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Motivation 

 Cecchetti and Kharroubi (2012, 2015) brought two pieces of 
evidence:  
 
 Financial booms are detrimental to productivity growth: 

Higher private credit to GDP growth associated with lower 
productivity growth. 

 
 Within manufacturing, low tangibility/R&D intensive sectors 

suffer disproportionately more during financial booms. 
 

 This suggests the adverse real effects of financial booms are 
related to reallocations going wrong.  
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Motivation 

 First, we test whether the negative effect of financial booms on 
productivity relates to labor reallocations 
 

 We find evidence that  during periods of  
 low credit growth, labor is reallocated towards higher 

productivity gains sectors 
 

 high credit growth, labor is reallocated towards lower 
productivity gains sectors 
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Motivation 

 Second, we test the hypothesis that past labor reallocations 
affect the subsequent productivity dynamics:  
 

 We find evidence that following 
 Normal recessions, reallocations towards lower prod. gains 

sectors have a negative but small effect on the path of 
subsequent productivity 

 
 Financial crises recessions, reallocations towards lower 

prod. gains sectors have a negative, large and long-
lasting effect 
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First Part: 
Methodology 
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Labor reallocation contribution to productivity growth: 
An example 

 Consider 1 economy, 2 equal size sectors A & B, 3 scenarios: 
1. Productivity grows faster in B; Employment grows faster in A 
2. Productivity grows faster in B; Employment grows eq. in A and B 
3. Productivity grows faster in B; Employment grows faster in B 

 
 
 
 

Productivity 
growth (%) 

Employment
growth (%) 

output growth 
(%) 

Emp/Prod 
correlation 

Scenario/Sector A B A B A B TOT A and B 

1 -10 +10 +10 -10 -1 -1 -1 -1 

2 -10 +10 0 0 -10 +10 0 0 

3 -10 +10 -10 +10 -19 +21 +1 +1 
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Our approach 

 Total output is the sum of sectoral output: 𝑦𝑦 = ∑𝑦𝑦𝑠𝑠 , 𝑦𝑦𝑠𝑠�  is the 
simple average for 𝑦𝑦𝑠𝑠 and 𝛼𝛼𝑦𝑦,𝑠𝑠 sector s relative output size. 
 

 Total employment is the sum of sectoral employment: 𝑛𝑛 = ∑𝑛𝑛𝑠𝑠, 
𝑛𝑛𝑠𝑠  is the simple average for 𝑛𝑛𝑠𝑠  and 𝛼𝛼𝑛𝑛,𝑠𝑠  sector s relative 
employment size. 
 

 Labor productivity growth then writes as the sum of 2 terms: 
 

 Labor productivity growth writes as sum of 2 terms: 
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Second Part: 
What drives labor 

reallocation? 
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Data 

 We build a dataset with: 
 1 digit sector-level data: output, employment, prices (STAN, 

KLEMS, GGDC, EUROSTAT) 
 macro data: real, financial and policy (STAN, KLEMS, BIS, EO) 

 
 Main requirement: sector-level data should provide a partition 

of the economy, i.e. allow to replicate the country-level data 
 

 dataset covers advanced economies; 20+ countries, starting in 
1980. 
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What drives the pdty/credit growth relationship ? 

 
 
 
 
 
 
 
 
 

  

 
 
 
 
 
 
 

 Credit to GDP growth is associated with lower allocation 
component, but unrelated to common component 
 

 + 3 pp credit to GDP growth = -0.15 pp allocation component 
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Credit booms and productivity growth: controlling for 
alternative factors 

 
 
 
 
 
 
 
 
 

 
 Estimated coefficients for allocation component very similar 
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Third Part: 
What are the implications 

of labor reallocations? 
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Methodology 

 We build on Jorda, Schularick and Taylor (JMCB, 2013) 
 

1. Identify turning points in real GDP to working population for 
advanced economies since 1970. 

2. Based on the panel of countries/turning points, estimate a set 
of regressions using  
1. as a dependent variable, productivity growth at different 

horizons after the turning point 
2. as explanatory variables, the allocation and the common 

components prior to the turning point. 
3.  Condition these estimates on the occurrence of a financial 

crisis 
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Empirical specification 

 We start estimating for each horizon h=1;2;…;8, a fixed effect 
regression: 

𝑦𝑦𝑖𝑖,𝑡𝑡+ℎ 𝑛𝑛𝑖𝑖,𝑡𝑡+ℎ⁄
𝑦𝑦𝑖𝑖,𝑡𝑡 𝑛𝑛𝑖𝑖,𝑡𝑡⁄ = 𝛼𝛼𝑖𝑖,ℎ + 𝛽𝛽ℎ𝑋𝑋𝑖𝑖,𝑡𝑡 + 𝜃𝜃ℎ 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑖𝑖,𝑡𝑡 + 𝜇𝜇ℎ 𝐶𝐶𝐶𝐶𝐶𝐶 𝑖𝑖,𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡+ℎ 

 
 The common and the allocation components are computed as: 

𝑦𝑦𝑖𝑖,𝑡𝑡 𝑛𝑛𝑖𝑖,𝑡𝑡⁄
𝑦𝑦𝑖𝑖,𝑡𝑡−3 𝑛𝑛𝑖𝑖,𝑡𝑡−3⁄ = 𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑖𝑖,𝑡𝑡 + 𝐶𝐶𝐶𝐶𝐶𝐶 𝑖𝑖,𝑡𝑡  

 
 We allow the estimated parameters (β,θ,µ)h to differ according 

to the occurrence of a financial crisis. 
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Labor reallocation and subsequent productivity. 

 
 
 
 
 
 

 The allocation component has a significant positive effect only 
following FC recessions. 
 

 Following FC recessions, the source of past productivity growth 
matters 
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Simulating the productivity path conditional on 
reallocations and financial crises. 

 
 
 
 
 
 
 
 
 

 - 1pp in allocation = -10pp productivity growth after 5 years 
following FC recessions. 
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Last Part: 
Take-aways and policy 

implications 
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Take-aways 

 35-40% of aggregate productivity growth comes from labor 
reallocation across sectors. 
 
 

 Stronger credit to GDP growth is associated with stronger labor 
reallocation into low productivity gain sectors. 
 
 

 Labor reallocation into low productivity gain sectors has a large 
and long-lasting negative effect on the path of subsequent 
aggregate productivity when a financial crisis hits. 
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Policy implications 

 The secular stagnation debate:  
 

 Summers (2014). […] growth was adequate perhaps even good during the 
2003-2007 period. [But] It would not be right to say either that growth was 
spectacular or that the economy was overheating […]. And yet this was the 
time of vast erosion of credit standards, the biggest housing bubble in a 
century, the emergence of substantial budget deficits and what many 
criticize as lax monetary and regulatory policies. Imagine that US credit 
standards had been maintained, that housing had not turned into a bubble 
and that fiscal and monetary policy had not been simulative. In all 
likelihood output growth would have been manifestly inadequate […]. 
 

 Growth was not spectacular over 2003-07, but this was so because 
of the credit boom and the reallocations it created (negative 
supply effect) not in spite of it (positive demand shock). 
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Policy implications 

 The secular stagnation debate:  
 

 Summers (2014). […] US economic growth has averaged only 2% over the 
last 5 years [2009-2014] despite having started from highly depressed 
state. In a similar vein, credit spreads in Europe have come way down and 
fears of the dissolution of the Eurozone have been sidelined, yet growth 
has been glacial over the past several years and is not expected to rapidly 
accelerate. […], these patterns should be surprising. If a financial crisis 
represents a kind of power failure one would expect growth to accelerate 
after its resolution as those who could not express demand because of a 
lack of credit were enabled to do so. 
 

 The long-lasting effect of labour reallocations on the productivity 
path after a financial crisis can account for the L-shaped pattern in 
output following the great recession. 
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Current conclusions and questions ahead 

 
 Empirical evidence:  

 Financial booms detrimental to productivity growth, partly 
because labor reallocation is a drag on growth 

 Past labor reallocation have significant effect on productivity 
path following financial crises 

 
 

 Main questions yet to be investigated: 
 Any sector accounting for the bulk of the drag? 
 Labor vs. capital reallocation 
 The role of policy 
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