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Abstract

Japan’s wage-age profile has flattened for over two decades. The
standard macroeconomic model that assumes the imperfect substitu-
tion among labor inputs of different ages fails to replicate this actual
wage profile shift. We present the aggregate production function that
generates endogenous change in the wage-age profile by the change
in labor input share. The imperfect substitution makes the dynam-
ics of wage profile. We estimate the elasticity of substitution of the
production function from the structural equations. We find that our
estimated model succeeds in tracking the changing of the wage-age

profile in Japan.
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