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Introduction

Inthe 1990s Colombia, like other Latin American coun-
tries, was in the throes of an intense process of struc-
tural reform. On the external front, this process had
elements in common with developments elsewhere in
theregion (trade reform and anew opennessto foreign
direct investment), but there were also points of differ-
ence, particularly the continuation of active external
debt management. Thiswas accompanied by moderate
labour market reform and a more ambitious reform to
thesocial security system, thelatter being part of awider
moveto alow the private sector to become involved in
areas traditionally reserved to the State. The indepen-
dence given to the Bank of the Republic (central bank)
and a series of reforms designed to increase competi-
tion among financial intermediaries and improve pru-
dential regulation and supervision were the most strik-
ing developments in the monetary and financial field.
The greatest difference between Colombia and the re-
gion in general, however, was the way these economic
liberalization processes were combined with substan-
tial growth in the size of the public sector, the purpose
of which was to increase the provision of social ser-
vices. Despite a rise in public revenue that was also
substantial, thistendency resulted in a deterioration of
the fiscal position, showing how difficult it has been
for the Colombian State to reconcile economic liberal-
ization with amore active socia policy.

The reforms

The structural reform or economic opening process, as
it is known in Colombia, began at the end of Barco’s
term in office and was pursued most vigorously under

O This article was prepared for the uNDP-ECLAC-IDB project
“Liberalizacién de la balanza de pagos: efectos sobre el empleo, la
distribucion, la pobreza 'y €l crecimiento”. Section V was written
in collaboration with Jairo NUfiez. The comments made on previ-
ous versions of this text by Jaime Aristy, Samuel Morley, Roberto
Paes de Barros, Juan Carlos Ramirez, Lance Taylor, Rob Vos and
other project participants are gratefully acknowledged, as is the
assistance provided by Piedad Urdinola.

In terms of productive activity, in the 1990s the
economy grew at moderate rates and was less stable
than it had been in the past, particularly asregardsthe
behaviour of aggregate demand, whileinflation gradu-
ally declined. As this process went on, those sectors
that were more exposed to external competition weak-
ened markedly and the situation in the labour market
deteriorated asits composition changed, a process that
was accompanied by a fall in job creation, particu-
larly in those production sectors, such as agriculture
and manufacturing industry, that were more open to
international competition. This recomposition of the
labour market entailed the shedding of low-skilled
jobs, and this was not fully offset by the increase in
the number of new jobs for more highly educated
workers. This suggests that the technical changes
which have taken place since the early 1990s have
given greater weight to processes that are more inten-
sivein better educated labour, whilelessening the need
for labour of every educational level. The changesin
the labour market have had adverse effects on income
distribution in urban areas, and in the country as a
whole these have outweighed the beneficial effects
feltinrural ones. Thelatter have been mainly affected
by an adverse shock in the rural-urban terms of trade
and the resultant crisis in commercial farming.

Gaviria (1990-1994). With some slight modifications,
the Samper Government (1994-1998) deepened there-
forms and the current one (Pastrana, 1998-2002) is
continuing with them. The main feature of this process
was the liberalization of external transactions, i.e., the
trade, currency and foreign direct investment (roi)
regimes. These reforms were accompanied not just by
economic growth but also by a change in the structure
of the public sector and arecasting of its functions, all
part of the profound reform of the State that followed
the approval of a new political charter in 1991. In
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addition to these developments, mention should be
made of the 1990 reform that brought a degree of
flexibility to the labour market and a more ambitious
reform to the social security system that took place in
1993 (Ocampo, 1998).

1. Liberalization of external transactions

Tradeliberalization has had two basic components: the
freeing up of imports and the signing of a wide range
of integration and free trade agreements. Both the tar-
iff reduction programme put into effect by the Barco
Government in February 1990 and the more ambitious
one announced afew months later by the Gaviria Gov-
ernment proposed a gradual reduction in tariffs (over
five and three years, respectively) following rapid dis-
mantling of quantitative restrictions on imports. How-
ever, a series of macroeconomic complications led the
authorities to speed up the tariff reduction process,
which culminated in August 1991. In this period of a
year and a half direct controls on imports were virtu-
aly done away with, the average tariff was reduced
from 44% to 12% and export incentives were cut from
19% in 1990 to 6% in 1993. To mitigate the effects of
fluctuations in international prices, a price band sys-
tem (variable tariffs) was adopted for agriculture. In
conjunction with this, safeguard and unfair competi-
tion rules were designed, and generally moderate use
was made of these over the following years.

The increased vigour of the trade integration pro-
cess, meanwhile, was the result of decisions taken in
1989, when the presidents of the Andean Group (which
subsequently became the Andean Community) agreed
to revitalize, deepen and reorient the subregional inte-
gration process. Subsequent meetings led to an agree-
ment, in 1991, to create afreetrade zone, which wasto
come into force in 1992. In that year, though, it was
only possibleto create afreetrade areawith Venezuela
and Bolivia, which Ecuador also joined ayear later. In
late 1994 a common external tariff was adopted with
certain exceptions, although in practice thisappliesonly
to Colombia, Venezuel aand, with numerous exceptions,
Ecuador. This process was complemented by the sign-
ing of the free trade agreement with Chilein 1993 and
Mexico (the Group of Three, which also includes VVen-
ezuela) in 1994, and the commencement of Andean
Community-Mercosur negotiations in subsequent
years, among other instances.

Themain components of the capital account liber-
alization process were foreign exchange reform and
liberalization of inward Fpi. The latter process began

in thelate 1980s and was completed in 1990 and 1991,
when all restrictions on inward Fbi were abolished,
except in the areas of security, toxic wastes and large-
scale mining investments. At the same time, the rules
governing Colombian investment abroad werealso lib-
eralized. Over the following years the country began
to sign up to agreements providing mutual protection
for foreign investment.

Theforeign exchangereform of 1991, meanwhile,
decentralized the handling of foreign currency
transactions by authorizing intermediariesto carry these
out without prior controls being applied by the Bank
of the Republic. Nonetheless, many transactions
continued to be regulated, and they still had to be
channelled through financial intermediaries legally
authorized to operate in the market. Where capital
transactions were concerned, the ultimate use of loans
(investment and foreign trade operations) continued to
be strictly controlled. Only in February 1992 did it
become permissible for thefirst time to take out short-
term loans abroad to finance working capital. The
foreign exchange reform of September 1993 authorized
financial intermediariesto makeforeign currency loans
to domestic companies regardless of the use made of
such credits, at the same time replacing the old
regulatory system by one based on an obligation for
foreign currency borrowersto lodge adeposit or reserve
with the Bank of the Republic. The purpose of thiswas
to oversee the scale and composition of capital flows.!
The loan period after which the reserve requirement
became applicable and the amount of thisreserve were
tightened up in 1994, eased in 1996 and tightened up
again in 1997. In May of that year the country
introduced a simpler system of controls on foreign
borrowing, more similar to the one used by Chile
throughout the 1990s, making it obligatory for adeposit
tobelodged for all loans. The size of thetax implicitin
this capital regime was consistently higher than in the
Chilean system during the years of abundant foreign
capital (an average of 13.6% and 6.4% in 1994-1998
for credits of 12 and 36 months, respectively).2 During
the crisis of the latter part of the decade the size of this

1 For adetailed analysis of regulations applying to capital flowsin
the 1990s, and of the effectiveness of these, see Ocampo and Tovar
(1999) and Villar and Rincén (2000).

2 In the early months of 1997 there was also a short period during
which capital flows were taxed explicitly. This was declared unen-
forceable by the Constitutional Court in view of the procedure used
to order it (the constitutional formula of the “economic emer-

gency”).
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deposit was gradually lowered, until the requirement
was abolished in early 2000.

2. Growth, structural change and the redefining
of State functions

The 1991 Constitution and other political decisions
taken over the course of the decade had a significant
impact on the structure of the State, and this changed
the dynamic of the public finances. As we noted in the
introduction, the way this dynamic has combined with
the structural reform process sets Colombiaapart from
therest of Latin America. The country’ssingularity lies
in the fact that the process of opening up and
deregulating the economy has been accompanied by
an increase in the size of the State, which grew from
30% of Gbr in 1990 to 38% by the end of the 1990s.

Thereformsthat had the greatest fiscal effect were
the increase in transfers to departments and munici-
palitiesto finance higher social investment and thewid-
ening of social security coverage. It has been estimated
that the 1991 Constitution and the laws that built on it
(particularly law 60 of 1993, which put the new sys-
tem of transfersinto effect, and law 100 of 1993, which
created the new social security system) permanently
alocated to those ends national government expendi-
ture equivalent to just over 4% of cbp (Ocampo, 1997).
This is the main source of the overall increase in cen-
tral government spending, excluding interest. Despite
partial privatization, the social security reform likewise
gaveriseto aparalel increasein the benefits provided
by the relevant public bodies.

Rapid spending growth waslargely offset by higher
tax revenues, owing especially to higher central gov-
ernment taxes, higher social security contributionsand,
to alesser extent, municipal taxes. In fact, the change
in the tax structure resulting from trade liberalization,
which made the country less dependent on external
revenue, was counterbalanced by a series of tax reforms
(1990, 1992, 1995, 1997, 1998 and one currently un-
der way in 2000) which have served to finance the
higher spending, albeit only in part. Since the mid-
1990s the budget deficit, particularly the central gov-
ernment one, has tended to increase, so that it stood at
3.9% of cpbpin 1998 and 5.2% of cbp in 1999 (in the
latter year it reflects the fall-off in revenue resulting
from the recession). Taking the public sector in the
aggregate, the deficit stood at 3.1% and 4.5% of cbrin
the years referred to. This higher deficit, and the con-
stant need to modify the country’stax structure, reflect
the difficulties the Colombian State has encounteredin

reconciling an open economy with a more active so-
cial policy.

The growth in the size of the State was accompa-
nied by a marked change in its structure, the main fea-
tures of which were far-reaching fiscal decentraliza-
tion and the opening up to the private sector of areas of
the economy that had traditionally been the preserve
of the State. The transfer of national revenue to the
departments and, in particular, to the municipalities,
has been the fastest growing component in national
government outlays. Meanwhile, it is the spending of
the municipalities, together with that of the social se-
curity system, that has seen the highest rate of growth
in the public sector as awhole. Privatization, the fran-
chising of infrastructure projects and the opening up in
general of theinfrastructure and social security sectors
to private investment are the most notabl e devel opments
on thissecond front. This process was accompanied by
the creation of stronger regulatory and supervisory in-
gtitutions in the infrastructure, social security and fi-
nancia sectors. In all these fields, however, what the
implicit model chosen entailsin practiceisthe mainte-
nance of a large number of public companies and or-
ganizationsthat complement the private sector in some
fieldswhile competing with it in others. On the finan-
cial front, it should be added that in the early part of
the decade a reform was carried out with a view to
increasing competition among different types of in-
termediaries, some of the organizationsthat had been
nationalized during the financial crisis of the early
1980s were privatized and the sector was fully opened
up to Foi. The 1991 Constitution, meanwhile, made the
Bank of the Republic fully independent for the pur-
poses of monetary and exchange rate management.

3. Labour market and social security reform

The 1990 labour market reform partially freed up the
labour market while giving greater protection to union
rights. The general thrust of thisreform wasto put into
effect many of the proposals made a few years
previously by the Employment Commission (Colombia,
Contraloria General de la Republica, 1986). The most
important reforms on thefirst front were the provisions
that made temporary hiring more flexible, those
facilitating dismissal for workers with more than ten
years of service (in exchange for a higher redundancy
payment, and subject in any event to the requirement
that “just cause” be shown for the dismissal), the
adoption of awage systemintegrating all remuneration
for higher-income workers (those earning more than
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10 times the minimum wage) and the elimination of
the excess costs involved in the previous
unemployment regime. This social benefit provided
for workers to be paid one month’s wages per year of
service when they left the company; however, the
system for liquidating withdrawal s from the worker’s
account meant that the cost rose rapidly as years of
service increased. The reform replaced this system
with one that obliged new workers to pay into
unemployment funds and that enabled companies to
negotiate with existing workers with a view to
transferring them to the new system, subject to
compensation. Besides these changes, which were
designed to make the labour market more flexible, it
strengthened the right to unionization and
complemented this with legal instruments to make it
effective.

Infact, the resultsin terms of greater labour market
flexibility were not striking, largely owing to the
countervailing effects of the subseguent 1993 social
security reform. The changes madeto the legislation on
temporary contractswere undoubtedly one of thefactors
that led to the share of temporary employment in total
urban employment increasing from 15.8% to 20%
between 1990 and 1997 (1Lo, 1998). Nonetheless, this
increasein flexibility and reduction of the excessive costs
associ ated with the old unemployment system were offset
by the growing cost of taking on new workers and by
therisein redundancy payments. Theformer wasadirect
result of the social security reform, which raised the
contribution costs payable by the company from 13.5%
to0 25.5% (of which 13.5% now goesto pensionsand the
other 12% to health),® increasing social costs from 47%
t0 59.4% of basic wages.

Macroeconomic developments

The 1990s were characterized by pronounced “ stop and
go” cycles in macroeconomic policy. Although these
cycleswere partly driven by external shocks, both posi-
tive and negative, particularly those deriving from the
international capital market, others originated in do-
mestic events.

The decade began in the midst of rising inflation-
ary pressures. These were addressed by means of a
strong adjustment package, brought in towardsthe end
of 1990, which included a severe monetary contrac-
tion, revaluation, amoderate fiscal adjustment (table 1)
and faster implementation of the trade liberalization
programme. This package slowed economic growth,
halted the inflationary trend and sharply improved the
current account of the balance of payments.

As aresult of the heavy pressure placed on inter-
national reserves and the growing quasifiscal costs to
which these contractionary monetary measures gave
rise over the course of 1991, the Bank of the Republic
decided to speed up the reval uation process and drasti-
cally cut interest rates. At the same time, rapid growth
in tax revenue led to strong growth in public spending,
the overall fiscal position remaining in balance. The
combined result of these policieswas arisein internal
and external borrowing which caused aggregate domes-
tic demand to grow rapidly in 1992-1994, more rap-

idly in fact than at any other time in Colombia's post-
war economic history. Economic activity and produc-
tiveinvestment boomed, but against the background of
a sharp deterioration in the current account balance.
The biggest exception in terms of production was agri-
culture, which struggled to cope with trade liberaliza-
tion right from the beginning of the decade, particu-
larly asinternational prices, especially for coffee, were
low. Inflation was kept in check —and even declined
somewhat further during the first part of the upturn—
thanks to currency appreciation and rapid import
growth, but therewere clear signs of inflation in domes-
tic asset prices (real estate and stock market assets).
Monetary policy became increasingly tight over
the course of 1994 and 1995. The strong controls on
foreign borrowing adopted in 1994 also hel ped to slow
private demand growth and prevented this tight mon-
etary policy giving rise to afurther currency apprecia-
tion in real terms. Aggregate demand began to slow in
1995 and, more sharply, in 1996, giving rise to a pro-
nounced fall-off in production activity and halting the
deterioration in the current account of the balance of

3 See Lo (1998) and Reina and Yanovich (1998).
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TABLE1

Colombia: Policy variables and overview of results

1975-  1980- 1986- 1991- 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
1979 1985 1990 1999
Real exchange rate (1994=100) 810 730 1030 1031 1149 1130 1068 1075 1000 1023 988 933 983 1082
Real interest rate
Deposit rate (90 days) 10.3 6.4 6.2 49 48 -04 2.5 55 9.3 8.2 48 118 8.8
Average lending rate 141 149 126 129 81 109 144 182 177 136 207 174
Total government expenditure (% of Gop)
DANE 203 281 301 317 304 310 311 313 313 Al
Bank of the Republic
(net of transfers) 319 304 318 310 313 314 340
Ministry of Finance 303 320 358 372 360
Overall budget deficit or surplus,
net of privatizations (% of Gop) -15 53 15 15 -04 00 -01 0.0 01 -04 -20 -38 -39 52
Central Government 02 -33 09 -22 -06 0.4 01 -03 -16 -26 -43 -43 56 -59
Rest of the public sector -13 -20 -06 0.7 02 -04 -03 0.3 17 2.3 23 05 17 0.6
GDP growth 5.0 2.6 4.6 2.6 43 2.0 4.0 5.4 5.8 5.2 2.1 34 04 45
Value added by tradables 49 18 5.7 0.9 5.1 2.2 0.8 2.1 13 58 -06 0.9 14 55
Velue added by non-tradables 5.1 32 37 34 32 2.0 5.4 5.3 78 6.4 48 47 -12 44
Aggregate domestic demand 48 2.4 34 85 2.3 01 100 121 120 58 11 40 -11 83
Inflation (cpr end of period) 239 267 263 202 324 268 251 226 226 195 216 177 167 9.2
Exports
(% of cop at 1975 prices) 150 144 185 229 207 227 231 233 220 217 233 232 231 242
External balances
(% of cbp at 1994 par exchange rate)
Trade balance 35 31 39 -12 43 6.2 23 28 -33 33 29 32 47 0.4
Current account 15 -68 03 -31 1.2 49 17 37 52 56 -56 -65 -62 -12
Gross fixed capital formation
(% of cop at 1975 prices) 156 171 155 167 140 129 139 180 207 198 191 181 160 118

Sources: Bank of the Republic, National Department of Statistics (DANE) and National Department of Planning (DNP).

payments. The continuing surge in public expenditure
was the main factor underlying growth in those years.

Cutsininterest rates over the course of 1996 helped
to reactivate private demand and production activity in
1997. Public spending did not contribute to this up-
turn; rather, it was during those yearsthat thefirst steps
began to be taken to curb growing expenditure by the
national Government, given the evidence of rapid
growth in the budget deficit. Strong control of external
borrowing curbed the tendency towards appreciation
of the currency that had made itself felt during 1996
(this being reflected in the annual averages for 1997),
but there was a further moderate deterioration in the
current account.

The upturn was short-lived, owing to the effects of
the international crisis and the measures taken to deal
with it, at a time when the external accounts and the

fiscal situation were weak. The tight monetary policy
which was adopted to deal with the crisiswas effective
in gradually lowering the real exchange rate through a
series of changes to the exchange rate band, reducing
aggregate demand, improving the external accountsand
lowering inflation, but at the cost of bringing on the
worst recession in Colombian history and accelerating
the deterioration of thefinancial system portfolio. Para-
doxically, these fiscal austerity measures were unable
to check the deteriorating trend in the budget deficit;
rather, the loss of tax revenue resulting from the reces-
sion, rising debt service charges and the costsinvolved
in the financial rescue resulted in a further deteriora-
tion in the fiscal position in 1999. A highly competi-
tiveexchangerate and thefall in interest ratesthat took
place in 1999 helped bring about a moderate recovery
in production activity in 2000.
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All in all, economic growth was slow by the
historical standards of the country, and was much more
unstable. Average growth rates have been greatly
affected by the severity of therecent crisis, considering
that up until 1997 they stood at moderate levels that
were only slightly lower than those seen in the second
half of the 1980s. By contrast, instability —both in
growth and, to an even greater extent, in aggregate
demand- was one of the most striking features of the
decade as awhole, al the more so in a country whose
tradition of gradualism and anticyclical economic
management had given it the reputation of having the
most subdued economic cycles of any country in Latin
America. Other notable features were the high current
account deficit that persisted throughout most of the
decade, associated in part with the rising trend of the
currency, and the structural deterioration in the public
finances.

In terms of the production structure, the pattern of
economic growth was characterized by arapid decline
in the share of production accounted for by the
agricultural and industrial sectors (table 2). This

TABLE 2

development has been manifest sincethe yearsof strong
growth, showing that the rapid economic expansion of
that time was dependent on the services and
construction sectors, i.e., on non-tradable activities
associated with internal demand. In fact, some
agricultural activities, particularly crops with a short
cycle(cerealsand oil crops) went through aseverecrisis
in the early years of the 1990s. This high degree of
dependence on domestic demand during the years of
growth was also reflected in a slowdown in the rising
trend that had been seen in the export coefficient from
the mid-1980s to 1991 (table 1).

Thecrisisin certain activitiesthat had experienced
astrong upturnin thefirst half of the decade (construc-
tion and, latterly, financial services), together with the
decline of manufacturing industry, which was particu-
larly marked during the recent crisis, were the main
changes seen in the production structure during the
second half of the decade. Mining and a few services
(transport and government services until the fiscal ad-
justment programmes began) were the only sources of
growth, and weak ones at that, during this period.

Colombia: Sectoral composition of cbr and employment

(Percentages)
GDP (1975 prices) Employment
Economic sector 1985 1991 1995 1997 1999 1991 1995 1997
Agriculture 21.9 21.8 19.3 18.8 19.9 26.7 22.2 22.9
Mining 2.3 4.6 4.3 4.7 5.7 1.2 0.8 0.7
Manufacturing 21.2 21.4 19.0 18.6 16.9 15.0 15.7 13.2
Electricity, gas and water 1.0 11 11 11 12 0.6 0.5 0.9
Construction 4.4 3.0 3.7 3.7 2.6 4.5 6.1 53
Trade 121 115 11.9 12.0 115 20.7 21.7 21.9
Transport 9.4 8.6 8.7 9.4 9.9 5.0 55 55
Financial services 14.2 14.6 16.3 17.3 16.5 3.6 4.6 5.0
Other services 13.2 13.2 12.9 145 16.1 22.6 22.8 24.7
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Tradables 45.4 47.8 42.6 42.1 42.5 43.0 38.7 36.8
Urban 14.2 141 125
Rural 28.8 24.7 24.3
Non-tradables 54.3 52.0 54.7 57.9 57.6 57.0 61.3 63.2
Urban 43.9 47.0 49.4
Rural 13.1 14.3 13.8

Source: DANE, National Household Survey and National Accounts.
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1V

The labour market

1. General trends

Figure 1 shows how the main labour market indicators
have evolved in the seven biggest cities of Colombia
since 1976, and compares them with the national indi-
cators, which have been available only since 1991.% It
shows that the 1980s were a period of rapid growth in
urban labour force participation, mainly because of the
speed with which women were entering the workforce,
which in turn was due to the decline in fertility. Slug-
gish economic growth in the first half of that decade
meant that job creation in the seven biggest cities was
slow. Thisdynamic, in conjunction with therisein par-
ticipation referred to, led to a substantial increase in
the unemployment rate, which peaked in 1986. Since
then the labour market has changed dramatically. As
the economy started to recover its dynamism, employ-
ment began to grow strongly, and this helped to bring
down unemployment levels.

Thesetrendsin the urban labour market continued
until 1992. Since then, and coinciding with the adop-
tion of structural reforms, the tendency has changed
again. After peaking in 1993, and despite continued
strong growth in aggregate demand and rapid economic
expansion, the rate of job creation in the seven biggest
cities and in the urban sector as a whole began to de-
cline. At the ssmetime, the upward trend in the partici-
pation rate was checked, which meant that for some
years the reduced dynamism of employment did not
affect the unemployment rate. This rate, in fact, aver-
aged 8.7% in the citiesin 1993-1995, the lowest since
the early 1980s. The trends seen in the rural |abour
market, by contrast, were negative during those years,
owing to the severe crisis that affected the agricultural
sector. In particular, employment fell sharply in rural
areas between 1991 and 1993 and the unemployment
rate tended to climb during the first half of the 1990s,
although from levels much lower than those seen in
urban areas. The overall effect of these opposing ten-
dencies in urban and rural areas was a gently falling

4 For previousyearsthere are only two national surveysin existence,
that of 1978 and that of 1988. The latter is not strictly comparable
with the others as its figures for urban areas cover only the seven
biggest cities.

FIGURE 1
Colombia: Labour market indicators, national and urban,
1976-1999

A. Unemployment rates

25

20

% of economically
active population

/_\ p4

N > g A—-A\T-f'
=== y_a(—)/

5

o

mmmmmmmm PR E R Y R T

mmmmmmmmmmmmmmmmmmmmmmmm

mmmmmmmmmmmmmmmmmmmmmmmm

HHHHHHHHHHHHHHHHHHHHHHHH

\—Seven cities = = National total —a—Urban ——Rural

B. Employment rates

5%
® o XA
i PO\
B
o
25 / \—)(’*M
= B
53 ¥ \
=8 ’/
- 8 & "\
5 ~
= /
i
44
mmmmmmmmmmmmmmmmmmmmmm
CE RS 83 8852828389838 8588
mmmmmmmmmmmmmmmmmmmmmmmm
HHHHHHHHHHHHHHHHHHHHHHHH
‘—Ss/mdtis === Nationd totd —#&— Urban =—=—Rurd
C. Participation rates
o
S§& e
tﬁﬁm /
==
2 3
o 9 A
o O %
o2 /\/“ \A/\//’
> 2 U] N
= 9P / )\—ﬂgi-l
g S
= /
>z 5 W
=] S
S ==
S5
§c\° /
w8 »
mmmmmm L N A
mmmmmmmmmmmmmmmmmmmmmmmm
mmmmmmmmmmmmmmmmmmmmmmmm
HHHHHHHHHHHHHHHHHHHHHHHH
= Sandies --- Ndiodtdd —4—Uten —*—Rrd]

trend in the employment rate —once again, thiswas de-
spite a strong economic upturn—which was offset by a
similar movement in labour force participation, so that
the national unemployment rate stayed close to 7%.
Inthe second half of the decade therewasamarked
deterioration in the urban labour market, owing to the
sharp fall in employment rates and the newly rising
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trend in participation rates. This new dynamic
manifested itself, from 1996 onward, in the form of a
rapidincreasein the unemployment rate, so that by 1999
this stood at the highest level ever seen in the country.
Although, as we shall see later, the lack of dynamism
in employment cannot be attributed exclusively to
internal demand, there can be no doubt whatsoever that
inthe most recent yearsthisvariable hasplayed adecisive
role. In particular, the biggest falls in the employment
rate have coincided with periods of slowdown and
recession (1996 and 1999), and in general there hasbeen
aclear association since 1996 between the behaviour of
employment in the biggest cities and quarterly cbp
changes (Colombia, bANE, 1999).

Overall, employment rates tended to fall through-
out the decade, particularly in rural areas during the
early part of it and in urban ones during the second
half. In the country as a whole, the employment rate
fell from 53% in the early years of the decade to just
under 50% in 1999. The renewed tendency for labour
force participation to rise meant that thisled to an ex-
plosion in unemployment. As we shall see, these ten-
dencies were accompanied by major changes in the
sectoral composition of employment.

Table 3 provides fuller details of movements in
labour market indicators for 1991 and 1997, the two
years selected for the purpose of analysing the effects
of the reforms. As has already been noted, 1991 saw
the completion of the trade reformsand inward ol lib-
eralization and the issuing of the new political charter.
In 1997, the effects of the reforms can be appreciated,
but the consequences of the severe crisis affecting the
Colombian economy in recent years can also beidenti-
fied.

The indicators given in table 3 show that female
participation rates are much lower than male ones. The
labour force participation of the latest generations of
women has increased in urban areas, however, owing
to higher levels of education and lower fertility rates.
During the period under analysis, it transpiresthat male
participation fell in urban and rural areas and female
participationfell inrural areas (Henao and Parra, 1998;
Farné, Vivas and Nufiez, 1998 and Ribero and Garcia,
1996).

Participation and employment rates rise as educa-
tional levelsincrease, regardless of age group, gender
or geographical area. Between 1991 and 1997, employ-
ment rates fell for all educational groups, with the ex-
ception of more highly educated women. Unemploy-
ment is higher for women in all educational groupsand
for people with 10 to 15 years of education. Between

1991 and 1997, unemployment rosefor all educational
categories, with the exception of more highly qualified
people in rural areas, this exception being due, how-
ever, to workersin this category withdrawing from the
labour market, as their employment rate fell substan-
tially. Among those with 10 to 15 years of schooling,
the rise in unemployment was slightly higher among
men. As regards age, most of the population, in both
urban and rural areas, isin the 25 to 50 cohort, anditis
in this age group too that the highest rates of employ-
ment and participation are found. Conversely, unem-
ployment rates tend to fall as age increases.

2. Employment trends

To achieve amore detailed analysis of the dynamic of
the labour market in Colombia, an exercise was de-
vised to break down changes in its structure resulting
from shifts in the supply of and demand for labour.?
The results are collected in table 4. This establishes
that supply-side changes, whether they are due to de-
mographic factors or to changes in the total participa-
tion rate, have to match changesin the structure of the
labour market brought about by demand factors, i.e.,
by changesin the employment and unemployment rates,
as a proportion, in both cases, of the total population
of the country.

Three basic conclusions can be drawn from these
results. The first, relating to supply, is that the supply
of labour grew moderately during the period analysed.
In 1991-1995 the positive effect of the demographic
component was largely offset by the decline in labour
force participation. The demographic effect halted en-
tirely in the middle of the decade, giving rise, in con-
junction with the continuing decline in labour force
participation, to a fall in the labour supply in 1995-
1997. As we have seen, the downward trend in partici-
pation came to an end in 1998, which is outside the
reference period for analysing the effects of thereforms.

The second conclusion relates to the demand for
labour: taking the period as a whole, the job creation
capacity of the economy wasvery low. Theinadequacy
of theresults achieved in this areawere made manifest
by afall in the employment rate equivalent to 2.2 per-

5 This section and the following ones define the main labour market
indicators in relation to the total population, and thus depart from
the approach traditionally followed in the study of the labour market
whereby these variables are defined in relation to the working-age
or economically active population. The methodology used is set
out in Taylor (1998).
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TABLE 3
Colombia: Main labour market indicators by gender,
years of education, age and area, 1991-1997
(Percentages)
By area and gender, 1991 and 1997 By area and years of education, 1991 and 1997
1991 1997 1991 1997
National Men 78.4 74.0 National 9 yearsor less 54.1 50.2
T Women 37.9 38.3 10 to 15 years 64.9 65.7
p Urban Men 73.1 70.4 More than 15 years 88.4 86.9
R Women 40.9 415 T Urban 9 years or less 49.2 47.0
Rural Men 844 826 P 10 to 15 years 64.7 65.7
R More than 15 years 87.9 86.9
Women 33.7 283 Rural 9 years or less 58.5 56.2
; 10 to 15 years 65.5 66.4
Nationdl \l\/ﬂvsnmen 13:3 12'.2 More than 15 years ~ 96.1 88.4
U Urban Men 6.4 8.7 National 9 yearsor less 5.3 8.0
R Women 12.7 13.3 10 to 15 years 11.7 133
Rural Men 22 29 U More than 15 years 4.0 5.2
Women 7.6 13.4 R Urban 9 years or less 8.4 10.0
- 10 to 15 years 11.5 13.3
National Men 75.1 69.0 More than 15 years 4.0 5.3
Women 33.8 33.2 Rural 9 years or less 3.0 4.8
E Urban Men 68.4 64.2 10 to 15 years 12.2 13.9
R Women 35.7 36.0 More than 15 years 4.3 2.0
Rural Men 82.6 80.1
Women 31.2 24.5 National 9 yearsor less 51.2 46.2
10 to 15 years 57.3 57.0
By area and age, 1991 and 1997 More than 15 years 84.9 82.3
E Urban 9 years or less 45.1 42.3
1991 1997 R 10 to 15 years 57.2 57.0
. More than 15 years 84.4 82.2
National  12to 24 457 39.9 Rural 9 years or oe to 7 t36
2510 50 66.7 66.8
10 to 15 years 57.6 57.2
Over 50 414 44.3 More than 15 years  92.0 86.6
T Urban 12to 24 41.9 375 ) )
251050 67.1 67.8 By years of education and gender, 1991 and 1997
P Over 50 39.7 40.2
Rural 12to 24 50.2 46.0 1991 1997
R 2510 50 66.2 63.9
Over 50 55.5 54.1 9 years or less Men 77.6 717
T Women 32.7 30.4
National 12 to 24 14.1 19.0 P 10to 15 years Men 78.4 e
2510 50 6.3 7.0 R Women 53.6 55.7
U Over 50 2.0 4.1 More than 15 years  Men 93.0 90.0
R Urban 12to 24 20.1 229 Women 81.8 83.0
2510 50 5.8 8.0
Over 50 3.6 51 9 years or less Men 35 6.0
Rural 12to 24 8.3 10.6 Women 9.2 12.3
25 to 50 22 4.1 U 10to 15 years Men 72.1 69.9
Over 50 0.7 2.2 R Women 45.0 46.2
Nationa 12 to 24 30.3 322 More than 15 years \l\lﬂvgnmen 3(7):1 ?g:é
2510 50 63.8 62.1
E Over 50 46.4 42.5 9 years or less Men 74.8 67.4
R Urban 12to 24 335 28.9 Women 297 26.7
251050 632 624 E  10to 15 years Men 8.0 10.1
Over 50 38.2 38.2 R Women 16.0 17.1
Rural 12to24 46.0 41.1 More than 15 years ~ Men 3.2 43
2510 50 64.8 61.3 Women 54 6.5
Over 50 55.1 52.9

Source: Calculated by the author on the basis of National Household Surveys.

TPR : Tota participation rate
UR : Unemployment rate
ER : Employment rate
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TABLE 4
Colombia: Breakdown of overall changes
in the labour market

(Percentage point changes in rates calculated
in relation to the total population)

1991-1995 1995-1997 1991-1997

Changes in labour supply

Total? 12 -0.6 0.5
Demographic 22 -0.1 2.2
Participation -1.0 -0.6 -1.6

Absorption by labour demand

Employment? 0.7 -29 -2.2
Tradables -3.9 -3.0 -7.0
Non-tradables 4.7 0.1 4.8
Unemployment 0.5 21 2.6

Source: Calculated by the author on the basis of National House-
hold Surveys.

2The breakdown excludes the combined effect of changes in each
of the components.

centage points of the entire population between 1991
and 1997, mainly owing to the sharp relative declinein
job creation in sectors producing internationally trad-
able goods. Theloss of employment in tradabl e sectors
was afeature of the entire decade, and its severity means
it must be associated with the effects of the structural
reforms. Job creation in sectors producing non-trad-
able goods and services offset this during the upturn,
but ceased to do so during the following years of slow-
ing economic growth, which meant that the fall in em-
ployment in tradable sectors was fully reflected in the
employment rate.

Lastly, the favourable combination of participation
and employment trends in non-tradable sectors was
neutral in its effect on unemployment up until 1995,
after which the situation changed markedly, with un-
employment rising by the equivalent of 2.1 percentage
points of the total population between 1995 and 1997.
As we have seen, the severe recession that followed
and the renewal of the upward trend in labour force
participation would cause the unemployment rate to
explode over the following years.

Analysis of employment trends can be carried out
at alevel of one digit of the economic activity classifi-
cation, and changesin the employment rate can be bro-
ken down into weighted changes in the difference be-
tween per capita output growth and changes in the
labour productivity of each sector.

Theresults of thisbreakdown are given intable 5.
This shows that the general decline of employment in

TABLE5
Colombia: Sectoral breakdown of labour productivity,
output per capita and employment changes?®
(Percentages)

1991-1995 1995-1997  1991-1997

Growth in labour productivity

Agriculture 18.7 -4.1 13.8
Mining 65.6 22.7 103.2
Industry -2.8 184 15.2
Electricity, gas and water 34.1 -38.6 -17.6
Construction 7.2 14.1 22.3
Trade 13.2 11 145
Transport 25 10.6 13.3
Financial services -3.0 0.1 -29
Other services 11.7 4.4 16.6
Total 104 4.2 15.0
Tradables 12.0 5.6 18.3
Non-tradables 10.8 4.0 15.2
Per capita output growth
Agriculture -0.7 -3.9 -4.6
Mining 9.0 8.5 18.3
Industry 2.7 -3.7 -1.1
Electricity, gas and water 11.7 25 14.6
Construction 46.9 -4.1 40.8
Trade 19.8 -0.9 18.7
Transport 13.6 6.1 20.4
Financial services 24.4 4.4 29.9
Other services 134 9.9 24.6
Total 11.2 1.2 125
Tradables 1.7 -2.6 -0.9
Non-tradables 19.8 4.2 24.8
Change in employment rate
Agriculture -4.4 0.0 -4.3
Mining -0.4 -0.1 -0.5
Industry 0.8 -2.9 -2.1
Electricity, gas and water -0.1 0.3 0.2
Construction 17 -1.0 0.7
Trade 1.2 -0.4 0.8
Transport 0.5 -0.2 0.3
Financial services 1.0 0.2 12
Other services 0.3 12 15
Total 0.7 -2.9 -2.2
Tradables -3.9 -3.0 -7.0
Non-tradables 4.7 0.1 4.8

Source: Calculated by the author on the basis of National House-
hold Surveys.

2  The totals for the three breakdowns do not exactly match be-
cause the separate cal culations exclude the combined effect of
changes in each of the two components.

agriculture and industry was associated with a sharp
fall in output per inhabitant combined with significant
increases in labour productivity. As a result of this,
between 1991 and 1997 the employment rate in trad-
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able sectorsfell by an amount equivalent to seven per-
centage points of the entire population. By contrast,
sectors associated with non-tradable activities, chiefly
services, saw a sustained increase in output per inhab-
itant, especially during the economic upturn. During
those years, per capita output growth exceeded |abour
productivity growth. This meant that dynamic job cre-
ation could take place in these sectors, but this process
was interrupted and even reversed in anumber of sectors
during the following years. The combined effects of
the slowdown in job creation in non-tradable sectors
from 1996 onward —associated with the slowdown in
the economy— and the long-term decline of employ-
ment in tradable activities, therefore, account for the
sharp fall in the total employment rate of the economy.

These general tendencies at the sectoral level have
some peculiarities. On the one hand, the extent of the
declinein agricultural sector employment between 1991
and 1995 is striking, particularly in rural areas, where
the share of agricultural employment fell by more than
four percentage points during those years (table 2).
Between 1995 and 1997, by contrast, the fall in em-
ployment in tradable sectors was accounted for essen-
tially by the industrial sector, although on this occa-
sion it was associated with a worsening employment
situation in urban areas, something that reflected both
the effects of the structural adjustment and the slow-
down in economic activity.

In conjunction, these tendencies brought about a
rapid increase in the share of total employment ac-
counted for by the non-tradable sectors, which rose
from 57.0% in 1991 to 63.2% in 1997 (table 2). The
procyclical behaviour of employment was particularly
striking in the construction sector. This sector grew
strongly between 1991 and 1995, but this period was
followed by a recession whose effects on job creation
are plain to see: the share of the construction sector in
total employment rose from 4.5% in 1991 to 6.1% in
1995 and then fell again to 5.3% in 1997.

The above analysis can be extended to take in the
dynamic of job creation in each sector in relation to the
educational level of workers, their occupational posi-
tion and their sex. When movements in employment
rates are compared by production sector and by level
of schooling, two clearly defined patterns emerge
(table 6). On the one hand, the employment rate for
workerswith less schooling fell throughout the decade,
and this decline was far sharper in tradable sectors. On
the other hand, most skilled jobs were created in the
non-tradable sectors, especially financial services and
other services, while in tradable sectors the situation

asregardsjobsrequiring higher levels of education was
one of stagnation.

In relation to the first point, it isimportant to note
that between 1991 and 1995 thefall in the employment
rate for less highly qualified workers, meaning those
with some primary education (0-5 years) or incomplete
secondary education (6-10 years), was accounted for
mainly by the agricultural sector. By contrast, between
1995 and 1997 the fall in the employment rate among
these workers was particularly sharp in the industrial
sector. In the case of the non-tradable sectors, job
creation for less highly qualified workers behavesin a
way that is clearly cyclical and is closely linked to the
dynamic of the construction industry. During the
expansion phase, in fact, this sector was the most
dynamic source of new jobs for workers with a low
level of education; conversely, during the adjustment
phase it was this sector, after industry, that contributed
most to the decline in the empl oyment rate among these
workers. What this dynamic suggests, then, is that in
non-tradable sectors the creation of low-skilled jobs
has been associated with the particular economic cycle
of each sector. The ability of sectors producing tradable
goods to create employment for workers with a low
level of education, by contrast, has been in continuous
decline.

The sectoral dynamic of the employment rate
among highly qualified workers, those with incompl ete
(12-15 years) and complete (16 years and over) uni-
versity or polytechnic education, has been subdued,
with the exception of financial services and other ser-
vices. New high-skilled jobs in the financial services
and other services sectors alone account for two thirds
of the increase in the employment rate among those
with a higher level of education throughout the
economy between 1991 and 1997. In the case of people
with an intermediate level of education (complete sec-
ondary education, totalling 11 years of schooling), the
trade sector, along with other services, has been the
main source of new jobs, with the transport sector also
making a major contribution.

Changes in the employment rate by occupational
category and by sex, meanwhile, evince three impor-
tant characteristics (table 7). Thefirst is the markedly
cyclical nature of waged job creation in the private sec-
tor. During the expansionary phase of the economy,
thisoccupational category wasthe most dynamic of all
in terms of job creation. Between 1995 and 1997, by
contrast, it was here that the bulk of the contraction in
the demand for labour occurred. The second is the dy-
namic role played by own-account employment over
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TABLE 6

Colombia: Changes in the employment rate by educational level
and branch of activity?

(Percentages)

Average years of education/ 0-5 years 6-10 years 11 years

Branch of activity 1991-1995 1995-1997  1991-1997  1991-1995 1995-1997 1991-1997  1991-1995 1995-1997  1991-1997
Agriculture -3.3 -0.2 -35 -0.6 -0.1 -0.7 -0.2 0.2 0.0
Mining -0.2 -0.2 -0.4 0.0 -0.1 -0.1 0.0 0.1 0.0
Industry -0.1 -1.1 -1.2 0.1 -1.3 -1.2 0.9 -0.6 0.3
Electricity, gas and water 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.1 0.1
Construction 0.8 -0.5 0.3 0.6 -0.6 0.0 0.2 0.0 0.2
Trade 0.0 -0.4 -0.4 0.0 -0.4 -0.4 1.0 0.1 11
Transport 0.1 -0.4 -0.3 0.2 -0.2 0.0 0.3 0.2 0.5
Financial services 0.1 0.0 0.2 0.2 -0.1 0.0 0.3 0.0 0.3
Other services -0.3 0.1 -0.3 -0.2 -0.2 -0.4 0.7 0.3 11
Total -3.0 -2.5 -5.6 0.3 -3.0 -2.7 3.2 0.3 35
Tradables -3.7 -1.4 -5.1 -0.5 -1.4 -2.0 0.6 -0.3 0.3
Non-tradables 0.6 -1.1 -0.5 0.8 -1.6 -0.7 2.6 0.6 3.2
Average years of education/ 12-15 years 16 years and more Total

Branch of activity 1991-1995 1995-1997  1991-1997  1991-1995 1995-1997 1991-1997  1991-1995 1995-1997  1991-1997
Agriculture -0.1 0.0 0.0 -0.1 0.1 0.0 -4.4 0.0 -4.3
Mining 0.0 0.0 0.0 -0.1 0.1 0.0 -0.4 -0.1 -0.5
Industry 0.0 -0.1 -0.1 0.0 0.1 0.1 0.8 -2.9 -2.1
Electricity, gas and water 0.0 0.0 0.0 0.0 0.1 0.1 -0.1 0.3 0.2
Construction 0.0 0.0 0.1 0.1 0.1 0.1 17 -1.0 0.7
Trade 0.1 0.0 0.2 0.0 0.3 0.3 12 -0.4 0.8
Transport 0.0 0.1 0.0 0.0 0.1 0.1 0.5 -0.2 0.3
Financial services 0.2 0.0 0.2 0.2 0.3 0.5 1.0 0.2 12
Other services -0.2 0.5 0.3 0.3 0.6 0.8 0.3 12 15
Total 0.0 0.6 0.7 0.2 17 2.0 0.7 -2.9 -2.2
Tradables -0.1 -0.1 -0.2 -0.3 0.3 0.0 -3.9 -3.0 -7.0
Non-tradables 0.1 0.7 0.8 0.5 15 2.0 4.7 0.1 4.8

Source: Calculated by the author on the basis of National Household Surveys.

2 Contribution of each sector to employment growth relative to the total population. The totals of the three breakdowns do not exactly
match because the separate calculations exclude the combined effect of changes in each of the two components.

TABLE 7
Colombia: Dynamic of employment by occupational category and gender
(Percentages)
1991-1995 1995-1997 1991-1997
Male Female Total Male Female Total Male Female Total
Unpaid family workers -1.7 -1.1 -2.8 0.0 -0.3 -0.2 -1.7 -1.3 -3.0
Private-sector employees 15 2.2 3.7 -2.4 -1.0 -3.4 -0.9 12 0.3
Government employees -11 -0.8 -1.9 -0.8 0.5 -0.3 -1.9 -0.3 -2.2
Domestic employees 0.0 -0.2 -0.2 0.1 -0.3 -0.2 0.1 -0.5 -0.4
Own-account workers 11 11 2.2 18 0.0 18 2.9 11 4.0
Employers -0.5 0.2 -0.3 -0.5 0.0 -0.5 -1.0 0.1 -0.9
Total -0.8 15 0.7 -1.8 -1.1 -2.9 -2.6 0.4 -2.2

Source: Calculated by the author on the basis of National Household Surveys.

2 Contribution of each sector to employment growth relative to the total population. The totals of the three breakdowns do not exactly
match because the separate cal culations exclude the combined effect of changes in each of the two components.
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the course of the decade. The conjunction of these two
factors during the years of slowing growth undoubt-
edly pointsto agrowing trend towards informal work-
ing. Lastly, female employment ratesincreased inrela-
tive terms; in recent years, however, this tendency has
slowed considerably.

Overall, the results suggest that tradable activities
are largely responsible for the sluggishness of
employment. Meanwhile, it was only during the years
of strong growth that non-tradable activities were able
to absorb the mass of people displaced from thetradable
sectors or seeking work for the first time. The results
also suggest that the change in the dynamic of
employment by qualification level is closely linked to
changes in the sectoral structure of production: the
decline of tradable sectors (particularly in agriculture
and industry) has resulted in acontinuous reduction in
the demand for workers with alow level of education,
while strong growth in certain non-tradable sectors
(financial services and other services) has chiefly
generated demand for qualified labour.

3. Changes in the dynamic of productivity

To analyse the extent to which rising labour productiv-
ity in the economy as a whole has been the result, on
the one hand, of productivity improvementsin specific
production sectors and, on the other, of changesin the
composition of production or employment, table 8
shows the results of three different exercises that in-
volved breaking down changes in overall labour pro-
ductivity. Thefirst (A) breaks down these changesinto
the sectoral sum of the difference between changesin
output and employment growth, each weighted by its
sharein total output and employment. The second and
third (B and C) break down total labour productivity
growth into aweighted averagefor productivity changes
in each sector plus a term that reallocates output or
employment between sectors, respectively.
Theresults of the first breakdown suggest that the
increasein the productivity of the economy came about
through a combination of several factors. The contri-
bution of tradable sectors to total productivity growth
in the economy was substantial, but it was associated,
in agriculture and industry, with a combination of low
output growth and rapidly falling employment in these
sectors. Thisisparticularly trueinthe agricultural sec-
tor during the period 1991-1995 and in industry dur-
ing 1995-1997, i.e., during the years in which these
sectorswere undergoing the severest adjustment. Inthe
case of mining, by contrast, the strong contribution of

this sector to overall growth in the productivity of the
economy was madein acontext of strongly and steadily
rising output. Something similar happened in the non-
tradable sectors during the period of strong growth,
which continued, albeit at a slowing rate, until 1997.
The second and third breakdowns are aternative,
although equivalent, exercises. Their most striking as-
pect isthe fact that the productivity associated with the
dynamic of each of the sectors was the determining
factor in the rise of total productivity in the economy,
whilethe effect of reall ocating output or labour between
sectors was very small. The relative growth of the fi-
nancial sector, and the redeployment of labour to this
sector, was a source of rising productivity, but was off-
set by similar processes of relative growth in other non-
tradabl e sectors, particularly trade and other services.

4. The dynamic of wage incomes

Earnings showed a moderate downward trend
throughout the 1980s (figures 2 and 3). By contrast,
real earnings for the different branches of economic
activity and educational levelsincreased steadily from
1991 onward. Therewas ageneral risein wagesin all
branches of economic activity, particularly
government and financial services. Inthe construction
sector incomes al so increased greatly at the beginning
of the decade, but thisrise was quickly cut short when
the upturn ended.

The dynamic of earnings by educational level pro-
videsanother perspective (figure 3). Although earnings
increased for all educational levelsin the early 1990s,
this tendency was not sustained. From 1994 onward,
in fact, earnings began to stagnate at all educational
levels, except for peoplewith university education, and
from 1996 onward wage incomes began to fall by stages,
the exception being the earnings of workers with com-
plete or incomplete university or polytechnic education.
The wage dynamic experienced from 1996 onward is
evidencethat the earnings of workerswith alower level
of education are more closely linked to the economic
cycle than those of more highly educated groups of
workers. Again, the sustained increasein the remunera-
tion of those with a higher level of education —particu-
larly workers who have completed university studies—
by comparison with all other educational levels shows
that, asaresult of the shift in sectoral composition towards
tradable sectors and of the technological changes
spurred by the reform process, relative demand for
well-qualified labour has increased and, perhaps, that
the supply of workers with a high level of education

THE LABOUR MARKET AND INCOME DISTRIBUTION IN COLOMBIA IN THE 1990S

« JOSE ANTONIO OCAMPO, FABIO SANCHEZ

AND CAMILO ERNESTO TOVAR



CEPAL REVIEW 72 « DECEMBER 2000 67

TABLE 8
Colombia: Breakdown of average annual labour productivity growth?
(Percentages)
1991-1995 1995-1997 1991-1997 1991-1995 1995-1997 1991-1997 1991-1995 1995-1997 1991-1997
A. Change in output weighted Change in employment weighted
by sectoral output share by sectoral employment share Total

Agriculture 0.4 0.0 0.2 -0.7 0.4 -0.3 1.0 -0.5 0.5
Mining 0.2 0.2 0.2 -0.1 0.0 -0.1 0.3 0.3 0.3
Industry 0.5 0.0 0.3 0.5 -1.2 -0.1 0.0 12 0.5
Electricity, gas and water 0.1 0.0 0.1 0.0 0.2 0.1 0.1 -0.2 0.0
Construction 0.4 0.0 0.3 0.5 -0.4 0.2 -0.1 0.4 0.1
Trade 0.8 0.2 0.6 0.7 0.2 0.5 0.1 0.0 0.1
Transport 0.5 0.4 0.5 0.2 0.0 0.2 0.2 0.5 0.3
Financial services 12 0.7 11 0.3 0.2 0.3 0.9 0.5 0.8
Other services 0.7 0.9 0.8 0.5 1.0 0.7 0.2 -0.1 0.1
Total® 45 24 3.8 19 0.3 14 2.7 21 2.6
Tradables 11 0.2 0.8 -0.3 -0.9 -0.5 13 11 13
Non-tradables 35 2.2 31 2.2 11 19 14 1.0 14
B. Productivity weighted by output Reallocation term Total labour productivity
Agriculture 1.0 -0.4 0.5 -0.1 0.0 0.0 0.9 -0.4 0.5
Mining 0.7 0.4 0.8 0.1 0.2 0.2 0.9 0.7 0.9
Industry -0.1 1.8 0.5 0.2 0.0 0.1 0.0 18 0.6
Electricity, gas and water 0.1 -0.2 0.0 0.0 0.0 0.0 0.1 -0.2 0.0
Construction 0.1 0.3 0.1 -0.2 0.0 -0.1 -0.2 0.3 0.0
Trade 0.4 0.1 0.3 -0.7 -0.1 -0.5 -0.3 -0.1 -0.2
Transport 0.1 0.5 0.2 0.2 0.2 0.2 0.3 0.6 0.4
Financial services -0.1 0.0 -0.1 0.9 0.5 0.8 0.8 0.5 0.8
Other services 0.4 0.3 0.4 -0.5 -0.7 -0.6 -0.1 -0.4 -0.3
Total® 25 21 25 0.0 0.0 0.0 2.7 21 2.6
Tradables 14 12 14 0.1 0.0 0.1 15 13 15
Non-tradables 14 11 13 -0.4 -0.2 -0.3 1.0 0.9 1.0
C. Productivity weighted by employment Reallocation term Total labour productivity
Agriculture 12 -0.5 0.6 0.1 0.0 0.1 13 -0.5 0.7
Mining 0.2 0.1 0.2 -0.2 -0.2 -0.2 0.0 0.0 0.0
Industry -0.1 14 0.4 0.2 -0.3 0.0 0.1 11 0.3
Electricity, gas and water 0.1 -0.1 0.0 0.0 0.2 0.0 0.0 0.1 0.0
Construction 0.1 0.4 0.2 -0.2 0.1 -0.1 -0.1 0.6 0.1
Trade 0.7 0.1 0.5 -0.3 -0.1 -0.2 04 0.0 0.3
Transport 0.0 0.3 0.1 0.2 0.0 0.1 0.2 0.3 0.2
Financial services 0.0 0.0 0.0 11 0.5 0.9 1.0 0.5 0.9
Other services 0.7 0.5 0.6 -0.2 -0.4 -0.3 0.4 0.1 0.3
Total® 2.7 2.3 24 0.6 -0.2 0.3 2.7 21 2.6
Tradables 13 11 13 0.0 -0.1 -0.1 13 11 13
Non-tradables 15 1.2 14 -0.2 -0.1 -0.2 14 1.0 14

Source: Calculated by the author on the basis of National Household Surveys.

2 Contribution of each sector to employment growth relative to the total population.
b The totals of the three breakdowns do not exactly match because the separate calculations exclude the combined effect of changes in
each of the two components.
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FIGURE 2

Colombia: Real wages by branch of economic activity

(Index December 1994=100)

INDUSTRY

ELECTRICITY, GAS AND WATER

CONSTRUCTION

TRADE
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FINANCIAL SERVICES

OVERALL AVERAGE

Source: National Household Survey.

has not kept pace with these changes in the composi-
tion of labour demand (table 9).

The dynamic of actual wages is in contrast with
that of the minimum wage which, after falling 6% at
the beginning of the decade (between 1985-1989 and
1991-1992) remained fairly stable. As aresult of this,

and of the increase in average wages, the proportion of
the population bel ow the minimum wage hasfallen. In
fact, Lo (1998) has estimated that the percentage of
waged workers earning less than twice the legal mini-
mum wage was just 63% in 1997, as against 80% or so
in 1990.
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FIGURE 3
Colombia: Urban earnings by educational level

A. Real urban earnings
(Index December 1994=100)

COMPLETE UNIVERSITY INCOMPLETE UNIVERSITY COMPLETE SECONDARY

INCOMPLETE SECONDARY PRIMARY

B. Relative urban earnings
(Index December 1994=100)

UNIVERSITY against INCOMPLETE UNIVERSITY UNIVERSITY against COMPLETE SECONDARY UNIVERSITY against INCOMPLETE PRIMARY AND
o SECONDARY

[—— Tncomplete primary _ e Incomplete secondan)]

Source: National Household Survey.

TABLE 9
Colombia: Increases in earnings by educational level, 1993 and 1997
Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5 Total Recalculated Gini
1993 1997 1993 1997 1993 1997 1993 1997 1993 1997 1993 1997 1993 1997
Education 229 28.0 81 110 5.2 55 2.8 2.7 0.9 0.9 3.4 3.6 0.513 0.541
Primary 16.8 19.9 4.4 6.6 2.1 2.4 0.7 0.7 0.1 0.1 1.6 1.7 0.520 0.548
Secondary 5.6 7.0 3.1 35 2.1 18 11 0.7 0.2 0.1 12 1.0 0.528 0.558
University 0.6 1.2 0.6 1.0 1.1 1.2 1.0 1.4 0.5 0.7 0.7 1.0 0.535 0.564
Health 11.9 455 6.5 153 5.3 9.5 3.0 2.3 09 -04 2.9 4.2 0.520 0.523
Subsidized system 10.7 428 42 128 2.7 6.3 1.0 12 0.3 0.1 15 35 0.524 0.530
Contribution system 1.3 2.7 2.3 25 2.6 3.2 1.9 1.2 0.6 -0.6 14 0.7 0.532 0.558
Public services 58 133 4.3 5.4 3.6 3.6 2.4 1.9 11 0.6 2.2 2.1 0.528 0.553
Water 1.6 4.6 12 18 1.0 1.3 0.6 0.7 0.3 0.2 0.6 0.8 0.533 0.561
Electricity 4.2 8.7 3.1 35 2.6 2.3 1.8 12 0.9 0.4 1.6 13 0.530 0.557
Total 40.7 86.8 189 31.7 141 186 8.2 6.9 2.9 11 8.5 9.9 0.492 0.491
Reference datum Gini before subsidy: 0.535 0.565

Source: Sanchez and Nuriez (1999).
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V

Effects of the labour market on income distribution

1. A brief review of the literature

A number of recent studies have shown that the ten-
dency for income distribution to improve in urban ar-
eas which began in the 1970s continued throughout
much of the 1980s, but that this tendency was reversed
in the late 1980s, to be followed by quite a marked
deterioration in distribution in the 1990s.° In rural ar-
eas, the opposite trends have been seen: adeterioration
in income distribution between 1978 and 1988, fol-
lowed by animprovement in the first half of the 1990s,
which was only partially reversed in the second half.
Although these opposing trends tended to offset one
another in the early years of the 1990s, the adverse
developments seen in urban areas ultimately prevailed,
bringing about a deteriorating income distribution situ-
ation in the country as a whole (Colombia, bNP/UNDP,
1998; Leibovich and Nufiez, 1999; Ocampo, Pérez,
Tovar and Lasso, 1998; Sanchez and Nufiez, 1999 and
Vélez, Kugler and Bouillon, 1999). In fact, astable 10
shows, primary income distribution in the country asa
whole deteriorated between 1991 and 1997 by just under
two percentage points of the Gini coefficient, owing to
an adverse movement of over four pointsin urban areas,
which prevailed over the rise of around four pointsin
rural areas. This development in primary income dis-
tribution nationally, however, was offset by the
favourable distributive effect of increased public social
spending and better targeting of this, which meant that
it benefited poorer sectors more (Sanchez and NUfiez,
1999); in other words, by improved secondary income
distribution. The conclusion would seem to be that
overall distribution (primary and secondary) did not
show any clear tendency over the course of the decade.

In rural-urban terms, Ocampo, Pérez, Tovar and
Lasso (1998) and Sanchez and NUfiez (1999) show that
in the 1990s massive income redistribution took place

6 A common feature of recent studies isthat they correct the results
of household surveys to take account of non-disclosure problems
relating to the highest incomes. The correction methods used
combine with the problems traditionally encountered when
household surveys are processed (the need to correct for unreported
or under-reported income, consistency with national accounts, etc.)
to produce discrepancies between the estimates of different authors.

between the city and the countryside, the biggest gain-
ers being the highest-income sectorsin urban areas and
the biggest losers the highest-income sectors in rural
areas.” What the first study primarily shows is an in-
creasein therelative earnings of the most highly quali-
fied workers, while the second shows akind of “level-
ling down” of rural incomes as aresult of the crisisin
commercia farming. In terms of gender, meanwhile,
Vélez, Kugler and Bouillon (1999) show that among
men the income gap fell between 1978 and 1988, but
increased sharply between 1988 and 1995. By contrast,
the tendency towards greater income concentration
among women was a characteristic of the 1978-1995
period as awhole.

According to Ocampo, Pérez, Tovar and Lasso
(1998), the favourabl e distribution tendenciesthat char-
acterized urban areas in the 1980s can be accounted
for by a combination of more and better distributed
education, the narrowing of the income gap by educa-
tional level, the good working opportunities available
from the middle of the decade onwards and the |ower
economic dependence rate in households, facilitated
by the demographic transition and theresulting increase
in femal e workforce participation. Fewer working op-
portunities, growing differential sin earnings from work
by educational level and relative growth in non-wage
income, on the other hand, were the adverse factors
that caused income distribution to worsen in the 1990s.
These effects outweighed the impact of favourable ten-
dencies, such asimprovementsin the quantity and dis-
tribution of education, changesin demographic patterns,
rising female participation in the workforce and de-
clining average household size, which still continued,
albeit at aslower pace. Inrural areas, according to this
study, trade liberalization destroyed major sources of
income, and this had particularly severe effects on big
landowners and wage earners in commercial farming,
two groups that are in the highest deciles of rural in-
comedistribution. The net effect, therefore, wasadown-
ward “levelling” of income, which led to better distri-
bution of dwindling rural incomes.

7 These studies disagree as to the amount of the losses suffered by
other rural income recipients.
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The significant changes seen in the distribution
trend for earningsin urban areas can also be expressed
as the outcome of large changes in the profitability of
education: a declining trend in the 1980s, followed by
a substantial increase in the profitability of university
education in the 1990s (Sanchez and Nufiez, 1998).
According to this study, these changesin relative wages
aredueto aterationsnot in the rel ative supply of labour
but rather in the demand for it, and are related to tech-
nological change, the structure of sectoral production,
relative factor productivity, the economic liberalization
and economic adjustment process and changes in the
prices of non-labour factors, in particular the relative
price of capital.

The analysis carried out by Leibovich and Nifiez
(1999) for the rural sector shows, for the period 1988-
1995, that income distribution improved for both wage
earners and own-account workers of both sexes. This
result was positively influenced by: changesin personal
circumstances (education and household size in par-
ticular), in labour force participation and in the profit-
ability of education. They also calculated the Gini and
entropic measures which show that there is less ineg-
uity among wage earners than among own-account
workers, whether male or female. Again, just asin the
studiesdealing with cities, the Gini ishigher for women
than for men.

Changes in distribution were heavily influenced
by increases in the homogeneity or heterogeneity of
incomes within groups with the same basic character-
istics (in terms of age, gender, education, experience,
family headship and residence, in particular).g Accord-
ing to Vélez, Kugler and Bouillon (1999), increased
income homogeneity in such groups accountsfor alarge
part of the improvement in urban income distribution
in the period 1978-1988, and increased heterogeneity
for much of the reversal seen in the following period.
For the recent period, Leibovich and Nufiez (1999) find
that increased income homogeneity among workers
with similar occupational characteristicswasone of the
factors underlying the improvement in rural income
distribution.

A number of studies, again, have tried to explore
the effects of macroeconomic variablesonincomedis-
tribution. Bernal, Cardenas, Sanchez and Nufiez (1998)
find that a relative increase in the size of the tradable
sectorstendsto reducethe Gini coefficient, while higher

8 These effects are captured by residuals (unexplained effects) in
income generation functions.

inflation, a higher unemployment rate and real currency
depreciation tend to raise it. Although the results of
Ocampo, Pérez, Tovar and Lasso (1998) do not bear
out some of these results (particularly the favourable
distributive effects of alower inflation rate), they reach
conclusionsthat are similar to the first of these results.
In particular, this study shows that trade liberalization
had an adverse distributive effect in the form of higher
income differentialsby qualification level; theincrease
in public spending in the 1990s had a similar effect.
Thefirst of these results agrees, furthermore, with those
obtained by Birchenall (1997) who, using a probabil-
ity functions methodology, finds that trade liberaliza-
tion led to technological change that increased the de-
mand for skilled labour in the seven main cities. For
their part, Sanchez and Nufiez (1999) find that, in the
long term, increases in the unemployment rate and
household size and real exchange rate depreciation in-
crease the number of poor households, while improve-
mentsin educational levels, productivity and theterms
of trade have favourable effects on the incidence of
poverty in the main cities.

In summary, the studies that have been carried out
largely associate the deterioration in income distribu-
tion experienced in the urban areas of Colombiain the
1990s with a far-reaching shift in earnings from work
by qualification level, which has widened the income
gap between qualified and unqualified workers, to the
benefit of the former. The different hypotheses put for-
ward have linked this increase with growth in relative
demand for qualified labour resulting from trade liber-
alization, technical change and higher public spend-
ing; the last of these, however, has a favourable
countervailing effect on secondary income distribution.
Although distribution improved in rural areas, it did so
against the background of a substantial 1oss of revenues
resulting from deterioration in the rural terms of trade
and the resultant crisisin commercial farming.

2. Earnings and income distribution:
general effects

Table 10 showsthe results of applying Paes de Barros
methodology (2000) to the National Household Sur-
veys (NHs) for September 1991 and 1997. This meth-
odology essentially consistsin simulating what the dis-
tribution of income and poverty would have been in
1997 if 1991 labour market conditions had obtained.
These conditions are the participation rate, the unem-
ployment rate, the sectoral distribution of employment
and earnings. Simulations are carried out for the na-
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TABLE 10
Colombia: Simulations of the effects of labour market
changes on the Gini coefficient, 1991 and 1997

National Urban Rural
Gini 1991 0.5482 0.4977 0.4790
Gini 1997 0.5650 0.5411 0.4409
Difference 0.0168 0.0434 -0.0381

Labour force participation
Simulated 0.5595 0.5385 0.4498
Difference 0.0055 0.0026 -0.0089
Explanatory % 32.7 6.0 -23.4
Unemployment

Simulated 0.5613 0.5365 0.4446
Difference 0.0037 0.0046 -0.0037
Explanatory % 22.1 10.7 -9.8

Sectoral composition of employment

Simulated 0.5495 0.5314 0.4638
Difference 0.0155 0.0097 -0.0229
Explanatory % 92.1 22.3 -60.2
Relative wages
Simulated 0.5504 0.5272 0.4295
Difference 0.0146 0.0139 0.0114
Explanatory % 86.5 32.0 30.0
Sequential
Simulated 0.5361 0.5201 0.4376
Difference 0.0289 0.0224 -0.0414
Explanatory % 171.9 51.7 -108.7

Source: Calculated by the author on the basis of National House-
hold Surveys.

tional, urban and rural totals, in two ways. Firstly, the
effect of each of the labour market variables onincome
distribution is analysed in isolation. Then, their com-
bined or sequential effect isanalysed.® In order to check
the robustness of the values arrived at, the simulations
were repeated a thousand times (Montecarlo experi-
ment).

The simulations of the effects of each of the
variables show that if 1991 labour market conditions
had obtained in 1997, the Gini coefficient for the
country would have been lower in all cases. Thus, the
changes in the participation rate raised the Gini

9 The sequential simulation first calculates the effects of changes
in participation; once these results have been obtained the
unemployment simulations are carried out, then these results are
used to carry out the simulations of changesin the sectoral structure
of employment. The results from these, lastly, are used to carry out
the wage simulations.

coefficient by 0.0055 points (from an actual figure of
0.0168), those in the unemployment rate by 0.0037,
those in the sectoral composition of employment by
0.0155 and those in wage levelsby 0.0146. Theresults,
then, reveal the greater relative influence exerted by
the last two of these variables on the income
concentration that took place during this period. The
sequential simulation confirmsthe results. If the set of
labour market conditions seen in 1991 had obtained in
1997, the Gini coefficient would have been even lower
than it was in the earlier year: 0.536 as against 0.548.

The results of the simulations of labour market
conditionsfor urban areas are similar to those arrived
at for the national total. The changes seen in the
structure of employment and wages account for 22.3%
and 32.0% of the changes in the Gini coefficient. The
sequential simulation, meanwhile, accounts for 52%
of the increase in the Gini coefficient in urban areas,
i.e.0.0224 out of atotal increase of 0.0434 (from 0.497
to 0.541), which implies that the increase in income
concentration was also contributed to by other factors
not included in the labour market variables used for
the simulations (among them being the greater
heterogeneity of remuneration for workers with the
same characteristics and changesin non-work incomes).
In rural areasthe Gini coefficient fell by 0.0381 (from
0.479 to 0.441). The changes in participation rates, in
unemployment and, vitally, in the composition of
employment (which is responsible for 60% of the
change in the Gini) account for much of the declinein
concentration. Changesin wage levels, however, show
the opposite tendency.

The same methodol ogy was applied in the case of
changes in poverty levels, with results that were quite
weak when compared with those obtained for income
distribution. Astable 11 shows, the percentage of poor
households in the national total was 41.4% in 1997 as
against 41.8% in 1991; in other words, the incidence
of poverty was basically the same. If we look at the
incidence of poverty in urban and rural areas separately,
however, different results are obtained. Thus, the per-
centage of poor households fell in urban areas from
37.5%10 28.9% and increased in rural onesfrom 55.0%
to 59.9%. The simulation exercises show that if the
participation rate, the unemployment rate and the
sectoral composition of employment seenin 1991 had
obtained in 1997, the percentage of urban poor would
have been lower than it actually was. In the case of
wages, the simulation gives the opposite results.

In the case of the urban sector, however, this
methodology has only avery limited ability to explain
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TABLE 11
Colombia: Simulations of the effects of labour market
changes on the population below the poverty line (pL),
1991 and 1997

National Urban Rural
PL 1991 0.4180 0.3750 0.5500
PL 1997 0.4140 0.2890 0.5990
Difference -0.0040 -0.0860 0.0490

Labour force participation
Simulated 0.4081 0.2852 0.5893
Difference -0.0059 -0.0038 -0.0097
Explanatory % -146.7 -4.4 -19.7
Unemployment

Simulated 0.4071 0.2824 0.5953
Difference -0.0069 -0.0066 -0.0037
Explanatory % -171.6 -7.6 7.6

Sectoral composition of employment

Simulated 0.3994 0.2811 0.5697
Difference -0.0146 -0.0079 -0.0293
Explanatory % -365.8 -9.2 -59.9
Relative wages
Simulated 0.4156 0.2905 0.6001
Difference 0.0016 0.0015 0.0011
Explanatory % 40.9 18 2.2
Sequential
Simulated 0.4020 0.2839 0.5703
Difference -0.0120 -0.0051 -0.0287
Explanatory % -300.1 -6.0 -58.6

Source: Calculated by the author on the basis of National House-
hold Surveys.

thelargereductionin poverty level s seen over the period
analysed, which would suggest that there are other
factors behind this trend. The work of Nufiez and
Sanchez (1999) shows that thefall in the percentage of
people living in poverty in the seven main cities was
fundamentally due to changes in the relative price of
the basket of foodstuffs used to measure the poverty
line. Of the 12 percentage points by which poverty
declined, around 8.5 pointsare accounted for by a“price
effect”, in that the inflation rate of the poverty line
basket of foodstuffs was lower than general inflation.
This methodology works better when it comes to
accounting for changes in rural poverty. Thus, the
results of the simulation show that if 1991 conditions
in the rural labour market had obtained in 1997, the
percentage of peopleliving in poverty inthe countryside
would have been lower than it actually was. In
particular, the variable that played the greatest part in

the rise in the rural poverty percentage was the
composition of employment, which accounts for 60%
of the change (0.0293 points out of 0.0490) in the
incidence of poverty. The sequential simulation, which
takes account of the set of labour market conditions
obtaining in 1991, showsthat these variables, taken all
together, account for 59% of the rise in the incidence
of rural poverty (0.0287 out of 0.0490 points).

3. Analysis of labour market effects by
income decile

In order to consider in more detail which groups have
been the most affected by the changes in the labour
market, the simulation exercises were applied to each
of the income deciles, in both rural and urban areas,
for three variables: total income per capita, earnings
per capita and incomes of those in work. The method
was used to observe only theisolated effect of each of
the labour market variables, without sequential simu-
lation being carried out.

To provide a more accurate understanding of the
results of the simulation exercises, table 12 gives some
characteristics of the labour market by total per capita
householdincome deciles. As can be seen, participation
rates fell considerably between 1991 and 1997 in the
two lowest income deciles and, to a lesser extent, in
deciles 3to 6. In the upper income deciles, by contrast,
the labour force participation rate was very similar in
1997 to what it had been in 1991. The pattern of the
changes that occurred differs between urban and rural
areas. While in urban areas the level of labour force
participation fell in the poorest deciles and, to alesser
extent, in the richest ones, the rural participation rate
increased in all the deciles, particularly the poorest ones,
except for the top income decile, where it fell.

Between 1991 and 1997 the unemployment rate
in the country as awhole rose by around three points.
As table 12 shows, this increase was concentrated in
the poorer income deciles, in both urban and rural areas.
Between these years, earnings increased in all urban
income deciles, athough the increase was greater in
the upper deciles. Earnings in rural areas, meanwhile,
increased in the first four deciles and in decile 10, but
fell in deciles51to 9.

The effects of these labour market changes on to-
tal per capitaincome are shown in the left-hand panel
of table 13. This shows that if 1991 labour force par-
ticipation rates had obtained in 1997, the poorer deciles,
particularly decile 6 and below, would have increased
their share of total income, which in turn would have
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TABLE 12
Colombia: Labour market indicators by income deciles,
1991 and 1997

National total
1991 1997

Urban
1991 1997

Rural
1991 1997

Total participation rate %

Decile 1 54.7 49.2 55.5 44.7 46.4 52.9
Decile 2 56.5 49.3 473 475 49.9 59.1
Decile 3 53.1 50.1 49.8 50.5 49.6 57.7
Decile 4 54.2 53.2 51.8 53.6 51.0 55.5
Decile 5 55.7 56.4 53.9 56.3 53.7 56.6
Decile 6 57.1 56.6 59.3 57.4 57.6 59.2
Decile 7 58.9 59.1 59.0 59.1 59.4 60.5
Decile 8 61.8 61.0 61.8 63.0 63.1 61.5
Decile 9 63.8 65.2 65.7 65.9 64.2 64.8
Decile 10 68.9 68.4 70.9 69.9 72.2 68.6

Unemployment rate (%)

Decile 1 7.3 16.9 10.0 30.7 54 12.9
Decile 2 85 138 174 20.0 6.1 10.7
Decile 3 8.8 14.0 16.4 16.2 5.8 7.9
Decile 4 8.7 127 143 14.6 6.2 6.1
Decile 5 9.2 117 116 114 4.4 6.9
Decile 6 8.3 105 10.6 10.8 3.6 5.0
Decile 7 7.3 9.3 9.0 8.3 51 54
Decile 8 6.6 7.2 6.2 6.3 41 5.0
Decile 9 55 6.2 53 6.5 23 41
Decile 10 4.0 4.2 3.2 35 13 20

Annual earnings per capita (1997 pesos)

53677

61 566
106 358
130 392
149 833
167 176
185970

44 486

92 052
124 307
142 184
166 767
190 167
223300
260 934
348 211
850 812

107 299
124 861
158 767
185 706
205 006
217 198
251 955
286 987
371026
781 936

136 789
156 049
171 500
196 359
207 569
242 878
263 876
311433
417 982
940 018

33033
42090
72 840
98 041
113 091
122 326
139 755
146 987
162 367
186 405

54 196

65 726

83743
102 341
110 448
120 235
121 570
132912
150 980
196 843

Decile 1
Decile 2
Decile 3
Decile 4
Decile 5
Decile 6
Decile 7
Decile8 211027
Decile9 262110
Decile 10 601 382

Source: Calculated by the author on the basis of National House-
hold Surveys.

improved income distribution. This is consistent with
table 12, which shows that labour force participation
fell in the poorer deciles in the period being consid-
ered. The same thing happens with the simulated ef-
fect of the unemployment rate, although the greatest
effect on income would have been seen mainly in
deciles 2 to 7. Meanwhile, the simulated effect of the
changes in the sectoral composition of employment is
to increase the share of deciles 5 and 6 and, particu-
larly, decile 10 in total income per capita. Lastly, the
simulated wage effect shows that if the national wage

structure seen in 1991 had obtained in 1997, all the
income deciles would have increased their share of to-
tal income except the richest decile, which is the one
that would have lost out.

The simulations for urban areas of the effects of
the labour market on changes in the shares of the
different deciles confirm the results obtained in the
previous section. If the labour market structure
obtaining in 1991, in terms of the urban participation
rate, unemployment rate, sectoral composition of
employment and wages, had continued unchanged in
1997, the total income share of deciles 6 and below
would have been higher, and thiswould haveimproved
income distribution. This agrees with the results of table
12, which show that deciles 6 and below experienced
declines in labour force participation, rises in
unemployment and increasesin earningsthat weresmaller
than those seen in the case of the higher income deciles. It
can be seen, however, that it is deciles 3 to 6, rather than
the poorest ones, that would have benefited most.

In rural areas, if the 1991 rural labour force
participation rate had obtained in 1997, the income
shares of deciles 8 and below would have been lower,
particularly where deciles 3 to 7 are concerned, while
the shares of deciles 9 and 10 would have increased,
implying ahigher Gini coefficient. An effect similar to
the aboveis seen when the effect of the unemployment
rate is simulated. Simulation of the effects of the
employment structure and wages on changes in the
share of each decile in total rural income shows that
this share would have declined for the poorest quintiles
and increased for the richest ones in the countryside,
which in turn would have meant higher income
concentration. As regards the effect of the sectoral
composition of employment, it transpires that these
negative effects would have been greatest in deciles 2
to 4, while the positive ones would have occurred
mainly in deciles 8 to 10. In the case of the effect of
wages, the simulation showsthat all decileswould have
seen their income share decline, except for the richest
one. The results confirm the trend in the rural labour
market between 1991 and 1997, with greater increases
in labour force participation and unemployment in the
poorer deciles, higher earningsfor deciles 5 and below
and decile 10, and lower ones for deciles 6 to 9.

Themiddle panel of table 13 contains the same set
of simulations as was described earlier, carried out on
this occasion, however, on per capita earnings instead
of total income. Thesimulated effect of the participation
rate and the unemployment rate on changes in the
earnings shares of the different deciles shows results
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TABLE 13
Colombia: Changes in shares of total per capita household income, per capita
household earnings and income of the employed. Simulations of changes in the labour
market, 1991-1997
(Percentages)
Change in share of total per capita Change in share of per capita Change in share of income
household income household earnings of the employed
National Urban Rural National Urban Rural National Urban Rural
Labour force participation
Decile 1 0.05 0.01 -0.03 0.01 0.03 -0.01 0.06 0.03 0.04
Decile 2 0.06 0.02 -0.07 0.03 0.04 -0.02 0.08 0.06 0.17
Decile 3 0.05 0.05 -0.09 0.02 0.03 -0.03 0.11 0.07 0.13
Decile 4 0.08 0.04 -0.11 0.01 0.06 -0.03 0.11 0.01 -0.01
Decile 5 0.06 0.04 -0.11 0.04 0.06 -0.05 0.06 0.01 0.04
Decile 6 0.04 0.03 -0.10 0.05 0.04 -0.07 0.10 0.19 0.08
Decile 7 0.00 0.00 -0.11 0.04 0.04 -0.02 0.22 0.05 -0.10
Decile 8 -0.02 0.00 -0.01 0.02 0.04 -0.02 0.09 0.06 -0.07
Decile 9 -0.04 -0.04 0.19 0.01 0.04 -0.03 -0.02 -0.02 0.40
Decile 10 -0.27 -0.16 0.45 -0.24 -0.39 0.29 -0.83 -0.47 -0.69
Unemployment
Decile 1 0.04 0.01 -0.03 0.00 0.01 0.00 0.07 0.07 0.06
Decile 2 0.07 0.02 -0.07 -0.01 0.01 -0.01 0.12 0.11 0.12
Decile 3 0.08 0.04 -0.09 0.00 0.02 -0.02 0.14 0.16 0.18
Decile 4 0.08 0.06 -0.09 0.00 0.01 -0.03 0.18 0.15 0.20
Decile 5 0.09 0.05 -0.13 0.01 0.00 -0.01 0.18 0.20 0.18
Decile 6 0.05 0.05 -0.11 0.01 0.03 -0.02 0.22 0.19 0.22
Decile 7 0.03 0.03 -0.10 0.02 0.00 0.00 0.18 0.20 0.21
Decile 8 -0.04 0.02 -0.01 0.00 0.02 0.05 0.18 0.15 0.07
Decile 9 -0.07 -0.02 0.17 -0.02 -0.03 0.06 0.10 0.03 0.09
Decile 10 -0.33 -0.27 0.48 -0.01 -0.08 -0.03 -1.37 -1.25 -1.33
Sectoral composition of employment
Decile 1 -0.02 0.00 -0.03 0.13 0.05 -0.17 0.07 0.08 0.05
Decile 2 -0.05 0.00 -0.08 0.16 0.05 -0.37 0.14 0.13 0.16
Decile 3 -0.02 -0.03 -0.09 0.14 0.09 -0.37 0.17 0.17 0.18
Decile 4 -0.08 0.02 -0.13 0.16 0.08 -0.33 0.20 0.21 0.21
Decile 5 0.05 0.03 -0.04 0.16 0.12 -0.32 0.24 0.19 0.23
Decile 6 0.07 -0.04 -0.05 0.18 0.09 -0.23 0.22 0.26 0.25
Decile 7 -0.08 -0.04 -0.03 0.15 0.10 -0.24 0.28 0.25 0.18
Decile 8 -0.04 -0.04 0.17 0.15 0.09 -0.30 0.26 0.21 0.12
Decile 9 -0.06 -0.07 0.14 0.08 0.05 -0.14 0.05 0.02 0.07
Decile 10 0.22 0.16 0.14 -1.30 -0.72 247 -1.63 -1.53 -1.45
Relative wages
Decile 1 0.02 0.03 -0.02 0.13 0.05 -0.17 0.07 0.02 0.09
Decile 2 0.03 0.02 -0.03 0.19 0.07 -0.39 0.11 0.11 0.20
Decile 3 0.01 0.04 -0.05 0.18 0.08 -0.42 0.19 0.13 0.19
Decile 4 0.03 0.04 -0.03 0.16 0.09 -0.33 0.17 0.19 0.20
Decile 5 0.05 0.05 -0.05 0.19 0.10 -0.36 0.22 0.26 0.27
Decile 6 0.05 0.05 -0.03 0.17 0.13 -0.28 0.32 0.32 0.29
Decile 7 0.04 0.06 -0.03 0.20 0.12 -0.22 0.26 0.23 0.03
Decile 8 0.02 0.07 -0.05 0.18 0.10 -0.36 0.17 0.13 0.22
Decile 9 0.01 0.03 -0.06 0.06 -0.02 -0.23 -0.12 -0.13 0.15
Decile 10 -0.28 -0.38 0.37 -1.47 -0.73 2.77 -1.40 -1.27 -1.65

Source: Calculated by the author on the basis of National Household Surveys.
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similar to those obtained in the case of total income,
although the values are generally lower, particularly
wherethe simulation of the effects of the unemployment
rateis concerned. By contrast, the simulated effects of
employment composition and changesin wage earnings
are greater. Thus, the table shows that the earnings
shares of al the deciles, both in the country asawhole
and in urban areas, would have been higher than they
actually were, with the exception of therichest quintile
(and only to a small degree in the case of decile 9 in
urban areas). For rural areas, the eff ects of employment
composition and the wage structure on rural income
shares are also greater than those actually seen in the
case of total incomes. The earnings shares of all the
deciles would have been lower, except in the case of
the richest decile, whose share would have been
significantly higher.

VI

Conclusions

This paper has analysed the changes undergone by the
labour market and income distribution over the period
falling between 1991, when the reforms began, and
1997. During those years, economic growth was
determined by the large swings experienced in
aggregate domestic demand. The production structure,
meanwhile, underwent appreciable changes: there was
an increase in the relative weight of sectors producing
goods and services that are not traded internationally,
while there was a marked decline in tradable sectors,
particularly agriculture and industry.

The repercussions of these changes in the labour
market were significant. The ability of the economy to
generate employment deteriorated considerably. This
phenomenon, furthermore, is not arecent one, asit began
to manifest itself during the spectacular surgein aggregate
demand seen between 1992 and 1995. At that time it was
not reflected in the unemployment rate because of the
favourabletrend inlabour market participation. In sectora
terms, the declinein the ability of agricultureto generate
employment was plain to see at the beginning of the
decade, while in the case of industry it dates from the
dowdown inthat sector inthemiddle of thedecade. These
developments were offset during the upturn in the first
half of the 1990s by the positive Situation of non-tradable
activities, but this favourable effect disappeared when

Meanwhile, the ssimulations of the effects of the
labour market on the income shares of the different
deciles of people in work, as shown in the right-hand
panel of table 13, giveresultsthat, for the national total
and for urban areas, are very similar to those obtained
in the case of per capita earnings (central panel of the
table), but that are obviously much more pronounced
in the case of unemployment. The same does not hold
true, however, for rural areas. In particular, the effects
of the labour market on the different income recipients
would appear to operatein the same direction in urban
and rural areas, rather than in opposite directions as
happens with the alternative simulations. To achieve a
much more accurate understanding of why these
contrary effectsare seen, it would be necessary to carry
out adetailed study of changesin the structure of rural
households during the 1990s.

the boom in domestic demand died down inthe middie
of the decade.

Those mainly affected by the adverse trend in
employment were workers with a lower level of
education. The changes undergone by the production
structure, in fact, have hit the least well educated
workers hardest, since it was these who were most
affected by the loss of jobs in tradable sectors, while
the rise in employment in non-tradabl e sectors tended
to favour more highly educated workers. Technological
change, meanwhile, has been capital-intensive and has
reduced the need for labour at all levels of education,
although less highly qualified workers have suffered
most. Thebiasin labour demand towards better educated
workers, resulting from economic liberalization, is also
reflected in theincreased profitability of the higher levels
of education and in the improved incomes of these
workersredativeto others, which hashad an adverse effect
on urban income distribution.

Between 1991 and 1997 the country experienced
ariseinincome concentration as measured by the Gini
coefficient, although this was the net outcome of
contrary tendencies in urban and rural areas.
Simulations of theincome distribution effects of labour
market changes between 1991 and 1997 show that the
most significant effectsin the country as awhole were
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produced by the sectoral composition of employment
and the wage structure, and to a lesser degree by
changes in the labour force participation and
unemployment rates. The same results are obtained for
urban areas. The simulations for rural areas show that
the changes which took place in the labour market
between 1991 and 1997, and particularly the changes

in the employment structure, helped to reduce income
concentration. Movements in poverty, particularly the
sharp decline seen in urban areas between 1991 and
1997, were dominated by other factors, above all the
significant fall inthe cost of the basic food basket, which
obviously had opposite effects, in terms of income, in
urban and rural aress.
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