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Figure A2: Change in Wage Schedules

Figure A3: Change in Worker Value Functions
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Figure A4: Change in Average Wages by Firm Type
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Figure A5: Change in Average Worker Value by Firm Type
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Figure A6: Shifts in the Size Distribution
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Figure A7: Employment Policy Changes
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Figure A1 shows wage schedules (equation 26 or 27 in the main text depending on whether
a firm is hiring or not), percentage employment adjustments (L(z',1) — 1)/l, worker value
functions J and the distribution (z,1).

In order to shed light on the mechanisms described in sections I.LK and II1.B of the paper,
Figures A2-3 show the change with respect to the baseline in wage schedules and worker value
functions for any point in the state space (z,1n(l)), regardless of whether it is populated by
firms. In this and related figures, the first three panels feature the isolated policy changes
(corresponding to columns 2-4 in table 4) while the fourth panel (bottom, right) features the
case of reforms and globalization (column 6 in table 4).

Figures A4-5 are based on 100 grid points, each of which is the mid-point of a size and
productivity decile in the baseline (z,[) distribution. Holding these grid points fixed, we plot
the changes in average wages and worker value functions. These graphs show how wages and
employment policies shift in the populated portions of the state space.

Figure A6 shows the size distribution of firms above [ > 10 (mimicking the empirical
sampling in the Colombian firm data), fit with a spline using a smoothing parameter of 0.6.

Figure A7 shows the change in employment policies, i.e., the percentage change in
(L(2',1) — 1)/l with respect to the baseline.

6 Robustness to the Choice of Model Period

To isolate the role of model period in driving our results, we hold the estimation strategy
fixed by using our estimated revenue function and productivity process to approximate their
quarterly counterparts. Then we re-estimated remaining parameters using the same mo-
ment vector as in the annual baseline, aggregating simulated quarterly outcomes on flow
variables to their annual equivalents, and taking simulated fourth quarter realizations on
stock variables to be representative of their annual counterparts (as is done in the annual
manufacturing surveys).

Specifically, we kept our estimate of the elasticity of value added with respect to labor
(aA) based on annual data, and we chose the root of the quarterly productivity process to
replicate our estimate of persistence in the annual process: p, = pcl/ . Likewise, we adjusted
the discount rate to r, = (1 + 74)"/* — 1, and we divide the log revenue function intercept
d, g by four to put revenue flows on a quarterly basis. Finally, since we saw no good way

to approximate the relationship between the variance of the innovations in the annual data

(02,) and the variance of the innovations in the quarterly data (o7,

z,a

), we included o2 in

4We emphasize "approximate" here because there is no analytical relationship linking the parameters
of the annual objects to their quarterly counterparts. The reason is that our revenue function characterizes
logs of flows, and thus annual variables are not linear combinations of quarterly variables.
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the set of parameters to be estimated.

Tables A2 and A3 present the resulting parameter estimates and the fit of the model. The
quarterly version doesn’t fit as well as the annual baseline, perhaps because of the way we
have constrained our revenue function estimates. Nonetheless, the quarterly results do give
us some insight into the effects of model period choice on parameter estimates and model
performance.

The major differences in parameter estimates are in the elasticity of substitution o, the
elasticity of the matching function ¢, and the value of home production b. The change in b
can be explained by the effect of model frequency on wage inequality. Allowing workers to
search more frequently increases their reservation wages, which in turn affects the entire wage
schedule. Other things equal, this would lower wage dispersion in the model. So, in order
to still match the dispersion of log wages, the quarterly calibration lowers the constant term
(1— )b in the hiring wage schedule (20). It does so by reducing b from 0.433 to 0.302.> The
other major change in parameter values is the decrease in matching function elasticity 6
from 1.838 to 1.154. This compensates for the fact that, other things equal, switching to a
quarterly frequency would have increased labor market tightness as workers enjoyed more
opportunities to match with firms. In turn, this would have made it more difficult for firms
hire, and thus shifted the simulated firm size distribution leftward. Dropping ¢ improves the
ability of firms to meet workers over the relevant range of (U, V') values, and thus prevents
this from occurring. Other parameter values such as exogenous exit rate o and the initial
firm size [, drop due to the increase in model frequency.

Table A4 addresses the main question of interest: how robust are the policy experiments
in the paper to the change in model period? That is, it redoes Table 4 using the quarterly
version of our model. Note that in order to facilitate comparison, we use the same 7, = 2.19.
This number, calibrated to replicate the 150 percent increase in the revenue share of exports
in the baseline model, generates a similar (143 percent) increase in the quarterly model.

The results in Table A4 show that the effects of policy experiments are robust. First,
while "Reforms" and "Reforms and Globalization" experiments generate higher firm growth
rates at the baseline size quantiles, aggregate job turnover declines in both experiments.
The decline in job turnover is, however, slightly smaller with the quarterly model. This
reflects the shifts in parameter estimates described above. On the one hand, with a smaller
home production payoff, b, wages are more sensitive (percentagewise) to firm characteristics
(z,1). On the other hand, a lower matching function elasticity makes job finding and fill

rates less responsive to changes in aggregate labor market conditions. Second, "Reforms"

®Note that the unit of account is the service sector wage per period, so b = 0.302 from the quarterly
estimation is directly comparable to the b from the annual baseline.
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and "Reforms and Globalization" experiments result in similar levels of inequality in worker

values (J), measured either at the firm or worker levels. Finally, "Reforms and Globalization"

generates a smaller increase in (Q—sector unemployment compared to the baseline model

(9.1 percent versus 19 percent) and a higher increase in real income (41.4 percent versus 12

percent).

Table A2: Parameters Estimated with SMM - annual vs quarterly

Parameter Description Annual Quarterly
o Elasticity of substitution 6.667 10.358
a Elasticity of output with respect to labor  0.195 0.240
B Bargaining power of workers 0.441 0.411
0 Elasticity of the matching function 1.838 1.154
) Exogenous exit hazard 0.064 0.019
ch Scalar, vacancy cost function 0.448 2.549
A1 Convexity, vacancy cost function 3.101 3.699
Ao Scale effect, vacancy cost function 0.385 0.332
b Value of home production 0.433 0.302
l. Initial size of entering firms 5.906 3.338
cp Fixed cost of operating 7.839 12.291
Co Fixed exporting cost 112.943 71.378
Ce Entry cost for new firms 15.794 146.816
o, Standard deviation of the z process 0.137 0.061

Table A3: Data-based versus Simulated Statistics - annual vs quarterly

Moment Data Annual Quarterly Size Distribution Data Annual Quarterly
E(InGy) 5.442  5.274 5.919 20th percentile cutoftf ~ 14.617  15.087 35.043
E(Inl) 3.622  3.638 4.632 40th percentile cutoff — 24.010 24.736 74.043
E(Z7) 0.118  0.108 0.320 60th percentile cutoff ~ 41.502  42.559 148.92
var(In Gy) 2.807  3.334 67.94 80th percentile cutoff ~ 90.108  87.137 334.54
cov(In Gy, Inly) 1.573  1.888 11.535 Firm Growth Rates

var(lnl;) 1.271  1.326 2.172 <20th percentile 1.425 1.287 1.321
cov(ln Gy, I¥) 0.230 0.264 2.788 20th-40th percentile 0.255 0.251 0.403
cov(Inly, T, ) 0.153  0.175 0.480 40th-60th percentile 0.209 0.191 0.242
cov(In Gy, 1n Giy1) 2.702  2.119 43.48 60th-80th percentile 0.184 0.155 0.168
cov(InGy,Inli4q) 1538 1.534 9.091 Aggregate Turnover/

cov(InGy, I¢, 1) 0.225  0.283 2.784 Wage Dispersion

cov(Inly,InGyy1)  1.543  1.409 -17.45 Firm exit rate 0.108 0.104 0.031
cov(Inly, Inlyq) 1.214  1.192 2.696 Job turnover 0.198 0.222 0.237
cov(Inly, IF, 1) 0.152  0.195 0.292 Std. dev. of log wages  0.461 0.380 0.449
cov(Z¥, In Gyy1) 0.220  0.273 2.292 Olley-Pakes Statistics

cov(ZF, Inliyq) 0.149  0.200 0.426 (1-0o) (%) 0.685 0.685 0.686
cov(ZF, I}, 1) 0.090 0.075 0.193 dp 0.090 0.094 0.093
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Table A4: Simulation Results

Baseline Reforms Reforms and
Globalization

¢; (firing cost) 0.60 0.30 0.30
7. (ad valorem tariff rate) 1.21 1.11 1.11
7. (iceberg trade cost) 2.50 2.50 2.19
Firm Growth Rates
(at the baseline size quantiles)
<20th percentile 1.321 1.323 1.439
20th-40th percentile 0.403 0.426 0.503
40th-60th percentile 0.242 0.246 0.313
60th-80th percentile 0.168 0.170 0.207
Aggregates
Revenue share of exports 1 1.404 2.434
Exit rate 1 0.974 1.106
Job turnover 1 0.952 0.963
Mass of firms 1 0.924 0.730
Share of labor in @ sector 1 1.040 0.937
Vacancy filling rate (¢) 1 1 1.077
Unemployment rate in Q sector 1 0.951 1.091
Std. wages (firms) 1 1.054 1.147
Std. wages (workers) 1 1.037 1.019
Std. J (firms) 1 1.080 1.210
Std. J (workers) 1 1.079 1.215
Exchange rate 1 0.950 0.610
Real income 1 1.005 1.414
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