, but within this group, 73 percent
of employment is in the public sector. In the US, the public sector accounts for all of the
employment in the industries of Public administration” and “Armed forces” but only 35

percent of employment in “Educational and health services”.

6For the US, we have calculated the job-finding rate to public and private sector conditional on previous
status. These rates, shown in Appendix E, support the conclusion that the choice of sector is persistent, even
after an unemployment spell. The unconditional job-finding rate in the public sector is only 1.8 percent,
but conditional of being in the public sector in the month preceding unemployment it is close to 30 percent.
Curiously, the job-finding rate conditional on being previously employed in the private is 1.4 percent, roughly
equal to the rates conditional of previously being unemployed or inactive. For the private sector, again we
see the attachment of workers with a conditional job-finding rate of more than 40 percent. Being previously
employed in the public sector does not raise the job-finding rate in the private sector relative to the ones
that were unemployed or inactive (with job-finding rates of around 16 percent).
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4.3.2 Disaggregated worker flows

The tables in Appendix C show the average stock and flows of different subgroups of work-
ers, disaggregated by gender, education and age. Public-sector employment is particularly
relevant for women. On average, 16.5 and 22.2 percent of all women are working in the
public sector in France and in the UK, respectively. However, given than women’s labour
market participation is lower than men’s, public-sector employment corresponds to 27 and
33 percent of total employment for women in the two countries, roughly double than for
men. For Spain and the US, the gender differences are smaller. The Spanish and US public
sectors hire 19 percent of all working women, and only 12 percent of all working men. In
the four countries, the probability of a woman finding a job in the public sector is twice as
high as for men.

Job-finding rates are increasing and job-separation rates are decreasing in education in
both sectors. In France, the fraction of the job-finding rate accounted for by the public sector
increases from ten percent for primary-educated workers to 13 percent for college graduates.
In the other countries, the differences are larger. This fraction increases from seven to 22
percent in the UK, from eight to 17 percent in Spain and from two to 16 percent in the US.
In the US, the public sector does not play any role in the labour market for primary-educated
workers, but it accounts for one fifth of all new hires of college graduates.

The public sector hires few young workers. Out of all employed workers aged 16 to 29,
the public sector accounts for only 16 percent in France and the UK, about eight percent
in Spain and 10 percent the US. In France and the UK, most public-sector employment
is concentrated on prime-age workers. The French and UK’s public sectors employ 17.6
and 20.9 percent, respectively, of all workers aged 39-49. However, as a fraction of total
employment, the public sector is more significant for older workers (age 50-64), accounting
for 24 and 27 percent of their employment. This means that, in the private sector, older
workers leave the labour force at a faster pace. This age profile is even stronger in Spain and
the US, where the public sector employs around 15 percent of prime-age employed workers

and 22 percent of older employed workers.

4.3.3 Evolution of labour market stocks and flows

Figure 4.2 displays the evolution of the public and private employment rates and the unem-
ployment rate, while Figure 4.3 shows the transition probabilities between unemployment
and employment in both sectors. All the gross worker series were previously seasonally
adjusted. The graphs with the remaining transition probabilities are shown in Appendix A.

Our sample covers the period of the Great Recession. In France, from 2003 until 2008,
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the unemployment rate fell to seven percent. After that, it increased regularly until it peaked
at the end of 2015. In the UK, prior to the Great Recession, the unemployment rate was
stable at five percent. In 2008, it increased sharply, hit its peak in 2012 at 8.5 percent and
has fallen since. In Spain, the unemployment rate increased from less than ten percent before
2008 to 25 percent in 2013. In the US, the unemployment rate increased sharply between
2008 and 2010, but then began to decline, reaching pre-crisis levels by the end of the sample.

Figure 4.2: Labour market stock
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One can observe that the size of the public sector diminished in all countries in the last
years of the sample, apart from Spain. In France, starting in 2008, it decreased by 300,000
workers - 1 percentage point of the working-age population. This means that the government

did not carry a countercyclical policy. On the contrary, in the UK, the government initially
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increased the number of public-sector workers between 2008 and 2010, by 1 percentage point
of the working-age population. The fact that there was no increase in job-finding rate nor
a visible decrease in job-separation rate is because the change was in large the consequence
of a sharp fall in the direct flows to private employment. The reduction of public-sector
employment started only after 2010, with a decline equivalent to two percentage points of
the working-age population - equivalent to half a million workers. This sharp reduction
in public-sector employment since 2010 was achieved mainly with increases in outflows.
Compared to the first half of the sample, there were five thousand more workers that moved
to unemployment and 7.5 thousand more that move to inactivity from public employment

in each quarter.

Figure 4.3: Transition rates between employment and unemployment
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In Spain, from its peak in 2011, public employment fell by 400,000 workers in less than
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three years (1 percent of the working-age population), recovering almost entirely by the end
of the sample period. The job-separation rate to unemployment increased from 1.5 percent
in the beginning of the sample and reached 3.5 percent in 2011. Also, the job-finding rate
in the public sector fell from 3.5 percent at the beginning of the sample to 1.5 percent at
the end. In the US, public-sector employment declined as a fraction of the working-age
population between 2008 and 2018.

4.3.4 Cyclicality of worker flows

To have a more precise measure of the cyclicality of the hazard rate, we run an ordinary least
squares regression of the log of each transition rate on a linear trend and the unemployment
rate. This follows Baker (1992), who undertakes a similar procedure to analyse the cyclical
movements of unemployment duration. The results are shown in Table 4.17. The table also
shows the cyclicality of several measures of the public-sector employment stock. We consider
the largest sample available for the four countries.

The regression of different measures of stocks of public-sector employment confirms the
differences in cyclicality across the four countries, over the last recession. When we measure
public-sector employment in levels (logs) or as a fraction of the working-age population,
it is procyclical in France, countercyclical in the US and acyclical in Spain and the UK.
Naturally, when we measure it as a fraction of total employment or private employment, as
the denominator is very procylical, it makes the ratio more countercyclical.

The hazard rates into and out of public-sector employment are very cyclical, with signs
similar to those of its private sector counterparts. The separation rates from employment
in both the public and private sectors to unemployment are strongly countercyclical, while
the job-finding rates are strongly procyclical. There is, however, a substantial asymmetry
between the coefficients. For example, the separation rate to unemployment from the public
sector is more cyclical than from the private sector in France and UK, but not in Spain or
the US. The hazard rates between the two sectors are also strongly procyclical, except in the
US. In expansions, there are more direct transitions between the two sectors. These might
justify some of the asymmetry between the cyclicality of public-sector employment across
countries. The other explanation might be the cyclicality of flows between employment
and inactivity. In the US, the hazard rate goes down in recessions, but not in France. In
the UK and Spain the procyclicality of separation rate to inactivity is only present in the

private sector. In all countries, in flows into employment from inactivity (public or private)

"Appendix A contains similar table with the results with the gross flows as a fraction of the working-age
population.
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Table 4.1: Cyclical variation of public sector employment stock and hazard rates

France UK Spain UsSs
Stock of public-sector employment
log G -0.015** (-4.22) 0.005 (—=1.27)  0.000  (0.00) 0 .008** (7.17)
% -0.195** (-4.86) -0.006 (-1.30) -0.007  (—1.19) 0.021* (2.26)
ﬁGG -0.115*  (-2.02) 0.167*  (2.13) 0.148** (12.72) 0 .238"* (20.42)
% -0.185*  (-2.03) 0.287*  (2.15) 0.210* (12.62) 0 .338"* (20.41)
Hazard rates
P—-U 0.046™* (2.99) 0.077  (10.09) 0.038** (10.33) 0 .072** (23.65)
G—-U 0.082* (2.30) 0.120**  (8.82) 0.033** (10.02) 0 .066** (9.88)
P—1I 0.016  (1.46) -0.020**  (-4.32) -0.016* (—12.72) -0.026™* (—12.06)
G—1 0.032  (1.45) 0.004 (0.54) -0.003  (1.12) -0.018* (—4.57)
U—P -0.067* (-6.21) -0.0072** (-17.14)  -0.045** (—31.03) -0.108** (—48.07)
U—G -0.041  (-1.44) -0.142**  (-11.02)  -0.049** (—15.87) -0.109** (—16.14)
I—P -0.036™* (-3.11) -0.043**  (-6.48) -0.036™* (—20.82) -0.051*" (23.94)
I1-G -0.056*  (2.16) -0.056™*  (-5.76) 0.010** (—2.45) -0.030** (—6.51)
U—1 0.011  (0.58) -0.063*  (-15.99) -0.035** (—22.53) -0.044** (21.50)
I1-U 0.155** (6.34) 0.080**  (22.22) 0.029** (16.93) 0 .096™* (47.41)
P—-G -0.150** (-3.50) -0.109**  (-9.76) -0.064** (—8.40) -0.007  (—1.34)
G—P -0.171* (-2.88) -0.052**  (-3.37) -0.040** (—7.06) 0.010 (—1.64)

Note: the cyclicality of the hazard rates is the coefficient on unemployment rate in a regression of the series in
logs on a time trend and the unemployment rate. The cyclicality of the stock is the coefficient on unemployment
rate in a regression of the indicated measure on a time trend and the unemployment rate. T-statistics are
in brackets.** denotes significant at 1% and * significant at 5%. The sample is: France (between 2003:1
and 2017:4, 59 observations), UK (between 1994:4 and 2018:4, 97 observations), Spain (between 2005:1 and
2018:4, 56 observations), US (between 1996:1 and 2018:12, 276 observations).

are moderately procyclical. We now analyse in more detail the importance of inflows and

outflows into public-sector employment for unemployment fluctuations.

4.4 The role of the public sector in driving unemploy-

ment

4.4.1 Why does the public sector matter?

To understand the effects of ignoring the public sector when decomposing unemployment
fluctuations, consider the following example of an economy with a public sector that has
extremely low turnover. By this, we mean a separation rate \“V very close to zero, as well
as the hiring rate A\Y. There are also no movements between public and private sector.
This scenario translates into a public sector with fixed size G, unresponsive to the economic

cycle. If one were to do a standard two-state decomposition, between total employment (FE)
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and (U), the measured job-finding and job-separation rates would be:

/\UE:)\UP
EU: NPU7 _ )\UPi
P+G 14+¢

where NV is the total number private sector workers that lost their jobs. We get the
second equality by dividing both the numerator and denominator by P. Notice that the
presence of the public sector would not affect the job-finding rate, but it would reduce the
job-separation rate by a factor of (1+ g) This can be seen clearly in Figure 4.3 - the overall
job-finding rate is the sum of the job-finding rates in the two sectors, but the job-separation
rate is a weighted average of the sectoral job-separation rates. The main problem for the
unemployment decomposition is that, in a scenario with fixed public-sector employment,
the ratio % will have a cyclical pattern. Consider a recession driven simultaneously by a
decrease in job-finding and an increase in job-separation from the private sector. As % goes
up, APV

underestimate the true contribution of separations.

would go up by less than the separation rate in the private sector, so one would

The role of the public sector is more complex than this example shows because, in
reality, its employment has a cyclical pattern. As we have seen, it can be procyclical as in
France, countercyclical as in the US, or acyclical, as in Spain and the UK. Furthermore,
whether this cyclicality happens because the government increases or decreases hirings in
recessions or because there are fewer or more separations, could either reinforce or mitigate

this bias in the unemployment decomposition.

4.4.2 Unemployment decompositions

The starting point for all unemployment decompositions is the equation of the steady-state
unemployment u;*. With four states, the equilibrium unemployment is a function of all 12
transition probabilities. See Appendix B for the exact formula and the comparison between
equilibrium and actual unemployment in the four countries. We perform two decomposi-
tion methods, one based on Shimer (2012) and the other on Fujita and Ramey (2009). In
this section, all the transition probabilities were previously corrected for time-aggregation
bias using the methodology applied by Shimer (2012). Other exercises, such as alternative
variables, no detrending, 3-states decomposition, and a non-steady-state decomposition, are
shown in Appendix B.

Table 2 displays the importance of each transition probability for the four countries
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and the two methodologies. The bottom part of the table provides the relative split of the
contribution of different rates to fluctuations in the unemployment rate. Out of the total
contribution of flows in and out of employment, 20 percent are attributed to the public sector
in the UK, 15 percent in France, while only ten percent in Spain and the US. Out of these,
the inflows to public employment are more important than the outflows, with a relative split
of around 70-30.

Table 4.2: 4-states unemployment decompositions

Shimer Fujita & Ramey
France UK Spain US France UK Spain US

P—-U 024 0.24 0.23 0.22 0.25 0.22 0.21 0.22
G—-U 0.03 0.04 0.03 0.02 0.04 0.04 0.02 0.02
P—1I -0.02  -0.02 -0.04 -0.03 -0.02 -0.02 -0.04 -0.02
G—1 0.00 0.01  -0.00 -0.00 0.00 0.01 0.00  -0.00
U—P 039 0.32 0.47  0.38 0.40 0.30 0.47  0.39
U—-G 0.06 0.09 0.08 0.0 0.06 0.08 0.08 0.04
I—-P 0.08 0.10 0.08 0.07 0.08 0.10 0.08 0.06
I1—-G 0.02 0.03 -0.00 0.01 0.02 0.03 -0.00 0.02
I1—-U 0.14 0.08 0.05 0.13 0.14 0.07  0.04 0.12
U—1 0.06 0.10 0.11 0.13 0.06 0.10 0.100 .13

P—G 0.02 0.02 0.00  -0.00 0.02 0.01 0.00  -0.00
G—-U -0.01 -0.01 -0.00 0.00 -0.01  -0.01 -0.00 0.00

Relative contribution (sum to 100)
Private employment vs. Public employment

86-14  79-21 88-12 919 8515 80-20 88-12 90-10
Public job-finding rate vs. Public job-separation rate

63-37  67-33 75-25 64-36 60-40 67-33 76-24 69-31
Private job-finding rate vs. Private job-separation rate

62-38 57-43 67-33 63-37 62-38 5842 69-31 64-36
Job-finding rate vs. Job-separation rate [3-states]

62-38 61-39 67-33 66-34 61-39 62-38 70-30 66-34

Note: the gross flows series are previously seasonally adjusted using the X183 Census pro-
gramme and the transition probabilities are corrected for time-aggregation bias using the
methodology applied by Shimer (2012). The series are then detrended with an HP filter
with smoothing parameter of 100000. Number in the top half panel of the table reports the
variance contributions of transition rates to changes in steady-state unemployment. For in-
stance, the first number of column 2 reads as follows: private job separation rate accounts
for 24% of the variations in French steady-state unemployment.

Consistent with the literature, private sector job-finding rate is more important than
its job-separation rate, with a rough 60-40 split. In Appendix B, we show the usual three-

state decomposition. Given the cyclicality of the stocks and transition probabilities in this
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sample, accounting for the public sector barely changes the relative importance of job-finding
and job-separation rates in France, but it matters marginally for the UK, Spain and the US,
where the ratio of public to private employment is more strongly countercyclical.

As in Elsby et al. (2011) or Hertweck and Sigrist (2015), we perform the unemployment
decomposition for different sub-groups of the population, based on gender, age and education.
We show the complete tables in Appendix C. In general, the contribution of the public sector
to fluctuations in unemployment is proportional to its size. In France and the UK, the
transition rate in and out of public-sector employment contributes to around 25 percent of
women’s unemployment, compared to less than ten percent of the male unemployment rate.
In the European countries, the public sector accounts for a larger fraction of fluctuations in
the unemployment rate of prime-age workers, with 29, 20 and 11 percent for France, UK and
Spain. Finally, the public sector accounts for more than 20 to 30 percent of the fluctuation

in the unemployment rate of college graduates in the three European countries.

4.4.3 Unemployment during the Great Recession: a counterfac-

tual

While the previous sub-section is based on an analysis of the transition rates, we now perform
an alternative analysis based on the level of worker gross flows. From the first quarter of
2008, we calculate what the unemployment rate would have been if the number of people
hired and separated from the public sector had been equal to the average of the sample until
2007. We assume that the number of people that transited between the other three states
(private-sector employment, unemployment and inactivity) are equal to the actual ones.
Figure 4.4 shows the actual and counterfactual unemployment rates. In France, from
2010 onwards, the unemployment rate would have been 1.1 percentage points lower if the
hirings and separations in the public sector had been kept constant. In the UK, since 2012,
the unemployment rate would have fallen faster if the government had not reduced public-
sector employment. The difference is 0.9 percentage points. Spain and the US have the
opposite pattern. By the end of the sample, the unemployment rate would have been higher
without a change in policy, by 1.3 percentage points in Spain and 0.8 in the US. While
the government employment component of American Recovery and Reinvestment Act of
2009 contributed to reduce unemployment, the government employment component of the

austerity policies followed by France and UK generated higher unemployment.
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Figure 4.4: Counterfactual unemployment rate
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4.5 How safe are public-sector jobs?

The argument that public-sector jobs are safer is often used in policy discussions over public-
sector wages. According to Gomes (2015b), the optimal design of the public-sector wage
schedule should take job security into account. Safer jobs raise a job’s expected duration
of a job and reduce the expected time spent in unemployment. Thus, the government
should offer lower wages in order to keep the value of a public-sector job in line with that
of the private-sector job. Hence, the estimation of the differences in job-loss probabilities
between the two sectors is extremely relevant from a policy perspective, but to the best of
our knowledge, there are no available estimates of value of the job safety that government

provides.
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4.5.1 Conditional job-separation rates

The evidence on the average gross flows provided in Section 4.5 suggests that jobs in the
public sector are indeed safer than those in the private sector®. However, we also documented
a significant amount of heterogeneity along gender, education and age, so the lower aggregate
job-separation rates might be due, in part, to composition effects. In this section, using
a multinomial logit model, we estimate the probabilities of transiting out of employment
conditional on observable characteristics. Conditional on being employed, a worker can keep
his job, become unemployed or become inactive. We consider staying employed as the base

outcome and compute the probabilities of becoming unemployed or inactive as:

U _ exp(ziPu)
Al = 1+ exp(z;fy) + exp(z;8T) (45)
I exp(ziPr) (4.6)

A = 1+ exp(x;fu) + exp(z;B)

where x; includes, as control variables, dummies for education, region, gender, occupation
and age. It also includes year dummies and year dummies interacted with being previously
employed in the public sector. Using the estimates, we are able to compute the evolution
of the predicted transition probabilities in both sectors over time, for an employee with the
average characteristics in the economy. Figure 4.5 shows the predicted probability of moving
to unemployment.

There are still large differences in the probability of moving to unemployment in the
two sectors, even controlling for observable characteristics. However, they are smaller than
the difference in unconditional separation rates, suggesting that a significant part is due to
composition effects. These differences are particularly large in France and the UK, where
the job-separation rates are twice as high in the private sector. The differences are smaller
in the United States, where the probability of moving to unemployment is 36 percent higher
in the private sector, and even smaller in Spain, where it is only 15 percent higher. In all
countries, job-separation rates in the private sector increased in the first years of the crisis.

However, they also increased in the public sector, but in later years, thus reducing the gap

8We associate the lower job-separation rate to safer jobs. The difference between the job-separation rates
in the two sectors might not only reflect on differences in job-riskiness, but could also encompass differences
in quit rates. For instance, if public-sector wages are higher relative to the private sector, quit rates might
be lower. The UK Labour Force has a question differentiating between involuntary separations, quits and
other voluntary separations. We have computed the shares of job-separation flows into these groups for
private and public employment. The fraction of involuntary job-separations out of the total is similar across
public and private sector, around the 50 percent found in Gomes (2012), meaning that both involuntary and
voluntary separations are lower in the public sector by the same proportion.
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Figure 4.5: Transition probability from employment to unemployment, by sector
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Note: Based on estimation of equations 5 and 6 using a multinomial logit. For France, there were 1,884,703
observations and a pseudo R-squared of 0.090. For the UK, there were 1,678,331 observations and a pseudo
R-squared of 0.130. For Spain, there were 2,522,803 observations and a pseudo R-squared of 0.094. For the
US, there were 7,571,635 observations and a pseudo R-squared of 0.070. For France, the UK and Spain, the
transition rate was quarterly, while in the US, it was monthly. We used as controls regional, gender, age,
education and occupation dummy variables. The predicted probability is calculated based on an individual
with the average characteristics of the employed population. The sample covers 2003-2018 for UK and US,
2005-2018 for Spain and 2003-2017 for France. The dashes lines report the 95 percent confidence interval
on the prediction.

with the private sector by the end of the sample. In Appendix D, we show the predicted
probabilities of moving to inactivity, but for the transition to inactivity difference between
the two sectors is small in all countries - between 10 to 16 percent higher - and, in general,

the confidence intervals overlap.
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4.5.2 The value of safety in the public sector: a back-of-the-
envelope calculation
What do these differences represent? We use a metric to perform a back-of-the-envelope

calculation, based on the Bellman equation of employment and unemployment, stipulated

by search models in continuous time:

Ve = i”l__; SV — VY (4.7)
= GO pye v (4.9

where the V¢ and V* are the value of employment or unemployment, w the wage rate, z the
flow value of unemployment expressed as a replacement rate of the wage, f the job-finding
rate, 0 the job separation rate, o the degree of risk aversion and r the discount rate. Using
these two equations, we can calculate the value of a lower job-separation rate. The exercise
is to calculate what fraction of their wage private-sector workers would be willing to give up
to have the same job-separation rate as public-sector workers.

We consider two cases. In the first case, workers are risk-neutral (¢ = 0), meaning that
the value from job security comes only from spending a smaller fraction of time unemployed.
This provides a lower bound on the value of job security. In the second case, we consider
risk-averse workers (o = 2) with no method of savings, which we interpret as an upper
bound.

Using the two equations, we calculate V¢ and V* and substitute back in equation 4.7 in
order to get the value of employment as a function of wage, separation rate, job-finding rate,
unemployment replacement rate, risk aversion and interest rate. For two different separation

rates, 0' and 62, the ratio of wages that equate the value of employment is given by:

w?  [(r+ 0%+ f)+ (r+ 0 x 2170 4 )] T

R 4.9
w! (r+6t+f)+(r+062xzt=24f) (4.9)

which, under risk neutrality, collapses to:
w _ (r+ 0+ f)+(r+d x 2+ f) (4.10)

wt o (r+t+ f)+(r+02 x 2+ f)

The ratio of the two wages depends on the value of unemployment - in particular,
how bad it is relative to employment replacement rate) and how persistent it is (job-finding

rate). Notice that when the replacement rate is 1, the four terms cancel out, meaning that
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workers would not be willing to sacrifice any wage for a lower job-separation rate. Naturally,
if the flow value on unemployment is exactly the same as the value of working, differences
in job-separation rates do not matter.

For the back-of-the-envelope calculation, we have five scenarios for the value of un-
employment, created with different values for the replacement rate (z = 0.3, z = 0.5 and
z = 0.7) and for the job-finding rate (the mean, minimum and maximum of the sample
for each country). The results are in the Table 4.3, using the average conditional rates in

Figure 4.5. The lower bound of the value of job security varies between 0.1 and 2.5 percent

Table 4.3: Back-of-the-envelope calculation on public-sector job-security premium

Scenario for value of unemployment Government budget

Very low Low Medium High Very high (medium scenario)

2=0.3 2=0.3 2=10.5 z2=0.7 2=0.7 Millions % of GDP % of Gov

f=min f=mean [f=mean [f=mean [=mazx Spending
Lower bound: risk neutrality (o = 0)
France 2.5% 2.2% 1.6% 0.9% 0.8% 4422 (€) 0.20 0.39
UK 1.5% 1.2% 0.8% 0.5% 0.4% 1430 (£) 0.08 0.19
Spain 1.3% 0.9% 0.6% 0.4% 0.2% 716 (€) 0.07 0.16
Us 1.4% 0.8% 0.5% 0.2% 0.1% 9963 (%) 0.05 0.16
Upper bound: risk neutrality (¢ = 2) and no insurance
France 6.9% 6.3% 2.9% 1.3% 1.1% 8241 (€) 0.38 0.72
UK 4.5% 3.5% 1.6% 0.7% 0.6% 2741 (£) 0.15 0.37
Spain 2.8% 2.1% 1.0% 0.5% 0.3% 1241 (€) 0.11 0.28
US 3.7% 2.2% 1.0% 0.3% 0.2% 18854 ($) 0.10 0.30

Note: The first five columns of table report the fraction of the wage that a private-sector worker is willing to forgo to
have the same conditional job-separation rate as a public-sector worker in each country, depending on the replacement
rate and job-finding rate. The discount rate r is set to 0.005 for France, the UK and Spain and to 0.0017 for the US.
We calculate the budgetary value of job-security based on 2015 data on wage compensation of government workers,
GDP and total government spending provided by AMECO and FRED datasets.

of the wage for this range of realistic scenarios across the four countries, and the upper
bound varies between 0.2 and 6.9 percent of the wage. For the medium scenario for the
value of unemployment, workers would value this job security between 1.6 and 2.9 percent
for France, 0.8 to 1.6 percent for the UK and 0.5 to 1.0 percent for Spain and the US. We
redo the exercise using the unconditional job-separation rates in Figure 4.1, as well for the
different education levels, and show them in Appendix DY.

To have an alternative metric, we get national accounts data from AMECO and FRED

datasets on “Compensation of employees: general government” for 2015. The compensation

9Using the unconditional rates, the job-security premium is roughly double from the baseline numbers.
In France, the UK and the US, workers with less education are willing to pay more for the job safety of
the public sector. On the other hand, the Spanish public sector has a lower separation rate for only college
graduates.
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to government employees represents, respectively, 12.8, 9.1, 11,1 and 10.3 percent of GDP
in France, the UK, Spain and the US. The numbers from national accounts will bias the
size of the public-sector wage bill downward, because they only account for a subset of the
total number of public-sector workers. Using the medium value of unemployment scenario
and risk neutrality, the value of a lower job-separation rate is equivalent to between 0.05 to
0.2 percent of GDP, or, alternatively, 0.16 to 0.4 percent of total government spending. The
upper bound is roughly double: between 0.10 to 0.37 percent of GDP or 0.3 to 0.72 percent
of total government spending.

This exercise provides only an interval for the value of job-security in the public sector,
as we are considering two extreme scenarios. In the lower bound, with risk-neutral workers,
the value arises from differences in expected duration of the match. In the upper bound, we
do not allow any self-insurance mechanism. A more precise answer would require considering
several insurances mechanisms, but that would require a more complicated framework. We

leave such calculations for future work.

4.6 Conclusion

The objective of this paper was to establish a number of key facts about public- and private
sector labour market flows. It provides a picture of a wide range of information about worker
gross flows from different angles, improving our understanding of the workings of these two

labour markets. The main findings of this paper can be summarised as follows:

e In France and the UK, the public sector represents 21 and 23 percent of total em-
ployment, respectively. Spain and the US have smaller public sectors, representing 16

percent of total employment.
e There is 30 to 50 percent less turnover in the public sector relative to the private sector.

e In each quarter (month in the US), the probability of a worker losing his job is 2-3

times higher in the private sector. Part of the difference is due to composition effects.

e In each quarter (month in the US), an unemployed worker has a 20 percent probability
of finding a job in the private sector and only a two to three percent chance of finding

a public-sector job.

e There are few direct transitions between the public and private sectors: 60 to 85 percent

of the new hires in the public sector come from non-employment.
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e The French and UK public sectors accounts for around 30 percent of total employment
of women. The Spanish and US public sectors account for 20 percent. In all countries,

the probability of women finding a job in the public sector is twice as high as for men.

e Public sectors hire predominantly college graduates, accounting for between 20 and 40
percent of their employment. The public sector is not relevant for workers with only a

primary education.

e The public sector represents a larger fraction of employment of older workers, account-
ing for 25 percent of their employment in France and the UK and 22 in Spain and the

US. The public sector hires few young workers.

e Public-sector employment has been countercyclical in the US, procyclical in France

and acyclical in Spain and the UK.

e Public-sector employment explains 20 percent of the fluctuations in the unemployment

rate in the UK, 15 percent in France and ten percent in Spain and the US.

e Public-sector employment explains a larger fraction of the fluctuations in unemploy-

ment rate of women, college graduates and older workers.

e Public-sector employment policies contributed to higher unemployment rate in France
and UK between 2010 and 2015, by 1.1 and 0.9 respectively. On the other hand, they
contributed to lower unemployment rate in Spain and US by 1.3 and 0.8 percentage

points.

e Private-sector workers would be willing to forgo 0.5 to 2.9 percent of their wage to

have the same job security as in the public sector.

This paper is starting point of a larger research agenda to study the effects of public
sector employment using structural models, focussing on the heterogeneity across education
(Chassamboulli et al. (2018)), gender (Gomes and Kuehn (2019)) and age (Gomes et al.
(2020)).
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4.7 Appendix
Appendix A. Extra material: Section 4.3

Table 4.4: Most representative public sector industries, thousands

France United Kingdom

Industry Private sector Public sector Private sector Public sector
E Water supply, sewerage, waste 155 4 (18%) 166 2 (20%)
O Public administration and defence 275 2220 (89%) 282 1585 (85%)
P Education 423 1471 (78%) 739 2363 (76%)
Q Health and social work 2291 1299 (36%) 1691 2035 (55%)
R Arts, entertainment and recreation 308 4 (19%) 571 142 (20%)
U Extraterritorial organisations 12 8 (67%) 20 3 (52%)

Note: For the UK, it is the average number of workers between 2009 and 2016. For France, it is the average
number of workers between 2008 and 2015. The fraction of public sector employment is in brackets.
For both the UK and France, all the remaining industries have less than 10 percent of public sector
employment industries (A Agriculture, forestry and fishing; B Mining and quarrying; C Manufacturing;
D FElectricity, gas, air cond supply; F Construction, G Wholesale, retail, repair of vehicle; H Transport
and storage; I Accommodation and food services; J Information and communication; K Financial and
insurance activities; L Real estate activities; M Prof, scientific, technical activ.; N Admin and support
services; S Other service activities; T Households as employers).

Table 4.5: Cyclical variation of labour market flows gross rates

France UK Spain USs
Rates
P—U 0.039* (2.53) 0.063** (9.06) 0.026™* (6.60) 0.057* (18.50)
G—U 0.068 (1.92) 0.120** (8.58) 0.032** (8.02) 0.068** (10.19)
P—1 0009 (0.82) -0.034* (-7.65) -0.028"* (—23.94) -0.041** (—19.56)
G—1 0.018 (0.80) 0.004  (0.45) -0.004  (—1.32) -0.016** (—3.99)
U— P 0.050** (4.65) 0.081** (16.71) 0.018** (14.09) 0.045** (19.43)
U—G 0.076" (2.70) 0.011  (0.90) 0.013** (3.41) 0.044** (6.76)
I - P -0.042" (-3.60) -0.042** (-7.84) -0.039** (—18.94) -0.043** (—20.97)
I -G -0.062* (-2.38) -0.056™* (-5.75) -0.012** (—3.24) -0.022** (—4.70)
U—1 0.128" (7.12) 0.091** (20.65) 0.028"* (24.14) 0.109** (44.26)
I—-U 0.109* (5.90) 0.080** (19.74) 0.026** (17.55) 0.104** (46.25)
P— G -0.157 (-3.20) -0.123** (-10.77) -0.076™* (—9.96) -0.023** (—4.20)
G — P -0.185" (-3.12) -0.052** (-3.54) -0.041** (—7.46) -0.009  (—1.29)

Note: the cyclicality of the series is the coefficient on unemployment rate in a regression of the flows
as percentage of the working-age population in logs on a time trend and the unemployment rate. T-
statistics are in brackets.** denotes significant at 1% and * significant at 5%. The sample is between
2003:1 and 2018:4.
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Appendix B. Extra material: Section 4.4

Equilibrium unemployment with four-states transitions
In steady-state, there are no changes in the stocks so we set equations (1)-(4) to zero.
Normalizing the working-age population to 1, we can substitute [*°* =1 — P*° — G*° — U*?,

and write a system of the remaining states in matrix form

PSS
A x Gss =B
USS

where

(/\PG + )\PU + )\PI + )\IP) (/\IP _ )\GP) ()\IP _ /\UP)
A= ()\IG _ /\PG) ()\GP + )\GU + )\GI + )\]G) ()\IG _ )\UG)
()\IU o )\PU) ()\IU o )\GU) ()\UP + )\UG _'_)\UI + )\]U)

and

The solution of this system is then given by:

PSS
G | =A"1'xB
USS
To calculate the unemployment rate we need to compute %

Continuous time-aggregation bias correction

We can record the transitions rates A% in a 4 x 4 discrete time Markov transition matrix
with columns summing to 1. Let u denote a diagonal matrix of eigenvalues and p the matrix
with corresponding eigenvectors of the discrete transition matrix. Suppose now that the
transitions occur in a continuous time environment. Let A be the 4 x 4 continuous time
Markov transition matrix that records in the off-diagonal the Poisson continuous arrival
rate, A from state i € {P,G,U, I} to state j # i. We can retrieve the continuous time

transition matrix from the limit of the discrete transition matrix:
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Figure 4.6: Unemployment rate (blue lines) and its steady state counterpart (dotted lines)
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Table 4.6: 3-states unemployment decompositions
Shimer Fujita & Ramey
France UK Spain US France UK Spain US
E—U 0.28 0.28 0.26 0.23 0.30 0.26 0.24 0.22
E—1 -0.03  -0.04 -0.04 -0.02 -0.03 -0.03 -0.04 -0.02
U—FE 0.46 0.44 0.54 0.43 0.48 0.42 0.55 0.43
I - FE 0.10 0.12 0.08 0.07 0.10 0.11 0.08 0.07
I1—-U 0.13 0.09 0.05 0.13 0.14 0.08 0.04 0.12
U—1 0.06 0.10 0.11 0.15 0.06 0.09 0.10 0.15

Relative contribution

Job-finding vs Job separation ~ 62-38  61-39 67-33 66-34 61-39 62-38 70-30 66-34

Note: the gross flows series are previously seasonally adjusted using the X138 Census programme and the
transition probabilities are corrected for time aggregation bias using the methodology applied by Shimer
(2012). The series are then detrended with an HP filter with smoothing parameter of 100000.
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Table 4.7: Shimer’s 4-states unemployment decompositions, no detrending

France UK Spain US

P—-U 0.21 0.23 0.19 0.17
G—-U 004 0.04  0.02 0.02
P—1 0.03 -0.02  -0.07 -0.04
G—1 0.01 0.01 -0.01 -0.01
U—-P 034 0.30 0.50 0.35
uv—-aG 007 0.08 0.09 0.03
I—P 0.04 0.10 0.10 0.07
I -G 0.03 0.02 0.01 0.01
I—-U 0.30 0.08 0.04 0.14
U—1 -0.04 0.09 0.12 0.09
P -G 0.02 0.02 0.00 -0.00
G—-Pr -001 -001 -0.00 0.00

Relative contribution (sum to 100)
Private employment vs. Public employment
81-19  80-20 86-14 91-9
Public job-finding rate vs. Public job-separation rate
64-36  67-33 78-22 68-32
Private job-finding rate vs. Private job-separation rate

63-37  57-43  73-37 68-32

Note: the gross flows series are previously seasonally ad-
justed using the X13 Census programme and the transition
probabilities are corrected for time aggregation bias using
the methodology applied by Shimer (2012).
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Table 4.8: Shimer’s 4-states unemployment decompositions, no adjustment by tenure for
job-to-job transitions

France UK Spain UsS

P—-U 0.24 0.23 0.24 0.22
G—-U 0.03 0.05 0.02 0.02
P—1I -0.02  -0.02 -0.04 -0.03
G—1 0.00 0.01 0.00 0.00
U—-P 039 0.32 0.49 0.38
U—-G  0.06 0.08 0.07 0.03
I—P 0.08 0.11 0.08 0.07
I—-d 0.02 0.02 0.00 0.01
I —-U 0.14 0.08 0.05 0.13
U—1 0.06 0.10 0.11 0.13
P—-G 0.02 0.02 0.00 0.00
G—-P -001 -001 -0.01 0.00

Relative contribution (sum to 100)
Private employment vs. Public employment
86-14  80-20 90-10 91-9
Public job-finding rate vs. Public job-separation rate
63-37  63-37 77-23 63-33
Private job-finding rate vs. Private job-separation rate

62-38  57-43 67-33 63-37

Note: the gross flows series are previously seasonally ad-
justed using the X13 Census programme and the transition
probabilities are corrected for time aggregation bias using
the methodology applied by Shimer (2012). The series are
then detrended with an HP filter with smoothing parameter
of 100000.
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Table 4.9: Elsby et al. (2015a) non-steady state decomposition, 4-states

France UK Spain UsS

P—-U 0.19 0.10 0.19 0.16
G—-U 0.03 0.06 0.02 0.01
P—1I -0.02  -0.01 -0.01 -0.03
G—1 0.01 0.02 0.01 -0.00
U—-P 036 0.32 0.51 0.45
U—-G 007 0.09 0.06 0.03
I—P 0.02 0.05 0.04 0.05
I—-d 0.00 0.01 -0.01 0.00
I —-U 0.23 0.10 0.08 0.14
U—1 0.13 0.23 0.18 0.16
P—=d 0.00 0.00 0.00 0.00
G— P 0.00 0.01 0.00 -0.00

Relative contribution (sum to 100)
Private employment vs. Public employment
83-17  73-27 90-10 93-7
Public job-finding rate vs. Public job-separation rate
67-33  61-39 76-24 70-30
Private job-finding rate vs. Private job-separation rate

65-25  76-24 73-27 74-26

Note: the gross flows series are previously seasonally ad-
justed using the X13 Census programme and the transi-
tion probabilities are corrected for time aggregation bias
using the methodology applied by Shimer (2012).Series are
“smoothed” with a 3-order moving average for France, UK
and Spain, and a 9-order moving average for the US.
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Figure 4.7: Counterfactual exercise, France
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Figure 4.8: Counterfactual exercise, UK
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Figure 4.9: Counterfactual exercise, Spain
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Figure 4.10: Counterfactual exercise, US
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Appendix C. Extra material: Different subgroups

Table 4.10: Unemployment decompositions of subgroups (2003-2017). France

Shimer
All Men Women 15-29 30-49 50-64 Primary. Secondary Tertiary
P—-U 024 0.39 0.11 028 0.24 0.26 0.32 0.20 0.26
G—-U 003 0.04 0.05 0.04 0.07 0.01 -0.02 0.05 0.05
P—1 -002 -002 0.02 -0.02  0.04 0.05 -0.03 0.03 0.03
G—1 0.00 0.01 0.01 0.02 0.06 0.01 0.02 0.01 0.01
U—P 039 0.32 0.44 041 031 0.26 0.42 0.36 0.32
U—G 0.06 0.02 0.12 0.03 0.06 0.02 0.04 0.11 0.06
I —- P 0.08 0.08 0.07 0.06 0.04 0.04 0.05 0.05 0.05
I -G 0.02 0.01 0.06 0.02 0.08 0.03 0.02 0.02 0.06
I—-U 014 0.11 0.10 0.07 0.08 0.31 0.08 0.09 0.16
U—1 006 0.03 0.05 0.07 0.01 0.00 0.08 0.07 0.03
P—G 0.02 0.01 0.02 0.02 0.02 0.00 0.01 0.01 0.01
G—-P -001 -001 -0.01 -0.01 0.00 0.00 0.00 0.00 -0.02

Note: the gross flows series are previously seasonally adjusted using the X183 Census programme and the
transition probabilities are corrected for time aggregation bias using the methodology applied by Shimer
(2012). The series are then detrended with an HP filter with smoothing parameter of 100000.

Table 4.11: Unemployment decompositions of subgroups (2003-2018). UK

Shimer
Al Men Women 15-29 30-49 50-64 Primary. Secondary. Tertiary
P—U 024 0.33 0.09 022 0.26 0.15 0.28 0.11 0.17
G—U 005 0.02 0.05 0.05  0.07 0.03 -0.02 0.02 0.05
P—1 -002 -001 -0.01 -0.03 -0.01 0.04 0.04 0.05 0.01
G—1 0.00 0.01 0.00 0.00 -0.01 0.02 0.02 0.01 0.05
U—-P 032 034 0.33 0.40 0.34 0.31 0.51 0.53 0.34
U—G 0.09 0.06 0.13 0.07 0.11  0.07 0.02 0.11 0.20
I —-P 010 0.10 0.10 0.09 0.06 0.10 0.09 0.07 0.04
I -G  0.03 0.01 0.05 0.02 0.03 0.03 0.01 0.05 0.01
I—-U 0.07 0.04 0.07 0.06 0.03 0.08 -0.03 -0.10 0.04
U—1T1 010 0.10 0.12 0.09 0.12 0.16 0.12 0.15 0.08
P—G 0.02 0.00 0.03 0.01 0.01 0.00 0.01 0.01 0.01
G—P -001 -001 -0.01 -0.01 -0.01 0.00 0.00 0.00 -0.01

Note: the gross flows series are previously seasonally adjusted using the X138 Census programme and the
transition probabilities are corrected for time aggregation bias using the methodology applied by Shimer
(2012). The series are then detrended with an HP filter with smoothing parameter of 100000.
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Table 4.12: Unemployment decompositions of subgroups (2005-2018). Spain

Shimer
Al Men Women 15-29 30-49 b50-64 Primary. Secondary. Tertiary
P—U 023 0.29 0.17 022 030 0.21 0.25 0.26 0.18
G—U 003 0.03 0.02 0.01 0.04 0.03 0.01 0.01 0.05
P—1 -004 -0.01 -0.10 -0.05 -0.03 -0.03 0.01 -0.05 -0.03
G—1 000 -001 0.01 -0.01  0.00 0.02 0.00 0.00 0.00
U—P 047 0.46 0.50 0.54 041 0.36 0.45 0.50 0.43
U—G 008 0.05 0.10 0.04 0.07 0.09 0.03 0.05 0.13
I —-P 0.08 0.06 0.11 0.11  0.04 0.07 0.04 0.08 0.05
I—-G 0.00 0.01 -0.02 0.01  0.00 -0.05 -0.01 0.00 0.02
I—-U 0.05 0.04 0.07 0.03 0.06 0.14 0.07 0.05 0.03
U—1 011 0.09 0.13 0.09 0.10 0.16 0.12 0.12 0.11
P—G 0.00 0.00 0.01 0.00  0.00 0.00 0.00 0.00 0.01
G— P 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Note: the gross flows series are previously seasonally adjusted using the X138 Census programme and the
transition probabilities are corrected for time aggregation bias using the methodology applied by Shimer
(2012). The series are then detrended with an HP filter with smoothing parameter of 100000.

Table 4.13: Unemployment decompositions of subgroups (2003-2018). US

Shimer
All' Men Women 15-29 30-49 50-64 Primary. Secondary. Tertiary
P—-U 022 0.26 0.11 0.17 025 0.21 0.06 0.21 0.24
g—U 0.02 0.02 0.03 0.01 0.03 0.04 0.01 0.01 0.02
P—1 -003 000 -0.02 -0.01 -0.01 0.01 0.06 -0.02 0.00
G—1 0.00 0.00 0.01 0.00 0.00 0.01 0.00 0.00 0.00
U—P 038 0.40 0.38 046 038 0.31 0.56 0.42 0.33
U—G 0.03 0.03 0.05 0.02 0.03 0.06 0.01 0.03 0.07
I— P 0.07 0.05 0.06 0.08 0.03 0.03 0.03 0.07 0.03
I—-G 0.01 0.01 0.02 0.01 0.01 0.01 0.00 0.01 0.02
I—-U 013 0.09 0.13 0.09 0.11 0.12 0.03 0.10 0.12
U—1 013 0.12 0.18 0.14 0.14 0.16 0.19 0.15 0.13
P—G 0.00 0.00 0.00 0.00  0.00 0.00 0.00 0.00 0.00
G— P 0.00 0.00 0.00 0.00 0.01 0.00 0.00 0.00 0.00

Note: the gross flows series are previously seasonally adjusted using the X13 Census programme and the
transition probabilities are corrected for time aggregation bias using the methodology applied by Shimer
(2012). The series are then detrended with an HP filter with smoothing parameter of 100000.
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Appendix D. Extra material: Section 4.5

Figure 4.11: Transition probability from employment to inactivity, by sector
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Note: Based on estimation of equations 5 and 6 using a multinomial logit. For France, there were 1,884,703
observations and a pseudo R-squared of 0.090. For the UK, there were 1,678,331 observations and a pseudo
R-squared of 0.130. For Spain, there were 2,522,803 observations and a pseudo R-squared of 0.094. For the
US, there were 7,571,635 observations and a pseudo R-squared of 0.070. For France, the UK and Spain, the
transition rate was quarterly, while in the US, it was monthly. We used as controls regional, gender, age,
education and occupation dummy variables. The predicted probability is calculated based on an individual
with the average characteristics of the employed population. The sample covers 2003-2018 for UK and US,
2005-2018 for Spain and 2003-2017 for France. The dashes lines report the 95 percent confidence interval
on the prediction.
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Table 4.18: Public-sector job-security premium, unconditional job-separation rates

Very low Low Medium High Very high

z=0.3 z=0.3 z=0.5 z=0.7 z=0.7

f=min f=mean f=mean f=mean [f=max
Lower bound: risk neutrality (o = 0)
France 4.0% 3.6% 2.5% 1.5% 1.3%
UK 3.1% 2.4% 1.7% 1.0% 0.9%
Spain 7.3% 5.1% 3.6% 2.1% 1.5%
Us 3.5% 1.9% 1.4% 0.5% 0.4%
Upper bound: risk neutrality (¢ = 2) and no insurance
France  10.5% 9.7% 4.6% 2.1% 1.8%
UK 8.8% 71% 3.2% 1.4% 1.2%
Spain 14.6% 11.8% 5.9% 2.8% 2.0%
US 9.2% 5.7% 2.7% 0.7% 0.4%

Scenario for value of unemployment

Government budget
(medium scenario)

Millions

7161 (€)
2979 (£)
4261 (€)
25702 ($)

12963 (€)
5599 (£)
7080 (€)
48166 (3)

% of GDP % of Gov

Spending
0.33 0.63
0.16 0.41
0.39 0.97
0.14 0.41
0.59 1.13
0.30 0.76
0.66 1.62
0.27 0.77

Note: The first five columns of table report the fraction of the wage that a private-sector worker is willing to forgo to
have the same conditional job-separation rate as a public-sector worker in each country, depending on the replacement
rate and job-finding rate. The discount rate r is set to 0.005 for France, the UK and Spain and to 0.0017 for the US.
We calculate the budgetary value of job-security based on 2015 data on wage compensation of government workers,
GDP and total government spending provided by AMECO and FRED datasets.
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Table 4.19: Public-sector job-security premium, unconditional job-separation rates

Scenario for value of unemployment

Very low Low Medium High Very high
z=0.3 z=0.3 z=0.5 z=0.7 z=0.7
f=min f=mean f=mean [f=mean f=max
Primary educated workers
France 2.9%-7.2% 2.6%-6.6% 1.8%-3.2% 1.1%-1.5% 1.0%-1.3%
UK 3.4%-9.1% 1.9%-55% 1.3%-2.5% 0.8%-1.1% 0.6%-0.8%
Spain - - - -
Us 2.8%-5.8% 1.2%-3.3% 0.9%-1.6% 0.3%-0.4% 0.2%-0.3%
Secondary educated workers
France 2.4%-7.0% 21%-6.0% 1.5%-2.8% 0.9%-1.2% 0.7%-1.0%
UK 1.7%-4.8% 1.1%-3.2% 0.8%-1.4% 0.5%-0.6% 0.4%-0.5%
Spain - - - -
Us 2.2%-5.6% 1.3%-3.6% 0.9%-1.6% 0.4%-0.4% 0.2%-0.3%
Tertiary educated workers
France 2.1%-6.2% 1.8%-5.2% 1.2%-24% 0.7%-1.0% 0.6%-0.9%
UK 1.0%-3.1% 0.7%-2.2% 0.5%-1.0% 0.3%-0.4% 0.2%-0.3%
Spain  2.1%-5.2% 1.2%-3.4% 0.8%-1.6% 0.5%-0.7% 0.3%-0.5%
US 0.7%-2.0% 0.4%-1.2% 0.3%-0.5% 0.1%-0.1% 0.1%-0.1%

Note: The table reports the lower and upper bound of fraction of the wage that a pri-
vate sector worker is willing to forgo to have the same unconditional job-separation
rate as a public sector worker in each country, depending on the replacement rate
and job-finding rate The discount rate r is set to 0.005 for France, UK and Spain
and to 0.0017 in the US.
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Appendix E. Extra material: Conditional transition rates

Table 4.20: Conditional job-finding rates, US (Average 1996-2018)

U-E rate I-F rate
Public Private Public Private
Unconditional 1.83 20.38 0.85 5.90

Conditional

G 2948 16.85 26.35 11.19
P 1.39 4048 1.53 31.91
U 1.48 17.14 1.12 10.63
I 1.53 15.79 0.38 2.89

Note: The table reports the unconditional transition rates from unemployment (inactivity) to employment
in a given sector, conditional on the state prior to unemployment (inactivity).

199



References

Acharya, S., Wee, S.L., 2018. Replacement hiring and the productivity-wage gap .

Afonso, A., Gomes, P., 2014. Interactions between private and public sector wages. Journal

of Macroeconomics 39, 97-112.

Albert, C., 2019. The labor market impact of undocumented immigrants: Job creation vs.

job competition .

Albrecht, J., Robayo-Abril, M., Vroman, S., 2019. Public-sector employment in an equilib-

rium search and matching model. The Economic Journal 129, 35-61.

Alesina, A., Baqir, R., Easterly, W., 2000. Redistributive public employment. Journal of
Urban Economics 48, 219-241.

Alesina, A., Danninger, S., Rostagno, M., 2001. Redistribution through public employment:
the case of italy. IMF Staff Papers 48, 447-473.

Amuedo-Dorantes, C., Pozo, S., 2018. Assessing the effectiveness of pay-to-go policies:
Evidence from spain’s voluntary return programl. International Migration Review 52,
750-779.

Amuedo-Dorantes, C., De la Rica, S., 2007. Labour market assimilation of recent immigrants

in spain. British journal of industrial relations 45, 257-284.

Amuedo-Dorantes, C., De la Rica, S., 2011. Complements or substitutes? task specialization

by gender and nativity in spain. Labour Economics 18, 697-707.

Babecky, J., Caju, P.D., Kosma, T., Lawless, M., Messina, J., Room, T., 2010. Downward

nominal and real wage rigidity: Survey evidence from European firms. The World Bank.

Baker, M., 1992. Unemployment duration: compositional effects and cyclical variability. The

American Economic Review 82, 313-321.

200



Baker, M., Benjamin, D., 1994. The performance of immigrants in the canadian labor

market. Journal of labor economics 12, 369-405.

Basso, G., D’Amuri, F., Peri, G., 2018. Immigrants, labor market dynamics and adjustment

to shocks in the Euro Area. Technical Report. National Bureau of Economic Research.

Battisti, M., Felbermayr, G., Peri, G., Poutvaara, P., 2017. Immigration, search and redis-
tribution: A quantitative assessment of native welfare. Journal of the European Economic
Association 16, 1137-1188.

Baussola, M., Mussida, C., 2014. Transitions in the labour market: discouragement effect
and individual characteristics. Labour 28, 209-232.

Bentolila, S., Cahuc, P., Dolado, J.J., Le Barbanchon, T., 2012a. Two-tier labour markets

in the great recession: France versus spain. The Economic Journal 122, F155-F187.

Bentolila, S., Dolado, J.J., Jimeno, J.F., 2008. Two-tier employment protection reforms:
The spanish experience. CESifo DICE Report 6, 49-56.

Bentolila, S., Dolado, J.J., Jimeno, J.F., 2012b. Reforming an insider-outsider labor market:

the spanish experience. IZA Journal of European Labor Studies 1, 4.
Bentolila, S., Dolado, J.J., Jimeno, J.F., 2019. Dual labour markets revisited .

Bentolila, S., Jimeno, J., 2006. 13 spanish unemployment: The end of the wild ride? Struc-

tural unemployment in Western Europe: reasons and remedies , 317.

Bermperoglou, D., Pappa, E., Vella, E., 2017. The government wage bill and private activity.

Journal of Economic Dynamics and Control 79, 21-47.

Bertoli, S., Fernandez-Huertas Moraga, J., Ortega, F., 2011. Immigration policies and the
ecuadorian exodus. The World Bank Economic Review 25, 57-76.

Bertoli, S., Moraga, J.F.H., 2013. Multilateral resistance to migration. Journal of Develop-
ment Economics 102, 79-100.

Bils, M., Chang, Y., Kim, S.B., 2011. Worker heterogeneity and endogenous separations in
a matching model of unemployment fluctuations. American Economic Journal: Macroe-

conomics 3, 128-54.

Bils, M.J., 1985. Real wages over the business cycle: evidence from panel data. Journal of
Political economy 93, 666-689.

201



Blanchard, O., Landier, A., 2002. The perverse effects of partial labour market reform:
fixed-term contracts in france. The Economic Journal 112, F214-F244.

Blanchard, O.J., Diamond, P., Hall, R.E., Murphy, K., 1990. The cyclical behavior of the

gross flows of us workers. Brookings Papers on Economic Activity 1990, 85-155.

Boeing-Reicher, C.A., Caponi, V., 2016. Public wages, public employment, and business

cycle volatility: evidence from US metro areas. Technical Report. IZA Discussion Papers.

Booth, A.L., Francesconi, M., Frank, J., 2002. Temporary jobs: stepping stones or dead
ends? The economic journal 112, F189-F213.

Borjas, G., 2003a. the Labor Demand Curve Is Downward Sloping: Reexamining the Impact
of Immigration on the Labor Market. The Quarterly Journal of Economics 118, 1335-1374.

Borjas, G.J., 1984. Electoral cycles and the earnings of federal bureaucrats. Economic
Inquiry 22, 447-459.

Borjas, G.J., 2003b. The labor demand curve is downward sloping: Reexamining the impact

of immigration on the labor market. The quarterly journal of economics 118, 1335-1374.

Borjas, G.J., 2006. Native internal migration and the labor market impact of immigration.

Journal of Human resources 41, 221-258.

Borjas, G.J., 2015. The slowdown in the economic assimilation of immigrants: Aging and

cohort effects revisited again. Journal of Human Capital 9, 483-517.

Borowczyk-Martins, D., Lalé, E.; 2019. The ins and outs of involuntary part-time employ-
ment. Available at SSRN 3298925 .

Bosca Mares, J.E., Doménech Vilarino, R., Ferri Carreres, F.J., Garcia Martinez, J.R.,
2017. Shifts in the beveridge curve in spain and their macroeconomic effects. Revista de
Economia Aplicada, 2017, vol. XXV, num. 75, p. 5-27 .

Bradley, J., Postel-Vinay, F., Turon, H., 2017. Public sector wage policy and labor market
equilibrium: a structural model. Journal of the European Economic Association 15, 1214—
1257.

Burdett, K., 2012. Towards a theory of the labor market with a public sector. Labour
Economics 19, 68-75.

202



Cadena, B.C., Kovak, B.K., 2016. Immigrants equilibrate local labor markets: Evidence

from the great recession. American Economic Journal: Applied Economics 8, 257-90.

Card, D., 2005. Is the new immigration really so bad? The Economic Journal 115, F300—
F323.

Carrasco, R., Garcia-Pérez, J.I., 2015. Employment dynamics of immigrants versus natives:
Evidence from the boom-bust period in spain, 2000-2011. Economic Inquiry 53, 1038-1060.

Carrillo-Tudela, C., Kaas, L., 2015. Worker mobility in a search model with adverse selection.
Journal of Economic Theory 160, 340-386.

Charlot, O., Fontaine, 1., Sopraseuth, T., 2020. The cyclicality of worker flows and job

polarization: evidence from French and US data. Technical Report. Discussion paper.

Chassamboulli, A., Gomes, P., et al., 2018. Meritocracy, public-sector pay and human capital

accumulation. Technical Report. University of Cyprus Department of Economics.

Chassamboulli, A., Palivos, T., 2014. A search-equilibrium approach to the effects of immi-

gration on labor market outcomes. International Economic Review 55, 111-129.

Chassamboulli, A., Peri, G., 2015. The labor market effects of reducing the number of illegal

immigrants. Review of Economic Dynamics 18, 792-821.

Christofides, L.N., Michael, M., 2013. Exploring the public-private sector wage gap in euro-

pean countries. IZA Journal of European Labor Studies 2, 15.

Clark, K., Drinkwater, S., 2008. The labour-market performance of recent migrants. Oxford

review of economic policy 24, 495-516.

Clark, K., Lindley, J., 2009. Immigrant assimilation pre and post labour market entry:

evidence from the uk labour force survey. Journal of Population Economics 22, 175-198.

Corella, A.S., 2015. Rights, immigration and social cohesion in spain. Migraciones Interna-
cionales 8, 9-40.

D’Addio, A.C., Rosholm, M., 2005. Exits from temporary jobs in europe: A competing risks
analysis. Labour Economics 12, 449-468.

Daouli, J., Demoussis, M., Giannakopoulos, N., Lampropoulou, N., 2015. The ins and outs
of unemployment in the current greek economic crisis. South-Eastern Europe Journal of

Economics 13.

203



De Castro, F., Salto, M., Steiner, H., et al., 2013. The gap between public and private wages:
new evidence for the EU. Technical Report. Directorate General Economic and Financial
Affairs (DG ECFIN), European . ...

Devereux, P.J., Hart, R.A., 2006. Real wage cyclicality of job stayers, within-company job

movers, and between-company job movers. ILR Review 60, 105-119.

Disney, R., Gosling, A., 1998. Does it pay to work in the public sector? Fiscal Studies 19,
347-374.

Dolado, J.J., Lalé, E., Siassi, N., 2018. From dual to unified employment protection: Tran-

sition and steady state .

Dustmann, C., Fabbri, F., 2003. Language proficiency and labour market performance of

immigrants in the uk. The economic journal 113, 695-717.

Dustmann, C., Glitz, A., Vogel, T., 2010. Employment, wages, and the economic cycle:

Differences between immigrants and natives. European Economic Review 54, 1-17.

Dustmann, C., Schonberg, U., Stuhler, J., 2017. Labor supply shocks, native wages, and the
adjustment of local employment. The Quarterly Journal of Economics 132, 435-483.

Edo, A., 2019. The impact of immigration on the labor market. Technical Report 3.

Elsby, M.W., Hobijn, B., Sahin, A., 2015a. On the importance of the participation margin

for labor market fluctuations. Journal of Monetary Economics 72, 64-82.

Elsby, M.W., Michaels, R., 2013. Marginal jobs, heterogeneous firms, and unemployment

flows. American Economic Journal: Macroeconomics 5, 1-48.

Elsby, M.W., Michaels, R., Ratner, D., 2015b. The beveridge curve: A survey. Journal of
Economic Literature 53, 571-630.

Elsby, M.W., Michaels, R., Solon, G., 2009. The ins and outs of cyclical unemployment.

American Economic Journal: Macroeconomics 1, 84-110.

Elsby, M.W., Smith, J.C., Wadsworth, J., 2011. The role of worker flows in the dynamics
and distribution of uk unemployment. Oxford Review of Economic Policy 27, 338-363.

Fan, X., Seshadri, A., Taber, C., 2017. Understanding earnings, labor supply, and retirement

decisions .

204



Farré, L., Gonzalez, L., Ortega, F., 2011. Immigration, family responsibilities and the labor
supply of skilled native women. The BE Journal of Economic Analysis & Policy 11.

Farré Olalla, L., Bosch, M., 2014. Immigration and the informal labor market. Cuadernos
Econémicos del ICE, 2014, vol. 2014, num. 87, p. 185-204 .

Fernandez, C., Ortega, C., 2008. Labor market assimilation of immigrants in spain: employ-

ment at the expense of bad job-matches? Spanish Economic Review 10, 83-107.

Fernandez-Villaverde, J., Ohanian, L., et al., 2010. The spanish crisis from a global perspec-
tive. The Crisis of the Spanish Economy, FEDEA .

Font, P., Izquierdo, M., Puente, S., 2015. Real wage responsiveness to unemployment in
spain: asymmetries along the business cycle. IZA Journal of European Labor Studies 4,
13.

Fontaine, I., 2016. French unemployment dynamics: a “three-state” approach. Revue
d’économie politique 126, 835-869.

Fujita, S., 2010. An empirical analysis of on-the-job search and job-to-job transitions .

Fujita, S., Ramey, G., 2007. Job matching and propagation. Journal of Economic dynamics
and control 31, 3671-3698.

Fujita, S., Ramey, G., 2009. The cyclicality of separation and job finding rates. International
Economic Review 50, 415—430.

Gélvez-Iniesta, I., 2020. Natives Responses to Immigration and the Cyclicality of Wages and

Labour Market Flows: Immigrants versus Natives. Technical Report. Discussion paper.

Garcia-Pérez, J.I., Marinescu, 1., Vall Castello, J., 2018. Can fixed-term contracts put low
skilled youth on a better career path? evidence from spain. The Economic Journal 129,
1693-1730.

Garcia-Pérez, J.I., Munoz-Bullon, F., 2011. Transitions into permanent employment in
spain: An empirical analysis for young workers. British Journal of Industrial Relations
49, 103-143.

Garcia-Santana, M., Moral-Benito, E., Pijoan-Mas, J., Ramos, R., 2016. Growing like spain:
1995-2007 .

205



Gelb, A., Knight, J.B., Sabot, R.H., 1991. Public sector employment, rent seeking and
economic growth. The Economic Journal 101, 1186-1199.

Gertler, M., Huckfeldt, C., Trigari, A., 2016. Unemployment fluctuations, match quality,
and the wage cyclicality of new hires. Technical Report. National Bureau of Economic

Research.

Giordano, R., Depalo, D., Pereira, M.C., Eugene, B., Papapetrou, E., Perez, J.J., Reiss, L.,

Roter, M., 2011. The public sector pay gap in a selection of euro area countries .

Glassner, V., Watt, A., 2010. Cutting wages and employment in the public sector: Smarter

fiscal consolidation strategies needed. Intereconomics 45, 212-219.

Gomes, P.; 2012. Labour market flows: Facts from the united kingdom. Labour Economics
19, 165-175.

Gomes, P., 2015a. The importance of frequency in estimating labour market transition rates.
IZA Journal of Labor Economics 4, 6.

Gomes, P., 2015b. Optimal public sector wages. The Economic Journal 125, 1425-1451.

Gomes, P., 2018. Heterogeneity and the public sector wage policy. International Economic
Review 59, 1469-1489.

Gomes, P., Kuehn, Z., 2019. You're the one that i want! public employment and women’s

labor market outcomes .

Gomes, P.M., Wellschmied, F., et al., 2020. Public-Sector Compensation over the Life Cycle.

Technical Report. Institute of Labor Economics.
Gonzalez Ferrer, A., 2013. La nueva emigracién espanola. lo que sabemos y lo que no .

Giiell, M., Petrongolo, B., 2007. How binding are legal limits? transitions from temporary

to permanent work in spain. Labour Economics 14, 153-183.

Gyourko, J., Tracy, J., 1989. The importance of local fiscal conditions in analyzing local

labor markets. Journal of Political economy 97, 1208-1231.

Hairault, J.O., Le Barbanchon, T., Sopraseuth, T., 2015. The cyclicality of the separation

and job finding rates in france. European Economic Review 76, 60-84.

Hall, R.E., 2003. Wage determination and employment fluctuations. Technical Report.

National Bureau of Economic Research.

206



Hall, R.E., Milgrom, P.R.; 2008. The limited influence of unemployment on the wage bargain.

American economic review 98, 1653-74.

Hertweck, M.S., Sigrist, O., 2015. The ins and outs of german unemployment: a transatlantic

perspective. Oxford Economic Papers 67, 1078-1095.

Holm-Hadulla, F.; Kamath, K., Lamo, A., Pérez, J.J., Schuknecht, L., 2010. Public wages

in the euro area: towards securing stability and competitiveness. ECB Occasional Paper .

Horner, J., Ngai, L.R., Olivetti, C., 2007. Public enterprises and labor market performance.

International Economic Review 48, 363-384.

Huggett, M., Ventura, G., Yaron, A., 2011. Sources of lifetime inequality. American Eco-
nomic Review 101, 2923-54.

Izquierdo, M., Jimeno, J.F., Lacuesta, A., 2015a. Spain: from immigration to emigration?
Banco de Espana Working Papers 1503 , 40.

Izquierdo, M., Jimeno, J.F., Lacuesta, A., 2015b. Spain: from immigration to emigration? .

Izquierdo, M., Lacuesta, A., Vegas, R., 2009. Assimilation of immigrants in spain: A longi-

tudinal analysis. Labour Economics 16, 669-678.

Kahn, L.B., Lange, F., 2014. Employer learning, productivity, and the earnings distribution:

Evidence from performance measures. The Review of Economic Studies 81, 1575-1613.

Katz, L.F., Krueger, A.B., 1991. Changes in the Structure of Wages in the Public and

Private Sectors. Technical Report. National Bureau of Economic Research.

Kerr, S.P., Kerr, W.R., 2011. Economic impacts of immigration: A survey. Technical Report.

National Bureau of Economic Research.

Keynes, J.M., 1936. The general theory of employment, interest, and money. Macmillan,
14th edition, 1973.

Krusell, P., Ohanian, L.E., Rios-Rull, J.V., Violante, G.L., 2000. Capital-skill complemen-

tarity and inequality: A macroeconomic analysis. Econometrica 68, 1029-1053.

Lamo, A., Pérez, J.J., Schuknecht, L., 2013. Are government wages interlinked with private
sector wages? Journal of Policy Modeling 35, 697-712.

Ljungqvist, L., Sargent, T.J., 1998. The european unemployment dilemma. Journal of
political Economy 106, 514-550.

207



Llull, J., 2014. Immigration, Wages, and Education: A Labor Market Equilibrium Structural
Model. Mimeo .

Lundstrom, S., Sarndal, C.E., 1999. Calibration as a standard method for treatment of

nonresponse. Journal of official statistics 15, 305.

Matschke, X., 2003. Are there election cycles in wage agreements? an analysis of german
public employees. Public Choice 114, 103-135.

Menzio, G., Telyukova, I.A., Visschers, L., 2016. Directed search over the life cycle. Review
of Economic Dynamics 19, 38-62.

Mercan, Y., Melbourne, U., Schoefer, B., 2019. Jobs and matches: Quits, replacement hiring,

and vacancy chains. American Economic Review: Insights .

Michaels, R., Ratner, D., Elsby, M., et al., 2017. Vacancy chains, in: 2017 Meeting Papers,

Society for Economic Dynamics.

Michaillat, P., 2014. A theory of countercyclical government multiplier. American Economic

Journal: Macroeconomics 6, 190-217.

Michaud, A.M., 2018. A quantitative theory of information, worker flows, and wage disper-

sion. American Economic Journal: Macroeconomics 10, 154-83.
Moraga, J.F.H., Molina, G.L., 2018. Predicting spanish emigration and immigration .

Morchio, 1., 2018. Work histories and lifetime unemployment. International Economic Review

Mortensen, D., Nagypal, E., 2007. Labor-market volatility in matching models with endoge-

nous separations. scandinavian Journal of Economics 109, 645-665.

Mortensen, D.T., Pissarides, C.A., 1994. Job creation and job destruction in the theory of

unemployment. The review of economic studies 61, 397-415.

Moulton, B.R., 1986. Random group effects and the precision of regression estimates. Journal
of econometrics 32, 385-397.

Nagypal, E., 2007. Learning by doing vs. learning about match quality: Can we tell them
apart? The Review of Economic Studies 74, 537-566.

Ortega, E., Penalosa, J., 2012. The spanish economic crisis: key factors and growth challenges

in the euro area. Banco de Espana Occasional Paper .

208



Ottaviano, G.I., Peri, G., 2012. Rethinking the effect of immigration on wages. Journal of

the European economic association 10, 152-197.

Peri, G., Sparber, C., 2009. Task specialization, immigration, and wages. American Economic
Journal: Applied Economics 1, 135-169.

Pissarides, C.A., 2009. The unemployment volatility puzzle: Is wage stickiness the answer?
Econometrica 77, 1339-1369.

Postel-Vinay, F., Turon, H., 2007. The public pay gap in britain: small differences that
(don’t?) matter. The Economic Journal 117, 1460-1503.

Poterba, J.M., Rueben, K.S., 1998. Fiscal institutions and public sector labor markets.

Technical Report. National Bureau of Economic Research.

Pries, M., Rogerson, R., 2005. Hiring policies, labor market institutions, and labor market
flows. Journal of Political Economy 113, 811-839.

Prieto, V., Recano, J., Quintero-Lesmes, D.C., 2018. Migration responses of immigrants in

spain during the great recession. Demographic Research 38, 1885-1932.

Quadrini, V., Trigari, A., 2007. Public employment and the business cycle. Scandinavian
Journal of Economics 109, 723-742.

Ravn, M.O., Sterk, V., 2017. Job uncertainty and deep recessions. Journal of Monetary
Economics 90, 125-141.

Razzu, G., Singleton, C., 2016. Gender and the business cycle: An analysis of labour markets

in the us and uk. Journal of Macroeconomics 47, 131-146.

Riegler, M., 2019. The impact of uncertainty shocks on the job-finding rate and separation

rate .

De la Roca, J., 2014. Wage cyclicality: Evidence from spain using social security data.
SERIEs 5, 173-195.

Roca, J.D.L., Puga, D., 2017. Learning by working in big cities. The Review of Economic
Studies 84, 106—-142.

Rodriguez-Planas, N., Nollenberger, N., 2016. Labor market integration of new immigrants

in spain. IZA Journal of Labor Policy 5, 4.

209



Saiz, A., Wachter, S., 2011. Immigration and the neighborhood. American Economic Journal:
Economic Policy 3, 169—-188.

Shimer, R., 2004. The consequences of rigid wages in search models. Journal of the European
Economic Association 2, 469-479.

Shimer, R., 2012. Reassessing the ins and outs of unemployment. Review of Economic
Dynamics 15, 127-148.

Silva, J.I., Toledo, M., 2009. Labor turnover costs and the cyclical behavior of vacancies and

unemployment. Macroeconomic Dynamics 13, 76-96.

Silva, J.I., Vazquez-Grenno, J., 2013. The ins and outs of unemployment in a two-tier labor
market. Labour Economics 24, 161-169.

Smith, J., Elsby, M., et al., 2010. A Great Recession in the UK Labour Market: A Transat-

lantic Perspective. Technical Report. University of Warwick, Department of Economics.

Smith, J.C., 2011. The ins and outs of uk unemployment. The Economic Journal 121,
402-444.

Solon, G., Barsky, R., Parker, J.A., 1994. Measuring the cyclicality of real wages: how

important is composition bias? The quarterly journal of economics 109, 1-25.

Tealdi, C., 2019. The adverse effects of short-term contracts on young workers: Evidence
from italy. The Manchester School .

Wilson, J.D., 1982. The optimal public employment policy. Journal of Public Economics 17,
241-258.

210



	Natives Responses to Immigration and the Cyclicality of Wages and Labour Market Flows: Immigrants versus Natives
	Introduction
	Background
	Migration to Spain
	Legal Environment

	Cyclicality of Labour Market Flows: Immigrants versus Natives
	Data
	Methodology: Job-finding and Job-separation Rates
	Regression Approach

	Real Wage Cyclicality: Immigrants versus Natives
	Data
	Monthly Average Wage
	Regression Approach

	Natives' Responses to Immigration
	Occupational Upgrading or Downgrading
	Regional Mobility
	Labour Force Participation

	Conclusions
	Appendix
	Appendix A. Job to Job Transitions
	Appendix B. Wage Cyclicality: job-stayers vs rest
	Appendix C. Wage Cyclicality by worker/job characteristics
	Appendix D. Other Figures and Tables

	The Role of Immigration in a Deep Recession
	Introduction
	Empirical Evidence
	The Data
	Labour Market Transitions By Nationality
	Immigrants' Mobility Responses

	Model
	Environment
	Timing
	Workers' Problem
	Firms' Problem
	Steady-State Equilibrium
	Equilibrium Transition Path

	Simulating the Great Recession
	Calibration
	Functional forms and discretization
	Pre-specified Parameters
	Calibrated Parameters
	Calibration Results

	Model Performance
	Initial (2000) and Final (2016) Steady State
	Pre-crisis State
	The Great Recession

	The Effects of Immigration in the Great Recession
	Model Mechanisms
	Results
	Decomposition Analysis

	Robustness Checks
	Relaxing Wage Rigidity
	Shutting Down Mean Match Quality Heterogeneity

	Conclusions
	Appendix
	Appendix A. Flow Equations
	Appendix B. Computational Algorithm
	Appendix C. Decomposition Analysis Implementation
	Appendix D. Data
	Appendix E. Other Figures and Tables

	Lifetime Job Instability over the Life-Cycle
	Introduction
	The data
	The incidence of temporary employment at mid-career
	Lifetime job-instability
	Persistence of temporary employment
	What drives persistence? Labour market performance over the life-cycle

	The scarring effects of job instability
	Conclusions
	Appendix
	Appendix A. Employment categories defined as fraction of total time
	Appendix B. Unconditional labour market outcomes by mid-career status
	Appendix C. Wage growth
	Appendix D. Unconditional labour market outcomes by young-age status
	Appendix E. Robustness analysis to the mid-career definition
	Appendix F. Other figures and tables

	Labour market flows: Accounting for the public sector
	Introduction
	Preliminary concepts
	Labour market dynamics
	Data
	Definition of public jobs

	Worker gross flows
	Average gross flows
	Disaggregated worker flows
	Evolution of labour market stocks and flows
	Cyclicality of worker flows

	The role of the public sector in driving unemployment
	Why does the public sector matter?
	Unemployment decompositions
	Unemployment during the Great Recession: a counterfactual

	How safe are public-sector jobs?
	Conditional job-separation rates
	The value of safety in the public sector: a back-of-the-envelope calculation

	Conclusion
	Appendix
	Appendix A. Extra material: Section 4.3
	Appendix B. Extra material: Section 4.4
	Appendix C. Extra material: Different subgroups
	Appendix D. Extra material: Section 4.5
	Appendix E. Extra material: Conditional transition rates




