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Introduction

Most Latin Americans are concerned about lack of jobs, low wages and the possibility of
being unemployed. Macroeconomic policies have taken aradical turn in the past decade,
which has boosted economic growth in the region by more than two percent points, reduced
theinflation rate to below 30% in nearly every country, and opened up new opportunitiesfor
private investment in the most diverse economic activities. But during the 1990s,
employment has grown at aslower pace than in the second half of the 1980s, unemployment
rates have not declined and informal sector activity hasincreased. Although real wageshave
performed much better, wheter earnings have risen higher, enormous wage gaps have opened
up between skilled and unskilled workers. And while workers lament the lack of jobs,
employers consistently complain about the scarcity of properly qualified staff and the
deficiencies of the educational system. The employment problem in Latin America is
undoubtedly one of the greatest challenges faced by the governments in the region.

Thisarticle, which serves as an introduction to the group of studies prepared by the Office of
the Chief Economist of the IDB, will present the perceptions of Latin American citizens and
employers concerning the employment problem and will compare them to the conditionsin
the labor markets of the region.



|. PERCEPTIONS

What importance do Latin Americans assign to the employment problem?

For the average L atin American, the principal reason for concernisthelack of jobs and of adequate earnings.
According to the L atinobarémetro survey, which is conducted by an independent private entity in 17 countries,
19 out of every 100 Latin Americans think the biggest problem today is unemployment, and eight cite low
wages. Thesejob-related problems are ranked higher than inflation, poverty or any other social ill suffered by
the countriesin theregion, such as delinquency, violence or drug addiction. Only one other problem receives
more attention: education, which is the biggest problem for 15 out of every 100 Latin Americans (Figure 1).

Figure 1:
Importance of the Problem of Unemployment
(Percentage who think it is the number 1 problem*)
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The great mgjority of Latin Americans also believes that the unemployment problem could affect them
personally at any time. Seven of ten Latin Americans rate themselves concerned (or very concerned) about
losing their jobs or being unemployed in the next twelve months. Even in places where people are less
troubled about their job prospects, such as Chile and Uruguay, five out of every ten people are concerned or
very concerned about the possibility of unemployment (Figure 2).



Figure 2:
Concerned About Being Unemployed
(Percent "concerned" or "very concerned" about being unemployed in the next twelve months)
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Latin Americans are calling for government action to confront employment problems. Surprising asit may
seem after adecade of market reforms--which were applied in an effort to reduce government intervention in
economic activities—-88% of Latin Americans think it is the government? s responsibility to ? give work to
everyone who wantsto work,? and asimilar percentage (85%) believe that the government isalso responsible
for ? providing a decent standard of living for the unemployed.? This opinion differslittle from country to
country, despite any difference of approach their economic policies may have taken in the past.

It is often said that Latin Americans are living in a climate of pessimism about the economic and social
progress of recent years, and thisiswitnessed by thefact that 71% of the people believethat their country isin
the same or worse condition by the end of 1997 than twelve months ago. There is no doubt that this view
stemsin large part from a belief that the employment problems have not been resolved.

What arethe concernsof Latin American employer s?

While the average citizen finds the lack of jobs and adequate pay to be troubling, employers complain about
the deficienciesin the labor supply and inadequate worker training.

According to employers, it is not easy to find workers and employeesin Latin America. In asample of seven
countries considered by the Globa Competitiveness Report, on a10-point scale, Argentinareceivesthe highest
rating in Latin America (5.7 points) and Venezuelathe lowest (3.4).7 Given therelatively modest growth rates

2 See Appendix 1 for a more detailed description of the source and the questions given to employers.



achieved in Latin America, the difficulty in finding workersis especidly critical. Infact, in agroup of nine
Southeast Asian countrieswhich, until the recent crisis, had grown for several decades at average rates above
7%, obtaining workers was the same as or easier than in Latin America, where the average growth since 1980
has been a scant 2% (Figure 3).

Figure 3:
How Easy Is to Get Skilled Labor?
(very easy = 10)
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The employersfelt that the deficienciesin the labor supply are rooted in the educational system. Intheir view,
education is unable to meet the needs of a competitive economy. Measured by this yardstick, the quality of
education (on ascale of 1 to 10) in the seven largest economiesin the region rangesfrom 1.2 in Venezuelato
3.8in Chile, for aregional average of 2.8. Thiscomparesvery unfavorably with the average of 6.2 exhibited
by the? Asiantigers,? or the 5.0 registered by the above-mentioned group of nine Southeast Asian countries
(Figured). Thereismorefragmentary evidencefor employers? contention that workers have little capability
for keeping current and adapting to new technologies, and that thisistrue even for professionalsand specidists
within the companies,® which is areflection of the deficiencies in quality of education.

3 As indicated for Colombia in a Fedesarrollo survey of industrial firms conducted in 1996.



Figure 4:
The Educational System Meets the Requirements of a Competitive Economy
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II. LABOR MARKET SITUATION: STYLIZED FACTS

Thelabor marketsin Latin Americacreate avery heterogeneous picture, owing to the differences of economic
development, demographic structures, labor institutions and economic fluctuations of the various economies.
Despitethis heterogeneity, certain traits common to most countries can befound in the 1990s. Theratesof job
growth have fallen, unemployment rates have not declined in a sustained manner, informal sector activity and
employment in nontradabl e-goods sectors have escal ated, and wages have performed better than in the second
half of the 1980s, but with growing differentials between skilled and unskilled workers.

Job creation has slowed

Employment in Latin Americahasgrown at an average rate of only 2.8% during the 1990s, which is 0.5 points
slower than in thelatter half of the 1980s. Most countries have been affected by thisreduced job growth rate.
The only notable exception is the Dominican Republic, where employment has grown at a rate three points
higher. Mexico, Paraguay and Peru have seen increases, though at a much more modest level (Figure 5).

Figure 5: Employment Growth
1985-1990 vs 1991-1996
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The supply of workers has also diminished

Thetotal work force (employed and unempl oyed) that constitutesthe labor supply isa so growing more dowly
than inthe second half of the 1980s. Therate of increasein the labor supply has slowed from 3.6%1t0 2.8%in
the 1990s, the only departures from thistrend being Argentina, Mexico, Peru and Guatemala (Figure 6). The
growth of thelabor supply istheresult of the rate of growth of the working-age population, and the percentage
of that population that decidesto participatein thelabor market. During the 1990s, both factors have movedin
the samedirection. Ontheaveragefor 17 countries, the working-age populationisgrowing at arate 0.4 points
slower than in the second half of the 1980s. Only Argentina has deviated noticeably from this trend: its
working-age population isincreasing at nearly 0.3 points higher. (Boliviaand Uruguay are also witnessing
accelerated growth, but on a more modest scale.) The rates of participation in the work force have aso
contributed to asystematic reductionin supply. InBalivia, Chile and Peru, the percentage of the working-age
population taking part in the labor market has dropped. In all the other countries, participation has remained
stable or hasincreased at arate below that of the early 1980s, thus contributing to the reduced increasein the
labor supply (see the detailed calculations in Appendix 2).

Figure 7: Unemployment Rate in Latin America
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Unemployment rates have not fallen

Higher economic growth rates and more moderate rates of increase in the labor supply could well have
produced significant dropsin the unemployment rates. But that isnot what happened. During the past decade,
unemployment rates have fluctuated with no definite pattern: the average rate of unemployment (for 19
countries) hasremained around 10%. And if each country isweighted according to the size of itslabor force,
wefind that the percentage of unemployed Latin Americansrose from lessthan 6% in the late 1980sto around
8% in 1996 (Figure 7). The most conspicuous feature of the unemployment rates has been their persistence:
they have tended to remain low where they were low before, and vice-versa. The greatest changes have
occurred in Argentina, Barbados and Nicaragua, with increases of more than three points between 1989-90 and
1995-96, and in Bolivia, Honduras, Panama and the Dominican Republic, which have achieved reductions of
three or more points in their unemployment rates.



Figure 8: Informality
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I nformal employment has increased

Theinformal employment rateincreased from an average of 51.6% in 1990to0 57.4% six yearslater. Thus,in
that brief period, the percentage of those self employed, working in small enterprises of 5-10 workers, or in
domestic worker positionsrose nearly 6 %; all of these casesinvolving reduced coverage by worker protection
mechanisms and social security. All 14 countries with available information showed increased rates of
informal employment (see Figure 8), and throughout the region, an average of 80 out of 100 additional jobs



created in the 1990s have been informal. In the extreme cases of Argentina and Mexico, while informal
employment has increased considerably, formal employment has dropped in absolute numbers.*

Employment rates haverisen in the nontradable-goods sector s

During the 1990s, most countries have experienced increased job growth in the nontradable-goods sectors,
which include construction and services. Participation in these types of jobsrose from 58.4% in 1990 to 63%
five years later in the group of 18 countries examined in Figure 9. Only Brazil showed a different trend.
Degpite that exception, on the average, all of the additional jobs created during the 1990sin Latin America
have been in the nontradabl e-goods sectors.

Figure 10: Public Employment
% Percent of Urban Embployment
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Public employment rates have fallen

In 14 countries, participation in public employment fell from 15.3% in 1990 to 13.2% in 1995. In seven
countries (Argentina, Brazil, Costa Rica, Ecuador, Panama, Peru and Uruguay), direct employment in the
public sector fell in absolute terms, in some cases quite significantly. Calculationsfor Argentinaindicate that
thereduction in public employment represented 11% of all formal employment, while the corresponding figure
for Peru was 7% (Figure 10).

4 Note, however, that the most recent data available for this comparison are from 1996, when these two countries were still recovering from the effects of the Atequila@
crisis.
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Wages have recover ed

In most Latin American countries, the performance of real wages has been morefavorablein the 1990sthanin
the latter half of the 1980s. On the average, real wages throughout the region have tended to increase from
their lowest point reached in 1991 (but in some countries they have not exceeded the levels achieved in the
early 1980s). Although real wages have again moved upward in most cases, some countries —Barbados,
Ecuador, El Salvador, Trinidad and Tobago, and V enezuel a— have had significant drops. With the exception
of Barbados, wages in those countries also fell in the latter half of the 1980s, so the decline has been sharper
(Figures 11 and 12).

Latin American wage differentials —the highest in the world— have increased

In placeswhere real wages have registered the greatest increases during the 1990s, wage differential s between
skilled and unskilled workers (or between professional and administrative employees as compared with factory
workers and manual laborers) have increased substantially. The wage differentials have seen the greatest
increase in Peru, Colombiaand Mexico (Figure 13). In these three countries, real wages of the more skilled
workers have increased during the 1990s at an annual rate at least three points above those of unskilled
workers. Thewage gap hasincreased more than 30% in Peru, 20% in Colombia, and nearly 25% in Mexico.
Conversely, where wage gaps have been reduced in the 1990s, this has occurred in smaller proportions, with
Costa Rica registering the maximum (5%). And even where the wage gaps between these two groups of
workers have narrowed, the total distribution of wages has deteriorated (measured, for example, by the
standard Gini Coefficient).®

5 The figures also show a drop in Argentina, though this result should be viewed with caution because of the difficulty of measuring real wages in the hyperinflationary
environment of 1990 (base year for comparison).

6 For more on this subject, see the study by Duryea and Székely (1998).

11



Figure 11 : Real Growth rate
1985-1990 vs 1991-1996
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Figure 12: Real Wage Index in Latin America
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A similar phenomenon of wage gap expansion has been observed in other regions of the world, usualy
attributed to the technol ogical development of the past decade. But Latin America stands out in international
comparisons, in both the magnitude and therecent trends of the wage gaps. Consider the datashownin Figure
14. Using asabasisof comparison the (relative) gap in wagesin theindustrialized countries, we find that the
gaps in Latin America are twice as large. In the four ? Asian tigers? (Korea, Hong Kong, Singapore and
Taiwan), the wage differentials between office workers and manual laborers are similar to those in the
industrialized countries; and athough there are greater relative wage gaps among other, less developed
countriesin Asiaand Africa, they areless pronounced thanin Latin America. Whilethewage differentialsin



these groups of countries have been gradually approaching those of the industrialized countries, that pattern
was brokenin Latin Americain thelate 1980s, and during the 1990sthe differentials havetended to i ncrease.’

Figure 13: Real Wage Growth
for Skilled and Unskilled Labor
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Figure 14 : Relative Wages:
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7 The reader can refer to the Appendix for the details of these calculations. Essentially, it is a comparison of earnings among workers with the same personal
characteristics (education, experience, age, family status) in jobs that are similar from one country to the other (department manager of a company of a certain size, secretary,
chauffeur, construction worker, etc.). The method of calculation ensures that comparisons are not affected by changes in the composition of the labor supply or in
employment, or by macro price phenomena (inflation, variations in exchange rate, etc.).
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[11. PERCEPTIONSAND PATTERNS: SIMILARITIESAND DIFFERENCES

A brief consideration should be given to whether the concerns of the public coincide with the stylized facts of
thelabor marketsin Latin Americaas described in the preceding section. This comparison will show that the

Figure 15:The Problem of Unemployment
Perception and Reality
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importance attributed to the unemployment problem in each country is agood reflection of the magnitude of
the problem, and that concern over becoming joblessislinked to the extent of informality and to the expansion
of employment into the nontradable-goods sectors. Latin Americans? opinions on the wage problem, on the
other hand, seem to contradict the facts.

The unemployment problem: coincidence of perception and reality

Latin Americans? concern with the lack of jobs hasabasisin reality. In countries where the unemployment
rates are higher, such as Nicaragua, Argentinaand Panama, a higher percentage of the population clearly feels
concerned, as compared to countries like Honduras, where the reported unemployment rates are considerably
lower. However, in Colombiaand Venezuela, though unemployment has recently increased, other problems
receive more attention (Figure 15).°

8
In Colombia, political violence is considered the most important problem by 31% of those surveyed, and in VVenezuela education by 21%.
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Figure 16: Concerned About Losing
their Jobs in the Next Twelve Months
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Concern over becoming unemployed: greater in countries with high informal
employment and where employment hasrisen in the nontradable-goods sectors

In countries with high informal employment rates, a higher percentage of people say they are ? concerned
about losing their jobs? (Figure 16). Ininformal jobs, workers usually lack the job protection mechanisms
that are associated with jobs in larger companies, such as access to social security and certain rights to job

stability and severance pay. Consequently, turnover in these jobsiis higher,® and the risk of unemployment
tends to be greater.

Likewise, in the countries where employment in the nontradabl e-goods sectors hasincreased as a percentage of
total employment, ahigher proportion of interviewees say they are? concerned? or ? very concerned? about
losing their jobs (Figure 17). Infact, theincreasein informal jobs and employment in the nontradabl e-goods
sectors are related phenomena, because small enterprises and independent workers are more common in the
nontradable-goods sectors, such as construction, personal services and trade, than in the industrial sectors.™

9 The article by Méarquez and Pagés (1998) presents evidence of this phenomenon.

10 see the article by Lora and Olivera (1998).
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Figure 17 : Concerned about losing
their Jobs and Increase in the

Employment in Services
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The wage problem: contrast between per ception and reality

Paradoxically, the countries where citizens ascribe greater importance to the wage problem are the oneswhere
the most progress has been madein the 1990s, and vice-versa(Figure 18). A notable caseis Peru, where 10%
of the population believes that low wages are the country? s principal problem, despite the fact that average
wages appear to have gone up consistently during the 1990s. Although this case could be attributed to the
large wage lag of the past, the same argument cannot be applied to a case such as that of Chile, where
complaints are even higher. The apparent contradiction between the perception and the redlity of the wage
problem holds up when it isrelated to the growing wage differentials, which |eaves open the question of what
factors are influencing the perception of this problem.

17



V. CONCLUSION AND TOPICSFOR STUDY

Despite Latin America? s improved economic performance, employment growth in the 1990s has slowed,
unemployment rates have not tended to decline systematically and informal sector activity hasincreased. Real
wages have recovered, though in many countries only partially when compared with the 1980s, and countries
with the greatest increases have al so seen amore substantial widening of wage differentials. Thewage gapsin
Latin America between skilled occupations and manual labor are the largest in the world.

This situation opens up innumerabl e questions about the functioning of the labor marketsin theregion and the
implicationsfor economic policy. Inview of thediversity of topicsfor analysis, the group of studiesfollowing
thisintroductory article will focus on selected topics, which are summarized below.

The slower growth of the working-age population and slower rates of participation in thelabor market
are both well-known phenomenain most countries. Do these supply factors explain the slower growth of
employment? To what extent are these two phenomenareflecting demographic factors and other forces of
astructura nature that could continue into the future?

Unemployment rates have not tended to decline systematically, despite the countries? improved
economic performance and aslower increasein the labor supply. What characteristics of thelabor supply
are causing thisrigidity? To what extent istherigidity of unemployment rates dueto inflexibility inthe
labor markets? Which labor groups are affected by theserigidities? What inferences can be made about
future unemployment rates?

The patterns of employment have changed in three directionsin the 1990s: informal employment has
increased, participation in nontradable-goods sectors has risen, and public employment has declined. Is
there a link between these changes in patterns and the reorientation of macroeconomic and structural
policiesin the past decade? What role can be attributed to job protection mechanismsand other rigidities
of thelabor market in these findings? Isit correct to interpret informality as arefuge for the unemployed,
when it may be a response to the changesin the composition of demand by sectors and by firms? size?

Real wages have recovered in the 1990s, while employment growth has slowed. Doesthis constitute
evidencethat high wages are limiting job creation, or that there are limitationsin the labor supply that are
putting pressure on wages? And linked to that same question, to what extent are the growing wage
differentials caused by an insufficient supply of skilled labor, and to what extent are they the result of
changes in the demand pattern that may have been induced by the new economic conditions in these
countries?

18
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APPENDIX 1
Statistical Sources

Per ceptions of Latin Americans. The source for these statistics is the Latinobar6metro, an annual Latin
American public opinion poll that covers 16 countriesin the region. Theresults presented refer to the poll
conducted in November and December 1997. The numbers cited in the text are simple country averages, but
the Figures also show averages weighted by population.

Employer perceptionsabout thelabor supply. Theindicatorsfor quality of thelabor supply comefrom the
Global Competitiveness Report, which is published by the World Economic Forum. Theinformationisfor
1996, except for Peru, whichisfor 1995, since that country was not included in the 1996 version. It isbased
on surveys of employers, who are asked to rate on a scale of 0 to 10 how strongly they agree with the
statements ? it is easy to obtain skilled workers? and ? the educational system meets the demands of a
competitive economy.? The Figures show simple country averages (no weighted averages).

Wage comparisonswith countriesin other regions of theworld. The sources for these comparisons are
statistics on earnings by occupation compiled by Union Bank of Switzerland every three yearsand published in
Pricesand Earnings Around the World. For Latin America, thissourceincludesthefollowing cities: Bogota,
Buenos Aires, Caracas, Mexico City, Panama City, Rio de Janeiro and Sao Paulo. The comparisons were
made against the simple average of 24 industrialized countries, the capitals of thefour ? Asiantigers? (Hong
Kong, Seoul, Singapore and Taipei) and 12 cities in other, less developed countries; Bangkok, Bombay,
Istanbul, Jakarta, Jeddah, Johannesburg, Kuala Lumpur, Lagos, Manama (Bahrain), Manila, Nairobi and
Nicosia. Inthelatter group, it was necessary to fill information gapsfor some citiesin afew countries, which
was done by using the average variations for the remaining observations from the same group. All wagesare
expressed in dollars, with no adjustments for local purchasing power. Wages are defined as annual gross
earnings, which include any wage supplement, such as profit sharing, bonds, vacation bonuses, extrapay and
family allowances. All calculations are simple averages of wages or of relative wagesin each occupation for
all citiesin each group.

The occupations included in the calculations are defined below, according to the source cited:
Administration:

Department manager: manager of operations of aproduction department (in charge of more than 100
employees) for alarge company in the metallurgical industry, with professional training completed and
severa years of experiencein the field, about 40 years of age, married with two children.

Engineer: employed by anindustrial firm that manufactures machinery or electrical equipment, power
plants or the like, with college education completed (university, technical college or advanced technical

school) with at least 5 years of practical experience, about 35 years of age, married with two children.

Credit bank employee: with complete bank training and about 10 years of bank experience,
approximately 35 years of age, married with two children.

20



Secretary: secretary to adepartment manager of anindustrial or commercial firm, with about 5 years of
experience (stenography, typing, computer know-how, with oneforeign language), approximately 25 years
of age, single.

Salesman: in awomen? s clothing department of a large department store, with sales training and
severa years of experience in sales, approximately 20-25 years of age, single.

Manual laborers and factory workers

Busdriver: employed by the municipal system, with about 10 years of experience, 35 years of age,
married with two children.

Auto mechanic: with apprenticeship completed and about 5 years of experience, approximately 25
years of age, single.

Construction worker: unskilled or semi-skilled laborer, about 25 years of age, single.

Skilled industrial worker: with vocational training and about 10 years of experience in a large
company in the metallurgical industry, approximately 35 years of age, married with two children.

Textileindustry worker: unskilled or semi-skilled machine operator in amedium-sized plant, mostly
in the textile industry, about 25 years of age, single.

Other statistical sources:

Wage differentials between skilled and unskilled workers: the countries? statistics departments and IDB
calculations.

Employment: International Labour Organization and the countries? statistics departments.

Employment in the services and construction sectors: International Labour Organization.

Employment in the public sector: International Labour Organization.

Participation in the labor market: household surveys processed by the IDB.

Working-age population: United Nations, based on national censuses.

Working population: Calculations based on household surveys processed by the IDB and working-age
populations.

Real wages. International Labour Organization.

Unemployment rates: International Labour Organization.

Informal employment rates: International Labour Organization.
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Apendix 2

Sour ce of Change of Growth
in Labor Force and Employment

Country Working Age population Growth | Participation Rate (% of Working Age [Growth and Participation Rate| Change of | Change of [ Memo: Unemployment Rate
(Annual %) Population) (Annual %) Labor |Employmen (%)
Forceand| t Growth
Growth | Rate (%)
Rate (%)
1985-90  |1991-96 | Diferencia | 1980-84 1985-90 | 1991-96 [1985-90|1991-96 |Diferencial(A)+(B) |[(C) 1980-841 1985-90 | 1991-96
(A) (B)

Bolivia 2.49% 2.62% 0.13% 70.80% 72.74% 69.59% 3.15% 0.55% -2.619q -2.48% -1.61% 7.3 8.6 6.4
Brazil 240% 2.31% -0.09% 64.47% 69.62% 70.27% 3.29% 213% -1.16% -1.25% -1.95% 6.9 4.0 5.3
Colombia 2.39% 2.34% -0.05% 65.84% 71.32% 7450% 3.36% 2479 -0.89%q -0.94% -1.54% 104 11.9 9.6
Costa Rica 2.89% 2.79% -0.10% 61.33% 63.20% 63.72%4 3.90% 2.27% -1.63% -1.73% -1.98% 8.0 5.8 5.1
Chile 2.39% 1.81% -0.57% 61.29% 65.26% 66.94% 3.43% 2719 -0.7294 -1.29% -2.229% 156 11.0 5.6
Dominican 2.93% 2.38% -0.54% 61.80% 61.83% 61.83%9 2.93% 2.38% -0.54% -1.09% 3559 229 27.3 18.9
Republic

Esgador 32299 3.02% -0.21% 56.95% 62.44% 63.63% 4.59% 3.0294 -1.58% -1.78% -2.91% 7.0 8.3 8.6
Guatemala 3.00% 3.25% 0.24% 61.74% 62.57% 62.66% 3.20% 3.25% 0.05% 0.29% -0.16% 5.7 9.8 5.4
Honduras 5.14% 5.08% -0.06%9 56.63% 61.44% 65.46% 7.47% 4.86% -2.61%4 -2.67% -2.26%9 9.4 9.8 6.0
Mexico 3.28% 2.73% -0.56% 52.45% 54.25% 58.09% 3.97% 4.91% 0.94% 0.39% 0.13% 5.0 3.6 4.1
Paraguay 4.88% 4.69% -0.19% 56.44% 56.44% 56.44% 4.88% 4.64% -0.24% -0.43% 0.35% 5.5 5.9 5.2
Peru 3.44% 3.07% -0.38% 73.99% 73.46% 71.24% 2.60% 3.03% 0.42% 0.05% 0.39% 7.7 7.3 8.3
Uruguay 1.15% 1.17% 0.03% 73.97% 77.05% 78.37% 1.46% 1.44% -0.02% 0.00% -1.55% 111 10.0 9.8
\Venezuela 2.90% 2.81% -0.08% 67.11% 69.50% 719199 4.20% 2.83% -1.379% -1.45% -2.09% 9.3 10.8 9.3
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