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Abstract: There are significant differences in the unemployment rates between OECD countries. We use the
standard Diamond-Mortensen-Pissarides (DMP) model of the labor market as an accounting device to understand the
channels behind these differences. The main determinants of unemployment in the DMP model are: labor
productivity, Ul benefits, workers' bargaining power, staffing costs, and labor market frictions. We parameterize
these forces from the data of different OECD countries and standard values from the literature. We use the job
creation equation of the model to predict unemployment rates. We find that the standard DMP model accounts for a
relatively small fraction of the observed variation in unemployment rates. The performance of the model improves
substantially when we take into account worker heterogeneity and public sector hiring.
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