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SUMMARY
Since the 1970s hours of work have been declining in Europe relative to the United States and Japan. A range of explanations has been offered for this trend, from tight labour market regulations and powerful labour unions, to higher tax rates and a stronger preference for leisure in Europe. In France, laws limiting work time, usually with the aim of reducing unemployment, are directly responsible for part of the decline in average hours worked. The most recent law reduced the length of the workweek from 39 to 35 hours in large firms in 2000 and in small firms two years later. Since then, there has been an intense debate about the impact of this policy on welfare, most notably during the 2007 presidential campaign. This paper studies the immediate impact of the 35-hour workweek on several dimensions: hours, wages, dual-job holdings, employment, and workers’ satisfaction with hours of work. We find evidence that the policy did not succeed in increasing employment and generated a series of behavioural responses that are likely to have reduced welfare, as workers and firms tried to avoid the rigidities created by the law. This suggests that the recently elected French government should increase the flexibility of workers and firms in setting hours of work. 
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1. Introduction
France’s workweek is one of the shortest in the world. The latest reduction in the ‘standard’ workweek (i.e., the number of weekly hours paid at the regular wage rate) was promoted by Lionel Jospin’s socialist government, who reduced it from 39 to 35 hours in the early 2000s. While the purpose of this policy was to decrease unemployment, seven years later the unemployment rate remains high (above 8%), making the impact of the 35-hour workweek on the French economy a topic of heated discussion during the 2007 presidential campaign. The socialist candidate, Ségolène Royal, criticised the law not because she believes that the French should work longer hours, but because she thought that employers had too much power and flexibility in implementing the shorter workweek. On the other hand, the victorious centre-right candidate, Nicolas Sarkozy, sees the 35-hour workweek as ‘the worst mistake France has ever made’. During the campaign, he promised to relax the policy by exempting all overtime from payroll charges and income tax in order to encourage workers to work longer hours and increase their income. He believes that the short workweek has hurt France’s competitiveness, making it less attractive to foreign investors. 
The purpose of this paper is to analyse the effect of the 35-hour workweek on employment and workers’ welfare. Our findings shed light on some of the issues raised during the presidential campaign and also relate to a broader debate on the reasons why Europeans work less than Americans. While in the 1960s annual hours per person employed were about the same in Europe and in the United States, today the average American works approximately 400 hours more per year than the average European. The reasons for this difference in working hours have been a topic of recent discussion, with some studies attributing it to differences in tax rates, while others highlight differences in preferences for work and leisure or in labour market regulations and unionization between the two continents.
 
After discussing the main theories about how reductions in working hours may increase employment and welfare in section 2, we look specifically at the effects of the 35-hour workweek in France in section 3. We start by describing the institutional features of the laws which implemented the shorter workweek. We then explain the research strategy used and discuss it in the context of the existing literature on the impact of the shorter workweek in France. We describe the dataset and present the empirical results. Section 4 contains a brief description of other studies on work-sharing experiments in Germany, Sweden and Canada. Finally, section 5 offers brief policy conclusions.
2. The Rationale behind hours reductions

There are two arguments commonly used to justify reductions in working hours. First, reducing working hours may create more jobs through work sharing. Second, it may improve workers’ welfare by increasing their leisure time. This section discusses these arguments. It also provides predictions for how key economic decisions may be affected by institutionally-driven restrictions in working hours. These predictions are tested in section 3 using the experiment of the 35-hour workweek in France. 
2.1. Job creation through work sharing

The idea of work sharing as an employment creation policy is simple: if the production of goods and services in an economy is fixed, then a reduction in hours can re-distribute the fixed amount of work across more people, increasing employment. In spite of its intuitive appeal, economists and policy makers are sceptical about the success of work sharing as it is rooted in the so-called “lump-of-labour fallacy”: the false premise that the amount of output in the economy is fixed.
The theoretical literature on work sharing suggests that the employment effect of a reduction in hours is ambiguous and may actually be negative. These basic effects can be shown with the help of a simple model. Let us assume perfect substitutability between hours (H) and workers (N) in the production function, given by: 
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, which does not vary with hours of work (e.g. training, day-care provision, and other overhead costs). The hourly wage is 
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. Thus, with fixed output and no overtime, this model predicts that a reduction in hours of work per person unambiguously increases employment. This is the basic intuition behind the enthusiasm of policymakers with legislated workweek reductions.

However, as pointed out by Calmfors and Hoel (1988) and the subsequent literature following them, small modifications in this simple setup will make the final employment effect ambiguous. First, let us expand the cost of labour to include the possibility of overtime:
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, where o > 0 stands for the overtime premium. A reduction in the standard workweek leaves the marginal cost of an extra hour of overtime,
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, unchanged but raises the marginal cost of hiring an additional worker, 
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, causing firms to hire more hours and fewer people. In addition, if firms are allowed to vary output, there is a negative scale effect: facing a higher cost of production (because the fixed cost of labour is diluted over a smaller number of hours) firms decide to produce less, decreasing both employment and hours. The net effect on employment becomes even more ambiguous if we introduce another production input in the analysis, say “capital”, which would raise the possibility of increased labour costs causing a substitution away from labour toward capital. 
Houpis (1993), Kapteyn et al (2000 and 2004), and the references cited by them, show that the effectiveness of legislated working-time reduction to increase employment also hinges crucially on the response of wages. At the same hourly wage, a reduction in hours would decrease monthly income. If workers demand higher hourly wages as compensation for the reduction in hours, possibly keeping monthly income unchanged, the increase in costs may offset any potential positive effect of work sharing on employment. Kapteyn et al (2000 and 2004) test this hypothesis using aggregate data for the OECD. They find that a reduction in working hours has a positive direct effect on employment. However, taking into account the increase in wages, the long-run effect becomes small and insignificant. 
Wage reactions to a legislated reduction in the workweek is indeed a crucial issue in the French case. The 35-hour workweek law guaranteed the monthly earnings of workers receiving the minimum wage (“salaire minimum interprofessionnel de croissance” or SMIC). For this group of workers, hourly wages increased to compensate them for the reduction in hours and keep their monthly income unchanged. This may reduce the employment effect of the reduction in hours. 
2.2. Cooperation in the presence of positive spillovers in leisure

The theoretical results discussed so far limit the effects of the legislated reductions in the workweek to direct employment decisions without taking into account general equilibrium effects or the existence of market inefficiencies that could be corrected by government policies. Very few theoretical studies focus on these issues. Marimon and Zilibotti (2000) is one exception. Using a general equilibrium framework with search-matching frictions, they show that the conditions for obtaining even small employment effects from legislated workweek reduction are rather restrictive. In particular, to raise the effectiveness of the policy, productive factors which complement labor, such as capital, should not be able to adjust to the policy intervention. That might explain why some proponents of legislated workweek reductions would like these policies to be implemented at the widest possible scale (e.g., at the European Union level). Moreover, the authors show that the output losses associated with these policies could be quite large. However, they do not take into account social coordination problems or the possibility that workers like restrictions on working time as a means to prevent employers from exploiting some type of yardstick competition mechanism to induce them to overwork.

We believe that these externalities could, in principle, provide a beneficial role to policy action. For instance, mandated reductions in the workweek may improve workers’ welfare if there are positive spillovers in leisure, i.e. interdependencies between the choices of hours of different workers, with each worker being better off when others are working fewer hours. This may be the case if there is a ‘rat race’ in the workplace and individuals want to be viewed as hard working. In this case, workers are better off when their colleagues work fewer hours because they gain a comparative advantage in the ‘rat race’ and can improve their career prospects. The decentralized equilibrium, in which each worker chooses hours taking the other workers’ choices as given, is characterized by inefficiently high hours. If workers could coordinate their actions and collectively choose lower working hours, they would achieve a better, cooperative, equilibrium. A law imposing an upper bound on hours may provide this type of coordination.

This idea is discussed in Landers et al (1996), who describe an organizational setting with positive spillovers in leisure. They consider a situation in which there are two types of workers: those who prefer to work short hours and those who prefer to work long hours. Workers participate in the labour market for two periods. They may be promoted or not in the second period depending on their performance in the first period. Firms cannot observe a worker’s type, but take hours as an indicator and promote in the second period those workers who have worked long hours in the first period. This generates a ‘rat race’ in which workers with a preference for short hours may have an incentive to work long hours in the first period in order to be perceived as hard-working types. To reduce this adverse selection and ensure that they promote workers who really prefer long hours, firms may find it optimal to increase hours of work, raising the cost that workers with a preference for short hours have to bear when disguising themselves as hard-working types. The authors show that this type of equilibrium is characterized by inefficiently long hours and find evidence in support of this conclusion using data from two large law firms. Indeed, law firms use long hours as an indicator when deciding whether to promote associates to partners. As a result, associates have a tendency to work long hours to stay ahead of their colleagues. This situation is inefficient and workers could be better off with a coordinated reduction in hours.
More generally, the argument can be made using a simplified representation of the model proposed in Cooper and John (1988). First, assume that a representative worker 
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is the number of hours worked by worker 
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is the number of hours worked by all other workers, and w is the hourly wage. Utility is concave in consumption and leisure, 
[image: image18.wmf]0

,

0

11

11

<

<

V

U

. Using this very simple setup, we can characterize two types of equilibrium:

· In a decentralized equilibrium, each worker maximizes his utility taking other workers’ hours as given. We focus on symmetric equilibria, where everyone is working the same number of hours (
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). The first order condition to the utility maximization problem in a symmetric decentralized equilibrium is 
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· In a cooperative equilibrium, each worker internalizes the effect of his hours on other workers’ utility. The first order condition in the symmetric cooperative equilibrium is
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and the cooperative equilibrium is characterized by a lower level of hours than the decentralized equilibrium.

By not taking into account the effect of their working hours on other workers’ utility, workers choose inefficiently high hours in the decentralized equilibrium. A coordinated reduction in hours (for example, imposed by law) would be welfare improving and this simple model illustrates the possible role of public policies in helping society to achieve a welfare-enhancing equilibrium.. However, in the absence of positive spillovers in leisure a mandated reduction in hours would be introducing a constraint and could make some workers worse off. For those workers who would, in the decentralized equilibrium, choose hours below the mandated upper bound, there is no welfare effect. But for those who would choose to work more, the law introduces a distortion and makes them worse off.
The simple notion of an externality produced by the free-market equilibrium workweek provides an interesting twist on the labor supply side of the economy, adding a welcome complexity to the labor demand-oriented discussion of the previous subsection. For instance, it is possible that, in the absence of strong externalities, workers decide to work overtime or look for a second job to avoid a reduction in income that could be associated with a reduced workweek, an effect not studied in previous empirical papers. If present in the data, such an effort to circumvent the intent of the law will certainly limit its effect on employment. In Section 3  we control for individual characteristics that can be associated with a preference for working longer hours. One of these characteristics is “gender”, since it is plausible that the ‘rat race’ equilibrium described above may be more relevant for men than for women.
The model with leisure complementarities can be modified to illustrate another labour supply effect that would undermine the effectiveness of work-sharing policies. There might be direct complementarities between leisure and income such that the workers might not be able to enjoy longer leisure hours if they are cash constrained. In that case, leisure and income would not be separable in the utility function as sketched above and the cross derivative of the utility function would be positive, at least in the relevant range of incomes. In this modified setup, even in the absence of leisure externalities, workers that face a reduction in their workweek may get an additional job to supplement their income or bargain for increased hourly wages, instead of enjoying the extra leisure. 
Finally, and very important for our analysis, the reduction in the workweek may lower the benefits of being a part-time worker vis-à-vis being a full-time worker. In this case, a legislated workweek reduction could induce some part time workers to become full time, which would limit the positive employment effects of the law. This effect could have been particularly important in France, as authorities ended a social security rebate associated to the hiring of part-time when the 35-hour workweek law was enacted. The possible changed incentives to work part time versus full time in France after the reduced standard workweek is discussed in Oliveira and Ulrich (2002). The authors find that part-time employees working between 20 and 30 hours in firms that reduced working time, saw their chances of getting a full-time position increase. To abstract from this type of effect, we limit the sample to full time employees in the empirical analysis in section 3.
3. The 35-hour workweek in france

3.1. Institutional background

The workweek in France has been shortened by a sequence of laws since the early 1980s. In 1982, François Mitterrand’s socialist government reduced the length of the workweek from 40 to 39 hours. In 1998, a new socialist government, led by Lionel Jospin, further reduced the workweek to 35 hours through two laws: Aubry I (June 1998), which set the length of the workweek at 35 hours beginning in February 2000 for firms employing more than 20 people and in January 2002 for smaller firms; and Aubry II (January 2000), which introduced more detailed legal provisions regarding overtime. Aubry I gave small firms more time to reduce the workweek as it was understood that it would be more difficult for them to put into practice the necessary changes to implement a shorter workweek. To ease that transition, the law reduced the overtime premium for small firms and increased their annual limit on overtime work compared with large firms. This way, small firms could continue operating on a 39-hour basis paying the difference with a reduced overtime premium.

The purpose of the workweek reduction was to create more jobs during a period of high unemployment (11.5 percent in 1997). Employees were expected to bear a small part of the cost of the working time reduction, continuing to earn roughly the same monthly income—in line with the unions’ slogan “35 hours pays 39.” To attenuate the negative effects on profitability, the government offered rebates on firms’ social security contributions. The rebates declined with the employee’s monthly income and were largest for workers receiving the minimum wage. In addition, unions accepted a more flexible accounting of overtime work from a weekly to an annual basis and the working time reduction was expected to increase productivity. The official argument was that productivity increases together with cuts in social security contributions might even lead to a reduction in labour costs, so that firms would not need to cut monthly wages for the policy to be sustainable. To protect low-wage individuals, the law guaranteed the monthly earnings of workers receiving the minimum wage.

Another noteworthy feature of these laws is the treatment given to managers. Recognizing the autonomy of their work, the Aubry laws gave them more flexibility in the negotiation of hours. Aubry II classified managers in three categories: managers integrated in a team, autonomous managers (including researchers, engineers, investment bankers, etc), and directors. The first two categories of managers could sign an agreement with their employers to establish a regular work length in hours or days on a weekly, monthly or annual basis, with additional hours or days being paid at an overtime premium. Directors were fully exempt from the 35-hour workweek. 
3.2. Research strategy 
We are interested in studying the effect of the 35-hour workweek along several dimensions, motivated by the theoretical discussion in section 2. As we have seen, theory does not make clear-cut predictions about the effects of reductions in hours on employment and welfare. Therefore, whether the 35-hour workweek succeeded in creating more jobs and in making French workers happier is ultimately an empirical question.
To measure the effect of the law, we use the fact that it was applied earlier in large firms to construct a natural experiment. Firms with more than 20 employees had to implement the 35-hours workweek by February 2000, while firms with less than 20 employees had until January 2002 to do so. Therefore, we use workers in large firms (20 to 49 employees) as the treatment group and workers in small firms (less than 20 employees) as the control group. 

The effect of interest is captured by the difference between the outcome of the treatment group after the law and before the law, and the corresponding difference for the control group – the difference-in-differences (DD) estimator. Formally, we use the following specification to estimate the effect of the treatment on outcome variable 
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where 
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 is the outcome of interest for individual i at year t. 
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 is a set of controls capturing observable differences in the characteristics of the control and treatment groups that affect the outcome of interest. 
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 is an indicator equal to 1 if the individual belongs to the treatment group and 0 if she belongs to the control group. This variable captures time-invariant differences between the two groups. 
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 is the DD estimator measuring the causal effect of the law on the outcome variable. 
This strategy requires fairly weak identifying assumptions to be valid. The key identifying assumption is that there are no contemporaneous shocks, other than the treatment, affecting the outcomes of the control and treatment groups during the period we analyze. If this assumption holds, the behaviour of individuals in the control group gives information about how individuals in the treatment group would have behaved if they had not been treated.

There is an element which may bias our results. If the business cycle affects the control and treatment groups differently, our estimates may be capturing the effect of the business cycle instead of the effect of the treatment. This is important in the case of the 35-hour workweek because it was implemented during a period when the French economy was booming. If the boom affects the control and treatment groups differently, the DD estimator will be a biased measure of the effect of the law. To control for this possible bias, we follow the strategy in Kugler and Pica (2005) and estimate the following alternative specification, in which
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Throughout, we report least-squares estimates, but probit or logit estimates give similar results. In all estimations, standard errors are clustered by year × treatment group cells. By clustering the standard errors we correct for the fact that there may be common errors within these groups. Failure to take this into account would lead to underestimation of the standard errors and overestimation of the effect of interest, as shown in Moulton (1990).
3.3. Our approach in the context of the literature on hours reductions in France

The approach used in this paper differs from the existing literature on the effects of reductions in hours in France both in terms of methodology and scope of the analysis. 

Several studies in France estimate the effect of the 35-hour workweek on employment. They can be categorized in two groups: ex-ante simulations, which predict the effect of the 35-hour workweek before it was implemented; and ex-post evaluations. A survey of some of these studies can be found in Gubian et al (2005).

 Ex-ante simulations are based on either macro or micro models. Macro models make assumptions about the evolution of productivity, hourly wages, and capital usage following the reduction in hours and predict the evolution of employment under these assumptions. An example of this type of studies in Dares-BDF-OFCE (1998), which found that a reduction in the workweek from 39 to 35 hours could potentially generate 700,000 additional jobs. Micro models specify a functional form for the production function and endogeneize the evolution of wages using hedonic models. Hedonic models explain wages by looking at the different characteristics of jobs, including hours of work. Gaps between the workers’ desired and actual hours lead to an increase in wages to compensate them for not working their desired hours. Micro models tend to predict more modest effects on employment than macro econometric simulations, because wages would need to increase to compensate workers for working shorter hours. This increase in labour costs reduces the positive impact of the reduction in hours on employment. 
Ex-post evaluations follow an approach more similar to ours and compare firms that reduced hours (treatment group) with those that did not (control group). However, some of these evaluations have methodological flaws and do not control for differences in characteristics between the two groups. Others apply econometric techniques to account for those differences, which is important to ensure that the control group is a good counterfactual for the behaviour of the treatment group in the absence of the reduction in hours
. Most of these studies find a strong positive effect on employment. A potential problem is that they ignore small firms. They restrict the analysis to large firms and compare those that reduced hours earlier with those that did it later. By leaving out small firms, these studies ignore potentially useful information. Moreover, by dividing large firms into two groups depending on the timing of implementation of the shorter workweek, these studies generate a bias: both groups of large firms were affected by the law and their decision to implement it sooner or later could be related to unobservable variables (e.g. productivity). The results would be capturing the effect of those unobservable differences rather than the effect of the shorter workweek. 
 The study that is closest to ours in terms of methodology is Crépon and Kramarz (2002). It analyses the effect on transitions from employment to unemployment of the earlier law that reduced the workweek from 40 to 39 hours in 1982. The authors explore the variation in hours worked to design a ‘natural experiment’, comparing workers who were already working less than 40 hours before the law (control group) with those who were working 40 hours or more (treatment group). They find that the reduction in hours increased the probability of making a transition from employment to unemployment between 2.3 and 3.9 percentage points. This is an indication that the reduction in hours may have reduced employment, even though the authors do not attempt to estimate the effect on the level of employment, i.e., taking into account also possible transitions from unemployment to employment.

The effect of the 35-hour workweek on workers’ welfare has received much less attention than the effect on employment. Most studies are based on surveys asking employees affected by the law whether they consider that their situation has improved as a result of the reduction in hours. Typically, the majority of employees say that their situation has improved. However, because these studies do not compare the outcomes of treated individuals to the outcomes of a control group, they fail to capture any causal effect
.

In this paper we take a broad approach and look at the effects of the workweek reduction on several margins closely related to workers’ welfare. We use information on wages, dual-job holdings, employment, worker transitions from large to small firms, and workers’ satisfaction with their working hours to have a fuller assessment of the effects of the law. 
3.4. Data and descriptive statistics

To implement our empirical strategy, we need information on labour market outcomes and on firm size, for a period of time spanning the implementation of the 35-hour workweek in large and small firms. We use data from the French labour force survey (Enquête Emploi) from 1993 to 2000. This survey is conducted in March of each year, with the exception of 1999 when it was done in January. It has information on several demographic characteristics, as well as on labour market status, wages, hours of work, tenure, etc. The sample is renewed by a third every year, so the same individual can be followed for three consecutive years. This dataset is matched with firm-level data from the French Registry of Firms (SIRENE), containing information on firm size.

The classification of workers into the control and treatment groups needs to be done before the law was enacted. This is because workers may move from large to small firms (or vice-versa) as a result of the law and firms just above the 20-employees cut-off may reduce size to avoid having to implement the shorter workweek earlier. These behavioural responses would bias our results. For this reason, we exploit the fact that the same individual can be followed for three consecutive years and construct several three year panels: 1993-1995, 1994-1996, 1995-1997, 1996-1998, 1997-1999, and 1998-2000. The period before the law covers the years 1993 to 1998 (since the law was announced in June 1998 and the Enquête Emploi was conducted in March 1998) and the period after covers 1999 and 2000. Individuals are classified in the base year, which always falls within the period before the law was enacted. It is possible that employees do not change behaviour in 1999 as they may not have had enough time to adjust. This would bias our results towards underestimating the effect of the law. We take a conservative approach and see if we find a significant effect already in 1999.

 Table 1 reports descriptive statistics by hours worked, firm size and year for key individual characteristics. The sample is limited to employees age 15 to 64 with positive net monthly income, and excludes self-employed individuals. Small firms have less than 20 employees. Large firms have between 20 and 49 employees. We impose a cut-off at 49 to ensure more homogeneity between the two groups, so we can be more confident that the behaviour of small firms, after controlling for individuals’ observable characteristics, can be taken as the counterfactual for the behaviour of large firms in the absence of the law. We experimented with different cut-off levels and the results are not sensitive to the cut-off choice. The table shows some differences between workers in large and small firms: workers in large firms earn higher wages, have longer tenure, and work fewer hours in the second job (when they have one) than workers in small firms. There are also differences between individuals working longer and shorter hours: individuals working longer hours tend to be male, earn higher wages, have longer tenure, and work fewer hours in the second job than those working shorter hours. Our estimations control for these differences in observable characteristics.
3.5. Results

3.5.1. Hours distribution and wages

The introduction of the 35-hour workweek had a clear impact on weekly hours of work, as shown in Table 2. In 1999 most employees were still working 39 hours. After that, there was a big increase in the proportion of employees working 35 hours, led by large firms. In 2002 more than 45 percent of employees in large firms and almost 35 percent of employees in small firms worked on a 35-hour basis.

To examine more carefully the effect of the law on hours worked, we use the DD estimator with employees in small firms as the control group and employees in large firms as the treatment group. We report the results in table 3 using a sample in which part-time workers are excluded to facilitate the interpretation of future results. Results including part-time workers have the same flavour and, actually produce parameter estimates with smaller standard errors. All estimates control for possible interactive business cycle effects. The DD estimators are negative, suggesting that the law reduced hours, but only significantly for women. However, even for women the impact of the reduction of the workweek on hours seems surprisingly small (around 25 minutes, compared with the legal reduction of 4 hours). One reason for this is that working time includes not only regular time but also overtime hours. It may happen that firms reduce regular hours and increase overtime, reducing the effect on total hours. 

Table 4 shows the results of applying the same technique to measure the effect on hourly wages and monthly incomes in the main job, again studying the separate effects on men and women. We also present results separately for workers receiving between 10% below and 10% above the minimum wage and workers receiving between 10% and 80% above the minimum wage. We are interested in this distinction because the law mandated that the monthly earnings of workers receiving the minimum wage should stay constant.
 The results suggest that the law led to an increase in hourly wages for men working at and above the minimum wage. In contrast, the average hourly wage earned by women remained constant (even declined a bit in the group of workers earning more than the minimum wage). Monthly income is estimated to have remained the same after the introduction of the law for all different groups, with some chance that it actually declined for women earning more than the minimum wage (although, the parameter estimate has a high standard error).
 
The increase in hourly wages for men has implications for the work-sharing hypothesis. We have seen in the theoretical discussion that an increase in hourly wages makes it less likely that a reduction in hours increases employment. This is because the increase in labour costs induces a scale effect, with a negative impact on both hours and jobs. As we shall see, this is indeed the case: the flow to unemployment of employed men in large firms increased significantly after the 35-hour workweek was enacted. Women employed in large firms did not face an increase in their chances of losing a job.
3.5.2. Dual-job holdings

A margin of adjustment which sheds light both on the work-sharing hypothesis and on the different supply-side hypotheses on workweek choice (externality in leisure or complementarity between income and leisure) is the proportion of workers with more than one job. If individuals respond to the reduction in hours by working in a second job, it is less likely that unemployment will decline, because some jobs will be filled by individuals who are already employed elsewhere. At the same time, the fact that workers are looking for a second job suggests that they have a stronger preference for income relative to leisure. In that case the reduction in hours would not be working, for instance, as a coordination mechanism to encourage workers to increase their leisure time. 

When excluding part-time workers, Table 5 shows that the law increased dual job holdings by 1.2 percentage points among women but not among men. If part-time workers are included, the probability of holding an extra job actually seems to decline after the law. This is consistent with the effect discussed in the theoretical section: once the workweek is reduced, part-timers find easier to become full-timers and, thus, some abandon their second job. 
So far, the results presented tell a consistent story: full-time men in large firms have not reduced much their workweek right after the law was implemented, have got higher hourly wages, and about unchanged monthly income, therefore, having no reason to take up a second job. On the other hand, women have reduced their workweek by more than men and possibly began earning smaller monthly incomes after the law was enacted. Thus, they had a higher incentive (and more free time) to accept a second job. If men’s hourly wages and women’s dual-job take-up had remained unchanged, arguments for strong preferences for lower hours (that could not be attained by the market because of the externalities discussed here) or for the absence of relevant complementarities between leisure and cash would be more persuasive.    
3.5.3. Employment

To test the work-sharing hypothesis directly, we are interested in the effect of the 35-hour workweek on employment. We look both at flows in and out of employment and at the level of employment. 

To measure the effect of the law on transitions from employment to unemployment, we restrict the sample to employees working more than 35 hours before the law as those were the ones for whom the law was binding. We compare the probability of becoming unemployed for workers initially working at large firms (treatment group) relative to workers initially working at small firms (control group). The results are reported in Table 6. The law increased transitions from employment to unemployment for men by 2.8 percentage points, while it did not affect transitions for women. This is consistent with the results found so far: as hourly wages increased for men, they became more expensive, giving firms an incentive to fire them. Women, on the other hand, accepted the same (or even a slightly reduced) hourly wage, which did not put additional cost pressures on firms.
To measure the effect of the law on transitions in the reverse direction, i.e. from unemployment to employment, we test whether unemployed workers are more likely to find a job in large firms or in small firms as a result of the reduction in hours. Table 7 reports the results. The first column reports the log of the probability of working at a large firm at t+2 relative to being unemployed. The second column reports the equivalent relative probability for small firms. We are interested in comparing the coefficients on  
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 in the two columns. The comparison of these two coefficients tells us whether unemployed individuals are more likely to find a job at a large firm or at a small firm after the 35-hour workweek was implemented.

The results suggest that after 1999 there was an increase in the probability of finding a job, which was larger in large firms than in small firms for women (although, we reject the equality of the coefficients on 
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only at the 13 percent level of significance) but not for men. Again, this is consistent with the previous estimation, which showed no increase in hourly wages for women in firms that reduced the workweek (large firms). 
The evidence on transitions in and out of employment suggests that the 35-hours workweek changed the composition of the labour force, with large firms letting some more expensive workers (men) go. The group that has not earned increased hourly wages (women) has not faced higher transitions to unemployment and had a marginal increase in flows into jobs. This is strong evidence of the importance of wage reactions to determine the final effect of workweek reduction laws on employment, a result consistent with previous findings in the literature.

However, to measure the impact of the law on employment it is important to look not only at transitions in and out of employment but also at the level of employment. Unfortunately, the data do not allow measuring this effect in a clear way. If we were to apply the DD strategy to study the effect of the law on the level of employment, we would like to have treatment and control groups which are composed of both employed and unemployed individuals. Then, we would test whether the fraction of employed individuals increased by more for the treatment group than for the control group after the law. The problem is that the source of variation that we can explore to define the treatment and control groups (variation in firm size) implies that, by definition, all individuals in the two groups are employed. Indeed, employees in large and small firms are all, by definition, employed. Thus, we do not have suitable treatment and control groups. 

In spite of this technical difficulty, we can still shed light on the effect of the 35-hour workweek on the level of employment by comparing the evolution of employment in small and large firms. To do so, we look at how the probability of working in large firms relative to being unemployed changed after the implementation of the reduction in hours comparing with the equivalent probability for small firms. Table 7 reports the results. The probability of being employed relative to being unemployed increased after 1999 in large and small firms by approximately the same amount, as the two coefficients on 
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are not statistically different for neither men nor women (although the difference is a bit larger in the second case). Thus, even though employment increased after the law, it did not increase more in large firms relative to small firms. This suggests that the law did not increase employment, at least by 2000. An alternative way of making the same point is to plot the log of the probability of working in a large or in a small firm divided by the probability of being unemployed. Figure 1 shows that the log odds of employment by firm size are essentially parallel, suggesting that the 35-hour workweek had no effect on the level of employment.
3.5.4. Transitions from large to small firms

Transitions of workers from firms affected by the law in the first instance (large firms) to firms where the adjustment in hours was delayed (small firms) could provide some evidence on whether there are positive spillovers in leisure or complementarities between leisure and cash: in the absence of these effects we should see an increase in these transitions as individuals try to circumvent the restrictions imposed by the 35-hour workweek. This may not be the case if workers anticipate that the 35-hour workweek will also be implemented in small firms with a two-year lag and decide that it is not worthwhile to move. Nevertheless, this is a margin of adjustment we should explore. To do that, we look at employees working in large firms and compare the transitions to small firms of those who were working more than 35 hours (treatment group) relative to those who were working 35 hours or less (control group) before the law. The results are reported in Table 9. The law had no effect on transitions from large to small firms for men. For women, there is evidence of a small increase (0.4 percentage points), but the result is not highly significant (p-value of 13%). 

3.5.5. Satisfaction with hours of work

Just as we measured the direct effect of the 35-hour workweek on employment, we would like to have a direct measure of its effect on workers’ satisfaction. One way of doing this is to look at subjective measures of satisfaction with hours of work. Because this is not the type of information that can be found in labour force surveys, we need to use an alternative data source. 
We use data from the French section of the ECHP, Waves 1 to 8, covering the years 1994 to 2001. This survey has a panel structure, following the same individuals over time. It has information on satisfaction with hours of work and with the amount of leisure time.
 It also has information on firm size, which allows us to classify individuals into the treatment group if they were working in a large firm in the last survey before the law was implemented and 0 if they were working in a small firm. 
The results, reported in table 10, suggest that lower working hours did not make workers happier with their work and leisure times. The workweek reduction reduced satisfaction with working hours for both men and women. Men also became less satisfied with their amount of leisure time.
3.6. Summing up

To close this section it is useful to take stock of the empirical evidence. We found that the 35-hours workweek had the following effects:

· hours of work decreased less for men than for women. This may be explained by men choosing to work more overtime.

· hourly wages increased for men (probably due to an overtime premium). There is no evidence of an increase in wages for women.
· transitions out of employment increased for men as they became more expensive and did not change for women.
· the overall level of employment does not seem to have been affected. 
· dual-job holdings increased for women, suggesting a desire to work more than the mandated number of hours.
· and satisfaction with working hours and the amount of leisure time did not increase
These findings tell a consistent story and provide strong evidence against the work-sharing hypothesis and some hints that positive spillovers in leisure are not important and that complementarities between income and leisure may exist. The effect on hours of work suggests that the law was indeed binding, even if the actual reduction in hours was substantially smaller than the amount legislated (because some workers, specially men, might have chosen to work overtime). The evidence on hourly wages and on dual job holdings suggests that there are other margins of adjustment, which reduced any potential positive impact of the reduction in hours on employment. In particular, the importance of wage reactions to determine the impact of workweek reduction laws is clear in our results: negative employment effects exist only for the group that has obtained an increase in hourly wages (men). The group that has not seen increased hourly wages (women) looked more actively to obtain a second job, an alternative way to keep total hours worked and monthly income unchanged, instead of enjoying the additional leisure time.

The evidence on employment and on satisfaction with working hours provides more direct tests of the work-sharing hypothesis and of the hypothesis of positive spillovers or complementarities between income and leisure, respectively. The evidence on employment shows that the law changed the composition of the labour force, with no evident impact on the overall level of employment. The evidence on satisfaction with working hours suggests that there are no positive spillovers in leisure and, on average, workers may need more income to enjoy extra leisure. This is, to some extent, not surprising as we have seen that positive spillovers arise from a ‘rat race’ in the workplace. This type of ‘rat race’ is likely to be more important for professions with high earnings and high responsibility, such as managerial positions. But, these professions (e.g. lawyers, investment bankers, engineers, researchers, etc) had a large degree of flexibility in adjusting their hours, with directors being completely exempt from the 35-hour workweek. Thus, it is not surprising that the evidence for the existence of positive spillovers is not strong. The professionals who could have benefited more from a coordinated reduction in hours were the ones least affected by it.
4. work-sharing experiments in other countries

The evidence presented in the last section suggests that the 35-hour workweek failed to increase employment and make workers happier with their hours of work. To what extent can this negative evaluation be extended to work-sharing policies in other countries?
The literature evaluating the success of work-sharing experiments is not very extensive. In spite of that, there are studies applying empirical strategies similar to ours to evaluate work-sharing experiments in Germany, Sweden and Canada.

Germany started reducing standard hours in 1985 on an industry-by-industry basis, with the purpose of raising employment. Hunt (1998 and 1999) exploits the cross-industry variation in standard hours’ reductions to study their impact on actual hours worked, wages and employment. She finds that the reductions in hours decreased employment in the period 1984–94. This may be explained by the large increase in hourly wages, which was enough to offset the decline in actual hours worked and keep monthly incomes unchanged.
Sweden reduced working time by 5% for a particular class of shift workers. This reduction happened gradually in the mid-1980s. Skans (2004) evaluates this policy comparing workers affected by the reduction in hours to workers unaffected by it. He finds that there was little implementation of the working-time reduction, with actual hours falling by only about 35% of the reduction in standard hours. Hourly wages increased sharply, almost enough to offset the loss in earnings due to the decline in actual hours. He does not look at the effects on employment.
In Canada, there was a mandated reduction of the workweek from 44 to 40 hours in Quebec between 1997 and 2000 with the aim of increasing employment. This reduction applied only to non-unionized hourly paid workers. Skuterud (2007) looks at the effect of this policy on employment. He uses both DD and DDD estimation. In the DD estimation he compares non-unionized hourly paid workers in Quebec (treatment group) to non-unionized hourly paid workers in Ontario, where there was no reduction in the workweek (control group). In the DDD estimation he exploits another source of variation to control for province-specific factors unrelated to the work-sharing policy. He compares non-unionized hourly paid workers (treatment group) to non-unionized salaried workers (control group) in Quebec (experimental province) and in Ontario (non-experimental province). In other specifications, he also exploits cross-industry variation, comparing industries where hours of worked were affected relatively more to those affected relatively less. His findings suggest that the policy failed to increase employment either at the provincial level or within industries that were affected relatively more. 

The evidence for Canada is particularly striking because its work-sharing experiment has a set of conditions which are particularly suitable for it to succeed in creating more jobs. Skuterud lists five conditions. First, Canada has a less regulated labour market than most European countries. Therefore, it is less likely that unions or the government will impose full wage compensation for the reduction in hours. Second, the reduction in hours was applied to non-unionized hourly paid workers, who are disproportionately unskilled and have high rates of unemployment. They have little bargaining power in wage negotiations and so are unlikely to be able to obtain wage compensations. Third, fixed costs of unemployment for these workers (training costs, benefits, etc) are low, reducing the importance of the scale effect of the reduction in hours. Fourth, the difference in skills between these workers and the unemployed is small, facilitating the substitution between hours and jobs. Finally, survey evidence suggests that these workers have a preference for shorter hours. So, they are less likely to look for a second job. Even with all these suitable characteristics, work sharing failed to create more jobs for these workers.
The cross-country evidence for Germany, Sweden and Canada is consistent with our findings for France and confirms that work-sharing policies have little, if any, potential to increase employment.

5. policy implications

Our analysis suggests that the 35-hour workweek in France failed to create more jobs and promoted a series of behavioural changes suggestive that many workers were less happy with their working hours. Available evidence for other countries, such as Germany, Sweden and Canada, also shows that reductions in hours failed to increase employment.
The fallacy underlying the intuitive and simple idea of work sharing is that it fails to consider additional margins of adjustment other than hours and jobs. In particular, it seems too strong to assume that hourly wages will remain unchanged by the law. Even for groups of workers to whom this assumption applies, other margins of adjustment, like holding an extra job, could decrease the potential of legislated workweek reductions to create more jobs. At the same time, the idea of positive spillovers in leisure, motivated by a ‘rat race’ equilibrium in the workplace, seems to be relevant in some professions, in particular the ones where long hours and high salaries are the rule. But, because the shorter workweek was applied much more flexibly to workers in managerial positions, with directors being fully exempt, its potential to provide a mechanism for offsetting the ‘rat race’ equilibrium was largely diminished.
Our results suggest that the 35-hour workweek should be discontinued and workers and firms should be free to choose the length of the workweek. This would eliminate the costly side effects of the law (in terms of individuals’ welfare) that we examined in this paper, such as the increase in movements in and out of employment and in dual job holdings. Relaxing the law along the lines initially proposed by Nicolas Sarkozy, exempting overtime from payroll charges and income tax, is unlikely to yield the same results as discontinuing the law altogether, at least for two reasons. First, overtime hours are paid with a premium. It is not clear whether the tax savings by firms will be enough to bring the cost of overtime hours in line with the cost of regular hours. Second, the two policies (discontinuing the law or relaxing it by exempting overtime from taxes) are clearly not equivalent from the point of view of the government budget.
Table 1: Summary Statistics

	 
	                                35 Hours or Less
	 
	                          More than 35 Hours

	
	           Large firms
	 
	           Small firms
	
	          Large firms
	 
	          Small firms

	 
	1993-1997
	1998-2000
	 
	1993-1997
	1998-2000
	 
	1993-1997
	1998-2000
	 
	1993-1997
	1998-2000

	Percentage female
	85.460
	79.279
	
	85.162
	79.447
	
	34.072
	32.602
	
	35.999
	33.800

	
	(35.257)
	(40.567)
	
	(35.550)
	(40.420)
	
	(47.397)
	(46.886)
	
	(48.000)
	(47.308)

	Average net monthly income (francs)
	5671.961
	5036.295
	
	4578.945
	4234.521
	
	7922.348
	9450.667
	
	8526.168
	9094.425

	
	(21667.760)
	(5036.926)
	
	(18968.900)
	(2621.242)
	
	(4645.550)
	(36615.400)
	
	(31722.900)
	(36429.050)

	Percentage with tenure less than        1 year
	18.600
	13.694
	
	20.077
	20.207
	
	8.378
	10.269
	
	14.201
	16.567

	
	(38.918)
	(34.409)
	
	(40.060)
	(40.166)
	
	(27.707)
	(30.362)
	
	(34.907)
	(37.182)

	Average hours in primary job
	23.920
	23.955
	
	22.703
	23.069
	
	40.564
	40.541
	
	41.190
	40.992

	
	(7.032)
	(7.561)
	
	(7.401)
	(7.327)
	
	(4.436)
	(4.644)
	
	(5.731)
	(5.270)

	Average hours in second job
	0.704
	0.845
	
	0.925
	1.110
	
	0.125
	0.075
	
	0.136
	0.108

	 
	(3.588)
	(3.888)
	 
	(4.066)
	(4.535)
	 
	(1.680)
	(1.277)
	 
	(1.714)
	(1.185)


Notes: Table reports group means by hours worked, firm size and time period. Standard errors are reported in parentheses. The sample is limited to employees under age 64 with positive net monthly income and excludes self-employed individuals.

Source: French labour force survey (Enquête Emploi), 1993-2000.
Table 2: Distribution of Usual Weekly Hours (%)

	 
	                              Small firms
	 
	                                Large firms

	 
	Above 39
	39
	35-39
	35
	Below 35
	 
	Above 39
	39
	35-39
	35
	Below 35

	1999
	21.49
	49.02
	2.25
	2.46
	24.78
	
	16.44
	47.43
	8.66
	5.48
	15.88

	2000
	21.39
	44.64
	2.2
	7.2
	24.57
	
	14.46
	30.66
	8.64
	24.43
	15.76

	2001
	21.7
	41.33
	3.27
	11.86
	21.82
	
	13.49
	18.9
	8.47
	35.68
	13.53

	2002
	17.35
	21.54
	4.75
	33.73
	22.62
	 
	13.38
	9.99
	9.71
	45.42
	15.42


Source: Enquête Emploi, 1993-2000.
Table 3: Usual Weekly Hours
	
	Men
	Women

	Treatment
	-0.594***
	-0.243*

	
	(0.100)
	(0.137)

	Treatment*Post 1999
	-0.170
	-0.443*

	
	(0.104)
	(0.247)

	Married
	0.375***
	-0.349***

	
	(0.085)
	(0.087)

	Children under 6
	0.040
	-0.559***

	
	(0.052)
	(0.115)

	Age
	0.146***
	-0.047*

	
	(0.027)
	(0.025)

	Tenure less than 1 year
	-0.144
	-0.419***

	
	(0.155)
	(0.139)

	 N
	25642
	15292


Notes: Robust standard errors adjusted for clustering by year × treatment. Regressions include year dummies, region effects, education, age-squared, and GDP× treatment. Sample excludes part time workers. *** significant at the 1% level, ** significant at the 5% level, * significant at the 10% level. 
Estimated equations:
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 is an indicator equal to 1 if the worker works at a large firm at time t and 0 if he works at a small firm.

Least squares estimates.
Sources: Enquête Emploi, 1993-2000; authors’ calculations.
Table 4: Wages and Monthly Income

	
	Log Hourly Wage
	Log Monthly Income

	
	Men
	Women
	Men
	Women

	A. Workers between 10% below and 10% above minimum wage

	
	
	
	
	

	Treatment
	0.010***
	0.014**
	-0.002
	-0.001

	
	(0.002)
	(0.005)
	(0.002)
	(0.003)

	Treatment*Post 1999
	0.010***
	-0.006
	0.002
	0.001

	
	(0.001)
	(0.007)
	(0.002)
	(0.002)

	Married
	0.009**
	0.004
	0.008***
	0.005*

	
	(0.003)
	(0.005)
	(0.002)
	(0.003)

	Children under 6
	-0.006**
	0.003
	-0.003**
	-0.001

	
	(0.002)
	(0.003)
	(0.001)
	(0.002)

	Age
	0.005***
	0.004***
	0.003***
	0.003***

	
	(0.001)
	(0.001)
	(0.0004)
	(0.0007)

	Tenure less than 1 year
	-0.005
	-0.002
	-0.005**
	0.001

	
	(0.004)
	(0.007)
	(0.002)
	(0.004)

	N
	7640
	3794
	7641
	3794

	
	
	
	
	

	B. Workers between 10% and 80% above minimum wage

	
	
	
	
	

	

	Treatment
	0.021***
	-0.016***
	0.008**
	-0.006***

	
	(0.002)
	(0.005)
	(0.003)
	(0.002)

	Treatment*Post 1999
	0.014**
	-0.016*
	0.0002
	-0.005

	
	(0.006)
	(0.009)
	(0.002)
	(0.003)

	Married
	0.024***
	0.025***
	0.026***
	0.007

	
	(0.005)
	(0.007)
	(0.004)
	(0.004)

	Children under 6
	-0.003
	0.010
	-0.004**
	-0.008**

	
	(0.002)
	(0.007)
	(0.001)
	(0.003)

	Age
	0.019***
	0.033***
	0.013***
	0.023***

	
	(0.001)
	(0.002)
	(0.001)
	(0.002)

	Tenure less than 1 year
	-0.024***
	-0.035**
	-0.012*
	-0.027***

	
	(0.007)
	(0.015)
	(0.006)
	(0.008)

	N 
	10602
	5319
	10603
	5320


Notes: Robust standard errors adjusted for clustering by year × treatment. Hourly wage is monthly wage/(4.33×usual weekly hours). Section A. shows the results for a sample of employees under age 64 with net monthly income between 10% below and 10% above the minimum wage. Section B. shows the results for a sample of employees under age 64 with net monthly income between 10% and 80% above the minimum wage. Regressions include year dummies, region effects, education, age-squared, and GDP× treatment. Sample excludes part time workers. 

Estimated equations:
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Treatment

 is an indicator equal to 1 if the worker works at a large firm at time t and 0 if he works at a small firm.

Least squares estimates.
Sources: Enquête Emploi, 1993-2000; authors’ calculations.
Table 5: Dual Job Holdings

	
	Including Part Time
	Excluding Part Time

	
	Men
	Women
	Men
	Women

	Treatment
	-0.010***
	0.002
	-0.006***
	0.004

	
	(0.001)
	(0.002)
	(0.001)
	(0.002)

	Treatment*Post 1999
	-0.005*
	-0.0003
	-0.0008
	0.012***

	
	(0.002)
	(0.006)
	(0.002)
	(0.003)

	Married
	0.002
	-0.024***
	0.004***
	-0.008***

	
	(0.002)
	(0.003)
	(0.001)
	(0.002)

	Children under 6
	-0.001
	-0.004**
	-0.001
	0.004***

	
	(0.001)
	(0.002)
	(0.001)
	(0.001)

	Age
	0.002**
	0.004***
	0.001
	0.001

	
	(0.001)
	(0.001)
	(0.0007)
	(0.0007)

	Tenure less than 1 year
	-0.007**
	-0.009
	-0.002
	0.003

	
	(0.002)
	(0.007)
	(0.002)
	(0.003)

	 N
	27263
	24112
	25935
	14716


Notes: Robust standard errors adjusted for clustering by year × treatment. Regression includes year dummies, region effects, education, net monthly income, age-squared and GDP× treatment.

Estimated equation:
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 is an indicator equal to 1 if the worker works at a large firm at time t and 0 if he works at a small firm.

Least squares estimates.
Sources: Enquête Emploi, 1993-2000; authors’ calculations.
Table 6: Transitions from Employment to Unemployment
	
	Men
	Women

	Treatment
	-0.011**
	0.006

	
	(0.004)
	(0.006)

	Treatment*Post 1999
	0.028***
	-0.003

	
	(0.005)
	(0.005)

	Married
	-0.016**
	-0.005

	
	(0.007)
	(0.006)

	Children under 6
	0.003
	-0.007

	
	(0.003)
	(0.006)

	Age
	0.0003
	0.0004

	
	(0.002)
	(0.002)

	Tenure less than 1 year
	0.082***
	0.074***

	
	(0.008)
	(0.014)

	Seasonal contract
	0.003
	0.174**

	
	(0.047)
	(0.062)

	 N
	8542
	4779


Notes: Robust standard errors adjusted for clustering by year × treatment. Regression includes year dummies, region effects, education, age-squared, and GDP× treatment. The sample is limited to employees working more than 35 hours at time t (the first year in each panel).

Estimated equation:
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Least squares estimates.
Sources: Enquête Emploi, 1993-2000; authors’ calculations.
Table 7: Transitions from Unemployment to Employment
	
	Men
	Women

	
	log[P(large)/
P(unemployed)]
	log[P(small)/
P(unemployed)]
	log[P(large)/
P(unemployed)]
	log[P(small)/
P(unemployed)]

	Unemployed
	-2.875***
	-2.576***
	-2.462***
	-2.253***

	
	(0.176)
	(0.218)
	(0.207)
	(0.208)

	Unemployed*post1999
	1.878***
	1.891***
	1.602***
	1.449***

	
	(0.186)
	(0.187)
	(0.289)
	(0.228)

	Unemployed*unemployed less than a year
	0.511***
	0.447***
	0.669***
	0.501***

	
	(0.097)
	(0.165)
	(0.177)
	(0.124)

	Married
	0.878***
	0.806***
	0.132**
	0.171***

	
	(0.089)
	(0.060)
	(0.067)
	(0.061)

	Children under 6
	-0.094
	-0.054
	-0.335***
	-0.299***

	
	(0.084)
	(0.091)
	(0.091)
	(0.069)

	Age
	0.106***
	0.051**
	0.059*
	0.060**

	
	(0.033)
	(0.026)
	(0.036)
	(0.031)

	p-value for equality of coefficients on unemployed*post1999
	0.893
	0.126

	N
	7016
	7110


Notes: Robust standard errors adjusted for clustering by year × unemployed in base year. Comparison group is the unemployed. Estimates give the change in the log odds ratio for a one-unit change in the independent variable. Regression includes year dummies, region effects, education and age-squared. 

Estimated equation:
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 takes three values (k=1, 2, 3): 1 if the individual is unemployed, 2 if he is employed at a large firm, and 3 if he is employed at a small firm at time t+2 (the last year in each panel). 
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is an indicator equal to 1 if the individual is unemployed at time t (the first year in each panel) and 0 otherwise. 
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 is an indicator equal to 1 if the individual has been unemployed for less than one year at time t and 0 otherwise.
Multinomial logit estimates.
Sources: Enquête Emploi, 1993-2000; authors’ calculations.
Table 8: Employment

	
	Men
	Women

	
	log[P(large)/
P(unemployed)]
	Log[P(small)/
P(unemployed)]
	log[P(large)/
P(unemployed)]
	log[P(small)/
P(unemployed)]

	Post1999
	0.143***
	0.153***
	0.038
	-0.010

	
	(0.038)
	(0.033)
	(0.038)
	(0.031)

	Married
	1.162***
	1.074***
	0.360***
	0.452***

	
	(0.036)
	(0.031)
	(0.033)
	(0.027)

	Children under 6
	-0.123***
	-0.070***
	-0.280***
	-0.288***

	
	(0.027)
	(0.024)
	(0.030)
	(0.023)

	Age
	0.165***
	0.106***
	0.095***
	0.076***

	
	(0.010)
	(0.008)
	(0.010)
	(0.008)

	p-value for equality of coefficients on post1999
	0.755
	0.185

	N
	46719
	44425


Notes: The comparison group is the unemployed. Estimates give the change in the log odds ratio for a one-unit change in the independent variable. Regression includes year dummies, region effects, education and age-squared. 
Estimated equation:
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status

 takes three values (k=1, 2, 3): 1 if the individual is unemployed, 2 if he is employed at a large firm, and 3 if he is employed at a small firm at time t. 
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post

1999

 is an indicator equal to 1 if year t corresponds to 1999 or after and 0 otherwise.
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X

 is a vector of control variables.
Multinomial logit estimates.

Sources: Enquête Emploi, 1993-2000; authors’ calculations.
Table 9: Transitions from Large to Small Firms
	
	Men
	Women

	Treatment
	-0.022***
	-0.031***

	
	(0.007)
	(0.004)

	Treatment*Post 1999
	0.0006
	0.005

	
	(0.009)
	(0.003)

	Married
	0.008**
	0.007**

	
	(0.003)
	(0.003)

	Children under 6
	0.002
	-0.007*

	
	(0.003)
	(0.003)

	Age
	-0.006**
	-0.004

	
	(0.002)
	(0.003)

	Tenure less than 1 year
	0.062***
	0.074***

	
	(0.006)
	(0.012)

	 N
	18671
	14563


Notes: Robust standard errors adjusted for clustering by year × treatment. Regression includes year dummies, region effects, education, net monthly income, age-squared, and GDP× treatment. The sample is limited to employees working at large firms at time t (the first year in each panel).

Estimated equation:
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 is an indicator equal to 1 if the worker works at a small firm at time t+2 (the last year in each panel) and 0 if he works at a large firm. 
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X

 is a vector of control variables. 
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treatment

 is an indicator equal to 1 if the worker works more that 35 hours at time t and 0 otherwise.

Least squares estimates.
Sources: Enquête Emploi, 1993-2000; authors’ calculations.
Table 10: Satisfaction with Hours of Work and Amount of Leisure Time

	
	Men
	Women

	Satisfaction with:
	Working Hours
	Amount of Leisure Time
	Working Hours
	Amount of Leisure Time

	Treatment
	-2.375**
	0.217***
	-3.139***
	0.023

	
	(1.186)
	(0.058)
	(0.993)
	(0.182)

	Post
	0.908***
	0.098***
	0.648***
	0.088**

	
	(0.055)
	(0.014)
	(0.058)
	(0.042)

	Treatment*Post 
	-1.610**
	-0.114***
	-1.773***
	0.006

	
	(0.645)
	(0.033)
	(0.559)
	(0.117)

	Health problems
	0.027
	-0.167***
	0.061
	-0.136

	
	(0.167)
	(0.061)
	(0.261)
	(0.253)

	Married
	-0.096
	-0.105
	-0.161
	-0.201***

	
	(0.112)
	(0.090)
	(0.185)
	(0.038)

	Age
	-0.002
	-0.003
	0.009***
	-0.010*

	
	(0.004)
	(0.005)
	(0.004)
	(0.006)

	Children under 12
	0.017
	-0.231**
	-0.153**
	-0.659***

	
	(0.045)
	(0.111)
	(0.073)
	(0.074)

	 N
	1016
	562


Notes: Robust standard errors adjusted for clustering by treatment × Post. Regressions include region effects, education, net monthly income, and GDP× treatment. The sample is limited to full time employees.

Estimated equations:
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y

 represents self-reported levels of satisfaction with hours worked and the amount of leisure time, on a scale from 1 (not satisfied) to 6 (fully satisfied). 
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post

 is an indicator equal to 1 if year t falls within the period after the law and 0 otherwise. 
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X

 is a vector of control variables. 
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treatment

 is an indicator equal to 1 if the worker works in a large firm just before the law was implemented and 0 if he works in a small firm just before the law was implemented.

Ordered Probit estimates.
Sources: ECHP for France, Waves 1 to 8 (1994-2001); authors’ calculations.

Figure 1. Log employment probabilities by firm size
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� Key references in this debate are Alesina et al. (2005), Blanchard (2004), and Prescott (2004).


� For a more technical and comprehensive discussion of this and other strategies for identifying causal effects, see Angrist and Krueger (1999).


� An example of this type of ex post evaluations is the study by Crépon et al (2005).


� The same approach could be applied mechanically in the evaluation of the 35-hour workweek law by defining the treatment group as individuals working more than 35 hours per week before the law was announced and the control group as individuals working less than 35 hours before the law was announced. However, while the difference between having a workweek of 40 hours or more or 39 hours or less could be viewed as marginal in terms of the type of individual who would choose one schedule over the other, the same cannot be argued about the two types of individuals separated by the most recent law. Indeed, individuals working less than 35 hours per week can be significantly different from those working 39 hours or more. In particular, they may have a stronger desire to work part-time or have a more flexible schedule. The dynamics of part-time choice and the decision to hold more than one job when the workweek in the main job becomes significantly smaller may generate behavioral changes that complicate the identification of the effects studied in this paper. We will return to this important issue later.  


� An example of this type of study is Cette et al (2005).


� Notice that data characteristics limit how far in time our analysis can go. All information after June 1998 is tainted by the possible endogenous response of economic agents to the law and, thus, cannot be used to “control” the start of the experiment. Because we can only follow people for three years, the experiment proposed here can only produce a snapshot of the effect of the law in March 1999 and March 2000. Further research needs to be designed to study the effects of the law beyond that.  


� We exclude workers with earnings more than 80% above the minimum wage as we want to ensure more homogeneity within the group. Moreover, as we have discussed, the law gave more flexibility in the negotiation of hours to workers in managerial positions. These workers are more likely to be at the top of the earnings distribution.


� The results are insensitive to estimation with individual fixed effects to account for unobservable differences among individuals.


� Satisfaction with hours of work and with the amount of leisure time is measured on a scale from 1 to 6. There is some skepticism about the quality of subjective measures of happiness and satisfaction. But, in most cases, friends and colleagues of the individual give ratings which are strongly related to the way people rate themselves, as reported in Diener and Suh (1999). This is reassuring and suggests that these measures provide useful information on individuals’ welfare.
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