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Abstract

The origins of unemployment fluctuations are still controversial among
macroeconomists. This paper contributes to this debate by disentangling la-
bor market and financial shocks in an estimated unemployment DSGE model
by Gali, Smets, and Wouters (2012) augmented with the financial accelerator
mechanism & la Bernanke, Gertler, and Gilchrist (1999).

We argue that the answer is financial shocks, but it is the interaction of
contractionary shifts of both aggregate demand and supply that account for
the slow recovery. Our findings imply the irrelevance of labor market dis-
turbances as the key factor underlying unemployment and the output gap
fluctuations during and after the crisis.
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