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1 Historical Origins

• The origin of search goes back to Stigler (1961) in the 50s when he noted the existence of price differential for
identical cars in the suburbs of Chicago.

Figure 1: The Phelps Book

– Consumers were “ searching” for a low price

– In same way or another, this search process was linked to imperfect and limited information.

– These search ideas were not necessarily linked to the labor market.

– Stigler won the Nobel price in 1982

– His micro textbook ”price theory” is probably the best book for understanding economics and with many
references to great economist of the 20th century.
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• In the macro labor literature, in the late 60’s in the presidential address to the American Economic Association,
Milton Friedman introduced the concept of the Natural Rate of Unemployment

Figure 2: Milton Friedman

• The presidential address

Figure 3: Milton Friedman

• The defintion of NRU

Figure 4: Milton Friedman

– The concept of the NRU was well defined but completely postulated without any micro-foundation.

– In the subsequent years a vibrant research on the microfoundation of the NRU
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2 60s and 70s: One Sided Search

• 1968: Phelps book (Phelps (1970) on Microfoundation of NRU. Different chapters with different approaches

Figure 5: The Phelps Book

– Young and Radical economists laid out the foundation of macro labor for the subsequent 50 years.

Figure 6: Youth Radical Scholars in Tthe 70s

– A young scholar Dale Mortensen wrote a chapter in the Phelps book on the Search theory as a way to
derive a micro-founded NRU, with real rigidities (as opposed to nominal rigidities)

• Incidentally, Phelps got the Nobel prize in for Economics in 2008.

• Models were mainly 1 sided search with focus on worker behaviour.

• McCall (1970) model, partial equilibrium search is the key contribution of microfoundation of NRU using search
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3 80s and 90s: Towards Equilibrium Unemployment Theory

• Two key brand of the macro research literature are important for obtaining a key model of SAM

1. Macro research with Microfounded Frictions

– 1982: Coconut Economy by Peter Diamond, probably the first to apply the matching function in a
simple macro economy (matching with increasing returns to scale) and obtains multiple equilibria.

– The Coconut Paper Diamond (1982b)

Figure 7: Introduction of the Matching Function

– Many issues were still open to arrive to a coherent model.

∗ How do you determine wages in SAM Models? Dale Mortensen mentions ”wage indeterminacy”

∗ Diamond Diamond (1982b) and Diamond (1982a) proposes NASH Bargaining as a natural way
to solve for wage indeterminacy
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2. Rational Expectations Models with Saddle path

– 1985: Chris Pissarides, the behaviour of wages, vacancy and unemployment in a matching environment
with Rational Expectations. Pissarides (1985)

– The 1985 AER paper

14/09/24, 10:24Short-Run Equilibrium Dynamics of Unemployment, Vacancies, and Real Wages on JSTOR

Page 2 of 4https://www.jstor.org/stable/1821347

Figure 8: The 1985 AER paper
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4 90s: Macro Labor General Equilibrium Theory

4.1 Macro Matching

– 1991: First edition of the Pissarides Book: Equilibrium Unemployment Theory. It is mainly job creation

– 1994: Mortensen-Pissarides. Job Creation and Job Destruction in the Theory of Unemployment. Mortensen
and Pissarides (1994)

– 2000: 2nd edition of the Pissarides Book. Pissarides (2000)

• The first edition in 1990

Figure 9: Introduction of the Matching Function

• The second edition in 2000

Figure 10: Introduction of the Matching Function
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4.2 Wage Dispersion and on the Job Search

– 1998 Burdett Mortensen. Obtain equilibrium wage dispersion with homogeneous workers when on the job
search is present

– Models with endogenous on the job search (e.g. Pissarides 1994)

• The Coconut Paper Diamond (1982b)

16/09/24, 09:42Wage Differentials, Employer Size, and Unemployment on JSTOR

Page 2 of 5https://www.jstor.org/stable/2527292

Figure 11: Endogenous Wage Distribution
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5 Radical Ideas Become Mainstream

• Nobel Prize in Economics to DMP

– Peter Diamond (D)

– Dale Mortensen (M)

– Christopher Albert Pissarides (P)

Figure 12: Introduction of the Matching Function
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6 Other Key Contributions in the path toward mainstream

• Directed Search and Competitive Search Equilibrium

– Espen Moen (1998)

– Robert Shimer (1996)

• Search and Money and Monetary Economics

– Randall Wirhgt

• Daron Acemoglu Contribution to SAM

– SAM and wage inequality

– Distribution of Jobs (good versus bad jobs)

– Role of training and schooling

• Business Cycle properties

– Shimer (2005). Business Cycle properties of the DMP model.

– Shimer Critique

• Beyond LAbor

– SAM Models applied to finance

– Wassmer and Weil (2005)

• THe role of institutions and European Unemployment

– Eurosclerosis

– Fixed term contracts
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7 Current Research in SAM

• Technical Search

– Technical Search ‘Almost theory” and very technical and theory oriented

• Empirical Search and structural estimation of search models

– Administrative and micro data to estimate models

• Search Models applied to issues beyond the labor market.

– SIR Models and epydemiologic research around covid
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