Essays on the Labor Force
and Aggregate Fluctuations

A Dissertation Presented
by

Steven Lugauer

In Partial Fulfillment
of the Requirements for the Degree
Doctor of Philosophy in Economics

Tepper School of Business
Carnegie Mellon University
May 2008



TABLE OF CONTENTS

ACKNOWLEDGEMENTS ... ... ... ... ... ... ..... v

I DEMOGRAPHIC CHANGE AND THE GREAT MODERATION
IN AN OVERLAPPING GENERATIONS MODEL WITH MATCH-

ING FRICTIONS . .. .. . i e e 1
11 Introduction . ... .. ... . . . ... e 2
1.2 Youth Share and Cyclical Volatility Data . . . ... ... ... ... 5
1.3 Labor Marvket Model . .. ... . ... .. .. .. ... ... ..., 7
131 Firms . . o0 v s e e e e e e e e e 7
132 Workers ... .« e e 9
1.3.3 Stocksof Workersby Age . . . . . . . ... .. . ... ... 10
1.3.4 Matching Function and Equilibrium . ... ... .. ... .. 11
1.3.5 [mpact of a Productivity Shock . . .. ............ 12

14 Parameter Values . ... ... .. ... .. ....... .. ..... 1

1.5 Quantitative Results. . . . . . . . . ... . . L. 16
1.5.1 SteadyState . . ......... T 16
1.5.2 Business Cycles with Variable Youth Share . .. .. .. ... 17

1.6 DiScussion . . ... ... e e e e 19
1.6.1 Wages . oo e e e e e e e e 19
1.6.2 On-the-JobSearch . .. . ... ... ... .. .......... 20

1.6.3 Labor Market Mechanisin . . . . . . .............. 21

1.7 Conclusion . . . .. ... i i e e 22



II THE SUPPLY OF SKILLS IN THE LABOR FORCE AND AG-

GREGATE OUTPUT VOLATILITY . .. . ... ........ ..

21
2.2
23

24

25

26

2.7
2.8

IroduCtion . . . . v e e e e e
Related Literature . . . . . . .. oo oo
One-Period Model . . . . . . .. e
231 Model Environment . . .. .. .o oo
232 Equilibria. . . ... oo o
2.3.3  OQutput and Labor’s Extensive Margin . . . . ... ... ...
Multi-Period Model

2.4.1  Model Environment

2.4.2 Pooling and Scparating Equilibria . . . ... ... ...
2.4.3 Dynamic Skill Condition

Quantitative Results

2.5.1 Parameter Values

28.2 Results o o0 oo o e
2.5.3 Alternative Parameter Values . . . . . . ... ..o
Discussion

2.6.1 Static Implications. .. . . .. . . ... L

2.6.2 Busiuess Cycle Implications

Conclusion . . . . . . . ... ..

Appendix o Chapter 2

2.8.1  Proposition 1 and the Skill Condition

2.8.2  Firm Profits in the One-Period Model

2.8.3  Solution to the Pooling Equilibrium

2.8.4 Solution to the Scparating Equilibrium

vi

23



—

III THE EFFECT OF HOUSEHOLD APPLIANCES ON FEMALE
LABOR FORCE PARTICIPATION: EVIDENCE FROM MICRO

DATA . . . . e e e
31 Imtroduction . ... ... . . . @ . e
3.2 Model and Identification Strategy . . . .. ... ... ...
321 ASimpleModel . ... ... ...
3.2.2 Discussion of the Identification Strategy . . . . . . . . .. ..
3.3 Data
34 Results . . . ... e e e
341 OLSEstimates. . . . . . . 0 vttt e e
3.4.2 1V Estimates and Main Results
3.5 Alternative Specifications and Robustness Checks .. . . . . . ...
3.5.1 Falsification Exercises . . . . . .. .. ... ... L.
3.5.2 Changing School Enrollment and Marriage Selection . . . . .
3.5.3 Incorporating Data on Dishwashers .
3.5.4 Alternative Qutcome Variables . . . ........ .. ...,
36 Conclusion . . ... ... .. i i e e
BIBLIOGRAPHY . . . .. ... e

TABLES AND FIGURES

vii



