Urbanization effects on job search decision
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Background

* Agglomeration economies in labor markets
e Urban agglomeration = population size of regional labor market
e Urban wage premium is confirmed by many researchers

e Some studies also show the agglomeration economies in job search
and matching

* Agglomeration diseconomies in labor markets
e Urban agglomeration also induces costs of congestion
* e.g., higher price of local service, traffic congestion

* However, little is known about the negative effects of urban
agglomeration (i.e., agglomeration diseconomies) in labor markets



Motivation

* Main issue
* The urban agglomeration effects in labor markets can be
heterogeneous across individual attributes
* Some individuals find the agglomeration economies,
* while others find the agglomeration “dis”economies

* This study aims to theoretically and empirically reveal such effects
by focusing on job search decision and socio-economic status

e Research questions
1. How does the urban agglomeration affect the decision of a non-
working individual to search for a job?
2. Arethe agglomeration effects heterogeneous across female life
events, such as marriage and childbirth?




Why this study focuses on:

e Job search decision
* Whether a non-working individual searches for a job depends on:
* Expected offer wages
* Opportunity costs of job search
e Urban agglomeration determines their size

* Female life events
* Life events (e.g., marriage and childbirth) can change the
opportunity costs of job search
* Gender and educational differentials induce a gap in the expected
offer wages

e Such gaps in life events, genders, and education might cause the
heterogeneity of agglomeration effects on job search decision
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Related literature

* Agglomeration economies in job search and matching
* Higher likelihood of finding a job
* (de Blasio and Di Addario, 2005; Di Addario, 2011)
e Higher matching quality

* (Wheeler, 2001, 2008; Bleakley and Lin, 2012; Andini et al., 2013; Abel
and Deitz, 2015)

* Higher matching quality, resulting in higher wages
e (Dauth et al., 2022)

* Heterogeneity across individual attributes

e Little is known

* Exceptionally, Phimister (2005) shows that urban premium of
participation and wage are larger for women than those for men
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Contributions

* This study contributes to the literature by focusing on:
* The heterogeneity of agglomeration effects
* The life events as factors determining socio-economic status
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e Offers the heterogeneity of agglomeration economies in labor
market

e Another contribution
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Theoretical background

* A non-working individual’s decision problem
* Bellman equation regarding a value of search (Mortensen, 1986)
e “Participate as an unemployed worker” vs. “do nothing”

Offer arrival rate

Search cost J best of random distribution of

Value of leisure offer wage the wage offers

\ l /

rV=b—c+ Afoomax[O, W(x) — V]dF (x)
0

Interest rate [

Present value of Present value of accepting
searching for a job the offer wage x



Baseline model

 Mortensen’s (1986) participation condition

* Benefit > cost = a non-working individual participates as an
unemployed searching worker
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Extending the model

* Our model incorporates:
 agglomeration effect (a)
* individual attribute (k)
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opportunity cost of job search
|
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Offer wage

* Assumption

* Itis determined by the level of agglomeration and the individual
attribute

* x(a, k) = x1(a)xy (k) + x3(k)

dxq(a)
da

where > (0 (urban wage premium)

* Wage gap between individual attribute k
 Individual attributes concerning human capital
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* Genders: x;(Men) > xj(Women)
* Education: x;(Less educated) < x;(Highly educated)
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Value of “leisure”

* The value of leisure
* The value of time other than is spent searching for a job

* |t contains the value of “household production” (e.g., housework
and childcare) as well as leisure activities

* Hereafter, | label the value as the “value of leisure/HH production”

* What determines the value of leisure/HH production
* Women tend to engage in household production
 Life events (e.g., marriage and childbirth)
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* These factors might make the female value of leisure/HH
production high
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Value of leisure/HH production

* Assumption
* b(a, k) = by(a)by (k) + b3(k)

db
1(a) > O
da

* Market prices of services concerning household production might be
high in urban areas

* e.g., housekeeping service and childcare facilities

* where

 Disutility of longer commuting time

* Gap between individual attributes k

 Life events (i.e., marriage and childbirth) might raise female value
of leisure/HH production

* bj(married women with children) > bj(married women) >
bj(unmarried women) = b;(men)
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Out-of-pocket cost of job search

* Assumption

* |tis the function of urban agglomeration, following Wheeler (2001)
Y
e c(a) = 1D
* Individuals can meet potential vacancies more often in more
agglomerated areas
. dA(a)
da
* In more agglomerated areas, the individual can receive more offers
by paying a certain fixed cost Y
. dc(a)
da

>0

<0




Out-of-pocket cost of job search

* Gap between individual attributes k

* Itis also determined by an individual attributes k through the fixed
search cost Y

(k)
e c(a, k) = f(a)
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opportunity cost of job search
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Participation condition

opportunity cost of job search
|
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Heterogeneous agglomeration effects

Agglomeration economies
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Empirical model

* Probability of searching for a job

* Pooling cross-sectional microdata from Japan
e Estimations of probit model by subsample of attribute k

Pg;el- =1) =®(a+fIn /A,,(l-),t(i) + X;y + Y0 + Zi(i)n)

s; = 1if a non-working
individual i is searching
forajob

Level of agglomeration
(employment density
in region r)

* Interest parameter

* [ > 0: agglomeration economies
* [ < 0:agglomeration diseconomies

Survey year dummies

Regional block dummies

Individual and household characteristics
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ldentification

* Endogenous problem

* The individual job search and residential location choice exhibit
simultaneity

* The level of agglomeration (A, ¢(;)) may be endogenous

* |nstrument

* In this study, the log of population density in 1920
* Long lagged values of agglomeration variables are valid (Combes
et al., 2011; Combes and Gobillon, 2015)

* Relevance: stock of facilities last over time, resulting in persistence in
regional patterns of agglomeration

* Exclusion restriction: current individuals’ job search behaviors should
be quite different from past ones



Data

e |Individual microdata
* Pooled cross-sectional data (# of obs.=1,004,967 )

* Individuals who answer not working, working-age (15-64), not
students

* Source: Japanese Employment Status Survey (8 waves, 1982—-2017)

* Regional agglomeration data
 Employment density (# of regions=222 UEAs)

* Regional unit follows the Urban Employment Area (UEA), proposed
by Kanemoto and Tokuoka (2002)

e Source: Establishment and Enterprise Census (6 waves, 1981-2006)
and the Economic Census for Business Frame (2009 and 2014)
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Fractions

Less than university degree University degree or higher
Unmarried Married Unmarried Married
No children With children No children With children
Variable (1) 2) 3) 4) (5) (6)
Panel A: Men
Non-working/Total 0.162 0.073 0.031 0.087 0.040 0.007
Searching/Non-working 0.380 0.341 0.422 0.518 0.289 0.580
Panel B: Women
Non-working/Total 0.213 0.355 0.541 0.099 0.330 0.486
Searching/Non-working 0.304 0.170 0.127 0.431 0.135 0.094

Note: Pooled data across eight waves of the ESS between 1982-2017. Sample of the working individuals is restricted to
those who have no missing values of the same variables which are used for the estimations for the non-working
individuals.

 Life events (i,e., marriage and childbirth) seem to make women stop
working and searching

* This tendency might cause the heterogeneity of agglomeration effects
across life events for women



Results: probit

Less than university degree

University degree or higher

Unmarried Married Unmarried Married
No children ~ With children No children  With children
M 2 3 4 ©) (6)

Panel A: Men
In(Employment density) 0.0049* 0.0254%*x* 0.0209%*** 0.0003 0.0184%*** 0.0541%***

(0.0030) (0.0040) (0.0067) (0.0068) (0.0070) (0.0172)
Observations 82754 69293 8350 13071 11928 778
Panel B: Women
In(Employment density) 0.01471%*** 0.0014 -0.0074%** 0.0071 0.0107*** -0.0006

(0.0026) (0.0018) (0.0018) (0.0085) (0.0036) (0.0042)
Observations 124134 448214 188121 77717 30283 1 20174

Notes: Standard errors clustered at the regional level are in parentheses. ***, ** and * represent statistical significance at

1%, 5%, and 10% level, respectively. All models contain a constant, individual and household characteristics, cohort
group dummies, regional block dummies, and the survey year dummies.
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Results: IV probit

Less than university degree University degree or higher
Unmarried Married Unmarried Married
No children ~ With children No children  With children
(1) ) (3) ) (5) (6)

Panel A: Men
In(Employment density) 0.0094** 0.0287*** 0.0367*** 0.0077 0.0204* 0.0246

(0.0044) (0.0059) (0.0097) (0.0092) (0.0108) (0.0280)
Observations 82754 69293 8350 13071 11928 778
Panel B: Women
In(Employment density) 0.0135%** 0.0005 -0.0059** 0.0094 0.0077 -0.0061

(0.0037) (0.0023) (0.0027) (0.0125) (0.0049) (0.0053)
Observations 124134 448214 188121 7777 30283 20174

 Life events make their value of leisure/HH production higher
* First, unmarried women find the agglomeration economies
* Finally, married women with children find the agglomeration
diseconomies



What we can see

 Effects of life events to women’s job search decision

* The wives tend to specialize in household production (e.g.,
housework and childcare) in Japan

e The husbands tend to specialize in the paid work in the labor market

* Life events (i.e., marriage and childbirth) make the female value of
leisure/HH production high, especially in urban areas

* Due to supply shortages of childcare facilities in urban areas

* Low and highly educated women
* Highly educated women find higher expected offer wages
* Their benefit of job search is enough high

* Thus, life events do not change the agglomeration effects for highly
educated women
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Conclusion

* Main findings
1. Urban agglomeration can both positively and negatively affect job
search decision

2. Life events (i.e., marriage and childbirth) remarkably change the
female response of job search decisions to the agglomeration
level

e Policy implications to utilize inactive women

* Solving shortages of childcare facilities in urban areas to reduce
their value of leisure/HH production

» Decreasing gender wage gap
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