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		Abstract

		We study a two-country two-sector model of international trade in which one sector produces homogeneous products while the other produces differentiated products. The differentiated-product industry has firm heterogeneity, monopolistic competition, search and matching in its labor market, and wage bargaining. Some of the workers searching for jobs end up being unemployed. Countries are similar except for frictions in their labor markets. We study the interaction of labor market rigidities and trade impediments in shaping welfare, trade flows, productivity, price levels and unemployment rates. We show that both countries gain from trade but that the flexible country -- which has lower labor market frictions -- gains proportionately more. A flexible labor market confers comparative advantage; the flexible country exports differentiated products on net. A country benefits by lowering frictions in its labor market, but this harms the country's trade partner. And the simultaneous proportional lowering of labor market frictions in both countries benefits both of them. The model generates rich patterns of unemployment. Specifically, trade integration -- which benefits both countries -- may raise their rates of unemployment. Moreover, differences in rates of unemployment do not necessarily reflect differences in labor market rigidities; the rate of unemployment can be higher or lower in the flexible country. Finally, we show that the flexible country has both higher total factor productivity and a lower price level, which operates against the standard Balassa-Samuelson effect. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Helpman,  Elhanan and Itskhoki,  Oleg, Labor Market Rigidities, Trade and Unemployment (September 2007). NBER Working Paper No. w13365,  Available at SSRN: https://ssrn.com/abstract=1012819
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Elhanan Helpman (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Department of Economics  ( email )

			

			
			
				
				
				
					Littauer Center
Cambridge, MA  02138
United States
617-495-4690 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Oleg Itskhoki

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Princeton University - Department of Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Princeton University - Department of Economics  ( email )

			

			
			
				
				
				
					Fisher 306
Princeton, NJ  08544-1021
United States
+1 (609) 258-5493 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.princeton.edu/~itskhoki
				

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				       88

			

		
		
		
			Abstract Views

			    2,951

		

		
		 
		
			Rank

			  511,978

		

		
	


	
		
            
            	        5 Citations
		

	

	
		
			
				       40 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

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

                                
                                    
                                        FOLLOWERS

                                           12,243

                                    

                                    
                                        PAPERS

                                           32,681

                                    

                                

                                
                            

                        

                    

                
	
                    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

                                            1,461

                                    

                                    
                                        PAPERS

                                           11,108

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    International Trade eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Trade eJournal

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

                                
                                    
                                        FOLLOWERS

                                              714

                                    

                                    
                                        PAPERS

                                           27,402

                                    

                                

                                
                            

                        

                    

                
	
                    Labor: Supply & Demand eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Labor: Supply & Demand eJournal

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

                                
                                    
                                        FOLLOWERS

                                              668

                                    

                                    
                                        PAPERS

                                           13,285

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Labor Market Rigidities, Trade, and Unemployment

                        
                            By
                                
                                
                                    
                                    Elhanan Helpman
                                     and 
                                
                                    
                                    Oleg Itskhoki
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Inequality and Unemployment in a Global Economy

                        
                            By
                                
                                
                                    
                                    Elhanan Helpman, 
                                    
                                
                                    
                                    Oleg Itskhoki, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Inequality and Unemployment in a Global Economy

                        
                            By
                                
                                
                                    
                                    Elhanan Helpman, 
                                    
                                
                                    
                                    Oleg Itskhoki, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Globalization and Labor Market Outcomes: Wage Bargaining, Search Frictions, and Firm Heterogeneity

                            
                                By
                                    
                                    
                                        
                                        Gabriel J. Felbermayr, 
                                        
                                    
                                        
                                        Julien Prat, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Good Jobs, Bad Jobs, and Trade Liberalization

                            
                                By
                                    
                                    
                                        
                                        Donald R. Davis
                                         and 
                                    
                                        
                                        James Harrigan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Trade and Labor Market Outcomes

                            
                                By
                                    
                                    
                                        
                                        Elhanan Helpman, 
                                        
                                    
                                        
                                        Oleg Itskhoki, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Trade and Labor Market Outcomes

                            
                                By
                                    
                                    
                                        
                                        Elhanan Helpman, 
                                        
                                    
                                        
                                        Oleg Itskhoki, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Firm Heterogeneity and the Labour Market Effects of Trade Liberalisation

                            
                                By
                                    
                                    
                                        
                                        Hartmut Egger
                                         and 
                                    
                                        
                                        Udo Kreickemeier
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Trade, Firms, and Wages: Theory and Evidence

                            
                                By
                                    
                                    
                                        
                                        Mary Amiti
                                         and 
                                    
                                        
                                        Donald R. Davis
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

