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Structural transformation

* Move from casual informal employment to full-time formal jobs

* What prevents this transition from happening?
* Traditional focus in literature and policy debates
— Demand -- lack of good formal sector jobs (technological progress, credit)

— Supply -- focus on human capital levels

* Presumption: workers want these formal jobs, but can’t get them
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The Labor Supply Puzzle



Workers often don’t want tull-time stable jobs

(at least not the ones they can get)

Cote D’Ivoire India Jordan
[Donald Grosset 2024] [Cetala Kaur Schofield [Groh McKenzie Shammout
Shamdasani 2024] Vishwanath 2015]
Young workers interested in full- Urban casual workers 1,000 job matches made

time factory job at baseline

Job offer from multinational
cashew processing plant

Pays twice as much per hour
(relative to baseline earnings)

25% take-up

(construction)
Mean tenure at stand: 10 years

Mean employment rate: ~3
days/week

Likelithood of taking up long-
term job if offered: 31.5%

Youth rejected job interview
28% of the time

When job offer received: youth

rejected offer or quit quickly
83% of time

Only 9 hires lasting 21 month
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High turnover among those who accept jobs

(especially at the beginning, once workers see what they’ve gotten themselves into)

Ethiopia
N=21 factories, 16K workers
[Wu Lauletta 2023

43.3%

19.9%
14.6% :
13.5%
10.4%
4.6% . —— Total turnover
Voluntary quit
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Log(days after employment)

Blattman Dercon (2018):
1/3 quit in month 1, 77% in year 1

Negative health effects
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Cote D’Ivoire

Turnover in first year: 60%

N=1 factory, 1K new workers

[Donald Grosset 2024]
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India

10-15% turnover each month

N=060 factories, 100K workers
[Adhvaryu Nyshadham et al. 2023]
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Bangladesh

E[turnover] in first 3 months: 23%
Me=1,357 export factories, 1.0M workers
[Amg2d Boudreau Heath 2024]
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High absenteeism: formal firms

Cote D’Ivoire
[Donald Grosset 2024]
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Mean absenteeism rate: 40%
No firing for absences
N=1 factory, 1K new workers

(Note: “Social Tax: 37% absenteeism)
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Tanzania
[Ho 2024]
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Mean absenteeism rate: 10.5%
Workers fired for excessive absences
N=1 factory, 4K workers

Source: Kaur Nobel Symposium Lecture
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[Adhvaryu Nyshadham et al. 2023]
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High absenteeism: informal casual jobs

Urban labor stand workers: India
Employers expect 20-30% absence rate
[Cetala Kaur Schofield Shamdasani 2020]
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Costly coping strategies: hire 30% more buffer workers

Agricultural casual workers

Rural spot labor (village employers)

Burundt:
— Work contracts negotiated 2 days in advance of workday
— 25% of workers don’t show up on workday

— N=1,343 employers (farmers), 4,284 hiring contracts
— [Cetala Naso Ndayikeza Swanson 2024]

India: Employers (farmers) expect:

— Peak season: 34% absenteeism

— Lean season: 19% absenteeism (despite 50% unempl rate)
— N= 227 employers (farmers)

— [Breza Kaur Krishnaswamy Shamdasani 2026]
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Parallel with industrial revolution debates

Historical views: transition to regular labor supply essential for enabling
industrialization [Pollard 1963, Thompson 1967, Clark 1994, Bowles Gintis 1976

Nl <

Factory Discipline Schoolin
GREGORY CLARK In Caplta ISt
The Journal of Economic History, Vol. 54, No. 1 (Mar., 1994), pp. 128-163 (36 pages) éwrr!er,‘!gnaw the

Contradictions of Economic Life

, Samuel Bowles
Why Isn’t the Whole World Developed? and Herbert Gintis

Lessons from the Cotton Mills

with a new introduction
by the authors

GREGORY CLARK
The Journal of Economic History, Vol. 47, No. 1 (Mar., 1987), pp. 141-173 (33 pages)
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Could “low” or irregular labor supply
be consequence of under-development?

Hypothesis:

Not about the worker, but about the environment



Under-development and labor supply?

* Condition of under-development prevents habituation to regularity
— Personal volatility: health shocks, family shocks
— Demand volatility: casual informal work, seasonality in employment
— Institutions impose irregularity: weddings, festivals on weekdays
— Discretion 1n labor supply: self-employment, agriculture
— Less opportunity for habituation in adolescence: irregular school attendance

— Workers never have the experience of regular labor supply (due to environmt)

« If preferences for labor supply are endogenously shaped by experience
— Could this hamper desire for regular formal employment?
— Could this exacerbate absenteeism?
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Conceptualize preference for labor supply
via lens of habit formation.

Rich literature in psychology suggesting this possibility,
but no direct evidence

Is there habit formation in labor supply?

What is the role of volatility?
[Luisa Cefala, Supreet Kaur, Heather Schotield, Yogita Shamdasani, 2020]

Supreet Kaur (UC Berkeley) Source: Kaur Nobel Symposium Lecture



Context

* Sample
— 225 workers at 11 urban labor stands (Chennai, India)
— Stand is primary source of employment
— Also primary means of active job search
— Modal contract is 1 day (always <1 week)
— Average worker has been at stand 10+ years

i

" —————— |
L . .
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Context

* Sample
— 225 workers at 11 urban labor stands (Chennai, India)
— Stand is primary source of employment TS S ———
— Also primary means of active job search &
— Modal contract is 1 day (always <1 week)
— Average worker has been at stand 10+ years

Fraction

* Baseline labor supply
— Mean employment rate: 2-3 days/week
— Mean attendance rate: <4 days/week

05

— Average worker says goal is 5 days/week : . : 3 4 5

Days attended stand per week (baseline)

59% come on average < 4 days/week; 78% < 5 days/week
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Preference for flexibility

Urban labor stand workers (Chennai, India)

If you were offered a long-term job today, Reasons for not wanting stable job
how likely are you to take it?

T T T T
Least likely Not likely Neither likely Likely Very likely 0 i i
or unlikely Earn more Like current Prefer More free Don't like Don't have

0 " " " . 1
° Only 33% say "likely” or "very likely o 33%: Don't want fixed schedule / like flexibility

o 32%: Have more free time with casual work

Supreet Kaur (UC Berkeley) Cefala, Kaur, Schofield, Shamdasani (2026) 13



Test: Is there habit formation in labor supply?

Supreet Kaur (UC Berkeley)

Phase 1 (incentives to build habit):

 (Cash incentive to boost attendance

— Treatment: daily payment conditional on
attendance (12% of average daily earnings)

— Control: matching unconditional payment
(wealth effects constant)

e Worker level randomization

Cefala, Kaur, Schofield, Shamdasani (20206) 14



Test: Is there habit formation in labor supply?

By Phase1

Incentives
(7 weeks)

Phase 1 (incentives to build habit):

 (Cash incentive to boost attendance

— Treatment: daily payment conditional on
attendance (12% of average daily earnings)

— Control: matching unconditional payment

Weekly Mean Attend

(wealth effects constant)

e Worker level randomization

* 26% 1 in labor supply [p-val<0.001]

—&— (Control —»—  Treatment

Supreet Kaur (UC Berkeley) Cefala, Kaur, Schofield, Shamdasani (2026) 15



Habit formation: results

By Phasel Phase 2 i . .
; - 1+ Phase 2: Key test for habit formation
' Incentives No incentives !
! (7 weeks) : (2 months) : . .
! | . * Remove all incentives
! ! !
| | : . .
2 | | . * Do we continue to see persistencer
< ! | :
g ! !
2 | i
g ! h
8 | r
= l
|
5
!
1|0 1I5

—&— (Control —»—  Treatment
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Habit formation: results

BL Phase 1 Phase 2 . .
; | o Phase 2: Key test for habit formation
Incentives No incentives
(7 weeks) (2 months)

* Remove all incentives
* Do we continue to see persistencer

* Results: Average etfect over 2 months
— 18% 7 in labor supply [p-val=0.019]
— 10% 1 in total employment [p-val=0.036]

Weekly Mean Attend

—&— (Control —»—  Treatment
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Habit formation: results

months later

B|.| Phase 1 : Phase 2 i Phase 3
! Incentives I No incentives : No incentives - Medium run follow-up
! (7 weeks) : (2 months) : (5 months)
| | ; * Some
| | i '
| : : suggestive
| | ! persistence
i |
i i even 5
| i

Weekly Mean Attend

e Substantial
convergence
over time

T T | T T T T T |

0 5 10 15 20 25 30 35 40
Weeks in Phase

—8— (Control —»— Treatment
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Does the constant volatility of poverty prevent

high labor supply equilibrium?

°
ROH out 121b()f stands over 1 l mOﬂthS Treatment Effect: Phase 2 attendance (no incentives)

‘o D

1.5

* Lots of variation in:
— Transitory labor disruptions (e.g. Diwali)
— Which week they happen in Phase 2

Days of attendance per week

* No shock: 0.7 days/week (39%) 1 in
labor supply

Average Effect Effect

[ ) Aftel‘ ShOCk: 1mm€dlat€ COHapSG Of treatment effect Before Shock  After Shock
etfects (workers revert to old eqm) s

Supreet Kaur (UC Berkeley) Cefala, Kaur, Schofield, Shamdasani (2026) 19



Proportion accepting

A5

-.15

Does habituation to higher labor supply change
the kinds of jobs workers are willing to take?

Treatment Effect: Accept inflexible contract

* Supplementary tests in Phase 2

e Incentivized choices between work contracts

* Vary flexibility of attendance days, penalty
for absences

* 'Treated workers 15 p.p. (29%) more likely to
take up inflexible contracts

* But revert to old eqm after shocks

Average
treatment effect

Control mean: .523

Supreet Kaur (UC Berkeley)

Effect Effect
Before Shock  After Shock

— Volatility makes 1t difficult to develop high
LS eqm

Cefala, Kaur, Schofield, Shamdasani (20206) 20



Endogenous labor market response?

Potential bi-directional relationship with

orgamzatlon of prOduCUOﬂ Would you hire more workers in longer-term

contracts if they could come more regularly?

8

=3

* Workers may attend more if jobs were better
—  Wages “

— Amenities: working conditions, health, transport

Percent

— Bad jobs makes it less likely you invest in human
capital, develop regular LS

20

* Employers may offer better jobs if workers
more productive (more regular labor supply) :

Definitely Yes Probably Yes Probably No Definitely No

Longer-term contracts (71-83%)

* Surveys with >200 labor stand employers Provide training (33%)
Expand business (31%), Change biz type (18%0)

Wages: Increase payments (76%b)
Non-wage amenities: Loans (88%), insurance (17%)

* Employers willing to pay 11-22% of daily wage
to hire workers treated with habit stock

Supreet Kaur (UC Berkeley Cefala, Kaur, Schofield, Shamdasani (2026) 21



Labor market implications

* Spot market structure could be endogenous consequence of irregular

labor supply

* Irregular labor supply itself could be a consequence of poverty
— Direct day to day effects of volatility

— Impact on endogenous preferences for labor suppl

— Poverty, through its effects on labor supply, could hamper structural
transformation

Supreet Kaur (UC Berkeley) Cefala, Kaur, Schofield, Shamdasani (20206)



Policy implications

* Could help us understand limited impacts of many active labor market policies

— Limited impacts of vocational training, employment subsidies
* Exposure before training could reduce turnover (improved match quality)

* Conceptualizing labor supply regularity as general human capital
— Potential benefit of (good) schooling [Bowles Gintis 1976]

— Increases in formal employment driven by new labor market entrants [Donovan et al. 2023]

* Implications for schooling and design of training programs
— School calendars and schedules highly disrupted
— Emphasize student attendance as metric in schooling

— Vocational and job training programs: explicitly value (and report) regular attendance

Supreet Kaur (UC Berkeley) Cefala, Kaur, Schofield, Shamdasani (2026) 23
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