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Abstract
The Temporary Employment Regulation File, known as “ERTE”, has been one of
the most pronounced words throughout this last year. In this work we have
proceeded to analyse the main factors that must be known about an “ERTE” as
well as its future consequences.
Throughout the work I have proceeded to analyse the different consequences
that the pandemic has caused and the consequences on the population as well
as the people suffered by “ERTE”. For this reason, I have analysed the different
macroeconomic indicators such as GDP and the unemployment rate in Spain as
well as in the different Autonomous Communities. The pandemic has caused
negative impacts on the population of the Balearic Islands. Its only economic
motor engine is the tourism sector and the main restriction to stop the COVID-19
was the limitation of mobility. That’s why we will analyse the case of the Balearic
Islands focusing on its GDP and the unemployment rate and how they would act
to have a fast recovery.
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1. INTRODUCTION
The COVID-19 pandemic is a pandemic caused by a disease derived from the
SARS-CoV-2 virus. His first case was discovered in December 2019 when a case
was reported in Wuhan, the capital of Hubei, China, where a group of patients
had an unknown type of pneumonia. The World Health Organization, known as
WHO, classified the world as a pandemic on March 11, 2020, where at that time
118,629 cases were reported in 114 different countries, of which 4,292 people
died. At the end of 2020, the announcement of the creation of a vaccine that
allows to immunize the world population appears. Currently, COVID-19 has killed
3.2 million deaths and more than 158.4 million people have been infected.
Figure 1: Coronavirus cases in the world

Source: RTVE

The United States has been the country most affected by the pandemic. 32.7
million people have been infected and 581,000 have died from the virus. India
and Brazil are the two countries that have suffered the most health after the
United States.
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Figure 2: Countries with the most deaths and cases of coronavirus

Source: RTVE

We observe Spain in ninth place with an accumulation of 3,567,408 infections
and 78,792 deaths. It ranks sixth with the most infections in Europe. The first
country with the most infections in Europe is France, with a total of 5,777,087
infected by COVID-19.
In December 2020, the population began to be vaccinated. A total of 1,235 million
doses have been administered. In the case of Spain, only 12.6% of the population
is immunized, and 28% have at least one dose. The Balearic Islands have 9.2%
of the population immunized and 22.3% with at least one dose. In North America
48.32% of the population has received at least one dose. Followed by the
European Union that 27.35% have received at least one dose.
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Figure 3: Immunized population

Source: RTVE

The country that has the most immunized population is the Seychelles, where it
has 60.68% of the population immunized and almost 70% with at least one dose.
What appeared to be a V-shaped health crisis is dragging on much longer than
expected. The health measures adopted with the state of alarm have had
immediate effects on the labour markets and the behaviour of the population, thus
causing enormous negative economic consequences, especially in the hospitality
industry. One of the main measures to alleviate the economic and social effects
of the crisis has been the flexibility of the Temporary Employment Regulation
Files, known as “ERTE” and the improvement of their conditions. In addition,
other measures have been adopted, such as the approval of social guarantees
for banking entities to provide liquidity to natural or legal persons (Felgueroso et.
Al, 2020, p.17). Apart from prohibiting the suspension of payment for nonpayment of electricity, water, gas and telecommunications supplies, a threemonth moratorium on the payment of real estate mortgages has been
implemented.
Felgueroso et al. (2020) indicate that given the avalanche of ERTE applications
in April 2020, there was a collapse in the processing of them, which has caused
an evolution over the months towards flexibility and the payment of
unemployment benefits to weather.
When the first case of coronavirus was detected in Spain, we never imagined that
it would become so drastic. A year later, the country has experienced the greatest
economic crisis ever imagined. Months after the first case of COVID-19 in Spain,
the Government implemented a total confinement based on the closure of all
9

companies and fifteen days locked up at home, where the only companies that
could open were those that provided food and vital services. In April 2020, the
sudden increase in the unemployment rate (by more than 300,000 people) and a
sharp drop in Social Security affiliation began to be seen in the main
macroeconomic indicators. (Felgueroso et al. 2020, p. 22). Those affected by
ERTE in April 2020 numbered more than four million workers. And, in two months,
effective unemployment, the total sum of the assets that are not working
regardless of whether they are registered with Social Security, totalled 8.4 million
people, figures never reached. These changes in the main macroeconomic
indicators translate into a fall in GDP in Spain of more than 20%. On April 28, the
de-escalation plan is approved, causing the entire country to enter phase 0 and
what seemed like a rapid economic recovery has continued, even a year later,
currently living with mobility limitations and vaccines to limit the virus.
In this work, we will see the evolution of the “ERTE” until February 2021, the date
of which this final degree project is delivered.
1.1. OBJECTIVES
The main objective of this degree project is to study the economic consequences
of the “ERTE” that has become more importance during the pandemic time. So,
the main objectives are:
- To understand the evolution of the “ERTE” in Spain during the
pandemic era.
- Analyse the different economic impacts of the “ERTE” in Spain and
into the different Autonomous Communities.
- To understand the differences between the other short time works
in different countries.
- To understand the consequences of the COVID-19 in Spain and
more specifically in the Balearic Islands.
- To show how can affect to an economy when an Autonomous
Community has their economic engine to one sector, tourism in the
case of the Balearic Islands.
1.2. METHODOLOGY
In this final degree project, I have based on the compilation of existing information
on the current economic situation in Europe, as well as in Spain and specifically
in the Balearic Islands. I have used a conceptual analysis to define policies and
concepts to better understand the evolution throughout the work. I have been
based on a bibliographic search captured by sources such as scientific articles,
scientific journals, books, scientific documents, dissertations, news, etc. To
obtain an in-depth understanding of the chosen topic and in some cases I have
carried out a comparative analysis. I have based my searches through Google
Academic, the online library of the University of the Balearic Islands, the National
Institute of Statistics, the scientific journal FEDEA, BBVA Research, CaixaBank
Research, the Balearic Institute of Statistics, among others. In addition, I have
carried out an empirical study based on quantitative and qualitative market
studies to draw my own conclusions, although there is a data search problem due
to the lack of publication of real data on macroeconomic indicators. I have
provided the work with comparisons made by me, graphs and tables in order to
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better understand the objective of this work, which is the economic analysis of
the "ERTE".
2. LEGAL CONTEXT OF THE ERTE
Since the state of alert was declared and the health crisis continued, many
companies carried out the so-called ERTE, Temporary Employment Regulation
File, and ERE, Employment Regulation File, to continue their work activity. There
are many people that nowadays are working under ERTE and not everyone
understands the main goal of it. Which is the definition beyond the basic one
everyone knows? Which are the differences between ERTE and ERE? Which is
the main risk that an ERTE become an ERE? Which is their legal framework?
2.1. DEFINITION AND LEGAL FRAMEWORK
An ERTE, also known as Temporary Employment Regulation File, is one of the
procedural measures described in the Workers’ Statute to reduce in a company,
the labour costs of their workers through two modalities, either by suspending
their contracts or reducing their working hours. The ERTE is regulated by article
47 in the Workers’ Stature.
A contract can be suspended, according to article 47.1. of the Workers' Statute,
due to economic, technical, organizational or production causes. In this way, it
will be applied for economic reasons when the fruits of the economic activity of
the company turn out to be negative, with the existence of current or anticipated
losses, and when the ordinary income or sales of such activity are decreasing at
a constant level, it is that is, "when the reduction in the level of income is carried
out during two consecutive quarters, the result being lower than that registered in
the same quarter of the previous year" (Art.47.1. Workers' Statute).
In contrast, it will be applied for technical reasons, when changes are made to
the means of production; for organizational reasons when changes are made in
personal work methods or in the organizational manner of production; and, for
productive reasons, when there are changes in the demand for the product /
service that the company is destined to produce.
Furthermore, "a contract may be suspended due to force majeure in accordance
with the procedure established in article 51.7 of the Workers' Statute." (Art. 47.3
Statute of Workers).
Said suspension must be checked with the Labour Authority. It must be the
company that will present the request for said ERTE to the Labour Authority. It
will be then when the labour authority will have a period of 5 days to make the
opinion on said request, at which time said response must be communicated to
the workers' representative.
On the other hand, the contract may be reduced in working hours for the same
reasons mentioned above, economic, technical, organizational, or productive,
"being the reduction between ten and seventy percent of the working hours
computed on the basis of a daily, weekly, monthly or annual shift”. (Art. 47.2.
Workers Statute). In addition, overtime work will be prohibited except for force
majeure.

11

Workers will have the right to rejoint the company in the same conditions that they
had left, regardless of the type of ERTE that has been executed.
ERTEs for economic, technical, organizational and production reasons have
been modified as the health crisis progressed. As of July 1, two thousand and
twenty, those companies with a rank of less than fifty workers are exempt from
sixty percent of the payment to Social Security. For those companies with a rank
greater than fifty workers, forty percent of the payment to Social Security is
exempt.
On the other hand, “ERTE”s due to Force Majeure were extended until
September 30, which has also undergone a transition.
Figure 4: Transition “ERTE” (Force Majeure “ERTE” - Total as of June 30)
< fifty workers
> fifty workers
July
70%*
50%*
August
60%*
40%*
September
35%*
25%*
* exemption from payment to Social Security
Source: made by me

Figure 5: Extension of partial Force Majeure “ERTE”
< fifty workers
> fifty workers
July
Activated – 60%*
Activated – 40%*
Discontinued – 35%*
Discontinued – 25%*
August
Activated – 60%*
Activated – 40%*
Discontinued – 35%*
Discontinued – 25%*
September
Activated – 60%*
Activated – 40%*
Discontinued – 35%*
Discontinued – 25%*
* exemption from payment to Social Security
Source: made by me

According to Royal Decree-Law 24/2020, of June 26, “[…] therefore it is
considered necessary to extend, until September 30, the protection measures
associated with the temporary employment regulation files in cases where they
derive from the impact of COVID-19 […]”. During the extension of the “ERTE”
due to Force Majeure, the exoneration to social security varied depending on
whether the company's workers are in a suspended contract, whose exoneration
will be less, or if they are in an active contract, that is, if they are reincorporated
in the company, whose payment will be higher.
The Ministry of Labour and Social Economy is the competent authority to carry
out the processing of ERTEs that affect the workers of those companies that
provide services to different autonomous communities. Unlike these companies,
those that only provide services to an autonomous community, the labour
authority will be the one set by said community, which in the case of the Balearic
Islands is the General Directorate of Labour Illes Balears.
Next, we observe the processing times of ERTE due to force majeure:
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Figure 6: “ERTE” processing due to force majeure

1

2

3

Five business days
Source: made by me

1. ERTE request with prior communication to the workers and their legal
representatives.
2. Within a period of five business days, the opinion for the processing of the
procedure must be decreed. If the administration, after five business days, does
not answer, we will understand the administrative silence as positive. The
company must present within a maximum period of five days, the collective
application for unemployment benefits before the SEPE, the entity in charge of
unemployment benefits.
3. Once the opinion has been decreed, the company that has requested the
processing must communicate, to the workers and legal representatives, the
decision taken, informing the Labour Authority of everything. The duration of this
phase will be established depending on the mobility and activity limitations
imposed by the alarm state.
In contrast, the processing times for ERTEs in suspension of the contract and
reduction of working hours due to economic, technical, organizational and
production reasons, are the following:
Figure 7: ERTE processing for economic, technical, organizational and
production reasons

Five days

Seven business
days

Fifteen business
days

Source: made by me
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1. If the company does not have legal representation of the workers, it will
be communicated to the most important unions in the sector and the
workers will be informed of said decision. If the company already has legal
representation, it should ignore point number 2.
In addition, the company must submit to the SEPE, the entity in charge of
unemployment benefits, the collective application for unemployment
benefits.
2. If the company does not have legal representation of the workers, it
must implement a representative commission of the workers to negotiate
future measures of the ERTE, within a period of 5 days.
Once informed about the representative commission,
3. The consultation stage will begin where everything will be reported to
the Labour Authority. The consultation stage will last for seven business
days.
4. Once said stage is finished, the company will have a period of fifteen
days where it must notify the representatives and the Labour Authority
about said resolution on the suspension or reduction of contracts.
5. The company will inform those workers affected by said decision about
their contract suspension / reduction.
2.2. DIFFERENCES BETWEEN ERTE AND ERE
Unlike the ERTE, an ERE, Employment Regulation File, is regulated by article 51
of the Workers' Statute. When we speak of ERE, we refer to a "termination of
employment contracts based on economic, technical, organizational or
production causes when, within a period of ninety days, the termination affects at
least" (Art. 51.1. Workers' Statute): to ten workers in those companies that have
less than one hundred workers; ten percent of the workers in those companies
that have between one hundred and three hundred workers; and, thirty workers
in those companies that have more than three hundred workers.
"Workers affected by ERE may claim their right to receive compensation of twenty
days' salary per year of service, prorating the periods of time less than one year
by months, with a maximum of twelve-monthly payments." (Art. 51 Statute of
Workers).
In addition, the ERE is characterized by entailing a definitive separation between
the company and the affected workers.
Next, we will see in detail the main differences between ERE and ERTE:
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Figure 8: Differences between ERTE and ERE
ERTE
ERE
- Regulated in Art. 47 of the
- Regulated in Art. 51 of the
Workers' Statute;
Workers' Statute;
- Authorization to suspend or
reduce working hours;
- Temporary nature;
- There are no compensation
for affected workers;
- ERTE
for
temporary
economic,
technical,
organizational and / or
production reasons;
- Economic causes: "when the
results of the company are
negative for two consecutive
quarters where the level of
income for each quarter is
lower than the quarter of the
previous year." (Art. 47.1.
Workers' Statute);
- Right
to
partial
unemployment
benefit
based on the hours reduced
or suspended;
- Reincorporation of workers
in their job in the same
conditions as before the
application of the ERTE.

- Collective dismissal;
- Disengagement
between
company and workers;
- Minimum number of workers
affected
for
its
implementation;
- "Indemnification of twenty
days 'salary per year of
service, prorated by months
for periods of time less than
one year, with a maximum of
twelve monthly payments"
(Art. 51 Workers' Statute);
- ERE for economic, technical,
organizational and / or
production reasons with a
definitive character;
- Economic causes: "when the
results of the company are
negative
for
three
consecutive quarters where
the level of income for each
quarter is lower than the
quarter of the previous year."
(Art. 51.1. Workers Statute);
- Unemployment benefit in full.

Source: made by me

In this way, an ERTE will be carried out when there is just cause or an
unforeseeable force majeure. In contrast, an ERE will be applied when a
collective dismissal occurs without the intention of recovering the worker due to
large economic losses, which will cause the closure of the company. Thus, if the
company avails itself of an ERE, it is because it has not been able to recover
business activity. Many companies during the state of alarm took advantage of
15

an ERTE and proceeded to take the employees again for 6 months, and it is very
likely that because economic activity has not recovered, many companies will
carry out an ERE, which means a final decision. Bentolila and Dolado (2011) in
their article the dark incentive system in the EREs explain the main incentive
problems related to dismissal in Spain. Those affected by an ERE receive
unemployment benefits for two years if you have contributed for six years. In
addition, said compensation will be released from personal income tax. "Workers
over 52 years of age who meet all the requirements to access the contributory
retirement pension except age, have the right to collect unemployment benefits
(426 euros per month) until reaching said age" (S. Bentolila, J. Dolado, 2011). In
addition, I want to add that the workers affected by ERE will be in compensation
between 33 and 45 days per year worked.
It should be said that, if the companies cannot support the reinstatement of the
workers due to lack of income, the most probable thing is that they will fall into
bankruptcy and then the workers will have to request compensation in the Salary
Guarantee Fund, which will produce a cut in compensation and, in addition, the
collection of said compensation can take years.
It is difficult to achieve the financial stability that some entrepreneurs and
freelancers had before the state of alarm, so many companies, especially those
dedicated to the hospitality sector, may not regain financial stability until 2021,
which would mean an increase of the unemployment rate for the next few months.
According to data collected by the INE, currently the unemployment rate in Spain
in the third quarter of 2020 stands at 16.26%, unlike the third quarter of 2019,
which stood at 13.92%. This is a high difference that we will focus on later.
3. GERMAN SHORT-TIME WORK AS INTERNATIONAL ROLE MODEL
After the great health crisis caused by COVID-19, many countries are developing
measures to cope with the pandemic and thus mitigate the economic effects.
"Germany [...] has announced a package of measures without spending limits
that guarantees liquidity to companies and aid to affected people" (Marcel
Jansen, 2020, p.1). In this package, the tax authorities play a very important role
where each country should receive a strong tax response from Europe. Jansen
(2020) states that the main problem after the pandemic has been the increase in
the demand for bank loans by those companies that have been seriously affected
by the pandemic and have not been able to face payments to their suppliers,
workers and above all to the State. Apart from the injection of liquidity by the
European Central Bank during the pandemic, the German government has
implemented other measures to alleviate the economic crisis. Among others, the
“Kurzarbeit”, a total or partial reduced-time program with social benefits, has been
made more flexible. In Spain, this type of program is called “ERTE”. The fiscal
moratorium has been implemented so that companies can defer payment of taxes
and a liquidity guarantee fund has been developed so that companies or banks
can request unlimited bank loans. If the Spanish government were to introduce
"similar measures, it would unleash the public deficit and [...] would generate
tension in the financial markets" (Marcel Jansen, 2020, p. 3). Fuchs et al. (2010)
comment that the German short time working model has been the model to be
followed in Spanish institutions. Germany's economic model is solvent, as is the
educational system or its labour policies. Starting in 1948, Germany experienced
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the so-called "economic miracle" characterized by great economic growth thanks
to the aid of the Marshall Plan and the liberalization measures implemented by
Ludwig Erhard, responsible for the economy in the area. Years later, between
2002 and 2012 (Gómez and Rojo, 2013), Germany once again experienced
another positive impact on its economy, reducing the unemployment rate and
placing itself very close to full employment, all thanks to the labour reforms that it
carried out.
"Reduced Time Work Programs (PTTR) are a flexibility mechanism that allows
companies that suffer a temporary drop in production to reduce working hours or
suspend the contract instead of resorting to layoffs" (Felgueroso, 2020, p.4). A
study on the effectiveness of PTTRs (Felgueroso, 2020) indicates that PTTRs
are a more efficient and less costly labour mechanism than the payment of
unemployment benefits or wage subsidies. Although many points are evident in
the positive, these programs also cause negative points. A dead weight is
generated in those companies where the use of these programs is ineffective,
that is, when the jobs have been preserved the same due to the little negative
consequence that the crisis has caused in their sector. Another undesired effect
would be the displacement effects, which refers to those companies that carry
out PTTR but that after the recovery will need help to re-establish themselves. In
addition, many companies take advantage of these types of programs due to the
positive savings in personnel costs.
Most of the countries of the European Union have incorporated this type of
mechanism, making the eligibility, application, and acceptance conditions more
flexible and increasing the economic contribution of the State.
In the case of Germany, the Federal Employment Agency pays the worker 60%
for the hours not worked. If the reduction in hours is only one part, the company
will pay the proportional part of the salary based on the hours it works and the
Federal Employment Agency will pay 60% of what it stops receiving. The
contribution will be 67% if the family has children. From the fourth month of
reduced working hours and if the reduction is from 50%, the economic
compensation will be 70% for workers without children and 77% for those workers
with children. From the seventh month it will be 80% and 87% in case of having
children. This increase is planned until December 31, 2021. At least the company
must request a 10% reduction in working hours for at least 30% of the company's
workforce, although it may reduce 100% of the worker hours. In addition, the
temporality of the "Kurzarbeit" will be 12 months, although due to the causes of
COVID-19 it will be increased to 21 months.
To benefit from this labour mechanism, the company must have at least one
worker and announce to the Federal Employment Agency the reduction to at least
10% of the company's workers. Subsequently, there must be the individual or
collective consent of the worker. In addition, it will only be applicable to all those
employees who contribute to unemployment insurance, being thus not applicable
to those who perform minijob.
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In Germany, the economic consequences of COVID-19 have affected many more
sectors than during the 2009 financial crisis. This country was considered the
Pioneer in the use of this economic plan during the 2009 recession.
Gehrke and Weber (2020) says that the short time work due to economic
reasons, known in Germany as Kurzarbeit, was implemented in the country in
1957. During the Great Recession between 2008 and 2010, various modifications
occurred and were more attractive for the company and workers. The worker
receives short-time compensation from the Federal Employment Agency for lost
earnings. So, the short-time work can be deciphered as unemployment insurance
by hours. This compensation was sixty percent for workers without children and
sixty-seven percent for those with children. Unemployment insurance benefits
and compensation are calculated on the worker's net pay.
Said government economic program underwent modifications as of early 2009.
First, the worker went from the possibility of receiving compensation for twelve
months to eighteen months. In mid-July it was extended to 24. Second, the tax
burden on social security by companies was reduced. It was reduced by fifty
percent. In July, they were also lowered further, and it must be said that when
they exceed six months the government covers the total part of the social security
contributions. Third, companies can only apply for such a program if it is reduced
by at least ten percent.
Once the recession became milder, the government program returned to its initial
state.
Gehrke and Weber (2020) agree that the most affected sector in 2009 in the
country was the export industry, as opposed to the current crisis that has affected
more than one sector.
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Figure 9: Proportion of employees for whom short-time allowance was
applied, as a share of all employees subject to social security contribution
in the respective sector.

Source: IAB

A clear difference that we can see in this graph is the excessive increase in the
use of Kurzarbeit in all sectors. Gehrke and Weber (2020) observe that the sector
most affected during the recession of 2009 was the manufacturing sector, with
the scope of the implementation of reduced working hours being a total of 38%.
Currently, the most affected sector has been the hospitality sector, which reaches
92% of workers on short hours. It should be said that this figure is so high due to
the mobility restrictions implemented by the government.
In the current health crisis, the leisure sector has also been affected, followed by
the manufacturing industry, affected by 42% and 40% of workers in Kurzarbeit,
respectively.
It should be noted that, in 2009, it was the manufacturing industry that was most
affected, although it did not reach the current figure (40%) of short-time
employees. Therefore, we can highlight that the industries, a consequence of the
pandemic, have been more affected by the country's restrictions implemented by
COVID-19 and these have made greater use of the program implemented by the
Government.
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Figure 10: Share of cumulative unemployment benefits compared to the
previous year, amongst all employees subject to social security
contributions in the respective sector.

Source: IAB

As we can see in this graph provided by the German IAB in an study of Gehrke
and Weber (2020), the sector most affected by unemployment in 2020 was
hospitality, where said rate stood at 2.4%. This unemployment rate is much
higher in the sector than in 2009 (1.2%).
Unlike in 2020, in 2009, the sector most affected by layoffs was the other
economic services, whose unemployment rate stood at 7.5%. A very high rate
that has not been reached, for now.
The Kurzarbeit has been a much-needed help for many companies working in
the country. In fact, the largest number of cases has been reported informing the
Federal Employment Agency of the need to implement the model in the company.
Given the effectiveness of this program, the European Union recommended the
expansion of this plan in other member states during the pandemic.
During the Great Recession the “Kurzarbeit” had already been used before. The
German Government (Sámelová, 2020) extended the maximum period of the
program from 12 months to 18 months in 2008. In May 2009, the period was even
extended to 24 months; however, it only affected PTTRs that began in 2009. The
compensation for the program was 60% per employee and 67% if the employee
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had children. In addition, during the first 6 months (Sámelová, 2020) 50% of the
Social Security payments were returned to the employees. As of the seventh
month, the employees were fully reimbursed from their Social Security payments.
However, for those who participated in more training or education, the
reimbursement rate was 100% from the start. The Great Recession (Sámelová,
2020) also allowed temporary workers to join these programs, so these measures
helped Germany recover quickly from the 2008 crisis, also known as the “German
miracle”.
In May 2009 (Sámelová, 2020) 1.5 million German workers received the PTTR
subsidy, which simulates 3.8% of total employment. The unemployment rate fell
by 0.7% in the middle of the crisis, which makes us understand that the German
model was a clear example to follow.
4. ECONOMIC ANALYSIS OF THE ERTE OR SIMILAR PROGRAMS. EUROPE
AND THE FINANCIAL CRISIS
The Reduced Time Work Programs (PTTR) have been the pioneering
mechanisms in many countries to face the economic consequences that this
health crisis has caused us. These labor mechanisms (Felgueroso and Jansen,
2020) have allowed companies to both suspend and reduce the contracts of their
workers in part or in whole to reduce the advance of unemployment, protect the
income of the affected workers and protect both human capital and productivity
and wages of companies in the face of reactivation.
In some countries (Felgueroso and Jansen, 2020) these labour mechanisms
include reductions in working hours known as “Partial or temporary
unemployment” in the case of France, Belgium, Luxembourg or the Netherlands),
“Reduced Time Work” or “Kurzarbeit” In Germany, Switzerland, Austria or
Sweden or“Cassa Integrazione Guadagni ”in the case of Italy.
During the Great Recession of 2008, these labour programs had a very positive
impact, which is why during the COVID-19 crisis they have been improved and
made easier for use in the countries and thus avoid massive unemployment. For
this reason, in April 2020 in Switzerland, France or Luxembourg between 40%
and 50% of workers were already affected by this type of program. In the case of
Spain (Felgueroso and Jansen, 2020) it was already 24.1%, three points below
Germany.
Before the Great Recession of 2008 (Cahuc and Carcillo, 2011), labor
mechanisms were already widespread in OECD countries. Short-term work plans
(Cahuc and Carcillo, 2011) also tend to depend on various actions that both
companies and employees must carry out. These include a commitment not to
lay off employees within a specified period after the end of short-term pay, job
search requirements, designing recovery plans, and ongoing employee training.
Cahuc and Carcillo (2011) indicate that during the Great Recession of 2008 many
countries shared similarities in terms of labour mechanisms, but also some
differences. For example, in the Nordic countries the reduction allowed was 63%
of the working hours while it was 38% in those English-speaking countries and,
in other countries the reductions are allowed almost entirely. Another difference
is the duration of the compensation. The average of the compensation countries
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was 15 months, although it is different depending on the country, as in the case
of the Slovak Republic, which was 3 months, or Japan, 28 months.
It is key to know the differences between the costs and benefits of this type of
program. Felgueroso and Jansen (2020) indicate that PTTRs help to avoid the
costs associated with unemployment, be they economic, mental or health losses
that can become very substantial if the dismissal leads to unemployment. In
addition, these programs can be a useful tool (Felgueroso and Jansen, 2020) to
avoid inefficient layoffs and retain viable companies, thus promoting economic
recovery. In addition, because these labour programs have an impact on the
income and consumption of workers, they can act as automatic stabilizers and
can serve as a mechanism to distribute the costs of crises, such as COVID-19,
where the impact is very unequal by sector as by occupation and group of
workers.
It should be said that after the COVID-19 crisis, these programs have been much
more effective, in the short term, than the payment of unemployment benefits to
laid-off workers or wage subsidies because many activities may return to activity
levels and job they had before the crisis. However, and as we have already
explained in the previous point, these programs produce the effects of dead
weight and displacement effects.
The PTTRs due to force majeure took on special meaning and importance when
the restrictions were proclaimed by the governments where the negative impacts
were drastic due to the abrupt decrease in demand or restrictions on activity.
Once the de-escalation was completed, these PTTRs stopped making sense.
Many companies and workers have adopted strategic behaviours that lead to
moral hazard. Many sectors, after the de-escalation, have been able to recover
their activity with total normality and have taken advantage of these programs to
avoid the costs of the workers.
Many countries (Felgueroso and Jansen, 2020) have been modifying their PTTR
based on the macroeconomic data of their country. “In Italy only companies with
more than 15 employees can access a PTTR. […]. In the case of Italy, the effect
is large - a 45% increase in the number of jobs - but temporary. The impact is
only significant during the period in which the company receives the
aid”(Felgueroso and Jansen, 2020, p. 7).
Most of the people affected by this type of labour mechanisms are workers with
medium and low levels of education and almost half of them will be unemployed
for a long time without PTTR. “In total, the Swiss program makes it possible to
save between 0.21 and 0.34 jobs for each worker included in a PTTR, while the
comparable figure for France is 0.2” (Felgueroso and Jansen, 2020, p. 8). These
results show us the existing sample that PTTRs (Felgueroso and Jansen, 2020)
have an evident potential as a mechanism to mitigate the impact of severe crises
such as COVID-19 and share their costs among all taxpayers. Although the
design and regulations of PTTRs differ between countries, as in Spain, most
countries (Felgueroso and Jansen, 2020) have adopted this employment
protection mechanism to face the COVID-19 crisis, relaxing the eligibility
requirements and shortening the application and acceptance process, increasing
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the State's contribution to the financing of related expenses, such as
compensation or income, to encourage the use of this tool.
Felgueroso and Jansen (2020) have summarized the different requirements
announced by Giupponi and Landais (2020) that PTTRs must have in different
countries for them to be effective. The first requirement that must be met is the
payment of compensation on time for the reduction in working time. In the case
of Spain, Belgium or Finland, it is the national employment agencies that pay the
benefits to the workers. In contrast, in many other countries it is compensation in
the form of a wage subsidy. Thus, the company is the one who pays the hours
proportional to the usual working day and the State returns the money to the
company. In other countries, such as Switzerland, it is Social Security that
transfers the subsidy to the worker. Another requirement is the prohibition of
dismissals during the term of the PTTR. In the case of Spain, not only has
dismissal been prohibited during the PTTR validity process, but also those
companies that, once the mechanisms are in force, do not keep the employee for
six months. In the case of Germany, France, Switzerland or Belgium (Felgueroso
and Jansen, 2020), there are no limitations on dismissal. In France, there are no
prohibitions on dismissal, but it is difficult for dismissals to end up being feasible.
Another requirement (Felgueroso and Jansen, 2020) is the extension of the PTTR
to workers with temporary contracts, as well as establishing generous
replacement rates even in those sectors not considered vital. The replacement
rates for the Netherlands, Denmark, and Ireland (Felgueroso and Jansen, 2020)
are 100% of gross and net salary in the case of Ireland. In the case of Spain, it is
70% of the net salary. The replacement rate in France is 70% of gross salary
equivalent to 84% of net salary. In the case of Germany, mentioned in the
previous point, the replacement rate is 60% or 67% in the case of having children
on the net salary; and in the case of Austria, the replacement rate is 90% for lower
wages and 80% for higher wages (Felgueroso and Jansen, 2020). Another
requirement is the flexibility of the reduction of working hours. In the case of
Germany, the minimum reduction in working hours was 30%, although it
subsequently went to 10%. Austria also reduced it to 10% with a maximum period
of six months. "The flexibility of working hours is also especially important for the
reactivation period and the progressive reincorporation of workers" (Felgueroso
and Jansen, 2020, p. 13). Another requirement for them to be effective is the
setting of incentives for vital sectors to improve their productivity through online
training; o extend the Reduced Time Work programs to the entire period of
confinement and beyond. The last requirement (Felgueroso and Jansen, 2020)
is the exit strategy where the recovery of economic activity must be guaranteed,
protecting those sectors affected by limitations or by changes in demand shocks.
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Figure 11: Percentage of workers in temporary employment adjustment
programs

Source: CaixaBank Research
Note: the data for Portugal correspond to mid-June and have been provided by the Portuguese Government.

As we can see, there is a big difference after the crisis of 2008 and May 2020.
Switzerland has been the country where the most workers have been affected by
the implementation of the labour mechanism. Thus, Spain, in May 2020, had
approximately 23% of workers affected by this, 24% below Switzerland.
It should be said that when we talk about the economic consequences of labour
programs, the short and medium term must be considered. Thus, in the short
term they are always positive. However, they lose effectiveness if they are
prolonged in time. Therefore, they were very effective during the Great Recession
in Germany because the economic impact was temporary, unlike in Italy where
the economic impact lasted for years. For this reason, they are currently being
very effective although in the long term it will be necessary to know how to
manage them with the new normality, since keeping them too long can prolong
the agony for some companies that will no longer be able to float.
Figure 12: Employees saved in 2009 for every worker in a short-term
temporary job adjustment program after the 2008 financial crisis

Source: CaixaBank Research
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As we can see, Germany, as the economic impact during the Great Recession
was brief, had most of the employees saved after the temporary adjustment to
short-term employment. It is followed by Italia and in last place the Netherlands.
Below we will detail the differences in terms of eligibility, level of help and
temporality between Germany, Italy, Switzerland, and Austria.
Figure 13: Differences between Germany, Itlay, Switzerland and Austria
from the short-time work
Elegibility

Level of help

For how
long

Germany

“Kurzarbeit”
Reduction of hours
worked more than a
10%

Compensation of 60% of the net
wage that the employee loses
due to the reduction of workers’
hours (67% if the worker has one
or more children)

Maximum up
to 21 months
(normally 12
months)

Italy

“Cassa integrazione
guadagni ordinaria”.
Companies ask for it
both for suspension
and reduction of
working hours.

It amounts to 80% of the gross
wage of the hours not worked.

Current
conditions for
COVID-19
until October
31th 2020.
Maximum
duration of 13
weeks
although it
can be
extended to
52 weeks.

Switzerland introduction of a short- workers who work 80% of their
time work plan.
usual hours will receive 90% of
the usual wage (80% paid by the
company and 10% paid by the
government); workers who work
60% of their usual hours will
receive 85% of their wage (65%
by the company and 20% by the
government); those who work
40% of their hours will receive
80% of the salary (50% by the
company and 30% by the
government).

Maximum 12
months

Austria

maximum 24
months.

“Kurzarbeithilfe”
working time should
be between 10% and
90% of normal
working hours.

about 55% of the net wage for
the hours not worked. It depends
on the number of children.

Source: made by me
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After seeing the main differences between the different countries, we can say that
there is a large amount of money to finance this type of program. These grants
include combined expenses for employees and employers. The allocation of
company costs in this type of labour mechanism (Sámelová, 2020) is a good way
to reduce the dead weight. In addition, the generous support provided by the
State is important, because, if State aid is not important, it is most likely that
companies will not want to place their employees in PTTRs.
During the Great Recession (Sámelová, 2020) Spain, Ireland, Denmark, Finland,
or Turkey did not share the costs of the PTTRs with the State, however, many
other countries such as France, Hungary, Japan or Poland shared the costs of
the program due to that companies paid a part of the hours not worked.
During the Great Recession of 2008, governments implemented labor market
policies to prevent the increase in unemployment and to reactivate the economic
situation. Flexible work schedules became a very popular trend throughout
Europe.
“Kümmerling and Legndorff (2014) provide two main types of flexible work
schedules as a response to the Great Recession. The first one is crisis worksharing measures, also known as STW and the second one is working time
adjustments based on unilateral or bilateral decisions taken at a company level”
(Sámelová, 2020, p. 25).
Before the crisis, PTTRs had been widely recognized in Austria, Belgium, France,
Germany, Italy, Luxembourg, and the Netherlands. The Great Recession
(Sámelová, 2020) made PTTRs more popular even in countries that had never
used the program before.
Figure 14: STW take-up rate during the Great Recession

Source: Sámelová (2020)
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In the figure above the text, we observe the different countries that adopted
PTTRs during the Great Recession of 2008. We observe that these programs
were present especially in countries such as Belgium, Turkey, Italy, Germany, or
Luxembourg. In contrast, we observed that both Australia and Greece, Iceland,
Sweden, or the United Kingdom had never used this work tool. Not every
company can access this type of program. Sámelová (2020) announces that to
be eligible to participate in these programs, countries develop different conditions
for workers from all types of economic sectors. On many occasions, workers with
a permanent contract or temporary workers are excluded from this type of
program. Another condition is the constant search for employment or the financial
need test.
Figure 15: Unemployment rate (in% of total labour force, 2007-2010)

Source: Sámelová (2020)

The application of this type of labor program had a very positive effect during the
Great Recession of 2008. We observe that thanks to the application of this labor
tool, the unemployment rate did not increase as much as it should have increased
in the absence of it.
5. FINANCING AND IMPACTS UPON COMPANIES AND WORKERS
The health crisis of COVID-19 has caused the European Union and its member
states to adopt measures to boost the economy and thus avoid the constant
decline in it. Therefore, on July 21, two thousand and twenty, the European
Council signed the NextGeneration EU, an economic instrument with a total sum
of 750,000 million euros. It is a long-term budget to facilitate the economic
recovery of countries and proceed with the creation of a new Europe. The funds
can be used to grant repayable loans of up to 360,000 million euros, as well as
non-repayable transfers of 390,000 million euros. Disbursement during the
following six years. The NextGeneration EU is made up of two major items, which
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are: The Mechanism for Recovery and Resilience (MRR), made up of 675,500
million euros, where 53.53% will go to repayable loans and 46.47% will go to nonrefundable transfers. This item of money will be to support investment to promote
a sustainable and resilient recovery prioritizing ecological and digital
development; The REACT EU made up of 47,500 million euros. This sum of
money will be to promote the ecological, digital, and resilient recovery of the
European economy. This plan has a limited duration and does not replace the
Structural Funds. It should be noted that the Mechanism for Recovery and
Resilience may facilitate additional support by complementing it with other EU
funds or programs.
This plan has basic objectives for the same purpose, which is to promote job
creation after the crisis and promote sustainable growth. To achieve this goal, it
is necessary for each member state to design a National Recovery and
Resilience Plan that includes sustainable development, productivity, equity, and
macroeconomic stability for the years 2021 to 2023.
It should be said that the MRR funds will be executed in two instalments; The first
70% will be based on the economic indicators caused by the health crisis and
30% will be decided in 2022 according to how the country progresses
economically. Spain, will receive, from the MRR item, a total of 140,000 million
euros between non-reimbursable transfers (42.86%) and loans (57.14%) that will
serve to finance those projects that are digitally updated, reindustrialized and in
favour of the green pact in clean energies. And, from the REACT EU fund, the
Spanish Government will receive 12,000 million euros that will be implemented
between 2021 and 2022.
Spain's national plan is known as the Recovery, Transformation and Resilience
Plan and already has an item in the General State Budgets in 2021. Although it
is still a draft, Spain will present the final Plan to the Commission on April 30,
2021.
For this Plan to work properly, it is important that the Autonomous Communities
participate. For this reason, governance will be promoted together with the
Autonomous Communities to better understand the investment needs they need
to promote. Local entities will also have a stake in both the proposal and the
development of the projects. Therefore, a part of the budget will be allocated to
them.
Therefore, this injection of money into it will be received by the central
government and the ministries. Then, the distribution will be made through the
Autonomous Communities and local entities since they will have participated in
the proposal. It should be said that those companies that specify the digital sector,
that are eco-friendly and that promote gender equality will be promoted.
According to the PGE 2021 Project, the Autonomous Communities that will
receive the most money will be Andalusia and Catalonia. Below we see the
breakdown.

28

Figure 16: Budget of the Autonomous Communities so far of the European
Recovery Funds (in millions of euros)

Source: El País

We can see that the Balearic Islands will receive only 133 million euros, ranking
in thirteenth place.
Unlike the previous crisis, this time, Europe has known how to design and
implement a rescue plan so that the health crisis damages the European
economy less than in the financial crisis of 2008. It is important to support the
solvency of the economy, to maintain the unemployment rate and to protect the
most vulnerable population.
It should be noted that these recovery mechanisms are foreseen in the long term.
And, as this health crisis has caused short-term impacts, various mechanisms
were developed to respond immediately to said crisis. One of the mechanisms is
the SURE, Temporary Support to mitigate Unemployment Risks in an
Emergency, whose definition by the European Commission is “an instrument at
the disposal of the Member States that need to mobilize significant financial
resources to fight against the negative economic and social consequences of the
outbreak of coronavirus in its territory” (European Commission). This aid,
financed by the issuance of social bonds, amounts to a total of € 100 billion in
"the form of EU loans to affected Member States to cope with sudden increases
in public spending in order to preserve employment" (European Commission).
Each Member State will contribute to the SURE program depending on the total
gross national income of the European Union.
In addition, the participation of the European Investment Bank, whose objectives
are to promote European growth, has also been active; fight against climate
change and promote European Union policies in other countries. The functions
of the European Investment Bank described by the European Union are “to offer
credits of all kinds to support growth and employment; enable clients to combine
European Investment Bank financing with other investments and advice and
technical assistance to achieve maximum profitability” (European Union). It is an
29

instrument where the risk due to funding is shared among all participating
member states.
The latest short-term instrument has been the European Stability Mechanism
(ESM). This instrument helps those eurozone countries with economic risk. Such
a program already existed in 2012.
Because these economic measures faced the short-term health crisis, an
increase in the national debt was caused, which is why the European
Commission wanted to face the long-term economic consequences, with the socalled NextGeneration EU.
6. IMPACTS IN AUTONOMOUS COMMUNITIES DEPENDING ON THE
SECTOR
The crisis generated by COVID-19 has caused very negative impacts in the
different autonomous communities due to the dependence on various sectors
that these communities have. And, although this crisis has affected many sectors,
Spain's dependence on the services sector is now clear. It is an uncertainty to
know how the recovery of the autonomous communities will advance due to the
restrictions imposed by the government to face COVID-19. Until the vaccine is
implanted in most of the population, which is expected during the first six months
of 2021, high growth rates will not begin to be noticed. Those sectors most
affected by the health crisis are, although already mentioned above, the hotel
industry, commerce, transport, leisure, automobile industry and manufacturing.
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Figure 17: labour market indicators in millions of people

Source: Felgueroso, F., & de la Fuente, A. (2021). Aspectos económicos de la crisis del Covid-19. Boletín de seguimiento
no. 10.

The confinement imposed by the Government in March 2020 caused an abrupt
increase in the unemployment rate (a). In March (Felgueroso y de la Fuente,
2021) the number of registered unemployed increased by more than 300,000 and
the number of registered decreased by 800,000. In April, the unemployment rate
continued to increase at the same rate (Felgueroso and de la Fuente, 2021), but
the rate of affiliation to social security (b) began to stabilize. On the other hand,
"stability at that time could give a somewhat misleading idea of the evolution of
employment since it includes workers affected by ERTEs, who are not working
or do so only part of the day" (Felgueroso and de la Fuente, 2021, p. 13). In April,
around 3 million people (c) were affected by the Temporary Employment
Regulation Files. In addition, we must add the ERTE of the self-employed due to
cessation of activity, which at the beginning of the pandemic this group almost
reached 1.5 million people. From May to October, the number of people affected
by ERTEs and work stoppages decreased considerably, reaching 0.6 million
people affected by the files in October. Between September and February,
"unemployment has increased by 230 thousand people, the sum of ERTEs and
work stoppages by 410 thousand and affiliation has fallen by 150 thousand
people" (Felgueroso y de la Fuente, 2021, pp. 14 - 15).
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Effective unemployment, defined as "the sum of registered unemployment plus
those affected by ERTEs and beneficiaries of benefits for cessation of activity"
(Felgueroso and de la Fuente, 2021, p. 13), has also evolved throughout the year
(d).
When the State of Alarm and confinement began in Spain, there were the largest
drops in unemployment ever seen. The best monthly variations (Felgueroso and
de la Fuente, 2021) were recorded in August and September. The second largest
variation recorded was recorded in October and in November "(as in July) there
were net increases that were not seen since the period prior to the Great
Recession 2008-2013" (Felgueroso and de la Fuente, 2021, p. 31).
A factor that has also been evolving has been the workers affected by the
Temporary Employment Regulation Files.
Figure 18: Workers covered by ERTE

Source: Felgueroso, F., & de la Fuente, A. (2021). Aspectos económicos de la crisis del Covid-19. Boletín de seguimiento
no. 10.

We observe that from April to March, workers affected by ERTE fell by almost
3,000,000 million people, thus making a steep fall.
Faced with the second wave of the pandemic, Spain has suffered negative health
and economic consequences. The economic activities (Felgueroso, de la Fuente
and Jansen, 2020) most affected have been those linked to the tourism sector,
such as hotels and entertainment. In this way, the regions most affected by the
crisis have been those islands such as the Balearic Islands or the Canary Islands
due to the high weight of the tourism sector. In the opposite case, Communities
such as Extremadura, Murcia or Castilla La-Mancha have received a lower
economic impact due to the high weight of the primary sector (Felgueroso, de la
Fuente and Jansen, 2020). Following the release of many restrictions imposed
during the summer, many sectors have been slowed by the recovery. “The
gradual recovery of the labor market after the end of the confinement has begun
to translate during the summer into a reduction in spending on unemployment
benefits and an improvement in income from taxes and contributions”
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(Felgueroso, de la Fuente and Jansen, 2020, p. 2), which causes an improvement
in public spending.
Figure 19: Evolution of effective wage employment rates by large sectors.

Source: Felgueroso, F., & de la Fuente, A. (2020).

Before explaining the graph, I would like to explain what effective wage
employment is. "Defined as the result of subtracting the workers affected by
ERTEs from the total number of employees affiliated to Social Security in a
situation of high employment" (Felgueroso, de la Fuente and Jansen, 2020, p.
10). We observe that all sectors except the agriculture, livestock and fishing
sectors have decreased their activity. Specifically, the commerce, transport and
hospitality sector has lowered the rate of effective salaried employment by 50
points. All sectors have been able to recover their activity before or as of May
2020 although it is unlikely, at least in the medium term, that they will be able to
recover their economic activity as in the pre-covid-19 era, whose data stood at
100 %.
Figure 20: Incidence of ERTE in 2020 (1) and during the Great Recession (2)

Source: Izquierdo, M., Puente, S., & Regil, A. (2021)
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On the left, we can see the percentage of wage earners affected by the
Temporary Employment Regulation Files during the four quarters of 2020
(Izquierdo, Puente and Regil, 2021).
During the first quarter of 2020 (January, February, and March), almost 4% of
wage earners were affected by an ERTE. Great difference compared to 21.9%
(Izquierdo, Puente and Regil, 2021) in the second quarter. In the third quarter of
2020, the Government implemented the new and looser restrictions to face the
de-escalation, which caused a decrease in the percentage of wage earners
affected by ERTE. “By type of ERTE, almost 80% of the total of workers enrolled
in one of them in the second quarter of 2020 were included in an ERTE of
suspension of employment, while the rest saw their working hours decreased”
(Izquierdo, Puente and Regil, 2021, p. 5).
Although the utilization was much lower than the current one, ERTEs were
already present during the Great Recession of 2008 (Izquierdo, Puente and Regil,
2021). “The main difference lies in the nature of the crisis, which in the current
one is completely exogenous to the actions of the companies and of a more
clearly transitory nature than in the one that occurred since 2008” (Izquierdo,
Puente and Regil, 2021, p. 5).
In general, the data provided by the analytical article by Izquierdo, Puente and
Regil (2021) show that the ERTE is highly effective in promoting the return to
employment after the restrictions were implemented in the second quarter and
restricted the activities of many sectors. . Faced with such external and internal
disturbances (Izquierdo, Puentes and Regil, 2021), the ERTE provides an
effective mechanism to adjust the company's labor costs, which facilitates the
return of employees to their jobs. However, it is necessary to consider the
prolongation of this type of File because the aid should be focused (left, Puente
and Regil, 2021) in the industries most affected by sector until the health crisis is
overcome.
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Figure 21: Evolution of regional GDP in 2020. Percentage difference with
the same month of 2019.

Source: Felgueroso, F., & de la Fuente, A. (2020)

As we have mentioned previously, the pandemic has caused a very negative
economic impact in those regions where tourism is used as the sole economic
engine of the Autonomous Community. That is why (Felgueroso, de la Fuente
and Jansen, 2020) that the Balearic Islands reached 50 points below the level
during pre-covid-19 in May. On the contrary, both Extremadura and Murcia or
Castilla la Mancha, where the economic engine is the primary sector, "did not fall
more than 2 points with respect to the counterfactual without Covid and they
stood in September with losses clearly below 5 points" (Felgueroso, de la Fuente
and Jansen, 2020, p. 12). We note that the largest drop in Spanish GDP is in
May, falling 26 points compared to the previous year, although there is a recovery
from May with a slowdown in August.
If we look by autonomous communities, there are clear differences in the workers
affected by ERTE.
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Figure 22: Workers affected by reductions in working hours / contract
suspensions according to Autonomous Community (advance January December 2020)

Source: Secretary of State for Employment and Social Economy

As we can see, the autonomous communities most affected by the imposition of
ERTE on their workers are the Community of Madrid, Catalonia, Andalusia, and
the Balearic Islands in eighth place. We observe that they are Autonomous
Communities clinging to the coast where the tourism sector is the predominant
one, with the only economic engine in the Balearic Islands.
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Figure 23: Workers affected by collective dismissals by autonomous
community (advance January-December 2020)

Source: Secretary of State for Employment and Social Economy

In the case of EREs, the Community that has applied the most EREs has been
the Community of Madrid, reaching a total of 2,412 workers in December 2020.
Once the impact of COVID-19 in the different autonomous communities has been
analyzed, it is worth highlighting the clear difference between the agricultural
sector and the tourism sector, whose impacts have been clearly different. Long
before the time of the pandemic, agriculture passed as a less important sector
than the catering, tourism or transport sector. After the unpredictable black swan
of the coronavirus, the agricultural sector became one of the most important
sectors for family supply. With mobility restrictions and borders closed, many
companies, and especially on the islands, could not transport food products to
large supermarket chains. Farmers from each Autonomous Community had to
put to work in order to supply families, producing almost double or triple what they
produced in normal times, thus becoming a vital sector during the development
of the pandemic. Currently, the agricultural sector, despite the boom during the
pandemic, struggles to stay afloat due to the dietary changes that have been
generated in current times. The coming months will be important to define the
path ahead for the agricultural sector, since many of the aid that will be offered to
the country will go to those companies dedicated to the service sector most
seriously affected by the pandemic, leaving aside the sector. agricultural. Today,
the predominant sector for many autonomous communities is the service sector.
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Therefore, currently, for many of the autonomous communities to reduce their
unemployment rate, it is necessary for the service sector to boom strongly to
avoid a possible double recession or generate economic inequality compared to
other countries.
6.1. THE CASE OF THE BALEARIC ISLANDS
Before starting to delve into the point of the Balearic Islands, I would like to explain
the tourist evolution in the Balearic Islands since the arrival of the first tourists.
“Tourism began as a privilege for idle and wealthy people. It is now one of
the most important socio-economic phenomena of our civilization, which
has transformed the economic and social structures of vast regions of our
world: Mallorca is one of them” (B. Barceló and Pons, p. 1)
The tourist boom in the 60s was boosted by construction and tourism. Hence the
so-called mass tourism arises, together with the appearance of tour operators
that offered offers to travel to the Balearic Islands. (García i Martorell, 2007). Son
San Joan airport was inaugurated in the 60s, followed by Ibiza airport in 63 and
Menorca in 68.
Figure 24: Evolution of tourist and passenger traffic

Source: García, D. M. (2007). Una reflexión sobre el modelo turístico de las Illes Balears. En D. O. Martorell
(Ed.), Decisiones sobre el conocimiento: Metodología de la empresa y gestión (Vol. 1)

We observe a significant evolution over the decades. In 1961 (García and
Martorell, 2007) the Balearic Islands received a total of 400,000 tourists, including
those Spanish tourists. In 2001, the Balearic Islands welcomed a total of
9,700,000 tourists, including Spanish tourists. We observe that from 1960 the
tourist boom reached the islands, reaching an increase of more than 2,000,000
tourists arriving in the Balearic Islands. And, although throughout the years after
1971 the arrival of tourists slows down, the number of visits increases. "The last
data in this table indicates not only the fall but the disappearance of the growing
trend in the number of tourists, a consequence of the tourism crisis that began in
2001 and from which it still seems difficult to recover" (MA García and O.
Martorell, 2007, p. 1098). There are many reasons related to this crisis (García
and Martorell, 2007), among which are the discussions about the economic
impact of the entry of the euro as a consequence of the inflation that caused the
Balearic Islands to face more competitive destinations such as Turkey or Cyprus,
increase in the terrorist incident of 9/11 2001 that caused a slowdown in tourism
at the international and national level; drop in purchasing power by the Germans
and the British, the main tourists to our islands.
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Figure 25: Seasonality in the Balearic Islands

Source: García, D. M. (2007). Una reflexión sobre el modelo turístico de las Illes Balears. En D. O. Martorell
(Ed.), Decisiones sobre el conocimiento: Metodología de la empresa y gestión (Vol. 1).

Seasonality is and has been one of the most serious problems on our islands.
"Between 85% and 90% of all tourists arriving on the islands do so in just 7
months from April to October, as has always been the case for the last 30 years."
(M. A. García and O. Martorell, 2007, p. 1100).
Figure 26: Nationality of tourists arriving in the Balearic Islands

Source: García, D. M. (2007). Una reflexión sobre el modelo turístico de las Illes Balears. En D. O. Martorell
(Ed.), Decisiones sobre el conocimiento: Metodología de la empresa y gestión (Vol. 1)

These percentages (García and Martorell, 2007) clearly show the importance of
British and German tourism on our islands. In addition, its representativeness has
increased to 66% of the total number of tourists who visit us. English, German,
and Spanish concentrate 80% of tourists in the Balearic Islands.
After the COVID-19 crisis, the Balearic Islands have suffered one of the most
disastrous economic consequences in the Community. Since tourism is the only
economic engine in the Community, its main macroeconomic indicators have
been affected.
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Figure 27: Tourist accommodations by year, island, type and category.

Source: IBESTAT

A large part of the businessmen of the Islands are dedicated to the tourism sector.
We observed that the number of tourist accommodations in Mallorca, Menorca,
Ibiza, and Formentera was 1,795, 401, 546 and 121 respectively.
Figure 28: Estimated open establishments by period, island, and category.

Source: IBESTAT

Many of these hotel entrepreneurs have suffered a serious negative impact. The
main security measures imposed by the Government to retain the virus have
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been mobility limitations, thus causing zero displacement of tourists. Therefore,
in April 2020 there were 0 establishments open on the islands. During the
summer months of 2020, it seemed that the season had to be saved with the pilot
plan imposed by the Government, so a maximum of 673 hotel establishments
were opened during the month of August. Because of the second wave of the
pandemic, many of them had to close soon causing that in the month of March
there were only 98 establishments open, this is 111 establishments less open
than in March 2020.
It is vitally important to highlight that the Balearic tourism sector has been
negatively affected.
Figure 29: Details about the labour market in the Balearic Islands

Source: Ibestat

Figure 30: Employment rate by period in the Balearic Islands

Source: IBESTAT

During the first quarter of 2021, the employment rate stood at 48.81%. This is a
slightly lower rate than that of the same quarter of the previous year, which stood
at 49.34%. If we compare the employment rates during the summer season, that
is, high season, we observe that the employment rate in the third quarter of 2020
(July, August, and September) was 56.08%. This rate was affected by mobility
restrictions and by the consequences of the appearance of the virus. In contrast,
in 2019 and 2018, the employment rate in the Balearic Islands stood at 61.54%
and 63.06% respectively.
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Figure 31: People affected by ERTE in the Balearic Islands

Source: Mallorca Diario. (2021). 35.156 personas están en ERTE en Baleares. Mallorca Diario. Retrieved from
https://www.mallorcadiario.com/35156-erte-baleares-enero

We observe that a total of 35,156 people is in ERTE, which implies that many
workers have been affected by these files with the risk that in the future it will
become an ERE.
Figure 32: The importance of tourism and its multiplier effects at the
regional level

Source: Exceltur.
Note: “Data for the Canary Islands relative to 2018, for Galicia to 2017, for Castilla-La Mancha and Comunidad de Madrid
relative to 2016 for Cantabria and the Balearic Islands relative to 2014, La Rioja relative to 2013. Data for the Region of
Murcia relative to 2011 , for Andalusia relative to 2007 (IMPACTUR Studies) ”(Exceltur)

Thanks to the data provided by Exceltur, which is defined as:
“EXCELTUR is a non-profit association, made up of 33 of the most relevant
companies in the entire tourist value chain and in the subsectors of air, rail,
maritime and land transport, accommodation, travel agencies and tour
operators, means of payment, car rental, tourist hospitals and reservation
centers / GDS "
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We can observe the weight that the tourism sector has over GDP with respect to
the other autonomous communities. These data are relative to 2014, and
although a few years have passed, this weight in GDP remains approximately the
same. We can see that the tourism sector promoted 32% of employment in the
Balearic Islands.
It should be said that thanks to a study carried out by Exceltur in the department
of Solytur, "Monitor of Tourist Competitiveness of the Destinations of theSpanish"
sun and beach ", the sun and beach communities of the Mediterranean together
with the Balearic and Canary Islands account for 70 5% of all Spanish tourism
GDP, so these destinations play an important role in the Spanish tourism model.
Thanks to the data provided by the Statistical Institute of the Balearic Islands, we
can observe the strong dependency that the Balearic Islands have on the tourism
sector. Many of the companies in the Balearic Islands have suffered serious
economic consequences due to their strong dependence on the tourism sector.
For this reason, many companies have had to opt for an ERTE in their company
to be able to face the great negative economic situation and thus try to keep the
employees and above all to re-float the company to avoid having to spread to an
ERE, the consequences of which are harsher. It is worth mentioning that the
workers affected by an ERE totalled 174 in the Balearic Islands in December
2020.
Figure 33: Percentage of immunized people in each community

Source: Martel, I. (2021). Vacunación en España l datos y porcentajes de población vacunada de coronavirus por
comunidades. ABC Sociedad. Retrieved from https://www.abc.es/sociedad/abci-vacunacion-datos-porcentajespoblacion-vacunada-nsv-202104151035_noticia.html
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Currently, only 10.8% of the population of the Balearic Islands is immunized. It
should be said that the rate of vaccination should be done faster if we want to
save the season on the islands. Many hotel businessmen already give it up for
lost due to the slow rate of vaccination since the tourist season in the Balearic
Islands begins in May.
6.2. TOURIST SECTOR REMODELING
Tourism is the main industry in the country (Bonet et al. (2020)) because it
contributes 12.3% of GDP and creates many jobs. About 2.6 million workers are
employed in the tourism sector including hotels, restaurants, campsites, and so
on. The strength and competitiveness of the Spanish tourism industry (Bonet et
al. (2020)) make it a world leader since the number of foreign tourists is a key
factor for Spain to prevail in the world and promote the exit of companies abroad
Spanish. Likewise, (Bonet et al. (2020)) the importance of air transport for tourists
entering Spain has also contributed to the fact that the Spanish public limited
company AENA has become the first airport manager in the world.
Currently, the Spanish tourism sector is going through a crisis in an emergency.
"Its recovery will depend on the duration of the pandemic and the restriction of
the mobility of people and means of transport" (José L. Bonet et. Al, 2020, p. 3).
The seriousness of the negative consequences in the tourism sector can lead to
the loss of thousands of jobs or the disappearance of those SMEs that offer family
alternatives appreciated by national and international visitors (Bonet et al.
(2020)).
Due to the restrictions imposed by the Government (Bonet et al. (2020)), the
market research firm NPD Group estimates that as of June 1, 2020 the tourism
industry has lost 4,333 million euros, of which 50% It belonged to restaurants,
20% bars and cafes and 20% hotels, company canteens, retail stores and
nightclubs. “Home services increased by 5%, a figure far from being able to
compensate for the losses in the sector” (José L. Bonet et al., 2020, p. 5).
Bonet et al. (2020) consider it convenient to focus on the recovery of mass
tourism, both national and international, to later encourage city tourism, culture,
business and congresses and fairs, paying special interest in the tourist value
chain until rural tourism is reached.
To guarantee the recovery of the Spanish tourism sector (Bonet et al. (2020)) it
is important to guarantee economic, political, and social stability. "In this sense,
dialogue and consensus between the main political, economic and social forces
is necessary, within the constitutional framework, to reach a national pact for the
recovery and economic and social reconstruction of Spain" (José L. Bonet et al.,
2020, p. 8). In addition, trust must be generated for tourists to travel, forcefulness
in the measures adopted and cooperation of the public-private sector. In addition,
it is important that economic measures favour the company due to the importance
they have in creating wealth and employment. Another measure that must be
considered when generating the recovery of the tourism sector (Bonet et al.
(2020)) is health security where the necessary health protocols are implemented
to ensure maximum security against non-infection of the virus with which it will
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serve to affirm the image of Spain as a safe destination. Furthermore, Spain must
receive sufficient financial aid to promote tourism.
Not everything - although the great part - depends on the evolution of the
pandemic in Spain. All those states of the European Union and the states that
are not part of the European Union will serve to help Spain with the recovery of
tourism, because, if we all function with correct evolution and safety, the mobility
of tourists will be allowed.
"The post-COVID era is an opportunity to promote the strategic challenges of
Spanish tourism in a new scenario" (José L. Bonet et al., 2020, p. 14). The
positive evolution of the Spanish tourism model and the metrics used for its
valuation based on the model of the more volume of tourists, the better, have not
generated the best strategic reflection. This model has provided the accumulation
of underlying structural problems with the purpose of generating a greater
contribution of greater socioeconomic profitability of the destination (Bonet et al.
(2020)). Therefore, the new model of the Spanish tourism sector should not be
based on the same measures as those prior to COVID-19. Therefore, Bonet et
al. (2020) propose a series of measures that must be considered to take
advantage of the opportunity offered to us to improve the Spanish tourism sector.
The most important and main are:
- "Rethinking and reinforcing the tourism governance system, led by the
government and based on inter-institutional collaboration between
AA.PP., comprehensive cooperation with the private sector and maximum
professionalization" (José L. Bonet et al., 2020, p. 15). Here, the Secretary
of State for Tourism and its dependent bodies, as well as Turespaña, play
a very important role in coordinating the tourism strategy.
- “Preparation of a new Strategic Plan for the Spanish tourism sector,
following the depth and ambition of the Horizon 2020 Plan” (José L. Bonet
et al., 2020, p. 16). The environmental importance, the welfare of the local
society and the safety of the non-infection of the virus should be included.
- "The tourist digitization of companies and destinations, which pursues the
aggregate purchase of technology, the promotion of an ecosystem of
tourism entrepreneurship and innovation in the integration of the value
chain" (José L. Bonet et al., 2020, p. 16).
- "The management and investment in infrastructures of high tourist impact,
with an investment plan in tourist intramodality". (José L. Bonet et al.,
2020, p. 16).
- “The regulation and definitive control of the phenomenon of tourist-use
dwellings, which includes the promotion of a common regulation between
the different CCs. AA” (José L. Bonet et al., 2020, p. 17).
- "The reduction of the ecological footprint of tourism, aligned with the
Spanish objectives of CO2 reduction and Sustainable Development of
2030" (José L. Bonet et al., 2020, p. 17)
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- "Preserve the natural ecosystems of tourist areas" (José L. Bonet et al.,
2020, p. 17).
- Etcetera.
The COVID-19 crisis has generated negative impacts on our economy due to the
weight of SMEs and the dominance of the tourism, hospitality, and retail sectors
(Bonet et al. (2020)). The tourism sector needs much more attention from the
Public Administrations and some social sectors. Therefore, it is now necessary
for these Public Administrations to unite to guarantee the recovery of the sector
together with health security.
It is important to develop a Strategic Plan (Bonet et al. (2020)) for the Spanish
tourism sector in the medium / long term. This plan must consider digitization,
sustainability, the evolution of destinations, control of tourist infrastructures, and
promote economic and image aspects of the sector. Although the most important
thing to guarantee the reactivation of the Spanish tourism sector is the speed in
the immunization of the world population.
7. ERTE REFORM RECOMMENDATIONS
"The lengthening of the pandemic is generating increasingly serious financial
problems for a large number of businesses and companies that may see their
continuity in danger in the coming months" (Felgueroso et al., 2021, p. 18). The
Temporary Employment Regulation Files have been renewed until May 31, 2021,
with some administrative modifications but without making the job preservation
requirements or restrictions on dismissal more flexible (Felgueroso et al., 2021).
“The extension of the ERTE is good news. The current system is well adapted to
the needs of companies and its financing does not pose problems due to the
availability of SURE funds, a community mechanism to finance ERTE” (F.
Felgueroso et al., 2021, p. 27). Currently, and after more than a year of pandemic,
ERTEs and liquidity measures provided by the Government are not enough for
companies in the most affected sectors. One problem posed by these Files is the
penalty for companies for not keeping the employee for 6 months after the ERTE
was affected. This penalty becomes important at the beginning of the pandemic
(Felgueroso et al., 2021) to safeguard employment. Currently, and after a year of
pandemic, many companies suffer serious economic consequences from
external causes, hence many companies prefer to keep employees in ERTE to
avoid certain labour costs. “The current ERTEs are very selective and only cover
salary costs”, announce Felgueroso et al., 2021, p. 28. The prohibition of
dismissal is an undue limitation of business freedom that will lead to the closure
of companies, especially those that only accumulate losses. Felgueroso et al.
(2021) announce that another measure of vital importance that requires a certain
study would be the implementation of several complementary aids that help cover
the fixed costs of companies to save viable companies in the most affected
sectors.
In addition, it is worth noting the extension up to three years of the expiration
dates of the ICO for those who request it if it is not in default and the applicant is
not in bankruptcy. Another measure that must be implemented is the maximum
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agiliation before the processing of the Files. An idea arises that the files can be
started earlier by imposing heavy penalties on those who fail to comply with the
established requirements when the file is verified posteriori.
“The design of incentives for the training and requalification of workers, in
particular for workers in sectors where activity will not fully recover as long as
there are no vaccines.” (Felgueroso and Jansen, 2020, p.17).
It is important to say that there is moral hazard on the part of companies. The
benefits of being able to carry out a Temporary Employment Regulation File
(ERTE) are many. Therefore, many companies may behave opportunistically to
obtain additional financing than is necessary (López and Onrubia, 2020). For this
reason, the existence of the Records should be of vital importance only in those
sectors that have really been affected by the health crisis, as is the case of the
hospitality sector.
If I speak from myself opinion, I think that the Public Administrations should have
designed informative articles that are easy to understand for those people who
really are the first time they have heard about ERTEs. Many people have gone
to employment agencies in search of answers to many questions due to the noninterpretation of the Official State Gazette.
Another measure would be the acceleration of the vaccination rate. If the
vaccination rate accelerates, many companies - especially those linked to the
tourism sector - will be able to resume their activity with total normality, which
would cause a decrease in the percentage of employees affected by ERTE. In
addition, it would be a necessary reactivation of the country's economy at this
time.
8. CONCLUSIONS
The unforeseen arrival of the pandemic has led to abrupt negative consequences
internationally. The pandemic has infected thousands and thousands of people
and many people have died as a result. To stop the spread of the virus, each
government has taken the necessary measures to limit the number of infections.
In the case of Spain, the most necessary and quickest measure imposed by the
Government was the limitation of mobility, thus causing a zero movement of
tourists. The confinement of Spain for fifteen days caused that thousands of
workers and self-employed could not carry out the work pertinent to those who
work. Hence, the word ERTE reappears, Temporary Employment Regulation
File, a labour mechanism managed by the Public Administrations that helps
workers not lose their jobs and so that companies can exempt themselves from
the contribution to the Social Security. One of the main concerns for many
workers has been the fear that the ERTE will become ERE, which means a
collective dismissal because the company must close due to having too many
losses.
The main macroeconomic indicators have been modified during the pandemic,
mainly the GDP and the unemployment rate, which have decreased and
increased respectively. Thanks to the labour mechanisms imposed by the
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Government, the unemployment rate has not been as negatively affected as it
would have been without the existence of these mechanisms.
Since December 2020, the Spanish population has begun to be vaccinated,
reaching, 5 months later, 15.5% of the population with the full schedule.
In the case of the Balearic Islands, time runs against us as long as the majority
of the population is not vaccinated. The pandemic has affected the service sector,
especially the hospitality industry. The only economic engine of the Balearic
Islands is tourism. The perimeter closure of the Autonomous Communities has
caused the Balearic Islands not to receive the volume of tourists it received in
previous seasons, which has caused the regional GDP to fall sharply and the
number of ERTEs will increase, as well as the unemployment rate. Therefore, the
negative consequences on tourism in the Balearic Islands must help us realize
that more than one economic engine is needed in the Autonomous Community
based on digitization and sustainability.
We are at a time when it is necessary to know how to act intelligently and
rationally. The cost of ERTEs is steep, so it is advisable to leave ERTEs only in
those sectors that really need it to avoid the moral hazard of many companies
that see the opportunistic way to benefit from it.
Finally, I would like to thank the health workers for the work they have done to
defeat the virus as soon as possible and say that it is important, now that the
state of alarm has been lifted, to act in a rational and intelligent way so that this
summer there is a tourist season and economic activity can recover quickly.
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