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Abstract: This paper assesses the impact of structural reforms in the short and long-term on the
markets for goods and labor. The novelty is to account for these policy changes in countries where
large-scale reallocations are necessary following the adoption of new technologies. As this tech-
nological change has different effects on the levels and the composition of the employment across
countries, three types of countries are considered: Anglo-saxon, continental Europe and nordic Eu-
rope. The impact of institutional reforms on the markets for goods and labor are then evaluated in
terms of employment and changes in inequality. We show that it is possible to increase employment
and reduce inequality to make the most of these new technological opportunities.
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Comment les institutions sur les marchés des biens et du travail affectent
l’emploi agrégé, les inégalités et la polarisation des emplois ? Un modèle
d’équilibre général

Abstract : Cet article évalue les effets à court terme et à long terme de réformes structurelles des
marchés des biens et du travail dans des pays où des réallocations de grande ampleur sont nécessaires
suite à l’adoption des nouvelles technologies. Comme les nouvelles technologies ont eu des effets
différenciés sur l’emploi et sa composition suivant les pays, trois types de pays sont envisagées.
Les impacts des réformes des institutions sur les marchés des biens et du travail sont alors évalués,
en terme d’emploi et d’évolution des inégalités. Nous montrons qu’il est alors possible d’accroı̂tre
l’emploi tout en réduisant les inégalités pour profiter au mieux de ces nouvelles opportunités techno-
logiques.
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1 Introduction 
 

"Further work tractably integrating various forms of labor market imperfections 
within a framework that incorporates the endogenous allocation of skills to tasks 
appears to be another fruitful area for research." Acemoglu & Autor (2011), 
p.1160. 

 
For more than 30 years, developed countries have undergone dramatic structural changes 
driven by rapid technological progress. These technological changes affect the employment 
of skilled and low-skilled workers in a non-trivial way, generating task-biased demand shifts 
in favor of skilled and lowest-skilled workers, to the detriment of middle-skilled workers. 
These changes (sometimes referred to as “Task Biased Technological Change”, TBTC) thus 
lead to job polarization, namely the disappearance of mid-level jobs (requiring a moderate 
level of skills, such as autoworkers’ jobs) relative to both those at the bottom (requiring few 
skills such as cleaners and salespeople) and those at the top (requiring greater skill levels 
such as managers and professionals). Empirical evidence of pervasive ongoing job 
polarization has been provided for the US (Autor & Dorn, 2013)1 and for European countries 
(Goos & Salomons, 2014). However, in European countries, the persistence of a high 
unemployment as well as the low employment rate compared to the US suggests that 
transitional reallocation process matters in the long-run: this echoes the so-called "European 
employment problem" (Ljungqvist & Sargent (2008), Ljungqvist & Sargent (1998)). Since the 
empirical works by Blanchard & Wolfers (1999), this literature lays stress on the role of the 
interaction between Labor Market Institutions (LMI) and aggregate shocks in shaping 
transatlantic differences in employment rates and on the role of structural reforms in 
improving European employment levels (see e.g. Hornstein et al. (2007)). Hence, as 
suggested by Acemoglu & Autor (2011), this paper aims at bridging the gaps between micro 
and macro analysis of the labor market by analyzing endogenous allocation of skills to tasks 
in a general equilibrium model with labor and good market imperfections, as well as evolving 
institutional environments. 
  
In a previous work (Albertini, Hairault, Langot and Sopraseuth (2015)), we developed a multi-
sectorial search and matching model with endogenous occupational choice to shed light on 
the way structural changes affect aggregate employment and job polarization. The originality 
of our approach is to analyze the dynamic path of employment reallocations. Indeed, the 
transformations of the production process have been progressive, driven by an incremental 
implementation of new technologies. The process can be long, because occupational 
changes result from search and learning activities from new tasks. Hence, we have proposed 
a non-stationary model that allows understanding these employment movements during a 
structural change. By identifying the direction of the structural change that suppresses jobs in 
the middle of the wage distribution, our previous model (Albertini, Hairault, Langot and 
Sopraseuth (2015)) also explains the job polarization and inequalities observed in the US 
and in European countries.2 
 
Moreover, our previous work showed that some labor market institutions can stall the 
reallocation process because they do not allow the labor market to open some jobs for 
inexperienced workers on potential new jobs. This was obtained contrasting 3 types of 
country that differ with respect to their labor market institutions. Type I economies 
                                                             
1 Jaimovich & Siu (2015) show that this phenomenon is magnified in recession. 
2 Albertini, Hairault, Langot and Sopraseuth (2015) provide a model that matches the evolution of aggregate 
employment and employment shares by task. The model also captures the evolution of wage and income 
inequalities across countries and over time. 
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(reminiscent of the United States) have flexible labor market arrangements: there is no 
Minimum wage (MW) and low unemployment benefits. Type II are characterized by rigid 
labor market, mimicking that of France: a relatively high minimum wage, unemployment 
benefits and firing costs. Economies of Type III constitute an intermediate case (reminiscent 
of that in Germany): wage-setting displays sluggishness but there is no MW.  
 
In this paper, we extend our previous analysis (Albertini, Hairault, Langot and Sopraseuth 
(2015)) along two dimensions. Firstly, we introduce an endogenous number of firms à la 
Melitz (2003) in order to account for interactions between good and labor markets, and their 
respective institutions. Secondly, rather than focusing on the historical path of our 
prototypical economies as in the previous paper we now want to forecast their future 
dynamics as spurred by large changes in technology. Hence, for each economy we analyze 
the transitional dynamics from today to a new world, i.e. the path along which structural 
technological changes remove the competitive advantages of workers in the middle of the 
wage distribution, leading them to move to new opportunities at the bottom of the wage 
distribution. By nature, this phenomenon takes time (searching for a job in a new occupation 
is time consuming), and it can be blocked if redistributive policies, by increasing the outside 
option of the poorest, cancel the potential profits of new jobs in the service sector.3 Beyond 
the comparison of the initial and final steady states, we also solve the transitional dynamics. 
Further, our paper goes beyond the traditional analysis of PMR and LMIs’ effects on labor 
market outcomes by focusing on their effects on the reallocation from routine to manual 
tasks. 
 
Our main findings can be summarized as follows: 
 

 In the benchmark simulations, Task Biased Technological Change creates more jobs. 
In these benchmark scenarii, we assume that LMI and PMR are stable and given by 
their current level in the 3 types of countries. The magnitude of job creations and thus 
the extent of employment reallocation depend on LMI and PMR: flexibility fosters 
employment gains. However, flexibility also generates increasing wage and income 
inequalities. 

 LMI or PMR reforms have little effect on employment, except if they are targeted on 
segments of the expanding economy. Any policy that aims at protecting the declining 
tasks is inefficient in the medium and the long run. By contrast, the most efficient 
reforms are those that favor reallocation towards the expanding activities. These 
include targeting active labor market policy (ALMP) and payroll taxes reductions to 
low skilled workers, and liberalizing the service sector. The impact of these reforms 
depends on the wage-setting rule. In the Type III country, where the bargaining rules 
lead to wage moderation, the employment gains are the largest. 

 LMI or PMR reforms have little effect on inequality. Whatever the reform, inequalities 
increase, driven by the polarization of the jobs. 

 Nevertheless, employment gains in all types of country generate a government 
surplus in the long run. These new fiscal revenues can be used to reduce inequalities 
through a redistributive policy. The use of the government transfers as an additional 
income for all unskilled workers show how the efficiency gains can be used to reduce 
inequalities. We then show that the larger the employment gains, the more effective 
the redistributive policy. 

  
 

                                                             
3 This approach contrasts with the stylized model proposed by Autor & Dorn (2013) who stress only the long-term 
effects of the job polarization phenomenon in a frictionless economy. Workers move from the routine sector to the 
manual sector without search frictions. 
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2 Overview of the model 
 
We develop a general equilibrium model that allows us to account for the transitional 
dynamics of the reallocation process induced by a "task biased technological change" 
(TBTC). This model is characterized by two features: first, there are search and matching 
frictions on the labor market, which helps us capture the speed of reallocation, and secondly, 
the number of firms in both good and service markets is endogenous, which will connect 
technological progress to competition through endogenous responses of markups to 
technological changes. From a methodological point of view, we introduce heterogeneity 
across countries only through their LMI: as preferences and technology are identical, 
heterogenous economic performances come only from country specific institutions. The idea 
is then to identify LMI that can alter the reallocation process towards new activities. Our 3 
types of economies also differ with respect to their wage-setting arrangements. In Type I 
economies, wages are subject to bargaining between firms and workers, and hence are 
responsive to changes in productivity and workers’ outside options (unemployment benefits, 
social programs). In type II economies, wage-setting is bounded by a minimum wage, which 
is uniform for all sectors while, in Type III economies, wage evolves with a reference to a 
sector-specific social norm which leads to an endogenous wage moderation specific to each 
sector. By introducing imperfect competition and an endogenous number of firms in the 
products markets this paper extends the previous work of Albertini, Hairault, Langot and 
Sopraseuth (2015) assessing the role of "Product Market Regulation" (PMR) policies on the 
labor market outcomes during this period of structural change. 
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Regarding the model calibration, some parameter values are set based on existing empirical 
evidence and others calibrated to match selected moments in the data. Since the paper is 
focused on trends in employment, the selected moments in the data include employment 
rates (Figure 1) and employment shares (Figure 2): the beginning and the end on the sample 
as well as the average over the sample. Labor market institutions and wage-setting are 
country- specific while we consider that consumer preferences, technology and distribution of 
abilities within unskilled labor are the same cross countries. In addition, given that the model 
predicts the complete path of employment composition and level following a technological 
change, we need to set values for the path of labor market institutions, technological change 
and increase in skilled labor. 
 
 

Figure 1: Employment rates in countries that exemplify types I, II and III 
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Figure 2: Job polarization: Changes in employment share in abstract, routine, and manual 
tasks in countries that exemplify types I, II and III 
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Source: OECD computations based on CPS US data, French and German labor surveys. 

 
 
 
 
2.1 Building blocks of the model 
 
The model is summarized in Figure 3, whereas the complete model is presented in Appendix 
A. It is a dynamic general equilibrium model with search and matching frictions, featuring 
workers’ endogenous occupational choice and job polarization induced by a deterministic 
task-biased technological change. We also account for an endogenous number of firms, 
specific to each type of goods. In order to make the model tractable, we abstract from 
financial markets. There are no savings.  
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Figure 3: The model with labor market frictions and firm entry 

 
 
The building blocks of the model are 

 (a) and (b) (section 2.3) : 
o Block (a) (section A.4): The good producing sector uses 2 intermediate goods: 

a high-tech good Z1 and a low-tech good Z2. This decomposition of inputs (Z1 
and Z2) is made in order to avoid the useless complexity of the strategic wage 
bargaining in large firms. 
 The high-tech good is produced by high-skilled workers in abstract 

non-routine cognitive jobs La. 
 The low-tech goods are produced by a CRS production function that 

uses i) un-skilled workers employed in routine Lr, and ii) technology 
(equipment, computers, machine), a good that can also perform 
repetitive tasks K. 

In the production of low-tech goods, unskilled routine workers can be easily 
replaced by machines while high-tech goods, and thus abstract workers, 
complement repetitive tasks (whether performed by machines and/or unskilled 
workers). Technological change is captured by a downward trend in the price 
of technology pK, which creates a strong incentive for low-tech good producing 
firms to substitute unskilled labor for capital. 
 

o Block (b): Search and matching frictions in both sectors, occupational choice 
and job polarization occurring because of the task-biased technological 
change.  
The service sector employs only unskilled labor Lm in non-routine manual 
tasks (occupations involving assisting others such as janitors, cleaners ...). 
   

 (c) : Firm dynamics (section A.8 of the appendix) 
 

o Retailers in each sector buy inputs from producing firms and sell it to 
consumers. We have retailers in good and retailers in services in order to 
allow the policy maker to possibly lower PMR only in one-sector rather than 
the two sectors.   

o In each retailing sector, there is Cournot competition. The price and quantity 
therefore depend on the endogenous number of firms. The larger the number 
of firms, the keener the competition, the lower the retail price, the higher the 
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quantity produced by retailers. Firm entry is endogenous and subject to entry 
costs4. Firm exit occurs exogenously at a fixed rate, as in Melitz (2003). 

 (d) : Final demand (section A.9.1 of the appendix): households buy goods and 
services from retailers. General equilibrium effects now include the price dynamics in 
all sectors of the economy. The government budget is balanced each period by a 
lump-sum transfer to households (section A.9.3 of the appendix). In the benchmark 
scenario, transfers are similar across households. This will no longer be the case in 
section 6, with redistributive policies.  
 

The model is thus well designed to address economic policy concerns and particularly to 
assess structural reforms on product and labor market allowing to transform this new 
technological opportunity into an employment opportunity for all workers. In Table 1, we 
report the policy tools available in each block of the model (b) and (c) by distinguishing the 
policy instruments. 
 

Table 1: Policy tools in each block of the model 
 

Policies tools 
(b)  ALMP  a subsidy to hiring costs 

unemployment benefits a change in the replacement rate 
employment subsidies 2 payroll tax rates (unskilled, skilled) 

(c )  PMR  entry costs (one in each sector) 
 
 
2.2 Interaction between firm entry and employment dynamics 
 
Several simplifying assumptions were made to make to keep the model tractable 

 Labor market frictions affect only the production of good and personal services (block 
(b)) and product market frictions affect only retailers (block (c)). 

 All firms in the retailing sector (block (c)) have the same productivity. Entry or exit will 
not affect the average productivity in the retailing sector. 
 

  
In spite of this simplification, the model can capture large gains from lowering PMR as well as 
the strong interaction between PMR and LMI: 

 Lower entry costs in block (c) will increase firm entry, thereby lowering the retailing 
price. All households will benefit from the fall in retailing price. 

 In addition, higher firm entry in block (c) increases the demand for inputs from good 
and service producing firms in block (b), which could increase labor demand and 
aggregate employment, if labor market institutions are flexible enough. This last 
mechanism underlines the strong interaction between LMI and PMR. 

 
2.3 Search and matching frictions with endogenous occupational 

choices 
 

                                                             
4 Entry costs are paid in terms of goods (rather than labor as in Melitz (2003)). The entry cost is also affected 

by congestion effects: the larger the number of new entrants, the higher the entry cost. In Melitz (2003), entry 
costs are paid in terms of labor. Firm entry is then bounded by the households’ ability to supply labor. In our 
model, entry costs are paid in terms of goods. Firm entry is then bounded by adjustment costs to entry. We 
provide in section A.8 of the appendix a rationale for this assumption. 
 



9 
 

Even if the endogenous number of firms, and thus the endogeneity of the markup, can 
magnify the impact of technological change, the main originality of our model is to account for 
workers’ mobility across labor markets . We describe this part of the model in this section.  
Labor supply consists of skilled and unskilled workers (Figure 4) 
 

 Skilled workers are homogeneous and all perform abstract tasks (non-routine, 
cognitive jobs) in the good-producing firm. 

 
 There is a continuum of unskilled workers who differ with respect to their abilities. The 

model endogenously determines which unskilled workers occupy routine occupations 
versus service occupations (through the endogenous determination of the threshold 
[?] below which workers choose to work in manual jobs). Low- skill workers have 
homogeneous (heterogeneous) skills at performing manual (routine) tasks. This is 
consistent with the view that blue-collar workers in the factory differ in performing their 
tasks on the assembly line while jobs such as janitors can hardly differ in terms of 
productivity in providing non-routine manual services. 

 
Figure 4: Workers 
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Labor market flows and occupational choices are (Figure 5) 
 Skilled workers are employed in abstract tasks. When fired, they join the pool of 

unemployed skilled workers and look for an abstract job. 
  Unskilled workers can be employed either in routine tasks in the good producing firm or 

in manual tasks in the service sector. When fired from the good-producing firms, routine 
unemployed workers can choose to switch occupation (we call them "new movers" Ln

m) 
and join the pool of unemployed workers looking for manual jobs. New movers differ from 
other unemployed workers looking for a manual job because i) their unemployment 
benefit depends on their past occupation as routine workers, ii) they just arrived on the 
market for manual jobs and lack proper information about the tasks and firms on the 
market. New movers gradually learn about the tasks and the market: they job finding 
probability and their productivity as manual workers is lower than their counterparts. The 
reallocation process from routine to manual jobs can then take time as manual jobs are 
slowly created and routine jobs are gradually destroyed. 

 
Labor markets are characterized by search and matching frictions à la Mortensen & 
Pissarides (1994). Search is directed as there is a labor sub-market for each occupation and 
for each ability level in routine jobs. Within each pool, the meeting process between workers 
and firms is random. There is no on-the-job search (Appendix A.2). 
 
3 Benchmark scenario: Job polarization in a context of 

long-term technological change 
 
3.1 Model Mechanisms 
 
The long run conditions of different economies depend on their technological opportunities 
and their market arrangements. Technology changes over time putting pressure on some 
type of existing jobs but also creating new opportunities. It therefore involves intensive  
reallocation of resources and a change in the productive structure. While the increased 
production possibilities induce a "wealth effect", this is not shared by all agents. For some 
workers the technological progress is "labor augmenting"; but, by reducing the need for 
repetitive tasks, for others it is "labor saving". The final impact depends on the ability of the 
economy to reallocate the "saved" labor in "new" market activities. This story is at the heart of 
Autor & Dorn (2013) model: job polarization is the outcome of a technological change that 
destroys labor previously paid at wages in the middle of the distribution. These workers are 
occupied in "routine" tasks easily computerized and then replaced by capital. The other tasks 
are not directly substitutable by the technological change: "abstract" and "manual" tasks 
cannot be replaced by a computer. Even if "manual" tasks do not benefit from the 
technological change via an increase in their productivity, the more efficient production 
process ("wealth effect") allows the demand for these manual-producing jobs to grow. 
  
if the reallocation from routine towards manual task is not stalled, the technology-induced 
structural change can be shared by all workers. But reallocation takes time, by itself, adding 
some delays in the convergence towards the "new long run" equilibrium. Beyond the 
persistence of the adjustment, this process can be costly in the short run: indeed, when jobs 
are destroyed, for workers that have no future in declining sectors of the economy, it is 
optimal to switch occupation. However, all workers switching at the same time creates a 
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congestion effect in labor market of manual tasks. Notice also that, while the time of 
reallocation is largely induced by the absence of opportunities on the labor market of routine 
tasks, opportunities on the labor market of manual tasks may be low at this reallocation time: 
in the short run, job polarization can induce a fall in the employment rate. One of the main 
contributions of our dynamic model is to provide a general equilibrium analysis of these 
adjustments. The originality of our approach is to account for market imperfections in both 
labor and good markets: in the labor markets, there are search-matching frictions and real 
wage rigidities, whereas in the good market there is an endogenous number of firms in both 
good and service markets determined by costly entry in imperfect competition markets. 
Hence, labor reallocation through unemployment and learning episodes is costly, whereas 
the entry of new firms magnifies the impact of the technological change via an increase in 
competition in the long run. 
  
Hence, 3 main features distinguish our work from Autor & Dorn (2013)’s. First, we do not 
focus only on the asymptotic allocation after a "task biased technological change" (TBTC): 
we also analyze the reallocation dynamics during a gradual technological change, with their 
potential costs in the short run (employment losses). Secondly, in Autor & Dorn’s (2013) 
work, there are no frictions either on the labor market or the product market. We will show 
that such frictions slow down the reallocation process. Finally, Autor & Dorn (2013) show that 
employment gains are also associated with an increase in wage inequality. From the policy 
marker’s point of view, TBTC can not only generate employment gains but can also have 
negative redistributive effects. We quantify the employment gains and the expected 
deterioration in Gini coefficients. 
 
3.2 The long-run effects of technological change in a frictionless 

economy (Author and Dorn, 2013) 
 
Autor & Dorn (2013)’s model is general equilibrium setting describing polarization without 
labor market frictions and perfect competition on product markets. Their model is based on 
several assumptions. 
 

 There is full employment on both skilled and unskilled labor market, and the labor 
supplies are exogenous and constant. Hence, by assumption, the technological 
change has no impact on the aggregate employment level. Only the repartition of 
unskilled workers between "routine" and "manual" tasks is endogenous. 

 
 There are two representative firms: the first one produces goods Yg with capital K, 

"abstract" tasks La and "routine" tasks Lr, whereas the second produces services Ys 
with "manual" tasks Lm. The number of firms is fixed. 

 
 There is one representative household. She consumes goods Cg and 

services Cs. The price of the capital is an exogenous process. 
 
For Autor & Dorn (2013), the story behind polarization is the following.  
 
The diffusion of the supply shock on inputs choices. The price of capital declines with 
the introduction of TBTC (supply shock), leading good-producing firms to intensify their 
production processes in capital. Capital is highly substitutable to "routine" tasks, because 
repetitive tasks can be replaced by machines, whereas it is weakly substitutable to "abstract" 
tasks. These technological possibilities then lead firms to increase the capital ratio over 
"routine" tasks when the price of capital declines (panel (a) in Figure 6). Even if it would be 
profitable for firm to hire more skilled workers on "abstract" tasks, the assumptions of (i) full-
employment and (ii) constant population, imply that this tightness is completely reported on 
wages. Hence, new technologies allow the good sector to increase its production by a large 
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increase in capital, a relative decline in its number of "routine" jobs and a rise in the wage of 
workers on "abstract" tasks. Notice that the decline in "routine" jobs results from separations 
of the least productive workers on these tasks. Indeed, the real wage per unit of human 
capital declines for a routine task: hence, at the bottom of abilities distribution, it becomes 
more profitable to work in the service sector, where ability does not matter for the individual 
wage (panel (b) in Figure 6). These separations are immediately compensated by hirings on 
a "manual" task (no frictions on the labor market). This reallocation process is driven by 
frictionless individual choices: with the fall in routine wages, incentives are thus given to 
move towards new opportunities. 
 
 
Figure 6: Autor & Dorn (2013) model : size of employment and number of firms are fixed, 
only relative wages change 

 
 
 
Inequalities. Notice that the labor reallocation process requires that wages adjust downward 
in the routine sector while relative wages in abstract and service jobs increase. TBTC 
generates wage polarization. 
 
The general equilibrium effect. The permanent increase in technological progress is a 
source of the large "wealth effect" that increases consumers’ aggregate income (panel (c) in 
Figure 6). This generates a "new" demand for both good and the service sectors (panel (d) in 
Figure 6). This can induce price increases. However, the two markets are not symmetrical:  
 in the good market, the supply shock coming from the decline in the capital price, 

generates a large rise in the supply. Hence, if these movements driven by the supply are 
larger than the ones driven by the demand, the price in the good market declines.  

 At the opposite, for the services, the impact of the demand shock is not compensated by 
the higher labor supply which comes from the reallocation from routine to manual labor 
markets (panel (6) in Figure 6). Hence, the relative price of services increases, which 
raises the wage in manual tasks, thereby providing a strong signal that the occupational 
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switch to service is profitable. This general equilibrium magnifies the reallocation process 
from routine to manual tasks. 

 
3.3 Introducing labor market frictions: consequences for  

employment reallocation 
 
Autor & Dorn’s (2013) analysis focus on long-run impact of TBTC: their model discards 
transitional dynamics, there is full-employment in all labor market, and the conditions to 
obtain job polarization are derived from the asymptotic properties of the model. 
  
The first contribution of our analysis is to account for the levels of aggregate employment 
because we do not assume full employment and exogenous labor supply. Our second 
contribution is to account for the transitional (short and the medium run) dynamics in an 
economy where the length of reallocation is not negligible: there are movements in 
unemployment due to the search process when workers switch from one occupation to 
another. We also explain why the transitional dynamics specific to the matching model, is 
also important to explain the sluggishness in employment rates. By including unemployment 
dynamics along the transitional path, we are also able to analyze income inequalities, in 
addition to wage inequalities. 
 
3.3.1 Frictional labor market and the long run impact of TBTC 
 
Figure 7 shows that, with respect to Autor & Dorn (2013), this study takes into account labor 
market institutions (LMI) and product market regulations (PMR). LMI affects labor market 
adjustments, while PMR modifies price adjustments. Given the general equilibrium effect of 
relative prices on occupational choices, LMI strongly interacts with PMR. The endogenous 
dynamics of these inefficiency wedges on product and labor markets explain the employment 
levels for each tasks, and thus the dynamics of aggregate employment. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 7: TBTC in a model with labor market frictions, product market regulations and and 
occupational choice: size of employment and number of firms adjust to TBTC 
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With labor market frictions, hiring takes time as firms (and job seekers) have incomplete 
information on the pool of potential employees (and job openings). Job finding is also subject 
to congestion effects as the endogenous probability of finding a job depends on the number 
of vacancies relative to the number of job seekers. This ratio is the labor market tightness. 
  
A very simple way to understand the complete mechanism of our model, is to capture the 
equilibrium in each labor market (routine, manual and abstract tasks) as the intersection of 
the job creation condition (JC) and the wage curve (WC). The first one is a decreasing 
relation between the ratio "vacancies over unemployment", labor market tightness (θ), and 
the wage (w): it indicates that hiring intensity declines with the wage (the labor cost). The 
second locus is an increasing relation between θ and w, showing that workers ask for a 
higher wage when their relative scarcity is large. The general equilibrium effects are captured 
by the standard AD=AS model, in each market, goods and services. Finally, the last 
relationship equates tightness in the routine and manual labor markets. Because individual 
ability (η) matters for productivity in routine tasks, the incentive to hire (and thus tightness) 
rises with ability in the market for routine workers. Hence, the equilibrium with tightness for 
the manual tasks, which is a function independent from ability η, determines the ability 
threshold η at which it is optimal for workers to switch from routine to manual tasks 
(“occupational choice). Figure 8 depicts these relationships. 
 
 
 
 
 
 

Figure 8: TBTC in a model with labor market frictions and occupational choice 
































































































































