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Motivation

- Most workers cannot freely choose their hours
- Jobs tend to come with hours requirements not at the workers’ discretion
- Typical hours are shaped by laws and customes such as 5-day work week, 8-hour

workday, public holidays, mandatory time off, parental leave etc.

This raises two questions:
1. Are workers on their labor supply curve? If not, are they systematically off it?
2. What is the role of caps on weekly hours worked in creating or correcting wedges

between usual and desired hours worked?



Roadmap

1. Evidence of Overwork
2. Welfare loss of overwork
3. Counterfactual caps on hours
4. Feasibility of caps on hours



Evidence of Overwork



Data

- German Socio-Economic Panel (SOEP)
- Representative annual household survey since 1985
- Focus on full-time workers in 2019 for main analysis

Descriptives



Survey Question

“If you could choose your own working hours, taking into account that
your income would change according to the number of hours: How many

hours would you want to work?”

How do workers interpret this?
- Rule out “work less, make the same”
- Assume workers have a linear budget constraint in mind



Desired vs. Acual Hours Worked



Desired vs. Acual Hours Worked Over Time

Heterogeneity



Welfare



Welfare Cost of Hours Wedges

Goal: Measure welfare cost of hours wedges
Approach:

- Translate hours wedges into dollar terms using WTP calculation
- This will capture the welfare gain of moving a worker from their usual hours to their

desired hours
- Using simple static model of labor supply a la MaCurdy (1989)

Preferences:
Ui(c,h) =

1
1 + η

c1+η − βi

1 + γ
h1+γ

Desired hours:
h∗

i = argmax
h

Ui(c,h) s.t. c = wih



Simple Model of Labor Supply

Desired hours:
log h∗

i =
1 + η

γ − η
logwi −

1
γ − η

log βi

Define WTP, σi(h̃i), for counterfactual hours h̃i :

Ui
(
wi h̃i − σi(h̃i), h̃i

)
= Ui

(
wihi , hi

)
Average WTP for counterfactual allocation h̃ = {h̃i}i∈N :

W (h̃) =
1
N

N

∑
i=1

σi(h̃i)



Calibration

- Want to back out βi using desired hours h∗
i

- Given βi , can compute WTP for moving from usual hours to h∗
i each worker

- Need to set η and γ

- Set η = 1 (log preferences), as lack of time trend in usual hours and desired hours
suggests IE and SE cancel

- Set γ = 2 to match estimates of Hicks elasticity from Chetty et al. 2011



Distribution of WTP

Mean WTP = 28.5 Euros/Week (Mean weekly income is 510 Euros in 2019) Heterogeneity



Counterfactuals



Counterfactuals

Goal: evaluate effect of tighter cap on weekly hours compared to current cap at 48h

Two steps:
1. Construct counterfactual hours allocation h̃ for different hours caps

h̄ ∈ {47,46, . . . , 30}
2. Compute average WTP for new allocation h̃h̄



Constructing Counterfactual Hours
Question: Suppose we impose a cap on weekly hours, h̄. How would workers’ actual hours
change, i.e. what is h̃h̄?
Categorize workers:

- hi < h̄
- hi ∈ [h̄, 48]
- hi > 48

Three ways of constructing h̃h̄ :
Case 1
All workers with hi > h̄ work exactly h̃i = h̄

Case 2
Workers above 48 h reduce hours by (48 − h̄), i.e. h̃i = hi − (48 − h̄) They drop “Friday
afternoon” but still work weekends.

Case 3
Those not bound by prior cap stay unchanged: h̃i = hi



Effects of Caps on Hours

Mean WTP for optimal hours cap ranges from 12.5 to 23.5 Euros/week (recall that
optimal hours allocation has mean WTP = 28.2 Euros/week)



Feasibility



Feasibility

Two Concerns with results so far:
1. Analysis assumes that firms are willing to employ workers at the counterfactual hours

at the same wage
2. Analysis ignores that aggregate fall in hours reduces capital income and transfers

funded by taxes



Hours and Wages
Concern 1:
Firms might not want to employ workers at lower hours for the same wage

Solution:
Estimate empirical relationship between hours worked and wages.

- Partition weekly hours into bins h ∈ H and define hour-dummies 1ih = 1 if individual
i ’s usual hours lie in bin h.

- Run regression à la Bick et al. (2019):

logwi = α + ∑
h∈H

ζh1ih + ηXi + ε i

- ζh captures average log wage within hour bin.
- X includes age, education, marital status, sector and union membership



The Wage-Hours Schedule



Feasibility

- Denote the estimated wage-hours schedule w(h)
- Compute how much firm is willing to pay at counterfactual hours, w(h̃h̄)h̃h̄

- Compare this with what workers think they would get paid, wi h̃h̄

- Summing this across all workers give a measure of surplus from h̃h̄ :

S(h̃) = ∑
i

h̃i
(
w(h̃i)− w(hi)

)
≈ ∑

i
h̃iwi

[
logw(h̃i)− logw(hi)

]
(1)





Macro Losses

Concern 2:
Workers don’t internalize entire fall in aggregate income due to lowering their hours

- Capital income falls, if K and L are complements
- Lower tax revenue

Solution:
Do back-of-the-envelope calculation of the macro losses

1. Compute aggregate output loss due to hours cap h̄
2. Subtract from this number the change in net-income, which the workers internalize
3. Add this to workers WTP



Simple Model of the Economy

Aggregate output:
Y = (αK ρ + (1 − α)Lρ)

1
ρ (2)

Computing fall in aggregate output:
- Change hours from hi(h̄) to h̃i(h̄)
- K is fixed, so we just need to compute the change in effective labor, sL:

sL ≡ L̃
L =

∑i w̃i

(
h̃i (h̄)

)
h̃i (h̄)

∑i wi hi

- By doing some algebra we get ∆Y
Y as a function of the change in effective labor, sL and

the capital share αk :

∆Y
Y

=
(
sρ

L + αK [1 − sρ
L]
)1

ρ − 1 (10)



Simple Model of the Economy Ctd.

Fall in net income internalized by workers
- The workers internalize the fall in their net income Ω:

∆Ω = (1 − ŝ)Ω , ŝL =
∑i wi h̃i(h̄)
∑i wihi(h̄)

(3)

- As a share of GDP:

∆Ω
Y

= (1 − ŝL)(1 − τ)αL (4)

- αL is the labor share of gross income and τ is the tax rate



Macro Losses: Computation

Computing the model objects:
- Percentage change in effective labor, sL, and percentage change in net income, ŝL, can

be computed using survey responses (hours and wages) and the empirical wage-hours
schedule w(h)

- αk = 1/3
- ρ = −1
- τ = .4 (Overall “tax wedge” reported by OECD)



Macro Losses: Results



Conclusion

- Provided evidence that most workers in German are overworked
- Find substantial welfare gains from lower cap on weekly hours
- Shown that results are robust to letting wages vary with hours worked and accounting

for macro losses due to lower aggregate hours



Thoughts

- Workers’ in Germany clearly value having lower hours
- But macro loss calculation misses important channels:
- Lower accumulation of human capital leads to lower output in the future
- Do workers account for lower knowledge flows with their coworkers?
- Assume that workers operate the same capital



Appendix



Descriptive Statistics
Back



Desired vs. Acual Hours Worked
Back



Desired vs. Acual Hours Worked



Desired vs. Acual Hours Worked



Desired vs. Acual Hours Worked Over Time



Mean WTP Across Groups
Back



Effects of Caps on Hours by Group



Effects of Caps on Hours by Income


