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Working One’s Way Up:
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the Labor Market

Caterina Ruggeri Laderchi

The key asset of the poor is human capital, which they can monetize
through the labor market. Gaining employment—particularly employ-
ment that pays a decent wage and offers benefits, stability, and prospects
for growth—is probably the major challenge facing the urban poor.

Are poor people poor because the economy fails to create a sufficient
number of (good) jobs or because their characteristics do not allow them
to obtain the (good) jobs that exist (Bartik 1993)? The answer is: a bit of
both. Heads of poor households are more likely to be unemployed than
heads of nonpoor ones (table 2.1), and in most countries poverty would
drop if unemployment or underemployment were to fall. In Costa Rica,
for example, Trejos and Montiel (1999) estimate that urban poverty
would decline from 14 percent to 8 percent if the poor participated in
labor markets as much as the nonpoor. Nevertheless, the characteristics
of the poor—low education, weak integration in social networks that
provide access to good jobs—have a bearing on their performance in
labor markets.

Labor markets, and the poor’s ability to get and keep good jobs, are at
the heart of poverty dynamics. Long and protracted unemployment can
plunge a household into poverty, while marginal and unsafe jobs gener-
ally offer no hope of escaping poverty. More generally, labor markets are
the key channel of transmission of macroeconomic volatility to the poor.
Such linkages between poverty and the labor market can be mitigated by
social insurance and safety nets. Unfortunately, as discussed in chapter 7,
the urban poor have very limited access to such social protection in
Latin America and the Caribbean. This chapter examines the employment
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Table 2.1 Unemployment is higher among the heads of poor

households in selected Latin American countries
(percent)

Country Poor Nonpoor Total
Argentina 19.1 44 10.2
Brasil 11.2 21 4.8
Chile 14.8 2.3 49
Colombia 8.8 4.6 7.5

Source: Urani 2003.

situation of the poor and the supply and demand factors that may explain
their inability to access or keep good jobs. It then looks at recent labor
market developments and their impact on the urban poor, examines how
the poor draw on labor in times of crises, and draws policy implications.

How the Urban Poor Use Their Key Asset

Labor income accounts for more than 85 percent of the income of the
urban poor in Latin America and the Caribbean (figure 2.1). The extent to
which the poor use their labor and the returns they receive are therefore

Figure 2.1 Labor income accounts for more than 85 percent
of the income of the urban poor in Latin America and the
Caribbean
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Note: Range excludes Jamaica, for which the data look suspiciously high. Some of the
cross-country differences may be due to different methodology in calculating income and
income sources.
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key for their livelihoods. It is not surprising, then, that employment is
central to the poor’s strategies for escaping poverty (box 2.1).

Employment Characteristics of the Urban Poor

The sources of livelihood of the urban poor are more differentiated than
those of the rural poor, as evidenced by the fact that their dependence
on labor income is slightly lower (figure 2.1). The difference is largest for
the poorest quintile (although it is only about 4 percentage points) and
is due mostly to the fact that the urban poor receive more pensions and
transfers as well as slightly more capital, income, rent, and profits than
the rural poor. The slightly lower importance of labor income among
urban dwellers seems to be widespread: it holds for 14 of the 17 coun-
tries for which data are available (the exceptions are Jamaica, Mexico,
and Venezuela).

Box 2.1 Voices of the Poor: How the Urban Poor in
Mexico View the Connection between Work and Poverty

A recent survey of poor people’s perceptions of poverty and well-being in
Mexico underscores the importance of jobs and working conditions. Asked
what they perceive is needed to end poverty, poor people cite labor market
conditions as the most important factor: 28 percent of urban respondents (21
percent in rural areas) say that more jobs are needed, 27 percent think creating
jobs is the most effective government action in reducing poverty, and 25 per-
cent (22 percent in rural areas) identify the need for higher salaries. A quarter
of respondents perceive lack of jobs as one of the key problems facing their
neighborhood or locality.

Work is seen as the key to improving one’s lot: 43 percent of respondents
cite working more as the main action they could take to raise their living stan-
dard. Other actions mentioned include having jobs compatible with taking
care of children (13 percent of respondents) and starting their own business (5
percent of respondents).

Labor markets are also seen as sources of discrimination toward certain
groups, and a significant share of the poor views the labor market as a source
of insecurity and exclusion. When asked about the specific obstacles poor
women face, 30 percent of respondents cite the lack of jobs, and another 27
percent cite discrimination due to child-rearing or pregnancy. Twenty per-
cent of respondents cite losing one’s job as a cause of worry over the next 10
years, and 17 percent report worrying about their current lack of work op-
portunities.

Source: Székely Pardo 2003.
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Labor force participation is about 88 percent for poor urban males—
somewhat lower than in rural areas (94 percent). The difference reflects
the much lower employment rate for poor urban males (72 percent versus
90 percent in rural areas), which is only partially offset by a much higher
unemployment rate (15.5 percent versus 3.9 percent in rural areas). In con-
trast, female participation is higher in urban areas (49 percent) than in
rural areas (42 percent). More generally, labor force participation increases
with income, largely because employment increases substantially (and
unemployment decreases), particularly for women.

Despite the importance of labor for poor people’s livelihoods, the re-
gion is characterized by great variety in the use of labor by the poor,
across both countries and genders (annex tables 2A.3 and 2A.4). Cross-
country rates of labor participation vary more among the poorest quintile
than for the richer ones, and they vary much more widely among women
than among men (participation by poor women ranges from 34 percent in
Costa Rica to 77 percent in Jamaica; participation by poor men ranges
from 80 percent in Guatemala to 93 percent in Colombia).

The high levels of labor supply by men reflect a range of levels of em-
ployment and unemployment. In the bottom quintile in urban areas, the
share of adult men employed ranges from 58 percent in Argentina to 85
percent in Mexico, while the share of unemployed is as low as 2 percent
in Guatemala and as high as 34 percent in Argentina (annex tables 2A.3
and 2A.4). Such high levels of open unemployment—discussed in more
detail below—are a recent development in the region and defy the com-
monly held notion that open unemployment is a rich country phenome-
non. One view is that with inflation having declined in the region, labor
markets now tend to adjust through quantity rather than changes in the
real wage.

For urban women, the worst employment performance among the bot-
tom quintile is in the Dominican Republic (18 percent), and the best is in
Jamaica (73 percent). Female employment and unemployment shares are
less closely correlated than they are for men. This seems to reflect the
higher likelihood of women resorting to inactivity, although the extent to
which they do so varies across countries. Unemployment rates among
poor women are 1 percent in Mexico and 18 percent in Colombia, despite
very similar employment rates among poor women (42 percent in Mexico
and 41 percent in Colombia).

International evidence suggests that skills may be an important de-
terminant of employment performance, with employment rates increas-
ing for higher skill levels (European Commission 2003). But this may not
be the case among the urban poor in Latin America and Caribbean.
While in Chile employment rates among people in the bottom income
quintile rise with skill levels (42 percent for people with low-level skills,
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46 percent for people with medium-level skills, and 49 percent for peo-
ple with high-level), in Brazil the employment rate among this group
declines as skills rise (from 54 percent to 49 percent to 47 percent) (annex
table 2A.6). Similar trends are found in Argentina and to a certain extent
Mexico.! Such findings could reflect more limited job growth in high-
skill activities (a cause of concern in Mexico) or discouraged high-skilled
workers choosing inactivity rather than low-paying jobs. It may also be
related to the fact that higher education in some Latin American coun-
tries is disconnected from business needs and is therefore perceived to
be of low quality.

Job Quality as a Key Element of the
Poor’s Employment Performance

Finding a job is difficult for poor people. Finding a good job is even harder:
most of the jobs to which they have access offer low wages; limited em-
ployment security, social protection, or opportunities for advancement;
and working conditions that present safety and health risks.

Examples abound of the low quality of jobs accessible to the poor and
the implications this has on their earnings and security. Evidence from
Peru shows that productivity losses due to ill health are largest among the
poor, in part because the poor tend to be employed in low-skill jobs that
require more physical effort (Murrugarra and Valdivia 2000). Evidence
from urban Mexico shows that the informal sector, which employs a ma-
jority of the poor, provides less job tenure, particularly for women.? It
does, however, seem to be better at allowing women to reconcile family
and work responsibility (Calderén-Madrid 2000).

SUPPLY-SIDE LIMITS TO ACCESS TO GOOD-QUALITY JOBS

On average, about three-quarters of the poor have low-level skills, al-
though the figure varies greatly across countries, ranging from 48 percent
in Jamaica to 95 percent in Guatemala. Very few poor people have high-
level skills (about 2 percent in the poorest quintile, figure 2.2). This figure
varies across countries, however: in Argentina, Chile, and Colombia,
more than one-fifth of poor urban household heads have at least 11 years
of schooling (Urani 2003).

Much of the differences in wages across groups of people can be as-
cribed to differences in education, suggesting that schooling plays an
important role (Arias, Yamada, and Tejerina 2004). Factors that have been
linked to the lower educational achievements of the poor, particularly
women and nonwhite populations, include the rural-urban divide (which
affects access to schools, though there is a great heterogeneity in the quality
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Figure 2.2 Very poor men and women are more likely than
others to have only low-level skills
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of schools within both urban and rural areas); racial and socioeconomic
discrimination in schools; the intergenerational transmission of low edu-
cation; and poverty itself, which makes it difficult to afford the direct and
indirect costs of education (de Ferranti and others 2004).

Another element suggesting a link between skills and job quality is pro-
vided by evidence that most of the linkages between the formal and infor-
mal sectors are through the movement of low-skilled workers (Maloney
2002; Calderon-Madrid 2000). This suggests that despite the supposedly
higher quality of formal sector jobs, the type of employment low-skilled
workers can access is equally poor across sectors. This is supported by the
finding that most transitions from formal salaried to informal salaried are
voluntary. The high mobility of low-skilled workers across sectors also
suggests that they are more fungible and hence less secure, irrespective of
the sector of the economy in which they work.

The low quality of the education available to the poor is a major obsta-
cle to accessing better employment. In Chile, where there is little difference
in the enrollment of young children across income groups, achievement
scores are typically lower at schools serving poorer children (Contreras
and Larrafiaga 1999). More generally, by international standards the qual-
ity of education is low in Latin America and the Caribbean. Weak educa-
tion systems are likely to have the worst effects on the poor, who are less
able to pay for tutoring or private schooling.?
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Doubts have also been raised about the quality of training in Latin
American cities. Saavedra and Chacaltana (2001) document the large
variety of training opportunities available in Peru. They find, however,
that while training opportunities are available to the urban poor, they are
more limited in the poorest regions of the country. Variations in quality
between public and private sector training are large, raising concerns
about the adequacy of training of people who must rely on public sector
training.

DEMAND-SIDE LIMITS TO ACCESS TO GOOD-QUALITY JOBS

The 1990s saw a decline in the number of good jobs available for poor and
low-skilled workers in the public sector and in manufacturing. Most
countries in the region saw massive retrenchments of the public sector in
the past decade, particularly in low-skill jobs. Latin America and the
Caribbean may be losing manufacturing jobs to Asian countries with
much lower labor and transport costs.

An additional difficulty in accessing good jobs is the spatial distribu-
tion of employment. Many of the poor live in distant suburbs poorly con-
nected by public transportation to places of urban employment. Barone
and Rebelo (2003) document the influence of limited mobility on the “pe-
ripheralization of the poor,” high unemployment, and low incomes in
marginal areas of Sdo Paulo.

Racial discrimination, gender discrimination, and discrimination related
to the stigma of coming from certain neighborhoods may account for the
prevalence of poorer people in certain sectors and their inability to move
to better jobs. Among workers in Rio de Janeiro with the same number of
years of schooling, the returns to labor are lower for residents of favelas,
even after correcting for race, gender, and distance from Rio’s more dy-
namic employment center (Cardoso, Elias, and Pero 2003) (figure 2.3).
This supports the hypothesis of spatial discrimination. It is unclear
whether the discrimination occurs through lower pay for the same job
(earning discrimination) or by not being able to access the same type of jobs
that others with similar nominal qualifications can access (professional
segregation).

In Costa Rica, Trejos and Montiel (1999) show that poor people’s
human capital is rewarded with lower returns. According to them, if the
working poor earned average returns, the urban poverty rate would have
been 6 percent rather than 14 percent.

Evidence from the United States suggests that discriminatory mecha-
nisms can become internalized by disadvantaged groups, with inner-city
African Americans and Latinos tending to self-select themselves out of
jobs in white suburban areas and limit their applications to the low-skill
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Figure 2.3 Returns to education are lower for Rio de Janeiro’s
favela residents
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jobs available in their own neighborhoods. A combination of factors, in-
cluding poor job information, transportation difficulties, and perceptions
of hostility or employer discrimination, explains this phenomenon (Stoll,
Holzer, and Thlanfeldt 1999). The effects of this self-selection on job ap-
plications and hiring patterns is reinforced by the reliance on “spreading
the word” about vacancies through the social networks of the already
employed.

Spatial discrimination in Latin American cities has not been widely ex-
plored. Exceptions, such as the work of Nopo, Saavedra, and Torero
(2002) on Peru, suggest that some occupational segregation may be taking
place. Segregation by ethnic group is higher among wage earners than
among the self-employed, though the sector of economic activity, occupa-
tion, and firm size explain the greater share of the wage gap across ethnic
groups. Arias, Yamada, and Tejerina (2003) find that differences in human
capital (including the quality of education and parental education) can ac-
count for the lower earnings of nonwhites in urban Brazil in lower paying
jobs. At the top of the earnings distribution, however, a 10 percent gap be-
tween whites and nonwhites remains unexplained, suggesting the exis-
tence of discrimination.

Recent Trends in the Labor Market
and Their Impact on the Urban Poor

Labor market developments play a crucial role in shaping the economic
environment facing poor households. Such developments include
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changes in the pattern of utilization of labor, the uses to which such labor
is put in terms of sector or type of activities, and the returns that labor
can command. An analysis of changes in the income distribution in
urban areas of Brazil between 1976 and 1996 highlights the role played
by a decrease in average returns to education (Ferreira and Paes de Bar-
ros 1999). Despite rising educational attainments, changes in the labor
market in Brazil have meant that the poor have been struggling not to
lose ground.

The 1990s was a tumultuous decade for Latin America and the Caribbean.
The changes that occurred included major labor market developments,
some of which are particularly relevant for the urban poor. These include
the rise in female participation, which is important inasmuch as having
a second income is a key strategy for fighting poverty and diversifying
risk; the rise in open unemployment, which was traditionally very low
for the poor; the change in the sectoral composition of employment, with
a decrease in manufacturing jobs and in jobs supplying services to the
middle classes; and an increase in the relative importance of the informal
sector.

Increased Female Participation

The most important development in the region’s urban labor markets in
the 1990s was the increase in female participation (Saavedra 2003).°> A co-
hort analysis for urban Colombia based on surveys from 1976 to 1998 es-
timates that men’s participation rate was consistently above 90 percent for
all cohorts. In contrast, women's participation increased significantly over
time: just 35 percent of women born in 1937 were participating in the
work force in 1977, but 65 percent of women born in 1957 were labor force
participants (Attanasio and Székely 2002). The increase in female partici-
pation has affected all educational levels, but it has been particularly
strong among the poor (Duryea and Edwards 2001).

Greater female participation is due to a combination of factors, partic-
ularly gains in women’s earning opportunities with respect to those of
men, a reduction in fertility, and an increase in returns to education. How-
ever, in the case of poor women, the key determinant is probably the need
to supplement family income when traditional bread winners lose their
jobs. In Mexico women who are primarily caregivers enter the informal
salaried sectors when faced with increased income risk (Cunningham
2001a). However, when an actual shock occurs and a longer term coping
strategy seems to be needed, they enter self-employment or formal jobs.®
A similar substitution within the household supply of labor is docu-
mented in urban Bolivia, where women work longer hours to compensate
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for a decline in their husbands” wages (Pradhan and Van Soest 1997, cited
by Lay and Wiebelt 2001).

There is some evidence that the increase in female participation may
have occurred in low-quality jobs. This could be due to discrimination,
lower education, or the decline in better quality work, although the need
to combine work with childcare is likely to be key.” The importance of
childcare is underscored by Deutsch’s (1998) study of childcare in 15 fave-
las in Rio de Janeiro. She concludes that increased low-cost childcare in
Rio’s favelas raised mothers’ labor force participation as well as their use
of public care. Deutsch finds that the most expensive care options (and
therefore the least affordable to the poorest) are the most effective, be-
cause of the greater flexibility they offer mothers in terms of hours they
can work.

Perlman (2003) documents the increase in paid at-home employment
for women in Rio de Janeiro over the past 30 years. This type of arrange-
ment, which allows poor women to combine unpaid housework and paid
work, may have offset the decline in the demand for live-in domestic
help, but it comes with greater insecurity in earnings.

Hallman and others (2002) show that increased female participation in
Guatemala is mostly in low-quality, high-insecurity, part-time jobs that
offer the opportunity of combining work with some childcare activities.
About 40 percent of low-income working mothers take care of their chil-
dren while working. Almost 30 percent leave their children with another
household member, and about as many leave them in the homes of rela-
tives or neighbors. The absence of childcare is likely to have a particularly
large effect on recent immigrants, who may have weaker social networks.
As the economies of Latin America and the Caribbean become more for-
mal, women may find it more difficult to combine working and raising
children.

Increased Unemployment

The rise in open unemployment is a relatively recent development in
Latin America’s urban labor markets, where it has become an increasingly
acute problem in Argentina, Colombia, Chile, Uruguay, and Venezuela
(Saavedra 2003). The increase, from relatively low levels at the beginning
of the 1990s, has been ascribed to macroeconomic stability, which has pre-
vented real wages from adjusting downward (exceptions were the Tequila
crisis in Mexico and the 2000 crisis in Argentina, during which real wages
fell precipitously and labor markets adjusted mostly through prices).
Skill-intensive technological progress and increasing participation follow-
ing crises, especially by women, may also be driving this trend (de Ferranti
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and others 2003). Arias (2001) documents how the slow speed of job cre-
ation in Argentina and Costa Rica affected older workers and those with
higher education, who had difficulties getting reemployed, not only the
low-skilled young, who traditionally experience problems entering the
labor market.

Changes in the Sectoral Distribution of Jobs

During the 1990s Latin America and the Caribbean saw a reduction in the
share of manufacturing jobs, an increase in the share of service jobs (both
high- and low-skill), and a decrease in public sector employment (Saave-
dra 2003). These patterns varied across countries. In Peru, for example,
manufacturing declined from 13 percent of total employment in 1994 to 9
percent in 2000. In Argentina unskilled services expanded from 16 percent
of total employment in 1992 to 23 percent in 1997, while skilled services’
share of total employment declined (from 22 to 16 percent) and manufac-
turing stagnated (Saavedra 2003).

This shift in employment patterns has been accompanied by increasing
demand for skilled workers, especially workers with tertiary education,
as foreign direct investment and appreciating exchange rates favored the
adoption of new technologies. (Mexico, where low-skilled workers have
fared relatively better than higher-skilled workers in recent years, is an ex-
ception.) These sectoral changes have been felt strongly in urban areas.
For example, the manufacturing share of employment in the six main
Brazilian metropolitan areas (Porto Alegre, Sdo Paulo, Rio de Janeiro, Belo
Horizonte, Salvador, and Recife) fell more than 16 percent between 1991
and 2002, for a total employment loss of 600,000 jobs (Urani 2003).

Although the brunt of these changes has affected the middle class, and
in some cases the upper-middle class, they have had at least second-round
effects on the demand for labor of the urban poor by affecting the demand
for low-paid, low-skill jobs such as maids, caretakers, and porters. There is
also evidence that some form of “grade inflation” (whereby the schooling
requirements for jobs has risen) may have taken place for jobs traditionally
held by low-skilled workers, such as garbage collectors (Perlman 2003). In
Mexico there is evidence of a strong direct effect on the employment of the
poor, with the share of the poor employed in manufacturing falling from
26 percent in 1991 to 19 percent in 2003 (figure 2.4).

Increases in Informal Sector Jobs

Informality is not a particularly urban phenomenon: it is more prevalent
in rural areas. Arguably, however, in urban areas some of its characteris-
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Figure 2.4 In Mexico the percentage of the urban poor
employed in good jobs fell between 1991 and 2000
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tics (such as the lack of worker protection and the ease of dismissal) have
a greater bearing on the living conditions of the poor, due to their depen-
dence on the cash economy and the difficulty of diversifying household
coping strategies away from selling labor. Access to other strategies, such
as relying on informal support networks, may be more limited in urban
than in rural areas (see chapter 6).

The informal sector accounts for about 70 percent of the employment
of the urban poor, a much higher share than for richer groups (the average
for all urban employment is 45 percent, the figure for the top quintile is 32
percent). A monotonic decline in informality by quintile is found through-
out the region, with the exception of El Salvador and Jamaica. The lowest
shares of adults in the bottom quintile working in the informal sector are
found in El Salvador and Venezuela (about 36 percent), while Bolivia,
Ecuador, and Paraguay record the highest shares (about 86 percent)
(annex table 2A.8).

The expansion of informal employment has been linked to the slow-
down of the economy at the end of the 1990s and the rise in nonwage
costs (Saavedra 2003). The interpretation of this trend depends on how
one views the sector. Some informal activities are low value-added, have
low capital requirements, and expand at times of crisis due to the lack of
barriers to entry, despite the possible decline in market demand. Some
economists claim that in Latin America and the Caribbean the share of
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informal jobs within urban employment rises especially quickly in the
economies most affected by recession (Gilbert 1997).

On the other hand, Maloney (2002) has shown evidence of the pro-
cyclical nature of the informal sector in Brazil and Mexico. This sup-
ports a more dynamic view of the informal sector. It suggests that the
rise of informality should not be seen as a cause of the deteriorating
working conditions of the urban poor, which are driven by the low skill
level of many urban residents and problems with formal training and
apprenticeship systems. Instead, it is the differential between the cost
to the employer and the perceived benefits to the workers of social se-
curity systems, combined with low national productivity, that makes
low-technology and low-capital production a good alternative to formal
sector jobs.

At the core of this view is the fact that the informal sector is composed
largely of self-employed workers.? The evidence (reviewed in Maloney
2002) suggests that these microentrepreneurs have moved voluntarily to
the sector rather than being forced into it by the dual structure of the
labor market. Such a move is often fostered by having accumulated
skills, capital, and contacts by working in the formal sector, by wanting
to be “one’s own boss,” or by facing obstacles to career progression in the
formal sector due to low levels of formal education.

The lack of security and social protection that characterizes the infor-
mal sector is a source of concern. But the high levels of firm mortality and
the need for entrepreneurs to cover their own insurance expenses are
common to all small enterprises—formal or informal, in developing or
developed countries. Maloney (2002) suggests that as they grow and be-
come more established, small firms start complying with different aspects
of regulation and become more formal by degrees.

Concerns remain, however, about the low quality of jobs of salaried
workers in the informal sector, who enjoy neither the sense of autonomy
of being their own bosses nor the security of a formal sector job, and for
workers performing unpaid work in family businesses. The issue is more
appropriately framed as one of low quality of work in general for those
who have low skills, as there seems to be little difference between the for-
mal and informal jobs they can access. Maloney (1999) reports that in
Mexico the urban labor market is fluid and integrated: there is a contin-
uum between formal and informal activities, informal jobs are found in
formal enterprises, and workers often hold different types of jobs at the
same time.” Evidence from both Argentina and Mexico suggests that
salaried informal jobs can act as entry points into the labor market for
younger workers, who move into formal sector jobs after a relatively brief
tenure.
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Use of Labor in Times of Crises

Labor markets stand at a crucial junction between the macro and micro
environments households live in, a link that is often brought up when dis-
cussing the effects of growth on the poor (see chapter 1). Both the specific
sources of opportunities and vulnerability that the macro environment
offers and the way households respond to them are mediated largely by
the labor market.

Based on the literature that shows the positive effects of growth on
the poor, one would expect that in the aggregate a crisis would nega-
tively affect them. The literature on the United States offers evidence
that growth in the metropolitan economy is particularly pro-poor (Bar-
tik 1993). This result can be explained in a variety of ways. If the labor
market is segmented and good jobs are rationed, workers may be re-
quired to queue to access them, and the queues may be particularly
long for disadvantaged workers. By shortening the queues, economic
growth may therefore be particularly beneficial for the poorest workers.
Other explanations for the effects of growth on poor people’s jobs focus
on the supply elasticities of different groups and on the skill intensity of
the jobs created or lost.

In Latin America the issue has been analyzed in terms of the impact of
shocks on labor markets. Fallon and Lucas (2002) find that total em-
ployment continued to rise through the 1995 crisis in Mexico (when GDP
declined more than 6 percent) and that it declined by less than 3 percent
in Argentina (when GDP contracted 4 percent). Increases in employment
can, however, also be consistent with increased unemployment, as house-
holds cope with the fall in income due to the crisis by increasing their par-
ticipation and more people look for jobs.!0

At the micro level, labor market status affects the specific sources of
vulnerability households face, with the sectoral distribution of the shocks
and the educational levels of the workforce important elements of the
transmission mechanism. In Mexico households whose head was without
work before the 1995 crisis experienced much larger proportional reduc-
tions in income than other households (Maloney and others 2003). In con-
trast, other groups, such as workers in the informal sector, did not expe-
rience any additional variability relative to their precrisis situation. Other
studies confirm that the employment status of household members and
changes in their status are likely to be the major transmission channel of
macroeconomic crises to households. A study of the 2001-2 Argentine cri-
sis finds that becoming unemployed was the largest shock to household
income and that the probability of unemployment varied across sectors
and educational levels. Public sector workers were less likely to lose their
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Table 2.2 Argentine households used a variety of labor-market-
related strategies to cope with the 2001-2 Crisis

Percent of all Percent of households
households that used reporting a reduction in

Strategy strategy income that used strateqy
Increase participation 13.4 16.1

of family members

in labor market
Work more hours 14.8 19.2
Increase home manufacture 59.9 62.6
Dismiss domestic workers 35.3 40.4

or reduce domestic

services
Migrate 4.1 3.9

Source: Fiszbein, Adtriz, and Giovagnoli 2002.

jobs, while in the private sector, construction workers were the most vul-
nerable. Better educated people were less likely to become unemployed
than people with less education, and households with public sector work-
ers or more educated heads were less likely to suffer income losses
(Pessino and Andres 2003).

Given the high macroeconomic volatility the region has experienced,
the issue of how households adjust their labor market behavior following
crises, and the longer term repercussions of these strategies, have attracted
a great deal of attention.!! During the Argentine crisis, households adopted
a variety of strategies (table 2.2). As these decisions are often part of
householdwide strategies, their intrahousehold consequences also need
to be analyzed.

A few qualitative studies analyze in detail the labor market implica-
tions of household coping strategies. Fuchs (2001) finds that 36 percent of
workers in Puebla increased their working hours during the 1994-95
Mexico crisis. Blue-collar and white-collar employees resorted to finding
alternative jobs. A much lower share of the self-employed held more than
one job. Together with intensifying their use of labor, households also in-
creased participation by other family members. Women, whose qualifica-
tions are lower on average, found it difficult to enter the manufacturing
sector and resorted to informal petty trading activities. Finally, when the
crisis meant losing jobs, people changed sector of activity. Those with
higher skills as well as some capital provided by severance payments
moved more easily than others into self-employment. Less qualified
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workers often remained unemployed despite vacancies in some textile
factories, as wages fell too low to make working worthwhile.

Analyses of coping strategies highlight the importance of the combina-
tion of assets households command (Fuchs 2001). A household’s portfolio
matters for a variety of reasons. First, assets are complementary. Second,
shocks affect households through variations in the returns to household
assets, particularly human capital, so that portfolio composition affects
household-specific sources of vulnerability. In Brazil, for example, educa-
tion is associated with a lower probability of making a transition into
poverty and a higher probability of making a transition out of poverty
following a crisis (de Ferranti and others 2000). In other crises, however,
the better educated have been more affected (for a discussion of urban
Mexico in 1995, see Mckenzie 2003).

The intrahousehold consequences of the labor market strategies
adopted by the household have raised significant concern. Cunningham
(2001b) documents how increased female participation in work outside the
house is accompanied by a decrease of only half of the hours spent doing
housework, resulting in both a decrease of the overall time spent on house-
work activities, which may affect the welfare of household members, and
a decrease in women’s leisure. Moreover, women’s burden may rise
through increased reliance on home production, so that working hours
may become longer without a visible change in women’s work status.

The recourse to children’s labor following crises has also attracted a
great deal of attention. Theory suggests that the effects of shocks on chil-
dren’s labor supply are potentially ambiguous, as they depend on the rel-
ative importance of substitution effects (child labor may become less at-
tractive, due to the lower opportunity cost of sending children to school)
and income effects (if there is a subsistence constraint, parents may resort
to child labor to boost household income). Which effect will prevail is
likely to depend on the circumstances, especially the depth of the crisis.
The empirical evidence on this issue is mixed.

The overall evidence suggests that even if child labor does not neces-
sarily increase during crises, children may suffer important disruptions
to their learning process. In metropolitan Brazil child labor seems to be
at least mildly procyclical, increasing with economic growth rather than
at times of crisis (de Ferranti and others 2000; Duryea and Arends-Kuen-
ning 2003). This seems to be the case in Mexico as well (Maloney 2002).
It is likely, however, that different groups may be affected differently. The
evidence suggests that if the option of working in family-run activities is
available, the opportunity cost of studying may be higher, though not
enough to withdraw children from school. In Brazil this effect has re-
sulted in increased repetition, which can have longer-term effects for
children.!?
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Child labor market status and educational outcomes are not associated
in a simple way. Cross-country analysis shows that school enrollment is
negatively correlated with income and employment volatility in low-
income countries (Flug, Spilimbergo, and Wachtenheim 1998, quoted in
Duryea and Arends-Kuenning 2003). But such negative correlation does
not necessarily hold. De Ferranti and others (2000) find that in metropol-
itan Brazil, school enrollment, in contrast to child labor, does not vary
over the cycle. And Schady (2002), looking at school attendance in Peru
over the 1988-92 period, finds that the crisis did not affect attendance by
school-age children, while it increased mean educational attainment. He
suggests that declining opportunities in the labor market meant that par-
ents could put more effort into investing in their children’s education.
This argument points to the complexity of educational outcomes, rein-
forced by the consideration that these outcomes also depend on a variety
of complementary inputs. What happens to these other expenditures can
be a cause of concern.

In Uruguay during the recent crisis, 71 percent of households with chil-
dren (86 percent in the bottom wealth quintile, 49 percent in the top one)
declared that they had curtailed educational expenditures during 2002,
while only 6 percent admitted to having their children drop out of school
or delay entry into the system (Ridao-Cano 2003). It is too early to evalu-
ate the consequences of such cuts in expenditure.

Finally, labor market-related changes can affect the welfare of vari-
ous household members, through various channels. About 12 percent of
Argentines experienced some change in health insurance coverage as a re-
sult of the recent crisis, with 60 percent (concentrated in the lowest in-
come groups) losing all coverage (Fiszbein, Adtriz, and Giovagnoli, 2002).
Other, more indirect effects are due to changes in expenditure in health
and education, which may affect the stock of human capital of household
members. Examples include arranging fewer medical checkups for chil-
dren (a strategy adopted by 37 percent of Argentine households with chil-
dren under 12 reported) and reducing educational inputs (72 percent of
households reduced their purchases of school materials, 2.0 percent sub-
stituted private school for public ones, and 3.1 percent turned to cheaper
private schools).

Conclusion: How to Make Labor Markets
Work Better for the Urban Poor

Throughout Latin America and the Caribbean, the urban poor are cru-
cially dependent on labor, although the extent to which they use labor, as
measured by employment, unemployment, and participation, varies
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greatly by country and gender. During the 1990s several important
changes in the labor market occurred. Female participation rose; open un-
employment increased; the sectoral composition of jobs changed, with a
decrease of manufacturing and public sector employment; and the infor-
mal sector grew. The urban poor are at increased risk of unemployment,
and the quality of the jobs they can access is low. Skill levels, and the low
quality of education and training available to them, are important barri-
ers to obtaining better jobs. This is particularly worrisome in light of the
decline in the sectors with relatively well-paid low-skill jobs. Access to
good jobs is also likely to be hindered by lack of appropriate transporta-
tion to and from areas where urban poverty is concentrated; by gender,
ethnic, and racial discrimination; and by the stigma of coming from an im-
poverished neighborhood. Access to good jobs is particularly poor for
women, both because of their lower skill levels and because the increase
in their labor-market participation has come about without significant
changes in gender roles or the availability of childcare. The result may be
an increased concentration of women in low-paying and casual jobs that
offer the possibility of reconciling their market and nonmarket responsi-
bilities.

Labor markets are the main channel through which the urban poor are
affected by macroeconomic developments, positive or negative. But the
impact of economic crisis on the urban poor and the coping strategies
they adopt are context and crisis specific. At the aggregate level, the poor
may or may not be the most affected by a crisis, and the way they adapt
to the shock—generally centered on intensifying the use of labor—may
result in increased employment or unemployment, as more labor is sup-
plied. At the micro level, household vulnerability to a given shock de-
pends on the labor-market status of household members, the sectors in
which they work, their educational levels, and the overall composition of
their asset portfolios. A key insight that emerges from the analysis of the
impact of and response to crises at the household level is that the burden
of adjusting household labor supply may fall disproportionately on par-
ticular household members. The evidence on the effect of crises on child
labor is very mixed. Finally, coping strategies may have a negative im-
pact on the present or future labor market performance of the poor if
they result in decreased spending on schooling or other complementary
inputs.

What are the policy implications of these results? In particular, what ac-
tive labor market policies could help increase demand for low-skilled
workers or improve their earning ability?!> With the exception of child-
care and urban transport policies, the recommended policies are not
urban specific. Instead, they include training and education policies that
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affect the supply of labor. Evaluations suggest that the impact of training
programs is positive, although small. It takes a very large effort to provide
sufficient effective training to make a difference.!* As to broader educa-
tion policies, they need to focus on increasing quality and improving the
skills level of students who will eventually hold low-skill jobs (Freeman
and Gottschalk 1998).1°

Active labor market policies that tackle the demand for labor in-
clude policies to reduce the cost of employing the disadvantaged, pub-
lic employment schemes, and employment regulations.'® Evidence
from the United States suggests that wage subsidies have succeeded in
raising demand for youth, albeit only modestly (Katz 1998). In con-
trast, subsidies to employers to locate in particular impoverished areas
have been shown not to be cost effective (Gramlich and Heflin 1998).
The conclusion, then, is that subsidy policies should target disadvan-
taged individuals rather than disadvantaged areas. Public employment
programs for targeted groups appear to increase employment of the
targeted group, but they have little impact on future wages or skills
(Gottschalk 1998). It is not clear how realistic such programs are in Latin
America and the Caribbean, given public sector retrenchment and
bloated public labor forces. Regarding employment regulations, many
Latin American countries could benefit from more flexible hiring rules.
(Redesigning social security, including unemployment insurance, to
make it available to informal and self-employed workers is discussed
in chapter 8.)

Local governments can encourage job creation through local economic
development policies. Local economic development has become increas-
ingly popular over the past decade, fueled partly by the decentralization
explosion and partly by the well-publicized success of a few cities. It is
based on the premises that favorable local business conditions are neces-
sary for achieving prosperity and that local governments have an essen-
tial role to play in creating favorable environments for business success
and job creation. Local economic development thus requires a partnership
between local governments, business, and community interests that seek
to reduce the obstacles to growth and attract the investment needed to de-
velop their economic and employment base.

Local economic development efforts that work tend to be the ones
that mobilize a city’s stakeholders to identify local strengths, bottle-
necks, and market opportunities and commit to joint actions. This often
includes actions to attract new firms or industries. To be effective these
activities should aim to enhance comparative advantage and avoid
costly efforts to simply compete with other locations through tax and
public investment incentives, which can lead to an expensive race to the
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bottom. Although there are a number of well-documented successes,
they appear to be based on idiosyncratic circumstances and are therefore
hard to replicate.!”

The findings of this chapter suggest a three-pronged strategy for in-
creasing the returns to labor of the urban poor and facilitating their access
to jobs, particularly better quality jobs:

e Increase the supply of labor. Interventions in this area should include
providing women with better ways of balancing their household and
market activities. Child (and possibly elder) care play a crucial role in
this respect, especially if designed to accommodate flexible work
hours. In addition, interventions targeting tangible barriers to entry
(such as affordable and reliable urban transport) or intangible ones
(such as actions to reduce discrimination) are likely to have positive ef-
fects on the labor supply of the poor.

e Increase returns to labor. Improving skills and the quality of education
and training available to poor people is key to increasing their em-
ployability, the returns they can receive for their work, and their flexi-
bility, particularly during crises. Well-targeted and designed training
programs can have a positive impact, although their effect is likely to
be small.

e Help poor people find work during crises. Together with social insurance
(notably unemployment insurance), measures are needed to help af-
fected groups find work during crises. Measures include income-
generating activities, such as workfare (discussed in chapter 8 in the
context of social safety nets) and job-matching services, with which the
OECD has had success (see Martin 1998).

Annex

Unless otherwise noted the statistical information for this annex was pro-
vided by Leo Gasparini and his team at the Universidad Nacional de la
Plata (Buenos Aires). He was commissioned to produce disaggregated
urban and rural data from the latest available surveys for Latin America
and the Carribbean for a variety of indicators.
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Table 2A.1 Sources of Household Income in Urban Areas, by per Capita Household Income Quintile
(percent)

Capital, income

Labor income rents and profits Pensions Transfers

Country 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5

Argentina 79.1 807 774 753 784 09 15 1.1 1.6 44 98 126 172 189 132 102 52 42 42 41
2001

Bolivia 91.2 920 895 8387 798 13 06 1.1 22 80 00 06 25 21 42 75 68 69 70 79
2002

Brazil 79.2 815 795 810 778 27 15 12 15 34 152 157 186 16.8 183 29 13 07 07 05
2001

Chile 734 792 815 775 814 — — — — — 44 73 80 111 6.6 75 43 18 07 0.1
2000

Colombia 78.6 837 852 835 794 49 27 31 36 60 09 51 47 74 85 130 66 58 44 52
1999

Costa Rica 783 837 90.1 899 83 — — — — — 67 95 52 60 72 150 68 47 41 44
2000

Dominican 725 832 861 855 83 3519 18 20 24 32 27 17 15 50 208 121 105 11.0 73
Republic
1997

Ecuador 869 922 943 935 918 25 1.8 15 1.6 4.7 - = = = — — _- = = —
1998

El Salvador 740 796 838 859 848 13 09 14 09 28 27 58 59 47 61 191 112 67 61 43
2000

Guatemala 889 946 875 893 756 04 02 05 04 58 13 11 32 34 36 94 41 88 69 151
2000
(table continues on the following page)
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Table 2A.1 (continued)

(percent)
Capital, income
Labor income rents and profits Pensions Transfers

Country 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5
Honduras 869 926 941 955936 26 12 10 10 34 10 09 07 05 08 95 52 42 30 22
1999

Jamaica 100.0 983 989 1000992 — — — — — — - = = = = = = = —
1999

Mexico 91.8 936 933 928892 08 04 08 07 24 39 37 39 40 66 35 23 20 25 19
2000

Nicaragua 843 922 926 919906 00 08 02 06 60 33 18 29 19 10 125 52 45 56 24
2001

Panama 56.2 785 786 794758 09 07 13 09 21 59 79 104 131 163 36.6 124 88 58 37
2000

Paraguay 750 884 879 887864 43 06 15 15 34 31 06 26 34 58 175 104 79 64 45
1999

Peru 83.7 865 874 864816 09 10 08 1.3 32 08 35 45 75 94 145 90 72 47 58
2000

Uruguay 724 709 683 682677 03 06 1.1 1.6 56 145 209 244 253 243 128 76 61 49 24
2000

Venezuela 90.3 955 943 949938 1.0 05 05 04 1.0 — _ = = — 86 38 47 42 49
1998

Note: — = not available.
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Table 2A.2 Sources of Household Income in Rural Areas, by per Capita Household Income Quintile

(percent)
Capital, income
Labor income rents and profits Pensions Transfers

Country 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5
Bolivia 927 913 916 914 88 03 08 08 06 35 00 06 14 20 34 71 72 63 60 73
2002

Brazil 863 793 740 80.0 815 44 19 11 19 52 91 182 247 177 129 11 06 02 04 03
2001

Chile 69.7 747 757 772 769 — — — — — 42 69 96 106 53 123 80 44 19 04
2000

Colombia 90.1 913 915 898 83 15 13 14 19 33 03 12 23 38 38 75 57 43 42 35
1999

Costa Rica 849 914 929 937 899 — — — — — 36 38 29 35 34 114 48 42 28 67
2000

Dominican 855 873 904 8388 838 09 02 06 06 08 14 16 08 07 06 121 11.0 82 99 149
Republic

1997

Ecuador 940 955 968 95 913 07 09 07 09 45 — — — — — — — — — —
1998

El Salvador 789 883 903 910 906 06 01 02 03 05 09 08 17 23 15 173 81 55 36 42
2000

Guatemala 934 895 896 870 769 00 01 01 04 16 05 15 10 13 20 61 89 93 114 195
2000

Honduras 91.0 944 9.4 972 978 16 11 08 03 05 01 01 04 03 04 73 43 24 22 13
1999

(table continues on the following page)
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Table 2A.2 (continued)

(percent)
Capital, income
Labor income rents and profits Pensions Transfers
Country 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 1 2 3 4 5
Jamaica 9.6 96.7 975 981 958 — — — — — — — — — — - = = = =
1999
Mexico 814 843 823 8.0 796 05 03 05 08 15 08 18 23 18 20 172 13.6 149 123 16.8
2000

Nicaragua 934 945 949 949 894 03 02 05 07 36 03 03 08 06 45 60 49 37 38 25
2001

Panama 63.1 767 805 805 769 02 07 08 1.1 28 33 62 89 110 122 326 149 83 58 50
2000

Paraguay 829 854 86.0 8.9 905 04 02 01 07 24 04 07 35 46 34 163 13.6 105 88 3.7
1999

Peru 92.1 93.6 935 899 836 04 08 09 08 29 04 13 26 37 72 70 43 31 56 64
2000
Venezuela 872 918 924 927 930 10 09 06 07 1.7 — — — — — 102 63 61 58 46
1998

Note: — = not available.
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Table 2A.3 Percentage of Employed and Unemployed Adults in Urban Areas, by Gender and per Capita

Income Quintile

% female adults

% female adults

% male adults

% male adults

employed unemployed employed unemployed

Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total

Argentina 34.0 31.6 42.1 544 695 48.7 124 95 97 6.0 35 7.7 582 73.6 77.7 81.2 91.3 784 33.6 18.0 13.1 10.7 29 139
2001

Bolivia 50.3 549 62.1 71.1 70.5 65.7 4.7 55 44 2645 41 823 88.1 91.2 90.3 91.1 902 10.0 41 28 4023 34
2002

Brazil 38.2 45.3 51.9 583 65.0 544 10.8 7.5 5.6 45 26 54 733 81.7 844 86.7 88.7 84.6 132 64 43 29 17 45
2001

Chile 239 32.6 45.1 51.3 66.5 469 104 74 43 3.0 23 49 67.6 82.0 844 865 90.8 839 219 89 64 4117 71
2000

Colombia 40.7 39.5 44.8 54.6 64.7 52.8 17.6 159 12.8 8.2 5.8 10.2 68.2 76.5 82.7 84.8 86.1 82.3 25.3 16.1 11.0 7.8 5.6 10.3
1999

Costa Rica 269 28.0 37.8 49.1 62.6 472 73 28 201511 21 705 883 90.2 90.4 92.7 89.8 13.7 21 16 2013 24
2000

Dominican 17.9 30.5 38.5 49.3 61.9 45.1 18.8 18.8 11.9 7.8 6.1 10.8 65.3 84.1 87.5 87.5 93.4 873 225 92 62 5925 6.6
Republic
1997

Ecuador 52.1 49.2 544 59.7 73.0 614 30 32 442012 24 63.1 894 945 944 971 927 216 23 19 19 0.7 28
1998

El Salvador 56.4 57.2 59.6 66.8 704 642 27 26 18 1009 15 80.7 773 855 86.6 88.8 855 9.5 95 58 5329 54
2000

Guatemala 39.8 37.7 47.1 51.1 60.1 525 6.1 0.7 0.6 14 1.6 15 784 929 919 872 903 8.5 17 10 20 2215 17

2000

(table continues on the following page)
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Table 2A.3 (continued)

% female adults

% female adults

% male adults

% male adults

employed unemployed employed unemployed
Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total
Honduras 47.3 469 53.0 65.7 724 614 20 22 2318 1.0 1.7 747 86.4 91.6 93.1 954 915 107 75 33 3512 36
]aliigagiza 731 75.6 67.3 752 874 778 39 80 442215 34 81.6 820 89.7 956 979 926 6.6 77 00 1.6 00 19
Nézii 423 36.8 40.0 524 569 478 06 01 03 03 06 04 855906 91.3 928 932 918 23 14 17 0811 13
NiZC(a)Sggua 349 46.8 53.3 56.2 65.7 55.8 10.7 3.1 545238 49 63.8 829 819 859 874 84.0 209 126 6.7 58 43 72
Pai(e)i(irlla 26.8 28.3 39.2 53.7 67.0 50.1 11.3 75 56 37 19 45 61.0 753 81.7 85.5 87.6 829 25.0 157 105 49 28 7.7
Paigg(l)lay 34.8 36.2 494 572 756 584 48 32 4537 16 31 621 883 855 89.091.8 832 221 58 35 39 17 39
Peizgg 52.6 52.8 51.5 56.7 60.4 56.1 2.7 3.7 47 3720 33 77.6 782 88.8 86.2 878 859 9.6 93 47 37 26 45
Urzuogot(l)ay 38.3 454 56.0 64.3 70.4 56.6 151 122 7.7 5528 8.0 793 79.8 839 86.5 89.9 844 11.8 94 53 4017 6.0
Vei(:g?lela 36.8 38.8 56.0 62.8 66.9 60.5 102 7.5 4.1 38 24 3.8 76.5 89.5 844 915 941 91.0 11.7 3.0 92 26 1.7 3.5

1998
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Table 2A.4 Percentage of Employed and Unemployed Adults in Rural Areas, by Gender and per Capita
Income Quintile

% female adults

% female adults

% male adults

% male adults

employed unemployed employed unemployed

Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total

Bolivia 81.5 71.7 61.6 640 690 736 04 16 23 21 00 1.1 983 98.0 979 983 973 981 0.0 0.2 09 0.0 0.3 0.2
2002

Brazil 67.6 63.7 684 725 721 676 1.8 20 1.6 14 04 1.7 948 93.6 92.0 959 962 942 1.0 1.1 0.3 0.6 0.3 0.8
2001

Chile 132 20.8 29.5 38.8 495 239 3.0 20 12 1.0 05 20 76.1 843 87.8 91.6 93.1 84.0 9.1 47 28 1.6 1.2 5.0
2000

Colombia 304 299 364 475 60.5 373 42 47 43 27 17 39 89.0 90.0 90.8 92.8 948 909 44 21 1.7 1.2 08 24
1999

Costa Rica 17.2 24.2 30.8 399 520 303 15 0.6 15 14 09 12 830 904 943 946 950 91.1 45 22 15 18 0.7 23
2000

Dominican 13.3 20.2 284 457 504 279 128 89 82 33 43 83 83.0 904 945 954 959 91.7 102 33 1.8 05 0.6 34
Republic
1997

Ecuador 60.4 55.3 65.7 75.0 65.7 625 0.6 0.6 0.0 0.1 0.0 04 956 95.6 96.8 985 96.6 964 0.7 0.7 0.8 0.6 0.7 0.7
1998

El Salvador 31.1 40.7 44.6 59.3 68.7 434 12 20 1.0 03 04 12 856 873 90.2 89.9 91.1 882 7.8 7.0 40 3.4 19 5.6
2000

Guatemala 27.6 32.8 36.8 45.0 41.7 353 04 0.0 0.0 0.8 0.0 0.2 923 94.0 947 95.1 912 93.6 0.7 0.1 0.7 0.4 0.1 05
2000

Honduras 28.6 31.1 44.2 50.8 642 405 1.1 0.8 0.0 00 04 05 934 957 959 965 981 957 14 15 18 04 05 12
1999

(table continues on the following page)



VL

Table 2A.4 (continued)

% female adults % female adults % male adults % male adults
employed unemployed employed unemployed

Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total

Jamaica 54.7 63.3 66.8 80.5 83.6 69.6 93 12.7 85 1.7 3.7 7.3 91.7 932 913 963 993 950 0.0 2.7 3.1 0.8 0.7 1.5
Mizigcgo 36.0 389 439 54.1 468 399 0.0 0.0 0.0 0.0 0.0 0.0 91.6 915 89.5 942 959 918 0.7 04 22 05 0.0 0.8
Nizcggggua 25.0 32.7 41.3 523 451 36.1 38 6.7 26 23 26 39 924 923 909 883 928 915 39 52 55 4.0 21 43
Pai(ﬁia 15.7 25.0 32.8 48.1 55.8 292 23 23 27 27 20 24 899 90.1 90.0 89.9 90.6 90.0 6.2 44 32 35 15 43
Paigg(l)lay 41.6 49.6 60.2 61.2 674 522 0.7 18 05 0.8 0.0 09 950 942 939 947 973 949 12 18 13 07 20 14
Pelzgg 82.6 764 763 772 771 791 01 08 0.7 0.0 0.0 04 978 975 97.6 979 991 978 04 03 0.3 0.0 0.0 0.3
Vei(zgl)lela 37.0 404 49.5 58.0 66.6 50.6 73 6.5 4.6 43 32 51 785 85.0 874 893 942 874 14.0 9.6 72 49 19 71
1998
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Table 2A.5 Percentage of Female Adults by Education Level and per Capita Income Quintile

Education level

Low Medium High
Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total
Argentina 736 601 473 333 11.7 413 225 326 395 396 363 349 39 73 132 271 519 238
2001
Bolivia 783 733 70.1 551 30.0 533 19.0 214 231 31.1 290 267 27 53 68 138 41.0 20.0
2002
Brazil 91.1 842 764 629 318 636 88 153 220 319 381 262 02 06 16 52 30.1 10.2
2001
Chile 544 441 37.0 277 145 328 429 514 537 538 394 481 27 45 94 185 461 192
2000
Colombia 76.7 712 65.1 565 303 531 209 256 302 358 399 334 24 32 47 77 298 135
1999
Costa Rica 804 647 542 433 229 439 184 322 381 422 321 344 12 30 78 145 450 217
2000
Dominican 79.8 692 628 535 421 56.8 169 269 277 302 294 276 33 39 95 163 284 15.6
Republic
1997
Ecuador 72.7 649 557 46.6 267 457 208 287 320 359 382 339 65 64 123 176 351 204
1998
El Salvador 554 69.4 66.0 582 438 562 314 228 253 315 377 312 132 78 87 103 184 126
2000
Guatemala 94.6 89.5 86.7 802 506 69.7 29 95 11.1 171 331 218 24 1.0 22 27 162 85
2000

(table continues on the following page)



94

Table 2A.5 (continued)

Education level

Low Medium High
Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total
Honduras 875 893 784 674 384 641 120 103 19.7 303 440 287 05 05 19 23 176 72
]aiﬁigiza 489 472 153 322 188 296 450 528 833 598 60.7 605 61 00 1.4 80 205 99
Melzjigcgo 842 722 592 493 232 503 127 257 371 433 439 370 31 21 38 75 329 128
Nizcggggua 90.6 881 743 650 490 o670 71 75 204 274 307 226 23 45 54 76 203 104
Paioa(;a 526 424 35.6 30.8 11.7 28.0 427 509 51.8 462 363 442 47 6.7 126 229 520 277
Paigg?lay 935 819 71.1 588 335 569 55 163 253 317 389 297 09 18 3.6 95 275 134
Pe119199 62.1 525 414 33.0 183 34.0 30.7 37.1 429 420 389 399 72 105 157 250 428 26.1
Urzli)gol(l)ay 70.7 585 503 36.6 187 445 269 354 402 433 396 378 23 61 95 201 417 177
Vefl(zglela 604 682 625 492 202 395 268 253 298 393 371 350 128 66 76 11.5 427 254

1998
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Table 2A.6 Percentage of Male Adults by Education Level and per Capita Income Quintile

Education level

Low Medium High
Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total
Argentina 76.7 604 48.7 352 13.0 426 209 33.1 428 465 364 370 24 66 85 183 50.6 204
2001
Bolivia 713 61.1 505 388 21.6 393 24.0 325 399 436 316 363 47 65 96 176 468 243
2002
Brazil 929 874 793 669 33.0 655 69 121 195 292 390 250 03 05 12 39 281 95
2001
Chile 523 43.6 329 247 95 292 444 509 56.1 542 359 478 33 54 109 210 546 23.0
2000
Colombia 764 698 634 540 251 499 193 255 315 373 366 328 43 47 51 87 383 173
1999
Costa Rica 739 61.1 546 435 235 415 228 352 363 402 337 353 32 37 91 163 428 231
2000
Dominican 78.1 673 675 569 419 568 178 29.7 267 297 303 284 41 30 58 134 278 148
Republic
1997
Ecuador 653 69.8 50.6 482 260 443 281 227 36.7 322 313 312 66 75 127 196 427 245
1998
El Salvador 45.6 61.6 585 535 35.0 47.8 355 281 34.0 372 41.0 367 189 104 75 93 24.0 155
2000
Guatemala 95.0 854 782 714 390 598 44 73 204 230 296 232 06 74 14 56 315 17.0
2000

(table continues on the following page)
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Table 2A.6 (continued)

Education level

Low Medium High
Country 1 2 3 4 5 Total 1 2 3 4 5 Total 1 2 3 4 5 Total
Honduras 91.7 86.8 804 698 397 636 72 13.0 178 269 314 239 12 01 18 32 288 124
]aiﬁigiza 417 432 374 319 215 301 583 543 626 649 658 633 00 26 00 32 127 6.6
Melzjigcgo 784 658 537 395 199 429 171 314 395 434 318 353 46 28 68 172 483 218
Nizcggggua 88.2 855 824 664 468 657 89 11.0 155 265 30.6 229 29 34 22 70 226 114
Pai(e)i(i:la 559 478 387 303 119 288 40.6 472 527 534 388 464 36 50 86 164 493 247
Paigg?lay 86.3 743 655 514 302 503 105 253 296 411 430 364 33 04 50 75 268 133
Pe119199 46.0 427 287 233 132 245 455 438 515 507 372 451 85 135 198 260 496 304
Urzli)gol(l)ay 700 587 49.6 378 183 44.6 273 37.0 428 476 457 410 27 43 76 146 360 144
Vefl(zglela 571 740 634 505 21.7 40.0 33.0 157 327 372 346 335 99 103 39 123 437 265

1998
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Table 2A.7 Percentage of Employed Adults and Youth by Education Level

National National Urban Urban Rural

Rural

Adult Youth Adult Youth Adult

Youth

Country Low Medium High Low Medium High Low Medium High Low Medium High Low Medium

High Low Medium High

Argentina 540 626 793 377 278 453 540 626 793 377 278 453 — —
2001

Bolivia 799 81.1 80.1 633 434 389 747 796 795 476 382 372 8.3 918
2002

Brazil 672 751 84.7 499 564 708 63.7 748 84.6 453 558 70.7 813 81.0
2001

Chile 529 649 79.6 375 28.0 283 531 652 796 340 281 284 525 603
2000

Colombia 613 69.0 824 444 331 487 60.0 686 819 40.1 332 480 628 713
1999

Costa Rica 574 69.0 80.0 52.8 36.7 59.1 588 68.6 809 513 372 569 56.6 69.7
2000

Dominican 59.5 67.8 80.3 42.8 38.0 559 596 687 793 424 389 56.2 594 65.0
Republic

1997

Ecuador 758 763 86.1 693 540 655 726 748 859 596 50.8 648 785 825
1998

El Salvador 66.2 763 81.2 47.6 426 399 693 764 814 431 412 400 626 75.1
2000

Guatemala 63.5 73.7 83.0 545 515 726 655 735 829 579 522 724 623 74.8
2000

921 763 671 832

88.6 66.5 64.7 —

775 442 272 239

86.3 485 33.1 558

772 53.6 360 644

88.0 432 359 534

88.1 76.3 63.6 698

759 51.1 475 38.5

844 529 491 739

(table continues on the following page)
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Table 2A.7 (continued)

National National Urban Urban Rural Rural
Adult Youth Adult Youth Adult Youth

Country Low Medium High Low Medium High Low Medium High Low Medium High Low Medium High Low Medium High

Honduras 684 78.6 855 55.0 493 424 717 786 848 529 481 419 657 782 947 56.8 53.8 —
1999

Jamaica 79.8 857 905 55.0 396 737 789 873 — 478 431 — 804 844 — 58.0 370 —
1999

Mexico 631 722 834 562 451 485 623 721 832 578 439 479 647 732 895 538 516 635
2000

Nicaragua 643 725 803 50.7 374 488 652 725 80.6 463 364 477 634 728 769 547 427 634
2001

Panama 575 644 80.6 403 318 544 554 644 810 323 323 544 593 644 772 468 305 547
2000

Paraguay 691 789 874 521 450 688 658 784 86.8 49.0 447 695 724 820 923 549 459 64.0
1999

Peru 76.0 735 779 626 483 571 642 693 771 427 416 562 876 914 88.0 773 69.8 629
2000

Uruguay 60.1 749 824 429 473 346 601 749 824 429 473 346 — — — — — —
2000

Venezuela 645 746 825 472 372 442 700 756 842 413 438 49.1 63.8 743 81.8 478 359 4238

1998

Note: — = not available.
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Table 2A.8 Percentage of Urban Adults Employed in the Informal Sector or Self-Employed, by per
Capita Income Quintile

% adults employed in the informal sector

% adults self-employed

Country 1 2 3 4 5 Total 1 2 3 4 5 Total

Argentina 705 550 490 370 222 406 390 263 229 207 170 227
2001

Bolivia 865 823 717 636 419 604 660  56.1 492 438 331 434
2002

Brazil 736 592 512 433 273 443 453 376 323 286 228 30.3
2001

Chile 454 398 379 344 248 337 17.6 17.6 190 215 18.9 19.2
2000

Costa Rica 618 53.0 427 348 251 350 355 280 236 209 16.7 21.0
2000

Dominican ~ 71.8 587 473 437 356 444 595 455 355 350 304 35.8
Republic
1997

Ecuador 86.2 622  59.1 462 339 475 576 334 354 307 214 29.6
1998

El Salvador 358 533 526 502 406 460 246 363 353 348 306 32.5
2000

Guatemala  84.0 662 580 539 366 483 559  36.1 345 371 26.6 32.6
2000

Honduras 814 627 572 499 296 463 585 370 374 357 237 32.7
1999

(table continues on the following page)
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Table 2A.8 (continued)

% adults employed in the informal sector

% adults self-employed

Country 1 2 3 4 5 Total 1 2 3 4 5 Total
Jamaica 59.0 63.7 614 637 636 627 255 330 382 302 224 27.7
Mézigcgo 81.2 606 518 356 215 407 451 26.1 22.0 17.6 13.5 20.1
Nizcggggua 80.1 69.7 609 486 437 530 453 403 335 290 285 31.8
Pai(;(i:\a 742 521 418 324 170 313 507 371 26.6 208 12.3 21.1
Paigg?lay 8.4 743 589 483 329 473 502 436 370 298 241 30.7
Pe119199 82.3 736 657 552 378 546 518 505 482 384 332 40.6
Ur%logol(l)ay 659 513 406 330 217 388 358 280 226 19.5 17.6 23.1
Veioe(;(l)lela 35.1 403 429 400 246 323 295 352 372 339 319 33.3

1998
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Table 2A.9 Percentage of Rural Adults Employed in the Informal Sector or Self-Employed, by per
Capita Income Quintile

% adults employed in the informal sector

% adults self-employed

Country 1 2 3 4 5 Total 1 2 3 4 5 Total

Bolivia 929 867  80.0 719 624 8.7 517 511 509 425 393 49.8
2002

Brazil 93.1 824 770 73.0 581 823 397 348 331 36.1 33.6 36.4
2001

Chile 587 539 527 563 528 552 290 250 300 369 371 30.2
2000

Costa Rica 732 577 467 433 312 504 375 255 246 @ 241 22.1 26.7
2000

Dominican 792 629 589 529 520 604 648 524 447 446 429 49.3
Republic
1997

Ecuador 936 822 695 670 510 781 51.6 431 378 347 316 424
1998

El Salvador  71.9 653 575 551 50.5 61,5 535 421 36.6 387 392 429
2000

Guatemala  80.3 65.8  59.1 59.8 537 648 575 422 359 420 411 44.6
2000

Honduras 8.7 797 702 674 618 737 562 564 549 513 536 54.6
1999

Jamaica 75.2 71.5 63.5 758 588 684 580 498 445 475 347 45.6
1999

(table continues on the following page)
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Table 2A.9 (continued)

% adults employed in the informal sector

% adults self-employed

Country 1 2 3 4 5 Total 1 2 3 4 5 Total
Mexico 83.0 734 610 543 417 720 475 404 379 338 278 41.8
Nizcggggua 87.3 71.1 67.0  56.1 497 700 604 @ 41.1 387 271 29.9 42.5
Pai(zgia 86.5 650 537 430 348 618 639 392 352 290 271 42.5
Paigg?lay 95.8 841 776 671 50.8  80.0 77.3 600 526 446 355 58.5
Pe119199 8.0 804 748 667 579 809 436 458 451 50.5 4438 45.2
Vei%(;?lela 609 516 487 414 308 449 452 387  36.1 33.8 288 35.6

1998
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Endnotes

1. Sample sizes in other countries do not allow for meaningful statistics to be
computed at this level of disaggregation.

2. The informal sector refers to the sector in which employment is not regulated
and entails no social benefits, unemployment protection, or compliance with oc-
cupational safety regulations.

3. The OECD Program for International Student Assessment (PISA) study of
15-year-old students in 41 countries found poor performance in most Latin Amer-
ican countries. Argentina, the top-ranked country in the region, ranked 33rd, Mex-
ico ranked 35th, Chile 37th, Brazil 38th, and Peru 41st (author calculation based on
PISA data set, available at http:/ /www.pisa.oecd.org/).

4. Quality of schooling could also help explain the divergence between the two
income profiles for higher levels of education.

5. Participation by older workers also rose, partly as a result of the aging of the
population: within 20 years, the elderly will represent more than 15 percent of the
total population in half the countries in Latin America (Attanasio and Székely
2002).

6. In contrast, single mothers, whose participation in the labor force is gener-
ally much higher than that of married women, are less likely to increase their labor
market participation following shocks.

7. Bosch Mossi and Maloney (2003) hint at the role of household responsibili-
ties for women. They find that in Argentina, Brazil, and Mexico, women have dif-
ferent mobility patterns between jobs status, with higher rates of entry into and
exit out of self-employment and inactivity.

8. On average self-employment accounts for 30 percent of employment in urban
areas (40 percent in rural areas). Among the urban poor, 44 percent are self-
employed, compared with 24 percent among the richest quintile. In most countries,
self-employment decreases by income quintile; urban areas in Chile, El Salvador
Jamaica, and Venezuela represent exceptions. The lowest rate of self-employment
among the lowest income quintile is in Chile (17.6 percent); the highest is in
Bolivia (66.0 percent).

9. In line with this finding, Calderon-Madrid (2000) suggests that in Mexico the
likelihood of not staying on in employment in the formal sector increases if
salaried workers work in firms with fewer than 15 workers, pointing to the dif-
ferential ease of enforcing regulations across different types of firms.

10. The relation between income shock and household labor supply may also
be difficult to identify if the increase in labor supply takes place abroad through
migration of some household member. This type of coping response appears to
have been underresearched for the urban poor in Latin America; no quantitative
estimate of its magnitude is currently available.

11. Similar strategies may be put in place when households face idiosyncratic
rather than covariant shocks.

12. Grade mismatch is correlated with dropout rates, possibly because of social
pressures.
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13. The focus here is on micro demand or supply side policies as opposed to
macro policies, such as trade and exchange rate measures, that may affect job cre-
ation and overall economic growth.

14. See the introduction to Freeman and Gottschalk (1998) for a discussion.

15. An interesting contrast exists between the United States, where the wages
of low-skilled workers have been falling, and Germany, where they have im-
proved. The phenomenon is arguably due to the fact that the German school sys-
tem brings all pupils to a minimum level of skills, so that the educational skills of
low-skilled workers are much closer to the average than in the United States
(Nickell 1998).

16. Freeman and Gottschalk (1998) mention a fourth approach, which consists
of policies that affect the modality of pay (profit sharing and mandated wages and
benefits). These options appear less relevant for the Latin American labor market,
where the informal sector dominates.

17. For case studies and a discussion of how to design a local economic devel-
opment strategy, see http://www.worldbank.org/urban/led/index.html.
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