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Summary

e Japanese policy reform to cut local public-
sector wages

« Triple-difference and event study strategies

 Wage spillover elasticity = 0.3 for young private-

sector wage
o Larger if the public sector is a more significant option
o Smaller if a sector iIs more unionized

 More out-migration of young workers

 Good idea, careful execution, convincing results
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Regional wage gaps

Context
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Context: Public wage reform

| Before | —> | After |

{Salary level at prefecture A} {Salary level at Tokyo) {Salary level at prefecture A} {Salary level at Tokyo)

riticism that "public
employee salaries are

higher than those of
local firms."

More accurately
reflects local

Current Regional -
firms' salaries.

allowance
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New Regional
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Current salary levels
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for public workers

New salary levels
for public workers
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Comment 1: Public > Private

« Public wages have been higher than private
ones
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1-1 Bargaining model may not be relevant

Assuming the Nash bargaining, the private-sector wage solves max (y — Wprivate)” (Wprivate —

Wprivate

AW public) 1= where y € (0, 1) represents the bargaining power of the firm. The solution defines

« Noty>w private >w_public
Buty >w priv_high >w_public >w_priv_low

 Low-wage jobs should not be affected
0 Subsamples
o Quantile regressions

O - T
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Comment 2: Local disparities

20054 201 14F 20194F

The impact of the
public wage reform
— should be

magata, .
Shimane, concentrated in

Hokkaido,
-3.5 ~-3.0

B Akita, several prefectures.
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Comment 3: Wages are partial

 Current wage Is one of many

aspects of human capital

» Tenure length
=  Growth opportunity
» Risk (covariance with SDF)

o Cf. Current dividends do not
represent share value

 Risk-adjusted PV of LT income
- More comprehensive measure?
- Rationing/pecking order model if
public jobs dominate private jobs?
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 The paper primarily concerns the direct effect

o The bargaining model

o0 Municipality-level triple-diff

o0 A focus on substitutable industries

o0 Except for spillover to neighboring municipalities (S6)
 The estimated effects include these indirect/GE

effects

o Fiscal tightening - negative shock to goods demand
o Indirect inter-industry reallocation of labor

-> Interpretation of the estimates
- More structural way to disentangle these?
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Comment 5: Response of firms

« Wage = MPL
 EXogenous cost reduction -
o More production
o0 Factor substitution (less capital intensity)

O Increased profits
o Entries

 These effects will be attenuated by the fiscal
multiplier

 Checking these may give you a more
comprehensive idea about GE effects.
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Comment 6: Non-wage effects?
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Did the private sector
hire more educated and
skilled labor after the
change?

Professional and technical occupations

Clerical worker
Sales

Production process and labor workers
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6-2 Non-wage effects?

Data from the Programme for the International Assessment of Adult Competencies
Red = Public; Blue= Private

Quantitative ability and utilization of reading ability positively affect public wage.

Cognitive Ability (Male) Utilization of Cognitive Ability (Male)
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Did the private sector hire more capable labor?
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Comment 7: Capitalization

o Capitalized in real estate value?

 The effect of an exogenous “cap” on public
wages should be capitalized into housing value.

 (Can you estimate its magnitude?
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Conclusion

o Careful analysis of an important issue

e Suggestions
o Alternative framework

o Additional analysis

* Dy private wage level

= by region

* using a more comprehensive measure of human capital

= of indirect/GE effects

» of the response of firms (profits, scale, capital intensity, entry)
= of non-wage effects

= of capitalized value

* Looking forward to publication
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