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What the hell are we going to do?What the hell are we going to do?
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Unemployment rate in the US
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Cyclical part of GDP and unemployment in the US
GDP Unemployment
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Okun’s law in the US
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Net employment growth in the US manufacturing sector
Employment growth
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Net employment growth and job destruction in the US manuf. sector
Employment growth Minus job destruction rate
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Unemployment rate in Chile and the US
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The importance of flowsThe importance of flows



The Davis and Haltiwanger studyThe Davis and Haltiwanger study
Job creation and destruction rates at establishment level:
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Source : Davis and Haltiwanger (1992)



Evolution of job creation and destruction rates
in the US manufacturing sector
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Before analyzing business cycle 
factsfacts…

Macroeconomists use « filters » to study aggregate series

They assume aggregate series have two components:
Trend
Cycle

Formally:

+t t ty g c= +



The Hodrick Prescott filterThe Hodrick-Prescott filter
Hodrick and Prescott (1997) compute the trend as
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They want the trend component to be smooth

{ } 1 1 1t tg t t= = =⎩ ⎭

And the cycle to be zero on average

λ  l  b l   h  d λ is penalizes variability in the trend component

When λ is infinite, the trend is linear

C  f  t l  d t  λ = 1600Consensus for quarterly data: λ = 1600



Cycle in job creation and destruction rates (HP filter)
manufacturing sector, USA
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Gross job flowsGross job flows
We apply HP filter to the logged series

Business cycles facts:
Job creation and destruction rates are neg. correlated (-0.62)
J b d i   i  l il  ( f   14 3%  8 1%)Job destruction rate is more volatile (coef. var.: 14.3% vs 8.1%)
Correlation with cyclical unemployment

Job creation: -0.03J

Job destruction: 0.47

Persistence: « cleansing » effect of recessions
C ti  0 54  AR1 ffi i tCreation: 0.54 as AR1 coefficient

Destruction: 0.67 as AR1 coefficient



Scatter plot of job creation and destruction rates (HP filtered) in the 
US manufacturing sector
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Cyclical part of unemployment and manufacturing job creation rate
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Cyclical part of unemployment and manufacturing job destruction 
rate
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Job flows: more conceptsJob flows: more concepts
Job reallocation rate

t t tJR JC JD= +

Excess reallocation

W h   b llWithin sector job reallocation



Trend in job creation and destruction rates (HP filter)
manufacturing sector  USA
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Gross job flows: trendGross job flows: trend

Evidence of great moderation ?

Caveat:
Data is on manufacturing
I  thi  d  t  th  di i i hi  i t  f th  t ?Is this due to the diminishing importance of the sector?



Worker flowsWorker flows



Difference between job and worker 
flowsflows

Employment at the establishment level
May be constant
But workers may move between establishments

Quits:
High in expansionHigh in expansion
Low in recession
Tend to compensate the excessive destructions in recessionsp

Drawback: classification errors lead to overestimates



Source: Blanchard and Diamond (1990)



Source: Blanchard and Diamond (1990)



Flows: the current debateFlows: the current debate



Before entering the debate:
A short intro on duration analysisA short intro on duration analysis

Let T denote the duration of a given state, with cdf F:
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A short intro on duration analysisA short intro on duration analysis
Notice
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A short intro on duration analysisA short intro on duration analysis
We can rewrite the hazard rate as

0
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A short intro on duration analysisA short intro on duration analysis
Memoryless process
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Entering the debateEntering the debate



Shimer’s methodologyShimer’s methodology
Shimer (2007) computes the job finding and separation rates 
from data on

Unemployment at t and t+1
Short term unemployment (are unemployed between at t+1  Short-term unemployment (are unemployed between at t+1, 
but employed at t)

Controls for time aggregation biasgg g
Workers can move between states several times between two
observations
Thi  l  bi f  i h h  j b fi diThis generates large bias for separations when the job finding
rate is large



Shimer’s methodologyShimer’s methodology
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Shimer’s methodologyShimer’s methodology

Job finding rate:
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Shimer’s methodologyShimer’s methodology

Job separation rate:
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Worker flows in the US

job finding rate job separation rate
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Worker flows in the US: cycle (HP filter)

job finding rate job separation rate

1.25

1.3

1 2

1.3

1.15

1.2

1.1

1.2

1.05

1.1

1

ar
at

io
n 

ra
te

nd
in

g 
ra

te

0.95

1

0.9

se
p

a

fi
n

0.85

0.9
0.8

0.80.7

19
48

19
49

19
50

19
51

19
53

19
54

19
55

19
56

19
58

19
59

19
60

19
61

19
63

19
64

19
65

19
66

19
68

19
69

19
70

19
71

19
73

19
74

19
75

19
76

19
78

19
79

19
80

19
81

19
83

19
84

19
85

19
86

19
88

19
89

19
90

19
91

19
93

19
94

19
95

19
96

19
98

19
99

20
00

20
01

20
03

20
04

20
05

20
06



Shimer’s flowsShimer’s flows
We apply HP filter to the logged series

Business cycles facts:
Job finding and separation rates are neg. correlated (-0.43)
Fi di  i  l il  ( f   8 1%  6 1%)Finding rate is more volatile (coef. var.: 8.1% vs 6.1%)

Inconsistence?

Correlation with cyclical unemploymenty p y
Separation rate: 0.50

Finding rate: -0.88

Persistence:Persistence:
Creation: 0.81 as AR1 coefficient

Destruction: 0.58 as AR1 coefficient



1.6

Cyclical part of unemployment and job separation rate
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1.6

Cyclical part of unemployment and job finding rate
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Worker flows in the US: trend (HP filter)

job finding rate job separation rate
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ConclusionConclusion
Job and worker flows are potentially important to 
understand the dynamics of labor markets

Large flows = fast adjustment
Small flows = sticky adjustmentSmall flows = sticky adjustment

Debate: which margin is important to explaing p p
unemployment at business-cycle frequencies?

Conventional view: flows out of employment
Shimer’s view: flows into employment


