For private academic use only, please do not redistribute.

The Value of Flexible Work:
Evidence from Uber Drivers

M. Keith Chen

University of California, Los Angeles

Judith A. Chevalier

Yale University

Peter E. Rossi

University of California, Los Angeles

Emily Oehlsen

Uber Technologies

Technology has facilitated new, nontraditional work arrangements, in-
cluding the ride-sharing company Uber. Uber drivers provide rides any-
time they choose. Using data on hourly earnings and driving, we docu-
ment driver utilization of this real-time flexibility. We propose that the
value of flexibility can be measured as deriving from time variation in
the drivers’ reservation wage. Measuring time variation in drivers’ reser-
vation wages allows us to estimate the surplus and labor supply impli-
cations of Uber relative to alternative, less-flexible work arrangements.
Despite other drawbacks to the Uber arrangement, we estimate that
Uber drivers earn more than twice the surplus they would in less-flexible
arrangements.
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I. Introduction

In recent years, a number of firms have launched business models that
match demand for services to independent contractors providing those
services. These businesses rely on independent contractors working inter-
mittent or nonstandard hours. While these businesses typically do not of-
fer many of the benefits of traditional employment relationships, they do
provide an opportunity for service providers to earn compensation on a
flexible schedule. Understanding the costs and benefits of such arrange-
ments is of growing importance; recent survey evidence finds that 8.4 per-
cent of US workers participate in independent contractor work as their
primary job, a 22 percent increase over the last decade." A much larger
fraction, 30 percent, as estimated by Oyer (2016), participate in indepen-
dent work as a primary or secondary activity.

The fastest growing part of this contract labor environment is digital
platforms that instantaneously match buyers and sellers.? In this paper,
we use data from nearly 200,000 drivers on Uber (a popular ride-sharing
platform) to examine the benefits to drivers from labor supply flexibility
and the costs (if any) from nonstandard hours. An important and unusual
characteristic of ride sharing is that drivers can supply labor (or not) to the
platform whenever they choose. Our goal in this paper is to measure the
surplus to drivers (if any) that derives specifically from this flexibility.

We develop an approach in which we identify the taste for flexibility as
being driven by (and equated with) time variation in a worker’s reserva-
tion wage. If a worker had a constant reservation wage in all hours, the
worker would be indifferent between a job that prescribed which specific
hours the worker worked and a job that let the worker choose his or her
hours. Time variation in a worker’s reservation wage can result from stable
differences in the mean reservation wage across time periods, for example,
a preference to not work late nights. Time variation can also derive from
transitory shocks to reservation wages. For example, a parent may have a
very high reservation wage on a day that a child is home sick. Using data
from drivers’ decisions of whether and when to supply labor on the Uber

Uber has the right to review the paper “solely to confirm that confidential information is being
represented in a non-misleading fashion” but not to dispute or influence the findings or con-
clusions of the paper. Chevalier and Rossi have no material financial relationships with entities
related to this research. At the time of writing, Ochlsen was an employee of Uber Technolo-
gies. Chen is a former employee of Uber and, as a result, continues to hold stock options that
may constitute a material financial position. Program files are provided as supplementary ma-
terial online

' See Katz and Krueger (2016). Katz and Krueger define alternative work arrangements
as “temporary help agency workers, on-call workers, contract workers, and independent
contractors or freelancers.” They find that the incidence of these types of work arrange-
ments rose from 10.1 percent in February 2005 to 15.8 percent in late 2015.

* For example, Farrell and Greig (2016a) show that participation in platform work in-
creased 10-fold between October 2012 and September 2015.

This content downloaded from 164.067.176.164 on December 11, 2019 11:38:56 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journal s.uchicago.edu/t-and-c).



THE VALUE OF FLEXIBLE WORK 2737

platform, we estimate each driver’s pattern of mean reservation wages for
different time blocks and also estimate the variance of each driver’s reser-
vation wages due to shocks. This allows us to estimate driver surplus from
driving for Uber and to estimate the changes to that surplus that would
result from requiring the driver to instead work specific patterns of hours.
While the labor economics literature has addressed the importance of
flexible work schedules, we are not aware of other research that evaluates
the benefits derived from the ability to adapt the work schedule to reser-
vation wage shocks.

Uber is a platform on which drivers, once approved, can use their
own or rented cars to offer rides whenever they choose. There are no
minimum-hours requirements and only modest constraints on maxi-
mum hours. As ride requests arrive, the Uber platform allocates these re-
quests to nearby drivers. When a trip is completed, during the time of
our data, riders pay a base fare plus a per-mile and per-minute rate. Fares
are set at the city level and dynamically adjust (have “surge”) when de-
mand is high relative to the supply of drivers in a small local area. Both
drivers and riders would see the surge multiplier, if any, before the trip
commences and both the rider fare and the driver earnings increase pro-
portionally during surge periods. Setting aside taxes, fees, and promo-
tions, drivers earn a proportion of this payment less Uber’s service
fee.? Thus, the driver’s compensation is a result of the driver’s labor sup-
ply and location decisions as well as the demand and supply of other rid-
ers and drivers.

Because drivers can work whenever they choose, the compensation
that a driver earns in a given hour is effectively determined by the will-
ingness to work of the marginal driver. There is no cap placed on the num-
ber of drivers working in a manner that would support the wage. Thus, an
important disadvantage of Uber, that wages are uncertain and compensa-
tion may be quite low, is a consequence of a central advantage of Uber, that
drivers can work whenever they want. In our analysis, we focus on this as-
pect of the contractual arrangement between Uber and drivers—the fact
that drivers can choose their own hours and can doso in real time. In order
to investigate the relative value of flexible work arrangements to Uber driv-
ers, we construct and estimate a simple empirical model of each individual
driver’s labor supply. In our model, a driver’s expected schedule is deter-
mined by the weekly pattern of expected payouts from driving and the
weekly pattern of her reservation wage; deviations from that schedule
are caused by either shocks to the driver’s reservation wage or shocks to
her expected payouts.

* Occasionally, the Uber platform changes both how drivers and riders are matched and
how fares are calculated. The description provided here, however, accurately describes the
Uber platform throughout our data period. Uber’s service fee varies across cities and has
changed over time but was typically in the 20 to 30 percent range during our data period.

This content downloaded from 164.067.176.164 on December 11, 2019 11:38:56 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journal s.uchicago.edu/t-and-c).



2798 JOURNAL OF POLITICAL ECONOMY

Ouridentification strategy, loosely speaking, is simple: if we see a driver
supplying labor in an hour when the expected wage is $15/hour and
choosing not to supply labor in an hour when the expected wage is
$25/hour, controlling for a variety of other factors, we can infer that the
driver’s reservation wage is time varying. Furthermore, under various as-
sumptions, we can make inferences about the driver’s willingness to pay
(if any) to avoid a counterfactual employment relationship that would re-
quire the driver to work during her high reservation wage hours or would
prevent the driver from working during her low reservation wage hours.
We can also make inferences about driver distaste (if any) for nonstandard
hours. Finally, we can analyze patterns of driver behavior that are preva-
lent in the data and provide preliminary evidence about the types of flexi-
bility sought by these labor suppliers.

In this paper, we use our time-varying reservation wage construct to ex-
amine Uber drivers specifically, but this approach may be useful in any
environment in which workers face a portfolio of wage and hours choices.
In particular, our setup is very helpful to examine choices by workers who
have a primary economic activity or job and are making decisions about
secondary work activities. Historically, a fairly small 5 percent of US work-
ers hold multiple jobs at any given pointin time; correspondingly, there is
arelatively small economics literature on secondaryjob holders (see Paxson
and Sicherman 1996; Renna and Oaxaca 2006). However, the proliferation
of contingent workforce arrangements has increased the set of workers
whose economic activity does not resemble working a single job as an em-
ployee for a single employer. The time-varying reservation wage model that
we use in our estimation strategy can be used to examine workers’ decisions
about the portfolio of labor supplied.

Our paper proceeds as follows. Section II briefly reviews the literature
on labor supply, job flexibility, and nonstandard hours. Section III de-
scribes our data sources and construction of the analysis data set. Sec-
tion IV provides a first look at the habits of Uber drivers and suggestive
evidence about their taste for flexibility. Section V introduces our labor
supply model and outlines how we conductinferences for that model. Ex-
pected labor surplus, labor supply elasticity estimates, and expected labor
supply are discussed in Section VI. In Section VII, we examine the sensi-
tivity of our model to exogeneity assumptions, alternative formulations of
wage expectations, the presence of a rival ride-sharing service, and vari-
ous aspects of our estimation procedure. Section VIII provides a conclu-
sion and summary of our findings.

II. Literature

For many jobs, work hours are fixed by the employer. This may be due to
complementarities among employees, the shape of the hours/productivity
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THE VALUE OF FLEXIBLE WORK 2739

function, and/or fixed costs in staffing and monitoring workers. If jobs are
at least partially inflexible, this suggests that workers will often find that
both the total quantity of hours worked and the temporal pattern of hours
worked mismatch their preferences. The hypothesis that the total quantity
of hours is determined by the employer rather than as an individual nego-
tiation between the employer and employee is supported by findings in
Altonji and Paxson (1988), Senesky (2005), and Altonji and Usui (2007).
In particular, there is evidence that many US workers would prefer to work
fewer hours per week than required by the schedule set by their employer, if
they could do so at their current hourly wages (see Rebitzer and Taylor
1995; Reynolds 2004). Consistent with this, the Council of Economic Advi-
sors reports data from the National Study of Employers that suggest that
36 percent of firms with over 50 employees would allow some employees
to transition from full-time to part-time work and back again while remain-
ing in the same position or level, but that only 6 percent would allow it for
most or all workers (see Council of Economic Advisors 2010).

The literature on the scheduling of hours is sparser than the literature
on the total quantity of hours. Kostiuk (1990) documents that workers re-
ceive compensating differentials for evening shift work, while Hamermesh
(1999) documents a secular decline in evening and weekend work from
the early 1970s to the early 1990s. The pattern of observed changes is con-
sistent with a model in which evening and weekend work is a disutility that
higher productivity workers are willing to pay to avoid. This conclusion,
that the reservation wage is on average higher in the evening and night
due to disamenity effects, can be directly tested in our data.

More recently, a small literature has examined flexible workplace prac-
tices. For example, the Council of Economic Advisors (2010) reports that
81 percent of surveyed employers would allow some employees to period-
ically change starting and quitting times within some range of hours and
27 percent of employers would do so for most or all employees.* However,
only 41 percent would allow some employees to change starting and quit-
ting times on a daily basis and only 10 percent would do so for most or all
employees. Thus, employers typically appear to have preferences for the
particular hours of the day worked by employees. The reasons for this will
vary across industries and jobs, but include at least monitoring costs, com-
plementarities among coworkers, and the need for workers to interface with
customers in real time. Interestingly, survey data from Bond and Galinsky
(2011) suggest that lower wage employees have less flexibility than higher
wage employees. Indeed, lower wage workers, particularly in the retail
and hospitality sectors, cannot choose their hours, and the hours chosen
by their employers frequently change from week to week. Using data from

* Data from the National Study of Employers.
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the General Social Survey, Golden (2015) estimates that about 10 percent
of the workforce is assigned to irregular and on-call work shift times and
another 7 percent work split or rotating shifts and that this irregular work
is more concentrated among lower wage workers. Although some cities
and states have passed laws limiting the practice, it is common practice
in retail and hospitality environments for workers to have to call in a few
hours before a shift to determine whether they are needed (see Gustafson
2016).

The paper that perhaps has the most overlap with our own is Mas and
Pallais (2016). Mas and Pallais conduct a survey of job applicants to a call
center. Mas and Pallais experimentally alter the labor supply arrange-
ments offered potential job applicants with a view toward estimating the
willingness to pay for aspects of flexibility. Mas and Pallais find a low aver-
age willingness to pay for flexibility, although they find a substantial right
tail of individuals whose willingness to pay is larger. They also find that job
applicants have a high disutility for jobs with substantial employer discre-
tion in scheduling; they attribute this primarily to a large disutility for eve-
ning and weekend hours. They find that the average worker requires 14 per-
cent more to work evenings and 19 percent more to work on the weekends.

The nature of traditional employment relationships poses challenges
for researchers who might try to investigate worker willingness to pay
for more flexibility using methods other than surveys. In particular, in ex-
amining labor data, one can infer that a worker’s total compensation ex-
ceeds the worker’s reservation value for the total hours worked. However,
in conventional job settings, one cannot infer that the average hourly
compensation exceeds the hourly reservation wage on an hour-by-hour
basis. There may be hours in which the hourly wage paid to the worker
is less than the worker’s reservation wage, but the worker nonetheless
works because the hour cannot be unbundled from other hours in which
the participation constraint is slack. Furthermore, there may be hours in
which the worker would be willing to work at the worker’s usual wage, but
these hours are not an available option from the employer.

Because of these challenges, platforms such as Uber represent new op-
portunities both for individuals supplying labor and for researchers.
Most importantly, neither the quantity nor pattern of hours worked are
fixed. While contract and freelance work have been more prevalent in
the economy, the evidence on independent contractor arrangements
in the low-wage sector suggests that Uber (and its main competitor Lyft)
are among a limited number of opportunities for fully flexible semiskilled
work.” Critically, they offer workers the opportunity both to stop working
upon realizing positive shocks to their reservation wages (e.g., a child falls
ill or another job offers the opportunity to work an overtime shift) and to

> See Katz and Krueger (2016), fig. 7.
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start working upon realizing negative shocks (e.g., an unexpected ex-
pense arises or an expected work shift at another job is canceled). This
ability is likely of great importance to lower wage workers: the Federal Re-
serve Board recently reported that 46 percent of US households would
have difficulty covering an unexpected expense of $400 (see Board of
Governors of the Federal Reserve System 2016).

Substantial research suggests that multiplejob holding has historically
been limited to about 5 percent of the workforce, although it is more
prevalent for workers in certain occupations (e.g., Lale [2015] reports
that multiple-job-holding rates for teachers are no less than 13 percent).
While multiple-job-holding rates are low, a much larger number of work-
ers transition in and out of multiplejjob holding over the lifecycle (see
Paxson and Sicherman 1996; Renna and Oaxaca 2006; Lale 2015). Lale
(2015) estimates that about 1 percent of full-time single-job holders and
2 percent of part-time singlejob holders transition into multiplejjob
holding each month. In many ways, the Uber workforce dynamics re-
semble multiplejob-holding dynamics. Hall and Krueger (2016) examine
survey evidence and Uber administrative data. They document that driv-
ers cite flexibility as a reason for working for Uber and that many drivers
report that Uber is a part-time activity secondary to more traditional em-
ployment. Their findings are consistent with the third-party survey in
Campbell (2018). Campbell (2018) finds that only about one-third of
ridesshare drivers report that the majority of their income derives from driv-
ing. Prior to the introduction of these platforms, there were clearly fewer
opportunities to undertake secondary work that could be accommodated
around the schedule of the primary work. Using data from individual bank
and credit card accounts, Farrell and Greig (2016a) present evidence that
is strongly suggestive that workers supply more labor to online platforms
such as Uber and Lyft when they receive negative shocks to their earnings
in their other sources of employment.

Consistent with this, Hall and Krueger (2016) document that the hours
supplied by drivers vary considerably from week to week. We examine
drivers’ labor supply in more detail. Because of the flexibility of the plat-
form, a driver can decide whether to supply labor minute by minute,
which in turn allows us to infer time patterns of the driver’s reservation
wage. If there are time periods in which there is on average a substantial
disamenity value to driving, supply and demand should lead to an equi-
librium of higher expected wages during the undesired hours. Both
the typical weekly pattern and shocks to the driver’s reservation wage
can in principle be extracted. We examine each driver’s labor supply de-
cisions and estimate alternative scenarios that mimic the effects of tradi-
tional employment relationships.

While our focus is not on labor supply elasticities, this paper is also
closely related to the literature that uses high-frequency data on labor
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supply and wages to examine labor supply elasticities. In particular, Cam-
erer et al. (1997) study the shift-ending decisions of New York City cab-
drivers and find evidence for a negative labor supply elasticity. In contrast,
Oettinger (1999) studies the decisions of individual stadium vendors to
work or not work a particular game, and finds evidence of substantially
positive labor supply elasticities. Farber (2005, 2015) reexamines New York
City cabdriver data and finds that only a small fraction of drivers exhibit
negative supply elasticities. Frechette, Lizzeri, and Salz (2016) also use data
from New York City taxis to estimate a dynamic general equilibrium model
of a taxi market. Drivers make both a daily entry decision and a stopping
decision (in contrast to our setting, in which a driver could make multiple
starting and stopping decisions). Stopping decisions are determined by
comparing hourly earnings with the combination of a marginal cost of driv-
ing that is increasing in the length of a shift and a random terminal outside
option.

As in our model, Frechette et al. treat individual drivers as competitive
and, thus, keep track only of the aggregate state of the market (market-
level hourly earnings) when making individual driving decisions. That
is, the driver compares the opportunity cost and disutility of driving to
the expected income. Important features of their model, as opposed to
ours, are the incorporation of the constraints imposed by the medallion
system (in particular the scarcity of medallions), regulations that make
driving multiple short shifts unattractive, and regulations that effectively
cap shift length. Because of these features, Frechette et al. model the
mean value of the outside option as a fixed value depending only on
the 8 hour shift and medallion type. The driver specificity derives from
the independent and identically distributed (i.i.d.) error in the opportu-
nity cost of driving and the i.i.d. error in the utility of starting a shift. Thus
the mean and variances of the outside option are identified by the deci-
sion to leave a medallion unused for an entire shift and the decision to
stop driving before the shift ends. Unlike the analysis we conduct for this
paper, for Frechette et al. driver heterogeneity in the value of the outside
option is not a primary focus.®

A feature of our sample of contractors raises a point that has perhaps
been underemphasized in the literature. In all of these papers, calcula-
tions of supply elasticities and the value of flexibility are not undertaken
on a random sample of workers or potential workers, and the estimates
may not apply to other samples. For example, our study examines drivers
on the Uber platform. While we have about 200,000 drivers in our sample,
they are all individuals who selected into providing labor in this flexible

® There are other papers that use the New York City taxi data. However, both Lagos
(2003) and Buchholz (2015) take the supply of taxis and drivers as exogenous and, thus,
address economic questions distant from those that we consider.
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work environment. They likely have a higher taste for flexibility, for ex-
ample, than individuals who answered the employment advertisement
used to create the sample in Mas and Pallais (2016). However, one rea-
son the Uber driver sample is interesting is that technology platforms
such as Uber and its closest competitor, Lyft, create opportunities for rel-
atively low-skilled flexible work on a scale that does not appear to have
been previously possible. Furthermore, given the substantial fraction of
drivers who use the platform as a secondary economic activity, Uber pro-
vides a window on the preferences of those workers whose primary eco-
nomic activity is such that the worker is willing to supply additional labor
to a secondary one.

III. Data Sources and Construction
of Analysis Data Sets

Our data are provided by agreement with Uber. We start with the universe
of all Uber driver hours in the United States from September 2015 to April
2016. We focus on the UberX platform, which is Uber’s peer-to-peer ser-
vice in the United States. We limit our study to UberX both because it is
the service with the majority of Uber trips and because other Uber services
have characteristics that complicate studying drivers’ labor supply choices.

Data on Uber drivers are stored in two large tables: (1) a “trips” table
that records both logins/logouts and trips made by the drivers, and (2) a
“payouts” table that records the earnings and payments made to the driv-
ers. Neither of these tables is in a form amenable to analysis with a labor
supply model. Our first decision was to convert these data to an hour-by-
hour record of driver activity and payments. Specifically, our data consist
of an anonymized driver identifier and an hour-by-hour record of time
spent active on the system, time driving, city, and payouts. For the purposes
of standardizing analyses across cities, we convert all data to the driver’s
local time. This poses challenges in five Uber cities in which the greater
metropolitan area spans a time zone border (and therefore in which driv-
ers drive back and forth over the time zone border frequently); we omit
these cities from our analysis.”

One issue in evaluating these data is that there is more than one way to
define labor supply. Our view is that “working” means to be actively willing
to supply labor. In the Uber world, this is done by turning the driver-side
app on and agreeing to accept requests for rides. This is to be distinguished
from a “browsing” mode in which the app is on but the driver has not indi-
cated awillingness to acceptrides. A driver is “active” in the Uber parlance if

7 Uber markets that cross time zones are Yuma, Arizona; northwest Indiana; Louisville,
Kentucky; Cincinnati, Ohio; and South Bend, Indiana.
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he or she is en route to a passenger or carrying a passenger. Both the “work-
ing” state and the “active” state are alternative definitions of labor supply. In
particular, the “working” state is likely to be an overestimate of labor supply,
because some drivers make no effort to position themselves in a location
likely to be productive. For example, a driver might have the app on to ac-
cept rides while working another job (say, landscaping), but realistically
may not expect to get rides given the driver’s location. The “active” status
is likely to be an underestimate of labor supply in that many drivers are ac-
tively attempting to get rides when they are not en route to arider or driving
one.® In our data construction below, we attempt to compromise between
these definitions.

A.  Data Construction and Definitions

For our analysis, we divide time into discrete hours as the unit of observa-
tion, 168 hours per week. We define a driver to be active in an hour if she
is active for at least 10 minutes within that hour, and measure the driver’s
discrete choice of being active in each of the 168 hour blocks.

We calculate the “wage” in an hour as a driver’s total earnings in that
hour, divided by minutes worked, times 60. Our use of the broader mea-
sure of work in our calculation likely understates the effective wage.
However, because differences in overall utilization and time spent wait-
ing for aride is a crucial difference in the profitability of different hours,
we think it is important to use time working rather than time active in
calculating wage metrics. However, by screening for a minimum level of
10 minutes active in the hour, we screen out drivers who have the app
on but are not accepting trips, or who have the app on in remote locations
where they may not be trying to find trips. There are a very small number of
large payouts of more than $250 (less than 0.001 percent) and we capped or
winsorized these values at $250.

On the Uber platform, drivers are expected to pay for both the capital
costs of their vehicle and all costs of operating the vehicle. In our analysis,
these costs are incorporated into the driver’s reservation wages. In part for
this reason, our analysis of labor supply and surplus should be thought of
as short run; drivers can be thought of as making a longerrun vehicle
choice, then choosing labor supply conditional on that capital stock. Some
differences in the equilibrium wages across hours may well be driven by
common cost differences in driving those hours.

® An important feature of Uber, documented by Cramer and Krueger (2016), is that rel-
ative to taxi drivers, Uber drivers spend less of their travel time and less of their mileage
with no passenger in the car. Nonetheless, time spent searching for passengers is nonzero
and clearly part of the driver’s labor supply.
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B.  Filters Applied to the Data

Our full data set consists of 1,047,176 drivers who meet our 10 minute ac-
tive threshold in 183,608,194 hours. Because we will be evaluating pat-
terns of activities over time, we create a sample of drivers who are active
in at least 1 hour for at least 16 of the 36 weeks we have available in our
data. We will refer to drivers who meet these criteria as “active drivers.”
There are 260,605 drivers who are classified as “active.” These active driv-
ers are responsible for 140,282,451 hours, or 76 percent of total hours.
We removed holidays and holiday periods’ as these are unusual periods
of Uber demand that occur at irregular intervals and we did not wish
to expend parameters on accommodating this shift in demand. We also
found irregularities with 4 hours (9 p.m. through midnight on April 20,
2016) likely caused by database errors, and removed these from our data.
After removing holidays and these 4 hours, we have 130,557,951 hours re-
maining, or roughly 70 percent of our original data.

In order to form estimates of the expected wages that drivers face and
that we use to estimate labor supply, we computed average wages by city,
week, day, and hour. The assumption we will use (to be relaxed in
Sec. VII) is that drivers do not forecast their individual wages for a partic-
ular hour, but can forecast the average wage being earned in their city. In
order to ensure enough observations to reliably compute these averages,
for our model estimates, we restricted attention to the top 20 US cities by
volume of labor supplied on the UberX platform. This means that in es-
timating our model, our final estimation data set has data on 197,517
drivers who supply 102,280,904 (or 55 percent) of the total hours ob-
served in the original data pull.

Our final-analysis data set used to estimate our model consists of in-
formation by driver, week, day, and hour of labor supplied and includes
expected wages for each of the 197,517 drivers. This data set has
881,826,744 hourly observations.'” Expected wage is merged in from
our table of expected wages on the basis of the modal city for the driver
in that week. If there are periods of inactivity that last more than 1 week
(i.e., a gap of a week or more), we impute an expected wage equal to the
average of the wage for the first nonmissing modal city before the week in
question and the wage for the first nonmissing modal city after the week
in question.

An important issue arises from our data-filtering process. In order to
have a long enough time series to undertake estimation, we are using

? Nineteen days were excluded: Labor Day, Halloween and the day after, Thanksgiving
and the day after, the week of Christmas, New Year’s Eve and New Year’s Day, Martin Luther
King Day, Presidents Day, Columbus Day, and Veterans Day.

' If we observe at least one active hour in the day, we fill in all of the nonactive hours for
that driver for that day with a labor supply of 0.
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drivers who remain active in the Uber platform for at least 16 weeks.
However, our understanding is that many drivers try out driving for Uber
but abandon the platform. Cook et al. (2018) find that 68 percent of
Uber drivers who start driving for Uber have abandoned the platform af-
ter 6 months (though, because Uber drivers do not have to formally quit,
it is possible that some are on an extended break). The platform was
growing rapidly during the time of our data; drivers who tried out the
platform and then left presumably had lower labor surplus than the driv-
ers who remained on the platform. Our data requirements force us to
oversample drivers who remain on the platform for a long time."

Before turning to the estimation of our model, we present some
model-free evidence on labor supply flexibility using the full sample of
260,605 active drivers.

IV. Model-Free Evidence on Labor Supply Flexibility
A. Uber Driver Labor Supply Patterns

Our research is motivated by the unusual characteristics of this market,
particularly the enormous flexibility allowed to Uber drivers. As dis-
cussed above, most workers in the economy choose among employers
who offer fixed wage-hour bundles. Unsurprisingly, the hours supplied
by Uber drivers are not identical to the hours worked by workers in more
conventional job settings, and they vary from week to week.

There is tremendous variation in driver behavior across drivers and
within driver across time. Figure 1 shows the driving history of 100 ran-
domly selected drivers for 2 adjacent weeks near the middle of our sam-
ple. The 2 weeks for a given driver are shown in the same color immedi-
ately adjacent to each other. The lines represent all times that the driver
is active over the course of the week. The drivers are ordered by quintiles
of their total driving hours per week averaged over the whole sample.

Clearly, there is heterogeneity across drivers in hours worked. Some
drivers drive very little overall and individual driving shifts can be short.
Driver habits have some similarity across the two adjacent weeks. The
hour bands tend to overlap somewhat but not perfectly across the weeks.

' This raises the question of whether Uber turnover is unusual relative to turnover rates
at other part-time work. The Bureau of Labor Statistics reports annual worker separation
rates of 53.6 percent in retail trade and 74.5 percent in leisure and hospitality (though this
rate is for all workers, not just new workers). Lale (2015) reports that of the multiplejob
holders in any given month, roughly 30 percent return to singlejob holding the following
month. Another 1.6 percent transition to nonemployment. Farrell and Greig (2016b) find,
in a study of Chase account holders who have obtained earnings from at least one online
labor platform, that dropping out within a year is substantially more likely for participants
who earn a lower share of their total income from the platform. Against this backdrop of
similar kinds of economic activities, Uber driver attrition does not appear to be unusual.
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2748 JOURNAL OF POLITICAL ECONOMY

The drivers who overall drive a lot (sorted near the top) do drive on av-
erage more than the drivers who overall drive less, but clearly this corre-
lation is far from perfect, suggesting driver behavior is inconsistent over
time. Thus, the figure suggests interesting variation across drivers in the
total hours worked and in the particular choice of schedules worked. It
also suggests that a given driver’s behavior can look quite different over
time. We explore these issues more thoroughly below.

Table 1 provides the distribution of total hours worked by week sup-
plied by drivers in the full sample of “committed” drivers. Recall that we
consider a driver active in any hour block when she was active for at least
10 minutes, and we count how many of the 168 hour blocks in the week
the driver was active. The table displays the share of the drivers who were
active on the system for various time bins. We use our base sample of driv-
ers who are active atleast 16 weeks during our 36 week study, but eliminate
drivers before their first week of activity. Our summary results are similar to
Hall and Krueger (2016).

Table 2 is the transition matrix of hours worked in contiguous weeks
for drivers who meet our active driver criterion. This illustrates the ex-
tent to which a driver’s total activity varies from week to week, an issue
also studied by Hall and Krueger (2016) in their earlier sample. The stub
column shows bins of hours of driver activity in a week, and the remain-
ing columns show the share of the drivers who are active on the system
for various time bins during the subsequent week. For example, of the
drivers active from 21 to 30 hours in a week, 30 percent fall into the same
time-supplied bin in the subsequent week.

Tables 1 and 2 reveal three interesting patterns. First, the overwhelm-
ing majority of Uber drivers are working part-time hours. Indeed, even
among active drivers the majority of drivers work fewer than 12 hours per
week. This is unsurprising given the survey evidence in Hall and Krueger
(2016), which suggests that driving is complementary to other economic
activities such as school attendance, caregiving, or employment. Second,
a substantial fraction of drivers active in one week are simply not active

TABLE 1
DISTRIBUTION OF ACTIVE HOURS
FOR COMMITTED DRIVERS SAMPLE

Total Hours Share of Driver Weeks (%)
0 19
1-4 11
5-12 21
13-20 17
21-30 14
31-40 9
41+ 9
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TABLE 2
TRANSITION MATRIX OF HOURS WORKED IN CONTIGUOUS WEEKS
t+ 1
t 0 1-4 58 9-12 13-16 17-20 21-30 31-36 37-40 41-45 46-50 >50
0 49 .17 11 .07 .05 .03 .04 .01 0 0 0 0
1-4 28 .26 .18 .11 .07 04 04 01 0 0 0 0
5-8 18 .18 .21 16 .10 06 07 02 01 0 0 0

9-12 A3 .12 .17 18 .14 .09 11 .03 .01 .01 0 .01
13-16 10 .09 12 .16 .16 13 17 .04 .02 .01 .01 .01
17-20 .08 .06 .09 .12 14 .14 .23 .06 .02 .02 .01 .01
21-30 .06 .04 .06 .07 .10 12 .30 12 .05 .04 .02 .03
31-36 .05 .03 .03 .04 .05 .07 27 18 .09 .08 .05 .06
37-40 .05 .02 .03 .03 .04 .05 21 18 12 A1 .08 .09
41-45 .05 .02 .03 .02 .03 .04 .16 15 12 .14 A1 .14
46-50 .05 .02 .02 .02 .02 .03 12 A2 .10 14 A3 .23
>50 .04 .01 .02 .02 .01 .02 .07 .06 .06 .09 A1 .47

the subsequent week; this is particularly true for drivers who had low activ-
ity the first week. Finally, while there is some tendency for drivers to work a
similar number of total hours from week to week, there is substantial week-
to-week variation in hours worked.

B.  Comparisons with Standard Work Schedules

Given that Uber drivers are largely working part-time hours, it is not sur-
prising that their pattern of hours worked does not necessarily resemble
the pattern of hours worked by those with conventional jobs. Figure 2
compares the working habits of Uber drivers to the working habits of em-
ployed males over age 20 surveyed in the American Time Use Survey
(ATUS) for 2014. The x-axis shows the 168 hours of the week beginning
with Monday morning; the y-axis shows the ATUS and Uber data. The
ATUS data document the fraction of the surveyed employed individuals
who report working in a given hour of a given surveyed day. Thus, while
most employed individuals in the ATUS report working at some point in
the week, the ATUS data also include vacations, furloughs, and holidays.
For this analysis, the universe of Uber drivers is our standard universe of
committed Uber drivers who have logged at least one 10 minute session
in the week. The graph reports the share of such drivers working in each
of the 168 hours of the week (averaged over all of the weeks).

While the overall levels are difficult to compare, it is clear that work in
the ATUS largely takes place between 9 a.m. and 5 p.m., whereas Uber
drivers are more likely to be working at 6 or 7 p.m. than they are at 2
or 3 p.m. While male ATUS respondents are about half as likely to be
working Saturday afternoon as in the afternoon on a weekday, Uber driv-
ers are more likely to be working Saturday afternoon and evening than a
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THE VALUE OF FLEXIBLE WORK 2751

weekday afternoon or evening. Of course, this pattern of driving is the
outcome of both supply and demand factors, and so we will incorporate
payout information in our formal analysis in order to isolate labor supply
factors.

We obtain further circumstantial evidence of the complementarity of
Uber driving with more traditional work by examining work start and
stop times in the ATUS versus Uber. Figure 3 again uses data for employed
males over age 20 in the ATUS and shows the fraction who start working
and stop working at a particular hour, averaged over all Wednesdays in
2014."* This is graphed against the hours of the day that Uber drivers begin
and end driving sessions averaged across all Wednesdays in our data sam-
ple.” The figure expands on figure 2 and suggests that many Uber drivers
begin driving during conventional work hours, but many also begin when
conventional work hours end.

Given our definitions of starting and stopping, the majority of workers
in the ATUS have only one start in a day; we find 114 starts in a day per
100 workers. However, Uber drivers are much more likely to drive in mul-
tiple sessions. We find 131 starts per 100 drivers who work within a day. In
part this stems from the short sessions driven by many drivers; indeed,
20 percent of our starts are also stops, meaning that the driver starts
and ends a driving session within a given clock hour. Of course, these be-
haviors are a function of both supply of drivers and demand for rides, so
our more formal analysis will attempt to separate out supply and demand
contributions for Uber driving.

C.  Within-Driver Variation in Schedules

We can express the extent to which drivers vary the particular hours
worked from week to week as an average probability of repeatedly work-
ing an hour block across weeks. In our model section below, we will be
contemplating the idea that drivers face a hierarchy of shocks to the res-
ervation wage. Later in our formal model, we model a week shock (a
shock to reservation wages that impact the whole week), a day shock that
impacts a whole day, and an hour shock that idiosyncratically impacts a
single hour. Here, we give an intuition of driver flexibility over time.
To do this, we divide the 168 hours of the week into 56 three-hour blocks
ordered sequentially from the beginning of the week. We then ask the fol-
lowing: if a driver drives in a block in week ¢, what is the probability that the
driver drives in that same block in week ¢ + 1? Then, to provide insight

'* Stopping working is defined as ceasing reporting working in the ATUS without resum-
ing working fewer than 2 hours later. Starting working is defined as working in an hour in
which the worker did not work in either of the prior 2 hours.

'* A driving session begins if the driver was not driving in the prior 2 hours but begins
driving in an hour, and ends if a driver drives in an hour but not in the subsequent 2 hours.
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THE VALUE OF FLEXIBLE WORK 27593

into the ways thata driver can alter her schedule, we ask the same question,
but condition on the driver working at some pointin week ¢ + 1. The idea
is to identify the extent to which week-to-week variability is due to sitting
out the entire week. Next, we trace working in the same block across weeks,
but condition on driving sometime in the relevant day. The results are
shown in table 3.

Table 3 shows that a driver who works in a particular block has a roughly
47 percent chance of working in that same block on the following week. If
the driver did not work in a particular time block in week ¢, he or she has
only a 9.3 percent chance of working in it the following week. The proba-
bility that a driver who worked in a block in week ¢ will work in it again in
week ¢ + 1 increases very little when excluding drivers who take the entire
next week off. However, conditional on working sometime that day in the
next week, the probability that a driver works in the same 3 hour block that
he or she worked in the prior week rises to about two-thirds. This suggests
that the particular hours driven by a given driver vary considerably, even
conditioning on the driver working sometime in the day.

Of course, the pattern of driver hours is driven by both labor supply fac-
tors and labor demand factors. Driving patterns could be erratic in part
due to drivers chasing erratic demand. We will evaluate this more formally
below. However, we provide a summary graph, which is suggestive that
supply factors, specifically time variation in drivers’ reservation wages,
are important for explaining the pattern of driving. Figure 4 graphs the
share of drivers working in each of the 168 hours of the week (denoted
“fraction working”) against a measure of the payout of driving in the hour
(“wage deviation,” defined as percentage deviation from mean wage in that
city week). The measure we use for realized payouts is the total payout per
minute worked for drivers working in the hour block demeaned by the
overall city mean (across all drivers and time periods), divided by the city
mean. Thus, an hour with a value of 0 is an hour where a driver working
would expect to earn the weekly mean payout of her city.

If labor supply was positive and constant across periods while demand
varied across periods, one would expect either a zero or positive correla-
tion between share working and the payout per minute worked. As de-
mand and payouts increased, drivers would be expected to work more

TABLE 3
CONDITIONAL PROBABILITIES OF WORKING A BLOCK IN CONSECUTIVE WEEKS

PERCENT WHO WORKED THAT BLOCK IN WEEK ¢ + 1

Dip A DRIVER WORK Conditional on Working Conditional on Working
A Brock IN WeEk #? Unconditional — at All in Week 7+ 1 That Day in Week ¢ + 1
Yes 47.3 51.3 66.0
No 9.3 11.9 22.0
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THE VALUE OF FLEXIBLE WORK 2755

(perhaps to the point where payout per minute equilibrates across
hours). However, there is an overall negative correlation between payout
per minute and the share of drivers working; the overall correlation be-
tween the two series in figure 4 is —.4. This suggests that there are some
periods where payouts are high but where many drivers have on average
higher reservations wages and choose not to drive.

Our model-ree evidence of the volatility in driver hours presented above
fundamentally does not allow us to disentangle two sources of week-to-week
variation in hours worked for specific drivers. First, drivers have elastic labor
supply and will be more likely to drive, ceteris paribus, when expected wages
are higher. Second, drivers have volatility in their reservation wage. We pur-
sue a model to allow us to disentangle these factors.

V. A Model of Labor Supply
and Inference Procedures

Assimple model of labor supply specifies that drivers will supply labor if their
reservation wages are less than the prevailing expected wage. That is, for a
given period of time (which we take as 1 hour), we observe the labor supply
decision, Y, as well as the expected prevailing wage, w,, where Y, = 1 if
driver i is observed to work in hour ¢ and 0 if not. We define “working”
as having his or her driver app on and ready to receive requests from Uber
riders as well as having at least 10 minutes of active time engaged in picking
up arider or on a trip. Expected wages are computed assuming drivers are
rational and have access to the distribution of wages in a particular city and
time. We estimate expected wages by computing the average wage over all
Uber drivers in that city and time (see Sec. III above for details).

It should be noted that our measure of prevailing wages is not net of the
variable costs of operating a vehicle. Therefore, our reservation wages
should be interpreted as a gross quantity as well. Note that if a given driver
has a car that is cheaper or more expensive to operate than the mean driver,
this difference in expenses would be reflected in the driver’s mean reserva-
tion wage. Of course, the labor supply decision is based on the difference
between prevailing and reservation wages, which does not depend on as-
sumptions regarding the incorporation of operating costs.

A. A Model of Labor Supply

We start by providing a simple intuition of our identification strategy. Con-
sider a weekly 1 hour period, say, Tuesday, 2 to 3 p.m. For concreteness,
assume that the mean prevailing wage for that hour is $20 in a particular
city, and consider a driver who works that hour most weeks. Our estima-
tion would infer that the driver has a mean reservation wage for that hour
that is less than $20. Now, suppose that there are some slow weeks where
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the prevailing wage is around $15 for that hour. If the driver drives most of
those weeks too, that suggests that the driver has a mean reservation wage
for the hour thatis less than $15, and thus, on the more typical $20 weeks,
she is getting at least $5in surplus. In contrast, if the driver does drive the
$20 weeks usually but does not drive in the $15 weeks, then our estimate of
the mean reservation wage of the driver for that hour will be bounded be-
tween $15 and $20. This illustrates how the variation in the wage across
weeks helps us to pinpoint the driver’s reservation wage. With enough data,
we would be able to see the wage at which the driver “drops out” from
working in the hour. For the driver who usually drives the Tuesday 2 to
3 p.m. hour when the prevailing wage is $20, if the driver does not drive
that hour in some of the $20 weeks, given her other behavior, her not driv-
ing will have to be ascribed to some kind of shock. The extent to which itis
attributed to a shock to her hour, day, or week will largely be a function of
whether the rest of her day or week are also outliers relative to her other
behavior. The variance of the shocks experienced by the driver will be de-
termined in part, loosely, by whether we sometimes observe the driver to
not drive in that hour when it is more lucrative than a typical $20 hour.
We now turn to a more specific description of our methods. The specifi-
cation of the reservation wage process is crucial to determining the extent
to which drivers are able to exercise flexibility in labor supply. As we have
documented in Section IV, Uber drivers have both predictable and unpre-
dictable patterns of labor supply. There is some predictability by day of week
and time of day; for example, our results suggest that some drivers use Uber
to supplement other jobs or responsibilities that occupy the standard 9 a.m.
to 5 p.m. weekday period. Equally important, drivers change their work
schedules from week to week, from day to day, and even from hour to hour.
That is, there appears to be a good deal of evidence that, ex post, drivers
behave as though they respond to events that are not constant from week
to week. For these reasons, we postulate a model of reservation wages with
both a predictable mean component as well as a random component that is
unobserved by the econometrician but revealed to the drivers:

*

Wy = I"i(t) + & (1)

Here w, is the reservation wage of driver 7in time ¢ p,({) is the mean res-
ervation wage at time ¢, and ¢; is a random shock to the reservation wage
that will be resolved, for Uber drivers, before time ¢. That is, we assume that
by at least the beginning of each time period (hour), each Uber driver has
realized the shock and therefore simply compares his or her reservation
wage for the hour to the expected wage to make a labor supply decision.

While the reservation wage w; is unobservable to the econometrician,
both driver labor supply, y;, and the expected wage, w;,, are observed. Driver
labor supply, y;, takes the value of 1 in any hour in which the driver works
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and zero in any hour in which the driver does not work. In an hour when
the driver works, we can infer that the reservation wage is exceeded by the
expected wage. Note that the expected wage in a given period can incorpo-
rate common knowledge by drivers about predictable events (such as con-
certs, conventions, and sporting events) that create peaks in demand for
Uber services.

1. Mean Function

The mean portion of the reservation wage process drives the predictable
portion of labor supply. For example, if a driver has a regular weekday job,
the model can accommodate this with high reservation wages during
the hours from 9:00 to 5:00 each weekday. Since these patterns of labor
supply vary widely across drivers, we must provide mean function param-
eters that vary at the driver level. Even though we have a relatively large
number of driver-hour observations, the censoring mechanism applied
to the reservation process means that the information content of even
thousands of observations is limited. We use a parsimonious specification
by (1) grouping hours into blocks associated with a common shift in the
mean reservation wage and (2) assuming driver preferences are stable
and not allowing for trends or other time shifts. This implies that our
mean function is a function only of the day and hour corresponding to
time interval ¢, u;(t) = wi(d, h).

Our mean specification allows for nine parameters corresponding to
the following blocks of hours:

MF_am: Monday-Friday, 7 a.m.—12 noon.
MF_afternoon: Monday—Friday, 1-4 p.m.
MF_rush_hour: Monday-Friday, 5-8 p.m.
MTh_evening: Monday-Thursday, 9-11 p.m.
MTh_late_night: Monday—Thursday, 12-3 a.m.
FS_evening: Friday—Saturday, 9-11 p.m.
FS_late_night: Friday-Saturday, 12-3 a.m.
MSu_don:'* Monday-Sunday, 4 a.m.—6 a.m.
Base: All remaining hours in the week."”

I IS Al

Below, we will consider robustness to estimating our model with more
finely partitioned hour blocks.

" Dead of night.

* Note that each hour block extends from the first minute of the first hour in the block
to the last minute of the second hour in the block specification; e.g., the MF_am block ex-
tends from 7:00 a.m. until 12:59 p.m.
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2. Error Components

We have observed that labor supply behavior of Uber drivers has an un-
predictable component at the weekly, daily, and hourly frequencies. To
accommodate these patterns of behavior, we employ a three-part vari-
ance components model for the shock to reservation wages:

& = v, T v+ v (2)

In this model, each of the error components is i.i.d. normal'® over its re-
spective frequency with standard deviations o,, 0, and o0,, respectively.
Here w denotes weekly, d denotes daily, and % denotes hourly. Thus,
each time period (an hour) sees a new realization of the hour shock,
v, each day a new day shock, and each week a new week shock.

Since each day within a week shares the common week shock and each
hour within a day shares a common day shock, this creates the well
known variance components covariance structure that can exhibit very
high correlation between periods within each broader time frame. For
example, hours within the same day have a correlation of

2 2
(A + 0y

o= >3-
o+ o2 + o)

These correlations are driven by the relative magnitudes of the error
components. The error covariance matrix of the reservation wage shock
in (2) is block diagonal across weeks, with hours within a week having a
covariance structure given by

Qw = (Ind ®2(i) + UE,L,‘,L;,, (3)

_ 2 2
X, = 03loy + oytata. (4)

Here “nd” is the number of days in a week and allows for weeks with less
than 7 complete days, ¢, is a vector of nd x 24 ones, and (, is a vector of

'* Normal error components imply that the reservation wage process is multivariate nor-

mal over the 168 hours that comprise 1 week. The assumption of normality allows us to
specify a model in which the mean of reservation wages can be determined independently
of the size or variability of the shocks or unpredictable component of reservation wages.
One possible drawback to this assumption is that there is some probability that reservation
wage realizations will be negative (this may be very small). Some might suggest modeling
the log-reservation wages. While this certainly removes the possibility of negative reserva-
tion wages, this assumption creates other undesirable problems. If we assume log-normal
reservation wages, then high mean reservation wages are also associated with high vari-
ances. This means that we cannot independently vary the degree to which drivers have un-
predictable (large shock) patterns vs. when they work on average. To take the example of
someone with a high reservation wage during the day (due to another work opportunity),
the log-normal model would also require that he or she be more unpredictable during the
day than on weekends and evenings. We do not want to impose this sort of restriction on
driver behavior.
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d x 24 ones. While Q, is high-dimensional, the patterns of covariance
are generated by only three variance component parameters. Variance
component models have been criticized on the grounds of inflexibility
(all covariances are positive and the same within an error component
block, e.g., within a day). In our case, the variance components are inter-
preted as shocks to reservation wages that come at various frequencies in
the lives of Uber drivers. Each component has meaning due to its asso-
ciation with a dimension of labor supply predictability.

Flexibility is conceptualized as the ability to respond to different kinds
of shocks. Benefits of flexibility will be related to the relative magnitudes
of these shocks. While Uber drivers can respond to each kind of shock,
this is not true for many other labor supply arrangements. For example,
a standard 9-5 factory shift job does not offer flexibility from hour to
hour or from day to day. Typically, workers have a fixed number of pre-
arranged days off, and a very limited ability to work less than a full shift.
On the other hand, some taxi-style jobs allow for substantial day-to-day
flexibility. If a taxi driver enters into daily rental agreements with the taxi
owner, and the driver receives a large positive daily shock to reservation
wages, then the driver simply does not work in that day. However, to am-
ortize the fixed fee of renting the taxi, the driver would typically work
almost all hours of a particular shift. Thus, the taxi driver can respond
to weekly and daily shocks but is more constrained in her ability to re-
spond to hourly shocks. If Uber drivers experience very small hourly
shocks but large daily shocks, the Uber system will not afford drivers
much value in terms of captured surplus relative to traditional taxi-style
arrangements.

B. Likelihood

Our model is a latent normal'” and correlated reservation process cou-
pled with a censoring function that indicates whether or not the ob-
served wage rate exceeds or is less than the reservation wage:

1 w: < Wy,
w=4 (5)
0 w; > wy,
&
w; = W + &, (6)
Var(ﬁi) = IN, ® Qw. (7)

7 Mean reservation wages are apt to be large relative to the variance of the error com-
ponents. We seldom find any negative reservation wages, even though this is theoretically
possible with a normal distribution.
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Here Q,is given by (3) and N, is the number of weeks we observe driver .'®
Given a specification of the mean function, the likelihood function for
this model can be written down by first observing that, conditional on the
observed wage vector, each week is independent of every other week:

N
Up, 0,, 04, 04]y, w) = HZwk(p,, Cus Oy O] Yy Wi )-
wk=1

The computational problems of evaluating this likelihood are associ-
ated with the likelihood for each week. We observe a vector of 168 indi-
cator variables corresponding to each hour of the week." These are cen-
sored versions of the vector of latent normal variables in which the
censoring is dependent on the observed wages for each hour. The vari-
ance component structure results in a potentially highly correlated la-
tent normal vector. This means that the probability of the observed vec-
tor of labor supply decisions must be computed as the integral over a
specific region of a 168-variate normal distribution:

gwk = J J J ¢(X|,U,, Qu,)dxldX2...dX168. (8)
Alyrwr) J A(ys,ws) A(yios,Wies)

Here we have suppressed the notation for the ith driver and the regions
are defined by

Als, ) {w":w" < w}y=1, )
, W) =
’ {w* :w* > w} y=0.

There are no reliable methods for calculating (with a reasonable degree
of accuracy) such high-dimensional integrals of a multivariate normal
over a cone. Instead, we will employ a data augmentation strategy in a
hybrid Markov chain Monte Carlo (MCMC) method as outlined below.

C. Identification

Our model is closely related to the multivariate probit model. In this
model, there is a latent regression model for each time period. We only
observe the sign of these latent variables, y, = x/8 + &

'* We impose the constraint that we observe drivers for complete days only. We fill out the
days with zeros for those hours we do not observe labor supply. Typically, Uber drivers enter
and exit our sample of 38 weeks on days of the week that make for incomplete (less than
7 days) weeks. For these weeks, we use the same variance component model and Q, is mod-
ified to include blocks corresponding only to the number of days in the incomplete week.

' Not all weeks in our data have all 7 days as we removed holidays and drivers start and
leave their Uber arrangements, creating incomplete weeks. For these incomplete weeks, we
use the appropriate number of hours, nd x 24, and the (Q-matrix is adjusted accordingly.
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1y >0,
» = (10)
0y <0.

Typically, the errors are assumed to have a multivariate normal distribu-
tion, ¢ ~ N(0, X). This model is not identified as the equation for each
time period can be scaled by a (possibly different) positive constant.
Thus, in the standard multivariate probit model, only the correlations
are identified, not the full variance-covariance matrix of the latent error
terms. However, our model of labor supply has two additions: (1) the
censoring point is no longer fixed at zero but varies from observation
to observation to the extent that observed wages, w;, vary across observa-
tions, and (2) our reservation wage model of labor supply imposes an ex-
act coefficient restriction that achieves identification. We can write out
the model in the form of a multivariate probit as follows:

Yi = w: — Wy = Mi(t) — wy t &,
1 y: <0,

0y, >0.

Thus, we impose the restriction that the coefficient on wages in the la-
tent variable model is equal to —1.

The extent to which the model parameters are well identified in our
sample depends on the variation in expected wages as this determines
the censoring point in the distribution of latent reservation wages. Ide-
ally, we would like to have a great deal of wage variation as well as varia-
tion that covers a wide range of the support of the distribution of reser-
vation wages.

The magnitude of expected wage variation across the week averaged
across cities and time is illustrated in figure 4. However, this masks the var-
iation across weeks and hours that a driver in a given city would experi-
ence. Figure 5 graphs expected wages for each hour of the week for each
week in our sample period for Los Angeles. Each week is shown in a dif-
ferent color. Recall that expected wages average over the idiosyncractic
experiences of different drivers.

For Los Angeles, modal wages for Uber drivers are centered around
$20/hour with a great deal of dispersion (note that this is after Uber fees
but before automobile expenses). Notice that the pattern of expected
wages is similar from week to week. It is also clear that weeks that are
low-earning weeks for a given hour appear more likely to be lower-
earning weeks overall. The patterns illustrated here for Los Angeles
are typical for all of our cities. To explore the extent of variation in ex-
pected wages, we conduct an analysis of variance by factor, including city,
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THE VALUE OF FLEXIBLE WORK 2763

week, and day. That is, we regress expected wages on the appropriate set
of dummies (for city and week in sample, and for the day of the week) and
report the standard deviation of the residuals. Figure 6 shows bar plots of
these residual variances for both expected wage and log expected wage.
The leftmost bar shows the overall variance before regressing on dummy
variables. The subsequent bars show the residual variance after introduc-
ing each incremental set of dummies. We see that even within city, week,
and day of week, there is a great deal of variation with a standard deviation
of over $3 per hour which corresponds to variation in wages of at least
10 percent.

While our model is parametrically well identified, the question of non-
parametric identification remains. We observe about 35 weeks of hourly
data on most drivers, which means that we have something on the order
of 5,000 observations per driver. We also have a very large cross section of
drivers (about 197,000). Given that we are making inferences on the
driver level, the cross-sectional sample size does not help with identifica-
tion unless we impose some sort of further structure such as a particular
random coefficient distribution. Nonparametric identification can only
be achieved as the number of observations per driver tends to infinity as
well as over a continuous distribution of realized wages (censoring points).
Without some restrictions on the class of error shock distributions, we do
not believe it is possible to establish fully nonparametric identification.

Details of our estimation method are given in the appendix (available

online).
5 1 0.25
4 — 0.20 H
3 0.15 4
2 4 0.10
1 - 0.05
0.00 ~
A Marginal ~ City Week Day B Marginal ~ City Week Day

F16. 6.—Variation in expected wages. A, Expected wage. B, Log expected wage.
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D. Model Results and Fit

Our model estimates, for each driver, a mean reservation wage for each
hour block, plus the variance components of week, day, and hour shocks.
We first explore overall model fit. Figure 7 shows actual versus predicted
labor supply by hour of the week. The black line connects the observed la-
bor supply for each of the 168 hours of the week, averaged over all of our
197,000 drivers. The red line provides the expected labor supply by hour
from our model fits. The vertical colored bands correspond to the hour
blocking used for estimation of the mean wage. In spite of our rather dra-
matic simplification in which we blocked 168 hours each week into only
nine groups, the model tracks the observed labor supply quite well.
Uber driver surplus can derive from a variety of factors. First, some driv-
ers will have low reservation wages overall and will derive surplus from the
difference between those reservation wages and the prevailing hourly
wage. For an extreme case, consider the lonely driver who enjoys driving
and talking to customers. This driver is clearly not the marginal driver
who sets the wage, and this inframarginal driver clearly earns surplus. Sec-
ond, some drivers will have reservation wages that are systematically hetero-
geneous across the hour blocks, and the Uber structure allows the driver to
drive only in the lower reservation wage hours. For example, a driver who
always works a valuable noon to 8 p.m. job can systematically not work in
those hours. This driver earns surplus by avoiding work in those hours
but working in other hours when the primary job is unavailable. Third,
some drivers will have significant variance in their reservations wages that
differ from week to week and the Uber arrangement allows the driver to
shift driving hours. For example, an actor can choose not to drive when-
ever he is called for an audition. A retail worker can work when a shift
has been canceled. Finally, a driver who has fairly uniform reservation wages
across hours can earn surplus by “picking off” the high wage hours (such as
the bar closing hours or when a concert or other event is taking place).
As expected, our results suggest that Uber drivers do not have homoge-
neous preferences for time of day and day of week. Figure 8 provides scat-
ter plots of normalized mean reservation wage estimates. Recall that each
driver has a separate and possibly unique mean reservation wage for all of
the 9 hour blocks. For example, the yaxis of the left panel of figure 8
shows the mean reservation wage for the Monday-Friday rush hour block
for a sample of drivers relative to the base period. The mean reservation
wages range from a large positive to large negative deviation from the base
period estimates, suggesting that preferences for the Monday—Friday rush
hour block are very heterogeneous. In addition, there is a positive corre-
lation between preferences for the Monday-Friday afternoon (horizontal
axis) and Monday-Friday rush hour block as might be expected for two
contiguous hour blocks. On the other hand, there is a clear negative cor-
relation between preferences for the weekday afternoons versus late night
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F1G. 8.—Scatter plots of mean reservation wage parameters

on Friday and Saturday (right panel). The ability to drive when these res-
ervation wages are low is likely to be an important component of overall
labor surplus.

Another important part of our estimation is the variance component es-
timates. Our MCMC procedure provides draws from each of the 197,000
driver posteriors in our estimation sample. We summarize these draws by
computing the mean draw, which is a simulation-based estimate of the pos-
terior mean. The posterior mean is often used as a Bayesian estimate. Fig-
ure 9 shows the distribution across drivers of the estimates of each of the

O Sigma Week
O Sigma Day
B Sigma Hour

0 5 10 15 20 25 30 35 40

F1G. 9.—Variance component estimates
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three variance components associated with week, day, and hour shocks (o,,
0,4 0,,). The sizes of the shocks are measured as standard deviations. We see
that all shocks are large. The largest shocks are the hourly shocks; the me-
dian hourly shock standard deviation is $12.94. Daily shocks are somewhat
smaller with a median of $9.02. Weekly shocks are the smallest but still ap-
preciable with a median of $6.76. Notice that the shock standard deviation
estimates have a long right tail; some drivers experience very large shocks.
Intuitively, large variances will be found for drivers whose hours driven vary
a great deal from week to week and for whom driving time hardly demon-
strates a discernible weekly pattern. The results suggest that the drivers in
our sample experience large shifts in reservation wage that are not consis-
tent from week to week and, thus, may place a large value on a flexible work
arrangement. Adaptation to hourly changes in reservation wages will likely
be an important component of overall labor surplus.

It may also be helpful to examine the distribution of reservation wages di-
rectly rather than simply examining shock standard deviations. Figure 10
shows the distribution of reservation wages for 100 drivers in Philadelphia
for the Monday to Thursday evening hour block. The drivers are selected
randomly from the set of drivers who otherwise meet our inclusion crite-
rion, who drove in Philadelphia but no other city during our sample period,
and who have driven in the Monday to Thursday evening hour block at
least once during our sample period. The black dots show the estimate of

120

100 -

80 —

60 - 8

- {
- I

20

F1G6. 10.—Detail for Thursday evening hour block for 100 Philadelphia drivers
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the mean reservation wage for each driver for the hour block. The vertical
gray bars show the 10th to 90th percentiles of the estimated distribution of
the driverspecific reservation wage. The horizontal lines are the city mean
wages for this hour block for each of the approximately 35 weeks in our
sample. While most mean city wages hover around $20, there is 1 week
where the block has a very high effective wage.

Most of our individual driver estimates of the reservation vastly exceed
the prevailing wage. This makes sense; in any given hour block, a small
fraction of the drivers in our sample are driving. When we calculate hour-
by-hour expected surplus, it will necessarily be truncated at zero because
drivers will only drive if they achieve nonzero surplus. The substantial var-
iance shows that upward and downward variation to the driver’s typical
reservation wage will be an important input to both the driving decision
and the surplus calculation.

Our procedure also allows us to estimate labor supply elasticities for
each driver as well as the aggregate elasticity of demand. The individual
elasticities are calculated simply. Start with the median weekly wage pro-
file faced by a given driver who drives in a given city. Our estimates sug-
gest how many hours we would expect that driver to supply labor. Next,
perturb the weekly wage profile for a single week and calculate, based on
the individual driver’s parameters, the change in hours supplied. This
represents the driver-specific short-run wage elasticity. Figure 11 shows
both the distribution of labor supply elasticities by driver as well as the
relationship between labor supply elasticities and average hours worked

5

Elasticity at Median Wage

0 10 20 30 40 50 60 70 80
Avg Weekly Hrs

F1G. 11.—Labor supply elasticities
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per week. The 25th percentile of driver labor supply elasticity is 1.81, the
median 1.92, and the 75th percentile is 2.01.

Our labor supply elasticity estimates are very high by the norms of the
labor literature, with the vast majority of drivers having labor supply esti-
mates between 1 and 2. There are a few interesting things to note about this.
First, as Oettinger (1999), Chetty (2012), Keane and Rogerson (2015), and
others all note, there are a number of distinct reasons to be concerned that
labor supply elasticities are typically underestimated in the micro literature.
In particular, Chetty (2012) explores the potential role of optimization fric-
tions and demonstrates that intensive margin elasticity estimates are very
sensitive to even small optimization frictions. Adjusting for these frictions
leads to larger estimates than those that have been reported in the litera-
ture. As our environment has effectively no frictions, it may not be surpris-
ing that we find higher labor supply elasticities than have been found in the
literature.

As discussed in Section IV, the drivers vary greatly in the level of labor
supply offered with the bulk supplying around 10 hours per week but with
a considerable right tail. Drivers who drive a different number of mean
hours have a differential ability to respond to wages. For example, a driver
who drives only a few hours per week may choose to systematically “pick
off” the highest wage hours, thus demonstrating substantial elasticity. Driv-
ers who work 40 or more hours in the week cannot adjust their pattern of
hours to pick off the highest wages. This is demonstrated in figure 11 as the
scatter plot of elasticities on the vertical axis against average hours supplied
per week. The plot shows a clear downward relationship between labor
supply elasticity and average hours worked. The line on the plot is a non-
parametric regression fit. Drivers who work only a handful of hours per
week have much higher estimated elasticity than do drivers who work a
conventional 40 hours per week. As much of the literature focuses on
the labor supply elasticities of full-time workers, the elasticities for the
higher labor supply drivers are perhaps most comparable to the literature.

VI. Driver Surplus

We have postulated a flexible but parsimonious model of labor supply
which allows for heterogeneity across drivers and features both predict-
able and unpredictable aspects of labor supply. It is also clear from our
initial exploratory analysis that Uber drivers exercise ample flexibility in
their labor supply both in the level or average number of hours per week
as well as the pattern of hours and days on which labor is more frequently
supplied. In addition, our fitted model of labor supply shows very large
error components, implying that flexibility to adjust to random shocks
could be an important component of value to Uber drivers. In this sec-
tion, we compute measures of expected surplus from the Uber labor ar-
rangement as well as alternative arrangements that afford less flexibility.
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A, Surplus Measure

Our goal is to compute the expected surplus for each driver. In our model,
drivers will work only if their surplus (excess of wage over reservation wage)
is positive. We will compute the expected surplus, which is the probability
that the surplus is positive (i.e., the driver decides to work) times the ex-
pected surplus conditional on working. Consider hour ¢ in which a driver
faces wage w; expected surplus can written as

ES, = (w — E[w)|w, < w])Pr[w, < w]. (11)

To produce a welfare measure for each driver, we sum expected surplus
to the driver-week level and compute the average of this measure over all
weeks for which we observe the driver in our data. This averages the mea-
sure over the distribution of prevailing wages faced by each driver. In the
end, we will have one expected surplus value for each driver and we can
gauge the impact of various flexibility restrictions on both the total Uber
driver surplus as well as the distribution of this surplus across drivers.

B.  Constraints on Flexibility

We start with the base case, in which the Uber system imposes no con-
straints on labor supply flexibility. At the granularity of hour blocks,
Uber drivers can choose to work at any time. Because they can make
moment-to-moment decisions about labor supply, it is natural to assume
that they make these decisions with full knowledge of both the mean res-
ervation wage as well as the realization of shocks to their reservation
wages. That s, if there are weeks, days, or hours where the cost of supply-
ing labor is very high due to other time commitments, Uber drivers are
free to choose not to work either for the whole week, specific days in the
weeks, or even specific hours in the week. This flexibility means that a
driver can make labor supply decisions based on the idiosyncrasies of
her pattern of mean reservation wages as well as the shocks.

For example, if an Uber driver holds down a traditional 9-5 job, then
we would expect that driver’s mean reservation wages for work at Uber to
be very high during the 9-5 weekday hours. In addition, the Uber system
affords drivers flexibility with respect to unpredictable changes in time
commitments. For example, while a driver might normally work a partic-
ular time block within the week, if a primary employer offers an overtime
shift, the driver will not work. The ability to respond to deviations from
the normal pattern of reservation wages could be a significant source of
value for the Uber-style flexible work system, and we might expect that
individuals with high variances in their hourly reservation wages will find
the Uber platform very attractive.

Thus, our approach to welfare calculations is to compare the Uber
system “base case” to alternative arrangements in which constraints are
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imposed on the driver’s labor supply flexibility. The Uber system allows
each driver to make hour-by-hour labor supply decisions without any
constraints. As such, the Uber system represents a base case with the
highest degree of flexibility. We will compare the expected surplus un-
der the most flexible Uber-style system with a host of other labor supply
arrangements that differ in the nature and severity of constraints on la-
bor supply flexibility.

Base.  Drivers can adapt to weekly, daily, and hourly shocks with full
knowledge of the prevailing wages for that city, week, day, and hour and
full knowledge of the realization of all of the shocks.

We will consider three basic types of constraints.

1. Lessened Adaptation to Driver Shocks

In the base case, drivers make labor supply decisions with full knowledge
of the realized value of all weekly, daily, and hourly shocks. We consider
two other scenarios of decreasing flexibility.

Case A, Cannot adapt to hourly shocks—In this scenario, we do not al-
low the driver to adapt to hourly shocks. One interpretation is that the
driver must make a decision about which hours she will work at the be-
ginning of each day with knowledge of the distribution of hourly shocks
to the reservation wage but without knowledge of the realization of the
shocks for each hour in that day. This case affords flexibility to adapt to
weekly and daily shocks but not to hourly shocks.

CaseE B.  Cannot adapt to daily and hourly shocks—Here, we do not allow
the driver to adapt to daily or hourly shocks. The driver can adapt to
changes in shocks from week to week but not within the week.

It should be emphasized that these scenarios are restrictions only on
the driver’s ability to adapt to shocks. We still allow the driver to respond
to changes in the prevailing wage, and we assume that drivers have per-
fect foresight as to the prevailing wage. We also allow the driver to have a
driver-specific profile of mean reservation wages that can vary by day of
week and hour of day. That is, cases A and B are still much more flexible
than most conventional work arrangements.

2. Commitment over Longer Time Horizons

In scenarios A and B above, the driver can vary labor supply from week to
week in response to weekly shocks as well as predictable changes in pre-
vailing wages. Our monthly scenario restricts this ability.

MontH.  Month-long labor supply commitment.—At the beginning of each
month the driver must make a commitment to work the same schedule
each week and cannot respond to weekly, daily, or hourly shocks. In addi-
tion, the driver cannot respond to changes in prevailing wages from week
to week in the month. We assume that the driver must make decisions
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based on average weekly profile of prevailing wages, where this is averaged
over the month ahead. The driver can also take his or her mean reserva-
tion wage for each hour block into account.

3. Institutional Constraints

In many labor markets, workers face institutional constraints that re-
quire a form of precommitment to specified blocks of time.

Taxt.  Taxi constraints—In the taxi industry a driver must choose be-
tween one of each of three 8 hour shifts on a daily basis. If a taxi worker
decides to work a shift, the driver is effectively obligated to work the en-
tire shift by virtue of high lump sum rental prices for the taxi cab. Thus,
the taxi labor system has flexibility from day to day and week to week but
imposes block constraints on the hours within each day.

We model these taxi constraints simply. Drivers know their week and
day shocks but cannot adapt to hourly shocks and must decide which
if any of the three shifts to work based on the expected surplus for the
entire shift.”” In most taxi settings, the high up-front fee charged to taxi
drivers effectively necessitates working the whole shift, and we examine
that simplified model. While we mimic the taxi environment specifically,
this institutional constraint is also informative about any conventional
8 hour shift working environment. Indeed, it is much more flexible than
many work environments in that the worker has a day-by-day choice of
which shift to work.

C. Calculating Expected Surplus
1. Base Case

In the base case, the driver sees the realization of week, day, and hour
shocks and is able to make a labor supply decision conditional on these
shocks, mean reservation wages, and prevailing wages for that city, week,
day, and hour. Thus, expected surplus for each hour can be computed
from the expectation of the reservation wage conditional on working,
which is the expectation of a truncated normal random variable. We sum
these for each hour of the week and then average them over all complete
weeks in the data (note that typically, there are incomplete weeks at the be-
ginning and ending of the drivers’ data records as drivers do not begin
and end their affiliation with Uber on the first hour of each week, which
we take to be midnight to 1 a.m. on Sunday).

* Indeed, our model of the taxi constraint still provides the driver more flexibility than
he or she might have in a true taxi environment in which decisions to rent a cab for the
shift are often bundled across days.
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Consider week /,
7 24 N . N
ES;, = EE(wldh - E[wi,ldh|wz’,ldh = wthPr[wi,ldh < wmh], (12)
d=1h=1

and the surplus for driver i is

M=

1
ES; = —>ES,,, (13)
Nij

1

where N, is the number of complete weeks observed for driver 1.

The conditional expectation of reservation wage given the decision to
work can easily be computed as it is the mean of the truncated normal
random variable:

E[w:,d,,|w;dh < wldh] = pi(d, h) + E[§|§ < wa — pi(d, h)]

¢(TPi,ldh/0§) (14)

= pi(d, h) — 0y 7,
mldh) = o g )

where TP, = ww — pi(d, h) is the truncation point and £ ~
N(0, 0% + o3 + ;) is the sum of the shocks. The probability of working
is simply given by the normal cumulative density function evaluated at
the truncation point:

TP, 4
Pr[wz‘ldh < wldh] = CI’<—/(M) (15)

43

2. Cases A and B: Restricted Ability
to Adapt to Shocks

In cases A and B, the drivers are limited in their ability to respond to
shocks. In case A, they cannot adapt labor supply to the hourly shock,
while in case B they cannot adapt to both the hourly and daily shocks.
In these cases, the expected surplus can be computed in exactly the
same manner except that we must refine the random variable £. In
case A, £ = v, + v,, while in case B, £ = v,. That is, drivers can only
use the expected value* (0) of the shocks as they are assumed not to
be able to respond to the realization.

3. Taxi Constraints
Here the driver can observe weekly and daily shocks but not hourly

shocks and must choose one of three 8 hour shifts or not to work at

*! Note that each of the variance components (shocks) are assumed independent so
Elv|v,, v)] = E[v].
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all. This means that the driver must calculate the expected surplus for
each shift. The driver chooses the shift with largest positive surplus. If
no shifts have expected surplus that is positive, then the driver does
not work at all. At the beginning of each day, the driver knows v, + v,
mean reservation wages for each hour of that day, u(d, ), and prevailing
wages for each hour of that day. To make the labor supply decision and
compute expected surplus, we simply sum over all of the hours in each
shift. The surplus for shift jis

S = Sw —w

€S

- 2 - Hr NS Uw + Ud Ev/lh

€S €S,

(16)

where w[* = u + v, + v, + v, and N, is the number of hours in shift j.
The expected surplus from the driver’s point of view is given by

[g|vwa vd:l - 6 ( Uy + vd)
= 5;' - Ej;
where 6; = 2.5 (w, — p.). The driver will find the shift with the maximum

value of ¢; and will work that shift if

max(5j) - Ei > O,

(17)
£~ N(O, Nf/((fi + 03))'

From the inequality above, we can compute both the probability of work-
ing on that day and the expected surplus from the shift worked (note that
we assume that under the taxi arrangement drivers work only one shift).
The probability of working is given by

Prfwork] = Pr[max(;) — & > 0] = @(@).

Expected surplus given that the taxi driver decides to work is
max(éj) — E[£|£ < max(&)]

(max( )/05)
(max( )/05)

Unconditional expected surplus is, therefore,

ES = ¢<M> [max(a) + UEMLW )

E[S|work]

= max(éj) + 05

Y
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Note that o; is determined by the number of hours that are in shift j. In
our taxi scenario, all shifts are 8 hours long. To compute total expected
surplus for the taxi arrangement, we simply sum over all days (note that
the wages will vary across days) and express this on a weekly basis.

4. Month-Long Time Commitment

In this case, the driver cannot respond to any shock and must commit to
a work schedule for a month at time (note that for simplicity’s sake, we
define a month as a 4 week interval). In addition, the driver cannot re-
spond to week-to-week changes in prevailing wages and must make deci-
sions based on the average prevailing wages for that month.

Let w,,, be the average wage for each day of the week and hour of the
day for a 4 week period m:

7 24

ES,, = 42> [ — pild, B)]". (19)

d=1h=1

Again, we simply average these measures over the number of 4 week pe-
riods observed for each driver to obtain ES,.

D. Expected Surplus and Labor Supply Computations

For each of the drivers, we compute Bayes estimates of the mean reser-
vation wage parameter and Bayes estimates of each of the variance com-
ponents necessary for the expected surplus computations. Figure 12
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shows box plots of the distribution of surplus over the various labor sup-
ply flexibility arrangements or scenarios outlined in Section VI.B. The
box plot labeled “payout” is the expected total wages (in dollars/week)
that drivers should have earned for each of the hours in which they were
actually observed to supply labor. Note that the payout is net of all Uber
fees, but gross of the driver’s car operating costs.

Our abstraction of the Uber-style arrangement in which drivers can
pick whatever hour, day, and week they choose to work generates a large
surplus of more than 40 percent of their total pay. This number may
seem large. However, recall that the surplus in each hour the driver drives
is definitionally at least weakly positive. If expected surplus for the hour is
negative, the driver does not drive. As we showed in figure 10, only a small
fraction of potential drivers are driving in any given hour, those with pos-
itive surplus. Here, we find that the median driver earns roughly $21.67/
hour, with a surplus of about $10/hour, suggesting a reservation wage of
$11.67/hour. The reservation wage includes both the driver’s cost of time
and also includes the costs of driving. Given the median trips per hour
and trip length and using appropriate costs for a Toyota Prius (the modal
Uber driver car in many of the largest cities), we estimate driving costs to
be about $3 to $4 per hour.* This gives a net earning above the national
minimum wage of $7.25/hour but clearly below the minimum wage in
some locations (the highest state-level minimum wage is $11.50 in Wash-
ington state). Is this implied reservation wage too low to be plausible? We
do not think it is, given that even earning minimum wage simply might
not be feasible in the time windows that a particular driver has available
to drive. If someone, for example, has a shift at a conventional job until
2:00 and has to pick up children from a day care that closes at 5:00, it is
not clear what alternative job is actually available in that time frame. Ad-
ditionally, for some set of people, driving may simply be more pleasant
than alternative employment options.

Constraints on flexibility reduce surplus a great deal. For example, just
the inability to adapt hour by hour within the same day (contrast case A
with the base case) dramatically reduces surplus. If drivers are further re-
stricted to be unable to adapt to both hourly and daily shocks (scenario B),
surplus is further reduced but by a smaller factor than the hourly case.
In other words, adaptation to the daily shock is less valuable to drivers than
adaptation to hourly shocks. The taxi case allows drivers to respond to daily
shocks but constrains them to work a full 8 hour shift. This results in a large

2 Averages of trip distance and waiting time, etc., are found in Cook et al. (2018). An
effective argument for a $0.20/mile driving cost for a Prius is made by Campbell (2017).
As Campbell points out, there are differential tax considerations for driving Uber as there
are for wage labor. In particular, many Uber drivers drive efficient cars such as the Prius,
and benefit from the federal deductibility of mileage at 53.5 cents per mile.
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reduction in surplus over case A, where daily adaptation is possible but
drivers do not have to work an entire shift.

Finally, precommitment to a month in advance reduces expected sur-
plus to near zero for most Uber drivers. We should emphasize that com-
mitment to a month in advance merely limits adaptation to weekly, daily,
and hourly shocks but still allows for flexibility in the total quantity of hours
worked and the allocation of that time worked over days of the week and
hours of the day. Itis not just a flexible work schedule, per se, that creates
value to Uber drivers, but it is the ability to adapt to events that vary over
time that is most valuable.

Figure 13 reports the distribution of expected labor supply for each of
our proposed arrangements. It is clear that constraints on flexibility also
reduce willingness to work. For example, the taxi constraint on adaptation
to unpredictable shocks reduces labor supply from about 15 hours per
week to less than 5 hours per week. This is, perhaps, not that surprising
as our sample consists of drivers who have selected the Uber arrangement
by choice over a taxi arrangement. However, there are many reasons a
driver might prefer to be an Uber driver that are not related to flexibility,
including a superior dispatching driver application with suggested driving
routes, direct deposit of payments to a checking account, and the lower up-
front cash requirements (no shift rental fee). What we have learned is that
ability to adapt to shocks attracts Uber drivers and, without this adaptabil-
ity, they will not participate much in this labor market.
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Table 4 provides more detail on the distribution of expected labor sup-
ply (top panel) and expected surplus (bottom panel). Of course, there is a
distribution of surplus across drivers; some benefit much more than oth-
ers from the Uber arrangement. At the median of the expected surplus dis-
tribution across drivers, the Uber arrangement (“base”) provides an ex-
pected surplus of $154 per week, while simply turning off the ability to
adapt to hourly shocks reduces surplus to less than one-third of that, about
$49 per week. Taxi arrangements are even worse, reducing surplus to one-
eighth of the Uber base case ($19 per week). Thus, a large fraction of the
surplus that drivers gain derives from the flexibility.

We might expect that the value of the Uber arrangement should de-
pend on the level of labor supply offered. If a driver is driving 50 or more
hours per week, flexibility from day to day and hour to hour is limited al-
most by definition. The ability to opportunistically respond to high ex-
pected wage opportunities is also more limited for higher hour drivers,
as evidenced by the lower labor supply elasticities measured for higher
hour drivers in figure 11. Table 5 slices the expected surplus distribution
based on decile of observed weekly labor supply. Comparing expected
surplus in the base condition to payout, the fraction of payout that is

TABLE 4
QUANTILES OF THE EXPECTED LABOR SUPPLY AND SURPLUS

LABOR SuprPLy

Expected
QUANTILE Actual Base A B Taxi Month
.99 58.1 57.6 50.5 48.3 31.7 47.5
.95 44.6 44.0 33.7 28.7 19.5 24.8
.90 37.2 36.8 25.8 19.5 14.1 12,5
75 25.6 25.6 15.0 8.5 7.3 1.7
.50 15.2 15.3 7.1 2.5 3.1 .0
.25 8.4 8.5 3.0 4 1.1 .0
.10 4.8 4.9 1.2 .0 4 .0
.05 3.5 3.5 .6 .0 2 .0
.01 1.9 1.9 1 .0 .0 .0
SURrRPLUS
Expected
QUANTILE Payout Base A B Taxi Month
.99 1,311.7 7717 472.5 359.7 263.8 279.8
.95 977.4 536.3 283.0 184.0 148.2 102.9
.90 811.1 428.3 207.6 118.5 102.1 44.3
.75 557.1 276.3 112.0 46.7 49.7 3.9
.50 330.3 154.1 49.1 11.6 18.7 .0
25 183.2 79.7 18.3 1.7 5.8 .0
.10 105.9 42.5 6.4 1 1.65 .0
.05 76.4 28.9 3.0 .0 .6 .0
.01 41.3 13.9 .5 .0 .0 .0
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TABLE 5
ExPECTED SURPLUS BY LABOR SUPPLY DECILE
Decile Labor Supply Range Payout Base A B  Taxi Month
10 (87-104.6) 974.3 513.2 253.7 153.7 125.7 70.9
9 (29-37.2) 696.3 346.2 145.1 63.1 66.7 8.1
8 (23-28.7) 551.0 267.3 104.2 359 45.6 1.2
7 (19-23.0) 4459 211.6 76.6 21.5 325 .0
6 (15-18.7) 362.6 169.4 582 13.7 23.7 .0
5 (12-15.2) 294.8 136.0 44.6 89 174 .0
4 (10-12.2) 236.3 1069 323 52 121 .0
3 (7-9.6) 1829 80.8 225 29 81 .0
2 (5-7.2) 132.3  56.2 13.7 1.3 4.6 .0
1 (0-4.8) 76.4 29.6 4.8 2 1.4 .0

accounted for by surplus is surprisingly constant across labor supply dec-
iles. The ability to pick off high-wage or low-reservation-wage hours does
not lead low-hour drivers to capture a larger fraction of their payouts as
surplus. Unsurprisingly, the destruction of surplus in moving from the
base Uber arrangement to a taxi arrangement is more profound for lower
hour drivers. Lower hour drivers get very little surplus in the taxi arrange-
ment, largely because we estimate that they would not find it worth it to
supply labor if they had to do so in 8 hour shifts. Nonetheless, it is remark-
able that even drivers working more than 37 hours per week find the taxi
arrangement to have an expected surplus of only one-quarter of the Uber
arrangement. The ability to work split shifts and unconventional hour
patterns in the Uber arrangement is still valuable for drivers in this group.

Our alternative scenario surplus calculations are designed to decom-
pose the source of the labor surplus enjoyed by drivers under the Uber
labor supply arrangement. That is, there are various dimensions of adap-
tation to shocks and lack of precommitment that contribute to the Uber
surplus value, and we use our model to quantify the value of each. We
hasten to add that we are not simulating a new equilibrium in the labor
market under each scenario considered. For example, if the Uber ar-
rangement were outlawed (as it has been in some communities) and only
taxis remained, there would be a new equilibrium in the labor market with
a new distribution of labor supply and different equilibrium wages from
those observed in our data. Many, if not most, of the Uber drivers would
withdraw from the market that meets consumer transportation demand
and work elsewhere or not at all. Clearly, much of the labor surplus would
be lost but there would be surplus gains for taxi drivers as taxi utilization
and wages might increase as well as surplus obtained by Uber drivers in
alternate jobs. We are not undertaking such a calculation, which would re-
quire a host of difficult-to-verify assumptions as well as detailed data on the
labor supply decisions of taxi drivers.

Another limitation of our analysis is that our simplified alternative
scenario analyses may not align fully with real-world employment
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relationships. Workers in conventional jobs typically have some flexibility
to adjust for shocks. That is, the worker can, when faced with a large and
unusual shock, for example, likely call in sick. Thus, some conventional
jobs may well be more flexible than our counterfactual examples. How-
ever, the literature cited above suggests that flexibility for low-wage, low-
skilled jobs may be particularly limited. We have also shown that the great
bulk of the labor surplus derives from adaptation to high-frequency (hourly)
wage shocks. It is highly unlikely that a low-skilled worker would have the
luxury of taking an hour off on a frequent basis. We should also point out
that our shocks are symmetric. Thatis, adaptation to both positive and neg-
ative reservation wage shocks are possible in the Uber-style labor supply ar-
rangement. A conventional work arrangement rarely allows workers to
choose to work more if they unexpectedly find themselves short of cash. This
is a very important aspect of the Uber arrangement that we believe is largely
absent from conventional low-skilled labor arrangements.

In particular, it might be argued that our taxi scenario overstates the ri-
gidity of the taxi arrangements that exist in the real world. While our taxi
scenario allows drivers to adapt to daily (and weekly) shocks, we do not al-
low the driver to adapt to hourly shocks. For example, if, at the beginning
of the day, the driver knows that he or she has an appointment in an hour
later in that day, our taxi scenario considered above does not allow for ad-
aptation in shift choice to avoid working in that hour. An alternative plau-
sible scenario is one in which the driver foresees all hourly shocks at the
time of making a shift choice. Intuitively, this should lead to higher surplus
than our taxi scenario in that the driver cannot make any ex post errors in
choosing a shift.

In order to explore this possiblility, we considered an alternative taxi sce-
nario in which the driver chooses shifts on the basis of realized hourly
shocks.” That is, the driver still must pick at most one shift in a day and

** The driver observes the realizations of all hourly shocks and chooses whether to work
and, if so, which shift to work on the basis of these realized shocks. Using the notation of
Sec. VI.C, consider the decision to work shift 1, without loss of generality. The driver will work
shift 1if S5 — S = 61 — 60 — Zies Unt — 2ies, Uiy = 0,8 — 85 = 61 — 65 — Zies Uy — Zies, Ut =
0, and S, = 6; — N5 v — N5 vg — 25 v > 0. Here §; are the realized surpluses; S, = 6,—
Nyv, — Nyv, — Y5 - Define the vector z' = (S — 8, 8 — 8, 81); z ~ N(p, Z) with p' =
(861 — 62,6, — 85, 6,) and

9 2 9
(N.s', + N&)Uh Ns 07, Ns, 07,
_ 2 9 9
= Ns, 07, (NS, + N&)O_h Ns, 07,
2 2 2 9 2 9 2
N, 7 N, 7 N5 0, + N oq + Nso03,

The probability of working shift 1is m =[5 ¢(z|p, T)dz; ¢ () is the multivariate-normal den-
sity. The expected surplus for working shift 1 given that shift 1 is chosen for work is
E[Si|work] = E[z]|z € R*]. The total expected labor supply and total expected surplus
can be easily computed using similar results for all shifts. See the appendix for computational
details.
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work the entire shift in our alternative taxi scenario, but the driver can
avoid shifts with a large positive reservation wage shock in an hour. We used
arandom sample of 1,000 drivers (the same sample used in several analyses
provided in Sec. VII) to compute expected labor supply and surplus using
this alternative taxi scenario. Clearly, the surpluses computed under our
alternative taxi scenario must, by definition, exceed the surpluses in the
original taxi scenario. However, the real question is whether this new sce-
nario reverses our qualitative conclusion that taxi-style shift arrangements
reduce surplus dramatically. We find that, under the alternative taxi sce-
nario, surplus increases by 51 percent over the original taxi surplus. How-
ever, even the new alternative arrangement affords a surplus dramatically
lower than the Uber or case A arrangements. This alternative taxi arrange-
ment has a median surplus less than one-fifth of the Uber arrangement
and about 45 percent less than case A.

The analysis of this alternative taxi scenario is revealing because the
scenario examined, while less flexible than Uber, is more flexible than
most jobs. The worker can choose among three shifts each day with per-
fect foresight about any shocks to his or her willingness to work and can
choose not to work any day that he or she chooses. The low surplus from
this arrangement demonstrates the value that this (selected) sample of
workers obtains from being able to work short shifts at unconventional
frequency.

E.  Compensating Wage Differentials

While we believe that a driver-by-driver estimate of expected labor sur-
plus is ultimately the correct way to gauge benefits to Uber drivers from
flexibility, the labor economics literature often considers the problem of
computing compensating wage differentials. For example, we might want
to estimate the increase in the wage rate that might be required to induce
workers to work a nonstandard shift such as a weekend or night shift. Sim-
ilarly, we can ask how much wages would have to increase in order to make
individual Uber drivers indifferent between the Uber arrangement and
various restricted scenarios in which adaptability to reservation wage shocks
are limited.

Table 6 provides compensating wage differentials expressed as the
multiple of wages required to make each driver achieve the same surplus
from a more restrictive arrangement than the Uber base arrangement.
Drivers that derive a large surplus from the flexibility afforded by the Uber
arrangement will require very large increases in wages to offset the loss
of surplus. Indeed, we see that very large compensating wage differentials
are required. For example, the median driver requires a 54 percent in-
crease in wages to be indifferent between the base Uber scenario and sce-
nario A in which hourly adaptation is not allowed. The even more restrictive
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TABLE 6
COMPENSATING WAGE MULTIPLES

Quantile A B Taxi
.99 8.39 >100 70.45
.90 2.72 56.45 7.56
.75 1.94 7.51 4.22
.50 1.54 2.78 2.79
.25 1.33 1.75 2.1

.10 1.23 1.42 1.74
.05 1.18 1.31 1.59
.01 1.13 1.19 1.39

scenario B does not allow drivers to adapt to either hourly or daily reserva-
tion wage shocks. We have seen that this reduces expected labor surplus
to only a small fraction of the Uber arrangement. Accordingly, the median
driver requires a very large increase of 178 percent in wages to make up
for the lost surplus. The taxi arrangement has compensating wage differ-
entials that are also very large.**

It should be emphasized that we are not computing a new labor mar-
ket equilibrium wage for each scenario, but merely expressing the labor
surplus in terms that some find more interpretable.

VII. Sensitivity Analyses

In this section, we consider several sensitivity analyses performed to as-
sess the role of model assumptions regarding the exogeneity of wages,
the formation of wage expectations, our choice of hour block partitions,
and the impact of competition from Lyft. In the appendix, we also con-
sider the robustness of our analysis to prior settings.

A.  Exogeneity of Wages

We assume that our expected wage variable is exogenous to the labor sup-
ply decisions made on an hour-to-hour basis by drivers.* While there can
be common demand shocks such as a concert or sporting event, this as-
sumption rules out common supply shocks. A legitimate concern is that
if there are common supply shocks of large magnitude, this can affect
both the labor supply decisions of drivers as well as the prevailing expected
wage. For example, if there were a large positive common supply shock

*' Since the month in advance commitment scenario shuts down all adaptability, this
would require a huge (and nearly infinite for some drivers) compensating increase in wages.
For this reason, we did not think it useful to report the results of compensating wage differ-
ential calculations for the month commitment scenario.

* Frechette et al. (2016) make a similar assumption in the model of taxi driver labor
supply used in their equilibrium simulations.
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that raised reservation prices simultaneously for all drivers in a city, then
we would expect falling overall labor supply and increasing wages, partic-
ularly in light of Uber’s dynamic pricing policies, which are designed, in
part, to remedy supply deficiencies. Thus, we would expect that if there
were common supply shocks (both positive and negative), our model fitted
under the exogeneity assumption would underestimate the responsiveness
of drivers to changes in wages. Of course, the extent of this “endogeneity”
bias would depend on the relative magnitudes of common supply shocks
and idiosyncratic shocks to reservation wages.

To assess the importance of possible bias due to common supply shocks,
we would ideally like some source of variation in wages that can be plausi-
bly viewed as exogenous. If wages were varied randomly, this would be the
ideal source of wage variation that is indisputably exogenous. Uber has, in
the course of its business, conducted some randomized changes in wages
on a limited basis in several cities. In the range of our data, one such set of
changes was conducted in Orange County, California, during April 2016.
A random sample of drivers received an email indicating that the driver
would receive a 10 percent increase in wages for a 3 week period.”® Another
randomly selected group of drivers was selected for control purposes. The
randomization was personally conducted by Keith Chen, who was then an
employee of Uber, and it was conducted for Uber’s business purposes. Ap-
proximately 3,000 drivers were assigned to both the “control” and “incen-
tive” groups. In our analysis sample, we have 1,272 of the incentive group
drivers and 1,240 of the control group.”’

We exploit this source of exogenous variation to stress-test our model.
We refit our model for each of the nonexperimental weeks in the incen-
tive group and use these fitted coefficients to predict the response of driv-
ers to the experimentally induced increase in incentives during the dura-
tion of the experiment. If our assumption of exogeneity of wages is
incorrect and if there are large common shocks, we should expect that
our model will underpredict the actual labor supply response to the in-
crease in effective wage rate.

As in all field experiments, there are important implementation con-
siderations. First, the incentive group could qualify for the 10 percent in-
crease in earnings only on trips that originated in Orange County. If, for
example, an Uber driver picked up a fare from Irvine (in Orange County)
to Los Angeles International Airport, the driver would certainly try to
pick up a return fare to maximize efficiency. The return trip would not
qualify for the 10 percent incentive. This is a major issue for the Orange

* The same email offer was sent out once per week for a total of 3 weeks.
*7 Recall that we restrict attention to an active sample of drivers who work in at least
16 hours during our data set.
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County market because of the close proximity to Los Angeles and many
other separate Uber markets. In addition to restrictions on the origin of
trips, the Uber incentive offer contained additional qualifications. Driv-
ers had to “maintain a 90 percent acceptance and 25 percent completion
rate over all hours online to qualify for this offer.” It is not clear how bind-
ing these constraints are on Uber drivers. In sum, the restrictions on the
incentive condition in the Orange County incentive experiment mean
that drivers effectively faced an incentive that could be considerably lower
than 10 percent.

To assess the effective incentive rate, we exploit the fact that the Or-
ange County experiment data show that, on average, drivers do not ap-
pear to have responded to increased incentives in the first week of the ex-
periment.® In week 1, 1050 control drivers supplied 12,938 hours of
labor or 12.32 hours per week on average, while 1063 incentive drivers
supplied 13,060 hours or 12.28 hours per week.? Thatis, there was no ag-
gregate response to the incentive. We can then use the payouts made to
drivers to estimate the effective incentive rate. We regressed log(wages)
on dummy variables for incentive eligibility and fixed effects for hour
of day and week. We find that incentive eligible drivers earned a wage
2.3 percent higher than controls (standard error of .003). We will use this
wage differential to predict labor supply for the remaining 2 weeks of the
experiment.

Figure 14 compares actual labor supplied (in hours/week) with what is
expected or predicted from our model fit to nonexperimental weeks (and
using the estimated 2.3 percentincrease in wages) for the 2 weeks of exper-
imental data. We plot this separately for the control group of drivers versus
treatment group. If there are no substantial biases in our model coefficient
due to endogeneity, we should expect that controls and treated (incentive)
group drivers would exhibit the same level of model fit. The two scatter
plots are very similar.

However, it is possible that this model diagnostic based on true exper-
imental variation is valid but of low discriminatory power due to the rel-
atively small effective incentive of 2.3 percent. To assess the power of our
diagnostic, we compare the predicted labor supply on experimental weeks
under the assumption of a 2.3 percent increase in wages with the predicted
labor supply with no increase in wages. Figure 15 provides a histogram of
the difference in expected labor supply assuming a 2.3 percent increase
in wages and a 0 percent increase. There is a discernible increase in labor
supply predicted by our model from even this relatively small change in

# This is not uncommon with driver incentives at Uber and can be explained by inatten-
tion or delayed attention to emails. Drivers appear to first become widely aware of incen-
tives at the end of an incentive’s first week, when additional earnings appear on earnings
statements.

* This is not significant.
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wage rates. This provides some validation that our diagnostic procedure
has power in the relevant range of wage increases.

We conclude that possible biases due to common supply shocks are apt
to be small relative to the labor supply changes predicted by our model.
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Fic. 15.—Difference in labor supply with and without wage incentives
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B.  Formation of Expectations

In our model, we make an assumption of full information and rational
expectations regarding wages. That is, we assume that drivers, in their
decision making, use the expected wage for each unique city, week,
and hour combination in our data. For example, if there is a week in
which demand for transportation is high due to a convention in town,
the drivers are assumed to be forward looking and to be able to estimate
the implications for mean wages for that week. In addition, we assume
that drivers anticipate that there might be different patterns of demand
over the hours in different weeks. An example of this might be a concert
that will increase demand on the night of that concert in a way that dif-
fers from other weeks.

We understand that this assumption assumes a high degree of both
rationality and information gathering on the part of the drivers. We be-
lieve that our evidence of model fit shows that this assumption is reason-
able. In this section, we consider an alternative and somewhat less-
demanding assumption. We assume that drivers can form expectations
of wage changes over weeks (within city) but do not forecast the pattern
of demand to vary across weeks. This is implemented by estimating a sca-
lar multiple by which the profile of expected wages is raised or lowered
for each week. This multiple is estimated by a weighted average of the
ratios of each week’s wage by hour profile to the overall average for that
city. This is implemented as follows:

z"bj,wk = pj,wkﬁ)j’ (20)
168
Wy wk b
,Dj,wk = Eehr#- (21)
hr=1 Wj hr

Here j denotes modal city and wk denotes week; w; is a 168-dimensional
vector of the mean wages for city jby hour averaged over all weeks in our
data; 0,,, are weights denoting the fraction of hours worked in hour of the
week, hr, for all of our data (all cities and all weeks); w;, is the mean
wage for city j in hour hr averaged over all weeks in our data.

Our assumption is that drivers are only partially rational in the sense
that they only anticipate that some weeks will have higher or lower wages
than others but that they cannot forecast how the pattern of wages by
hour of the week will vary over weeks. Our intuition is that if drivers re-
spond to the partially rational wages, w;;,, and not the fully flexible “full
information rational expectations” wage profiles, then our model assum-
ing fully rational expectations will underestimate labor supply elasticity
and possibly overestimate the magnitude of the shocks to driver reserva-
tion wages. This would tend to overstate the surplus afforded by the flex-
ible labor supply arrangement.
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Fic. 16.—Labor surplus under different wage expectations

Figure 16 shows the distribution of estimated labor surplus for each of
our flexibility scenarios. Note that because of computation constraints,
the sensitivity analysis was conducted with a random sample of 1,000 driv-
ers. The side-by-side box plots contrast the results assuming full rational
expectations with what we are calling partial rational expectations. The
differences between the surpluses calculated under different wage ex-
pectations are small, with the partial rational expectations process pro-
ducing slightly smaller surpluses.

Table 7 shows the quantiles of the surplus distribution for partial and
full rational expectations. While the surpluses are slightly smaller when
we compare partial to full rational expectations, the ratio of surplus lost
from more restrictive labor supply arrangements remains virtually un-
changed. For example, consider the reduction from the base scenario

TABLE 7
LABOR SURPLUS UNDER ALTERNATIVE WAGE EXPECTATIONS
Bask A B Taxi MoONTH
QUANTILE Full Partial Full Partial Full Partial Full Partial Full Partial
.99 768.5 656.9 486.1 392.3 325.6 257.6 272.4 2285 270.6 219.7
.95 544.8 432.7 285.5 243.5 191.8 161.8 152.7 124.6 119.2 99.0
.90 430.6 337.6 215.6 176.4 126.8 104.6 110.4 92.6 51.6 47.5
75 281.6 220.6 110.8 924 50.2 413 495 421 40 5.0
.50 160.3 126.6 529 429 140 107 199 171 .0 .0
.25 858 68.0 198 160 20 13 65 54 0 0
.10 487 359 72 5.6 1 0O 16 14 0 0
.05 324 241 36 28 .0 .0 7 .6 0 0
.01 13.3  10.2 .8 .8 .0 .0 1 1 0 0
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to scenario A (no hourly adaptation). For full rational expectations, the
surplus declines to 33 (52.9/160.3) percent of the base, while for partial
rational expectations the decline is 33.9 percent.

It may be helpful to provide some intuition for why the surplus is lower
if drivers have partial rational expectations yet the decline in surplus
from the alternative constrained scenarios is similar whether drivers
have full or partial rational expectations. One reason that surplus is
lower under partial rational expectations is that a driver with a stable res-
ervation wage will change her driving behavior if she knows that an hour
will be particularly lucrative (or particularly unlucrative). Thus, a dimin-
ished ability to forecast the expected wages should lead to lower surplus,
as we find. It is also possible that if drivers are only partially rational but
we estimate the model assuming full rationality, we will systematically
overestimate the value of the Uber scenario relative to alternative con-
strained scenarios because we will overestimate the magnitude of the driv-
er’s shock variances. Loosely, this is because we ascribe the driver’s failure
to drive in a particularly lucrative hour to a reservation wage shock, when in
factitis due to the driver’s ignorance of the hourly wage. However, our ro-
bustness results suggest that this second issue is not extremely important.
While the base case surplus is lower when we assume partial forecasting
ability by the drivers, the ratio of the base case surplus to that of the alter-
native scenarios is very similar to the results that we obtain assuming full
driver rationality.

C. Fineness of Hour Blocks

In our empirical model, we partition the week into nine blocks of hours in
order to make the estimation tractable. One concern with this procedure is
that if we group hours into a single block for which individual drivers have
consistently heterogeneous reservation wages, we will likely estimate very
large shock variances. These large shock variances will have implications
for our surplus estimates. To explore this concern, we undertake a robust-
ness exercise using our robustness subsample of 1,000 drivers. We reesti-
mate reservation wage parameters using 12 different hour blocks in the
week rather than nine. In subdividing our original nine blocks, our goal
was to subdivide blocks for which our model-free evidence suggests that
different drivers were systematically more likely to drive in specific hours
within the block. For example, our model{ree evidence suggests that start-
ing and stopping driving are common midmorning on weekdays, rendering
the Monday-Friday 7 a.m. to noon block a good candidate for subdivi-
sion. We created three new blocks. Specifically, we subdivided the Monday—
Friday 7 a.m. to noon block into two blocks, one from 7 am. to 9 am. and
the other from 10 a.m. to noon. Next, we subdivided the Friday and Sat-
urday evening block into a separate Friday evening block and a Saturday
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evening block. Third, we took the two weekday afternoon and rush hour
blocks and subdivided them into three blocks. In place of a 1-4 p.m. block
and a 5-8 p.m. block, we allowed separate parameters for a 1-3 p.m. block,
a 4-6 p.m. block and a 7-8 p.m. block.

Figure 17 shows the distribution of estimated labor surplus for “stan-
dard blocking” (our original nine blocks) and the “alternative blocking”
with finer hour block partitions. The results are surprisingly similar to
our original surplus estimates for both the base case and the alternative
scenarios. The results show very slightly lower weekly surpluses under the
finer partitions of the weekly hours; the surplus calculations for the alter-
native scenarios remain very similar to our original estimates.

D.  Presence of Competing Platforms

Another potential concern with our results may be the extent to which
theyare impacted by the possibility that drivers are multihoming between
Uber and Lyft, a competing platform. Here, we discuss some theoretical
reasons why multihoming may not be a concern for our estimates. Then,
we show results in which we estimate our model separately for Houston,
Texas. Due to regulatory action, during the time period of our sample,
Uber offered service in Houston, Texas, but Lyft did not.

As we discussed before, many of the drivers in our study are not simply
making choices between driving Uber and leisure. Many drivers are
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Fic. 17.—Labor surplus with alternative (finer) hour blocking
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engaged in other economic activities such as home production and
working at other jobs. Thus, a driver’s reservation wage in any hour
should be interpreted as taking into account these alternative economic
activities. In this way, we do not believe that Lyft is particularly different
from the other alternative activities facing drivers. We cannot observe
these other activities, including Lyft, directly.

One way in which the presence of Lyft can be concerning is if Lyft cre-
ates important common supply shocks across drivers. As we have already
discussed, common supply shocks are a threat to our identification strat-
egy, and the Orange County analysis discussed above is designed to ad-
dress these concerns. Another strategy to address these concerns is to ex-
amine the performance of our model in a location where Lyft does not
operate. Clearly, there is not exogenous variation in where Uber and Lyft
operate. However, we believe that the case of Houston is helpful to exam-
ine. Lyft (but not Uber) exited the Houston market in 2014 when the
Houston city council passed a set of regulations impacting ride-sharing
companies. Uber (but not Lyft) similarly exited Galveston following the
passage of city regulations. Both reentered those markets in 2017 follow-
ing action by the state legislature.

We examine our model focusing entirely on Houston. We include in
our sample all drivers whose modal driving city is Houston (and who oth-
erwise meet the inclusion criteria specified in Section V. Payouts and sur-
plus are slightly higher in Houston than they are on average in the other
cities excluding Houston. As illustrated by figure 18, the decline in surplus
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FiG. 18.—Labor surplus in Houston versus other cities
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resulting from our alternative scenarios is very similar to the results that we
obtain for other cities. Thus, we have no reason to believe that common
supply shocks or other econometric issues caused by the existence of Lyft
are importantly problematic for our results.

VIII. Conclusions

The Uber driver arrangement attracted more than a million drivers to
offer labor supply during the 8 month period of our data, which is lim-
ited to only the US UberX service. One of the attractions of Uber is the
flexibility afforded to drivers. Not only can drivers choose to supply rel-
atively small numbers of hours per week, but they can also allocate these
hours flexibly over the days and hours of the week. However, this is not
the only or even most important source of flexibility provided to Uber
drivers. Another important source of flexibility is the ability of an Uber
driver to adapt on an hour-by-hour basis to changes in demands on her
time. While traditional workplaces do compete to provide flexibility to
workers, the literature suggests that lower wage, lower skill workers typ-
ically have limited ability to respond to everyday shocks. The goal of this
paper is to estimate a model of labor supply that will allow for a quanti-
fication of the value of both flexibility and adaptability.

We postulate a model in which each driver has a reservation wage pro-
cess with both a predictable mean component as well as weekly, daily,
and hourly shocks. This operationalizes the view that workers face un-
predictable events that can change their labor supply decisions on an
hourly basis. We assume that drivers form rational expectations regarding
the expected wage and make labor supply decisions on an hour-by-hour
basis by comparing their own reservation wage to the prevailing expected
wage. Our model is a multivariate probit model with a time-varying cen-
soring point that facilitates a greater degree of identification than the tra-
ditional probit structure. Driver-level exact finite sample inference is pos-
sible using a hybrid MCMC approach.

We estimate large labor supply elasticities exceeding 1.5 for most drivers
and on the aggregate level. We also estimate very large shock variances,
suggesting the potential for large driver surplus in Uberlike arrange-
ments that allow drivers to decide, on an hour-by-hour basis, when to work.
We compute driver labor surplus—accounting for 40 percent of total ex-
pected earnings, or $150 per week on average—under the existing Uber
arrangement. Labor surplus for alternative work arrangements, which limit
drivers’ ability to adapt to hourly and daily reservation wage shocks, are
also computed. Constraints on the ability to adapt to shocks have large
effects on expected labor surplus; eliminating this ability reduces labor
surplus by more than two-thirds. We also consider a taxi-style arrange-
ment in which drivers can decide on a daily basis whether or not to work
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and which of three shifts to work but must work an entire 8 hour shift.
The taxi arrangement reduces expected labor surplus to one-eighth of
the Uber arrangement.

We also calculate the compensating wage differentials necessary to make
drivers indifferent between the highly adaptable Uber arrangement and
more restricted arrangements. To compensate for the inability to adapt
to hourly reservation wage shocks, increases in wages of more than 50 per-
centwould be required. For the taxi arrangement, the median driver would
require almost a doubling of wages in order to compensate for reduced
adaptability.

In summary, we document an important source of value in flexible
work arrangements—the ability to adapt work schedules to time-varying
reservation wages. Perhaps not surprisingly, this adaptability has high value
to individuals who have selected into the Uber platform. Our expecta-
tion is that technology will enable the growth of more Uber-style work
arrangements. While such arrangements may have important downsides
relative to the traditional careers they supplant or supplement, we expect
that flexibility will be an important source of value in such arrangements.

References

Altonji, Joseph G., and Christina H. Paxson. 1988. “Labor Supply Preferences,
Hours Constraints, and Hours-Wage Trade-Offs.” juinsbeitass. 6 (2): 254-76.

Altonji, Joseph G., and Emiko Usui. 2007. “Work Hours, Wages, and Vacation
Leave.” [LBRey 60 (3): 408-28.

Board of Governors of the Federal Reserve System. 2016. “Report on the Eco-
nomic Well-Being of U.S. Households in 2015.” https://www.federalreserve
.gov/2015-report-economic-well-being-us-households-201605.pdf.

Bond, James T., and Ellen Galinsky. 2011. “Workplace Flexibility and Low-Wage
Employees.” https:/ /familiesandwork.org/downloads/ WorkFlexandLowWage
Employees.pdf.

Buchholz, Nicholas. 2015. “Spatial Equilibrium, Search Frictions, and Efficient Reg-
ulation in the Taxi Industry.” Working paper, Dept. Econ., Univ. Texas, Austin.
Camerer, Colin, Linda Babcock, George Loewenstein, and Richard Thaler. 1997.
“Labor Supply of New York City Cabdrivers: One Day ata Time.” Q_LE. 112 (2):

407-41.

Campbell, Harry. 2017. “How to Calculate Per Mile Earnings instead of Per Hour.”
https://therideshareguy.com/how-to-calculate-per-mile-earnings-instead-of
-per-hour.

. 2018. “The Rideshare Guy 2018 Reader Survey.” https://docs.google
.com/document/d/1g8pz000nCb2mFj_97548nJAj4HfluExUEgVb45HwWDIE
/edit.

Chetty, Raj. 2012. “Bounds on Elasticities with Optimization Frictions: A Synthesis
of Micro and Macro Evidence on Labor Supply.” issssssssieg S0 (3): 969-1018.

Cook, Cody, Rebecca Diamond, Jonathan Hall, John List, and Paul Oyer. 2018.
“The Gender Earnings Gap in the Gig Economy: Evidence from over a Million
Rideshare Drivers.” Working paper, Graduate School Bus., Stanford Univ.

This content downloaded from 164.067.176.164 on December 11, 2019 11:38:56 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journal s.uchicago.edu/t-and-c).


https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1162%2F003355397555244&citationId=p_45
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&system=10.1086%2F298183&citationId=p_40
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.3982%2FECTA9043&citationId=p_48
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1177%2F001979390706000306&citationId=p_41

THE VALUE OF FLEXIBLE WORK 2793

Council of Economic Advisors. 2010. “Work-Life Balance and the Economics of
Workplace Flexibility.” https://digitalcommons.ilr.cornell.edu/key_work
place/714.

Cramer, Judd, and Alan B. Krueger. 2016. “Disruptive Change in the Taxi Business:
The Case of Uber.” A.E.R. 106 (5): 177-82.

Farber, Henry S. 2005. “Is Tomorrow Another Day? The Labor Supply of New
York City Cabdrivers.” LRL. 113 (1): 46-82.

. 2015. “Why You Cannot Find a Taxi in the Rain and Other Labor Supply
Lessons from Cab Drivers.” QLE. 130 (4): 1975-2026.

Farrell, Diana, and Fiona Greig. 2016a. “Paychecks, Paydays, and the Online Plat-
form Economy: Big Data on Income Volatility.” https://www.jpmorganchase
.com/ corporate/institute/document/jpmc-institute-volatility-2-report.pdf.

. 2016b. “The Online Platform Economy: Has Growth Peaked?” https://
www.jpmorganchase.com/corporate/institute/document/jpmec-institute
-online-platform-econ-brief.pdf.

Frechette, Guillaume R., Alessandro Lizzeri, and Tobias Salz. 2016. “Frictions in
a Competitive, Regulated Market: Evidence from Taxis.” Working paper, Dept.
Econ., New York Univ.

Golden, Lonnie. 2015. “Irregular Work Scheduling and Its Consequences.”
Working paper, Economic Policy Inst.

Gustafson, Krystina. 2016. “On-Call Scheduling Debate: Where Retailers Stand.”
https://www.cnbc.com/2016/02/04/on-callscheduling-debate-where-retailers
-stand.html.

Hall, Jonathan V., and Alan B. Krueger. 2016. “An Analysis of the Labor Market
for Uber Driver-Partners in the United States.” Working Paper no. 22843 (No-
vember), NBER, Cambridge, MA.

Hamermesh, Daniel S. 1999. “The Timing of Work over Time.” LgagJ. 109 (452):
37-66.

Katz, Lawrence F., and Alan B. Krueger. 2016. “The Rise and Nature of Alternative
Work Arrangements in the United States, 1995-2015.” Working Paper no. 22667
(September), NBER, Cambridge, MA.

Keane, Michael, and Richard Rogerson. 2015. “Reconciling Micro and Macro La-
bor Supply Elasticities: A Structural Perspective.” gt 7 (1): 89-117.

Kostiuk, Peter F. 1990. “Compensating Differentials for Shift Work.” LZBE. 98 (5):
1054-75.

Lagos, Ricardo. 2003. “An Analysis of the Market for Taxicab Rides in New York
City.” I 14 (2): 423-34.

Lale, Etiennel. 2015. “Multiple Jobholding over the Past Two Decades.” Working
paper, Bur. Labor Statis.

Mas, Alexandre, and Amanda Pallais. 2016. “Valuing Alternative Work Arrange-
ments.” Working Paper no. 22708 (September), NBER, Cambridge, MA.

Oettinger, Gerald S. 1999. “An Empirical Analysis of the Daily Labor Supply of
Stadium Vendors.” LRBE. 107 (2): 360-92.

Opyer, Paul. 2016. “The Independent Workforce in America: The Economics of
an Increasingly Flexible Labor Market.” Working paper, Graduate School
Bus., Stanford Univ.

Paxson, Christina H., and Nachum Sicherman. 1996. “The Dynamics of Dual
Job Holding and Job Mobility.” juinshessisess. 14 (3): 357-93.

Rebitzer, James B., and Lowell J. Taylor. 1995. “Do Labor Markets Provide
Enough Short-Hour Jobs? An Analysis of Work Hours and Work Incentives.”

membapeey 33 (2): 257-73.

This content downloaded from 164.067.176.164 on December 11, 2019 11:38:56 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journal s.uchicago.edu/t-and-c).


https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1111%2F1468-0297.00390&citationId=p_60
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1111%2F1468-2354.t01-2-00075&citationId=p_64
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1093%2Fqje%2Fqjv026&citationId=p_53
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&system=10.1086%2F209815&citationId=p_69
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1146%2Fannurev-economics-080614-115601&citationId=p_62
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1111%2Fj.1465-7295.1995.tb01861.x&citationId=p_70
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&system=10.1086%2F261719&citationId=p_63
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&system=10.1086%2F426040&citationId=p_52
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&system=10.1086%2F250063&citationId=p_67

2794 JOURNAL OF POLITICAL ECONOMY

Renna, Francesco, and Ronald Oaxaca. 2006. “The Economics of Dual Job Hold-
ing: A Job Portfolio Model of Labor Supply.” IZA Discussion Paper no. 1915,
Inst. Study Labor, Bonn. Available at SSRN: https://ssrn.com/abstract
=877897.

Reynolds, Jeremy. 2004. “When Too Much Is Not Enough: Actual and Preferred
Work Hours in the United States and Abroad.” S 19:89-120.

Senesky, Sarah. 2005. “Testing the Intertemporal Labor Supply Model: Are Jobs

Important?” jnsheleses. 12 (6): 749-72.

This content downloaded from 164.067.176.164 on December 11, 2019 11:38:56 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journal s.uchicago.edu/t-and-c).


https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1023%2FB%3ASOFO.0000019649.59873.08&citationId=p_72
https://www.journals.uchicago.edu/action/showLinks?doi=10.1086%2F702171&crossref=10.1016%2Fj.labeco.2004.05.001&citationId=p_73

