


	
		×
		

	






    
        
            
                
                    
                        
                    
                

                
                    
                        
                    
                

                
                    
                        
                            
							
                        

                    

                

                
                    	
                            Log in
                        
	
                            Upload File
                        


                

            


            
                
                    	
                            Most Popular
                        
	
                            Art & Photos
                        
	
                            Automotive
                        
	
                            Business
                        
	
                            Career
                        
	
                            Design
                        
	
                            Education
                        
	
                            Hi-Tech
                        


                    + Browse for More
                

            

        

    



    
        
            
                
                

                
                	Home
	Documents

	Trade with Unemployment Part 3: New Insights & Directions Using New Trade Theory



                




    
        
            
                
                    
                        

                        
                        
                    

                    
                        
						1

50
                        
                    

                    
                        
                        100%
Actual Size
Fit Width
Fit Height
Fit Page
Automatic


                        
                    

					
                

            

            
                
                    
                    
                    
                

                
                    

                    

                    
                        
                         Match case
                         Limit results 1 per page
                        

                        
                        

                    

                

            

            
									
    
        
        

        

        

        
        
            Trade with Unemployment Part 3: New Insights & Directions Using New Trade Theory Carl Davidson Michigan State University 
        

        
    






				            

        

    









                
                    Trade with Unemployment Part 3: New Insights & Directions Using New Trade Theory


                    
                                                Download PPT
                        
                        Report
                    

                    
                        	
								Upload

									aggie
								

							
	
                                View

                                    32
                                

                            
	
                                Download

                                    1
                                

                            


                    

                    
                    
                        
                        
                            
                                    
Facebook

                        

                        
                        
                            
                                    
Twitter

                        

                        
                        
                            
                                    
E-Mail

                        

                        
                        
                            
                                    
LinkedIn

                        

                        
                        
                            
                            
Pinterest

                        

                    


                    
                

                

                                            
                            Tags:

                            	firms exportthese firms
	workers young workers
	skills of workers
	displaced workers
	individualshave workers
	factsmany workers
	small fraction of firms
	firm level


                        

                    
                    Embed Size (px)
                        344 x 292
429 x 357
514 x 422
599 x 487


                    

                    

                                        DESCRIPTION

                    Trade with Unemployment Part 3: New Insights & Directions Using New Trade Theory.  Carl Davidson  Michigan State University.  “New” Trade Theory.  - PowerPoint PPT Presentation

                    
                                        Citation preview

                    Page 1
						
						

Trade with Unemployment
 Part 3: New Insights & Directions Using New Trade Theory
 Carl Davidson
 Michigan State University

Page 2
						
						

“New” Trade Theory
 • Emphasizes that the industry is not the appropriate unit of measure -- firms within an industry are different and respond to globalization in different ways
 • In particular, only a small fraction of firms in export industries actually export and even in import-competing industries, some firms export
 • These firms are fundamentally different from the other firms in the industry
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“New” Trade Theory
 • Relies heavily on models of monopolistic competition with firm heterogeneity
 • Motivated by a large empirical literature on the impact of globalization at the firm and plant level
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Key Findings
 • Export industries: Not all firms export • Those that do are bigger, more capital
 intensive and pay higher wages• Openness enhances productivity at the
 industry level• One explanation is that openness
 reallocates market shares in favor of more efficient firms
 • Could also be due to “learning by exporting”
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Key Findings
 • Import-competing industries: Some firms export
 • Those that do are bigger, more capital intensive and pay higher wages
 • Openness enhances productivity at the firm level
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Some Other Facts
 • Empirical literature on industrial structure finds that: Firms in the same industry differ in technologies used, wages paid and skills of workers hired (Doms, Dunne, and Troske 1997)
 • Firms that use more modern technologies (and are more K-intensive) pay higher wages and hire workers with better skills
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Some Other Facts
 • Empirical literature on displaced workers finds that while personal costs may be high (mostly due to lower re-employment wages), experiences vary dramatically across workers – young workers gain on average (Kletzer 2001)
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Some Other Facts
 • Many workers view themselves as “underemployed” (i.e., mismatched in their current job)
 • Some estimates place 25% of the US workforce in this category (Newman 1988, Feldman 1996)
 • Underemployment means that workers take jobs below their skill level because better jobs are not available or are too costly to find – may signify inefficiency
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Underemployment?
 • May be related to losses to dislocated workers
 • Most of their losses are associated with lower reemployment wages
 • Do their new jobs make use of their old skills? Is job-specific human capital lost?
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Models with Unemployment
 • How can adding unemployment help address these issues?
 • Need to add unemployment while realizing that workers, like firms, are heterogeneous – the impact of trade liberalization will vary greatly across individuals
 • Have workers differ in terms of skills
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Sketch of a Model
 • Based on Albrecht and Vroman (2002), has features similar to Yeaple (2005) except that it allows for unemployment
 • Workers differ in their skill levels with worker i’s skill level denoted by si
 • Skill level determines productivity when employed by different types of firms
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Sketch of a Model
 • Two technologies are available to produce a similar product
 • Firms make technology choice when entering the market by acquiring a certain type of capital
 • Each job requires only 1 worker
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Sketch of a Model
 • Firms that adopt the low-tech production process can use any type of worker with output given by
 qLi = kLf(si)
 with si denoting the skill of the worker hired
 • Note that higher skilled workers produce more output; that is, f’(si) > 0
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Sketch of a Model
 • Firms that adopt the high-tech production process cannot use workers below of certain skill level
 • For these firms output is
 qHi = kHg(si)
 with g(si) = 0 for i < j for some j;
 g’(si) > 0 and f(si) < g(si) for i > j
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Important Features
 • Low skill workers will not be offered high-tech jobs
 • High skill workers (those with i > j) are better suited for high-tech jobs
 • Unemployment is added in usual way (labor market frictions) – firms post vacancies, workers search for jobs, wages determined by Nash bargaining
 • Unemployed workers, firms with vacancies are randomly matched
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Labor Market Outcomes
 • Firms of different types earn different revenues in equilibrium
 • Low-tech firms earn less revenue but pay lower wages, may also have an easier time filling their vacancy
 • High-tech firms earn more revenue but pay higher wages, may have a difficult time filling their vacancy
 • In equilibrium, ex-ante identical firms choose to be different (differs from Melitz approach)
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Labor Market Outcomes
 • Will high-skill workers accept low-tech jobs? Depends on the gap in the revenues (due to pkLf(si) < pkHg(si))
 • If gap is small, low-tech firms can afford to pay wages sufficient to attract high-tech workers – if so, we get underemployment – these workers accept less than ideal jobs – refer to this as a “Cross-Skill Matching” equilibrium
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Labor Market Outcomes
 • If gap is large, low-tech firms cannot afford to pay wages sufficient to attract high-tech workers – if so, we get separation in the labor market – refer to this as an “Ex-Post Segmentation” equilibrium
 • While it need not always be the case, we will assume EPS is better than CSM

Page 19
						
						

Adding Trade
 • Exporting entails a fixed cost• Paying this fixed cost allows firms to
 sell output at the higher world price (in export markets)
 • Since high-tech firms employ more productive workers, they have an easier time covering the cost
 • Since they have more productive workers, they use more capital
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Result 1
 • Exporting firms are bigger (in terms of output and capital), are more capital intensive, pay higher wages and employ more highly-skilled workers
 • Consistent with Meltitz and others
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What’s New?
 • Tybout and Roberts (1997) have documented that there is “imperfect persistence” in the exporting decision
 • No existing explanations of this behavior
 • Here the ability to cover the fixed cost of exporting varies with the skill level of the worker hired
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Imperfect Persistence
 • There is a gap between the revenues earned if a firm exports and what it would earn by selling domestically (due to pqi < p*qi)
 • If that gap exceeds the fixed cost of exporting – the firm exports
 • The gap is increasing in the skill level of the worker hired by the firm
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Imperfect Persistence
 • First possibility – Perfect Persistence
 RevGap
 Weakest
 HT firmStrongest
 LT Firm 0
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Imperfect Persistence
 • Second possibility – Imperfect Persistence for LT Firms
 RevGap
 Strongest
 LT firmWeakest
 LT Firm 0
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Imperfect Persistence
 • Third possibility – Imperfect Persistence for HT Firms
 RevGap
 Strongest
 HT firmWeakest
 HT Firm 0
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Prediction
 • Imperfect persistence is tied to the skill mix of the workforce that a firm is able to attract
 • As the average quality of the workforce improves, firms are more likely to export
 • Can show that the Export Survival Rate is positively correlated with the wage paid by the firm

Page 27
						
						

Openness and Productivity
 • Usually explained as a result of market share reallocations that favor more efficient firms
 • Very few explanations of within firm productivity changes (exceptions: learning by exporting, labor/leisure tradeoff, technology diffusion)
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Openness and Productivity
 • We get market share reallocations but we also get within firm productivity changes due to changes in the quality of the matches generated
 • These changes are fundamentally different for export versus import-competing industries
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Openness and Productivity
 • In export markets, openness increases the gap between the revenues earned by LT and HT firms
 • This makes it harder for LT firms to attract HS workers
 • Can move from a CSM eq. to an EPS eq. – this means that LT firms attract weaker workers – they suffer within firm productivity losses
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Openness and Productivity
 • In export markets, openness increases the revenues earned by HT firms
 • Makes it easier for HT tech firms to attract even more HS workers
 • This means that HT firms attract better workers – they enjoy within firm productivity gains
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Openness and Productivity
 • Openness increase in industry-wide wage and productivity dispersion
 • Makes it easier for labor market to separate and makes underemployment less likely – this is a new source of gains from trade
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Openness and Productivity
 • Import-competing markets: Openness decreases the gap between the revenues earned by HT and LT firms
 • Makes it easier for LT tech firms to attract HS workers
 • Can move from an EPS eq. to a CSM eq. – LT firms enjoy within firm productivity gains

Page 33
						
						

Openness and Productivity
 • Import-competing markets: Openness decreases the revenues earned by HT firms
 • Makes it harder for HT tech firms to attract very HS workers
 • HT firms suffer productivity losses
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Openness and Productivity
 • Openness decreases wage and productivity dispersion
 • Openness makes underemployment more likely (cross-skill matching), labor market separation less likely – a new cost of openness
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Evidence?
 • First result consistent with evidence that openness increases inequality – but our theory predicts the effect comes mostly from export markets
 • Second result consistent with the evidence that openness leads to within firm productivity gains in import-competing industries, but our theory predicts that this happens for the weakest firms
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Evidence?
 • Is labor market separation increasing? Yes, according to Acemoglu (1999), but he does not control for industry trade position
 • Our theory predicts that openness creates separation in export industries, destroys it in import-competing industries
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Bottom Line
 • All predictions are based on how openness affects the types of job matches that are generated by the labor market
 • We get new predictions about how the export decision can be linked to the quality of a firm’s labor force and how within firm productivity can be affected by changes in openness
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Empirical Work
 • All predictions are testable, but data requirements are imposing
 • Need matched firm/worker data with worker characteristics that provide measures of skill (education?)
 • Data is just now becoming available• May now be able to develop a literature
 on labor market adjustment to globalization similar to work on firm-level adjustment
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What’s Next?
 • Taking unemployment into account may provide important new insights into to political economy of trade protection
 • There is significant evidence that unemployment plays a role in determining levels of protection (shows up as strongly significant in regressions explaining protection)
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What’s Next?
 • Need a theoretical explanation for this (almost no work on this, see Bradford 2006 for an exception)
 • I will sketch two very different approaches that yield very similar predictions
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Approach 1
 • Based on DMM, REStud 1994
 • When unemployment is present, an employed worker has a claim on future output that unemployed workers do not have (Ve > Vu)
 • Some of the current generation have jobs; future generations all begin with everyone unemployed

Page 42
						
						

Approach 1
 • Current generation has a greater claim on future output than next generation will have
 • The size of this claim is increasing in total employment
 • It also depends on the distribution of employment – industries with durable jobs that are hard to find create a greater claim on future output (because Ve – Vu is greatest)
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Prediction
 • Government has an incentive to provide protection to increase employment (for example, for a small open economy, free trade is not optimal – unemployment is too high)
 • Protection should be targeted at industries with low job creation and low job destruction (low turnover industries)
 • There should be more protection in countries with weaker welfare states (welfare closes the gap between Ve and Vu)
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Approach 2
 • Based on work with Matusz and Nelson• Significant evidence that agents take
 “fairness” into account when determining economic and political behavior
 • Basis of the fair wage theory of unemp. – linked to evidence from Akerloff (1982), Akerloff and Yellen (1990), Bewley (1999) -- workers and managers take fairness into consideration in the labor market
 • Similar evidence can be found on product market behavior
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Approach 2
 • Evidence from experimental economics indicates that fairness considerations often influence behavior
 • Recent paper by Fehr and Schmidt (1999) shows that by incorporating concerns for fairness into preferences can help resolve several paradoxes generated by experimental outcomes
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Approach 2
 • Evidence that political behavior is linked to considerations that go beyond private self-interest and that fairness is important
 • With respect to trade policy, evidence indicates that unemp. plays a big role in political preferences (Hiscox 2004)
 • Is unemp. generated by changes in trade policy viewed as unfair? One reason for TAA – anti-dumping duties referred to as “fair trade laws”
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Approach 2
 • Evidence is that agents care a lot more about unemployment than inflation
 • Employment status plays a big role in “economics of happiness”
 • Job loss generates much greater loss in utility than justified by the loss in income – unemployment rated as a worse outcome than divorce or separation – unemployment has scarring effects that show up even when agents find reemployment quickly

Page 48
						
						

Implication
 • Individual political preferences over trade policy will reflect concerns over self-interest and unemployment risk
 • Government welfare function will include concerns about unemp. risk and the distribution of unemp. risk
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Bottom Line
 • Government has an incentive provide protection to increase employment
 • Incentive is stronger in areas and industries with high unemployment (industries with low job creation, high job destruction)
 • However, concerns about unemployment risk are likely to be greater in industries with job specific capital (which tend to have low job destruction)
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Bottom Line
 • There should be more protection in countries with weaker welfare states
 • These two theories provide theoretical support for claims by David Cameron and Dani Rodrik that economies with the most liberal welfare states tend to be the most open economies
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