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Abstract

The purpose of this paper is to investigate the effect of firm credit constraint
on unemployment in a dynamic stochastic general equilibrium model within
the 1996-2017 period. In this study, the financial friction occurs through the
existence of incomplete contracts in the market. In this model, the limitation
of borrowing for the firm is in relation to the stock of capital, which leads to
a very slow response of the labor market to productivity momentum. A
characteristic of this pattern is that, in every period, employment (or
unemployment) comes from the conditions that prevail the labor market. In
each period, the number of people recruited depends on job opportunities
created by businesses and the number of the unemployed. In this case, if the
number of job opportunities is low or the number of the unemployment is
high, voluntary unemployment emerges, which is more compatible with the
Iranian economy. The results show that the credit impulse caused by the
firm's limitation in the financing of investment in the country increases
unemployment. The results also indicate that the limitation of firm credit in
the borrowing process leads to a decrease in job capacities and the
probability of finding jobs in the market.

Keywords: Credit constraint, Employment, Job capacity, Financial friction,
Dynamic stochastic general equilibrium model (DSGE).
JEL Classification: E51, E24, P34, C61.

1- Associate Professor, Department of Economics, Mofid University
2-Ph.D. Student, Department of Economics, Mofid University
Email: n.birjandi@yahoo.com





