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Abstract: This paper explores the dynamics of the Korea labor market based on the framework used in
the matching model. Specifically, this paper estimates the dynamic impacts of fundamental structural
shocks on the labor force, unemployment and job vacancy that are considered to be important variables
in the labor market. To this end, this paper uses the vector autoregression model to identify economic
shocks in the labor market and then estimates the impulse response function and the forecast error
variance decomposition. The estimation results can be summarized as follows. First, we find that a
positive shocks to the labor supply lead to statistically increase th labor force and job vacancy. On the
other hand, we find that unemployment rises immediately after a labor supply shock, but the effect is
short-lived. Second, the shocks to the economic activity was shown to increase the labor force and job
vacancy, but decrease the unemployment. Third, the reallocation shocks are estimated to have no
significant effect on the labor force participation rate and vacancies, but increase unemployment. The
variance decomposition results suggest that the variation in the forecast error of the labor force is due to
labor supply shocks, the variation in the forecast error of vacancy is due to economic activity shocks,
and the variation in the forecast error of unemployment is mainly due to reallocation shocks.

Keywords: Labor Market Dynamics, Job Vacancy, Impulse Response Fuction, Variance Decomposition,
Matching Model
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[Fig. 4] Effect of Labor Supply Shocks
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BAZ5FTA0] 82.84%5 AWl Aoz Yelwth I AR 43S WA
oS0 WMEo 1.80%5 AW o=z FAHJUTE wH AYdd5es ¥wEd
AFoe s asde] 320%5 AwWetal 11 oelE AADsFTAol 8.84%E
Astes Aoz yelgt 18 AlEuE Aol 87.96% = AWSIth(xE 119 5 ¢
Zx). olyg EAEsl 4 Ade fEvete] AS wdAig] WEo] AAgEREIt
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vl FAC 7]QlgthE AS 9wt

AAGENT BALES B pe] B EEERLE)

Al

71 | e w | AAZs | AW | =g | BALs | AW | =FFE | AAEE | A

1 100.00 0.00 0.00 8.05 91.95 0.00 3.04 0.067 96.90

2 99.98 0.02 0.00 11.50 86.57 1.93 2.80 2.46 94.74

3 98.63 1.35 0.02 9.93 88.30 1.77 321 2.63 94.16

4 97.50 246 0.04 12.06 85.99 1.95 3.83 3.89 92.28

5 96.52 341 0.07 12.17 85.94 1.88 3.70 4.90 91.41

6 95.92 3.98 0.10 13.19 84.91 1.89 3.50 6.13 90.37

7 95.34 454 0.12 13.66 84.47 1.87 338 7.04 89.58

8 94.75 5.10 0.15 1431 83.84 1.85 330 7.77 88.93

9 94.17 5.64 0.18 14.82 83.35 1.82 324 8.36 88.40
10 | 9365 6.13 0.22 15.36 82.84 1.80 3.20 8.84 87.96
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AsHdoz Auuoyrt. ASEAAAE gokstd vt 2o AA, =5 FH e $He
TAL BAGEAT NdAEE FYHeR T ALE YEnT Hhd
LEduesd A% A4S SUFEIGAIN 2 vt2 O 9382 A e Ae=E YENT
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