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Job Market Paper: Firm Heterogeneity and Collective Agreements: a Structural Model of Minimum Wages
m Spain

In an environment with high coverage of collective agreements, unions and employers in large firms are able
to set the level of minimum wages that fit them best in terms of wages, and unemployment, because they
can drive competitors out of the market, having detrimental effects on small firms. This paper develops a
structural search and matching model with two-sided heterogeneity, minimum wages, and collective bargaining
negotiations. The model is tested on Spanish data to explain why unions and surprisingly employers are willing
to raise the minimum wage: because they gain labour market power. In a nutshell, the rise in the minimum
wage level causes cost increases that push small firms out of the market, or leads them to fire workers not
productive enough to pay for the minimum wage; large firms are not so much affected but enjoy a new stock
of unemployed at their disposal and find it easier to fill vacancies; furthermore, employed workers have less
alternative offers to bring the current employers into competition for their services and be granted a pay raise.
In a counterfactual exercise, I show that in environments of low unemployment workers and employers would
be willing to raise the minimum wage level. A social planner would promote representation of unions and
employers in small firms to set the minimum wage level, and so reduce externalities.
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