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Labor mobility is the �exibility of workers to walk away from an industry in response to better
opportunities. I develop a model in which labor �ows make bad times worse for shareholders who
are left with capital that is less productive. The model shows that �rms face greater operating
leverage by providing �exibility to mobile workers. I construct an empirical measure of labor
mobility consistent with the model and document an economically signi�cant cross-sectional
relation between mobility, operating leverage, and stock returns. I �nd that �rms in mobile
industries earn returns over 5% higher than those in less mobile industries.
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