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Introduction

The 2007-2009 recession led to the largest decline in employment in
the US since the Great Depression.

Why did employment decline so drastically between 2007 and 2009?

They approach this question with a particular focus on the housing
net worth channel: decline in employment because of a sharp
reduction in the housing net worth of households.
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Introduction

The housing net worth channel predicts a differential response of
nontradable versus tradable employment across US counties.

Nontradable employment relies heavily on local demand, while
tradable employment relies more broadly on national or even global
demand.

Prediction: while the change in nontradable employment should be
positively correlated with the change in housing net worth in the
cross-section of counties, the change in tradable employment should
not be as strongly positively correlated.

They take these predictions to the data.
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Introduction

I will summarize the data used in the paper, the empirical strategy,
and the main results.

Christian will summarize how the paper is related to theoretical work
that shows how demand shocks driven by a weakness in household
balance sheet translate into a decline in real activity due to the
presence of nominal or labor market rigidities (Eggertsson and
Krugman (2012), Guerrieri and Lorenzoni (2011), etc.).
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Data

County-level dataset that includes employment by four-digit industry,
household balance sheet information including total debt and housing
value, wages and other demographic and income information.

They place each of the four-digit industries into one of four
categories: non-tradable, tradable, construction and other.

Key right hand side variable is the change in household net worth
between 2006 and 2009.

Net worth in county i at time t: NW i
t = S i

t + B i
t + H i

t − D i
t

The four terms on the right hand side represent stocks, bonds,
housing, and debt owed.
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Data

They compute the market value of stock and bond holdings in a given
county using IRS Statistics of Income.

They estimate the value of housing stock owned by households in a
county using the 2000 Decennial Census data as the product of the
number of home owners and the median home value. They then
project the housing value into later years using the Core Logic Zip
code level house price index and an estimate of the change in
homeownership and population growth.

Debt is measured by using data from Equifax Predictive Services that
has information on the total borrowing by households in each county
in a given year.
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Data

Change in total net worth:

4HNW =
4 log pH,i

06−09 ∗ H i
2006

NW i
2006

4HNW is what they refer to as housing net worth shock.
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Data: Tradable and Non-Tradable Categories

They classify industries following two methods. First one is the retail
and world trade classification:

Four-digits NAICS industry as tradable if it has imports plus exports
equal to at least $10,000 per worker, or if total exports plus imports for
the four-digit industry exceeds $500M.

Non-tradable industries are defined as the retail sector and restaurants.

Construction: includes industries related to construction, real estate, or
land development.

Any industry in the construction category is not included in either the
tradable or non-tradable category.

The remaining industries are classified as other.
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Data: Tradable and Non-Tradable Categories

The second method is the geographical concentration based
classification:

Idea: the production of tradable goods requires specialization and
scale, so industries producing tradable goods should be more
concentrated geographically.

Certain goods and services (such as vacation beaches and amusement
parks) are concentrated geographically and rely on national demand,
making them tradable for their purposes.

Non-tradable industries are needed everywhere and should be
geographically dispersed.

They construct a Herfindahl index for each industry based on the
share of an industry’s employment that falls in each county.

They categorize the top and bottom quartile of industries by
geographical concentration as tradable and non-tradable.

Elias (Copenhagen) 2007-2009 Drop In Employment May 25th, 2016 9 / 33



Data: Tradable and Non-Tradable Categories
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Data: Tradable and Non-Tradable Categories
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Summary Statistics
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Empirical Strategy

Housing net worth shocks can have important consequences for
spending and employment, especially in the presence of nominal and
real rigidities.

What are the employment consequences for each percentage decline
in housing net worth?

Problem: difficult to estimate the parameter because spending
reductions as a result of net worth decline in an area impacts
employment everywhere through the trade channel.

Their solution: isolate the impact of change in net worth on
employment in the non-tradable sector.

Elias (Copenhagen) 2007-2009 Drop In Employment May 25th, 2016 13 / 33



Empirical Strategy

4 log EN
i = α + η4HNWi + εi

log EN
i is the log change in non-tradable employment in county i

between 2007-2009.
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Results: Non-Tradable Employment
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Results: Non-Tradable Employment
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Empirical Strategy: Supply-Side Shocks?

Is the correlation spurious? Certain industries may be hit harder
during the recession, and counties with greater exposure to these
industries may naturally experience both a larger decline in housing
net worth and larger fall in employment.

Include share of a county’s employment in 2006 in each of the 23
two-digit industries.
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Results: Non-Tradable Employment
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Empirical Strategy: Supply-Side Shocks?

One might worry that places where house prices and hence housing
net worth fell the most also had greater exposure to the construction
sector.

IV strategy using the Saiz (2010) housing supply elasticity as an
instrument for the change in housing net worth.

The Saiz instrument is strongly correlated with 4HNWi , but is not
correlated with either the share of employment in construction sector
in a county, or the growth in construction sector employment prior to
2007.

It could be that the instrument is correlated with other county-level
demographic characteristics. They will add controls in other
specifications.
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Results: Non-Tradable Employment
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Empirical Strategy: Uncertainty?

The effect of the housing net worth shock on non-tradable
employment can be explained by the business uncertainty hypothesis.

Uncertainty causes firms to temporarily pause their investment and
hiring.

An increase in business uncertainty at the aggregate level does not
explain the cross-sectional patterns in non-tradable employment losses
documented above.
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Empirical Strategy: Uncertainty?

For the uncertainty hypothesis to qualify as an explanation for the
results, it would have to be the case that the increase in business
uncertainty was larger in counties that experienced a large decline in
housing net worth.

If the higher uncertainty is a consequence of a large decline in local
demand in some areas, it is a manifestation of the housing net worth
channel.

The alternative explanation must involve greater uncertainty in areas
with large housing net worth decline for reasons other than the decline
in local demand itself. Perhaps, there is more uncertainty regarding
state government policies in states with severe housing problems.
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Results: Uncertainty?
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Results: Uncertainty?
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Results: Uncertainty?
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Empirical Strategy: Credit Supply?

Firms in counties with a larger decline in housing net worth face a
larger decline in credit supply, forcing them to lay off workers?

Evidence in previous figure: financing not seen as a problem.

Does the reduction in credit supply make firms fire workers both in
tradable and non-tradable sectors? Next slide.

Credit supply shock might affect only non-tradable industries. They
will split the sample depending on firm size to test for that.
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Results: Credit Supply?
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Empirical Strategy: Mechanisms

With flexible prices, the negative impact of the housing net worth
shock on non-tradable employment is reversed by a gain in
employment in the tradable sector.

They will look for evidence of adjustment happening in employment,
wages and mobility.
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Results: Mechanisms
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Results: Mechanisms
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Results: Mechanisms
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Conclusions and Discussion

Paper shows the importance of the housing net worth shock to
explain non-tradable sector job losses.

They find support for demand channel and relevance of rigidities.
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Conclusions and Discussion

Further questions?

There are behavioral responses and heterogenous effects that are
masked by the level of aggregation of the data.

Heterogeneity of responses depending on firm’s leverage?

Out-migration depends on age?

What were the effects of the housing boom on employment? i.e. what
if the housing boom had affected employment patterns during the
recession and the job losses that they document represent the return to
“normal” housing conditions?
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