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JOB MARKET PAPER

Endogenous Wage Rigidity and Layoffs

When facing negative productivity shocks, how do firms choose between wage cuts and layoffs? Empirically,
those that fire more workers cut wages the least- a pattern often attributed to exogenous wage rigidity. |
argue instead that it reflects firms’ active choice: layoffs help firms improve workforce composition, making
wage cuts less desirable. | develop an equilibrium search model where firms employ risk-averse workers of
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varying match productivity on dynamic contracts. Although in principle the firm has to manage individual
contracts with a continuum of employees, | show that the model can be solved tractably and equivalently with
tenure-specific contracts. To facilitate the role of layoffs, | assume that, within a cohort, the firm is not allowed
to wage discriminate, but can fire freely. This constraint induces firms to shed low-productivity matches while
smoothing wages of the survivors. The model uniquely predicts that this layoff-wage rigidity relationship arises
not only across firms but also within firms, across worker tenure. Using matched employer-employee data
from France, | document that junior workers face up to five times higher layoff risk than senior workers yet
experience virtually no wage pass-through, consistent with the theoretical prediction. Policy analysis of the
quantified model shows that minimum wage, a source of exogenous wage rigidity, has minimal impact on both
job-finding and layoff rates.

WORKING PAPERS

Heterogeneous Wage Cyclicality and Unemployment Fluctuations

Wage rigidity as an amplification mechanism for the volatility of unemployment requires that jobs with rigid
wages actually hire unemployed workers (rather than poach them from other firms). | differentiate jobs based
on their hiring pool: whether they hire mostly unemployed or employed workers - and separately estimate
their wage cyclicality. Using French matched employer-employee panel data, | find that wage rigidity varies
significantly across jobs, with those engaging in worker poaching exhibiting more cyclical wages. | develop a
labor search model with separation of search and heterogeneous wage cyclicality to measure the importance
of distinguishing jobs by their hiring pool. The model reveals that rigid wages in jobs hiring unemployed
workers have a disproportionately large effect on unemployment volatility compared to jobs poaching workers.
Incorporating this heterogeneity yields a 20% increase in unemployment volatility.

Anatomy of Passthrough of Productivity Shocks” (with Pablo Mileni and Wenxuan Xu)

Workers experience labor income risk when employers adjust their hourly wages, hours worked, and their
separation rates into unemployment in response to productivity shocks. Using French matched employer-
employee data, we document how different employers adjust each of these margins for workers with different
jobs, thus determining the earnings risk of their employees. We find that high-paying jobs adjust mainly hourly
wages in response to changes in the unemployment rate, at 2.6 times that of low-paying ones. At the same
time, low-paying jobs adjust primarily hours worked and separation rates. Adjusting hours worked at 40 times
the semi-elasticity of high-paying jobs, and 10 times the semi-elasticity for separation rates. We develop an
equilibrium labor market search model that incorporates dynamic contracts that allow firms to share risks with
their workers through different margins. Firms share risks with workers using margins that are less costly to
them, given their heterogeneous cost of creating vacancies and the job mobility of their workers. Consequently,
government policies that aim to reduce labor income risk by targeting only one margin (e.g., minimum wage,
hours restrictions, firing cost regulation) can be ineffective due to firms offloading risks into other margins.
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