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Motivation

Why focus on labor market flows?

A dynamic labor market makes it easier for unemployed to find jobs, for workers to switch
jobs and move up the job ladder, leading to higher life-cycle wage growth.

What we know:

» High-income countries: more fluid labour markets = better worker outcomes (e.g.,
Topel and Ward, 1992; Haltiwanger et al., 2018)

» Lower-income countries: higher labor market flows = worse outcomes (“slippery’
job ladder) (Donovan et al., 2023)

® Flows dominated by movements into and out of lower-quality informal jobs



Today

Focus on what we know far less:
@ Labour market flows within lower-income countries’ formal sector
@ How these flows change as economies develop and formal sector expands

© Consequences for workers life cycle wage growth

Based on " Formal Labor Market Dynamics and Development”
with Anne Brockmeyer, Francois Gerard, Marcelo Bergolo, Rodrigo Ceni Gonzdlez, Benard Kirui,

Andrea Lopez-Luzuriaga, Leonardo Fabio Morales, Andrea Otero-Cortés, Nadine Riedel, Matias Tapia,
Tanisa Tawichsri, Verena Wiedemann



Data

» Harmonize linked employer-employee administrative data from Brazil, Chile, Colombia,
Ecuador, Kenya, Thailand, South Africa, Uruguay

® Cover 112 country-years and wide range of income (factor of 9.3)

» Use of administrative data is key:

® Universal coverage of formal workers and establishments (min. measurement error and
small-sample issues)

® Provide longitudinal info on employees’ work histories in formal sector

» Two types of analysis: cross-country + within-country for Brazil & Colombia (long
panels)

» Combine with household survey data to compute formality rates



Formality-development gradient in our admin data

(a) Cross-country (b) Within-country
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Similar slopes — formality-development gradient not driven by national institutions.



Decomposing the formality rate

P(formality,) = P(EverFormal,) x E(ShareFormalMonthsy|EverFormaly,)

Extensive Margin Intensive Margin



Fact 1

EXTENSIVE MARGIN DRIVES FORMALITY-DEVELOPMENT

GRADIENT
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Same pattern holds within countries

Extensive Margin

(a) Extensive margin

Brazil: Coef. = 0.304, SE = 0.015
Colombia: Coef. = 0.331, SE‘A 0.065
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(b) Intensive margin
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We show it's not due to fixed differences across labour markets!



Fact 2

FORMAL LABOR MARKET FLOWS INCREASE WITH ECONOMIC

DEVELOPMENT



Average number of formal jobs held increases with development

Average Number of Jobs

(a) Average number of jobs (cross-country)
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(b) Average number of jobs (within-country)
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Workers spend less time in each formal job...

(a) Months per job (cross-country) (b) Months per job (within-country)
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...but also less time between formal jobs

Time Between Jobs
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(b) Months between job (within-country)
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These results are not driven by

» Specific measure of flows
» Fixed differences across regions
» Changes in workforce or industrial composition

» Reductions in public-sector share of formal sector jobs



Fact 3

FORMAL LABOR MARKET FLUIDITY AND LIFE-CYCLE WAGE

GROWTH INCREASE WITH ECONOMIC DEVELOPMENT



Average Probability of Switching Jobs
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(a) Labour Market Fluidity

Brazil: Coef. = 0.041, SE = 0.004
Colombia: Coef. = 0.060, SE = 0.006

@ Brazil Regions
A Colombia Regions

7.5 8 8.‘5 9 9.5
Average Log GDP per Capita

Life-Cycle Wage Growth

(b) Life-Cycle Wage Growth

Brazil: Coef. = 0.226, SE = 0.047
Colombia: Coef. = 0.172, SE = 0.046
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Fluidity by age groups

(a) Prob of Switching Jobs, Age 21-25 (b) Prob of Switching Jobs, Age 36-40
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“Job-shopping” period is critical for young workers’ life-cycle outcomes. (e.g., Jovanovic, 1979;
Topel and Ward, 1992).



Fact 4

WITHIN-FIRM WAGE GROWTH DRIVES MOST OF THE DIFFERENCES

IN OBSERVED LIFE-CYCLE WAGE GAINS



Life-Cycle Wage Growth
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Why? Returns to tenure as a potential mechanism
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Conclusion

Our results can reconcile seemingly contrasting findings on labour market flows in lower- and
higher-income economies

» As lower-income countries grow, their labour markets formalize, and their formal labour
market flows become more like those in high-income countries.

Empirical work over the past two decades has contested the dual view of informality

» Our results + Donovan et al. (2023) — different form of duality, formal and informal
labour markets are characterized by fundamentally different dynamics.

Results emphasize the importance of reducing barriers to join the formal sector, especially for
young workers.

Time between formal jobs remains long even in the richer countries/regions, far larger than
Ul duration (when it exists) — informal sector can still be an important " waiting room".



