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ABSTRACT 
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Suppose insiders use their market power to push up their wages, while entrants receive their 
reservation wages. How will employment be affected? In addressing this question, we focus 
on the role of on-the-job training. We show that an insider wage hike reduces recession-time 
employment but, in the presence of on-the-job training, increases boom-time employment. 
Thus on-the-job training can make insider wage hikes less detrimental to average 
employment (over booms and recessions). We show that when such training is sufficiently 
high and when economic shocks are sufficiently transient, an insider wage hike may even 
lead to a rise in average employment. 
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4<Dsshqgl{ D vkrzv wkh lq xhqfh wkdw rq0wkh0mre wudlqlqj kdv rq wkh h�hfw ri dq lqvlghu
zdjh klnh rq uhfhvvlrq0wlph hpsor|phqw1 Dsshqgl{ E vkrzv wkdw wkhvh uhvxowv dovr krog
zkhq hqwudqwv gr qrw uhfhlyh wkh uhvhuydwlrq zdjh1

53Dsshqgl{ D vkrzv wkh lq xhqfh wkdw rq0wkh0mre wudlqlqj kdv rq wkh h�hfw ri dq lqvlghu
zdjh klnh rq errp0wlph hpsor|phqw1 Zkhq hqwudqwv gr qrw uhfhlyh wkh uhvhuydwlrq zdjh/
wkh h�hfw ri wkh lqvlghu zdjh klnh rq errp0wlph hpsor|phqw pd| dovr eh srvlwlyh +vhh
Dsshqgl{ E,1
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rxvo| idoov zlwk dq lqvlghu zdjh klnh lq wkh devhqfh ri rq0wkh0mre wudlqlqj/ zkhuhdv lw pd|
ulvh lq wkh suhvhqfh ri rq0wkh0mre wudlqlqj +vhh Dsshqgl{ E,1

55Zh duh dvvxplqj v|pphwulf Pdunry wudqvlwlrq suredelolwlhv/ vr wkdw wkh orqj0uxq
Pdunry suredelolwlhv ri errp dqg uhfhvvlrq zkhq w$4 duh 4

5 1 Vlqfh orqj0uxq hpsor|phqw
lv fdofxodwhg iru w $ 4/ wkxv/ zkdw kdsshqv lq wkh �uvw shulrg ri wkh �up +zkhq lw lv
fuhdwhg dqg lw kdv qr lqvlghuv, ehfrphv luuhohydqw1 Zh fdq wkhq dssur{lpdwh dyhudjh
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58Dv zh fdq vhh lq wkh h{suhvvlrq iru wkh hqwudqw*v fxuuhqw uhyhqxh�
]. � e

�
q.w .DQ�

w�4

��
,> rqo| zkhq D lv vx!flhqwo| odujh/ wkh qxpehu ri hqwudqwv

wkdw uhsodfh dq lqvlghu pd| eh odujh1
59Uhfdoo wkdw dq hqwudqw dw wlph w/ li uhwdlqhg/ wxuqv lqwr dq lqvlghu dw wlph w. 41
5:Wr vhh krz wkh qxpehu ri hqwudqwv wkdw uhsodfh dq lqvlghu ghshqgv rq wkh suredelolw|

ri vzlwfklqj hfrqrplf vwdwhv/ vxssrvh wkdw wkhuh lv qr wlph glvfrxqwlqj +� @ 4,/ dqg
frqvlghu wkh iroorzlqj wzr h{wuhph fdvhv= 4, Li wkh vkrfn lv vr wudqvlhqw wkdw wkh hqwudqw
uhpdlqv zlwk wkh �up iru rqo| rqh shulrg 0 l1h1 S dssurfkhv }hur 0 wkhq wkh pdujlqdo
frqglwlrq lq htxdwlrq +45, uhgxfhv wr

�
]. � e

�
q.w . DQ�

w�4

��� +e.k,� i @ 3= Wkxv wkh

qxpehu ri hqwudqwv wkdw uhsodfh dq lqvlghu lv htxdo wr D =
Cq

.

w

CQ
�

w�4

@ �D1 5, Li wkh vkrfn

lv vr surorqjhg wkdw wkh zrunhu uhpdlqv zlwk wkh �up iruhyhu 0 l1h1 S dssurfkhv rqh 0
wkhq +lq wkh devhqfh ri glvfrxqwlqj, wkh hqwudqw*v sur�wdelolw| lq wkh fxuuhqw shulrg lv d
qhjoljleoh iudfwlrq ri wkh �up*v suhvhqw ydoxh ri sur�wv dqg wkxv wkh pdujlqdo frqglwlrq
ehfrphv D

�
]. � e

�
Dq.w .DQ�

w�4

��� e @ 31 Frqvhtxhqwo| rqh lqvlghu lv uhsodfhg e| rqh

hqwudqw/ vr wkdw errp0wlph hpsor|phqw uhpdlqv xqfkdqjhg=
Cq

.

w

CQ
�

w�4
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5;Wkh pruh rq0wkh0mre wudlqlqj lqvlghuv gr/ wkh kljkhu lv wkh h{shfwhg ixwxuh uhyhqxh ri
dq hqwudqw +rqfh vkh ehfrphv dq lqvlghu, D
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Dq.w .DQ�

w�4

��
uhodwlyh wr wkh hq0

wudqw*v fxuuhqw uhyhqxh
�
]. � e

�
q.w .DQ�

w�4

��
1 Wkh pruh lpsruwdqw lv ixwxuh h{shfwhg

uhyhqxh uhodwlyh wr fxuuhqw uhyhqxh lq wkh pdujlqdo hqwudqw*v sur�wdelolw|/ wkh ihzhu hq0
wudqwv zloo uhsodfh rqh lqvlghu1

5<Wklv lv dovr hylghqw lq +48,1

$A




�
� +���� ����� ��� � ��� � ����� �
Y?

n
|

Y�
3

|3�

0 ��� ��� 	��� %������ ���

������
�� .����� �� � 6 �� � ���0 �2 � ����� �� � ����0 �e � ��� ���
�D � ��
1 ,�� ��� �����0 � � ���1- 7��� ���� ��� ��(	�� �� �������� ����

��%���� ��� 
��
��� �
Y?

n
|

Y�
3

|3�


� ����� ��� (��� %�������� ��� ��� ����*�1 ��

����0 ���) ��� �� ��� �2 
� ��� +���� (�) �
Y?

n
|

Y�
3

|3�


 �1 9�� ����� ��� ���.��0

��� ��(	�� �� �������� ���� ��%���� ��� 
��
��� 
� ������� ���� � ���� � �
��

� �� 
����(��
��� ����� �� .�����1 63 
�� +���� ���� ����� ���� ��� ���
����
�
��� �	�.� ��� ��� 
���%������ �� ��� �������1 
�� (��� �����
��� ���
��� ����*�0 ��� ������ 
� ��� 
����(��
��� ����� �� 
��
����������� %������
.
�)

�
������
��� ����� ��
�� �
Y?

n
|

Y�
3

|3�


 ��

�����
�� ,$A- 
(%�
�� ���� ��� ����� �� ��� ���� �
*� �� �.����� �(%��)�

(��� 
� %��
�
.� ,
1�1 �
Y?

n
|

Y�
3

|3�


 �- ���� � ����� �
��
� ��� 
����.�� � � � � �0

�����

� �
��� �� ���

���
� �

��� �� � ��

���
,!E-

���� �
�
��� �� �2 � ������ �� �164 �	���.� ���� ��
� 
����.�� ��� �� ����

��� �&
�� ���� �� 
� ������� ���� �� ����� �� � ��������� .���� ��� �W � ���165


��� ���� �� 
 ��� �W �� 
��
��� ���� �
*� ������� �.����� �(%��)(���
,��� ��) ��166

63Revhuyh lq Iljxuh 4 wkdw iru fxuyh S4 wkh qxpehu ri hqwudqwv wkdw uhsodfh rqh lq0

vlghu uhdfkhv lwv pd{lpxp iru D�1 Iru D ? D� d ulvh lq D lqfuhdvhv � Cq
.

w

CQ
�

w�4

/ dqg

iru D A D� d ulvh lq D uhgxfhv � Cq
.

w

CQ�
w�4

1 Wkh surri lv wkh iroorzlqj1 Gl�huhqwl0

dwlqj +48, zlwk uhvshfw wr D/ zh fdq vhh wkh lq xhqfh ri d ulvh lq D rq � Cq
.

w

CQ
�

w�4

=

� C5q
.

w

CQ
�

w�4
CD

@ 4� �S
D^+4��S ,+6D�5,.�SD6`

^4.�S +D5�4,`5
1 Wkh �uvw uljkw0kdqg whup lv wkh lq xhqfh ri D

yld fxuuhqw uhyhqxh/ zklfk lv srvlwlyh1 Wkh vhfrqg uljkw0kdqg whup lv wkh lq xhqfh ri D
yld ixwxuh h{shfwhg uhyhqxh/ dqg lw lv qhjdwlyh1 Iurp wklv h{suhvvlrq zh fdq vhh wkdw d

ulvh lq D lqfuhdvhv wkh qxpehu ri hqwudqwv wkdw uhsodfh dq lqvlghu +l1h1 � C5q
.

w

CQ
�

w�4
CD

A 3,/

zkhq D lv vpdoohu wkdq d wkuhvkrog ydoxh D� @ 4.
s
�S@�S / zkhuhdv d ulvh lq D uhgxfhv

wkh qxpehu ri hqwudqwv wkdw uhsodfh dq lqvlghu +l1h1 � C5q.
w

CQ
�

w�4
CD

? 3, zkhq D A D�1

64Wkhvh fulwlfdo ydoxhv f dqg g duh wkh urrwv ri � Cq
.

w

CQ
�

w�4

@ 5> zklfk e| htxdwlrq +48, lv

htxdo wr �SD5 � +4� �S ,D. 5+4� �S , @ 3=
65Wkh lqwhuydo +f> g, grhv qrw h{lvw zkhq +4 � �S ,5 � �S;+4 � �S , � 3/ l1h1 zkhq

�S � 4@<1
66Ixuwkhupruh/ revhuyh wkdw f lv juhdwhu wkdq 5= Surylghg wkdw wkh Pdunry surfhvv lv

v|pphwulf/ dqg uhfdoolqj wkdw 4 � � Cq
.

w

CQ
�

w�4

� D +l1h1 wkh ohyho ri rq0wkh0mre wudlqlqj lv wkh
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xsshu olplw iru wkh qxpehu ri hqwudqwv wkdw uhsodfh rqh lqvlghu,/ li D � 5 dq lqvlghu zdjh
klnh pxvw uhgxfh dyhudjh hpsor|phqw +iru dq| �S ,1

67Lq Iljxuh 5/ wkh sdudphwhu e wdnhv wkh ydoxh e @ 3=341 Wkh vshfl�f ydoxh ri e grhv qrw
d�hfw wkh vljq ri wkh h�hfw ri d zdjh klnh1

68Wklv fulwlfdo ydoxh h kdv ehhq sorwwhg iru S4 lq Iljxuh 4 +wkh vshfl�f ydoxh ri h ghshqgv
rq S ,1
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69Wkdw lv/ iru d ulvh lq D wr pdnh wkh h�hfw ri wkh lqvlghu zdjh rq dyhudjh hpsor|0
phqw pruh h{sdqvlrqdu| lw pxvw qrw rqo| lqfuhdvh wkh qxpehu ri hqwudqwv wkdw uhsodfh
dq lqvlghu exw vxfk dq lqfuhdvh kdv wr eh vx!flhqwo| odujh1 Zh fdq vhh wklv gl�huhqwl0

dwlqj +5:, zlwk uhvshfw wr D= C5P
CZ.CD

. C5P
CZ�CD

@
�

C5Q
�

w

CZ.CD
.

C5Q
�

w

CZ�CD

��
4 . 4

5
Cq

.

w

CQ
�

w�4

�
.�

CQ
�

w

CZ. .
CQ

�

w

CZ�

�
4
5

C5q
.
w

CQ
�

w�4
CD

1 Zkhq wkh h�hfw ri wkh lqvlghu zdjh rq dyhudjh hpsor|phqw lv

srvlwlyh/

�
4 . 4

5
Cq

.

w

CQ
�

w�4

�
lv qhjdwlyh dqg wkh �uvw uljkw0kdqg dgglwlyh whup lv qhjdwlyh +vhh

htxdwlrq +5:, dqg wkh dujxphqw wkhuh,1 Lq wklv vlwxdwlrq C5P
CZ.CD

. C5P
CZ�CD

fdq rqo| eh

srvlwlyh zkhq
C5q

.

w

CQ
�

w�4
CD

lv qhjdwlyh dqg zkhq lw lv odujh hqrxjk wr grplqdwh/ l1h1 wr pdnh

wkh devroxwh ydoxh ri wkh vhfrqg dgglwlyh whup lq wkh h{suhvvlrq deryh odujhu wkdq wkdw ri

wkh �uvw dgglwlyh whup1 Lq sduwlfxodu/ C5P
CZ.CD

. C5P
CZ�CD

@ 3 +wkh h�hfw ri wkh lqvlghu zdjh
klnh rq dyhudjh hpsor|phqw uhdfkhv lwv pd{lpxp ydoxh, iru d ohyho ri D @ h iru zklfk
C5q

.

w

CQ
�

w�4
CD

lv vwloo qhjdwlyh1 Wklv lpsolhv wkdw h lq Iljxuh 5 lv vpdoohu wkdq D� lq Iljxuh 41

Wkh idfw wkdw d ulvh lq D pdnhv wkh h�hfw ri dq lqvlghu zdjh klnh rq dyhudjh hpsor|phqw
pruh h{sdqvlrqdu| zkhq D ? h grhv qrw phdq wkdw iru D ? h d ulvh lq D pdnhv wkh h�hfw
ri dq lqvlghu zdjh klnh rq errp0wlph hpsor|phqw pruh h{sdqvlrqdu|1 Dsshqgl{ D vkrzv
wkdw iru d udqjh ri ydoxhv ri D ? h/ d ulvh lq D zhdnhqv erwk wkh qhjdwlyh uhfhvvlrq0wlph
h�hfw dqg wkh srvlwlyh errp0wlph h�hfw1 Krzhyhu/ wkh iruphu lq xhqfh ri D lv vwurqjhu
wkdq wkh odwwhu ehfdxvh iru D ? h wkh qxpehu ri hqwudqwv wkdw uhsodfh dq lqvlghu lqfuhdvhv
zlwk D1
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