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MOTIVATION

e Job loss has long-lasting negative effects on wages (“scarring”)
Jacobson, LalLonde, and Sullivan (93), Davis and von Wachter (11), Jarosch (21)

o Especially for workers that switch occupation
Kamburov Manovskii (02, 08, 09), Fujita (18), Huckfeldt (22), Postel-Vinay and Sepahsalari (23)

o Persistent skill loss (“turbulence”)
Ljungqvist and Sargent (98, 07, 08), Jung and Kuhn (2019), Baley, Figueiredo, Ulbricht (22)

e How do workers insure against turbulence risk?
o Micro — role of savings for cost of job loss
o Macro — link between turbulence and wealth inequality

o Policy — effects of technological/climate change
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WHAT DO WE DO

New evidence on consequences of job loss

o Unemployment duration and reemployment wages
o Joint role of liquid wealth and occupational tenure

o Scarring effects driven by poor occupational switchers

Macro-labor framework disciplined with micro-data

(1) Risk averse workers that smooth consumption

(11) ldiosyncratic risks: unemployment (transitory) + turbulence (persistent)
(111) Frictions in financial and labor markets

(IV) Heterogeneous occupations differ in returns X risks
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WHAT DO WE DO (CONT...)

3. Micro implications:

o A novel self-insurance mechanism:

precautionary savings  + precautionary job search + precautionary occ. mobility

Bewley—Huggett—Aiyagari Eeckhout and Sepahsalari (22) This paper

4. Macro implications:
o Aggregate effects of turbulence risk depend on its incidence (e.g., robots vs. Chat GPT)

o Key role for occupational reallocation
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EMPIRICAL EVIDENCE



DATA AND DEFINITIONS

e NLSY79, monthly panel 1979-2012

o labor market history (wages, occupation) + assets + worker characteristics

e Identify EUE’ transitions
o Unemployment duration
o Wage growth Aw = log(w’/w)
o Occupational switch

o Key heterogeneity dimensions:
o net liquid assets (percentiles) Rendén (06), Lise (12), Herkenhoff, Phillips and Cohen-Cole (16)
o occupational attachment (3-digit) Fujita (18)
untenured: occup. tenure < 2 years
tranquil:  occup. tenure > 2 years X occ. stayer
turbulent: occup. tenure > 2 years X occ. switcher
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STATISTICS FROM EUE’ TRANSITIONS

TENURED WORKERS

Tranquil  Turbulent
Transitions
Observations 7,102 4,212
% of total 62% 38%
Worker characteristics at separation
Female (%) 57.2 57.7
White (%) 84.7 80.1
College Degree (%) 22.0 19.7
Age (years) 36.6 36.0
Occupational tenure (years) 7.2 5.8
Outcomes at reemployment
Wage growth 0% -12%
Unemployment duration 4 months 12 months

Source: NLSY79.
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UNEMPLOYMENT DURATION & WAGE GROWTH

e Wealth: amplifies duration and wage growth

Unemployment Duration

Q1

@2-Q3

Q4

® Occupational detachment: longer duration and negative wage growth

Wage Change

—
__

I Tranquil [ Turbulent

]
_-

.05

I Tranquil [ Turbulent

(controls = past wage, age, ageZ, gender, race, education, ability, industry, year and month FE)
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WAGE DYNAMICS AFTER REEMPLOYMENT

e Long-term wage scarring concentrated among turbulent x poor

* 4 years after displacement:

o Wages still 10% below for poor
o Recovered for the rich

Tranquil Turbulent

months

months
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THE MODEL



DEMOGRAPHY, PREFERENCES AND TECHNOLOGY

Continuum of ex-ante identical risk-averse workers

o value consumption u(c), supply labor inelastically
o fixed interest rate R

o borrowing constraint a’ > a

Ex-post heterogenous

o status s € {employed e, unemployed u}
o skill/experience x € {low x;, high x;}
o assets a

Risk-neutral one-worker firms, produce output y - x

Worker-firm pairs located in two “tiers” k € {A, B}

o Tier A: productive jobs ya, hard to get
o Tier B: unproductive jobs yg, easy to get
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LABOR MARKETS AND SKILL DYNAMICS

e | abor markets

o firms post vacancies at cost x, free entry, zero profits

o unemployed direct their search to tier-skill submarket (k, x)
o within submarket, random matching p(0), with 6 = u/v

o exogenous separations w/prob A

e Exogenous skill dynamics
o skill gain (x; 1 x;) on the job w/prob ~*

o skill loss (x; | x/) after exogenous separation w/prob v? (turbulence)

e Endogenous tier mobility (through unemployment)

o switching costs M/
o preference shocks €,/ ~ Gumbel

o productivity change (ya «— yg)
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DISCIPLINE WITH MICRO DATA



TIER DEFINITION

e Using O*Net, we map occupations into underlying skill factors
Guvenen, et.al, (2020); Lise and Postel-Vinay (2020), Baley, Figueiredo, and Ulbricht (2022)

o Four skills: Math, verbal, technical, and social

e Occupations defined by a vector of skill requirements:

r = (Fm,tvs e, rs), with norm £ =||r||

e Tiers defined above and below median of norm £ distribution

Tier | Population | Avg. Wage Liquid Wealth Occup. Tenure | Tenured
(%) (logs) (Real USD, 2000) (years) (%)

A 49.8 7.5 $53,000 7.5 72.5%

B ‘ 50.2 ‘ 7 ‘ $25,000 ‘ 5.8 ‘ 59.6% ‘
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Skill 2

Tier A Occupation
(r1,r)
Norm
=11,
Tier B
Skill mix

0= tan"(rzlrl)

RETURNS AND RISKS

BY TIER AND TENURE

e Tenure and tier premia  x;, xp, ya, yB

Average wage (residual) Tier A Tier B

Untenured 1.13 1.00
Tenured 1.26 1.08
A/B 1.17

o Unemployment risk  Aa;, Aan, A, A

Separation rate (logit) Tier A Tier B
Untenured 0.025 0.037
Tenured 0.007 0.001

Skill 1
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Skill 2

SKILL-MIX CHANGES

FORrR EUE’ TRANSITIONS OF TENURED WORKERS

EUE’ with tier and mix change

Tier A

o1

Wealth

Skill 1

e Skill upgrades ~*

o tenure = 2 years in occupation

e Skill-mix change unrelated to wealth

Pr(|6]) > 6
0 Rich  Poor
5° 0.17 0.15
10.5° (median) 0.14  0.13
14° 0.11 0.11
20° 0.07  0.08
. d d
e Turbulence risk 753,75
o turb = Pr(]0]) > 14°
Tier A Tier B
Turb/Tenured FL/JE! 018 0 28
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THE MODEL IN ACTION



FIRMS WAGE-TIGHTNESS MENU

¢ Negative relationship between wages w and tightness 6

15 Wage Menu for Workers 04 Vacancy Filling Rate vs. Wage
. ' . —x;in A
— =xp in A
| —a in B
03/ 4, inB
S o2
o
= 0.1f
0 : : : 0
0 50 100 150 0
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UNEMPLOYED SEARCH AND SAVING PoLiCcy

o Tier downgrades (A N\, B) most likely by poor
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0.8
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UNEMPLOYED SEARCH AND SAVING PoLiCcy

o Tier upgrades (B  A) mostly likely by the rich
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TIER CHOICE AND WEALTH

Pmbab’jny OfATM S‘:"mh _ e Tier change and wealth in data
1 ‘_Sfr = =Sjp Sin =S = =Sj Sh
Down A | B UpBtTA
Rich Poor  Rich  Poor
untenured  0.05 0.06 0.16 0.14
tenured 0.08 0.09 0.11 0.09

0 5 10 15 20
Assets
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MICRO-EFFECTS OF TURBULENCE RISK



WAGE SCARS IN MODEL

o Wealth-dependent long-term effects of job loss
o Tranquil transitions entail wage increases only for rich

o Turbulent transitions entail wage losses, very persistent for poor

Tranquil Turbulent
01r 0.1
Tranquil Poor === Turbulent Poor
1 Ri = Turbulent Rich
0.05
0

-
-
20.05 -0.05 /_/

10 20 30 40 50 60 o 10 20 30 40 50 60
Months after reemployment » Months after reemployment
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Tranquil

WAGE SCARS IN DATA

Turbulent

months

40

- QI

-o- Q4
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MACRO-EFFECTS OF TURBULENCE RISK



INCREASE IN TURBULENCE RISK

ONE COMPONENT OF TECHNOLOGICAL CHANGE

e Higher turbulence risk in tier B, v& 1

o Skilled-biased technical change (e.g., automation)

o Climate change at bottom (e.g., agriculture)

e Higher turbulence risk in tier A, 74 1

o Al-biased technical change (e.g., translators)

o Climate change at the top (e.g., oil engineers)

e Focus on steady-state analysis (productivity fixed)
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HIGHER TURBULENCE RISK IN B (vg T)

e Rich unemployed in B upgrade to A

e Economy is wealthier and more unequal

Output Unemployment Rate Switching Rate Avg. Wealth Wealth Inequality
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HIGHER TURBULENCE RISK IN A (/7,(1 T)

e Poor unemployed in A downgrade to B

e Economy is poorer and more equal

Output Unemployment Rate Switching Rate Avg. Wealth ~ Wealth Inequality
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PoLicy IMPLICATIONS



UNEMPLOYMENT INSURANCE

e Unemployment benefits b uniformly change by factor ¢

e Benefits-induced reallocation across tiers

Output

Unemployment Rateo E?witching Rate Avg Wealth Wealth Inequality
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CONCLUSION

Wage scars concentrated among poor occupational switchers
New self-insurance mechanism: Occupational mobility
Macro effects depend on turbulence's incidence

Next steps:

o Welfare

o Unemployment insurance vs. retraining schemes
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CONTRIBUTIONS

e Skill obsolescence and unemployment

Ljungqvist and Sargent (98, 04, 07, 08); Hornstein, Krusell, and Violante (05); Beraja and Zorzi (22);
Helm, Kiigler and Schdnberg (22); Carter Braxton and Taska (22); Baley, Ljungqvist and Sargent (22, 23).

o Role of precautionary savings, search and reallocation

e Cost of job loss and occupational mobility

Jacobson, LalLonde and Sullivan (93); Kambourov and Manovskii (08); Davis and Von Wachter (11);
Krolikowski (17); Fujita (18); Helm, Gathmann and Schénberg (20); Carillo-Tudela and Visshers (21);
Jarosch (21); Burdett, Carillo-Tudela and Coles (20); Huckfeldt (22); Baley, Figueiredo and Ulbricht (22);
Postel-Vinay and Sepahsalari (23); Carillo-Tudela, Visshers, and Wiczer (23)

o New evidence on wealth-dependent scarring effects

e Wealth and labor markets

Hopenhayn and Nicolini (97); Acemoglu and Shimer (97); Rendén (06); Krusell, Mukoyama and Sahin
(10); Lise (12); Herkenhoff, Phillips, and Cohen-Cole (16); Hawkins and Mustre-del-Rio (17); Bartal (20);
Krusell, Luo, Rios-Rull (21); Faia, Kudlyak, and Shabalina (21); Chaumont and Shi (22); Eeckhout and
Sepahsalari (22); Huang and Qiu (22), Carter Braxton and Taska (23); Caratelli (23)

o Wealth-driven occupational mobility and inequality
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WEALTH DEFINITION

APPENDIX

Liquid Wealth  Lise (2012)

o sum of financial assets (saving accounts, stocks, bonds, and mutual funds), farm and
business assets, vehicles
o minus debts

Respondents report expected market value of their assets at interview date
At most, one observation on assets per year

We consider closest observation as a proxy of the wealth level upon unemployment
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TURBULENCE SHOCK

DEFINITION

e Switching propensity decreases during the first 2.5 years, then flat
switching propensity

.65

.55

= — no controls
controls

4 10 20 30 40 50
experience in previous occ (months)
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TURBULENCE SHOCK

e Probability of being hit by a turbulence shock not correlated with wealth

4

l

12 18 24
threshold k (months)

30

® <P33
< 33-60
+ >P66

36
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SUMMARY STATISTICS

ALL EUE’ TRANSITIONS

Transitions All Untenured Tranquil Turbulent
Observations 37,324 25,910 7,102 4,212
% of total transitions 100 69.4 19.0 11.6

Worker characteristics at separation

Age 29.7 26.8 36.6 36.0
Job tenure 1.4 0.5 3.0 3.6

Occupational tenure 2.5 0.7 7.2 5.8

Total experience 8.3 5.7 14.8 135
Liquid wealth (000's, 2000 dollars) 28.9 20.1 43.0 35.2
QOutcomes at reemployment

Wage growth (%, 1st job) 1% 4% 0% -12%
Unemployment duration (months) 7.7 8 4 12

Source: NLSY79.
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WAGE SCARS IN DATA

SHORT AND LONG-TERM

e Short-term impact: 1st job (w; — wp)

Tranquil Turbulent
{ T -
<P33 0.00 -0.23  -0.08 -0.10
>P66 0.05 -0.16 -0.06 -0.03
0.02 -0.21 -0.06 -0.07

# transitions 3,113 316 326 534

e Long-term scarring: 48 months after reemployment (wss — wp)

Tranquil Turbulent
4 T -
<P33 -0.06 -0.18 -0.13 -0.05
>P66 0.06 -0.02 0.04 0.03
0.01 -0.09 -0.03 -0.02

# transitions 2,252 251 261 421

* Scarring concentrates among turbulent x poor x downgrades 20 /23



WAGE DYNAMICS

By WEALTH, TENURE AND DIRECTION

e Reemployment: 1st job (w; — wp)

All workers Untenured Turbulent

e e S

<P33 Poor -0.12 0.03 -0.05 | -0.08 0.08 -0.03 | -0.22 -0.08 -0.10
>P66 Rich -0.09 0.07 -0.03 | -0.03 0.14 -0.02 | -0.16 -0.06 -0.03
-0.12 005 -0.03 | -0.07 0.10 -0.01 | -0.21 -0.06 -0.07

# transitions 937 1,002 1,365 | 611 686 831 316 326 534

e Scarring: 48 months after reemployment (wsg — wp)

All workers Untenured Turbulent

1 i - 4 i - { T -
<P33 Poor -0.11 -0.01 -0.01 |-0.08 005 0.01|-0.18 -0.13 -0.05
>P66 Rich 0.02 0.06 010 | 0.01 0.04 0.10| 0.01 0.04 0.03
-0.06 0.01 002 |-0.04 004 0.05]|-0.09 -0.03 -0.02

# transitions 719 837 1,085 | 468 576 664 | 251 261 421

* Scarring concentrates among poor turbulent with downward switches B



SWITCHING PROPENSITIES

By WEALTH, TENURE AND DIRECTION

e Switching Propensities

All workers Untenured Tenured

T

<P33 Poor 0.14 0.15 020 0.16 0.19 0.23]0.11 0.10 0.17
>P66 Rich 0.11 0.10 0.17 | 0.15 0.14 0.20 | 0.09 0.07 0.15

* Split lateral moves between groups (lateral in A are rich, lateral in B are poor).
* Switching is higher for poor untenured workers

% Up and down switching almost symmetric
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OCCUPATIONAL MOVES

e We follow Jaimovic and Siu (2012), Huckfeldt (2022)
e 6 major groups by declining average wage:

1. managers, professionals, technicians, finance, and public safety;

N

production and craft;
3. transportation, construction, mechanics, mining, and farm;
4. machine operators and assemblers;

clerical and retail sales;

ot

6. service occupations.

e Upgrades, downgrades, lateral moves.
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OCCUPATION SWITCHING

TENURED WORKERS

Occupation Category

1 2 3 4 5 6
1| 82.7% (20%) | 5.6% 3.9% 3.8% 12.1% 7%
2 | 0.5% 63.3% (2%) | 1.1% 2.0% 0.6% 0.6%
3| 2.6% 11.0% 83.8% (18%) | 8.9% 3.1% 5.7%
4| 0.8% 7.3% 3.9% 72.2% (9%) | 1% 1.9%
5 | 8.9% 6.4% 3.4% 7.5% 76.4% (27%) | 9.3%
6 | 45% 5.9% 3.9% 5.7% 6.8% 75.5% (14%)
e Diagonal cells include 3-digit occupation switchers in parenthesis
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TwWO MAJOR ISLANDS

RETURN x RISK

e Island A: High return, high risk = cognitive skills
managers, professionals, technicians, finance, public safety, production, and craft

e Island B: Low return, low risk <= routine/manual skills
services, clerical and retail sales, transportation, construction, mechanics, machine
operators, assemblers, mining, and farm

Island | Population Wage Liquid Wealth Corr(w,a) | Occup. Tenure | Tenured

‘ (%) (USD/hour) ‘ (USD thousands) ‘ ‘ (years) (%) ‘
A 40% $18 $56.7 0.26 7.6 73%
B ‘ 60% ‘ $11 ‘ $27.1 ‘ 0.20 ‘ 6 ‘ 60% ‘
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LABOR MARKET DYNAMICS

Tier A
High Return, High Risk

Unskilled

Skilled

Employed

Unemployed

Tier B
Low Return, Low Risk

Skilled

Unskilled

A
pri(a)

Mswity
M

Employed Unemployed
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F1irMS
Within each tier k € {A, B}:
e Value of a vacancy

Vi = —rk + max BA{a(0)J(w(8),x) + (1 — q(0))Vi} Vx

e Value of a filled job

J(w,xn) = Fykoxn) — w + B[MrVi + (1 — i) d(w, xp)]
J(w,x1) = f(yiox) — w 4+ BV + (1= ) (W', xn) + (1 = 5) I (w, xi)]

where w' = w + ¥y (xp — x1)
o productivity (yx) and vacancy cost (k) by tier

o job ladder (v{, k) by tier
o separation risk (M) by tier x skill
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EMPLOYED WORKERS
Within each tier k € {A, B}:

e Value of unskilled employment
Ek(a,x/hw) = max U(C) + 6)\k/2/{k(a’,x,/)
a
+ B =) [(1 =) Ee(@, xu, w) 4+ L Ei(@ X, w')]
——————

exog. skill upgrade
e Value of skilled employment

Ek(a,xh;,,w) = max U(C) + ﬁ(l—)\kh)Ek(a/7Xhh7W)
a

+ B [ = U@ xnn) + iU xi) ]
—_————

exog. skill downgrade
e Budget constraint

c+a = Ra+w and a>a
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UNEMPLOYED WORKERS
e Value of unemployment (tier choice)

Z/{k(a,x) = E {mkgx Uk/(a' — Mkk’,X) + I/Gk/:|

VlogZexp< Uk (a — My, ))

e Value of unemployment (within tier k)

Uk(a,x) = max u(c) + Blp(0)E(a, x, w(0)) + (1 = pi(0)) Un(@, x)]

e Budget constraint

c+a = Ra+b(x) and a>a
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DISSECTING RETURNS AND RISKS

e Wage premia (Wi /Wirx) == X, Xh, YA, VB

o residual real wage

Average wage Island A Island B
Untenured 1.14 1.00
Tenured 1.28 1.07
Tenured/Untenured  1.14 1.07

e Unemployment risk — )\,

o logit evaluated at mean covariates

Separation rate  Island A Island B

Untenured 2.4% 3.50%
Tenured 0.6% 0.94%
All workers 1.0% 1.54%

o decreases with occupational tenure
Jovanovic (1984), Nagypal (2007), Papageorgiou (2014), Baley, Figueiredo, and Ulbricht (2022)

o higher in island B
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ILLUSTRATIVE EXAMPLES

e Occupation is a vector of skill requirements r = (r,, rm)

e Careers defined by angle 0

® Tiers defined by norm ¢

Verbal r, Math rp, Angle Norm
Legal career: 80% 20% 0 [
Judge 96 24 14° 98.9
Lawyer 80 20 14° 82.5
Secretary 40 10 14° 41.2
Banking career: 30% 70%
ECB president 42 98 67° 106.6
Bank manager 30 70 67° 76.2
Accountant 15 35 67° 38.1

MATHS

Judge

§
N
£
&
4

Secretary

VERBAL
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OCCUPATIONAL MOBILITY: BOTH WITHIN AND ACROSS TIERS

FOrR EUE’ TRANSITIONS OF TENURED WORKERS

Skill 2

EUE’ with skill mix change

Tier A @l

Tier B
02

L Skill 1

Skill 2

EUE’ with tier change

Tier A o

& \%allh
TierB /<

Skill 2

EUE’ with tier and mix change

Tier A

Tier B

o1

e

Wealth

L Skill 1

L Skill 1
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WAGE DISTRIBUTIONS

Tier A
100 e er; Bl |
>
=
£ 50 l
a
0 | ] | | o LA ]
1 1.05 1.1 1.15 1.2 1.25 1.3 1.35 1.4
Wage
Tier B
100 l-elB e Ble?
>
£
E 50
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0 L L L
1 1.1 1.15 1.2 1.25 1.3 1.35 1.4

1.05
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ASSET DISTRIBUTIONS

Tier A - Unemployed
A A
|-u{l1 Clulh -uhh

Tier A - Employed
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WAGE SCAR DECOMPOSITION



e Poor turbulent workers only downgrade,

TURBULENT + ACROSS-TIER MOVE
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-0.01
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-0.05

-0.06

TURBULENT + WITHIN-TIER MOVE
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TRANQUIL
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WAGE SCARS IN DATA

* New fact: Scarring effects concentrated among turbulent x poor

* 4 years after displacement:

o Wages still 11% below for poor
o Only 5% lower for rich

poor rich

- turbulent
- tranquil

years years

- turbulent
- tranquil
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CALIBRATION

FUNCTIONAL FORMS

Utility funtion (CRRA)
cl=o—1
ue) =~

CES Matching function — Job finding probability

p(0) = xkb(1 +6%)%

Production function
f(x,y) = yx

One period is one month
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PARAMETERS

Parameters Definition Value

pre-calibrated

[§ discount factor 0.9965

Pr retirement probability 0.0021

o CRRA risk aversion 2

a borrowing constraint —2

a CES matching elasticity 0.7

,ng s 'yg turbulence risk 0.4, 0.6

calibrated

XA XB matching efficiencies 0.24, 0.36

KA, KB vacancy creation cost 04,01

bp, bp home production 0.1, 0.4

Mpa, Mag monetary switching costs 0.75, 0
Target Moment Source Data Model
Assets/Annual Income (Median) PSID 0.62 0.63
Fraction with negative assets NLSY 0.16 0.15
Unemployment rate (%) NLSY 6.5 6.4
Avg. unemployment duration (months) NLSY 7.7 6.4
Elasticity of job finding to tightness Shimer (2005)  0.72 0.66
OLS coefficients (assets of job-finding on assets)  Lise (2013) -0.08 -0.03
Proportion of turbulent EUE’ transitions NLSY 0.12 0.12
Tier wage premium NLSY 1.15 1.15
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WAGE SCARS

IOg Wit = Z Z 6tranq p tranq p + Z Z 6turb P turb N2 + Ae + ﬁ Xie + €it

pe{<33,>66} k=—24 pe{<33,>66} k=—24

° l’t‘,a,,%p = 1: tranquil worker at wealth percentile p when separated, k*' months after job loss
° ltu,bm 1: turbulent worker at wealth percentile p when separated, k™ months after job loss

® )\; = year and month fixed effects

Xi: = past wage, age, age?, gender, race, education, ability, industry, occupation

e Keep first transition recorded for each individual in the sample
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ROLE OF ENDOGENOUS REALLOCATION

COUNTERFACTUAL

o Turbulence risk 49 uniformly changes by factor ¢

e Endogenous reallocation alters the relationship between risk and inequality

Output

I{n{employment Rate Switching Rate

» Avg Wealth 1\7&\_’76alth Inequality
: |
=8=No Reall. p 3
1.5 I
" [ - - = S
> 1 =
3 1 % 05
G [@
0.5
0.95 0.9 0 0
06 1 14 06 1 14 06 1 14 06 1 14 06 1 14
¢(-7) o(7) ¢(7) ¢(7) ¢(7)
vs. No reallocation (“average” island)
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IMPLICATIONS FOR BUSINESS CYCLES

e Separation risk A uniformly changes by factor ¢

e Endogenous reallocation dampens output fluctuations
Speaks to Kaplan and Violante (14), Sterk and Ravn (17), Patterson (23)

Avg Wealth Wealth Inequality
1.2 P 1.4

Output Unemployment Rate Switching Rate
05 1.4 ) 300
| |====DBaseline

1.2 200 —1.2
o = =
IS o 1 =]
2

1 100 2

0.8 0 08 0.8¢
1 1.5 1 1.5 1 15 1 1.5
B(-A) P(-A) o(-A)

P(-A)

vs. No reallocation (“average” island)
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WELFARE COSTS OF JOB LOSS

DECOMPOSITION

e Life-time consumption equivalent A(ap): compensation for avoiding job loss at t = 0

Es iﬁf“”ﬁ(i”?q)”} - E [iﬁl_a}
t—0 =0

no separation counterfactual tranquil /turbulent

® Decomposition of welfare loss:

A = )\u + Ae = )\u + Aew + )\ea
~~ ~~ ~~
Total cost unemployment phase reemployment phase unemployment phase fixed assets fixed wage
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WELFARE COSTS OF JOB LOSS

COUNTERFACTUALS

e )\, isolating welfare impact of unemp. consumption

e )\.: isolating welfare impact of re-emp. consumption

- Aew: isolating welfare impact of change in wages
- ea: isolating welfare impact of change in assets

e example: tranquil transition
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WELFARE MECHANISMS

APPENDIX

(1 + Au(20, w0)) 7 = o Btu(@) + 87 Enn(ar

Y olﬁt (ct) + BT Emn(ar
tho Btu(ct) + BT Epn(3T

(1+ Ae(a0, o)) ™7 =

(c
(ct)

St Btu(e) + 87 Ehh(aT, wo
(ct)

(1+)\ (ao,Wg))l_U = =
- Zz—zol Btu(ce) + BT Enn(arT, wo

wo)
wo)
W)
S o Btulee) + BT Enn(aT, wo)
)
)
)
)

T-1 gt T
1 )\ew l=o _ Zt:O B U(Ct) 5 Ehh(aT, wT
(14 Aew(a0, wo)) E;r:—ol Btu(ce) + BT Enn(at, wo
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