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This video discusses the impact of employment protection legislation (EPL) on job creation and
destruction. EPL consists of regulations that prevent unjustified dismissals by employers, aiming to
protect workers. The author investigates how changes in EPL—specifically a reduction in
employment protection—affect firms' behaviors regarding hiring (job creation) and layoffs (job
destruction).

Previous literature suggests that reducing employment protection would lead to both increased job
creation and job destruction because firms would be more willing to hire if they could easily let go of
workers when necessary. However, the author finds through a study of Italian firms that after 2012,
when EPL was relaxed, there was a notable increase in job destruction, but no corresponding
increase in job creation for firms with around 15 employees—contrary to predictions.

This video study uses a difference-in-differences approach with treatment groups that include firms
above the cutoff (15 employees) and those exactly at the cutoff, comparing them to a control group
of smaller firms. Findings indicate that larger firms tended to fire more employees post-reform,
while those at the cutoff did not increase hiring despite expectations.

The study highlights the importance of considering policy uncertainty when assessing the effects of
labor laws, noting that firms might act conservatively due to fears of potential future policy
reversals. The author emphasizes the need for stability in employment policies to ensure firms can
make confident hiring decisions without the anxiety of forthcoming regulatory changes.

Overall, the text suggests that the real-world effects of labor regulations can diverge from
theoretical expectations due to factors like policy uncertainty, which can complicate the objectives of
employment protection reforms.
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