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Summary 

A sensitivity analysis using an empirical model of labour marker dynamics shows that an 
increase in the pace of structural chance, which leads ro art outward shifr of the UV-curve, 
may have substantial eflects on employmeitr aitd unemploymertr especially when the initial 
pace of structural change is low. Ir suggests rhar nor oitly the size of the shocks but also the 
initial conditions can be a major cause for the labour marker rurbulence in economies in 
transition. The model simulations also display large difSereitces iit the size of the impulse 
responses and of recognition lags depeitdirtg on rl~e specification qf the flow model and on 
the characreristics of the marching process. 
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1. Introduction 

The process of structural change is one of the major causes of labour market dynamics. 
Technological progress, combined with preference shifts, form the origin of structural 
change. This leads to the creation of new jobs, but also to the destruction of jobs associated 
with techniques that become obsolete and unproductive. Changes in labour demand are the 
net result of these processes of job creation and job destruction. Empirical evidence shows 
that the observed changes in labour demand, and the ensuing changes in employment and in 
vacancies, are rather small as compared to the underlying tlows which result from labour 
market dynamics. Job destruction also causes workers to loose their jobs and become unem- 
ployed. On the other hand, part of the newly created jobs are taken by unemployed, who 
become employed. And again these flows into and out of unemployment may be much larger 
than the net effect of structural change on unemployment. 

Recently these processes of structural change and of the resulting labour market dynamics 
have been investigated using the flow approach to labour markets (see e.g. Blanchard and 
Diamond, 1992, Pissarides, 1990). Unlike the traditional models of the labour market, 
which only describe net changes in stocks. the tlow models of the labour market take 
account of the reallocation process, which concurs with structural change. There are both 
theoretical arguments and empirical evidence that reallocation mainly takes place during 
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