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Abstract

This paper addresses the issue about what the government (policies)
should do to gain efficiency of education and training under labor market
frictions. The government subsidizes education and training as a remedy
for hold-ups caused by ex-post wage bargaining. The result requires that
the government’s cost share to training should be equal to the worker’s
bargaining power and also requires that education subsidies should work to
fill the gap between the elasticity of the production function with respect
to education and the worker’s “effective” bargaining power, which the
literature has paid little attention to. JEL Classification: I28, J24, J64

KEYWORDS: education, training, policy, search and matching, wage
bargaining, efficiency

∗This paper is based on my master thesis at The University of Tokyo. First of all, I would
like to thank my advisor Kazuya Kamiya for thoughtful comments and suggestions. Also I
am very grateful to Junichi Fujimoto, Michihiro Kandori, Peter Kuhn, Akihiko Matsui, Dan
Sasaki, Seung-Gyu (Andrew) Sim, Katsuya Takii, Kazuo Ueda, Yves Zenou in alphabetical or-
der and other seminar participants at The University of Tokyo, Osaka University and Xiamen
University for their valuable comments. All remaining errors are mine.

†E-mail address: kazuhiko.sumiya@gmail.com

1


