
Frontiers of Macro Labour

Description and objectives

This course gives an overview on the topics that constitute the frontier of research on labour
markets in macroeconomics. The first block focuses on unemployment dynamics while the second
focuses on wage dispersion.

The aim of the course is to familiarize students with these topics so that they can follow
specialist seminars, pursue related research projects and incorporate aspects of this field into their
own research. In particular, the course aims to provide students with a critical understanding of
the main puzzles, models, assumptions and empirical findings of modern labour economics.

Class Structure

The class would consist on a presentation followed by a group discussion. Before each class students
will have to prepare for the discussion by reading (not full papers) and very light research. The
students will be provided with one or two open questions and suggested readings prior to the class.

Evaluation

TBA. Whatever the format, if students prepare and contribute to the class discussions then they
will need very minimal revision.

Teaching Plan

1. Unemployment. Why is there unemployment? Perfect markets, sticky prices, monopsony,
unions and search frictions. How did macroeconomists account for unemployment: employ-
ment lotteries, the division of labour. Problems with these approaches – employment in an
RBC world and the elasticity of labour supply.

2. Search frictions and the DMP revolution. Core assumptions and ideas of the DMP model.
The Hosios condition. Identifying the matching function. Bells and whistles: Search inten-
sity, endogenous job destruction, risk-aversion and uncertainty.

3. The Shimer puzzle. Theoretical responses: Hall and Milgrom vs Hagerdom and Manovskii.
Volatility of the surplus. Empirical responses: unemployment volatility decompositions.
Shimer vs Elsby, Michaels and Solon. Heterogeneity and the role of OLF flows.

4. The frontiers of unemployment. The long of it: Long-term unemployment. Duration depen-
dence vs composition. The short of it: marginal jobs and self-employment. Mobility and
‘rest’ unemployment.

5. Wage inequality Why and when does wage inequality matter? Empirical facts about wage
inequality. AKM decompositions: pros and cons. The Kim Kardashian Paradox. Possible
sources: technical change versus labour market frictions.

6. Search and matching frictions: models of on-the-job search: Burdett and Mortensen, Postel-
Vinay and Robin. Doniger hybrid model. Amenities.

7. Technology, firms and sorting: A brief review of technology-biased technical change. Su-
perstars, entrepreneurs and teams. Eeckhout and Kircher. Identifying sorting in practice.
Firming up inequality and a short review of firm dynamics.
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