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Business Cycle and Wage Dispersion

By Masaru SASAKI and Hiroaki MIYAMOTO

Abstract

This paper examines wage differentials across workers over business cycles in the Japanese la-

bor market. First of all, we overview time trends and validities in variables relating to the Japanese

labor market such as unemployment rates and wage differentials between full-time and part-time

workers, using two aggregate Japanese data (Basic Survey on Wage Structure (BSWS) and Month-

ly Labour Survey). Secondly, we develop a stochastic search and matching model with two sectors

each for full-time and part-time workers. We also incorporate on-the-job search into the model,

which implies that part-time workers are allowed to move to the full-time job sector. Model param-

eters are calibrated to match certain facts of the Japanese labor market. Our model successfully rep-

licates cyclical fluctuations in the wage differential between full-time and part-time workers. Fur-

thermore, we find that the wage differential widens in the sage of an economic recovery, but on

the other hand, that the wage differential is reduced in the stage of an economic slowdown. These

results are consistent with the fact observed from the Monthly Labour Survey.

JEL Classification Number: E24, E32, J31, J64
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