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Abstract: This chapter aims at understanding the pattern of the labor share during the development process. On the one hand, the labor share is substantially higher in developed than in developing countries. On the other hand, the labor share has decreased during the past two decades in less advanced economies. Our theory emphasizes the interplay between firms’ monopsony power and the size of the informal sector when the formal labor market is frictional. The size of the informal sector parameterizes workers’ outside opportunities in wage setting. In a first stage of development, productivity gains are not compensated by wage increases, as most of workers’ outside opportunities depend on the informal sector whose productivity remains unchanged. The labor share decreases as a result. In a second stage of development, outside opportunities rely more on productivity in formal firms as the formal sector expands. Consequently, the labor share increases. keywords: Development ; Informal sector ; Labor share ; Matching frictions J.E.L classification: E25 ; J42 ; O17
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Introduction



There is a vast literature linking inequality to economic development. In this paper, we adopt a new perspective concerning this debate by focusing on the labor share, that is the ratio of wage bill to valueadded. Dualism in the organization of production activities is very pervasive in developing countries (DCs), with informal, low-productivity methods of production coexisting with higher-productivity, formal methods in urban areas. We question the impact of economic development on the labor share of income in such an environment in which a significant proportion of the economy-wide resources remains trapped in the low-productivity informal sector. The factor distribution of income is a key component of income inequality. However, most of the studies focus on wage inequality. By contrast, there is little focus on the labor share. Still, labor share movements can modify income inequality, in particular when the capital distribution is more concentrated than the wage distribution. Checchi and Garcia Penalosa (2009) show that the labor share is an important determinant of income inequality in OECD countries. Similarly, Garcia-Penalosa and Orgiazzi (2009) highlight the increasing role in unequal possession of capital in OECD countries. Concerning developing countries, Daudey and Garcia-Penalosa (2006) show that a larger labor share is associated with a lower Gini coefficient of personal incomes and that the effect is quantitatively large. The main reason behind the neglect of the labor share relies on Kaldor’s stylized fact (1955) in favor of constant labor shares across time and space, in spite of Solow’s skepticism as early as 1958. This fact - mainly inspired from the US experience - is contradicted by recent empirical studies. Not only the labor share sharply decreased in many European countries in the 1980s, but it also plunged in developing countries and more particularly in low developing countries (LDCs). In addition, the labor share remains substantially higher in developed countries than in DCs. Our article offers several contributions. First it provides a new explanation to the decrease in labor share that LDCs experienced in the last decades. Then, it predicts that, over the very long run, the labor share should increase to reach a higher level than initially. Finally, it explains the spectacular decrease of the informal sector that DCs experience during development. We proceed in four steps. Section 2 presents a variety of facts that (i) we plan to explain and (ii) that we take as a starting point in the rest of the paper. (i) We document a Kuznets curve between the labor share and the log of GDP per capita. The labor share decreases with GDP per capita at early stages of development, while it increases with GDP per capita at later stages. Although we do not control for causality (however, see below), this finding is robust to country fixed effects, time effects, and control variables like capital deepness, trade, and institutional financial openess. (ii) We highlight three channels that could drive this relationship. First, cross-country studies show that regulation and entry barriers on good market decrease with development. Second, the informal sector shrinks with development. Finally, firms in the informal sector are less productive than firms in the formal sector. Section 3 proposes a theoretical model that is based on the facts highlighted previously. The model is static and features a formal and an informal sectors, shadow entry costs and endogenous frictions in the formal sector, multiple applications, and capital choice. We now comment each assumption separately. The model assumes there are rents in the product market, and that such rents are shared between
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workers and employers according to market frictions and informal sector productivity. Rents in the product market are introduced in a simple way. Following Blanchard and Giavazzi (2003), we suppose that firm entry in the formal sector involves paying a shadow entry cost. Unlike resource costs, shadow costs imply rents that must be split between firm owners and their employees. Shadow costs refer to the product market regulation that limits the number of competitors at sector level. Although we make this assumption for simplicity, the idea whereby entry costs determine product market competition is consistent with Djankov et al (2002) who show that high entry costs are generally associated with a low degree of product market competition in DCs. Using panel data on network industries, Azmat et al (2007) show theoretically and empirically that (shadow) entry barriers on the good market have a major impact on the labor share for OECD countries. The formal sector is characterized by frictions on the labor market whereas the labor market is competitive in the informal sector. Matching frictions usually characterize the labor market of developed countries. Nevertheless, estimates of the matching function show that matching frictions are also very strong in DCs (see Rama (1998) for Tunisia, and Berman (1997) and Yashiv (2000) for Israel). By contrast, the informal sector seems much less frictional.1 Frictions together with the informal sector determine firms’ ability to pays workers below marginal product and enjoy the rents obtained in the product market. We follow Albrecht, Gautier and Vroman (2006) – thereafter AGV – who allow for wage posting, multiple applications of workers, and Bertrand competition between potential employers. In this model, individual wage depends on the number of offers the worker receives. Individuals either receive their marginal product, or get paid the monopsony wage. As inidviduals can always work in the informal sector, informal income provides a lower bound to indiviual wage and sizes the monopsony wage. In equilibrium, the number of firms in the formal sector depends on the entry cost, on the capital cost, on total factor productivity, and on the productivity differential between formal and informal firms. We use our model to predict the impact of development on the labor share. The development process is modeled through two aspects: a decrease in entry costs and an increase in formal sector productivity / a decrease in capital cost. On the one hand, the decrease in entry costs fosters competition on the good market. The entry of new firms increases wage competition as workers’ outside opportunities become higher, relying more on high-productive formal sector firms. As a result, the labor share increases. On the other hand, productivity increases more in the formal than in the informal sector. The rising productivity gap between the formal and informal sectors gives birth to two opposite effects. Firstly, the monopsony wage does not increase with productivity growth. At given number of firms this implies that the mean wage does not increase as fast as formal productivity and the labor share goes down. Secondly, the increase in profits induces entry of new firms, which makes the labor share increases because of wage competition. The negative effect dominates at early stages of development. That allows us to explain the decrease in labor share observed in DCs and more particularly in LDCs, whose growth has accelerated 1 Mc Kenzie and Woodruff (2006) show that (real) entry costs to open a micro-firm are very low in the Mexican informal sector. Fleck and Sorrentino (1994) show that a majority of micro-firms in the informal sector corresponds to an individual, working at home and without any loans. Yamada (1996), Marcouiller et al (1997) and Maloney (1999) show for Peru, El Salvador and Mexico that self-employed workers and workers in family business represent a large part of the informal sector that correspond to a vast unregulated sector of entrepreneurs. As noted by Zenou (2008) if frictions exist in this sector, they should not be very important.
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the last decades. At some point, the competition effect should dominate and the labor share rises with development. In Section 4, we assess the empirical validity of our model through two different methods. We first calibrate the model and test its ability to reproduce the major stylized facts highlighted in Section 2. The idea of the calibration is to match the observed relationships between entry cost and development on the one side and labor share and development on the other side. The model predicts the corresponding productivity gap between formal and informal firms, and the percentage of the workforce in the informal sector. The model replicates the quantitative decline of the informal sector observed along development. We then use financial liberalization episodes to evaluate the impact of a decline in capital cost on the labor share. Financial liberalization episodes have substantial impact on output growth during the 3-5 years following a liberalization date (see Henry, 2003, 2007, and Henry and Sasson, 2009). We use such liberalization dates as natural experiments to test the impact of an unexpected decrease in capital cost on the labor share of income for DCs. Our results are in line with the theoretical model. We show that financial liberalization has a strong negative effect on the labor share in DCs, while the effect is positive in developed economies. This paper relates to different strands of literature. First, it belongs to the growing literature on the determinants of the labor share, as emphasized by the contributions of Bertolila and Saint Paul (2003), Blanchard and Giavazzi (2003), Jones (2003), and Acemoglu and Guerrieri (2008). None of them focus on developing countries. Second, the paper is connected with the literature on inequality along the development path. This litterature starts with Kuznets (1955) and was formalized later by Robinson (1976), Knight (1976), and Fields (1979) who argue that the rural-urban income differential is constant but the share of the population in the agricultural sector changes with development, producing the familiar U-shape for evolution of income inequality over time (inequality between sectors). In this paper we adopt a quite different perspective by focusing only on urban areas where an important fraction of the workforce lies in the informal sector (aroung 40% according to Sethuraman, 1981, and Rauch, 1993). Third, the idea whereby the informal sector plays a key role in the formal sector performance is widely accepted in the literature2 . Our framework relies on the coexistence of a frictional labor market in the formal sector and a competitive market in the informal sector in DCs. Zenou (2008) and Satchi and temple (2009) make a similar assumption and include workforce migration in their model, following Harris and Todaro (1971). They study the impact of different labor market policies on economic outcomes at the short and medium run (taxation, minimum wage or unionization). Albrecht et al (2008) follow Amaral and Quintin (2006) and adopt a different perspective. In their work, formal and informal sectors are both characterized by frictions. Workers differ in formal sector productivity and choose whether they work in the formal sector or not. Wages are negotiated in three approaches and outside opportunities rely on the size and productivity of the informal sector. Whether the informal sector is frictional or not is not important in our paper. What is important is the fact that informal sector productivity sizes the monospony wage. Our paper offers a simple and tractable model in the spirit of these various 2 See for example Harris and Todaro (1971), Mazumdar (1983), Rauch (1991), Dessy and Pallage (2003) or Straub (2005) for theoretical literature and Banerjee and Dufflo (2007) or Djankov and Shleifer (2008) for empirical literature.
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contributions to address a different problem, namely the impact of development on the labor share of income. Finally, this article is closely related to the literature dealing with the impact of firm monopsony power on the labor share. Decreuse and Maarek (2009) show that FDI have a negative impact on the labor share because of the monopsony power that foreign firms derive from their technological advance. Daudey and Decreuse (2007) study the impact of education on workers’ mobility between jobs and their ability to generate wage competition between potential employers. They show that education has a positive impact on the labor share in OECD countries. In this paper we are interested in the evolution of firms’ monopsony power during the development process and we highlight the role played by the informal sector. The rest of the paper is organized as follows. Section 2 presents the stylized facts and discusses the various assumptions we make in the theoretical model. Section 3 presents the model and examines the predicted relationship between labor share and development. Section 4 turns to the quantitative assessment of the theory through a calibration exercise and natural experiments at the aggregate level. Section 5 concludes.
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Stylized facts



In this section, we present different stylized facts. First, we show that the labor share is higher in developed countries than in DCs and it tends to decrease over time in DC and more particularly in LDCs. Second, we emphasize the fact that regulation on the good market decreases with development. Then, we present some evidence of a negative correlation between development and the size of the informal sector and we document the nature of agents who operate in the informal sector. Finally, we relate the sharp increase in trade and capital inflow in DCs.



2.1



Labor share and development



The labor share is defined as the ratio of total wage bill over value added: LS =



wL Y



(1)



We first compute labor shares through national account data from UN statistics division. We then use data from UNIDO (a subdivision of UN), for the manufacturing sector only. The reference year is 1999 as many data used in the paper are only available for this year. This simple definition for the labor share does not deal with measurement difficulties that bias international comparisons (see Daudey 2005). The most important issue - highlighted by Gollin (2002) - is to accurately account for the income of self-employed workers. Self-employed income is usually considered as capital income. This downward biases the measure of the labor share and makes international comparisons difficult as the proportion of self-employed in the total workforce is very different from one country to another (see Nunziata, 2008). This problem is particularly accurate in our case as the proportion of self-employed is much more important in DC than in developed countries3 . 3 To



correct this bias, Gollin (2002) suggests to attribute a fictive wage to self-employed workers corresponding to the
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mean LS Nb of countries



Table 1: Labor share and development, Part I Low incomea Low-middle Upper-middle High income 30.69 28.87 33.51 45.68 14 25 19 33



a The table reports the mean labor share (in %) in the manufacturing sector for each subgroup of countries. Data are for the year 1990. Source: UNIDO.



The wage data come from the Industrial Statistics Database of the United Nations Industrial Development Organization (UNIDO). UNIDO provides data on total wages and salaries and value added for the manufacturing sector, from 1963 to 2003 (unbalanced) for more than 120 countries. For a given year, wages and salaries include all payments in cash or in kind paid to employees. Payments include: (a) direct wages and salaries; (b) remuneration for time not worked; (c) bonuses and gratuities; (d) housing allowances and family allowances paid directly by the employer; and (e) payments in kind. Excluded from wages and salaries are employers’ contributions on behalf of their employees to social security, pension and insurance schemes, as well as the benefits received by employees under these schemes and severance and termination pay.4 Reasons to use this dataset are twofold. First, The UNIDO database allows us to avoid the bias induced by self-employed workers described above. The dataset only covers the manufacturing sector and contains wage and value added for almost 120 countries. Firms with less than 4 employees are excluded from the survey (this threshold can differ between countries, see Ortega and Rodriguez, 2006). Therefore, self-employed workers are excluded from the data and adjustments are not necessary. Furthermore, our model focuses on the urban labor force.Thus, focusing on the manufacturing sector seems more relevant for our purpose. The second reason we use this dataset is that it provides long series for wages for some low-income economies (10-year series), which is not the case for UN data. As a crude measure of development we use the log of GDP per capita measured in purchasing power parity. This variable is provided by the World Bank. We identify four subgroups of countries according to the World Bank classification in 2006: lower-income, lower middle-income, upper middle-income, and high-income groups. Table 2.1 computes the mean labor share for each subgroup in 1990. It shows that the labor share is subtantially higher in developed than in DCs. We then turn to econometrics and run regressions on panel data. Time series on the labor share are not long enough to identify the long-term development process. Thus, we first run regressions on different subgroups of countries. We control for time and country fixed effects. Standard errors are clustered at country level and regressors are lagged one period to deal with endogeneity issues. Second, we estimate a regression for all DCs that include the square of the log of GDP per capita in order to identify a nonmonotonic relationship between the labor share in manufacturing sector and development. Note, however, that the results presented in this subsection are simple correlations and deducing causality would require mean wage of employees. This adjustment is open to criticism as in the case of DC, the majority of self employed are poor workers. 4 If social contributions were included, the gap between labor shares in developed and developing countries would even be more important and the labor share would increase much more with development.
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Table 2: Labor share and development, Part II GDP



Low incomea



Low-middle



Upper-middle



High income



DCs



−13.69∗∗∗



−2.59



4.97



−0.877



−59.63∗∗∗



(3.02)



(2.35)



(3.23)



(2.86)



(18.27)



.



.



.



.



3.58∗∗∗



yes 0.242 29 340



yes 0.237 34 500



yes 0.101 25 378



yes 0.122 31 610



GDP2



(1.157)



dummies R2 (within) nb countries nb observations



yes 0.149 88 1218



a All regressions include country and time effects. Squared errors are clustered at country level. Significance levels: *** 1%, ** 5%, * 10%.



a more sophisticated econometric approach. The first regressions we run are: LSit = ai + at + β1 GDPt−1 + uit



(2)



LSit = ai + at + β1 GDPt−1 + β2 GDP 2 t−1 + uit



(3)



Results are presented in Table 2.2. Development has a negative impact on the labor share at early stages of development. Then the labor share increases with development. The impact of development for low-income countries (at the begenning of development process) is strongly negative. It becomes less negative for lower-middle income countries. For the upper middle-income group the impact is strongly positive. Those correlations between the labor share and GDP per capita suggest a U-shaped `a la Kuznet for the labor share. It is consistent with other studies showing a clear decrease of the labor share in DCs and more particularly in LDCs.5 We now control for other variables that could introduce potential biases. First, we control for factor accumulation. Indeed, development can impact the labor share through factor accumulation depending on the elasticity of substitution between capital and labor. We add a proxy for the capital-ouput ratio. We use the investment-output ratio I/Y available from the UNIDO database. Then, we use proxies for openness. It is important to control for openness to deal with omitted variable bias as development and openness frequently go toghether. We use the trade ratio of exports plus imports to GDP OP EN as a proxy for trade openness. We also use the index of Ito and Chinn (2006) OP EN K for financial oppeness. The regressions we run are: LSit = ai + at + β1 GDPit−1 + β2 I/Yit−1 + β3 OP EN Tit−1 + β4 OP EN Kit−1 + uit



(4)



LSit = ai + at + β1 GDPit−1 + β2 GDP 2 it−1 + β3 I/Yit−1 + β4 OP EN Tit−1 + β5 OP EN Kit−1 + uit (5) 5 See



for example Harrison (2002) or Maarek and Decreuse (2009).
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Table 3: Labor share and development, Part III GDP



Low incomea



Low-middle



Upper-middle



High income



DCs



−15.86∗∗∗



−2.15



23.06∗∗∗



5.98∗∗



−119.31∗∗∗



(3.93)



(3.02)



(4.94)



(2.95)



(22.33)



GDP2



.



.



.



.



7.59∗∗∗



I/Y



3.37∗∗∗



1.17



5.93



26.11∗∗∗



2.12∗∗



(0.89)



(1.10)



(6.60)



(5.88)



(0.83)



OPENT



−0.253∗∗∗



0.018



−0.029



−0.274∗∗∗



−0.043



(0.05)



(0.044)



(0.040)



(0.053)



(0.026)



OPENK



3.27∗∗∗



1.94∗∗



−0.645



0.042



1.27∗∗



(1.10)



(0.89)



(0.709)



(0.477)



(0.53)



yes 0.529 18 164



yes 0.310 23 320



yes 0.341 19 204



yes 0.227 26 460



yes 0.262 60 688



(1.41)



dummies R2 (within) nb countries nb observations



a All regressions include country and time effects. Squared errors are clustered at country level. Significance levels: *** 1%, ** 5%, * 10%.



Income quartilea Top Quartile 2nd Quartile 3rd Quartile 4th Quartile a Source:



Table 4: Entry costs on the good market Nb procedures Nb days Cost (%GDP) GDP 6.77 24.5 0.1 24,372 11.11 49.29 0.33 5,847 12.33 53.1 0.41 1,568 11.9 63.73 1.08 349



Djankov et al (2002).



Results are presented in Table 2.3. The relationship between the labor share and development is unaffected by the various controls. We conclude that there exists a U-shaped curve between labor share and development, robust to the inclusion of controls such as country and time dummies, openness variables, and capital deepness. Figure 1 represents the relation between development and the labor share. We substract to the labor share the estimated countries fixed effects, time dummies and impact of controls in order to have the partial correlation between the labor share and log GDP per capita6 .



2.2



Entry costs on the good market and development



In this subsection, we document the entry costs on the good market and their evolution with respect to development level. This analysis is based on Djankov et al (2002) who compute three different measures of entry costs for 1999. The dataset covers the number of procedures, official time (in business days) to comply with those procedures and official cost7 (as a percentage of per capita income) a start up must bear before it can legally operate. The sample used includes 85 countries. Table 2.4 reproduces part of the results. 6 Formally,



LS − β3 I/Yit−1 + β4 OP EN Tit−1 + β5 OP EN Kit−1 − ai −at = β1 GDP + β2 GDP 2 + εit 7 This cost does not include the opportunity cost due to time spent in administrative procedures. It would be redundant.
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Figure 1: LS and development: A Kuznets type relation



Entry costs drastically diminish with development.



Figure 2: Number of days to start a business and development level. Source: Djankov et al (2002)



The most striking difference concerns cost as a percentage of per capita GDP. Although creating a start up is quite cheap for the first quartile countries (10% of per capita GDP), this cost may become unbearable for many potential entrants in DC where it can reach 400% of GDP and where credit market imperfections are often important8 . Figure 2 highlights a negative relation between the number of days 8 Those



means are statistically different between groups except for countries of quartiles 2 and 3.
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to comply with procedures and development. Corruption is another aspect of entry costs that is difficult to account for. One can imagine that corruption is all the more important than entry costs are high. Indeed, rents associated with entry costs and the importance of these costs lead to a demand for corruption to avoid paying entry costs and an offer of corruption to extract the rent. It is very likely that legal entry costs and corruption go together. Djankov et al (2002) regress a corruption index over the number of procedures an entrant must comply. The correlation between those two variables is very high and DC suffer more from corruption than developed countries. This could add an extra cost to high formal entry cost. Finally, entry costs could result from a lack of skilled workers. La Porta and Shleifer (2008) show managers have higher human capital in formal than in informal sector. We can imagine, as Dessy and Pallage (2003) suggest, that human capital of managers has to be high in order to benefit from the best production technology available in the formal sector. Hence, low education of workforce can be assimilated to an entry cost and creates rents in the formal sector (see subsection 2.3 and 3.1) as firms in formal and informal sector operate in a different sector.



2.3



Informal sector and development



We document two aspects of the informal sector central in our modelization. On the one hand the size of the informal sector sharply decreases over the development process. Therefore, the informal sector is much more important in DC than in developed countries. On the other hand, the informal sector in the urban area is composed of small firms whose productivity is very low relative to formal ones. We use the database of Djankov et al (2002) although there exist many ways to measure the size of informal sector (see for example Schneider and Enste, 2000). Data correspond to 1999 and we represent in Figure 3the weight of the informal sector as a percentage of GDP9 . The size of the informal sector, measured as a percentage of GDP or as a percentage of the workforce (not reported), decreases with GDP per capita. Actually, Straub (2005) and La porta and Shleifer (2008) point out that GDP per capita is the main determinant of the informal sector. We now have to understand the characteristics of firms operating in the informal sector. Our analysis is based on La Porta and Shleifer (2008) who use the Micro Survey and the Informal Survey constructed by the World Bank.10 Samples are composed of very poor countries and mainly cover the manufacturing sector (urban area) only for one year for each country, between 2002 and 2007.11 They find that formal firms are substantially more productive than informal ones. From the Micro Survey, formal firms are 39%, 59% or 74% more productive than informal firms depending on the productivity measure we adopt: sales, value added or a more structural measure of productivity.12 9 This measure is better documented even if it underestimates the proportion of workers working in the informal sector as they are less productive than formal workers. 10 Those surveys include only firms with less than 5 employees with an important share of informal firms. 11 Informal Survey: Bangladesh, Brazil, Cambodia, Cape Verde, Guatemala, India, Indonesia, Kenya, Niger, Pakistan, Senegal, Tanzania, Uganda. Micro Survey: Angola, Botswana, Burundi, Congo, Gambia, Guinea, Guinea-Bissau, India, Mauritania, Namibia, Rwanda, Swaziland, Tanzania, Uganda. 12 For the Informal Survey, the differences are 18%, 38% and 47%. When we compare the informal firms of the Micro and Informal Surveys with formal firms of larger size from the Enterprise Survey, the productivity differential is even more important. Small firms from the Enterprise Survey (less than 20 employee) have a per employee value added that is 104% (154%) higher than informal firms of the Micro Survey (Informal Survey).
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Figure 3: Informal sector and development level. Source: Djankov et al (2002)



There still exists a debate in the literature concerning the relative productivity of the informal sector and the nature of agents operating in this sector. As noted by La Porta and Shleifer (2008), this debate can be synthetized into three different views of the informal sector. First of all, the romantic view (de Soto, 1989, 2000) according to which firms operating in the informal sector are not intrinsically different than firms operating in the formal sector. They are potentially very productive but taxes and regulations keep them in the informal sector that curbs their development. Therefore, making those firms registered would considerably increase productivity and would lead to economic development. Nevertheless, La Porta and Shleifer (2008) show that very few firms operating in the formal sector have ever operated in the informal sector, which is not in line with this theory. Second, according to the parasite view (Farell, 2004, Baily et al, 2005), firms in the informal sector are intrinsically less productive. But avoiding taxes and regulation, informal firms exert an unfair competition and hurt formal firms what curbs economic development. Still, as shown by La Porta and Shleifer (2008) firms operating in the formal sector do not seem to consider informal firms as a threat. This suggests that these firms do not operate on the same market. Finally, the dual view (see Harris and Todaro, 1970 and Rauch, 1991 among others) predicts that unofficial firms should look very different from official firms. Productive entrepreneurs pay taxes and bear the cost of government regulation in order to advertise their products, raise outside capital, and access public goods (use the high-productivity formal method - see Rauch, 1991, and Dessy and Pallage, 2003). Such entrepreneurs find it more profitable to run the bigger official firms than the smaller unofficial ones. In contrast, the increase in profits that less-able entrepreneurs or managers would be able to generate by operating formally is not large enough to offset the additional costs in terms of taxes and regulations. Thus, the strong prediction of the dual view is that managers and assets are matched through a sorting process that results in low-ability managers being paired with low-quality assets. Official and unofficial firms operate in different markets and have different customers. The dual view sees the unofficial economy as an archaic sector and informal firms as providers of livelihood to millions, perhaps billions, of extremely
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poor people (Tokman 1992), and cautions against any policies raising the costs of the unofficial firms. La Porta and Shleifer (2008) find strong empirical support for the dual view. They show that if managers have higher human capital in the formal sector, other workers are identical in the two sectors suggesting that workers in the informal sector are mainly those who did not find any job in the formal sector due to lack of opportunities.13 We follow La Porta and Shleifer and focus on the dual view in our modelization. Note, however, that the data used by La Porta and Shleifer only deal with a single aspect of the informal sector. The informal sector is not only composed of small and low productive firms but also of millions of very poor self employed looking for some ways to subsist. The idea of an informal sector relatively less productive than the formal sector consisting of selfemployed individuals is confirmed by Barnerjee and Dufflo (2007) who account for economic living of the poor and focus on individuals with less than one or two dollars per day. They show that those individuals are often independent entrepreneurs getting subsistence income from informal sector due to lack of better opportunities. These entrepreneurs have low human capital and in best cases have access to informal finance with very high interest rate.14 Through lack of insurance or saving systems, these workers does not specialize and have many activities to protect from risks. Economies of scale are impossible and workers have a low productivity. Again, the dual view of labor market seems comforted in DC. An important informal sector exists through lack of opportunities and potential employers in the formal sector. The informal sector can be assimilated to a workforce stock looking for a job in the formal sector.
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The model



The paper aims at constructing a model able to explain the impact of development on the labor share in developing countries. The model must fit several fundamental characteristics of development put forward in the former section. Namely: (i) entry costs decrease along development, (ii) formal sector productivity increases, (iii) the labor market is dual and the informal sector shrinks during development.



3.1



Environment



We use a static matching model with enrty costs in the good market in the spirit of Daudey and Decreuse (2006) and Decreuse and Maarek (2009). Our model differs in two aspects. First, we introduce an informal sector specific to DCs. The formal sector is characterized by frictions on the labor market contrary to the competitive informal labor market. Then, we study the implications over the long run of changes in capital cost (or more generally of an increase in formal sector productivity) and changes in entry costs. There is a continuum of identical individuals normalized to one. There are two sectors. In the informal sector, each worker produces z > 0. In the formal sector, each firm is endowed with a single job slot, which can be available or not. Holding an available job slot is costly. The cost is χ > 0. As in Blanchard 13 In the Informal Survey, only 6.1% of the managers in the informal firms have a college degree wheraes for the same countries, 63.9% of the managers in the Enterprise Survey have a college degree. For the Micro Survey those proportions are respectively 12.2% and 43.1%. Concerning the average employee, in the informal firms of the Informal Survey 48.7% only have a primary education and 44.8 for the same countries of the Enterprise Survey. For the Micro Survey those proportions are respectively 59% and 47.9% 14 Straub (2005) gives theoretical justifications for the inefficiency of informal finance and high interest rates that result.
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and Giavazzi (2003), this is a shadow cost induced by regulation on the good market. We consider this cost as a mean to generate a rent. This assumption implies that firms make pure profits. The cost can correspond to regulations as documented in Djankov et al (2002), or to the lack of managers with high human capital who find it profitable to comply with different regulations in order to benefit from highproductivity formal technology. Following the dual view of the informal sector documented in the former section, high and low human capital managers do not operate in the same market. In turn, the scarcity of high human capital managers induces rents in the formal sector. If χ were a cost in terms of productive resources, extra profits would be dissipated in entry costs. Finally, to ensure that the unemployment rate does not directly depend on GDP per capita, we assume that entry costs are proportional to mean output y, that is χ = cy. Before starting producing in the formal sector, firms and workers meet according to the meeting technology M (u, v) that defines the number of meets (not the number of effective matches as we will see) and depends on the number of job seekers u and the number of vacant jobs v. It is important to specify the microfoundations we use in this framework as it determines the pattern of wages. We use the model of Albrecht et al (2007) - AGV - of equilibrium directed search with multiple applications. The game played by workers and potential employers occurs in several steps as specified in AGV. 1. Each vacancy posts a wage w. 2. Each unemployed worker observes all posted wages and submits a applications with no more than one application for each vacancy and where a ∈ {1, 2, ..., A}. 3. Each vacancy randomly selects one application if it receives at least one; other applications are rejected. 4. The firm offers the worker the posted wage if the worker has a single offer. If more than one vacancy makes an offer to the worker, then each vacancy can increase its bid. This leads to Bertrand competition and the worker obtains the whole surplus of the match. 5. The worker can reject any offer. 6. If the match occurs, the firm chooses the amount of capital at unit cost r. Let θ = v/u be the labor market tightness. AGV show that when the labor market is large (v, u → ∞) the probability for a worker to become employed, that is the number of matches over the number of job seekers Q(u, v, a)/u = q(θ, a), converges to a θ −a/θ ) q(θ, a) = 1 − 1 − (1 − e a 



(6)



where q(θ, a) is increasing and concave in θ. The probability of filling a vacancy Q(u, v, a)/v is decreasing and concave in θ and Q(u, v, a) is homogenous of degree one in u and v. The probability that any application leads to an offer equals the number of meets divided by the number of applications M (u, v, a)/au = m(θ, a) can be deduced:
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m(θ, a) =



θ (1 − e−a/θ ) a



(7)



The meeting technology has the same properties as the matching technology. AGV (2006) show that in the case of multiple applications when a > 1 the equilibrium posted wage is the monopsony wage. In our case, the monopsony wage equals output that can be achieved in the informal sector. The intuition for this result is as follows. Suppose there is a common wage w e that is larger than the monopsony wage. With multiple applications, a vacancy always has an incentive to deviate from the common wage and undercuts it. Indeed, if the vacancy undercuts the posted wage by ε, the benefit (if he recruits a worker) amounts to ε. The corresponding cost is the decrease in the probability of receiving at least one application. However, this cost is not large as the following reasoning illustrates. Workers aim at generating wage competition between potential employers. In this purpose, they need two offers. They know that a vacancy that offers a lower wage will be less demanded. Therefore, they have strong incentives to apply to such a vacancy. This mechanism implies that the probability to fill the vacancy does not decline much with the decrease in offer wage. Actually, the probability even increases when the common wage is low. It ensures that the equilibrium posted wage decreases up to the monopsony wage. We refer to AGV for a formal proof. Without loss of generality, we assume in the remaining of the paper that each worker can apply for two vacancies that is a = 2. All workers start unemployed and u = 1. The probability for a worker to receive an offer for a particular application is m(v), which is increasing in v. Similarly, the probability for a worker not to find any offer for a particular application is 1− m(v). The probability for a firm to meet a worker can be computed as follows. The total mass of workers who receive an offer is 2m (v). Those offers must come from the v firms. Therefore, the probability that one particular firm meets at least one worker is 2m (v) /v. This probability is equal to 1 − e−2/v and decreases with v. When a vacant job becomes occupied, the firm sets the quantity of capital k at unit cost r. The production technology is f (k) and is strictly increasing and concave in k. We define α (k) ≡ kf 0 (k)/f (k) ∈ (0, 1) as the elasticity of output with respect to per capita capital. As the labor market is large, having an offer with the first application does not affect the probability to have one with the second application. Those two probabilities are independent. Hence, with probability (1 − m(v))2 the worker does not find any offer and does not contribute to production. In this case, the worker works in the informal sector. With probability 2m(v)(1 − m(v)), only one application leads to an offer. In this case, as we have shown above, the worker receives the monopsony wage z. Monopsony power appears here. If a worker does not find an alternative offer, he is unable to generate wage competition and is paid under its marginal product. Finally search can be successful for two applications with probability m(v)2 . The two firms enter Bertrand competition to attach labor services and offer the whole surplus that is the competitive wage. Indeed, a firm unable to attract any worker cannot produce but has already paid the entry cost.15 Satchi and Temple (2009) and Zenou (2008) also make the assumption that a worker who does not find any offer in the formal sector works in the informal sector. As specified and justified in introduction, 15 Maloney (1998, 1999, 2002), Gong and van Soest (2002) or Gong et al (2004) estimate for Mexico that there exist many moves of workers from formal to informal sector and vice-versa. The two worlds are not completely separate.
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the implicit assumption is that the labor market in the informal sector is perfect and hence worker can automatically find a job in this sector. Nevertheless if there are frictions in this sector, z can correspond to gain expectations. This would not alter the results. In our model, frictions in the formal sector parameterize the size of the informal sector. Satchi and Temple (2009) calibrate a matching model a la Mortensen Pissarides (2000) and generate an informal sector corresponding to 30% of the urban workforce. Nevertheless, they consider that in Nash bargaining process, worker takes out 70% of the surplus of the match in order to limit job creation in the formal sector. This assumption, as they note, seems unrealistic as the labor share in DCs is very low. We focus on entry costs to explain the important size of the informal sector.



3.2



Equilibrium



We solve the model. This mainly consists in determining the number of firms in the formal sector. We start by writing the profit function of the representative firm:  2m (v) [(1 − m (v)) (f (k) − rk − z)] π = max −χ + k v 



(8)



With probability m(v)/v the firm meets a worker and makes a wage offer. With probability 1 − m(v) this is the only offer that the worker receives and he is paid the monopsony wage that is z. With probability m(v) the worker receives another offer from another firm and he receives the whole match surplus f (k) − rk. It is important to note that the higher v, the lower the expected profit. On the one hand, the probability for a firm to meet a worker decreases with v. On the other hand, the probability m(v) for a worker to find an alternative offer increases with v. As χ is exogenous and as k does not depend on v, we can rewrite the maximisation problem as follows: π = −χ +



2m (v) (1 − m (v)) max (f (k) − rk − z) k v



(9)



The optimal choice of capital result from f 0 (k) = r: the marginal product of capital equals its cost. We have seen that an increase in v leads to a decrease in expected profit through two different channels. If firms could freely enter the market, the profit expectation π for a new entrant would be nil. As there are profit opportunities to make profit, new firms enter the market, increasing v. As the number of job seekers is constant the expected profit decreases for each firm. At equilibrium, π = 0 and the free-entry condition implicitly defines the number of firms   2m (v ∗ ) z ∗ ∗ c= (1 − m (v )) 1 − α(k ) − v∗ f (k ∗ )



(10)



We assume for the rest of paper that z < (1 − α (k ∗ )) f (k ∗ ). That is, outside opportunities in the informal sector are lower than the competitive wage. This assumption is in line with the empirical evidence reported in Section 2 thereby formal firms are more productive than informal firms. Equation (10) determines the number of firms as a function of entry cost c, outside opportunities in the informal
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sector z, capital cost r and parameters of the production technology such as total factor productivity.



3.3



The labor share



We determine the total wage bill, total output and the labor share. In a first step, we compute total output. The worker has two different probabilities to meet a firm. Its two applications can be successful with probability m(v)2 and he receives two offers or only one application is successful with probability 2(1 − m(v))m(v). The sum of those probabilities corresponds to the total probability for a worker to match with a firm. When a worker matches with a firm, he produces f (k) that depends on the quantity of capital firms rent. Hence, total output is defined as   Y = 2m (v) (1 − m (v)) + m(v)2 f (k)



(11)



We now compute the wage bill. There are two possible wages for worker. Either he is paid z if he receives a single offer, or he is paid the competitive wage if he receives two offers. Hence total wage bill is W = 2m (v) (1 − m (v))z + m(v)2 (1 − α(k))f (k)



(12)



Finally, the labor share LS is LS =



2m (v) (1 − m (v))z + m(v)2 (1 − α(k))f (k) W = Y [2m (v) (1 − m (v)) + m(v)2 ] f (k)



(13)



After simplification, we get LS = (1 − α(k))



m(v) 2(1 − m(v)) z + 2 − m(v) 2 − m(v) f (k)



(LS)



As we assume that z < (1 − α (k ∗ )) f (k ∗ ) the labor share is lower than in the competitive case where LS= 1 − α(k). Firms derive monopsony power from the lack of opportunities in the formal sector (lack of potential employers and hence low probability of finding two offers) and from the low productivity of informal sector that determines workers’ outside opportunities. We now study the links between development and the labor share and highlight the crucial role played by the informal sector.



3.4



Labor share and development



We study the impact of development on the labor share. The development process is captured through the evolution of three parameters: a decrease in the entry cost c, a decrease in capital cost r, and an increase in total factor productivity A. We show that a decrease in c translates into a positive effect on the labor share whereas a decrease in r (or an increase in A) has ambiguous effects. As we saw in the previous subsection, a decrease in entry cost implies an increase in the ratio of vacancies over the number of job seekers. To see the global effect on the labor share, we must differentiate
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the expression for LS with respect to c: dLS 2m0 (v ∗ ) = 2 dc (2 − m (v ∗ ))







z 1 − α (k ) − f (k ∗ ) ∗







dv ∗ 























des documents recommandant







[image: alt]





Labor share, Informal sector and Development 

Feb 8, 2010 - keywords: Development ; Informal sector ; Labor share ; Matching frictions. J.E.L classification: E25 ...... Those systems provide outside options.










 


[image: alt]





Corruption and the informal sector in Sub-Saharan ... - GDRI DREEM 

Except for the trade sector greatly predominated by out-of-shop retail sales ..... the influence of experience with corruption with IPUs' formalisation prospect.










 


[image: alt]





Corruption and the informal sector in Sub-Saharan ... - GDRI DREEM 

[0.20]. Wald test of independent equations. Chi2(1). 6.57. 8.56. Prob>Chi2(1). 0.01 ... Out-of-shop retail sale. -0.90***. -0.66***. [0.15]. [0.15]. Catering. -1.29***.










 


[image: alt]





1 ECONOMIC WELFARE OF INFORMAL LABOR AND ... - GDRI DREEM 

income we use transfers from government and in â€”otherâ€œ we put other private .... 2,0. T o tal n u m b er o f su rv ey ed h o u seh o ld s: 2. 5. 7. 6. 4 rep resen tin g. 1 .... contributions, i.e., decreasing the brut minimum wage is an option in










 


[image: alt]





Electricity consumption and ICT in the French service sector - CiteSeerX 

Jan 20, 2005 - We now compute and comment some descriptive statistics ..... Statement Before the Committee on Commerce of the United States Senate.










 


[image: alt]





Social protection, decent work and development - CiteSeerX 

Web/pdf: 92-9014-733-4 ... 1.4 Social protection and security: Some frequently asked questions.................. ..... (ILO, 1972), and the Philippines (ILO, 1974). .... answers could have implications for the phasing of policies addressing different










 


[image: alt]





Core Labor Standards and Development: Impact on Long-Term 

Key words â€” growth, labor standards, data analysis. 1. INTRODUCTION ..... would like to answer that PCA is a method adapted for .... tor in accounting for the variation of labor. 22. WORLD ..... labour in the 21st century. Brussels and ... educatio










 


[image: alt]





FDI and the labor share in developing countries: A theory and 

put together these two elements. Namely, we argue .... literature investigate trade unions as the main source of labor market frictions and focus on partial equi%.










 


[image: alt]





Electricity consumption and ICT in the French service sector - CiteSeerX 

Jan 20, 2005 - We obtain robust results showing that, once controlled for ... the same year, 40 basis points can be attributed to the IC sectorâ€”more .... interested in data for the sector services, whose INSEE's definition is reported in Table 1.










 


[image: alt]





trade and labor market vulnerability: an analysis of korea ... - CiteSeerX 

Oct 29, 2002 - have differing degrees of exposure to trade, measured on the basis ... Country 89-94 95-98 89-94 95-98 89-94 95-98 89-94 95-98 89-94 95-98 89-94 95-98 ... In Thailand, both export and import duty revenue in terms of total ...... For th










 


[image: alt]





trade and labor market vulnerability: an analysis of korea ... - CiteSeerX 

Oct 29, 2002 - communications, and financial services. .... Sources: Bank of Thailand, Bank of Korea, Bank of Indonesia. ...... and Economic Management.










 


[image: alt]





Formalising informal learning: Assessment and accreditation ... .fr 

innovation of recent years, provoking the potential for important change in post ... similar controversy, and institutional participation in the development ... practitioners (48%, n=53) including lecturers, teachers, trainers, educational ... creden










 


[image: alt]





Haryana Urban Development Authority HUDA Office Sector-City 

HUDA Office Sector-City Centre,. HUDA, Bhiwani. Ph.No.-01664-245857. E-AUCTION. NOTICE. START OF E-AUCTION: AT 09.00 A.M. ON- 29.06.2018.










 


[image: alt]





Livelihoods Sector 

27 nov. 2016 - Zahle Aradi. Kfar Sir. Serraaine Et-Tahta. Gharife. Jouaiya. Aaintaroun. Chikka. Enfe. Baaloul BG. Kfar Kila. Massa. Ras El Matn. Sarafand. Meri.










 


[image: alt]





Hein (1970) Development and segmentation of visually ... - CiteSeerX 

returned to the apparatus but placed at the op- posite end of the ... Results. All animals eventually acquired the ex- ... subsequent locomotion indicates that ex-.










 


[image: alt]





Rifting above a mantle plume: structure and development ... - CiteSeerX 

surface is focused along the faults and leads to the for- mation of ..... [60] Palmason G., Continuum model of crustal generation in Iceland, kinematics aspects, J.










 


[image: alt]





Frontal belt curvature and oblique ramp development at ... - CiteSeerX 

Jun 24, 2003 - N160Â° direction in the south to a N070Â° direction in the north (and even ... ternary tectonic mechanisms; this will allow to propose a coherent ...










 


[image: alt]





Fluid systems and fracture development during syn ... - CiteSeerX 

The study of the Pico del Aguila anticline depicts for the first ... that the development of a sub-seismic fracture network is essential ... can be deciphered when both the large faults and the fracture .... Methodology to decipher fluid-fracture-fol










 


[image: alt]





Custody Arrangements and the Development of Emotional ... - CiteSeerX 

réalisés sous l'égide de la Direction générale de la recherche appliquée, Politique stratégique. Il ... recherche appliquée, veuillez communiquer avec :.










 


[image: alt]





Fluid systems and fracture development during syn ... - CiteSeerX 

regional trend of J1 before the rotation would be 090 (Fig. .... boundaries or to atomic-scale defects (sample A77); b e Heterogeneous blocky-type calcite in vein ...










 


[image: alt]





development and pricing of a new participating contract - CiteSeerX 

ment where the default barrier is stochastic, say, proportional to a .... setting where default can happen at any time (put differently, we shall move from a Merton-.










 


[image: alt]





Share Plates Caviar and Foie Gras AWS 

butter,baguette and byron bay crackers. Foie Gras de Canard origin/FRA $21 Most famous duck liver ... saison $42 Moreton bay bugs baked in cream,parmesan cheese drizzled with truffle oil Served with garden ... Moelleux au chocolat et sa boule de glac










 


[image: alt]





Agricultural Trade Reform and the Doha Development ... - CiteSeerX 

contributors to that project, especially Dominique van der Mensbrugghe and .... claim: Finger and Winters (2002) report that the average depth of tariff cut by ...... Hoekman, B. (2005), 'Making the WTO More Supportive of Development', Finance and ..










 


[image: alt]





Livelihoods Sector 

27 nov. 2016 - I A. A. A. I. Z K . Livelihoods Sector. 3Ws Mapping: January - October 2016. Active Partners at Governorate Level: MSME/Cooperatives ...










 














×
Report Labor share, Informal sector and Development - CiteSeerX





Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description















Close
Save changes















×
Signe






Email




Mot de passe







 Se souvenir de moi

Vous avez oublié votre mot de passe?




Signe




 Connexion avec Facebook












 

Information

	A propos de nous
	Règles de confidentialité
	TERMES ET CONDITIONS
	AIDE
	DROIT D'AUTEUR
	CONTACT
	Cookie Policy





Droit d'auteur © 2024 P.PDFHALL.COM. Tous droits réservés.








MON COMPTE



	
Ajouter le document

	
de gestion des documents

	
Ajouter le document

	
Signe









BULLETIN



















Follow us

	

Facebook


	

Twitter



















Our partners will collect data and use cookies for ad personalization and measurement. Learn how we and our ad partner Google, collect and use data. Agree & Close



