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Abstract

This paper provides background information on the legal constrainis affecting short-time
working, and on the observed incidence of short-time working schemes in Spain. After reviewing job
security regulation in regards to permanent and temporary dismissals and to working hours reduction, we
provide some indexes of the rate of utilization of internal workforce adjustment by Spanish firms. We
conclude that this type of adjustment is scarcely frequent and heavily concentrated among particular
manufacturing industries with specific technological characteristics. We discuss the theoretical arguments
available in the literature about the determinants of the incidence of internal workforce adjustment, and
suggest that further research is needed to fully understand the relative importance of legal, technological
and economic constraints to short-time working, and to justify a public policy oriented towards work-

sharing by reducing working hours.

JEL Codes: 121, 165
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1. Introduction

Spain is the country with the highest and stubborn unemployment rate among OECD
countries. Its performance on employment creation and the evolution of the employment rate in the two
recent decades are also rather disappointing. The Spanish economy has suffered two very intense
employment crises in the last two decades. First, from the mid-seventies up to the mid-eighties,
employment decreased at an annual rate of -1.7%. Then, employment surged during the second half of
the eighties (the average annual growth rate of employment was 3.5% in the 1986-90 period). During the
recent recession, employment fell by -1.9% in 1992 and by -4.3% in 1993. Thus, mass and persistent
unemployment coexist with wide swings in total employment,

On the other hand, annual working hours, despite a very rapid and continuous decrease during
the eighties, are high, for European standards. Thus, while employment is highly correlated with economic
activity, working hours have followed a decreasing trend with not noticeable reaction to temporary or
permanent falls in activity. In spite of supposedly restrictive job protection legislation, firms use firings
as the main instrument o adjust to declines in activity. Moreover, since fixed-term employment was
Hberalized in 1984, the proportion of fixed-term employment has surpassed 30% and workers on these
contracts have suffered a great deal of the burden of workforce adjustment.

Why are dismissals the main workforce adjustment measure? Why are short-time working
schemes and work sharing programs not observed more often as instruments to mitigate the incidence of
unemployment? Is the job protection regulation biased against short-time working? s short-time working
a better outcome from an economic and social point of view? Should Spanish job protection regulation lead
toward & higher punishment of {irings and to provide incentives for short-time working? Should distinctions
be made between the use of short-time working for adjustment to transitory and permanent falls in

demand?.

The main goal of this paper is to provide information from the Spanish experience on
workforce adjustment. The analysis of this information should be the first step o address the questions
above. In Spain, workforce adjustment is mainly external, through dismissals and firings, and, to a lesser
extent, internal by means of temporary layoffs. Short-time working, as a measure of internal workforce
adjustment to declines in activity, is almost nonexistent,’

HHowever, this lack of short-time working programs should not be interpreted as an indication that work-sharing, has not taken
place 1 Spain. In fact, fixed-term employment has been the Spanish way of filling the same jobs with different people. Given the
high firing costs implied by permanent employment contracts, firms have mostly used fixed-term contracts that require workers
Lo be promoted to permanent workers afier at most three years or being dismissed. As a result, there has been a high wrnever rate
between employment and unemployment. In fact, it would be very difficult 1o grasp the reasons for the rather low incidence of
internal workforee adjustment measures, without the understanding of {iring regulations and some characteristics of fixed-term
cmployment contracts.
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The structure of the paper is as follows, In section 2, we describe the main institutional
characteristics of the Spanish labor market, regarding internal and external workforce adjustment, with
a special attention to the regulation of short-time working schemes. As a general comnment, it can be said
that short-time working is not differently regulated than temporary layoffs. This fact and the high incidence
of fixed-time employment are the main reasons for working hours not being a variable that employers and
workers want to adjust after declines in economic activity. In section 3, we turn to provide the main facts
on internal workforce adjustment in Spain during the last decade. Since the Spanish regulation in this
regard has not particularly strong incentives to the use of short-time working schemes, it is not surprising
that they have become rather unusual and that firings and, 1o a lesser extent, temporary layoffs are the
almost exclusive channels through which workforce adjustment takes place. Finally, in section 4, we
discuss the theoretical arguments which may explain the incidence of short-time working. Lacking
government intervention, there are several reasons by which firms (and even workers) prefer firings to
short-time working, as the way to adjust to declines in firms' demand. These reasons are mostly related
t0 the nature of bargaining, technical restrictions and dynamic effects of the two alternatives above, and
imply that short-time working requires the intervention of a "third party” that subsidizes such schemes and
penalizes firings’. A full assessment of these restrictions need to be made before any policy recomendations

on work-sharing by short-time working can be derived.

2. Workforce adjustment in Spain: Institutional aspects

In Spain, a change in the employment relationship implying short-time working requires prior
administrative approval. Up to 1994, and since the years of the Franco dictatorship, any action taken by
firms about workforce adjustment grounds was to be preceded, at least on legal grounds® by a procedure
initially called "crisis process”, later "employment regulation process’ (Expediente de regulacion de
empleo, from now on ERE). This procedure basicatly considers three possible courses of action:
Permanent dismissal of workers, temporary ayoft of workers and temporary reduction of working time
(i.e., short-time working) for some or all workers.

Although these regulations existed before, as already mentioned, their clearest formulation
dates from 1980, when the Workers' Statute (Ley del Estatuto de los Trabajadores, hereafter quoted as
LET) was passed in Parliament. The LET established a common procedure for all types of ERE, the only
difference being that, in case of layoffs or short-time working, the time allowed to the labor market
authorities 10 decide on an ERE were half of those allowed in the case of dismissals. As a matter of fact,

“Another question is whether there are either efficiency or disiribution arguments that rationalize such subsidies.

3 - . . . . +

Needless o say, many firms have used other ways of adjusting iheir workferce for economie reasons, mainly through what the
so-called "disnzissals on objeclive grounds”, the possibility of which was established in 1980. More information on dismissals in
Spain may be found in Jimeno and Toharia (1994a).
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the law does not make any specific distinction between layoffs and short-time working, the two apparently

belonging to the same category ("employment suspension”).

The precise procedure was as follows. To initiate an ERE, the employer had to open a 30-day-
period of consultation with workers' representatives, in order o agree with them. At the end of this period,

the following possibilities existed:

- an agreement was reached. In this case, it was so notified to the labor authority,* which
normally certified it. This was the most frequent case: Some 75% of the total number of ERE
were agreed and then accepted.®

- an agreement was not reached. In this case, the employer had to provide information on the
situation of the firm to the labor authority, who had to decide, before 30 days, whether to
accept or reject the ERE. If the ERE was rejected (this being so if no answer was given
within the established period}, the firm could go to the central Ministry, who had another 15
days to decide the case. At this stage, if no answer was given, the ERE was accepted. If the
ERE was rejected, it was sent back to the firm with the recommendation that an agreement
be reached with the workers. The percentage of ERE accepted by the labor authority was
approximately 80% of the ERE not agreed, equivalent to 20% of the total number of ERE.

It should be added that the delays were half of those mentioned in the case of firms with less
than 50 employees and when the ERE involved less than 5% of the current workforce of the establishment.
The times were also half as above in the case of layotfs and short-time work,

The workers dismissed, laid-off or under short-time working were entitled to receiving
unemployment benefits, provided they had contributed to the unemployment insurance system long enough
(six months before April 1992, one year thereafter). The same rules applied to all of them. The only
proviso added in the case of short-time workers is that the benefit was proportional to the amount of
working time reduction; in addition, a threshold for working time reduction of 1/3 of normal hours was
established to be entitled to receiving benefits. These benefits were against their total benefits; it could thus
happen that 2 worker, when dismissed, might have already exhausted most of his/her benefits in previous

short-time or layoff episodes.

“This may be the provincial defegation of the Ministry of Labour or the regional authorities or the central Ministry itself, depending
on the nature of the ERE and whether the region where the firm is established is responsible for handling labour matters,

*This refers to the lotal number of ERE. Disagaregated information by types does not exist, although it can be presumed that
dismissals ERE carry a lower percentage of agreement.
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As part of the ERE, the firm might agree to supplement the workers' income so that no actual
foss was experienced during the period of layoff or short-time.® In the case of both layoffs and short-time
work, employers had to pay social contributions for those workers affected.

In all cases, any dismissal carried a minimum severance of 20 days' wages per year of
seniority (with a maximum of 12 months’ wages).” Finally, in the case of firms with less than 25 workers,
the state paid, through the wage guarantee fund (FOGASA), 40 percent of the legal severance payment.®

The recent labor market reform of May 1994 has introduced several changes to this scheme.
First, a distinction has been made between individual and collective dismissals. Economic reasons are now
accepted as a legal ground for individual dismissal (recognizing what was usual practice), and EREs are
now restricted to collective dismissals. Secondly, the ERE procedure has been somewhat changed:

- at the time of initiating the ERE, the firm has now to both initiate negotiations with its
workers and to notify the labor market authority, providing the necessary information o
justify the measures proposed (in the prior regulation, this documentation had to be given only
when no agreement was reached with the workers);

- negotiations with workers must last "at least 30 days” (the minimum requirement was not
established in the previous regulation).

- in the case of firms over 50 workers, a "social plan" is to be added 10 the initial documents
of the ERE.

- after the period of consultations, if there is agreement, the labor authority will simply certify
it within 15 days.

- should an agreement not be reached, the labor market authority will take a decision within
15 days, with the proviso that if no decision is taken on time, the ERE shall be deemed

aceepted.

On the whole, the new procedure puts a heavier burden on the negotiation and tries to limit
the role of the labor market authority. In exchange, the firm is now required to disclose information on
its situation right at the beginning of the process as well as to prepare, for those over 50 workers, a social
plan. Neither severance payments nor access to unemployment benefits have been changed. At any rate,
the spirit of the reform appeared to be simplifying matters and reducing times of resolution.?

“Prior 10 1994, unemployment benefils were tax-cxempt, This has o be taken into account here, as after-lax replacement ratios
could well be above 100%, especially prior to 1992 when (he initial gross replacement rate was 80 % of previous wages.

"Needless to say, (hese amounts could be higher if so agreed.

*The ET established that the State would pay 40% of the severance pay agreed. This was correcled in 1984 10 become 40% of
the legal severance pay, because of the obvious perverse incentives created by the initial system.

"Whether the new regulation has achieved thal remains o be seen.
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The regulation for temporary layoffs and short-time work has not been further changed
beyond the changes mentioned above, though: they are still subject to an ERE whose procedures are
similar to those established for EREs with dismissals. Decision times are still half of those applicable to
ERE with dismissals; documentation required is less burdensome to the firm.

Needless to say, all of the above applies to permanent workers only. Temporary or fixed-term
workers™, whose labor contract has a limited and well-defined duration, can be discharged by simply not
having their contracts renewed. This is an important caveat, as 1/3 of all employees in Spain work under

a contract of this type.

In addition, it should be mentioned that all of the above measures, in particular those related
to layoffs and short-time work, are seen as temporary solutions to cyclical problems rather than structural
difficulties. No explicit work-sharing programs {like subsidized on-leave programs or subsidized short-time
working) are in effect as response to permanent demand declines in some sectors caused by structural

changes in the Spanish economy.

3. Temporary layoffs and short-time working in Spain

3.1. Working hours

As a first step toward the empirical analysis of short-time working in Spain, we can glance
at the evolution of the working time. There are two usual measures of working hours: the average weekly
number of working hours and the yearly number of hours. The growing flexibility of working time in the
last twenty years, caused by the increasing incidence of temporary and part-time employment, makes the
Jatter a more suitable measure of working hours. We shall also use the average weekly number of working
hours when yearly figures are not available, though.

Table 1 contains data on yearly hours from different OECD countries for several years within
the 1970-90 period. These data show a continuous decline in the number of working hours across
countries, with the only exception of Sweden in the eighties, Some countries show a dramatic decline in
the seventies (the cases of Norway, Sweden and Germany) and others in the eighties (Spain and the
Netherlands). Since working hours differ across sectors, being highest in Agriculture and lowest in

Temporary workers undertake activities which by nature are temporary; fixed-term workers undertake activities which are normal
o the firm, but they do so for a limiled amount of time. Since 1984, the minimwmn contract time was 6 monils, rencwable (o a
maximwn Jength of 3 years. In 1992, the minimum was extended to 1 year. The maximun was temporarily extended to 4 years.
Starling in May 1994, these fixed-term contracts have been suppressed on general grounds, (heir use being restricted 1o
apprenticeship and practice contracts as well as specific employment policy measures to be decided on a yearly basis in the
budgetary law.
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Services (see table 2), changes in the sectoral composition of employment have some effects in the

evolution of working hours.

There are other factors influencing the evolution of the yearly number of working hours,
being the incidence of part time and temporary employment a major source of variation across time and
across countries. Thus, we first present data on the evolution of fixed-term contracts and part-time work,
to turn, afterwards, to provide the facts on internal working hours adjustment schemes in the Spanish labor

market,
3.2. Temporary and part-time employment

Nowadays, there exist a wide variety of employment contracts that firms can use in Spain.
Liberalisation of temporary contracts took place in late 1984, and further reforms have taken place
recently. The result has been a rapid increase of the proportion of temporal contracts in the Spanish
economy since the mid-80's, as it can be seen in table 3. From 1987 to 1991, the proportion of workers
with temporal confracts increased from one sixth of total wage workers to one third of that number; since
1991, the proportion has maintained more or less constant. Two types of temporary contracts must be
disentangled: temporary contracts used to fill jobs with a seasonal or fixed.term duration, and temporary
comtracts "without a cause”, which are used mainky to avoid the firing restreitions embedded i the
"typical” permanent ful-time employment contract. If we only take account of the latter, then the
proportion of fixed-term employment has raised from 8.6% in 1987 to about 25 % in 1991 and thereafter.
This evolution is important in regard to the evolution of working hours (since temporary workers work,
on average, less hours than permenent workers' ). But, more importantly and as we shall see below, a
high the proportion of fixed-term employes implies less restrictions to workforce adjustment and, thus,

short-time working schemes as response to demand fluctuations are less needed.

One aspect that must be stressed is the sectoral dispersion of the incidence of fixed-term
employment. As seen in table 4, manufactuirng and services have a below average proportion industries
of fixed-term employment, while in Agriculture and Construction, the incidence of fixed-term employment
is highest, mainty because there are relatively more seasonal and fixed term jobs. This sectoral dispersion
is also closely related to the sectoral dispersion of short-time working schemes.

Additionally, part-time employment can also be used as flexible forms to adjust working
hours. Until recently and because of a restrictive regulation of part-time employment contracts, the
incidence of this kind of employment in the Spanish economy has been rather low, as seen in table 3. In
fact, part-time employment in Spain is at a proportion similar o other Southern European countries (Italy,
Greece or Portugal) but much lower than in Northern European countries.

"gee Segura ef. al. (1991)
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3.3. Short-time Working

The main statistical source o get information on internal workforce adjustment is the data base
referred to the EREs published by the Ministry of Employment and Social Security.

First, tables 6, 7 and 8 show the basic data referred to the total number of EREs made by
firms and approved by administrative authorities, the total number of workers affected and the average
number of workers affected per ERE. Data are disaggregated by form of adjustment (reduction in working
time, temporary layoffs, and dismissals), industry (agriculture, manufacturing, construction, and services),
and firm's size (ranging from 1-25 workers to more than 5,000 workers).

As seen in figure 1, the number of EREs shows a clear cyclical pattern: They increased in
the last 70"'s, maintained high levels in the first half of the 80's, sfowed down in the second half of the 80's
and increased again in the first years of the 90's. This cyclical pattern can be observed both in regards to
temporary layoffs and to permanent layoffs. However, it is much less pronounced in the case of the
reduction of working hours, since it shows a continuous decreasing trend from 1981 10 1990 (o slighlty

recover afterwards.

As for sectoral disaggregation, table 7 shows that manufacturing firms are more prone to
implement EREs, although the proportion of EREs in manufacturing has been decreasing (from 61 % of
the total number in 1980 to 48% in 1993). The proportion of EREs in small {irms (those more extended
in the Spanish economy) is both high and increasing (63 % in 1980 and 75% in 1993), which is above the
proportion of this type of firms in the Spanish economy.

Not surprisingly, the number of workers affected by ERESs also foltlow a cyclical pattern: They
increased from the last 70's to the mid-80's and decreased since then due to the economic expansion of
the second half of the 80's. However, the impact of the recent recession in 1992-1993 has made the
number of workers affected by EREs to surge again. As seen in figure 2, the evolution of total number
of workers affected by EREs is mainly driven by temporary layoffs, which account for an important
proportion of the total number of workers involved in the adjustment process (from 45% in 1979 to 70%
in 1993).

The sectoral composition of workers affected by EREs is similar to the incidence of EREs
by sectors. First, manufacturing is by far the main sector in relation to the number of workers affected.
Second, although firms with less than 26 workers are those presenting a higher number of EREs, the
number of workers affected is relatively higher in medium-sized firms (51-500 workers) and, specially
in recession years, on the biggest companies. As a result, the average number of workers involved in
EREs, shown in table 8, increased from the late 70s thorugh the mid-80s 10 decrease afterwards. If we
consider the form of the adjustment, that pattern has been guided by the scheme related to the reduction
of working hours: the average number of workers in this kind of adjustment process increased in the early
80°s, and figures over one hundred were usual in many years of the 80's but have decreased substantially
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in the 90's. The average number in the other two schemes were more or less constant over the period of
observation. By industry, manufacturing is the sector with a higher average number (over 40 in all the
period), the rest showing lower tigures. Finally, regarding firm’s size, there exists a direct relationship
between the size and the average number of workers involved, as one could imagine a priori. However,
there must be said that the average number of workers in the case of companies over 5,000 workers differs
very much among years due to the number of workers imvolved in each of the ERE, not to the number
EREs made.

Now we turn to the distribution of the total number of workers affected by industry and size
of firms within each of the workforce adjustment alternatives (see tables 9 and 10). As we stated
previously, manufacturing is the industry which concentrates most of the workers affected by internal
flexible adjustment processes. This is specially true in the case of the reduction in working hours (nearly
the 100%) but less in the case of temporary layoffs (although it has reached nearly the 90% in 1993}, As
far firm's size is concerned, either reduction in working hours or temporary layoffs are concentrated on
companies with more than 100 workers. However, we have to highlight two aspects: first, in the case of
the working hours form, the contribution of companies with more than 5,000 workers differs greatly
among years; and second, firms with less than 26 workers use more iniensely the temporary layoffs, as

their participation is higher in this kind of workforce adjustment.

Now we are interested on having an estimate of the incidence of the flexible forms of
workforce adjustment on the whole economy. To obtain such a measure, we relate the number of workers
effectively affected by those forms of adjustment and the total number of workers that could theoretically
be affected. We have the first figure; with regard to the second, we are going to take the number of wage
workers in the economy (and in each industry). The estimate of the incidence of flexible forms of
workforce adjustment with respect (0 wage workers is shown in table 11. In table 12, more disaggregated

data are given. We stress the following aspects:

- First, no more than 6% of the total wage workers were atfected by temporary layoffs in the
year of more intensity use of this internal adjustment form, i.e., 1984. However, we can state
that this kind of adjustment process shows a cyclical pattern: Their use increases in periods
of economic crisis and increasing unemployment (1977-85 and 1992-93) and decreases in
periods of economic expansion and employment creation (1986-91),

- Second, manufacturing is the industry in which the use of workforce adjustment forms is
more extended, conducting the cyclical pattern described above, The estimated mcidence
increased in the early 80's, reaching a maximum of 25.6% in 1984; then, the incidence
decrease to about 10% in period 1988-91. But it increased substantially in the last three years.

- Third, incidence in the agricultural sector has maintained at about 4-6% since the early 80's.
Also, the incidence in construction and services is very low and has decreased continuously
since the early 80's.

- Fourth, if we distinguish between temporary layoffs and reduction of working hours as forms
of flexible workforce adjustment in each industry, we observe that all the industries use
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temporary layoffs more intepsively. This is specially true in the case of the agriculture sector,
About manufacturing, firms use both forms of adjustment equally until 1983, but since then
they prefer temporary layoffs; in this way, it is very significant the lack of use of the working
hours: from 9% of the total wage workers to less than 2% only three years later.

We can obtain a more concrete insight into the incidence of those forms of workforce
adjustment if we consider the following information: we have calculated the incidence for different
sub-sectors of the manufacturing sector, as this is the industry in which the adjustment of the workforce
has been most intense. The data are shown in tables 13 and 14, and are given for 22 manufacturing

sub-sectors.

With regard to the use of temporary layoffs, there exist a number of manufacturing
sub-sectors for which incidence is (or was) very high (over 10% of their wage workers). Such cases are
mainly five: "Extraction of solid fuels and coal”, "Production of metallic goods”, "Production of electric
equipment”, "Production of automobiles and their spare parts” and, above all, “Ship building". The rest
of industries have used this adjustment form at a low rate (affecting to less than 10% of total wage
workers). However, the incidence in some of them has been very scarcely (even below 1%): this is the

case of "Extraction of oil and gas” and "Electricity, gas and water”.

If we consider the sub-sectors using the reduction of working hours more intensely in relation
to the mumber of their wage workers, one remarkable aspect is that they coincide to those using the other
flexible form of workforce adjustment, except for "Extraction of solid fuels and coal”, and adding
"Production of mechanical equipment”. One aspect that is necessary to stress is that the use has decreased
greatly since 1984: the incidence was over 20% in those sub-sectors but nowadays is at some lower levels.
Another point is that there exists a bigher number of sub-sectors (10) for which the incidence is very fow
in most of the years. This is related to the increasing incidence of fixed term employment, which can be

used as an alternative workforce adjusting mstrument.

As a final comment, table 15 contains data about the average number of days in temporary
fayoffs and the average number of hours of reduction, As for the number of days, it is between 90 and 120
(i.c., three and four months) in the whole period. Also, the number of hours is between 350 and 500
(which is equivalent to 40-60 days of work), but showing no clear temporal pattern.

The conclusion is that the use of flexible forms of workforce adjustment is very concentrated
in some specific industries. These are of two types: one, productive activities plunged into a crisis since
the 70's due to their high costs with the result of an intense reduction of their workforce ("Extraction of
solid fuels and coal” and "Ship building"); and two, other activities related to the production of metallic,
mechanical or electric equipment, which can be more affected by seasonal variations in the demand, There
is a technological aspect common across these industries: These are mass production industries where
team-work organized through assembly lines is predominant.
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4. Adjusting working hours as an alternative to firings: When is it feasible?

As we have seen above, firms can adjust (and do adjust) their workforce either by dismissing
workers, by temporary layoffs or by adjusting working hours. As for the employment relationship is
concerned, there is an important difference between dismissals, on the one hand, and temporary layotfs
and short-time working on the other. While dismissals imply the breakdown of the employment
relationship, and therefore workforce adjustment takes place externally (through firings and hirings),
temporary layoffs and shori-time working are internal workforce adjustment measures that maintain
employment relationships, although temporary layoffs are often perceived by workers as the first step

toward dismissals of a fraction of the firm's workforce,

In an unregulated labor market, absent both externalities and distributional considerations,
profit maximizing firms and utility maximizing workers would always choose the efficient levels of
employment and working hours. However, labor markets require, by nature, the existence of certain
institutions (like a public unemployment compensation system, collective bargaining, legal restrictions to
some employment conditions, etc.) that affect both efficiency and distribution. Thus, it makes sense o
wonder if employers and workers are choosing the optimal level of employment and working hours, given
demand and instiational restrictions, and if some reforms in institugional restrictions would increase social

weltare,

Institutions imteract with each other, so that the economic effects of labor regulation are not
independent on the whole set of institutions at work. Thus, regulation on internal workforce, in general,
and on short-time working, in particular, must be analyzed considered other institutions like unemployment
compensation programs and job protection legisiation. Clearly, a publicly financed unemployment benefit
system lowers the private marginal costs of dismissals to be burdened by workers. Job protection
regulation increase firing costs. Adjustment in working hours may be preferred by workers to dismissals
if the value that they attach to the employment relationship is higher than the plausible loss of earnings
implied by working fewer hours. But, if this is the case, and temporary layoffs do not increase the
probability of being fired, then temporary layoffs are preferred to short-time programs, as workers
temporarily laid-off get unemployment compensation. From the employers' point of view, short-time
working permits, in principle, costless workforce adjustment, since no firing costs are involved. However,
if there is wage resistance, non-wage labor costs are different from zero, there are increasing returns to
working hours or the workforce is heterogeneous, reductions in working hours may be costly, and even
more so than temporary layoffs or dismissals.

Thus, in general, it would be necessary the implementation of publicly financed short-time
compensation schemes, of similar nature to a "partial” unemployment compensation scheme, for workers
to be willing to consider short-time working. It would also be necessary the existence of significant firing
costs for employers to accept reductions in working hours, when workforce adjustment is an issue.
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Previous studies on the tradeoffs between the level of employment and working hours, when
unemployment compensation and job protection regulation are present, have analyzed two issues: 1) the
effects of a short-time compensation scheme on the efficiency of the resulting combination of employment
and hours, and ii) the effects of a shot-time compensation scheme on the frequency and the size of the
employers' response to adverse shocks. The main results of this line of research are:

i) The absence of a short-time compensation scheme produces excessive temporary layoffs,
if the unemployment benefit system is not fully-rated. Short-time compensation schemes, if sufficiently
generous, reduces temporary layoffs but implies underemployment, that is, working an inefficiently low
number of hours. A fully-rated unemployment benefit system eliminates the inefficiencies in both cases
(Wright and Hotchkiss (1988), Burdett and Wright (1989)).

iy If there is not disutility of work, then the short-time compensation scheme has to be at least
as generous as the unemployment benefit system for short-time working to take place (Van Audenrode
{1994)}. Otherwise, temporary layoffs will bear the burden of adjustment to declines in firms' activity.

However, these results are obtained under simplifying assumptions which make short-time
working more plausible than under more realistic assumptions. The assumptions under which the two

results above are derived are;

i) There is efficient bargaining between employers and workers. This means that there are
contingent contracts under which workers' earnings and other labor costs depend on the state of nature.
In other words, after a negative shock, workers' earnings and other labor costs fall, so that the reduction
in employment needed to accommodate the shock is lower than under non-contingent employment contracts
which have embedded some degree of wage rigidity. As a result, temporary layoffs or short-time
compensations are lower under efficient bargaining. Contingent contracts under which both workers'
earnings and non-wage labor costs depend on the state of nature are not usually observed,

iiy The number of effective hours is equal to the number of actual hours and the 1abor input
is homogeneous. These two assumptions imply that "bodies" and "hours" are perfectly substitutes (thus,
the average productivity of one employee working n hours is the same as the average productivity of n
employees working one hour, for instance). In fact, there are many reasons why these two assumptions
fall: There are jobs that, somewhat, are subject to indivisibility of working hours, workers may differ in
ability, the amount of firm-specific human capital that they embody, etc. If for some reasons, there are
decreasing refurns 1o reducing hours below a certain threshold and workers are heterogeneous, employers
are more likely to prefer temporary layoffs than short-time working. Adverse selection and moral hazard
in the employment reiationship would also make the firms more prone to the use of dismissals and

temnporary layoffs.

i} Workers are assumed to have a utility function which ranks preferences over consumption
and leisure. In other words, there is disutility of work. Thus, given earnings, workers are better-off under
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temporary layoffs than under short-time working, and better under short-time working than under full-time
working. However, it could be argued that workers derive utility from having a full-time "regular” job
instead of "unstable" part-time jobs (Dréze (1987). And, as already commented, temporary layoffs may
be perceived as the first step toward complete dismissals. Then, dismissals of part of the labor force can
be preferred by workers to either temporary layoffs or short-time working.

iv) All workers are employed under the same contract which imposes the same severance
payments in case of dismissals. Thus, the marginal cost of dismissals is taken to be constant by assumption.
However, severance payments are usually linked to seniority, so that, their marginal cost is increasing in
the number of dismissals. This implies some non-linearities in the deciston to resource to temporary layoffs
and short-time working: for small workforce adjustment, dismissals may be less expensive than temporary
layoffs and short-time working, so that internal workforee adjustment will take place only after large
shocks. This distinction in the firing costs among workers is very relevant to the Spanish case, where a
significant proportion of workers are employed under fixed-term contracts which do not entail significant
firing costs. It also suggests some questions about the actual utility function of the workers bargaining with
the firm. it is very likely than these are more senior workers, permanent workers which do not fully
represent the interests of the junior, fixed-term employees. If so, external workforce adjustment would be

much more Hkely than internal workforce adjustments.

v) Finally, the whole analysis is carried out on pure static grounds, although dynamic
considerations are crucial in this issue. First, it is clear than the nature of the adverse shock affects both
the private decisions about adjustments, and the convenience of such adjustments from a social point of
view. If the shock is transitory, temporary layoffs and short-time working are likely. Anyway, under
efficient bargaining, employment contracts are designed to take care of transitory shocks, However, if the
shock is permanent, temporary layoffs do not solve the problem, and generat equilibrium considerations
play a role: It may be the case that the utility of workers under temporary layoffs or under short-time
working scheme is below the alternative utility that they may achieve in other activities. Second, insider
and membership effects are to be taken into account by employers and firms when deciding the
combination of employment and working hours. While a group of workers may prefer dismissals, so that
in the future rents are to be enjoyed by a lower number of workers, firms may want temporary layoffs and
short-time working, so that employment relationships are maintained and in the future there will be lower
wage pressure. As for social welfare is concerned, it is clear that internal adjustment to transitory shocks
could be desirable, to mitigate insider effects, while, by an efficient allocation of resources argument,
external adjustment to permanent shocks produces better outcomes. Distributional considerations could
also be mentioned to shift the balance toward internal adjustment. However, in the case of adjustment to
permanent shocks, it is clear that there are much less perverse ways of redistributing than by short-time

working schemes that preclude an efficient aliocation of resources.

Thus, on balance, it seems that the conditions required by short-time working to be a major
source of internal workforce adjustment are rather strong. In particular, technological constraints on the
tradeoffs between hours and number of workers, efficient bargaining, relative generous compensations for
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short-time working, and lack of segmentation of the workforce by types of employment and seniority are
close to be necessary for internal workforce adjustment to take place as varying working hours. Even in
this case, a short-time compensation more generous than the unemployment benefit system is likely to be
required. In the Spanish case, these three conditions are very far to be satisfied. Bargaining is mostly at
the sectoral level (see Jimeno and Toharia (1994b), chapter 3), there are not special provisions for short-
time working (section 2) and the labor market is segmented between permanent/protected workers and
fixed-term/unprotected workers™. Further research on this topic should concentrate on the relative
importance of each of the above constraints to shori-time working schemes, and on the social costs and

benefits of government intervention in this type of arrangements.

12 . . . . S s . . .

Dolado and Bentotila (1993) estimate & wage determination model with insider effects and cannot reject the hypothesis that, in
Spanish manufacturing firms, permanent workers are the insiders while the interest of {ixed-term workers is not laken into
consideration when bargaining.
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Table 1. Average annual number of working hours, 1976-1990. Source: OECD, 1991.

ALL 1970 1973 1975 1979 1983 1988 1990 1970-79 1979-90
WORKERS

Canada 1890 1865 1837 1754 1730 1760 1734 -5.1 -3.3
Finland 1982 1915 1885 1859 1798 1783 1756 -6.2 -5.5
France 1962 1904 1805 1817 1717 1690 1678 -7.4 -7.6
Haly 1969 1885 1841 1788 1764 -9.2

Japan 2185 2100 2110 2081 2078 -3.4 -1.5
Norway 1766 1694 1653 1501 1471 1429 1417 -15.0 -5.6
Spain 2148 2052 1934 1041 -9.6
Sweden 1641 1557 1516 1451 1453 14835 1480 -11.6 2.0
Usiled States 1886 1875 1833 1808 1788 1785 1782 -4.1 1.4
LEMILOYEES

France 1821 1771 1720 1667 1558 1547 1539 -8.5 -1.7
Germany 1885 1804 1737 1699 1670 1623 1589 -9.9 -0.5
Netherlands 1591 1530 1450 1433 -9.9
Spain 2032 1946 1843 1858 -8.06
Uniled Stales 18306 183} 1791 1767 1754 1750 1750 -3.8 -1.0

Table 2.

Average weekly number of working hours, different countries, 1991, Source: National

Labour Force Surveys.

Agric. Manuf. Serv. ‘Total
Belgium 36.7 38.2 34.3 35.6
Denmark 35.7 35.4 33.1 33.8
Germany 39.9 37.8 35.7 36.6
Greece 45.3 40,6 39,1 30.7
Spain 43.3 40.3 38.8 39.6
France 39.4 30.5 36.6 37.6
Ireland 48.2 40.2 37.2 38.6
ltaly 38.9 40.1 36.8 38.0
[uxembourg 44.7 39.9 37.7 38.4
Netherlands 32.5 35.6 30.2 31.7
Porlugat 46.3 42.9 38.9 40.9
UK 43.6 41.6 35.2 37.3
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Table 3.  Workers with fixed-term contracts (total in thousands and proportion out of total wage
workers), Spain 1987-1994, Source: Labour Force Survey.
EMPLOYELS FIXED-TERM CONTRACTS

Total Seasonal | Others “%Total i ZeSeasonal | %Others

1987 7877.1 1225.8 546.4 679.4 15.6 6.9 8.6

1988 8284.9 1851.3 608.5 12428 22.3 7.3 15.0

1989 8802.5 23347 584.6 1750.1 26.5 6.6 19.9

1990 9230.0 2750.4 553.1 21973 29.8 6.0 23.8

1991 9384.0 3018.9 550.2 2468.7 32.2 5.9 26.3

1992 9144.3 3063.0 739.2 23238 335 8.1 25.4

1993 8699.8 27963 678.3 2118.0 32.1 7.8 24.3

1994 8609.0 2896 .4 798.9 2097.5 33.6 9.3 24.4

Table 4.  Workers with fixed-term contracts by sectors, Spain 1987 and 1992. Source: LFS.

%FIXED-TERM 1987 1992
WORKERS/EMPLOYEES

1987 1992 EMPLOYEES| FIXED- |[EMPLOYEES FIXED-

TERM TERM
Agriculture 39.3 57.6 525.9 206.7 397.7 229.]
Energy & Water 4.3 8.4 135.4 5.8 117.8 9.9
Extraction 8.2 24.1 371 30.4 386.8 93.4
Production 7.8 253 756.3 59.2 835.7 211.2
Other manuf, 15.3 34.2 1132.3 173.4 1124.9 384.4
Construction 29.3 59.1 682.3 199.8 924.3 546.5
Trade 18.2 4i.2 1256.2 2291 1568.7 647
Transports 7.8 20.9 446.8 347 530.8 110.7
Finance 8.5 28.0 437.9 37.1 600.7 168.2
Of.Services 11.7 24.9 2133 2497 2656.9 662.6
TOTAL 15.6 33.5 78771 1225.9 91443 3063.0
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Table 5.  Workers with part-time contracts (proportion out of total employment)
by sectors, Spain 1987, 1990 and 1992. Source: Labour Force Survey.

1987 199¢ 1992
Agriculture 6.8 6.0 6.4
Energy & water 0.7 0.6 0.3
Extraction 1.7 0.9 1.1
Production 1.2 0.8 1.0
Other manuf, 4.1 3.0 4.0
Construction 1.3 0.9 0.8
Trade 5.8 4.8 5.7
Transports 1.5 1.9 2.1
Financial serv, 3.8 4.3 5.1
Other services 12,0 10,7 12.3
TOTAL 5.8 4.9 5.8
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Table 15. Average days of temporary layoff and average hours of reduction

(Spain, 1982-1994).

DAYS DAYS PER HOURS HOURS PER

(TOTAL ) WORKER (TOTAL) WORKER
1982 26630357 118 59518887 397
1983 33825951 93 66023061 369
1984 34083907 86 78203061 358
1985 29220472 85 31050715 327
1986 27017725 104 A3788875 500
1987 23686045 103 23619322 495
1988 23062778 108 13434444 385
1989 17789578 122 11448025 496
1990 23149295 90 13696826 475
1991 22687212 106 18009319 480
1592 22388446 97 11177719 455
1593 36008463 92 15608731 330
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Figure 1. Number of EREs, by types.
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Figure 2. Employees affected by EREs, by types.
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Figure 3. Incidence of EREs, by types.
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