


“[The] unemployment rate today probably does not fully capture the extent of slack in

the labor market.”
— Janet Yellen, Providence Chamber of Commerce, May 2015

1 Introduction

In recent years researchers and policymakers have shown a renewed interest in involuntary part-

time employment as a crucial element to assess labor market health. The fact that individuals have



certain economic conditions, without necessarily changing effective headcounts and thus avoiding

the potential costs associated to firing workers. Given the benefits and costs associated with this

reallocation and the characteristics of the workers who are reallocated, this adjustment is more

than a mere reduction in hours to existing workers, and thus part-time employment emerges as an

alternative adjustment mechanism, different from the traditional intensive and extensive margins.

The second observation is that wages of involuntary part-time workers display a higher volatility

and lower persistence than those of their full-time counterparts, thus indicating a higher degree of

flexibility. This will turn out to be a key element in explaining the countercyclicality of involuntary

part-time employment.

Based on this evidence, I build a business cycle model of involuntary part-time employment,

featuring search and matching frictions, where the decision of whether a worker is full-timer or

part-timer is entirely made by the firm. It is an augmented search and matching model of the

labor market, which features full-time and part-time employment, and a production function that

combines both types of workers. The model thus depicts individuals in three labor-market states:

employment as full-timer, employment as part-timer and search unemployment. Individuals search

and are hired as full-time employees. However, in a given period the firm may decide to reallocate

part of the workforce towards part-time contracts in response to an aggregate shock that negatively

affects its profits. When reallocated as part-timers, workers see their working hours reduced and

stop receiving fringe benefits. If laid off, they receive unemployment benefits and face a probability

less than one of finding a new job.

This model is able to deliver the countercyclicality of involuntary part-time employment found

in the data. The key mechanism to obtain this result is the relatively higher flexibility of part-time

wages, a feature from the data, that makes it more profitable for the firm to reallocate workers from

full-time to part-time contracts during recessions. In addition, the model successfully captures

the empirical dynamic comovements between output, unemployment and involuntary part-time

employment.

Based on the model, I do policy analysis to evaluate the effect of changes in fringe benefits

on involuntary part-time employment. The model predicts that an increase in mandatory fringe

benefits to full-time workers, such that their share in average full-time wages goes up by 1 per-

centage point, leads to an increase of the steady state involuntary part-time ratio by 16 percent,

from 4 percent to 4.65 percent. The increase in fringe benefits not only has a direct effect on the

incentives of the firm to reallocate workers from full-time to part-time positions, but also has an
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worker-specific skills and job-related skills (i.e. productivity endowment) account for much of the

part-time wage disadvantage. There are also papers analyzing the investment in human capital by

part-time workers. Becker (1964) postulates that part-time workers have lower incentives to invest

in their human capital, while Maximiano (2012



to full-time jobs, and to easily upgrade the number of hours worked once the demand conditions

improve.

Other studies for the US, such as







http://www.nber.org/data/cps_basic.html












Figure 1: Timing of Events
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time (normalized to 1) to full-time jobs, while part-time jobs involve only h̄ < 1 hours. Each job i

produces Atzit units of output if it is full-time and Atzith̄ units of output if it is part-time, where

At denotes aggregate productivity and zit denotes job-specific idiosyncratic productivity.

Total output is the aggregation of full-time and part-time output by means of a Constant

Elasticity of Substitution (CES) aggregator:
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In Section 3 I present evidence that part-time wages are more flexible than full-time wages. In

order to capture this with the model, I assume that full-time wages are sticky by introducing a

partially smoothed wage of the following form:

wF
t = ωwF,NB

t + (1 − ω)wF,NB
ss , (14)

where wF,NB
t is the full-time Nash-bargaining wage negotiated in period-t, wF,NB

ss is the full-time

Nash-bargaining wage in the deterministic steady state, and ω ∈ (0, 1) measures the degree of

stickiness. The smaller is ω, the stickier are full-time wages.

Part-time workers are just paid the Nash-bargaining wage ne











wages. If this is the case, then ∂|η˜̃z,A|/∂ω is unambiguously negative. In other words, the magnitude

of the elasticity of the reallocation cutoff with respect to aggregate productivity is larger when

full-time wages are more sticky. This implies that, when full-time wages are stickier, a higher

reallocation towards part-time would take place than in the case of complete flexibility of wages.

This result is indicative of the relevance of wage stickiness in shaping the reallocation decision.

However, in my model there are other elements in place – e.g. structural differences between











Figure 2: Business Cycle Comovements in the Data and in the Model
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As detailed in Section 5, both the firing and reallocation cutoffs are inversely related to aggre-

gate productivity. Less productive matches are destroyed when production is less profitable due

to worse aggregate conditions, leading to an increase in the firing threshold. Given the parameter-





while the opposite is true when full-time wages are more flexible. These results are in line with the

literature that has emerged since Shimer (2005) that has incorporated wage stickiness to search

and matching models of the labor market as a way to deliver hig



Figure 4: Impulse Response Functions to a 1 S.D. Negative TFP Shock, for different degrees of wage stickiness
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Figure 5: Impulse Response Functions to a 1 S.D. Negative TFP Shock, for different exogenous separation rates of part-timers
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A Figures

Figure 7: Part-time Employment: Economics vs. Non-Economic Reasons
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C Firm Optimization

ADD DERIVATION OF OPTIMALITY CONDITIONS OF THE FIRM
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D Nash Bargaining

ADD DERIVATION OF NASH BARGAINING WAGES FOR FULL-TIMERS AND

PART-TIMERS
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F Log-logistic Distribution

For the quantitative exercise in this paper I assume that the idiosyncratic productivity is dis-

tributed log-logistic with scale parameter α and shape parameter β. This is equivalent to say that

the logarithm of idiosyncratic productivity has a logistic
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