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What is the paper about?

@ Compare high unemployment outcomes in CZ, HU, PO, SK, EG with
a western benchmark (WG)

e material: district-level monthly panel on U, V, S, O (91-05)
@ consider 3 hypothesis

e matching efficiency (disembodied efficiency and RTS)
e macro policies or external shocks (low V wrt S)
e on-going transition (high S)
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Transition theories vs. facts

In transition from market to plan, models predict:
(1) initial rise in S (2) gradually decline of S as the private sector
takes off

Observation |I:

@ S is not larger in transition economies than in WG (but for EG)
@ the reverse is often observed (esp. for CZ)
@ over the last period (00-05), S rose in WG
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In- and out-flows

Observation Il (table 1):

o WG: S and O " over the period, U ~

EG & PL: S  and O fluctuates => U

SK: high U and " and rather constant S and O
CZ:Sand O /and U /

HU: S 7"\, and O\~ => U ™\,
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Rank-correlation as indicators of activity re-location

Observation Il1:
e 2 different transition stories: from "plan to market" (90's) and
"globalisation" (after 99)
@ persistent district ranking for U (stock) and S

@ district ranking is strongly modified for V' : rank correlation closer to

Zero
=> 0=M(U,V)
+' +

@ ... but U/V is slightly modified
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Matching function discussion
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e O=M(U,V)
o 0, =AU VI F
) Ot,s,g :AS.gU;fB—l,sg t— lsgsfsg
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Matching function discussion

0= MU, V)
o 0, =AUP (V' F
Otsg =AsgUl | VI G

° t—1,5,g "t—1,5,g~t,s.g
@ IRSin M=>DRSinU s
since O = AUPVYSO = § => U=AYBSF v/
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Estimation methodology

@ correlation between unobserved i-specific effects and explanatory
variables U and V
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Estimation methodology

© 000

correlation between unobserved i-specific effects and explanatory
variables U and V
e either consider additional i-specific information

o ...or take mean-deviations or first-difference transformation

regressing flows on stocks, mean-deviations transf. can lead to biased
estimates => use lagged explanatory variables as IV

first-dif. transf. => use lagged explanatory variables as IV
first-dif. transf. => autorr. errors => need for robust var-cov matrix
control for seasonality

partial adjustments
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Estimation |

Goal: validate the methodology explained above
Display estimate for WG (97-05) for the each one of the steps:

OLS estimate: DRSy; even when size adjusted (is size a right
indicator?)
random effects or fixed effects: DRSy, bias remain

within transformations: 1st dif. or mean deviation +IV => much
higher estimate for B and v => IRSy

1st dif. + IV (various specifications) + important role of new inflows

why is 1st dif. +1V preferred to mean-deviation+I1V?
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Estimation |

Goal: validate the methodology explained above
Display estimate for WG (97-05) for the each one of the steps:

OLS estimate: DRSy; even when size adjusted (is size a right
indicator?)
random effects or fixed effects: DRSy, bias remain

within transformations: 1st dif. or mean deviation +IV => much
higher estimate for B and v => IRSy

1st dif. + IV (various specifications) + important role of new inflows

why is 1st dif. +IV preferred to mean-deviation+IV?

why are you experimenting with partial adjustment and forget it after?
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Estimation I

Regression by country and 2 sub-period (94-96 & 97-05)
@ RTSy, higher in second sub-period
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Estimation I

Regression by country and 2 sub-period (94-96 & 97-05)

@ RTSy, higher in second sub-period

o low (CZ-PL) or nil (EG-SK) precision for 94-96 (but for WG)

@ S matter much more for O than U when considering deriv. instead of
elast.

@ cross-country diversity for B, v and & but overall /RSy, (but in PL)

@ trends in O > 0 (but in CZ and EG)
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1-4
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Some basic interpretations questions

@ How to interpret the estimated trends?

@ as Ay —Ajj_1 =cst?

e But when running 24-month window estimates (Fig. 1) these trends
can move a lot. Is it that the relative size of the district is changing so
much over time? Some conf. int. might be useful...

@ Can one use estimates of B, v and J to assess
1-¢

O0=AUPVIS =S =>  U=AYPsr Vv 1/p
e given that they consider structural breaks (94-96 & 97-05) it seems
somewhat schizophrenic: e.g. "...this implies that steady-state U was

more sensitive to growing inflow in earlier stages of transition"
e ...but may be for the second period? Given that in all countries but HU
U is steadily growing, not sure.

@ Why to consider a structural break in 977
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Some basic interpretations questions

@ Do estimations of /RSy, help to answer the initial question: i.e. is U
high because of inefficient matching?

e from the rank correlation exercise we see that some mismatch occurs

e from Table 1 we have that V is moving around while S, O, and U all
A" (but HU)

e can't it be the sign of some long run unemployment?
Ljungqvist-Sargent 04 >< den Haan-Ramey-Haefke 06

@ Isn’t strange to say that PL has: high U, low V and low O =>
matching problem
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