Appendix

Equilibrium System

Households:

Euler equation:

(") = BB [(1+ i) [efyu/ (i) + e (6fy) + ueaw (cfyy) + (1= L)t ()] ]

(1)

Constraints:
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Employment accumulation:
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with searchers sy given by:
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Participation condition:
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Asset market equilibrium:
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Firms:
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Optimal hiring:
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Dividends definition:
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Desired sector-specific price:
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Sector-specific and aggregate prices:
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Output:
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where Y;” is defined as:
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Price dispersion:
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Government

Government budget constraint:
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Unemployment Insurance:
= 0.5 %W, + ey
Taylor rule:
1 iy = (14 7)(—ybes
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Labor Market:

Job finding rate:

ot = aﬁl(v—i)l’o‘, forx e {H, L}
t
Job filling rate:
v x U;:E —«
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Wages:

Bargained wage:
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Shocks:

Productivity:

log(z) = (1 — p2)log(2) + p:log(zi-1) + 0:€24

Separation:

log(py) = (1 — py)log(p*) + pylog(pi_y) + Ope€pey, for x € {H, L}
Borrowing:

by = (1= pp)(b) + pubi—1 + oveny

Monetary policy:
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