
Author’s Accepted Manuscript

Employment and Firm Heterogeneity, Capital
Allocation, and Countercyclical Labor Market
Policies

Brendan Epstein, Alan Finkelstein Shapiro

PII: S0304-3878(17)30016-0
DOI: http://dx.doi.org/10.1016/j.jdeveco.2017.02.006
Reference: DEVEC2135

To appear in: Journal of Development Economics

Received date: 11 December 2014
Revised date: 13 November 2016
Accepted date: 27 February 2017

Cite this article as: Brendan Epstein and Alan Finkelstein Shapiro, Employment
and Firm Heterogeneity, Capital Allocation, and Countercyclical Labor Market
P o l i c i e s , Journal of Development Economics,
http://dx.doi.org/10.1016/j.jdeveco.2017.02.006

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 galley proof before it is published in its final citable 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.

www.elsevier.com

http://www.elsevier.com
http://dx.doi.org/10.1016/j.jdeveco.2017.02.006
http://dx.doi.org/10.1016/j.jdeveco.2017.02.006


Employment and Firm Heterogeneity, Capital
Allocation, and Countercyclical Labor Market Policies∗

Brendan Epstein† Alan Finkelstein Shapiro‡

March 2, 2017

Abstract

Developing and emerging economies have large employment shares in micro and
small firms, which are characterized by limited access to formal financing and high
reliance on input credit. These economies implemented a host of countercyclical la-
bor market policies amid the Global Financial Crisis (GFC), but labor market data
limitations prevent detailed empirical assessments of the effectiveness of these policies.
We develop a business cycle model with frictional labor markets consistent with the
employment and firm structure of these economies and assess the aggregate impact of
key countercyclical labor market policies implemented amid the GFC. Improving job
intermediation for large firms is particularly effective in aiding recoveries. Policies tar-
geting smaller firms yield limited aggregate benefits. Differences in labor productivity
and sectoral contribution to employment and output across firm categories are key in
explaining the response to policy.
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