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Potential benefits and costs.There are a number of potential benefits and costs

from EPL. Starting with the benefits:

For the worker. The key intent of EPL is to

reduce economic uncertainty by enhancing job and income security. Advance notice,
for example, is a means to give workers ample warning of future layoffs and thus
facilitate job search; seniority clauses are a means to protect older workers against

dismissal; redundancy payments compensate workers for jobloss. Employment
protection may also enhance worker satisfaction and longer-term attachment to the

job. Finally, if EPL implies longer-lasting employment relationships, this may provide
positive incentives (to both the employer and the employee) to augment the worker’s
skills, especially those specific to the firm. Greater investment in training may, in turn,
enhance productivity on the current job as well as re-employment prospects in case of

a layoff.

For the firm. Stable employment relationships can be a positive asset for firms
insofar as they provide one of the preconditions for more trust, loyalty to the firm and
co-operation on the part of the workforce [Akerloff (1984)]. For example, workers
who feel secure may be less likely to resist the introduction of new technologies in the
workplace and the reorganization of working practices. Since a firm’s decision to
invest in training depends partly on the degree of its workers’ attachment, EPL may
enhance skill formation and, hence, internal flexibility.
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For the worker. Even if EPL has the desired effects of improving the access of
some workers to stable jobs that provide ample training opportunities, it may
simultaneously disadvantage workers who fail to gain access to these sorts of jobs. In
other words, EPL may enhance the dualism between protected workers (so-called
“insiders”) and jobseekers and temporary workers (so-called “outsiders”). But even
workers in jobs that are covered by EPL rules face significant trade-offs. While EPL
may reduce the probability that “insiders” will become unemployed due to
redundancies, it may increase the chance of long-duration unemployment for the
smaller number of workers continuing to be laid off by their employers. To the extent
that EPL reduces overall hiring in the economy, it may also tend to lock protected
workers into relatively poor job matches by making it more difficult for them to obtain a
new position. Finally, employers may try to off-set some of their costs of complying
with EPL by negotiating lower.

For the firm. Employment protection may raise labour costs since it is, in effect, a
tax on work-force adjustments, obliging firms to pay severance payments and comply
with other regulatory requirements. To some extent, firms can reduce these explicit
costs by “smoothing” employment. However, doing so may result in significant implicit
costs, such as the costs of keeping non-productive workers in the firm or of remaining
overstaffed for significant periods of time following reductions in demand.
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