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Hiring Risky Workers by Edward Lazear (1995)

Main Results

(1) Risky workers are preferred to safe ones at a given wage. Because the
risky worker has option value, a firm i1s willing to pay more to hire a

worker with upside potential.



(2) The wage premium that risky new workers command varies directly
with the length of the remaining work—life and inversely with the time
that it takes to determine the worker’s productivity. Restrictions on
firing workers can reduce the value of the risky worker relative to the

safe one, but cannot reverse the preference for risky over safe.



(3) As an extension, young workers are favored over old ones with the
same expected value. Since less 1s known about young workers, they
have more option value. A similar argument may provide a rationale for

preferring male to female workers.



(4) Still, information has value. Firms are willing to pay to learn about a
worker’s true productivity. This way, the firm can eliminate having to
tolerate low productivity workers during a probation period in order to

find the ones that it wants to retain.



(5) Market equilibrium ensures that wages adjust to make the marginal
firm indifferent between hiring the risky workers and the safe worker.
New firms in growing industries prefer younger, risky workers. Firms
in declining industries prefer older, safer workers. As a result, Silicon
Valley should have younger workers and higher turnover rates than

the Rust Belt.



(6) The initial employer must have some ex post advantage over other
firms or the option value vanishes. Private information, which becomes
available to the initial employer alone, or mobility costs of some kind

are examples of the kind of advantage needed to produce option value.



