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Announcement

On Thursday next week, we will work together on writing a
referee report for Vyborny et al. (2024) Why don’t jobseekers
search more?.
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https://drive.google.com/file/d/1t-OgmcTQboDw0i0tXg-tKn8LIHnuVVnA/view
https://drive.google.com/file/d/1t-OgmcTQboDw0i0tXg-tKn8LIHnuVVnA/view


Plan

• Basic descriptives on firms in low and middle income
countries (LMIC)

• Returns to capital

• Returns to labor
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Roadmap

Returns to labor

The selection of talent

The allocation of talent within the firm

Conclusion
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De Mel, McKenzie, Woodruff (2019)
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https://www.aeaweb.org/articles?id=10.1257/app.20170497


An RCT to measure marginal returns to labor among
small firms

• 1533 firms in urban Sri Lanka.
• 81 percent do not have paid or unpaid workers at baseline.

• Offered a monthly wage subsidy, for 8 months, if firm hired
an additional employee.

• Subsidy is about 1/2 average unskilled worker earnings.
• 21 visit check-up visits per firm

• Wage subsidy cross-randomized with:
• matched savings account
• training.
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A simple framework

In a simple, canonical model:

f ′(L) = w (1)

• In the absence of frictions, hiring should increase when
wages subsidised, and shortly fall thereafter.

• If there is learning or binding one-off hiring costs, impact
on hiring should be permanent.

• If hiring costs are persistent, impact on hiring should
decline gradually over time.
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A simple framework

• Return to labor in the absence of complementary capital
and training seems to be limited

• See also Hensel, Tekleselassie, Witte 2023

• Results are more nuanced after boosting capital and
training

• But why would hiring be so difficult?
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https://drive.google.com/file/d/1-1ofaM9-8sYt7kmAuYVb0JfhM7y6PoyH/view
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Abebe, Caria, Ortiz-Ospina (2021)
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https://www.aeaweb.org/articles?id=10.1257/aer.20190586


An RCT to study the selection of talent
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A simple model of selection

• Jobseekers differ in terms of:
• ability t,
• application costs c,
• value of the job b.

• Job is offered if t > a.
• Jobseeker is either uncertain about a (noisy selection:

a ∼ N(µa, σa)) or t (noisy ability).
• Assume b is discrete, and for each value of b, t and c are

jointly normally distributed, with correlation ρ

• Noisy selection: for each b type, jobseeker applies to the
job whenever Φ ((t − µa)/σa) > c/b
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Why would ρ > 0
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Empirical evidence from an RCT

• A real employer posts vacancy ads for clerical jobs.

• When potential applicants call to inquire about the position,
we randomize:

• Application subsidy
• Higher wage offer
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Impacts on applications

22 / 37



Impacts on applicant ability
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• Results show that jobseeker search frictions change the
selection problem of the firm.

• When search frictions are high, there may be a case for
employers to subsidise applications.

• Suppose we could remove all hiring frictions.

• Would this be sufficient for firms to grow?
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Bassi et al. (2023)
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https://www.dropbox.com/s/e08ft576xsux5ue/SEWIF_paper.pdf?dl=0


An observational study of firms in Uganda

• 1,000 firms sampled across Uganda, in 3 sectors:
carpentry, welding, grain milling.

• Median firm size is about 5-6 workers.

• Collect detailed data on artesanality and time use.
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Artesanality is widespread in carpentry and wielding
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Specialization is limited...
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... even as firms grow larger
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Model

• Individuals get an ability draw.
• and choose whether to be entrepreneurs or workers.
• Each worker is assigned to a production line, with a share

D of complex tasks.
• Task can be traded at a cost (the cost of specialization κ0).
• Productivity driven by (i) entrepreneur ability, and (ii) ability

of complex task performers.
• Convex hiring costs (χ0).

• Entrepreneur chooses firm size and task assignment.
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Model estimation
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Unbundling costs κ0 dampen productivity
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κ0 dampens impact of lowering hiring costs χ0
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κ0 dampens impact of boosting managerial ability
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• Features of capital, insurance, labor, and product markets
may hinder the performance of firms in LIMCs.

→ We need to find effective ways to address these frictions
and unlock the full potential of firms in LIMCs!
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