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In yesterday’s lecture we introduced a framework that suggests
that matching efficiency and productivity can be two key levers
to boost employment in LMICs.

We also looked at the emerging evidence on matching frictions.

Today, we will investigate whether labour market policy can
boost productivity and raise employment.

We will focus in particular on interventions designed to increase
productive skills.
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A key distinction will be between general and specific skills:

• General skills re equally productive across employers

• Specific skills are mostly valuable with a specific employer
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Roadmap

What are the returns to skills in LMICs?

Is the provision of skills inefficient?

Reading
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A training experiment by Alfonsi et al 2020

1. A sample of 1,700 young individuals who applied to a
training program.

2. Individual randomization into control, vocational training
(VT), and firm-provided training (FT).

3. VT likely to focus on general skills; FT on firm-specific
skills (but not exclusively).

4. Three endline surveys (24, 36 and 48 months after
treatment).
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https://onlinelibrary.wiley.com/doi/pdf/10.3982/ECTA15959


Strong impacts on employment of both VT and FT
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But impacts of VT much more persistent
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Agarwal et al 2024 meta-analysis finds similar results
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4851428


VT increases earnings by approx 25 %
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How much do these interventions cost? McKenzie
2017
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https://academic.oup.com/wbro/article-abstract/32/2/127/4064175?redirectedFrom=fulltext
https://academic.oup.com/wbro/article-abstract/32/2/127/4064175?redirectedFrom=fulltext


A job-ladder model to understand the persistence of
VT effects

• Workers have treatment status T and general human
capital ϵ, which can be increased by T.

• Jobs pay w = r ∗ ϵ, with r drawn from F(r) (wage-posting)
• When unemployed, job opportunities arrive at rate λ0

(random search)
• When employed, job opportunities arrive at rate λ1

(on-the-job search)
• Jobs are destroyed at rate δ

• Interest/discount rate ρ

• Model is entirely partial equilibrium (firms play no role)
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The value functions

U (V) is the value of unemployment (employment). R(ϵ, T) is the
reservation wage. F(r) has maximum r̄
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Identification I
Need to estimate ϵ, λ0, λ1, δ, F(r)

Allow separate values for (i) control, (ii) FT compliers, (iii) FT
non-compliers, (iv) VT compliers, (v) VT non compliers.

Assume ϵ = sα

They observe s (a sector-specific skill score) for every individual
at endline.

α can be recovered by estimating:

ln(wij) = γ0 + αln(si) +
∑

k

γkTik + uoj (1)

Then recover r̂ij = wij/sα̂i and F(r) (using a condition that
relates G(r|ϵ) to F(r)) .
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Identification II

Also, assume the following about remaining parameters and
use maximum likelihood:
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If there are positive returns, why are people not investing in
these skills themselves?
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New Bangladesh experiment by Bandiera et al.:
take-up highly price sensitive
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New Bangladesh experiment by Bandiera et al.:
returns at lower prices... are low
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A simple model by Acemoglu and Pischke (1999).

• Worker hired at time 0. General-skills training τ happens at
time 0.

• At time 1, worker produces f (τ).
• Training costs c(τ).
• The wage at time 1 is w(τ).

• Perfect competition: w(τ) = f (τ)

→ The firm will not pay for training as it will not be able to
recoup the investment.

→ The worker will choose tau∗, but may be credit-constrained.
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https://onlinelibrary.wiley.com/doi/abs/10.1111/1468-0297.00405
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Imperfect competition makes firm-sponsored training
possible

Two new features:
• Wages are below marginal product (firms have some

monopsony power);
• Wage compression: f (τ)− w(τ) grows with τ .

→ The firm can recoup the initial investment in training.
→ The firm increases its profits by providing training.
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Abebe et al. 2025 study how turnover risk affects the
demand for management training

We invite firms to send their middle managers to attend a
management training program at AA School of Commerce.

We offer two types of incentives:
• A bonus for the middle manager: 1 month of pay after 12

months and 2 months of pay after 24 months;
• A subsidy of the cost of the training.

Firms (top managers) are then invited to apply for the program
by nominating up to two middle managers.
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https://www.dropbox.com/scl/fi/3d9aktz4ommkml76qnzin/Ethiopia_Competition_and_Management_Upgrading.pdf?rlkey=t33f0delxo75dccz94eg69qjw&e=2&dl=0


We vary bonus conditionality to reduce expected
turnover

We vary the conditionality of the bonus:
• The retention bonus is conditional on staying at the firm;
• The unconditional bonus is not conditional on retention.

→ Retention bonus designed to reduce expected turnover.

We also vary the amount of the subsidy: 50% or 80%.
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We cross-cut the two interventions

Balance
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Examples of courses (cost is between 20 and 40
percent of monthly wage)
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Findings: The retention bonus reduces expected
turnover

Figure: Expected turnover decreases by 1/3
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But it does not affect demand for training

Dep var: Application
(1) (2)

Retention bonus -.025 -.019
(0.028) (0.040)

High subsidy -.034 -.028
(0.029) (0.041)

Retention bonus * high subsidy -.011
(0.056)

Mean uncond. bonus, low subsidy 0.211 0.211
Obs. 598 598
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Are firms and/or workers simply uninterested?

• 88% of firms agree that ‘This training will significantly
increase this establishment’s performance’.

• Firms estimate that the training program will increase
market wages by 20 pct.

• Nominated managers do not take up the training, citing
non-monetary costs as the main reason.
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The positive spillover mental model

• We provide evidence that firms expect positive spillovers
from competitors’ adoption of new management practices.

• Under this mental model, poaching does not reduce (as
much) the returns to training for the firm.

• Positive spillovers may arise from:
• Direct observation
• Poaching
• Motivation contagion
• Innovation risk (e.g. adoption of inferior practices)
• Market expansion effects
• Diversification
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Direct evidence on the 6 mechanisms
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85% of managers believe in at at least 1 mechanism
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Almost 50% of managers believe competitors’
upgrading will not affect their profits

Back
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Mental models elicitation with DAGs

Mental models can be captured by Directed Acyclical Graphs.

• Nodes represent random variables.
• Directed links represent causal relations.

Many applications in philosophy, psychology, economics: Pearl
2000, Sloman 2005, Eliaz Spiegler 2020, Andre et al. 2022.

→ We develop a simple app to have respondents sketch their
own DAGs.
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The most common DAGs: firms expect the training to
affect quality and advertisement
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Recent evidence from Cefala et al 2025 gives more
support to the theory in a rural setting
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https://drive.google.com/file/d/1l00NDXxf-q3GSKU3g8Yo9ivM1cu6M51D/view


Results show evidence of imperfect appropriability
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And that providing a job guarantee increases training
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