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		Abstract

		The author introduces risk-averse preferences, labor-leisure choice, capital, individual productivity shocks, and market incompleteness to the standard Mortensen-Pissarides model of search and matching and explore the model's cyclical properties. There are four main findings. First and foremost, the baseline model can generate the observed large volatility of unemployment and vacancies with a realistic replacement ratio of the unemployment insurance benefits of 64 percent. Second, labor-leisure choice plays a crucial role in generating the large volatilities; additional utility from leisure when unemployed makes the value of unemployment close to the value of employment, which is crucial in generating a strong amplification, even with the moderate replacement ratio. Besides, it contributes to the amplification through an adjustment in the intensive margin of labor supply. Third, the borrowing constraint or uninsured individual productivity shocks do not significantly affect the cyclical properties of unemployment and vacancies: Most workers are well insured only with self-insurance. Fourth, the model better replicates the business cycle properties of the U.S. economy, thanks to the co-existence of adjustments in the intensive and extensive margins of labor supply and the stronger amplification. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Search, Matching, Business Cycles, Labor Markets, General Equilibrium, Incomplete Markets, Computational Methods

	
	

	
    

    
	

	
	
		JEL Classification: D52, E24, E32, J64

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Nakajima,  Makoto, Business Cycles in the Equilibrium Model of Labor Market Search and Self-Insurance (August 5, 2010). FRB of Philadelphia Working Paper No. 10-24,  Available at SSRN: https://ssrn.com/abstract=1659941 or http://dx.doi.org/10.2139/ssrn.1659941 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Makoto Nakajima (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Federal Reserve Bank of Philadelphia  ( email )

			

			
			
				
				
				
					Ten Independence Mall
Philadelphia, PA  19106-1574
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       45

			

		
		
		
			Abstract Views

			      812

		

		
		
	


	

	
		
			
				       43 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,530

                                    

                                    
                                        PAPERS

                                           15,195

                                    

                                

                                
                            

                        

                    

                
	
                    Macroeconomics: Employment, Income & Informal Economy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Employment, Income & Informal Economy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,465

                                    

                                    
                                        PAPERS

                                           11,066

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Macroeconomics: Aggregative Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Aggregative Models eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,459

                                    

                                    
                                        PAPERS

                                            6,392

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: General Equilibrium & Disequilibrium Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: General Equilibrium & Disequilibrium Models eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,227

                                    

                                    
                                        PAPERS

                                            2,438

                                    

                                

                                
                            

                        

                    

                
	
                    Labor: Human Capital eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Human Capital eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              854

                                    

                                    
                                        PAPERS

                                           19,642

                                    

                                

                                
                            

                        

                    

                
	
                    Federal Reserve Bank of Philadelphia Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Federal Reserve Bank of Philadelphia Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              839

                                    

                                    
                                        PAPERS

                                              829

                                    

                                

                                
                            

                        

                    

                
	
                    Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Microeconomics: Search; Learning; Information Costs & Specific Knowledge; Expectation & Speculation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              798

                                    

                                    
                                        PAPERS

                                            8,009

                                    

                                

                                
                            

                        

                    

                
	
                    Labor: Supply & Demand eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Supply & Demand eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              671

                                    

                                    
                                        PAPERS

                                           13,263

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Incentives in Competitive Search Equilibrium

                        
                            By
                                
                                
                                    
                                    Espen R. Moen
                                     and 
                                
                                    
                                    Asa Rosen
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Cyclical Behavior of Equilibrium Unemployment and Vacancies Revisited

                        
                            By
                                
                                
                                    
                                    Marcus Hagedorn
                                     and 
                                
                                    
                                    Iourii Manovskii
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Cyclical Behavior of Equilibrium Unemployment and Vacancies: Evidence and Theory

                        
                            By
                                
                                
                                    
                                    Robert Shimer
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Reassessing the Ins and Outs of Unemployment

                            
                                By
                                    
                                    
                                        
                                        Robert Shimer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Incentives in Competitive Search Equilibrium and Wage Rigidity

                            
                                By
                                    
                                    
                                        
                                        Espen R. Moen
                                         and 
                                    
                                        
                                        Asa Rosen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Incentives in Competitive Search Equilibrium and Wage Rigidity

                            
                                By
                                    
                                    
                                        
                                        Espen R. Moen
                                         and 
                                    
                                        
                                        Asa Rosen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Search-Theoretic Models of the Labor Market: A Survey

                            
                                By
                                    
                                    
                                        
                                        Richard Rogerson
                                         and 
                                    
                                        
                                        Randall Wright
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Search-Theoretic Models of the Labor Market-A Survey

                            
                                By
                                    
                                    
                                        
                                        Richard Rogerson, 
                                        
                                    
                                        
                                        Robert Shimer, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Unemployment Fluctuations with Staggered Nash Wage Bargaining

                            
                                By
                                    
                                    
                                        
                                        Mark Gertler
                                         and 
                                    
                                        
                                        Antonella Trigari
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Employer-to-Employer Flows in the U.S. Labor Market: The Complete Picture of Gross Worker Flows

                            
                                By
                                    
                                    
                                        
                                        Bruce Fallick
                                         and 
                                    
                                        
                                        Charles A. Fleischman
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
