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Search theory redefines the notion of market as random encounters of
individuals similar to small particles in the air. While search theory successfully models trading
frictions that exist in the market transactions in the real world, this modeling strategy has its
own limitation. Namely, each transaction is made by a pair of individuals, ruling out a firm with
many employees. The main contribution of this research is to develop a framework that possesses both
search frictions and the notion of firm size. As an application of the framework, this research

developed a model of labor adjustment over the business cycle.
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