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Abstract
The paper analyses the impact of working time (reduction) on wages and unemployment. Using a
union bargaining framework, I show that working time reduction leads to wage moderation in
terms of annual remuneration. This result is independent of the bargaining regime, as it holds for
the right-to-manage model and for the efficient bargaining model. As a result, the relation
between hourly wages and working time is likely to be U-shaped. The level of working time where
the impact of hours on hourly wages changes sign, is typically higher than the individual hours
supply, unless the latter is strongly upward sloping. Extending these partial equilibrium results to
the general equilibrium, this also leads to a U-shaped relation between equilibrium
unemployment and working time: For relatively long working times, a reduction in working time
will decrease the unemployment rate; whereas unemployment may increase for shorter working
times.

JEL classification: J23, J30, J51
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1 The German case is discussed in Hunt (1998).

2 Further references can be found in the surveys by Corneo (1994) and Houpis (1993).

Wage Bargaining, Working Time and Unemployment

1 Introduction

Work-sharing is a recurring theme in the European unemployment debate. Every now and then at times

of high unemployment, the suggestion is made to reduce working times as to redistribute the available

work. Recent examples are France and Italy, where in 1997 the newly elected socialist Jospin and Prodi

governments suggested to reduce weekly hours to 35 at the beginning of the new millennium. In France

a law has been enacted to implemented this reduction in 2000. Early adopting firms got deductions on

their social premiums to provide incentives. In the early eighties a similar attempt by Mitterand was

considered a failure, see Hunt (1998). 

In Germany and the Netherlands, similar discussions were observed in the eighties. In these

countries, however, the work-sharing debate must be considered in the context of labour relations.

Unions, instead of governments, pressed for reduced hours. After the first two oil shocks in the

seventies, the Dutch economy was in disarray.  Unemployment increased rapidly, reaching its highest1

level of about 10% in 1983. The government and the social partners felt the urge for changes. This lead

to consultations and in October 1982 the famous Wassenaar Agreement was struck. One of the main

recommendations was for unions to moderate wage claims in exchange for increases in employment and

reductions in working time. Except as employer in the public sector, the government was not directly

involved in the agreement, but it would facilitate the wage moderation by striving at general tax

reductions. Since then annual full-time working time has fallen by roughly 100 hours, partly as a

reduction in weekly hours from 40 to 38 hours (36 in the public sector) and partly by an increase in

holidays. Moreover wages have been moderated and the wedge has been reduced. In the second half of

the nineties, this sustained policy was considered a success and was referred to as the Dutch miracle.

The economics literature has been rather sceptical towards the merits of work-sharing policies. The

major argument is the so-called lump-of-labour fallacy, see Layard, Nickell et al. (1991, Ch. 10). This

critique refutes the idea that there is a fixed amount of work that can be redistributed at will. On the

contrary, employment is determined by demand and supply factors. The impact of working time may

occur through various channels, see Freeman (1998) and Hunt (1998) for recent discussions.  The main2

ones are:

C Labour productivity per hour may change, although the direction is ambiguous. First, the share of

non-productive hours increases, reducing hourly productivity, but second, reduced fatigue works in

the opposite direction (Booth and Ravallion (1993)).

C Wage costs per hour increase through the existence of fixed costs per employee. Beside the direct

negative effect on the demand for labour (worker-hours), this provides an incentive to use more

overtime and to substitute away from workers (Hart (1984b), Hunt (1999)).

C Capital utilization will decrease, at least to the degree that the operating time of the capital stock is

linked to the working time of workers (Calmfors and Hoel (1989)). This leads to an increase in

production costs and a reduction of labour demand.
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C Hourly wage rates may increase in an attempt to protect real incomes. This may occur due to union

wage setting (Calmfors (1985)) or to efficiency wage considerations (Hoel and Vale (1986)).

C Labour supply, i.e. participation in the labour market, may change, although the direction is

ambiguous and depends on desired hours (Hunt (1998)).

Taking these factors together, the general equilibrium effects of work-sharing on unemployment are

puzzling. Layard, Nickell et al. (1991, Ch. 10) claim that equilibrium unemployment is unaffected by

work-sharing. However, as their model does not incorporate working time and leisure as separate

elements, this conclusion seems doubtful. In the efficiency wage model of Hoel and Vale (1986) the

unemployment rate will increase if working time is reduced, but they also ignore the utility of leisure.

Cahuc and Granier (1997) do take this into account, and conclude that equilibrium unemployment is

unaffected by work-sharing policies. The current paper elaborates on these issues. The new conclusion

is that there is a U-shaped relation between equilibrium unemployment and working time. Recently,

Moselle (1996) obtained a similar result in an efficiency wage model.

The paper can be considered as an elaboration of the seminal paper by Calmfors (1985). That paper

considers a partial equilibrium monopoly union model. I extend the model in a number of directions to

incorporate most of the above issues and to derive general equilibrium results. As in Calmfors (1985) I

do not include overtime into the analysis, but assume that cuts in standard hours translate almost one for

one into reductions of actual hours. Hunt (1999) confirms this for Germany and I found a similar result

for the Netherlands (De Regt (1988), see also Hunt (1998)). In the labour demand model I do

incorporate a dependence of capital services on the working time of workers. This reduces the scope of

work-sharing policies. This is reinforced by a focus on long-run adjustment, where the capital stock is

allowed to adjust.

With respect to the wage bargaining, I extend the monopoly union results of Calmfors (1985)

towards right-to-manage and efficient bargaining models. As working time is assumed to be given

exogenously, wage bargaining can be described in terms of hourly wages or in terms of total

remuneration. It turns out that the latter is easier, but I will briefly describe the impact on hourly wages

to compare with Calmfors. For hourly wages, the results of my partial equilibrium analysis are fairly in

line with his results, but I suggest a more intuitive interpretation. Even though hourly wage may

increase as a consequence of working time reduction, my results indicate that annual remuneration is

likely to fall. The partial equilibrium employment effects are ambiguous and depend on the initial

working time: for long hours employment increases, but for short hours employment falls.

In the general equilibrium, I find similar results, leading to the U-shaped relation between

unemployment and working time. 

The paper is organized as follows. Section 2 introduces the partial equilibrium right-to-manage

union model, where capital services are explicitly taken into account. Section 3 describes the impact of

reduced working time within this model. This gives a generalization of the results by Calmfors. In

section 4 I show that the impact of reduced working time is rather similar in an efficiency bargaining

framework. Section 5 then considers the general equilibrium of the right-to-manage model. I provide a

numerical illustration of the partial and general equilibrium models in Section 6 and conclude in the

final section 7.
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3 This is, for example, the case for the translog specification ln e(H) = ã  + ã ln H ! ½ã  (ln H) , with 0 < ã0 1 2 1
2

and 0 # ã , where ç  = ã  ! ã  ln H. Another reason may be the existence of fixed non-productive time S $ 0.2 1 2
e

For example, let e(H) = (H!S) , with ã > 0, then ç  = ãH/(H!S) and Mç /MH = !ãS/(H!S)  # 0.ã e e 2

2 The partial equilibrium model

2.1 Firms

Firms are operating in a monopolistically competitive output market. I do not consider entry, so the

number of firms is fixed. For the partial equilibrium this assumption is innocuous, but it may affect the

general equilibrium results. A typical firm in the industry faces a downward sloping iso-elastic demand

curve of the type Y = P D, where Y is the output of the firm, P is its price, D is a demand shift variable!ô

and ô > 1 is the elasticity of demand. The demand shifter D may well depend on the aggregate price

level, but for the present analysis it can, without loss of generality, be set equal to unity. With this

demand function, the revenue Q of the firm is given by Q = PY = Y , where 0 < í  / 1!1/ô < 1 measuresí

the competitiveness of the output market. Perfect competition corresponds to the limiting case í  = 1, and

for lower values the firm specific demand curve becomes steeper.

Firms produce their output with capital and labour as the only two production factors. Beside the

stocks of these inputs, capital K and employment N, the duration of operation matters. Ignoring

shiftwork, the operating time of the capital stock is equal to the working time H of labour. This would

imply that labour services L are given by worker-hours E / NH, whereas capital services are equal to M

= KH. To incorporate warming-up times and fatigue effects, it is often suggested, see e.g., Andersen

(1987), Booth and Ravallion (1993) and De Regt (1999b), to replace working time in labour services by

so-called efficiency hours e(H). I assume that, at least in the relevant range of working hours, efficiency

hours are increasing in working time, though probably at a decreasing rate, so eO(·) < 0 < eN(·). More

specifically, I assume that the elasticity of efficiency hours with respect to working time ç  is non-e

increasing in working time.  This captures that workers get tired if they work long hours.3

For the sake of analytical convenience, I also replace working time in capital services by efficiency

hours. As shown in De Regt (1999b), the crucial assumption is that working time affects capital

services. Allowing for different efficiency hours in capital and labour services, see De Regt (1988),

complicates the algebra but does not yield qualitatively different results.

Combining these assumptions with a linear homogeneous production function F(·) in capital and

labour services, output is given by 

Y = F(Ke(H), Ne(H)) = e(H) N f(k), (1)

where k / K/N is the capital-labour ratio, measured in bodies, and f(k) / F(k,1) is the per capita

instantaneous production function, satisfying fO(k) < 0 < fN(k) < f(k)/k. On the one hand, output depends

on the duration of operations, see Georgescu-Roegen (1970), as characterized by efficiency hours. On

the other hand, the instantaneous production function characterizes the substitution possibilities between

the stocks, the substitution elasticity being ó /  > 0. The scale of operation is

determined by the number of workers. This specification looks like a kind of putty-clay assumption: at
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4 In De Regt (1999c) I allow for dependence of user costs on the operating time.

the beginning of the day (or week), the capital-labour ratio is chosen, and this ratio is maintained

throughout the day; output per capita then depends on the efficiency hours; and the scale of operation is

determined by the number of bodies N.

In this paper working time is considered fixed for the firms. It is best interpreted as standard hours

either set by the government or, more realistically, determined in the bargaining between firms and

unions, see De Regt (1999a). Moreover, I assume that firms do not use overtime. Although the impact

of reductions in working time on employment may depend on the use of overtime, see e.g., Freeman

(1998) and Hart (1984b), the evidence seems to suggest that actual hours vary proportionally with

standard hours, see Hunt (1998).

With this set-up, labour costs consist of two parts: First, the hourly wage costs W and second quasi-

fixed labour costs V. The latter are independent of the number of hours and may consist of discounted

training costs, holiday and sick payment, taxes (due to ceilings) etc, see Hamermesh (1993, Ch. 2) or

Hart (1984a) for a discussion. Given the absence of overtime hours, total remuneration per worker

corresponds to C = WH. As the firm also incurs fixed costs, labour costs per worker are P  = V + C.N

For future reference, the share of fixed costs in labour costs is denoted n  / V/P . Finally, the user costsV N

of capital are exogenously given by R. It is thus assumed that operating time of capital does not

influence these costs.  Given the above assumptions, the profit of an individual firm can be written as Ð4

= Y  ! (V+WH)N ! RK.í

In De Regt (1999b) I have shown that it is important to include the optimal determination of the capital

stock when considering the impact of reduced hours on the demand for labour. The reason is that

working time affects capital services in my specification of the production function. Hence working time

reductions make capital less productive and may reduce capital formation. Taking the capital stock

fixed, as in Calmfors (1985), may thus overstate the potential for work-sharing policies. Therefore, I

concentrate on the opposite extreme where the capital stock may be adjusted freely. In footnotes I will

show, however, that the qualitative outcomes for the short-run model with fixed capital stock are rather

similar. A numerical illustration is given in section 6.

Maximizing the profit with respect to the capital stock K and number of workers N gives the first-

order conditions

, (2)

. (3)

The second-order conditions for profit maximization í  < 1 and ó > 0 are satisfied. Dividing the first-

order conditions, the capital-labour ratio is determined independently of the scale as

. (4)
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5 For functions of one variable, say y = g(x), I denote the elasticity as ç  = xgN(x)/g(x).g

6 Strictly speaking, this only holds for CES instantaneous production functions. For the more general case, we
need to impose restrictions on f“(k) to derive definite results on the concavity of the logarithmic labour
demand function.

7 For ó 0 (0, 1], we have  < 0. As  < 1 and  = n  > 0, this implies  0 [n , 1).V V

The optimal capital-labour ratio only depends on working time through its impact on total remuneration

C.

Combining equations (3) and (4), the long-run labour demand elasticity with respect to remuneration

is given by

, (5)

where 0 < ç  / kfN(k)/f(k) < 1 is the elasticity of the per capita instantaneous production function.  Givenf 5

the optimal capital-labour ratio in (4), ç  also corresponds to the share capital costs in total costs. Thef

first term in the right-hand side of (5) measures the impact of remuneration on labour costs; labour costs

increase less then proportionally through the existence of quasi-fixed costs V. The second term between

brackets measures the elasticity of labour demand with respect to labour costs. As usual in Marshallian

rules of factor demand, it consists of a substitution and a scale effect.

The labour demand function is depicted as n  in the right panels of Figure 1. The figure uses smalld

letters to denote natural logarithms of the corresponding variables. The upper panels use total

remuneration C as the relevant wage cost variable, whereas the lower panels use the hourly wage rate

W. As working time is given, this makes no difference for labour demand and we can either use the

upper or lower panels. Given the use of logarithms, the slope of the labour demand curve is the

reciprocal of the elasticity g .NC

The logarithmic labour demand curve n  is concave in Figure 1. This is because the absolute value ofd

the labour demand elasticity g  increases with the level of remuneration C. The reason is twofold: First,NC

with higher remuneration the share of quasi-fixed costs in labour costs n  falls; second, higherV

remuneration changes the optimal share of labour costs in total costs. The sign of the latter effect

depends on the size of the elasticity of substitution ó. This is best illustrated assuming that the

substitution elasticity is constant.  The relative change in the labour demand elasticity is then given by6

. (6)

Almost all of the evidence, see Hamermesh (1993, Ch. 3), suggests that ó # 1. For the Netherlands,

recent evidence suggests that ó is rather low, see Broer, Draper et al. (1999). Accordingly, I assume

that ó # 1. Hence, both terms are positive and 0 < n  #  < 1.  In the limiting case of a Cobb-V
7
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8 For the short-run labour demand, at given capital stock K, the conditional elasticity is given by g  =NC|K

. Hence g  < g  < 0. The relative change in this elasticity is given by  =NC NC|K

. As a consequence, the logarithmic short-run labour demand function

is also concave.

9 Although this only needs to hold around H .s

Douglas production function, the last term vanishes. Equation (6) illustrates that the logarithmic labour

demand function is concave to the origin, at least for ó # 1.8

2.2 Worker utility

All agents in the economy have an identical utility function in terms of consumption and leisure. In our

static set-up, there is no saving, and consumption is equal to income. Hence C stands both for total

remuneration and for consumption. Agents can be in three different states: They can be employed,

unemployed or not participating. This section only considers workers employed in a specific firm. If not

employed in this firm, their outside option is given as U  in utility terms. This outside option will bea

specified in the general equilibrium analysis of section 5, but is exogenous in the partial equilibrium

framework.

Workers can only be employed full-time at a fixed working time H, earning C. Their utility is then

given by U(C, H), with partial derivatives U  < 0 < U , as agents enjoy consumption and leisure. It willH C

be useful to parameterize the utility function and to put some more structure than in Calmfors (1985).

The rate of relative risk aversion for consumption satisfies á  / !CU /U  $ 0. Leisure is assumed toC CC C

be a normal good, implying á  / HU /U  < á . The sign of á  determines whether consumption andCH CH C C CH

leisure are Edgeworth substitutes (á  > 0) or complements (á  < 0).CH CH

If workers would be free to choose hours worked, their desired or notional hours H  would bes

determined by WU  + U  = 0, or ù  / !U /(WU ) = 1. Notice that ù   1 for H  H , indicating that ùC H H C
s

increases with working time. So as guaranteed by the second-order condition of utility maximization,

Mù /MH > 0.  As will become clear in the sequel, an important parameter of the utility function is the9

relative change in ù  due to changes in the consumption (or in the hourly wage)  =

á  ! 1 ! á /ù . It is equal to zero for a Cobb-Douglas utility function.C CH

To derive more specific results, I need to assume that consumption and leisure are not too strong

Edgeworth complements. A sufficient, although not necessary, condition will be that 

. (7)

This sets a (negative) lowerbound for the parameter á . It is easily checked that the condition holds forCH

a Cobb-Douglas utility function and for additive separable specifications in consumption and leisure.

For a CES-utility function, however, condition (7) is violated if the elasticity of substitution between

consumption and leisure is below one.
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The left panels of Figure 1 illustrate the properties of the utility function of an employed worker. The

left-upper panel uses total remuneration (or consumption) C as the relevant variable. To be willing to

work in the firm under consideration, the utility level has at least be equal to U , as is for example thea

case for the indifference curve U . Along an indifference curve, there is a positive relation betweenm

consumption C and working time H. The slope corresponds to the marginal rate of log substitution ù  =

!(HU )/(CU ) > 0. As Mù /MH > 0, the indifference curves are convex.H C

The left-lower panel of Figure 1 illustrates the same properties, but with the hourly wage W as the

dependant variable. The main difference is that the indifference curves have a minimum at the optimal

hours H . To simplify, the graph assumes that hours supply is fully inelastic. In general, however, thes

slope of the hours supply function is indeterminate and is given by the sign of 1 ! á  + á .C CH

2.3 Monopoly union wage setting

Employment at each firm in the economy is unionised. The firms retain their right-to-manage power and

determine employment (and capital) after the wage has been set. The assumption that capital is

determined after the wage setting, implies that firms cannot pre-commit on the capital stock. Manning

(1994) has shown that the timing of the capital stock decision might change the comparative statics of

the model. To simplify the model, I abstract from strategic behaviour in the determination of capital. As

labour demand is more elastic in this case, this will reduce wage claims.

The specification of the union utility function is an awkward business, see Pencavel (1991, Ch. 3)

for a discussion. Obviously, union utility incorporates, among others, employment possibilities, incomes

and leisure. For the present purpose, I assume that the utility Ã of a typical union is given by the Stone-

Geary function

. è > 0 (8)

The union wants to increase the utility of its employed members above the given outside option U , buta

also cares about employment N. The parameter è is an indicator of the weight put on employment. For è

= 1, this specification generates the same outcomes as the expected or utilitarian utility function used by

Booth and Ravallion (1993), Calmfors (1985) and Houpis (1993).

For illustrative purposes, I start with the monopoly union model, where the union sets the wage level

as to maximize its utility. This assumption corresponds to Calmfors (1985) and allows me to present a

graphical analysis in Figure 1.

At given working time, maximizing union utility with respect to the hourly wage W is equivalent to

maximizing with respect to total remuneration C. Maximizing the (log of the) union utility function (8),

subject to the labour demand in (3) and (4), with respect to remuneration gives the condition

. (9)

The left-hand side is the slope of the logarithmic labour demand curve, which corresponds to the inverse

of the labour demand elasticity. The right-hand side is the slope of the union indifference curve in the
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log-remuneration and log-employment space. It corresponds to minus the ratio of the utility rent per unit

income (U!U )/C of additional workers, weighted by the value è unions attach to employment, and thea

marginal utility U  of consumption of employed workers.C

In models ignoring working time, see e.g., Layard, Nickell et al. (1991), utility is typically replaced

by total remuneration, thus U = C. In that case, the first-order condition implies  and

the remuneration set by the union is a mark-up on the outside option C . This simple interpretation is noa

longer valid in (9), as working time plays its own role. A more general interpretation is suggested by

Houpis (1993). He argues that (9) implies that the individual utility U  set by unions is a mark-up onm

the outside utility U . Strictly speaking, however, this interpretation is only valid if the elasticity ofa

utility with respect to consumption CU /U is constant. This basically restricts the utility function to aC

Cobb-Douglas utility function. For other specifications no such a simple interpretation is available,

although (9) obviously implies U  > U .m a

The above partial equilibrium solution is illustrated in Figure 1. The right-upper panel illustrates that

union indifference curves are downward sloping. It has an asymptote for C , implicitly defined by U  =a a

U(C , H), as the utility for employed workers should not fall below the outside option. At thea

equilibrium M, as identified by equation (9), the union indifference curve Ã  is tangent to the labourm

demand curve. From the left panels, observe that employed workers have utility U . In a competitivem

labour market with fixed working time the resulting allocation would be A, because workers would be

forced to accept their outside option.

The same partial equilibrium is again illustrated in the lower panels, but with the hourly wage on the

vertical axis. The asymptote is given by W  = C /H, but the remaining part of the figure is very similar.a a

In the left-lower figure the indifference curves are U-shaped; the minimum corresponding to the optimal

hours. The figure considers the case of underemployed workers (ù  < 1).

The second-order condition for wage determination ensures that in the right panels of Figure 1 the

union indifference curve is less concave than the labour demand curve.

2.4 Right-to-manage bargaining

The monopoly union model is a special case of right-to-manage bargaining framework and it is easy to

extend the analysis in this direction. The wage bargaining game is not modelled explicitly. As usual in

the literature on wage formation, see e.g., Layard, Nickell et al. (1991), I assume that the outcome of

the bargaining process can be found by maximizing an asymmetric Nash function. The Nash-maximand

is given by

, â $ 0 (10)

where â measures the bargaining power of firms, insofar not reflected in their fallback options Ã and Ð.

For â = 0 the model reduces to the above monopoly union model. In the long-run model, both threat-

points are set equal to zero, hence the Nash-maximand reduces to Ù = Ã Ð . For the union this impliesâ

that workers are able to obtain the outside utility U  during a strike, for the firm this is consistent witha
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10 In the short-run model the fallback option of the firm is specified as Ð = !RK.

the (admittedly unrealistic) hypothesis that the capital stock can be adjusted freely after completion of

the wage bargain.10

The outcome of the wage bargain is most easily obtained differentiating the log of the Nash-

maximand with respect to remuneration. After rearranging, this yields the first-order condition 

, (11)

where g  is the elasticity of profits with respect to remuneration. This is a straightforwardÐC

generalisation of equation (9) for the monopoly union. The left-hand side is the increase in utility rent

for employed workers. The first term on the right-hand side is due to the right-to-manage assumption. It

is the impact of wages on employment, weighted by the value unions attach to employment. The final

term is due to the bargaining power of firms and captures employer resistance due to lower profits. As

the right-hand side also incorporates wage resistance by employers, I will call the coefficient µ  wageC

resistance. It consists of two parts: The first part operates through the union preference for work, as in

the monopoly union model; the second part, involving â, is the employer resistance in the wage

bargaining process. The more bargaining power â firms have, the higher is their resistance to wage

hikes. 

In terms of the right panels of Figure 1, the outcome will be on the labour demand curve nd

somewhere between M and A. As â increases, wage resistance increases and we move downwards along

the labour demand curve. The competitive outcome A, where U = U , results is the limiting case wherea

the firm has all bargaining power (â 6 4).

The second-order condition of the wage bargain corresponds to 

, (12)

where . I assume this condition to be satisfied. It sets a lowerbound on the sum of wage

resistance µ  plus relative risk-aversion of consumption á . This can be interpreted in several ways:C C

First, workers should be sufficiently risk averse with respect to income (á ); or second, labour demandC

should be sufficiently elastic (g ); or third, unions should put sufficient value on employment (è); orNC

fourth, firms should have sufficient bargaining power (â).

Wage resistance µ  plays an important role in the model. Therefore, I briefly consider itsC

determinants. Using the model of the firm, wage resistance can be written as

, (13)
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11 In the short-run model, with fixed capital stock, the expression for wage resistance becomes:

 .

Tedious algebra once again shows that its relative change with respect to remuneration satisfies 0 <  <
1.

where ó  / ô(è+âí )/è $ ô > 1. So µ  $ !èg , as can be seen comparing (5) and (13) and, as aâ C NC

consequence, remuneration is lower in the right-to-manage model, compared to the monopoly model.

From (13) one can check that wage resistance satisfies

, 

where the signs below the variables denote the sign of the corresponding partial derivative. For the

capital intensity k the sign depends on the elasticity of substitution, being positive for ó < 1 and equal to

zero for the Cobb-Douglas case (ó = 1). The signs of the partial derivatives are as expected. For

example, wage resistance is high in more competitive markets (where í  = 1!1/ô is high) and higher

quasi-fixed costs V reduce employer resistance, as it makes remuneration C a smaller part of labour

costs. 

For the total impact of C on wage resistance, we can generalise (6) to

. (14)

So wage resistance increases with remuneration C, although less then proportionally as  < 1.11

Finally, notice that wage resistance does not depend on working time, except for its impact on total

remuneration. This is one of the main reasons why it is easier to work in terms of remuneration instead

of hourly wages.

3 Working time reduction

The partial equilibrium bargaining model can be used to derive the impact of an exogenous reduction in

working time on employment, remuneration and hourly wages. I start with a analysis of labour demand,

then I illustrate the monopoly union case graphically and finally I turn to the more general right-to-

manage model. It turns out that it is most convenient to start with the impact on remuneration, instead of

hourly remuneration used by Calmfors (1985). Hourly wages can be derived recursively. This provides

more background in the underlying mechanisms.

3.1 Labour demand

First, consider the impact on labour demand, see also De Regt (1999b). Due to the inclusion of

efficiency hours and their impact on capital services, I am able to get more specific results compared to
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12 Neutral because, by assumption, efficiency hours affect capital services and labour services in the same way.

13 If (efficiency) hours would only affect labour services, but not capital services, as is assumed in the bulk of
the literature, the labour demand curve shifts less, but also becomes more elastic.

14 At given capital stock, we have  > 0 and g  = g  + g . This yieldsNH|K,W NH|K,C NC|K

qualitatively similar results for the short-run labour demand model.

15 Let # 0 denote the relative change of the elasticity ç  with respect to working time, then !1 #  =e

!  < 0. So there is a critical hourly wage level W  where g  = 0, and  = !  # !1.n NH|W

Calmfors (1985), who basically assumes that employment will increase at constant hourly wages. The

present model allows me to derive the condition for this to be true. Moreover, the model allows for a

neat decomposition in a productivity effect (at given remuneration) and a cost effect (at given efficiency

hours).

At given remuneration C, a reduction in working time is similar to neutral technological regress.12

This is the productivity effect reducing labour demand. It is easy to derive from equations (3) and (4)

that the labour demand elasticity with respect to hours is given by g  = í ç /(1!í ) > 0. As theNH|C
e

elasticity of efficiency hours is non-increasing in working time, the effect is likely to increase for shorter

hours. Moreover, the impact is larger in more competitive goods markets. From (5) we also observe that

the labour demand elasticity with respect to remuneration remains the same. Hence, the logarithmic

labour demand curve n  in the upper-right panel of Figure 1 shifts inward, but keeps the same slope.d 13

This is illustrated in the north-east panel of Figure 2. 

At given hourly wages, the impact of reduced hours on labour demand is ambiguous. First, we have

the technical regress effect as above, but second, total remuneration falls increasing labour demand.

This second cost effect also changes the slope of the labour demand curve, according to equation (6). So

in terms of the lower-right panel of Figure 1, the labour demand curve becomes less elastic, but the

direction of the shift is ambiguous. Calmfors (1985) assumes that employment will increase at constant

hourly wages.

The net elasticity is g  = g  + g , which cannot be signed a priori, with both terms of oppositeNH|W NH|C NC

sign. However, the elasticity is negatively related with working time. In the limiting case of H = 0, the

second term vanishes as n  = 1 in (5). Moreover, the elasticity of efficiency hours ç  is at its maximumV
e

at H = 0. Hence, in that case g  > 0. Increasing hours leads to a lower ç  and, at given hourly wages,NH|W
e

to a lower remuneration. Therefore, the wage elasticity g  falls below zero and g  declines. ForNC NH|W

sufficiently long hours the net elasticity becomes negative, as its first term is non-increasing and the

second term becomes more negative. Let the critical level H  be implicitly defined by g  = 0, thenn NH|W

g   0 for H  H . So, at given hourly wages, labour demand only increases with a working timeNH|W n

reduction, if hours are not too short.14

The critical level H  depends negatively on the hourly wage rate.  Therefore, the above conditionn
15

can also be formulated as g   0 for W  W . In other words, working time reduction increasesNH|W n

labour demand at given hourly wages only if hourly wages are high enough. The intuition for this result

is that for low wages the quasi-fixed labour costs become the bulk of labour costs. A reduction in



C a
1

12

16 With the old working time, this combination of C and N would yield union utility Ã (H ) < Ã .1 0
m

working time still reduces productivity, and thus employment, but labour costs are no longer sufficiently

lowered to compensate for this.

The impact of reduced working time on labour demand is illustrated in the four-quadrant Figure 2.

The north-east panel describes labour demand in terms of remuneration. The north-west quadrant relates

remuneration to hourly wages. As the whole figure is in logs, this is a straight line. The south-east panel

is the employment identity, and the south-west panel describes once again labour demand, but now in

terms of hourly wages. The labour demand curves are concave to the origin as in the right panels of

Figure 1. Working time is decreased from H  to H . In the north-east quadrant, the labour demand curve0 1

in terms of remuneration C shifts inward, but keeps the same slope (this is the main reason that it will

be easier to analyse wage determination in terms of remuneration work than in terms of hourly wages).

The curve in the north-west panel shifts to the origin, as hourly wages can increase if remuneration is

kept constant. The labour demand curve in terms of hourly wages, as depicted in the south-west

quadrant, rotates around the critical wage level W , becoming less elastic. It is assumed that in then

original allocation M ! say the monopoly union wage W  ! working time satisfies H  > H , orm
0 n

alternatively W  > W . Hence at the going hourly wage, reduced hours will increase employment.m
n

Figure 2 considers two extreme cases of working time reduction: First, with full wage compensation,

thus constant remuneration C  and second, with constant hourly wage W . At given remuneration Cm m m

labour demand is reduced to N  in the north-east quadrant. This is due to the fall in productivity. Hourlyc

wages increase to W , which reduces employment along the rotated labour demand in the south-eastc

quadrant to N . At constant hourly wages, however, employment also becomes cheaper. Therefore it isc

increased along the rotated labour demand in the south-east quadrant to N . As remuneration falls to C ,w w

this also corresponds to a point on the shifted labour demand curve in the north-east quadrant. 

The shift from N  to N  is the impact of reduced productivity, which always reduces employmentm
c

(with elasticity g ). The shift from N  to N  is due to the reduction in labour costs and works in theNH|C c w

opposite direction (with elasticity g ). The total impact of (reduced) working time on employment thusNC

crucially depends on the impact on remuneration, to which we turn next.

3.2 Remuneration

First, consider the impact of reduced working time on individual and union preferences at given

monopoly union remuneration C . This is illustrated in Figure 3, which corresponds to the upper panelm

of Figure 1, where hours are reduced from H  to H . From the left panel it is obvious that employed0 1

workers increase their utility from U  to U . Moreover, their limit remuneration C  falls to  due tom a
1

the increased leisure. The increased utility effect implies that the union can obtain its old utility level Ãm

with lower employment. Hence the union indifference curve in the right panel shifts towards the left to

Ã (H ).  Due to the fall in limit remuneration it also shifts downward, say from Ã (H ) to Ã (H ).1 0 1 0 1
16 m

More important, the union indifference curve rotates. Differentiating the left-hand side of the first-

order condition (9) with respect to hours, it can be shown that the union indifference curves become

steeper if (and only if)
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 > 0. (15)

The left-hand side cannot be signed unambiguously. It is positive if consumption and leisure are

Edgeworth substitutes (U  > 0), but could be negative if consumption and leisure are EdgeworthCH

complements (U  < 0). Condition (7), however, is a sufficient condition for the expression to beCH

positive. This implies that the union indifference curves in Figure 3 become steeper, compare Ã (H ) and1 0

Ã (H ).m
1

Combining the effects of the changes in labour demand and union utility in Figures 2 and 3, we can

derive the impact on remuneration. Merging the two figures gives a rather blurred picture, yielding no

further insight. But as the monopoly remuneration is determined by tangency between labour demand

and union utility, see equation (9), it is only the change in the slopes of labour demand and union utility

that matter, and not the change in their positions. At given remuneration the labour demand elasticity is

unaffected by a work-sharing policy, but the indifference curve becomes steeper. Hence there is an

incentive to reduce remuneration.

This effect also occurs in the right-to-manage model. Totally differentiating equation (11) we obtain

the partial equilibrium elasticity

 > 0. (16)

The second-order condition guarantees that Ë  > 0. Hence the sign is determined by the expression inC

(15). Thus, given the outside option, the right-to-manage union model indicates that working time

reduction leads to wage moderation, in the sense that total remuneration will fall. Through the value of

leisure, no full wage compensation is needed. This is true unless consumption and leisure are

sufficiently strong Edgeworth complements.

The impact of bargaining power on wage moderation, can be found by differentiating with respect to

wage resistance µ . Its sign is given by the sign of + . This expression is often encountered in theC

sequel. The slope of desired hours is inversely related to the sign of , whereas the labour demand

model implies that  > 0. As the available evidence suggests that desired hours are rather inelastic, it

seems reasonable to assume +  > 0. This implies that right-to-manage bargaining models lead to

more wage moderation than the monopoly union model.

The short-run model yields a similar expression as (16), only replacing wage resistance µ  by itsC

short-run counterpart µ . As µ  < µ   this implies that wage moderation is also stronger in the long-C|K C|K C

run model.

The coefficient ù  is the slope of the indifference curve in the left panel of Figure 3. As ù  increases

with working time this suggests that the amount of wage moderation is reduced as working time falls.

This is further analysed looking at hourly wages.
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17 The numerator of equation (17) consists of six separate terms. Rearranging them leads to more or less the
same expression as in Calmfors (1985). His seventh term is due to a different specification of the production
function. Using a labour services specification, thus ignoring the impact of hours on capital services, would
generate another positive term in (17), see footnote 13.

18 Strictly speaking, this is only true for H = H . Rearranging the numerator of (17) the elasticity can bes

rewritten as  = . This illustrates that  is the crucial
parameter for the first effect.

19 Notice that Calmfors (1985, Fig. 2) also draws a U-shaped pattern for hourly wages.

3.3 Hourly wages

The impact on hourly wage is less clear-cut. A graphical analysis gives a rather messy figure, with most

curves rotating and shifting. Moreover, the basic intuition was already provided in Figures 2 and 3. By

definition the partial equilibrium elasticity of hourly wages with respect to working time satisfies 

= !1. Using (16) and collecting terms, yields

. (17)

The numerator of this elasticity consists of three (composite) parts, compared to the seven separate

terms identified by Calmfors (1985).  This gives a more intuitive interpretation. The first part17

corresponds to the sign of the derivative of the desired hours curve H .  If it is upward sloping, as 18

decrease in working time can be accommodated by a decrease in the hourly wage, to stay in line with

desired hours. The opposite holds for a backward sloping curve H . The second part measures thes

discrepancy between the actual and desired working time, as ù   1 for H  H . On the one hand, as

reduction in working time is valuable for overemployed workers (H > H ), and hence the hourly wages

can be reduced by this mechanism. On the other hand, underemployed workers demand a wage increase

to compensate for the additional disutility. This second term thus creates a U-shaped pattern between

hourly wages and working time, the minimum being at labour supply. The final term in (17) captures

the sensitivity of employment to wage changes. As was illustrated in the south-west panel of Figure 2, a

reduction in working time makes the labour demand curve (in terms of hourly wages) more inelastic.

This creates an upward pressure on hourly wages.

The joint impact of these three elements in (17) is ambiguous. Figure 4 provides an illustration,

assuming inelastic supply H , i.e. in the absence of the first term. The lower curve is the outside options

U = U , it has a minimum at H = H . This would be the competitive outcome. This part of the figure isa s

similar to the lower-left panel of Figure 1. Wages will be higher if the union bargains about the wage,

this yields the curve labelled W . This curve is U-shaped if the second term in (17) dominates.  Theb 19

negative third term tilts the whole curve clock-wise, the minimum then being at the right of desired

hours, say at H  > H .w
s

The first term in (17) is absent in the figure. It would tilt the W !curve in the opposite direction ofb

the slope of the labour supply curve. Thus a backward sloping supply curve shifts the minimum further

to the right, and reduces the likelihood of a positive elasticity . The minimum H  of the U-shapedw

wage curve remains above H  as long as +  > 0.s

The U-shape of the W !curve underscores the conclusion of the previous paragraph that wageb

moderation (in terms of remuneration) will fall as working time is reduced. Wage moderation of hourly
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20 In a short-run labour services model Booth and Ravallion (1993) conclude that a sufficient, but not
necessary, condition for a cut in hours to increase employment is that absolute wage elasticity is less than
the share of variable labour costs in the wage bill. This can also be interpreted as a lowerbound on working
time.

21 There is no a priori reason to order H  relative to H  or H . The only definite orderings are: H  < H , H* <w n n
d d

H , min [H , H ] < H* < max [H , H ] and min [H , H ] < H  < max [H , H ]. Figure 5 makes theð n w n w w ð w
d d

additional assumption that H  < H  < H .n w
d

wages is much less likely to occur. A similar conclusion was already established by Calmfors (1985).

The value added of the present analysis is that full wage compensation is rather unlikely, see the

previous subsection. Moreover, the analysis has shown that wage moderation is stronger in a right-to-

manage bargaining framework than in a monopoly union model.

3.4 Employment and welfare

Having determined the partial equilibrium impact of working time reduction on wages, consider the

effects on employment and welfare. For employment two effects work in opposite direction: First, as a

direct effect employment is reduced, recall the north-east panel of Figure 2, but second, wage

moderation leads to an increase in employment. The latter effect dominates if and only if  > µ  /N

!g /g . Above I argued that the wage elasticity  is probably increasing in working time. This isNH|C NC

illustrated in Figure 5 by the upward sloping -curve. Notice that there is full wage moderation

(  = 1) at H . For the right-hand side, notice that µ  = 1 at the critical hours H  and µ  isw N n N

decreasing in H for the same reason that H  is downward sloping in the hourly wage (see footnote 15).n

This relation is also drawn in Figure 5, with the additional assumption that H  < H . Both curvesn w

intersect at H*. As a result, employment will increase if working time is long enough (H > H*), but will

decrease for shorter working times.  So there is also an inverted U-shape between employment and20

working time. 

For output Y there is an additional negative direct impact on productivity. So output is more likely to

decrease. It can shown to have exactly the same sign distribution as profits Ð. For profits the total effect

of working time is given by

.

Reduced working time thus increases profits if and only if  > µ  / !g /g . It is easily shownÐ ÐH|C ÐC

that µ  > µ . Moreover, µ  is decreasing in working time. If firms would unilaterally determine workingÐ N Ð

time at given hourly wages, they would choose H  such that g  + g  = 0, or µ  = 1, see De Regtd
ÐH|C ÐC Ð

(1999a). As illustrated in Figure 5, H  > H . Moreover, the two curves  and µ  intersect at H .d 21
n Ð ð

As a result, profits will fall if working time is relatively short (H < H ), but increase for longer workingð

times. Once again we have an inverted U-shape for profits and output.

Comparing the employment, output and profit results, there is an interval of working times (H*, H )ð

where a reduction in working time leads to increased employment but to reduced output and profits.

Given that employers typically resist work-sharing policies, whereas unions tend to favour them, it

seems that currently working time is in that interval.
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22 In the monopoly union model we can use the envelope theorem to simplify to . So

the monopoly union utility increases if (and only if) ù  > µ . Once again this will only be satisfied if workingN

time is long enough.

A reduction in working time has two opposite effects on the utility U of employed workers. First,

leisure is increased, but second, as a result of wage moderation, remuneration falls. Totally

differentiating the utility rent of employed workers gives, using (16),

. (18)

The sign depends on the properties of the utility function. Utility will increase as long as +  > 0,

as was assumed to hold.

Finally, consider union utility Ã. This will only increase if either employment or individual utility (or

both) increase. Using the first-order condition (11), the impact on union utility is

.

The first part on the right-hand side measures the impact on employment and is negative for H > H*.

The second part measures the impact on the utility rent and most likely negative. So it is impossible to

derive definite results.  However, notice that, as µ  $ !èg , union utility can only increase due to22
C NC

work-sharing if !ù µ  dominates the right-hand side expression. This suggests that hours should be longC

enough. Whether this critical value exceeds H* depends on the properties of the utility function.

This discussion illustrates that the consequences of reduced working time depend on the initial length

of the working week. Adverse effects are likely to occur at relatively short hours, whereas gains can be

obtained for longer hours. Unfortunately, it is not possible to be more specific the critical length of

working times where the adverse effects start to dominate. This brings the issue of the determination of

working time to the fore. This goes beyond the present paper, but see De Regt (1999a). Calmfors

(1985), for example, considers the case where the union sets the working time. In that case, workers are

underemployed, and we are likely to find rather adverse effects.

4 Efficient bargaining

The next question is whether the qualitative results change if we allow for bargaining over employment.

So I turn to the class of efficient union bargaining models. Booth and Schiantarelli (1987) also analyse a

cut in working time within such a set-up. They conclude that the employment outcome is ambiguous,

but likely to be negative, but do not discuss the impact on remuneration.

The solution of the efficient bargaining model can be derived maximizing the log of the Nash-

maximand (10) with respect to capital, employment and remuneration. The first-order conditions for a

maximum are, respectively
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23 Moreover, ç  is no longer equal to the capital share in total costs, see Johnson (1990). Due to the inefficientf

high manning ratio, the capital share falls to  < ç  .f

, (19)

, (20)

. (21)

Rearranging equations (19) and (20) the optimal capital labour ratio is now determined as

. (22)

Comparing this expression with (4), one can show that the optimal capital-labour ratio k  in theEB

efficient bargaining model is lower than in the right-to-manage model. As before, it is scale independent

and does not depend directly on the working time. Given k , equation (19) can be used to derive theEB

employment level N . So the model can be interpreted as follows, unions and firms bargain over theEB

manning ratios, but given this choice of technology the firm chooses its scale in an optimal way, see

Johnson (1990).

Differentiating (19) and (22) the wage elasticity of labour demand for the efficient bargaining model

is given by

,

where

 $ 1 for ó # 1.

It is tempting to write  = î g , but this ignores the fact that, due to the lower capital-labour ratio inNC

the efficient bargaining model, the elasticity ç  may be higher in the efficient bargaining model.  For af 23

Cobb-Douglas production function, however, the wage elasticity of labour demand is always the same

in both models.

On the other hand, the working time elasticity of labour demand at given remuneration is the same in

both models, as  =  = g . The reason is that the firm determines its optimal scale ofNH|C

operation and working time reduction can be compared with neutral technical regress.

Using equations (19) and (22), the first-order condition (21) for the wage can be rewritten as 
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. (23)

This has the same structure as the wage setting equation (11) for the right-to-manage model. The only

difference is that wage resistance  is defined in a slightly different way for the efficient bargaining

model, compare equation (13). Due to the possible difference in the elasticity ç  between both models, itf

is hard to compare the levels of and µ , but for the Cobb-Douglas case both expressions areC

identical. As in the right-to-manage model, wage resistance is increasing in è, â, í  and ó, non-decreasing

in the capital-labour ratio (at least for ó # 1) and decreasing in the share of quasi-fixed labour costs.

To derive the comparative statics of the efficient bargaining model with respect to working time

reduction, differentiate (23) to obtain

, (24)

with

and

 .

The second-order condition for maximization of the Nash-maximand guarantees that  > 0.

Comparing (24) with (16) shows that the partial equilibrium elasticity of remuneration with respect

to working time has the same structure in the efficient bargaining model and the right-to-manage model.

Both elasticities are positive, at least given condition (15). Hence, once again, the model predicts wage

moderation as a consequence of working time reduction. 

This wage moderation tends to increase employment. But, as before, there is the opposing direct

effect of reduced productivity on employment. The first effect dominates for employment if (and only if)

 > !g / , which is most likely if working time is long enough.NH|C

5 Labour market equilibrium

The wage bargaining process presented above takes the outside option as given. In the labour market

equilibrium, wages in all sectors or firms are set in a similar vein. As a result the outside option Ua

becomes endogenous. Layard and Nickell (1990) have shown that the general equilibrium results might

differ substantially from the partial equilibrium analysis. This is the issue of this section, where I use the

right-to-manage model of subsection 2.4, but similar results hold for the efficient bargaining model of

the previous section.

Layard, Nickell et al. (1991, Ch. 10) claim that equilibrium unemployment is unaffected by work-

sharing. However, their model does not incorporate working time and leisure as separate elements.
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24 I don't discuss the issue of financing of the benefits.

Cahuc and Granier (1997) do take this into account, and conclude that equilibrium unemployment is

unaffected by work-sharing policies, at least in the absence of unemployment benefits. Including these

benefits, unemployment may be affected, although the sign depends on the determination of benefits.

Work-sharing leads to higher unemployment if the benefit level is given, but lowers unemployment at

given replacement rate. Their model, however, does not incorporate the impact of working time on

capital services.

5.1 Labour supply

When participating in the labour market, agents are either employed or unemployed. Considering a

symmetric equilibrium, all firms provide the same utility level U(C, H) for their workers. When being

unemployed, workers get an unemployment benefit B, but have more leisure time.  The corresponding24

utility is given by U  = U(B, 0) < U(C, H). The outside option corresponds to the expected utility whenb

participating in the labour market and is thus given by a weighted average of the utility when working

and the utility when unemployed

U  = (1!u)U(C, H) + uU(B, 0), (25)a

where u is the unemployment rate.

When deciding to participate, agents compare the expected utility of participation U  with theira

endowment in utility U . I follow the specification in Cahuc and Granier (1997), assuming that thesee

utility endowments may differ between agents. This may, for example, result from differences in wealth

or in family composition. Let s(U ), with sN(·) $ 0, denote the cumulative density of utility endowmentse

in the economy. Individuals will only participate if U  > U . Normalising without loss of generality thea e

number of agents to one, labour supply S ! the number of participants and not desired hours H  ! iss

given by S = s(U ). This is a non-decreasing function of the expected utility level U .a a

To consider the properties of the labour supply equation, (log-)differentiate, using (25) and the

definition of ù , to obtain

, (26)

where g  / ç CU /U  $ 0, ç  is the elasticity of the density function s(·) and ñ  / BU (B, 0)/S C U C
s a s

[CU (C, H)] > 0 is related to the replacement rate ñ / B/C. So labour supply is an increasing functionC

of remuneration and benefits. The negative impact of unemployment illustrates the discouraged worker

effect in the model. 

At given remuneration, a reduction in working time increases labour supply, as leisure is valuable.

Another mechanism working in the same direction, but not present in this paper, is the effect on non-

wage incomes of partners. If working time reduction leads to wage moderation, family incomes are

reduced. Such a negative income effect may trigger additional participation of partners, increasing



u > umin / max [0, (µC&ËC) /µC] ' max [0, (1& ÿµ C&áC) /µC]

CUC(C,H)

U(C,H) & U(B, 0)
' µC u

gCH '
(áCH%ù µC u)

Ë C&µC (1&u)
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ÿù C ÿµ C

20

25 The semi-elasticity of remuneration with respect to unemployment is g  = !1/{u [Ë !µ (1!u)]} < 0, withCu C C

the same expression in the denominator. The denominator is positive for u = 1, as Ë  > 0. DecreasingC

unemployment increases wages more at lower unemployment rates. For u = (µ !Ë )/µ  the increase isC C C

infinite. Hence aggregate wage setting implies a lowerbound on the feasible unemployment rate given by

.

This asymptote is positive for low levels of risk aversion á .C

labour supply. Finally, notice that at given hourly wages, a cut in hours has an ambiguous effect on

labour supply, depending on whether workers are over- or underemployed.

5.2 Wage determination

In the partial equilibrium, wage setting depends on the outside option U . In a symmetric generala

equilibrium, the latter depends on unemployment as in equation (25). Substituting this in the partial

equilibrium condition (11) gives the general equilibrium wage setting curve

. (27)

It has the same structure as (11), but with outside option U  replaced by the utility U  of thea b

unemployed and with wage resistance µ  multiplied by the unemployment rate u. As a consequence ofC

this analogy in structure, the comparative statics are roughly similar. For example, higher benefits B

increase remuneration, whereas wages decline with higher unemployment or higher wage resistance.

These are standard predictions of aggregate wage setting behaviour, see Layard, Nickell et al. (1991).

With respect to the impact of working time on remuneration, the general equilibrium elasticity can be

written as

. (28)

Compared to the partial equilibrium elasticity  in (16) the numerator and the denominator have

both decreased. The second-order condition (12) no longer guarantees that the denominator is positive,

but it is along the aggregate wage setting curve.  The numerator of (28) is once again ambiguous, and25

may be negative if consumption and leisure are strong Edgeworth complements. A sufficient, but not

necessary, condition to exclude this possibility was given by the class of utility functions in (7). So, for

this class of utility functions the analysis predicts that working time reduction will lead to wage

moderation, in terms of annual remuneration, in the general equilibrium.

Comparing wage moderation at the partial and at the general equilibrium, notice that  > g  ifCH

and only if +  > 0. This corresponds to the condition for employed workers to gain from a cut in

working time, see equation (18). The reason is the following: If workers gain due to a cut in working



gWH ' [(1&áC% áCH) & µC u (1&ù ) & ÿµ C] / [Ë C&µC (1&u)]

21

26 The elasticity ô is best interpreted as the elasticity of firm demand with respect to their relative price. In a
symmetric equilibrium the relative price is unity.

27 The impact of working time on price setting is larger than for (aggregate) labour demand, as !g /g  = µPH|C PC Ð

> µ .N

time, the outside option will increase in the general equilibrium; this in turn increases wage claims and

thus reduces wage moderation in the general equilibrium.

Turning to hourly wages, the elasticity (28) implies that

.

This expression is rather similar to the partial equilibrium result (17). The same three terms appear: the

slope of the hours supply curve; the disequilibrium of hours worked and the change in wage resistance,

respectively. The second term still suggests a U-shaped pattern, although flatter than the partial

equilibrium relation, which is tilted by the first and last terms. As in Figure 4 the minimum H  occurs tow

the right of hours supply H , unless the latter is strongly upward sloping.s

5.3 Price setting and aggregate labour demand

To determine the effect of working time on unemployment, wage setting behaviour should be combined

with the aggregate labour demand of firms. Two complications arise compared to the labour demand of

individual firms in Sections 2 and 3. First, we should take into account that the aggregate price level

may change, second, entry may blur the picture.

First, consider aggregate prices. Given the assumption of constant returns to scale, each firm sets its

price P as a mark-up on unit costs X, as long-run profit maximization implies P = X/í . As a

consequence, the elasticity of price with respect to remuneration is equal to the share of variable labour

costs in total cost, so g  = (1!n )(1!ç ), and the elasticity of price with respect to working time is gPC V PH|C
f

= !ç . In a symmetric equilibrium, all firms set this price, reducing the sensitivity of the individual firme

demand.  Let the elasticity of the demand shifter D with respect to the aggregate price level be ô  and26
A

let í  / 1!1/ô , then it can be shown that the elasticities of aggregate labour demand are given byA A

similar expressions as g  and g , but with competitiveness í  replaced by í . As the aggregateNC NH|C A

demand is most likely less elastic than firm demand, this makes aggregate labour demand less elastic

and less responsive to changes in working time.

Entry would tend to work in the opposite direction, increasing the responsiveness of labour demand.

However, entry is difficult to model with constant returns to scale. An alternative solution, leading to

similar results, is to replace labour demand in the aggregate equilibrium by price setting behaviour.

With constant returns to scale this gives a fully elastic price setting curve, shifting downwards as a

consequence of working time reductions.27

As Blanchard (1998) has argued, the choice between the above options depends on the perspective of

the model: in the short run labour demand is the obvious candidate, but for the longer run, price setting

may be better. The link between the two models is quite simple. In the long run, wage and price setting

determine the equilibrium real wage. Through the demand shifter D, the aggregate labour demand curve,
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28 The effect on employment is .

29 With pure price setting the aggregate µ -curve coincides with the µ -curve.N Ð

however, depends on the nominal price. In the long-run equilibrium the nominal price will adjust as to

guarantee that labour demand and price setting intersect the wage setting curve in the same point.

As the price setting model can be seen as the limiting case of the labour demand model (see footnote

27), I choose the labour demand model to illustrate the general equilibrium impact of reduced working

time in the next paragraph. In the numerical example of section 6 is use both models.

5.4 Equilibrium unemployment

The aggregate model thus consists of the wage setting equation (27), the aggregate price setting or

labour demand curve of the previous paragraph and the labour supply curve (26). Together with the

definition of unemployment, u . ln S ! ln N, this model determines (real) remuneration C, employment

N, labour supply S and the unemployment rate u.

The model is illustrated in Figure 6, where the labour supply is assumed to be inelastic (g  = 0). TheS

vertical axis gives (real) annual remuneration and not hourly wages. Using logs, the unemployment rate

is simply the difference between supply s and demand d. As working time reduction leads to wage

moderation, the wage setting curve w  shifts downward. Moreover, labour demand also declines. Bothb

effects reduce the equilibrium remuneration, but the impact on (un-)employment is ambiguous. As a

benchmark, the figure considers the case that employment is unaffected.

Solving for the comparative statics, the effects on remuneration and unemployment are28

 > 0

and

,

with

Ë  / 1 + g  g  + g  [1/(µ u) ! (1!u)g ] > 1.Cu NC Cu S C Cu

With inelastic labour supply (g  = 0), the unemployment rate will fall (and employment will increase) ifS

wage moderation dominates, that is if g  > µ . A similar condition was established in the partialCH N

equilibrium bargaining model, recall Figure 5. In the general equilibrium, the lower elasticity of

aggregate demand shifts the µ -curve to the left, but entry could shift it to the right in the direction ofN

the unchanged µ -curve.  The g -curve shifts downward compared to the partial equilibrium, at leastÐ CH
29

if  workers gain from work-sharing ( +  > 0). This leads to an in increase H*, but there still exists

a U-pattern between the equilibrium unemployment rate and working time. For long working times wage

moderation dominates, employment is increased and unemployment falls. For short working times
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exactly the opposite holds. As employment is unaffected in Figure 6, it is drawn for the critical of

working time H = H*.

If labour supply, i.e. participation, is elastic another effect is added. As is obvious from equation

(26), a cut in working time at given remuneration increases labour supply. This shift of the labour

supply curve induces another shift of the wage setting curve, which is defined relatively to the labour

supply curve. So remuneration will fall even more. This fall in remuneration increases employment. The

effect on the unemployment rate, however, is ambiguous, as both labour supply and labour demand

increase. The unemployment rate increases if the utility of employed workers grows (as +  > 0

implies g  < ù ).CH

5.5 Replacement rate

The above general equilibrium results take the benefit level B of the unemployed as given. In the longer

run, it may be more realistic to consider a fixed replacement rate ñ / B/C < 1. As working time

reduction leads to wage moderation, this suggests that benefits will be reduced. In practice, this may

seem an unrealistic assumption. But in an environment with productivity growth, see De Regt (1999a),

the only implication is that benefits and remuneration grow at a lower rate in the face of working time

reduction.

Taking the fixed replacement rate into account, remuneration is given by

. (29)

In standard wage bargaining models, a constant replacement rate typically implies a vertical wage

setting curve, see e.g., Layard, Nickell et al. (1991). This is not the case here. The first reason is that the

wage elasticity of employment ! or more general wage resistance µ  ! changes with the level ofC

remuneration. The only exception is a Cobb-Douglas production function without quasi-fixed labour

costs. The second reason is that the left-hand side may also depend on remuneration, the exception being

a Cobb-Douglas utility function. So only with the often used Cobb-Douglas specifications and without

quasi-fixed costs, equation (29) defines a unique equilibrium unemployment rate. For this specification,

it can be shown that, due to the disutility of working time, equilibrium unemployment will be reduced as

a consequence of a cut in working time.

In general, however, equation (29) defines a wage setting curve where remuneration falls if

unemployment increases. This curve may shift due to a change in the replacement rate and due to

changes in working times. In terms of elasticities, the impact of the latter is

.

Compared to (28), only the denominator becomes smaller increasing the impact of reduced working

time. This reflects the fact that, at given replacement ratio, benefits will fall as a consequence of the
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wage moderation. The sign remains unaffected, however, and the previous analysis applies only with a

reinterpretation of the elasticities of the wage setting curve. As wage moderation is increased, the

critical value H* is reduced, and working time reduction is more likely to lead to increased employment.

6 A numerical illustration

To illustrate the working of the model, this section provides a numerical illustration of the main effects

of a work-sharing policy in the model. The intention is not to provide very realistic outcomes, but to

illustrate the main channels operating within the model. Therefore, I use a rather crude calibration of the

parameters of the model.

First, consider the model of the firm. For ç , which corresponds to the share of capital costs in totalf

costs, I took 0.3, as in Pissarides (1998). Hart (1984a) documents that the share of quasi-fixed costs in

labour costs n  is non-negligible. In line with Hart and Kawasaki (1988), I set n  = 0.2. As suggestedV V

before, the evidence indicates that the substitution elasticity between capital and labour ó is below one,

so I adopted ó = 0.5. Estimates of the elasticity of output with respect to hours are rather imprecise, see

Freeman (1998) and Hamermesh (1993). I used ç  = 0.6 as the benchmark, indicating that work-sharinge

leads to some hourly productivity gains. Moreover, as ç  = 0.6 > 0.56 = (1!n ) (1!ç ), firms would likee f
V

to have longer hours. For the firm specific elasticity of goods demand ô, I used 5.0 as the benchmark.

This is within the range adopted by Bovenberg, Graafland et al. (1998) in their applied general

equilibrium model for the Netherlands.  

These five parameters determine the labour demand elasticities g  and g  of the partialNH|C NC

equilibrium in Table 1. For the short-run model, that is at given capital stock, these elasticities are well

within the range of empirical estimates in Hamermesh (1993). Moreover, as g  + g  > 0,  theNH|C NC

calibration implies that work-sharing increases employment at unchanged hourly wages, as in Figure 2.

For the long-run model, the labour demand elasticities are rather high. This is due to the choice of ô,

leading to large scale effects. That parameter also implies that the mark-up 1/í  of prices over marginal

(and average) costs is 1.25, which is rather high. To reduce this mark-up, ô should be increased, but this

would further increase the absolute value of the labour demand elasticities.

Second, consider labour supply parameters. For the rate of relative risk-aversion with respect to

consumption á , Pissarides (1998) uses 0.8 whereas Teulings and Hartog (1998) suggest a value ofC

roughly 1.25. I took the intermediate value of á  = 1. With respect to á , I am not aware of anyC CH

sensible estimates. I just assumed that consumption and leisure are neither Edgeworth complements are

substitutes, leading to á  = 0. These joint assumptions on the utility function imply that  = 0, soCH

desired hours are inelastic. Evidence on workers being over- or underemployed is mixed, see for

example OECD (1998). I assumed that workers work less than their desired hours, so the marginal rate

of (log) substitution ù  is below one. I adopted ù  = 0.9.

Third, consider the bargaining parameters. The results in Pencavel (1991) indicate that unions care

about employment, but estimates vary considerably. I mimicked the results of an utilitarian union utility

function, as I set the employment elasticity in union utility è equal to one. Finally, evidence of

bargaining power of firms â is scarce. I assumed that both parties have the same power, accordingly I

took â = 1, but I also considered the case of a monopoly union (â = 0).
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The partial equilibrium results in Table 1, indicate that work-sharing will lead to wage moderation,

as the elasticity of remuneration with respect to working time g  is positive. However, hourly wagesCH

increase as g  is smaller than one. Wage moderation is stronger in the right-to-manage model than inCH

the monopoly union. Wage moderation is also stronger in the long-run labour demand models, compared

to the short-run labour demand model. In both cases this is due to the difference in wage resistance µC

(not included in the table): Bargaining power increases wage resistance; as does the absolute value of

the labour demand elasticity g .NC

The column labelled ù  indicates what the marginal rate of (log) substitution should be for full wage

moderation. This corresponds to minimum H  of the U-shape bargained wage curve in Figure 4. Thew

results indicate that workers should be overemployed (ù  > 1) for this to occur.

In the partial equilibrium model, there is no further impact on remuneration C, as the outside option

is given. So the entries for g  and C are the same. The impact of the work-sharing on employment NCH

differs between the monopoly union model and the right-to manage model. In the former employment is

reduced, whereas in the latter employment is increased. The monopoly union model is less favourable,

because of its weaker wage moderation. In both cases the elasticities are rather small, however.

The final column considers the critical value of ç /ù  where employment does not change as a resulte

of work-sharing. This corresponds to H* in Figure 5. Notice that the ratio ç /ù  is decreasing in workinge

time, so relative low figures in this column correspond to relative long initial hours. In the benchmark

ç /ù  = 2/3. In the right-to-manage models the critical values are higher than the benchmark, hencee

employment increases. With a lower initial working time, however, employment could fall, as in the

monopoly union model. This illustrates the inverted U-shape for employment.

The results for the efficient bargaining model are rather similar to the right-to-manage model. The

impact on remuneration is almost unchanged, but due to the higher labour demand elasticity, the impact

on employment is somewhat more favourable.

Experimenting with different parameter values gives different numbers, but the broad picture

remains the same: There is some wage moderation; long-run labour demand models and right-to-manage

bargaining lead to stronger wage moderation; right-to-manage and efficient bargaining models have

rather similar outcomes; and employment effects tend to be rather limited, the sign depending on the

initial working time.

Turning to the general equilibrium, I need to calibrate a four more parameters. The price elasticity of

aggregate demand ô  is set at 1.5 as in Bovenberg, Graafland et al. (1998). Participation in the labourA

market is considered to be fully inelastic, so g  = 0. The parameter ñ  is related to the replacement rateS U

B/C, but may be higher due to risk aversion. Ignoring the latter aspect, I used ñ  = 0.6 as in PissaridesU

(1998), but lower than in Bovenberg, Graafland et al. (1998). Although unemployment is determined

within the model, I also needed an initial value as I only consider relative changes.  This benchmark

value for unemployment u was set at 0.075, as work-sharing is typically suggested at times of high

unemployment.

For given benefits, wage moderation is lower in the general equilibrium than in the partial

equilibrium. The reason is that in the partial equilibrium employed workers gain from work-sharing,

hence the outside option increases in general equilibrium. This reduces wage moderation. Due to the
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lower price elasticity of goods demand in the aggregate, aggregate labour demand reacts less.

Combining the shifts in labour demand and wage setting, see Figure 6, remuneration falls and

employment is slightly increased in the labour demand model. The ù -column illustrates that full wage

moderation only occurs at very long working times.  The last column demonstrates that employment is

more likely to increase, compared to the partial equilibrium.

The opposite holds for the price setting model. Here price setting is independent of the scale of

production (or employment). As working time H is lower than the demand H  of firms, remunerationd

declines more than proportionally in the equilibrium. Nevertheless, employment falls. The last column

illustrates that initial working time should be rather short to get positive employment effects of work-

sharing.

If the replacement rate is given, the employment effects are more favourable. Due to wage

moderation, benefits also decline reinforcing the positive impact on employment. Notice, however, that

the utility of the unemployed falls. Employment still declines in the price setting model, although the

critical value for initial hours is reduced. 

7 Concluding remarks

Working time reduction is a recurrent theme in the European discussion on unemployment. Proponents

typically stress the work-sharing aspects, whereas opponents stress the impact on costs and

competitiveness. This raises the issue of wage determination in the wake of working time reduction. In

this paper I have incorporated these issues in an equilibrium labour market framework. The main

conclusions of the analysis are:

C working time reduction is likely to lead to wage moderation in terms of annual remuneration (and

this holds for any type of union bargaining framework);

C wage moderation is stronger in right-to-manage models compared to monopoly unions;

C wage moderation is stronger at longer working times;

C there is a U-shaped relation between working times and hourly wages; and, as a consequence,

C there is a U-shaped relation between working times and the equilibrium unemployment rate.

So working time reduction can indeed reduce unemployment, but only for sufficiently long working

times. Moreover, a numerical example suggests that the (un-)employment effects are rather limited.

The key then is to determine at what level of working time the impact changes sign. This is on the

agenda for future research. From an empirical point of view, the question is whether we can estimate

wage setting curves and labour demand or price setting curves with the predicted impact of working

times. From a theoretical point of view, the main question is how, and at what level, working times are

determined.
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Afbeelding 1The monopoly union model
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Afbeelding 2Labour demand and working time reduction
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Afbeelding 3Union utility, remuneration and working time reduction
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Table 1 Numerical working time elasticities

g g g C N ù ç  /ùNH|C NC CH

g  = 1 d N = 0CH

e

Partial equilibriuma

Monopoly union (â = 0)

Short-run labour demand 0.329 !0.548 0.554 0.554 0.025 1.624 0.616

Long-run labour demand 2.400 !2.920 0.815 0.815 0.019 1.104 0.661

Right-to-manage bargaining

Short-run labour demand 0.329 !0.548 0.707 0.707 !0.059 1.273 0.786

Long-run labour demand 2.400 !2.920 0.849 0.849 !0.079 1.060 0.689

Efficient bargaining

Long-run labour demand 2.400 !2.988 0.851 0.851 !0.143 1.058 0.706

General equilibriumb

Benefits given

Labour demand 0.600 !1.240 0.499 0.322 !0.009 1.803 1.065

Price setting 4 4 0.499 1.071 0.030 1.803 0.311

Replacement rate given

Labour demand 0.600 !1.240 0.748 0.328 !0.015 1.203 1.596

Price setting 4 4 0.748 1.071 0.014 1.203 0.466

a. The parameter values for the partial equilibrium are n  = 0.2, ç  = 0.6, ç  = 0.3, ó = 0.5, ô = 5, è = 1, â = 1, á  = 1, áV C CH
e f

= 0 and ù  = 0.9.

b. The additional parameters for the general equilibrium are  ô  = 1.5, g  = 0, ñ  = 0.6 and u =0.075.A S U


