
Online Appendix B:  Deriving conditional probabilities of labor-status transition. 

 

For an individual beginning in unemployment in period zero (Uo) and eligible for UI payments we have 

three outcomes: 

Π(U1|Uo) = cUU = (g1/go)(1-e1f(θ1))     for g1 < go 

    = (1-e1f(θ1))      otherwise 

Π(E1|Uo) = cUE = (g1/go)(e1f(θ1))    for g1 < go 

   = (e1f(θ1))    otherwise 

Π(N1|Uo) = cUN = ((go - g1)/go)    for g1 < go  

    = 0     otherwise 

 

For an individual beginning in unemployment in period zero (Uo) but not eligible for UI payments we have 

three outcomes: 

Π(U1|Uo) = cUU = (ḡ1/go)(1-ē1f(θ1))      for g1 < go 

    = (1-ē1f(θ1))    otherwise 

Π(E1|Uo) = cUE = (ḡ1/go) ē1f(θ1)    for g1 < go 

   = ē1f(θ1)    otherwise 

Π(N1|Uo) = cUN = ((go - ḡ1)/go)    for g1 < go  

    = 0     otherwise 

 

For an individual beginning in employment in period zero (Eo) we have: 

Π(U1|Eo) = cEU = (g1/go)(1-σ)(1- e1f(θ1))   for g1 < go  

   = (1-σ)(1- e1f(θ1))   otherwise 

Π(E1|Eo) =  cEE = σ + (g1/go)((1-σ) e1f(θ1))  for g1 < go 

   = σ + ((1-σ) e1f(θ1))   otherwise 

Π(N1|Eo) = cEN = ((go - g1)/go)(1-σ)    for g1 < go 

   = 0     otherwise 

 

For an individual beginning out of the labor force in period zero (No) we have: 

Π(U1|No) = cNU = 0     for g1 < go  

Π(E1|No) = cNE = 0     for g1 < go  

    = ((ḡ1 - g0)/(1-go))   otherwise 

Π(N1|No) = cNN = 1     for g1 < go 

     = ((1-g1)/(1-go))   otherwise 



 

In the moral-hazard equilibrium (when g1 = go) and all unemployed receive UI payments: 

 

Define ξ = (e1* f(θ1)/(1- e1* f(θ1))  > 0 and Ψ = (1-σ)e1 f(θ1)/(σ+ (1-σ) e1 f(θ1)) > 0 

ĉUU = [ξ α1 ωc /(φ(1-δ)) ] Ĉu   > 0 

ĉUE  = [- α1 ωc /(φ(1-δ))] Ĉu    < 0 

ĉEU = [( ξ α1 ωc /(φ(1-δ))] Ĉu  > 0 

ĉEE  = [- Ψ α1 ωc /(φ(1-δ))]Ĉu   < 0      

ĉUN = ĉEN = ĉNU = ĉNE = 0,  ĉNN = 1 (by assumption) 

 

When g1 is endogenous and for the case with g1 < go (due to Ĉu < 0): 

 Given our definition of  φ+ = φ + (ηγ/(γ-1))(1-ε) > 0  

   

γê1
* = - (1/ φ+ )[ (ηγ/(γ-1))ε(χ-1) + ωc ((α1/(1-δ)) – (ηγ/(γ-1))(1-ε)] Ĉu      > 0 for Ĉu < 0 

ĝ1 =  (1/ φ+ )[ φ ε(χ-1) - ωc γ(1-ε) ((α1/(1-δ)) + η)] Ĉu       

 

ĉUE =  (1/ φ+ )(κc-ωc)(α1/(1-δ)) Ĉu 

ĉUU =  (1/ φ+ )[(κc-ωc) (ξ(ηγ/(γ-1) + φ) - ωc (1- ξ)φ+] Ĉu 

ĉUN = -(1/ φ+ )[ φ ε(χ-1) - ωc γ(1-ε) ((α1/(1-δ)) + η)] Ĉu                           for Ĉu < 0 and = 0 for Ĉu > 0   

 

ĉEE  = (1/ φ+ )Ψ[(κc-ωc) )(α1/(1-δ))] Ĉu   

ĉEU = (1/ φ+ )Ψ )[(κc-ωc) (ξ(ηγ/(γ-1) + φ) - ωc (1- ξ)φ+] Ĉu 

ĉEN = -(1/ φ+ )[ φ ε(χ-1) - ωc γ(1-ε) ((α1/(1-δ)) + η)] Ĉu                           for Ĉu < 0 and = 0 for Ĉu > 0   

 

 cNU = cNE = 0,  cNN = 1  ;   ĉNU = ĉNE = ĉNN = 0 

 

 

 

The effects on the wage can be derived similarly; these calculations are done for ν = 0. 

 

 

 

 


