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ABSTRACT
This article aims to understand how public policies affect the behavior of agents in term of selectivity. In other words, we explain how the state of the labour market and, in particular qualification level of workers, affects technological choices of firms. Using a matching model in which workers are vertically differentiated and where the nature of jobs is endogenous, we show that an increase in unemployment benefits or in minimum wage can enhance the recruiting of skilled workers by making firms more selective and jobs more complex.
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ABSTRACT

This article aims to understand how public policies affect the behavior of agents in term of selectivity. In other words, we explain how the state of the labour market and, in particular qualification level of workers, affects technological choices of firms. Using a matching model in which workers are vertically differentiated and where the nature of jobs is endogenous, we show that an increase in unemployment benefits or in minimum wage can enhance the recruiting of skilled workers by making firms more selective and jobs more complex.

1. INTRODUCTION

Several arguments have been presented to explain the rising inequality between skilled and unskilled worker earnings, namely technical progress and international trade. However, the theoretical and empirical literature (Acemoglu, 2002, 2003; Aghion and Howitt, 2002) have considered the first as the most crucial.
The contribution of this paper comes from the way we study the interactions between technological choices of firms and labour market policies. The existing literature treats productivity inequalities as given and tries to find the most effective policies to reduce the gaps between workers (Marimon and Zilibotti, 1999). We consider that firms react to public policies by changing their technological choices according to the qualification level of workers. The perspective is thus reversed. Instruments like unemployment benefits and minimum wage not only affect labour market performance, but also firms' technological choices. Theses choices are at the very source of inequalities these instruments are supposed to reduce.

We use a dynamic matching model (Pissarides, 2000) in which heterogeneous workers are vertically differentiated by their qualification  level (Strand, 2000 and 2002). On the other hand, firms are supposed identical and offer a single homogeneous job. The hiring process between the two agents is formalized by a constant returns function.

In this framework, we study the effects of unemployment benefits and of minimum wage on productivity and on labour market participation. We show that an increase in minimum wage would make firms more selective by requiring a higher ability threshold for recruiting workers.

The rest of paper is organized as follows. The model and the market structure are presented in Section 2. We define and study the comparative statics properties of the model in Section 3. Finally, the paper concludes in Section 4.

2. THE Model 

Consider an economy populated by a large exogenous number of workers and a large endogenous number of firms. Each firm offers a single job. Firms and workers are risk neutral and have the same rate of time preference. Workers are vertically differentiated by their qualification level and have an infinite horizon. Each worker's ability is a constant, implying that productivity differences are purely general.

On the other hand, firms in this economy are identical. The exogenous job destruction rate. Nevertheless, we assume firm free-entry in order to maintain a fixed number of firms at the stationary state. In addition, each firm-i of this economy requires a minimal ability (qualification level), called, for her future worker. Indeed, all workers with an ability below this minimal qualification are excluded from the labour market and will be considered not employable.
There are frictions in the labour market that stop instantaneous matching of employable unemployed workers and vacant jobs. Meetings between firms with a vacant job and employable unemployed workers are summarized by a constant-returns matching function (Pissarides, 2000).

Concerning the intertemporal utilities of workers and profits of firms, we retain the standards expressions used in the matching models. In accordance with usual matching models, surplus created by a firm/worker is divided between the two agents according to their respective bargaining strength. However, here, Generalized Nash rule is constrained by giving the worker a wage higher than the minimum wage. In the stationary equilibrium, the number of workers who lose their job must equal the number of unemployed workers who find a job.

Solving the model consists of establishing interactions at the stationary equilibrium, between labour market tightness, ability transition, degree of complexity  and ability threshold. When entering the labour market, firm-i decides on the degree of complexity of the created job. This optimal choice results from the maximization of the asset value.

The productivity of workers receiving a minimum wage acts more strongly on the expected profits than the one of qualified workers receiving a bargained wage. Thus, the degree of complexity does not maximize average productivity.

3. Results 

In this section, we study the effects of minimum wage and unemployment benefits on variables of the model and particulary on job complexity.

3.1 minimum wage effects

A rise in minimum wage affects agents selectivity by requiring a higher ability threshold. Consequently, the probability of a firm meeting a qualified worker becomes higher. As a result, firms adapt their technological choice to qualified workers by creating more complex jobs. However, the labour market participation decreases since the proportion of excluded workers (who have low productivity) rises. This result differs from Acemoglu and Pischke (2003). They show that wage regulation could lead firms to redirect training effort to less qualified workers.

As a result of this technological choice, oriented to higher job complexity, matching becomes more productive and efficient, increasing average productivity and wage. In addition, it seems that this matching quality improvement makes job creation more profitable and leads to a rise in labour market tightness.

As a consequence, the probability for employable workers to find a job increases and the unemployment rate decreases. Nevertheless, firms will have more difficulties to fill their job. In addition, it appears that a rise in the minimum wage has a positive effect on the ability transition increasing the proportion of workers receiving this minimum wage.

Other papers have achieved similar results with respect to a positive impact of minimum wage on job quality (Edagbami, 2006; Neumark and Washer, 2007). However, the originality and the particularity of our model, reside in the choice of complexity which endogenizes productivity inequalities of workers. Within this framework, we introduce a minimum wage which improves matching quality by affecting not only agents selectivity (as Acemoglu (2001)), but also firms' complexity choice.

Let's now evaluate the effects of unemployment benefits on productivity and on unemployment rate in the presence of a minimum wage.
3.2 unemployment benefits effects
An increase in unemployment benefits, which reinforces the workers bargaining power, leads to a rise in bargained wages and to a decrease in the proportion of workers receiving minimum wage. The firms choose to create more complex job in favor of qualified workers whose recruiting becomes more easier. Although, matching quality becomes more efficient and average productivity increases, the labour market participation falls.

In addition, we obtain a negative impact of unemployment benefits on the labour market tightness. In spite of average productivity improvement, a decrease in value of filled jobs could brake the job creation process. Firms are less incited to enter the labour market since prospective profits decrease. A decrease in the labour market tightness raises both the probability of meeting a worker and the unemployment rate. On the contrary, employable workers have more difficulties to find a job.

Other papers (Acemoglu and Shimer, 1999, 2000; Diamond, 1981; Ljungqvist and Sargent, 1995) show that unemployment benefits, which allow workers to better choose their job, improve job quality and global productivity. In the same mind, Marimon and Zilibotti (1999) show that, in a matching model with horizontal differentiation of agents, an increase in unemployment benefits leads to a better adaptation of skills to firms needs. On the contrary, in our model, productivity effect of unemployment benefits is not only due to selectivity but also to endogenous technological choice.
4. Conclusion

We have shown that raising minimum wage affects simultaneously firms' behavior for recruiting and jobs characteristics. Against this public policy, firms require a higher minimal qualification and create more complex jobs. In spite of productivity improvement, labour market participation decreases. To summarize, the introduction of minimum wage reduces the size of economy by making it more competitive.

The presence of minimum wage reverses unemployment benefits effects on the labour market participation and on the complexity. Without minimum wage, the rise in unemployment benefits affects directly labour market participation by increasing minimal qualification level. On the contrary, with the presence of a minimum wage, the direct effect is on job complexity and the fall in participation is only a consequence. In other words, in the presence of a minimum wage, unemployment benefits act on participation only when job complexity is endogenous. This clearly shows the limits of an approach which considers nature of jobs as being exogenous.
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