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The matching model has been used widely in labor market issues. It provides a tool for
fractional unemployment analysis, and enables the modeling of the contribution of job
seekers and vacancies to new hires in an incomplete labor market (See Diamond and Maskin
(1979), Blanchard and Diamond (1989), and Pissarides (2000)). Although considerable effort
has been made to estimate matching functions for numerous countries, China has been ignored.
In order to fill this gap, we specify and estimate matching models for the Chinese labor
market and consider heterogeneous job seekers in the matching process.

Our main estimation is a nonlinear estimation framework based on data of China. Facing
the same pool of vacant jobs, employment possibilities could differ among job—seeker groups.
Estimated coefficients provide the rank for employment possibilities of those job—seeker
groups. Further, matching efficiency are often influenced by exogenous factors, estimated
scales of matching function enable us to examine determinants for matching efficiencies.

Pisserides (2000) suggest a matching function of m(U + E,V) when the employed and
unemployed apply to the same kinds of jobs so that congestion externalities are present.
Further considering the heterogeneities of job seeker in China, with the help of van Ours
(1995), we set the following form.

M= AU +¢S° +pS™H" V™
In the equation, M is number of new hires, U is number of job seekers who are unemployed

urban residents, S°%is number of employed job seekers, S” is number of job seekers who are

rural-urban migrants, and |/ is number of vacant jobs. « and p indicate the return to the
scale. Further, Ais matching efficiency, which could vary by years and regions. ¢ and
@ is the employability index of $°and §", respectively, and employability index of U
is assumed to be one. If ¢ >1 or ¢ >1, it is indicated that the employability of §°or

S™is larger than that of U.

For estimation, we have the following equations.

(1) General matching function:
IWM,=A,+n,nV,+n,In(U, +¢S; +9S;)+¢, (1)

(2) Matching efficiency:

Av=PBDy+ By Jey+ B Y+ B Ey+ Bshyy+ By +a, + 4, (2)
where matching efficiency could be determined by productivity, p, job—search services,
jé, production scale, J, employment scale, E, job destruction rate, A, and interest

rate, .
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Substituting (2) into (1), we obtain the following total estimation equation.
nM,=nmV,+n,In(lU, +¢S; +¢Si’tn)+ (B Py + By J6+ B Vi +

BoEy+BsAy+ Bty +a,+a)+e, (3)

The results successfully converged after several iterations. All the main estimates are
statistically significant and consistent with the theory. Further constant returns of
1, +1n, =1 can not be rejected. The most interesting result is that both of ¢ and ¢ are
significantly larger than one, which indicates that the employability of employed job
seekers and migrants are higher than unemployed job seekers, and migrants have the highest
employability.

In order to confirm the results, we further introduce another manner of separated matching

efficiency of each labor group.
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Similar results are obtained. Those results reflects the reality of China. Although
rural—urban migrants do not have government protection and receive congestion externalities
from other job seekers, they are still easier to find jobs than others. Low reservation
wage could be more important than working experience, high education level, and government
subsidy in job—searching process. Re—employment of unemployed residents has been a
difficult problem in China. Although they spend more time in searching jobs, and receive
job—searching and training subsidies, their inferior position in job searching is not
completely changed. The reasons could be the high reservation wages and unemployment

benefit.
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# 1 Financial Soundness Indicators: The Core and Encouraged Sets

Core Set
Deposit takers
Capital adequacy Regulatory capital to risk-weighted assets
Regulatory Tier 1 capital to risk-weighted assets
Nonperforming loans net of provisions to capital
Asset quality Nonperforming loans to total gross loans
Sectoral distribution of loans to total loans
Earnings and profitability Return on assets
Return on equity
Interest margin to gross income
Noninterest expenses to gross income
Liquidity Liquid assets to total assets (liquid asset ratio)
Liquid assets to short-term liabilities
Sensitivity to market risk Net open position in foreign exchange to capital

Encouraged Set

Deposit takers Capital to assets
Large exposures to capital
Geographical distribution of loans to total loans
Gross asset position in financial derivatives to capital
Gross liability position in financial derivatives to capital
Trading income to total income
Personnel expenses to noninterest expenses
Spread between reference lending and deposit rates
Spread between highest and lowest interbank rate
Customer deposits to total (noninterbank) loans
Foreign-currency-denominated loans to total loans
Foreign-currency-denominated liabilities to total liabilities
Net open position in equities to capital

Other financial corporations Assets to total financial system assets
Assets to gross domestic product (GDP)

Nonfinancial corporations sector Total debt to equity
Return on equity



Earnings to interest and principal expenses
Net foreign exchange exposure to equity
Number of applications for protection from creditors

Households Household debt to GDP

Household debt service and principal payments to income
Market liquidity Average bid-ask spread in the securities market2

Average daily turnover ratio in the securities market2
Real estate markets Real estate prices

Residential real estate loans to total loans
Commercial real estate loans to total loans

LIED FSIs #2512 LT, ERESMEROMEBIGRZ UL TO X I IZHIEL T D,

# 2 Global-Flow-of-Funds Statistics

GFFS Source GFFS Source
Disposable income SNA Final consumption SNA
Net savings ratio FOF Trade balance to GDP BOP
Sectoral financial surplus or deficit ~ FOF Spread between highest and lowest interbank ~ FSIs
Spread between lending and depo ~ FSIs Consumption Expenditure of the US BEA
Real effective exchange rate IFS Total GDP of main areas IFS
Net outflow of funds to GDP FOF Import Price Index GAC
CPI CBQSB | Liquid asset to total assets FSIs
Regulatory capital to risk-weightec ~ FSIs Liquid asset to short-term liabilites FSIs
Regulatory Tier 1 capital to risk-w  FSIs Residential real estate loans to total loans FSIs
Nonperforming loans to tatal gross  FSIs Real estate prices FSIs
Economic growth rate, SNA Return on equity FSIs
Spread between overseas and dot ~ FSIs Changes in reserve assets BOP
Interest rates of central bank CBQSB | Profit from investment BOP
Outflow of funds to GDP FOF Infows of funds to GDP FOF
Government Bonds Yields ofthe |  FRB FDI BOP
Sectoral distribution of loans to tot ~ FSIs Large exposures to capital FSIs
Holding US government bondsto ~ TIC Net open position in foreign exchange to capit.  FSIs
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