
Accepted Manuscript

Labor force participation, interest rate shocks, and unemployment dynamics in
emerging economies

Alan Finkelstein Shapiro

PII: S0304-3878(18)30279-7

DOI: 10.1016/j.jdeveco.2018.03.003

Reference: DEVEC 2213

To appear in: Journal of Development Economics

Received Date: 17 March 2017

Revised Date: 30 January 2018

Accepted Date: 21 March 2018

Please cite this article as: Shapiro, A.F., Labor force participation, interest rate shocks, and
unemployment dynamics in emerging economies, Journal of Development Economics (2018), doi:
10.1016/j.jdeveco.2018.03.003.

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to
our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and all
legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.jdeveco.2018.03.003


M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

Labor Force Participation, Interest Rate Shocks, and
Unemployment Dynamics in Emerging Economies∗

Alan Finkelstein Shapiro†

Tufts University

March 22, 2018

Abstract

Emerging economies (EMEs) have highly volatile unemployment and real wages.
Standard models with interest rate shocks can generate higher unemployment volatil-
ity, but still fall quantitatively short of matching the empirical volatility of unem-
ployment. A small open economy search model with endogenous participation and
self-employment—a feature of EMEs—generates 90 percent of the volatility of un-
employment in the data, highly volatile wages, and quantitatively-consistent cyclical
aggregate dynamics amid productivity and interest rate shocks of plausible magnitudes.
Endogenous participation amplifies shocks and plays a critical role in overcoming a key
limitation of standard search models for EMEs.
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