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Abstract

This study explores a novel policy for stimulating investment in train-
ing within the standard labor market by implementing a transfer system
similar to that used in soccer. We develop a life-cycle search model with
on-the-job search in which investment in training is endogenous. We
estimate the model’s parameters using the French Labor Force Survey
and simulate the impact of implementing a transfer system. Our sim-
ulations indicate that a time-limited entitlement to compensation upon
poaching can significantly enhance access to training and employment at
no cost, and is more effective than an unlimited entitlement to compen-
sation. Overall, our results suggest that the standard labor market would

benefit from a transfer system similar to that used in soccer.
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1 Introduction

Since the 1960s, investment in human capital has been the subject of many
studies. The work of Becker (1962) laid the foundation for human capital the-
ory. Becker introduces a crucial distinction between investments in general
human capital, which increase worker productivity in any firm, and invest-
ments in specific human capital, which increase worker productivity only in
training firms. In the case of specific training, it may be in the employer’s in-
terest to contribute to training financing if a sharing rule enables the company
to obtain a return on investment. In the case of general training, the firm’s
investment is much riskier: once trained, the employee may leave (or threaten
to leave) his/her employer to obtain a higher wage and thus capture the full
return on training. According to Becker, employers that anticipate this risk of
"hold-up” (Grout, 1984) thus have little incentive to contribute to the financing
of general training.

Interestingly, this prediction is not consistent with observations from the
data. Acemoglu (1997) and Acemoglu and Pischke (1998, 1999b,a) show that
firms invest massively in general training. The authors point out that asym-
metric information and labor market frictions limit workers” ability to hold
up. Therefore, the employer can capture some of the gains from training, even
when the training is general. The authors also highlight a key finding: when
tirms invest in general human capital, they internalize the fact that this will
increase workers’” productivity in the current job, but they do not consider the
fact that it will also increase workers” productivity in future jobs. This is what
the authors call the “poaching externality”. When making investment choices,
tirms do not account for this positive social externality of training. Conse-
quently, the private return on training is lower than the social return. The
result is that firms underinvest in training relative to what is socially optimal,
thus justifying state intervention.

One method of solving this problem is to implement a training subsidy
(Chéron and Terriau, 2018). The latter is particularly effective when modulated
according to workers” age and level of education, which conditions access to
training (and the size of the poaching externality). However, such a policy is

costly and may complicate an already confusing training system. An alterna-



tive policy suggested by Acemoglu (1997) involves the introduction of a clause
involving compensation for the training firm in the event of poaching, thereby
securing employers’ training investments. Prior studies analyze two clauses
that induce compensation for the poached firm. On the one hand, Amand
et al. (2023) analyze the role of the transfer system in the soccer labor market.
In such a system, every player’s transfer results in the payment of a transfer
fee from the buying club to the incumbent club. The authors show that in the
absence of such a system, equilibrium training investment decisions would
be far removed from what a planner would do, and that the introduction of
a transfer system allows restoring the optimality of training investments. On
the other hand, Shi (2023) explores the impact of non-compete employment
contracts and shows that such clauses generate a trade-off between restricting
worker mobility and encouraging firm investment.

Transfer fees offer two advantages over non-compete clauses. First, non-
compete clauses are generally negotiated ex ante before the firm invests in
training and before the impact of training on worker productivity became ap-
parent. In contrast, transfer fees can be negotiated ex post once training has
taken place and the impact on productivity has been revealed. This difference,
which may seem small, is crucial. In most countries, non-compete clauses are
strictly regulated; they must be limited in time and space, and must target a
specific activity (Kinsey, 1991). In addition, the compensation to be paid in
the event of noncompliance must be defined ex ante (depending on the date of
separation and expected loss for the firm) or determined by the labor courts.
As pointed out by Katker (1993), such clauses are difficult to draft and are
often challenged in court. This explains why these clauses are rare and are
concentrated among a very limited number of employees (generally managers
in very specific sectors). In contrast, in the soccer market, transfer fees are ne-
gotiated ex post: the player, selling club, and buying club sit down together
and agree on a price. This process, which can be viewed as three-agent Nash
bargaining, is generally mutually advantageous, does not necessarily restrict
worker mobility, can be applied to any type of player, and is rarely challenged

in court!.

1See Amand et al. (2023) for more details.



In this paper, we assess the impact of implementing a transfer system sim-
ilar to that used in soccer to the standard labor market. To this end, we de-
velop a life-cycle search model with on-the-job search in which investment in
training is endogenous. We first present a simplified version of the model to
underline some theoretical properties and then develop a more sophisticated
model for quantitative investigation. We estimate the model’s parameters us-
ing the French Labor Force Survey (FLFS), which provides information on la-
bor market flows, employment, and access to training over the life cycle. We
then use the model to simulate the impact of a transfer system comparable to
that used in soccer; that is, a time-limited entitlement to compensation for the
current employer in the event of poaching. We demonstrate that such a pol-
icy secures investments in human capital and substantially increases access
to training and employment. Additionally, this policy is more effective than
unlimited entitlement to compensation. Overall, our results suggest that the
transfer system used in soccer is a promising tool for stimulating investments
in training and employment.

The rest of the paper is organized as follows. Section 2 presents a simpli-
fied version of the model to highlight some theoretical properties. Section 3
presents a more sophisticated version of the model that enables a quantita-
tive investigation. Section 4 evaluates the effects of setting up a time-limited
or unlimited entitlement to compensation upon poaching. The final section

concludes the paper.



2 Theory and Analytical Insights

2.1 Agents

We consider a frictional labor market. Workers search for jobs both on- and

off-the-job. The economy comprises three types of agents:

o hiring firms, which employ individuals coming from the pool of nonem-

ployed workers

o poaching firms, which employ individuals coming from the pool of em-
ployed workers

o workers, who can be employed or nonemployed, trained or untrained

Firms are characterized by their technology p € [p, p], distributed according
to a distribution function G(p).

Workers are characterized by a deterministic age t € [1,T|. Workers enter
the labor market at age 1 as nonemployed (and can, therefore, be employed
from age 2) and retire from the labor market at age T (and can, therefore, be
employed until age T — 1). Workers are also differentiated by their human cap-
ital, which can vary at different levels and in different compositions. At this
stage, we consider that individuals can be heterogeneous only in terms of their

general human capital. We will introduce specific human capital in Section 3.

When matched with a p-firm, workers without human capital® produce p. At
the time of hiring (and only at this time), the employer may decide to pay a
training cost z to increase workers’ production from p to (1 4+ A)p. Therefore,
training decisions are characterized by an age-dependent productivity thresh-
old, denoted by F;. If p > F;, then a worker of age t who has never been trained

and who gets a job offer from a p-firm, is trained.

%In Section 3, we propose a more sophisticated model in which workers can lose general
human capital during periods of nonemployment and can accumulate specific human capital
during periods of employment as a result of a learning-by-doing process.
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Consequently, we can distinguish the following three types of workers:
¢ untrained workers (j = 0), who have never been trained by a firm

¢ trainees (j = 1), who have no general human capital at the time of hiring

but who are capable of being trained by their incumbent firm

o trained workers (j = 2), who have general human capital and thus do not

need training

Let S;;(p) denote the joint surplus of a match between a p-firm and a worker
of type j and age t. This value corresponds to the net value of the match for
the worker (the value of employment minus the value of nonemployment)
plus the net value of the match for the firm (the value of a filled job®). The
training productivity threshold F; solves So;(F;) = S1(F;) Vt. This condition
implies that at the training productivity threshold F;, the firm is indifferent to
continuing the employment relationship with an untrained worker or training

the worker (and paying the related training cost).

2.2 Bargaining without and with transfer fees
2.2.1 Model intuitions

Before introducing the model, we provide the main intuitions. At first glance,
representing all agent decisions (match acceptance, training, job-to-job mobil-
ity, and separation decisions) may appear daunting. This task may seem even
more difficult when viewed within a life-cycle framework. For example, train-
ing decisions depend on the expected duration of the job, which in turn de-
pends on the worker’s age and the external offers he or she may receive. The
probability of accepting an external offer depends on the current wage (which
depends on the history of all past external offers, as the salary can be renego-
tiated in each period) and on the external offer received in the current period
(depending on the distribution of firms).

However, the model can be written in a very tractable manner using joint

surplus representation. As in Bilal et al. (2022), Amand et al. (2023) and Jarosch

3 As in Jarosch (2023), this definition implies that the value of a vacant job is zero.



(2023), we do not need to determine equilibrium wages. What matters in de-
termining the agents’ decisions and labor market flows is the value of the joint
surplus, not the exact way in which the worker and firm share it. All allo-
cations (match acceptance, training, job-to-job mobility, and separation deci-
sions) are uniquely determined by the dynamics of joint surpluses. The initial
match is formed if the joint surplus is non-negative; the worker is trained if the
joint surplus is higher with than without training; the worker moves from job
to job if the surplus of the new match is greater than the surplus of the current
match; and the job is destroyed endogenously if the joint surplus becomes
negative. Thus, all agents” decisions can be determined based on surpluses,
and the model’s parameters can be estimated based on labor market flows and
access to training. Then, it is possible to find a posteriori, a bargaining set con-

sistent with the observed flows.

2.2.2 Model assumptions

Workers search for jobs both on- and off-the-job. Wages are restricted to fixed-
wage contracts and can be renegotiated only when either party faces a credible
threat. Employed workers may receive outside offers at the arrival rate A.. The
latter event may lead to a job-to-job transition and wage renegotiation if p’ > p
or to wage renegotiation without job-to-job mobility if p’ < p but if the outside
offer improves the worker’s threat point. Nonemployed workers may receive
a job offer at the arrival rate A,. We further denote R;; as the productivity
threshold for a match between a p-firm and a worker of type j and age t, which
solves S;;(R;;) = 0. This condition implies that a match can be formed only
if a nonnegative surplus is generated. Consequently, if p < R;;, new matches
are not formed, whereas existing matches are endogenously destroyed.

We follow Cahuc et al. (2006) by considering Bertrand competition between
employers. Following Jarosch (2023), we consider that wages are fixed and can
be renegotiated only if either party faces a credible threat. Thus, wages depend
on the worker’s negotiation benchmark, denoted by NB, which corresponds
to the maximum between the value of nonemployment and the value of the

highest outside offer received while employed.



Bargaining power is a for hiring firms, B for poaching firms, and vy for
workers. In fact, Cahuc et al. (2006) (implicitly) assume that & = f; that is
hiring firms have the same bargaining power as poaching firms. A recent
study by Shi (2023) also considers such a simplification. However, Amand
et al. (2023) work on the soccer labor market emphasizes that the bargaining
power of poaching employers may differ (be higher) from that of incumbent
employers. Accordingly, we allow for B # a. We show in Section 2.4 that this
assumption is crucial for the age dynamics of the labor market equilibrium.

Our study shows how the introduction of a transfer system modifies wage
bargaining and labor market flows in the standard labor market by switching
from the auction framework developed by Cahuc et al. (2006) to a three-agent
Nash bargaining model in which new wages and transfer fees are negotiated
simultaneously in the spirit of Amand et al. (2023)*.

2.2.3 Bargaining without transfer fees

First, we examine wage bargaining in the context of Bertrand competition
without a transfer system. We begin by describing the wage determination
process for nonemployed workers. Let E;;(p, NB) be the value of employ-
ment (for the worker), U;; be the value of nonemployment (for the worker),
and J; ; be the value of a filled job (for the firm).

Let S;(p) = Ej+(p,NB) — U;; + J;+(p, NB) be the joint surplus; that is,
the private net value of an employment relationship between a p-firm and a
worker of type j and age . Note that the value of the joint surplus does not
depend on the threat point; NB affects the way the firm and worker share the
joint surplus, not the value of the joint surplus. In the remainder of this paper,
we will use the following notation:

$1,(p) = max{S:(p), 0}

Obviously, for anonemployed worker, the threat point is the value of nonem-

ployment. Thus, the worker’s negotiation benchmark is type-0 nonemploy-

ment for untrained workers (either type 0 or type 1) and type-2 nonemploy-

*Amand et al. (2023) show that three-agent Nash bargaining allows an accurate reproduc-
tion of wages and transfer fees in the soccer market, characterized by a transfer system. See
Thomson et al. (2006) for more details on asymmetric Nash bargaining with N agents.
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ment for nonemployed workers that were previously trained. The relative
bargaining power of the nonemployed worker with respect to the hiring firm
is v/(7v + «), so the sharing rules that characterize the hiring wages of the
nonemployed are:

Y

Eot(p,u) — Uy = . 750,t(l9); Vp > Roy
Eii(pu)—Uys = o j_ 751,t(P); Vp > Ry
Exi(pu)—Uy = o Z 752,16(79); Vp > Ry

where E; ;(p, u) is the expected value of employment for a worker of type j and
age t who is currently nonemployed and gets a contract with a p-firm. U;; is
the worker’s value if he or she stays nonemployed.

We now examine the wage determination process for a worker employed in
a p-firm that receives a job offer from a p/-firm. In particular, if p’ > p, then the
negotiation benchmark for the worker is no longer nonemployment. In this
case, the current employer and the outside firm enter a Bertrand competition
to attract the worker, and this auction framework continues until the worker
captures the entire surplus of the less-productive firm; that is, the current em-
ployer. Consequently, the worker’s new threat point is the surplus value in
the current firm. The worker can use this new threat point to claim a share of
the surplus differential between its current employer and new employer ac-
cording to its relative bargaining power with respect to the poaching firm, that
is, 7/(v + B). More generally, we can write the following sharing rules for
workers who move from p-firms to p’-firms:

if So,(p') > Sos(p) & Sos(p’) > S1e(p) : Eos(p',p) —Uor = Sou(p) + 3 _Z 7[50»(7?’) —So,(p)]
i S14(p") > Sou(p) & S1() 2 S0a (') : B, p) = Uo - = Soslp) + 5 [S146) = Soutp)]
if Sp4(p') > Sop(p) : Eop(p,p) —Uay = Sox(p) + “%[Sz,t(Pl) —S24(p)]

First, it is worth emphasizing that despite the type-1 situation lasting only one
period by definition, we introduce the possibility for type-0 employed workers
to become type-1 if they contact a firm with a productivity p’ high enough.
This case corresponds to the value Eq ;(p’, p) — Up+. Second, owing to Bertrand



competition, the worker’s surplus is given by the total surplus captured from
the incumbent firm and the share /(B + 7) of the surplus gain from moving
to the poaching firm.

2.2.4 Bargaining with transfer fees

We now consider the case in which a transfer system allows a firm to receive
compensation in the event of poaching. Following Amand et al. (2023), we
consider that in this situation, the worker’s new wage w and transfer fees T
paid by the poaching firm to the current employer are solutions to three-agent
Nash bargaining. Again, our objective here is not to determine the distribu-
tion of wages but to examine how sharing rules, expected joint surpluses, and
labor market flows are impacted if we would implement a transfer fee system.
Accordingly, we must restate the bargaining process of employed workers.

We first consider Nash bargaining for a worker initially untrained (type 0)
in a p-firm, who can either stay type-0 or becomes type-1 if p’ is sufficiently
high. For j € {0,1}, we define:

« B Y
/ ! / /
argmax (Tjo(p',p) = Jos(pow) ) (Jeop) =T = 0 ) ( Eu(p'p) = Eorlpu) )
Tj,tr Wiy N—— H/—/ Poachine firm’ SN—— v
Tranfer Current firm’s Poaching firm’s oaching Iirms New value Player’s
fees outside option net surplus outside option of employment  outside option

where & + B+ = 1 and where J;;(p', p) and E;(p’, p) depend on wj,,.
This problem is thus a weighted average of the respective net surplus of the
transfer for both firms and the worker. Each party trades off the benefit of a

transfer versus the status quo.

Similarly, for type-2 employed workers, we have:

Pt B v
/ / / /
argmaX(Tz,t(p,p) — Jou(p,u) ) (Iz,t(P,P) —Tou(pp)— O ) ( Exi(p',p) — Ear(p,u) )
Tt Wop ~ N — ., ~— ——
Tranfer Current firm’s Poaching firm's Poaching firm’s New value Player’s
fees outside option net surplus outside option of employment  gutside option
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From these optimization problems, we obtain the following sharing rules that
characterize the renegotiation process for wages and transfer fees:

if Sot(p') > Sor(p) & Sos(p') > S1(p')
Eot(p',p) —Uos = Eos(p,u)— U+

i 507 = Sou(p)]

Tos(p' p) = Jos(pu)+ [So,t(p") — So,t(p)]

14
a+ B+

if S14(p’) > Sor(p) & S14(p’) > Sor(p’)

Evi(p',p)—Uoy = Eoi(pu)—Uos+ o ng 5 [S1:(p") — Sot(p)]
4
Ti(p'p) = Jos(pu)+ P [S1,6(p") = So,t(p)]

if Sos(p') > Sar(p)

Exyi(p',p) —Upy = Ene(pu)+ 1x+g+’y [S2,6(p") — S2(p)]

Toi(p'p) = Joup) + [S2,6(p") = S2,6(p)]

&
a+ B+
Notably, these rules show that the transfer fees Tj(p’, p) correspond to the

hiring firm’s outside option plus the share « of the net transfer surplus. Re-
. It
calling that J;;(p,u) = ——S;+(p), Ej¢(p,u) — Uy = LSjlt(p), and that

a7y a+y
« + B+ v = 1, we can rewrite:
it ,
Tie(r'sp) = o So(p) +a[Si(p") = Sou(p)] for j € {01}
/ _ x no_
Lo(p'sp) = - S2a(p) +a [S24(p) = S24(p)]

11



2.3 Match surplus

We now state the definition of match surplus. The latter depends not only on
the external opportunities available to the worker (which may depend on the
training status) but also on the possibility of transitioning to nonemployment.
The valuation of these opportunities is closely related to the sharing rules and
existence (or absence) of a transfer fee system. Let { € [0, 1] be the discount
factor. We introduce ¥ = {1 — B/ (1 —«a);1— B} for the cases with and without
transfer fees, respectively.

Proposition 1 : Equilibrium matches surplus satisfy, for t = [1, T — 1]

Sor(p) = pP—b+TS54(p)
+CYA gt N _ g+ 4G (s
‘ p’eMiOl(p) ( 0,t+1(79 ) 0,t+1<p)) (r")

A0 [ e (S ) = S (p) 46(9)

t+1

Lona( [ Soena®aGH+ [ S ac())
pPreM pPEM,

_“+7
Sii(p) = A+A)p—-b—z+ @SZtH(p) + (Ule_l _ uO,t+1)
)\ / S+ / _ S+ dG ,

+TA p’erfl(p) ( 21f+1(p) 2,t+1(P)) (r")

Y / / / /
_ A / S le / S G
52 ( [y S 04GE + [ S1ar) G0 )

Sot(p) = (L+A)p—b+(S5, 1(p)
¥ [ (8340~ 41 (1) 4G

__ ' / /
([ Sana()dG00)

t+1

with Uy — Uy = (Uz,t+1 - Uo,t+1) + ﬁ@\u |:/,€MU2 Soe41(p',8)dG(p")
p

t+1
Jron

i Sorn (P AGH) = [ Sua (9 dG(p)

t+1 preM
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where sets M are defined as follows:

p e Mfo(p): p' > pand p’ < F, with So;(F;) = S1,+(F)

Pl c MtEl (p) p/ > p and p, > F, with SO,t(Ft) = Sl,t(Ft)
o pe M p' > Ro;and p’ < F;, with So(Ro,) = 0and S (Fr) = Sy 4(F)

p' € M p' > Ro; and p’' > F;, with So;(Ro;) = 0and So(F;) = S1(F)
o p' e M™: p/ > Ry, with Sp4(Roy) =0

Proof. See Appendix B for more details.

Note that S +(p) > So+(p) Vp and that F; determines the productivity thresh-
old above which S1;(p) > So+(p). In addition, it is worth emphasizing that
transfer fees unambiguously increase the match surplus because, by definition,

1-B6/(1—a) <1—-8.

2.4 Age-dynamics of matching and training, and the role of

transfer fees

Our objective is now to characterize certain labor market equilibrium prop-
erties. We can derive the first set of properties by abstracting training issues,
and thus focusing on the age dynamics of Rp; which determine the shape of

job creation and job destruction with age.

Corollary 1 :
Assuming no training, if HT%Y > % then Ro¢11 > Ro; Vt; that is, job

creation (destruction) decreases (increases) with age. Without transfer
a+y h
B+ > Ae*

fees, ¥ = 54%, and the condition can be rewritten

Proof. For the sake of exposition, we consider here that { = 1. Considering the equilibrium
match surplus without training (Sp) and without transfer fees (¥ = ﬁ%,y), we have:

Sot(p) = p—b+ S(J)tt+1(P) "‘T/\E/ (S(J)tt+1<P/) - S({tﬂ(P)) dG(p')

Y / / ’
— A S dG
PR Rosat ot+1(p") dG(p')

As Sy;(x) = 1+ [1=YA(1 — G(x))]Sy 1 (%), it follows that the equilibrium match
T—(t+1)

surplus is of the form Sg ;(x) = vgx(x — Ro) with v, = i [1—¥A(1—G(x))].
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The job creation/destruction decision rule depends on the productivity threshold Ry,
which solves So¢(Ro¢) = 0 Vt. The age dynamics for Rg; can be solved recursively
starting from t = T — 1. At the end of their working life, we have:

Ror-1 = b
Ror—2 = b—or_ymax{[l—"YA(1—~G(Ror2))|[Ror—2— Ro-1],0}
~ ' Y '
+Ur— ‘I’A/ x—Ror_1)dG(x) — Ay—— x—R_de}
o 1{ ‘. max(Ro,r—2,Ro,7-1 ( 01-1)4G(x) u"“"'Y RO,T—l( or-1)4G(x)

where Up_1 = Up_q if RO,T—Z > RO,T—l/ and Up_1 = VT—1,Ror1 if RO,T—Z < RO,T—l-

)\e /\u
B+r =

Ro,7—1 — Ro,r—2 > 0. This implies in particular that max{Sor_1(Ro,r—2),0} = 0; there-

is a sufficient condition for

From this, it is straightforward to see that

fore, in T — 2, the productivity threshold is ultimately written as:

- Y
R_:b—_‘}’)t—)\i/ — Ror_1)dG
0,T—2 vr 1{ e ua+7} RO,H(X 07-1)dG(x)

From backward induction and using the properties max{Sp+1(Ro;),0} = 0and 7;41 <

71, we can show that:

sign(Ro+1 — Rot) = sign ({‘I’Ae — Ay . 1 ; } {/R (x —Ro 41 — /R (x — RO,t+2)}> .
0,t+1 0,42

Therefore, YA, > /\uﬁ is consistent when sign(Rq 41 — Ro) > 0. QED.

Corollary 1 illustrates the key role of on-the-job search and the bargaining
power of the poaching firm in the age dynamics of job creation/destruction.
This can be observed first by considering the case where A, — 0. At some
point, if matched with a low-productivity job/firm, it can be worthwhile for a
worker to become nonemployed, and hence expect to draw a new job oppor-
tunity (over the entire set of possibilities) at probability A,. For instance, in the
case where A, — 0, we have Ry r_2 > Ro 11 (decreasing job destruction with
age), because at T — 1 the value of this outside opportunity is null. Then, for
Ae > 0, the shape of Ry with age depends on bargaining powers. The match
surplus now takes into account the possibility of job-to-job mobility, and de-
pends on the firm-worker pair’s ability to extract a share of the surplus gap
between the incumbent firm and the poaching firm. The lower the bargaining

power of the poaching firm (f), the higher the current match surplus.

14



Consider, for instance, A, = A,. If we are interested in the case Ry 12 <
Ro,r-1 (and, more generally, Ro; < Rp:+1), then the bargaining power of the
incumbent firm (a) must be higher than that of the poaching firm (B). If & = B,
Ay < A, is a sufficient condition.

Overall, this analysis emphasizes that the identification of the respective
bargaining powers of incumbent and poaching firms crucially depends on the
job contact rates of nonemployed and employed workers. Obviously, studies
that assume a« = p are unable to address the key role played by the respec-
tive bargaining powers on the age dynamics of job creation and job destruc-
tion. Accordingly, our empirical investigation strategy focuses on job-to-job
and nonemployment-to-employment transitions to identify the key parame-
ters. Based on this set of identified parameters, we run counterfactual simula-

tions to assess the potential of the transfer fee system.

Theoretically, the impact of the transfer fee system can already be analyzed
by examining the impact of ¥ on the equilibrium, as ¥ is higher with transfer
fees than without. However, we still focus first on the impact of ¥ on job
creation and destruction without training.

Corollary 2 :

Assuming no training and 7Y > %' then dé{\%t < 0, and the transfer

fee system increases (decreases) job creation (destruction).

Proof. Considering the proof of Corollary 1, we first note that ng;IT,’l = 0and dﬁ\%f < 0. Then,

aty
v
productivity threshold characterizing job creation satisfies:

assuming Y > /k—:, from Corollary 1 we also know that Rg;+; — Ros > 0 and the

. v
Rot =b— FA,—A —R d ,
0t Uiy { e = Aui 7} /Ro,m(x 0,44+1)dG(x)
where 7; = Z‘Tf(tﬂ) {1-FA[1 - G(RoltH)]}j . From this, it is straightforward that

j=0
dRy,
- < 0. QED.

This emphasizes the potential role of the transfer fee system in reducing nonem-
ployment at each age. This is due to the positive impact of this system on the
match surplus, which is unambiguously raised by the transfer fees. Transfer

fees lead to an unambiguous increase in job creation.
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We now turn to training issues and the role of the transfer fee system. In-

terestingly, we find that this is no longer clear-cut.

Corollary 3 :
The age-differentiated effect of the transfer fee system on access to train-
ing is ambiguous. While dl;?gl = 0; and dl;fi,‘z < 0, it can be the case Fr_;
increases with ¥ for younger individuals.

Proof. See Appendix A.

Corollary 3 highlights that the impact of the transfer fee system on access to
training is not trivial; at some ages, the payment of transfer fees can increase
the training productivity threshold (decreases access to training). As the Ap-
pendix shows, % < 0 can indeed increase Fy_4 when ¥ increases.
In other words, it could be that transfer fees lead to a higher selection to enter
the training process because the relative gain for the nonemployed of being

trained is lowered (as all surpluses increase).

3 General Model and Estimation

Our goal now is to investigate quantitatively the expected effects on job cre-
ation/destruction, employment, and training of implementing a transfer fee
system in France. To that end, we add further extensions to the model to make
it consistent with the most salient features of the French labor market and, in

particular, the observed labor market transitions.

3.1 Additional assumptions

In addition to our main assumptions, we now consider that workers are not
only characterized by their level of general human capital but also by their
level of specific human capital, which they can accumulate through learning-
by-doing. Let s be the level of specific human capital, which can be low (s) or
high (5). By definition, new matches begin with s = s. At the end of the period,
the worker can switch from s’ = s to s’ = 5 with probability p. Specific human
capital increases the productivity of workers from p to (1 + s)p if they have
no general human capital, and from (1 + A)p to (14 A)(1 + s)p if they have
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general human capital. Note that workers lose their specific human capital if
they change employer or lose their jobs’. See Appendix B for more details.

Following Ljungqvist and Sargent (1998), we also consider that general hu-
man capital may depreciate during nonemployment with probability ¢. Ac-
cordingly, the term untrained workers (j = 0) now refers to either workers who
have never been trained or workers who have lost their general human capital
during a nonemployment period. Lastly, we assume that employed workers
may transition from employment to nonemployment not only because of en-
dogenous separations but also because of exogenous separations that occurs
with probability é.

Figure 1 shows the timing of the events in this general model. Appendix
B provides a full description of value functions and joint surpluses, while Ap-

pendix C describes the labor market flows.

>The model presented here assumes a binary representation of human capital: the individ-
ual may either have no human capital (general or specific), or have a certain level of human
capital (general or specific) which can no longer increases afterwards. In an alternative ver-
sion, we simulate a model in which there are several levels of human capital. This increases
the model’s resolution time exponentially without changing the results, either qualitatively or
quantitatively.
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Figure 1: Timing of events
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3.2 Data

We take advantage of the FLFS over the period of 2017-2019 to compute labor
market outcomes over the life cycle (transition rates, employment rate, and
rate of access to training). The observation period begins in 2017, as some vari-
ables (particularly those related to training) were created or added in 2017, and
ends in 2019 before the COVID-19 pandemic. We focus on individuals aged 25
to 60. Decisions related to education or retirement are beyond the scope of this
study. Table 1 reports the quarterly labor market flows, employment rates, and

access to training for individuals aged 25 to 60.
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Table 1: Labor market variables

Trained Untrained All

Variable workers  workers  workers
Transition rate from employment to nonemployment 1.74 3.38 2.80
Transition rate from nonemployment to employment  20.02 7.57 9.24
Job-to-job transition rate 1.98 1.91 1.93
Employment rate 91.05 71.95 77.36
Rate of access to training - - 28.36

Sample: Individuals aged 25 to 60. Note: Transition rates are determined on a quarterly basis.

Table 1 calls for some comments. First, the transition rate from employment
to nonemployment of untrained workers is twice as high as that of trained
workers, whereas the transition rate from nonemployment to employment is
2.5 lower. This results in an average employment rate of 91.05 vs. 71.85, sug-
gesting the key labor market impact of training. It is worth emphasizing that
the job-to-job transition rates are quite similar, although we observed a slightly

higher rate for trained workers.

3.3 Calibrated parameters

Our model does not aim to analyze labor market entry and exit, but rather
the dynamics of training investments over the life cycle. We abstract from
education and retirement decisions by considering that workers enter the labor
market at age tp = 25 and retire at determined age of T = 60. The discount
factor is set to { = 0.99 (the model is simulated quarterly). We suppose that
firms’ productivity is distributed over the support [p = 0.15,p = 1.50] and
that the value of domestic production is b = 0.40. Note that p < bimplies that
tirms at the bottom of the distribution are viable only if the; employ workers
with a high level of human capital and high expected employment duration.
Note also that p = 10p, which implies that the firm with the best technology
is ten times more prod_uctive than the firm with the worst technology. Table 2

summarizes the values of the calibrated parameters.

19



Table 2: Calibrated parameters

Description Parameter Value
Age of labor market entry to 25
Age of labor market exit T 60
Discount factor 4 0.99
Lower support of the Pareto distribution of firms’ productivity 4 0.15
Upper support of the Pareto distribution of firms” productivity 4 1.50
Home production b 0.40

3.4 Estimated parameters

We estimate the remaining parameters using the method of simulated mo-
ments proposed by McFadden (1989). Let © be the set of structural param-

eters.
@ — {k; )\u/ )\e/ [X/ r)// Z/ AI (Plglp}

Our goal is to reproduce the following life cycle series: (i) the transition rate
from nonemployment to employment (by training status), (ii) the job-to-job
transition rate (by training status), and (iii) access to training. In the spirit of
Albertini et al. (2020), we simulate the model from age 25 to age 60 and target
series (i)-(iii) over the range of 30-59.

Thus, we have 5 x 30 = 150 moments for 10 parameters®. We note here
that our model also allows for exogenous and endogenous separations. We
derive exogenous separations directly from the data by fitting the observed

employment-to-non-employment transition rates by age and training status’.

®Note that B is not estimated but derived from the constraint § =1 — a — .

"We simulated alternative versions of the model (single § based on the average separation
rate; single 0 based on the lowest separation rate observed during the life cycle; age-dependent
d¢ based on the average separation rate by age; status-dependent ¢; based on the average sep-
aration rate by training status). We also followed the strategy proposed by Hairault et al.
(2019) of imposing that the share of exogenous separations in total separations remains con-
stant throughout the life cycle, based on the work of Fujita and Ramey (2012). In all cases, the
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Let Y,? be a vector of moments from data with n observations. Let Yi\ﬁl be a
vector of the corresponding moments from the s simulations of n observations.
Let W), be the weighting matrix. The estimation procedure consists of finding
the vector of parameters that minimizes the distance between the model and

data moments. Formally, the SMM estimator @S,n solves

Qs = arg(;nin [YnD — Yivi, (@)]/Wn [Yf - Yﬁi(@)]

Table 3 reports the estimated parameter values.

Table 3: Estimated parameters

Description Parameter Value
Parameter of the Pareto distribution of firms’ productivity k 0.296
Job offer arrival rate during nonemployment Ay 0.218
Job offer arrival rate during employment Ae 0.259
Bargaining power of the current firm « 0.227
Bargaining power of the worker 0% 0.294
Bargaining power of the poaching firm* B 0.479
Training cost z 20.005
Productivity gain related to general human capital (training) A 0.1964
Probability of general human capital depreciation during nonemployment ¢ 0471
Productivity gain related to specific human capital (learning by doing) 5 0.700
Probability of specific human capital appreciation during employment 0 0.147

Notes: 1. All estimates are statistically significant at 1% level, using a bootstrapping procedure
with 1,000 replications. 2. The first-step estimation uses the identity matrix as a weighting
matrix, whereas the second-step estimation computes the optimal weighting matrix as the
inverse of the variance-covariance matrix of the empirical moments using a bootstrapping
procedure with 1,000 replications. 3. (*) The estimate of § is derived from the constraint of the

bargaining parameters f =1 —a — 7.

values of the estimated parameters remain fairly close, and the model results remain almost
the same.
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We first discuss our structural estimation in light of our former theoretical
results, particularly Corollary 1, which stresses the joint role of relative bar-
gaining power and relative job contact rates for nonemployed and employed
workers. According to our estimation, we obtain A, < A, and f > ¢ > a.
Therefore, Corollary 1 suggests, because the point is that since job contact rate
of the nonemployed is relatively lower, the model can mimic age-decreasing
(increasing) job creation (destruction) despite B > a. This is crucial because,
as Amand et al. (2023) emphasize, the value of the bargaining power of the
poaching firm determines the size of the potential underinvestment in train-
ing; hence, it is much higher when B is high. Accordingly, our identification
strategy for the model parameters, based on the age dynamics of labor market
transitions, suggests that there should be room for public intervention.

The other comments on the estimated parameters are straightforward. It
is worth noting that the general human capital depreciation occurs in about 2
quarters, while specific human capital appreciation takes on average 7 quar-
ters. Endogenous general human capital investment increases the match by
20%, whereas exogenous specific human capital appreciation increases it by
70%.

3.5 Model vs. Data

To what extent is our model able to reproduce the main characteristics of the
labor market? Figure 2 reports labor market flows by age observed in the data
and those induced by the model. As we can see, our model reproduces the
overall transition rates quite well. In particular, our model captures the decline
in nonemployment-to-employment transitions at the end of the life cycle and
the decreasing profile of job-to-job transitions over the life cycle.® The model
can also capture the differences in transition rates according to the training sta-
tus (trained or untrained). In particular, the model captures the fact that the
transition rate from nonemployment to employment is almost twice as high
for trained workers as it is for untrained workers. Another interesting fea-
ture relates to the model’s ability to mimic job-to-job transition rates, as this

is crucial regarding training investments and our main issue dealing with the

8As exogenous separation rates are estimated to fit employment-to-nonemployment tran-
sition rates, we do not discuss model performance regarding that type of transitions.
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potential role of introducing transfer fees. Regardless of the type of worker,
the job-to-job transition rate is divided by three between the age of 30 and the
age of 60. For trained workers, it is worth emphasizing that for younger work-
ers, the value of the job-to-job transition rate generated by the model is too
low in comparison with what is found in the data. This result suggests that
there should exist additional exogenous sources of job-to-job mobility, at least
for younger people, which our model does not consider.

Figure 3 shows the life-cycle profiles of employment (not targeted by the es-
timation procedure) and access to training we find in the data and as our
model implies. The model does a good job in replicating the hump-shaped
age-dynamics of the employment rate at the aggregate level and by type of
workers. Our simulations are consistent with the fact that, for all ages, the
employment rate is relatively higher for trained workers (more than 10 points
greater), although our predictions of this positive impact are slightly overes-
timated. Specifically, the model replicates the strong decrease in the employ-
ment rate of untrained workers at the end of their working life and the smooth

decrease in access to training.
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Figure 2: MODEL VERSUS THE DATA (LABOR MARKET FLOWS)

Transition rate from N to E (Trained) Transition rate from N to E (Untrained) Transition rate from N to E (All)

30 . 307 30
\ 1\
~ch T L1,
= - 4 1 A =] =3
X 20 VAR \] X20 X 20
N n ) ’ /\I\ N
\ 1\ - v— =5 o
10 1\ 10775 < < 10 ~. o
Ne= o a /.
- ~
N .
0 0 0
30 40 50 60 30 40 50 60 30 40 50 60
Age Age Age
Transition rate from E to N (Trained) Transition rate from E to N (Untrained) Transition rate from E to N (All)
6 6 6

4 4 4
=X N
2r 2
0 0 0
30 40 50 60 30 40 50 60 30 40 50 60
Age Age Age
Job-to-job transition rate (Trained)  Job-to-job transition rate (Untrained) Job-to-job transition rate (All)
6 6 6
4 4
I\
x bV X | s
o N
2 v / 2 \ \
\I \ / 7\ - 7~ -~ \ /7 ! N/ \ s\
,\’—vf.\\ v ~ \ ~ \
N .
0 0 0
30 40 50 60 30 40 50 60 30 40 50 60
Age Age Age
Model = = = Data

Source: FLFS 2017-2019. Note: Transition rates are determined on a quarterly basis. "E” represents
"Employment” and "N” represents "Nonemployment”.
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Figure 3: MODEL VERSUS THE DATA (EMPLOYMENT AND ACCESS TO
TRAINING)
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Source: FLFS 2017-2019. Note: Transition rates are determined on a quarterly basis.
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4 Assessing the Impact of Transfer Fees on Labor

Market Equilibrium

We now examine the quantitative impact of implementing a transfer fee sys-
tem. As a preliminary step to gain intuition regarding our forthcoming quan-
titative results, it is worth stressing on the main mechanisms at work.

First, we clearly find a direct impact of the transfer fee system, which raises
the intertemporal value of job matches regardless of the training status of the
worker. This policy notably raises the value of training investments: whether
the worker moves to a poaching firm, the incumbent firm receives compensa-
tion (which is bargained). The net surpluses related to job matches increases,
and consequently, intermediate p-firms that would not train workers with-
out such a compensation system would now choose to train workers. It is
also clear that such an increase in the intertemporal value of employment is as
much lower as the firm’s type p is high. Ultimately, for a worker hired by the
highest p-firm, no job-to-job transition can occur, and there is no increase in
the value of employment related to the transfer fee system.

Second, due to this direct effect, the implementation of this transfer fee sys-
tem unambiguously raises employment opportunities (whatever the expected
p-type firm contacted) and hence job-finding rates, thereby decreasing nonem-
ployment. Otherwise, this leads to an indirect positive effect on the intertem-
poral value of nonemployment, which is actually not p-dependent, because
workers who became nonemployed are searching for all jobs, irrespective of
their past job matches. Then, the point is that this in turn generates a negative
impact on the net surplus related to job matches.

Therefore, the transfer fee system generates two opposite effects. Typically,
at the top of the p distribution, the latter effect dominates, and vice versa at
the bottom of the p distribution. Therefore, while the nonemployment im-
pact of the compensation system is clear cut, as Corollary 3 already suggests,
it is no longer the case for access to training. It could be the case that the
productivity threshold F; over which a worker of age t is trained would be
raised whether the impact on the intertemporal value of nonemployment is
high enough. Only a quantitative investigation would allow us to draw con-

clusions from this perspective.
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Another issue to discuss before the quantitative assessment relates to the
duration of the transfer fee entitlement. In the soccer market, players are tied
to their clubs (who can therefore benefit from transfer compensation in the
event of poaching) for a maximum period of 5 years (FIFA, 2021). To deal
with this time restriction, we consider two versions (two counterfactual exper-
iments) to account for the fact that entitlement to transfer fees can be limited
in time.

For instance, this can relate to the worker’s seniority, as the latter deter-
mines the elapsed time from the training investment. In our model, we ap-
proximate seniority using the worker’s status with respect to specific human
capital. The latter can be either low (s) or high (s), and every job starts low
and then becomes high with some probability. Accordingly, our first counter-
factual experiment assumes that a poaching firm must pay transfer fees only
if the firm-worker pair has low specific human capital. Our estimation pro-
cedure suggests that p = 0.147, meaning that the entitlement to transfer fees
lasts for almost two years, on average.

The second deals with the implementation of a transfer fee system with-
out any duration dependence. In the remainder of this paper, we assess the
quantitative impact of these two transfer fee systems. Figures 4-5 illustrates

the corresponding simulations.

4.1 The impact of a transfer fee system with time restriction

We begin by examining the impact of implementing a time-limited entitle-
ment to compensation in the event of poaching, comparable to that used in
soccer. Compared to the benchmark (with no transfer system), the economy
with a time-limited entitlement to compensation is characterized by a higher
job-finding rate (see Figure 4). This policy increases the value of the surplus,
particularly at the bottom of the distribution, thereby increasing job opportu-
nities for the nonemployed. Some matches that would have been unprofitable
in the absence of a transfer system became profitable with its introduction.
Even if the firm is not sufficiently productive to train a worker, the joint sur-
plus increases because workers now represent assets that can be transferred to

another firm (in return for compensation), which can train them.
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Time-limited entitlement to compensation also increases access to training
(see Figure 5). The employment rate increases by 3.5 percentage points, not
only because the overall job-finding rate increases but also because the pro-
portion of trained workers, characterized by a higher (lower) job-finding (de-
struction) rate, increases (composition effect).

With this transfer fee system, only low-specific human capital firm-worker
pairs (matches with expected seniority of less than two years) are entitled to
some compensation, so this entails a mild effect on employment opportuni-
ties, and hence the value of nonemployment. Then, the direct effect on the net
surplus quantitatively dominates the indirect effect for job-match productivi-
ties that are not too high. Accordingly, job-finding rates for untrained workers
(low-productivity jobs) significantly increase. The minimum job match pro-
ductivity to be trained also falls; hence, more workers are trained (slightly
more than 3 percentage points). This, in turn, reinforces the initial positive im-
pact of the policy on employment, because trained workers are characterized
by a higher (lower) job-finding (destruction) rate.

Therefore, such a policy is well-suited for boosting both employment and

access to training.

4.2 The impact of a transfer fee system without time restric-

tions

Alternatively, we now consider that there is no time restriction on the pos-
sibility of receiving compensation when the worker moves to another firm.
Overall, this has some contrasting effects: the aggregate employment rate now
rises by only 2.5 percentage points, while overall access to training is reduced
by 8.5 percentage points.

This is due to the very strong initial impact on the job-match surplus, as
there is no time restriction for the payment of transfer fees to the incumbent
tirms, which generates an increase in the value of nonemployment so impor-
tant that the minimum productivity threshold for training increases. A public
policy with this alternative design raises the net surplus only for the lowest
productivities. For intermediate productivities, such as the one that initially
provides the threshold for training, this is not the case because the probability
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that the workers move to a higher productivity level (and the incumbent firm
receives the transfer fee) decreases with p. Consequently, in this experiment,
we have fewer trained workers.

In turn, because there are more untrained workers whose job finding rates
are relatively low, this tempers the initial positive impact of the policy on ag-
gregate employment. Thus, the policy has a greater impact on employment
when we implement a transfer system with a time restriction on compensa-

tion payments.
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Figure 4: COUNTERFACTUAL EXPERIMENTS (LABOR MARKET FLOWS)
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Figure 5: COUNTERFACTUAL EXPERIMENTS (EMPLOYMENT AND ACCESS TO
TRAINING)
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5 Conclusion

Although literature on human capital is abundant, few works propose solu-
tions to stimulate investment in training. The proposed solutions are generally
based on the same type of instrument (subsidies or tax cuts) and are relatively
expensive. This study explores the impact of an original policy consisting of a
transfer system equivalent to that used in soccer applied to the standard labor
market. In this system, workers are tied to their employers for a limited pe-
riod; in the case of poaching, the new employer must pay a transfer fee to the
current employer. New wages and transfer fees are negotiated ex post; once the
training occurs, its impact on productivity is revealed and the worker receives
an external offer.

We develop a life-cycle search model with an on-the-job search in which in-
vestment in training is endogenous. We estimate the parameters of the model
using the method of simulated moments and data from the FLFS. We show
that our model reproduces the dynamics of labor market flows, employment,
and access to training over the life cycle well. We then simulate the impact of
implementing a transfer system comparable to that used in soccer. We show
that a time-limited entitlement to compensation fees can significantly increase
access to training and employment at no cost. We then explore an alternative
policy that introduces unlimited entitlement to compensation. We find that
this policy results in lower gains in terms of access to training and employ-
ment. The time-limited policy targets untrained workers (as training takes
place at the start of the employment relationship) and avoids targeting work-
ers who are employed in unproductive firms and those who were trained long
ago, thus avoiding increasing excessively the value of nonemployment and
reducing the positive effects on employment and training.

Overall, our results argue in favor of a transfer system comparable to that
used in soccer. In this system, firms benefit from a 2-year entitlement to trans-
fer indemnity in the event of poaching. In practical terms, this system could
draw inspiration from the “rupture conventionnelle” (mutually agreed termi-
nation of contract) introduced in 2008 in France. The rupture conventionnelle
makes it possible to terminate a permanent employment contract without re-

sorting to dismissal or resignation. In this system, the employee and employer
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agree to terminate the contract and negotiate compensation. Therefore, we
can adapt this procedure to the specific case of job-to-job mobility. In the case
of poaching, the current employer, worker, and new employer come together
to negotiate the worker’s new salary and transfer fees to the initial employer.
Unlike non-compete clauses, it is not necessary to define the conditions of the
clause application ex ante because the negotiation takes place ex post. We can
safely surmise that such a system would be easier to establish or, at least, result
in fewer cases going to court. We believe that this transfer system has several
advantages that justify its introduction.

Although our study analyzes many aspects of human capital accumulation
and explores the impact of an innovative policy, some questions remain unan-
swered. First, although we show that it is more effective to limit the duration
of transfer indemnity entitlement over time, we did not determine the contract
duration that best stimulates training and employment. Second, our paper did
not address the question of the optimal policy. It would be interesting to as-
sess the extent to which the implementation of a transfer system allows us to

approach the optimum. We leave these questions for future research.
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Appendix

A Proof of Corollary 3

To prove Corollary 3, we determine explicit solutions for equilibrium surplus,
hence training thresholds, starting from T — 1. As we shall demonstrate, the
overall effect of the transfer fee system can be captured only in T — 4 (and be-
fore). The transfer fee system notably impacts the expected nonemployment
value of training, which is indeed zero on T — 1, and still does not depend on

the transfer fee system on T — 2.

In T —1, it is straightforward that Ryr—1 = b,Fr—1 = z/A and Ryr—1 =
b/(1+ A). Then, in T — 2, we can explicit surplus values, which satisfy for
p>b:

Sor—2(p) = p—b+Sor-1(p)

+YA, /pZ (SO,T—l(PI> — 50,T—1(P)>dG(P/)
+¥Ae [ (51,T71(P') - 50,T71(P)>dG(P/)

(] S Sor-1(p)G(p') + / Sur-1()G(r)

= 2(p—b) +‘I’A6Up(p’—p)dG(p’) +A/Z (F’/_ %)dc(p/)]
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(/ Sor-1(p)dG(p +/ S1,r-1(p")dG(p' ))

0(—|—’)’

= 2[(14+A)p—b] —Z+T/\e(1+A)/p(PI—P)dG(PI)

_(,JMYAMl/b(p’—b)dc(p’)+A/Z <p1_§)dG(p/)}

Sor—2(p) = (1+A)p—b+Syr-1(p)
+¥ A, / SZT 1(]9/)_52T 1(P)>dG(P’)
tx+'yA /HA Sa,r-1(p")AG(p')
= 21+ A)p 0+ (1 MY [ (¢~ p)G()
A, ( 1J’zA)dc(p)
Accordingly, we get:

Sir-2(p) = Sor-2(p) = 2AP—Z+‘I’AeAU(p —p)dG(p') -
Sura(p) ~Sor-alp) = 28p+¥A| [ (= p)iG(r) - [

s [, (v 154600 - [0 - bec)

1+A

-
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This implies notably:

d[S1,T-2(p) — Sor—2(p)]

ap > 0
d[S2,r—2(p) — Sor—2(p)] > 0
dp

At this stage, it is worth emphasizing that the impact of the transfer fee system
on surplus gaps with respect to the untrained situation is actually productivity

dependent. We indeed have:

ifp > i, d[S1,r—2(p) — So,r—2(p)] - 0and 2L527-2(P) — Sor—2(p)] <0

oY ap
: z 9[S1,r-2(p) — Sor—2(p)] d[Sz,r—2(p) — Sor—2(p)]
ifp < A - > Oand 3 >0 (2

Then, from Sor_2(Fr—2) = S1,7-2(Fr—2), it comes that

22 =5 YA [ (- Fra)iG(y) - / (-5 )a60)]

which impliques dl;{gz < 0. In words, the transfer fee system does increase
access to training at T — 2. But then, the point is that it is not necessarily the

case for younger ages.

First, consider T — 3 and notice in particular that the gap between the value
of nonemployment for trained workers and untrained workers now enters sur-

plus for type-1:
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S1,r-3(p) = (1+A)p—b—2z+Syr-2(p)
+‘PA3/ (Sz,T—z(P') - Sz,T—z(P))dG(P/)
p

([ s + [ Sura(p)ic())
X+ u ! ,T— Er 1,T-2

+ (Uz,T—z - uO,T—2>
with
Y Fr / / /
Uro—Uyr—n = (UZ,Tfl — UO,T71> + m)\u /b (So,7-1(p") — So,r—1(p"))dG(p")

[ (Sara(p) - sl,T_1<p’>>dG<p'>)

Fr 4

— “17M<AépﬁG@U—ZAPﬁG@”)

But yet, this gap between nonemployment values does not depend on ¥, that

is the existence (or not) of a transfer fee system. This is no longer the case in

T — 4 since the surplus for type-1 workers is given by:

Sir-a(p) = (1+A)p—b—z+Sr-35(p)
+‘“e/ (52,T—3(P') — 52,T—3(P))dG(P')
p

Fr_
! /\u(/ ! 3S0 r—3(p")dG(p") +/ 51 T—3(PI)dG(PI))
a+y b ' Fros

+ (Uz,Tfs - UO,T73>

with

Fro
Uyrs—Uyr-3 = (Uz,sz — Uo,sz) + Ay (/b (So,r—2(p") — So,r—2(p"))dG(p")

Y
a4y
[ (Saral) = Sura()MG())

The key point is that M = 0 and from equation (1) we do know that
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N _ / _ /
for some p > % we have d[Sayr—2(p (_)NSO,sz(P )] <0, a[Sl,sz(P‘gqj50,T72(P ) <0.

Therefore, depending notably on the cdf G, ie. G(% ) low enough, it can be the

case:
o[Up -3 — Uy, r—3]
oY

Accordingly, since the training threshold at T — 4 is given by:

<0

AFr_y = z—[So7-3(Fr—4) — So,7—3(Fr—4)][1 = ¥Ac(1 — G(Fr_4))]
U /FT_4 (52,T—3(P/) — 50,T—3(P/)>dG(P/)
YA, /FT_4 (51,T_3(P/) - SO,T—3(PI)>dG(p/)

—(Up,7—3 — Up,7-3)

The impact of ¥ on Fr_4 is no longer clear cut, and in particular whether the
transfer fee system leads to a large decrease of Uy r—3 — Up T3, then it would

lead to an increase of Fr_4, hence a lower share of workers accessing training.
QED.
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B Value fonctions and joint surpluses

Firms are characterized by their technology p € [p,p], distributed according
to a distribution function G(p).

Workers are characterized by their type j € {0,1,2} and their age ¢t € [1,T|.
They are also characterized by their level of specific human capital, denoted
by s, with s and s the lowest and highest level of specific human capital, re-
spectively. At the end of the period, the specific human capital of an em-
ployed worker may increase with probability p, provided that it has not al-
ready reached the highest level. Specific human capital is thus governed by
the following Markov process:

1—p if s<s5 and s’ =s

0

u(s, s’y = 0 if s<5 and s’ =s+1
1 if s=53

Note that, in our simulations, we only consider two levels of specific human

capital, which can be low (s) or high (5).

We consider that the wage is fixed and can only be renegotiated if either party
has a credible threat. The wage thus depends on the worker’s negotiation
benchmark, noted N B, which corresponds to the maximum between the value
of nonemployment and the value of the highest outside offer received while
employed. We denote by w; ;(p,s, NB) the wage of a worker of type j and age
t, with specific human capital s and negotiation benchmark N B, matched with

a p-firm.
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Let’s define the following value functions:

* E;:(p,s, NB) is the value of employment for a worker of type j and age
t, matched with a p-firm, with specific human capital s and negotiation
benchmark NB

* U, is the value of nonemployment for a worker of type j and age ¢

* J;+(p,s, NB) is the value of a filled job for a p-firm, matched with a worker
of type j and age t, with specific human capital s and negotiation bench-
mark NB

Let S;+(p,s) = Ej«(p,s,NB) — Uj;+ J;+(p,s,NB) be the joint surplus of a
match between a p-firm and a worker of type j and age t. Note that S;;(p,s)
depends on p and s, which determines the productivity of the worker and
therefore the value of the joint surplus, but not on NB, which has no impact
on the value of the joint surplus but only on the way in which the worker
and firm share it. Note also that an initial match is formed only if the surplus
is non-negative and that an existing match is endogenously destroyed if the

value becomes negative.

In the rest of the paper, we will use the following notation:

S::(p,s) = max{S;(p,s),0}

Workers search on and off the job. Employed workers receive an outside offer
from a p’-firm (which can lead to job-to-job mobility or wage renegotiation)
with an arrival rate A,, while nonemployed workers receive a job offer from
a p'-firm with an arrival rate A,. Existing matches can be exogenously de-
stroyed with probability ¢;;, which depends on the worker’s type and age.
The discount factor is denoted by ¢ € (0,1). Finally, for the equilibrium with
transfer fees, we let T;(p’, s, p) be the transfer fees paid by the poaching firm

to the incumbent firm.
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B.1 Joint surplus - Type 0 - Equilibrium without transfer fees

Eot(p,s,NB) = wo(p,s,NB) +{

A=t el [ T Eossalp,, )4G0

t+1(p S’NB) s/
E ' 5, 0)dG(p E ! s, p)dG ,)
/p B (s ) ot+1(p’, s, p)dG(p') + eMEL (D) Li1(p' s, p) dG(p")
—f—l—)\/ dG /> ,/E ,l,NB}—f—éu
< peMt+1(pS'NB)UMtJrOl(pS/NB)UMH}l(PS,NB) (p) SZ/P[(S S) 0,t+1(p S ) O,f 0,t+1

Uor =b+¢ Au(/ up Eorr1(p',s,u)dG(p’ +/ L Eue(Pls )dG(P'))
p'eM

t+1 t+1

+<1 — My / dG(Pl)) Uot+1
p eMt+1UM

t+1

Jo,i(p,s,NB) = (1+5)p —wo(p,s, NB) + {(1 — o) [Ae/peM o () Zu 5,8 ) Jos1(p, s’ ') dG(p')
t+1

+ <1 —Ae / dG(P’)) Y #(s,8")Josr1(p,s', NB)
p EMt+1(p s,NB) s/

UM, fl (p, s,NB)UMHll(p s,NB)

Sot(p,s) = Eot(p,s,NB) —Uot+ Jot(p,s, NB)
where:
« p' € M (p,s, NB)if Ly pi(s,5)Sos41(p,') > Sjpsa(p'ss) > Sjs1(NB,s) ¥ j € {0,1}
 p' € M (p,5,NB)if S s 1(p',5) > Ly p(s,5')S0s41(p,s") and So 41 (p',8) > S1u41(p',9)

« p' € M (p,s,NB) if S1411(p',5) > Lo (s,5')So,41(p,s') and Sy 41 (p',8) > Soer1(p',3)

p' € M, if Sos1(p,s) > 0and Soer1(p',s) > S1er1(p',5)

p e Mﬁﬁl if S1441(p’,s) > 0and Sq441(p',s) > Sopt1(p,9)
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The surplus can therefore be rewritten as follows:

Soi(p,s) = (1+s)p—b

+C| (1= doy) [ZV(SIS')EOJH(% s',NB) — Uos+1 + ) p(s, ) Jos+1(p,s', NB)
s/ s/

r( [ VEosi1(p,s, 1)+ , dG(p/
+ e< e (o) (Zuss 0rr1(p.s p') ZVSS Vors(p,s',p') ) dG(p')

- 4G( ,s')E ,$,NB) + , ,s',NB
/peMm(ps,NB) p (SZIVSS o,t+1(PS z;yss ]0,t+1(;7 ))

E 's,p)dG(v
/p M. (s ) ot+1(p',8 p)dG(p)

— dG / S,S/ E ,S/,NB 4 S,S/ ,S/,NB
/;7€Mf+1(ps,NB) (p)<§ﬂ( )Eo1(p ) ;V( Mo+1(p ))

+ E /r§/ IC(p'
4 GMtH(p s,NB) L1 (P, s p) dG(p)

_ dG ! ’/E ,l,NB I/ ,/’NB ):|
/PGMtH(pS,NB) (P)(SZ/V(S s) 0,t+1(79 S )+Sz/y(s S )]0,t+1(]9 S ))

ol

'eM,

U <Eo,t+1(P/,§, u) — Uo,t+1> dG(p") + u <E1,t+1(}7',§, u) — Uo,t+1> dG(P'))]

preM;

with:

Y u(s,s")Eoss1(p,s’,NB) = U1+ Y u(s, s )ors1(p,s’, NB) =) u(s,s")Soss1(p,s")
s/ s/

S/

Y u(s,8)Eopa(p, s’ p') — Uopsr + Y (s, ) o1 (p, s’ p') = Y _u(s,8")Sop41(p,s")
s/ o/ 7

Eois1(p',s,p) — Uoppr = Y _uls,s")Sori1(p,s’) + (So+1(p',s) Z}l 5,5')So11(p,s')) if p' € M, (p, 5, NB)
s/

T
B+

‘B+'Y(Slt+l p S Zl’l S S SOtJrl(p S)) lfp 6Mt+1(P/S/NB)

Eypa(pl s, p) — U1 = ZH(SI s")So41(p,s") +
S/

Y /
S ,
Py 0t+1(p,8)

Eopi1(p',s,u) — Ugpin =

Y /
S ,
Xty 1i+1(p s)

E1pa(p,s,u) — Uppq =
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With a little calculation, we get the following expression:

Sot(p,s) = (1+s)p—0b

(1—oy) {ZV(Sr ')Sg1:1(p.8")
r
+
:3+')’ ( peMt+1
,s')) dG(p’
+/peMM(ps,NB)< i ZV 5,5")S0,41(P 5)> (P))}

Y p
A / s ,5)dG(p / 5 ic
o v ( el tlfgl 0,f+1(79 §) + grll 1 t+1(P S) (p ))]

+¢

(p,s,NB) (Sa_t+l p S Zy 5, S Ol’+1 p, )) dG(p,)

where:

o p' € M (p,s,NB)if Sos41(p,5) > Ly p(s,5")So+1(p, ') and Sop1(p',s) > S1e11(p',5)
" PE Mf+1(p’ s,NB) if S1141(p",8) > L pi(s,5")Soe+1(p,s') and Sy 141 (p',8) > Sor+1(p',s)
S Mt—i?l if Sot11(p’,s) > 0and So;11(p',s) > S1,i41(p',5)

*pe Mﬁﬁl if S1,41(p',8) > 0and Sy141(p',s) = So1(p',3)
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B.2 Joint surplus - Type 0 - Equilibrium with transfer fees

A

E I’—’ aG(p' E ,, ,p)dG / )
/PEMtH(P s,NB) Olt—l_l(p ; P) (p) p EMt+1(P s,NB) LH_l(p > p) (P)

+(1—/\/
peM

Eot(p,s,u) = wo(p,s,u) +¢

dG(p' )ZP‘ s,8")Eot+1(p, s, ”)] + 00,:Up t+1

(p,s,NB)UM k1

r+1(ps,NB)

t+1

peM

t+1 M,

dG(P’)) Uot-41

n (1 — A, /
peMtHuM

t+1

Jor(prs ) = (14 5)p — wos(p,s,u) +Z(1— doy) [A(

g "5 p)dG(p') + T ',s,p)dG /)
/PEMtH(ps,NB) 0+1(p',s,p)dG(p') EMEL (o NB) Li+1(p'ss,p)dG(p')

1_/\ / dG / ) 4 ' 7 //
+( ‘ PGMtH(ps,NB)UM "1 (ps,NB) (r) ;V(S s) os+1(p s, u)

t+1

Sot(p,s) = Eor(p,s,u) —Uos+ Jor(p,s,u)

where:
 p' € M (p,s,NB)if S s 1(p',5) > Ly p(s,5')S0s41(p,s") and So41(p',8) > S1a41(p',9)
 p' € M{L(p,s,NB)if S 1(p',8) > Lo 1(5,5')So,+1(p,s") and Sy 41 (p',8) > So41(p',5)
S Mt—i(—)l if So1(p’,s) > 0and So41(p',s) > S1e41(p,9)
(

o e M ifSypa(p,s) > 0and Syia(p',s) > Sospa(p,s)
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The surplus can therefore be rewritten as follows:

Sot(p,s) =(1+s)p—b

+{(1—%ﬂ{ZM@ﬁU%M4WJCW—ihwr+ZM@ﬁUhHﬂ%§ﬂ)
s/ s/

A / Eoe1(p',s, p) dG(p/
T €< M (s NB) 041(p,s,p)dG(p')

— dG / , / E , /, + , / ) /,
/F’eMt+1(PS,NB) (P)(gjy(s s)Eor1(p,s,u) ;P‘(S s)Jot+1(p,s ”))

+ E "5, p)dG(p’
pEMEL (55 NB) Li+1(p’, 8, p)dG(p')

— aG ! s, S/ E ,S/,M + s, S/ ,S/,M
Ly oy P (T Boria (0 + T losa (')

T ',5,p)dG(p) + T ', dcl)]

/peMM(pS,NB) 0r+1(P5,p)dG(p') + VML (raNE) Li+1(p s, p)dG(p)

_)Lu / E //_/ - u dG ! E /,_’ _ u dG / )
( pem < ot+1(ps 1) O,t+1) (r) + pemts ( Li+1(p, s 1) O,t+1> (")

with:

Y 15,5V Eosa(ps',u) = Unpn + Y (5,5 Jorsa(p, s 1) = Y p(s, ) S04 (p, )
s/ Y 7

Eoi+1(p'5, p) — Uosp1 = Z.M 5,8')So+1(p,s") + (Sos+1(p's) Zy s,8)So41(p,s)) if p' € Mt+1(P/51NB)

Y
“+ atp+y

Evpaa(p' s p) = Uppsa = #ZV(&S/)SOJH(P,S/) + Dc—i-,‘++’y<51 t+1(p',8) ZV 5,5')Sos1(p,s)) if p' € Myt (p,s,NB)
S/
/ Y ’

Eot1(p' su) — Uppi1 = mso,tﬂ(i? ,S)

Eip1(p' s u) — Uopsr = " +751,t+1(P/,§)

To,t+1(P’,S,P) Xt Zy 5,8 )So,e+1(p,s ")+ m So+1(p Zy s,5')Sg t+1(p,s )]

«
Tl,tJrl(P’,S/ P) Xt Z}l S, s’ SO t+1(P, ) m 51 t+1 2]4 S, s SO t+1(p, )]
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With a little calculation, we get the following expression:

Sot(p,s) = (1+s)p—b

+2] (0= 00| Znts, )55, ()

+ (& + 7)A / Saii(P, ,s') ) dG(p’
@+ peMms,NB)(OfH WCRE L)

p dG(p'
+/;7€Mt+1(ps,NB)< L (P ZP‘ 5,5') S0 (Prs )> (p ))}

Y /
— Au / S ,8)dG(p / S dG >
a A+ y ( peM™, os41(p.8) )" ML e (p2)46(7) ]

where:

« p' € M (p,s,NB) if Sos11(p',5) > Lo (s,5")So,41(p,s') and So 41 (p',8) > S1e11(p',3)
« p' € M{1,(p,s,NB)if Sy 41(p',5) > Ly p(s,8")So41(p,s") and Sy 11 (p',5) > Sos41(p',s)
e pe Mtﬁl if Sps+1(p',s) > 0and Sp11(p’,s) > S1441(P,5)

e pc Mﬁﬁl if S1411(p’,s) > 0and Sy 411(p',s) > So41(p',5)

48



B.3 Joint surplus - Type 1 - Equilibrium without transfer fees

E1¢(p,s,NB) = wy+(p,s,NB) +

+ E
PIEM 2

t+1

t+1

r1(PsNB) 5

E "'s,p)dG(p’
. 2441(p’, 5, p) dG(p ))

E
(p,s,;NB)UM, 2, (p.,s,NB)

Upr=b+(

t+1 t+1

n 1—/\/ G ’)u
( u p/GMg%UMul (P) 0,t+1

t+1

Jie(p,s,NB) = (1+A)(1+8)p —w1(p,s,NB) —z+ (1 — 627 [Ae/

P/EMRZ
+ (1 — Ae // R dG(p’)) ZV(S’ Nos1(p,s, NB)]
p'eM o

t+1
E
121 (ps,NB)UM, 2, (p,s,NB)

dG(PI)) ZV(S, s)VExii1(p, s, NB)] + 02,1 Up 141
S/

Au u. Eopv1(p'rs,u)dG(p') + u, Evea(pl,s,u)dG(p)
peM, peM, ]!

(p,s,NB)

(1—62) {Ae ( /p'eMRZ Y u(s,s")Exps1(p, s, p')dG(p')

Y u(s, ) ors1(p, s, p)

S/

S14(p,s) = Eyii(p,s,NB)— Uyt~ J1:(p,s,NB)
where:
e p € ijl(p,s, NB)if Yo u(s,s")Sot+1(p,s") > Sop1(p,s) > Sat+1(NB)
* P/ € M2 (p,s,NB) if Spre1(p,8) > Lo ji(5,8)So,41(p, s")

o p € M if Sori1(p,s) > 0and Sos41(p',5) > St (), 5)

e p € Mgﬂl if S1,411(p’,s) > 0and Sq11(p’,8) > So41(p',8)
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The surplus can therefore be rewritten as follows:

with:

S1e(p,s) = (1+A)(1+s)p—b—z

+¢

(1—d24) {ZP‘(S/SI)EZ,Hl(Pf s',NB) — Up41+ ) (s, 8" ) Jars1(p,s', NB)
s/ s/

A / )E s\ o) + , aG(p'
+ ( M, (s NB) (2#55 2041(p,s' p') Z#SS Voi+1(p, s, P)) (r')

_ dG , E , ’NB + , , ,NB
/PeMt+1(PS,NB) (v <§V 5,5 Ezpia(p,s ;V s,5") J1(p.s ))

E "5, p)dG(p
" /P 6Mt+1(P s,NB) 2,t+1(P : P) (]9 )
— dG / ,/E ,/,NB , / ,/,NB ):|
/PGMt_H(ps,NB) (p )(;V(s s') 2,t+1(P S )+ gy(s S )]2,t+1(P S ))
! _ /
_/\u(/peMgPl (EO t+1(p ) uO t+l> dG(p ) /perill <E1,t+1(p ,S, u) UO,t+l> dG(p ))

+ (Uz,t+1 — Uo,t+1)]

Y u(s, " )Epea(p,s',NB) — Uppiq + Y (s, ) Jous1(p,s’, NB) =Y _u(s,s")So41(p,s")
s/ s/

S/

Y u(s,8")Ez i1 (p,s',p') — Uppyr + Y (s, ) o e (p,s', p') = Y _u(s,8")So 11 (p,s")

s o/ 7

Epi1(p s, p) — U = Y j(s,8")Sop41(p,s') + M%(Sz 1P s) Z# $,5")S2141(p, "))
S/

EO,tH(Plzﬁl u) — U1 = ﬁso,tﬂ(Plé)

Y /
S ,
PR 1i+1(p,8)

Eyp1(p',s,u) — Ugpi1 =

50



With a little calculation, we get the following expression:
Suprs) = (A+8)A+s)p—b-z

(1= 020) | £S5 (7,

5 L 1550 )

v
Y / S 5) dG(p +/ S G )
it u( P’EMtufl 0t+1(P ) tu+11 1t+1(P 5) (P)

+ (Uz,t+1 — Uo,t+1>]

+C

/21 (p,s,NB) (

with:
Y , .
24 — Uy ¢ “Jr,y[ “Jyents 24+1(p,8) dG(p')
- S /,S dG ! —/ S /, dG /:|
/P’GMiOl ot+1(p',8)dG(p) P/GMtufl 1t+1(p',8)dG(p")
p eMt+1
where:

e Ut 1—Upr-1=0

and where:

o p e Mt+1(}7, s,NB)if Sy 111(p',s) > Lo 1(s,5)Sze41(p,s")
e p e MH‘_)1 if Sor1(p’,8) > 0and S 41(p',8) > S141(p,9)
e p € Mgh if S1,411(p’,s) > 0and Sq11(p’,5) > So41(p',5)

e pe Mtufl if Sp1(p',s) >0
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B.4 Joint surplus - Type 1 - Equilibrium with transfer fees

Evt(p,s,u) = wi(p,s,u) +¢

+ /pleME2

t+1

+ (1 A /p/EME2

t+1

-

E ",s,p)dG(p'
oy E2i (03 2) G

dG(p’>) Zu(as’)Ezm(p,s',u)} oyl
(p.s,NB) S

Uor=b+C Au(/ " Eori1(p',s,u)dG(p") +/ U Ev1(p, s u) dG(P/))
p'eM p'eM

t+1 41

n 1—/\/ e ’)u
( u p’eMtLj?luMul (P) 0,t+1

t+1

Jui(pos,u) = (14 8) (1 +s)p —wi(p,s,u) =2+ (1 = 62) [/\e(

+ /p/eMEZ

t+1

+ (1 Y /p/eMEZ

t+1
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e p € Mﬁfl if So1(p’,s) > 0and S 41(p',s) > S1e41(p,9)

e p e Mﬁﬁl if S1441(p',s) > 0and Sy 441(p',s) > Sos1(pP,8)

52



The surplus can therefore be rewritten as follows:

with:

S1e(p,s) = (1+A)(1+s)p—b—z

+¢

(1—d) {Zy(s,s’)EzltH(p, su) = Upppr + Y (s, s ) ops1(p, s, u)
s/ o/

Ae / E s, 0)dG(v
+ ( T (psNB) 2441(p',8,p)dG(p')
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With a little calculation, we get the following expression:
Sii(ps) = A+A)(1+s)p—b—z

+[1- 6 [Zu(s,s’)52t+1(p,s’)

+(“+7)/\e</;7€Mt+l(psNB)< 2t+1 ZV(S 5 2t+1 (p,s )) dG(p/))]

=y
~ T A s e +/ s 4G )
A [ S0 DACW) + [ Sura0, 946

+ (Uz,t+1 — Uo,t+1)]

with:
Y , .
24 — Uy ¢ “Jr,y[ “Jyents 24+1(p,8) dG(p')
- S /,S dG ! —/ S /, dG /:|
/P’GMiOl ot+1(p',8)dG(p) P/GMtufl 1t+1(p',8)dG(p")
p eMt+1
where:

e Ut 1—Upr-1=0

and where:

o p e Mt+1(}7, s,NB)if Sy 111(p',s) > Lo 1(s,5)Sze41(p,s")
e p e MH‘_)1 if Sor1(p’,8) > 0and S 41(p',8) > S141(p,9)
e p € Mgh if S1,411(p’,s) > 0and Sq11(p’,5) > So41(p',5)

e pe Mtufl if Sp1(p',s) >0
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B.5 Joint surplus - Type 2 - Equilibrium without transfer fees

Ex¢(p,s,NB) = wy(p,s,NB) +
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The surplus can therefore be rewritten as follows:
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With a little calculation, we get the following expression:

Sot(p,s) = (1+A)(1+s)p—b

(1 029) | Es)S501(7,)
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B.6 Joint surplus - Type 2 - Equilibrium with transfer fees
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The surplus can therefore be rewritten as follows:
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With a little calculation, we get the following expression:

Sor(p,s) = (1+A)(1+s)p—b
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C

Labor market flows

Specific human capital has an impact on workers” mobility and firms’ train-

ing decisions. To determine labour market flows, we thus need to define the

following thresholds:

Let’s

pi(t,s), which solves S; (i(t,s),s) = 0Vt,sand j € {0,1,2}.

This is the productivity threshold above which the match is viable. If a
worker of type j, age t, and specific human capital s is employed in a firm
of type p < p;(t,s), the job is destroyed endogenously and the worker
enters the pool of nonemployed.

pi(t, p,s), which solves Sj,t(ﬁj(t, p,s),s) = Sit(p,s)Vt,p,sand | € {0,1,2}.
This is the productivity threshold above which it is in the worker’s inter-
est to move from job to job. If a worker of type j, age t, and specific
human capital s is employed in a firm of type p and receives an external
offer from a firm of type p’ > p;(t, p,s), the worker accepts the offer and
moves from job to job. Note that p;(t, p,s) = p.

pi(t, p,s), whichsolves S;(p,s) = S;+(pj(t, p,s),s) Vt,p,sand j € {0,1,2}.
This is the symmetrical threshold to the previous one. If a worker of
type j, age t, and specific human capital s is employed in a firm of type
p < pj(t,p,s) and receives an external offer from a firm of type p, the

worker accepts the offer and moves from job to job.

p(t), which solves Sy +(p(t),s) = So(p(t),s) Vt. This is the productivity
threshold above which it is profitable to train the worker. If an untrained

worker of age t is hired by a firm of type p > f(t), the worker is trained.

define the following stocks:
uj; is the stock of nonemployed workers of type j and age ¢

ej(p,s) is the stock of employed workers of type j, age t, and specific

human capital s, matched with p-firms
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The stocks of nonemployed workers are defined by the following laws of motion, Vt € [2,T — 1]:
o =tor-1 (1= Al = G(o(t,9)]) + 1201 (1= Mull = G(pa(t,9))]) 9+ dne-1 (X [ eos-1(pss)dp)
/ ﬁo(t,sl) n ’
+(1=00) (EEus) [ (1= A1 = Glpolt,ps)] s (p,s')dp)

Upp =Ups 1 (1 — M1 = G(pa(t,s) ) ( 47) + 02— 1(2/[61,t—1(P,S) + eZ,t—l(p/S)]dP)

S

+(1-a) (T me) [ = G(polt, ps))] leve1(p,) +eas 1 (p.s))dp)
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The stocks of employed workers are defined by the following laws of motion, Vt € [2, T — 1]:

0:(p,s) =1{p(t) > p = fo(t,8)} x {eor-1(p,8) (1= b0 ) (1= A1 = G(polt, p,s)]) (1 - p)

+ ugr—1rug(p) + (1 — 50rf*1)/\eg(p) ( Z/f’o(t,w) eo,tfl(p,S)dp) }
S

eor(p,s) =1{p(t) > p > po(t,s)} x {eolt,l(p,s) (1 — (50,t,1) (1 — Ae[1 = G(po(t, p,s))]) (1 — p)
+egi1(ps = 1) (1= 01 (1= A1 = Glpo(t,p,s = 1))])o |

e0:(p,3) =1{p(t) > p = jo(t,8)} x {eoi-1(p,5) (1= dos-1) (1= Aell = G(po(t, p,5))] )

e (p5—1)(1=d01) (1= A1 = Glpolt, 5~ 1)])p }

e1(p,s) =1{p = p(t) = po(t,)} x {uos11ug(p)
+ (1= d01) Aeg(p) ( 3 /ﬁa(t,p,s> cora(p )

e24(p,8) =1{p = pa(t,9)} x { (erma(p,s) +e21(p,9) ) (1= 201 ) (1= A1 = G(pa(t, p,5))] ) (1)

+uzi-1Aug(p) + <1 - 52,t—1)/\eg(P) ( ;/ﬁz(t,m) le1i—1(p,s) + 62,t—1(P/S)]dp) }

e24(p,5) =1{p 2 Palt;5)} % { (ere-1(pss) +e201(p,9)) (1= 82001 ) (1= Ael1 = Glpalt, p9))]) (1~ 0)
+ (enialps =1 +enalps=1) (1= 621) (1= AL = G(palt,p,s — 1)) )}

e24(p,5) =1{p = pa(t,9)} x { (11 (p,5) e2u1(p,5) ) (1= G201 (1 Aell = Glpalt, p,9)) )
+ (enialps =1 +ena(ps=1) (1= 6201) (1= AL = G(palt,p,s = 1))] )}

with the following initial conditions:

up1 =1
up1 =0

eo1(p.s) = e11(p,s) = ex1(p,s) =0p,s
and the condition:

ert(p,s) =0Vp, Vs >s
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