Supplemental Appendix: Temporary Layoffs, Firm Entry
and Exit Dynamics, and Aggregate Fluctuations

By SANJAY K. CHUGH AND ALAN FINKELSTEIN SHAPIRO*

ONLINE APPENDIX
DATA DETAILS AND ADDITIONAL EMPIRICAL FACTS

B1. Data Details

REAL GDP. — Real Gross Domestic Product, Billions of Chained 2012 Dollars,
Quarterly, Seasonally Adjusted Annual Rate. Source: Saint Louis Federal Reserve
Economic Data (FRED) Database. Time span used: 1992Q3-2019Q)3.

UNEMPLOYMENT RATE. — Unemployment Rate, Percent, Quarterly, Season-
ally Adjusted. Source: Saint Louis Federal Reserve Economic Data (FRED)
Database. Time span used: 1992Q3-2019Q3.

TEMPORARY LAYOFFS AS A SHARE OF TOTAL UNEMPLOYMENT. — Job Losers on
Layoff as a Percent of Total Unemployed, Percent, Quarterly, Seasonally Ad-
justed. Source: Saint Louis Federal Reserve Economic Data (FRED) Database.
Time span used: 1992Q3-2019Q3. See Figure B1 for the time series from 1990Q1-
2019Q3 and 1990Q1-2020Q3, where the latter time span includes the onset of the
COVID-19 pandemic.

TEMPORARY LAYOFFs (LEVEL). — Unemployment Level - Job Losers on Lay-
off, Thousands of Persons, Quarterly, Seasonally Adjusted. Source: Saint Louis
Federal Reserve Economic Data (FRED) Database. Time span used: 1992Q3-
2019Q3.

* Chugh: Department of Economics, The Ohio State University, 1945 N. High Street, #410, Columbus,
OH 43210. Finkelstein Shapiro: Department of Economics, Tufts University, Joyce Cummings Center,
177 College Ave., Medford, MA 02155. Alan.Finkelstein_Shapiro@tufts.edu. Sanjay Chugh tragically
passed away on December 13, 2022. This paper is dedicated to him and to his passion for macro-labor
and economics more broadly. I thank the editor Aysegiil Sahin and two anonymous reviewers for very
useful comments and suggestions, and Victoria Nuguer, Fabio Ghironi, Chris Papageorgiou, Robert
Zymek, and seminar participants at the University of Washington, the IMF Research Department, and
the 4th CRC TR 224 Workshop on Labor Markets for very useful feedback. Any errors are my own.
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ESTABLISHMENT BIRTHS. — Number of Establishment Births, Private Industry,
All Firm Size Classes, Quarterly. Seasonally Adjusted. Source: Bureau of Labor
Statistics Business Employment Dynamics. Time span used: 1992Q3-2019Q3.

ESTABLISHMENT DEATH RATE. — Establishment deaths as a share of the average
total number of establishments over the previous and current period, Private
Industry, All Firm Size Classes, Quarterly. Seasonally Adjusted. Source: Bureau
of Labor Statistics Business Employment Dynamics. Time span used: 1992Q3-
2019Q3.

F1irRM SURVIVAL RATE. — Computed as one minus the Establishment Death Rate.

Vacancies. — Total Private Job Openings (Levels, Thousands of persons), Quar-
terly. Seasonally Adjusted. Source: Saint Louis Federal Reserve Economic Data
(FRED) Database. Time span used: 2001Q1-2019Q3.

MARKET TIGHTNESS. — Constructed as the ratio of Total Private Job Openings
(Level, Thousands of persons) and Total Unemployment (Level, Thousands of
persons, from the Saint Louis Federal Reserve Economic Data (FRED) Database)
using quarterly seasonally adjusted data. Two time spans used: 2001Q1-2019Q3
(JOLTS only) and 1992Q3-2019Q3 (merged JOLTS and Barnichon Help Wanted
Index).

B2. Additional Empirical Facts
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TEMPORARY LAYOFFS AND AGGREGATE FLUCTUATIONS

3

FIGURE B1l. TEMPORARY LAYOFFS AS A SHARE OF TOTAL UNEMPLOYMENT, 1990Q1-2019Q3 (Tor Fia-
URE) AND 1990Q1-2020Q4 (BoTTOoM FIGURE, INCLUDES THE COVID-19 PANDEMIC)
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Note: The series are seasonally adjusted.

Source:

Saint Louis FRED Database.
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TABLE B1—AGGREGATE UNEMPLOYMENT, TEMPORARY LAYOFFS, FIRM BIRTHS, AND FIRM DEATHS OVER
THE U.S. BUSINESS CYCLE (1992Q3-2019Q3).

Standard Dev. (SD) Contemporaneous Autocorrelation
Rel. to SD of GDP  Correl. with GDP

Unempl. Rate 11.34 -0.834 0.943
Temp. Layoffs (TL) 9.20 -0.792 0.769
TL-Unempl. Share 6.60 0.259 0.654
Job Openings 11.87 0.883 0.914
Establishment Births 3.37 0.561 0.381
Establishment Deaths 4.24 -0.08 0.527
Estab. Survival Rate 0.12 0.152 0.489
Corr(XH.,Outputt)

=== Establishment Births

=g = Establishment Deaths

== = FEstablishment Survival Rate
=@==Jnemployment Rate

== Job Openings
====Temporary Layoffs (TL)
===xe TL-Unemployment Share

Note: Unempl. Rate is the civilian unemployment rate, Temp. Layoffs (TL) is the number of individuals
on temporary layoff, and the TL-Unempl. Share is the share of temporary layoffs in total unemployment.
The establishment (estab.) survival rate is computed as 1 minus the establishment death rate using data
from the BLS Business Employment Dynamics database. The data used in this figure spans the period
1992Q3-2019Q3 (1992Q3 is the first available data point on establishment entry and exit dynamics) except
for job openings from JOLTS, which spans 2001Q1-2019Q3 (similar (qualitative and quantitative) facts
are observed for job openings if we merge the JOLTS data with the Barnichon Help Wanted Index to
obtain a longer time series for job openings). See Appendix B.B1 for variable definitions, sources, and
additional details. The cyclical component of each series is obtained by using the logged series of each
variable (except for variables expressed in rates) and a Hodrick-Prescott (HP) filter with smoothing
parameter 1,600.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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TABLE B2—CORRELATION MATRIX BETWEEN FIRM BIRTHS, FIRM DEATHS, FIRM SURVIVAL RATE, TEM-

PORARY LAYOFFS, AND UNEMPLOYMENT: CYCLICAL SERIES.

Estab. Estab. Estab. Temporary TL-Unem. Unempl.

Births Deaths Surv. Rate Layoffs (TL) Share Rate

Estab. Births 1 -0.175 0.214 -0.599 0.027 -0.565
(0.094) (0.094) (0.077) (0.096) (0.079)

Estab. Deaths - 1 -0.963 0.298 0.504 -0.081
(0.026) (0.091) (0.083) (0.096)

Estab. Surv. Rate - - 1 -0.371 -0.434 -0.043
(0.089) (0.086) (0.096)

Temp. Layoffs - - - 1 0.202 0.736
(0.094) (0.065)

TL-Unem. Share - - - - 1 -0.473
(0.084)

Unempl. Rate — - - - - 1

Note: The establishment (estab.) survival (surv.) rate is computed as 1 minus the establishment death
rate using data from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian
unemployment rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-
Unempl. Share is the share of temporary layoffs in total unemployment. The data used spans the period
1992Q3-2019Q3 (1992Q3 is the first available data point on establishment entry and exit dynamics) except
for job openings, which spans 2001Q1-2019Q3. See Appendix B.B1 for variable definitions, sources, and
additional details. The cyclical component of each series is obtained by using the logged series of each
variable (except for variables expressed in rates) and a Hodrick-Prescott (HP) filter with smoothing
parameter 1,600. Standard errors in parentheses. Similar facts hold if we use establishment-birth and
temporary-layoff rates.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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FI1GURE B2. RESPONSE OF TEMPORARY LAYOFFS, FIRM BIRTHS, AND FIRM DEATHS TO A NEGATIVE ONE-
STANDARD-DEVIATION PRODUCTIVITY SHOCK IN U.S. DATA (1992Q3-2019Q3), TEMPORARY LAYOFFS,

FirM BIRTHS, AND FIRM DEATHS EXPRESSED IN RATES
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Note: The data used spans the period 1992Q3-2019Q3 (1992Q3 is the first available data point on estab-
lishment entry and exit dynamics). See Appendix B.B1 for variable definitions, sources, and additional
details. The cyclical component of each series is obtained by using the logged series of each variable
(except for variables expressed in rates) and a Hodrick-Prescott (HP) filter with smoothing parameter
1,600. 90 percent confidence bands are shown in light blue. The ordering of the variables is: labor
productivity, the temporary-layoff rate, market tightness, the firm birth rate, the firm death rate, and
the unemployment rate.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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F1GURE B3. RESPONSE OF TEMPORARY LAYOFFS, FIRM BIRTHS, AND FIRM DEATHS TO A NEGATIVE ONE-
STANDARD-DEVIATION PRODUCTIVITY SHOCK IN U.S. DATA (1992Q3-2019Q3), REPLACING FIRM DEATH

RATE WITH FIRM SURVIVAL RATE
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Note: The data used spans the period 1992Q3-2019Q3 (1992Q3 is the first available data point on estab-
lishment entry and exit dynamics). See Appendix B.B1 for variable definitions, sources, and additional
details. The cyclical component of each series is obtained by using the logged series of each variable
(except for variables expressed in rates) and a Hodrick-Prescott (HP) filter with smoothing parameter
1,600. 90 percent confidence bands are shown in light blue. The ordering of the variables is: labor
productivity, the temporary-layoff rate, market tightness, the firm birth rate, the firm survival rate, and
the unemployment rate.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.



8 AMERICAN ECONOMIC JOURNAL MONTH YEAR

FIGURE B4. RESPONSE OF TEMPORARY LAYOFFS, FIRM BIRTHS, AND FIRM DEATHS TO A NEGATIVE
ONE-STANDARD-DEVIATION PRODUCTIVITY SHOCK IN U.S. DATA (1992Q3-2019Q3), ALTERNATIVE VAR
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Note: The data used spans the period 1992Q3-2019Q3 (1992Q3 is the first available data point on estab-
lishment entry and exit dynamics). See Appendix B.B1 for variable definitions, sources, and additional
details. The cyclical component of each series is obtained by using the logged series of each variable
(except for variables expressed in rates) and a Hodrick-Prescott (HP) filter with smoothing parameter
1,600. 90 percent confidence bands are shown in light blue. The ordering of the variables is: labor
productivity, firm births, firm deaths, temporary layoffs, market tightness, and the unemployment rate.
Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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ADDITIONAL MODEL DETAILS

C1. Summary of Model Parameters and Endogenous Variables

TABLE C1—BENCHMARK MODEL PARAMETERS

Parameter Definition/Notes

e Fixed cost associated with recruiting process

Drawn from i.i.d. distribution F'(e)

0 Flow cost of vacancy posting

a Saved resources from placing worker on temporary layoff

Drawn from i.i.d. distribution H(a)

¢ Fixed cost of recalling worker on temporary layoff back to firm
Drawn from ¢.i.d. distribution R(¢)

Pn Exogenous job separation probability

Pu Exogenous rate of decay of unfilled vacancies

pi Exogenous probability that temporary layoff becomes permanent
Xi Benefits provided by firm to workers on temporary layoff

Xu Unemployment insurance benefits

e Firm sunk entry cost

fa Firm fixed operating cost
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TABLE C2-—ENDOGENOUS VARIABLES IN BENCHMARK MODEL

MONTH YEAR

Variable Name

Definition/Notes

Zat

Zt

Ct

Nat

St

Yt
Y:

Wnt
Wat
Wi
dt
Ng¢
Ny

(1= G(zat))

Dt

mc

qat
qrt

Threshold level of idiosyncratic productivity

Average idiosyncratic productivity among surviving firms

Consumption

Active employment
Workers on temporary layoff

Searchers

Average output per active firm

Total output

Nash-bargained real wage

Real wage wy = (w*)"® (wnt)l_’yw

Net value to household of having a member in active employment

Net value to household of having a member on temporary layoff

Average individual-firm real profits

Measure of new firm entrants
Measure of producing firms

Endogenous firm survival rate

Average price among surviving final-goods firms

Real price of intermediate goods/marginal cost of final-goods firms

Total job vacancies

New job vacancies

Value of having an active worker for intermediate-goods firm
Value of having an inactive worker for intermediate-goods firm

Value of a vacancy for intermediate-goods firm

Threshold level of ¢ below which firm brings worker back from temporary layoff

Threshold level of a below which firm places active worker on temporary layoff

Endogenous probability of temporary layoff

Endogenous probability that firm brings worker back from temporary layoff
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C2. Intermediate Goods Firms

This section provides the details behind the profit maximization problem of the
representative firm in Section II.A of the main text.

FirM PROFITS AND EVOLUTION OF ACTIVE EMPLOYMENT, TEMPORARY LAYOFFS,
AND VAcancies. — Real profits of the representative intermediate goods firm in
period ¢ are given by

II; =mci Zings — winar — YU — / edF(e)
0
G G
+ (1 — pn)nat—1 / adH (a) | — xinit — (1 — pi)nit—1 CdR(C) | -
0 0

The firm faces its perceived laws of motion for active employment

(C1) Nat = (1 = pn)(1 = qat)Nat—1 + veqe + qre(1 — pi)niz—1,

workers on temporary layoff

(C2) nit = (1= grt)(1 = pi)nit—1 + qat (1 — pn)nat—1,

and the evolution of total vacancies

(C3) v = (1= pp)(1 — qe—1)ve—1 + nar—1 (pn + (1 — pn)qat) + Vnt,

where, for future reference, we can write new vacancies as a function of the en-

dogenous threshold ¢; as follows: v, = F(€;) (see, for example, Leduc and Liu,
2020, 2023).

INTERMEDIATE GOODS FIRM VALUE FUNCTION. — Denoting the multipliers on the
firm’s perceived evolution of active employment ng:, workers on temporary layoff
n;, and total vacancies vy by piqt, tit, and pi,, respectively, we can write the
intermediate goods firm value function J;(na¢—1,ni—1,vi—1, Z¢) inclusive of the
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firm’s perceived laws of motion for ny, n;, and vy as

€t
Mt Mgt — Wilgr — YU — / edF'(e)
0

+(1 - pn)natfl </Oat adH(a)>
G

—xinit — (1 = pi)niz—1 ( CdR(C)>

0

Jt(”at—lanit—la Vt—1, Zt) = max

Lo +E= J Nty Nty Uty 2,
{natynit7’l)t,at7<t7€t} b=ttt t+1( ats ity Bh t+1)

+at[(1 — pn)(1 — qat)nat—1
+0tqs + qre(1 — pi)ni—1 — Nt
Faie[(1 = qre) (1 — pi)nie—1
+qat(1 — pn)nat—1 — 1t
ot [(1 = po) (1 — ge—1)ve-1
| Fnat—1 (pn + (1= pn)dar) + F(€) — v |

FirM ENVELOPE CONDITIONS, FIRST-ORDER CONDITIONS, AND VALUE EXPRESSIONS.

FIRST-ORDER CONDITIONS. — First, consider the envelope conditions for the en-
dogenous state variables ngi—1,nj—1, and vy_1:

0J(nat—1, Mit—1, Vi—1, Zt)
anat—l

at
= (1_pn) (Mat(l - Qat) + HitGat + / CLdH(Q)) +,vat (pn + (1 - pn)Qat) )
0

0Ft(Nat—1, Nit—1, Ve—1, Zt) G

onit—1

0

= (1—pi) (,uatht + it (1 — qre) — CdR(C)> )

and
0J(nat—1, Nit—1,Ve—1, Zt)

Bor = pot (1 — py) (1 —qs-1) -

With these conditions in mind, the firm’s choices over active employment n4¢,
workers on temporary layoff n;;, and total vacancies are:

0 141 (nat, N, Ve, Zit1)
anat

meeZy — wy — fat + EyZe gy =0,

0 141 (nat, M, Vey Zit1)

= 0’
8n¢t

—Xi — Mt T ErZ
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and
0141 (nat, N, Ve, Zit1)

8Ut
Turning to the first-order conditions with respect to the endogenous thresholds
at, (¢, and €, note that the choice over a; implies a choice over qu: since qq,r =
H(a;). Moreover, since g = H(at), then 0qar/da; = OH (ar)/dar = h(ar) (ie.,
the pdf of H). Similarly, the choice over Q 1mphes a choice over " pe since gry =
(Ct) Moreover, since ¢4 = R(Ct) then &Irt/aCt = 3R(Ct)/3Ct = T(Ct) (i.e
the pdf of R). Finally, remember from the main text that we can express new
vacancies vy as a function of €;: v, = F(€;). Then, the first-order condition

=7 + tatqt — pot + ErZp 1) = 0.

with respect to ay, (¢, and €, respectively, are:

0
t— Nat(l - pn)nat—laif;:

t~

9q
(1= pp)nat—1 de}a

94a 0
+ Mlt(l Pn)nat 1< 8 + /qut(l — pn)nat_l%;tt = 07

a%‘t =~ 8%% aqm
—(1 = pi)ni—1—="C + pat(1 — pi)ni—1—= — pit(1 — pi)nig—1—= =0,
865 8Ct a(t
and L OF (@) OF (&)
€t) €t
=0.
9%, —=€t + ppt—(=— %,
OpPTIMALITY CONDITIONS. — Defining pqr = Jar, pit = Jit, and pye = Jyr as the

period-t values to the firm of having an active worker, a worker on temporary
layoff, and a vacancy, respectively, and using the envelope conditions derived
above in t + 1, we can write the optimality conditions for ngy, n;, and vy as:

Jat = mei Zy — wy + (1 — pp) By {Et+1|t (1 = qat+1) JatJrl}

art1
(04) + (1 - pn)Et {Et+1t <Qat+1']it+1 + / adH(a)) }
0

+ E {Et+1|t (pn + (]— - pn)Qat—‘rl) Jvt-i—l} )

(C5) Jit = —xi + (1 = pi) By {Se410(1 — greg1) Tirg1 }

G
+ (1 = pi) By {Et+1|t (qrt+1-]at+1 - /0 CdR(C)> } ;
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and
(C6) Jot=—v+aqJa+ 1 —py)(1 —q)E; {Et+1|t']vt+1} .

In turn, we can write the optimality conditions for ay, Et; and e; as:

(C7) ar = (Jat — Jit — Jut) ,
and

(C8) G= (T —Jur).
and

(C9) et = Jot.

Given this last expression, it follows that we can express optimal new vacancies
as Un,t = F(gt) = F(Jv,t)-
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C3. Households
This section provides the details behind the optimality conditions of the repre-
sentative household in Section II.C of the main text.
As stated in the main text, the representative household chooses state-contingent
decision rules for consumption ¢, and mutual fund shares x4, 1 for final-goods
firms to maximize expected lifetime discounted utility Ey >, B u(ct) subject to

the budget constraint

(C10)
ct +ar (Ne + Ngg) 21 + T = winae + X (1= ft) 8¢ +ni) + Ximie + (dt =+ CIt) Nizy + 1.
To obtain the household value expressions, it proves useful to write the house-
hold’s problem in recursive form.
Specifically, the value function of the household Vi(ngi—1, nit—1, Ni—1,x¢) is

Vt(nat—h nit—1, Ne—1, l“t) = max [U(Ct) + 5EtVt+1(nat7 Nt N, $t+1)] )

subject to the budget constraint (multiplier A¢)
¢+t (Ne + Ngt) xeg1 + T = wings + xu (1= fi) s¢ +mi) + xinae + (Jt + CIt> Nizy + 11

where the evolution of firms in period ¢ is given by N; = (1 — G(24t)) N¢—1+Npi—1,
the perceived law of motion for active employment (multiplier i)

Nat = (1 = pn)(1 = qat)nat—1 + ¢re(1 = pi)nit—1 + st fr,
and the law of motion for inactive employment (multiplier p;;)
Nit = qat(1 — pn)nat—1 + (1 — gre) (1 — pi)ni—1,
where the measure of job searchers is
st=1-— (1 - pn)nat—l - (1 - Pz’)nit—l-
The first-order conditions with respect to x4 can be written as

-4t (Nt + Ngt) + EdBAe 1 (CZ:H + Qt+1> Nit1 = 0.

Defining the stochastic discount factor as =1, = BA\i41/\: and using the law of
motion for N, we can write the firm creation condition as

q: = ki {Et+1|t (1 — G(zat+1)) (CEH + qt+1)} .
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Using the fact that in equilibrium, q; = fg¢, the firm creation condition is:

(C11) fer = E, {Et+1|t (1—G(zat11)) (CLH + fEt+1>} .
In turn, the first-order conditions with respect to ng is

OVit1(nat, nit, Ne, Teg1)
8nat

—that + At (W — xu) + BB =0,

and the first-order condition with respect to n; is

OVit1(nat, nig, Niy Tiq1) _ 0

—pir + Mexi + Ei 8 3
Tt

Using the definition of s;, we can write the law of motion for active employment

as

Nat = (1 = pn)(1 — qat)nat—1 + [1 — (1 — pn)nae—1 — (1 — pi)nie—1) fe + are(1 — pi)niz—1
= (1 - pn)(l - Qat)nat—l - [(1 - pn)nat—l + (1 - pi)nit—l] ft + ft + QTt(]- - pi)nit—l
=(1—pp)nat—1 (1 — qar — ft) + (1 — pi)nie—1 (qre — ft) + fr.

Then, the envelope condition with respect to ng;_1 is

3‘/%(”@1:—17 Nit—1, Ni—1, l’t)

p) = (1 - p'fl) (1 — Gat — ft) Hat + (1 - Pn)QatMita
Nat—1

so that

OVit1(nat, nit, Niy Teg1)
8nat

= (1= pn) (1 = qat+1 — fev1) Hat+1 + (1 — pn)qat+1Hit+1-
Going back to first-order condition with respect to ny, we can write

Hat = A (wt - Xu) + E B [(1 - Pn) (1 — dat+1 — ft+1) Mat+1]
+ EB[(1 — pn)Gat+1Hit+1] »

or

a A
)\t )\t

BAi+1
At

Hat+1
At41

+ E;

|:(1 - ,On)QatJrl l;\it+1:| .
t+1
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Defining Wy = (ptat/At) and Wy = (uie/A¢) as the net values to the household

from having an active worker and an inactive worker, respectively, the net value
to the household from having a household member in active employment is

W = w — xu+ (1= pn) Bt {E411 (1= qatr1 — frr1) Warg1 }
+ (1= pn) By {Eti11tdat+ 1 Wits1 } -

Following similar steps, the envelope condition with respect to n;—1 is

OVi(nat—1,nit—1, Ne—1, T¢)

Onig—1 = (1= pi) (gre = ft) prar + (1 = pi) (1 = gre) pi,

so that

OVigr1(nat, nig, Ne, Tog1)

O = (1 = pi) (@rt+1 — fe1) pat+1 + (1 = pi) (L — Greg1) pit41-
7

Then, going back to the first-order condition with respect to n;, we can write

pit = At (Xi + xu — Xu) + EB[(1 = pi) (@re41 — fig1) a1 + (1 — pi) (1 — @rag1) pies1]

or
i A .
Kit 4 g2 [(1 = i) (@1 = Fr) § ﬂ
"y A At+1
A i
- Etﬁ e [(1 —p) (1= grsn) & t+1] :
A At+1

Finally, the net value to the household of having a household member on tempo-
rary layoff is

Wi = xi + (1= p) B¢ {Ep1pt (@re41 — fre1) Wargr }
+ (1= pi)) Bt {Zp1)t (1 — @reg1) Wigg1 -

To understand the value expression W, note that the contemporaneous value
of having a household member in active employment in period ¢ is given by
the real wage w; net of the value of unemployment benefits x,. Then, with
probability (1 — p,), the worker remains attached to the firm in period ¢+ 1, with
net probability (1 — gat+1 — fi+1), the worker remains in active employment in
period ¢ + 1 and the household receives the value W11, and with probability
Gat+1 the worker is placed on temporary layoff in period ¢t + 1 and the household
receives the value W,y 1, where all +1 elements are in expectation and discounted
using =y )z
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Turning to the value expression Wy, the contemporaneous value of having a
household member on temporary layoff in period ¢ is the transfer the worker
receives from the firm, x;.! Then, with probability (1 — p;), the worker remains
attached to the firm in period ¢+ 1, with net probability (¢y¢+1 — fi+1), the worker
transitions to active employment in period ¢ + 1 and the household receives the
value W41, and with probability (1 — gy+1), the worker remains on temporary
layoff in period t + 1 and the household receives the value W1, where all ¢ 41
elements are in expectation and discounted using =; ;.

ITo understand the contemporaneous-value term in W ¢, note that W is the value to the household
of having a household member on temporary layoff net of having a member in search unemployment.
Moreover, recall that both individuals who are actively searching for jobs and workers on temporary layoff
receive unemployment benefits x,. Then, the contemporaneous value of having a household member on
temporary layoff net of having a member in search unemployment in period ¢ is (xu + Xi — Xu) = Xi-
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C4. Equilibrium Recruiting Costs, Temporary-Layoff Savings, and Recall Costs

Recall that intermediate goods firms pay a fixed cost e as part of the worker
recruiting process, drawn from an i.i.d. distribution F(e), and a fixed cost ¢ to
recall workers on temporary layoff, drawn from an i.i.d. distribution R(¢). In
addition, when firms place a worker on temporary layoff, they save an amount
of resources a drawn from an i.i.d. distribution H(a). Following Leduc and Liu
(2023), we adopt power distributions for F(e) = (e/e)™, H(a) = (a/a)™, and
R(¢) = (C/E)m, where 7, > 0, 7. > 0,7, >0and @ > 0, € > 0, ( > 0 are scaling
parameters.

With this in mind, the total fixed costs of creating job vacancies in period ¢ are
given by foe “edF(e). The total amount of resources saved when placing active
workers on temporary layoff in period t is given by (1 — pp)na—1 foa ‘adH(a).
Finally, the total cost of recalling workers on temporary layoff back to the firm
in period ¢ is given by (1 — p;)ni—1 [y ¢dR(C). Note that

at
/ ah(a)da
O~
at o—1
/ gna (g)n da
0 a a
a a\ Ma
= / Na (:) da
0 a
(T (3) s
= - a
1+, a
Na ~
= atQt,
(1 +77a> Gat Gt

where we use the fact that in equilibrium ¢,s = H(a;) = (a;/a)"’". Following
identical steps shows that

/0 " (@)

G

cdR<<>=( i )qﬁ&,

0 1+77r

~ ~ \"Nr
where we use the fact that in equilibrium ¢+ = R({;) = (Ct /C ) . Finally, we can



20 AMERICAN ECONOMIC JOURNAL MONTH YEAR

show that

where we use the fact that in equilibrium v,; = (€;/€)". Also, since in equilibrium
e = Jyt, we can write vy = (/€)™ = (Jyi/€)".

All told, it follows that the total fixed costs of vacancy creation are [;* edF(e) =
(ne/ (1 + ne)) Jptvnt, the total amount of resources saved by placing active workers

on temporary layoff are (1—p, )ngi—1 f[;” adH(a) = (1=pp)nat—1Gat M/ (1 4+ 14)) az,
and the total fixed costs associated with recalling workers on temporary layoff are

(1 = pi)nit—1 f0~t CdAR(¢) = (1 — pi)nit—1gre (nr/ (1 + 1)) at
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C5. Benchmark Model Equilibrium Conditions

Taking the shock processes {Z;, fr 1} as given, a symmetric private-sector equi-
librium is made up of the endogenous processes {Ct, Nat, Nit, Uty Unts Gy Coy Jat, Jit, Jot },

{Watywitqu,%‘tv H(Zit), R(Ct%gu ft, qt, St, N¢, NEt,Y;taﬂt, ﬁtv dt,mCt, Zats 515, Ut, Qt(Zat)}
that satisfy the following equilibrium conditions

(C12) Ny = (1 - G(2zat)) (Ni—1 + NEt-1)
(C13) for = B {Zeae (L= Glaarn) (dea + Foein ) }
(C14) Yi= N0,
~ g  Mcy
1 =
(C 5) Pt e 1 fzvt ’
~ ~omer ~
(016) dy = <pt - ~t> Yt — fm
2t
11
- K ==
(C17) 2t = Zat </1—(5—1)> 5
(C18) ZtZinat = Niyt,
(C19)
€ mc mc, e me\ © _
at(zat) = ((6 — Zatt - Zﬂ:) <5 — Za:> Y — fa) FE S0 (1= G(2at+1)) der1 (Zar+1) }
(CQO) qt(zat) = 0,

(C21) Fi= N7,
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(C22) W = (0 — xu) + (1 — pn) By {Et+1|t (1 = Gat+1 — fr41) Wat+1}
+ (1= pn) Bt {Zes1tGat+1 Wits1 }

(C23) Wit = xi + (1 = pi) Bt {2111t (re11 — fr1) Warga }
+ (1= pi) B {Z1) (1 = Gre1) Wiz

Jot = meeZy —we + (1 — pp) Ey {Et+1|t(1 — qat+1)Jat41 }

—_ Na ~
+ (1 — E <= Jite1 + a
( Pn) t{ t+1tQat+1( it+1 <1+77a> t+1>}

(C24) + E {E1it (pn + (1 = pu)dars1) Jors1 }

Jio = —xi + (1= p) Bt {1t (1 — qres1)Titg1 }

—_ T e

2 1-— i E = r Ja - ;
(C25) + (1= pi) t{ 1)t Grt+1 < t+1 (1 +777'> Ct+1>}
(C26) Jor = =y + @ Jar + (1 — po) (1 = @) By {Z111Tves1 }
(C27)

Wnt — Xu + (1 — pn) By {Et+1|t (1 = qat+1 — fir1) (1277) (Jaty1 — Jvt+1)}

—_ _ n
+ (1= pu) Bt {Ess1j¢Gat -1 Wit } = (1_77> (Jat — Jut),

(028) Wy = (w*)”w (wnt)li’yw,
(C29) ar = Jat — Jit — Jot,
(C30) G = ot — Jir,

-~ Na
(C31) ot — () ,
a
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(C32)

(C33)

(C34)

(C35)

(C36)

(C37)

(C38)

(C39)

(C40)

(C41)

(C42)

e énr
T C 9

Yi =c +yvi + fetNEt + falVy + < e > Jotvnt
147

Ny g Na ~
1— p;)ng —(1— _
+ (1 = pi)nit—1 <1+m> @G — (1 = pn)nai—1 (1+na> QatQt,

Nat = (1 — pn)(1 = qat)nar—1 + @re(1 — pi)ni—1 + m(sg, vy),
nit = (1 — qre) (1 — pi)nir—1 + qat(1 — pn)na—1,
v = (1= py)(1 — q—1)ve—1 + nat—1 (pn + (1 — pn)dat) + Vne,

€t = Ju,t,

e\
Unt = | — 3
(&

Uy = 1—7’Lat.

28
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MODEL MECHANISMS: DETAILS

This section dissects how temporary layoffs and worker recalls from temporary
layoff shape cyclical labor market, firm, and aggregate dynamics, and explores
the role of real wage rigidities in determining the spillover effects from the labor
market to firm entry and exit and aggregate economic activity in response to
shocks.

In what follows, we explicitly derive the job creation condition and show how
temporary layoffs and recalls from temporary layoff affect this condition. We also
show how the measure of active employment, which is ultimately determined by
job creation and hence influenced by temporary layoffs and recalls from temporary
layoff, is a key factor that influences firm entry, firm exit, and ultimately output.

D1. Firm Value Equations

In this section, we rewrite the relevant firm value expressions in order to later
derive the job creation condition of the model.

Recall that the value to the firm of having an active worker, J;, is given by

Jat = mei Zy — wi + (1 — pn) Ey {Et+1|t (1= Gat+1) Jat+1}

= Na ~
+ (I =pn)Ei = Jit+1 + a
( Pn) t{ t+1tqat+1< it41 <1+77a> t+1)}

+ Ey {Et+1\t (pn + (1 = pn)qat+1) Jvt+1} )

where we use the fact that foat“ adH(a) = (Ma/ (1 + Na)) Gat+16:+1. Recalling that
in equilibrium Zit = Jat — Jit — Jvt and Ct = Jat — Jity it follows that Jvt = Ct — ?ip
Therefore, we can write J,; as

Jar = merZy —wi + (1 — pn) By {Et+1|t (1 — qat+1) Jat+1}

- Na ~
1—pp)Et ¢ E J;
+ (1= pn) t{ t-+1[tdat+1 ( it+1 + (1 +77a) at+1)}
+ By {Et+1|t (pn + (1 = pn)qat+1) (Ct+1 - Zit+1>} :

Breaking down this expression further, we have

Ja =merZy —wi+ (1= pp) By {Z1pdatr1 ) — (1= pn) B {Zei1p0at+1 Jars1 — Jis1) }

—_ Na ~
+ (1 — Ei = a
(1—pn) t{ t+1|tq61t+1<<1+77a> t+1>}

+ E; {Et+1|t (pn + (1 = pn)qat+1) (&H - 2it+1> } )
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or, using (; = J4+ — J;; once again,

Ja =meeZy —wi + (1= pu) By {Z1pari } — (1 — pn) By {Et+1|tQat+1Et+1}

— Na ~
+ (1 — E = a
( pn) Et { t+1[tqat+1 <<1 n 77a> t+1> }

+ E; {Et+1|t (pn + (1 — pn)Gat+1) (Zt-l—l - a1t+1)} :

which can be written as

Jat = merZy — wy + (1 — pn) By {Et+1|t~]at+1}

- Na ~ =
+ (1 —pp)Ers = at4+1 —
(1= pn) t{ t4+1[tGat+1 <<1 +77a> t+1 Ct+1>}

+ By {Et+1|t (pn + (1 = pn)qat+1) (gt+1 - 5t+1) } .

Turning to the value of a vacancy, J,:, we have
Ju ==+ aqIa+ 1 —po)(1 — ) B {Eps1ppTots1 )

which we can write as

1
Jar = s (v + Joe — (1= po)(1 = @) Bt {Epsap e })

or, using the equilibrium condition J,; = (CN} — Et),

(D1)  Jar = qlt (7 + (5,5 - Zit) —(1=p)(1 —q)E {Et+1|t (ZtJrl - 5t+1> }) .

D2. Job Creation Condition

DERIVATION OF JoB CREATION CONDITION. — To derive an explicit expression of
the job creation condition, consider the firm value expressions
Jar = meeZy —we + (1 — pp) By {E't+1|t']at+1}

— Na ~ =
+ (1 — = a —
( pn)Et { t+1]tJat+1 <<1 n 77&) t+1 Ct+1>}

+ Ey {Et+1|t (Pn + (1 = pn)qat+1) (&H—l - 5t+1) } :

and
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Jar = qlt (7 + (Zt —5t) — (1= py)(1 — qt) Ex {Et+1|t (Zt+1 —5t+1>}> ;

from Section D.D1, where we use the fact that in equilibrium J,; = (& — Et>.

We can write the initial expression for J,; as

0=mcZy —wy
- ;t (’Y + (Et - 5t> = (1 =pu)(1 = q)E; {Et+1\t (Et+1 - 2it+1) })
+ (1= pn) By {Et+1|tqt1+1 (7 + (EtJrl - ?it+1) — (1= pp)(1 = qe41) By {Et+2\t+1 (gt+2 - Zit+2) })}
+ By {Et+1|t (pn + (1 = pn)at+1) (ZHI - 5t+1>}

— Ta ~ =
+(1— E = a — .
(1—pn) t{ t+1]¢9at+1 <<1 +77a> 41 Ct+1>}

Then, rearranging the terms in this last expression, we obtain

J_ meZy —wy + (1 — pp) By {Et+1|t7}

4t qt+1
(at - 5t) . (Ztﬂ - 5t+1>
A . =
% ( pn) B L1t Gt
1-— 1-— — ~ -
+ <( pq,;( Qt)> E; {:t+1\t <Ct+1 - Gt+1>}
t

+ E; {Et+1|t (P + (1 = pn)at+1) (Zt+1 - 5t+1) }
~ (L= po)E {5t+1|t ((1 o)L dr) ) Ee{Ziansn (Gove — o) }}

qt+1

—_ Tla ~ ~
D2 1—pp)Es = o - .
(D2) +(1—pp)Es { t+1[tat+1 <<1 n 77a> Ap41 Ct+1>}

where the first line, on its own, represents the job creation condition in the
standard search and matching model. Indeed, in the absence of temporary lay-
offs, gs¢ = 0 and ¢ = 0 for all ¢, and expression (D2) collapses to v/q =
merZy — wy + (1 — pp) By {Et+1‘t’y/Qt+l}. The second, third, fourth, and fifth lines
of expression (D2) therefore capture the influence of temporary layoffs and recalls
from temporary layoff on optimal job creation.




VOL. VOL NO. ISSUE TEMPORARY LAYOFFS AND AGGREGATE FLUCTUATIONS 27

Rearranging terms, we can rewrite expression (D2) as

i —_ i
— =meciZy —wi + (1 — pp) By {:t+l|t}

qt qt+1
<aﬁ - 5t) —(1=p)1—aq)E {EtJrl\t <Et+1 - 5t+1>}
qt
_ (Govr — i1 )
+ B Sl =pn) | ————=
qgt+1
B (1= pu)(1 = qey1)Ers1 {Et+2|t+1 (Ct+2 - 5t+2>}
— By  Ee1e(1 — pn)
qt+1
+ By {Et+1|t (pn + (1 = pn)gat+1) (Ct+1 - 5t+1)}

(03) )
+ (1= pn) BAZ 4116 ((Ma/ (1 4 1a)) Qat+1Ge+1 — Gat+1Ge+1) }-

~~

f[)at+1 adH (a)

In general terms, the left-hand-side of equation (D3) represents the expected
marginal cost of posting a vacancy while the right-hand-side represents the ex-
pected marginal benefit of posting a vacancy.

SUMMARY OF JoB CREATION CONDITION. — Based on the derivations in Section
D.D2, we can rewrite expression (D3) more compactly as

T —imesZe — (we — Ware) + (1~ po) By {Et-i-ltfy} :
qt qi+1
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where recall that the real wage is wy = (w*)7* (wp) 177, 0 < v,, < 1 dictates the
degree of real wage rigidity, and wy; is the Nash real wage. We define the term

(af - at) — (1= puy)(1 — q1)Ey {Et+1\t (Etﬂ - 5t+1>}

\I}a’r,t =—-
qt
_ <5t+1 - Zit+1>
+ Bt § Eeape(1 = pn)
dt+1
(1= pu)(1 = qt1) Erya {Et+2\t+1 (Ct+2 - 51;-1-2)}

— B § (1 — pn) =

+ E; {5t+1|t (PnZtH — (pn+ (1 = pp)qat+1) ars1 + (1 — pn) (/Oam adH(@)) } :

Broadly speaking, the term ¥,,.; embodies the separate influence of temporary
layoffs and recalls from temporary layoff on firms’ job creation decisions for a
given real wage.

To understand the term Wg,.;, first focus on the first line of W, ;. Recall
that placing a worker on temporary layoff allows firms to save resources a; =
a (qat)v% with 7, > 0, while bringing workers back from temporary layoff entails
an expenditure by the firm, Et = f(qm)n% with 7, > 0. Thus, (& —6t> >
0 can be interpreted as the met cost of bringing a worker who is currently on
temporary layoff back to the firm in period t—that is, the cost of recalling a
worker on temporary layoff net of the resources that the firm saves when it places
a worker on temporary layoff. Next, with probability (1 — p,), a vacancy posted
in the previous period remains active and with probability (1 — ¢;) the vacancy
is unsuccessfully filled by a new match. This increases the value of being able
to recall a worker from temporary layoff to fill that vacancy. Hence the term

(1 —pu)(1 —q)E {Et+1|t <gt+1 - 5t+1)} in the first line of Wy, ;. All told, the
first line of ¥,,; can be interpreted as the net cost of job creation stemming from

recalling a worker from temporary layoff, where this net cost is a component of
the overall cost of bringing a worker back to the firm to produce.

The term E; {Et+1\t (pn + (1 = pn)qat+1) (Zt+1 — 5t+1>} in Wy captures the

fact that with probability 0 < p,, < 1 a worker separates from the firm next period
and with probability 0 < (1 — py,)gai+1 < 1 a worker remains at the firm but is
placed on temporary layoff next period. Under both scenarios, a firm can recall a
worker from temporary layoff to fill the vacancy, a choice that has a net value of

(E— 6). Finally, the term (1 — p,)E; {Et+1|tQ¢1t+1 ((na/ (1+nq)) ar+1 — agH)}
in W+ captures the fact that with probability (1 — p,), a worker remains em-
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ployed at the firm next period but with probability q.:+1 that worker is placed on
temporary layoff next period, in which case the firm saves an average amount of

resources [ adH (a) = (1a/ (1 + 1a)) qat+1d4+1 net of the threshold amount of
resources that the firm would need to spend to bring a worker on temporary lay-

off back to the firm. Since we know that (Et — Et> > 0 for all ¢, then it follows that

((na/ (1+nq)) ar+1 — Et+1) < 0 and therefore (1—p, ) E{Z 1 11¢qat+1((Na/ (1 + Na)) Gr1—

Gr1)} <O.
Note that the term V¥, ; can be expressed more compactly as

(Zt - Zit) — (1= pu)(1 —q)Ey {Et+1|t (at+1 - Eit+1>}
at
(Em - Zit+1) — (1= p)(1 = qt+1) Bty {Et+2\t+1 (Zt+2 - 5t+2)}

qt+1

\Ijar,t = -

+ Bt § Epqae(1 — pn)

+ E; {Et—Ht (PnZtH - (pn + (1 - pn)Qat+1)5t+1 + (1 - Pn) <1 Zan > 5t+1Qat+1> } s
a

which is the expression for W,,; used in the main text, where we used the fact
that fo‘““ adH (a) = (%) At+19at+1-

D3.  Temporary Layoffs and Firm-Entry Dynamics

TEMPORARY LAYOFFS AND MARGINAL CosT. — Using the job creation condition,
we can express the real marginal cost of final-goods firms as follows:

1
me =7 <(wt — Vo) + % — (1= pn)Ey {Et+1tqll}) ;
where the term W, ; is a function of a and Zand therefore embodies the choices
over temporary layoffs and recalls from temporary layoff. Defining A; = (w; — U4y y)
as the component of the marginal cost associated with having an active worker
and Q, =v/q— (1 —pp)Ey {Et_i_l‘t’y/QtJ,_]_} as the component of the marginal cost
associated with vacancy creation, we can write the real marginal cost as

— A+ Qy
t — — 5 -
Zy
FIRM PROFITS, TEMPORARY LAYOFFS, AND FIRM CREATION DEcCISIONS. — Using

the expression for average final-goods individual-firm profits
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~ o ome ) -
di = <Pt—~t> Yt — fa,

zZt

the average firm’s demand function 7; = (p;)”° Yy, and the optimal pricing con-
dition py = (¢/ (e — 1)) mcy /%, we can write

_ 1 1—¢
- () (55%) e
€ e—1 z

Using the fact that z; = zg (k/(k— (e — 1)))5 and the expression for the

marginal cost above, mc; = (Ay+ Q,) /Z:, we can write average firm profits
as:
- A l—¢e
dt = w <tZ+C)t> th - faa
tZat

where w = (k/ (k — (¢ — 1)) (1/ (e = 1)) ((¢ — 1) /e)". Then, it is straightforward

to show that dd;/0A; < 0. Finally, turning to optimal firm creation condition,

[Et = E; {Et+1|t (1 = G(zat+1)) (CEH + fEt+1>} :

it follows that an increase in A will reduce average-firm real profits, the expected
marginal benefit of creating a new firm, and therefore the incentive to create a
new firm.

TEMPORARY LAYOFFS AND FIRM EXIT DECISIONS. — Turning to the condition that
pins down firm exit, by using the fact that q;(z4:) = 0 implicitly pins down z4
for all ¢, the expression

e—1 2zt Zat e—1 24

1 g me 1=
e () () v
e e—1 zy

which implicitly pins down the endogenous productivity threshold z,; below which
the firm exits. Using the expression for the marginal cost me; = (A¢ + Q) /Z,we
can write the optimal firm exit condition as

1 e A +Q, e
== STy,
f <8> (5—1 ZatZt t

() = (( £ me _ m) ( : m) Yt—fa> B {Z e (1= Gleasn) e (Farsn)

collapses to
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Then, it is easy to show that 0z, /0A; > 0.



32 AMERICAN ECONOMIC JOURNAL MONTH YEAR

ADDITIONAL MODEL RESULTS

E1. Impulse Responses to Adverse Firm-Creation Cost Shock in Benchmark Model

FIGURE E1. IMPULSE RESPONSE FUNCTIONS TO ONE-STANDARD-DEVIATION ADVERSE FIRM-CREATION

CosT (fg¢) SHOCK IN BENCHMARK MODEL AND MODEL WITH ACYCLICAL TEMPORARY LAYOFFS
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Note: The z axis denotes quarters after the shock. Unemployed searchers in period ¢ are given by (1— ft)s¢
while total unemployment includes temporary layoffs n;; and is given by u¢ = (1 — ft)st +nit = 1 — nat.
Firm births and the firm survival rate in period t are given by Ng; and (1 — G(zqt)), respectively.
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E2.  Benchmark Model with Fully Flexible Wages

Table E1 compares the results in Table 4 in the main text to those in a version
of the benchmark model with flexible real wages. Figure E2 compares the lag-lead
structure generated by the benchmark model and the model with flexible wages
to the data.

TABLE E1-—CYCLICAL FIRM AND LABOR MARKET DYNAMICS: DATA vS. BENCHMARK MODEL AND MODEL

WITH FLEXIBLE REAL WAGES

Relative Standard Deviation

Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market

Births ~ Surv. Rate Rate Layoffs (TL) Share Tightness
Data 3.37 0.13 11.34 9.20 6.60 11.87 23.26
Benchmark 2.80 0.70 6.77 5.66 6.45 3.56 10.22
Flex. Wages 2.75 0.81 2.63 2.12 2.47 1.42 4.00

Contemporaneous Correlation with Output

Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market

Births  Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.561 0.152 —0.834 —0.792 0.259 0.883 0.899
Benchmark 0.561%* 0.222 —0.904 —0.786 0.259* 0.989 0.943
Flex. Wages 0.563* 0.258 —0.889 -0.801 0.259* 0.989 0.935

First-Order Autocorrelation

Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market

Births  Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.381 0.489 0.943 0.769 0.654 0.914 0.934
Benchmark 0.761 0.328 0.954 0.883 0.947 0.922 0.946
Flex. Wages 0.762 0.268 0.944 0.859 0.940 0.900 0.932

Note: The relative standard deviation is the standard deviation of a variable relative to the standard
deviation of real GDP. The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death
rate using data from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian
unemployment rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-
Unempl. Share is the share of temporary layoffs in total unemployment. The data in this table spans
the period 1992Q3-2019Q3 (1992Q3 is the first available data point on establishment entry and exit
dynamics) except for vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series
on vacancies. See Appendix B.B1 for variable definitions sources, and additional details. The cyclical
component of each series is obtained by using the logged series of each variable (when appropriate) and a
Hodrick-Prescott (HP) filter with smoothing parameter 1600. To compare the model to the data, in the
benchmark model in period ¢, firm births are given by Ng; while the firm survival rate is (1 — G(zat))-
The model counterpart of market tightness in the data is ©: = v¢/us. A * denotes a targeted second

moment.
Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis

FRED Database.
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FicURE E2. CycLICAL FIRM AND LABOR MARKET DYNAMICS: LEADS AND LAGS WITH OUTPUT, DATA Vs.

BENCHMARK MODEL AND MODEL WITH FLEXIBLE WAGES
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Note: The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death rate using data
from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian unemployment
rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-Unempl. Share is
the share of temporary layoffs in total unemployment. The data in this table spans the period 1992Q3-
2019Q3 (1992Q3 is the first available data point on establishment entry and exit dynamics) except for
vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series on vacancies. See
Appendix B.B1 for variable definitions, sources, and additional details. The cyclical component of each
series is obtained by using the logged series of each variable (when appropriate) and a Hodrick-Prescott
(HP) filter with smoothing parameter 1600. To compare the model to the data, in the benchmark model
in period ¢, firm births in are given by Ng; while the firm survival rate is (1 — G(zq¢)). The red square
marks a targeted second moment.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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Fi1GURE E3. IMPULSE RESPONSE FUNCTIONS TO A ONE-STANDARD-DEVIATION ADVERSE AGGREGATE PRO-

DUCTIVITY (Z;) SHOCK IN BENCHMARK MODEL VS. ACYCLICAL TEMPORARY LAYOFFS, MODELS WITH

FLEXIBLE WAGES
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Note: The x axis denotes quarters after the shock. Unemployed searchers in period ¢ are given by (1— ft)st
while total unemployment includes temporary layoffs n;; and is given by uz = (1 — fi)st +nit = 1 — nat.

Firm births and the firm survival rate in period ¢ are given by Ng; and (1 — G(zat)), respectively.
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FIGURE E4. RESPONSE OF (w¢ — War t), V¢, Nat, AND Ny TO ONE-STANDARD-DEVIATION ADVERSE AG-
GREGATE PRODUCTIVITY (Z;) SHOCK—BENCHMARK MODEL VS. VERSION WITH FLEXIBLE REAL WAGES,
COUNTERCYCLICAL VS. ACYCLICAL TEMPORARY LAYOFFS
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Note: The x axis denotes quarters after the shock. TL denotes temporary layoffs.
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FIGURE E5. DIFFERENCES IN IMPULSE RESPONSES TO ONE-STANDARD-DEVIATION ADVERSE AGGREGATE
ProODUCTIVITY (Z¢) SHOCK BETWEEN BENCHMARK MODEL WITH COUNTERCYCLICAL TEMPORARY LAY-
OFFS AND BENCHMARK MODEL WITH ACYCLICAL TEMPORARY LAYOFFS—WAGE RIGIDITIES VS. FLEXIBLE

WAGES, ADDITIONAL VARIABLES
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Note: The x axis denotes quarters after the shock. TL denotes temporary layoffs. Each subfigure plots the
difference between the impulse response function of relevant variables in the model with countercyclical
temporary layoffs and in the same model under acyclical temporary layoffs, for both rigid-wage (blue)
and flexible-wage (orange) versions of the model.
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FIGURE E6. DIFFERENCES IN IMPULSE RESPONSES TO ONE-STANDARD-DEVIATION ADVERSE AGGREGATE
PropUCTIVITY (Z¢) SHOCK BETWEEN MODEL WITH COUNTERCYCLICAL TEMPORARY LAYOFFS AND MODEL
WITH ACYCLICAL TEMPORARY LAYOFFS—OUTPUT, UNEMPLOYMENT, FIRMS, AND FIRM SURVIVAL IN
BENCHMARK MODEL vs. ExoGENOUs FIRM EXIT vs. No FIRM ENTRY OR EXIT, ALL MODELS WITH
FLEXIBLE WAGES
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Note: The x axis denotes quarters after the shock and the y axis shows the percentage-point difference
(Perc.-Pt. Diff.) between the impulse response of a variable under countercyclical temporary layoffs and
the impulse response of the same variable under acyclical temporary layoffs, where TL denotes temporary
layoffs. The model with exogenous firm exit assumes that the firm survival rate (1 — G(zqt)) = (1 —§)
where 0 < § < 1 is a parameter chosen to match the average firm survival rate in the data. The
model without firm entry or exit has the same steady state as the benchmark model but N, Ng, and
zq remain fixed at their steady state values. The blue bars show the above-mentioned percentage-
point differences between impulse responses in the benchmark model, the orange bars show the above-
mentioned percentage-point differences between impulse responses in the model with exogenous firm exit,
and the green bars show the above-mentioned percentage-point differences between impulse responses in
the model with no firm entry or exit.
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E3.  Model with Endogenous Job Search During Temporary Layoff

Table E2 shows a version of Table 4 in the main text where we assume that
workers on temporary layoff endogenously search for new jobs (we assume convex
(or more specifically, quadratic) job search costs during temporary layoff). Figure
E7 compares the lag-lead structure in the benchmark model and in the model with
endogenous job search during temporary layoff to the data.
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TABLE E2—CYCLICAL FIRM AND LABOR MARKET DYNAMICS: DATA VS. BENCHMARK MODEL AND MODEL
WITH ENDOGENOUS JOB SEARCH DURING TEMPORARY LAYOFF

Relative Standard Deviation

Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market

Births  Surv. Rate Rate Layoffs (TL) Share Tightness
Data 3.37 0.13 11.34 9.20 6.60 11.87 23.26
Benchmark 2.80 0.70 6.77 5.66 6.45 3.56 10.22
TL Search 3.23 0.72 6.15 4.52 4.85 3.20 9.25

Contemporaneous Correlation with Output

Firm Firm Unempl. Temp. TL-Unempl.  Vacancies Market

Births ~ Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.561 0.152 —0.834 —0.792 0.259 0.883 0.899
Benchmark 0.561%* 0.222 —0.904 —0.786 0.259%* 0.989 0.943
TL Search 0.562%* 0.216 —0.874 —-0.911 0.260%* 0.978 0.919

First-Order Autocorrelation

Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market

Births ~ Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.381 0.489 0.943 0.769 0.654 0.914 0.934
Benchmark  0.761 0.328 0.954 0.883 0.947 0.922 0.946
TL Search 0.743 0.300 0.957 0.889 0.948 0.926 0.949

Note: The relative standard deviation is the standard deviation of a variable relative to the standard
deviation of real GDP. The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death
rate using data from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian
unemployment rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-
Unempl. Share is the share of temporary layoffs in total unemployment. The data in this table spans
the period 1992Q3-2019Q3 (1992Q3 is the first available data point on establishment entry and exit
dynamics) except for vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series
on vacancies. See Appendix B.B1 for variable definitions, sources, and additional details. The cyclical
component of each series is obtained by using the logged series of each variable (when appropriate) and a
Hodrick-Prescott (HP) filter with smoothing parameter 1600. To compare the model to the data, in the
benchmark model in period ¢, firm births are given by Ng; while the firm survival rate is (1 — G(zat))-
The model counterpart of market tightness in the data is ©r = v¢/ut. A * denotes a targeted second
g'looﬂgcp:t' BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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Ficure E7. CycLicAL FIRM AND LABOR MARKET DyYNAMICS: LEADS AND LAGS wWiTH OuTPUT, DATA
vS. BENCHMARK MODEL UNDER BASELINE CALIBRATION AND MODEL WITH ENDOGENOUS JOB SEARCH

DURING TEMPORARY LAYOFF
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Note: The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death rate using data
from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian unemployment
rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-Unempl. Share is
the share of temporary layoffs in total unemployment. The data in this table spans the period 1992Q3-
2019Q3 (1992Q3 is the first available data point on establishment entry and exit dynamics) except for
vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series on vacancies. See
Appendix B.B1 for variable definitions, sources, and additional details. The cyclical component of each
series is obtained by using the logged series of each variable (when appropriate) and a Hodrick-Prescott
(HP) filter with smoothing parameter 1600. To compare the model to the data, in the benchmark model
in period ¢, firm births in are given by Ng; while the firm survival rate is (1 — G(zaq¢)). The red square
marks a targeted second moment.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.



42 AMERICAN ECONOMIC JOURNAL MONTH YEAR

E4. Model with Endogenous Permanent Separations from Temporary Layoff

CHANGES TO BENCHMARK MODEL. — In what follows, we describe the components
of the benchmark model that change when we introduce endogenous permanent
separations from temporary layoff only.

In addition to obtaining savings a from placing active workers on temporary
layoff, incurring a fixed cost e associated with new vacancy creation, and incur-
ring a fixed cost ¢ to recall a worker on temporary layoff back to the firm, the
representative intermediate goods firm also incurs a cost o to maintain matches
with workers on temporary layoff. This cost is drawn from an i.7.d. distribu-
tion @Q(0). Defining 0, as the endogenous threshold for the cost o below which
the intermediate goods firm maintains a match, the endogenous probability with
which a match with a worker on temporary layoff survives is g,; = Q(0;) where
8qo,t/85t > 0.

PERCEIVED EVOLUTION OF ACTIVE EMPLOYMENT, TEMPORARY LAYOFFS, AND VA-
CANCIES: INTERMEDIATE GooDs FirRM. — The perceived law of motion for active
workers is given by

Nat = (1 — pn) (1 — Gat)Nat—1 + GreGotMit—1 + Ve,

which takes into account that, with exogenous probability probability 0 < (1 — p,,) <
1 an active worker remains matched with the firm, with endogenous probability
qat the firm’s active workers from last period move to temporary layoff, with en-
dogenous probability 0 < g, < 1 a match currently on temporary layoff survives
and is not permanently destroyed, and with endogenous probability ¢, workers
that have thus far been on temporary layoff are recalled back to the firm.

The perceived law of motion for the measure of workers on temporary layoff is

nit = (1 — @rt)qotnit—1 + qat (1 — pn) Nar—1,
Finally, the evolution of total job vacancies is
vt = (1 = pp)(1 = @¢t—1)vt-1 + pnnat—1 + qat (1 = pn) Nat—1 + Vnt,

where we maintain the same baseline assumptions regarding the evolution of total
vacancies as those in the benchmark model.

INTERMEDIATE GooDS FIRM VALUE FuNncTioN. — With the above information in
mind, the value function for the intermediate goods firm is
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+ (1 = pn) Nat—1 (/0 adH(a))

J(nat—1,nit—1,ve-1, Zt) = maxr_ o ' ¢
{nat,nit,ve,@.,C 64,00 XiTit = GotTit—1

CdR(C)>

0

- ( /0 i on<O>> ni

L +EE I (nat, nit, v, Zig)

where Z; 1|; is the stochastic discount factor between period ¢ and period t+1, ngt
is the measure of workers who participate in production—that is, the measure of
active workers—uv; denotes total job vacancies, and n; is the measure of workers
on temporary layoff—that is, the measure of inactive workers or simply workers
on temporary layoff. Each active worker in period ¢ generates real revenue mc; Zy,
where Z; denotes exogenous aggregate productivity and mc; is the real price of
intermediate goods, and receives a real wage w;. The term foe ‘edF (e) represents
the total fixed cost associated with the general new-worker recruiting process,
and e; is the endogenous threshold for the fixed cost of new-worker recruiting.

Remember that the endogenous probability that a worker—whether active or
on temporary layoff—remains matched with the firm is g, so that (1 — gu) is
the endogenous probability of permanent separation from the firm. Moreover, gt
depends on the endogenous threshold for the resource cost below which the firm
chooses to keep a match, o;. Then, the total resource cost of maintaining a match

is (fogt on(o)) (nat + nit). Given o, the term gorngr—1 (foat adH(a)) represents
the total resource savings associated with placing surviving active workers on
temporary layoff, where the term f(;l *adH (a) already incorporates the probabil-

ity of placing a worker on temporary layoff, while the term gon;—1 ( fOCt CdR(¢ ))
represents the total resource cost associated with recalling surviving workers cur-

rently on temporary layoff back to the firm, where similarly the term fot CdR(()
already incorporates the probability that a worker on temporary layoff returns to
the firm.

Similar to Leduc and Liu (2020, 2023), given that new vacancies v, are subject
to a fixed cost e drawn from distribution F'(e) and that e; is the endogenous
threshold cost below which a firm posts a new vacancy, we can express new
vacancies as a function of e; by using the CDF of e evaluated at the threshold
€, that is, v,y = F(€;). Making use of this last expression and denoting the

ct
Mmei ZgNar — WiNgt — YVt — / edF(e)
0
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multipliers on the firm’s perceived evolution of active employment ng:, workers
on temporary layoff n;, and total vacancies vy by piqs, ftit, and py, respectively,
we can write the value function of the intermediate goods firm inclusive of the
constraints it faces as:

€t
MCt ZiNat — WiNgr — YUt — / edF(e)
0

+ (1= pn) lart ( /0 ! adH<a>>
Gt

CdR(C)>

—XiNit — QotNit—1 (
0

J(nat—1,Mit—1,ve-1, Zt) = maxr — (/Ot 0dQ(O)> Nt ’
0

Tt Mt Ve,t,Ce 8,0t |

+E eI i1 (Nat, i, Ves Zit1)
+11at[(1 = pn) (1 — gat)nat—1
VGt + QotGrtMit—1 — Nat
it [qot (1 — qre)nit—1 + (1 — pn) QatNat—1 — it
ot [[(1 = po) (1 — qr—1)ve—1]
+nat—1 (pn + (1 = pn) qat) + F(&) — vi]

First, consider the envelope conditions:

0J(Nat—1, Nit—1, Vi—1, Zt)
anat—l

at
= (1 - pn) <,U'at(1 - Qat) + HitGat + / adH(a)> +,vat (pn + (1 - pn) Qat> )
0

0Jt(nat—1,nit—1, Ve—1, Zt) G

= qot <Natqm + Wit (1 - QTt) - CdR(<)> s

onit—1 0

and
0J(Nat—1, Nit—1,Ve—1, Zt)

Dor_L = pot (L — py) (1 —qs-1) -

With these conditions in mind, the firm’s choices over active employment ng,
workers on temporary layoff n;;, and the endogenous thresholds ag, (¢, €;, and o

are
0J 141 (nat, nit, Ve, Zit1)

87’Lat

mepZy — we — flat + ErZi =0,

0J 11 (nat, nit, Ve, Zyg1)
871”

Ot
- / 0dQ(0) — juit + ErSip1y ~0,
0
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0J 41 (nat, Mg, Ve, Zit1)
8vt

Y+ Hatqe — Hot + EtE ) =0,

8(]@15 ~ aqw
GotNat—1 7= @t — MatGotMat—1 <=
aat aat

Iqat dq,
+ it otNat—1—— + fotGotMat—1 o~ = 0,
8a'lf 8CLt

0qrt

aQTt e 8Q7”t rt__
—qotMit—1 —=Ct + MatGotNit—1 —= — MitQotNit—1 —= = 0,
Gt G G

and

Et 8QOt a(]ot~
Njt—1 ( ; CdR(C)> 95, Taotnit

8QOt

Jq
+Nat875(«1tqmnit—l + Mitaiat(l — grt)nit—1 = 0.

Defining py: = Jot, ftat = Jat, and ;i = Jj, and using the envelope conditions
derived above in t 4+ 1, we can then write the optimality conditions for ng, n;,
and v; as

ot
Jat =meZy — wy — / 0dQ(o0) + (1 — pn) Ey {Et+1\t (1 = Gat+1) Jat+1}
0

(E1) + (1 —pn) Et {Et+1|t [<Qat+1Jit+1 + /Oat+1 adH(a))] }

+ E; {Et+1‘t (,On + (1 - pn) qat+1) JUH—I} ’

ot
(E2) Jit=—xi — / 0dQ(0) + Et {E111qot+1(1 — gre1) iy}
0

[
+ Ey {Et+1|tht+l (C]rt+1-]at+1 - /0 CdR(C)> } )

and

Ju==7+aqIa+ 1 —po)(1 — ) B {EpsapToesr )
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and express the optimal thresholds a;, (;, and €; as
Zit = (Jat —dJi — Jvt) y

G=Ta—Jir),
gt = Jvta

As was the case in the benchmark model, given the optimality condition e; = J,
it follows that we can write new vacancies as v, = F (&) = F (Jy ).
Finally, after rearranging terms, the optimal threshold o; can be expressed as:

5 — <QTt (Jat — Jit) — ( f CdR(C)) +Jit> (%;) '

Note that in the absence of temporary layoffs, this expression collapses to o; = 0.
The expression for o; is the presence of temporary layoffs considers the weighted
net marginal benefit of maintaining a match on temporary layoff.

WAGE DETERMINATION. — The period-t real wage is given by
we = () (),

where wy; is the period-t Nash-bargained real wage, w* is the Nash-bargained
real wage in the steady state, and parameter 0 < v,, < 1 governs the degree of
wage rigidity (see Sedlacek, 2020, for a similar specification). In turn, denoting
by 0 < n < 1 the worker’s bargaining power, the period-t Nash real wage wy; is
implicitly given by

Wnt — Xu + (1 - Pn) LBy {Eth (1 — Gat+1 — ft+1) <1in> (Jat+1 - JUH—I)}

+ (1= pn) Bt {Z111)t4at 1 Wirs1 } = <1ﬁ77> (Jat — Jut),

where

Wa = (wr — xu) + (1 = pn) Et {Et+1|t (1 = Gat+1 — fr41) Wat+1}
+ (1= pn) B {Et11t9at+1 Wit } »

and

Wit = xi + B {Zi1)@ot+1 (@re41 — frr1) Wargr }
+ E {Ei1ptot+1 (1 — @reg1) Wiy | -



VOL. VOL NO. ISSUE TEMPORARY LAYOFFS AND AGGREGATE FLUCTUATIONS 47

SYMMETRIC EQUILIBRIUM AND MARKET CLEARING. — The aggregate resource con-
straint is given by

YtZCt-i-’th-FfEtNEt-i-faNt-i-/ edF(e) + A,
0

where
¢ a
A= pmi [ GAR(Q) = (1= o [ adH(a)
0 0
- [ oaqtoym.
0
QUANTITATIVE RESULTS. — We adopt the same baseline calibration targets as

those in the benchmark model. We assume that Q(o;) = (0;/0)", where pa-
rameters 0,7, > 0. Similar to our baseline assumptions for the probabilities of
placing a worker on temporary layoff and recalling a worker on temporary layoff,
we set 1, = 1. Noting that g = Q(0¢), we choose g(o;) = 0.90 as a first-moment
target to calibrate 6. This target implies a permanent job separation rate from
temporary layoff of 0.10, which is consistent with the baseline calibration of the
benchmark model.

Table E3 shows a version of Table 4 in the main text where we assume that the
transition from temporary layoff to permanent separation is endogenous. Figure
E8 compares the lag-lead structure in the benchmark model and in the model with
endogenous permanent separations from temporary layoff to the data. Figure E9
shows the counterpart of Figure 4 in the main text for the model with endogenous
permanent separations from temporary layoff.
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TABLE E3—CYCLICAL FIRM AND LABOR MARKET DYNAMICS: DATA VS. BENCHMARK MODEL AND MODEL

WITH ENDOGENOUS PERMANENT SEPARATIONS FROM TEMPORARY LAYOFF ONLY

Relative Standard Deviation

Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market

Births  Surv. Rate Rate Layoffs (TL) Share Tightness
Data 3.37 0.13 11.34 9.20 6.60 11.87 23.26
Benchmark 2.80 0.70 6.77 5.66 6.45 3.56 10.22
End. Per. Sep. n; 2.89 0.74 5.57 4.47 5.80 2.83 8.35

Contemporaneous Correlation with Output

Firm Firm Unempl. Temp. TL-Unempl.  Vacancies Market

Births ~ Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.561 0.152 —-0.834 —0.792 0.259 0.883 0.899
Benchmark 0.561%* 0.222 —-0.904 —0.786 0.259%* 0.989 0.943
End. Per. Sep. n; 0.561%* 0.232 —0.867 —0.744 0.259%* 0.959 0.904

First-Order Autocorrelation

Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market

Births ~ Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.381 0.489 0.943 0.769 0.654 0.914 0.934
Benchmark 0.762 0.328 0.954 0.883 0.947 0.922 0.946
End. Per. Sep. n; 0.761 0.298 0.955 0.895 0.959 0.931 0.949

Note: The relative standard deviation is the standard deviation of a variable relative to the standard
deviation of real GDP. The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death
rate using data from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian
unemployment rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-
Unempl. Share is the share of temporary layoffs in total unemployment. The data in this table spans
the period 1992Q3-2019Q3 (1992Q3 is the first available data point on establishment entry and exit
dynamics) except for vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series
on vacancies. See Appendix B.B1 for variable definitions, sources, and additional details. The cyclical
component of each series is obtained by using the logged series of each variable (when appropriate) and a
Hodrick-Prescott (HP) filter with smoothing parameter 1600. To compare the model to the data, in the
benchmark model in period ¢, firm births are given by Ng; while the firm survival rate is (1 — G(zat))-
The model counterpart of market tightness in the data is ©r = v¢/ut. A * denotes a targeted second

moment.
Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis

FRED Database.
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F1cURE E8. CycLICAL FIRM AND LABOR MARKET DYNAMICS: LEADS AND LAGS WITH OUTPUT, DATA Vs.

BENCHMARK MODEL WITH ENDOGENOUS PERMANENT SEPARATIONS FROM TEMPORARY LAYOFF ONLY
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Note: The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death rate using data
from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian unemployment
rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-Unempl. Share is
the share of temporary layoffs in total unemployment. The data in this table spans the period 1992Q3-
2019Q3 (1992Q3 is the first available data point on establishment entry and exit dynamics) except for
vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series on vacancies. See
Appendix B.B1 for variable definitions, sources, and additional details. The cyclical component of each
series is obtained by using the logged series of each variable (when appropriate) and a Hodrick-Prescott
(HP) filter with smoothing parameter 1600. To compare the model to the data, in the benchmark model
in period t, firm births in are given by Ng; while the firm survival rate is (1 — G(zq¢)). The red square
marks a targeted second moment.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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Fi1cURE E9. IMPULSE RESPONSE FUNCTIONS TO A ONE-STANDARD-DEVIATION ADVERSE AGGREGATE PRO-

DUCTIVITY (Zt) SHOCK IN VERSION OF MODEL WITH ENDOGENOUS PERMANENT SEPARATIONS FROM TEM-

PORARY LAYOFF ONLY
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Note: The z axis denotes quarters after the shock. Unemployed searchers in period ¢ are given by
(1 — ft)st while total unemployment includes temporary layoffs n;; and is given by u¢ = (1 — ft)st + iz
Firm births and the firm survival rate in period ¢ are given by Ng; and (1 — G(zat)), respectively.
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E5.  Model with Endogenous Permanent Separations from Active Employment and
from Temporary Layoff

CHANGES TO BENCHMARK MODEL. — In what follows, we only describe the com-
ponents of the benchmark model that change when we introduce endogenous
permanent separations from both active employment and from temporary layoff.

In addition to obtaining savings a from placing active workers on temporary
layoff, incurring a fixed cost e associated with new vacancy creation, and incur-
ring a fixed cost ¢ to recall a worker on temporary layoff back to the firm, the
representative intermediate goods firm also incurs a cost o to maintain matches
with active workers and workers on temporary layoff. This cost is drawn from
an 4.7.d. distribution (o). Defining o0; as the endogenous threshold for the cost
o below which the intermediate goods firm maintains a match, the endogenous
probability with which a match (whether it is with an active worker or with a
worker on temporary layoff) survives is ¢,+ = Q(0¢) where ¢, +/00; > 0.

PERCEIVED EVOLUTION OF ACTIVE EMPLOYMENT, TEMPORARY LAYOFFS, AND VA-
CANCIES: INTERMEDIATE GooDS FIRM. — The perceived law of motion for active
workers is given by

(E3) Nat = (1 — qat)QotNat—1 + @reqotNit—1 + UGy,

which takes into account that, with endogenous probability 0 < g,x < 1 an ac-
tive worker remains matched with the firm (i.e., gy is the probability that the
match survives and is not permanently destroyed), with endogenous probability
Qat the firm’s active workers from last period move to temporary layoff, and with
endogenous probability ¢, workers that have thus far been on temporary lay-
off are recalled back to the firm (if the match with the firm survives permanent
destruction with endogenous probability gt ).

The perceived law of motion for the measure of workers on temporary layoff is

(E4) nit = (1 = @re)qotnit—1 + qatGotNat—1,
Finally, the evolution of total job vacancies is
(E5) v = (1= py)(1 — q—1)ve—1 + (1 = Got) Nat—1 + qatGotNat—1 + Vnt,

where we maintain the same baseline assumptions regarding the evolution of total
vacancies as those in the benchmark model.

INTERMEDIATE GooDS FIRM VALUE FuNncTioN. — With the above information in
mind, the value function for the intermediate goods firm is
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ay
tqotMat—1 </ adH(a))
0

J(nat—1, nit—1, ve-1, Zt) = maxr_ o ' ¢
{nat,nit,ve,@.,C 64,00 XiTit = GotMit—1

CdR(C)>

0

- (/jt on(o)) (Nt + n4t)

L +EE I (nat, nit, v, Zig)

where Z; 1|; is the stochastic discount factor between period ¢ and period t+1, ngt
is the measure of workers who participate in production—that is, the measure of
active workers—uv; denotes total job vacancies, and n; is the measure of workers
on temporary layoff—that is, the measure of inactive workers or simply workers
on temporary layoff. Each active worker in period ¢ generates real revenue mc; Zy,
where Z; denotes exogenous aggregate productivity and mc; is the real price of
intermediate goods, and receives a real wage w;. The term foe ‘ edF (e) represents
the total fixed cost associated with the general new-worker recruiting process,
and e; is the endogenous threshold for the fixed cost of new-worker recruiting.

Remember that the endogenous probability that a worker—whether active or
on temporary layoff—remains matched with the firm is g, so that (1 — gu) is
the endogenous probability of permanent separation from the firm. Moreover, gt
depends on the endogenous threshold for the resource cost below which the firm
chooses to keep a match, o;. Then, the total resource cost of maintaining a match

is (fogt on(o)) (nat + nit). Given o, the term gorngr—1 (foat adH(a)) represents
the total resource savings associated with placing surviving active workers on
temporary layoff, where the term f(;l *adH (a) already incorporates the probabil-

ity of placing a worker on temporary layoff, while the term gon;—1 ( fOCt CdR(¢ ))
represents the total resource cost associated with recalling surviving workers cur-

rently on temporary layoff back to the firm, where similarly the term fot CdR(()
already incorporates the probability that a worker on temporary layoff returns to
the firm.

Similar to Leduc and Liu (2020, 2023), given that new vacancies v, are subject
to a fixed cost e drawn from distribution F'(e) and that e; is the endogenous
threshold cost below which a firm posts a new vacancy, we can express new
vacancies as a function of e; by using the CDF of e evaluated at the threshold
€, that is, v,y = F(€;). Making use of this last expression and denoting the

Ct
Mmei ZgNar — WiNgt — YVt — / edF(e)
0
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multipliers on the firm’s perceived evolution of active employment ng:, workers
on temporary layoff n;, and total vacancies vy by piqs, ftit, and py, respectively,
we can write the value function of the intermediate goods firm inclusive of the

constraints it faces as:

&
MCt ZiNagt — Wilgr — YU — / edF(e)
0

at
+qotMat—1 (/ adH(a))
0

G

0

—XiMit — QotMit—1 ( CdR(C))

o
J(nat—1,nit—1,ve-1, Z¢) = mazx - (/ on(o)> (Mat + nit) ’
0

{nat,niveae,Croee,0t )
+E = eI 11 (Nat, Nit, ves Zit1)
+ Ut [th(l — Qat)Nat—1
VGt + QotQrtMit—1 — Nt
it [qot (1 — @re)Nit—1 + QotQatNat—1 — Nit]
+hot [[(1 = po) (1 — ge—1)ve—1]
| +1ae—1 ((1 = qot) + Qotqat) + F(€r) —vi] |

First, consider the envelope conditions:

OJs(Nat—1,Nit—1,Vt—1, Z at
t{nat lanZt 11 =1, 1) = qot (Mat(l — qat) + Mitat + / adH(a)> ot (1 — qot) + Gotqat)
at— 0

0J(Nat—1, Nit—1, Ve—1, Zt) G
Ongt—1

CdR(C)> :

= Qot <Nat%~t + pir (1 — qpe) —
0

and
O0J¢(nat—1,Mit—1,Ve—1, Zt)
Ovi—1
With these conditions in mind, the firm’s choices over active employment ng,
workers on temporary layoff n;;, and the endogenous thresholds ag, (¢, €;, and o
are

= ,UJvt(l - pv) (1 - qtfl) )

0J 1 (nat, nit, Ve, Zyg1)
3nat

Ot
mely — wy — / 0dQ(0) — ftat + Ei=i iy =0,
0
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011 (nat, Nt Ve, Zig1)
ong

Ot
—Xi — / 0dQ(0) — pit + ErEpipe =0
0

0 141 (nat, Mg, Ve, Zig1)

- E= —0,
Y+ Batq — Hot T LS o0,
8Qat~ 8Qat
GotNat—1 7= @t — MatGotMat—1 <=
6(% 6@15
0 0
+ Mz’tCJotnatﬂ@ + Mthotnath@ =0,
86Lt 8at
Oqrt ~ 0 0
—qotMit—1 T”Ct + MatQOtnit—I@ — MitQOtnit—I@ =0,
t t t
IACH OF ()
- — + A< = 0,
e, €t T Mot o,
and
a aqot Et a(101E
_ dH —= — Ny dR —
Matt ( | <a)> i ( " cano)) G
qot 0q
- 82;; ot (Nat + nit) + Mataigtt ((1 = gat)nat—1 + Gremit—1)
Jq dq
+Mz‘t87§; (qatnat—1 + (1 — gre)nig—1) — “UtTg (1 — gat) nat—1 = 0.

Defining py: = Jot, ttat = Jat, and i = Jj, and using the envelope conditions
derived above in t 4+ 1, we can then write the optimality conditions for ng:, ni,
and v; as

ot
Jat =merZy — wy — / 0dQ(0) + Ey {Ei11tqot+1 (1 — qat+1) Jars1 }
0

At41
(E6) + Et {Et+1|t [th+1 <Qat+1~]it+1 + / adH(a))] }
0

+ Et {Et_;’_llt ((1 - qot+1) + qot+1Qat+1) Jl)t+1} )

(E7) Jit =—xi — / 0dQ(0) + Ey {Evi1jtdot+1(1 = qreg1)Tirs1 }
0

[
+ By {Et+1|tQOt+1 (qrt+1Jat+1 - / CdR(O) } ;
0



VOL. VOL NO. ISSUE  TEMPORARY LAYOFFS AND AGGREGATE FLUCTUATIONS 55
and
(E8) Jot=—v+aqJa+ 1 —py)(1 —q)E; {Et+1|t']vt+1} )

and express the optimal thresholds a;, Et, and e; as

(E9) ar = (Jat — Jit — Jut) ,
(E10) G=Tat—Jat)
gt = JUt7

As was the case in the benchmark model, given the optimality condition €; = J,
it follows that we can write new vacancies as vy = F (&) = F (Jy ).
Finally, after rearranging terms, the optimal threshold 0; can be expressed as:

0p =
Nat + Nt

( Nit—1 )
Nat + Nit

(1= gat) (Jat — Jit — Toe) + /Oat adH(a)] <”at—1>

G
(E11) +

CdR(<)>

qrt (Jat - Jzt) - (
0

4, (natl + nitl) .

Nat + Nt

Note that in the absence of temporary layoffs, this expression collapses to o; =
(Jar — Jut) (ngi—1/mqr). That is, at the margin, the firm equates the marginal cost
of maintaining an active match, o, to the marginal benefit of a match, (Jqp — Jo¢)
and adjusted by the ratio of active employment between periods (given the fact
that the cost of maintaining a match in period ¢ is proportional to the measure
of active employment in that same period). The expression for o; is the presence
of temporary layoffs considers the weighted net marginal benefit of maintaining
a match (which can be an active match or a match on temporary layoff).

WAGE DETERMINATION. — The period-t real wage is given by
we = (W) (wie) 77,

where wy; is the period-t Nash-bargained real wage, w* is the Nash-bargained
real wage in the steady state, and parameter 0 < ,, < 1 governs the degree of
wage rigidity (see Sedlacek, 2020, for a similar specification). In turn, denoting
by 0 < n < 1 the worker’s bargaining power, the period-t Nash real wage wy; is
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implicitly given by

Wnt — Xu + By {Et+1|tqot+1 (1 = Gat+1 — fi41) <1ﬁ77> (Jat41 — Jvt+1)}

+ B {Eii11t90t-+19at+ 1 Wit1 } = <n?7> (Jat = Jwt)

1—
where
W = (wr — xu) + Et {Et+1|tQOt+1 (1 = Gat+1 — fit1) Wat+1}

+ B {Ei411t90t +19at+ 1 Wit 11}
and

Wit = Xi + B {Ze1p@ot41 (@re41 — fre1) Wars }

+ B {Zri1)Got11 (1= grer1) Wiz} -

SYMMETRIC EQUILIBRIUM AND MARKET CLEARING. — The aggregate resource con-

straint is given by

et
Kt:ct-F’th-FfEtNEt-i-faNtJr/ edF(e) + A,
0

where
¢ a
A== pmi [ GAR(Q) ~ (1= o [ adH(a)
0 0
o
- / 0dQ(0) (nat + nit) -
0
QUANTITATIVE REsuLTS. — We adopt the same baseline calibration targets as

those in the benchmark model. We assume that Q(o;) = (0¢/0)"°, where param-
eters 0,1, > 0. Similar to our baseline assumptions, we set 7, = 1. Noting that
qot = Q(o¢), we choose (o) = 0.90 as a first-moment target to calibrate 0. This
target implies a permanent job separation rate of 0.10, which is in line with the
average value adopted in the search and matching literature.

For the purposes of our quantitative experiments only, a stable equilibrium re-
quires that the resource cost of maintaining a given match (active or inactive),

foot 0dQ(0), be convex. This entails only minor modifications of the model’s equi-

librium conditions: instead of having foat 0dQ(0), the cost of maintaining a given
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~ o ~
match becomes ( foot on(o)) , where £, > 1. Then, the optimal choice over oy

becomes:

5 €01
3 ( /O od@<o>> 5 =

Nat + Nt

( Nit—1 >
Nat + Nit

(1= gat) (Jar — Jir — Juz) + /Oat adH(a)] ("t—l)

G
+ | art (Jat — Jit) — ( . CdR(C)>

+ I, <nat—1 + nit—l) 7
Nat + Nt

the values to the intermediate goods firm of having an active worker and a worker
on temporary layoff become:

&o
Ot
Jat =meiZy — wy — (/ OdQ(0)> + By {E1tGot+1 (1 — qat1) Jars1}
0

i1
(E12) + Ey {Et+1|t [th+1 <Qat+1Jit+1 + / adH(@)] }
0

+ E; {Et+1|t ((1 — q0t+1) + th+1Qat+1) Jvt—i—l} s

and

~ &o
Ot
(E13) Jit =—xi — (/ OdQ(0)> + Ei {Et+1|tQOt+1(1 - QTt—l-l)Jit—l-l}
0

Ei+1
+ E; {Et+1tqot+1 <QTt+1Jat+1 - /0 CdR(C)> } ;

and the resource constraint becomes:
et
}/t = C¢ + YU + fEtNEt + faNt + / €dF(€) -+ At,
0

where

5 a
A== pnic [ CARQ) = (1= s [ edT(a)
éo

_ </05t on(o)> (Nat + nit) -
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We then set &, to guarantee a stable equilibrium while matching the same calibra-
tion targets as those in the benchmark model and while guaranteeing procyclical
total vacancies.?

Table E4 shows a version of Table 4 in the main text where we assume that the
transition from temporary layoff to permanent separation is endogenous. Figure
E10 compares the lag-lead structure in the benchmark model and in the model
with endogenous permanent separations from temporary layoff to the data. Fig-
ure E11 shows the counterpart of Figure 4 in the main text for the model with
endogenous permanent separations. Finally, Figure E12 shows the counterpart
of Figure 6 in the main text for the models with under endogenous permanent
separations.

2Given the presence of fixed costs of new vacancy creation in the model, a high value of &, can
generate countercyclical total vacancies as the expansion in vacancies needed to accommodate the rise
in the measure of workers placed on temporary layoff becomes strongly countercyclical and offsets the
decline in new vacancies. Our calibration of &, guarantees that total vacancies remain procyclical, albeit
less so than in the data.
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TABLE E4—CYCLICAL FIRM AND LABOR MARKET DYNAMICS: DATA VS. BENCHMARK MODEL AND MODEL

WITH ENDOGENOUS PERMANENT SEPARATIONS FROM ACTIVE EMPLOYMENT AND FROM TEMPORARY LAY-

OFF
Relative Standard Deviation
Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market
Births  Surv. Rate Rate Layoffs (TL) Share Tightness
Data 3.37 0.13 11.34 9.20 6.60 11.87 23.26
Benchmark 2.80 0.70 6.77 5.66 6.45 3.56 10.22
End. Per. Sep. 2.97 0.68 7.80 7.04 8.85 0.76 7.66
Contemporaneous Correlation with Output
Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market
Births ~ Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.561 0.152 —0.834 -0.792 0.259 0.883 0.899
Benchmark 0.561* 0.222 —0.904 —0.786 0.259%* 0.989 0.943
End. Per. Sep. 0.561%* 0.211 —0.896 —0.667 0.259% 0.219 0.935
First-Order Autocorrelation
Firm Firm Unempl. Temp. TL-Unempl. Vacancies Market
Births  Surv. Rate Rate Layoffs (TL) Share Tightness
Data 0.381 0.489 0.943 0.769 0.654 0.914 0.934
Benchmark 0.762 0.328 0.954 0.883 0.947 0.922 0.946
End. Per. Sep. 0.774 0.343 0.958 0.898 0.956 0.817 0.950

Note: The relative standard deviation is the standard deviation of a variable relative to the standard
deviation of real GDP. The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death
rate using data from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian
unemployment rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-
Unempl. Share is the share of temporary layoffs in total unemployment. The data in this table spans
the period 1992Q3-2019Q3 (1992Q3 is the first available data point on establishment entry and exit
dynamics) except for vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series
on vacancies. See Appendix B.B1 for variable definitions, sources, and additional details. The cyclical
component of each series is obtained by using the logged series of each variable (when appropriate) and a
Hodrick-Prescott (HP) filter with smoothing parameter 1600. To compare the model to the data, in the
benchmark model in period ¢, firm births are given by Ng; while the firm survival rate is (1 — G(zat))-
The model counterpart of market tightness in the data is ©r = v¢/ut. A * denotes a targeted second
g'looﬂgcp:t' BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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FicUureE E10. CycLICAL FIRM AND LABOR MARKET DYNAMICS: LEADS AND LAGS WITH OUTPUT, DATA
vS. BENCHMARK MODEL WITH ENDOGENOUS PERMANENT SEPARATIONS FROM ACTIVE EMPLOYMENT AND

FROM TEMPORARY LAYOFF
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Note: The firm survival rate (Firm Surv. Rate) is computed as 1 minus the firm death rate using data
from the BLS Business Employment Dynamics database. Unempl. Rate is the civilian unemployment
rate, Temp. Layoffs (TL) is the number of individuals on temporary layoff, and the TL-Unempl. Share is
the share of temporary layoffs in total unemployment. The data in this table spans the period 1992Q3-
2019Q3 (1992Q3 is the first available data point on establishment entry and exit dynamics) except for
vacancies and market tightness, which span 2001Q1-2019Q3 due to the time series on vacancies. See
Appendix B.B1 for variable definitions, sources, and additional details. The cyclical component of each
series is obtained by using the logged series of each variable (when appropriate) and a Hodrick-Prescott
(HP) filter with smoothing parameter 1600. To compare the model to the data, in the benchmark model
in period ¢, firm births in are given by Ng; while the firm survival rate is (1 — G(zaqt)). The red square
marks a targeted second moment.

Source: BLS Business Employment Dynamics, U.S. Census Quarterly Workforce Indicators, Saint Louis
FRED Database.
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FicUurRE E11. IMPULSE RESPONSE FUNCTIONS TO A ONE-STANDARD-DEVIATION ADVERSE AGGREGATE
PRODUCTIVITY (Z;) SHOCK IN VERSION OF MODEL WITH ENDOGENOUS PERMANENT SEPARATIONS FROM
AcCTIVE EMPLOYMENT AND FROM TEMPORARY LAYOFF
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Note: The x axis denotes quarters after the shock. Unemployed searchers in period ¢ are given by
(1 — ft)st while total unemployment includes temporary layoffs n;; and is given by us = (1 — fi)s¢ + ¢
Firm births and the firm survival rate in period ¢ are given by Ng; and (1 — G(zat)), respectively.
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FIGURE E12. DIFFERENCES BETWEEN IMPULSE RESPONSES TO IDENTICAL ONE-STANDARD-DEVIATION AD-
VERSE AGGREGATE PRODUCTIVITY (Z;) SHOCK IN MODEL WITH COUNTERCYCLICAL TEMPORARY LAYOFFS
AND IN MODEL WITH ACYCLICAL TEMPORARY LAYOFFS—OUTPUT, UNEMPLOYMENT, FIRMS, AND FIRM
SURVIVAL IN BENCHMARK MODEL vs. EXOGENOUS FIRM ExiT vs. No FirM ENTRY OR EXIT, MODELS
WITH ENDOGENOUS PERMANENT SEPARATIONS FROM ACTIVE EMPLOYMENT AND FROM TEMPORARY LAY-
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Note: The z axis denotes quarters after the shock and the y axis shows the percentage-point difference
(Perc.-Pt. Diff.) between the impulse response of a variable under countercyclical temporary layoffs and
the impulse response of the same variable under acyclical temporary layoffs, where TL denotes temporary
layoffs. The model with exogenous firm exit assumes that the firm survival rate (1 — G(zqt)) = (1 —6)
where 0 < § < 1 is a parameter chosen to match the average firm survival rate in the data. The
model without firm entry or exit has the same steady state as the benchmark model but N, Ng, and
zq remain fixed at their steady state values. The blue bars show the above-mentioned percentage-
point differences between impulse responses in the benchmark model, the orange bars show the above-
mentioned percentage-point differences between impulse responses in the model with exogenous firm exit,
and the green bars show the above-mentioned percentage-point differences between impulse responses in
the model with no firm entry or exit.



