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The context




What makes the dual Spanish labor market so “dual”?

* Spanish labour-market institutions appear to be those of a typical continental European
country, but there are important differences:

*Extreme case of dualism. High firing costs under permanent contracts, Temporary contracts that are
very easy to use (despite OECD EPL indicators). As a result, temporary jobs represent on average one
third of employees (25% after the crisis)

* Sectoral collective bargaining with automatic extension rules, regardless of representativeness of
bargainers. Little scope for firms, especially small- and medium-sized ones, to adjust wages and labour
conditions.

* Wages and other working conditions of employees under permanent contracts are covered by
collective bargaining agreements that protect them against inflation and adverse negative shocks. By
contrast, workers with temporary contracts —a group in which young people, women, and low-skilled
workers are overrepresented — are the major source of flexibility and suffer the burden of adjustments.

*Large and high-productivity firms are less constrained by these regulations, since firm-level bargaining
is easier for them and their wage levels are often above the minimums set at the industry level. At the
same time, they can use the latter to reduce competition from smaller and low-productivity firms,
which find those minimums much more binding.



The dual Spanish labor market. A brief Spanish history

* Temporary contracts liberalised in 1984 (when unemployment rate was close to 20%)

* Honeymoon effect (Boeri and Garibaldi), expansion in the second half of the 1980s
(entry into UE) >Wrong impression that temporary contract were “good for
employment”.

* Recession at the early 1990s (crisis of the EMS). Policy response: Devaluations. Still,
some impressions that temps were not such a good idea after all (impact on u
insurance, segmentation, inequality, etc.)

* Expansion 1996-2007, riding on cheap credit (entry intro EMU). Neglect of a very
dysfunctional labour market.

* Similar risks nowadays:
*Debt crisis, financial problems, lack of demand, etc. lead the focus away from the
competitiveness/growth problem.
*Less concerns about the dysfunctional labour market regulation. If anything, reforms to facilitate
“internal devaluation” (which has some costs as a solution to competitiveness)
* Reform fatigue and bad communication: Confusion between “reforms” and “austerity measures”
*Disregard of productivity. Lack of productivity-enhancing measures



Spanish Labour Market
Performance, 2007-2012




Minimal macro background
(see also Fdez.-Villaverde, Garicano, and Santos, 2012)

Boom (1996-2007) and bust (2008-2012...)

« Credit boom (low interest rate, easy access) » Credit
crunch

 Housing bubble » Bursting of bubble
 High immigration inflow (ALabor force of 14% in 12 years)

Weakness symptoms

 Negative TFP growth since 1995 (like Italy)

e Large competitiveness loss (AULC 14% 1999-2008)
e Large Current Account deficit (e.g. 10% in 2007)

1. Spanish labor market performance, 2007-2012



Main recent developments

* Very high increase in unemployment, from 8% to 25%
(2012.Q3)

 Very high job destruction
* GDP vs. unemployment
* Construction sector?

e Temporary jobs?

* Employment as the major margin of adjustment
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Very high increase in unemployment
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Graph 4: House prices and credit growth in the euro area and NMS
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The rise of unemployment: The contribution of the
construction sector
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The rise of unemployment:

The contribution of debt
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Same shocks? (I)
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Same shocks? (Il)
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Volatility: The highest long-run response of unemployment to
output in the OECD
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The rise of unemployment: Okun’s coefficient
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Other margins of adjustment?

Aums =AInY +An(Y/HI+AIn(H/N)+ Aln(LF)

Table 1. Accounting for unemployment changes during the Great Recession,
2008Q1-2009Q4 (%)

Us Germany Spain
Unemployment rate Au 6.1 -0.4 11.2
Output AY/)Y -2.4 -5.4 -5.0
Productivity A(Y/H)/(Y/H) 6.0 -3.0 2.7
Hours/worker A(H/N)/(H/N) -2.2 -2.6 1.8
Labor force ALF/LF -0.1 -0.2 1.7

Notes: Log-points. Data for the US and Germany are from Burda and Hunt (2011). For Spain,

data are from the Quarterly National Accounts (www.ine.es).
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Breaking-down changes in unemployment
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Political economy of reform




Political economy of the 2010-2012 Spanish labor market
reforms: why a reform that seemed so hard to achieve
before the Great Recession was undertaken during it and
how the determinants affected the outcomes

Bottom line

It was a crisis-induced reform, triggered by international
financial markets

The nature of the trigger determined the limited nature of
the reform, begetting the need for further reforms
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0. Some (weak) empirical results on structural reform

Saint-Paul (2002): (a) No strong relationship with the cycle, except for
marginal reforms and affecting the flexible tier. (b) Exposure: reforms
happen when unemployment is rising (not just if high). (c) Across-
the-board reforms are undertaken by right-wing governments

Duval and Elmeskov (2005): (a) Economic crises and high unemployment
induce reforms. (b) Absence of monetary policy autonomy is
associated with lower structural reform activity. (c) A sound fiscal
balance may help. (d) Reforming one area helps reform in others.

Hgj et al. (2006): (a) Big economic crises are associated with higher
overall reform, but for job protection and benefit systems they
happen in strong upswings. (b) Governments in office for some time
are more able to reform, but on average left-of-center governments
reform less. (c) and (d) as in Duval and Elmeskov
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1. Serial reformers?

Main reforms

1975 Franco’s legacy: High severance pay (SP) and judicial
protection, no collective bargaining (CB), low
unemployment insurance (Ul)

1980 Workers’ Statute: New institutions (SP, CB, Ul)
1984 Temporary labor contracts regulation relaxed
1992 Reduction in generosity of unemployment benefits

1994 Restrictions on temporary contracts, more scope for
collective bargaining

1997 New permanent contract with lower severance pay

2002 Firms allowed to dismiss at penalty severance pay
without advance notice and without going to court

2. Political economy of reform



1. Serial reformers?

Q: Are the frequency and/or the intensity of reforms comparatively high?

Employment protection legislation reforms of specific aspects (% of total)

Years with  Flexibility-

Period . . Structural Complete Discrete
reform increasing
France 1982-2007 56 68 32 18 44
Germany 1985-2007 50 72 39 22 36
Italy 1982-2007 56 68 32 18 44
Average: 54 69 35 19 41
Spain 1980-2007 48 61 24 21 29
As opposed to: Decreasing Marginal  Two-tier Incremental

Source: Fondazione Rodolfo Debenedetti—IZA Social Reforms Database
(www.frdb.org). See Boeri (2010).

A: The frequency and intensity of reforms are both similar, and if
anything, reforms are less structural and more discrete in Spain
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2. Political support for reform?
Q: Exposure of insiders? (Saint-Paul, 1993)

Employment growth rate
(% variation on a year before)
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A: Limited employment losses of insiders, even after 2 years into the recession
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2. Political support for reform?
Q: Median voter shift? (Dolado, Garcia-Serrano, and Jimeno, 2002)

Indicators of political viability of labor reform
(share of employees plus unemployed)
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2. Political support for reform?

Q: Voter attitudes favoring reform? (Dolado, Felgueroso, and Jansen, 2010)

Spain EU-15
Population 16 years old and over 61.2 71.2
16-24 years old 64.9 71.2
55-64 years old 58.8 68.6
Self employed 67.2 77.4
Managers 62.2 68.5
Professionals (employees) 65.3 73.6
Low-skill employees 69.3 71.2
Unemployed 69.6 72.6

Percentage share of people over 16 y.0. who agree with the statement: “Contracts
should be more flexible to incentivize job creation”, Eurobarometer, May-June 2009

A: Groups more in favor or reform are not the most influential
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Two-tier labor market

Temporary jobs as a share in employees (%)
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Wage bargaining and the cycle

GDP, Employment, and Real Bargained Wage Growth (%)
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Q: Why has there been no (pressure for) labor reform in the other GIPSI countries?

OECD Harmonized unemployment rates (s.a., %)
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A: The size of the unemployment problem is much higher in Spain
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Labor market reforms, 2010-2012




The trigger: Financial market pressure
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The Government’s position and the outcome
Position

* During the Great Recession the Spanish Socialist Government
organized negotiations with the employers’ association and labor
unions, which were portrayed as the source of labor market
reform, but they stalled for 2 years

* Debt crisis. External pressure (May 2010)
Outcome

e Reform in many steps: June 2010 Decree, September 2010, June
2011 Decree, and many other small legislative changes (up to a
total of 11 jij)

* New new reform, Feb 2012, in effect but still being discussed at
the Parliament 3. Labor market reforms, 2010-2012



Reforms 2010-2011...

A limited modification of employment contracts...

Lowering firing costs under a new permanent contract. Increasing firing
costs under temporary contracts

...and of the regulation of collective bargaining

Firms under stress can opt out of the industry collective-bargain wage level
with agreement of workers, but must go back to it in no more than 3
years

Firm-level collective agreements may prevail over sectorial agreements,
under some conditions.

Contradictory in some dimensions

Introducing insider-protecting measures: Subsidies for reduced hours (as
opposed to dismissals)

3. Labor market reforms, 2010-2012



New new Reform (February 2012): Towards “internal devaluation”

 Main focus on firing costs internal flexibility:

Significant reductions in firing costs

Redefinition of economic dismissals

Elimination of administrative approval of collective dismissals

a

a

[m]

a

Easing of opting-out from collective bargaining agreements
More employers’ discretion to change wages, other employment conditions

e Not completely addressed:
Duality. Temporary vs. Permanent

m]

m]

Productivity-enhancement
Active Labor Market Policies

o

3. Labor market reforms, 2010-2012



Appendix. Content of 2012 reform*

Employment protection

1.

Economic reasons: “Persistent” losses or revenue falls = 3
quarters in a row

Unfair dismissal severance pay unified at 33 days of
wages per year of service with a limit of 24 months (v. 45

days and 42 months before)

New contract for entrepreneurs: No severance pay for 1
year, subsidies

“Express dismissal” suppressed (higher chances of going
to court)

Collective dismissals: Administrative approval abolished

* Source: Bentolila, Dolado, and Jimeno (2012b). 3 Labor market reforms 2010-2012



Appendix. Content of 2012 reform

Collective bargaining (the big change)

1.

2.
3.
4

Firm-level agreements: Priority over industry agreements
Industry agreement opt-outs: 2 quarters losses/¥revenue
Expired agreements: Maximum duration of 1 year (prv. o)

Wages and working conditions: Unilateral changes by
employer allowed (can be challenged in court)
Contract suspensions and work-time reductions:
administrative approval abolished

Unemployment benefits: reduction in contributory
replacement ratio after 6 months (60% = 50%), some cuts in
assistance benefits

3. Labor market reforms, 2010-2012



Final Comments




Conclusion

The extraordinary rise in unemployment in Spain in the Great
Recession was insufficient to trigger labor market reform

Reform only became politically viable when, additionally, the
risk premium on Spanish debt increased sharply

Internal political-viability constraints still mattered, since they
limited the scope of the reform and affected its contents,

leaving important unemployment-inducing institutions
unaltered

Finally, a deep (still, incomplete) reform in 2012

4. Final comments



Conclusions (lI)

4. |t does matter who is in power:

e 2010-2011 reforms were passed by Socialist Party
e 2012 reform was passed by Popular Party (right-wing)

Saint-Paul (2001), Hgj, Galasso, Nicoletti, and Dang (2006)

5. Itisless hard to carry out reforms when things go really
bad

H@j, Galasso, Nicoletti, and Dang (2006)

4. Final comments



An alternative package (2009-2010)

A. Employment protection: a single, permanent labor contract
with severance (p.y.o.s.) increasing with seniority

B. Collective bargaining: decentralization (industry agreement
rules), deindexation, competitiveness guidelines

C. Unemployment benefits: increase initial generosity with
steeper downward slope, link to ALMP

D. Active Labor Market Policies: focus on less skilled workers,
assess rigorously their results

“A proposal to restart the Spanish labour market”, signed by 100 academic economists (April
2009); “Guidelines for a comprehensive reform of the collective bargaining system in Spain”
(March 2011), signed by 13 academic economists. www.fedea.es

4. Final comments


http://www.fedea.es

Thank you
for your attention!




