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This issue of Research Highlights reviews the
following subjects that have been recently
analyzed at the Central Bank of Chile (CBC):

e Productivity Gaps And Job Flows: Evidence

From Censal Microdata

e Labor Earnings Dispersion in Chile: Decomposition,

Dynamics and the Role Of Firms

¢ The Role of Domestic Macroprudential Policies

in the Transmission of International Monetary
Shocks

Productivity Gaps And Job Flows: Evidence From Censal Microdata

When workers leave a job and find a new one
in which, given their skills, they can be more
productive, they contribute to increasing the
economy's aggregate output. One of the biggest
challenges facing emerging economies is developing
labor markets where workers' mobility between
firms helps each worker and each firm find the
best possible labor linkage. This helps to improve
the aggregate productivity of the economy, which,
in turn, largely determines the income differences
among countries.

In their paper “Productivity Gaps and Job Flows:
Evidence from Censal Microdata”, Central Bank
of Chile economists, Elias Albagli, Mario Canales,
Matias Tapia and Juan M. Wlasiuk, jointly with
Chicago University economist, Chad Syverson,
study, using Chilean microdata, workers’ mobility
among firms and how this can boost the country’s
aggregate productivity. To do so, they use
anonymized tax microdata that cover the entire
formal labor market and contain information on
the performance of all formal firms.
For the former, they use a tax dataset
that reports with which firms workers
have a labor contract and how much
they earn. For the latter, they use a
tax dataset that reports firms’ sales

and expenditures in order to measure 08
the value added of each one of them.

06
By using these data, the authors
document three main messages. First, o

while on average workers move to
more productive firms (referred to as
"moving up the productivity ladder"),
there is a very significant fraction of
workers who move to less productive
firms when they change jobs. Actually,
almost half of all job changes go to

o
N

Probability of Moving to a Higher Productivity Firm

o

o

"It is not enough to analyze the gross mobility of workers between firms. It is
also important to look into the direction in which these workers move, that is,
up or down the firms' productivity ladder."

words, while the net movements of workers are
to more productive firms, this masks massive
gross movements in the opposite direction. It has
been documented that Chile exhibits high worker
mobility among firms. The evidence in this paper
suggests that much of that mobility may not result
in gains in terms of aggregate productivity.

Second, job changes that involve moves up the
productivity ladder are highly heterogeneous. In
particular, more often than not, these job changes
are not mediated by periods of non-employment
(either unemployment or exiting the labor force).
This is consistent with job search theories where if

Figure 1: Productivity gaps and job flows*
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the worker moves from one firm to another without
going through non-employment, it must be because of
a voluntary decision where the new job offers better
opportunities than the previous one. Furthermore,
these moves up the ladder occur more frequently
among high-productivity firms. Figure 1 shows the
probability of scaling up to more productive firms
(Y-axis) as a function of the productivity level of
the worker's firm of origin (X-axis), taking as a
reference the 45-degree line that represents the
cases where movements are completely random.
The figure shows that the probability of scaling
up is (relatively) concentrated in workers leaving
more productive firms. In contrast, this probability
is relatively lower for workers who start from less
productive firms. That is, the productive
gains from labor reallocation occur
mostly in the upper part of the firms'
productivity distribution.

Third, job changes that move up the
productivity ladder are also very
heterogeneous in the type of worker
involved. Job moves to higher rungs in
the productivity ladder occur with much
greater frequency and magnitude among
young and high-skilled workers. These
two groups account for the largest share
of productivity increases when there
are job changes and, therefore, make
the largest contribution to aggregate
productivity growth.
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lower productivity firms. In other

* Job transitions are arranged by the firm of origin's adjusted productivity. For each
percentile of this distribution, the figure plots the percentage of transitions towards
firm with higher adjusted productivity.
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In short, this evidence casts doubt on whether high
worker mobility between firms is in itself indicative
of efficiency gains in the allocation of resources
in the labor market and increases in aggregate
productivity. The article suggests that it is not

Labor Earnings Dispersion
Firms

The issue of income distribution has become a
topic of great relevance in the public debate, both in
Chile and in the rest of the world, partly stimulated
by the greater availability of microeconomic data
that have improved the measurement of income
dispersion among individuals. Understanding the
determinants and dynamics of this dispersion is of
particular importance to inform public policies. One
dimension recently explored in various countries
is the influence of the way workers are distributed
across firms, which potentially pay different wages
to employees with equal characteristics. Does the
workers' allocation across firms have implications
for income inequality? Are skilled workers more
frequently employed in firms that, on average,
pay higher wages? The difficulty in analyzing
these issues comes from the need to have access to
databases that have detailed information not only
on earnings, but also on labor relations between
firms and workers.

In their paper “Labor Earnings Dispersion
in Chile: Decomposition, Dynamics and

the Role of Firms” Central Bank of Chile 0,6
researchers Rosario Aldunate, Gabriela © 05
Contreras and Matias Tapia explore these S 04
issues by using an anonymized data base e

containing labor relations between firms § 03
and workers in the period 2005-2016. 7 0.2
This is detailed information that firms g 0,1
must submit to the Internal Revenue S ¢
Service (SII) and covers all formal & 20,1
employment in Chile, including a total 02
of 650,000 firms, almost 10 million '

workers and 30 million labor relations
between workers and firms. The richness
of these data allows the authors to carry
out a detailed analysis of the trajectory
observed in the income distribution of
formal workers, and its decomposition

enough to analyze the gross mobility of workers
between firms, but that it is also important to look
into the direction in which these workers move,
that is, up or down the companies' productivity
ladder. Additional research that would help to better

understand the determinants of these outcomes,
and the public policies they promote, could help
to enhance the aggregate productivity growth
and earnings associated with labor transitions in
emerging economies such as Chile.

in Chile: Decomposition, Dynamics and The Role of

"A more even allocation of workers with different characteristics among firms
has led them to pay more similar average wages, reducing the dispersion of

Iabor income.”

Figure 2: Change in labor income by percentile, 2005-2016*
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between the effects of the worker and of the firm,
for more than a decade.

Assignificant finding is that the dispersion of labor
income declined in the period analyzed, mainly due
to more limited growth in the income of workers
in the highest percentiles of the distribution. When
decomposing labor income inequality between
the part that is explained by differences in wages
paid within a firm and the part that is explained
by differences in average wages paid by different
firms, it is found that the first component is the
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most important in explaining total inequality,
but the second component is responsible for the
lower dispersion. It is also shown that most of the
reduction in the dispersion of the average wage
paid by firms occurred in bigger firms.

The blue line in Figure 2 shows the growth in labor
income from 2005 to 2016 for each income percentile.
It can be seen that growth has been slower at the two
ends of the distribution, generating countervailing
effects on total inequality, although the slower
growth in the higher percentiles has dominated.
The behavior of the blue line is decomposed into
the evolution of the red and green
lines. The red line shows the average
wage paid by firms to workers in
each of these percentiles. In general,
this line is downward sloping,
implying that the average wage in
firms employing higher-income
workers has grown less. The green
line, which represents the difference
between what the worker receives
and the average wage the firm pays,
has the opposite pattern. This effect
increases the total dispersion but is
not strong enough to counteract the

80 effect of the red line.

What has explained the lower
dispersion of the average wage paid
by different firms? This could be due
to firm-specific changes such as their

* The figure shows the changes (in logarithms) in labor income from 2005 to 2016, by
percentile. The blue line shows the total change, the red line shows the change in average
income at firms hiring workers at each percentile, and the green line shows the change in
income at each percentile by subtracting the average change by firm.
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productivity or the complexity of their processes and
tasks. Alternatively, it could be that the recruitment
pattern has changed over time. Thus, workers who
consistently have higher earnings because, for
example, they have more human capital, may have
started working more frequently than in the past in
firms that consistently pay lower wages on average.
In order to analyze which alternative could better

explain these observations, the authors carry out an
econometric estimation that allows decomposing the
wage of a specific relationship between a component
associated with the characteristics of the worker
and another associated with the firm. The results
show that the drop in dispersion comes mainly from
the second alternative: although higher-income
workers work proportionally more in firms that,

irrespective of the worker's skill level, pay higher
wages, this pattern has tended to be attenuated in
recent times. Thus, a more even allocation of workers
with different characteristics among firms has led
them to pay more similar average wages, reducing
the dispersion of labor income.

The Role of Domestic Macroprudential Policies in the Transmission of
International Monetary Shocks

Theoretically, under perfect capital mobility and
a flexible exchange rate regime, international
interest rate shocks are absorbed by exchange rate
fluctuations, thus avoiding a spillover to domestic
variables. However, there is ample empirical evidence
demonstrating the effect of foreign monetary policy
on domestic macroeconomic aggregates, especially
in the case of emerging economies. Among other
reasons, the presence of financial frictions is typically
blamed for this. In view of this reality, it is key
for the design of monetary and financial policy to
understand the role of macroprudential measures
on the transmission of international monetary

¢

shocks. In the paper, “Macroprudential Policy and
the Inward Transmission of Monetary Policy: the

case of Chile, Mexico, and Russia”, Central Bank
of Chile economists Tomas Goémez, Alejandro Jara
y David Moreno jointly with co-authors, Georgia
Bush, Konstantin Styrin Yulia Ushakova use
confidential bank data to analyze the interaction
between macro-prudential policies and the effects
of movements of the United States monetary policy
rate on domestic credit.

The study finds evidence that the presence of more
stringent macro-prudential policies tones down the
transmission of international monetary policy shocks
on domestic credit. However, the intensity of such
attenuation varies across countries, credit categories
and different types of macroprudential measures. The
identification strategy exploits the heterogeneity in
domestic banks' exposure to the U.S. benchmark
interest rate and domestic macroprudential policies
implemented in the period studied (2000-2017). This
strategy assesses the impact of well-identified shocks
to U.S. monetary policy, so it further assumes that
the countries considered do not affect such policy
decisions. In a first exercise, the exposure to foreign
monetary policy corresponds to the fraction of
funding that comes from abroad, while the exposure
to macro-prudential policies varies depending on the
policy considered; for example, foreign currency
deposits as a fraction of total assets are considered
when assessing the exposure to changes in foreign-
currency reserve requirements.

"More stringent macro-prudential policies tones down the transmission of
international monetary policy shocks on domestic credit.”

Among the results, the identification of substitution
between domestic and foreign currency credit in
Chile stands out: a positive shock to U.S. monetary
policy in the presence of tighter foreign-currency
reserve requirements induces a reduction in foreign
currency credit and an increase in local currency
credit. However, this substitution effect is not present
in Russia (see Table 1). The study also reveals that
macro-prudential policies focused on a particular
credit segment, for example, the increase in the
cap on the loan-to-value ratio (LTV) for mortgage

loans in Chile, tend to attenuate the transmission
of international shocks on the relevant credit
segment but not on the others. Finally, the results
for Mexico show the potential risk of extrapolating
conclusions to all emerging economies. In this case,
an unexpected interest rate hike in the United States
increases domestic credit. The authors conjecture
that this may reflect that such increases contain
positive information about the future performance
of the U.S., which is particularly linked to the
Mexican economy.

Table 1: Macro-prudential policies and substitution between domestic- and foreign-currency credit in the face

of monetary policy shocks in the United States*

* The dependent variable corresponds to logarithmic variations in loans to the non-financial private sector, both in local currency
(LC) and foreign currency (FC). AMP corresponds to the monetary shock in the U.S. The measure of exposure to such shock Q_(b,t)
corresponds to deposits in foreign currency as a percentage of total assets (FCD/ A) in the case of Chile, and, in the case of Russia, it is
non-residents’ liabilities over total liabilities (NRL/TL). The Pru variable increases when domestic macro-prudential policy is stricter. ***,
**, and * denote the 1%, 5%, and 10% significance levels, respectively. Quarterly data from 2000Q1 to 2017Q4, for all the banks in
the country with foreign exposure.
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