Accepted Manuscript

Welfare Under Friction and Uncertainty: General Equilibrium
Evaluation of Temporary Employment in the U.S.

Guanyi Yang

Pll:
DOI:
Reference:

To appear in:

Received date:

Revised date:

Accepted date:

Please cite this article as: Guanyi Yang, Welfare Under Friction and
librium Evaluation of Temporary Employment in the U.S., Research in Economics (2018), doi:

S1090-9443(18)30201-1
10.1016/j.rie.2018.07.005
YREEC 769

Research in Economics

26 June 2018
21 July 2018
22 July 2018

10.1016/j.rie.2018.07.005

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and

all legal disclaimers that apply to the journal pertain.

RESEARCH IN
ECONOMICS

[ S R S

Uncertainty: General Equi-



https://doi.org/10.1016/j.rie.2018.07.005
https://doi.org/10.1016/j.rie.2018.07.005

Weltare Under Friction and Uncertainty:
General Equilibrium Evaluation of Temporary
Employment in the U.S. *

Guanyi Yang'
St. Lawrence University

Abstract

Temporary contracts usually fall outside'of employee protection lit-
igation, thus they are often cheaper than permanent contracts and are
offered on-demand by firms. In the last two decades, there has been a
sharp growth in such contracts in the U.S. labor market. This paper
investigates the welfare consequences of offering temporary contracts
in the U.S., an environment with low employee protection litigation
and high production‘risk for firms. Employee protection litigation
creates firing rigidity in‘regular labor markets. Pairing firing rigidity
with high production risk; firms reduce employment and output, which
generates welfare loss? The inexpensive and flexible nature of tempo-
rary contracts offers firms a buffer strategy in making employment
decisionsyunder risk and navigating the firing rigidity of the regular
labor” sectory thereby reducing welfare loss. However, temporary con-
tractscannot fully compensate for the efficiency cost from rising firing
rigidity and risk.
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