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Abstract

This paper considers labour supply and demand shocks in a simple flow model of the labour
market. We wnsider the propagation of these shocks in a matching model with competition
between various groups of job seekers. By way of simulations we explore the extent of labour
market hysteresis arising from competition between uremployed job seekers and job seekers
outside the labour force The simulation model is based on an estimated aggregate matching
function. We find that the extent of hysteresis depends very much onthe way labou demand
reeacts to labour supply. Competition from non-participants in the search for jobs sftens the

impad of demand shocks uponthe unemployed.
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1. Introduction

During the 197G and 1980s The Netherlands, like most other European courtries, withessed a
dramatic rise in the unemployment rate (see Figure 1 below). This rise was characterised by a
number of upward jumps; steady state unemployment seemed to move to a higher level after
eadt cyclical downturn (see eg. Bean (1994). This pattern in unemployment rates siggests
unemployment persistence in the Netherlands (see eg. Hartog and Theeuwes (1993, Graafland
(1983)).

Figure 1 — Unemployment in The Netherlands
(x 1000persons)
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Source CPB Netherlands Bureau for Economic Policy Analysis.

Due to shocks to labour supply and demand, uremployment may deviate from its long-rum
equili brium. Several factors may prevent a quick return to its long-run equilibrium: adjustment
costs, wage-price staggering effeds, insider-outsider effects, hazardous welfare state dynamics
and a loss of skills in unemployment (seee.g. Bean (1994), Lindbedk (19%), Snower (1997)).
Broersma, Koeman and Teulings (2000) find that for the Netherlands the most reali stic scenario
is that a combination d hazardous welfare state dynamics and dl price shocks in the 1970s
caused high and persistent unemployment throughout the 1980s.



This paper examines increased competition for jobs as a possible cuse of unemployment
persistence, which seans particularly relevant for The Netherlands snce the mid 198s. In
particular we investigate the labour market dynamics after a labour supply or demand shock
when two types of unemployed workers, receiving unemployment insurance benefits or welfare,
must compete for jobs with job seekers outside the labour force We labd these job seekers

outside the labour force‘ non-participants'.

The increased supply of nornparticipants might be due to a shift in social patterns, which
induced more women to seek employment on the regular labour market. An other important
factor isrelated to the “entitlement eff ect of social seaurity”. In the seventies the socia security
system in The Netherlands became increasingly generous. As a result more persons from the
working age popuation learned how to become digible for social seaurity provisions.
Estimation d the entitlement effect as a residua trend in social security provisions which can
not be explained by demand (see Den Butter (1993)) shows that it may have led to an

autonamousincrease in social security provisions of about 300 000 abour yeas.

In this paper we consider how increased competition from non-participants affects a stylised
model of the Dutch labour market. Specificaly, we mnsider the persistence of unemployment
deviations from its long-run equilibrium in a simple empirical equilibrium flow model of the
labour market. We estimate the technology parameters of the matching function and consider
whether increased competition for jobs arising form non-participants is a plausible explanation

for unemployment persistencein the Netherlands.

The paper has the following outline. In sedion 2 we discussrelated literature. In sedion 3we
present the etimation results for the matching function with different types of job seekers.
Sedion 4 gives the model structure and its calibration. Section 5 contains the results of the

various smulation analyses and section 6concludes.

2. Related literature

For the individual whois engaged in job search the matching probability depends on two sets of
factors (Layard et al. (1991)). The first set consists of individua factors, like the reservation
wage. Furthermore, there are a number of personal characteristics that determine the matching
probability, such as the skill level and the individual seach eff ort. The second set of factors that



affea the individua matching probability is the number of vacancies and the degree of

competition for these vacancies from other job seekers.

Layard et al. (1991) only consider competition from other unemployed job seekers. All else
equal, a higher unemployment rate reduces the matching probability for the individual. But
obviously job competition for the unemployed can arise from any other groups in the labour
market: employed, (partially) disabled and workers outside the labour force, such as <hool-

leavers or women re-entering the labour market.

Burgess (1993) explores empirically the cmpetition between uremployed and employed
workers. In his model the number of employed workers that engage in job search is
endagenouwsly determined and positively related to the hiring rate. If more jobs become
avail able, on-the-job search increases and employed job seekers crowd out unemployed job
seekers. He finds that competition between employed and unemployed job seekers is a crucia
determinant for the overall outflow rate in the British labour market. Broersma (1997) replicates
Burgess study for the Dutch labour market and aso finds that job competition between
employed and uremployed job seekers is an important phenomenon. Van Ours (199%) adds to
these findings that this competition is introduced by employers who wse different requitment

channelsfor the same vacancy. Mogt of the vacancies are posted through multi ple dhannels.

Den Butter and Gorter (1999 introduce ompetition between employed and uremployed
workers in a stock-flow model. Their model is an empirical implementation of Pissarides
(199) equilibrium seach model with onthe-job search, which anayses labour market pdlicies
with heterogeneous jobs and endogenous job creation. Employed job seekers with bad jobs
compete with long-term and short-term unemployed workers for filling the vacancies for good
jobs.

It is important to take into account also norrunemployed job seekers not only for (pdlicy)
analysis in simulation models of the labowr market, but also for estimation d the parametersin
aggregate matching functions. Broersma and Van Ours (199) show that the estimated matching
elagticity with respect to the number of job seekers in the aygregate matching function is biased
downward if only unemployed job seekers are taken into account. They use asingle, rough
approximation d all nonunemployed job seekers and estimate an aggregate matching function.
Furthermore they stressthat it isimportant to specify a matching function in which the measure

of job matches corresponds to the measure of job seekers. Thisis confirmed by Lindeboam and



Van Ours (1993) who find diff erent matching technologies for labour markets disaggregated by
education, accupation and region. They conclude that ‘changes in the aygregate level may
reflect changes in the cmposition of the labour market instead of changes in the matching

technology.’.

Blanchard and Diamond (1990) estimate amatching function relating a measure of hires to the
total stock of job seekers and vacancies. The total stock of job seekers includes unemployed,
nonparticipants and workers seaching on-the-job. Blanchard and Diamond wse an inconsistent
stock-flow measure because they have no dita on the stock of job seekers from non
participation and employment. However, they are &le to provide some evidencethat ranking of

unemployed over non-participantsis present.

Mumford and Smith (1999) go ore step further and present estimates of outflow equations for
employed, uremployed and job seekers outside the labour force. Contrary to Blanchard and
Diamond (1990 they have adata set where stocks and flows correspond to the same group d
job seekers. They rgect the hypathesis that the three groups are perfed substitutes in the
matching process i.e. that there is randam hiring, instead their analysis provides evidence of
competition among the three groups of job seekers. Because the results differ anong the three
outflow equations, Mumford and Smith are not able to draw strong conclusions on the relative

matching efficiency, or, in their interpretation, the order of ranking of job seekers by employers.

3. Themod€

Our model extends the literature in two diredions. First we present a small stock-flow model of
the Dutch labour market in which we introduce mmpetition for jobs between dfferent types of
job seekers. We use estimated values of a matching function to calibrate the base-line
simulations for the model. This matching function forms the supply side of our model. It
constitutes the second innovation as we go ore step further in dfferentiating the matching
function (cf. Mumford and Smith (1999)). We estimate an aggregate matching function
including three groups of job seekers in the labour market: unemployed receiving
unemployment insurance benefits, unemployed receiving welfare benefits and a stock of non
participants that actively seach for ajob. On the demand side of the model we have firms that
post vacancies. The speal at which demand and supply come together is determined by an
aggregate matching function. The rate at which job-worker matches dissolveisfixed. Jobsin the



labour market can be either filled and producing (E) or vacant and searching (V). The
distribution d workers and jobs over the different states depends on the flows between them.
The threeflow rates into employment are determined endagenously by the matching function,

all other flow rates are exogenouwsin the model.

Figure 2 — Stocks and flows in the labour market
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Figure 2 shows the stocks and flows in the model. The dashed lines represent the endogenous
flows, the solid lines represent the exogenous flows. In the next sedion we use this model to
analyse job competition between longterm and short-term unemployed and job seekers from
outside the labour market and we analyse the impad of competition onlabour market dynamics

due to labour demand and supply shocks.

Individuals in the working age popuation can be in one of four states on the labour market:
employment (E) unemployment and receiving insurance benefits (Ul), unemployment and
reaiving welfare benefits (WB) and nonparticipation (N). Unemployed workers entitled to
unemployment benefits (i.e. unemployment insurance) are unemployed workers with a recent
history of labour force attachment and can be cnsidered short-term unemployed. After six to

forty-eight months, depending on the individual’s job hstory, entittement to unemployment



benefits expires. Subsequently, uremployed workers receive welfare benefits. Therefore welfare

recipients can be considered long-term unemployed.

The aggregate number of matchesis given by a Cobb-Douglas matching function. The matching
function can be viewed as a neo-classical production function that relates the number of matches
(output) to the number of effective job-seekers and vacancies (inputs). We impase constant-
returns-to-scae, which is typically nat rejected in empirical work on the Dutch labour market
(see eg. Broersma and VVan Ours (1999)). The standard matching function reads

[ M=cve(s)*,

where M is the total number of job matches consisting of matches form the threegroups, so M =
Mu + My + My, Vis the total stock of vacancies, ¢ denctes the dficiency of the matching
processand a denates the impaad of vacancies in the matching process Sis the total number of

effedive search units, with S=6,Ul +6,,WB+6,N , where 8 represents the dfective number

of search uwnits of unemployed receiving unemployment benefits or welfare, and non
participants. Typically one would want to estimate different values of search efficiency of each
of the three groups, but this would not be identified. Therefore we can not distinguish between
the effedive number of search units and the matching efficiency the threegroups of job seekers.
Therefore we assume that all threetypes of job seekers have the same matching efficiency c. If
we normali se the eff ective number of search units for unemployed receiving unemployment

benefits seeking for ajobto one, we can estimate
2] M=cV®{UI +exp®,,) WB+exp®,)IN)"™ +¢,.

We estimate this relationship using annual data. Job matching from unemployed workers
reaiving unemployment benefits is obtained from administrative data sources from the Dutch
National Institute for Social Seaurity (LISV). Time series of matching from short-term
unemployment, disability and aut of the labour force ae mnstructed using a national accourting
method which is described in Kock (1998) and based on Broersma, Den Butter and Kock
(2000). The gpendix provides further details. In the estimation procedure we correct for first

order auto-regresson. The estimation results are given in Table 1.



Table 1 — Estimation results of an aggregate matching function
with unemployed wor kers receiving unemployment benefits or

welfare and non-participants

Coefficient 1.94 023 -1.10 298 057
(478 (45) (2.3) (84) (2.90)

Durbin-
# observations: 27 R% 0.96 Watson: 1.84

Estimation method non-linea iterative estimation

Hencethe estimated matching function can be written as
[3] M =194V°#(Ul +0.33WB+0.05[N)""".

Having discussed the endogenous flows in our model of the labour market we complete the
model by considering the relation between the stocks and flows. The stock of workers receiving

unemployment insurance benefits evolves according to the law of motion

(4] Ul Ul + 1Ty DB T _we WUl _C%g Wl
-

where the latter part represents the endagenously determined number of matches of workers
reaiving unemployment insurance benefits. The matches are determined by the dficiency
parameter of the matching process ¢, labour market tightness V/S, the elasticity of matching a

and the umber of unemployed job seekers recaving unemployment insurance benefits. 7.,
is the flow rate form employment into unemployment and 7z, _,g iS the outflow rate from the

stock of workers reasiving unemployment insurance benefits (i.e. short term unemployed) to the

stock of workers receiving welfare benefits (i.e. long term unempl oyed).



Longterm unemployment evolves acarding to the law of motion

(9] WB =WB_; + 1y, _wg Wl + 7Ty g Ny —Tysy WB, —C %g [0, WB_;
A

where the latter part represents the endagenously determined number of matches of workers
receiving welfare benefits. 6, represents the share of unemployed workers receiving welfare
benefits that searchersfor ajob, so 6,,WB is the dfective number of search untsin the stock of

welfare benefit redpients. my s and m, _,s ae the flow rates form non-participation and

unemployed workers receiving insurance benefits into the stock of unemployed receiving

welfare benefits, respectively. 5, IS the outflow rate from the stock of workers receiving

welfare benefits to the stock of non-participation.

Employment evolves acarding to the law of motion

(6] B =B —Te_y B Ty LBy +C%§ (5.
a

where S is the total number of effective search wnits, S=6,Ul +6,,WB+6,N . m._, and
ey, are the flow rates from employment into the stock of non-participants and the stock of

workers receiving unemployment insurance benefits.

Non-participation evol ves aacording to the law of motion

[7] Ny =Ny + 7Ty LB + Ty y WB L =17y wg [N —C %g (B,N,_
a

where the latter part represents the endagenously determined number of matches of workers
receiving welfare benefits. 6, represents the share of non-participants that searchers for ajob, so
6:N is the eff ective number of search wnits in the stock of nonparticipants. rr  and 7,5

are the flow rates form employed workers and workers welfare benefits into the stock of non-

participants, respectively. my s IS the outflow rate from the stock of nonparticipants to the

stock of workers receiving welfare benefits.



We impose a steady state on the model. This implies sme restrictions on the parameters. The
efficiency parameter c in the matching function and the easticity of matching a were set in
acordance with the estimation results obtained in the previous paragraph,so ¢ = 1.94and a =
0.33 We set the seach efficiency of individuas in welfare benefits and nonparticipants in
acordance with the estimation results, 8,, = 0.33and 6, = 0.05 Given these parameters and
the average values of the stocks, we have the flowsinto employment. Given the data on the flow
from the stock of unemployed workers receiving insurance benefits (Ul) to the stock of
unemployed workers receiving welfare benefits (WB), we derive the flow rate from employment

to Ul (¢ _, ) using the steady state aondition for the latter stock. Given this flow rate we @n

determine the flow rate form employment to nonparticipation (N) from the steady state

condtion for employment. Finally, using data for the flow rate form non-participation (77 _yz)

we can derive the flow rate from to the stock of workers receiving welfare benefits to non

participation ( 75,5_ ) from the steady state condition of either N or WB (the system is linearly
dependent).

4. Simulation analysis

In this sction we onsider how the stock of unemployed workers (receiving unemployment
insurance benefits or welfare benefits), the stock of employed workers and the stock of workers

outside the labour force evolve after a shock to labour supply and demand.

We examine two types of labour supply shocks. One where we shock labour supdy by
asuming that more (paositive shock) or less (negative shock) workers outside the labour force
start searching for ajob and that they register as unemployed. In ancther smulation we asume
that non-participants who d not find ajob do not register as unemployed bu stay outside the
labour force. This simulation illustrates an increase in job competition for unemployed workers
arising form increased labour supply form workers outside the labour force, arising from a the
shift in social pattern mentioned in the introduction, that induced women to seek employment
on the regular labour market. The ‘entitlement effect of social security’ is illustrated by
simulations where unmatched job seekers form non-participation register as unemployed and

bemme atitled to welfare benefits.



In bah sets of supdy simulations we distinguish two types of labour market regimes. In the first
type we asume that the number of job dots is fixed (‘lump-of-labou-fallagy’), i.e. the change
in labour supply does not induce aresporse in labour demand. Specifically, we assume that
inflow of vacancies isindependent of the number of eff ective job-seekers (V). We model this as
a fixed inflow in the number of vacancies which is st equa to the exogenous outflow from
employment (i.e. aworld with afixed number of job dots). In the second labour market regime
we aaume that the ratio of vacancies over the number of effective job seekers remains
unchanged after a labouw supply shock (in line with search theory, see e.g. Pissarides (1990
Chapter 3)). In response to a positive (negative) shock to labour supply vacacies jump above
(below) their steady-state level. In these simulations we assume that the number of vacanciesin

the market is given by
V, =V + &I, +6,,WB +6,N, ~UI 7 -0,,WB"-6,N")

where V', Ul", 8,WB" and 6,N" dencte the number of vacancies, the number of unemployed
reaeiving insurance benefits, the eff ective number of unemployed receiving welfare benefits and
the effedive number of nonparticipants searching for a job in the steady-state equilibrium,
respedively. ¢ denotes a positive parameter, and set at the ratio between vacancies and the
effedive supply of labour in the steady-state.

When we perform simulations with a labour demand shock we distinguish a labour market
where non-participants are searching for a job and ore where only unemployed who receive
welfare benefits or insurance benefits are engaged in job search, in order to seehow competition
form new entrants affects the impulse response functions. All adjustment paths are presented as

deviations form the steady state base-line simulation.

Figure 3 and 4 present the results of shocks to labour supdy where the shock is modelled as a
temporary change in the flow from nonparticipation to the stock of unemployed workers
recaiving welfare benefits, m s, for the ‘lump-of-labou’ fallacy regime and the labour
market with vacaicy adjustment, respectively. We impose a 10 percent shock (equals 18.17
thousand persons) in the first 12 months of the simulation. When the labour supply shock is

modelled as a change in m, _,,s Unmatched additional labour supply joins the unemployment

pod.

10



Figure 3a — Effect of a positive change in the flow from non-participation to welfare with

a ‘lump-of-labour’ fallacy
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Figure 3b — Effect of a positive change in the flow from non-participation to welfare with

vacancy adjustment
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Figure 4a — Effect of a negative change in the flow from non-participation to welfare

under a ‘lump-of-labour’ fallacy

Decreose flow rote non—participants to welfare

% T T T T T T T T T
=l r'!i Ernplayment ]
- e — — ul
D'If L e WEH 1
L W - = H m
o
» . i
o | o i
ol [ -
r 1 - J
— | H""-u_\__\______
E oo _ _-,_____._._.-;--;--;,-._.._.._..__._.;._._"-—:'—;—— Jp—
= c
DL _
| :
2
-+ | -
|
o i
W o .
|
% | 1 1 1 1 1 1 1 1
I'o 50 100 1580 200 250 300 350 4070 450 50

period

Figure 4b — Effect of a negative change in the flow from non-participation to welfare with
vacancy adjustment
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The first thing to note from Figure 3 and 4is that unemployment changes in resporse to the
increased inflow. Indeed, in the case of a mnstant ratio V/S (Figure 3b), even though vacacies
rise in proportion with the increase in the number of eff edive job seekers, unemployment stays
above its equilibrium level for quite some time. The matching technology acaommodates only
part of the shock in a given period. The increased inflow pushes unemployment above its
equilibrium level. Consequently, the share of longterm unemployed individuals increases,
reducing the dfective supply of labour at given uremployment. This hampers the aility of the
matching processto equili brate the market.

Note form Figure 3 and 4 that the impad of a positive and negative shock to the inflow into

unemployment on uremployment is ymmetric in bah labour market regimes..

In the cae of afixed number of job dots, the ‘lump-of-labou’ fallacy, the simulation with a
positive shock may represent the enititlement effect of social security where the increase in
labour supply does nat alter the aosts of opening a vacancy and therefore does not aff ect labouwr
demand. This would be the cse if the positive effect of the increased generosity of social
seaurity on wages and the negative dfect of increased labour supply on the search costs for
employers cancel out. Once gain we note that unemployment changes in resporse to the

change in the inflow into unemployment.

In the secondset of simulations we examine ashock to the number of non-participants that offer
their labour, where unmatched non-participants do rot flow into unemployment but remain in
the state of non-participation. When the labour supply shock is modelled as a dhange in 6,N
unmatched additional labour supply remains in the state of non-participation. Simulation results

aregivenin Figure 5 (positive shock) and 6(negative shock).
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Figure Sa — Effect of a positive change in the share of non-participants that engage in job
search with a‘lump-of-labour’ fallacy
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Figure Sb — Effect of a positive change in the share of non-participants that engage in job
search with vacancy adjustment

Search efficiency non—participonts +50%, ¥ flexible

o
N 1 1 1 1 1 1 1 1 1
— Emplovment 1
= — — ul N
w cee-o- WH
———-H J
[ i
-+
= J
—
S o e T e e
= _I;- H_FF_"—F-F-F_F'_ i
Lt : ,"f
Th . :
1 L
L5 /’ 4
sl
s }
I,
Fg J
o
ﬁ 1 1 1 1 1 1 1 1 1
I 0 56 100 140 200 2a0 300 350 400 450 500

periad

14



Figure 6a — Effect of a negative change in the share of non-participants that engage in job

search with a‘lump-of-labour’ fallacy
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Figure 6b — Effect of a negative change in the share of non-participants that engage in
job search with vacancy adjustment
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Changes in the number of non-participants that offer their labour do affect unemployment when
the stock of vacancies, isfixed (Figure 5a and €a). Indeead, an urchanged stock of jobs hasto be
divided among more candidates, in case of a positive shock. Unemployment eventually returns
to its equilibrium level. After the shock the number of matchesis above its equilibrium level as
long as the inputs (unemployment) in the matching function are @ove their equilibrium level,
pushing unemployment down. The unemployed temporarily face more competition from non-

participants, whereas the inflow of vacaiciesisfixed.

If labour demand daes adjust (Figure 5b), the stock of vacaicies will be below its equilibrium
level after the shock has ended, pushing unemployment further away from its equilibrium level.
However, there is a steady inflow of new vacancies. Hence, the stock of vacancies eventualy
reqovers after the initia shock, and so daes the outflow from unemployment (in our model there
isonly one ayuilibrium level of unemployment). When labou demand adjusts after a shock, the
number of matches deviates more from its geady state equilibrium than when the lump-of-

labour fallacy applies. However, adjustment after the shock is faster.

Furthermore, note that impaa of either shock on unemployment is limited when urmmatched
nonparticipants do ot join the unemployment pod. Hence, if alabour supply shock is to have
alarge dfect on utnemployment, the additional labour supply has to be counted as unemployed.
Finally, nae that the impad of paositive axd negative shocks on uremployment is virtually
identicdl.

From the supply shock simulations we cnclude that the impad of labour supply shocks
depends negatively on the flexibility of labour demand, in a sense that adjustment is takes place
faster. Theimpad on wemployment is most pronownced when the unabsorbed change in labour

supdy joins the unemployment pod.

Finaly, we mnsider the dfed of labour demand shocks on competition between unemployed
and nonparticipants. We implement labour demand shocks as a temporary change in the stock
of vacacies in the market. Spedfically, the number of vacancies increases (decreases) by 50
per cent during the first yea of the simulation. Simulation results are given in Figure 7 and 8
respedively. We consider the impad of changes in the number of vacancies on uremployment
in the presence (Figure 7a and 8a) and absence (Figure 7b and &) of competition from non-

participants.

16



Figure 7a — Effect of a positive change in labour demand when there is competition for
jobs between unemployed and non-participants
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Figure 7b — Effect of a positive change in labour demand when only unemployed search
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Figure 8a — Effect of a negative change in labour demand when there is competition for
jobs between unemployed and non-participants
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Figure 8b — Effect of a negative change in labour demand when only unemployed search

for jobs
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From Figure 7 and 8 we observe that the presence of competing non-participants reduces the
responsivenessof unemployment to shocks to labour demand, i.e. changesin vacancies. Positive
shocks to labour demand are partly absorbed by nonparticipants, reducing the number of
additional job slots available for unemployed job seekers. Negative shocks to labour demand are
partly absorbed by non-participants, once aain softening the impad on unemployment.

Furthermore, we observe that the impad of demand shocks on unemployment is asymmetric.
Negative shocks raise unemployment by more than positive negative shocks reduce it (due to

the diminishing returns to the inputs in the aygregate matching function).

5. Conclusions

In this paper we consider labour supply and demand shocks in a simple reduced-form flow
model of the labour market. We estimate an empirical matching function including different
groups of job seekers and devel oped an equilibrium flow model of the Dutch labour market. The
model simulations investigate the extent of labour market hysteresis which can be attributed to

competition between uremployed and nonparticipants in the labour market.

Since the beginning of the 1980 the Dutch labour market faces persistent unemployment. A
number of explanations have been suggested for this, but a combination of hazardous welfare
state dynamics and oil price shocks in the 1970s seans a valid explanation (Broersma & al.
(2000).

In ou simulations we find that competition from non-participants in search for jobs ftens the
impad of demand and supply shocks upon uremployment, although it takes longer before the
eqonamy returns to its long run equilibrium. When we model the shock of labour supply as a
change in the number of nonparticipants, i.e. they are not registered as unemployed and
therefore do not flow into unemployment, the dfect on unemployment is limited. Indeed, when
the ratio between vacaicies and the dfective supply of labour does not change in resporse to

the shock, the dfect on uremployment is virtually zero.

Another important issue is whether or net labour demand adjusts to changes in the supply of
labour, i.e. does the ‘lump-of-labou’ fallacy apply? In simulations of the Dutch Central
Planning Bureau a 1 percent increase in the supgy of labour after 10 yeas generates an increase

in employment of about 0.4 percent. Broersma d al. (1997) regect this ‘lump-of-labou’
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propcsition and estimate a VAR model for the Dutch labour market to prove their paint.
They find that a 1 percent increase in the supply of labour is almost fully absorbed by

employment after 10 years (0.94 percent increase).

Our results indicate that adjustment is even qucker, as we find that the impad on
unemployment of a 10 percent shock to labour supply, i.e. the number of non-participants that
seaches for a job, has almost completely vanished after 5 yeas. In our simulation analysis we
find that the impad on unemployment is larger if the number of vacancies does not respondto

the change in the supply of labour.
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Data Sour ces and Description

All numbers x 1000.

ul

Ty _we

JINIRYY:

Stock of unemployed receiving insurance benefits, excluding civil-servants and
self-employed. Abou 70 percent of the working popuation is covered by
unemployment insurance (WW). Source: CTSV (1998, Table 6.6 and 62) and avn

cdculations.

Stock of unemployed receiving welfare benefits. Source: CTSV (1998, Table 2.1)
and Kock (1998).

Employed workers (employees and self-employed) with aregular job d 12 hous a

week or more. Source: CPB.

Non-participants (above age 14). Source CBS, Bevolkingsdatistiek.

Vacancies. Source CBS, Sociaal Economische Maandstatistiek and Muysken et a.
(1991).

Flow from Ul to WB. We use data that represent unemployed receiving

unemployment insurance benefits who are no longer entitled to these benefits
becaise they have reached the maximum term. Outflow due to reaching the
maximum term can also take place to nonparticipation, bu we make the
reasonable assumption that these people antinue to be part of the labour market
and al flow into welfare. Source: LISV (1998, Table 6.2).

Flow from non-participation to unemployed receiving welfare benefits. Source:

Kock (1998).

Job matching from the stock of unemployed receiving insurance benefits. Source:

LISV (19%).
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My, Job matching from the stock of unemployed receiving welfare benefits. Sources:
Kock (1998).
My Job matching of workers from outside the labour force Source: Kock (1998.
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