#1: RibfEE

E¥ N T Mean (s.D.) Min Max

e e = )

1FEHKE (B 652 68-90 17.35  (4.50) 8.59 28. 92

AERIRETEWRE B 652 68-90 27.38 (7.00) 13.67 44. 97
_2BE - 1,108 _ 57-90 _ 23.93  (1.78)  _9.27  45.32_

R A M AL 2)

4EHIRE (%) 652 68-90 14.36  (4.92) 4.87 28.89 -

YEHKRFE+EERE (B 652 68-90 22.70  (7.76) 7.63 41.47
ARE (W_ o 1,063 _59-90  18.15__ (9.19) _. 3.65 _ 41.69
EEARBIE

ARFE 1,108 57-90 6.92  (2.22) 0 10

HRERBROERY I— (1 ~ yes) 1,108 57-90 0.010  (0.099) 0 1

EEOERELI— (1 - yes) 1,108 57-90 0.053  (0.225) 0 1

E NIV TINAFA R, TEAREBCRWEY I ETT,

1) TR2SESE (HHE) | 3, FHEFRIIBTIUBEEORFSEFERE, MFOREFEK
EEEFRCRLELODELTEHRSNS,
2) [REpEESE (MR | 3, EBERFRCRT 34 EEECRFEEFER Y, SEMOTER
BREEHTRLELDELTERINS,
#2: AUBRABRHELEERE (N Fv—7)
EELES S RE FE
ERER Coef. (S.E.) Coef. (S.E.) N T R?

4K ABEBER 0.0315 (0. 3445) -0. 0258 (0. 3357) 652  68-90  0.7805
(@ E) HRERBOER 4.2416 (4. 4950) 3. 2659 (4.2017)
_ __  _m#oEm_ __ 3.9512 _(1.7790) * - 3.9164 _ (1.8300) *  __  __  __  __
IR+EKR ABRBEH 0.3158 (0. 3466) 0.2493 (0.3312) 652  68-90  0.8682
(& 2) RERBOER 7.5271 (3.7920) * 6.5217 (3.1262) *
o _mEoXRHE 19727 _(1.5821) 1974 (Le2®) _ __ __ __
2RE ABRHBEE 1. 7691 (0. 3900) * 1.7388 (0.3719) * 1,108  57-90  0.9030
(x4 22) HRERBOER 17. 5623 (4.1518) * 16. 9014 (3.8789) *

EECER 3. 4539 (2. 6077) 3. 4846 (2.5227)
4K ABRBHE 0. 9638 (0. 5410) * 0. 9066 (0.6114) * 652 68-90  0.8589
(% 2E) RERBROER 13.8380  (6.4870) * 12.8054  (6.4353) *
. mEo®Em _ _6.8844  (2.1359) * _ 6.939%6  (2.1836) * _ _  _  __ _
AK+EXR ARBEER 1. 3152 (0.5347) * 1.2499 (0.4994) * 652 68-90  0.9098
(%A ZR) RERBROER 17.6956  (5.5248) ** 16.6723 (5.1768) *
o WEOESE 51317 (1,828D)_* __ 5.2171  (1.8061) * _ o
LBR ARFEK 1. 3826 (0. 4420) ~1.3566 0.4147) = 1,063 59-90  0,9596
(%t A 28) RERBROER 20. 9213 (5.6047) * 20. 3802 (5.5149) *

EEOERE 6. 1383 (2.1954) ™ 6. 2035 (2.1497) *

T oek, * + X ENRTRIE % IOWKETUBREEDBAE THHILERT, Iy aNERE—SBB L ORFIMEBE I L
CHEREEEREY T, BERBPERCRR AT v/ ERFZFEH LTINS, TRTOBEEFVRIEREBICEES
I—xEie, NIV UYL X, TREBICAWEY T AHMAE RS,
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#3: AMRBARME L (REBH - FRBFAERERR)

BRBEEK: RE FE

s Coef. (5.8.) Coef. (S.E.) N T RZ
4k AREBK -0. 0485 (0. 4743) -0.1428 (0. 4594) 442 68-90 0.7525
(@ E) weRgoEE  000-—_—
_ __ __ mHEo®EE _ _5.8923 (2.2011) * _ 5.7277 _(2.4412) *__  __
4R+EHK ARF HE -0.1028 (0. 4919) -0.2150 (0.4764) 442 68-90 0.8438
(@ E) weRkgoxg 00— -
. _ mHEo#EE _ _2.1816 _ (2.1332) 20724 _(22809) _  _  __ __ _
=R ARFE# 2.4633  (0.5981) * 2.4030  (0.5980) ** 748 57-90 0.8815
(xRt @) HBARROEMR 21.3246  (8.7212) * 20. 2691 (8.5476) *
_ __ __ EHo®#E 0 _3.3347  (3.308¢) _ 3,290 _ (3189 _  _  ___  __ _
ax ABREEH 0. 4646 (0. 7273) 0. 3636 (0. 6507) 442 68-90 0.8605
(%P 2) weRBoEE 00 - e
_ __ __ HEEo®Es __ _6.9193 (2.4794)_* __ 6.8%61 _(2.6158) *__ _  __  __ _
aRk+EX AREHE 0.4515 (0. 6984) ’ 0. 3430 (0.6143) 442 68-90 0.9125
(P 2E) BRERBROERE e
. . mfkoXm __3.3208  (2.0153) * _ 3.3238 _ (20964 _ __  _
2R ARFEH 1.7206  (0.6258) * 1.6693  (0.5899) ** 718 59-90 0.9603
(xtchzE) HARBROERE 40.5725  (9.0001) * 39.7064 . (8.9621) *

HEOEME 4.9215 (2.5931) * 4, 9546 (2.5253) *

E: ok, %, + FERENLS, 6% WOWKETUBERRFETH A Z LART, 7y amiI T —o8E L CRIMABIICR L
THEELRERZELTRT, FRPUERCH VAT v/ EREPBAL TS, TRTORETFVRIEREB L ELE Y

I—EBL, RIS X TRERRBW P 7ABME T, BERRICOVWTI, ¥V 7 BRF I ERRBHE
BELAVWGEHBL TS, RERERHEETLUR - m8 - £E - Bl - LS - 85 - BE - Ko - S, SRR -

FE- Bx - R - ZH - RBHFTRE,

£4: AARRARBE L ERER (ST AHEBD

BHALE . RE FE
EER Coef (S.E.) Coef. (S.E.) N T R?

4K ABRBBEHEK B760) 00— e 652 68-90 0.7807
(R EE) ABRE B (68-74) 0.1274 (0.3723) 0. 0672 (0.3586)

ARE B (76-90) -0.2511 (0.5131) -0.3197 (0. 4671)

BERROER 3.5923 (4. 8544) 2.5178 (4.3017)
. _mHo#EE _ 39516 (L7897T)_* 3.9146 (1.8378) * _
4R+ER ABBE$E (57-60) 000 652  68-90 0.8683
(&) ARBL A (68-74) 0.2083 (0. 3652) 0.1386 (0.3395)

ARBEE (76-90) 0.6840 (0. 5460) 0. 5995 (0.4851)

HERBROERK 8.5514 (4.0312) * 7.4127 (3.3529) *
— __ _mf#EoxE#m _ _ __1.9751  (L.5864)__ 1.9776  (.6240)
2iRE ABRE B (57-67) 1.4207 (0.6991) * 1. 4062 (0.6894) * 1,108 - 57-90 0.9032
(i &) AREEH % (88-74) 1.6124  (0.4260) * 1.5642  (0.3854)

ARBLE K (76-90) 2.6773 (0.6843) * 2. 6464 (0.6130) **

ReEHBOERK 17.2155 (4.3910) * 16.5154 (3.9056) "
. EEoEm 3.5462 _ (2.6300) s.5811_ (2.5289) __  __  __  __  _
4K AR BE¥R (B57-6) 00— e 652  68-90 0.8592
(b ep 25) ABRE B$ (68-74) 1.1968 (0.6140) * 1.1348 (0.5535) *

ARFE B $ (76-90) 0.2482 0. 7310) 0.1850 (0. 7580)

KERBROER 12.0891  (7.0089) * 10. 9691 (6.7226)
. _EEoEm _ 6.8751 (2.1480)_* 6.9351 (2.1639) * _  _
4R +ER ARBEHK (67-67) 0 e 652 68-90 0.9098
(e 22) AREEH (68-74) 1.3580 (0.6094) * 1.2887 (0.5389) *

ARE H$ (76-90) 1. 2043 (0.7283) * 1.1271 (0.7378)

RERBOER 17. 4895 (5.7059) * 16. 3598 (5.2993) *
o _EEOR#E 0 5.1234  (1.8333)_" _ 52163 (1.8082) * _
2RE ARF B (57-67) -0. 6082 (0. 7588) -0. 6223 (0.7684) 1,063  59-90 0.9599
(P 2E) ARF H% (68-74) 1.8676  (0.5249) * 1.8321  (0.4632) **

AR B ¥ (76-90) 2. 2508 (0.7372) * 2. 2269 (0.7918) **

RERBROERK 16.8195 (4.5185) ** 16. 2703 (4. 4041) **

BH#EOER 6. 2426 (2.2049) ** 6.3127 (2.1502) **

HE:owk, ok, + ILENENLY, 5% LOWKETEREHDBAEETHEILETYT, Iy aRRAY—L#B L CRIHEECH L TR
REERELTT, BRARRIIR o VAT 4 v 7EREFBAL TV S, T RTORETTFAVREREBLICEEY I — %S, N
By Iata X, TR#ERCEWEY A Y RT,
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#5: A BERARFIE LEFER (Arellano-Bond#E)
BRALE Arellano-Bond AR Test
EER Coef. (S.E.) N T AR (2)

2RE EZER (t - 1) 0. 6924 (0.0774) ** 595  60-72 0.94
(@ &) AREEH 0.7077 (0.3246) *

HRERBOER 6. 7745 (3.5638) *
. _ EfoxE __ 01541 (ase) - __ - __ plpats.
2RE EER (t - 1) 0. 5942 (0.1008) ** 595  60-72 120
(%t 2x) ARBEHK 0.6343 (0.3398) *

RERBOERE 6. 6675 (3.2645) *

mEOERE -1.0240 (2.1433)
HE: ok, %, + XZHRENI%, 5% 0WKETURERREETHHZLETT. 7y IRRARY—-#E

L URFIERIC L CRRABEERELTT., BERALKCR e VAT A v 7 EBREBRL TS, T
TOREEFVREREBLICEEX I — 280, NBYP U IAv A4 X, TREERCRW YA HiE
T, AR Testid, B#EHE® HCHEBIZE T %SArellano-Bond#i &t &,

#£6: AURMBARFIELEER (BROHELE)
WEEE : RE FE
HEEE Coef. (5.E.) Coef. (S.E.) N T R?
2R ARBEHK (¢t +2) -0. 5004 (0,3972) -0, 4043 (0. 4098) 790  63-88 0.8920
(3t #25) BERBOER (t +2) 0.8974 (4.2484) -0. 0787 (3.0529)
L il _EEOEM (L +2) 19447 (2.0046)  __ 1.9320  (2.0399) BTN, P e
2RE ARBEH (t +2) -0. 0207 (0. 4270) 0.0434 (0. 4284) 790  63-88 0.9570
(Gt zE) BERBROER (¢t +2) 6.2435 (4. 6365) 5.5773 (3. 8052)
EEOEM (1t +2) 4. 6469 (1. 7877) ** 4. 6882 (1. 8336)

k%, %, + IZTRENRLG, 6% 10%KETYUZEHLEETHHILEFT, Vv aNEAE— o8B X URFIAEMIZY
HEMRELTRT, HREERCER VAT 4 v 7 ERXEAL TVD, TRTOREETTNVEAEREBLICEES I—%

L CER
ir. NiZ

PUTNHFA X, TREBIZAWEH Y ZAMERT, ARBECEL IO ) - FELZHEAL TV,

N
)
D7

& ARB ERINE, BIRAE O&E.
TERVABRFETHY , RERME, —RAERRETH D,

B1: AL EmBRARF H RO L E

FE (RBEARER)

O O A DO DD DD N H oA 9D QO AN
FFFFEFLFFFFFFFFF L

o & A O o & Q’;‘b%
N 7§

=9~ 105F+
" 6~ 3%
S

"3~ AHF

" ARIAR
» R

A

BRAEICEL TR, ERCERSNABERZEH LTS, RERARL, REICLA7EN
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fi&e: AMBERARBE L HREFER

BWREAER - RE FE
IR ER Coef. (S.E.) Coef. (S.E.) N T R?
BREZE AEFH B 2. 3422 (0. 8593) ** 2,3230 (0.8173) ** 1,063  59-90  0.9702

HERBORRE 29. 3438 (7.2371) * 28.6185 (7.2206) **
. _Emo®HE_ __ 3.3676 _(3.2213) __ 3.6037__ (3.2763) e
AR EER ARF BB 1.7798  (0.8313) * 1.9811 (0.7661) * 882  63-90  0.9713
(MEFREE) RERBOERE 22.4419  (9.8823) 22. 3645 (9.0795) °*

EEOER 2. 4308 (3. 1582) ) 2, 1951 (3.2146)

o o, %, + IIENENIG, 5% I0NKETUBERBEFECHIILETRT, 7y aNRTH— 288 LURFIBEICH L
THRBRZEEREY T, BRUALERCR e VAT 4 vy /7 EREBALTV D, TRUOEEETTAVIEREBICEES
%8, NP ZPada X, TREEICAWEY 7LV 2R,

83 ATEBARSELEFE (FHEARLVSVORALEK)

HWMAEE - RE FE
EER Coef. (S.E.) Coef. (S.E.) N T R?

4K AREBER -0. 1468 (0. 3565) -0. 0190 (0. 3324) 652  68-90 0.8163
(A # ) HEARRO RN 2.1549  (4.7786) 0.6176  (3.6496)
___ __ mfo%m _ _1.7662 (1.6376)___ 1.7324 _(1.5988) _  _ _ __ __ _
AR+EKR ARF HEK 0.2080  (0.3664) 0.2888  (0.3283) 652  63-90 0, 8867
(R EE) BERBORE 5.5924  (4.2670) 3.9221  (2,7474)
. mmoFEm _ -0048 (1.5957) _ __-0.0379 _(1.563%) __ __  _ ___  _
MR ARFEH 0.6932 (0.3736) * 0. 7405 (0.3487) * 882  63-90 0.8875
(x @) BERBROER 8.4249  (3.8619) ° "7.7174  (3.1001) *
_ . _ @mEoxE __  _1.3389 _ (L9411)__ L2077 _Q.e02) _  __  __  __ _
4K ABRFER 0.2013 (0. 49186) 0. 3685 (0. 4548) 652 6890 0.8938
(2 as) HERBROER 8.4940  (6.2305) 7.0809  (5.2820)
. __ mEo#Em __ _4as213  (Loloy_* __ 45715 _(1.8409) *_ - __  _
AR+EXR ARF A 0. 6067 (0. 4823) 0.7284 (0.4303) * 652  68-90 0.9320
(% zr) BERROER 12.4004  (5.3596) ° 10.9298  (4.0364) *
_ . wEoERE _ _2.9178 (1.7574_° 3.0368 _(1.6780% ' __  _  __  __  _
2{R ARFER 0.7886  (0.4244) * 0.8352 - (0.3998) * 882  63-90 0.9534
(2 cpae) BARBROERE 10.7885  (4.2294) * 10.2813  (3.6287) *

EiEDERE 4,7230  (1.8099) ** 4,6707  (1.7920) *

BE:oek, ok T ERENL, 5% IWKETUZEHRABTH DL ERT, Iy 2T —S8E L URIABEICH L
THERLEERER T, BERUERICR VAT 4 v 7 ERFER LTS, T RTORETFVEAERES L UEE S
-2 g, BERBRLSAORAZTKIL, 18BAD, FRAHDRAZE, —AULIVLEEFR (BR) | BusBis (¥
Bﬁ’&)ﬂ_‘ BIBRER (FEE) . — ALY ABHER (AXEE) . NMEP A4 X TREERBW . 7 A8
ZRY. :
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&R AUBREARMELEFE (HHEKS 1)

BRAEHK - RE FE
it Coef. (S.E.) Coef. (S.E.) N T R?
4K FRE <5 0.6487  (1.5203) 0.6017  (1.5461) 652  68-90 0.7806
(xR ) HRHE -5 (Omitted Category) (Omitted Category)
R > 5 0.1279 (1.5320) -0. 2426 (1. 4946)
BERBROER 4.2220 (4.1679) 3.3474  (3.8007)
_ . _m®o%®m  _ 3.830 _(1.79200 *_ 3.83 (1.8455)_* _
dR+ER BRI S 0.0791 (1. 5495) 0.0761 (1.5121) 652  68-90 0. 8683
(™) HR¥K -5 (Omitted Category) (Omitted Category)
HRHE > 5 1.8944 (1.5279) 1.5177 (1.4811)
RERBRORM 6. 7551 (3.3728) * 5,9122 (2.6196) *
. __ _EmHoRR#E____ 1.8980 _ (1.6005) _Lowsr  (Les®)
2|k HREK <o -3.9307  (2.1395) * -3.9868  (2.0263) * 1,108 57-90 0.9027
(X&) HHEH -5 (Omitted Category) (Omitted Category)
HREK > 5 5.6833  (1.6787) * 54368  (1.5402) *
BERROER 8. 3667 (3.4345) * 7.7625 (3.1999) *
_ _ HEEORM 33819 (2.6143))  _  3.422¢ _ (28380 _  __ __  __  _
4K HHRE <5 0.5377 (2.2465) 0.2762 (2. 3235) 652  68-90 0.8587
(e ) R -5 (Omitted Category) (Omitted Category)
HRE > 5 3.9473  (2.4293) 3.4229  (2.2608)
BERROEM 10. 3781 (6.0098) * 9.3000  (5.9991)
___ _mHomE__ __ 65975 _(2.1650 “__ _6.6964 (21854 _ _ __ __
AaR+8K HE <5 0.0253 (2.2994) -0. 1676 (2.3181) 652 68-90 0.9098
(% zz) A -5 (Omitted Category) (Omitted Category)
HEEK > 5 6.0393  (2.3137) * 5.5298  (2.1143) *
REHRBROER 13.2712 (4.9480) ** 12,2740 (4.6524) **
— _EEORME__ __ 4.8239 _ (1.8476) * _4.9530 (nL8us)_*
2Rz HHEHE <5 -5, 5727 (2.3316) * -5. 7325 (2.3318) * 1,063  59-90 0.9596
(xtchzE) HR -5 (Omitted Category) (Omitted Category)
HEEK > 5 3.3352 (1.9879) * 3.0600  (1.8233) *
RERBOEM 13. 0695 (4.9963) * 12.5140 (4.8732) *
BEOER 6.2728 (2.2356) ** 6. 3609 (2.1826) **
E:owx, %, + BERFRL, % WKETUHLERPEETHA L EFRT, Vy aNEIRY—HHE L ORFMBCE L

TEELBERELTT, BREERIC o AT 4 v 27EBRBEH LTS, TRUOHEETFARERAS L CEESY
%S, HRES I -OBBEISEH, NI IS X, TRERCBVE S ZAHM %2R T,

185 AXBBARBIE L EEE (BB

RS RE FE
R Coef. (S.E.) Coef. (S.E.) N T R?
4x (BF) ARE B # 0. 2682 (0. 4107) 0.1954 (0. 4058) 652 68-90 0.7401
(@ &) RERBOEM 5. 5002 (5. 8338) 4,3323 (5. 7907) ’
_ o __ Etho®EM _ 2.9860__ (2.0267) 29102 (2.0892)
eR+HER (B ARBER 0.2771 (0. 4039) 0. 2007 (0. 3996) 652  68-90 0.7386
(@ &) RERBOER 5, 6591 (5. 5352) 4. 4808 (5. 5005)
- . mtEo%m 26920 (2.0846) ____2.8328  (2.1471)
2] (37 ARFE K 0. 9292 0.3779) * 0.9043 (0.3736) * 1,108  57-90 0.8445
(%8 %) RERBROER 13.3485  (5.5811) * 12.7427  (5.5456) °
EEDEME _ 5.5624 (2.1956) * 5. 5863 (2.1217) *
4K (&F) ARFEHK -0.3847 (0. 4543) -0.4430 (0. 4390) 652  68-90 0.8493
Cor-1-3] BERBOER 5. 2077 (5. 1894) 4.0194  (4.6902)
- . __ _EmBOQ®#EHE __ _ 63853 (2.3276) * _ 6.2810 _ (2.418) *__  _  ___  __ _
4R+EX (&F) ARBER 0. 4340 (0. 4271) 0. 3481 (0. 4086) 652 68-90 0.9066
(et 25) BAERBROERE 11. 2201 (4. 4660) * 9.9426 (3.7361) **
- . . _mEo®HE ___ _ 1.1115  (1.8308)  _ 11633 _ (1.8399) - __
28]E (x7) ARF A 2.6125 (0. 5567) * 2.5551 (0.5217) ** 1,108  57-90 0. 8987
(et @ ZF) RERBOER 18.8411  (6.5261) * 17.6914  (5.9826) **
EBEOES 0. 6473 (3. 7642) 0. 6941 (3. 6947)

T o, %, IENENIS, %, IWKETHEEREBTETHEZLETT, Fy 2WRRY OB L RFIBBIZHLT
ARRERREL R T, FRAZRCEI V27 4 v 7 EBZBERL VS, T TORBEFNVEEREB I VEESY I—%
i, NP I A X, TREERKAWEF VB ETT,
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Long-Term Effects of a Recession at
Labor Market Entry in Japan and
the United States

Yuji Genda
Ayako Kondo
Souichi Ohta

ABSTRACT

We examine effects of entering the labor market during a recession on
subsequent employment and earnings for Japanese and American men, us-
ing comparable household labor force surveys. We find persistent negative
effects of the unemployment rate at graduation for less-educated Japanese
men, in contrast to temporary effects for less-educated American men. The
school-based hiring system and the dismissal regulation prolong the initial
loss of employment opportunities for less-educated Japanese men. The
effect on earnings for more-educated groups is also stronger in Japan,
although the difference between the two countries is smaller than for less-
educated groups.

I. Introduction

There is increasing evidence that labor market conditions at labor
market entry affect subsequent wages and employment prospects (Ohtake and Inoki
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1997 for Japan; Oreopoulos, von Wachter, and Heisz 2006 for Canada; Kahn 2006
for the United States).! However, these studies typically focus on employees in
relatively large establishments or male college graduates, and tend to ignore less
skilled workers in less stable employment. Yet, persistent negative effects of gradu-
ating during a recession for less skilled workers or those in unstable employment
would have quite different implications for income mobility and inequality than that
for more skilled workers. This paper sheds light on the effect of graduating during
a recession for less-educated men and its relation to labor market institutions, by
comparing more- and less-educated groups in Japan and the United States.

Specifically, we estimate the continuous influence of the unemployment rate at
entry on subsequent employment status and real annual earnings, using two com-
parable cross-sectional household surveys from 1986 to 2005: the Labor Force Sur-
vey in Japan and the Current Population Survey in the United States. With controls
for year- and region- fixed effects and region specific linear trends, we find that a
recession at entry has a persistent negative effect for less-educated Japanese men: a
one percentage point rise in the unemployment rate at entry reduces the likelihood
of being employed by 3—4 percentage points over 12 years and, though standard
errors are huge, leads to eamning losses by 5-7 percent for the group without a
college education. Sample decomposition by employment status suggests that the
negative impact on earnings is due to a continuous decline in the probability of
fulltime, regular employment. Although we also find a persistent, significantly neg-
ative effect on earnings for more-educated Japanese men, this effect for the more-
educated group is not attributable to a decline in regular employment..Only tem-
porary effects are observed for less-educated American men, and the effect on
earnings for more-educated American men is modest and gradually fading. The
pattern of persistence across groups with different educational background exhibits
a striking contrast between the two countries. ‘

We explain the persistent effects for less-educated Japanese men by two institu-
tional features of Japanese labor market. First, Japanese labor law requires high
schools to play a key role in the matching process between graduating seniors and
prospective employers. Second, once hired, the case law severely restricts dismissal
of regular workers in Japan. This is quite in contrast to the United States where high
schools do not intervene in the hiring market, and dismissals are generally not costly.
The Japanese school-based hiring system is meant to foster smooth transition from
school to work for relatively less skilled workers. Under the strict dismissal regu-
lation, however, less skilled workers who fail to obtain a job initially may suffer
persistent disadvantages as employers bypass them in favor of new graduates whose
qualifications can be vouched for by their schools.

Existing studies thatfocus on college graduates such as Oreopoulos, von Wachter,
and Heisz (2006) typically draw on a combination of search frictions, specific human
capital, and contract models similar to Beaudry and DiNardo’s (1991) to interpret
the persistent negative effect of graduating during a recession. These factors may

1. Other related studies include Welch (1979) and Card and Lemieux (2001) that looked at the persistent
effect of labor supply (cohort size), instead of labor demand, at entry to the labor market on subsequent
wages.
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be more relevant to skilled workers with strong attachment to the labor force. Our
finding of small penalties for graduating during a recession for less-educated Amer-
ican men suggests that the job market for less skilled worker is closer to a spot
market. It is consistent with the well-known resuits that employment and wages are
more sensitive to contemporaneous labor market fluctuations for less-educated work-
ers in the United States, especially in downturns (Cutler and Katz 1991; Hines,
Hoynes, and Krueger 2001). .

An additional motivation for looking at Japanese men is a growing social concern
about the deteriorated employment situation of young Japanese who entered the labor
market during the prolonged recession of the mid-1990s through the early 2000s.
As highlighted by Genda (2001), the cost of this recession was born disproportion-
ately by young people who were in the course of transition from school to fulltime
work, since cutting new hiring was much easier than firing incumbent workers. The
fraction of the young labor force not in regular fulltime employment has sharply
increased since the 1990s. Repairing the employment prospects of these young peo-
ple stranded out of the “regular” track has emerged as a pressing issue, with growing
fears of a future expansion of poverty and an increasing burden of social security.
Our findings of high persistence of employment instability in the Japanese labor
market prove that spontaneous recovery is unlikely.

The rest of the paper is organized as follows. The next section provides the
Japanese institutional background in detail. Section III reviews underlying mecha-
nisms by a simple screening model. Section IV describes data and methodology and
examines comparability of Japanese and American data Empirical results are re-
ported in Section V. Section VI concludes.

II. Institutional Background

Japan’s employment system is characterized by long-term employ-
ment beginning right after the completion of education and lasting until mandatory
retirement. An obvious consequence of this so-called “lifetime” employment system
is long job tenure and high job-retention rates for prime-aged male workers.? Another
important consequence of the lifetime employment system is two-tier structure
within an employer. To keep their regular employees during recessions, many Jap-
anese firms also hire workers on fixed term contracts or parttime basis as a buffer.
A “seishain,” or a regular employee, works full time and is on an employment
contract that does not specify the date of termination of the contract, usually thought
to be on the lifetime employment track.’> A nonregular worker is usually called

2. For instance, the average tenure of men at age 30~34 in 2000 is about 8.5 years in Japan, while it is
about five years in the United States. Note that the difference in turnover rates between more and less-
educated Japanese workers is similar to that of American workers: in both countries, the turnover rate of
high school educated workers is higher than that of college educated workers.

3. In some occasions, even if an employee satisfies the two conditions, she is not considered as a “regular”
employee. Thus, many surveys including the Labor Force Survey directly ask how the respondent is called
by the employer to classify regular and nonregular workers.
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“arubaito,” a Japanese word meaning a side worker, or a “parttimer” regardless of
how many hours she actually works.

Firing regular employees for economic reasons is almost prohibitive under the
social norm against dismissal and the resulting case law in Japan. The prevalence
of long-term employment had underdeveloped the job market for midcareer workers
and created a perception that firms were responsible for their employees’ job security
by the 1970s. Reflecting this social norm, the so-called just cause case law (kaikoken
ranyou houri) was established in the mid-1970s.* This case law requires employers
to make every effort to avoid a dismissal of regular workers, including terminating
temporary and parttime employment contracts and suspending new hiring. This re-
quirement and the potential cost of litigation make a dismissal of regular workers
prohibitive.> In contrast, termination of fixed term contracts is relatively easy, and
the case law itself regards nonregular workers as a buffer that protects employment
of regular workers.®

In addition to the different degree of employment protection, the hiring market
for the regular fulltime workers and that for the nonregular provisional workers work
quite differently. In the market for regular jobs, schools play a crucial role; espe-
cially, high schools have a legal obligation to share the responsibilities for recruit-
ment of graduating seniors with assistance from the Public Employment Security
Offices. Consequently, the hiring market for new graduates is isolated from the rest
of the labor market. As pointed by Brinton and Kariya (1998), the institutional
connection with school allows firms to reduce costs required for screening and find-
ing suitable workers by relying on school information instead.

According to the Employment Security Law written in 1947, when Japan was still
in the postwar turmoil, the government regulates the recruitment process of gradu-
ating seniors from junior high school in order to protect them from illegal and
unethical employers. In the 1960s, its coverage expanded to graduating seniors from
high school. The law forbids employers from making direct contact with seniors
who hope to work or using private employment agencies for their recruiting. Instead,
the Japanese law encourages schools and public employment offices to play crucial
roles in youth employment decisions. Employers who attempt to hire new high
school graduates are obliged to submit detailed job information such as job content
and payment to the public employment offices. Then the offices evaluate whether
the offered job contents and working conditions are appropriate, and after approving
these conditions, they introduce the employers to job applicants through junior or
senior high schools. Teachers, who can collect superior information about individual
students’ characters and performance in school, match each student with a job that
is judged to be the best matched to him or her. Because schools have made long-

4. This case law was first codified in the Labor Standards Law in January 2004 and then included in the
Labour Contract Law implemented in March 2008.

5. See, for example, Section 5.2 of Passet (2003) for a more detailed description.

6. The high union density in Japan contributed to the establishment of this case law and probably it further
holds down the number of new hires during recessions. Nevertheless, it is worth keeping in mind that
unions (insiders) are unlikely to affect the choice between graduating seniors (a pool of outsiders) and
unemployed people who have already left schools (another pool of outsiders), which is the main focus of
the model presented in the next section.
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’

tem relationships with firms by providing students for many years, the accumulated
information about each specific firm further improves matching between employers
and employees.’ . '

Unlike high schools, college students in Japan can make direct contacts with
potential employers without mediation of college. A number of large private place-
ment-service agencies provide job information for college graduates, instead of pub-
lic employment offices. The hiring process is less legally regulated compared to the
market for high school graduates. Nevertheless, the hiring market for new college
graduates is also separated from the rest of the labor market to some extent, in the
sense that many vacancies for regular fulltime jobs explicitly target senior students
in college. The private placement-service agencies also distinguish new graduates
from other job seckers, though not as strictly as the public employment offices do
for high school graduates. '

‘The likelihood that a new graduate obtains a fulltime regular job is procyclical
and on a declining trend. Yet, the proportion of new graduates who immediately
obtain a fulltime regular job was-still as high as 79.8 percent for high school gradu-
ates and 90.9 percent for four-year college graduates in 1997, according to the
Survey of Young Employees.® New graduates who failed to obtain a regular fulltime
job upon graduation often start working at nonregular, provisional jobs. The recruit-
ment of nonregular workers mostly relies on advertisement on local newspapers and
job magazines, internet, and word-of-mouth advertising. Because schools do not
intervene, all young applicants are treated equally in the local spot market. This is
quite in contrast to the heavily institutionalized market of regular jobs for senior
students.

Overall, the Japanese school-based hiring system can be considered as a subsidy

for hiring new graduates from high school as regular workers, in that it allows firms
to find suitable workers by relying on school’s information. That is, Japanese firms
can outsource the screening of new high school graduates to schools in collaboration
with Public Employment Security Offices. Thus, even if expected productivity would
be the same between newly graduating seniors and those who have already graduated
in the past, firms would prefer to recruit from graduating seniors because risks of
having an unqualified applicant is much lower. Therefore, Japanese youths who
failed in transition from school face difficulty in searching appropriate jobs and
revealing their potentiality without any assistance of schools after graduation.’
Unlike Japan, transition from education to stable employment in the United States
is gradual and often takes several years. In particular, there is no formal assistance
from high schools for graduating seniors. Instead, young workers try to find suitable

7. However, many troubles have arisen since the mid-1990s as both the demand for and the supply of
high school graduates have declined. Ariga (2005) elaborates what went wrong in the 1990s.

8. Despite the decreasing number of new entrants to regular fulltime jobs, regular fulltime workers remain
in long-term employment as before. The Survey of Young Employees shows that 68.1 percent of male
regular employees at age 25-29 in 1997 had never changed their employer. Kato (2001) also shows that
neither the job-retention rate nor the average tenure of regular employees, with controls for the age com-
position, has declined since the 1980s. :

9. At the individual level, there is evidence that failure to obtain a regular fulltime job upon graduation
lowers the likelihood of having a reghlar fulltime job in subsequent years in Japan (Sakai and Higuchi
2005; Kondo 2007).
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jobs by frequent job changes. Topel and Ward (1992) report that two-thirds of all

. new jobs among young workers end in the first year. Neal (1999) shows that many

job changes among young workers involve changes in industry and occupations,
emphasizing the importance of searching for well-matched career. He also shows
that less-educated workers tend to change industry and occupation more frequently.
Another important difference is the substantial rate of layoffs in the United States.
According to Farber (1998), the three-year job loss rate of 20-24-year-old workers
is about 15 percent and the highest among the five age categories. Probably due to
this weak restrictions on dismissals in general, the distinction between fixed-term
and indefinite employment contracts is relatively subtle in the United States com-
pared to the dichotomous classification of regular and nonregular jobs in Japan.

III. Underlying Mechanisms

Several theories explain how the advantage of obtaining a better job
at entry lasts for several years, including time-intensive search models and a partic-
ular type of implicit long-term contracts with one-sided commitment by employers.
These factors are common in Japan and the United States and expected to affect
more-educated workers. On the other hand, the Japanese school-based hiring system
is considered as a subsidy for hiring new graduates as regular workers, and it is
relevant only for Japanese high school graduates. In this section, we first review
mechanisms that are common to Japan and the United States, and then show that
subsidized screening of newly graduating high school seniors can produce an ad-
ditional permanent effect of graduating during a recession for less-educated Japanese
men.

In the United States, Beaudry and DiNardo (1991) find that incumbent workers’
wages rise during booms but do not fall during recessions as long as the workers
remain employed, and they explain this by implicit long-term wage contracts with
mobile workers. That is, firms cannot dismiss workers or cut their wages during a
recession while they have to raise wages to keep workers from the better outside
options. Then, it is natural to think that the benefit from obtaining a high-paying job
upon graduation due to the tight labor market can last for years. Also, at least for
large firms, there is evidence that external labor market conditions at entry to the
firm affect long-term wage setting within the firm (Baker, Gibbs, and Holms-
trom1994 for the United States; Ariga, Brunello, and Ohkusa 2000 for Japan).

Because it takes time to dissolve initial matches, we anticipate that turnover rates
among those who enter the labor market during a recession stay high for several
years after entry. In fact, Bowlus (1995) shows that a job that started during a
recession tends to end sooner in the United States, implying deteriorated matching
quality. Although the turnover rate itself is much lower in Japan, Ohta (1998) and
Genda and Kurosawa (2001) find similar evidence that graduating during a recession
raises the subsequent quitting rate of the cohort.

However, the school-based hiring system and prohibitive dismissal costs encour-
age Japanese firms to hire from new graduates excessively and distort the process
of job reallocation among less-educated Japanese during economic upturns. In the
absence of school’s mediation, firms have to incur costs to examine a job applicant
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and bear risks that the applicant turns out to be unqualified. Hiring an unqualified
applicant is especially costly in Japan, where the dismissals are very costly. Since
Japanese high schools have much better information on their students than the pro-
spective employers do, they can screen the job applicants beforehand to reduce risks
borne by the employers. Therefore, firms prefer to rely on the school-based hiring
than open the door to nonregular workers and unemployed. Thus, even though the
average nonregular worker in a cohort that entered the labor market during a reces-
sion is likely to be of higher quality than those in a cohort that entered the labor
market during a boom, it may be almost equally difficult for them to get back to
the market of regular jobs.

To see this point, suppose that each person stays in the labor force for two periods
and there are two states: good (G) or bad (B). Each cohort consists of workers
heterogeneous in productivity. The cohort size is fixed to N, and the distribution of
productivity is uniform between 0 and N: U[O,N]. The number of vacancies for
regular jobs is Ej in a bad year and E; in a good year, where Ez < Eg= N. Students
who cannot find any jobs become unemployed, and apply for regular jobs in the
next period if any jobs are open to them. Each firm knows the distribution of pro-
ductivity and can distinguish graduating seniors from unemployed people who have
already left schools. However, the firm cannot observe each worker’s productivity
until it hires him. On the other hand, when school intervenes, the school can observe
each student’s productivity.'® To keep the discussion as simple as possible, hereafter
we describe the process as if there were only one firm offering a fixed wage to
everyone.!!

The job markets under different institutional settings work as follows. Without
school’s mediation, the employer randomly picks an applicant from the pool of
graduating seniors or the pool of unemployed from the previous cohort. Then, it
hires the applicant and learns his productivity. If dismissals are not too costly, a
worker whose ‘productivity turned out to be below a certain threshold is fired and
goes back to the pool of job seekers. The firm no longer remembers workers whom
it fired'? and picks another applicant and repeats the same process until all vacancies
are filled with workers above the threshold. Hence, at the end, the worst jobseekers
are left unemployed. We call this “the U.S.-type market” hereafter. If dismissals are
too costly, firms have to be stuck with the randomly picked workers. Lastly, under
the school-based hiring system, the school simply assigns regular jobs to students
in order of their productivity, and the least productive ones are left unemployed.

10. This is an extreme assumption just for simplicity. In reality, firms can screen job applicants by inter-

views to some extent, and school’s information is not perfect. The point is that schools have better infor-
mation than firms.

11. We are assuming that wages do not adjust and the number of vacancies is rationed. Although exploring
why wages do not adjust is beyond the scope of this paper, the Wage Census shows that the starting
salaries for Japanese new graduates (conditional on educational background) have been downwardly rigid
in Japan since the 1980s. Having multiple firms does not change the results qualitatively but complicates
the case without school’s mediation. For the case of the school-based hiring system, introducing hetero-
geneous employers shows that, even if some firms start hiring from the pool of unemployed, the jobs
available to unemployed workers are far worse than the job that the most productive unemployed worker
could have obtained if he had graduated in a good year. .

12. Because, in reality, he would apply for jobs offered by other employers.
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Because we are interested in job reallocation during upturns, consider the case
where a good year comes after a bad year. The most productive £, students who
graduated in year t-1 have settled in regular jobs, and the remaining N—E, students
have become unemployed. In year t, the total number of job openings increases to
E.. Since the best Ej students graduating in this year are more productive than any
unemployed people from the previous cohort, they must settle in regular jobs in
both the U.S.-type market and the school-based hiring system. The distribution of
productivity among the rest of the students is the same as the distribution among
the unemployed people who graduated in the previous year: U[O,N—Ej].

If the firm continued to hire from the pool of graduating seniors, the average
productivity among the students who are still seeking for a job would fall below the
average productivity among unemployed people from the previous cohort. Thus, in
the U.S.-type market, the firm should start hiring from the pool of unemployed
people when the best E,; students have been already hired. In contrast, the school-
based hiring system ensures that students who are assigned to regular jobs are at
least as productive as N—E. Recall that the average productivity of the unemployed

Ep

N
from the previous cohort is . Then, the firm is unwilling to hire from the pool
of unemployed people from the previous cohort if
N—E,

2

(1) N-Eg=

Inequality Equation 1 can be rewritten as follows:
(2) Eg—Ep=1/2[N-E)

This simple model therefore implies that the firm does not hire from the pool of
unemployed during an upturn unless the boost in labor demand exceeds half of the
level of unemployment during the preceding recession. Although the model is overly

" simplified and exaggerates the difference in information on workers® productivity

between the school and the firm, it illustrates how the subsidized screening of new
graduates and strict employment protection could deprive young Japanese who
dropped out from the system of opportunities to recover the initial loss.

In reality, many high school graduates in Japan who failed to obtain a regular job
upon graduation find a nonregular job, thus “unemployed” in the above model in-
cludes nonregular workers. This is roughly 15-30 percent of high school graduates
who do not proceed to college, and the ratio is countercyclical. If they are trapped
in nonregular job and unemployment regardless of labor market conditions in the
year they graduated, a recession at graduation has a persistent negative effect at the
cohort level by reducing the number of regular jobs available to the cohort.

The loss of opportunity to accumulate human capital can magnify the negative
effect of graduation during a recession. As pointed by Oreopoulos, von Wachter,
and Heisz (2006), it is difficult to explain long-term effects of short-term shocks to
the labor market with models of human capital accumulation unless job mobility is
limited. However, if a worker who enters the labor force during a recession is forced
to enter a sector with fewer training opportunities than he would have otherwise and
it takes time to dissolve this initial match, the loss of opportunity to accumulate
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human capital also will lower the average productivity of the cohort in the long run.
Provided that provisional workers have much fewer opportunities of training, the
loss of work experience on the regular employment track is likely to lower the
average productivity of the cohort in the long run and aggravate the loss of earnings
for less-educated Japanese men.

Given the lower tumover rate in Japan, the process of dissolving initial bad
matches is expected to take a longer time in Japan. Nevertheless, the trnover rate
is lower and returns to experience/tenure are greater for the more-educated group in
both countries. Thus, without additional mechanisms that affect less-educated Jap-
anese, the resulting penalties for graduating during a recession would be stronger
for the more-educated group in both Japan and the United States. Hence, if the
negative effect of graduating during a recession is particularly strong for less-edu-
cated Japanese men, it is likely to be attributable to the lack of opportunity to rejoin
in the regular job market after graduating without a job.

IV. Data and Methodology

Our sample consists of Japanese men and American white men who
completed their education in 1983 or later and have potential experience in the range
of one to 12 years. We restrict our sample to men in order to avoid additional
complications from the labor supply behavior of married women, which is quite
different in the United States and Japan. We also drop nonwhites from the sample
of American men to keep away from issues related to racial disparities.

Our primary sources of data for Japanese men are the Special Survey of the
Labour Force Survey (Roudouryoku Chousa Tokubetsu Chousa 1986-2001) and the
Detailed Supplement to the Labour Force Survey (Roudouryoku Chousa Tokutei
Chosahyo 2002-2005), both conducted by the Statistics Bureau. The Special Survey
was conducted annually in February until 2001, and each year’s sample consists of
about 90,000 individuals older than 15 in about 40,000 randomly drawn households.
In 2002, the annual Special Survey was replaced with the monthly detailed supple-
ment with a sample size of 23,000 individuals; to avoid seasonality bias, we use
February samples only. Both surveys are cross-sectional and include the same ques-
tions on annual earnings, detailed employment status and employer characteristics,
and basic demographic characteristics.

We use the March Supplement to the Current Population Survey, conducted by
the Census Bureau and the Bureau of Labor Statistics, to do the same exercise for
American men. The March supplement to the Current Population Survey is also
cross-sectional, consists of a random sample of households and contains most of the
key variables in a comparable form. The sample size varies from about 100,000 in
the 1980s to 200,000 individuals in the 2000s.

One of the primary dependent variables is log real annual earnings.'? This is the
total income from salary and wages (excluding self-employed persons in incorpo-

13. ldeally, using the average hourly earnings would be helpful to make our results more comparable to
the much of the U.S. literature. However, we had to give up calculating hourly wages because the Japanese
Labour Force Survey does not include information on the weeks worked last year or usual hours per week,
while its only income measure is total annual labor income in the previous year.
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rated business) of the person in the past year, deflated by the consumer price index.
Note that income from other sources is not included. Also, even if the respondent
is not employed in the reference week, he is supposed to report positive earnings as
long as he has worked at some point in the previous year. Thus, only people who
report zero income for the whole year are dropped from the regression. The appen-
dixes describe construction of the variable and detail of those missing observations.
The other dependent variables including employment status and weekly hours
worked are directly taken from the survey questionnaires and measured in the ref-
erence week of each survey. The measure of regional labor market conditions for
Japan is the unemployment rates for ten regions based on the monthly Labour Force
Survey, which are available since 1983. For the United States, we use the state
unemployment rates issued by the Bureau of Labor Statistics as the Local Area
Unemployment Statistics. The Japanese regions are on average one-fifth the size of
the average American state, while having twice the average population.

We define a cohort as a group of people who entered the labor market in the same
year and region or state, and then assign each person a vector of past and current
regional unemployment rates based on his cohort. Since both the Labour Force
Survey and the Current Population Survey are cross-sectional data sets lacking de-
tailed employment history, we have to compute the year of graduation from the year
of birth and educational background. Students in Japan typically receive job offers
by the autumn of their last year of enrollment, while they graduate in March of the
following year. Thus, we define entry-year y for the Japanese sample as follows:
year of birth + 6 + schooling for those born in April-December, and year of birth
+ 5 + schooling for those bom in January-March.'* For the U.S. sample, we
compute year of graduation y as year of survey — age + 6 + the highest grade
attended. This corresponds to the year of graduation for a person who entered ele-
mentary school at age 6 and went straight to the highest grade. Also, we have to
use the region/state of current residence as the best available proxy for the region/
state of residence at entry. The appendixes provide a lengthy discussion about the
adequacy of our definition of cohorts and reservations that come from measurement
errors.

We estimate the effects of the unemployment rate at entry to the labor market on
current employment status and earnings net of region-fixed components and year-
fixed components.'> Tt is also necessary to control for temporary macro shocks at
the time of the survey because unemployment rates may be autocorrelated, and the
effect of the contemporaneous unemployment rate is itself worth estimating. To take
into account these issues, we estimate the following probit model:

(3) Yiryr= 1if Y;tyr = B(I—)=)uyr+ 'y(t-y)ulr+ SIXH+ ¢r+ un + 9,.t+ vy + eilyr> 0

=0 otherwise

14. The Japanese Labor Force Survey does not ask years of education, but asks the school attended. Thus,
we define years of education as follows: nine for junior high school graduates, 12 for high school graduates,
14 for junior/tech college graduates, 16 for college graduates and those with further education.

15. The results from specifications without year dummies are presented in the appendixes for sensitivity
checks.

438



