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Dissertation Summary

Paper 1: The Dynamics of Sectoral Labour Adjustment

This paper develops an equilibrium search and matching model to jointly study the ag-
gregate, sectoral, and distributional impacts of labour adjustment. The model extends
Pissarides (2000) to include multisector production and search, and ‘innovation’ from in-
vestments that can potentially improve a match’s productivity. These extensions deliver
two mechanisms for inter-sectoral and intra-sectoral labour reallocation after shocks. First,
because workers search simultaneously in multiple sectors, changes in labour market condi-
tions in one sector propagate to impact wages and hiring in the rest of the economy through
a reservation wage effect. Second, a positive productivity shock causes firms to invest more
resources in innovation. This innovation effect shifts production towards high-skill jobs
and amplifies the impact of productivity shocks relative to the baseline model. I show that
the model is useful for analyzing labour adjustments caused by a diverse set of factors in-
cluding: technological change; persistent energy price and exchange rate shocks; and trade
liberalization. Finally, because the transition dynamics between steady-states are tractable,
the model can be readily-applied to the data to study particular labour adjustment episodes.

Paper 2: Lost in Transition: The Costs and Consequences of Sectoral Labour Adjustment

This paper demonstrates that factors impeding labour market adjustments can have first-
order impacts on aggregate output and social welfare. While several studies find that
individual workers can face large sectoral reallocation costs, this paper shows that these
costs are important at the aggregate level. Using a search and matching model, I isolate
and quantify two factors that contribute to the costly and time-consuming adjustment
process: search frictions and an inability to transfer match-specific skills to new jobs.
I apply the model to examine Canada’s sectoral labour adjustment after a global increase

in commodity prices and associated exchange rate appreciation. These developments re-
organized production to the resource sector and away from manufacturing. The model
quantitatively captures both the sectoral employment and wage effects and the response of
unemployment to changes in unemployment benefits. The model estimates that the costs of
adjustment are economically important, accounting for up to three percent of output during
the transition. These costs arise mainly in the first three years after the shock and are due
largely to non-transferable skills. Finally, the analysis reveals that changes to unemploy-
ment benefits impact the economys sectoral composition, aggregate productivity and the
speed of adjustment.

Paper 3: Ins and Outs of Canadian Unemployment: Implications for the Business Cycle

A major reason economists study business cycles is because more people are unemployed
in recessions. Unemployment rises because more people lose their jobs (separations) and
because jobs are harder to find. This paper decomposes unemployment fluctuations to
quantify the relative contributions of job-finding and separations in Canadian recessions.

In contrast to recent research for the U.S., such as Shimer (2005) and Hall (2005), which
emphasizes almost exclusively the role of depressed job finding in the last few recessions, my
results suggest separations play an important role in the Canadian business cycle. In addi-
tion, I find that recessionary job losses are concentrated mainly in durable goods industries,
so changes in the industrial composition over the cycle help explain aggregate volatility.
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