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abstract

Comparison of the Effects of Government Subsidies

on Labor Productivity Improvement
Cheong-Seog Seo

This paper analyzes and compares the effects of various government subsidies to
improve labor productivity. Laborers are differentiated in learning ability, and duopsonists
in the labor market sequentially determine the quality levels and wages of employed
laborers in a two-stage noncooperative game under perfect information. If a subsidy is
given to the advanced firm in quality and productivity of labor, that firm will prefer to
intensify wage competition due to strengthening its competitiveness in the labor market,
and attempt to lower its quality in order to reduce the degree of differentiation in quality.
At that time, the other firm wants to avoid competition because of its weakened
competitiveness, and may have an incentive to lower the quality level to expand the
differentiation. If the government subsidizes low-quality and low-productivity firm, it is
motivated to increase its quality level to reduce differentiation due to the strengthening of
competitiveness, and its competitor has an incentive to improve the quality to expand the
differentiation. And there is no significant difference in whether payments are made to

laborers or firms.

Keywords: labor productivity improvement, education subsidy, wage subsidy,
product price subsidy



