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6. Dynamics of unemployment and vacancies
In the previous section, we show that our model provides a fairly good description of macroeconomic and labour market variables in New Zealand. In this section, our objective is to use our structural model to investigate which shocks are the drivers of unemployment and vacancies in New Zealand. To do so, we analyze the variance decomposition of unemployment and vacancies.
7, 8 present the variance decomposition of vacancies and unemployment. The model is driven by 11 structural shocks. Three of these shocks are directly related to the labour market of the model; namely, the matching efficiency shock, the bargaining power shock and the vacancy posting cost shock. In 7, 8, while we detail the contribution of labour market shocks to the fluctuations in unemployment and vacancies, we group together the contribution of all the other shocks. An inspection of 7, 8 makes it clear that the bulk of variation in both series is due to the disturbances pertaining to the labour market. In particular, most of the variation in unemployment is due to shocks to matching efficiency (which is in line with the results of Krause et al., 2008a in a closed economy model), while most of the variation in vacancies is due to the vacancy posting cost shock. All the other shocks, foreign, domestic and policy, play only a marginal role in explaining cyclical variations in these two key labour market variables.
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