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Value Productivity and Sectoral Labor Allocation in Japan

By Etsuro SHIOJI

Abstract

This paper studies effectiveness of the inter-sectoral labor reallocation mechanism in Japan.

Many of the sectors that are expanding quickly in today's Japan, such as social welfare, are
under tight governmental regulations. It is thus not clear if reallocation of labor towards those
sectors is occurring fast enough in Japan, in a way that would reflect underlying shifts in demand,
as such a process normally requires a sufficiently flexible wage adjustment mechanism. In this
study, I utilize data on active job openings-to-applicants ratio, disaggregated by prefecture and by
occupation, to investigate this issue.

In the first half of the paper, I try to derive useful implications from a labor search model
which incorporates mobility of job seekers between a sector and the outside labor market. It is
shown that, if wages are flexible in the sector, effects of changes in labor supply and demand in the
outside market would spill over to the degree of labor market tightness in this sector. On the other
hand, if wages are rigid in the sector, such a propagation would be completely blocked, even in the
long run.

In the second half of the paper, I estimate a VAR model which achieves identification of
structural shocks with both long run and short run restrictions combined, for each of the prefecture
— occupation combinations. The main focus of the analysis is how the labor market tightness in
each of those individual markets responds to various types of shocks to labor supply and demand,
both outside and inside the individual market. As a result, it is shown that, in the case of “tradition-
al” occupations such as sales persons and administrative staff, there is a tendency for shocks to the
nation-wide labor market to propagate to those individual markets. On the other hand, for the mar-
ket for “expanding” occupations such as social welfare, nursing and elderly care, there is evidence
of insulation from those types of shocks. Those results suggest a possibility that there are forces
that are hindering smooth transition of labor resources toward sectors in Japan which are expected

to grow in future.
JEL Classification Number: J62, J21, E24

Key Words: VAR with long- and short-run restrictions, active job openings-to-applicants ratio by

prefecture and by occupation, inter-sectoral labor reallocation
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