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1. Foreword

The conference “Unemployment in Transition Economies: Developments, Challenges and Lessons from the EU and the US” took place on October 26 to 28, 2001 at the campus of the Universitat Pompeu Fabra in Barcelona. 

The conference was very well attended during the three days and in every session there were very lively discussions. Some of the topics that were discussed include job mobility, compensation systems such as disability recipiency or unemployment insurance, and the effect of employment protection legislation on labor market performance among others. 

The goal of the conference was to organize a forum of international debate to discuss the recent developments on the field of labor economics both theoretically and empirically with special focus on the evolution of unemployment as well as long-term unemployment in transition economies. The participants of the conference were experts in this field from several transition economies as well as from different EU countries and the US. This international participation was crucial for the exchange of experiences from the different countries.

The conference was hosted by the Centre de Recerca en Economia International (CREI) and cosponsored by the European Commission Phare-Ace Programme. We would like to thank the Ministerio de Ciencia y Tecnología and the Generalitat de Catalunya, DURSI, for their financial support. The organizers of the conference and the members of the ACE team would like to thank these institutions for making this event possible. The organizers would also like to thank Jordi Galí for helping us to think “big”. Special thanks to Anna Ricart for all her help, to Àngels Esterri and Montse Francesca for their help in the organization, to Marta Soler for her help with the web page, and to Dorte Domeland-Narvaez and Alex Mas for their summary of the discussions.

On behalf of the Program Organizers and Conference Participants,

Maia Güell
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The local community showed great interest in the conference and there were many people that assisted and participated lively in the conference, such as:

Giovani Pica, Universitat Pompeu Fabra, Barcelona

Eduardo Rodés, Universitat Pompeu Fabra, Barcelona

Marc Saez, Universitat de Girona

Cristina Fernandez, Universitat Pompeu Fabra, Barcelona

Silke Anger, Universitat Pompeu Fabra, Barcelona
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Carmen de la Camara, Universitat de Barcelona

Jo Seldeslachts, Universitat Autònoma de Barcelona

Marta Soler, Universitat Pompeu Fabra, Barcelona

Javier Pastor, Universitat Pompeu Fabra, Barcelona
Rita Almeida, Universitat Pompeu Fabra, Barcelona

Miren Ullibarri, Universidad Pública de Navarra, Pamplona

3. Program

Friday 26

10:00

ACE Meeting (room 20.133)
Daniel Munich (Charles University, CERGE, Czech Rep), Jan Svejnar (William Davidson Institute, University of Michigan), Stepan Juradja (Economics Institute, Academy of Sciences of the Czech Republic), Martina Lubyova  (Slovak Academy of Sciences), Boguslavas Gruzevskis (Institute of Labour and Social Research, Lithuania), Maia Güell  (UPF), Henrik Huitfeldt (University of Uppsala, Sweden).

13:30

ACE Meeting Lunch

15:30

 Welcome 

Session 1
Chair: Adriana Kugler (UPF)

16:00
From Reunification to Regional Integration: Productivity and the Labor Market in East Germany
*Michael Burda (Humboldt-University of Berlin)

Jennifer Hunt (Yale University)

Discussant: Daniel Munich (CERGE-EI)

17:00 

A Dynamic General Equilibrium Model of Temporary Contracts

*César Alonso (Universidad Carlos III de Madrid)

*J.E. Galdón (UPNA)

Jesús Fernández-Villaverde (University of Pennsylvania)

Discussant: Pedro Mira (CEMFI)

18:00 

Coffee break

18:30 

Cross-Country Comparisons of Wage Rates: The Big Mac Index

*Orley Ashenfelter (Princeton University) 

*Stepan Jurajda (CERGE-EI) 

Discussant: Ed Lazear (Stanford University)

21:00
 
Dinner

Saturday 27

Session 2 
Chair: Ernesto Villanueva (UPF) 

10:00 

On the Speed of Reallocation in Transition: Micro Evidence from

the Czech Republic and Estonia
*Stepan Jurajda (CERGE-EI) 

Katherine Terrell (William Davidson Institute, University of Michigan)

Discussant: Michael Burda (Humboldt-University of Berlin)

11:00 

Coffee break

11:30  

Distribution and Growth in an Economy with Limited Needs

*Gilles Saint-Paul (University of Toulouse I)

Discussant: Samuel Bentolila (CEMFI)

12:30  
The Returns to Job Mobility during the Transition: Evidence from Czech Restrospective Data

*Daniel Munich (CERGE-EI)

*Jan Svejnar (William Davidson Institute, University of Michigan)

Katherine Terrell ((William Davidson Institute, University of Michigan)

Discussant: Manuel Arellano (CEMFI)

13:30 

Lunch

Session 3 
Chair: Ignacio García (centrA)

15:00 
Dismissals, Employment Protection Regulations and Temporary Work: Beyond the Cross-country Comparisons
*Tito Boeri (Bocconi University) 

*Juan F. Jimeno (FEDEA)

Discussant: Alison Booth (University of Essex)

16:00
 
Let’s Go to Court! Firing Costs and Dismissal Conflicts
*J.E.Galdón (UPNA)

*Maia Güell (Universitat Pompeu Fabra) 

Discussant: Hank Farber (Princeton University)

17:00  

Coffee break

17:30  

Rise in Disability Recipiency and the Decline in Unemployment
*David Autor (Massachusetts Institute of Technology)

Mark Duggan (University of Chicago) 

Discussant: Juan F. Jimeno (FEDEA)

21:00
 
Dinner

Sunday 28

Session 4 
Chair: Jaume Garcia (UPF)

10:00  
The interplay between insurance and assistance in unemployment compensation systems

*Javier Ortega (University of Toulouse I)

Laurence Rioux, CERC and CREST (Paris).

Discussant: J.E.Galdón (UPNA)

11: 00

Coffee break

11:30  
Disentangling the minimum wage puzzle: an analysis of job accessions and separations from a longitudinal matched employer-employee data set
* Pedro Portugal (Bank of Portugal and Universidade Nova de Lisboa)

Ana Rute Cardoso (Universidade do Minho, NIMA, Portugal)

Discussant: Alan Manning (London School of Economics)

12:30  
Counseling and monitoring of unemployed workers: theory and evidence from a controlled social experiment

* Gerard van den Berg (Free University Amsterdam)

Bas van der Klaauw  (Free University Amsterdam)

Discussant: Luojia Hu (Northwestern University) 

13:30

Lunch

(*) conference participant

Rapporteur: Dorte Domeland-Narvaez (UPF) and Alex Mas (Princeton University).
4. Report

The present report is a brief summary of the papers presented and the discussions that took place during the conference. For those papers for which the abstract was available this is also provided.
From Reunification to Regional Integration: Productivity and the Labor Market in East Germany

Michael Burda (Humboldt-University of Berlin)

Jennifer Hunt (Yale University)

Presentation: Michael Burda (Humboldt-University of Berlin)

Discussant: Daniel Munich (CERGE-EI)

Summary and discussion: East Germany GDP growth basically came to a halt after 1995 and convergence with respect to Western values in labor productivity and GDP per capita remained incomplete. According to Michael Burda the culprit for slowing convergence lies in the dramatic slowdown in TFP growth. Burda highlighted that by 1999 the productivity gap was constant across skills and hence proposed skill-neutral explanations such as lags in East German infrastructure, as well as deficiencies in business skill, credit constraints and cyclical components. Finally, the net emigration of younger, more highly educated people from East to West may have contributed to a reduction in eastern TFP. Concerning the level of employment, Burda explains the lower employment ratios in the East by that fact that after the reunification wages rose quickly due to westward migration, the introduction of the western welfare system and pressure by labor unions. The subsequent weakening of labor unions in the East however increased wage flexibility and may lead to higher employment levels in the medium run. The discussant Daniel Munich commented that the paper puts the issues following the German Reunification in a broad picture, but criticized that it only tackles some issues superficially. He pointed out that the slowdown in the mid 90s did not only hit Germany. What was specific to Germany was the fact that the slowdown appeared although investment continued to increase. He further discussed the problem that the amount of investment does not shed light on the efficiency of investment, a point also taken up Jan Svejnar. Furthermore, Munich missed an analysis of the effect of transfers on West German growth. David Autor emphasized the role of soft factors in the measurement of human capital, as well as of cohort effects in the measurement of returns to education. 

A Dynamic General Equilibrium Model of Temporary Contracts

César Alonso (Universidad Carlos III de Madrid)

J.E. Galdón (UPNA)

Jesús Fernández-Villaverde (University of Pennsylvania)

Presentation: César Alonso (Universidad Carlos III de Madrid)

Discussant: Pedro Mira (CEMFI)

Abstract: Job security provisions, particularly those regarding workers' layoffs, are commonly invoked to explain the large and persistent differences between European and U.S. unemployment rates. This fact has led European countries to undertake reforms in the last two decades aimed at reducing firing costs. However, this reduction has typically been applied to fixed-term or temporary contracts, while firing costs for permanent or indefinite-term contracts have been maintained unchanged. Despite the widespread promotion of such contracts, there is a lack of quantitative analysis of their impact over the aggregate economy. To address this question, we build and calibrate a dynamic general equilibrium model with heterogeneous agents in a firing-cost economy. An important feature of our calibration is that our parameters are estimated using a dynamic partial equilibrium model with a panel of firm-level Spanish data. Spain is a particularly interesting case since its labor regulations are among  the most protective in the OECD and its unemployment rates among the highest. We find that the introduction of temporary contracts have small quantitative effects on aggregate output and employment.

Summary and discussion: The authors seek to examine the effects on aggregate output and employment of contract reforms in many European countries, whereby the firing costs for workers on temporary contracts are reduced and firing costs for workers on permanent contracts are unchanged.  Previous work in this area derived the demand side of the economy.  Alonso et al. generalize this by also considering the feedback effects of the reforms on wages.  Through a calibration exercise using parameters from the Spanish economy from 1985 through 2000, the authors find that the introduction of temporary contracts have only a small effect on aggregate employment and output, perhaps leading to a reduction of employment.  

A critique expressed both by Alonso himself and the discussant Pedro Mira, is that the calibrated model cannot replicate the proportion of temporary to current workers observed in the Spanish economy so the results should be viewed as preliminary.  Both agreed that a possible avenue to rectify this problem is the introduction of aggregate uncertainty to the model.  He also suggested that the authors examine the effect of reduced firing costs in their model, as that was the thrust of most reforms in the 1980´s.  David Autor noted that the model depends on the lower productivity of temporary contract workers relative to the permanent contract workers.  If this were not the case firms would never hire permanent workers.  He suggested that the authors could instead generate demand for permanent contract workers if temporary contracts served as a screening device, or if workers behave differently working under a permanent or temporary contract.  Other critiques noted that job creation and job destruction should not be treated the same, i.e. exogenous and random, and that the model should allow for quits as to allow workers to self-select between temporary and permanent contracts.
Cross-Country Comparisons of Wage Rates: The Big Mac Index

Orley Ashenfelter (Princeton University) 

Stepan Jurajda (CERGE-EI) 

Presentation: Orley Ashenfelter (Princeton University) 

Discussant: Ed Lazear (Stanford University)

Abstract: Comparisons of wage rates across countries have become key ingredients in evaluating theories of international trade, the role of trade in exacerbating wage inequality, and the role of capitalist reforms in economic transition.  Despite the importance of cross-country wage comparisons, it is widely agreed that no credible, comparable wage estimates exist. This paper suggests a simple procedure for comparing the average wage rate of workers in identical jobs in different countries and over time. The procedure is implemented with new data we have collected on average wage rates in McDonald's restaurants in 27 countries that are at dramatically different stages of economic development. Real wage rates are computed at current exchange rates, and also after adjustment for purchasing power parity in units of “Big Macs” per hour. The results indicate that real wages for identical jobs in the U.S., Japan, and Western Europe are some four to five times higher than in Eastern Europe, Korea, or Brazil, and an order of magnitude higher than in China, India, or Colombia.

Summary and discussion: This paper had several motivations including the construction of inter-country comparable wages so as to test factor price equalization, the idea that when the prices of the tradable goods are equalized between countries then the prices of the factors (e.g. capital and labor) will also be equalized between countries.  While FPE is an important result of the Heckscher-Ohlin model, there have been few tests of this phenomenon.  Using data on wage rates in McDonald restaurants and prices of Big Macs for 1998 and 2000 to construct a measure of how many Big Macs a McDonalds employee could purchase in an hour. The advantage of this approach to construct an index of wages is that McDonald’s employees have narrowly defined job titles so thus avoiding a problem of interpretation arising when wages are collected from different institutional settings.  Ashenfelter and Jurajda concluded that the PPP-adjusted wage rates strongly reject the equality of wage rates across countries measured in a common currency, although within OECD countries FPE appears to hold.  Of course FPE requires that goods be tradable, are Big Macs traded goods?  Ashenfelter thought so, arguing that all components of the Big Mac are frozen and are often shipped between countries.  

The discussant Edward Lazear, while absent from the conference, prepared a critique presented by Maia Güell.  Lazear asked whether the Big Mac Index was a better measure of average wages than existing measures.  Lazear broke the problem down highlighting the following trade-off inherent to the Big Mac Index; better measurement versus a less than representative sample of wages.  Lazear modelled these errors by describing two countries, say A and E, with skilled and unskilled labor.  In the model unskilled Labour can be measured perfectly whereas skilled wages are measured with error.  Lastly, Lazear assumes that the ratio of skilled to unskilled wages varies by country.  Lazear then posed the following question:  When is it better to use all wages, noisy though they may be, and when is it better to use a perfect measure of a subset of wages?  He concluded that the Big Mac Index is better: 

If the (absolute) difference between traditionally estimated inter-country mean wage ratio and the true mean wage ratio is larger than the (absolute) difference between McDonalds estimated inter-country mean wage ratio and the true mean wage ratio.  Using simulations Lazear then argued that it is not obvious that the Big Mac Index is a better measure of average wages, especially when there are significant variations in skill shares.
Hank Farber responded that while Lazear´s point is valid, it is not really a critique of the Big Mac index since AJ are not interested in the average wage within countries.  Other comments on this paper focused on the possibility that because of imperfect competition due to product market regulations, for example, the Big Mac wages may in part reflect rice mark-ups.  Jordi Galí made the point that the Big Mac index serves as a measure for price mark-ups, and could facilitate analyses analyzing the relationship between price mark-ups and level of development across countries. Alan Manning made the point that variation in Big Mac wages could in part reflect productivity differences across different countries even with identical Big Mac production processes.  In his concluding remarks Ashenfelter reiterated that AJ did not intend to measure differences in mean wages across countries.  Rather the motivation is to at least begin the process of generating comparable cross-country wages, something that the International Labour Organization would do if it were a statistical agency.  Nevertheless, he points out that in the spirit of Lazear´s critique, it is worth thinking about trade-offs in measures when a test is proposed.  Ashenfelter concluded by positing that the two-tier wage structure observed across countries is a puzzle that deserves more attention.

On the Speed of Reallocation in Transition: Micro Evidence from the Czech Republic and Estonia

Stepan Jurajda (CERGE-EI) 

Katherine Terrell ((William Davidson Institute, University of Michigan)

Presentation: Stepan Jurajda (CERGE-EI) 

Discussant: Michael Burda (Humboldt-University of Berlin)

Summary and discussion: Stepan Jurajda provided evidence on job creation and destruction for transition economies, by contrasting evidence on the gradualist Czech and rapid Estonian approach of job destruction after the end of Communism. Jurajda highlighted that the gradualist approach seems to have effectively synchronized job creation and destruction. Dramatic job destruction lead to either no or small and delayed slowdown of job creation. The degree of reallocation among the Czech Republic and Estonia states was similar, but unemployment in the Czech republic was much lower. These findings are then contrasted with the predictions of the Optimum Speed of Transition theory and a model of creative destruction with frictions. In his discussion Michael Burda approved the informative aspect of flows on the transformation in Central and Eastern Europe, but emphasized that the paper casts light, but does not test the two relevant theories. He further discussed the possible bias that is likely to arise due to measurement issues in the data. Finally, he discussed whether Estonia was the right country to compare with the Czech Republic, because of its small size and large dependency on the former USSR. He recommended comparison with Poland instead. The involvement in regional politics and the fact that the “bang” was not that large in Poland however made Poland less attractive for comparison as Jurajda pointed out. Other variables that may be important to describe the transition determined the subsequent discussion. Orley Ashenfelter noted that the analysis of transition should also consider differences in GDP per capita, which according to Jurajda are difficult to measure. And Allison Booth proposed differences in demand uncertainty as an important aspect in a period of labor adjustment. Finally, Alan Manning would have liked more information on the change in total employment in the Czech Republic, but as Jurajda pointed out, no information on employment was available between 1991-1993.
Distribution and Growth in an Economy with Limited Needs

Gilles Saint-Paul (University of Toulouse I)

Presentation: Gilles Saint-Paul (University of Toulouse I)

Discussant: Samuel Bentolila (CEMFI)

Summary and discussion: The positive relation among technical progress and increase in inequality was the main topic of the paper presented by Gilles Saint Paul. He developed a model in which the interaction of imperfect competition and finiteness of needs establishes a hump-shaped relation between productivity growth and wages. An increase in the number of goods moves the economy away from the zone in which further productivity growth reduces wages. Individuals can either work in the production sector or produce new goods. Improvements in productivity lead to an increase in the relative wages of the knowledge sector and an increase in the number of goods. Saint Paul then showed that under the assumption that more skilled workers have a comparative advantage in producing new goods, productivity growth always increases earning inequality. The robustness of these results was the main concern of the discussion of Samuel Bentolila who pointed at the role of satiation in the model and the lack of modeling the labor supply decision. He further mentioned the fact that we observe declining mark-ups in reality and finally recommended the simulation of the model. Concerning the role of satiation, Saint Paul clarified that the results depend on the existence of a satiation point, but not on satiation. The concern about actually declining mark ups was shared by Alan Manning and Michael Burda. Orley Ashenfelter mentioned that at the same time that we observe a reduction in the margins of branded products, there is a shift towards more branded products. Concerning the labor supply decision, Hank Farber hinted at the rising value of time. Furthermore, he pointed out that the fact that rich people pay more for goods might also be seen as a redistribute device. Michael Burda commented the lack of free entry for firms and Tito Boeri missed that workers didn’t participate in profits of the firms. Finally, David Autor discussed the implication of an increase in education for the model.

The Returns to Job Mobility during the Transition: Evidence from Czech Restrospective Data

Daniel Munich (CERGE-EI)

Jan Svejnar (William Davidson Institute, University of Michigan)

Katherine Terrell ((William Davidson Institute, University of Michigan)

Presentation: Jan Svejnar (William Davidson Institute, University of Michigan)

Discussant: Manuel Arellano (CEMFI)

Summary and discussion: The effect of job mobility on individuals’ wage changes in the Czech Republic from 1989 to 1996 is the topic of the paper presented by David Munich. Using data collected by the authors, Munich provided evidence that workers who quit their old job and moved to newly formed private firms fared best in terms of wages compared to those who stayed, were laid off or moved into the old sector. Quitters, who moved to a job in a newly formed private firm were mainly young single men with higher education and family income, who worked in tight local labor markets. Manuel Arrellano discussed the relation among instrumental variable and self-selection approach in the context of the model and recommended a formal test of the significance of wage growth difference among the different worker groups. Michael Burda pointed out that controlling for changes in returns to mobility may enrich the paper. In response to Arellano’s recommendations that a more structural model and as well as providing evidence on wages after 1996 would enrich the paper, Jan Svejnar stated that both concerns already formed part of the author’s agenda.

Dismissals, Employment Protection Regulations and Temporary Work: Beyond the Cross-country Comparisons
Tito Boeri (Bocconi University) 

Juan F. Jimeno (FEDEA)

Presentation: Tito Boeri (Bocconi University) 

Discussant: Alison Booth (University of Essex)

Abstract: Employment protection regulations are not enforced uniformly across the board. There are a number of exemptions to the coverage of these provisions: firms below a given threshold scale and workers with fixed-term contracts or involved in temporary agency work are outside the domain of application of the norms. This allows to make inferences on the impact of these regulations which go beyond the usual cross-country approach. In this paper we obtain results pointing to a significant negative effect of EPL on the probability that workers with a permanent contract are involved in layoffs. We also develop a simple model, which explains why these exemptions in the implementation of EPL conditioned on firm size are present in many countries to start with.

Summary and discussion: BJ interact institutional EPL exemptions with time thus exploiting within country variation in EPL enforcement in order to identify the impact of EPL.  BJ assume that efficiency wages increase in firm size, economic severance payments increase in firm size, and efficiency wages decrease in economic severance.  BJ exploit Italian and Spanish EPL exemption laws that apply to firms with 15 or less employees in Italy and 25 or fewer employees in Spain.


Alison Booth noted that with cross-sectional data it is difficult to disentangle EPL from other factors that affect labor turnover.  Booth credited the authors for endogenizing the wages in their model, allowing for feedback effects from EPL.  Booth´s critique is that employment results are consistent with other theories linked to firm size.  For example, small firms face greater volatility in product demand implying more firings.  Also, large firms invest more in training which impact hiring decision changes.  Booth thought the heterogeneous treatment effect on men and women observed in the Spanish data especially interesting and thought the authors should investigate this avenue more carefully. In particular, why is this phenomenon only observed in Spain, and not Italy?  Jimeno commented that the heterogeneity observed in labor turnover in Spain is a byproduct of country-specific institutional arrangements so that EPL is binding in different ways for men and women in Spain.  For example, equal opportunity laws in Spain make it very difficult to fire women on permanent contracts who have children, as that can be the basis of EOL lawsuits.  

St. Paul asked why we should expect monitoring costs to be higher in large firms.  Specifically, he suggested that if large firms are just the replication of many small firms then monitoring costs should be the same.  Farber pointed out, however, that the principle of firms cannot be replicated, so she will still experience a lower detection probability.  Pedro Portugal wondered whether the authors found heaping directly below firms with 15 employees in the Italian data.  In previous literature this heaping effect has been difficult to show.  Alan Manning pointed out that the authors may want to just focus on total employment changes, as opposed to making the distinction between individual and collective dismissals, arguing that firms with less than ten workers are simply less likely to make collective layoffs as that would represent large proportions of firms’ employees.  

Let’s Go to Court! Firing Costs and Dismissal Conflicts

J.E.Galdón (UPNA)

Maia Güell (Universitat Pompeu Fabra) 

Presentation: Maia Güell (Universitat Pompeu Fabra) 

Discussant: Hank Farber (Princeton University)

Abstract: In this paper we analyze court outcomes of dismissal conflicts for several countries. We highlight two facts. First, the patterns found are extremely stable in every country over time. Second, two types of patterns are found: either the workers win most of the cases, or the worker and the firm win half the times each. We build a model of dismissal conflicts that explains these facts. The gap between the severance pay for fair and unfair dismissals is a key factor in the determination of such court outcomes. Those countries with a small gap have outcomes in which the workers win most of the times, and the average cost of firing is higher than in those countries with a higher gap. This suggests that costly dismissals and rigid employment protection legislation are not necessarily synonymous.
Summary and discussion: What is the actual cost of firing workers?  The cost described by laws may not represent the real costs as they can deviate in court.  GG examined outcomes of conflicts over worker dismissals motivated by statistics from five countries: Italy, France United Kingdom, United States, and Spain.  In their paper, GG compare worker win rates of those cases taken to court. They analyze two types of conflicts (pure disagreement and strategic) which emerge endogenously in the model. They find that the gap between the severance pay for fair and unfair dismissals is a key factor in the determination strategic conflicts and can explain partly the different court outcomes among countries.


Discussant Hank Farber presented what he believed to be a more parsimonious model of disputed settlements in which differing expected payoffs between workers and firms were not needed to generate the desired comparative statics whereby lower cost to disputes, higher probability of worker winning disputes, and higher payoff in the case the worker wins the dispute all lead to increased claims rates.  Farber also noted that a problem with cross-country comparisons, of the sort made by GC, is that firing costs differ across countries and firings may be endogenous.  Another problem may be that of case selection, whereby the only claims that are filed are the ones that make sense for the workers.      

Rise in Disability Recipiency and the Decline in Unemployment
David Autor (Massachusetts Institute of Technology)

Mark Duggan (University of Chicago) 

Presentation: David Autor (Massachusetts Institute of Technology)

Discussant: Juan F. Jimeno (FEDEA)

Abstract: Between 1984 and 2000, the share of all non-elderly adults receiving benefits from the Social Security Disability Insurance (DI) and Supplemental Security Income (SSI) programs rose by 70 percent. We trace this remarkable growth to reduced screening stringency and, due to the interaction between growing wage inequality and a progressive benefits formula, a rising earnings replacement rate. We explore the implications of these changes for the level of labor force participation among the less skilled and their employment responses to adverse employment shocks. Following program liberalization in 1984, DI application and recipiency rates became two to three times as responsive to plausibly exogenous labor demand shocks. Contemporaneously, male and female high school dropouts became increasingly likely to exit the labor force rather than enter unemployment in the event of an adverse shock. The liberalization of the disability program appears to explain both facts. Accounting for the role of disability in inducing labor force exit among the low-skilled unemployed, we calculate that the U.S. unemployment rate would be two-thirds of a percentage point higher at present were it not for the liberalized disability system.

Summary and discussion: David Autor presented a paper that focuses on the effect of changes in the determination process and replacement rate of federal disability programs on labor force participation and employment responses to adverse employment shocks for

low-skilled individuals. Autor provided evidence that the number of adults under forty more than doubled, that recipients were less likely to suffer from high mortality disorders and that recipiency rates increased especially for high school dropouts from 1979 to 1993. After presenting a dynamic programming model that captures the basic feature of the US disability system, Autor discussed his empirical findings of a negative effect of the generosity of the disability program on the labor force participation of male high school dropouts. Using an exogenous demand shock measure based on employment shares, he showed that negative employment shocks increased disability recipiency. Finally, he concluded that the disability system exacerbated the trend of labor force exit induced by declining real wages by providing the least skill with a viable alternative to employment. The discussant Juan Jimeno emphasized the relevance of the issue not only for the US, but also for Europe. His main criticism was directed towards a lack of control for variations across states such as differences in non-employment benefits, decisions made by state agencies, which may affect eligibility conditions, costs of living and health. He recommended to control for inter state migration flows because of possible welfare shopping and pointed out that the empirical analysis did not consider Supplemental Security Income, which one quarter of disability recipients received. The long-term scenario of the costs of the disability program was the main concern raised by Orley Ashenfelter.

The interplay between insurance and assistance in unemployment compensation systems

Javier Ortega (University of Toulouse I)

Laurence Rioux, CERC and CREST (Paris).

Presentation:

Discussant: J.E.Galdón (UPNA)

Abstract: This paper analyses the interplay between the insurance and assistance components of unemployment compensation systems. In a matching framework à la Pissarides, we assume that, when laid-off, a worker whose employment spell has lasted long enough is eligible for unemployment insurance benefits. Unemployment insurance is then given for a limited duration and the amount of benefits depends on the past wage. The unemployed who are not eligible of insurance benefits or no more eligible (because they have exhausted their rights) receive assistance benefits. Unlike insurance benefits, assistance benefits are constant over the unemployment spell and are paid as long as the person is unemployed. The model is calibrated to reproduce the main features of the French labor market. Most of the variables of the model are estimated using the French sample of the European Panel Survey (1993-97). We then study the impact of different reforms of the unemployment compensation system. Our calibration exercises show that, as in the standard matching model, the amount of both types of benefits affects negatively employment. However, the quantitative impact appears to be small: a 19% increase of assistance benefits causes a 0.26 points rise of the unemployment rate. Shortening the duration of insurance benefits is shown to raise the equilibrium unemployment rate. Inversely, softening the eligibility criteria for insurance benefits raises both the workers’ expected welfare and the share of the employed eligible to unemployment insurance. Reducing the required past employment spell for eligibility from 120 to 100 days reduces the unemployment rate by 0.1 points.

Summary and discussion: Most European countries are characterized by the coexistence of two unemployment compensation systems: unemployment insurance and unemployment assistance. The interplay between these two systems is the topic of the paper presented by Javier Ortega. In a matching framework à la Pissarides Ortega introduced two types of employed workers: those who are eligible for unemployment insurance when laid off and those who are not. Wages and vacancies of these two types of workers differ, latter implying two types of matching functions. An unemployed receives either unemployment insurance or assistance benefits. Insurance recipients become assistance recipients at a given rate. A utilitarian welfare function measures welfare of workers and firms. Ortega calibrated the model using mostly data from the French sample of the European household panel and studied the impact of different policy changes on unemployment and welfare of workers and firm. He found that an increase of assistance benefits leads to a rise in the unemployment rate. Shortening the duration of insurance benefits increases unemployment, but reducing the unemployment spell required for eligibility reduces unemployment and raises workers welfare. Finally, Ortega pointed out that extensions of the model include to account for worker’s heterogeneity, the introduction of a budget constraint for the unemployment insurance system, collapsing the matching functions into one and to use different welfare functions. These extensions coincided with the comments of José Galdón-Sanchez, who added that the model is silent on how firms decide on the type of vacancy. He further recommended a thorough sensitivity analysis, as well as a study of transitional dynamics and to calibrate the model with data from other European countries. Michael Burda proposed to look at the gain of social welfare arising from eliminating the difference among the different states. Gilles Saint Paul and Christian Haefke both commented on the critical assumption of two different matching functions, which basically splits the labor market into two and biases the results in favor of the workers which are non-eligible to unemployment insurance. 

Disentangling the minimum wage puzzle: an analysis of job accessions and separations from a longitudinal matched employer-employee data set

Pedro Portugal (Bank of Portugal and Universidade Nova de Lisboa)

Ana Rute Cardoso (Universidade do Minho, NIMA, Portugal)

Presentation: Pedro Portugal (Bank of Portugal and Universidade Nova de Lisboa)

Discussant: Alan Manning (London School of Economics)

Abstract: Changes in the legislation in mid-80s in Portugal provide remarkable conditions for economic analysis, as the minimum wage increased very sharply for a very specific group of workers. Relying on a matched employer-employee panel dataset, we model gross job flows — accessions and separations — in continuing firms, as well as in new firms and those going out of business, using a Poisson regression model applied to proportions. Worker behavior is as well modeled. Employment trends for teenagers, the affected group, are contrasted against older workers, before and after the rise in the youth minimum wage.

The major effect on teenagers of a rising minimum wage is the reduction of separations from the employer, which compensates for the reduction of accessions (to new and continuing firms) and the rising dismissals from firms closing down. This result points to the relevance of supply side factors overcoming demand forces, as they indicate that job attachment for low wage youngsters rises following an increase in their minimum wage. In this sense, our results can reconcile some of the previous evidence that has been presented in the empirical literature when analyzing the overall impact of the minimum wage on youth employment without looking at its sources.

Summary and discussion: This paper’s contribution is to use a unique employee-employer matched dataset to look deeper at an enduring ‘puzzle’; why are employment levels often invariant to changes in the minimum wage?  The authors exploit a sharp rise in the minimum wage for young workers to model gross job flows –accessions and separations – for different classes of firms.  Portugal showed that a rising minimum wage had the effect of reducing teenage separations from employers, reduced accessions to new and continuing firms, and rising dismissals from firms closing down.    

The discussant, Alan Manning, was concerned with two main areas with regards to the paper being presented: identification, and the treatment-control methodology.  Manning made the point that in any study of the minimum wage, the probability of remaining in employment is a function of the initial wage, age year and impact of the minimum.  On the other hand, the impact of the minimum wage is a function of the initial wage, age and year.  Thus it is only possible to identify the impact of the minimum wage through assumptions on the functional form.  He did not believe the authors paid enough attention to this issue and argued that they should make explicit their identifying assumptions.  Manning argues that the firm-level analysis relies on the comparison of two years and relies on the minimum wage being the only reason for any differences between them.  But there could be other reasons including the documented sensitivity to the youth labor market to the business cycle, different trends in the share of young workers in the economy, regional differences in wages etc.  Lastly, Manning was struck by one implication of the paper, that teenagers seem particularly likely to keep their jobs in Portugal in years in which the minimum wage is raised and years for which it is not.  This behavior would contradict the decreasing hazard for the probability of separations observed over the first several working years in the UK, for example.  Hank Farber noted that this study might have implications for the monopsony explanation for the minimum wage puzzle.  Specifically, the monopsony model predicts an increase in hiring as the minimum wage rises, but makes no prediction on decessions, something the authors found to be important.  

Counseling and monitoring of unemployed workers: theory and evidence from a controlled social experiment

Gerard van den Berg (Free University Amsterdam)

Bas van der Klaauw  (Free University Amsterdam)

Presentation: Gerard van den Berg (Free University Amsterdam)

Discussant: Luojia Hu (Northwestern University) 

Summary and discussion: Holland provides certain categories of unemployed workers with counseling and monitoring on the individual transition rate to unemployment.  BK analyzes the effect of these policies using a social experiment with full compliance.  Van den Berg described a model of job search in which the arrival rates of job offers are endogenous to search intensity.  He also expanded the standard search model by modeling two kinds of search methods, formal and informal.  In their model counseling has the effect of increasing the arrival rates of jobs.  Monitoring turns out to have the effect of reducing search through informal channels and increasing search in the formal channels, which can reduce the overall level of search, as compared to no monitoring, if informal channels of search are more effective than the formal ones.  


Luoija Hu noted that there is some evidence that the treatment population may have not been completely randomly selected.  van den Berg agreed that the treatment group was not completely random, as in one of the cities some people in the non-target group were included in the target group.  This would only over-estimate the effect of treatment, however.  Alan Manning noted that there is a problem with sample size in this experiment.  For example, age does not appear significant for the probability of employment, when it would in larger samples.  Orley Ashenfelter noted, however, that large effects could be ruled out, and that the authors should formalize that idea by calculating the magnitude of the treatment effects that could be ruled out.  
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