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ABSTRACT

I develop a matching model in which risk-averse workers face borrowing constraints
and make a labor force participation decision as well as a job search decision. A sharp
distinction between unemployment and out of the labor force is made: those who look
for work for a certain period but find no job are classified as the unemployed and those
who do not look for work are classified as those out of the labor force. In the model,
the job search decision consists of two steps. First, each individual who is not working
obtains information about employment opportunities. Second, each individual who decides
to search has to take costly actions to find a job. Since individuals differ with respect to
asset holdings, they have different reservation job-finding probabilities at which an
individual is indifferent between searching and not searching. Individuals, who have large
asset holdings and thereby are less likely to participate in the labor market, have high
reservation job-finding probability, and they are less likely to search if they have less
quality of information. In other words, if individuals with large asset holdings search for
job, they must have very high quality of information and face very high actual
job-finding probability. On the other hand, individuals with small asset holdings have low
reservation job-finding probability and they are likely to search for less quality of
information. They face very low actual job-finding probability and seem to remain
unemployed for a long time. Therefore, differences in the quality of information explain
heterogeneous job search decisions among individuals as well as higher job finding
probability for those who reenter the labor market than for those who remain in the
labor force.

The effect of the extended maximum duration of unemployment insurance benefits on
the aggregate labor market and the labor market flows is investigated. The benchmark
benefit duration is set to three months. As maximum benefit duration is extended up to
six months, the employment-population ratio decreases while the unemployment rate
increases because individuals who are eligible for benefits have strong incentives to
remain unemployed and decide to search even if they obtain less quality of information,
which leads to low job-finding probability and then high unemployment rate. Then, the
vacancy-unemployment ratio decreases and, in turn, the job-finding probability for both
the unemployed and those out of the labor force decrease. Finally, the outflow from
nonparticipation decreases with benefit duration because the equilibrium job-finding
probability decreases. As the job-finding probability decreases, those who are out of the
labor force are less likely to search for the same quality of information.




ABSTRACT

I also consider the matching model with two states of employment and unemployment.

Compared to the results of the two-state model, the simulated effects of changes in

benefit duration on the aggregate labor market and the labor market flows are quite large

and significant.
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9HEI =] E-" Oll=|

A9F FEAEE e FHAE
2 3ol A Hd) LA AEF
A5 AFEs F Utk 28 AY939
AAA7NER FH71Z <Table 1> 2
o] AR} ZF-A), 1L 77| w
2} AAE A B Adae E4S @
ket 6709 ol AT AFEEIA

A
Aol Azo] ok 7}
W

4S5 Wxnl w@o g A3l I
7ol a7NERE o/ E7tA] AR=E

el

T A . o
@ >
=L
9,

Ir
&,
=l
oo

FHE003) w=d,  dEHAEE = =
43%9014) 45% FEolmE RHAN Ay SFUTh A o|FE AE 08%E T
T T2 BHYTY oF 40% ol of APEElM 23 ThFe HYAE]
gkl 7Pgslth Adwol 57171 370 APEH g7 ofsf olgetes s3It
<Table 1> Durations of Unemployment Insurance (Ul) Benefits
Length of the Period Insured
less than less than less than less than more than
1 year 3 years 5 years 10 years 10 years
less than 30 90 days 90 days 120 days 150 days 180 days
Age less than 50 90 days 120 days 150 days 180 days 210 days
more than 50 90 days 150 days 180 days 210 days 240 days
Source: Korea Employment Information Service.
11) $-elvel AGFoAEs B2 ekl Lhstgdnh
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{Table 2> Descriptive Statistics of the Korean Labor Market"

Employment Unemployment Nonparticipants Unemployment
Population Population Population Rate
63.00 2.56 34.45 3.67
Transition Rates(%) Employment Unemployment Nonparticipation
Employment — 96.78 0.80 2.42
Unemployment — 26.24 62.64 11.12
Nonparticipation — 4.63 1.23 94.24

Note: 1) Seasonally unadjusted monthly average.

Source: Economically Active Population Survey 2000-2006, National Statistics Office.

den Haan, Ramey, and Watson(2000)3}
Bils, Chang, and Kim(2007)3} z2o] 87|
GERNTE XA e 1LE - A )
ARFo A= ApEA F7)o] o5t olgT
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olFEY] 120] HEE NS A 1
2 v ZASE A7 23

oZRE HAASFAHILE-H A
Zo] olgt met uF3fof gtk 1¥d)
‘WEoREE 9] g FEe A o]
grolgtal A 4= Itk <Table 2>l w
2W, ‘18-H7EE o]Z-Etransition
probability)2 2.4%% ‘18— Fo]
35 0.8%R0 38 71 Aok 9 2E
‘TEOH A S APRA olgR )43}
I BE TIEAY S B olg R
S|t A olg 7hed A o]
go] AA|sl= BlFS 3/40] €} w2}
A B A e 123 3/42] S0
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S EEY Y3l AR wE
™, 200095E] 200613 Atole] YT
AgEL oF 05T 23 Ha 7<I
35 ¢5 05 HHEE pE 092 783}
W FA-AHE 0= 1.80] . vjHst
g e wE 0.67080] Aok YHT
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Ll

= T UAEE 7, 0, 123 p,
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{Table 3> Model Parameters

- Information
Parameters Description . MP Model
Quality Model
« elasticity of matching function 0.5 0.5
% worker's bargaining power 0.5 0.5
h home production 0.1 0.1
A exogenous separation rate 0.8% 0.8%
0 vacancy-unemployment ratio 1.8 1.8
w matching function parameter 0.6708 0.6708
16} discount factor 0.994385 0.9950556
T monthly interest rate 0.4868% 0.4868%
p persistence parameter of productivity shock 0.97 0.97
o standard deviation of shock 0.01 0.01
b unemployment insurance benefits 0.4 0.4
B’ leisure value from searching 0.483 0.226
B¢ leisure value from nonparticipation 1.0408 -
S search intensity - 0.33
T mean of signal-quality-generating random variable 0 -
persistence parameter of signal-quality-generating random 0.08 )
’ variable
o standard deviation of shock to the signal-quality-generating 03 )
K random variable

12) B89) FFYFo] oF 10|02 Bit AMIRATE 362 BT TS Ol ANTFER AN 5
oh;}_

13) MP 239 7% 2000138 2007 Atole] it AQE] 3.67%0|EE §8359] BEvY B E
022602 Adeiste] REge] Aol 4%7 HES It 729 ZE s& 03302 FIE, ol
<Table 2>° VFER} SQ1E 20009 5-E) 2006 3744]¢) 77 ﬂ%? 1%144«1 LY FHEE 295%, =
26.2/(26.2+62.6)Z "L—1r7l Q3tolt). mEAte] AeE FE 0.9950556.0. % o] B Hi M
TE7F 36 =7t HES SFAch
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(Table 4> MP Model: Extending the Maximum Duration of Ul Benefits

Maximum Duration 3 months 4 months 5 months 6 months

Employment/Labor Force (%) 96.02 95.76 95.73 95.70

Unemployment Rate (%) 3.98 4.24 427 430

E—U (%) 1.25 1.33 1.34 1.35

U—E (%) 30.00 29.99 30.00 30.00

Fraction of UI Recipients (%) 23.42 30.18 33.48 35.81

Average Wage 1.02 1.02 1.02 1.02

Average Asset Holdings 36.16 37.02 37.28 37.36

Vacancy-Unemployment Ratio 1.80 1.80 1.80 1.80

717to] 30D o] FFHIES 234%  ©o|] FUISITh

gout 1719 A9E aRAY WYl FF AYF FRAAS 254 B

HISS 302%= 6% o)A Ars3gitt
olgigt &S olalstr] Hdl F T

o w5AE Az R} @ HFel

2

(3

=

57 ARt o
Mok Ao

A 7



>
1804

2o XF0I2 wspe v 28 | 157

[Figure 1] Cumulative Distribution
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[Figure 2] Distribution and Threshold

(a) Distribution of Workers (b) Threshold Information Quality
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Note: In the case with no unemployment insurance benefits, parameters are reset as follows. B* is set to .692,
B’ to 1.0509 and (5 to .99459 such that the employment-to-population ratio, the unemployment rate and
the average asset holdings are 63%, 4%, and 36, respectively.
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{Table 5> Extending the Maximum Duration of Ul Benefits

Maximum Duration 3 months | 4 months | 5 months | 6 months
Employment/Population (%) 63.00 62.73 62.54 62.41
Unemployment/Population (%) 2.62 2.77 2.87 2.96
Nonparticipation rate (%) 3438 34.50 34.59 34.63
Unemployment rate (%) 3.99 423 4.39 4.53
E—>U (%) 0.69 0.72 0.74 0.76
E — N (%) 0.21 0.22 0.24 0.24
U —E (%) 24.84 25.11 25.14 25.13
U —N (%) 13.38 11.23 9.76 8.82
N — E (%) 1.19 1.13 1.10 1.08
N—>U (%) 1.66 1.61 1.56 1.53
Fraction of UI Recipients (%) 26.76 33.67 38.44 42.41
Average Wage 1.04 1.04 1.04 1.04
Labor Force Average Asset 36.04 36.57 36.97 37.24
(Population Average Asset) (38.85) (39.46) (39.93) (40.24)
Vacancy-Unemployment Ratio 1.80 1.76 1.74 1.73
Note: E, U and N denote employment, unemployment and nonparticipation, respectively.
AT AF7IRE Aol AA =5 22 MP EIRTE 4] A v
1ol PRl a9E RO 2v= dth
<Table 5>} 2t} AYHo] A7k BAEZ7Eo) shEtele A AA
AR ™ -85S 63%37HLD)NA 62.4% ZAA 8] AR [ R} F7FeE7] ol
O7HE)Z 0.6% sFstar, A7+ tirl & o ARk Bol HAg A ETE =F
AR} BIE-L 2.62%((370L) ol A 2.96%(67H o2 Qg &89 FAE Holsly] Wi
DE 034% Fsst] HAHES 0.53% of = AFE Wy HZAIEE o
(3.99%—4.52%) “Fs3ct AYHo A & stk S, Ao Xl%ﬂ{}O] =
717 e A AR ofdF Aol STtk o= HY
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[Figure 3] Maximum Duration of Ul Benefits and Threshold Information Quality
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{Table 6> Max Duration of Ul Benefits and the Exit Rates from Unemployment

3 months 4 months 5 months 6 months
Recipients 29.90 27.64 25.85 2431
U—E
Nonrecipients 23.87 23.71 23.64 23.77
Recipients 68.91 71.18 73.00 74.59
U—U
Nonrecipients 66.82 67.01 67.10 66.81
Recipients 1.19 1.18 1.15 1.10
U—N
Nonrecipients 9.31 9.28 9.26 9.41
3l gld + AUk o} ol AYFAE FF8HA Eok= At
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[Figure 5] Maximum Duration of Ul Benefits and Average Information Quality
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(b) Nonparticipants

[Figure 6] Distributions of Unemployed and Nonparticipants
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{Table A—1)> Employee's and Employer's Contributions

Employee's | Employer's
Number of Employees L L
Contributions |Contributions
(a) Unemployment Insurance Benefits 0.45% 0.45%
o less than 150 - 0.25%
(b) Employ.ment StaP%hzatlon Program more than 150" ) 0.45%
and Vocational Ability Development
more than 150~less than 1,000 - 0.65%
Program 2
more than 1,000 - 0.85%

Note: 1) Companies with Priority Support.

2) Projects by National or Local Governments.
Source: Korea Employment Information Service.

(Table A—2> Average Monthly Employed Persons and Insured Persons

(Number in thousand, %)

2000 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007

Employed Persons| 21,156 21,572 | 22,169 | 22,139 | 22,557 | 22,856 | 23,151 | 23,433
Insured Persons | 6,466 | 6,847 | 7,057 | 7,178 | 7.448 | 7,858 | 8302 | 82834
Ratio" 30.6 318 | 318 | 324 | 330 | 344 | 359 | 377

Note: 1) Insured persons/employed persons.

Source: National Statistics Office, Korea Employment Information Service.

{Table A—3> Benefit Recipients and Total Amount of Benefits

(number in thousand, billion Won)

2000 2001 2002 2003 2004 2005 2006
Recipients 304 378 366 444 619 707 817
Amount 4435 783.9 773.9 945.6 13274 | 16029 | 1834.0
Source: Korea Employment Insurance Service.
e AR 959 EAL A EFA o £ QUAT oF 32 1952
i B Ao AHR 4 A W FRE0
2hA 2007 LB AT FEAE
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{Table A—4> Average Monthly Unemployed Persons and Benefit Recipients

(number in thousand, %)

2000 | 2001 | 2002 2003 2004 2005 2006 2007

Unemployed Persons | 979 899 752 818 860 887 827 783
Benefits Recipients 74 113 105 123 174 204 222 243

Ratio" 7.7 12.9 14.0 15.0 20.3 23.1 27.0 31.1
Note: 1) Benefit Recipients/Unemployed Persons.

Source: National Statistics Office, Korea Employment Information Service.
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