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» Movement is more likely when:
» difference in shock is large
» discount is high
» persistence is high
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REALLOCATION BY LAURA PILOSSOPH

Research questions:

» How much unemployment is due to sectoral mobility
shocks?

» How much of the great recession’s unemployment is due to
an asymmetric shock in the construction sector?
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SET UP

Islands represent sectors

Two types of shocks
» taste shocks (allows gross flows>net flows)
» sectoral shocks

Two types of frictions
» Labor reallocation is a time consuming activity
» Matching on an island is frictional

Two types of unemployment
» mobility unemployment
» rest unemployment
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» Importance of mobility frictions:

» eliminating mobility frictions decreases u by 10%

» Construction sector in the great recession:
» what would happen if shocks were symmetric?
» insight: gross flows versus net flows

» there is hardly an increase in unemployment (relative to
asymmetric shocks)



