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Notes and explanation of symbols
The following symbols are used in tables in the Review:

(...)  Three dots indicate that data are not available or are not separately reported.

(—) A dash indicates that the amount is nil or negligible.

A blank space in a table means that the item in question is not applicable.

-) A minus sign indicates a deficit or decrease, unless otherwise specified.

) A point is used to indicate decimals.

) A slash indicates a crop year or fiscal year, e.g., 1970/1971.

(-) Use of a hyphen between years, e.g., 1971-1973, indicates reference to the complete number of
calendar years involved, including the beginning and end years.

References to “tons” mean metric tons, and to “dollars”, United States dollars, unless otherwise stated.
Unless otherwise stated, references to annual rates of growth or variation signify compound annual rates.
Individual figures and percentages in tables do not necessarily add up to the corresponding totals, because
of rounding.

Guidelines for contributors
to cepaL Review

The editorial board of the Review are always interested in encouraging the publication of articles
which analyse the economic and social development of Latin America and the Caribbean. With this in
mind, and in order to facilitate the presentation, consideration and publication of papers, they have
prepared the following information and suggestions to serve as a guide to future contributors.

—The submission of an article assumes an undertaking by the author not to submit it simultaneously
to other periodical publications.

—Papers should be submitted in Spanish, English, French or Portuguese. They will be translated into
the appropriate language by ECLAC.

—Every article must be accompanied by a short summary (of about 300 words) giving a brief descrip-
tion of its subject matter and main conclusions. This summary will also be published on the ECLAC
Home Page on the Internet.

—Papers should not be longer than 10,000 words, including the summary, notes and bibliography, if
applicable, but shorter articles will also be considered.

—One copy of the original text should be submitted, accompanied by a copy on diskette (Word for
Windows 95 format), to CEPAL Review, casilla 179-D, Santiago, Chile. In the absence of the copy on
diskette, two printed or typed copies should be provided. Texts may also be sent by e-mail to:
edesolminihac@eclac.cl.

—All contributions should be accompanied by a note clearly indicating the title of the paper, the name of
the author, the institution he belongs to, his nationality, his fax and telephone numbers, and his e-mail
address.

—Footnotes should be kept to the minimum, as should the number of tables and figures, which
should not duplicate information given in the text.

—Special attention should be paid to the bibliography, which should not be excessively long. All the
necessary information must be correctly stated in each case (name of the author or authors, complete
title (including any subtitle), publisher, city, month and year of publication and, in the case of a series,
the title and corresponding volume number or part, etc.).

—The editorial board of the Review reserve the right to make any necessary revision or editorial
changes in the articles, including their titles.

—Authors will receive a one-year courtesy subscription to the Review, plus 30 offprints of their
article, both in Spanish and in English, at the time of publication in each language.
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The objective of this paper is to explore the effects of glo-
balization on the labour market and social stratification. It
is generally held that globalization will bring about progress
for nations and people. This, however, is far from clear, since
the experience of almost two decades has been raising in-
creasing doubts about the potential net gains and, particu-
larly, the distribution of such gains. Clearly, there are win-
ners and losers among both countries and people. We will
concentrate on the effects upon people within countries and
refer only to one region: Latin America. Our aim is to iden-
tify winners and losers in the globalization process and, par-
ticularly, the impact on social stratification. Is globalization
leading towards greater social integration within nations, or
is social disintegration the result (because only some groups
are being integrated, while a majority is progressively ex-
cluded)? To analyse this issue, the paper is structured into
four parts. The first looks at globalization as an integral part
of a policy compact, since it is necessary to consider the
impact of the whole package rather than trying to isolate
partial effects. The second concentrates on the effects on
employment, incomes and equity. The third explores changes
in the social structure associated with some of the main pro-
cesses accompanying globalization. Lastly, we draw some
conclusions about the social structure of Latin America dur-
ing the reform period.

DECEMBER 2000
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Globalization as part

of a policy compact

Globalization in a restricted sense refers to major
changes in trade, finance and information that have
taken place in the international economy. This process
has not happened in isolation, but as an integral part of
a policy package combining internal adjustment mea-
sures with changes in the way countries relate to the
international economy. Three main processes charac-
terize the emerging situation: globalization,
privatization and deregulation (Tokman, 1997). The
policy compact followed by most countries, at least in
Latin America, came to be known after 1989 as the
“Washington Consensus” (Williamson, 1990).

Globalization means that national economies are
now more integrated with the international economy
and that goods, capital and communications, and also
people, are closer together today than ever before in
the past. This has been the result both of the opening
up of economies and of rapid technological change.
Trade and financial liberalization has come about
through reductions in tariff and non-tariff barriers re-
sulting from 1) multilateral agreements in the General
Agreement on Tariffs and Trade (GATT) and the cre-
ation of its successor, the World Trade Organization
(WTO); 11) new or reactivated integration schemes, such
as the North American Free Trade Agreement (NAFTA)
and the South American free trade association known
as Mercosur; iii) an explosion of bilateral trade agree-
ments during recent years; and, most importantly,
iv) unilateral tariff reductions as a key component of
the adjustment policy package. Latin American tariffs
decreased from an average of between 35% and 100%
(minimum and maximum rates) in 1985 to between
14% and 22% in the early 1990s. Diversification of the
tariff structure has also been greatly reduced, and is
now limited in most countries to three or fewer tariff
categories (Tokman, 1999).

Globalization opens up new opportunities for
growth and job creation, but at the same time affects
the determinants of employment and wages and requires
regulation to prevent unfair international competition.

O A preliminary version of this paper was prepared at the request
of UNDP as a contribution to the Human Development Report, 1999.

For example, given the differences in factor endow-
ment, it is expected that trade from developing to de-
veloped countries will largely consist of goods whose
production involves intensive use of unskilled labour.
This could increase the demand for workers of this type
and decrease the gap between the wages of skilled and
unskilled labour.

If this came about, though, it could combine with
the differences in remuneration and labour regulations
that obtain between countries to generate trade expan-
sion based on unfair labour practices or increased ex-
ploitation of workers. The prospect has sparked an in-
ternational discussion about how this outcome can be
avoided and whether there is a need for additional regu-
lation. While there has been no general agreement on
how to proceed, it is clear that nobody postulates the
equalization of wages between countries, since this
would affect the competitive position of developing
countries. Nor is it accepted that trade expansion should
be based on labour exploitation. Trade sanctions for
those who do not comply with minimum international
labour standards have been mooted, but so far the idea
has been ruled out because of the danger of their being
misused as an instrument of trade protection. There is,
however, more general agreement about the need for
national and international monitoring to ascertain
whether economic progress is being accompanied by
social progress and, particularly, by compliance with
basic labour standards among all trading partners. This
has been incorporated into the International Labour
Organization (1L0) Declaration on Fundamental Prin-
ciples and Rights at Work and its Follow-up, adopted
by the International Labour Conference on 18 June
1998.

Globalization also affects the determinants of job
creation and wages because in open economies the abil-
ity to compete becomes a major factor and places con-
straints on wage adjustments. There now has to be a
closer link between wages and productivity than there
was in the old economic environment. In closed econo-
mies, wage increases in excess of productivity growth
can be transferred to prices, resulting in inflation; in
open economies, the outcome is a reduced capacity to

SOCIAL STRATIFICATION UNDER TENSION IN A GLOBALIZED ERA + EMILIO KLEIN AND VICTOR TOKMAN
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compete. In addition, demand fluctuations mean that
companies have to be able to adapt faster and show
greater flexibility in production and labour processes.

Privatization is the second feature of the new eco-
nomic environment. Privatization reduces the size and
functions of government and increases the importance
of the private sector and markets in the management
and allocation of resources. Public-sector employment
naturally falls, rationalization by the new owners re-
duces total employment and public-sector enterprises
are transferred to national or international capitalists,
the main motive being the need to reduce budget defi-
cits during adjustment. Increasingly, furthermore, re-
sponsibility for investment is transferred to the private
sector and public investment is limited to basic infra-
structure and social sectors, with growing private-sec-
tor involvement in the execution and management of
these.

Deregulation is the third process in this new envi-
ronment. This has meant reducing protection and gov-
ernment intervention in trade, finance and labour mar-
kets. As was mentioned earlier, trade and financial
liberalization are leading to increased globalization,
while product and labour market protection is being
reduced in order to increase economic efficiency and
enable markets to play a greater role in the allocation
of resources. The deregulation process has in part been
driven by substantial legal reforms, but there has also
been a considerable de facto increase in flexibility
brought about by the unfettered operation of markets.

The threefold process of globalization,
privatization and deregulation is occurring in an inter-
national environment characterized by “universaliza-
tion” of economic and social problems and by increased
ideological homogeneity. Today, employment problems
and social exclusion are no longer to be found solely in
developing countries, but constitute a major challenge
even in the more developed economies of the world.
Unemployment in some of the industrialized countries
of the Organisation for Economic Co-operation and
Development (OECD) is stubbornly high; more than 30
million people are officially classified as unemployed,
while a further 10 million are no longer actively seek-
ing work (OECD, 1994 and 10, 1996). The average rate
of unemployment exceeds 10% and in the case of some
vulnerable groups, like young people, one in five is
jobless in many countries. The end of the Cold War
broke down ideological barriers, and today’s conflicts
are caused less by ideological divergence and more by
local interests or by a natural reaction against the so-
cial cost of adjustment.

The three processes are interrelated in both practi-
cal and analytical terms. On the analytical side, global-
ization could not have advanced had it not been accom-
panied by the other components of adjustment that
reduced trade protection, as well as by financial liberal-
ization and privatization with all the opportunities these
opened up for increased trade, capital flows and foreign
direct investment. All these policies contributed to the
attainment of macroeconomic balance, but they were also
necessary conditions for integration into the world
economy. These sets of policies were fully incorporated
into the Washington Consensus, together with instru-
ments designed to help secure fiscal discipline. The lat-
ter were included with the main objective of ensuring
price stability, but they also play an important role in
creating incentives for capital inflows in a framework of
greater stability. Indeed, the one thing that has not been
liberalized is the movement of unskilled workers. Some
retrospective policies regularizing illegal migration have
been introduced, but closed borders, or at least tight regu-
lation of flows, continue to be the rule.

The recent economic history of Latin American
countries shows that, in practice, globalization has been
accompanied by privatization and deregulation. The
timing and policy mix has varied according to country
and it is perhaps premature to evaluate the results. Only
five countries —Brazil, Chile, Colombia, Costa Rica and
Uruguay— have attained a per capita income level higher
than in the pre-crisis period. Even fewer have achieved
a high and sustained rate of growth, Chile and Colom-
bia being the only countries that have been able to ex-
pand at more than 5% a year for four consecutive years.
Growth rates have been erratic and stop-go cycles have
been the norm. In addition, other factors have influ-
enced performance. Initial conditions were different in
each country: some started the reform process early,
others only in the late 1980s or early 1990s. The policy
mix at each stage was also different.

In spite of the differences, after a decade and a
half of adjustment it can be concluded that all Latin
American countries have been involved in the global-
ization and adjustment process, and that privatization
and deregulation have been an integral part of the policy
compact. The results are still unclear and policy instru-
ments are continually evolving, but it is plain that the
region is today more open and integrated into the world
economy, more privatized and less regulated than it was
before 1980. All these things have happened simulta-
neously; hence, any analysis of results should take ac-
count of the context. This is what we shall do in the
rest of this paper.

SOCIAL STRATIFICATION UNDER TENSION IN A GLOBALIZED ERA + EMILIO KLEIN AND VICTOR TOKMAN
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Employment, incomes and equity under globalization

1. The effects anticipated

Globalization is expected to have two main effects on
labour and incomes. Firstly, productivity gains, particu-
larly in tradable sectors, should result in increased em-
ployment and lower prices in those sectors. The latter
should also result in improved real incomes and wel-
fare for the population. Secondly, increased wages in
export sectors, assumed to be more intensive in un-
skilled labour, should result in a reduction of wage dif-
ferentials by skill level and, hence, in increased equity.

The reduction or elimination of tariffs and non-
tariff barriers should lead to a fall in the relative prices
of tradable goods. This would result, on the production
side, in factors being reallocated to export sectors and,
on the consumption side, to expenditure being reallo-
cated to imported goods and services. Consequently,
there should be a positive effect on employment result-
ing from export growth, while reductions in the rela-
tive prices of importable goods should lead to an in-
crease in real incomes. Trade liberalization should
therefore result in increased welfare.

In the short run, however, the employment growth
resulting from increased exports could be offset by a
decrease in employment in sectors that compete with
imports. Increased competition in these sectors forces
enterprises to increase productivity, generally at the ex-
pense of employment. The net employment effect of
economic opening will depend on the demand for
labour in both tradable and non-tradable sectors and
on labour supply dynamics. This, in turn, will affect
average wages in each sector.

Another anticipated result of trade liberalization
is that it will lead to a rise in the relative prices of de-
veloping country goods whose production involves in-
tensive use of unskilled labour. This would lead to an
increase in the demand for unskilled workers and a rise
in their relative wages. As a consequence, wage dis-
persion would diminish.!

! For a discussion of the theoretical foundations of this expecta-
tion and its empirical validity in developed countries see, among
others, Bhagwati and Dehejia (1993), Lawrence and Slaughter
(1993), Wood (1994), 1Lo (1995) and Sachs and Shatz (1994).

2. The results in practice

a) Productivity gains and international competitive-
ness

The first of the expected outcomes that is actually ob-
served in most countries is productivity growth in trad-
able sectors, particularly manufacturing industry. As
will be seen below, this outcome is associated with a
reduction in the employment level of the sector. During
the 1990s, productivity per employee expanded at an-
nual rates of between 5% and 7% in Argentina, Brazil,
Mexico and Peru, while the rate was about 3% in Chile.

The effects on international competitiveness vary
depending on the country studied and the indicators
used to measure labour costs. It is usually argued that
overpriced labour can affect access to international
markets, and in a more competitive environment costs
do indeed matter. Overpriced labour can be the result
of higher wages or high non-wage labour costs or both.
The situation in most Latin American countries does
not seem to justify the priority given to this issue (ex-
cept for some necessary adjustments).

Although they have recently recovered somewhat,
wages in most Latin American countries are still lower
than in 1980. Minimum wages were 26% lower on av-
erage in 1999 than in 1980, but wages in manufactur-
ing industry rose by 2.9% in the same period. Non-
wage labour costs vary from country to country, ranging
from 38% to 64% of wages. In the case of Chile and
Argentina, non-wage labour costs are higher than in
Korea, similar to those of the United States, and much
lower than those prevailing in European OECD coun-
tries. Hourly labour costs in Latin American manufac-
turing industry range from US$ 2.10 to US$ 6.50; this
is between one third and one eighth of the United States
level and less even than in the South-East Asian coun-
tries. Labour cost differences per unit of output are
smaller due to higher productivity in competing
countries (table 1). This shows what a high priority has
to be given to raising productivity, as opposed to merely
cutting costs, if competitiveness is to be improved
(Tokman and Martinez, 1999).

The fact that relative labour costs are not high does
not mean there is no scope for making adjustments to
the labour cost structure to reduce them further and,

SOCIAL STRATIFICATION UNDER TENSION IN A GLOBALIZED ERA + EMILIO KLEIN AND VICTOR TOKMAN
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TABLE 1
Selected countries: Labour costs and international competitiveness?
Hourly Non-wage Hourly cost Labour costs Annual changes 1990-1995
wage labour costs of labour per unit of Labour Produc- Competitiveness®
(dollars)  as % of wages (dollars) output costs tivity
(United States = 100) A B A B C
Argentina 4.6 425 6.5 55 -2.0 13.1 7.0 9.2 -6.1 37
Brazil 3.7 58.2 5.9 60 2.9 8.5 7.5 45 -09 43
Chile 2.5 38.0 3.5 43 43 9.4 32 1.1 -5.7 59
Mexico 1.9 42.0 2.8 47 1.2 1.5 5.2 4.0 3.6 na
Peru 1.3 64.3 2.1 43 5.1 11.6 6.6 14 45 03
United States 12.6 40.3 17.7 100 2.6 3.8 -1.2 na
Germany 16.1 78.5 28.7 150 2.1 1.8 -0.3 na
Republic of Korea 6.8 21.9 8.2 60 3.6 11.9 8.0 50.0

Source: Tokman and Martinez (1999), 1Lo (1998) and updating by authors.

a

b

B = Changes in dollars (1990-1995).
C = Changes in dollars between July 1997 and June 1998.

particularly, to lower the cost of unskilled labour. Taxes
on unskilled workers tend to reduce employment, while
some of the existing taxes on the wage bill would be
more efficient if they were transferred to other sources
of revenue, particularly those that go to finance housing
or other investments.

The evolution of labour costs in the 1990s also
throws up other policy issues for consideration. Labour
costs deflated by consumer prices have not increased
ahead of productivity, for instance, in Argentina, Bra-
zil, Mexico or Peru, and have thus been no impedi-
ment to increased access to international markets. How-
ever, when expressed in dollars rather than local
currency, or when observed in relation to producer
prices, the gains are slighter, and in most cases com-
petitiveness has declined (table 1). This is due to the
effects of macroeconomic policy during the period, as
in most countries this involved national currencies
being kept overvalued owing to the need to reduce in-
flation and to the liberalization of capital flows. Part of
the decline is explained by delays in adjusting the
exchange rate.

Meanwhile, domestic prices adapt at differing
speeds to a more competitive economic environment:
prices for traded goods, generally included in producer
prices, adjust relatively quickly, while those for consumer
goods, which are more influenced by non-traded goods
and services, tend to be slower in adjusting. The result is
that while labour costs expressed in consumer price terms
did not rise, they actually increased very fast in relation
to producer prices. This change in relative prices, while

Manufacturing industry, circa 1997. Competitiveness is defined as the difference between changes in productivity and labour costs.
A = Changes in local currency at constant prices, deflated by consumer price index (1990-1995).

it lies outside the labour market sphere, does influence
the dynamics of wage determination because it leads to
the outlook of workers (based on the purchasing power
of wages) diverging from that of those who operate busi-
nesses (based on profit margins).

Furthermore, as the situation after mid-1997 clearly
illustrates, competitiveness is also dependent on devel-
opments in other countries. Despite a rise of between
0.4% and 10% in the competitiveness of Latin Ameri-
can countries, their ability to compete with goods from
the Asian countries deteriorated. Competitiveness gains
in these countries were about 50% —ranging from 20%
in Thailand to 60% in Malaysia— while among Latin
American countries the largest increase, in Colombia,
was about 10%.

To sum up, productivity grew, as expected, as a con-
sequence of the reform process, but some adjustments
are still needed. Firstly, if international competitiveness
is to be maintained, non-wage labour costs need to be
examined. Secondly, macroeconomic policies, particu-
larly overvalued exchange rates and relative prices,
should be reviewed. Lastly, productivity gains have been
insufficient to close the gap with competitors.

b) Job creation

A second effect of globalization has been inadequate
job creation in relation to the rapid increase in the eco-
nomically active population (EAP). On average, the non-
agricultural EAP has grown by over 3% a year, partly as
a result of increasing female participation in the wage
economy (table 2). Job creation has lagged due to slow

SOCIAL STRATIFICATION UNDER TENSION IN A GLOBALIZED ERA + EMILIO KLEIN AND VICTOR TOKMAN
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TABLE 2

Latin America: Economic activity, employment, wages and poverty

(Annual growth rates and index)
Indicator 1980 1985 1990 1995 1999
Economic activity
GNP* 0.6 1.9 2.9 0.0
GNP per capita® -1.6 -0.1 1.1 -1.8
Inflation® 134.8 487.5 287.5 9.8
Population and employment
Population® 2.1 1.9 1.8 1.8
Total E4P? 3.5 3.1 2.6 2.6
Urban EAP (%) 66.9 70.0 72.8 75.3 76.6
Non-agricultural employment?® 3.5 4.4 3.0 2.8
Open unemployment rate 6.7 10.1 8.0 7.2 8.8
Informal employment (%)P 40.2 47.0 44.4 46.5 48.5
Public-sector employment (%)° 15.7 16.6 15.5 13.4 13.0
Wages!
Real manufacturing wages 100.0 93.1 86.6 92.9 102.9
Real minimum wages 100.0 86.4 68.4 70.8 73.8
Poverty
Percentage of households in poverty (%) 35.0 37.0 41.0 38.0 36.0
Urbanization of poverty (%) 71.4 85.4 84.2 83.3¢

Source: 1LO, on the basis of national statistics.

2 Annual growth rates. 4" Index 1980 =

b Percentage of urban employment. ¢ 1997 figure.

¢ Percentage of total EAP.

and erratic economic growth. The result has been ris-
ing unemployment.

The average unemployment rate in Latin America
rose from 6% in 1980 to 8.7% in 1983, i.e., during the
first phase of adjustment. Unemployment fell from 1983
to 1992, but never returned to its 1980 level. After 1992
unemployment grew continuously, reaching 8.8% in
1999. These developments reveal not only the limited
capacity of the region’s economies to bring down un-
employment, but also increased vulnerability, since con-
tinuous adjustments entail a return to previous higher
levels of unemployment. By 1999, Latin American un-
employment had returned to the high levels of the mid-
1980s.

Four aspects should be taken into account in evalu-
ating the way unemployment affects the people of Latin
America. The first is that it can be misleading simply
to compare the unemployment level with, for instance,
the rates of over 10% prevailing in some OECD coun-
tries. Most countries lack unemployment insurance, and
protection is generally occupation-linked. Joblessness
means no income and no protection, and this is one of
the main sources of social exclusion. Secondly, unem-

100.

ployment disproportionately affects women and young
people. While the female unemployment rate is about
30% higher than the average, rates for young people
are usually double the national figure. Unsurprisingly,
women and young people account for a large propor-
tion of the excluded. Thirdly, there are also large re-
gional variations within countries. Adjustment tends to
have a disproportionate effect on places where key sec-
tors in need of restructuring are located. These activi-
ties generally constitute the main source of employ-
ment and production, and restructuring affects the
whole region.

The situation also differs from country to country.
Size, the degree of modernization attained and the stage
reached in the reform process are determining factors
inunemployment. Small, open economies are more vul-
nerable to external fluctuations and tend to have higher
and more erratic unemployment rates than larger, more
closed economies (where internal demand plays the
biggest role and provides more autonomy). Again, in
countries that have reached an advanced stage of ur-
banization and modernization, labour markets mainly
adjust through unemployment, while in those with a

SOCIAL STRATIFICATION UNDER TENSION IN A GLOBALIZED ERA + EMILIO KLEIN AND VICTOR TOKMAN
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large agricultural population or small formal sector, un-
deremployment is the main adjustment variable. Lastly,
the stage reached in the reform process also matters.
Early reformers have been the most successful in re-
ducing unemployment, while latecomers —particularly
those that are now in the early phases of adjustment—
tend to have higher and rising unemployment.

c) Changes in the employment structure

In addition to a higher unemployment rate, reform has
brought about profound changes in the structure of em-
ployment. Four main interrelated processes can be iden-
tified: privatization, the shift from goods-producing sec-
tors to services, the increase in informal working, and
the loss of job security. These processes can be seen to
have taken place in the 1990s, when most countries
were already beyond or well advanced in the adjust-
ment process.

Privatization introduced a major change in patterns
of job creation in Latin America, owing to the role tra-
ditionally played by the public sector as the employer
of last resort (something that will be discussed in the
next section) and an important contributor to the de-
velopment of the middle classes. Government did not
directly contribute to employment growth in the 1990s.
On the contrary, its share of urban employment fell in
the region as a whole, from 15.5% in 1990 to 13.0% in
1999. This decrease does not include falls in public-
sector employment that took place in earlier periods,
as in Chile. This movement from public- to private-
sector employment occurred in all countries, while in
some —including Argentina, Costa Rica and Panama—
the decline amounted to as much as five to ten percent-
age points.

The employment shift from the public to the pri-
vate sector was a direct consequence of the privatization
and deregulation processes accompanying globaliza-
tion. State enterprises were transferred to the private
sector and government functions were reduced. It was
also one of the main results of fiscal discipline, an im-
portant component of stabilization policy. Budget defi-
cits were generally reduced by cutting public expendi-
ture, mostly the payroll, through a series of wage and
employment cuts (table 3).

Generally speaking, however, the transfer of jobs
was not towards larger private companies. Their share
of total employment also declined over the same pe-
riod, although at a slower pace than government em-
ployment. Between 1990 and 1998, the employment
share accounted for by such companies fell from 40%

to 39%, the bulk of this decline taking place in coun-
tries such as Brazil, Colombia and Venezuela. If small
enterprises are excluded, furthermore, the decline
amounts to two percentage points (ILO, 1998). Large
enterprises (more than 100 employees) were the most
affected by trade liberalization and the need to increase
productivity (mostly through employment reduction).
Only 17 out of every 100 new jobs created during the
1990s were contributed by such companies. Increased
labour flexibility facilitated adjustment, but at the cost
of a more erratic employment level, as is clearly illus-
trated by the 1% decline in employment in large and
medium-sized enterprises in 1998, when these firms
had to adjust to increased competition from Asian prod-
ucts (figure 1).

The second of the processes referred to, the shift
in employment from goods-producing sectors to ser-
vices, was rapid in countries such as Bolivia, Costa Rica,
Ecuador, Peru and Uruguay, where the share of manu-
facturing employment fell by between four and six per-
centage points during the 1990s.

In other countries the process was slower because
restructuring was at a more mature stage (Chile) or a
gradual approach was followed (Brazil and Colombia)
or, in cases like Panama, because the economy was
small and already open.

The new structural conditions resulting from the
adjustment process have left these sectors more vul-
nerable to changes in competition. Manufacturing in-
dustry contracted in 1998 as a result of increased com-
petition from Asian products. This contraction of output
and employment was particularly large in food process-
ing, textiles and clothing, shoes and machinery and
equipment.

The shift of employment from manufacturing to
services is partly the result of increased competition in
a more open economy. Falling employment has been
accompanied by rising productivity which, particularly
in the short run, can only be achieved by cutting jobs.
The effect has mainly been felt in urban employment,
since agriculture, fishing and mining tend to contrib-
ute to employment growth during the liberalization
process.

It cannot automatically be assumed that employ-
ment growth in the service sector means a shift towards
low-productivity jobs. Some of the jobs created in the
sector are in services that are integral to the modern-
ization and globalization processes, such as finance,
communications and trade. The productivity of these
sectors is usually higher than that of manufacturing and
can grow more rapidly. Unfortunately, this has not been
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TABLE 3
Latin America: Structure of urban employment, 1990 and 1998
(Percentages)
Country and years Informal sector Formal sector
Total Own-account Domestic Micro- Total Public Small, medium-
workers?® service enterprises® sector sized and large
private
enterprises®

Latin America

1990 Total 44.4 23.4 5.7 15.2 55.6 15.5 40.1
Male 41.2 22.8 0.5 17.9 58.8
Female 49.2 24.4 14.1 10.7 50.8

1998 Total 47.9 24.7 6.9 16.3 52.1 13.0 39.1
Male 45.0 24.9 0.6 19.6 55.0
Female 52.0 24.4 16.0 11.6 48.0

Argentina

1990 Total 52.0 27.5 5.7 18.8 48.0 19.3 28.7
Male 49.8 28.2 0.5 21.2 50.2
Female 55.5 26.5 14.3 14.7 44.5

1998 Total 49.3 22.7 6.4 20.3 50.7 12.7 38.0
Male 48.0 24.1 0.3 23.6 52.0
Female 51.4 20.4 15.8 15.2 48.6

Brazil

1990 Total 40.6 20.3 6.9 13.5 59.4 11.0 48.4
Male 36.1 19.6 0.5 16.0 63.9
Female 47.6 21.3 16.7 9.6 52.4

1998 Total 46.7 23.2 9.5 14.0 53.3 9.3 44.0
Male 43.0 25.1 1.0 16.8 57.0
Female 51.9 20.4 21.4 10.1 48.1

Chile

1990 Total 37.9 20.9 5.4 11.7 62.1 7.0 55.1
Male 335 21.3 0.2 12.0 66.5
Female 45.9 20.1 14.7 11.1 54.1

1998 Total 37.5 18.5 5.1 13.9 62.5 7.2 55.3
Male 329 19.2 0.1 13.6 67.1
Female 44.8 17.4 13.1 14.3 55.2

Colombia

1990 Total 45.7 24.1 2.0 19.5 54.3 9.6 44.7
Male 45.1 22.6 0.1 22.3 54.9
Female 46.6 26.3 5.0 15.2 53.4

1998 Total 49.0 28.1 2.1 18.8 51.0 8.2 42.8
Male 49.2 28.4 0.2 20.7 50.8
Female 48.8 27.7 4.7 16.4 51.2

Costa Rica

1990 Total 41.2 18.9 5.8 16.4 58.8 22.0 36.8
Male 37.7 19.1 0.3 18.3 62.3
Female 47.5 18.6 15.8 13.1 52.5

1998 Total 45.4 17.5 6.0 21.9 54.6 17.0 37.6
Male 42.2 16.5 0.3 253 57.8
Female 50.7 19.0 15.4 16.2 493

Ecuador

1990 Total 55.6 35.4 5.0 15.3 44.4 18.7 25.7
Male 51.7 32.6 0.7 18.4 48.3
Female 62.1 39.9 12.1 10.1 37.9

1998 Total 58.6 33.0 6.1 19.5 41.4 14.8 26.6
Male 54.5 28.9 1.0 24.6 455
Female 64.1 46.7 9.4 8.0 359

(continued on next page)
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Table 3 (continued)

Country and years

Informal sector

Formal sector

Total Own-account Domestic Micro- Total Public Small, medium-
workers® service enterprises® sector sized and large
private
enterprises®

Honduras

1990 Total 57.6 37.3 7.1 13.3 42.4 14.9 27.5
Male 45.1 25.7 0.5 18.9 54.9
Female 72.0 50.5 14.6 6.9 28.0

1998 Total 57.9 37.0 5.0 15.9 42.1 10.3 31.8
Male 52.0 27.9 0.9 23.2 48.0
Female 64.1 46.7 9.4 8.0 35.9

Mexico

1990 Total 47.5 25.0 5.1 17.3 52.5 25.0 27.5
Male 46.6 25.1 0.8 20.7 53.4
Female 48.8 24.6 13.4 10.8 51.2

1998 Total 49.6 24.9 4.8 19.8 50.4 21.7 28.7
Male 48.1 23.7 0.2 24.2 51.9
Female 51.8 26.8 12.9 12.1 8.2

Panama

1990 Total 36.0 19.8 7.9 8.3 64.0 32.0 32.0
Male 34.6 23.8 1.0 9.7 65.4
Female 38.0 14.0 17.8 6.3 62.0

1998 Total 38.5 21.5 6.9 10.1 61.5 21.8 39.7
Male 35.9 22.8 1.3 11.9 64.1
Female 42.3 19.5 15.4 7.4 57.7

Perud

1990 Total 52.7 33.4 4.9 14.5 47.3 11.6 35.7
Male 46.3 28.9 0.6 16.9 53.7
Female 62.9 40.4 11.6 10.8 37.1

1998 Total 53.7 30.2 5.5 18.0 46.3 7.2 39.1
Male 45.3 23.8 0.5 21.0 54.7
Female 64.6 38.7 11.9 14.0 35.4

Uruguay®

1990 Total 39.1 18.6 6.8 13.7 60.9 20.1 40.8
Male 33.7 18.6 0.2 15.0 66.3
Femae 46.6 18.5 16.2 11.8 53.4

1998 Total 41.2 20.1 7.5 13.6 58.8 16.8 42.0
Male 37.3 22.1 0.2 15.0 62.7
Female 46.4 17.5 17.2 11.7 53.6

Venezuela

1990 Total 38.6 22.3 3.9 12.4 61.4 22.3 39.1
Male 38.3 22.0 0.4 15.9 61.7
Female 39.3 22.8 10.4 6.1 60.7

1998 Total 43.0 28.9 4.7 9.4 57.0 19.0 38.0
Male 433 27.8 0.2 15.3 56.7
Female 46.6 28.4 11.4 6.8 53.4

Source: 1LO estimates, based on country household surveys and other official sources (revised series).

2 Includes own-account workers (other than professional and technical workers) and unpaid family workers.

® Employed in establishments of up to five workers.
¢ Enterprises with six or more workers.

4 Metropolitan Lima.

¢ Montevideo.

the situation in Latin America in the recent past. Nine
out of every ten new jobs created in the 1990s were in
services, but 70% of these were in low-productivity
services, chiefly personal, retail trade and transporta-
tion services in the informal sector. Under these cir-
cumstances, the shift to services means a decline in
employment quality.

The third major change in the employment struc-
ture in the 1990s was the shift from formal to informal
employment. As was mentioned earlier, the limited job
creation capacity of the formal economy, both public
and private, left increasing numbers of people with no
alternative but to find or create their own occupations
in the informal sector; in the absence of insurance, un-
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FIGURE 1

Latin America (selected countries): Employment trends in the 1990s

(Share in employment growth)
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employment is a luxury that very few can afford. Slow
and erratic growth, and the shedding of labour by the
public sector during adjustment, conspired against the
creation of jobs in modern activities.

As a result, the proportion of the workforce in
informal employment expanded from 44% to 48%
between 1990 and 1998. This includes own-account
work, unpaid work in family businesses, domestic ser-
vice and microenterprise (less than 5 employees). Only
in Argentina, Chile and Honduras did informal employ-
ment not expand as a share of the total, while in the
remaining countries informal employment grew twice
as fast as total non-agricultural employment.

In the region as a whole, 61 out of every 100 jobs
created in the 1990s were informal. As was mentioned
earlier, the great majority of new jobs in services were
informal; furthermore, the most dynamic component
of informal employment growth has been work in
microenterprises. Of every 10 new informal jobs, more
than three were contributed by microenterprises (figure 1).
This could suggest a positive change within informal
employment, since microenterprises are more highly
organized than most informal activities and average
incomes from microenterprises are higher than those
of the rest of the informal sector, although not as high
as those of the formal sector. Average incomes in

Towards the informal sector

From modern to informal

Modern

Informal

Modernization of the informal sector

Microbusinesses

Other informal
activities

microenterprises are about 90% of average incomes in
modern activities generally, but only 55% of average
incomes in medium-sized and large enterprises.
Nevertheless, microenterprises are increasingly of-
fering valid employment options. In 1998, for instance,
they accounted for all new jobs created. Further analy-
sis is needed, however, since although incomes are better,
working conditions, job stability and social protection
are far from being acceptable. Between 65% and 95%
of those working in microenterprises do not have a
written contract, and between 65% and 80% are not
covered for health risks or old age. They tend to work
longer hours and are more likely to have accidents at
work. Breaches of basic labour rights (child labour, free-
dom of association, collective bargaining and forced
labour) are also more frequent in establishments of this
size than in larger ones. Of course, insecurity is not
solely a characteristic of small enterprises; it is also to
be found in medium-sized and large firms (ILO, 1998).
The fourth process identified is the loss of job se-
curity resulting from increased competition in a more
flexible labour environment. The search for cost reduc-
tions and flexibility to allow for improvements in com-
petitiveness has led to labour law reforms introducing
flexibility at the margins. For new jobs, “non-standard”
contracts have been introduced as a less costly and more
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flexible alternative to the open-ended contracts that
were once the norm. The resultant increase in flexibil-
ity and reduction in labour costs were expected to lead
to growth in the number of waged jobs created.

In the 1990s waged employment did indeed in-
crease more rapidly than total employment, suggest-
ing that the reform produced incentives to hiring. How-
ever, the social cost involved was increasing insecurity
of employment. The introduction of “non-standard”
labour contracts was accompanied by an increase in
the number of workers without any written employ-
ment contract at all. It should be noted that neither non-
standard contracts nor the lack of any written legal con-
tract automatically entail lower labour protection than
standard contracts. Only the reform in Argentina made
allowance for this reduction in temporary contracts, the
existence of an employment relationship being subject
to proof in the absence of a written contract. However,
inspection and control become more difficult with tem-
porary contracts. In the case of workers without con-
tracts, many are unofficial and work for cash, so that
their conditions of employment are almost impossible
to check. This development, furthermore, has come
about in a situation where labour inspection is gener-
ally weak, and because it is rigid contracts that are le-
gally recognized as standard ones, the reform has meant
that powers of guidance have been diminished.

In 1996, workers without contracts or with “non-
standard” contracts accounted for 30% of all workers
in Chile, 40% in Argentina and Colombia and 74% in
Peru. Most worked in microenterprises: 50% in Chile,
65-70% in Argentina and Colombia and 80% in Peru.
However, medium-sized and large enterprises recorded
the largest proportion of “non-standard” contracts and
significant percentages of workers without contracts:
6% in Chile, 11% in Peru and 32% in Argentina and
Colombia. In the case of microenterprises, informal
working and lack of employment security have a clear
tendency to overlap, since both are mainly the result of
inability to pay the costs of labour protection. With
larger enterprises, the number of unregistered workers
is an indication that the law is being circumvented
(Tokman and Martinez, eds., 1999).

Not only is the proportion of workers potentially
or actually exposed to insecure employment conditions
high, but in most countries insecure employment ac-
counts for all job growth in the 1990s. Of the four coun-
tries analysed, only in Colombia was there an increase
in open-ended employment; in Argentina, Chile and
Peru there was a fall in the absolute numbers of such
contracts. The exact nature of the transition from per-

manent to temporary employment differed from coun-
try to country. In Argentina, the decline in the number
of open-ended contracts was entirely offset by growth
in the number of workers without contracts, mainly in
larger enterprises. In Peru, the decline in open-ended
employment was compensated for in equal proportions
by workers with temporary contracts and workers with-
out contracts, mostly in microenterprises. In Chile, most
new jobs were provided by larger enterprises under tem-
porary contracts.

The four processes described resulted in a decline
in the quality of labour protection in the 1990s.
Privatization, which could have been a positive devel-
opment, was not so because of the inadequacy of job
creation in modern private-sector companies. A shift
towards tertiary employment is also a priori neutral,
since good jobs in services could make up for a decline
in available manufacturing employment. However, most
of the new jobs in services were of low productivity.
Increased informal working and insecure employment
conditions clearly resulted in lower job quality, although
this was somewhat offset by the rapid expansion of
employment in microenterprises.

The changes in the employment structure can be
more clearly identified if looked at from a longer-term
perspective. As can be seen in figure 2,2 during the three
decades prior to adjustment (1950-1980) an average of

FIGURE 2
Latin America (selected countries): Sectoral
contribution to job creation, 1950-1996
(Number of jobs contributed out of every 10 new jobs)

1950-1980
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1980-1990 l'

1990-1996

Own-account Domestic
working  services
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Modern
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2 Owing to the nature of the available data, in the case of some
countries the informal sector as defined for the purposes of figure
2 includes microbusinesses with up to 10 employees, and its em-
ployment share relates to urban employment. The revised series,
in which the informal sector includes microbusinesses with up to
five employees and is related to urban employment, does not per-
mit of long-term comparison.
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60% of new jobs in Latin America were created by the
formal sectors of the economy, with government ac-
counting for 15% and medium-sized and large private-
sector companies for 45%. The informal sector con-
tributed 40% of new jobs, of which only 10% were in
microenterprises (ILO, 1996).

A substantial change in the employment structure
occurred during the adjustment decade of the 1980s.
The contribution made by employment in modern in-
dustries fell to two out of every ten new jobs, this de-
cline being most pronounced in modern private-sector
companies that had to adjust to a more open economy.
The informal sector acted as a buffer: it doubled its
contribution to job creation, mostly in microenterprises,
where it more than tripled. The 1990s saw a recovery
in labour absorption in larger private-sector companies
and continuing growth in informal employment.

To sum up, privatization has meant that public-
sector employment is no longer contributing to labour
absorption. Larger enterprises, while they have been
recovering from the adjustment decade, are still well
below the pre-adjustment level, and technological
change and decentralization of production and employ-
ment mean that they are unlikely to be able to return to
it. Indeed, business of all sizes account for the same
5.5 out of every 10 new jobs as they did in the pre-
adjustment period. The difference is that the main con-
tributors now are microenterprises (including small
enterprises). This being the case, and informal and in-
secure employment still being the norm in the sector,
this employment shift has led to a decline in job
quality.

d) Wage trends and differentials

The adjustment process was expected to have two ef-
fects on wages. It was predicted that wage levels would
increase as productivity grew, while wage differentials
by skill level would narrow as the demand for unskilled
labour increased because of the expansion of trade
based on labour-intensive sectors.

In 1990, both industrial and minimum wage lev-
els were lower in real terms than they had been in
1980. In both cases, though, there was a recovery
during the 1990s. This was mainly due to success in
reducing inflation, which declined from three digits
to less than 10% on average across Latin America.
Latterly, productivity growth also contributed, particu-
larly in the industrial sector. Nonetheless, as table 2
shows, minimum wages are still substantially lower
than in 1980.

Wage differentials have behaved in an unexpected
manner, with the gaps between minimum and indus-
trial wages and differences by skill or educational level
tending to widen. Industrial wages grew by 1.4% a year
between 1990 and 1997, while minimum wages in-
creased by only 0.3%. Across Latin America, income
differentials between professional and technical work-
ers and those employed in low-productivity sectors in-
creased from 40% to 60% on average between 1990
and 1994. This was the result of substantial growth in
the real incomes of high-skilled workers in modern ac-
tivities and slow increases or even declines in the wages
of unskilled labour in low-productivity sectors. In eight
out of ten countries for which data were available, the
wage gap by skill level widened (ECLAC, 1997a). The
same can also be seen when the wages of skilled work-
ers are compared with those of blue-collar workers since
1988 (1DB, 1998).

As wage gaps in Latin America widened over this
period, exactly the opposite trend was being seen in
the South-East Asian countries, despite the fact that in
1980 wage gaps in Latin America were already the larg-
est in the world. By 1997, the wage gap in Latin
America was 1.9 times as high as in developed coun-
tries and the South-East Asian countries.

A number of explanations can be put forward for
this unexpected development. The effect of capital lib-
eralization on the prices of capital goods could have
brought about an increase in investment and a concomi-
tant demand for skilled labour. The expansion of im-
ports from countries like China with an even greater
abundance of unskilled labour than Latin America, and
currency appreciation, which favoured growth in more
skill-intensive non-tradable goods, are other factors
(Lustig, 1998).

In addition, studies done on Brazil, Chile and Peru
(Meller and Tokman, 1996; Paes de Barros and others,
1996 and Saavedra, 1996) suggest that the maturity and
characteristics of the trade liberalization process influ-
ence the evolution of wage differentials. In Chile, where
the liberalization process was at a more mature stage,
large enterprises were able to expand employment af-
ter 1984; in Brazil and Peru (two late starters in the
process), large enterprises reduced employment in order
to raise productivity and competitiveness, while most
labour absorption took place in small enterprises and
microenterprises. In Chile demand for skilled labour
grew, while in the other two countries there was a shift
of labour from higher- to lower-productivity enterprises
and sectors, a process that was accompanied by net em-
ployment growth in Peru but a net contraction in Brazil.

SOCIAL STRATIFICATION UNDER TENSION IN A GLOBALIZED ERA

* EMILIO KLEIN AND VICTOR TOKMAN



CEPAL REVIEW 72 -

DECEMBER 2000 19

TABLE 4
Argentina, Chile, Colombia and Peru: Insecure employment
Waged workers® Hourly cost of labour® Composition of changes in waged employment®
On Without  Total With Without With  Open-ended  Temporary Without  Total change
temporary contracts temporary contracts open contracts contracts contracts in waged
contracts contracts -ended employment
contracts

Argentina 12.7 33.0 35.7 3.5 2.8 6.1 -652.7 25.7 726.9 100.0
Chile 14.7 15.6 30.3 1.4 1.0 2.1 -89.9 138.9 51.0 100.0
Colombia 8.3 31.0 39.3 1.9 1.6 33 81.9 13.3 4.8 100.0
Peru 32.6 41.1 73.7 1.4 1.1 2.1 -19.3 56.8 62.6 100.0

Source: Tokman and Martinez (eds.) (1999) and 1L0 (1998).

a

b

As percentages of total waged employment.
In dollars.

¢ As percentages of changes in waged employment between 1990 and 1996.

In both cases, however, wages for unskilled labour de-
clined, either as a result of this employment shift or be-
cause of the introduction of lower levels of labour pro-
tection. Workers in microenterprises earn an average
0f 30% to 50% less than those in larger establishments
(1Lo, 1997a), and the figure is still 20% even when per-
sonal characteristics are homogenized (IDB, 1998).
However, large companies replacing workers on long-
term contracts with temporary ones reduce wages by
between 35% and 40%, and by an additional 15% to
30% if no written contract is drawn up (table 4). It is
mainly unskilled workers who are switched to employment
contracts of this type, and this practice has neutralized
any demand effect that may have resulted from trade
liberalization (1LO, 1998).

e) Poverty and equity

Poverty and inequality have increased during the reform
process. Today, on average, there are more poor people
and income differences are larger in Latin America than
before. The trend has not been a continuous one. During
the 1990s, when several countries had already completed
the stabilization and trade liberalization phases, poverty
fell in most of the countries for which data are available.
Only in Argentina and Venezuela did the level of pov-
erty rise, while in Mexico it remained constant. In the
13 remaining countries for which there are data, reported
poverty fell (ECLAC, 1999).

The level of poverty is still higher today than in
1980, and there has been no improvement in equity.
On the contrary, income concentration has increased
substantially since the early 1980s, so that the Gini
coefficient is now at a level similar to that seen in
1970 (0.52). This is because the income share of the
poorest quintile has declined while that of the highest

quintile has risen continuously, a rise that was inter-
rupted only between 1980 and 1983. The intermediate
quintiles, while performing better than the poorest, have
still not recovered the income shares they had at the be-
ginning of the 1980s. In fact, of the two countries (Chile
and Uruguay) that can show a significant decrease in
poverty, only in Uruguay has equity increased at the same
time.

Income concentration in Latin America has his-
torically been the highest in the world. At present, the
income share of the top 5% is double that of the same
group in industrialized countries, and more than 60%
higher than in South-East Asian countries. At the other
extreme, the income share of the poorest 30%, at 7.5%,
is the lowest in the world, being just 60% of the equiva-
lent level in industrialized and Asian countries (IDB,
1998). When a successful performer like Chile is com-
pared to the United States, it is found that the income
shares of the bottom 20% are similar (about 4.5%).
However, to find a time when the shares of the upper
20% were comparable, we have to go back as far as
1929. If the Gini coefficient is calculated for 90% of
the Latin American population (excluding the upper
10%) it is found to average 0.36, which is similar to
the level seen in the United States, while in six of the
countries it is actually lower than in the United States
(DB, 1998). This clearly shows that greater income
concentration among the highest groups is a key ex-
planatory factor.

Of no less importance is the question of why glo-
balization, and the adjustment package that accompa-
nied it, did not help to bring Latin American equity
levels closer to those of the rest of the world. Conven-
tional wisdom, based on the pioneering studies of
Kuznets, would lead one to expect that, after a period
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of increased income concentration in the early stage of
development, equity would improve. This conventional
wisdom does not seem to hold today, even for devel-
oped countries. The trend towards greater equity has
been cut short or, at best, suspended. Inequality has
increased in the United States since the end of the 1960s,
while in the United Kingdom it increased from 1979 to
1989, and it likewise rose in Sweden after 1988
(Atkinson, 1996 and Krugman, 1995). This suggests
that Latin American countries may be following a uni-
versal path as a result of policy homogenization, with-
out having passed through the stage of increased eq-
uity seen earlier in those countries.

Several factors can help explain why globalization
has not improved equity in Latin America. They relate
to population dynamics, the distribution of opportuni-
ties and the workings of labour markets during the ad-
justment process.

Rapid population growth has resulted, particularly
in poor households, in larger household size (50% more
members in the lowest quintile than in the highest),
higher dependency rates (almost treble) and lower par-
ticipation rates (60%) (ECLAC, 1997a).

Access to opportunities, and particularly to edu-
cation, is also unequal. Although the time people spend
in education has increased on average (albeit more
slowly than in South-East Asian countries), it tends
to be unequally distributed. There is a high drop-out
rate among poor households. While 94% of poor chil-

dren in educationally advanced countries are enrolled
in the first year of school, the figure is only 76% in
the less advanced countries. Enrolment rates decrease
to 63% and 32% by the fifth year, and to 15% and 6%
by the ninth year. Entry rates are similar for poor chil-
dren and children from higher-income families, but
the latter remain at school for longer periods. By the
fifth year, the rates are 93% and 83%, while by the
ninth year they are 58% and 49% (IDB, 1998). Inequal-
ity of access is reinforced by higher rates of educa-
tion to university level among higher-income fami-
lies and by differences in education quality. Academic
attainments (in mathematics and science) are on av-
erage 50% higher in private schools, which are at-
tended only by children from higher-income families,
than in State schools, which 90% of the children of
the poor attend.

A significant proportion of income differences,
more than 55%, is explained by labour market out-
comes. As argued above, increased unemployment,
employment shifts towards less productive, more un-
stable jobs and increased wage differentials tend to
widen income inequalities since they affect poor house-
holds disproportionately. Unemployment rates are
higher in poor households (in Chile the rate for the
poorest quintile was 2.7 times that for the richest
quintile in 1996). In addition, job allocation is seg-
mented. High-quality, well-paid jobs are largely held
by members of higher-income families, while low-qual-

TABLE 5
Latin America (nine countries): Indicators of employment transformation,
informal working and average income growth by income group?
(Percentages and annual growth rates)
Country Period Employment® Informal working® Average income
of the employed?
Total Low Medium High Total Low Medium High Total  Low Medium  High
Argentina  (1990-96) 0.5 1.0 1.2 -1.3 66 79 77 4.5 3.5 4.2 6.4
Brazil (1992-95) 3.5 5.8 2.2 3.5 81 66 85 95 1.3 1.3 1.2 1.5
Chile (1990-96) 3.1 3.8 2.7 2.9 29 14 30 42 5.6 4.1 5.8 5.9
Colombia  (1992-96) 1.8 1.2 1.9 2.6 37 66 22 3.6 2.5 33 3.9
Costa Rica  (1990-95) 4.4 3.7 3.5 7.0 51 70 48 42 1.9 -0.6 1.4 2.7
Mexico (1990-95) 6.4 7.8 6.0 5.5 58 87 54 18 -2.1 -3.8 -2.1 0.2
Panama (1989-95) 6.8 6.3 7.2 6.8 38 45 35 31 1.4 2.6 0.6 2.2
Peru (1991-95) 5.1 6.3 4.2 5.4 69 97 51 32 3.0 2.7 -0.2 3.0
Venezuela  (1990-96) 2.6 23 2.2 3.8 77 100 87 31 -10.3  -11.5 -9.8 -9.1

Source: 1LO, on the basis of household surveys in Argentina (Greater Buenos Aires), Brazil (urban area), Chile (urban area), Colombia (10 metropoli-
tan areas), Costa Rica (urban area), Mexico (39 cities), Panama (metropolitan area), Peru (metropolitan Lima) and Venezuela (urban area).

2 Data refer to those employed in urban areas, excluding the agricultural and mining sectors. Workers have been grouped according to
income levels as determined by per capita household income quintiles. The income levels are: low (quintile I + quintile II), medium
(quintile III + quintile IV) and high (quintile V). All indicators relate to the period shown for each country.

Annual rate of employment growth (average for the period shown for each country).

¢ Percentage of new jobs in informal activities during the period shown for each country.

Annual rate of average income growth for those in work, measured in constant prices (average for the period shown for each country).
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ity, informal and unskilled jobs tend to be taken up by
people from poor households. Employment among the
poorest 40% in Chile increased between 1992 and 1994;
while formal employment declined, the number of in-
formal jobs grew by more than 20%. The opposite hap-
pened in the upper quintile, where formal employment
expanded by 13.5% and informal employment de-
creased by 2.7%. More than half of all new jobs re-
quiring high educational levels went to upper-income
families, while upward mobility among the bottom 40%
was limited, as they tended to take up jobs with sec-
ondary or technical requirements (Tokman, 1998).

Labour market outcomes are a key factor in the de-
velopment of poverty and equity. This does not mean that
non-work incomes are not important, but that the two can-
not be considered in isolation from one another. Income
concentration by household is currently similar to the con-
centration of earnings by worker in 14 Latin American
countries (with Gini coefficients of 0.52 and 0.51 respec-
tively) (IDB, 1998). The above analysis, then, can be trans-
lated into poverty and equity, and we have done this for
nine countries in the 1990s (tables 5 and 6). The countries
included were Argentina, Brazil, Chile, Colombia, Costa
Rica, Mexico, Panama, Peru and Venezuela (iLo, 1997a).

TABLE 6
Latin America (nine countries): Distribution of income among the employed,
by income level®
(Percentages)
Levels
Country Inequality ratio®
Low Medium High
Argentina
1990 7.9 34.6 57.5 7.0
1996 6.8 354 57.8 8.0
Change -1.1 0.8 0.3
Brazil
1992 5.1 29.2 65.7 19.2
1995 53 27.3 67.4 21.5
Change 0.2 -1.9 1.7
Chile
1990 11.3 30.7 58.0 9.4
1996 10.8 30.6 58.6 10.4
Change -0.5 -0.1 0.6
Colombia
1992 16.8 335 49.7 4.3
1996 15.6 33.0 51.4 4.6
Change -1.2 -0.5 1.7
Costa Rica
1990 19.2 41.6 39.2 3.0
1995 15.8 38.7 45.5 3.4
Change -3.4 -2.9 6.3
Mexico
1990 15.0 37.5 47.5 6.0
1995 14.3 35.9 49.8 7.1
Change -0.7 -1.6 2.3
Panama
1989 14.3 37.7 48.0 4.7
1995 14.7 35.9 49.4 4.7
Change 0.4 -1.8 1.4
Peru
1991 13.2 34.7 52.1 7.9
1995 14.2 30.9 54.9 8.5
Change 1.0 -3.8 2.8
Venezuela
1990 18.4 38.5 43.1 4.7
1996 13.6 39.0 47.4 7.6
Change -4.8 0.5 4.3

Source: 1LO, on the basis of household surveys in Argentina (Greater Buenos Aires), Brazil (urban area), Chile (urban area), Colombia (10
metropolitan areas), Costa Rica (urban area), Mexico (39 cities), Panama (metropolitan area), Peru (metropolitan Lima) and Venezuela

(urban area).

2 Constant prices.
b

level (quintiles I and II).

The inequality ratio measures the relationship between the nominal average incomes of the highest level (quintile V) and the lowest
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On average, in the nine countries included, both
employment and income per worker increased in the
1990s, but the distribution of income favoured the up-
per 20% of families. Employment grew fastest in poor
households, followed by households in the upper 20%
of income. Middle-income groups benefited the least
(figure 3). Average income, however, grew most rap-
idly in the higher income group, less rapidly in the
middle and most slowly among poor households. This
is a consequence of segmented access to jobs by dif-
ferent income groups. The poor, lacking in human capi-
tal, tend to get access to informal jobs, while higher-
income families tend to take up better jobs. About 70
out of every 100 new jobs taken up by the poorest 40%
were informal, while in the case of the middle 40% the
ratio was 52 out of every 100 new jobs. As a result,
income concentration, as measured by the income dif-
ference between the top 20% and the bottom 40%, in-
creased in all the countries considered. Both the poor
and the intermediate groups saw their share of total
income diminish, the upper 20% being the only gain-
ers. It seems likely, however, that relative poverty de-
creased. Growth in employment and in earnings per
worker, plus an increase in the number of family mem-
bers at work, resulted in higher incomes for the poor
and lower poverty in most countries during this period,
the exceptions being Mexico and Venezuela.

The situation is fairly homogeneous across all the
countries. Incomes per worker grew fastest in the
upper-income group in all the nine countries consid-
ered, and employment did so in six of them. The situa-
tion as regards developments in the poor and middle
groups is more diverse. In most countries, employment
grew more rapidly for the poorest 40% than for the
middle 40%. However, income per worker grew faster
for the middle-income group than for the low-income
group in six of the nine countries studied. As noted
earlier, this was the result of differentiated access to
jobs. Income differentials between the top 20% and the
bottom 40% increased in all cases, with the cost being
borne by the poor and middle groups. In half the
countries the poor lost more ground than the middle
group, while in the remainder the reverse was true.

FIGURE 3
Latin America (selected countries): Employment
and income growth by income level, 1990-1996
(Percentages)
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I

Adjustment, global economies and

social stratification

Both the adjustment process in national economies
and the subsequent integration of these into the in-
ternational economy have had a significant impact
on the social stratification system. This is because
that system is mainly based on an occupational struc-
ture that has changed to reflect the transformations
wrought in the labour market by economic restruc-
turing. Some of the changes that have taken place,
and the sociological consequences of these, will be
analysed below, with particular attention being paid
to four aspects. The first is the relationship between
the transformation of public employment and middle
class impoverishment. The second is the way
privatization generates increased social heterogene-
ity, as a result of both involuntary labour mobility
and the growth of outsourcing. The third is the in-
fluence of transnationalization on labour relation
systems. Lastly, we shall look at the increased dif-
ferentiation emerging in employment growth areas,
like microenterprise and agriculture.

1. Public-sector employment and the middle class

The first important issue is the new role of the State
and its impact on the labour market. This transforma-
tion has had two main effects. In the first instance, public-
sector employment has declined in virtually all the
countries of the region. On average, public-sector em-
ployment has decreased from 16% of the economically
active population at the beginning of the 1980s to 13%
today, a fall of almost 20%. This average masks par-
ticularly steep drops in some countries. For example,
between 1990 and 1997 public-sector employment de-
creased by 32% in Argentina, 33% in Bolivia, 22% in
Costa Rica and 28% in Panama. This process has had a
large influence on social stratification in Latin America.
It is a well documented fact that the origins and devel-
opment of the middle class in Latin America were
closely associated with the role of the State in promot-
ing social and economic development during this cen-
tury. In some countries this process began in the early
decades of the century, in others it took place after the
Second World War, and in others again it is still going

on, but it is a feature of the entire region. This role
encompassed the creation of public employment and
the hiring of administrative staff to implement the de-
velopment policies of the State, including health, edu-
cation, public works and housing. The State was in-
volved in creating employment in public enterprises of
all kinds, but essentially in those sectors deemed to be
of national strategic importance (utilities, key natural
resources and basic industries). One illustration of the
importance of public-sector employment to the devel-
opment of the middle class is the observation
(Echeverria, 1985) that, in the 1970s, 60% of all Latin
American professionals were civil servants.

The occupational status of civil servants who have
lost their jobs as a result of the decline in public-sector
employment is unclear, and probably varies between
and within countries. In some instances former civil
servants have been eligible to receive compensation
payments, with which they have been able to start their
own businesses, usually as independent contractors or
as micro-entrepreneurs. In many of these cases their
position may have improved. In other cases, these re-
dundancies have led to downward mobility. The fact is
that, in some countries, people discharged from the civil
service and public-sector enterprises have experienced
impoverishment and loss of status, especially those who
were not professionals and whose status was based not
on their educational attainments but on the occupational
positions they held.

Again, those who have remained in public employ-
ment have also lost status. With the economic adjust-
ment measures that have been taken, the importance of
State administration has been reduced. At the same time,
the prevailing ideological standpoint plays down the
role of the State in society, and public functions do not
have the same prestige as before. One indication of this
is the reduced remuneration now given to civil servants;
during the 1980s, the salaries of public employees fell
by an average of 30% (1LO, 1992).

Of course, civil servants still enjoy considerable
employment stability, coupled with a certain amount
of social protection and safety nets that, even though
they are far from satisfactory, provide some security
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from the most pronounced of the negative trends oper-
ating in today’s labour market. Furthermore, not all the
remaining civil servants have seen their position worsen.
One group, albeit small, have improved their incomes
and status because they have been given increased re-
sponsibilities and because demand from the private
sector for their type of specialization is high. This is
particularly true of those working for essential institu-
tions in the new economic system, such as those in
charge of overseeing and collecting tax revenues or
customs duties. It is also true of those with a regulatory
role in different areas of the financial system such as
banking, insurance and stock markets, and in the insti-
tutions created to regulate privatized social security
activities and utilities. As a result, wage and status dif-
ferentials have widened in what used to be a very ho-
mogeneous sector. The increasingly heterogeneous
character of the sector is not necessarily a negative fea-
ture. Indeed, it may lead to greater economic efficiency
in the public sector if incentives related to labour pro-
ductivity are introduced, as in fact is happening in ar-
eas like education and health. Furthermore, if a highly
skilled labour force can be retained in the civil service
by keeping wages and working conditions competitive
with the private sector, then the quality of the product
will improve. Creating opportunities for social mobil-
ity and higher status for some of those working in the
public sector by allowing wage differentials to increase
can result in improvements to the overall performance
of the sector.

2. Social heterogeneity and privatization of
public enterprises

The second feature of the changed role of the State is
the privatization of public-sector enterprises that has
taken place throughout Latin America. Privatization has
had a major impact on the way the labour market works,
particularly where certain of its institutional character-
istics are concerned. Labour market flexibility has been
achieved by various means. The first is greater scope
to dismiss workers. In almost all public enterprises that
have been privatized, a proportion of the labour force
has been made redundant, the result in the first instance
being an increase in open unemployment. This process,
of course, is similar to the one seen in the private sec-
tor. Some of these workers have not been able to find
stable work and have become downwardly mobile, al-
ternating between periods of underemployment and
unemployment. Others have found employment simi-
lar to the work they did for the public-sector enterprises

concerned. Lastly, the rest have turned themselves into
entrepreneurs, creating businesses of their own that in
many cases have functional links to the large compa-
nies they were formerly employed by. In other words,
when workers and employees in general are dismissed
from newly privatized enterprises, some of their former
functions, including some essential ones, are
outsourced, and these enterprises subcontract with
smaller firms for this work. In this way, a subcontract-
ing chain is established. This arrangement has tradi-
tionally been quite common in some economic sectors,
construction being an example. Today, it is also to be
found in the primary sectors, basic utilities, telecom-
munications, commerce and financial services.

Outsourcing gives companies greater flexibility,
enabling them to respond appropriately to fluctuations
in the economic environment. Although there has been
no thorough macro-evaluation in respect of income and
employment, national case studies show that the im-
pact is heterogeneous. For example, in the Chilean State
mining sector, where extensive redundancies have been
made to reduce production costs, many workers have
been rehired on a subcontracting basis. While they have
indeed forfeited employment stability and significant
non-wage benefits, working conditions and accident
rates have improved (1LO, 1997b). On the other hand,
in many other cases income and employment condi-
tions have deteriorated. Insecure employment abounds
in different sectors and countries where subcontract-
ing is becoming a common feature of the labour mar-
ket. In these cases, temporary jobs, lack of social secu-
rity coverage and the absence of unions, collective
bargaining and training mechanisms may well be the
norm, even though wages might be higher.

3. Transnational enterprises and their social
effects

Privatization of State enterprises has also increased the
presence of transnational corporations. This has gen-
erated a new managerial stratum, characterized by very
high incomes, an international outlook (as opposed to
national interests) and a corporate ideology based on
the idea that globalization redefines national bound-
aries and local interests. This stratum is to be found not
only in privatized public enterprises but also in private
companies, particularly those engaged in trading, fi-
nancial services and industry. One of the effects of the
transnational status and management style of these
managers is that they tend to apply international stan-
dards to labour relations, without recognizing national
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and local characteristics. Often they are also sharehold-
ers in the company, which gives them a concrete stake
in its interests. They are also involved, however, in
making the whole economic system work at a macro
level, insofar as events in the capital and financial mar-
kets directly affect their own overall incomes (in coun-
tries where privatized pension funds have been allowed
to invest in shares, this is also the case for all workers
and employees participating in the system).

One specific kind of transnational presence is the
so-called magquila or inbond assembly system whereby
certain parts of a company’s production process are
transferred to another country, this usually being justi-
fied in terms of lower labour costs as these have a large
direct effect on total production costs (labour accounts
for 54% of total costs in the typical Central American
magquila or inbond assembly plant, where labour costs
are 3.5 times lower than in the United States). In some
areas of Latin America, this form of production is in-
creasingly important. In Central America, plants of this
type now account for 250,000 jobs (400,000 if the
Dominican Republic is included), representing 30% of
employment in the formal industrial sector, 20% of
export value added and about 10% of industrial GNP
(Gitli, 1997). Their impact, then, has been significant,
and in some cases particularly disadvantaged groups
in the labour market, mainly women, have benefited
from the presence of these plants in their respective
countries. This has become a means of increasing labour
force participation among these groups, which consti-
tute a social stratum that is clearly dependent on the
transnational activities increasingly being undertaken
by firms from the developed world as national econo-
mies globalize.

The same study shows, however, that labour stan-
dards and even human rights are not always respected.
Sweatshops are widespread, even though there is in-
creasing pressure for foreign firms to comply with mini-
mum standards in their host countries. The question
that remains to be answered is whether this is at all
possible when low labour costs are the driving force
behind the very existence of the inbond assembly in-
dustry.

4. Microenterprises and the informal sector

Microenterprises, many of them informal, have by and
large been the main source of employment in Latin
America during the last decade. The social effects of
this trend have been important. To begin with, it has
weakened the waged workforce that traditionally sus-

tained the labour movement. Permanent blue-collar
workers in medium-sized and large industrial compa-
nies have increasingly been outnumbered by wage eamn-
ers in microenterprises. Others have been turned into
independent contractors, mainly in the trade and ser-
vices sectors.

The way microenterprises have developed has, in
many cases, reflected their relationship with the inter-
national economy. While a large majority of
microenterprises cater to national markets, a propor-
tion are now linked through exports to the world
economy. Some authors have argued that this “neo-in-
formality” is a characteristic of today’s labour markets,
particularly when enterprises form part of subcontract-
ing chains with the inbond assembly operations of for-
eign companies, and when they have found specific
niches in particular external markets (Pérez-Sainz,
1996). In none of them, though, is there a significant
division between labour and capital.

At this point it is worth recalling that up until the
1970s the evolution of social stratification in Latin
America was a relatively straightforward process in
which the labour force clearly experienced structural
social mobility. Indeed, research carried out by
Germani, Stavenhagen and Medina Echeverria, among
others, suggests there was a long-standing trend of up-
ward mobility from low-productivity occupations to
higher-productivity ones, interpreted as being chiefly
a shift between sectors (from agriculture to manufac-
turing and services) and between occupational catego-
ries (from blue-collar to non-manual) (see Filgueira and
Geneletti, 1981).

This seems no longer to be the case. The position
of the present paper is that one of the results of adjust-
ment policies and the globalization of national econo-
mies has been the emergence of heterogeneous char-
acteristics within segments of the labour market, and
this phenomenon is seen most clearly when the
microenterprise sector is analysed. “Small scale” means
many different things in both economic and social
terms. Some microenterprises are highly capitalized,
have links to dynamic markets, operate in leading sec-
tors and employ increasingly highly qualified
workforces, while others again are conventional in
terms of capital and labour use. Hence, heterogeneity
is increasing as a result of current economic develop-
ments: those employed in enterprises that are linked to
the developed strata have benefited in terms of income
and employment opportunities (although not necessar-
ily as regards employment quality), while those who
remain cut off from the main thrust of the economy
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have lagged behind. They continue to work in low-pro-
ductivity occupations, with low skills and little job se-
curity.

5. Sectoral analysis

Heterogeneous trends in the labour market, and the so-
cial impact these give rise to, can also be observed at
the sectoral level. Social strata will vary according to
the way businesses are linked with the rest of the
economy (national and international). The development
of agriculture clearly illustrates this point. Those agro-
industrial sectors that have grown on the basis of exter-
nal markets require a type of labour force different to
that employed in traditional agriculture, and have gen-
erated a new set of occupations. Firstly, they require a
relatively well trained and highly skilled labour force.
Secondly, the jobs they generate are mostly temporary.
Thirdly, they have opened up new waged employment
options for people who were previously unemployed
and/or not economically active, particularly women,

1AY

Final remarks

Globalization cannot be isolated from the other poli-
cies that have accompanied it over the last twenty years.
They constitute a policy compact that it is very diffi-
cult, both analytically and in practice, to break down
into its constituent parts. Three processes have been
scrutinized: globalization, privatization and deregula-
tion. The effects on social stratification, mainly through
labour market outcomes, have been the focus of our
analysis, because the occupational structure is the ba-
sis of the system of stratification.

The main conclusion is that the social structure in
Latin America has been placed under tension during
the reform period. This tension has affected social co-
hesion and introduced greater heterogeneity. As with
all processes, there are winners and losers. The differ-
ence this time is that the changes are substantial and
will have a structural effect on peoples, societies and
nations not only today but into the future.

Change, particularly during the 1990s, has not all
been for the worse. Poverty is on a declining trend, and
the poor are better off in income terms. However, eq-
uity has deteriorated. The winners are a minority, while

whose increased participation in the labour market has
led to changes in the organization of the family and the
distribution of roles within it. Lastly, most of these jobs
are remunerated according to labour productivity. These
characteristics contrast strongly with those of the tra-
ditional worker, the permanent, low-skilled male wage
earner, employed in the cultivation of traditional crops
and earning, if he is lucky, the minimum wage. Within
a single occupational category, therefore, the jobs avail-
able have become more diverse in terms of the
workforce required, the personal characteristics of this
workforce, productivity standards and time spent in the
labour market. To sum up, we can say that heterogene-
ity has been a traditional feature of agriculture, an ex-
ample of this being the coexistence of plantations and
a peasant economy. The difference today is that this
heterogeneity is also to be found within occupational
categories so that, for example, the characteristics of
waged labour vary depending on whether or not the
specific sector concerned is linked to the wider eco-
nomic system.

the rest, not only the poor but middle-income groups
as well, increasingly lag behind in relative terms. The
effects of the policy compact on employment and earn-
ings, as well as on equality of opportunities, have proven
to be an important determinant of this outcome. In a
region where inequality is already the highest in the
world, this is an unwelcome trend.

There seems to be enough evidence to sustain the
proposition that the policy compact has led to greater
concentration. Most of the positive effects have ben-
efited sectors that were already situated in the upper
echelons of income distribution: the policy compact
has favoured the relatively rich. Those negative effects
that have occurred in the labour market as a result of
the policy compact —increasingly insecure working
conditions (lack of contracts, social protection, etc.),
the shift of employment towards the service sector and
informal jobs, unemployment— have mostly been con-
centrated among sectors that were already relatively
poor. Thus, differences have increased. Wage earners
may actually be paid more now than in the recent past,
but their jobs are in many instances more informal and
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less secure. In these cases, workers’ status has changed
for the worse.

The middle stratum has also experienced decreased
levels of welfare. This paper has described the nega-
tive effects of the compact on public-sector employ-
ment, and the ensuing effects on social stratification. It
should also be added that the benefits of social policies
have diminished, insofar as these policies have become
more focused on the poor at the expense of middle-
income groups. As a consequence, the middle classes
now have less protection against unemployment and
poor working conditions, public transfers (in the form
of monetary benefits) have diminished and many oc-
cupations that hitherto provided them with status have
either lost their social significance or disappeared alto-
gether.

This unequal distribution of gains and losses seems
even more regrettable in view of the high hopes being
placed in the positive effects of globalization —a path
to which all Latin American countries adhered from
the early stages— on growth, equity and social integra-
tion. The issue, however, is how far globalization has
brought additional distortions to an already unbalanced
social situation. To place this in the right perspective, it
should be recalled that the starting point from which
globalization set out was not conducive to a process of
social adjustment, since high income concentration and
severe macroeconomic imbalances limited any posi-
tive effects that might have emerged from closer inte-
gration into the world economy. The analysis, then,
should focus more on the post-adjustment situation.

As has been shown, there have been fundamental
changes in the employment structure as well as in in-
comes and job quality. In most cases, people have found
that the direction of change has been downward. Un-
employment, a new feature of the situation, has also
contributed to social exclusion, while volatility, which
is associated with the workings of a more open
economy, has brought instability in jobs and incomes.
Unsurprisingly, the main fear of people in the region
today is for their jobs, the chief concerns being insta-
bility and loss of labour protection. Demands for in-
creased labour protection during times of adjustment
have been thwarted by the need to husband resources,
and particularly for Governments to correct fiscal im-
balances.

Globalization has brought new dimensions to eco-
nomic analysis of labour markets, given their increased
links to trade, finance and communications at the in-
ternational level. The old centre-periphery analysis,
which has strongly influenced the Latin American in-

tellectual tradition, is giving way to dependence and
marginality analysis. Linkages today are not only closer
but also of a different nature. Heterogeneity has in-
creased.

A direct way of looking at this relationship is to
identify population groups that are more closely linked
to the global economy than to the country in which
they live. A case that provides an interesting illustra-
tion of this situation is that of Mexico, which of all the
countries in the region has perhaps been one of the most
exposed to globalization in the recent past. Castafieda
(1996) identifies four groups that are directly depen-
dent on economic developments in the United States,
totalling between them 20% to 25% of the Mexican
population. Mexican migrants living in the United
States are the first group. They constitute a source of
income for an estimated 10 million Mexican residents;
remittances, which have grown exponentially, are an
important contribution to the budgets of poor families
(it is estimated that in 1998 they totalled US$ 5.5 billion,
having tripled since 1990). A second group is involved
with exports, including inbond assembly exports, which
are produced by 2,500 establishments and benefit a
further two million people, plus other export-related
activities in agriculture and manufacturing industry.
Several examples serve to illustrate this. General Mo-
tors of Mexico, the country’s biggest private-sector ex-
porter, sells 40% more cars abroad than in the domes-
tic market. Corona, the main beer producer, sells one
bottle abroad for each bottle that goes to the internal
market, and Cementos Mexicanos exported 90% of its
output in 1993. A third group whose livelihood depends
on foreigners consists of those working in the tourism
sector. It is estimated that 600,000 Mexicans are em-
ployed in this activity and hence insulated from fluc-
tuations in the domestic economy. Lastly, a large num-
ber of people have links with foreign countries as legal
or illegal property owners, or simply because they save,
own assets, use financial instruments (like credit cards)
or study or temporarily work abroad in professional
and technical jobs.

Castafieda’s analysis can be extended to the rest of
Latin America, with different proportions involved but
with similar types of relationships. Our own analysis
shows, though, that not all sectors or all occupations
within sectors have become global. The effects have
not been homogeneous. Not all sectors have been
equally affected, and within sectors the impact has been
differentiated. Parts of industry have integrated into the
world economy, while others have lagged behind; agro-
industry, for instance, has established strong links with
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international markets, while traditional peasant agri-
culture has remained autonomous. Occupations have
become more heterogeneous, both between and within
sectors. This is particularly the case with the inbond
assembly industry, tourism and subcontracting in
manufacturing industry. Businesses and hence owners,
managers, technicians and skilled labour are incor-
porated into the global economy; unskilled workers,
while better off than before, are in an insecure posi-
tion characterized by poor incomes, instability and
lack of protection. Unemployment has added to social
exclusion, particularly among women and young
people.

Changes in the social structure have resulted from
labour market effects; the differences between differ-
ent population groups in the degree of global economic
integration go beyond jobs and incomes to permeate
social habits. Cultural and economic differences trans-
late into different social behaviour. Urban life is in-
creasingly segregated; there are now ghettos for the rich,
as there have traditionally been for the poor. Closed
areas, private security, exclusive malls and clubs and
even schools conspire against social integration. Pub-
lic spaces like parks and places of entertainment which
encouraged social interaction in the past are less avail-
able. Separate schools divide children by social groups
(Tokman and O’Donnell, eds., 1998). As O’Donnell
(1998) puts it:

‘The sharp, and deepening, dualism of our coun-
tries severely hinders the emergence of broad and ef-
fective solidarity. Social distances have increased, and
the rich tend to isolate themselves from the strange and
disquieting world of the dispossessed. The fortified
ghettos of the rich and the secluded schools of their
children bear witness to their incorporation into the
transnationalized networks of modernity, as well as to
the gulf that separates them from large segments of the
national population.’

Social categories —as key instruments in the analy-
sis of social stratification and social inclusion— are un-
dergoing fundamental conceptual change. As Castafieda
(1996) correctly argued, the issue today is not one of
class, or ideology, or regions. It is not one of class,
because the families of migrants or workers in some
export sectors benefit as owners and managers do. It is
not one of ideology, because ideas are now increas-
ingly exposed and sustained by transnational events in
what is a communications revolution. Nor is it a ques-
tion of North against South, since the new economic
situation and worldwide ideological change are blur-
ring the divisions of the past. It goes beyond all this.
Social groups are structured by occupations as they
were in the past, but sectors tend to lose meaning when
heterogeneity prevails and, more importantly, when
people relate in a different way, culturally and economi-
cally, to national and international interests.
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Employment trends in
Latin America and

the Caribbean during the 1990s

Jiurgen Weller

Economic Affairs Officer, The economic reforms applied in the region during the 1980s
Economic Development Division, and 1990s created expectations, for which there was theo-

Economic Commission for retical justification, of strong job creation and greater eq-

Latin America uity in the labour market. This article analyses developments

and the Caribbean (ECL4C) in the quantity and characteristics of employment during
Jweller@eclac.cl the 1990s. It concludes that today’s labour market problems
are due to insufficient economic growth and to less inten-
sive use of labour, resulting mainly from changes in trad-
able goods-producing activities. Modernization of produc-
tion methods in companies and sectoral restructuring that
increased the weight of tertiary activities contributed to seg-
mentation of the labour market on the basis of people’s level
of'education, as the demand for labour shifted towards those
who had passed through intermediate and higher education.
People with less formal education had less access to wage
employment and wage differences between skilled and un-
skilled workers widened. At the same time, wage differences
between microenterprises and larger ones increased and, with
employment relationships becoming more flexible as well,
employment quality indicators tended to worsen. All these
tendencies were contrary to what had been expected from
the reforms. Sectoral restructuring of employment helped
trigger a trend towards increasing heterogeneity in the labour
market, and this took a variety of forms: substantial and
simultaneous job creation at the top and bottom of the em-
ployment structure, a widening of the gap between formal
and informal activities, differentiation of working conditions
within medium-sized and large firms, and internal differen-

tiation among microenterprises and own-account workers.
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Introduction

Developments in the labour market between 1950 and
1980 were characterized by a process of social partici-
pation and exclusion: while a growing proportion of
the economically active population succeeded in par-
ticipating in dynamic activities, large numbers of people
who left the agricultural sector as a result of interlinked
processes of attraction and expulsion —and of whom
many migrated to the big cities— could only find em-
ployment in low-productivity, low-paid activities
(PREALC, 1991, pp. 9-14). There thus arose a consen-
sus, reached from a variety of theoretical positions, to
the effect that even though open unemployment rates
were fairly low on average, there were still severe labour
market problems in the region. The main one identi-
fied was underemployment (visible and invisible),
which affected large groups of people in small-scale
farming and the urban informal sector. During the cri-
sis of the 1980s, the problems of the labour market
worsened as the ability of the formal sectors to gener-
ate productive employment declined, with most new
jobs being created in the informal sector. At the same
time, labour productivity and real wages fell.

The idea behind the economic reforms undertaken
in the 1980s and 1990s was not just to achieve greater
macroeconomic stability and higher rates of output
growth, but also to solve the structural problems af-
fecting the region’s labour markets. The starting as-
sumption was that underutilization of the labour force,
at a time when “inward” growth strategies were the
norm, was mainly due to distortions that had arisen in
the different markets for goods and factors. The first of
these distortions was taken to be an anti-export bias
that favoured import substitution activities and the pro-
duction of non-tradable goods and services at the ex-
pense of exports, which were more labour-intensive.
Secondly, it was argued that distortions in the labour

[J This article forms part of the research project “Growth,
Employment, and Equity. The Impact of the Economic Reforms in
Latin America and the Caribbean” conducted by ECLAC and
researchers in nine countries of the region and financed by the
Governments of the Netherlands and Sweden, the Canadian
International Development Research Centre and the Ford
Foundation.

and capital markets had lowered the cost of capital and
raised the cost of labour, and that this had had a nega-
tive impact on the demand for labour. Lastly, it was
considered that the urban bias of this policy had rel-
egated agricultural activities, which tend to be more
labour-intensive, to a position of secondary importance.
Removing these distortions from goods and factor
markets would involve reallocating resources to activi-
ties that produced exportable goods and to technolo-
gies that were more labour-intensive, whereupon the
demand for labour would increase. Besides this the re-
forms, taken all together, would have a positive effect
on economic growth, an essential variable for increased
job creation.

Because of the relative abundance of low-skilled
workers, the bulk of the additional demand would be
for labour of this type. This would increase the relative
wages of low-skilled workers, which would have posi-
tive effects on distribution. Another positive develop-
ment in this respect would be the strengthening of small
and medium-sized enterprises, as it was argued that the
existing distortions had given big firms an unfair ad-
vantage over small ones. Lastly, the abolition of cer-
tain labour regulations and measures to reduce the cost
of others would be conducive to the formalization of
employment conditions and would reduce the relative
weight of the informal sector in employment.

During the 1980s and 1990s, reforms designed to
remove distortions in the different markets of the re-
gion made considerable progress (Morley, Machado
and Pettinato, 1999). So far, evaluations of develop-
ments in the region’s labour markets during the 1990s
have judged the results of these reforms to be disap-
pointing.! A fairly common conclusion is that the
labour market situation is the biggest problem facing
the Latin American and Caribbean countries, and the
region is often said to be experiencing “jobless growth”.

! See EcLAC (1997), Thomas (1997), Lora and Olivera (1998) and
Weeks (1999). 1LO publications also stress the weakness of job cre-
ation, in terms of both quantity and quality, but note that the coun-
tries which implemented the reforms earliest have seen better re-
sults; see, for example, 1LO (1999D).
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General developments in labour

markets during the 1990s

This section will describe some general tendencies in
the region’s labour markets during the 1990s, after
which it will detail some aspects that reflect the high
degree of heterogeneity between countries. The objec-
tive is to evaluate the labour market in relation to the
expectations created by the economic reforms and the
needs of the region’s households.

Figure 1 shows how some labour market indica-
tors have evolved for the region as a whole. The values
given are medians, to prevent the biggest countries (in
the case of weighted averages) or certain extreme situ-
ations (in the case of simple averages) having a dispro-
portionate influence on the data. The indicators are the
total participation rate (TPR), the employment rate (ER),
the real average wage in the formal sector (RAW) and
the real minimum wage (RMwW). The number of coun-
tries for which the relevant information is available is
given in brackets.

The total participation rate shows an upward trend,
although not without fluctuations. By contrast, the
employment rate, after rising in the early 1990s, fell
markedly over the following years, and the subsequent
rise through 1997 and 1998 was not enough to close

FIGURE 1
Latin America and the Caribbean: Employment
and wages, 1990s?
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are for urban areas.

the gap with the supply of labour, the result being higher
unemployment rates (black lines on the chart). Further-
more, the new jobs were created to a disproportionate
extent in low-productivity activities.> The trend in
wages was somewhat more favourable, as they rose
during the first five years of the decade. Subsequently,
though, they stagnated owing to a high degree of eco-
nomic volatility, annual growth being just over 1%,
which was higher than the rate seen in the previous
decade, but not by much. Thus, by the end of the 1990s
a number of countries had still not managed to return
to the levels obtaining in 1980 (EcLAC, 2000Db, table
VL4).

As regards minimum wages, the cautious policies
which had been applied in the previous decade were
maintained; only during the later years were there some
real increases, giving an annual rise of around half a
per cent on average over the decade.

How does job creation in the 1990s look by his-
torical standards? Table 1 shows that the rate of em-
ployment generation increased between the 1950s and
the 1970s, then fell in subsequent decades. The em-
ployment-elasticity of output in the 1990s does not differ
greatly from the regional average for the whole period
1950-1997. At this level of aggregation, no fundamen-
tal shift has been seen either towards greater relative
use of the workforce by comparison with the long-term
trends of previous decades (as had been argued in favour
of the reforms) or towards lower labour-intensive-
ness (which was a criticism in the 1990s), and there is
no justification for talking about jobless growth. Thus,
the main reason (although not the only one) for the rise
in open unemployment during the 1990s would seem
to be the weakness of economic growth, which was not
sufficient to absorb the growing supply of labour.

In simplified terms, the region’s labour markets
can be analysed in two segments, the first correspond-
ing more to the dynamic of labour demand and the sec-

2 The median figures for 12 countries have the share of urban em-
ployment provided by the informal sector rising from 43.5% to
47.9% between 1990 and 1998 (author’s calculation based on ILO,
1999a).
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TABLE 1
Latin America and the Caribbean: Annual growth in output and employment
and the employment elasticity of output, 1950-1999
Period Economic Employment Employment elasticity Growth in wage Wage employment
growth growth of output employment elasticity of output
1950s 5.1 1.9 0.4 2.5 0.5
1960s 5.7 2.3 0.4 2.7 0.5
1970s 5.6 3.8 0.7 4.7 0.8
1980s 1.2 2.9 2.6 2.4 2.0
1990s? 3.8 2.2 0.6 2.2 0.6
1950s to 1990s 4.3 2.7 0.6 3.0 0.7

Source: Prepared by the author on the basis of information from ECLAC and the International Labour Organization (ILO).

2.1990-1997.

ond to the dynamic of supply. Because of this second
dynamic, which is of great structural importance in
countries that lack systems of unemployment benefit,
in the long term —and when comparisons are made be-
tween countries— job creation is closely correlated with
movements in supply. This is particularly true of over-
all employment. Thus, the employment growth shown
in table 1 —rising up until the 1970s, declining thereaf-
ter— mainly reflects developments in supply, and par-
ticularly in its most important component, the demo-
graphic one, rather than differences in the use made of
the labour factor by growth models of different kinds.

Simplifying once again, waged employment can
be used as a proxy for developments in the segment
determined mainly by demand, as it reflects the will-
ingness of companies and the public sector to “pay a
price”, and own-account working can be used in the
same way for the segment determined mainly by sup-
ply, as these are the main occupational categories of
the respective segments. By historical standards, growth
in wage employment was relatively weak (table 1).
Whereas from the 1950s to the 1970s wage employ-
ment grew more quickly than employment overall, and
its share of total employment rose, in the 1990s em-
ployment in this category only grew at the same rate as
overall employment.? It fared worse only in the 1980s,
when its share of total employment fell. The pressure
of supply, of course, can also influence the generation
of certain kinds of wage employment, particularly in

3 Relative growth in wage employment would be weaker if the
information for 1998 and 1999 were included, as in both years
wage employment grew more slowly than the other employment
categories taken together (see the relevant volumes of the ECLAC
Economic Survey of Latin America and the Caribbean).

microenterprises,” just as there is own-account employ-
ment that reflects preferences and opportunities —in
respect of income or other aspects— more than the mere
necessity of generating minimum incomes for survival,
a necessity which is characteristic of those working in
the segment mainly determined by the supply situa-
tion.

When the main labour market trends of the 1990s
are analysed in greater detail, it is found that the char-
acteristics of the labour supply in that decade did not
differ sharply from previous tendencies. The increase
in its demographic component continued to tail off®
and the participation rate continued to rise, owing to
the increasing numbers of women entering labour mar-
kets.® Thus, the total labour supply continued to grow
by more than its demographic component. As for the
qualitative aspects, we find that the two components of
the labour supply that are generally deemed essential
for the development of human resources —formal edu-
cation and work experience— developed positively. On
the one hand, enrolment in secondary and tertiary edu-
cation increased and, as young people with more years
of formal education entered the labour market, the av-
erage educational level of the workforce rose, although
with major quantitative and qualitative shortcomings

4 The fact that job creation in the 1980s was low in relative terms,
but higher than in the 1990s in absolute terms, shows that in situa-
tions of economic crisis too waged employment reflects the pres-
sure of supply to a great extent. In fact, most waged employment
was generated in microenterprises.

5 Annual growth in the working-age population fell from 2.5% in
the early 1980s to 2.0% in the late 1990s (author’s calculation based
on ECLAC/CELADE, 1999).

6 See ECLAC (2000b, statistical annex) for the way labour market
participation developed differently by sex.
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TABLE 2

Latin America and the Caribbean (17 countries): Annual employment
growth by occupational category and contribution of categories

to job creation, 1990-1997

Occupational category®

Annual growth

Contribution to new jobs

Weighted average Median Weighted average Median®
Wage earners, total (17) 2.2 2.7 51.8 62.1
Private-sector wage earners (13) 2.2 3.2 49.7 52.6
Public-sector wage earners (13) 0.7 0.6 2.0 2.5
Own-account workers (17) 2.8 3.1 35.9 342
Domestic service (13) 3.9 3.5 9.9 3.9
Unpaid workers (15) 0.4 -1.9 1.7 -0.5
Other categories (17) 0.4 0.5 0.6 2.4
Total (17) 2.2 3.4 100.0 100.0

Source: Prepared by the author on the basis of household surveys from each country.

2 The number of countries with information available is shown in brackets.

® The sum of the contributions does not necessarily total 100.

(Duryea and Székely, 1998). On the other hand, the
relative reduction in the size of the younger cohorts
within the working-age population translated into a rise
in average levels of work experience. In conclusion,
most of the main quantitative and qualitative features
of the labour supply were determined by long-term ten-
dencies, with no sign of changes occurring in reaction
to recent events such as the economic reforms. The only
indicator that can reflect short-term reactions —and in
fact does so throughout the cycle— is the participation
rate, the trend in which, however, does not show any
kind of abrupt change in direction.

The relative weakness of the demand for labour
can be appreciated from table 2, which breaks down
employment growth over the period 1990-1997 into
the different occupational categories for the region as
a whole.

Across the region, employment grew at an annual
rate of 2.2%.” Employment in certain categories where
working conditions and earnings are generally poor,
such as own-account work and domestic service, grew
by more than waged employment. Among wage earn-
ers, public-sector employment grew by less than total
employment, owing to privatization and more restric-
tive fiscal policies. The number of unpaid family work-
ers remained stable, which meant that their relative
weight in the employment structure continued its long-
term decline, mainly owing to the relative contraction

of the family farming sector. Wage earners accounted
for around half of all new employment (somewhat more
in the median) and own-account workers for another
third. Figure 2 shows the link between changes in the
economic growth rate and changes in wage employ-
ment and wages, for four countries.®

Developments at the sectoral level were an impor-
tant factor in accounting for both the quantity and the
characteristics of job creation. During the 1990s the
long-term tendencies for employment to fall in the pri-
mary sector and grow in the tertiary sector continued,
while the relative expansion of employment in the sec-
ondary sector seems to have come to an end (table 3).

Between 1990 and 1997, manufacturing employ-
ment grew at an annual rate of 1.3%. In the medium-
sized and large countries, stagnation or even contrac-
tion of manufacturing employment in Argentina, Brazil
and Colombia contrasts with substantial growth in
Mexico. Agricultural employment declined even in
absolute terms, so that the existing downward trend in
the relative employment share provided by this sector
intensified.

Construction, which is very labour-intensive and
highly sensitive to the economic cycle, accounted for
almost 10% of all new employment in the region. It
was in the different branches of the tertiary sector, how-
ever, that the most dynamic developments were seen
in terms of job creation. On the one hand, particularly

7 The 2.9% annual employment growth cited in other publications
for the same period (1LO, 1998b; ECLAC, 2000a, p. 75) is for non-
agricultural employment only.

8 Econometric estimates carried out as part of the project confirmed
the importance of economic growth for job creation; see Weller
(2000, chapter 4). See also Lora and Olivera (1998).
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Argentina, Brazil, Chile and Mexico: Growth in wage employment

Brazil, 1991-1997
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Source: Prepared by the author on the basis of ECLAC information.

strong growth occurred in some areas associated with
the transformation of the region’s economies, particu-
larly financial services, insurance, business services and
real estate and basic services (electricity, gas and water;
transport, storage and communications). On the other
hand, the branch comprising trade, restaurants and ho-
tels contains both activities that were very dynamic
during the 1990s (large stores and supermarkets, for-
eign trade, tourism) and typical informal trading. A high
degree of heterogeneity also characterizes social, com-
munity and personal services. Across the region, the
latter two branches accounted for around 70% of the
jobs created in the 1990s.

An important factor behind employment trends was
the fairly general rise in female participation in the
labour market (see the last column of table 3). This rise
occurred in sectors with a traditionally high level of
female involvement (services, trade and, to a lesser
extent, manufacturing industry) but also in sectors
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where this involvement is generally low. Furthermore,
it was seen both in branches that did not generate strong
employment growth in the 1990s and in the sectors that
accounted for the bulk of such growth. The only ex-
ception was basic services, owing to the large rise in
employment in transport services, where most jobs are
held by men.

The new employment created in the 1990s has
hastened the tendency, dating from previous decades,
for the importance of the tertiary sector in the employ-
ment structure to increase. Towards the end of the de-
cade, tertiary activities accounted for over 50% of em-
ployment in 12 of the 14 countries for which nationwide
information is available; in three countries, the figure
was over 60%. In 1997, in the region as a whole, 54.9%
of those in work were employed in tertiary activities.’

9 Includes basic services.
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TABLE 3

Latin America and the Caribbean (17 countries): Growth and contribution
to new employment by branch of activity, 1990s

(Percentages)
Branch of activity® Annual growth Contribution to new Change in
employment female
I ; employment
Value Employment Weighted Median® shared
added® Weighted Median average
average

Agriculture (13) 2.5 -0.6 -1.2 -7.0 -6.0 0.9
Manufacturing industry (17) 3.5 1.3 1.3 8.7 6.8 1.6
Construction (17) 4.2 3.0 4.2 8.6 8.6 0.3
Trade, restaurants and hotels (17) 3.8 4.0 5.7 323 342 0.5
Financial services® (15) 34 6.6 7.8 10.8 11.0 2.6
Basic services' (17) 5.8 4.8 4.8 12.6 7.6 -1.1
Social, community and personal services (17) 2.2 2.9 2.8 37.2 31.8 0.9
Others (17) -3.0 -2.7 -2.9 -0.1 n.d.
Total (17) 3.8 2.2 3.4 100.0 100.0 1.5

Source: Prepared by the author on the basis of official figures from the countries and data from ECLAC and 1LO (1998a).

2 The number of countries for which information is available is given in brackets.
Figures are for 31 countries in the region; the 17 countries for which information was available on employment growth accounted for

98.3% of regional GDP in 1995.
The different contributions do not necessarily add up to 100.
In percentage points; median for 13 countries.

a o

°

The decline in agricultural employment accelerated as
well. In previous decades this had grown more slowly
than employment generally, but in the 1990s it actu-
ally declined in absolute terms in 8 of the 13 countries
for which information is available, and in the region as
a whole, so that the share of the sector in regional em-
ployment fell to 23.6%. Towards the end of the decade,
manufacturing employment accounted for only 13.5%
of total employment in the region, while construction
contributed a further 6%.

Developments in employment were matched by
developments in labour productivity. After falling
sharply in the previous decade, average labour produc-
tivity rose again in the 1990s, although as of 1997 it
had not returned to the 1980 level.'? If growth rates for
employment and value added are compared at the
sectoral level (table 3), it is found that in the sectors
mainly encompassing tradable goods production ac-
tivities —the primary and secondary sectors— produc-
tivity rose, but employment barely did so, while in the

19 In the two-year period 1998-1999 average labour productivity
fell again.

Includes financial services, insurance, business services and real estate.
Includes electricity, gas and water, and communications, transport and storage.

tertiary sector, consisting mainly of non-tradable ac-
tivities, employment rose, but not productivity. This
is due to the fact that the increased involvement of the
region in global markets was not based, as had been
expected, on factor use reflecting its relative abundance
of labour and capital. Many increasingly integrated
markets are governed by standards of competitiveness
whose parameters are largely defined by labour-saving
technologies. Meanwhile, in the case of products for
which competitiveness is “basic factor driven”, to use
the terminology of Porter (1990), and for which it is
very important to have a large, relatively low-skilled
workforce available, there are apparently other regions
which have the edge over Latin America.!! Develop-

1 See Wood (1997). Some countries in the north of the region
(Mexico and countries in Central America and the Caribbean) have
apparently escaped, at least in part, from a situation in which com-
petitive pressures come both from above and below. Although the
tendencies referred to have not been absent there, increasing inte-
gration with the North American market (as a result of geographi-
cal proximity and special trading conditions) has enabled labour-
intensive activities to expand (inbond assembly plants, certain
agricultural products).

EMPLOYMENT TRENDS IN LATIN AMERICA AND THE CARIBBEAN DURING THE 1990S

+ JURGEN WELLER



38 CEPAL REVIEW 72

DECEMBER 2000

ments in sectoral productivity are also indicative of a
poor capacity to generate productive employment, since
they suggest that many of the new jobs have arisen in
low-productivity activities in the tertiary sector.'?

Given this situation in the region as a whole, note
should be taken of the great diversity of the results ob-
tained for the different countries making it up. Table 4
shows these results for 17 countries, summarizing the
changes in five variables: the unemployment rate, the
employment rate, the average real wage in the formal
sector, labour productivity and, lastly, the relationship
between waged employment growth and total employ-
ment (as an indicator of the relative strength of demand
for labour).

Large differences are seen between the countries,
with a relatively favourable performance in Chile, the
Dominican Republic, El Salvador and Panama and, to
a lesser extent, in Costa Rica, Mexico, Peru and Uru-
guay, and an unsatisfactory performance in Argentina,
Brazil, Colombia, Paraguay and Venezuela.'* Economic
growth played a very important role in these results, as
can be seen in figure 3, which is based on an index
designed to quantify the data for the 17 countries in
the 1990s in relation to the first four variables of table
4.1% Indices were calculated for each variable and a
value of between 0 and 1 was assigned to them for the
different countries, depending on the gap between them
and the best-performing (1) and worst-performing (0)
country. An average of these five indices was then taken
in order to calculate the labour market performance
index.

The countries that do not show this close correla-
tion between economic growth and the labour market
performance index are, on the one hand, Argentina and
Peru, where the reforms implemented with great speed
at the beginning of the decade had a negative impact
on several aspects of the labour market and, on the other,
Jamaica, where the result has been better than expected,
thanks to relatively strong private-sector wage employ-

12 Before 1980 the tertiary sector was the biggest source of new
jobs, but in a context of rising labour productivity. According to
ILO calculations, in the 1990s six out of every 10 new jobs in urban
areas were created in the informal sector (1LO, 1999b).

13 See ECLAC (2000b, chapter 6) for details of changes in the level
of unemployment, average wages and minimum wages in the indi-
vidual countries.

14 Labour productivity was excluded to avoid the apparent correla-
tion that would arise if the economic growth variable were incor-
porated into the values for both axes of the chart. Consequently,
the relative positions of the countries are not exactly the same as
shown in table 4.

FIGURE 3
Latin America and the Caribbean (17 countries): Economic
growth and labour market performance, 1990s
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Source: Prepared by the author on the basis of ECLAC information
and official data from the countries.

ment growth in tertiary activities, higher real wages and
the stabilization of unemployment, albeit at a high level.

Some of the countries that applied the reforms ear-
liest (Bolivia, Chile, Costa Rica) are among the coun-
tries that have a relatively good labour market track
record, although without departing from the trend. This
agrees with the results of econometric exercises indi-
cating that the economic reforms had a small positive
impact on growth, something that would in turn have
had a favourable impact on employment.'> Against all
expectations, however, the reforms would appear to
have reduced the labour-intensiveness of economic
growth, with negative consequences for job creation. !¢
This process was not a transitory one, as this reduction
in labour-intensiveness seems to have been maintained
over the longer term. In the aggregate, trade liberaliza-
tion has had a negative impact on labour-intensiveness.
Lastly, a positive correlation was detected between the
real exchange rate and labour-intensiveness and this,
given the tendencies towards appreciation seen in the
region over the greater part of the 1990s, has come to
be viewed as another adverse influence on the demand
for labour.

Thus, the apparent contradiction between the nega-
tive impact of the reforms on employment, as identi-
fied in most studies, and the more favourable develop-
ments detected by ILO (1999D) in the labour markets of
the countries that reformed early, can be accounted for
by the better economic growth in these countries, while

15 See Stallings and Peres (2000), also DB (1997).
16 See Weller (2000, section 4.2).
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TABLE 4

Latin America and the Caribbean (17 countries): Changes in labour market

indicators in the 1990s?

Country and threshold year for reforms Unemployment

Employment level

Waged employment Real wages Labour productivity

Argentina, 1990 -
Bolivia, 1986 +
Brazil, 1989
Chile, 1974
Colombia, 1992 -
Costa Rica, 1987
Dominican Republic, 1991
Ecuador, 1992

El Salvador, 1990
Honduras, 1992

Jamaica, 1991 -
Mexico, 1989 +
Panama, n.a. -
Paraguay, 1990 =
Peru, 1991 +
Uruguay, 1979 -
Venezuela, 1991 -

+

+ o+ 0

+ o0 4+

S L e

+ +

+
Il
+

I
+ o+ o+ o+ o+t
+ o+ o

+
Il

+ o+ o+t
S
+ o+

Source: Prepared by the author.

2 The threshold years for the reforms are the years in which the reform index, as calculated by Morley, Machado and Pettinato (1999),
rose the most. Labour market performance was assessed on the basis of changes between the beginning of the 1990s and 1998 (1997 in
some cases). + means a positive change, - means a negative change, = no change or very small change. Column 1: Percentage change in
the unemployment rate. Column 2: Change in the employment rate, in percentage points. Column 3: Growth in waged employment
compared with overall employment growth. Column 4: Percentage change in the average real wage in the formal sector. Column 5:

Percentage change in average labour productivity.

in the others the decline in labour-intensiveness led to
more negative results.

In conclusion, it can be said that job creation in
the 1990s was disappointing, both by comparison with
the 1950s, 1960s and 1970s (relatively little creation
of wage employment) and in relation to what was ex-
pected of the reforms in terms of the rate and sectoral

composition of job creation and to the needs of house-
holds (rising unemployment being evidence of this),
although with major differences between countries. The
underlying reasons were weak economic growth and
low demand for labour in branches producing tradable
goods, in a context of integration with international
markets.
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I

The bias of labour demand

As was seen earlier, one theoretical justification for the
reforms was the argument that changes in the produc-
tion structure and in the different sectors would foster
demand for unskilled labour, owing to the relative abun-
dance of this factor in the countries of the region, and
that this in turn would be instrumental in reducing wage
differences between high-skilled and low-skilled work-
ers. These expectations seemed to be borne out in the
1980s, when the gap between the average wages of
people with a university education and those with pri-
mary education lessened in most of the countries of
Latin America and the Caribbean (Psacharopoulos and
Ng, 1992, p. 15).

A number of studies dealing with the case of Chile,
however, have raised doubts as to whether these ten-
dencies can continue beyond the reform stage in a con-
text of greater economic growth.!” In fact, if the im-
proved educational level of the working-age population
is compared with that of people in work it is found that
in most of the countries groups with medium-high (be-
tween 10 and 12 years of study) and high (13 years of
study and over) levels of education saw their share in
employment grow by more than the proportion of the
whole working-age population they accounted for; the
opposite occurred in the case of groups with lower lev-
els of education (Weller, 2000, table 6.1). This differ-
entiation in the employment structure by educational
level appears to provide initial confirmation that dur-
ing the 1990s the demand for labour was oriented to-
wards skilled workers and not towards unskilled ones.

If this orientation exists, it should be reflected by
differences between educational levels in the creation
of wage and non-wage employment. Since wage em-
ployment gives the truest picture of the demand for
labour, differences of this type would show that the
higher growth in employment for skilled workers really
was due to demand preferences. Figure 4 illustrates this
aspect. It shows, for seven countries, the different
proportions of new employment accounted for by
waged and unwaged jobs in respect of three educational

17 For the case of Chile in particular, Robbins (1994 and 1996)
identified a tendency for wage differentials to rise.

FIGURE 4
Latin America (seven countries): Relative demand
for labour by educational level
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groups, divided, for reasons of standardization, by the
share of the new employment taken by the entire edu-
cational group. This indicator can be interpreted as rep-
resenting the relative demand from companies for the
different educational groups in the workforce. A posi-
tive value means that wage employment accounted for
more of the new employment taken up by the educa-
tional group concerned, while a negative value means
that non-wage employment accounted for more.

As can be seen, in Bolivia, Brazil, Colombia, Chile
and Peru there is a fairly strong positive correlation
between educational level and the relative demand for
labour by companies. The exceptions are Argentina and
Costa Rica. In Argentina, the group with the lowest level
of education saw a decline in the absolute numbers of
both wage earners and unwaged workers, so the posi-
tive value does not mean that companies have a prefer-
ence for this group of workers. Only in Costa Rica was
there strong relative demand for workers in the lowest
educational segment.

During the 1990s, segmentation of the labour mar-
ket by educational level generally became more acute:
while demand was skewed towards workers with more
years of education, workers with less schooling had greater
difficulty in finding wage employment and a higher
proportion of them worked in non-wage occupations.

What is the source of this rising demand for highly
skilled staff? To identify it, changes in wage employ-
ment were broken down with a view to distinguishing
between the contribution made by changes within

EMPLOYMENT TRENDS IN LATIN AMERICA AND THE CARIBBEAN DURING THE 1990S

+ JURGEN WELLER



CEPAL REVIEW 72

DECEMBER 2000 41

branches of activity on the one hand and, on the other,
the contribution of changes between branches of
activity (table 5). To this end, the following calculation
was carried out in respect of people with a high level
of education (13 years and over):'8

n —
ZASA,

noo_
AS = TAAS,+ %
fori = I...., n branches of activity
where:

S = highly educated staff as a proportion of all those

in wage employment

S. = proportion of highly educated staff in branch of
activity i
A; = wage employment in branch i as a proportion of

all wage employment

In the equation, the strokes indicate averages of the
relevant values for the beginning and end years. Thus,

the first term on the right-hand side of the equation
captures the contribution of changes between branches
(i.e., the differences in respect of wage employment
growth), while the second term captures the contribu-
tion of changes within the branch (i.e., changes in the
share of wage employment in that branch accounted
for by highly qualified staff).

In the median for eight countries, the share of
highly qualified staff in waged employment rose by
2.3 percentage points. As the first part of table 5 shows,
the greatest contribution to this increase was made by
changes within branches.!® Changes between branches,
however, were also important: the shift in employment
towards activities that use more highly skilled labour
and a decline in the employment share of branches that,
generally speaking, require lower skill levels.

18 Adapted from Berman, Bound and Griliches (1994).
19 The median was chosen rather than the simple average to pre-
vent atypical cases having too great an impact on the result.

TABLE 5

Latin America (eight countries): Contribution of changes within and between branches

of activity to changes in the wage employment shares of educational groups, 1990s

(Percentage points, medians®)

Within branch Between branches Total®
A. Wage earners with a high level of education (13 years and over)

Total 1.64 0.63 2.27
Agriculture. . 0.02 -0.03 -0.01
Manufa?turlng industry 0.05 _0.15 -0.10
Electrlmty., gas, water 0.01 -0.02 -0.01
Construction 0.01 -0.01 0.00
Trade, hotels and restaqranFs 0.19 0.13 0.32
T.ranspf)rt and.commur‘ncatlonS ) 0.04 0.01 0.05
Flnanmal.semce.s, business services and others 0.23 0.45 0.68
Community services and others 1.09 0.27 1.36

B. Wage earners with a low level of education (up to 8/9 years)
Total -3.45 -0.77 -4.22
Agriculture. . -0.01 -0.81 -0.82
Manufa?turlng industry -0.53 -0.71 -1.24
Electrlmty., gas, water 2011 -0.03 -0.14
Construction -0.19 -0.07 -0.26
Trade, hotels and restaqranFs -0.89 0.40 -0.49
T.ranspf)rt and.commur‘ncatlons ) -0.37 0.07 -0.30
Flnanmal.semce.s, business services and others 20.09 0.20 0.11
Community services and others -1.25 0.24 -1.01

Source: Prepared by the author.
a

negative contribution.

b Sum of the two columns.

A positive value represents a positive contribution to the employment share of the group concerned; a negative value represents a
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As regards the contribution of the different
branches to the increased employment of skilled
workers, the negative impact of the changes between
branches is not surprising, given the decline in the share
of wage employment accounted for by manufacturing
industry. Internal changes within the sector, however,
did not contribute significantly to the demand for highly
educated staff. This confirms the results of other stud-
ies which find that changes in production methods in
this sector have not (yet) resulted in a major net shift
towards higher skill levels. Although restructuring has
often led to cuts in low-skilled staff, skilled jobs have
also gone, for example, in research and development
departments (see Katz, 2000). Thus, any rise in demand
for skilled personnel resulting from the introduction of
new technologies has been partially offset by the elimi-
nation of other highly skilled jobs. Consequently, in-
ternal changes in the sector contributed very little to
the rise in the wage employment share of highly quali-
fied personnel. Furthermore, because the decline in the
sector’s contribution to wage employment meant that
employment opportunities for people in this group were
lost, the transformation of manufacturing industry had
a negative impact on the demand for their labour.

In tertiary activities, the most important sector in
terms of job creation, the great bulk of new wage em-
ployment was for people with medium-high and high
educational levels. Figure 5, which summarizes the
characteristics of new wage-paying jobs in the tertiary
sector, shows the predominance of intermediate and
high education requirements.

For people in the highest category, most jobs were
in financial services, insurance, real estate and business
services and community, social and personal services.
By contrast, in the area of trade, restaurants and hotels
and in basic services (mainly because of transport) most
demand was for people with an intermediate level of
education. Employment for less well qualified people
was created in the branches of trade, restaurants and
hotels and community, social and personal services.
Thus, it was in these last two branches that the greatest
diversity of wage employment was seen, with new jobs
being created across the entire educational spectrum.
By contrast, the two branches most closely associated
with the modernization process —basic services on the
one hand, and financial services, insurance, real estate
and business services on the other— created very few
jobs for less well educated people, as most new em-
ployment was for those with an intermediate level of
education, in the first case, and a high level, in the
second.

FIGURE 5
Latin America (eight countries): Composition of new
waged jobs in tertiary activities by educational level and
branch
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services

2 Simple averages for eight countries.

Tertiary activities shifted the demand for labour
towards higher skill levels, either because their organi-
zational or technological characteristics required this
or because, as the education level of the active popula-
tion rose, the most highly qualified people were re-
cruited, even if this was not strictly necessary. The trans-
formation of the tertiary sector was the main reason
both for the increase in the number of highly qualified
people within the different branches of activity —which
was largely responsible for the rise in the proportion of
highly qualified people in waged employment— and for
the increases resulting from the changes between
branches. This contradicts the theory that, thanks to
trade liberalization, technological change and invest-
ment in machinery and equipment, it was primarily the
sectors producing tradable goods that drove modern-
ization and improvements in the quality of the employ-
ment structure (Lora and Olivera, 1998, p. 22).

It is generally assumed that there is a high degree
of complementarity between capital and skilled labour.
Consequently, the tendency for labour demand to shift
towards more highly qualified people would be expected
to coincide with greater capital-intensiveness (K/L).
Morley (2000), however, did not find that capital-
intensiveness had increased in the 1990s. Because the
K/L ratio is lower in many tertiary activities than in
secondary ones (which does not mean that there is not
a high ratio in certain branches, particularly basic ser-
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vices), the rise in the demand for well qualified staff was
not reflected in greater capital-intensiveness. In manu-
facturing industry, the trend seen so far has been for the
proportion of skilled personnel to increase, although this
is largely the result of cuts in less highly skilled staff.
When the same calculation was used to break down
the decline in the share accounted for by personnel with
relatively low levels of education, i.e., up to 8 or 9 years
of schooling, it showed the data available (table 5, part
B), that this decline was also due mainly to internal
changes in the different branches. Around 80% of the
4.2 percentage point drop in this group’s share of waged
employment can be attributed to changes of this type.
This shift was largely due to the changing composition
of the labour supply (withdrawal of older people with
lower levels of education). Most of the fall in wage
employment among people with a low level of educa-
tion as a result of changes within branches was con-
centrated in tertiary activities; this would seem to be
the corollary of the improvement in the employment
structure referred to earlier. Changes in manufacturing
industry also made a large contribution. Since in this
case there were no net increases in the number of highly
qualified staff, it would seem that, in many countries,
labour force restructuring in this sector during the pe-
riod analysed mainly meant the shedding of low-skilled
staff, unaccompanied by any major process of improve-
ment in the quality of jobs. This bout of employment

1AY

restructuring seems to have been part of a stage in which
companies relied heavily on defensive strategies, with
a view to improving competitiveness without major in-
vestment (Moguillansky and Bielschowsky, 2000),
when generally speaking the qualification levels of
human resources are given only a low priority
(Palomares and Mertens, 1993).

As regards changes between branches, the decline in
the wage employment share of agriculture and
manufacturing industry, two of the branches that have
traditionally employed mainly low-skilled labour, meant
a loss of jobs where this group was concerned.?’
Meanwhile, despite the bias towards highly qualified
people in the labour demand of the tertiary sector, the
expansion of some tertiary activities created new jobs for
people with a lower level of education as well (figure 5).

Taken all together, developments in the main
tradable goods branches, which have traditionally
provided much of the wage employment available to
people of a lower educational level, must be held
responsible for almost half the decline in this group’s
share of wage employment (particularly because of the
fall in the share of these branches in total wage
employment), while tertiary activities, which have
typically employed less labour from this group, must
be held responsible for the other half, owing to the
increase in the level of education required of the
workforce.

Tendencies towards heterogeneity

and insecurity of employment

The reforms were expected to make labour markets
more homogeneous by reducing wage differentials be-
tween workers with different education levels, improv-
ing the relative position of small enterprises and
microenterprises and boosting formal employment.

1. Wage differences by education level

Since labour demand has been shown to have a bias
towards more highly qualified personnel, it is not sur-
prising that the data confirm the findings reached by
other authors to the effect that wage differentials in most

of the countries have recently widened.?! In six out of
eight countries studied, the difference between the av-
erage wage and the pay received by working people
with some university education increased to a greater
or lesser degree, while the gap between the latter and
the wages of a reference group with around eight years
of schooling increased by even more (table 6). The only
exceptions were Brazil and Costa Rica. This means that
differentiated demand for labour more than offset the

20 This was not the case in another branch that is a traditional em-
ployer of this stratum of the workforce, the construction industry.
21 See, for example, Robbins (1996) and Lora and Olivera (1998).
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TABLE 6

Latin America (eight countries): Relative pay
by educational level, 1990s

Country and period®

Pay of those who have attended

university relative to average

Pay of those who have attended university

relative to those with 7 to 9 years of education®

Year 1 Year 2 Year 1 Year 2
Argentina, 1991-1997 164.3 169.6 218.3 227.9
Bolivia, 1989-1996 235.0 292.9 251.8 506.4
Brazil, 1992-1997 380.2 383.5 553.2 553.3
Chile, 1990-1996 231.6 247.9 366.1 448.6
Colombia, 1988-1995 222.2 261.6 276.7 327.2
Costa Rica, 1990-1996 285.0 273.2 323.1 316.7
Mexico, 1991-1997 182.1 232.1 160.1 302.2
Peru, 1991-1997 220.7 275.0 321.0 403.1
Median 226.9 267.4 298.9 365.2

Source: Prepared by the author.

2 The data are for national totals, except in the case of Argentina (urban areas), Bolivia (departmental capitals and El Alto) and Brazil (six

metropolitan areas).

In Argentina the reference group is those with complete primary education, in Bolivia those with complete intermediate education

(basic plus five years) and in Mexico those with complete secondary education (primary plus six years).

impact of the educational improvements in the labour
supply which took place during this period.

One factor which reinforced the tendency for dif-
ferences to widen was minimum wage policy. This was
conservative in most of the region’s countries, so that a
growing gap developed between the real minimum
wage and the real average wage in formal companies.?
There is also a great deal of evidence to show that wage
differences increased in fairly formal, sizeable compa-
nies.”? This may have been contributed to by the de-
cline in union negotiating power, a tendency that was
quite widespread in the region over the last period.

In the countries where wage differences widened,
wage earners with lower levels of education received a
lower than average share of real wage increases or lost
more in cases where wages declined (table 7). The data
are not comparable between countries, as they reflect dif-
ferent stages in the economic cycle. In Brazil, for example,
real wages began to recover in 1992 after a large drop,
and only in 1996 did they return to 1990 levels (ECLAC,
2000b, table V1.4). By contrast, the fall in wages in Mexico
largely reflected the impact of the 1994-1995 crisis. None-
theless, the data given in the table provide an interesting
picture of the way the wages received by groups with

22 For information on changes in average and minimum wages, see
ECLAC (2000b and previous years).

23 See Saavedra (1999) on formal companies in Peru, Ramirez and
Nuilez (2000) on manufacturing industry in Colombia and Weller
(2000) on manufacturing industry in Mexico and formal compa-
nies in Chile.

different levels of education evolved. In Bolivia and
Peru the average wages of the lowest educational groups
virtually stagnated, and only the high groups (Bolivia)
or the medium and high ones (Peru) saw their pay in-
crease. In Chile, real wages rose for all groups, but here
again there were marked differences between different
levels of education. It is interesting to note that in these
three countries the lowest educational group (0 to 3
years of schooling) did better than the groups immedi-
ately above. The reason for this may lie in wage poli-
cies, as all three countries raised the minimum wage
by more than the average wage in the relevant periods.

As was seen earlier (table 6), in Colombia and
Mexico, as in the countries just mentioned, wage dif-
ferences widened in the periods concerned. In these
cases, the cause was a drop in the average wage which
affected groups with low levels of education more than
those with higher levels. As mentioned earlier, in two
countries, Brazil and Costa Rica, wage differentials did
not rise. In Brazil, wages rose strongly across the board,
while in Costa Rica all strata —with the exception of
the group with the least education— received a very
small, but evenly spread, rise in real pay.

In conclusion, it can be said that in most of the
countries, groups with low and medium-low levels of
education shared only to a small extent in wage in-
creases, or lost out more in cases where the general
wage situation deteriorated. In some cases, active wage
policies seem to have mitigated this tendency for the
group with the least schooling.
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TABLE 7

Latin America (seven countries): Annual change in real pay

by educational level, 1990s

(Percentages)
Country and period® Years of study®
0to3 4t06 7t09 10 to 12 13to 15 16 and over Total

Bolivia, 1989-1996 0.6 -0.1 -0.8 1.0 8.0 5.6 3.2
Brazil, 1992-1997 5.6 6.2 7.6 6.4 5.4 7.6 7.4
Chile, 1990-1996 33 1.1 2.0 3.7 4.1 5.5 4.3
Colombia, 1988-1995 -5.8 -2.9 -1.3 -0.8 0.1 1.1 -1.3
Costa Rica, 1990-1996 -0.7 0.7 1.0 1.0 1.0 0.6 1.3
Mexico, 1991-1997 -7.4 -6.4 -10.6 -2.7 -1.3 -5.3
Peru, 1991-1997 1.1 -1.3 3.1 2.7 4.3 7.1 3.2

Source: Prepared by the author.

2 The data are for national totals, except in the case of Argentina (urban areas), Bolivia (departmental capitals and El Alto) and Brazil (six

metropolitan areas).

The categories for Bolivia are: i) incomplete basic and less; ii) complete basic; iii) up to complete intermediate; iv) middle and middle

technical; v) college of education, incomplete higher technical, incomplete university; vi) complete higher technical and complete
university. The categories for Chile are: up to 3 years, from 4 to 7, 8, from 9 to 11, 12, 13 and over.

2. The difference between microenterprises and
larger firms

In the 1980s, real wages generally fell by more in the
formal sector than in microenterprises, so that wage
differences between the two types of firm tended to
decline (table 8).

In the 1990s, wage differences between
microenterprises and formal companies apparently be-
gan to increase again in most of the countries (table 8).
What seems to underlie this tendency is the strategy
followed by many larger firms of reducing employment
to lower costs, as this, in a context of substantial pro-
ductivity growth, led to wages rising in formal activi-
ties. By contrast, microenterprises created a large pro-
portion of all new jobs, but had little scope for improving
working conditions, and more specifically wages.

Despite the increase in the wage differential between
microenterprises and larger companies (which reflects a
widening productivity gap), activities requiring appre-
ciable levels of skill have also been developed in smaller
units. This shows that the growth of microenterprise has
not been based solely on the proliferation of survival
units, but that very small establishments with a far from
negligible level of technology and human capital have
come into being, and these are benefiting from the op-
portunities being opened up by new technologies for
smaller enterprises (Weller, 2000, section 6.D).

3. Wage differences between men and women

In all the countries studied there is a wage differential
between men and women, both at the different educa-

tional levels and overall. During the 1990s this differ-
ence fell in all the countries (table 9). In some cases
(Bolivia, Colombia and Mexico) this result was partly
due to a large influx of highly educated women into
the labour force, leading to a rise in educational standards
among the female workforce that not only outstripped
the corresponding rise among men, but also reinforced
the tendency for highly educated women to account
for a larger proportion of female wage employment than
highly educated men of male wage employment. This
difference is largely accounted for by the difficulties that
are faced by many less well educated women, who gen-
erally have fewer economic resources, if they wish to
work for a wage, particularly if they are mothers.?* The
disproportionate expansion of employment in tertiary ac-
tivities was a factor that encouraged the entry of highly
educated women into the labour market.?® Their partici-
pation in these branches has traditionally been above
the average, and during the 1990s it increased yet
further in many countries. Furthermore, the growth of

24 Because of this, labour force participation tends to be much more
sharply polarized between women of low and high educational lev-
els and economic strata than in the case of men; see Jiménez and
Ruedi (1998).

25 See ECLAC (1998) and Marinakis (1999). Although the propor-
tion of women working in the informal sector is higher than that of
men, the shift towards informal working in the 1990s affected
women slightly less: between 1990 and 1998 the percentage of
women working in the informal sector in urban areas rose from
49.2% to 52.0%, while for men the proportions were 41.1% and
45.0% (1Lo, 1999a, p. 58).
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TABLE 8

Latin America (seven countries): Ratio between wages of workers in companies

of different sizes, urban areas, 1980s and 1990s
Country Period (first year, intermediate Ratio between the wages of non-professional, non-technical

year and last year) workers in establishments of up to 5 people and in
those of more than 5 people
1980s Early 1990s Mid-1990s

Argentina® 1980-1990-n.d. 1.3 1.3 n.d.
Bolivia 1989-1992-1997 1.4 1.2 1.4
Brazil® 1979-1990-1996 1.6 1.4 1.6
Chile* n.d.-1992-1996 n.d. 1.3 1.7
Costa Rica 1981-1990-1997 1.5 1.4 1.5
Mexico*® n.d.-1991-1997 n.d. 1.7 2.3
Peru® 1985-1994-1997 2.1 2.0 2.3

Source: Prepared by the author on the basis of ECLAC (several years).

Includes public-sector wage earners.
b

¢ Includes professional and technical workers, national total.

TABLE 9

The comparison is between the average wages of workers with and without employment contracts.

Latin America (eight countries): Changes in the position of women in the workforce, by
qualification level and relative pay, 1990s?

Share of waged female
employment held by
women who have
attended university

Country and period

Male/female wage

Change in the male/female wage
(%) difference between year 1 and
year 2 (%)

Year 1 Year 2 Year 1 Year 2 4-6 years of  7-9 years of 16 years

education education  and more
Bolivia, 1989-1996 17.9 23.0 137.3 125.0 n.d. n.d. n.d.
Brazil, 1992-1997 16.9 18.1 140.9 128.2 -13.5 -4.4 -13.3
Chile, 1992-1996 34.6 34.7 132.8 127.5 -17.6 +3.1 -8.2
Colombia, 1988-1995 14.8 18.8 167.6 133.1 -23.6 +9.2 -10.4
Costa Rica, 1990-1996 18.3 23.3 121.6 120.8 +0.5 -4.9 -17.2
Mexico, 1991-1997 14.6 19.2 137.5 121.6 -8.8 -14.1 +2.0
Peru, 1991-1997 335 32.2 132.3 132.4 -5.1 +11.6 -20.6

Source: Prepared by the author.

2 The data are for national totals, with the exception of Bolivia (departmental capitals and El Alto) and Brazil (six metropolitan areas).

employment in these branches was accompanied by
substantial improvements in skill levels.

Apart from the fact that women’s educational level
increased by more than men’s, the narrowing of wage
differentials between the sexes at certain levels of edu-
cation also appears to have contributed in some degree
to the positive trend overall. Indeed, the differential
between male and female wage earners who have com-
pleted university studies, which is usually the largest,
generally tended to narrow in Brazil, Colombia, Costa
Rica, Chile and Peru; only in Mexico did it rise slightly.
A similar situation is found among wage earners with

four to six years of schooling. By contrast, there was a
less homogeneous trend in wage differentials between
men and women with around eight years of schooling,
as these increased in Colombia, Chile and Peru and
fell in Brazil, Costa Rica and Mexico.

4. The quality of wage employment

Those who analyse the labour market situation in Latin
America and the Caribbean are aware that it is not
enough just to measure the quantity of jobs generated;
there are problems of quality which cannot be over-
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looked. These arise partly because many jobs are created
in response to the pressure of labour supply, which
forces many economically active people to accept poor
working conditions as long as they can obtain an income.
Other problems derive from the characteristics of
demand (low levels of technology entailing low pro-
ductivity) and the institutional conditions obtaining in
the labour market (low levels of social protection or
non-compliance with regulations).

Although surveys dealing with changes in the
labour market do not all use the same indicators, the
information available would seem to indicate a downward
trend in quality, in terms of job stability and social
security (table 10).2¢ In a number of countries (Argen-
tina, Bolivia, Brazil, Chile, Colombia) there was a fall
in the number of indefinite contracts or even of wage
employment with contracts; in others (Mexico, Peru)
social security coverage is found to have declined.?’
The deterioration in the average quality of wage em-
ployment affected both men and women, so that the
differences in employment quality between the two
sexes were maintained. This deterioration was partly
due to the introduction of greater flexibility into the
institutional arrangements governing the labour mar-
ket, the aim of which was to cope with the new market
conditions (Weller, 2000, chapter 7).

26 For a detailed conceptual and empirical analysis of employ-
ment quality, see Infante (1999), and for trends in different em-
ployment quality indicators, see ECLAC (2000b, statistical annex);
regarding social security affiliation, see 1LO (1999a, pp. 63 ft.).
27 See also Tokman and Martinez (eds.) (1999).

v

Conclusions and

The labour problems of the 1990s were due not to job-
less growth but to weak economic growth compounded
by reduced labour-intensiveness, mainly owing to
transformations in tradable goods-producing activities.
The demand for labour was thus restrained, while pres-
sure from the supply side generated a high proportion
of non-wage employment. This was not enough to
make up for the shortage of new wage employment,
so unemployment followed a rising trend to the point
where, by the end of the decade, it had reached levels
even higher than those seen during the debt crisis of

TABLE 10
Latin America (eight countries): Indicators of waged
employment quality, 1990s

Country and periods® Indicator Year 1  Year 2
Argentina, 1991-1997 Registered 63.2 58.8
- men 68.8 62.7
- women 55.7 53.1
Bolivia, 1989-1996 Permanent contract 78.8 76.7
- men 76.0 74.4
- women 86.5 81.7
Brazil, 1992-1997 With carteira 68.8 64.7
- men 71.5 67.0
- women 64.5 62.9
Chile, 1990-1996 With contract 82.0 76.1
- men 82.4 77.5
- women 81.0 73.4
Colombia, 1991-1997° Permanent work 81.8 78.9
Costa Rica, 1990-1996¢  High quality 55.6 42.6
- men 56.0 46.5
- women 54.7 34.3
Mexico, 1990-1997 With benefits 79.5 75.3
Peru, 1991-19974 With social security ~ 51.2 26.9
- men 52.0 26.7
- women 49.4 27.4

Source: Prepared by the author.

2 The data are for national totals, with the exception of Argentina
(urban areas), Bolivia (departmental capitals and El Alto),
Brazil (six metropolitan areas) and Colombia (seven metropolitan
areas).

Total of those in work.

¢ Employment quality in Costa Rica was measured using an indi-
cator that took into account compliance with the minimum wage
law, social security affiliation and employment stability (see
Montiel, 1999).

Only private-sector wage earners.

outlook

the 1980s. The effects of the economic reforms were
contradictory and unexpected: while they stimulated
growth, and thus the demand for labour, they reduced
labour-intensiveness.

Nor were expectations about sectoral developments
in the quantity and characteristics of employment met.
Modernization of production methods in companies in
many branches, and sectoral restructuring that gave
greater weight to tertiary activities, contributed to greater
segmentation of the labour market on the basis of edu-
cational level, with the demand for labour showing a
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clear preference for people with medium and high lev-
els of education. As a result, people with less formal
schooling had less access to wage employment and the
wage difference between skilled and unskilled work-
ers grew. The gap between microenterprises and big-
ger firms also increased and, as employment conditions
became more flexible, employment quality indicators
tended to worsen. All these tendencies went against the
expectations vested in the reforms. The only exception
to the trend towards polarization seen in the region’s
labour markets was the narrowing of the wage gap be-
tween men and women.

Sectoral restructuring of employment helped
trigger a movement towards greater heterogeneity in
the labour market. On the one hand, strong job creation
took place at the top and bottom of the labour market
simultaneously: while educational expectations
increased and the demand for highly qualified staff
grew, most new employment was actually created in
lower-quality segments (informal sector). At the same
time, the differences in average labour productivity and
wages between microenterprises and larger firms
increased, which seems to suggest that the gap between
the formal and informal sectors is growing. Meanwhile,
within the formal sector itself (medium-sized and large
enterprises), working conditions can be seen to have
become more heterogeneous, in terms both of earnings
(increase in wage differences between staff with different
qualification levels) and employment conditions
(emergence of a divide between stable cores of workers
and workers whose employment is unstable, with less
secure types of contract and lower social protection).
Lastly, differences have increased within the
microenterprise and own-account sectors, as there is a
segment of these where the employment structure is
also tending to improve.

What is the outlook for labour demand and job
creation at the sectoral level? The performance of the
agricultural sector during the 1990s, and international
experience, do not give grounds for thinking that the
net negative balance of job creation is something tem-
porary. Although new agricultural jobs will be created
as crops are diversified and certain activities expanded,
the characteristics of factor utilization in many dynamic
activities, and the moderate growth of these, mean that
there will not be many of them. Most importantly, in
the majority of the region’s countries much of the rural
and agricultural population belongs to the poorest strata,
and a great many agricultural workers can be placed in
the categories of visible underemployment (seasonal
work) or invisible underemployment. This means that

the forces driving labour out of agriculture (particu-
larly young people) and into non-agricultural activi-
ties are still operating; indeed, this is a worldwide trend
of long standing. In most of the countries, any reversal
of this trend, i.e. any increase in net agricultural em-
ployment, would be rather a manifestation of the weak-
ness of non-agricultural sectors and the factors that
make them attractive to labour than a reflection of any
rise in productive employment opportunities in the ag-
ricultural sector. Progress in overcoming the problems
typically affecting small-scale farming, both in actual
agricultural production and in the conditions under
which this is undertaken, would raise labour produc-
tivity and incomes rather than direct employment in
the sector. Owing to the many linkages that would come
into play, however, a transformation of this kind in the
agricultural sector would have a positive effect on ru-
ral employment in other sectors.

As regards the prospects for manufacturing em-
ployment, there are grounds for hoping that in future
the sector will not be characterized by jobless growth.
It would seem that with the completion of the restruc-
turing phase, during which many companies shut down
while others concentrated on defensive, labour-reduc-
ing measures, many countries have left the severest and
most immediate of the negative effects behind them.
Improvements in productivity and competitiveness mean
that many companies will be able to compete more suc-
cessfully in domestic and external markets. Thus, pro-
vided the macroeconomic problems can be solved,
sectoral production should be able to grow at reason-
able rates, with favourable effects on employment. This
is true both for the biggest firms and for small and me-
dium-sized ones, which are generally more labour-in-
tensive and prosper during periods of expansion.

On the other hand, global competition and the trend
towards greater use of labour-saving technologies mean
that the sector cannot return to being the engine of job
creation that it was up until the 1970s. Competition,
increasingly on a world scale, is limiting the prospects
for growth in labour-intensive areas, while in others it
will put steady pressure on companies to choose “first
best” solutions that increasingly reduce the scope for
adopting other combinations of factors. This being the
case, the job creation rate of the sector will be moder-
ate, and across the region its share of employment will
continue to decline.?® This process will be slower in

28 This would be consistent with developments in the industrial-
ized countries, and also in the East Asian “tigers”; see Rowthorn
and Ramaswamy (1997).
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the region northern countries because of the opportu-
nities for industrial employment and investment flow-
ing from increasing integration with the North Ameri-
can markets.

Given this background, it seems clear that in the
future too the great bulk of new jobs will have to come
from tertiary activities. The relative expansion of both
output and employment in this sector is a long-term
global trend. The issue here is not just that the primary
and secondary sectors are generating few jobs, but that
tertiary activities seem to be called upon to play a new
role in the economic structure. Furthermore, the com-
petitiveness of the sectors that have been the traditional
producers of tradable goods is also coming to depend
more and more on efficient integration with services of
many kinds, such as technological research and devel-
opment, financial and marketing systems and after-sales
services. Other areas that are important to systemic
competitiveness, albeit indirectly, and that are tending
to expand and generate good-quality employment on a
substantial scale, are education and health care. If the
socio-economic structure as a whole is to be modern-
ized, the tertiary sector needs to play a more prominent
role, particularly in the field of knowledge, and to gen-
erate the appropriate employment for people with me-
dium and high qualifications. However, the transfor-
mations now under way may also generate large
numbers of tertiary jobs for people with intermediate
and low levels of education, particularly in community
and personal services, trade and the hotel industry, and
certain business services (cleaning, catering, transport,
waste treatment, etc.).

The transformations now going on complicate
analysis of sectoral developments in employment, since
many of the measuring instruments traditionally used
are no longer so effective in capturing their effects. In
sectoral analysis, the distinction between the primary,
secondary and tertiary sectors is becoming increasingly
blurred, and this is weakening labour market research
based on the surveys commonly used. Changes to the
production structure of economies and the organiza-
tion of companies are having corresponding effects on
the structure of employment. In many manufacturing
companies, for example, we are seeing a rise in the
proportion of jobs that are not directly linked with pro-
duction, such as research, internal services and cus-
tomer services. By contrast, the tendency for certain
activities to be outsourced may lead to a statistical re-
duction in employee numbers and affect average labour
productivity in companies that do this, even if there
has been no transformation in production processes.

These processes do not just affect the measurement
of employment and productivity by branches of activ-
ity; they also influence other labour measurement and
analysis variables such as company size and occupa-
tional category. For example, subcontracting of indi-
viduals or services may transform the composition of
occupational categories by turning the wage earners of
big companies into wage earners in small or medium-
sized enterprises, or into own-account workers.

In the same way, the breakdown and recomposition
of production processes is leading to a production
—and labour— structure that is much more heterogeneous
than the old one. Specifically, the effects on job cre-
ation and employment characteristics of replacing ver-
tically organized production processes in large compa-
nies with networks or chains that have multiple links
to local and, increasingly, foreign suppliers of inputs
of every kind (goods and services) are little understood
in terms of their extent and characteristics, but are cer-
tainly far-reaching.

While the tendencies referred to are changing the
outlook for the sectoral composition of employment in
future, economic growth is the main factor underlying
the level of demand for labour, and thus the relative
weight of the different sectors of the labour market that
are driven by demand and by supply. When economic
growth is inadequate, a high percentage of tertiary
employment is concentrated in informal occupations.
Thus, any policy that aims to improve the labour mar-
ket has to concern itself with the level and stability of
this growth. Meanwhile, long-term labour market prob-
lems and the tendency for labour-intensiveness to fall
mean there is a need to design instruments that can fos-
ter competitive production and the creation of produc-
tive employment simultaneously over the medium
term.?’

The tendency for wage differences to increase is
likely to weaken gradually in future as the supply of
labour grows in those occupations where it is currently
outstripped by demand. Considering, though, that the
new production norms require more intensive use of
technology and human capital than the Taylorist sys-
tem that has operated since the early post-war years,
and that the demand for low-skilled labour would ap-
pear to be limited, there are no grounds for expecting
large reductions in wage differences in the near future.
Other important aspects are the forces at work in the

29 See Altenburg, Qualmann and Weller (1999) for a discussion of
measures to foster productive employment in different areas of pro-
duction, along with complementary policies.

EMPLOYMENT TRENDS IN LATIN AMERICA AND THE CARIBBEAN DURING THE 1990S

+ JURGEN WELLER



50 CEPAL REVIEW 72 -

DECEMBER 2000

institutional sphere of the labour market, including the
future role of unions, which generally have an equaliz-
ing effect on the wage structure, and minimum wage

policies, which have been conservative in most of the
countries, but in others have raised the wage floor for
less educated workers.
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Introduction

In the 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
the region (trade reform and a new openness to foreign
direct investment), but there were also points of differ-
ence, particularly the continuation of active external
debt management. This was accompanied by moderate
labour market reform and a more ambitious reform to
the social security system, the latter being part of a wider
move to allow 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, this tendency resulted in a deterioration of
the fiscal position, showing how difficult it has been
for the Colombian State to reconcile economic liberal-
ization with a more active social policy.

I

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
“Liberalizacion de la balanza de pagos: efectos sobre el empleo, la
distribucion, la pobreza y el 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 as regards the
behaviour of aggregate demand, while inflation 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 as its 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-
sive in better educated labour, while lessening the need
for labour of every educational level. The changes in
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
felt in rural ones. The latter 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 the re-
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 (FDI)
regimes. These reforms were accompanied not just by
economic growth but also by a change in the structure
of the public sector and a recasting 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

Trade liberalization 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 a few 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-
ally 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 a free trade zone, which was to
come into force in 1992. In that year, though, it was
only possible to create a free trade area with Venezuela
and Bolivia, which Ecuador also joined a year later. In
late 1994 a common external tariff was adopted with
certain exceptions, although in practice this applies only
to Colombia, Venezuela and, with numerous exceptions,
Ecuador. This process was complemented by the sign-
ing of the free trade agreement with Chile in 1993 and
Mexico (the Group of Three, which also includes Ven-
ezuela) in 1994, and the commencement of Andean
Community-Mercosur negotiations in subsequent
years, among other instances.

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

in the late 1980s and was completed in 1990 and 1991,
when all restrictions on inward FDI 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 were also lib-
eralized. Over the following years the country began
to sign up to agreements providing mutual protection
for foreign investment.

The foreign exchange reform of 1991, meanwhile,
decentralized the handling of foreign currency
transactions by authorizing intermediaries to 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 the first time to take out short-
term loans abroad to finance working capital. The
foreign exchange reform of September 1993 authorized
financial intermediaries to make foreign 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 borrowers to lodge a deposit or reserve
with the Bank of the Republic. The purpose of this was
to oversee the scale and composition of capital flows.!
The loan period after which the reserve requirement
became applicable and the amount of this reserve 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 a deposit
to be lodged for all loans. The size of the tax implicit in
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).> During
the crisis of the latter part of the decade the size of this

! For a detailed analysis of regulations applying to capital flows in
the 1990s, and of the effectiveness of these, see Ocampo and Tovar
(1999) and Villar and Rincon (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 Colombia apart from
the rest of Latin America. The country’s singularity 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 GDP in 1990 to 38% by the end of the 1990s.

The reforms that had the greatest fiscal effect were
the increase in transfers to departments and munici-
palities to finance higher social investment and the wid-
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 transfers into effect, and law 100 of 1993, which
created the new social security system) permanently
allocated to those ends national government expendi-
ture equivalent to just over 4% of Gbp (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
gave rise to a parallel increase in the benefits provided
by the relevant public bodies.

Rapid spending growth was largely offset by higher
tax revenues, owing especially to higher central gov-
ernment taxes, higher social security contributions and,
to a lesser 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 GDP in 1998 and 5.2% of GDP 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 GDP in
the years referred to. This higher deficit, and the con-
stant need to modify the country’s tax structure, reflect
the difficulties the Colombian State has encountered in

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 a whole. Privatization, the fran-
chising of infrastructure projects and the opening up in
general of the infrastructure and social security sectors
to private investment are the most notable developments
on this second front. This process was accompanied by
the creation of stronger regulatory and supervisory in-
stitutions in the infrastructure, social security and fi-
nancial sectors. In all these fields, however, what the
implicit model chosen entails in practice is the mainte-
nance of a large number of public companies and or-
ganizations that complement the private sector in some
fields while 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 organizations that had been
nationalized during the financial crisis of the early
1980s were privatized and the sector was fully opened
up to Fpl. 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 this reform was to 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 the first 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 a wage system integrating 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 withdrawals 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.

I

In fact, the results in terms of greater labour market
flexibility were not striking, largely owing to the
countervailing effects of the subsequent 1993 social
security reform. The changes made to the legislation on
temporary contracts were undoubtedly one of the factors
that led to the share of temporary employment in total
urban employment increasing from 15.8% to 20%
between 1990 and 1997 (iLo, 1998). Nonetheless, this
increase in flexibility and reduction of the excessive costs
associated with the old unemployment system were offset
by the growing cost of taking on new workers and by
the rise in redundancy payments. The former was a direct
result of the social security reform, which raised the
contribution costs payable by the company from 13.5%
t0 25.5% (of which 13.5% now goes to pensions and the
other 12% to health),’ increasing social costs from 47%
to 59.4% of basic wages.

Macroeconomic developments

The 1990s were characterized by pronounced “stop and
g0” cycles in macroeconomic policy. Although these
cycles were 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 towards the end
of 1990, which included a severe monetary contrac-
tion, revaluation, a moderate 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 a result 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 revaluation 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 policies was a rise in 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-
tive investment 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 as international 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 there were 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 helped to slow
private demand growth and prevented this tight mon-
etary policy giving rise to a further 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 1L0 (1998) and Reina and Yanovich (1998).
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TABLE 1

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) 81.0 73.0 103.0 103.1 1149 113.0 106.8 107.5 100.0 1023 988 933 983 1082
Real interest rate
Deposit rate (90 days) 10.3 6.4 6.2 4.9 48  -04 25 5.5 9.3 8.2 48 118 8.8
Average lending rate 141 149 126 129 8.1 109 144 182 177 136 207 174
Total government expenditure (% of GDP)
DANE 203 281 301 317 304 310 311 313 313 341
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 GDP) -5 530 -1 -ls <04 00 -0.1 0.0 01 -04 20 38 -39 52
Central Government 02 33 -09 22 -06 0.4 0.1 -03 -16 -26 43 43 56 -59
Rest of the public sector -3 220 -0.6 0.7 02 -04 -03 0.3 1.7 23 23 0.5 1.7 0.6
GDP growth 5.0 2.6 4.6 2.6 43 2.0 4.0 5.4 5.8 52 2.1 3.4 04 -45
Value added by tradables 4.9 1.8 5.7 0.9 5.1 22 0.8 2.1 13 58  -0.6 0.9 14 55
Value added by non-tradables 5.1 32 3.7 34 32 2.0 5.4 5.3 7.8 6.4 4.8 47 -12  -44
Aggregate domestic demand 4.8 24 34 8.5 23 0.1 100 121 120 5.8 1.1 40 -1.1 -83
Inflation (cpI end of period) 239 267 203 202 324 268 251 226 226 195 216 177 167 9.2
Exports
(% of Gpp at 1975 prices) 15.0 144 185 229 207 227 231 233 220 217 233 232 231 242
External balances
(% of pp at 1994 par exchange rate)
Trade balance 35 -3l 39  -12 43 6.2 2328 33 330 29 320 47 0.4
Current account 15 -6.8 03 -31 1.2 4.9 L7 37 52 56 56 65 62 -12
Gross fixed capital formation
(% of cpp at 1975 prices) 156 171 155 167 140 129 139 180 207 198 191 181 16.0 11.8

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.

Cuts in interest 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 years that the first 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 crisis was effective
in gradually lowering the real exchange rate through a
series of changes to the exchange rate band, reducing
aggregate demand, improving the external accounts and
lowering inflation, but at the cost of bringing on the
worst recession in Colombian history and accelerating
the deterioration of the financial 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 costs involved
in the financial rescue resulted in a further deteriora-
tion in the fiscal position in 1999. A highly competi-
tive exchange rate and the fall in interest rates that 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 the recent 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 a whole, all 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 a rapid decline
in the share of production accounted for by the
agricultural and industrial sectors (table 2). This

development has been manifest since the years of 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 (cereals and oil crops) went through a severe crisis
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).

The crisis in certain activities that had experienced
a strong upturn in the first 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.

TABLE 2
Colombia: Sectoral composition of cbP 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 23 4.6 43 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 1.1 1.1 1.1 1.2 0.6 0.5 0.9
Construction 4.4 3.0 3.7 3.7 2.6 4.5 6.1 5.3
Trade 12.1 11.5 11.9 12.0 11.5 20.7 21.7 21.9
Transport 9.4 8.6 8.7 9.4 9.9 5.0 5.5 5.5
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 14.5 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 14.1 12.5

Rural 28.8 24.7 243
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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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. This dynamic, in conjunction with the rise in 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.

These trends in 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 same time, 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 cities in 1993-1995, the lowest since
the early 1980s. The trends seen in the rural labour
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 previous years there are only two national surveys in 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
=g
s .S
Q=
25
E 3
S o
g 1=}
S =
L L
CR N
S 2
e
S

== Seven cities = = National total —&—Urban ——Rural
B. Employment rates

%
S X
¥ AN
<
e £ =2 =
= .2 / W
£ 5
§ % . ‘J )

S

z 2w o .
= /

o

“

<+ 1 o = o o
ST REETIRIREEITEIEITEITIEITEITEFEEITEITIRR

[=— Scvencities === National total —&— Urban _—>— Rural

C. Participation rates

Economically active population
as % of working-age population

) '
EEE2E2xLIXT LRSS ITEESTERR

trend in the employment rate —once again, this was 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%.

In the second half of the decade there was a marked
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
rapid increase in 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
in the most recent years this variable has played a decisive
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 has been
a clear association since 1996 between the behaviour of
employment in the biggest cities and quarterly GDP
changes (Colombia, DANE, 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 this led 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 reforms and inward FpI 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 be identi-
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 transpires that male
participation fell in urban and rural areas and female
participation fell in rural areas (Henao and Parra, 1998;
Farné, Vivas and Nuiiez, 1998 and Ribero and Garcia,
1996).

Participation and employment rates rise as educa-
tional levels increase, 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 groups and
for people with 10 to 15 years of education. Between

1991 and 1997, unemployment rose for all educational
categories, with the exception of more highly qualified
people in rural areas, this exception being due, how-
ever, to workers in 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, is in the 25 to 50 cohort, and it is
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 a more 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 changes in the structure of the
labour market brought about by demand factors, i.c.,
by changes in 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 the reforms.

The second conclusion relates to the demand for
labour: taking the period as a whole, the job creation
capacity of the economy was very low. The inadequacy
of the results achieved in this area were made manifest
by a fall in the employment rate equivalent to 2.2 per-

3 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 years or 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 4.4 82.6 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
National Men 43 6.8 10 to 15 years 65.5 66.4
Women 10.7 133 More than 15 years 96.1 88.4
U Urban Men 6.4 8.7 National 9 years or less 53 8.0
R Women 12.7 13.3 10 to 15 years 11.7 13.3
Rural Men 22 2.9 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 53
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 43 2.0
Rural Men 82.6 80.1
Women 31.2 245 National 9 years or 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 45.1 423
1991 1997 R 10 to 15 years 57.2 57.0
National 12 to 24 45.7 39.9 More than 15 years 844 822
Rural 9 years or less 56.7 53.6
25 to 50 66.7 66.8
10 to 15 years 57.6 57.2
Over 50 474 44.3 More than 15 years 92.0 86.6
T Urban 12 to 24 41.9 37.5 i i
25 to 50 67.1 67.8 By years of education and gender, 1991 and 1997
P Over 50 39.7 40.2
Rural 12 to 24 50.2 46.0 1991 1997
R 25 to 50 66.2 63.9
Over 50 55.5 54.1 9 years or less Men 77.6 71.7
T Women 32.7 30.4
National 12 to 24 14.1 19.0 P 10 to 15 years Men 78.4 77.7
25 to 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 12 to 24 20.1 22.9 Women 81.8 83.0
25 to 50 5.8 8.0
Over 50 3.6 5.1 9 years or less Men 3.5 6.0
Rural 12 to 24 8.3 10.6 Women 9.2 12.3
25to 50 2.2 4.1 U 10 to 15 years Men 72.1 69.9
Over 50 0.7 2.2 R Women 45.0 46.2
National 12 to 24 39.3 322 More than 15 years %ﬁfnen 2(7):‘1‘ g%
25 to 50 63.8 62.1
E Over 50 464 42.5 9 years or less Men 74.8 67.4
R Urban 12 to 24 33.5 28.9 Women 297 26.7
25 to 50 63.2 624 E 10 to 15 years Men 8.0 10.1
Over 50 38.2 38.2 R Women 16.0 17.1
Rural 12 to 24 46.0 411 More than 15 years ~ Men 32 43
25 to 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 : Total 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® 1.2 -0.6 0.5
Demographic 2.2 -0.1 22
Participation -1.0 -0.6 -1.6
Absorption by labour demand
Employment® 0.7 -2.9 -2.2
Tradables -3.9 -3.0 -7.0
Non-tradables 4.7 0.1 4.8
Unemployment 0.5 2.1 2.6

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

2 The 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 decline in
job creation in sectors producing internationally trad-
able goods. The loss of employment in tradable sectors
was a feature 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 a level of one digit of the economic activity classifi-
cation, and changes in 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.

The results of this breakdown are given in table 5.
This shows that the general decline of employment in

TABLE 5
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 18.4 15.2
Electricity, gas and water 34.1 -38.6 -17.6
Construction 7.2 14.1 22.3
Trade 13.2 1.1 14.5
Transport 2.5 10.6 13.3
Financial services -3.0 0.1 -2.9
Other services 11.7 4.4 16.6
Total 10.4 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 2.5 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 13.4 9.9 24.6
Total 11.2 1.2 12.5
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 1.7 -1.0 0.7
Trade 1.2 -0.4 0.8
Transport 0.5 -0.2 0.3
Financial services 1.0 0.2 1.2
Other services 0.3 1.2 1.5
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 calculations 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 sectors fell 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 labour
productivity growth. This meant that dynamic job cre-
ation could take place in these sectors, but this process
was interrupted and even reversed in a number 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
decline in 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
workers with 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

as regards jobs requiring higher levels of education was
one of stagnation.

In relation to the first point, it is important to note
that between 1991 and 1995 the fall 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 behaves in 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 employment 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 incomplete
(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). The first is the markedly
cyclical nature of waged job creation in the private sec-
tor. During the expansionary phase of the economy,
this occupational category was the 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 -3.5 -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 1.1
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 1.1
Total -3.0 -2.5 -5.6 0.3 -3.0 -2.7 3.2 0.3 3.5
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 32
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 1.7 -1.0 0.7
Trade 0.1 0.0 0.2 0.0 0.3 0.3 1.2 -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 1.2
Other services -0.2 0.5 0.3 0.3 0.6 0.8 0.3 1.2 1.5
Total 0.0 0.6 0.7 0.2 1.7 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 1.5 2.0 4.7 0.1 4.8

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

a

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 1.5 2.2 3.7 -2.4 -1.0 -3.4 -0.9 1.2 0.3
Government employees -1.1 -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 1.1 1.1 2.2 1.8 0.0 1.8 2.9 1.1 4.0
Employers -0.5 0.2 -0.3 -0.5 0.0 -0.5 -1.0 0.1 -0.9
Total -0.8 1.5 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.

a

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.
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the course of the decade. The conjunction of these two
factors during the years of slowing growth undoubt-
edly points to a growing trend towards informal work-
ing. Lastly, female employment rates increased in rela-
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 the tradable
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 a continuous reduction in
the demand for workers with a low 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 improvements in specific
production sectors and, on the other, of changes in 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. The first (A) breaks down these changes into
the sectoral sum of the difference between changes in
output and employment growth, each weighted by its
share in total output and employment. The second and
third (B and C) break down total labour productivity
growth into a weighted average for productivity changes
in each sector plus a term that reallocates output or
employment between sectors, respectively.

The results of the first breakdown suggest that the
increase in 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. This is particularly true in the agricultural sec-
tor during the period 1991-1995 and in industry dur-
ing 1995-1997, i.e., during the years in which these
sectors were undergoing the severest adjustment. In the
case of mining, by contrast, the strong contribution of

this sector to overall growth in the productivity of the
economy was made in a context 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 alternative,
although equivalent, exercises. Their most striking as-
pect is the 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,
while the effect of reallocating 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-
tradable 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 levels increased steadily from
1991 onward. There was a general rise in wages in all
branches of economic activity, particularly
government and financial services. In the construction
sector incomes also increased greatly at the beginning
of the decade, but this rise was quickly cut short when
the upturn ended.

The dynamic of earnings by educational level pro-
vides another perspective (figure 3). Although earnings
increased for all educational levels in the early 1990s,
this tendency was not sustained. From 1994 onward,
in fact, earnings began to stagnate at all educational
levels, except for people with 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
evidence that the earnings of workers with a lower level
of education are more closely linked to the economic
cycle than those of more highly educated groups of
workers. Again, the sustained increase in 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, as a result 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
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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 1.2 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 1.2 0.7 1.1 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® 4.5 2.4 3.8 1.9 0.3 1.4 2.7 2.1 2.6
Tradables 1.1 0.2 0.8 -0.3 -0.9 -0.5 1.3 1.1 1.3
Non-tradables 3.5 2.2 3.1 2.2 1.1 1.9 1.4 1.0 1.4
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 1.8 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® 2.5 2.1 2.5 0.0 0.0 0.0 2.7 2.1 2.6
Tradables 1.4 1.2 1.4 0.1 0.0 0.1 1.5 1.3 1.5
Non-tradables 1.4 1.1 1.3 -0.4 -0.2 -0.3 1.0 0.9 1.0
C. Productivity weighted by employment Reallocation term Total labour productivity
Agriculture 1.2 -0.5 0.6 0.1 0.0 0.1 1.3 -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 1.4 0.4 0.2 -0.3 0.0 0.1 1.1 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 0.4 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 1.1 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 2.4 0.6 -0.2 0.3 2.7 2.1 2.6
Tradables 1.3 1.1 1.3 0.0 -0.1 -0.1 1.3 1.1 1.3
Non-tradables 1.5 1.2 1.4 -0.2 -0.1 -0.2 1.4 1.0 1.4

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.
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FIGURE 2

Colombia: Real wages by branch of economic activity

(Index December 1994=100)
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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 a result of this,

and of the increase in average wages, the proportion of

the population below the minimum wage has fallen. In

in 1990.

fact, 1Lo (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
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FIGURE 3
Colombia: Urban earnings by educational level

A_ Real urban earnings
(Index December 1994=100)
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B. Relative urban earnings
(Index December 1994=100)
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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 229 280 81 110 52 3.5 28 27 09 09 34 36 0.513 0541
Primary 168 199 44 6.6 21 24 07 07 0.1 0.1 1.6 1.7 0.520 0.548
Secondary 56 7.0 31 35 21 1.8 1.1 0.7 02 0.1 12 1.0 0.528 0.558
University 0.6 1.2 0.6 1.0 1.1 1.2 1.0 14 0.5 07 0.7 1.0 0.535 0.564
Health 119 455 65 153 53 9.5 30 23 09 -04 29 42 0.520 0523
Subsidized system 107 428 42 128 27 6.3 1.0 1.2 03 0.1 1.5 35 0.524 0.530
Contribution system 13 27 23 25 26 32 1.9 1.2 06 -06 1.4 07 0.532 0558
Public services 58 133 43 54 36 36 24 1.9 1.1 0.6 22 21 0.528 0553
Water 16 46 1.2 1.8 1.0 13 0.6 07 03 0.2 0.6 08 0.533 0561
Electricity 42 87 31 35 26 23 1.8 1.2 0.9 0.4 1.6 13 0.530 0.557
Total 40.7 86.8 189 317 14.1 18.6 8.2 6.9 29 1.1 8.5 2.9 0.492 0.49]1
Reference datum Gimi before subsidy: 0.535 0.565

Source: Sanchez and Nuifiez (1999).
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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: a deterioration
in income distribution between 1978 and 1988, fol-
lowed by an improvement 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, DNP/UNDP,
1998; Leibovich and Nuifiez, 1999; Ocampo, Pérez,
Tovar and Lasso, 1998; Sanchez and Nufnez, 1999 and
Vélez, Kugler and Bouillon, 1999). In fact, as table 10
shows, primary income distribution in the country as a
whole deteriorated between 1991 and 1997 by just under
two percentage points of the Gini coefficient, owing to
an adverse movement of over four points in urban areas,
which prevailed over the rise of around four points in
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 Nuiiez,
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 Nuiiez (1999) show that
in the 1990s massive income redistribution took place

6 A common feature of recent studies is that 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 sectors in urban areas and
the biggest losers the highest-income sectors in rural
areas.” What the first study primarily shows is an in-
crease in the relative earnings of the most highly quali-
fied workers, while the second shows a kind of “level-
ling down” of rural incomes as a result of the crisis in
commercial 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 a whole.

According to Ocampo, Pérez, Tovar and Lasso
(1998), the favourable distribution tendencies that 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 lower
economic dependence rate in households, facilitated
by the demographic transition and the resulting increase
in female workforce participation. Fewer working op-
portunities, growing differentials in 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 as improvements in the quantity and dis-
tribution of education, changes in demographic patterns,
rising female participation in the workforce and de-
clining average household size, which still continued,
albeit at a slower pace. In rural 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-
come distribution. The net effect, therefore, was a down-
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 earnings in 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 Nuiez, 1998).
According to this study, these changes in relative wages
are due to alterations not in the relative 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 Nuiiez
(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: changes in 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 ineq-
uity among wage earners than among own-account
workers, whether male or female. Again, just as in the
studies dealing with cities, the Gini is higher 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).? Accord-
ing to Vélez, Kugler and Bouillon (1999), increased
income homogeneity in such groups accounts for a large
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 Nuifiez (1999) find
that increased income homogeneity among workers
with similar occupational characteristics was one of the
factors underlying the improvement in rural income
distribution.

A number of studies, again, have tried to explore
the effects of macroeconomic variables on income dis-
tribution. Bernal, Cardenas, Sanchez and Nuiiez (1998)
find that a relative increase in the size of the tradable
sectors tends to reduce the 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 a lower inflation rate), they reach
conclusions that 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 differentials by qualification level; the increase
in public spending in the 1990s had a similar effect.
The first 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 Nuiiez (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-
ments in educational levels, productivity and the terms
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 Colombia in 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 loss of revenues
resulting from deterioration in the rural terms of trade
and the resultant crisis in commercial farming.

2. Earnings and income distribution:
general effects

Table 10 shows the results of applying Paes de Barros’
methodology (2000) to the National Household Sur-
veys (NHS) for September 1991 and 1997. This meth-
odology essentially consists in 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 on income
distribution is analysed in isolation. Then, their com-
bined or sequential effect is analysed.® 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

° 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 changes in 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 levels by 0.0146. The results,
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 confirms the 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
conditions for 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 a total 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 changes in non-work incomes).
In rural areas the 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 decline in
concentration. Changes in wage levels, however, show
the opposite tendency.

The same methodology was applied in the case of
changes in poverty levels, with results that were quite
weak when compared with those obtained for income
distribution. As table 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% to 28.9% and increased in rural ones from 55.0%
to 59.9%. The simulation exercises show that if the
participation rate, the unemployment rate and the
sectoral composition of employment seen in 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 a very 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 1.8 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.

the large reduction in poverty levels seen over the period
analysed, which would suggest that there are other
factors behind this trend. The work of Nuiflez and
Sanchez (1999) shows that the fall 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 points are 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 people living in poverty in the 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, shows that 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 the isolated 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
household income 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 3 to 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 a lesser
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 a whole 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, although 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 deciles 5 to 9.

The effects of these labour market changes on to-
tal per capita income 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 Urban Rural
1991 1997 1991 1997 1991 1997
Total participation rate %
Decile 1 54.7 49.2 55.5 44.7 46.4 52.9
Decile 2 56.5 493 473 47.5 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 69.9 722 68.6
Unemployment rate (%)

Decile 1 7.3 16.9 10.0 30.7 5.4 12.9
Decile 2 8.5 13.8 17.4 20.0 6.1 10.7
Decile 3 8.8 14.0 16.4 16.2 5.8 7.9
Decile 4 8.7 12.7 143 14.6 6.2 6.1
Decile 5 9.2 11.7 11.6 114 4.4 6.9
Decile 6 8.3 10.5 10.6 10.8 3.6 5.0
Decile 7 7.3 9.3 9.0 8.3 5.1 5.4
Decile 8 6.6 7.2 6.2 6.3 4.1 5.0
Decile 9 5.5 6.2 53 6.5 23 4.1
Decile 10 4.0 42 32 3.5 1.3 2.0

Annual earnings per capita (1997 pesos)
Decile 1 53677 44486 107299 136789 33033 54196
Decile2 61566 92052 124861 156049 42090 65726
Decile 3 106358 124307 158767 171500 72840 83743
Decile 4 130392 142184 185706 196359 98041 102 341
Decile 5 149833 166 767 205006 207569 113091 110448
Decile 6 167 176 190 167 217 198 242 878 122326 120235
Decile 7 185970 223300 251955 263876 139755 121570
Decile 8 211027 260934 286987 311433 146987 132912
Decile 9 262110 348211 371026 417982 162367 150980
Decile 10 601 382 850812 781936 940018 186405 196 843

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 this would have improved
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 increases in earnings that were smaller
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 a higher Gini coefficient. An effect similar to
the above is 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 shows that all deciles would 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 earnings for deciles 5 and below
and decile 10, and lower ones for deciles 6 to 9.

The middle 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. The simulated effect of the participation
rate and the unemployment rate on changes in the
earnings shares of the different deciles shows results

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 75

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 2.47 -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
where the simulation of the effects of the unemployment
rate is concerned. By contrast, the simulated effects of
employment composition and changes in wage earnings
are greater. Thus, the table shows that the earnings
shares of all the deciles, both in the country as a whole
and in urban areas, would have been higher than they
actually were, with the exception of the richest quintile
(and only to a small degree in the case of decile 9 in
urban areas). For rural areas, the effects 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 a recent one, as it began
to manifest itself during the spectacular surge in aggregate
demand seen between 1992 and 1995. At that time it was
not reflected in the unemployment rate because of the
favourable trend in labour market participation. In sectoral
terms, the decline in the ability of agriculture to generate
employment was plain to see at the beginning of the
decade, while in the case of industry it dates from the
slowdown in that sector in the middle of the decade. 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 simulations 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, give results that, 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 operate in 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 effects are seen, it would be necessary to carry
out a detailed study of changes in the structure of rural
households during the 1990s.

the boom in domestic demand died down in the middle
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-tradable 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. The bias in labour demand towards better educated
workers, resulting from economic liberalization, is also
reflected in the increased profitability of the higher levels
of education and in the improved incomes of these
workers relative to others, which has had an adverse effect
on urban income distribution.

Between 1991 and 1997 the country experienced
arise in income concentration as measured by the Gini
coefficient, although this was the net outcome of
contrary tendencies in urban and rural areas.
Simulations of the income distribution effects of labour
market changes between 1991 and 1997 show that the
most significant effects in the country as a whole 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 in the cost of the basic food basket, which
obviously had opposite effects, in terms of income, in
urban and rural areas.
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From the early decades of the twentieth century onward,
the level of equity achieved in Uruguay, and the sophistica-
tion of its social welfare institutions, set the country apart
from the rest of Latin America. In the second half of the
century, this heritage of democracy and equity survived the
severe tests to which it was subjected without fracturing too
badly. The strength of the country’s sociocultural founda-
tions was convincingly demonstrated after the restoration
of democracy in 1985, when Uruguay succeeded in main-
taining the position it had traditionally held as the regional
leader in social development, this leadership being mani-
fested at this time in the country’s indices of poverty and
inequality as measured by income distribution, which were
low by the standards of other Latin American nations. The
authors contend that in the last fifteen years of the twentieth
century, Uruguay succeeded in coping with these challenges
by maintaining a good balance between the political, social
and economic aspects of development. They analyse the
subject by placing the position of Uruguay in a Latin Ameri-
can context. Using the same type of indicators, they then
describe how the country evolved in the closing fifteen years
of the twentieth century, after which they discuss some of
the most important processes underlying these trends in the
market, in households and in the State. Lastly, they offer
some reflections on the main challenges that the country
will have to address if it is to retain or improve the level of

national integration already achieved, on a basis of equity.
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Introduction

Although it is a widespread phenomenon, the economic
restructuring that globalization entails does not occur
in a social and political vacuum. On the contrary, it
takes place in societies that differ widely in terms of
their regulatory systems, institutional structures, legal
frameworks and welfare systems, which encapsulate
the most important features of their sociocultural
characteristics. Thus, while the processes that stem from
current development models are to be found in most
countries, the pace, sequence and substance of reforms,
and thus their social consequences, are different.

From the early decades of the twentieth century
onward, the level of equity achieved in Uruguay, and
the sophistication of its social welfare institutions, set
the country apart from the rest of Latin America. The
absence of significant ethnic and cultural divisions,
substantial primary product surpluses and early
democratic consolidation were some of the factors that
helped establish the sociocultural foundations which
were to give rise to this special position.

In the second half of the century, this heritage of
democracy and equity survived the severe tests to which
it was subjected without fracturing too badly. These
tests included prolonged economic stagnation, conflicts
between radically differing approaches to the
organization of society and the economy —which
imperilled political stability for a time— and a coup
d’état which put a military Government into power. The
strength of the country’s sociocultural foundations was
convincingly demonstrated after the restoration of
democracy in 1985, when Uruguay succeeded in
maintaining the position it had traditionally held as the
regional leader in social development, this leadership

D The authors wish to thank Carlos Filgueira, Juan Andrés Moraes,
Juan Carlos Veronelli, Rafael Diez de Medina and Alvaro Fuentes
for their stimulating suggestions and for the comments they made
on a preliminary version of this paper.

being manifested at this time in the country’s indices
of poverty and inequality as measured by income
distribution, which were low by the standards of other
Latin American nations.

The conditions brought about by the return to
democracy undoubtedly made it easier to preserve this
heritage of equity, and to cope with the new challenges
that threatened its survival. The country had to find
its place in a globalized world, extend the boundaries
of competitiveness and adapt the workings of welfare
institutions to the demands of sustained growth within
these new parameters, and the main threats stemmed
from the consequences of these changes, which
affected different segments of society in different
ways.

In this section it is contended that, in the last fifteen
years of the twentieth century, the country managed to
cope with these challenges by maintaining an
appropriate balance between the political, social and
economic aspects of development, which has led some
specialists in these subjects to regard it as an example
of successful gradualism.! In describing this process
as “successful” —in a regional context, of course— we
should not overlook the fact that, like all Latin American
countries, Uruguay is now being profoundly affected
by the serious problems that come with economic
restructuring, weak job creation and pressure to
deregulate the labour market. In truth, the consequences
of these problems are already manifesting themselves
as rents in the traditionally integrated social fabric of
the country, and in the warnings that are being sounded
about the difficulties involved in sustaining its style of
balanced growth.

! See the in-depth, comparative analysis of the Uruguayan case in
Filgueira and Morées (1999).
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I

Uruguay in the Latin American context

Most of those studying equity-related problems agree
that Latin America has the most regressive distribution
of wealth of any region in the world. The figures for
Uruguay, however, set it clearly apart from its regional
context (table 1).

The values of the inequality and poverty indices
for 1990 and 1997 are lower in Uruguay than in the
other countries appearing in the table. Similarly, the
indicators showing how the social situation changed in
that period reveal that poverty and inequality were re-
duced to a greater extent there even than in Argentina
and Chile, which had higher rates of per capita gross
domestic product growth in those years than Uruguay
(33.2%, 53.3% and 27.2%, respectively).

In short, Uruguay showed a greater capacity to
mitigate the adverse social effects of the liberalization
and macroeconomic adjustment processes than other
countries in the region.

The good relative performance of Uruguay in the
sphere of social justice has its counterpart in the legiti-
macy that the country’s citizens attribute to its democ-
racy and institutions, as table 2 shows. The commit-
ment of the population to the democratic system means
that Uruguayan public opinion credits this system with
greater legitimacy, response capabilities, utility and
responsibility than is the case in most of the other coun-
tries in the region. For every one of the statements in-
cluded in this table that bespeak confidence in and sat-
isfaction with the workings of democracy, and in the
weighted sum of percentages of positive responses to
each question, Uruguayans show themselves to be more

TABLE 2

TABLE 1
Latin America (nine countries): Indices of inequality
and poverty

Inequality? Poverty®
Argentina 1990 9.3 16
1997 9.6 13

Change 3.2% -18.8%
Bolivia 1989 12.6 49
1997 10.8 47

Change -14.3% -4.1%
Brazil 1990 16.3 36
1996 16.8 25

Change 3.1% -30.6%
Chile 1990 11.7 33
1996 11.8 19

Change 0.9% -42.4%
Colombia 1990 10.2 35
1997 12.2 39

Change 19.6% 11.4%
Ecuador 1990 7.1 56
1997 7.4 50

Change 4.2% -10.7%
Mexico 1989 9.1 34
1996 7.7 38

Change -15.4% 11.8%
Paraguay 1990 6.2 37
1996 7.6 34

Change 22.6% -8.1%
Uruguay 1990 6.2 12
1997 4.7 6

Change -24.2% -50.0%

Source: ECLAC (1999).

2 Quotient between the average incomes of the richest 10% and
the poorest 40%.

®  Percentage of households below the poverty line.

Latin America (eight countries): Views about democracy, 1995
(Percentage replying affirmatively)

Argentina Brazil Chile Mexico Paraguay Peru Uruguay Venezuela

Democracy is preferable to any other form of government 82 48 54 57 58 58 86 64
Are you satisfied with the way democracy works in the country? 53 31 34 24 31 47 59 38
Democracy enables national problems to be solved 59 51 51 52 39 71 63 53
Elections in the country are clean 78 26 82 52 39 64 83 19
Senators and deputies are concerned about what people

like you think 19 16 24 24 28 29 38 16
The way you vote can make things different in future 75 53 56 53 62 75 77 52

Unweighted total

366 225 301 223 228 344 406 242

Source: Kaztman (1997), on the basis of data from Basafiez, Lagos and Beltran (1996).

NEW CHALLENGES FOR EQUITY IN URUGUAY + RUBEN KAZTMAN, FERNANDO FILGUEIRA AND MAGDALENA FURTADO



82 CEPAL REVIEW 72

DECEMBER 2000

in agreement with and committed to the institutions of
democracy than the inhabitants of other countries in
the region.?

Social justice and adherence to democracy are
closely connected. The perception of social injustice
or of inequality of opportunities relative to other groups
in society tends to weaken the commitment of those
affected to the institutions that make these inequities
possible. In turn, the lack of trust in institutions makes
“the processes of aggregating the preferences of indi-
viduals more complex and uncertain and exacerbates
conflicts over the distribution of public resources. The
economic and social integration of the different groups
is more difficult as well, and the State machinery is
more likely to become subject to the influence of pres-
sure groups, corruption and inefficiency, all of which
helps to perpetuate inequality” (IDB, 1998). Figure 1
shows the correlation between the two phenomena.

I

FIGURE 1
Inequality and satisfaction with democracy.
Fourteen Latin American countries, 1996-1997
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Source: Produced by the author on the basis of EcLAC (1999) and
Basaiiez, Lagos and Beltran.

Trends in poverty and inequality since

the restoration of democracy

1. Poverty

The general progress of the Uruguayan economy meant
that between 1986 and 1997 real average houschold
income increased by over 50%. This growth was ac-
companied by a significant reduction in poverty?® in
urban areas of the country (figure 2). From 1986 to
1998 the percentage of poor households fell from 37%
to 15.5%, while the percentage of indigent households
(those whose per capita incomes are insufficient to cover

2 The kind of democratic mindset that these responses reveal is the
result of cultural patterns that do not crystallize overnight. On the
contrary, it has to be nurtured over a long period, becoming
entrenched as a result of processes that usually extend over a number
of generations and that have profound inertial effects on the political
attitudes of citizens.

3 The index of poverty used here is based on estimates of the cost
of the basic food basket produced by the Uruguayan National
Institute of Statistics, these being based on the results of the
Household Expenditure and Income Survey carried out in 1994-
1995. Although the tendency is generally the same, this index differs
in magnitude from the one used for comparative purposes in the
Social Panorama of Latin America (ECLAC, 1999), which was the
source for table 1.

the cost of a basic food basket) initially declined in the
early years of the period under consideration, before
stabilizing at around 1%.

Figure 3 shows the inverse relationship between
changes in national per capita income and poverty. In a
country where income distribution is not subject to
sudden changes, and where the level of concentration
is relatively low, it is not surprising that the fruits of

FIGURE 2
Changes in the poverty level. Urban total, 1986-1998
(Percentages)
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Source: Produced by the author on the basis of National Institute
of Statistics (INE) standing household surveys.
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FIGURE 3
Relationship between growth and poverty. Urban total,
1986-1998
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Source: Produced by the author on the basis of National Institute
of Statistics (INE) standing household surveys.

growth are quickly reflected in falling poverty levels.
The curves of the graph also clearly reflect the “Te-
quila effect” of late 1994 and its inertial consequences,
which were subsequently compounded by those of the
crises affecting Russia and South-East Asia.

Apart from the ups and downs of the economy,
perhaps the most important single factor behind the fall
in poverty was the constitutional amendment passed
by the 1989 plebiscite. This amendment provided for
the benefits of old-age and other pensioners to be
indexed automatically to the average wage index. Since
around half of all urban households in Uruguay (49.6%
in 1998) have some income from pensions, the change
meant that a substantial proportion of poor households
containing old-age or other pensioners ceased to be
poor. Between 1989 and 1998, in fact, the percentage
of poor households containing one or more old-age or
other pensioners fell from 40.2% to 32.4% of all poor
households. To look at it from a different angle, between
1989 (the year of the plebiscite) and 1998, poverty in
urban households declined by 18.4%, while in
households containing an old-age pensioner the decline
was 32.6% (figure 4).

Family strategies also contributed to the reduction
of poverty, mainly through increasing participation by
married women in paid work. This mobilization of the
family labour force led to an increase in the proportion
of family members in the labour market (occupational
density) in households in the first five deciles (figure 5).
The opposite happened with higher-income households,
partly because the rise in pensions enabled households
containing pensioners to move up into the higher
deciles. Although higher occupational density mitigates
the effects of economic crises, it also has negative ef-
fects, particularly in poorer households. Given that these

FIGURE 4
Percentage of all poor households containing poor
old-age pensioners, 1989, 1994 and 1998
(Percentages)
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FIGURE 5
Changes in occupational density. Urban total, 1986-1998
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Source: Produced by the author on the basis of National Institute
of Statistics (INE) standing household surveys.

account for a disproportionate share of the population’s
biological and social reproduction efforts, when mar-
ried women carry out paid work their ability to care for
and watch over their children is diminished. Further-
more, when children from such households join the
labour market at an early age their opportunities for
accumulating educational attainments are significantly
reduced (Filgueira, 1999).

Other households distanced themselves from the
threat of poverty by deciding to limit the size of their
families. Between 1985 and 1996, in fact, total fertility
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in urban areas fell from 2.89 to 2.60 per woman. Trends
of this nature generally reflect an increase in the amount
of human capital vested in women and their willingness
to make use of it by improving their opportunities in
the labour market. In this case, though, the decline in
fertility was also seen among categories of women that
were more likely to fall into poverty. Fertility rates for
those without schooling fell from 3.92 to 2.88, while
for those with incomplete primary education they fell
from 4.33 to 4.24.* To sum up, greater participation by
married women in the workforce and a decline in the
number of children helped to reduce poverty as
measured by per capita household incomes.

In the last fifteen years of the twentieth century,
changes in the proportion of households that were poor
were accompanied by significant progress in satisfying
certain basic needs. Although they do not cover the
whole period, the data given in figure 6 show that
between 1991 and 1998 major advances were made in
respect of access to electricity, piped drinking water in
homes, medical cover and better housing conditions.

2. Inequality®

As was mentioned at the beginning of this section, the
decline in poverty and the improvement in living
conditions that occurred over the last fifteen years of the
twentieth century could have arisen under different income
distribution scenarios. In Uruguay, this distribution
remained virtually unchanged throughout the period
(figure 7). In fact, the Gini index of per capita income
distribution (with rental value) between households®
fluctuated around 0.41, with a slight tendency to rise,
particularly towards the end of the period.’

4 See National Institute for Women and the Family (in the press).

3 The coefficient of inequality used (Gini) produces different values and
trends from the one employed in the Social Panorama of Latin America
(ECLAC, 1999). The latter was constructed using a methodology that
sought to maximize the reliability of the results in order to establish the
relative positions of the countries in the aspect under consideration,
which meant that the criteria followed had to take account of the
limitations of national information sources. The results set forth in this
section agree with those of other studies carried out for Uruguay (see
Vigorito, 1999, p. 259, table 2B).

6 Per capita household income was calculated by adding together the
different types of income received by households in the form of
remuneration from work and capital, pensions, benefits and transfers
and an imputed rental value for owner-occupied housing. Domestic
servants living in households were not deemed to be members of them
for the purposes of these calculations.

7 The index values for the 1990s are not statistically different from
those of the 1980s, except in 1998. In that year, the statistical confidence
interval of the estimate, at 95%, does not overlap with those for the 1980s.

FIGURE 6
Changes in some critical deficiency levels.
Urban areas of Uruguay, 1991-1998
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FIGURE 7

Inequality in Uruguay, 1986-1998
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Source: Produced by the author on the basis of National Institute
of Statistics (INE) standing household surveys.

TABLE 3
Urban areas of Uruguay: Income share of household
quintiles ranked by per capita income. 1986-1998
(Percentages)

Quintile I ~ Quintile 2 Quintile 3  Quintile 4  Quintile 5
1986 5.6 10.4 15.0 21.8 47.3
1987 5.9 10.6 15.2 21.9 46.4
1988 6.0 10.5 14.9 21.4 47.2
1989 5.8 10.5 14.9 21.5 47.3
1990 5.8 10.4 14.9 21.5 47.5
1991 5.7 10.3 14.8 21.4 47.7
1992 5.5 10.2 14.8 21.4 48.1
1993 5.8 10.7 15.3 22.0 46.1
1994 5.6 10.3 14.9 21.8 47.4
1995 5.4 10.2 14.9 22.0 47.5
1996 5.4 10.2 14.8 21.9 47.7
1997 5.4 10.1 14.8 21.7 48.0
1998 5.2 9.9 14.7 21.9 48.4

Source: Produced by the author on the basis of National Institute
of Statistics (INE) standing household surveys.
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A similar pattern is seen when, instead of a
synthetic measure like the Gini index being used,
changes in the income shares received by
households in each of the five per capita income
quintiles are tracked over the period. Thus, while

1AY

the movements seen over the entirety of the period
1986-1998 are small, it transpires that the share of
the 40% of urban households with the lowest incomes
declined, while that of the richest 20% of households
rose (table 3).

Factors determining trends in income distribution

1. Initial considerations

The modest extent of the changes in the income
distribution indices may be misleading, as it might suggest
that inequality levels are relatively unaffected both by the
type of growth and by the major economic and social
processes affecting societies.® The correct interpretation
is quite different. Societies are constantly exposed to forces
that shape their structures in more or less equitable ways,
and that consequently affect different social categories in
different directions and to differing degrees. The categories
that are affected adversely seek to counteract these effects
using whatever individual and collective resources they
can mobilize.

When this view is taken, indicators of income
distribution (and of wealth, when adequate information
is available) are interpreted rather as the outcome of a
complex web of forces set in train by the market on the
one hand and by individuals, households and collective
actors on the other. As we shall see later on, changes in
the market lead to shifts in the profitability of the
different factors of production, and thus affect both
average incomes and the distribution of income between
the different sources from which it derives.

Individuals react to changes in the market by
opting, insofar as the opportunities available to them
allow, for different courses of action. Within their
households, they are involved in decisions about the
number of children to have, whether or not to keep them
in the educational system when to do so begins to
become incompatible with income needs, whether
people should enter or leave the household, and with

8 Li, Squire and Zou (1998) examined income distribution trends
in 45 countries for which there was good quality information
covering long periods. They found that most of them (29) did not
show discernible tendencies in either direction, while the rest
divided equally between rising inequality and falling inequality.

what frequency and level of commitment each member
of working age should participate in the labour market.
On the institutional level, meanwhile, collective actors
struggle among themselves to have a greater say in the
way policy instruments are designed and implemented,
using their social, political and economic resources to
increase or preserve their share in the fruits of growth,
or to minimize the portion of costs they bear at times
of crisis. All these forces act beneath the surface,
shaping the distribution of income and wealth in society.

We shall now take a more synthetic approach to
exploring some of the factors that might have affected
the distribution of income in Uruguay over the last
fifteen years of the second millennium.

2. Determining factors

a) Liberalization, fiscal adjustment and external
upheavals

Although it is still very early to claim that the new de-
velopment styles have affected income distribution,
some authors have identified an empirical association
between the structural reform processes that these styles
entail and an increase in inequality (Altimir, 1997).°
Any attempt to apply this hypothesis to Uruguay would
have to take into account the particular characteristics
of its structural reform process, including among other
things the absence of any significant privatizations and
the financial liberalization that was carried out as early
as the 1970s.

In any event, between 1985 and 1998 Uruguay
pushed ahead vigorously with the external liberalization
process and with measures to control the budget deficit.
Tariff barriers were lowered, so that the average tariff

° Altimir reached this finding after analysing five countries:
Argentina, Brazil, Chile, Colombia and Mexico.
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fell from 40.7% to 12.8%'? (UNCTAD/ECLAC, 1998). In
that same period, the overall budget deficit fell from
6.3% to 1.0% of gross domestic product (President of
the Eastern Republic of Uruguay, Planning and Budget
Office, 1999) and inflation fell from around 70% to
some 10%.

Both external liberalization and State reform
policies altered the composition of employment. In
many of the region’s countries, globalization of the
economy led to a decline in the relative weight of
industry as an employer and as a contributor to national
output. In Uruguay, where these processes took place
in the period under consideration, the proportion of the
total workforce accounted for by industrial workers fell
from 20.5% in 1986 to 16.3% in 1998. In other words,
almost a fifth of all workers in industry switched to
services or went to swell the unemployment rate.

19 From January 1998 the tariff was raised by three points following
an agreement among the Mercosur countries prior to the devaluation
carried out by Brazil, the country which requested this increase.

The fiscal adjustment was accompanied by a
shrinking of the State machinery. Of thirteen countries
for which comparative information is available for the
period running from the beginning of the 1980s to the
end of the 1990s, twelve, including Uruguay, saw a
decline in the percentage of workers in public-sector
jobs (ECLAC, 1999). In this period, the proportion of
workers employed by the public sector fell from around
a quarter of the urban labour force to around a sixth,
thus declining by around 30% in terms of relative weight.

These changes could not but affect the distribu-
tion of income among households. In point of fact, until
the effects of the Mexican crisis began to be felt, aver-
age household income had grown continuously over
the period (box 1).

If the consequences for social equity of the trade
liberalization and fiscal adjustment processes are to be
interpreted correctly, they need to be tracked by
analysing changes in the structures through which these
two phenomena operate, such as the recomposition of
different income sources, shifts in the labour market
and State policy instruments that are activated to coun-
teract any regressive effects these processes might have.

being.

Box 1

Greater economic openness magnified the effects of the Mexican crisis of late 1994, which resulted in increased
unemployment and poverty. Having stood at around 9% from 1986 to 1994, unemployment rates in Uruguay
rose to levels of between 11% and 13% as a result of the “Tequila effect”. The consequences of such economic
crises have a tendency to linger on, in part because businesses become more cautious about entering into
contractual arrangements with new workers —an attitude that persists even into periods of economic recovery—
and more willing to replace labour with machinery. They can also result in higher school drop-out rates, as
family members turn to the labour market to make good the income lost by some adult members, or in early
retirement by people who are put out of work at an age when their prospects of re-entering the market are very
poor. Generally speaking, situations of crisis force the poor to take decisions that have medium- and long-
term implications for the ability of household members to accumulate the assets they need for their well-

In evaluating the impact of the Mexican crisis, it has to be appreciated that the differences between the
size of the Uruguayan economy and those of its two main partners in Mercosur meant that the indirect
repercussions of the “Tequila effect” on Argentina and Brazil were at least as important as its direct effects on
Uruguay. This is why that crisis upset the stability of the relatively low indices of inequality and poverty that
characterized the Uruguayan situation in the last fifteen years of the twentieth century. As was often pointed
out in the analyses carried out during the recessionary decade of the 1980s, poorer households are the first to
be affected in periods of recession and the last to benefit from economic upturns, and this leads to asynchrony
between the rates at which poverty rises and falls as the vicissitudes of growth dictate. Any reading of the
poverty and inequality data for the closing years of the twentieth century also has to take account of the
cumulative effects of crises subsequent to the Mexican one (Russia, South-East Asia and Brazil).
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TABLE 4

Urban areas of Uruguay: Average income and distribution among recipients.

by income source. 1986-1998

Average income of recipients® Gini index of recipients

Work® Pensions Capital® Total Work Pensions Capital Total

1986 28.4 12.9 47.4 27.9 0.426 0.409 0.601 0.475
1987 31.8 14.7 56.6 31.5 0.413 0.408 0.608 0.468
1988 343 17.3 65.8 349 0.413 0.445 0.581 0.476
1989 36.0 16.2 63.8 35.2 0.416 0.430 0.581 0.475
1990 343 16.7 64.7 34.0 0.415 0.450 0.600 0.479
1991 36.5 18.0 68.9 36.5 0.426 0.427 0.604 0.480
1992 38.4 20.5 75.6 38.6 0.441 0.426 0.598 0.483
1993 39.2 22.0 68.3 38.6 0.435 0.425 0.544 0.466
1994 41.1 229 74.9 40.8 0.449 0.432 0.563 0.480
1995 39.3 22.3 66.3 38.6 0.455 0.434 0.548 0.479
1996 39.1 23.1 65.8 38.1 0.457 0.433 0.543 0.476
1997 38.1 23.9 68.2 38.0 0.458 0.434 0.541 0.476
1998 40.8 25.7 82.0 41.8 0.453 0.448 0.552 0.479

Source: Produced by the author on the basis of National Institute of Statistics (INE) standing household surveys.

a
b

Average incomes per recipient are expressed in December 1995 prices.
Earnings include private-sector and public-sector wages and the earnings of own-account workers with or without premises.

¢ Income from capital includes rents, interest and employers’ income (profits and remuneration).

d

In 1998 there were changes to the way the sample for the standing household survey was taken (updating of the sample framework,

changes to the replacement criteria and removal of towns with less than 5,000 inhabitants) and these may have led to jumps in the levels

of some variables which have not yet been analysed.

b) Changes in income sources

Between 1986 and 1997, the country experienced changes
in the relative weight of the different sources from which
people received income. The average income from old-
age and other pensions grew throughout the period.
Average income from capital rose up until 1992 and then
fell from that year to 1997 (table 4). Lastly, average earnings
rose until 1994, but did so more slowly than the other two
sources, after which they fell, but again to a lesser extent
than income from capital.

Meanwhile, changes in income distribution
differed depending on the sources that people obtained
their income from. The data show a tendency for the
distribution of income to shift in favour of workers and,
in the 1990s, of pension holders as well, while the
income deriving from possession of capital decreased
in relative terms (table 4).

Stability in the distribution of total income among
recipients does not necessarily entail a corresponding
stability in inequality trends among households, since
these ultimately depend on the way individuals are
combined in those households.

Some studies have looked at the effect of changes
in income sources on total inequality. Thus, Vigorito

(1999) analysed the contribution of each source to the
change in inequality between 1986 and 1997 by
breaking down Theil’s entropy index 1,'! which
remained virtually unchanged (it rose to 32.85 in 1986
and 33.05 in 1997). The author referred to found that
the influence of wages, old-age and other pensions and
the incomes of own-account workers was in the
direction of greater inequality over that period, while
employers’ incomes moved in a direction that reduced
concentration, virtually cancelling out the changes in
the other sources (table 5).

These results make it clear that the relative weight
of the different income sources in Uruguay did not
remain unchanged, and that the overall impact on
inequality of these sources over time masks changes
that cancel one another out.

It would be useful to know what influence the
different sources have on overall inequality. Setting out
from a breakdown of entropy index 0, Bucheli and
Furtado (in the press) quantify the extent to which these

1 To do this she used Shorrocks’ breakdown rule (1982 and 1983)
as adopted by Jenkins (1995) and Foster and Sen (1997) and applied
it to the distribution of total household income (excluding rental
value) between households.
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TABLE 5
Urban areas of Uruguay: Contribution of the different
income sources to changes in income concentration,
1986-1997

Income sources (without rental value) Theil index

Waged work 2.79
Own-account work 1.38
Employers’ income -4.43
Pensions 1.22
Other income -0.76
Total 0.20

Source: Vigorito (1999).

sources account for developments in income
distribution.!? It was found that the inequality
component attributable to differences between groups
of recipients rose from 9.4% in 1986 to 11.7% in 1992,
which means that the slight increase in inequality
between 1986 and 1992 was due essentially to
increasing income disparities between people whose
income came from different sources. In fact, while all
incomes increased in this subperiod, the rise in incomes
deriving from the possession of capital was so great
that the top end of the distribution shot up.

Subsequently, from 1992 to 1997, the differences
between people receiving incomes from different
sources tended to narrow (table 4). The average income
of old-age and other pensioners —which stood at the
lowest levels— rose in those years by 16.6%, while at
the other extreme the income generated by capital fell
by 9.8%. Average earnings stayed at intermediate levels.
Consequently, the small increase in overall inequality
from 1992 onward can be explained by factors
unconnected with changes in income sources, since the
component of inequality between groups fell (in 1997
itaccounted for just 6.6% of inequality) and dispersion
within groups increased.

12 The two usual components are distinguished: the component of
inequality attributable to the differences between groups and the
component of inequality attributable to the differences within
groups. This breakdown makes it possible to measure the
explanatory power of a classification: the greater the percentage
contribution of the differences between groups, the more powerful
will be the classification arrived at to explain total inequality. The
classification had ten groups made up of people in households where
more than 65% of household income came from a clearly identified
source —possession of capital, old-age and other pensions and four
occupational categories— and, in the remaining cases, from a
combination of different sources.

¢) Changes in the profitability of education

The analysis of changes in sources showed that the
greatest contribution to income concentration was made
by wages, and that from 1992 onward the dispersion
between recipients of work income increased.

This led on to an examination of changes in the
labour market. It was found that the income of
households whose heads had tertiary education grew
by more than that of households whose heads had only
primary education. This development, affecting groups
at the top and bottom of the distribution scale, was a
force for concentration, and would account for the slight
increase in inequality towards the end of the period
studied (Bucheli and Furtado, in the press).

In fact, a number of studies on Uruguay show not
only that education is the factor that has the greatest
influence on income inequality among households, '3
but also that this influence increased in the 1990s. The
findings of these studies, which give different values
depending on the index and classification used, are set
out in table 6.

These results are supported by wage equations
calculated for private-sector workers in Uruguay, ac-
cording to which the marginal profitability of the higher
levels of education rose in the late 1990s, increasing
the wage differences between workers with different
levels of education (Bucheli and Furtado, 2000).

d) Transfers

As was noted in point b), changes in the amount of
old-age and other pensions have also contributed to the
concentration of income. A number of studies show
that indexation of these basically resulted in income
recipients moving up from “middle sectors to higher
ones, and in changes to the demographic composition
of the lower deciles” (Vigorito, 1997, p. 17; Bucheli
and Rossi, 1994). In this respect, it should be noted
that average incomes from old-age and other pensions
grew by more than those from any other source of
income in the period, and that the Gini index for the
internal distribution of income of this type also rose in
the 1990s (table 4).

The concentration of old-age and other pensions
tended to increase, by contrast with what happened in

13 Several works show that the influence of other variables is
considerably less: the age of heads of household, and whether or
not they are working, each account for less than 5% of total
inequality, while region and household structure account for around
10% (Machado and Reggio, 1999 and Vigorito, 1999).
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TABLE 6
Urban areas of Uruguay: Changes in the component of
inequality between groups according to different
classifications by educational level

(Percentages)

1986 1991 1997
Bucheli and Furtado®
Index of entropy 0 18.2 20.5 21.3
Vigorito®
Index of entropy 0 19.2 18.5 24.4
Index of entropy 1 21.5 19.1 26.6
Machado and Reggio®
Index of entropy 0 24.1 26.4
Index of entropy 1 25.5 27.6

Source: Bucheli and Furtado (in the press), Vigorito (1999) and
Machado and Reggio (1999).

2 The classification goes by the educational level of heads of
household (0 to 6, 7 to 12, 13 or more years of education) for
people in households where more than 65% of income is from
work; for those dependent on capital or a combination of
sources, openings by educational level were not carried out.
The degree of inequality was measured by the distribution of
per capita income (without rental value) between individuals.
The classification distinguished between households according
to the educational level of their heads: first stage of secondary,
second stage of secondary, UTU (Universidad del Trabajo del
Uruguay), university, others.
¢ The classification distinguished between incomplete primary
education, complete primary, incomplete secondary, complete
secondary, UTU, tertiary, others. Inequality was measured by
equivalent income distribution between households (with rental
value).

the case of other State transfers, such as social
allowances and benefits (table 7). Since their share of
total government transfers to urban households rose
from 74.8% to 92.4% in the period 1988-1998, the net
result of these transfers was regressive. This was the
case despite major changes in some of the instruments
involved, such as family allowances which, while they
had a clear equalizing effect, did not suffice to offset
the additional concentration produced by pensions, so
that the effort made to target social allowances and

benefits was not enough to prevent a decline in the portion
of transfers reaching the poorest (ECLAC, 1998).14

e) Household strategies

As was mentioned earlier, it we are to move from look-
ing at the way income is distributed among individual
recipients to the way it is distributed among households,
we need to consider how individuals are combined in
those households. Although in practice income tends
to be distributed among households in much the same
way as it is among individuals, this is not always so.

Households have considerable room for manoeuvre
in mitigating the effects of cuts in the incomes of their
main providers: they can raise their incomes by
mobilizing the labour force at their disposal and
combining different sources of income, they can make
decisions about family size by changing their plans
about the number of children to have or delaying
pregnancies, and they can join forces with other family
members in order to raise their average income.

In accordance with a general tendency in Latin
America, the main strategy used by lower-income
Uruguayan households was to increase their occupational
density (figure 4) by bringing married women into the
labour market (EcLAC, 1998 and 1999). Vigorito (1999)
has demonstrated that increased participation by women
in the labour market led to a rise in their contribution to
household income (from 12% in 1986 to 15.9% in 1997),
while their contribution to inequality was greater, as their
incomes from all sources showed a higher degree of
dispersion than was the case with men.

14 Although the rise in the value of retirement and other pensions
had a regressive effect, any assessment of the overall effect of the
changes on the well-being of the population needs to take account
of the contribution these made, against the background of an in-
creasingly uncertain labour market, to the stability of household
incomes. This increased stability does not just benefit pensioners
and those who are not pensioners but live with one or more of
them, but can also have a significant effect in relieving people’s
concerns about their parents’ subsistence, even when they do not
live in the same household as them.
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TABLE 7
Urban areas of Uruguay: Composition and distribution of government transfers
by per capita income quintiles, 1988, 1991 and 1998
(Percentages)
Pensions Social allowances Benefits Total transfers
1988
Composition 74.8 4.4 20.8 100.0
Distribution
Quintile 1 8.6 29.5 16.7 11.2
Quintile 2 15.1 253 17.4 16.0
Quintile 3 18.2 19.5 18.2 18.3
Quintile 4 21.6 14.5 20.1 21.0
Quintile 5 36.4 11.2 27.6 335
Quintile 6 100.0 100.0 100.0 100.0
1991
Composition 89.1 3.5 7.4 100.0
Distribution
Quintile 1 8.9 29.2 19.3 10.4
Quintile 2 14.9 21.5 16.3 15.2
Quintile 3 19.1 20.7 16.0 18.9
Quintile 4 22.7 14.5 13.0 21.7
Quintile 5 34.4 14.0 35.4 33.7
Quintile 6 100.0 100.0 100.0 100.0
1998
Composition 92.4 0.9 6.8 100.0
Distribution
Quintile 1 6.2 37.7 23.2 7.7
Quintile 2 12.5 26.6 23.4 13.3
Quintile 3 17.0 17.2 22.4 17.4
Quintile 4 23.1 13.1 16.1 22.6
Quintile 5 41.1 5.4 15.0 39.1
Quintile 6 100.0 100.0 100.0 100.0

Source: Produced by the author on the basis of data from National Institute of Statistics (INE) standing household surveys.

v

The political and institutional framework

and public policies

1. How reform is implemented: gradualism and
sequences of reform that do not result in con-

centration

One of the most important aspects of the political and
social changes introduced in Uruguay has been their
incremental and eclectic nature.'> If the position of
Uruguay is considered in its regional context, this
pattern of development, viewed over the long term,

seems to have had more virtues than defects. We say
“seems to have had” because the arguments that follow
cannot easily be subjected to rigorous empirical tests,
and contain a high degree of speculation.

15 Eclectic in that on many occasions they have departed from the
orthodox adjustment model, or what has come to be known as the
Washington Consensus.
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Like the other countries in the region, Uruguay had
to cope with the obsolescence of an old inward-looking,
State-led development model. At the same time, the
country faced the difficult task of converting to an
export-oriented model in which the market plays a
central role in the allocation of resources, entailing
reforms in at least five key areas: financial liberalization,
trade liberalization, fiscal reform, privatization and
reform of the State machinery, and labour market
deregulation.

The Inter-American Development Bank (1DB) has
devised an index to measure progress with these five
areas of reform in Latin America, the values it
produces being used to estimate the relative speed with
which they are being applied in each country (IDB,
1997). In the case of Uruguay, the data from this index
(figure 8) record a difference of 18% between the
beginning and end of the period 1985-1995 in the
country’s scores for progress in structural policies.
This small difference —the lowest of any of the
countries for which information is available, including
those such as Chile and Colombia which started off
in 1985 with scores similar to Uruguay’s— make the
country an example of gradualism in the region (IDB,
1997, appendix 5).

In addition to the reform areas taken by IDB, social
reform also needs to be considered. The approach taken
by Uruguay in this area has also been gradualist and,
as will be seen later on, particularly eclectic.

The gradualism characterizing Uruguay has at least
two essential merits: it helps protect the interests of
subordinate groups, and it bolsters democracy. In the
first case, this is because the basic resources of the least
powerful sectors —mass mobilization and organization—
are more effective in democratic negotiations and are
weakened when shock policies or sudden reforms are
applied.

The second merit of gradualism is that it strengthens
and reaffirms the power of democratic mechanisms to take
difficult decisions about development models and
problems that are ultimately to do with distribution. Or to
look at it from the negative side: shock policies tend to
inhibit the development or creation of a democratic culture
in which the legitimacy of decisions derives from the way
they are taken, and not from their results.

The sequence of reforms in the country also has
its virtues. To put it in a highly condensed form, it may
be said that the essential role of the reforms is to “ex-
pose to the blast of competition” actors who previously
operated in a “protected and regulated environment”.
Depending on the reform that is applied, certain actors

FIGURE 8
Change in the index of structural policies between 1985
and 1995
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will be more exposed to this “blast” than others. By
way of example: whereas lower tariffs force protected
companies (i.e., capital) to confront international com-
petition, labour market deregulation increases compe-
tition for labour rather than capital. Consequently, the
sequence of reform determines the scope those affected
have for transferring costs to other actors. Another example:
if tariff reforms and labour market deregulation take
place at the same time, companies can transfer a large
part of their costs to wage earners by reducing wages
and benefits and reducing staff levels at little cost to
themselves.

The sequence of reforms in Uruguay was ideal in
terms of distribution. Financial, fiscal and foreign trade
reforms were the first to be carried out. With the
exception of fiscal reform, whose effect on companies
and workers is unclear, the other two primarily affect
capital, forcing it to absorb part of the restructuring
costs of the development model. If it is considered that
the labour market and social reforms were the last to
be applied, and that privatization was a failure, the
reform sequence looks like a particularly progressive
one. It was wage earners and sectors depending on the
State that were the last to be deprived of protection of
various kinds, and this reduced the scope of those
controlling capital to transfer costs to them. The
information provided over the course of this section
seems to be consistent with these ideas. As was pointed
out earlier, it was in respect of income from capital
that concentration declined most over the period, since
capital now has to operate in a common competitive
environment, whereas previously it extracted its
advantages and profit from stratified protection
regimes.
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2. The substance of reform: eclecticism and
limits on the market

Although this is another area where argument does not
easily lend itself to empirical proof, it seems reasonable
to say that the preservation of equity in Uruguay was
contributed to by political decisions relating not just to
the pace and sequence of the reforms, but to their
substance as well.

In a series of studies aiming to achieve a better
understanding of the roles that have been played by
democracy, as a system that enables the population to
have a voice and a vote in struggles over distribution,
and by the State, acting as the guarantor and shield of
the weakest to improve the distribution of prosperity,
Fernando Filgueira has carried out an exhaustive
analysis of the social and political mechanisms
mobilized, and the specific characteristics of the sectors
and the strategies of the groups involved, at different
stages of reform and of efforts to privatize public-sector
companies in Uruguay.'6

These analyses show that the socio-political
structure of Uruguay has proved reluctant to adopt the
kind of adjustment that has been applied in the region.
The following observations may be made:

i) In the period under consideration, most public-
sector enterprises and services stayed in the public
sphere, except in the area affected by social security
reform. Even where this reform is concerned, while
it resulted in a system that was clearly different
from the old one, it is quite dissimilar to other social
security models such as that of Chile, in that it has
remained under State control and committed to
distributive ends that do not feature so prominently
in other instances of reform.

ii) The country achieved a large reduction in the
budget deficit, along with rising figures for public
social spending (figure 9). A different course of
action, involving a structural adjustment process
that tends to reduce such spending, appears to have
come up against numerous difficulties in the last
fifteen years of the twentieth century. The particular
path taken by Uruguay has been strongly upheld
by a political process whose negotiating and
consensus-seeking systems tend to signal that a
great many balances need to be struck if
governments are to carry through the set of reforms

FIGURE 9
Public social spending (pss) and the budget deficit
in Uruguay as a proportion of cop, 1985-1998

26.0 75
24.0 A res
22.0 A rss
20.0 r4s

18.0 - r3s

16.0 q F25
14.0 § 15
12.0 F0.5
10.0 T T T T T T T T T T T T T 0.5

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

[ pss/GDP —e— Deficit/Gpp

on their agenda. Above all, there is a need to
maintain high levels of spending on those public
policies that have been crucial to the shaping and
development of society and that have been largely
responsible for the progress made by the country
in terms of social equity.

iii) No formal changes were made to the way the
labour market operated, but there were substantial
de facto changes which made employment less
secure. More important still were changes to
collective bargaining methods, which underwent
substantial decentralization.

iv) There was strong resistance to the dismantling of
the education system. The reform carried out in
this system differed greatly from market-oriented
models, being decidedly statist, universalist and
strongly redistributive.

The continued existence of public goods that follows
from what has been said in the four paragraphs above
preserved the conditions that have traditionally con-
tributed to the ability of Uruguayan citizens to make
their “voice” heard clearly and often. This acts as a
corrective mechanism, inhibiting the use of market

options as a “way out”.!”

3. The socio-political keys to an incremental and
eclectic approach to reform

As was noted earlier on, the peculiar characteristics of
Uruguay in the context of Latin America manifested
themselves during the reform process as a greater ability
to mitigate the negative consequences of the new growth
style, mainly by applying reforms selectively and
controlling the pace and thoroughness with which they

16 See Filgueira and Mories (1999), Filgueira and Papaddpulos
(1997) and Filgueira and Filgueira (1998).

LI

17 The ideas of “voice”,
by Hirschman (1970).

way out” and “loyalty” were developed
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were introduced. We shall now briefly consider what
are the central characteristics of Uruguayan social and
political organization that enable us to understand both
the pace and the substance of the country’s structural
reforms.

Despite the major economic and social changes that
the country underwent between 1970 and 1985, at the
end of this period the key actors that had helped shape the
old model, and that to a large extent had benefited from it,
still had their place in the social structure of Uruguay. In
1985, the unions whose members were urban workers in
domestic industries, the protected industries themselves,
old-age and other pensioners covered by the social welfare
system and the large group constituted by civil servants
were still the main actors in the country’s distributive
struggles. To implement any major change, it was
necessary to negotiate, synthesize and incorporate the
interests of these actors in the context of a restored
democracy. This is perhaps one of the most crucial aspects
differentiating Uruguay from, for example, Chile. In the
latter country, the bulk of the structural changes were
implemented under a dictatorial regime, and the socio-
political system with which the restored democracy had
to deal retained few of the actors and characteristics of the
old development model. In Uruguay, by contrast, the
survival of the old system, and its transition to democratic
conditions, meant that any losers from the structural
transformation could negotiate the costs they would have
to pay and the time they would have to do it in.

To this old social structure, which had to be
reckoned with when the costs and benefits of
transforming the development model came to be
negotiated, had to be added the political structure
needed for the demands of actors to be translated into
concrete policies.

Politically, Uruguay had and has the most highly
institutionalized democratic process of any country in
Latin America, owing to two prominent features of its
political dynamic: a long-established and highly
institutionalized party system, and a deep-rooted
political culture of consensus-building. These two
factors have had a range of effects on the political
process, in which negotiations between parties and the
numerous ties that these have with different agents in
civil society have given a pluralistic form to dealings
between decision-making agents.

On the one hand, these two factors have shaped a
particular kind of relationship between those involved
with the technical side of policy-making and the party
elites, as a result of which, and by contrast with other
countries in Latin America, the links between technical

and political actors have always been channelled
completely through the intermediary of solid political
parties. On the other hand, the Uruguayan party system
has always been able to deal with demands expressed
as general interests in the provision of public goods, or
as private interests, chiefly in the way it responds to
corporate pressure from the unionized workforce and
from industrialists.

In the long term, the strong political intermediation
to which technical and specialist disciplines are subject,
and the arbitration capabilities evinced by the parties in
their system of responses to private and general demands,
have shaped a democratic system characterized by
permanent negotiation between political and social
actors.!® Consequently, what is surprising about the
Uruguayan process in the long term is its ability to bring
about major transformations in a context of democracy
and pluralism (O’Donnell, 1993). In addition, a range of
characteristics in the institutional framework and the
political system have combined with this tradition of
gradualism to give the substance of the reforms a stamp
that, in economic terms, is markedly anti-liberal, so that
while the role of the State as an allocator of resources has
been moderated, in no case has it been replaced by a pure
market system. It should be emphasized that this situation
has arisen in an international and domestic context which
is strongly conducive to the adoption of a purely orthodox
model, but that the social and political structures have
played an effective intermediary role in guiding these
pressures.

The Uruguayan experience with structural reform
shows that the degree to which these reforms are
introduced, and the models used to do so, rather than
international pressure and changes to production
systems, are what determine the tendency of countries
to implement neoliberal reform processes and withdraw
the protection of the State. In other words, the likelihood
of these adjustment and transformation models being
applied is directly proportional to the degree of socio-
political exclusion traditionally affecting the poorer
sections of society. In Uruguay, we have a State
penetrated throughout by party structures, a party

18 Of course, the long-term characteristics described here have been
distorted by temporary situations of great impact. Thus, the years
of authoritarian rule (1973-1984) were a time when citizens expe-
rienced very marked political and social exclusion. This, however,
did not sharply reverse the prevailing relationship between techni-
cians and policy, which shows that the structure was stronger than
the circumstances. Nor could authoritarian rule reverse the gradu-
alist tradition, despite its discretionary power to implement reforms.
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system that is accessible to the poorer sections of the
population, and a society that has received protection
and benefits from the State on a generous scale.
Although, as this article has stressed, Uruguay has made
major changes to its development model and to the role
the State plays in this model, the costs and benefits of
these changes have been distributed far less inequitably
than in the case of other Latin American countries.
Among the social and political characteristics that
the country displays, there is a political and social cul-

VI

ture rooted in a past that has produced a country with-
out major social, political, ethnic or even economic
distances: a country of proximities, as Real de Azla
would put it. Its heritage includes reserves of altruism
and low tolerance to extreme inequalities, attributes
without which the social and political structure of
Uruguay would not have been in a position to main-
tain, in an international context of increasing concen-
tration and inequality, the essential identities of a soci-
ety whose ideal for itself is equality and integration.

Final reflections. The challenges to Uruguayan

equity in the third millennium

Given the need for continuous readjustment in the face
of the upheavals unleashed by globalization, everything
seems to indicate that a great deal of time will be needed
for national economies to settle down to a viable, stable
state. As was mentioned in the introduction, experts on
the subject agree that under the new conditions the main
problems will revolve around the weakness of job
creation and the pressure exerted by the forces that are
acting to roll back the gains made in the labour market.
Uruguay is not proof against the socially destabilizing
tendencies that are being unleashed in this way, and
this undoubtedly raises major new challenges for the
maintenance of equity.!® Indeed, given that the
measures that will have to be designed and implemented
will be at the core of the struggle over distribution,
efforts to address the new problems of employment will
involve entering the “hardest” areas of social policy
(Kaztman and Gerstenfeld, 1990). The resultant need
to couple together very divergent interests will test the
reserves of solidarity of Uruguayan society, as well as

19 Among the greatest of the influences for concentration associated
with globalization is the improved profitability of factors that can
cross national boundaries, such as capital and highly qualified
human resources. Big companies, and transnationals in particular,
which make more intensive use of these factors, will show a growing
ability to take advantages of the economies of scale generated by
globalization both in trade and in the financing of production
activities. In turn, greater scope for relocating production will
undermine workers’ negotiating positions and make their incomes
more unstable by increasing the vulnerability of these to fluctuations
in demand.

the capacity of its institutions to generate around these
issues the wide base of political support that will
undoubtedly be needed.

Uruguay’s preparedness for coping with these
challenges and for retaining its position of leadership
in the region where social development is concerned
will depend on the capacities of the country’s people
and the efficiency and effectiveness of its institutions,
the threshold beyond which its citizens will not tolerate
inequality and their willingness to support the needful
corrections when inequality exceeds the thresholds of
tolerance. It may be said that the historical legacy of
social justice and democracy in Uruguay, crystallized
in the country’s basic structures (market, property, State,
etc.), has shaped the living conditions and attitudes of
its people, making them intolerant of inequality and
endowing them with considerable reserves of altruism
and solidarity.?® The results of these values in practice
are seen in the support given to the political and
institutional mechanisms that come to the defence of
the weakest.?!

Attitudes of solidarity are also sustained, at the
least, by an ability to empathize which enables people

20 The idea of a reserve of altruism is discussed in Paci (1998).

21 Another set of motivations that may give rise to this support
springs not from the aversion to inequality, but from fear of the
externalities of social inequity: political instability, weakening of
the legitimacy of institutions and the consequent difficulty of mo-
bilizing public opinion in support of plans for change, in the face
of public insecurity, etc.
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to place themselves in the situation of others and un-
derstand how serious or otherwise their problems are,
and by a feeling of moral obligation which makes those
who possess it act for the benefit of others.

These feelings, abilities and attitudes are refreshed
and restored daily through informal, face-to-face
contact between people of different social origins in
situations that are not constrained by the hierarchies
inherent in market relationships. The more frequent and
intense the contacts, the stronger the feelings will be.
By contrast, all processes that tend to reduce the
opportunities for informal contacts between the social
classes tend to weaken feelings of solidarity and raise
the threshold of tolerance for inequality.

The literature dealing with these issues has identified
a number of processes that reduce the likelihood of such
informal contacts taking place between classes. The
most important take place in the spheres of housing,
basic services and travel, shopping and recreation.

In the first of these spheres, residential segregation
leads to people with similar socio-economic levels
being concentrated in the same neighbourhoods. The
extreme manifestations of this segregation are rich
ghettos and poor ghettos. Large Latin American cities
now contain neighbourhoods inhabited by middle-
income sectors with homogeneous characteristics. The
spatial polarization of social classes in cities is being
compounded by the appearance of what are known as
“fortified enclaves”, housing estates that are insulated
from their immediate geographical environment by
physical barriers and sophisticated security
technologies; at the same time, some poor ghettos also
erect barriers against representatives of the society that
operates outside their borders. Although these processes
are at an embryonic stage in Uruguay, a recent study
shows that between 1985 and 1995 the social
composition of individual neighbourhoods became
more homogeneous, which meant that heterogeneity
between neighbourhoods also increased.

In the second, the segmentation of basic services
is another of the factors that undermine a country’s
reserve of solidarity. Because of its crucial importance
in enabling people to take advantage of opportunities
for social mobility, educational segmentation has
received particular attention. When middle-income
sectors abandon State schooling, this is deprived of a
“voice” in the struggle to maintain its quality, while at
the same time these sectors lose the incentive to pay
high taxes for this purpose.?? In addition, though, this
deprives poorer children of contacts that help inculcate
middle-class attitudes and aspirations (for example, the

belief that efforts to learn are rewarded by achievement
and that it is therefore worthwhile to defer immediate
gratifications and invest in the long-term accumulation of
human resources). In recent years, there has been an
incipient movement towards educational segmentation in
Montevideo (but not in the urban interior of the country),
with a growing proportion of children and young people
from the highest income deciles now attending private
establishments, while the great majority go to free State
establishments (Kaztman, 1997); fortunately, these
tendencies are being counteracted by an ambitious
educational reform designed to improve the coverage and
quality of public-sector schooling. Similar considerations
could be adduced in respect of the segmentation of other
basic services, such as health care and, more recently,
public security.??

Places of transit, shopping and recreation and
leisure are the third area of informal contacts between
the classes which could be affected by middle-class
abandonment. These include places as diverse as bars,
small neighbourhood shops, beaches and popular
entertainments such as football and carnivals.

By distinguishing between these three spheres, the
aim is to highlight the variety of paths whereby multi-
class sociability can be promoted and the powerful
tendencies towards privatization and the isolation of
the classes can be counteracted.

When the processes of segregation and
segmentation come together in the three areas referred
to, there are sections of society that begin to be pushed,
without their wishing it, to the margins of the sectors
that represent the mainstream of society. This isolation
encourages the consolidation of marginal subcultures,
social exclusion and mechanisms that perpetuate
poverty between the generations.

Because the urban spaces where the different
classes meet together in an informal way are declining
so slowly, the consequences of this for social integra-
tion generally pass unnoticed by most citizens. As a
result, these spaces are usually undervalued as factors
of integration and as sources of renewal for a country’s

22 As Barry argues, approval of high taxes makes it possible to
improve the quality of collective services while reducing the re-
sources available for higher-income groups to invest in private ser-
vices, all of which discourages abandonment of public services
(Barry, 1998, p. 23).

23 The motor car, perhaps the paramount symbol of social mobil-
ity, is increasingly distancing the middle classes from the hazards
and adversities of public transport and the informal sociability that
its use tends to encourage.
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reserves of altruism, solidarity and aversion to inequal-
ity. The effects of this decline, however, will come out
sooner or later, sometime in a violent, anomic and un-
expected way, through the socially disruptive correlates
of a poverty that is marginalized by the concentration
of want and by progressive isolation from the main-
stream of society. The response of the middle classes is
to distance themselves from the public places and ser-
vices used by the “dangerous classes”, whose modes
of behaviour, developed in isolation amid general want,
are viewed by the other classes as exotic and alien. The
desertion of the middle classes merely highlights the
decline of public spaces, which narrows the field of
experiences capable of stimulating the capacity to em-
pathize with less well-off sectors and the feeling of
having a moral obligation towards them, thus raising
the threshold of tolerance for inequality.

The objective of strengthening social integration
in the cities by promoting public spaces where the
different classes can come together may appear to lie
outside the capabilities of State policies, partly because
the resources that would have to be employed might be
required for other priorities on the social agenda linked
to poverty relief. Certainly, this perception would be
correct in many of the region’s major cities, where

residential segregation, segmentation of services and
the abandonment by the middle classes of public spaces
in which informal contact can take place between the
classes have reached such an advanced stage that the
idea of halting or reversing them in the short or medium
term seems to be completely unrealistic. This is not the
case, however, in Uruguay, where these processes are
incipient and the great bulk of society does not seem
willing to allow public goods to deteriorate, especially
if people come to realize that such a deterioration also
entails the weakening of a heritage of social justice and
democracy which is taken for granted as a major feature
of national identity.

Besides, many social integration initiatives have been
undertaken in the cities of North America and Europe
—either specifically for this purpose or as part of sectoral
policies— entailing urban management measures, the
selection of beneficiaries for subsidized housing projects,
measures to preserve the quality of public services and
the promotion of urban spaces which encourage informal
contacts between the classes. Out of the wide range of
urban social integration initiatives which have proved to
be successful, advantage can be taken of those which are
best suited to the resources and the special characteristics
of Uruguayan society.

Bibliography

Altimir, O. (1997): Desigualdad, empleo y pobreza en
América Latina: efectos del ajuste y del cambio en el
estilo de desarrollo, Desarrollo economico, vol. 37,
No. 145, Buenos Aires, Institute of Economic and So-
cial Development (IDES).

Barry, B. (1998): Social Exclusion, Social Isolation and Dis-
tribution of Income, Case paper, No. 12, London, Lon-
don School of Economics.

Basafiez, M., M. Lagos and T. Beltran (1996): Reporte 1995:
encuesta Latinobarometro, Santiago, Chile, mimeo.

Bucheli, M. and M. Furtado (in the press): La contribucion
de las distintas fuentes de ingreso a la evolucion de la
desigualdad en el Uruguay urbano 1986-1997,
Montevideo, ECLAC office in Montevideo.

(2000): La evolucion de la participacion de las
fuentes de ingreso en Uruguay (1986-1997), paper pre-
sented at Seminario de Economia Social, Montevideo,
University of the Republic, Department of Economics,
March.

Bucheli, M. and M. Rossi (1994): La distribucion del ingreso
en Uruguay 1984-1992, Document No. 10, Montevideo,
University of the Republic, Department of Economics.

Bucheli, M. (1997): Equidad en la asignaciones familiares
de Uruguay, Montevideo, ECLAC office in Montevideo .

ECLAC (Economic Commission for Latin America and the

Caribbean) (1998): Social Panorama of Latin America,

1997, Santiago, Chile.

(1999): Social Panorama of Latin America, 1998,
Santiago, Chile.

Filgueira, F. and J.A. Moraes (1999): Political Environments,
Sector Specific Configurations and Strategic Devices:
Understanding Institutional Reform in Uruguay, 1DB
Working Paper series, No. R-351, Washington, D.C.,
Inter-American Development Bank (IDB).

Filgueira, F. and J. Papadopulos (1997): Putting conserva-
tism to good use? Long crisis and vetoed alternatives in
Uruguay, D.A. Chalmers and others (eds.), The New
Politics of Inequality in Latin America, Oxford, UK.,
Oxford University Press.

Filgueira, C. and F. Filgueira (1998): Taming market reform:
The politics of social state reform in Uruguay,
Montevideo, mimeo.

Filgueira, C. (1999): Vulnerabilidad, activos y recursos de
los hogares: una exploracion de indicadores, R. Kaztman
(coord.), Activos y estructuras de oportunidades:
estudios sobre las raices de la vulnerabilidad social en
Uruguay, Montevideo, ECLAC office in Montevideo.

Foster, J. and A. Sen (1997): On Economic Inequality after
a Quarter Century, Oxford, U.K., Clarendon Press.

Hirschman, A.O. (1970): Exit, Voice and Loyalty: Responses

NEW CHALLENGES FOR EQUITY IN URUGUAY -

RUBEN KAZTMAN, FERNANDO FILGUEIRA AND MAGDALENA FURTADO



CEPAL REVIEW 72 -

DECEMBER 2000 97

to Decline in Firms, Organization and States, Cam-
bridge, Massachusetts, Harvard University Press.

IDB (Inter-American Development Bank) (1997): Latin
America after a decade of reforms, Economic and
Social Progress 1997 Report, Washington, D.C.

(1998): América Latina frente a la desigualdad,
Progreso economico y social en América Latina.
Informe 1998-1999, Washington, D.C.

Instituto Nacional de la Familia y de 1a Mujer (in the press):
Mugjer y estadisticas, Montevideo.

Jenkins, A. (1995): Accounting for inequality trends: De-
composition for the UK, 1971-1986, Economica, No. 62.

Kaztman, R. (1997): Marginality and social integration in
Uruguay, CEPAL Review, No. 62, LC/G.1969-P, Santiago,
Chile, ECLAC.

Kaztman, R. and P. Gerstenfeld (1980): The complexity of
evaluating social development, CEPAL Review, No. 41,
LC/G.1631-P, Santiago, Chile, ECLAC.

Li, H., L. Squire and H.F. Zou (1998): Explaining interna-
tional and intertemporal variations in income inequal-
ity, The Economic Journal, vol. 108, No. 446, Oxford,
U.K., Blackwell Publishers.

Machado A. and I. Reggio (1999): Incidencia de la reforma
en el mecanismo de ajuste de las pasividades de 1990
sobre la distribucion del ingreso de los hogares. Uru-
guay: 1986-1997, Montevideo, University of the Re-
public, monograph for Economics degree.

O’Donnell, G. (1993): On the State, Democratization and
Some Conceptual Problems: A Latin American View with
Glances at Some Post-Communist Countries, Indiana,
University of Notre Dame.

President of the Eastern Republic of Uruguay, Office of Plan-
ning and the Budget (1999): Datos economicos y
sociales del Uruguay, Montevideo.

Paci, M. (1998): Il welfare state come problema di egemonia,
Stato e mercato, No. 22, Rome.

Shorrocks, A. (1982): Inequality decomposition by factor
components, Econometrica, vol. 50, Evanston, Illinois,
Econometric Society.

(1983): The impact of income components on the distri-
bution of family income, Quarterly Journal of Economics,
vol. 98, Cambridge, Massachusetts, Harvard University.

UNCTAD/ECLAC (1998): Politica comercial a nivel pais y los
acuerdos de la Ronda Uruguay, Montevideo, January,
mimeo.

UNDP (United Nations Development Programme), Office in
Uruguay (in the press): Informe de desarrollo humano
de Uruguay, Montevideo.

Vigorito, A. (1997): Una distribucion del ingreso estable. El
caso de Uruguay 1986-1997, Montevideo, University
of the Republic, Institute of Economics.

(1999): La distribucion del ingreso en Uruguay en-
tre 1986 y 1997, Revista de economia, vol. 6, No. 2,
Montevideo, Central Bank.

NEW CHALLENGES FOR EQUITY IN URUGUAY -

RUBEN KAZTMAN, FERNANDO FILGUEIRA AND MAGDALENA FURTADO



98

CEPAL REVIEW 72 « DECEMBER 2000

NEW CHALLENGES FOR EQUITY IN URUGUAY

RUBEN KAZTMAN, FERNANDO FILGUEIRA AND MAGDALENA FURTADO



CEPAL REVIEW 72

The adjustment strategies
of Mexican ejidatarios

in the face of
neoliberal reform

Benjamin Davis

United Nations Food Since 1988 the ejido sector in Mexico has been buffeted by
and Agriculture a series of policy changes and exogenous shocks that have
Organization (FA0), Rome brought into question the agricultural viability of the sector
Benjamin.Davis@fao.org as a whole. These changes —trade liberalization, privatization,

falling subsidies, the abolition of price controls, macroeco-
nomic shocks, devaluation and momentous changes in the
legal framework governing land use in the ejido— have led
to a radical reordering of the policy framework and incen-
tive structure under which the farmers of these communal
lands operate. The cumulative effect of these reforms has
theoretically been to give ejido producers the freedom and
flexibility to adjust to changes in the incentive structure and
emerge as viable, competitive producers in an increasingly
globalized economy. Unfortunately, the hoped-for benefits
first of sectoral reform, then of macroeconomic reform, have
not materialized. The author provides a brief history of the
ejido sector and the Salinas/Zedillo reforms. He then dis-
cusses in broad terms the responses that ejidatarios have
made to these neoliberal reforms and the subsequent mac-
roeconomic crisis. This is followed by a detailed look at the
different components of this changing situation: land accu-
mulation, risk-averse agriculture, scarcity of credit, livestock
accumulation, diversification into off-farm activities and
income structure. The principal tools of analysis are catego-
rization of households on the basis of changes in these dif-
ferent components and comparison of the characteristics and
asset positions of households engaged in different response
strategies. The article concludes by analysing the conse-
quences of these response strategies for State development
policy in the rural sector in Mexico.
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Introduction

The characteristics of the ejido sector on the eve of the
twenty-first century differ greatly from those with
which it began over 60 years ago. The Mexican Land
Reform, with its unique community (or ejido) land grant
mechanism, was born of peasant demands for land
brought on by the Mexican Revolution. While the im-
portance of community and an attachment to the land
remain, the predominantly agricultural economy of the
1930s has given way to a tremendously diversified one
with an array of household income generation strate-
gies. Today, ejidatarios and their children are just as
likely to be working in off-farm wage activities such as
the inbond assembly industry, or in a restaurant in Los
Angeles, as growing maize and beans on the family
plot. Almost half of all ejido household income derives
from sources other than agricultural or livestock pro-
duction, while over 60% of all households have some
family member working off farm.

While the shift towards income diversification has
been a gradual one, since 1988 the ejido sector has been
buffeted by a series of policy changes and exogenous
shocks that have brought into question the agricultural
viability of the sector as a whole. These changes —trade
liberalization, privatization, falling subsidies, the abo-
lition of price controls, macroeconomic shocks, devalu-
ation and momentous changes in the legal framework
governing land use in the ejido— have led to a radical
reordering of the policy framework and incentive struc-
ture under which ejido producers operate.

The cumulative effect of these reforms has
theoretically been to give ejido producers —representing
over 75% of all agricultural producers and 70% of
national maize production— the freedom and flexibility
to adjust to changes in the incentive structure and
emerge as viable, competitive producers in an
increasingly globalized economy. Unfortunately, the
hoped-for benefits first of sectoral reform under
President Salinas, then of macroeconomic reform under
President Zedillo, have not materialized.

D I am grateful to Sudhanshu Handa, Fernando Rello, Benedicte
de la Briere, Louise Cord, Alain de Janvry, Elisabeth Sadoulet,
Pedro Olinto, Peter Lanjouw, Alberto Valdes and an anonymous
reviewer for their helpful comments and suggestions during the
different stages in the development of this paper. All errors are
mine.

Utilizing 1994-1997 panel data from a national
survey of ejido producers, we analyse the way
households have responded to these changes. From the
data, it is evident that most producers have chosen to
cope, rather than compete, in agriculture. What this
coping entails is staying in maize and fodder —and, in
the case of larger, modernized farms, increasing the
area of these crops under cultivation— rather than
expanding into higher value crops. This has been
accompanied by further diversification into off-farm
waged and own-account activities, and particularly
migration to the United States, as well as increases in
cattle stocks. For ejidatarios with small and medium-
sized farms, off-farm activities have come to be the
primary source of income.

What these tendencies have in common is that they
are part of a risk-averse, or risk spreading, complemen-
tary income generation strategy in the face of uncer-
tainty and non-existent or incomplete markets. Lim-
ited access to agrarian institutions providing credit,
technical assistance and so on, combined with severe
output price risk brought on by macroeconomic insta-
bility, makes the production of relatively low-risk and
low-cost maize more attractive, despite the steady de-
cline in its real price. The lower returns and height-
ened uncertainty associated with agricultural produc-
tion mean that ejido households are increasingly
diversifying into off-farm working activities, though
relatively few leave agriculture altogether.!

A portfolio diversification strategy of this kind
enables households to spread income risk among a va-
riety of income generating activities. In certain cases,
these off-farm activities may also ease the credit and
liquidity constraints faced by producers, although in
most instances the income from them appears to be
consumed or invested in livestock holdings. Further-
more, leaving off-farm activities aside, those house-
holds that have scope to adjust their agricultural strate-
gies are decidedly better off then those that do not have
this room for manoeuvre, even if they are expanding

I Risk aversion in agricultural strategies does not mean that
ejidatarios are not taking risks, as these are implicit in diversifica-
tion into off-farm activities, particularly international migration.
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into low-risk, low-return crops. Lastly, given the high
cost or non-existence of formal institutions in the ejido
sector, livestock production can operate as a savings or
insurance mechanism as well as an important source
of on-farm consumption.

Our conclusions are, firstly, that the predominance
of risk-averse agricultural strategies among e¢jido
households means that Mexico is losing its chance to
capitalize on the opportunity offered by reform of
Article 27. Unfortunately, the conditions are not in place
for producers to use their newly acquired land assets
productively. While the withdrawal of inefficient
producers from agriculture was an explicit component
of the reforms, poor incentives and an institutional
vacuum threaten the existence of many potentially
viable producers. Lacking profitability, these producers
are forced to enter the labour market or migrate to urban
centres and the United States. Wholesale diversification
of this sort clearly does not constitute a permanent
solution for Mexican rural development.

Secondly, despite the negative incentive structure
and patchy government support, those households that
have adequate levels of agricultural assets, and thus the
scope to achieve at least partial adjustment through
agriculture, are clearly better off then those that do not
have these resources. Studies in this area have shown
that ejido producers can respond if credit and liquidity
constraints are eased. Thus, potentially large rewards
could be reaped if government were to take action to
revitalize agrarian institutions and services that can

I

reduce the risk and enhance the productivity of on-farm
activities.

On the other hand, the complexity and diversity of
the ejido sector suggest that the correct policy response
is one that encompasses not just agricultural
development, but rural development more generally.
Meeting the challenge of reducing rural poverty,
stemming the flow of migrants to urban areas and
increasing the welfare of rural inhabitants will entail
not just reducing risk and raising productivity in
agriculture, but also providing the framework for an
integrated rural development strategy. This would
include measures to increase human capital,
infrastructure improvements to attract investment and
provide better communications and, above all, jobs.

The analysis carried out here is based on data taken
from a nationally representative sample of ejido house-
holds. Panel data were collected from 1,287 households,
covering 261 ejidos, at two points in time, the spring
and early summer of 1994 and 1997.2 The survey cov-
ers a wide array of household assets including land,
livestock, machinery and education, as well as house-
hold demographics, labour and land market participa-
tion, migration, agricultural and livestock production
and participation in organizations. Community level
data were also collected on the characteristics and
organization of the ejido. The surveys were carried
out by the Agrarian Reform Secretariat and the World
Bank with assistance from the University of California,
Berkeley.

Brief history of the ejido and the

Salinas/Zedillo reforms

The land reform process in Mexico was the result of
pressure from the peasantry who played a key role in
the Mexican Revolution during the second decade of
the twentieth century. Land and water resources were
granted by the President of the Republic not
individually but to communities or groups of producers,
known as ejidos. Indigenous communities recognized
as such were given a different status, and were termed
agrarian communities. Each ejidatario, or comunero,
was given usufruct rights over a parcel of land, access

to common lands, the right to an urban plot and voting
rights in the ejido assembly.?

2 A detailed description of the Mexican data and their sampling
properties can be found in Cord (1998a). The total 1997 dataset,
panel and non-panel, numbered 1,665 households. A large
proportion of these households were in Chiapas, a state from which
no observations were drawn in 1994 owing to the armed insurrection
early that year.

3 See De Janvry, Gordillo and Sadoulet (1997) for a good descrip-
tion of the social and political background to the ejido.
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As 0f 1996, over 29,000 legally constituted ejidos
and agrarian communities were in existence (INDA,
1996), controlling more than half the nation’s irrigated
and rainfed land and over 70% of its forest cover. This
land reform (or social) sector includes more than 3
million ejidatarios, accounting for over 75% of all
agricultural producers in the country. More than 15
million people directly depend on ejido lands for part
of their livelihood. In 1992, the land reform sector
contributed over 70% of the country’s output of maize
and 80% of that of beans (De Janvry and others, 1995).

The question of whether ejido producers are more
or less productive than farmers in the private sector is
one that has been much debated.* While ejido peasants
as a group have been the recipients of much State
largesse and patronage, this has come at the cost of
inflexibility in production and political control. Many
State policies, furthermore, have benefited private and
ejido producers alike; indeed, State investment in
agriculture since the Cardenas presidency (1934-1940)
has tended to favour private and ejido commercial
farming rather then the ejido sector as a whole
(Thiesenhusen, 1996 and Heath, 1990).

Furthermore, it is unclear whether the community
structure of the ejido has had a positive or negative ef-
fect on productivity. While often clearly playing a role
in increasing access to credit, common natural re-
sources, pooled labour resources and economies of
scale for the purchase of agricultural machinery, the
ejido has often been undermined by corruption and in-
efficiency, as local caciques and government agents use
the legal structure to further their personal interests at
the expense of the ejido. Both Dovring (1969) and
Heath (1990) have shown that, controlling for farm size,
few differences in productivity can be found between
ejido and private producers.

During the presidency of Carlos Salinas de Gortari
(1988-1994), Mexico embarked upon a programme of
structural reforms that has worked and will continue to
work profound transformations in its economy and
society. The Government joined the General Agreement
on Tariffs and Trade (GATT), signed the North American
Free Trade Agreement (NAFTA) with Canada and the
United States, initiated changes in the system of land
ownership in the ejido (land reform) sector affecting
over half the country’s territory and modified the role
of the State in credit, marketing and other agricultural
support services.

4 See Thiesenhusen (1996) for a concise summary of this debate.

Sectoral reforms centred on trade liberalization,
the curtailment of State intervention in agriculture and
cattle production and the reduction and redirection of
subsidies, particularly as regards credit and technical
assistance. This involved doing away with quantitative
restrictions and licensing-in requirements, reducing
tariffs, deregulating input and output markets and abol-
ishing price guarantees, with the exception of maize
and bean prices. As development bank credit came to
be restricted to producers with productive potential and
without debt arrears, a new national welfare institution
arose, Pronasol, which in agriculture functioned as a
provider of credit to poor rainfed producers and as a
promoter of rural development initiatives. The impact
of the reforms was aggravated by a macroeconomic
policy that resulted in high interest rates and an over-
valued exchange rate, as well as a slowdown in the
overall rate of economic growth. The impact of this
profitability crisis differed greatly between households,
having the severest effects on those farmers who par-
ticipated in output markets and/or used purchased in-
puts in agricultural and cattle production.’

The federal Government used two main
programmes to support agricultural and livestock-
producing households. In 1994 it initiated an income
support programme, Procampo, with the goal of
compensating basic grain and oilseed farmers for the
negative impact expected to result from the abolition
of price guarantees and market support under NAFTA.
In 1996, the Government created the Alianza para el
Campo (Countryside Alliance) programme. The goal
of Alianza was to enhance agricultural and livestock
productivity through small investment projects financed
jointly by the Government and producers. While
Procampo reached over 80% of all ejidatarios in 1997,
only 12% of ejido households participated in Alianza.

The backbone of the agricultural sector reforms
was the 1992 reform of Article 27 of the Constitution,
which formally ended the process of land reform in
Mexico. This reform established a legal process, called
Procede, whereby land rights were delineated within
the ejido and land titles provided, and whereby ejidos,
if authorized by the assembly, could then privatize
individual parcels and eventually sell or rent out their
land. The explicit objective of the reforms was to foster
a modernized and efficient agricultural sector. Those
farmers who were unable to compete were expected to
leave agriculture (T¢éllez Kuenzler, 1994).

5 See De Janvry, Gordillo and Sadoulet (1997) and Davis (1997)
for a description of the impact of the reforms during this period.
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In addition to this law, which was highly
controversial and which many feared would signal the
end of the ejido in Mexico, the reform also established
a body of regulations, covering land transactions both
prior and subsequent to privatization, which served as
“candados” or lock-ins by making it harder to sell ejido
land. Although by 1994 little progress had been made
in the cumbersome process of delineating land rights
within the ejido under the Procede programme, the
liberalizing climate surrounding controls over the ejido
had led to an increase in informal transactions, as is
evident from the data available for this study.

The start of the Zedillo administration (1994-2000)
was greeted by a severe currency crisis, which led to a
large devaluation (120% between December 1994 and
March 1995), high levels of inflation and

I

macroeconomic instability right through 1996. The
severity of the crisis and the subsequent macroeconomic
instability overshadowed the impact of NAFTA for most
of the agricultural sector, and it was this, combined with
the continuing implementation of Procede, that was the
main determinant of change in ejido household
economic strategies over the 1994-1997 period.

In response, the Government tightened monetary
and fiscal policy and continued with the structural
adjustment of the economy, including deregulation and
privatization of the transport sector and implementation
of Article 27 reform (Cord, 1998a and 1998b). By
December 1997, 79% of all ejidos had at least made a
start with the Procede programme, while 59% had
received title. Very few ejidos had opted for dominio
pleno, or full privatization of their plots.

How ejidatarios have responded

Macroeconomic instability since 1994 and implementation
of Article 27 reform have brought forth a variety of
responses from ejido households, these responses being
conditioned by the level of household access to a variety
of income-producing assets. A first response involves the
accumulation of land and the expansion of maize
production; a second, further diversification into off-farm
activities, particularly migration to the United States; and
athird, the accumulation of cattle in conjunction with both
increased maize growing and migration. Of overriding
importance to all ejido household adjustment strategies,
however, whether explicitly or as future options, are
diversification into non-agricultural or livestock
activities, which has been very widespread, and the
pervasive influence of the United States labour market.
Almost 45% of all households have a family connection
in the United States, whether in the form of a current
migrant or children and siblings of the head of the
household residing permanently there. That this
connection is alive and vibrant is shown by the high
incidence of remitters (43%) among family members
living in the United States.

These broad responses can be broken down.
Despite the negative incentive framework and the rising
cost of inputs, a core of modernized producers has been
joined by a new group, and together these have led an

expansion of the maize growing area. For many
producers, including a large proportion of indigenous
households, expansion into maize and fodder has been
accompanied by the accumulation of cattle. Similarly,
a group of new United States migrants have invested
their off-farm earnings in cattle accumulation. Another
group has expanded fruit and vegetable production,
based not on access to irrigation but rather on agro-
ecological factors. Those households that have the land,
livestock and human capital assets needed to adjust
successfully have significantly higher incomes than
households without such assets.

The largest subgroup of ejidatarios, however,
consists mostly of subsistence peasant producers, often
indigenous, with little access to assets, institutions or
government support, who are more constrained in their
ability to adjust. They continue to depend on subsistence
production of maize and beans, and have diversified
heavily into low-paying local wage labour. These
households, with less land, livestock, migration and
human capital assets, have significantly lower
household incomes then the households referred to
above that have been able to adjust successfully. Without
access to adequate levels of assets, these households
will continue to struggle in the current austere
macroeconomic environment.
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Lastly, the adjustment responses exhibited by in-
digenous households from different parts of the coun-
try refute the assumption, common in sectoral analysis

1AY

and political debate, that indigenous households are
homogeneous in terms of living standards and asset
levels.

Key components of ejidatarios’

adjustment strategies

1. Land accumulation

Reform of Article 27 of the Mexican constitution has
brought about significant changes in patterns of land
ownership and control in the Mexican ejido. From 1994
to 1997, the amount of quality-adjusted land assets
under individual control increased by over 25% from
an average of 8 NRE (National Rainfed Equivalents)®
hectares in 1994 to 10 NRE hectares in 1997. This
increase in individual control over land assets is a factor
behind many of the changes in household income
generation strategies described in the rest of this paper.
These include increases in cattle accumulation, crop
area given over to maize and fodder and maize market
participation as sellers, as table 1 shows.”

This change in land ownership patterns came about
through unexpected channels. One of the results prom-
ised for Article 27 reform was that land markets would
be formalized and become more efficient. The Procede
certification process was intended to increase the fre-
quency of land sales and rentals. However, analysis
shows that while Procede did indeed have a significant
impact in stimulating land markets, particularly for
small, poor landholders (Olinto, Deininger and Davis,
2000), the largest increase in rentals owed more to the
passage of the law then to the formal process of certifi-
cation (Olinto, 1998).

More importantly, however, in terms of the change
in total land area, ejidos, in anticipation of or as part of
the Procede delineation process, or simply because of
the atmosphere created by Article 27 reform, began to

6 Land was aggregated, adjusting for quality, into National Rainfed
Equivalents. Details of the construction of this land aggregate can
be found in Davis, 1997.

7 Means tests in all tables are the following: for 0,1 variables, the
null hypothesis is rejected if ¢ > 3.84 (2 tails, 10%*) or 5.02 (2
tails, 5%%**); for continuous variables, the null hypotheses is re-
jected if t > 1.65 (2 tails, 10%) or 1.96 (2 tails, 5%).

divide up common land resources among their
ejidatarios, so that vast tracts of pasture and forest land
came under individual control, both formally and in-
formally. Part of the increase in land assets was also
due to quality improvements, as our measure adjusts
for quality: in many cases rainfed land became irri-
gated,? particularly in the North and Pacific North, while
elsewhere forest was converted into pasture or rainfed
agricultural land.’

Without more detailed study it is difficult to deter-
mine the exact importance of each of these different
changes in the land situation. As can be seen in table 1,
without adjusting for quality, the average amount of
irrigated, rainfed and forest land per household in-
creased significantly from 1994 to 1997. The relative
insignificance of pasture land masks widespread shifts
between the forest, pasture and rainfed categories. The
Gulf region has been the scene of the greatest of these
changes, which we suspect are primarily due to the di-
vision of the Commons.'® One negative consequence
has been the creation of a new class of large producers,
latifundistas from a Mexican historical perspective,
controlling over 100 NRE hectares of land apiece. The
ten producers concerned (up from one in 1994 in the
panel subset) account for over 25% of the total increase
in new land under individual control.

Nonetheless, the new latifundia aside, these
changes do not appear to have worsened the distribu-
tion of individually controlled land. Except for a few

8 This increase is due not to a widespread programme to expand
irrigation, but rather to the variable nature of much of Mexican
irrigation.

° That this should be regarded as a quality improvement does not
mean that it is better or preferable from a social point of view,
simply that rainfed land is considered to have higher economic
potential.

10 This has been confirmed in further recent field work by Carlos
Munoz of the University of California, Berkeley.
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TABLE 1

Mexico (ejidos): Household characteristics by changes in land asset category,

1994 and 1997

Units Overall Less land More land No change
1994 1997 Tests 1994 1997 Tests 1994 1997  Tests 1994 1997  Tests
Number of weighted
observations 1308 1308 120 120 381 381 806 806
Land assets
Total NRE€ 8.10 10.06 ++ 14.53 3.58 -- - 540 15.90 ++ ++ 8.40 8.27 -
Irrigated has. 95 1.35 ++ 1.80 46 - - SL 229+ ++ 1.03 1.04 -
Rainfed has. 574  6.80 ++ 633  3.06 - - 453 873 ++ 4+ 6.23  6.44 -
Pasture has. 3.04  3.63 8.57 49 - - 1.75 727 ++ 4+ 283 238 -
Forest has. 31 98 + 40 45 32 2.14 ++ 28 .51 -
Cattle
Heads of cattle no. 570  6.66 + 9.04 547 546 792 ++ 4+ 5.31 6.25
Agricultural production
Maize, irrigated has. .38 76 ++ .78 43 29 139+ ++ 37 .51 -
Maize, rainfed has. 293  3.01 3.20 L.71 - - 255 325 ++ 3.07  3.09
Fodder, irrigated has. .09 17 .02 .06 21 48 + 4+ .05 .03 -
Fodder, rainfed has. .96 1.24 .62 .55 Al 1.68 ++ ++ 1.13 1.14
Other basic grains has. 27 43 + .61 .66 11 .50 ++ 30 36
Oilseeds has. 45 35 1.08 91 ++ .10 34 + .52 28 -
Agricultural technology
HYV % 18 23 ++ 18 20 14 28 ++  ++ 20 22
Chemicals % 45 49 ++ 39 39 - 42 55+  ++ 47 48
Household income
Total Pesos 25 495 18 219 - 28 995 ++ 24 931
Land markets
Purchased % 4 3 9 ++ 2 -

2 ++ means significant at the 5% level; + means significant at the 10% level.

The first test column tests differences in means between 1994 and 1997 values, while the second is the test of the 1997 value against the

sum of all other categories. In some cases, land planted is greater than land assets, since rented land is not included in the calculation of
land assets. Households are placed in the “more land” category if they accumulated 50% more land from 1994 to 1997. Households in
the “same” category increased or decreased their land holdings by less than 50% from 1994 to 1997.

¢ In NRE (National Rainfed Equivalent) hectares.

households that have sold off their holdings, the accu-
mulation of land has benefited landowners of all sizes.
Table 2, a matrix of 1994 and 1997 land categories,
clearly shows the movement of households to greater
land sizes. While approximately 50% of all households
remained in the same category, the majority of the re-
mainder moved up in category, while a smaller num-
ber moved down. A comparison of Gini coefficients
between the two years shows little change.

2. Risk-averse agriculture
a) Cropping patterns

The 1994 devaluation, coupled with deregulation in the
agricultural sector, gave rise to expectations of im-
proved international competitiveness and diversifica-
tion into higher value crops. Instead, ejido producers
showed little change in cropping patterns from 1994 to

1997, and trends seen during the 1990-1994 period were
reaffirmed. Maize and beans, along with fodder crops,
remained the staples of most producers, large and small,
in most regions of the country. In fact the maize

TABLE 2
Mexico (ejidos): Matrix of land assets, 1994 and 1997

1994

Land asset categories (hectares)

0 e2 25 510 10-18 >18 Total

0 0 10 4 6 4 1 25

e-2 0 133 48 4 1 0 186

2-5 0 81 232 43 12 4 372

1997 5-10 2 13 95 160 26 10 306
10-18 2 6 33 74 119 21 255

>18 1 3 13 23 58 65 163

Total 5 246 425 310 220 101 1307
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growing area was expanded, primarily by larger, irri-
gated farms, partially at the expense of higher value
crops such as wheat and oilseeds, while the majority of
peasant farmers continued to depend on maize.

While this tendency from 1990 to 1994 was as-
cribed to higher guaranteed prices for maize, from 1994
to 1997 real maize prices underwent significant de-
creases. The continued reliance on maize in 1997 is
linked to the low price risk and production costs of this
crop by comparison with higher value crops, consider-
ations that were particularly important in a situation of
economic uncertainty compounded by poor institutional
support and weak marketing channels (see Cord, 1998a
and Olsen, 1998). Many households also prefer the
quality of home-grown native varieties to the imported
or HYV maize used in most of the dough and tortillas
available for purchase. Also, a mistaken belief among
farmers that they had to continue to grow basic grains
in order to receive Procampo benefits may have influ-
enced the decision of many of them to stay in maize
production.

Most producers continued to grow maize and beans
between 1994 and 1997. Almost 75% of households
planted monocropped maize, while 19% intercropped
maize with other crops, primarily beans. The propor-
tion of households growing fruit and vegetables and
fodder, the next most important crop groups, remained
essentially unchanged between 1994 and 1997.

The expansion of maize growing becomes evident
when looked at from the perspective of the area under
cultivation. This expansion occurred primarily on larger,
irrigated farms planting in the autumn-winter season,
the very farms that were expected to diversify into
higher value crops. Table 3 shows the irrigated area
under cultivation, in the aggregate and by farm size.
The average area give over to monocropped maize per
household more than doubled from 1994 to 1997, con-
tinuing the trend seen during the earlier period. Simi-
larly, the area under fodder crops almost doubled. This
growth came partly from an increase of almost 50% in
the amount of irrigated land under cultivation, which
reversed the 1990-1994 trend towards a decrease in the
irrigated area. The remainder of the growth in maize
and fodder production came at the expense of wheat
and oilseeds (particularly soya beans): the area of the
latter dropped to zero, completing the long-term de-
cline in the production of those crops. Again, most of
this change took place on larger farms.

In table 4, households are categorized according
to changes in the area planted with maize over the sur-
vey period. Comparison of households that expanded

TABLE 3
Mexico (ejidos): Average irrigated area per crop by year
and farm size (hectares), 1990, 1994 and 1997

1990 1994 1997

Maize (monocropped) 0.25 0.39 0.79
<5 has 0.16 0.10 0.13

> 5 has 0.46 0.79 1.41

Wheat 0.30 0.16 0.13
<5 has 0.01 0.01 0.00

2 5 has 0.66 0.37 0.25

Oil seeds 0.16 0.07 0.00
<5 has 0.00 0.00 0.00

> 5 has 0.37 0.16 0.00

Fodder 0.09 0.10 0.18
<5 has 0.02 0.02 0.01

> 5 has 0.18 0.20 0.34

maize production with those that reduced it or kept it
unchanged shows that the former were larger, modern-
ized producers. These tended to have more land assets
and land in use than the other categories, and were the
only category of households to increase cattle stocks
significantly over the survey period. A significantly
larger proportion of these households used HYV seeds
in production, and they showed the largest increase in
use of these from 1994 onwards. Their farms were
spread out geographically across the country, and they
had higher than average household incomes.

By contrast, households that reduced the area under
maize showed significantly lower technology use in
both 1994 and 1997, and did not accumulate cattle. Part
of this decrease was transferred to other basic grains,
while a significantly higher proportion of households
rented out land. These households were located to a
disproportionate extent in the North, and less in the
Gulf region.

The largest group of maize producers maintained
their level of production. These primarily rainfed-based
peasant producers showed little change in agricultural
production, with the exception of the area under fod-
der, but expanded their participation in off-farm wage
labour and temporary migration to the United States.
Generally speaking, these households had lower levels
of education and production assets (land, cattle and
machinery). Their limited ability to adjust through ag-
riculture resulted in their having significantly lower
incomes than other households.

While irrigated, modernized producers were
primarily engaged in driving the expansion of maize
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TABLE 4
Mexico (ejidos): Household characteristics by changes in maize area category,
1994 and 1997%
Units Less maize More maize No maize No change
1994 1997  Tests 1994 1997  Tests 1994 1997 Tests 1994 1997  Tests
Number of weighted observations 196 196 362 362 124 124 625 625
Land assets
Total NREC  9.98 10.39 7.38 11.41++ ++ 1254 14.66 ++ 7.04  8.27++
Irrigated has. 124 137 83 178+ ++ 245 355 ++ .63 .67
Rainfed has. 731 6.89 510 749++ + 6.57 6.44 546 644 ++
Cattle
Heads of cattle no. 6.63 647 484 7.00++ 10.18 938 ++ 501 599 +
Human capital
Education, head of household years 341 2.96 4.09 ++ 2.97
Average adult education years 4.59 4.70 6.01 ++ 4.23
Migration
Current migrant to United States % 3 13+ ++ 3 6 3 10 2 8 ++
Capital assets
Tractor ownership % 10 9 17 ++ 5
Truck ownership % 10 14 19 ++ 9
Agricultural production
Maize, irrigated has. g1 .07 - 24 187+t 4+ .00 .00 - 44 A8 -
Maize, rainfed has. 464 91 -- 1.74  453++ ++ .00 .00 - 3.66  3.38 ++
Fruit and vegetables, irrigated has. 2110 13 .09 29 42 ++ .04 .06
Fruit and vegetables, rainfed has. 24 44 40 .52 73 74 + 33 37
Other basic grains has. 45 1.00 ++ 22 A8 - 8 170 ++ 14 .14
Oilseeds has. .86 1.01 ++ A7 06 - - 1.67 1.63 ++ .07 .07
Agricultural technology
HYV % 22 22 17 28+ ++ 25 29 16 20
Household income
Total Pesos 22131 30 047 ++ 37 949 ++ 21 401
Land markets
Rented more out % 10 + 3 - 19 ++ 5 -
Rented more in % 3 - 13 ++ 14 8

2 ++ means significant at the 5% level; + means significant at the 10% level.

The first test column tests differences in means between 1994 and 1997 values, while the second is the test of the 1997 value against the

sum of all other categories. Categorization is based on a 50% change in the maize area planted.

¢ In NRE (National Rainfed Equivalent) hectares.

growing, some of them formed part of a small but
important core of non-maize producers. Located
primarily in the Pacific North, these farmers have given
over significantly more land to non-maize crops than
other producers, although this area did not expand over
the survey period. In addition to having higher than
average land and cattle holdings to begin with, however,
these farmers had access to significantly larger amounts
of United States migration assets, owned more capital
assets and had higher levels of education, all of which
translated into higher then average household income.
In other words, these households were better off to begin
with. This was achieved with lower levels of
government support during the survey period, as
compared to maize producers, in the form of Procampo
and formal credit.

b) Technology use

From 1994 to 1997 the proportion of households using
technological inputs in agriculture rose overall, in some
cases back up to 1990 levels, although the pattern var-
ied by crop and planting season. This rise was due in
part to the impact of two government programmes. The
increase in the use of high yield variety (HYV) seeds
can be partly attributed to the “kilo for kilo” compo-
nent of Alianza para el Campo and to Procampo trans-
fers, in the case of basic grain producers.!!

! Sadoulet, De Janvry and Davis (1999) show that Procampo had
a significant and positive effect on the likelihood of agricultural
technology being adopted over this period.
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TABLE 5

Mexico (ejidos): Agricultural input use of farming households,
by year and farm size (NRE hectares), 1990, 1994 and 1997

1990 1994 1997
All e<5 >5 All Test e<5 >5 All Test e<5 >5
1990-1994 1994-1997

Number of weighted
observations 1531 861 671 1273 720 553 1273 601 635
% of households using
agricultural inputs
HYV 24 15 37 19 — 11 29 25 ++ 12 37
Fertilizer 63 63 63 54 — 56 50 60 ++ 60 60

Natural 10 10 10 4 — 4 3 13 ++ 13 13

Chemical 56 56 56 51 — 53 49 53 54 52
Chemicals 56 46 69 47 — 36 62 52 ++ 38 66
Technical assistance 61 54 71 9 — 5 14 7 - 3 11
% using each
input source
Self-supply 20 18 23 10 — 10 9 12 10 13
Official 64 58 71 10 — 5 15 13 + 13 12
Commercial 58 53 65 61 55 69 69 ++ 63 76
Social 12 11 13 16 ++ 13 19 6 — 3 8
% using each
payment method
Cash - - 74 68 79
Credit - - 12 10 14
In kind - - 1 1 1
No payment - - 15 21 8
Other - - 1 0 0

The rise in the proportion of farming households
using HYV seeds, fertilizer and chemicals reversed the
downward trend seen from 1990 to 1994. If farms are
categorized by size, as in table 5, it transpires that large
farms made more extensive use of both HYV seeds and
chemicals, as they had in previous years, and were
behind the increased use of inputs. Inputs were
increasingly purchased from commercial sources, while
the role of social organizations (both ejido and producer
organizations) decreased significantly. Access to
technical assistance continued to be extremely low for
producers of all classes.

Table 6 shows who entered and left high yield
production,'? which allows a clearer picture to emerge.
Analysis of those households that changed their
agricultural input use shows that the changing incentive
structure led some producers to leave modernized, high

12 Defined as use of HYV seeds and/or chemicals.

yield agriculture for increasing diversification into off-
farm activities, principally United States migration.
These producers, most of whom were located in the
North, retained their land assets but rented out more
land and reduced the area given over to maize, thus
reorienting maize production towards self-sufficiency.

Meanwhile, a different group of producers, located
disproportionately in the Gulf, became new users of
HYV seeds and chemicals. Unlike the previous group,
these producers were investing in and modernizing
agricultural production. They exhibited high rates of
land and cattle accumulation and used their land to
produce increasing amounts of maize, fodder and basic
grains. This trend was accompanied by a significant
increase in access to technical assistance.

The new modernizers joined a core group of
technologically advanced producers who used inputs
in both periods. These producers, located
disproportionately in the Pacific North and Gulfregions,
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TABLE 6

Mexico (ejidos): Household characteristics by changes in input use category,

1994 and 1997

Units New input use Old input use Input use discontinued No input use
1994 1997  Tests 1994 1997 Tests 1994 1997  Tests 1994 1997  Tests
A B A B A B A B
Number of weighted
observations 251 251 499 499 143 143 407 407
Land assets
Irrigated has. .83 149 ++ 129 177+ ++ .52 1.51 41 70+ --
Rainfed has. 5.04 7.04+ 645  7.96 ++ ++ 7.04 641 487 539 -
Cattle
Heads of cattle
Human capital no. 4.01 6.6 ++ 813  9.07 ++ 697 6.83 335 373 -
Average adult
education years 4.56 4.85 ++ 4.62 4.27 -
Migration
Current migrant to
United States % 1 8 ++ 3 5 - 4 18 ++ ++ 2 9 ++
Institutions and
organizations
Formal credit % 24 22 29 26 ++ 32 10-- - 26 10 -- -
Total credit % 26 37+ 4+ 32 42 ++  ++ 34 18-- - 28 18- -
Technical assistance % 1 6 ++ 16 11 - ++ 10 1- - 2 1 -
Agricultural production
Maize, irrigated has. 47 1.01 ++ A48 124+ ++ .62 .37 .13 .16 -
Maize, rainfed has. 3.12 343 + 345  3.88 ++ 313 2.18- - 212 199 --
Fodder, irrigated has. .05 S50+ 4+ .20 .16 .06 .01 .01 .03 -
Fodder, rainfed has. 63 184 ++  ++ 134 157 + 1.82 148 41 .40 --
Other basic grains has. 12 .59 ++ 32 53 75 .59 13 15 -
Government programmes
Alianza para el Campo % 14 18 ++ 5 -- 7 --
Procampo % 89 ++ 88 ++ 81 76 --
Household income
Total Pesos 27 193 30 499 ++ 26 116 18 373 --
Regions
North % 21 9 - 33 ++ 31 ++
Pacific North % 5 - 13 ++ 14 6 --
Centre % 35 28 -- 35 41 ++
Gulf % 28 ++ 34 ++ 5 -- 5 --
South % 11 16 14 18 +
Land markets
Rented more out % 5 6 11 ++ 7
Rented more in % 12 13 ++ 8 5 -

2 ++ means significant at the 5% level; + means significant at the 10% level.
b Test column A tests differences in means between 1994 and 1997 values, while column B is the test of the 1997 value against the sum

of all other categories.

also accumulated more cattle and land, rented more land
from others and increased production of all crops, with
the exception of other basic grains. These “old
modernizers” had significantly greater access to
technical assistance, credit, Alianza and Procampo, and
higher levels of education. They also had higher
household incomes than the other categories.

Those households that did not use inputs in either
period tended to be smaller, poorer landholders, a subset
of the stagnant maize producers category described in
the previous section. These peasant producers
accumulated land during the panel period, but had
significantly less land of all types than other farmers.
They participated less in maize and land markets, had
fewer migration, human capital and livestock assets,
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and were heavily dependent on off-farm activities,
primarily local agricultural wage labour, to supplement
their meagre agricultural and cattle income. Overall,
these households had significantly lower total
household incomes. They were located primarily in the
North and Centre regions, and to a lesser extent in the
Gulf, and had less access to Alianza and Procampo.

c) Scarcity of credit

Providing access to adequate financial resources has to
be a key component of any sectoral programme that
has the goal of increasing agricultural competitiveness.
Unfortunately, credit remains scarce for producers in
the ejido sector. At first glance, it seems that access to
credit declined precipitously between 1994 and 1997.
While 30% of households had some kind of formal or
informal credit in 1994, by 1996 and 1997 this propor-
tion had dropped to 20% in each year. Most of this
decline was due to the ending of the Pronasol
programme, which was only partially made up for by
an increase in the use of informal sources. Access to
Banrural credit remained more or less constant at
around 5%, while other types of formal public-sector
or commercial credit were negligible. If access to credit
is taken for 1996 and 1997 together, however, over 10%
of panel households had Banrural credit. Going back
to table 5, only 12% of households received agricul-
tural inputs on credit.

The drop caused by the ending of Pronasol is some-
what deceptive, however. Although its conceptual ori-
gins were different, Pronasol was similar in practice to
the Procampo programme. While Pronasol was con-
ceived as a way of providing interest-free loans to
smaller producers for agricultural inputs, Procampo is
meant to compensate basic grain producers for the trade
liberalization provisions of NAFTA. The goal is to pro-
vide this income transfer in time for it to be used in the
purchase of agricultural inputs, whence the similarity
to Pronasol. Procampo has much wider coverage than
Pronasol ever did, reaching more than 80% of all ejido
households. In this respect, then, there has been a tre-
mendous increase in credit. The amounts provided are
too small, however, to entice producers to take the risk
of diversifying beyond maize and other basic grains.

Nonetheless, econometric studies using ejido data
have shown that to some extent Procampo payments
do in fact ease the credit and/or liquidity constraints
that pervade the ejido sector. Sadoulet, De Janvry and
Davis (1999) find that Procampo transfers have a mul-
tiplier effect on total agricultural and livestock income.

For every peso given in transfers, 2 pesos’ worth of
household income is generated. These results are in-
dicative both of the hunger for financing that exists and
of the actual and potential returns that can be gener-
ated by easing credit and liquidity constraints in the
ejido sector.

Households that did receive formal credit in 1997,
as shown in table 7, display special characteristics.
Those households that received formal credit for the
first time in 1997, or had credit in both periods, had
agriculture as their primary economic activity and were
dynamic producers using high yield technologies and
increasing the amount of land they rented from others.
Both groups received over half their 1997 credit from
Banrural and had a significantly higher incidence of
participation in Alianza and Procampo. Both had sig-
nificantly higher incomes then those households that
did not receive credit in 1996 or 1997.

Important differences separate these groups, how-
ever. The new credit recipients had significantly greater
areas under maize, and 17% of these households went
into fruit and vegetable production. This increase in
agricultural production was helped by a large rise in
land holdings, and was accompanied by an increase in
input use. Over 50% sold their maize at market. More-
over, these households had significantly lower partici-
pation in waged activities owing to their success in
agriculture and cattle production. A significantly higher
percentage of them were from the Gulf region,'3 and a
lower percentage from the South and North.

Existing credit recipients, on the other hand, ex-
panded maize production partly at the expense of other
basic grains and oilseeds. These households maintained
their off-farm activities and expanded into United States
migration; they already had high levels of input use in
1994, and this continued to be the case in 1997. This
group includes the traditionally modernizing produc-
ers of the North Pacific, as well as other regions.

Those households that received formal credit in
1994 but no longer did so in 1996 or 1997 were mainly
Pronasol recipients who received no credit, even of an
informal kind, in 1997. A significantly higher propor-
tion of these well educated households left maize and
fodder production while expanding into off-farm ac-
tivities, particularly United States migration. There is

13 The data show that the Gulf region was particularly favoured
with access to government programmes (Alianza, Procampo, credit
and technical assistance) during this period (see Cord, 1998b). Two
reasons may account for this. Yucatan and Tabasco states both had
nationally important elections for governors, and the governor of
Yucatan is a former Secretary of Agrarian Reform.
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TABLE 7

Mexico (ejidos): Household characteristics by changes in credit use category,
1994 and 1997

Units Credit use discontinued New credit use Previous credit use No credit use
1994 1997 Tests 1994 1997 Tests 1994 1997 Tests 1994 1997 Tests
A B A B A B A B
Number of weighted
observations 262 262 145 145 97 97 802 802
Land assets
Total has.  10.28 12.00 ++ 7.73  10.94 ++ 9.29 11.05 7.30 9.15 ++ --
Irrigated has.
Rainfed has. 734  8.07 ++ 563 701 568  5.88 525 645 ++ -
Human capital
Average adult
education years 5.06 ++ 4.58 4.87 4.40 -
Off-farm activities
Off farm % 47 67 ++ ++ 44 54 56 62 41 60 ++
Wage labour % 38 49 ++ 42 34 - 53 50 35 47 ++
Migration
Current migrant to
United States % 2 11 ++ + 2 2 -- 0 7 ++ 3 8 ++
Current migrant
within Mexico % 9 6 14 4 -- 10 7 10 8
Agricultural production
Maize, irrigated has. 41 .38 .36 1.34 + 71 1.78 ++ ++ .34 .65 ++
Maize, rainfed has. 2.99 2.55 - 3.73 4.58 ++ 3.73 3.32 2.67 2.83 -
Fruit and vegetables,
rainfed has.
Other basic grains has. 32 1.03 ++ ++ .08 11 .26 15 .29 .33
Move into fruit
and vegetables % 3 17 ++ 3 7 -
Agricultural technology
HYV % 22 26 22 23 33 43 ++ 14 20 ++ -
Chemicals % 42 43 - 56 75 ++ 4+ 64 65 ++ 41 45 -
Government
programmes
Alianza para el Campo % 10 30 ++ 20 ++ 9 -
Procampo % 86 96 ++ 93 ++ 79 --
Household income
Total Pesos 29 447 ++ 32 660 ++ 31734 ++ 22 236 -
Regions
North % 32 ++ 8 - 16 20
Pacific North % 17 ++ 8 26 ++ 5 --
Centre % 33 17 - 29 38 ++
Gulf % 7 - 59 ++ 28 17 -
South % 12 7 -- 2 -- 20 ++
Land markets
Rented more in % 9 12 18 ++ 8 -

2 ++ means significant at the 5% level; + means significant at the 10% level.
b Test column A tests differences in means between 1994 and 1997 values, while column B is the test of the 1997 value against the sum

of all other categories.

likely to be a considerable overlap between this group
and those that left high yield agriculture. These house-
holds were located disproportionately in the North and
Pacific North, but were no poorer than other house-
holds in terms of either assets (total land and cattle) or

income.

The great majority of ejido households did not re-
ceive formal credit in either 1994 or 1997. Such house-
holds were poorer in terms of income and asset hold-
ings (land and education) then those households that
received credit in either of the panel years. They had
smaller plots and were less likely to have received sup-
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port from government agricultural sector programmes.
They were located primarily in the Centre and
Southern regions.

3. Livestock accumulation

Livestock production in the ejido sector has three
important functions. Firstly, it accounts for over 16%
of all income in that sector. Secondly, livestock and
livestock derivatives (such as milk and eggs) consumed
at home are an integral part of household diets. Thirdly,
and perhaps most importantly given the macroeconomic
instability and high interest rates that prevailed during
this period, animal holdings serve as saving and
insurance mechanisms for many producers. In most
cases they function as part of a complementary strategy,
which may be one of land accumulation and increased
maize growing or United States migration.

Accordingly, livestock production is an
increasingly important component of income
generation strategies among ejido households. The
average number of heads of cattle owned increased
significantly from 1994 to 1997, growing by almost
20%, although this increase was less than that of the
1990-1994 period. Besides cattle, other kinds of
livestock are widely kept. Over half the 1997
households owned poultry and almost 40% pigs. Milk
was produced by 25% of households and eggs by 38%.

As was seen in the section on agriculture, cattle
accumulation is associated with expansion of the area
given over to maize and fodder, as well as fruit and
vegetables. To achieve this growth, cattle-accumulating
households increased all types of land assets except
forest, as table 8 shows. These households had above
average input use and Alianza participation rates. Over
half the accumulators were new cattle owners.

A key accumulator subgroup was constituted by
those households, primarily in the North, whose
members migrated to the United States for the first time
during the survey period. These cattle-accumulating
households had higher than average migration assets
in the United States. Conversely, those who decreased
their holdings of livestock, or had none, received
significantly less in remittances than cattle owners.
Those with access to networks in the United States are
in a better position to accumulate cattle because they
receive remittances and are able to generate temporary
migration income. Migration may serve to relax credit
constraints that inhibit cattle accumulation.'* Cattle

14 This is the conclusion drawn by Sadoulet, De Janvry and Davis
(1999).

accumulation may also complement United States
migration in that it is relatively non-labour intensive
and serves as an investment/saving mechanism for
migration income. Overall, accumulating households
had significantly higher income than those that
decreased their holdings of livestock or had no such
holdings.

Those livestock households that maintained the size
of their herds, however, did not expand either maize or
fodder production or accumulate land, although their
1997 holdings of cattle and land, and the area they had
under fodder, were significantly greater than those of
the other categories. These households also had
significantly higher levels of migration, something that
seems to confirm the cattle-migration link discussed
earlier. On the other hand, while they increased their
off-farm activities during the survey period, in 1997
they still engaged less in these than the other categories.
Unsurprisingly, given their large internal demand, these
households participated less as sellers in the maize
market.

Those that reduced their cattle holdings, on the
other hand, also reduced their holdings of pasture land
and increasingly rented land out. Although off-farm
activities increased somewhat (1997 levels were still
significantly lower than among other households), as
did United States migration, no strong alternative to
the maize-cattle strategy emerged among these
households. Thus, it appears that reducing livestock
holdings serves the same function as running down
savings during difficult economic times.

4. Diversification into off-farm activities

It is no longer accurate to think of the ejido sector as
primarily agricultural. In terms of both activities and
income, ejido households have diversified into the off-
farm sector. Off-farm activities serve a variety of purposes,
most importantly as sources of income or household
consumption. We have found evidence that in some cases
these activities may also complement agricultural
production by easing the liquidity and credit constraints
that afflict the sector.

It is thus not surprising that ejido adjustment is taking
place primarily outside agriculture. Households are
reacting to price risk, instability in agriculture and
declining profitability by further diversifying into income-
generating activities outside agriculture. From 1994 to
1997, the proportion of households participating in off-
farm activities increased by 33% to stand at 60% of all
ejido households. This statistically significant increase was
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TABLE 8

Mexico (ejidos): Household characteristics by changes in cattle ownership category,

1994 and 19973

Units Less cattle More cattle No change
1994 1997 Tests 1994 1997 Tests 1994 1997 Tests

A B A B A B
Number of weighted observations 154 154 307 307 254 254
Land assets
Irrigated has .59 1.27 + .58 1.03 ++ 1.32 1.20
Rainfed has 6.29 6.40 6.42 9.02 ++ ++ 7.47 8.76 ++
Pasture has
Cattle
Heads of cattle no 9.69 1.42 - -- 4.18 13.68 ++ ++ 1834 16.84 ++
Proportion with cattle % 100 100 100 100
Migration assets
Permanent United States (children) no. .69 75 ++ .80 ++
Permanent United States (siblings) no. 77 .84 1.27 ++
Agricultural production
Maize, irrigated has 17 41 ++ .26 1.02 ++ .60 .53
Maize, rainfed has 3.44 2.88 3.47 3.98 ++ 3.24 3.30
Fodder, irrigated has .00 .18 .04 44 ++ 32 21
Fodder, rainfed has 1.15 .90 1.32 228 +  + 2.14 2.46 ++
Agricultural technology
HYV % 17 18 15 27 ++ 25 31 ++
Government programmes
Alianza para el Campo % 10 20 ++ 12
Procampo % 77 - 87 + 90 ++

2 ++ means significant at the 5% level; + means significant at the 10% level.

b

Test column A tests differences in means between 1994 and 1997 values, while column B is the test of the 1997 value against the sum

of all other categories. Categorization is based on a 50% change in the number of heads of cattle.

seen across all land size categories and encompassed both
waged and own-account activities, with the exception of
agricultural wage labour. By 1997, 46% of all households
were involved in wage labour and 24% in own-account
activities. Off-farm wage activities were evenly divided
between agricultural and non-agricultural wage labour.!

As table 9 shows, two distinct categories of
household emerge: those that diversified into wage
activities in 1997 or did such work in both periods, and
“old” wage households. Both were driven to participate
in the labour market by significant declines in land and
cattle assets, although the “new” wage households
substantially increased the number of heads of cattle
under their control. Furthermore, both increased their
input use over the survey period. However, the new
wage households, located principally in the Gulf and
of indigenous origin, expanded primarily into

15 We do not go into greater detail because most responses for waged
and own-account activities were “Other”, signifying that the
survey’s categorization was imprecise.

agricultural wage labour and increased their migration
to other parts of Mexico and the United States, while
the old wage households were located disproportionately
in the Centre and North and engaged primarily in non-
agricultural wage labour. These too increased migration
to the United States.

5. Migration in the ejido

Proximity to the United States is a distinctive feature
of the Mexican economy, influencing as it does not only
trade, but also the export of labour. By 1997, almost
45% of ejido households had either a family member
who had migrated to the United States or children and
siblings living there, as shown in table 10. Over 50%
of households with more then 5 NRE hectares had had a
migratory connection with the United States. Migra-
tion to the United States, and to other parts of Mexico,
thus dominates household decision-making in the ejido
sector. Migration can serve not only as a source of in-
come for consumption, but also as a risk-spreading di-
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TABLE 9

Mexico (ejidos): Household characteristics by changes in wage labour category,

1994 and 1997

Units New wage earners Old wage earners
1994 1997 Tests 1994 1997 Tests
A B A B

Number of weighted observations 327 327 278 278
Land assets

Total has. 6.25 886 ++ - 6.38 8.17 ++ -
Cattle

Heads of cattle no. 3.57 5.54 ++ - 2.95 3.49 --
Human capital

Average adult education years 4.69 5.03 ++

Family size no. 6.39 ++ 6.54 ++
Off-farm wage activities

Off farm % 9 100 ++  ++ 100 100 ++

Wage labour % 0 100 ++ ++ 100 100 ++

Agricultural wage labour % 0 44 4+ 4+ 38 31 ++
Migration

Current migrant to United States % 2 12+  ++ 5 12 ++

Current migrant within Mexico % 7 11 ++ 19 11 -+t
Agricultural technology

HYV % 12 19 ++ 16 24 ++
Regions

North % 22 27 ++

Pacific North % 3 -- 11

Centre % 35 39

Gulf % 28 ++ 14 -
Ethnicity

Indigenous % 22 ++ 13

a

b

of all other categories.

versification of a household’s income generation port-
folio. In addition, as we mentioned earlier, it can ease
credit and liquidity constraints in agricultural and cattle
production. Networks, or migration assets as they are
called here, reduce the cost and risk of migration by
operating as information gathering mechanisms. !¢
These assets prepared the way for a significant
increase in temporary migration to the United States
over the 1994-1997 period, as devaluation combined
with uncertainty in the agricultural sector to make
United States migration more appealing. Whereas in
1994 only 3% of panel households had current migrants
in the United States, by 1997 this proportion had
reached 8%, almost all of whom were new migrants.
Current migration to the United States has a positive

16 See Winters, De Janvry and Sadoulet (1999) for an analysis of
the impact of community migration networks on the determinants
of migration.

++ means significant at the 5% level; + means significant at the 10% level.
Test column A tests differences in means between 1994 and 1997 values, while column B is the test of the 1997 value against the sum

correlation with 1997 farm size, as do migration assets,
and new United States migration is strongly correlated
with region of origin. The highest rate of new migration
is found, not surprisingly, in the North and Centre, while
the rates in the Gulf and South, although low, make
United States migration a feature of households in the
panel sample for the first time.

Typically, it is not the rural asset-poor or destitute
who are likely to migrate to the United States, but rather
those who have the assets required to cover the signifi-
cant fixed costs of such migration. Migration assets are
also an important factor in facilitating migration, as
these networks play a role in providing information (or
reducing transaction costs). United States migration
assets are also a source of cash income in the form of
remittances and of information on advanced agricul-
tural techniques learned by working on farms in the
United States. Remittances are often spent on house-
hold consumption, particularly home improvements and
construction, or invested in businesses.
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TABLE 10

Mexico (ejidos): Migration by farm size, 19972
(Percentage of households with each type of migration)

Farm size (NRE hectares)

All <5 >5 Tests
Number of weighted observations 1 665 782 792
1997 migration, temporary
United States 8 5 10 ok
Mexico 7 8 5
Either 14 12 15
Pre-1997 migration, temporary
United States 10 8 11
Mexico 17 21 14 *
Permanent migration (children)
Living in United States 21 17 24 ok
Living in Mexico but migrating temporarily to United States 7 5 9 ok
Living in Mexico, outside home state 27 28 25
Living in Mexico, in home state 52 49 56 ok
Permanent migration (siblings)
Living in United States 22 15 27 ok
Living in Mexico but migrating temporarily to United States 13 8 17 ok
Living in Mexico, outside home town 81 75 89 ok
Living in Mexico, in home town 83 84 83
Any migration or relative in United States 44 35 52 ok

a

means are not significantly different at 10%.

Households with United States migration assets
have significantly larger quantities of all types of as-
sets, with the exception of education (not shown). These
households had significantly more land assets in 1994
and 1997, although accumulation rates among house-
holds with and without migration assets were almost
identical. On the other hand, households with United
States migration assets had significantly more heads of
cattle in both years and a higher rate of accumulation
as well. A significantly larger proportion of these house-
holds owned tractors and trucks. This higher level of
assets translated into significantly higher incomes. A
disproportionately large number of these households
lived in the North and Centre regions.

6. Income

The structure of income, as shown in table 11, confirms
the diversified nature of household economic activities
discussed throughout this paper.!” The importance of

17 A more detailed analysis of the structure and determinants of
income using 1994-1997 data can be found in Davis, De Janvry,
Diehl and Sadoulet (2000) and Sadoulet, De Janvry and Davis
(1999).

** indicates that means are significantly different at 5%; * indicates that means are significantly different at 10%; no mark indicates

TABLE 11
Mexico (ejidos): Household income, 1994 and 1997
(1994 pesos and percentages)

1994 1997 Change
(%)
Number of weighted observations 1 031 1 031
Total household income (pesos) 10 155 11 925
On farm (% of total income) 51 44 -13
Net agriculture 36 28 -22
Net livestock 15 16 7
Off farm (% of total income) 38 43 11
Wages 30 25 -18
Own-account earnings 6 10 76
Remittances 2 8 215
Other (% of total income) 10 13 25
Procampo payments 0 8

non-agricultural working activities is manifest: the 1997
figures in this survey of agricultural households show
that most income was not from agricultural or livestock
production. Over 44% of total household income
derived from off-farm working activities, while almost
13% came from other sources, primarily Procampo
payments. Wage labour, constituting 25% of total
income, was the most important off-farm income
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source, followed by own-account activities and
remittances.

The income data also confirm the change in the
relative returns of different activities brought about by
the crisis. Agriculture suffered, as discussed throughout
this paper, with the share of total income contributed
by this activity falling by 22%. This was offset to some
degree by rising livestock income so that overall income
from on-farm activities fell by 13%. Conversely, the
share of off-farm income increased by 11%. This
increase came from two sources: while the share
contributed by wages dropped by 18%, both own-

TABLE 12

account and remittance income accounted for a larger
share of total income. Other sources also increased by
25%, the bulk of this coming from Procampo transfers.

As table 12 shows, in 1997 these income shares
varied by farm size. The share of agricultural income
increased with holding size, to stand at 60% (including
livestock) for the biggest landholders, while the reverse
was true for off-farm activities, which accounted for
60% of the smallest landholders’ income, or almost 75%
if other income is included. Procampo payments, which
depend on the area given over to basic grains, were
constant across categories.

Mexico (ejidos): Household income by farm size, 1997

(1994 pesos and percentages)

Farm size (NRE hectares)

Total 0 e-2 2-5 5-10 10-18 >18

Number of weighted observations 1 031 24 188 365 302 253 159
Total household income (pesos) 11 925 7 144 5592 7 558 14 452 13 845 21 648
On farm (% of total income) 44 23 26 27 45 48 60
Net agriculture 28 5 18 14 33 29 35
Net livestock 16 18 8 12 12 20 25
Off farm (% of total income) 43 46 60 58 44 39 27
Wages 25 40 31 36 31 19 11
Own-account earnings 10 3 27 17 4 11 8
Remittances 8 3 2 5 9 9 7
Other (% of total income) 13 31 14 16 11 13 13
Procampo payments 8 0 8 9 7 9 7

v

Conclusion

The predominance of risk-averse agricultural strategies
among ejido households means that Mexico is losing its
chance to capitalize on the opportunity provided by reform
of Article 27, which entailed a radical restructuring of
agrarian relationships in the Mexican countryside.
Ejidatarios and their local assemblies were given the
freedom to work, rent or sell their land. Unfortunately,
the conditions are not in place for producers to use their
newly acquired land assets productively. While the
withdrawal of inefficient producers from agriculture was
an explicit component of the reforms, poor incentives and
an institutional vacuum threaten the existence of many
potentially viable producers. Lacking profitability, these
producers are forced to enter the labour market or migrate

to urban centres and the United States. Sadoulet, De Janvry
and Davis have shown that Procampo reduces off-farm
diversification, suggesting that credit and liquidity
constraints have led to there being more off-farm activity
than there would be if adequate resources were available.
Wholesale diversification of this sort clearly does not
constitute a permanent solution for Mexican rural
development.

Agriculture as a viable economic activity for fam-
ily farmers, though, is not dead. Despite the negative
incentive structure and patchy government support,
those households that have adequate levels of agricul-
tural assets, and thus the scope to achieve at least partial
adjustment through agriculture, are clearly better off
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then those that do not have this room for manoeuvre in
agriculture. Again, studies using this data have shown
that ejido producers can respond if credit and liquidity
constraints are eased. Thus, potentially large rewards
could be reaped if government were to take action to
revitalize agrarian institutions and services that can
reduce the risk and enhance the productivity of on-farm
activities.

On the other hand, the complexity and diversity of
the ejido sector suggest that the correct policy response
is one that encompasses not just agricultural develop-
ment, but rural development more generally. Ejidatarios
are no longer primarily farmers, but instead rely on an
array of activities to ensure their survival. Thus, meet-
ing the challenge of reducing rural poverty, stemming
the flow of migrants to urban areas and increasing the
welfare of rural inhabitants will entail not just reduc-
ing risk and raising productivity in agriculture, but also
providing the framework for an integrated rural devel-
opment strategy. This would include measures to in-
crease human capital (greater access to education and
health services), infrastructure improvements to attract
investment and provide better communications and,
above all, jobs.

Structural adjustment and stabilization policies
created a new context for rural development in the 1990s
virtually throughout Latin America and the rest of the
developing world. In Mexico, the rural development
challenge involves:

i)  Factor and product markets that have become
less controlled and more global, but in many cases re-
main incomplete and opaque.

ii) The State which, with its reduced presence, is
searching for a relevant role in the countryside. The
dismantling of Conasupo, the increasing irrelevance of
the Agrarian Reform Secretariat and the disappearance
of the ejido from President Zedillo’s agenda do not
augur well. While the Agricultural Secretariat has taken
on the mantle of rural development and embarked on a
series of projects for marginal areas that are couched
in terms of democracy and producer participation, the
impact and nature of these programmes are as yet un-
clear.

iii) Civil society, which has taken on renewed im-
portance. It remains to be seen, however, how a very
heterogeneous assortment of producer organizations,
community organizations (including the ejido), NGOs
and individual actors will build on this new context.

A renascence of Mexican agrarian studies —which
have a vibrant history, but have withered under the as-
sault of the neoliberal revolution— is required, with a
new focus on rural development, to document, describe
and motivate the new dynamic of rural development.
The subject-matter would have to include not just tra-
ditional agrarian issues but also other initiatives in the
rural sector, such as the Progresa anti-poverty
programme, which influence the economic strategies
of rural households.
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This paper will examine the effects of population ageing on
the medium- and long-term evolution of pension systems in
Latin America and the Caribbean. It is organized into six
sections. After the introductory section, section II provides
information on ageing and pension system trends in the Latin
American countries, with some references to the interna-
tional context. Section III gives indicators, data and meth-
ods of analysis, and examines the effects of ageing popula-
tion structures and rising life expectancy on pension system
variables: spending on pensions, the financial position, pen-
sion liabilities and the implicit rate of return; it also includes
a critical analysis of the criteria that are generally used to
evaluate the sustainability of unfunded systems. Next, sec-
tion IV provides a more systematic introduction to the con-
cept of and indicators used for implicit pension debt, gives
estimates of the scale of the pension liabilities that have to
be made explicit when the switch to a funded system takes
place and analyses the effects of the age structure and adult
mortality rates in the Latin American countries. Section V
looks briefly at the fiscal transition costs that have to be
coped with when this type of reform is applied and, lastly,

section VI contains a summary and conclusions.
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Introduction

Over recent decades, the Latin America and Caribbean
region has undergone substantial demographic changes
that have altered the population base and the workings
of the institutions that transfer resources between
generational groups. One particular manifestation of
these demographic changes, population ageing, is
directly linked to developments in social security
systems, and as the tendency towards ageing intensifies
its effects will increase in scope and scale, as is shown
very clearly by the historical experience of the more
developed countries.

This is the essential standpoint of this paper, which
examines the effects of population ageing on medium-
and long-term developments in pension systems. This
synthesis is based on studies carried out in recent years
at CELADE and in collaboration with the Development
Finance Unit of ECLAC that deal with the demographic
and financial aspects of the region’s pension system
reforms.

First of all, the analysis focuses on the effects of
changes in the age structure and in the mortality rates
of the adult population on certain indicators of unfunded
systems. It then deals with the transition from unfunded
systems to funded ones, and in particular with the
influence of demographic variables in determining
pension liabilities and the fiscal costs of transition. In
so doing, the paper brings together and analyses a
variety of facts and results brought to light by applied
research and uses medium- and long-term forecasts to
consider how far these relationships may extend.

Every effort has been made to examine these issues
systematically, but there are many important matters
that are not addressed in this presentation. For example,
it does not deal with general equilibrium relationships,

[ The original version of this article was prepared while the
author was principal consultant to the ECLAC-CELADE/IDB programme
ATN/TE-5827-RG attached to the Institut national d’études
démographiques (INED) in Paris, France, from 15 December 1998
to 15 February 1999 under the international relations programme
of that institute. It was revised at ECLAC and thanks are due for the
valuable observations of Didier Blanchet, Georges Tapinos, Antoine
Bommier, Andras Uthoff, Juan Chackiel, Carmelo Mesa-Lago,
Mario Marcel and two anonymous readers from IDB. The author
bears sole responsibility for any remaining errors or deficiencies.

except for some references made in relation to
associated topics. Many aspects that have given rise to
major debates, such as the relative merits of funded
and unfunded schemes, and of State-run systems and
privately managed ones, are touched upon only insofar
as they contribute to an understanding of the
relationships with which this article is particularly
concerned.! The effects of gender differentiation, which
become more important as populations age, are another
relevant subject not addressed here (see Arenas, 2000;
Cox, 1999 and Bravo, 1999).

The more specific approach taken here, however,
does open the way to a clearer presentation and
understanding of the effects of demography on different
aspects of pension systems. Accordingly, the paper is
organized as follows. Section II provides background
information on ageing and pension system trends in
the countries of Latin America, with some reference to
the international situation. Section III explains the
reasons for the analytical model approach used and
examines the effects of ageing population structures
and greater longevity on four important variables of
unfunded systems: spending on pensions, the financial
position of the system, pension liabilities and the
implicit rate of return of the system. This section also
includes a critical analysis of the criteria used to assess
the sustainability of unfunded schemes.

Section IV provides a more systematic introduction
to the concept of the implicit pension debt and the way
this is measured, and gives estimates for the scale of
the liabilities that have to be made explicit when the
transition is made to a funded system. It also analyses
the effects of the age structure and adult mortality in
the Latin American countries. Section V briefly
examines the transitional fiscal costs that have to be
met when this type of reform is carried out, and section
VI contains a summing up and closing remarks.

A useful contribution to this debate would be a comprehensive
analysis of the most important advantages and limitations of the
different schemes, including the numerous demographic, economic
and political issues involved and the development strategies of the
countries where the assessment is to be applied. This is far beyond
the scope of the present study.
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I

Population ageing and

pension systems: Latin America

in the international context

Having passed through the early stages in the
demographic transition, in which child mortality fell
and fertility was sharply reduced, the population of
Latin America is beginning to age. Over-60s make up
the fastest-growing population group in the region: their
numbers, currently around 40 million, are expected to
double within 20 years. The proportion of the
population aged 60 and over is still modest by
comparison with the more developed countries of the
world: it now stands at just under 8% in Latin America,
compared to about 16% in the United States, 20% in
Europe and almost 23% in Japan (United Nations,
1998). Nonetheless, mortality in the region has been
falling substantially over the course of this century, and
is now fairly low in many countries; average life
expectancy at birth has now reached the 70 mark, and
life expectancy at 60 is almost 20 years (ECLAC/CELADE,
1998) in the region as a whole. In virtually all the
countries of the region, reductions in national fertility
rates have tended to follow reductions in mortality after
a relatively short time lag, in most cases less than two
decades (Bravo, 1992). Taken all together, these trends
imply that ageing, as measured either by the “old”
proportion of the population or by the old-age
dependency ratio, is going to accelerate over the coming
decades, and is going to do so at a much faster rate
than was seen in the populations where ageing is now
most advanced. Changes in these indicators which took
from six to ten decades to come about in the developed
countries are expected to take only two to three decades
in most of the Latin American countries.?

As is the case with almost all socio-economic and
demographic variables in the region, there is great
diversity between countries as regards ageing: some
(for example Bolivia, Honduras and Nicaragua) still
have fairly young age distributions and will continue
to do so for many years to come. A number of countries

2 For more extensive analyses of ageing tendencies in the region,
see Chackiel (2000) and Villa and Rivadeneira (2000).

are at intermediate stages in the demographic transition
and are projected to age significantly over the next few
decades (including the two most populous ones, Brazil
and Mexico), while in a few countries ageing is already
fairly advanced, such as Argentina, Uruguay and some
of the Caribbean countries. In countries such as Chile,
Costa Rica and Panama ageing is only slightly less
advanced, with low mortality not yet being matched
by such low fertility rates. Cuba is a special case, as in
no other country of the region has fertility declined
faster or more sharply since the 1960s, so that in just
over a decade the ageing process will be more advanced
there than in any other country. Ageing also varies
within countries, between socio-economic groups and
by gender. As has been documented in detail elsewhere,
the specific social context, and the particular sequence
of events during the demographic transition, also vary
from one country to the next (Guzman, 1996 and Cosio-
Zavala, 1996). The different demographic contexts will
be taken into account in the discussion that follows, to
the extent that they affect ageing patterns.

As regards the formal public pension systems that
are analysed here in relation to population ageing, these
are not at all times and in all places the most important
means of providing economic support to the elderly.
Intergenerational transfers, effected through family/
community or market mechanisms (Sauvy, 1953 and
Lee, 1995), have historically been important in both
developing and developed countries, and still are.? In
Latin America, some countries began to institutionalize
their pension systems in the early twentieth century
(examples being Argentina, Chile and Uruguay), but

3 The evidence reviewed by Lee (1995) indicates that in traditional
societies intergenerational transfers are “downward” overall, i.e.,
they pass from the older members of the population to the younger
ones. This also holds true for family transfers in developed countries
today. It is the strong “upward” movement of transfers channelled
through saving capital accumulation and the public sector
(including pensions) that has produced the net upward direction of
intergenerational transfers in more developed societies.

POPULATION AGEING AND PENSION SYSTEMS IN LATIN AMERICA -

JORGE BRAVO



122

CEPAL REVIEW 72 -

DECEMBER 2000

most national systems became more comprehensive in
the post-war period. Since their inception, these systems
have expanded their coverage and brought major
benefits to a significant proportion of the elderly
population. However, they have also suffered from a
number of problems. They have had difficulty in
achieving the ideal of universal coverage, ensuring full
and timely collection of contributions, protecting the
real value of reserve funds and making the contribution
and benefit adjustments that have become necessary as
population structures have changed and systems have
matured (Mesa-Lago, 1985 and Uthoff, 1997). These
problems have built up over the years and have been
compounded by the regional economic crisis of the
1980s, which brought administrative and financial
shortcomings more clearly to light. These factors
weighed heavily in the pension scheme assessments and
proposals for reform that were made in that decade and
put into effect in the 1990s. In the following sections
we shall examine some of the reform issues from the
point of view of population ageing and its implications
for financing and intergenerational distribution.

In the Latin America region, as in the rest of the
world, most public pension systems are unfunded and
are backed by relatively small reserves.* Public
spending on pensions has grown steadily worldwide
and now averages between 8% and 10% of GDP in the
Organisation for Economic Co-operation and
Development (0ECD) and the countries of eastern
Europe (World Bank, 1994 and Dumont, 1998). In
many industrial countries, social security spending is
one of the two or three biggest government expenditure
items; in the United States, social security is now the
biggest government programme, having overtaken
defence in the early 1990s. Forecasts by OECD (Leibfritz
and Roseveare, 1995) predict that over the twenty-first
century pension payments could range from 5% to 20%
of GDP and that deficits could be from 0% to 10% of
GDP, unless substantial adjustments are made over the
coming years. The main factors influencing these
forecasts are the long-term trend towards population
ageing and the fluctuations predicted in the age structure
of the population as a result of the baby boom in the
early 1960s.

4 A notable exception is the United States, where the important old
age, sickness and death insurance (0AsDI) fund will carry on growing
for at least another decade to provide for the retirement of the large
baby boom cohorts. There is considerable controversy, however,
over the liquidity and real economic value of the assets making up
this fund.

In Latin America, by contrast, the overall level of
pension spending is similar to that of Asia,? averaging
around 2% to 3% of GpP. Comparison of this aggregate
expenditure level with the ageing indicators referred to
earlier shows that there is a large gap between the Latin
American countries and the more developed regions
and countries, whose ageing indicators are double or
treble those of Latin America, but which spend four or
five times as much on pensions as a proportion of GDP.
We shall analyse these differences further in the
following section.

Before turning to a more thorough evaluation of
the effects of ageing, it is worth glancing at the global
implications of this phenomenon in the coming decades.
As figure 1 shows, the adult ageing process (measured
by the old-age dependency ratio) is expected to
accelerate in all regions of the world over the next few
decades, even in Europe and North America where
ageing is already well advanced. These changes are
quite substantial: whereas in 1990 the old-age
dependency ratio (population aged 65 and over in
relation to the population aged 15 to 64) varied from
6% to 18% in different regions (the world average being
10%), it is forecast that by 2030 all regions except Africa
will have dependency ratios of between 16% and 35%
(with a world average of 17%).°

The chart shows that the population of Latin
America and the Caribbean will age faster than the
average, as the old-age dependency ratio there is
forecast to reach the world average in 2030, but starting
from a below-average value (8%) in 1990. By 2050 the
Latin American ratio will have more than tripled to stand
at around 27%, around three percentage points above
the world average. The strength of this projected trend
is only surpassed by longer-term projections for the
European and OECD countries, which show the greatest
ageing effects on pension systems hitherto estimated
(Roseveare and others, 1996 and Calot and Chesnais,
1997).

When these changes occur in situations where
pension systems are maturing, and where there are

5 There are a number of differences between the two regions,
however: in Asia, public systems are generally of more recent
creation, and tend to cover a smaller proportion of the workforce
and the elderly (Kinsella and Gist, 1995).

6 A simple interpretation of this tendency in terms of pension system
variables is that, simply as a result of population ageing,
contribution rates would have to increase by around 70% over this
period to prevent the financial position becoming worse than it
was in 1990.
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FIGURE 1
World ageing outlook, by region, 1990-2050
(Population aged 65 and over/population aged 15 to 64)
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restrictions in the labour market that manifest
themselves in high unemployment and low earnings
growth, it is clear that these demographic trends will
compound the adverse economic effects and the
existing structural problems affecting public systems.
Aswill be seen in the following sections, however, it is
certainly wrong to interpret such difficulties as evidence
that demographic trends are making these systems

M1

unsustainable, and that they are bound to lead to
“bankruptcy” or an insurmountable crisis. Countries
can supplement existing government-run unfunded
systems with privately managed funded schemes or
other (mixed) components, as some are now doing.
However, numerous studies and different country
experiences throughout the world make it plain’ that
the demographic tendencies referred to here do not
show that full funding is the sole or necessary solution,
or the most desirable one, for the problems of pension
schemes, as some observers believe. Most analysts now
agree that thorough policy studies and assessments
should consider different options, including varying
degrees of public/private mix and funding, benefit- and
contribution-defined schemes (Mesa-Lago, 1994;
ECLAC, 1998; Thompson, 1999; Orszag and Stiglitz,
1999 and Holzmann, 1999), taking into account the
different demographic, economic and political
conditions obtaining in different countries.

The following sections of this paper will look at
medium-term trends in these systems from a broad
demographic point of view. First of all, a range of
pension system indicators, and their relationship with
ageing, will be analysed. Attention will then turn to
unfunded pension liabilities and the influence on these
of the population age structure and old-age mortality.
The paper will then go on to consider the fiscal costs of
unfunded-to-funded (U-F) transitions, after which it
will conclude with some final remarks.

Pension system indicators over

the course of the ageing process

1. Indicators, data and methods of analysis

Almost all pension system indicators are influenced
by demographic variables, and particularly and most
directly by population ageing. For this paper we have
chosen four variables to illustrate our analysis of the
effects of ageing on different aspects of unfunded
pension systems: i) annual expenditure on pensions,
expressed as a percentage of GDP; ii) the annual
financial balance of the pension system, i.e. revenue
minus outgoings, which can be expressed as a
proportion of system revenue or of GDP; iii) the implicit
pension liability, also known as implicit pension

debt® and iv) the implicit (or internal) rate of return of
the system, as represented by flows of contribution
payments and sums disbursed by way of pensions
during the lifetime of a cohort. Appendices 1 and 2 give

7 See, among many others, Blanchet (1990), ECLAC/CELADE (1996),
Chand and Jaeger (1996), Conseil d’analyse économique (1998),
Conte-Grand (1995), Reynaud, coord. (1998) and EcLAC (1998).

8 As is explained in more detail in section IV below, there are a
number of possible ways of measuring pension liabilities 1n
unfunded systems. In this study we shall use the present value of
the future pensions that will be received by pensioners and of the
contributions already paid by the economucally active population
at a given point in time, expressed as percentages of GDP.
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more details about the concepts, measurements and data
used to calculate these.

The most standard indicators, such as annual
pensions spending or the financial balance of the
system, are periodic measurements (i.e. annual flows)
which can be used to quantify the burden of the pension
system on the national economy, but which provide little
information about the medium- or long-term financial
sustainability of the system or its distributional
performance, especially in different generational
groups. These aspects are captured better, although still
only partially and imperfectly, by other indicators that
summarize contribution and benefit flows over the life
cycle. Two of these are implicit pension debt and
implicit system rate of return, which are analysed in
the following sections. We have chosen d, the old-age
dependency ratio,” which from now on we shall simply
call the dependency ratio, as the population ageing
indicator to be used for analysing the pension system
indicators selected. Historically, ageing of individuals
or population cohorts, as measured by rising life
expectancy, tends to precede and then overlap with
changes in d, although the correlation between these
two forms of ageing is not a strict one and their
consequences for pension systems differ in nature and
extent, as will be shown in the following sections.

Panel A of figure 2 shows observed pension
expenditure values as a percentage of GDP, estimated
on the basis of data compiled by 1.0 (1997) on national
social security expenditure in the period 1991-1993.
These estimates relate to old-age, survivors’ and
invalidity pensions in the public and private sectors and
exclude transfers to other schemes. They are to be
treated merely as an indication of magnitude, since the
exact figure may vary depending on the specific
measurement criteria being used. Again, no information
is available for Brazil, Mexico, Peru and Uruguay, four
very important countries in the region.

Nonetheless the data, plotted against the proportion
of the population aged 60 and over, suggest a couple of
things. Firstly, as had been predicted, the spending of
many countries is of the order of 2% of GDP or less,
among these being an appreciable number of Caribbean
and Central American countries, Bolivia and Ecuador.
The expenditure of the remaining countries ranges from
a low of around 3% of GDP in Colombia to a high of

° For the purposes of the present paper, this ratio will henceforth
be between the population aged 60 and over and the population
aged 20 to 59.

FIGURE 2
Latin America and the Caribbean (selected countries):
Pension system expenditure and financial balance, by
degree of population ageing, 1990-1993
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over 8% in Cuba, with countries such as Argentina,
Chile and Panama being at an intermediate level. Taken
all together, these data reveal spending levels that are
low to medium by international standards. Secondly,
although a number of the countries with high spending
are in the medium to high ageing categories by regional
standards, there is no obvious sign of a close
relationship between the degree of ageing and pension
expenditure. This partly reflects problems with the
comparability of expenditure data, but also, and
probably more importantly, differences in the
population coverage of pension schemes, contribution
and replacement rates, eligibility criteria and the degree
of system maturity.

These two types of limitation make themselves felt
to at least the same degree when the financial balance
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of the system is analysed. There are comparability
problems not just with expenditure, as before, but also
with revenue, which is affected by international
differences in the way system components and
programmes are defined and in accounting conventions,
particularly as these relate to the treatment of transfers
from other programmes and to State contributions net
of the contribution made by the public sector as an
employer (appendix 1). Bearing these caveats in mind,
the estimates for the financial balance of pension
systems given in panel B of figure 2 suggest that a
surplus is the norm, particularly in countries whose
schemes are of more recent creation. The exceptions
are the small deficit of Panama and the more substantial
ones of Chile and Cuba.'? These last two countries are
special cases: the revenue and expenditure accounts of
Chile are strongly affected by the transition deficit
resulting from the move towards full funding, and those
of Cuba by the fact that the State absorbs the primary
imbalance, so that the country’s system is precisely in
balance when the State contribution is included. The
transversal relationship observed between the
demographic dependency ratio and the financial
balance is even weaker than in the case of spending,
for reasons similar to those already adduced.

To sum up, the data just analysed provide useful
general information on the indicators and relationships
we are concerned with, but offer rather limited
possibilities for more detailed and specific study.!! For
the purpose of isolating and analysing the effects of
ageing on pension systems, a more viable and productive
approach is to use individual country models, broken
down by age, that take account of the key parameters of
the system. The following model, which has had to leave
out a number of the details and peculiarities of pension
systems (appendix 2), gives rough orders of magnitude
for the indicators we are concerned with, and not exact
calculations.'? The drawbacks of simplification are
compensated for by the possibility of studying a wider

10 Argentina and Uruguay also had sizeable social security deficits
in the late 1970s and early 1980s (Mesa-Lago, 1991, table 9).

! In theory, another approach would be to carry out longitudinal
analyses on countries with reliable chronological series of spending
and revenue data. This requires consistent, complete statistical series
covering at least four or five decades so that substantial changes
arise in the indicators of ageing, something that limits yet further
the scope for carrying out this kind of analysis in the case of most
Latin American countries.

12 The calculations are strictly valid if the rules of the system, labour
force participation, coverage rates and the degree of compliance
with contribution liabilities are constant in each country.

range of ageing levels (outside the range observed
hitherto in Latin America) and examining other important
system variables, such as pension liabilities and the
system’s internal rate of return, which are extremely
difficult or impossible to calculate directly when existing
data are the only basis used.

2. Effects of ageing on the expenditure and financial
balance of the system

Figure 3 illustrates the general tendencies forecast for
these two variables as the population ages. The figures
shown assume fixed values for the contribution rate
(c =12.2%), wages as a share of GDP (s = 34.3%) and
the number of workers covered by the pension system
as a proportion of all waged workers (k = 0.76), these
being the averages for the Latin American countries
around 1990. In the case of the financial balance, it is
further assumed that no debt or reserve fund capable
of offsetting periodic imbalances has been set up; in
other words, our definition of balance reflects the
primary surplus or deficit.

Figure 3 isolates the demographic effect in the
usual way by setting the value of other accompanying
factors and examining the change in the indicators that
concern us within a plausible range for our ageing
variable, d. Four reference points are graphed for each
system indicator. The first two points, from left to right,
are obtained from the demographic profile (adult age
structure and mortality schedule) of Nicaragua in 1990
and Uruguay in 1990, these being the countries that
have the youngest and oldest age structures in the
region, respectively. In addition, to provide an idea of
the way pension system indicators may change over
the longer term, the third point corresponds to the
demographic profile of France in 1990 and the fourth
one to the profile projected for France in 2050 (Dinh,
1995 and Meslé and Vallin, 1998).

Panel A of the chart shows the linear relationship
between pension system spending and ageing (indexed
by d), other things being equal, that is embedded in the
model conditions. The values for the data confirm the
fact, already documented in section II of this paper,
that when systems cover a fraction of a demographically
“young” working-age population, pension spending
may be just 1% or 2% of GDP, but that this can reach
levels of close to 10% when the country’s population
reaches an advanced state of ageing, even if coverage
remains as incomplete as it is at present in Latin America
as a whole (about half the workforce). Spending levels
can be even higher in practice when coverage is wider
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FIGURE 3
Simulation of pension system expenditure and financial
balance by degree of ageing, in accordance with the model
conditions®
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2 As described in section III, part 1. The suppositions and equa-
tions used in the model are given in appendix 2. The param-
eters used in this simulation are “typical” ones, i.e. averages
for Latin American pension systems and labour markets, while
demographic conditions are allowed to vary within the range
given. From left to right, the points represent the demographic
profiles of Nicaragua in 1990, Uruguay in 1990, France in 1990
and France in 2050.

or universal: pension spending in Italy is already about
15% of GDP and, as has already been noted, it is expected
to go even higher than this in some OECD countries over
the twenty-first century.'3

While expenditure levels give an indication of the
weight that pension programmes have in the economy,
a better idea of the aggregate financial performance of
the system is obtained from the balance, i.e. the
difference between the system’s annual revenue from
contributions and its yearly pension payments. Panels
B and C of figure 3 show two possible variants of this
indicator: the balance as a proportion of system revenue
and as a percentage of GDP. Both are also linear
functions of d, in accordance with the conditions of
the model. These lines suggest that, if the system
variables (contribution rates, replacement rates and
membership conditions) are not adjusted, population
ageing can turn a surplus in the initial balance when
populations are “young” (d less than 0.3) into
substantial deficits, which may amount to as much as
twice system revenue, or 6% of GDP, when population
ageing is very advanced (d of around 0.8), given
constant parameters which are the averages for the Latin
American systems. This theoretical possibility, however,
has not hitherto come about in the region. In the maturer
and more “aged” systems of the more developed
countries, the system variables (contributions, benefit
amounts or eligibility conditions) are usually adjusted
before such extreme situations arise.

3. Sustainability of unfunded systems and
intergenerational equity

It is not always easy to define what a “sustainable” level
of pension spending or an “unsustainable” deficit level is,
since in practice this involves many simultaneous variables.
In public debate, political considerations may lead to a
relatively modest current or projected deficit being
described as excessive with a view to justifying reforms
involving a change in the system, while substantial deficits
may not be regarded as a serious problem if they can be
financed by increasing public debt, which will have to be
coped with by future governments and paid off by future
generations of taxpayers.

But even if political considerations are left aside
for analytical purposes, the definition of sustainability

13 A simulation for typical Latin American pension system
parameters based on the present model (Bravo, 1999) shows that
with universal coverage spending levels in the region would be
roughly double those shown in panel A of figure 3.
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is still complex, particularly when it is limited to the
standard indices of the periodic system. For example,
an extraordinarily high level of pension spending (as
in Italy, for example) is chiefly a reflection of the fact
that the country’s population is currently one of the
oldest in the world. It is very natural that, both at the
individual level and in society as a whole, the resources
used to finance consumption by the elderly should
increase as people live longer and longer. This cannot
in itself be regarded as an “unsustainable” tendency;
insolvency will only occur if insufficient provision is
made to finance this increased spending over a
reasonably long period that is consistent with the time
horizon over which the pension system contracts
liabilities and pays out benefits.'*

The financial balance (of the period) is more
informative in this regard, but still falls short of
providing a clear solvency test, since primary financial
imbalances can arise simply as a result of the different
degrees of maturity that systems have reached or of
temporary economic fluctuations, which do not imply
insolvency in the sense just indicated. When there are
large, persistent deficits (such as the ones projected for
a number of OECD countries over the twenty-first
century, assuming all variables except ageing remain
unchanged) it is more obvious that adjustments are
needed, but even here a clear distinction needs to be
drawn between the “sustainability” of continuing
parameter values (contribution levels, benefit
calculation methods, eligibility conditions), which can
be changed, and the viability of the system’s general
design, which has more to do with its suitability for a
particular type of development model and is more a
function of economic policy considerations than of the
degree of ageing in the population as such.

Full actuarial analyses that take account of present
and projected system parameters are a more satisfactory
way of assessing the solvency and the medium- to long-
term sustainability of systems. Indeed, if there were
certainty about the current values and future trend of
the different system variables, the actuarial balance
would be an excellent summary measure of solvency
(in the medium term). Many developed country systems
have well-established actuarial assessment practices.
In most of the Latin American countries, unfortunately,
analyses of this kind are not carried out consistently
(see Mesa-Lago, 1985 and 1991), although it would

14 Baldacci and Tuzi (1999) provide an interesting analysis of
demographic and labour market changes and the sustainability of
the Italian pension system.

be a great help in establishing common ground for
policy discussions if they were (Mesa-Lago, 2000).
Nonetheless, uncertainty about the future, particularly
in the medium to long term, means that in any specific
instance these assessments have to be interpreted with
caution, since the accuracy of the results depends
directly on the validity of the assumptions made.
Policy analyses are making increasing use of stock/
lifetime summary measures of system accounts to
examine the comparative medium- to long-term
financial stance of the systems concerned.!’ These are
discussed in more detail in the following section. One
of these stock measures is the implicit pension debt (or
liability), i.e., the present value of unfunded pension
system liabilities towards pensioners and active workers
at a given point in time. This indicator, calculated in
accordance with the model conditions, is graphed in
panel A of figure 4 against our preferred index of ageing
d. It can be seen that it rises in an almost linear fashion
against the dependency ratio within the range given.
The implicit pension debt is a useful summary
indicator and, as the following sections show in some
detail, is essential for understanding and measuring the
fiscal cost of closing an existing pay-as-you-go system.
It does not however tell us directly whether a particular
system is “sustainable” or not. As in the case of
spending, the pension liability rises naturally as the
system matures and expands its coverage and as the
population ages. Again, if for example a large implicit
debt can carry on being “rolled over” to future
generations (as happens in a continuing pay-as-you-go
system) under conditions acceptable to workers and
pensioners, then there is not a strong case for deeming
it unviable.'® Furthermore, it is possible for a low
dependency system to have a small implicit debt and, at
the same time, a significant permanent deficit, as
demonstrated by the model estimates for El Salvador
and Guatemala (not shown here). In fact, Nicaragua, a
country with a low pension debt, had a modest
operating deficit in the early 1990s. The opposite
situation can also occur: countries with a high pension
debt and a relatively aged population that can show
sustained financial balance or even a budgetary surplus

15 See Franco (1995) for a good critical discussion of the different
indicators.

16 From a macroeconomic point of view, a valid criterion, particularly
for highly indebted countries with relatively mature systems, is the
increase in public-sector liabilities (including those of the pension
system). Chand and Jaeger (1996) provide an excellent discussion
along these lines for a number of industrialized countries.
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FIGURE 4
Simulated values for implicit pension debt and implicit
rate of return of the pension system, in accordance with
the model conditions®
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As described in section III, part 1. The suppositions and equa-
tions used in the model are given in appendix 2. The param-
eters used in this simulation are “typical” ones, i.e. averages
for Latin American pension systems and labour markets, while
demographic conditions are allowed to vary within the range
given. From left to right, the points represent the demographic
profiles of Nicaragua in 1990, Uruguay in 1990, France in 1990
and France in 2050.

(for example, the model estimates for Chile and
Uruguay). Costa Rica, a relatively high debt country,
had an operating surplus in the early 1990s; a more
extreme case is that of the United States, which has a
large pension liability but a substantial periodic balance
surplus. A number of other OECD countries have even
greater pension liabilities but operate with modest
deficits or balanced budgets.

In some cases, a more consistent diagnosis can be
obtained when spending, the financial deficit and the
pension debt are all substantial, as for example in
Argentina and Uruguay during the 1980s. When all the
indicators point in the same direction, the need to make
major adjustments to the system becomes more obvious.

In many theoretical and real-world situations, though,
the indicators referred to do not permit of an
unambiguous interpretation, which supports the idea
that there is no generally applicable rule to justify the
need for one particular type of reform on the basis of
ageing trends alone.!”

Another way of approaching the problem is to ask
how the system affects different generational groups.
In fact, one increasingly widespread approach to
determining the sustainability of public policy or a
particular government programme, which is what we
are concerned with here, is to consider that a system or
policy suffers from intergenerational inequity if it
provides benefits to current generations at the expense
of the economic welfare of future ones. In extreme
cases, a particular programme or policy may prove to
be more absolutely unsustainable if it requires future
generations to bear an excessively large net lifetime
tax burden. An example of this situation is provided by
Gokhale (1995), who uses generational accounts for
the United States to calculate that if current government
economic policies were continued, future generations
would have to bear a net tax burden 35 percentage points
higher than that borne by current generations, yielding
the obviously inconceivable figure of 80% of lifetime
income.

Panel B of figure 4 plots the implicit rate of return
of the pension system (r), which reflects the net lifetime
benefit of participating in the system for a given
individual or cohort. What r measures is the excess
proportionate present value that the individual or cohort
obtains in pension benefits over and above the value of
the contributions paid into the system over their working
life, an indicator analogous to the one used to measure
the rate of return on financial investments.!® As in the
case of the variables plotted previously, this indicator
is calculated in accordance with the general
assumptions of our basic model, with two alternative
scenarios now being considered: firstly, the case
where the system variables remain constant
throughout the ageing process and the general

17 See Blanchet (1990 and 1998) for a fine, nuanced discussion of
the relative merits of funded and unfunded systems under changing
demographic conditions in a context of general balance, which
refutes some common misconceptions about the subject.

18 See Bravo (1996) for a more detailed discussion of the implicit
rate of return and the way this is affected by different factors and
policies. Related effects on lifetime wealth are studied in Auerbach
and Kotlikoff (1987), Arrau (1991) and Cifuentes (1995) in the
context of general-equilibrium, overlapping-generation models.
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government budget absorbs any imbalance that may
arise in the pension system and, secondly, the case
where the ratio between contributions and benefits is
planned in such a way that it adjusts to changes in the
demographic profile and financial balance is obtained
at all times. Neither of these two functions of d is strictly
linear, for the reasons given below.

The first line shows that when the contributions/
benefits ratio remains constant, the greater adult
longevity that occurs in the ageing process leads firstly
to a slight fall inr, then to a large increase. This happens
because the greatest declines in adult mortality are
obtained first for the “young adult” or working ages,
while later declines mainly occur at more advanced
(retirement) ages. This means that the ratio between
the number of years lived as a pensioner and the number
lived as a worker first remains constant or declines
somewhat, then rises sharply.

The second line shows that if the contributions/
benefits ratio always stays at levels that produce
financial balance, then the system rate of return declines
rapidly with d, at least until “moderate” ageing levels
are reached, after which it falls at a slower rate. The
explanation is as follows. When the population ages in
a balanced system, contributions have to be increased
or benefits reduced. Given that the early stages of ageing
in the adult population are primarily due to declining
fertility —and not to survival to advanced ages— the
adjustment in the contributions/benefits ratio is
considerable by comparison with the modest
improvements in adult survival rates. After d = 0.8, the
falls in r become much smaller, as much of the change
in d is produced by increases in the ratio between the
number of years lived at advanced ages and the number
lived at young adult ages, and this has a positive effect
on r which largely offsets the negative effect of the
necessary increase in the contributions/benefits ratio.

Which of these two scenarios —the one where
contribution and replacement rates are fixed or the one
that produces financial balance— is more “sustainable”,
in the sense of minimizing intergenerational inequity?
The chart suggests that maintaining fixed rules in the
system during the early stages of the ageing process
(up to d = 0.3, in figure 4) leads to a reasonably stable
rate of return, while at the more advanced stages of the
ageing process the financial balance rule would give
smaller differences in the rate of return between cohorts.
If the same data are interpreted from a slightly different
point of view, it transpires that in the early stages of the
process disproportionately large transfers would be
made to the early cohorts if the system worked on the

basis of financial balance, i.e., if all revenue were
transferred automatically in the form of pensions,
without considering the contributions made by the
pensioners. The chart also illustrates the risk of
providing excessively generous benefits to the later
cohorts, since the system will go into a state of chronic
underfunding (after d = 0.3, in the chart) if the benefits/
contributions ratio does not adjust to a more elderly
demographic context.

Consequently, in the long-term ageing process the
following sequence of policies could prevent large
differences arising in the rate of return obtained by
different cohorts: i) fixing both contribution and benefit
rates during the early stages of the ageing process and
ii) when ageing is further advanced, changing over to
the financial equilibrium rule, which would ensure
greater intergenerational equity at this stage. The first
part of this sequence —offering defined benefits in
exchange for more or less defined contributions— has
in fact been the rule traditionally followed by many
countries; most current systems are still benefit-defined.
As more recent experience shows, however, switching
to the second stage rule (“financial balance”) has proved
more problematic, since although fiscal constraints
make the changeover virtually unavoidable, this entails
a loss (by comparison with the no-change scenario) for
present generations of workers, to which there is often
political resistance.'® If today’s cohorts of workers are
successful in holding out against change and resisting
direct or indirect financing, however, the current deficit
will be transferred to future generations, which means
that intergenerational equity will be impaired.

Given this situation, two basic approaches can be
taken to achieving financial balance. The most common
and traditional one, expressed in terms of a defined-
benefit logic and terminology, involves “parametric”
changes or reforms in which contributions are changed,
benefits adjusted or eligibility conditions made more
stringent. The second approach consists in making
explicit the dual objective of financial solvency and
intergenerational equity and designing the system in a
way that can accommodate both. One approach of
this kind, known as the “notional contribution” scheme,

19 The changeover to the financial balance rule can be facilitated
enormously if the surplus generated since the system began is
suitably invested and is used to cover deficits when the system
matures. This, indeed, is sensible advice for countries that have
young populations and set up their systems recently, but it comes
too late for those that have already spent the surplus or have let the
real value of reserves be eroded by negative rates of return.
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has been applied in Sweden, Italy and Latvia, and is
under consideration in other eastern European countries
(Holzmann, 1997 and EcLAC, 1998). Essentially, this is
a contribution-defined scheme financed mainly on the
pay-as-you-go model, with only moderate reserves
being built up to smooth over any temporary
imbalances. Under such schemes individual records are
created (analogous to the “accounts” of funded systems)
and these accrue contributions plus interest at a rate
determined by the annual growth in total wages. By
comparison with other unfunded schemes, this kind of
system has the merits of actuarial fairness, a greater
likelihood of financial balance being maintained in the
medium to long term, and less intergenerational inequity.
In the region it is worth noting the case of Brazil, the

1AY

country which is moving most clearly in this direction
(Pinheiro and Vieira, 2000 and Uthoff, 1999).

From the demographic point of view, this type of
system has the advantage of adjusting endogenously to
changes in old-age mortality and of providing reasonable
protection against age structure or labour market
fluctuations. In an uncertain world, contribution-defined
unfunded systems such as this tend to improve
intergenerational risk sharing and to increase expected
lifetime welfare (Thogersen, 1998). Of course, the system
is not immune to potential risks,?” but these seem to be
smaller than those affecting traditional benefit-defined
systems or fully funded schemes. Proper actuarial
monitoring is also essential to these schemes, in order to
avoid imbalances lasting for extended periods.?!

Implicit pension debt:

concept and measures

As has already been mentioned, the focus of public
policy debate over pension systems is gradually shifting
from short-term financial performance (current
spending or deficit/surplus levels) to the medium- to
long-term financial stance. This is especially true of
the more developed countries, where population ageing
began many decades ago and the process is far more
advanced than in the less developed regions. In Latin
America, a number of recent analyses have used
medium-term projections that incorporate demographic
trends in a more or less detailed way, among them being
studies on Argentina, Chile, Colombia, Mexico and
Uruguay (see Mesa-Lago, 2000, for a critical review
of these) and on Brazil (Uthoff, 1999), in response to
policy concerns that will be discussed later on. Some
of these look explicitly at the notion of implicit pension
debt.

One type of synthetic measure used in recent
studies is “pension system liability”, a stock measure
that refers to the present value of liabilities towards
those participating in the system (Van der Noord and
Herd, 1994; Franco, 1995; Holzmann, 1997 and
Verniere, 1997a). This type of indicator is based on the
idea that in unfunded systems there is an implicit
contract whereby the State, in return for workers’
contributions, undertakes to pay the pensions of retired

cohorts out of the contributions collected from the
following (working-age) generation. In this case, it is
logical to calculate the discounted (present) value of
revenue and payment streams for a given point or period
of time and number of cohorts. In the more developed
countries where ageing is more advanced, the incentive
for studying these liabilities is the general desire to
evaluate the financial situation of the Government in
the medium to long term (including spending, deficit
and public debt levels) in the light of the current and
projected degree of population ageing, which is affected
by long-term tendencies and by the imminent effects
of the baby boom which took place in those countries
around four decades ago.

Some observers interpret the request made by Great
Britain to the European Commission for the liabilities
of unfunded social security systems to be included among
the criteria for joining the single currency as a reflection

20 Particularly the risks of low or negative returns from investment
of the (relatively small) reserves and of contingent political pressure
to follow the benefit formula for pensions, which may be perceived
as giving a low wage replacement rate, especially during periods
of high wage growth.

21 See Valdés-Prieto (1999) for an analysis of the characteristics of
these schemes and some of the problems that can affect them.
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of the concern that, because the liabilities of the public
system in the United Kingdom are smaller than in the
other countries of the European Union, there was the
risk of British taxpayers having to finance the liabilities
of other countries or be penalized with higher interest
rates to defray these liabilities (Verniere, 1997a, p. 2). In
the United States, the emphasis is more on how
government expenditure as a whole (including pensions
and public health programmes) can be sustained when
the baby boom generations retire, without severe
consequences for the public finances and for
intergenerational distribution. Again, more recently, the
implicit liabilities involved and the cost of liquidating
them emerged as an important consideration in the
proposals for social security reform discussed during the
2000 United States presidential election campaign. In
Latin America, interest is fairly recent as well, and the
difference in the demographic context means that it is
driven by concern not so much over population ageing
as over the fiscal burden that this type of government
expenditure may represent now and in the near future,
against a background of budgetary reforms and
constraints. This is the issue that will be dealt with next.

1. Definition and measurement

A variety of terms and specifications, with slightly
different meanings and uses, are employed for the
concept of implicit pension debt (or liabilities)
(Holzmann, 1997 and Van der Noord and Herd, 1994).
Three main definitions are: 1) liabilities accrued to date,
which represent the present value of pensions to be paid,
considering only the rights accrued by workers and
pensioners at a given moment and ignoring future
contributions and rights not yet accrued; ii) closed
system obligations, comprising liabilities towards all
current workers and pensioners, including their future
contributions and the rights that will accrue to them in
future; and iii) open system liabilities, which also
include contributions and rights that will accrue to new
entrants to the labour force.

The most relevant definition for calculating U-F
transition costs is of the first type. Which of the variants
is used will depend on the reform scenario being
considered: whether the changeover to a funded system
is partial or total, whether it is voluntary or compulsory
for different generations of workers (present and future),
whether it is immediate or gradual, etc. In the discussion
that follows, which is largely based on studies carried
out by the author in collaboration with Andras Uthoff
(Uthoff and Bravo, 1998 and Bravo and Uthoff, 1999),

we shall use a definition that takes into account the
future flow of pensions accrued by current pensioners,
plus compensation of contributions to date for all those
currently in the labour force. This definition departs
slightly from the standard “accrued to date”
specification: the first component is different in that it
provides for reimbursement of past contributions
instead of pension rights. The two measures should give
similar figures but may not coincide closely in all cases.

The policy context, very briefly, is as follows. We
know that recent reforms in Latin America have included
adjustment of eligibility conditions and benefits and, in
several cases, inclusion of at least one contribution and
benefit funding component. These cases include the early
reform in Chile in 1981 which, like those of Mexico
(1995), Bolivia (1996) and El Salvador (1997) meant a
complete switch from benefit-defined pay-as-you-go State
systems to privately managed, fully funded individual
contribution-defined schemes. Other reforms have retained
a pay-as-you-go component by establishing mixed
(“multipillar”) or parallel systems, examples being those
of Peru (1992), Argentina (1993), Colombia (1993) and
Uruguay (1995).

The funding component is supposed to lighten the
financial burden that pay-as-you-go systems place on
the State budget in the context of the demographic and
labour market trends referred to, to stimulate greater
efficiency in the management of the system, to bring
about higher national saving and investment and to
promote the development of financial markets, where
the pension funds are invested. The evidence for all these
benefits is mixed, partly because in many countries that
reformed only a few years ago it is too soon to tell. In
the early case of Chile, the growth and development of
financial markets and the corresponding regulatory
framework are manifest, although it is not clear whether
funding has led to substantial increases in national saving
or productive investment (Uthoff, 1997) or whether it
has helped to reduce management fees, which still
amount to over 20% of contributions.?? Several models
suggest or predict long-term aggregate income and
welfare benefits from U-F reforms (see Schmidt-Hebbel,
1997 and Valdés-Prieto, ed., 1997, and references
therein), but it seems too early to evaluate this potentially
important effect in most reform countries.

22 Recent data (presented in Mesa-Lago, 2000, table 6) imply that
management fees vary widely, from about 4% of contributions in
Bolivia to over 30% in Argentina. See Valdés-Prieto (1999) for a
more detailed analysis of fees and the difficulties involved in making
rigorous comparisons between countries and firms.
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Furthermore, what is of specific interest to this
section, U-F reforms do not necessarily lighten the fiscal
burden in the short and medium term. On the contrary,
recent data reported by ECLAC (1998) and the analysis
in this paper suggest that this transition actually
generates large fiscal liabilities which have to be met
by present and future generations of workers. These
costs arise because the transition makes it necessary to
recognize explicitly and pay off some or all of the
implicit social security debt, while the contributions of
those switching to the funded scheme cease to be
received as income.

In the following sections, we shall seek to measure
the size of the implicit pension debt and work out the
associated fiscal costs using a simple model and the
information available on demographic variables, the
labour market and the pension system, and we shall
analyse the factors and results for the Latin American
countries considered.

2. Liability that has to be made explicit when the
system is changed

The basic scenario envisaged is one in which an
unfunded State system is completely replaced by a
privately run fully funded system. In this case, the
liabilities (“debt” owed by the Government for
pensions), calculated at proper actuarial values, are
represented by the present value of the pensions accrued
and to be accrued in future years by all the pensioners
in the old unfunded system, plus the present value of
the contributions of affiliated workers who are active
at the time of the reform.?* To measure these liabilities
directly and accurately, it would be necessary to have
full, detailed chronological series of the age profiles of
labour force participation, employment, coverage and
compliance rates and earnings for, let us say, the last
40 years. Since this ideal database is not available in
any Latin American country, we have developed a
model that is able to provide a reasonable estimate using
more widely available demographic, labour market and
macroeconomic data.

The calculations make use of several highly
simplifying assumptions, the most important of which
are: 1) an unfunded pension scheme has been in
existence since 1950; ii) the overall system coverage

23 A natural alternative definition of this last component, that of
pension rights accrued to date by those who are active at the time
of the reform, is theoretically less well defined and empirically
less tractable.

rate has remained constant at the level of 1985 or
thereabouts (an intermediate point in time between 1950
and 2020, the end of our projection period); iii) tax
and replacement rates are the same as they were at the
beginning of the 1980s (Mesa-Lago, 1991) and iv) the
contributions of all the cohorts concerned begin at the
age of 20 and continue uninterruptedly until they retire
at 60. The full set of assumptions and the derivation of
the equations that follow are given in Bravo and Uthoff
(1999). Using this simplified framework, it is possible
to obtain estimates of the pension debt for a fairly large
number of Latin American countries.

Taking these assumptions, pension liabilities
towards the economically active population (Da) can
be expressed, as a proportion of GDP, as follows:

Da=c-s-k-Aa

where ¢ = contribution rate (expressed as a percentage
of earnings); s = the wage mass as a share of GDP;
k = ratio between the number of workers enrolled in
the system (covered) and the total number of wage
earners; 4a =readjusted average of the number of years
for which the active population has been contributing.

In the same way, the debt owed to those who have
already retired (Dr) is expressed as:

Dr=r-s-k-d-Ar

where r = replacement rate (percentage of wages);
d = dependency ratio of the unfunded system
(retirement-age population/working-age population);
Ar=readjusted average of the expected number of years
of retirement per currently retired person, and the other
variables are as already defined. Both 4a and Ar are
weighted readjusted averages, where weighting is by
the number of people in the age groups concerned.
The estimates derived from this model are shown
in figure 5; they are valid for our basic special case,
where the discount rate is assumed to be equal to the
rate of wage growth.?* This chart shows that the implicit
pension debt is substantial in most of the Latin
American countries, even some where the population
is young and the coverage of the system low, such as
the Dominican Republic, Ecuador and Honduras. The
pension debt is substantial (over 20% of GDP) in most
of the countries and extremely high (over 200% of GDP)
in those with older populations or systems with high
coverage such as Argentina, Brazil and Uruguay.

24 The consequences of this assumption are dealt with in section V.
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FIGURE 5
Latin America and the Caribbean: Implicit pension debt
(Percentage of GDP)
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Source: ECLAC (1998), for the base situation where the discount
rate equals the rate of wage growth.

By comparison, the level of pension liabilities in
more developed and older countries is higher on average
(of the order of 170% of GDP) than in the countries of
the Latin America region, but varies less between
countries, ranging from an estimated low of 113% in
the United States to a high of 242% in Italy (Van der
Noord and Herd, 1993).

It is interesting to note that in most of the countries
for which information is available the implicit pension
debt is not only large but, in many cases, is several times
greater than the official public debt. Current estimates of
pension debt put it at around a third of official public
debt in Ecuador, one to two times the public debt in
Colombia, Peru and Venezuela, more than four times
the official government debt in Brazil and between 8
and 11 times the public debt in Argentina, Chile and
Uruguay. These latter ratios also seem very large
compared with those found in the more developed
countries with older populations; for example, the
implicit pension liabilities of France, Germany, Italy
and the United Kingdom range from twice to four times
their respective official public debts.?’

25 The public debt figures (as a percentage of Gpp) for the Latin
American countries are for around 1995 (E! Mercurio, 1997). The
pension debt estimates for the OECD countries are for rights accrued
to date; the data sources are Van der Noord and Herd (1994) and,
for public debt as a percentage of GpP, Le Monde-Economie (1999,

p. 5).

Although several of the model’s assumptions are
crude and are valid only as an initial approximation,
the estimates it produces, when calculated using the
same basic data and parameter values, turn out to be
reasonably close to other estimates based on alternative
procedures. For example, Schmidt-Hebbel (1995),
using a different method (the present value of projected
deficits resulting from reform) and different parameters,
places the implicit Colombian pension debt within a
range of 59.2% to 88.1% of GDP, whereas our estimate
(based on pre-reform parameters) is only 34.8%.
However, if we use the same parameters as the study
cited, we obtain an estimate of 62.5%, which falls within
the lower end of its range of estimates. Our estimate of
the Chilean pension debt, at 131% of GDP, is not far
from the 126% figure given in Schmidt-Hebbel (1996,
table 3.8). Our estimate for Brazil, at 201.6% of GDP, is
within the range of estimates provided by other studies,
which vary from 188% to 255% of GDP, depending on
the assumptions made (Government of Brazil, 1998).
As a final example, a calculation for France based on
the present model yields an implicit debt of 224% of
GDP, which is not far from the OECD estimate of 216%.
Mesa-Lago (2000) refers to other estimates calculated
using different methods, noting that they are not strictly
comparable with the ones presented here.

3. Effects of the age structure and mortality
patterns

Demographic variables (basically the population age
structure and old-age mortality) affect the size of the
debt although, as will be shown shortly, their impact is
not as large as that of other (pension system and labour
market) variables. The population age structure is
represented directly in the system’s “dependency
ratio” (d = old-age population over main working-age
population), but it also enters into the calculation of
the average number of contributing years of the active
population (4a) and that of the expected number of
retirement years per currently retired person (4r). In
the latter case, old-age mortality conditions determine
the expected number of years of life remaining to each
of the cohorts currently of retirement age.?®

26 By construction, the value of d is higher the more aged the
population and the lower the mortality level. The value of 4a is higher
the more aged the population, since there are more people at ages
that have accrued more years of contributions. 4r, however, may be
higher or lower in more aged, lower mortality settings, since lower
mortality implies higher life expectancy at most (or all) adult ages
but a more aged population structure means that younger pensioners
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To illustrate the magnitude of the demographic
effects we replaced the average values for the Latin
American countries with extreme national ageing and
mortality values. More specifically, we first constructed
a “benchmark” vector of indicators, defined as the mean
value of each of the intervening variables, and estimated
abenchmark debt stock. Then the debt was recalculated
using the highest and the lowest old-age mortality levels
(those of Bolivia and Costa Rica, respectively) and the
youngest and oldest national age structures (those of
Nicaragua and Uruguay, respectively).

Figure 6 gives the results. They suggest that old-
age mortality has a very small effect on the size of the
debt: factoring in Bolivia’s high mortality rate instead
of the “average” pattern for Latin America yields a
pension debt only a few percentage points lower. It
hardly makes any difference if Costa Rica’s low old-
age mortality is used instead. This result is largely due
to the fact that in the region old-age mortality does not
vary as much in absolute terms (which is what matters
for the pension debt) as general mortality does: in the
early 1990s, life expectancy at birth was about 68.6 for
Latin America, 76.3 in Costa Rica and 59.3 in Bolivia
(a difference of about 17 years between the lowest and
highest), while life expectancy at age 60 was about 18.9
for Latin America, 19.5 in Costa Rica and 15.2 in
Bolivia, a spread of only 4.3 years. Also, old-age
mortality only affects that part of the debt that is “owed”
to pensioners, which is the smallest of the two
components of total pension debt in almost all the Latin
American countries.

The population age structure plays a much more
substantial role: using Nicaragua’s age distribution
instead of that of Latin America as a whole yields a
pension debt more than nine percentage points smaller,
while if the more aged structure of Uruguay is used the
debt goes up by more than 40 percentage points. A more
realistic comparison is between the last two bars of
figure 6, where the overall demographic configurations
(age distribution and old-age mortality) of Nicaragua
and Uruguay are contrasted, which gives a result almost
identical to the previous one: a difference in the debt
stock of about 40%.

(who have a greater life expectancy) account for a smaller proportion
of the population. Therefore, the resultant value of A7, as well as the
final “demographic” effect on the stock of debt, depends on the
particular combination of age structure and mortality at older ages
in each country. As is shown in Bravo and Uthoff (1999), the positive
ageing effect (which operates through Aa and d) tends to prevail
over the ambiguous interaction between mortality at older ages and
population ageing that operates through Ar.

FIGURE 6
Pension debt under different demographic conditions?
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Source: Bravo and Uthoff (1999).
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N(x) stands for the population age distribution and m(x) for
age-specific mortality.

It is important to note here that changes in other
pension system and labour market factors have an even
greater potential to affect the debt stock: if Nicaragua
had Argentina’s age structure its implicit debt would
increase by more than 50%, but it would almost double
if Nicaragua had Argentina’s population coverage and
more than quadruple if it had Argentina’s social security
tax rate (Uthoff and Bravo, 1998).

The potential demographic effect, however, is at
least as big a factor in the debt as some macroeconomic/
policy variables. One such variable is the discount rate
used by governments to express past contributions and
future benefits in common present values. For this
discount rate to have an effect comparable to that of
the population age structure, it would have to be more
than 2% higher than the rate of wage growth.

When assessing medium-term fiscal obligations,
it is useful to project the implicit debt to some future
date (as was done for France, for example, by Verniére,
1997b). When this is done the corresponding estimate
of the longitudinal ageing effect is quite robust since,
although subject to some uncertainty, medium-term
demographic changes are more predictable than, for
example, interest rates or future economic growth. In
particular, the fact that changes in the old-age
dependency ratio up to 20 or 25 years ahead depend
almost entirely on mortality patterns, which change only
gradually over time, means that the projected trend can
be regarded as fairly reliable.
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The fiscal costs of transition

The extent to which the pension debt in any given
country is “manageable” can be best appreciated by
examining the annual fiscal outlay it entails. This fiscal
cost depends on the size of the debt and also on other
key macroeconomic and policy variables such as the
GDP growth rate, the rate of interest paid on the public
debt, the financing mechanisms used and other specific
aspects of the reform.

Figure 7 illustrates the scale of the annual fiscal
costs that would be involved were the whole implicit
pension debt to be paid off over a period of 40 years
(which is roughly the time it would take to complete
the transition to the reformed pension system), given
an annual GDP growth rate of around 4% and different
assumptions regarding D, the difference between the
discount rate (7) and the rate of wage growth (s).

FIGURE 7

This chart yields a similar reading to figure 6: the
annual fiscal costs appear to be small to “manageable”
(under 1.5% of GDP per year) in the countries in the
“low” and “very low” debt groups; they are quite
substantial —from 1.4% to 6.7% of GDP— in the “high”
debt group (Chile, Costa Rica, Cuba and Panama); and
they seem to be overly high for Argentina and Uruguay,
as these two countries would need to make a financial
effort equivalent to 6% to 13% of GDP (depending on
assumptions) over a period of 40 years to pay off the
full U-F transition costs. The estimates given are if
anything conservative, as the supposed standard of
dynamic efficiency in growth models implies an interest
rate higher than total wage growth, so that 7 is
substantially higher than the rate of wage growth. It
should be noted that the fiscal costs (as a proportion of

Latin America: Annual fiscal cost of transition over 40 years,
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Delta is the difference between the discount rate and the rate of wage growth.
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GDP) do not vary significantly with the level of GDpP
growth. What matters most is the difference between
this growth rate and the discount (or interest) rate: a
discount rate 2% higher than GDP growth means that in
many cases the fiscal costs are more than double what
they would be in a situation where i = G.

These figures, which are for the average over a 40
year period, give a useful idea of the scale of costs
involved. In actual transitions the fiscal costs vary over
time, depending on the arrangements made for payment
of the pension debt and the financing mechanisms
used.?’ In particular, extending the period over which
the debt is paid (for example by setting periodic
compensation as in Argentina and Bolivia, as opposed
to the lump-sum “bond” used in Chile and Colombia)
can achieve some reduction in the annual fiscal cost in
situations where the discount rate (i) is greater than the
economic growth rate (g). However, such reductions
are not as dramatic as might be assumed: if / exceeded
g by two percentage points, and the payment period
were extended from 40 to 60 years (assuming this were
feasible), the annual cost of repaying a debt of D =
100% of Gpp would fall from 3.7% to 2.9% of GDpp, and
if it were extended to 80 years the annual cost would
still be 2.5% a year.”®

Bravo and Uthoff (1999) discuss the observed and
projected trajectories of the transitional deficits of
Argentina, Bolivia and Chile according to the above-
mentioned model, noting the constraints these would
place on the overall government budget and the risk of
default on the entitlements accrued by workers and
pensioners in the pension system. More detailed
accounts of the cases of Brazil and Chile are given in
Uthoff (1999) and Arenas (2000), respectively, showing
how the timescale over which liabilities are amortized

27 Two main financing mechanisms are (current) taxes and the
issuance of new official public debt (i.e. future taxes). The financing
mix affects both the amortization programme and the way the
transitional costs are distributed between present and future
generations of taxpayers. These intergenerational distribution
effects are important, but will not be discussed here in any detail.
See Arrau (1991), Schmidt-Hebbel (1995), Cifuentes (1995) and
Valdés-Prieto, ed. (1997).

28 After about 90 years, no further reductions would be obtained in
the annual fiscal cost; the reductions diminish and the time after
which no further reductions occur is shorter the larger the difference
i-gis.

depends on the present and projected age and sex
distribution of the active and retired population. In the
simulations for Brazil, the most salient features are the
greater relative importance of pensions being paid under
the old system during the early stages of the transition
and the subsequent predominance of the State
guarantees for the non-contributory system and the
“recognition bonds”, the latter being provided to the
relatively large working-age cohorts. In the case of
Chile, perhaps the most significant features are the
growing relative importance of women and the
guaranteed minimum and “welfare” pensions over the
medium to long term, which are likely to impose a large
fiscal liability for pension funding well beyond the
transition period.

Two final observations should be made regarding
the practical policy-making process. Firstly, the level
of debt and the payment schedule are not absolute
givens, and countries can and have sought ways to make
the fiscal costs more bearable (EcLac, 1998 and
Queisser, 1998). Many countries in Latin America have
made only a partial switch to funding (this is the case
with all the recent reforms, except those of Bolivia,
Chile and Mexico), something that is particularly
important for countries with mature, high-coverage
pension systems and aged populations, such as
Argentina and Uruguay. Changes to benefits and
eligibility conditions, timed to coincide with the switch
to funding, have also been made with a view to reducing
fiscal obligations, and other stipulations have been
introduced to the same end (Holzmann, 1997; ECLAC,
1998 and Mesa-Lago, 2000). Secondly, the overall
macroeconomic and fiscal environment is crucial for a
country’s prospects of absorbing the transition costs.
For example, implementation of the Chilean reform
(which involves a complete switch) has been made
possible by a very positive macroeconomic
performance to date and by vigorous implementation
of the necessary changes to the regulatory framework
for the financial market (Arrau, 1994). Even so, it has
required great fiscal discipline. All the reforming
countries in the region have made efforts in these
directions, with differing degrees of strain on their
budgets and with different balances being struck
between easing the fiscal burden and reducing the
benefits provided to those in the system (Bravo and
Uthoft, 1999 and Mesa-Lago, 2000).
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VI

Summary and conclusions

After decades of declining demographic indices, the
population of Latin America is beginning to age.
Although the region is a long way from the situation of
the world’s most aged countries, it is forecast to age
much more quickly than did the societies that are
currently more advanced. These changes are going to
take place in economic and institutional contexts where
the living standards of more elderly generations will
be much less protected than they are now in the more
developed countries. Consequently, it is of the greatest
importance for the countries in the region to begin
assessing the different policy options available so that
they can arrive at the decisions and programmes that
are most appropriate to their demographic and
economic conditions, now and in the near future.

It is often suggested that population ageing is a key
underlying cause of the system’s financial problems, but
examination of the facts shows that this is generally not
the case. This paper has demonstrated that population
age structures and mortality patterns can have major
effects on medium- to long-term developments in pension
systems, but that, so far at least, labour market conditions
and administrative problems have played a much more
decisive role. In the vast majority of the region’s countries
the greatest effects of population ageing on pension
systems still lie ahead, as was discussed in section III of
this paper. That section examined trends in a number of
pension system indicators relating to the ageing process,
taking in the whole range from the younger age structures
in Latin American countries today to the age distribution
projected for France in the middle of the twenty-first
century.

This paper has shown what might be the general
trends in pension spending, financial balance, pension
debt and the pension system rate of return if conditions
in the system, the labour market and the economy
remain unchanged. The analysis suggests that, if future
ageing scenarios come about with system rules
unchanged, the Latin American countries could see their
expenditure, and perhaps their deficit levels, rising to
meet those of the countries that are currently more
advanced. It was seen, though, that it is very difficult
to determine what pension liability levels are
“sustainable” or “unsustainable”, both in general and
for particular countries, except in a few rather extreme

cases. Rising expenditure, due in part to long-term
population ageing, should not be regarded as a
harbinger of imminent crisis or bankruptcy, insofar as
it reflects a natural reallocation of resources within the
life cycle owing to the increase in life expectancy among
individuals and cohorts. The same is true in the case of
pension liabilities, which naturally tend to be higher in
countries with older populations and with maturer
systems that have greater coverage. When systems have
to be adapted, parametric changes to offset the effects
of population ageing may often be enough. If not,
reform options need to be evaluated in the light of the
numerous possible permutations of public, private and
mixed systems, benefit- or contribution-defined systems
and funded or unfunded schemes.

The introduction of greater contribution and benefit
funding is a type of reform that has been implemented
in a number of Latin American countries and is being
actively discussed in other regions as well. Sections IV
and V of this paper raised and analysed some of the
issues associated with this kind of reform. It was pointed
out that, although funding is generally justified on the
grounds of its potential to ease pressure on public
budgets, improve labour market efficiency and the
development of financial markets, raise saving, capital
accumulation and growth rates and provide protection
against population ageing and fluctuations in the age
structure, the theory is not clear-cut as regards these
issues.

The empirical data are not conclusive either, except
for a few specific aspects. This paper examined one
direct effect of switching to a funding system, the need
to make the implicit pension debt explicit, and the fiscal
costs that this entails. The model used considers the
age structure of the population and shows the important
role that this plays. It also shows the lesser effect of
old-age mortality and the more substantial one of the
system’s population coverage, labour market factors and
other system parameters such as contribution and
replacement rates. Countries that are at an intermediate
to more advanced stage of ageing and have systems
with wide population coverage show high levels of
pension debt, which is often greater than their official
public debt and even than their annual GpP. For
countries whose reforms envision full funding, this
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translates into considerable fiscal transition costs over
the 40 years or so that are required to complete the
transition from one type of system to the other.

It was also noted that neither the size of the explicit
debt nor the amortization schedule are absolute givens,
since they can be, and indeed have been, adapted to
suit different national situations. The fiscal costs depend
on the strategies followed by governments as regards the
degree of funding introduced and the way the implicit
pension debt is made explicit. Countries have adopted
different variants with a view to making the transition costs
more bearable, although these sometimes have a negative
effect on the welfare of system participants.

Among the different reform options currently being
discussed, it is worth mentioning one that involves

APPENDIX 1

The estimates in table Al are based on the data given in The cost of
social security. Basic tables 1990-1993 (1Lo, 1997). The figures
for pension expenditure and revenue refer to public- and private-
sector old-age, survivors’ and invalidity pensions. The table ex-
cludes the expenditure rows for family allowances, unemployment
benefits, employment injuries and funeral, sickness and maternity
expenses. The “transfers to other schemes” column is also excluded.

introducing contribution-defined mechanisms into
unfunded systems. This method allows for (“notional’)
funding of contributions at a rate that matches growth
in total wages, providing benefits that are actuarially
fair between cohorts without the need to introduce
funding. As with funding systems, in this scheme
benefits adjust, to a large extent endogenously, to
changes in the old-age survival rate and to population
ageing. The fact that funding systems are almost always
contribution-defined means they can be integrated more
easily into the kind of system described. A system of
this type is now being introduced in Brazil, and it could
be a worthwhile option for other Latin American
countries that are facing some of the demographic,
political or fiscal constraints analysed here.

Generally speaking, the same rows were used for the income cal-
culation, and the “transfers from other schemes” column was ex-
cluded.

Given below are the items included and excluded for each coun-
try considered.? References to sections and items in the ILO tables
referred to have been kept, in case these should need to be con-
sulted.

Country Expenditure Income
Argentina 1. Pensions 2. NC pensions 1. Pensions 2. NC pensions 3. Judiciary 4. Retention of wages
5. Own-account work

Bahamas 1. Old-age, survivors’ and retirement 1. Old-age, survivors’ and retirement

Barbados 1. OASI 1. Pensions (1 to 3 — Xs 2 and 3)

Belize 1. OASI (long term — funeral grant) 1. OASI (long term — funeral Xs)

Bolivia 1.OASI+2.¢,d, f 1.OASI+2.¢,d, f

Chile 1. OAS - TTOS 1. OAS — TFOS

Colombia All - EI - SM - TTOS All - EI - SM - TTOS

Costa Rica 2. OASI 2. OASI

Cuba 1. OASI 1. OASI

Dominica 1. OASI (long term — funeral grant) 1. OASI (long term — funeral grant Xs)

Ecuador 1. OASI - SM - EI - UN 1. OASI - SM - EI - UN

Grenada 1. OASI + 5. Public-sector employees 1. OASI + 5. Public-sector employees

Guatemala 1. OASI 1. OASI

Guyana 1.c OASI + l.a.ii invalidity + l.a.iii death l.c OASI + l.a.ii invalidity + 1.a.iii death + 2. Dependents’ fund
+ 2. Dependents’ fund

Jamaica I. National insurance — maternity I. National insurance — maternity — funeral grant
— funeral grant + III. Public-sector employees  + III. Public-sector employees

Nicaragua 1. OASI 1. OASI

Panama 1. OASI + 2. Public-sector employees 1. OASI + 2. Public-sector employees + 4. Administration

+ 4. Administration

Trinidad and Tobago 1. OASI + 2. NC old-age pension

1. National insurance — funeral grant and SM Xs

2 The abbreviations used are as follows:

EI = employment injuries OASI = Old-age, survivors’ and invalidity TTOS = Transfers to other schemes
NC = Non-contributory SM = Sickness and maternity UN Unemployment
OAS = Old-age and survivors’ TFOS = Transfers from other schemes Xs = Expenditure
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TABLEA.1
Data and estimates of Social Security expenditures and financial balance, based on ILO
(1997) The Cost of Social Security, 1990-1993
A. Basic estimate, including B. Estimate excluding
State contribution State contribution
Data in % of GpP Data in % of GpP
Expenditure Revenue Balance Revenue Balance
Country Proportion Dependency Year  Pensions Total Pensions Total Pensions  Total  Pensions Total Pensions Total
60+ (1990)  ratio (1990)

Barbados 0.15 0.30 1992 2.48 5.23 3.86 8.21 1.38 2.98 3.86 8.21 1.38 2.98
Argentina 0.13 0.27 1992 4.41 478  4.71 5.28 0.30 0.50 4.52 5.09 0.11 0.31
Dominica 0.12 0.23 1993 1.42 2.66 2.78 4.51 1.36 1.85 2.70 4.51 1.28 1.85
Jamaica 0.09 0.21 1991 0.66 1.05 1.39 1.72 0.73 0.67 1.39 1.72 0.73 0.67
Cuba 0.12 0.21 1991 8.40 18.00 8.40 18.00 0.00 0.00 4.85 6.50 -3.55 -11.50
Grenada 0.09 0.21 1993 2.23 2.66 4.14 4.83 1.91 2.17 4.14 4.83 1.91 2.17
Chile* 0.09 0.18 1993 6.89 22.67 8.91 34.15 2.02  11.48 391 1625 -298 -6.42
Trini&Toba 0.08 0.17 1991 0.64 0.95 1.50 1.54 0.86 0.59 1.50 1.54 0.86 0.59
Panama 0.07 0.16 1990 5.76 9.31 6.01 10.43 0.25 1.12 5.66 10.08 -0.10 0.77
Belize 0.06 0.16 1992 0.24 1.14 1.38 2.65 1.14 1.51 1.38 2.65 1.14 1.51
Ecuador 0.06 0.14 1991 1.85 1.95 2.39 2.93 0.54 0.98 2.13 2.67 0.28 0.72
Bolivia 0.06 0.14 1992 1.72 1.83 2.01 2.23 0.29 0.40 1.94 2.16 0.22 0.33
Colombia 0.06 0.13 1992 3.26 4.36 3.92 5.18 0.66 0.82 3.88 5.14 0.62 0.78
Costa Rica 0.06 0.13 1993 1.92 7.65 2.26 8.91 0.34 1.26 2.19 8.08 0.27 0.43
Bahamas 0.07 0.13 1992 1.72 232 280 3.43 1.08 1.11 2.67 3.30 0.95 0.98
Guatemala 0.05 0.13 1993 0.28 1.05 0.49 1.35 0.21 0.30 0.49 1.35 0.21 0.30
Guyana 0.06 0.13 1992 1.05 1.52 1.77 2.26 0.72 0.74 1.77 2.26 0.72 0.74
Nicaragua 0.04 0.11 1992 0.22 0.50 0.22 0.53 0.00 0.03 0.21 0.47 -0.01 -0.03
Average 0.08 0.17 2.51 4.98  3.27 6.56 0.77 1.58 2.73 4.82 0.22  -0.16

Source: Author’s estimates, based on ILO (1997) The Cost of Social Security 1990-1993, Basic Tables. Demographic indicators are based
on CELADE (1999) population estimates.

*  “Income from capital” was excluded in both the A and B estimates, for comparability with the other countries that had not started their
funded pillars by 1990-1993.
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APPENDIX 2

Model equations

The following set of equations are used in the paper to study the
relationship between a standard ageing index in the analysis of
pension systems, the old age dependency ratio (d), i.e., the ratio of
the retirement-age to the working-age population, and selected
pension system indicators. The equations are based on the assump-
tion that the contribution rate (c), the replacement rate () and the
ratio of covered workers to the waged work force (k) stay constant
over time in the country of interest. Assuming additionally that
pensions are calculated as a proportion of real wages, it follows
that:

1. Pension system expenditure (E), expressed as a fraction of an-
nual Gpp (Y) is:

E=r.s-k-d (@9

where s is the share of the wage mass in GDP.

2. Since system revenue from contributions is C = ¢ - s - k, the
system’s financial balance (C-E), expressed as a ratio to GDP is:

3. The implicit pension debt (see Bravo and Uthoff, 1999) is given by:
D = sk(cA, + rdA,) 4)

where 4 is the discounted average number of years of contribu-
tion by the economically active at a given moment in time, and 4,
is the discounted average expected lifetime of all those in retire-
ment ages at the given moment in time.

4. The pension system’s implicit rate of return (p), when the sys-
tem rules are fixed throughout the cohort’s adult lifetime (Bravo,
1996, p. 126), can be written as:

In (%) +1In (LL%)] +0 (5)

where 4, is the mean age at retirement, 4, the mean working age,
LR is the average number of years lived in retirement, L/ the num-
ber of working years lived by the individual or cohort of interest,
and ¢ is the growth rate of wages. When the financial equilibrium
rule holds (Bravo, 1996, p. 127), then

-1
pi (AR_Aw)

Fi=s-k-(c-rd) 2)
and the balance as a fraction of revenue is: In LR\ In(d)
p.= J—LLW +o (6)
F.=1- (%) d 3) (Ar—A4w)
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Most educational investment is based on untested or partially
tested assumptions about the cost-effectiveness of a given
course of action. Indeed, the only estimates that have been
available have been for the average profitability of each type
of education, even though these differ greatly from marginal
profitability. This article sets out a new approach to
estimating the cost-effectiveness of educational investment.
The authors canvassed the views of ten world-renowned
educational researchers on the likely impact on students’
learning achievements of a set of forty measures generally
regarded as desirable for improving primary education, and
supplemented the responses received with their own
calculations of the cost of each, the aim being to establish
an index of cost-effectiveness. On this basis, they concluded
that the educational projects implemented in the region have
failed to include many of the measures identified as the most
efficient, and this has limited the quality of the education
provided and its potential contribution to economic success,
despite the considerable increase in educational investment
by governments and international bodies in the 1990s. The
article concludes with a number of recommendations aimed
at remedying this situation, which take account
simultaneously of the impact and the cost of the different

educational measures.
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The low quality of education

in Latin America

In Latin America, working out the most efficient way
of using the limited resources available to schools is
critical. The quality of education in the Latin American
region is much lower than in the countries it competes
with, in terms both of quantity (school completion rates
and the average educational level of the workforce) and
the degree to which knowledge and learning are made
use of (OECD, 2000 and UNEScO, 2000). Recently, the
UNESCO/OREALC Laboratorio Latinoamericano de
Evaluacion de la Calidad de la Educacion (Latin
American Education Quality Assessment Laboratory)
has published comparative information on learning in
the third and fourth grades of primary education in the
region. Table 1 shows the scores obtained by eleven
Latin American countries in the mathematics section
of a regional test set by UNESCO, which measures much
simpler and less sophisticated skills than the tests used
in the industrialized countries. It can be seen that, other
than in Cuba, performance is inadequate.

The results of the test also show that performance
is worse in rural areas than in urban ones (except in
Colombia), that capital cities do better than smaller ones
and that private schools (except in the Dominican
Republic) achieve better results than State ones.

The results for the Spanish test are similar. Pupils
from the half of the population with below-average
incomes get around 40% of the questions right. As the
tests give four multiple-choice alternatives, pupils who
know the right answers to 20% of the questions will
also give “correct” (but random) answers to one in
four of the other 80 questions to which they do not
know the answers, giving a total of a 40% success
rate in answering the questions. This means that most
pupils do not understand the contents of the written
texts presented to them in this test. In other words,
the great majority of future workers are functionally
illiterate.

The poor results obtained make it necessary to
carry out a careful examination of the critical factors

[] Readers wishing to apply the methodology described in this
document should apply to the authors for permission at one of the
following e-mail addresses: Larryw@iadb.org or eschief@ust.cl.

TABLE 1
Latin America (11 countries): Average scores
in the uNEsco regional test for fourth

grade mathematics®

Country Score
Cuba 353
Argentina 269
Brazil 269
Chile 265
Colombia 258
Mexico 256
Paraguay 248
Bolivia 245
Dominican Republic 234
Venezuela 231
Honduras 226

Source: UNESCO, 1998.

2 Standardized average scores of 250 for third and fourth grades
and standard deviation of 50. The average pupil in the region
got approximately 50% of the questions right; the average Cu-
ban student got 85% right.

generally considered to determine the level of learning
and retention. Among these, mention is often made of
the availability and use of text books, the provision of
pre-school education, teaching by radio and some in-
service training programmes (Lockheed and Verspoor,
1991), even though the effects of these have rarely been
calculated and have never been correlated with their
costs. Up to 1998, few of the experiments carried out
at the primary education level in Latin America had
been properly evaluated and publicized. Of experiments
where this was done, mention may be made of:
mathematics by radio in Nicaragua (Jamison, Searle,
Heyneman and Galda, 1981), educational television in
El Salvador (Hornik, Ingle, Macanany and Schramm,
1973), North-East Education Programme in Brazil
(Harbison and Hanushek, 1992), Escuela Nueva in
Colombia (McEwan, 1995; Psacharopoulos, Rojas and
Vélez, 1995 and Rojas and Castillo, 1998), P-900 in
Chile (Gutman, 1993), Escuelas Fe y Alegria (Swope
and Latorre, 1998), EDUCO in El Salvador (El Salvador,
Ministry of Education, 1996) and fast-track primary
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schools in Brazil (Araujo Oliveira, 1998). Over time,
the increase in the number of national programmes for
measuring educational attainments will make it possible
to determine which measures have had a significant
effect on learning.!

The scantiness of the information available on the
factors that influence the results of learning,? despite the

I

importance of the issue, and the difficulties involved in
traditional research into efficiency, led the authors to seek
a different strategy to help professional educators and
researchers gain a better understanding of the fundamental
aspects of the subject and to develop an instrument that
may facilitate training, consensus-building and the
identification of critical areas of research.

Forty strategies commonly used

to improve education quality

in Latin America

To obtain comparable responses from the panel of ten
international experts whose opinion was sought, all of
whom are active in universities and international
organizations, the authors designed an index of cost-
effectiveness (efficiency) which included a precise

! See Rojas and Esquivel (1998) for a detailed summary of recent
experience.

2 Besides the studies referred to, other worthwhile efforts have been
made in this direction. The sectoral studies of Honduras and El
Salvador on failure at school and the repeating of years (Reimers
and McGinn, 1997) have resulted in the implementation of a range
of programmes designed to reduce the repetition rate. However,
the few systematic research initiatives that have been undertaken,
particularly those dealing with impact on learning, are riddled with
uncertainties and inconsistencies. In the case of the decentraliza-
tion programme implemented in El Salvador through the EDUCO
programme, it has been ascertained that enrolment levels in rural
schools have increased and learning attainments and retention rates
have improved, but few clear differences can be discerned between
the level of learning in EDUCO schools and that in traditional Salva-
doran schools. EDUCO schools are better equipped, devote more
time to teaching and have greater parent involvement. It is pos-
sible, though, that the improvement in learning attainments may
be the result of the higher expectations accompanying decentrali-
zation, which has indeed included a more learning-oriented ap-
proach (Meza, 1997). It is also observed that decentralized schools
in Nicaragua show higher retention rates, although other factors
may be influencing this finding. Satisfaction levels among teach-
ers and parents are found to be higher, although here again the
educational results are not clear (Castillo, 1998). In fact, although
there are solid political and social reasons for supporting the adop-
tion of a decentralized system —in particular, the role of such a
system in strengthening civil society— there is little evidence world-
wide to show that decentralization is accompanied by an increase
in learning.

definition of each of the possible measures whose
impact and feasibility they were being asked to assess,
the idea being to reduce variations resulting from
differences in the “assumed” scope of each of these
measures. Those interviewed had to estimate the impact
that each of the 40 primary education measures deemed
possible (box 1) might have on learning attainments
(as measured by scores in a standardized test to be
administered at the end of the sixth grade), then estimate
the percentage probability of successful implementation.
The authors then brought in their own calculations of the
unit cost of the 40 measures. These three pieces of
information were used to calculate the cost-effectiveness
index value of each.

The 40 measures submitted to the experts, which
relate to the twelve operational areas of the education
system given in table 2, were selected on the basis of
seven different types of criterion:

i) the components of educational programmes and
projects applied in Latin America over the last 20
years, successfully or otherwise;

the priorities and recommendations put forward by
international bodies and development banks
(Lockheed and Verspoor, 1991; World Bank, 1994
and Carnoy and de Moura Castro, 1997);

the main conclusions drawn from the regional
diagnostic surveys carried out in the 1990s
(Schiefelbein, coord., 1998 and Wolff, Schiefelbein
and Valenzuela, 1994);

analysis of existing research studies into the cost-
effectiveness of key strategies (Wolff, Schiefelbein

ii)

iii)
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11.

12.
13.
14.

15.
16.

17.
18.

19.
20.
21.
22.
23.
24.
25.
26.

27.
28.
29.
30.
31.
32.

33.
34.

35.

36.

37.

38.

39.
40.

Box 1
FORTY POSSIBLE EDUCATIONAL MEASURES FOR LATIN AMERICA

Enforce a policy of not switching classroom teachers during school year.

Implement a policy of assigning best teachers to first grade.

Enforce regulations on official length of school year.

Extend daily schedule by one hour (40 minutes academic classes, 20 minutes recreational) and pay teachers additional salary
in proportion.

Extend length of school year by one week and pay teachers additional salary in proportion.

Pay teachers in rural schools salary increment of 50% to have better trained teachers and raise the percentage of certified teachers.
Raise teachers’ salaries by 10% in real terms, with no-strike agreement for two years.

Raise teachers’ salaries by 20% in real terms, with no-strike agreement for three years.

Fire half the staff in the education bureaucracy (currently 5% of unit costs) and establish a new highly trained and motivated
bureaucracy paid on average 2.1 times previous salary.

Establish management information system (Mmis) for identifying low-performing schools and inform school supervisors.
Decentralization: give authority to school principals to manage funds and to hire and fire teachers with local council approval,
with no improvement in the capacity of the ministry of education for assessment and oversight.

Same as above, except the ministry’s capacity for assessment and oversight is improved significantly.

Test a 10% sample of fourth graders in mathematics and reading and provide numerical results to all fourth grade classroom teachers.
Test the same sample, analyse results in terms of remedial strategies, and organize local follow-up seminars for fourth grade
teachers (one week).

Universal testing of fourth graders (same as above).

Provide classrooms with one standard textbook per student in mathematics as well as in reading (200 pages each) and accom-
panying teacher guide, without training teachers to use them.

Provide same as above and also train teachers to use them (one week per year).

Produce and provide to each student a set of learning materials for individualized instruction in reading and mathematics (400
pages per student, replaced every three years).

Provide small library (100 books) for each classroom (renew every five years).

School feeding programmes: free snack (cup of milk and bread) for everyone.

School feeding programmes: free snack (cup of milk and bread) provided for half the children, the rest pay.

School feeding programmes: free lunch for everyone.

School feeding programmes: free lunch for half the children, the rest pay.

Yearly check-up and referral by doctor. Not including medical treatment provided by the health system.

Eyesight test by school and referral. Not including treatment.

Adapt and broadcast high-quality pre-school television programmes such as Sesame Street (250 programmes). For home
viewing only.

Media campaigns for parents to provide early stimulation to children (“Did you read one page last night to your children?”),
30 one-minute spots in one week.

One year of development-oriented pre-schooling for at-risk children (50%), at unit cost equal to one year of primary school.
Same as above at unit cost 0.5 times primary.

One year of caretaking of pre-schoolers with no educational development content (unit cost 0.5 of primary school).

Provide general in-service training for teachers (upgrading), four weeks per year (without follow-up materials for students).
Targeted in-service hands-on training focusing on developing classroom strategies for cooperative learning (group work) and
students’ active use of time (one week per year).

Targeted training focusing on using programmed learning materials (one week).

Targeted training acquainting teachers with modern curriculum objectives and strategies (one week, as in Venezuela’s CENAMEC
programme).

Establish a government grant programme to improve the quality of pre-service training to meet the challenges of the twenty-
first century. Government provides US$ 50 extra for every teacher trainee to teacher training institutions revising their
programmes to emphasize active learning, high standards, commitment and responsibility.

Revise curriculum in mathematics and reading using local experts and send a copy to each teacher (without in-service teacher
training and without field study of implemented curriculum).

Prepare and implement bilingual education curriculum, including materials, training and selection of teachers, in reading and
mathematics, first and second grade, as well as adaptation and translation of textbooks.

Prepare and implement interactive radio instruction programme for mathematics and Spanish and broadcast by radio to all
school children with accompanying teaching/learning materials.

Provide one hour per week of computer access to all primary school children at which time they study LOGO.

Establish a national consensus on the importance of improving basic education. Then deliver a complete learning package to
schools at risk (50% lowest-performing schools): self-learning materials, training in active and cooperative learning, hands-on
workshops, community involvement, school-based management, formative evaluation and systematic testing and feedback.
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TABLE 2
Educational measures by operational area

Operational area Measure number®

Time on task 34,5
Academic management 1,2

Salaries 6,7,8
Management and decentralization 9,10,11,12
Testing 13,14,15
Textbooks and self-learning materials 16,17,18,19

Food and health
Initial education
Teacher training

20,21,22,23,24,25
26,27,28,29,30
31,32,33,34,35

Curriculum 36,37
Radio and computers 38,39
Package of measures 40

2 The numbers of the measures are those assigned to them in
table 1, where they are described in detail.

and Valenzuela, 1994; Lockheed and Verspoor,
1991 and Verspoor, 1989);

v) research into factors affecting performance (Fuller
and Clarke, 1994);

vi) the results of the reform implemented in California
(Chrispeels, 1997) and

vii) the suitability of this information for expression

I

in simple, precise terms so that estimates could be
reliably compared.

The measures identified included the five “promising
policy measures” selected by Lockheed and Verspoor
(1991, p. 28): teaching time, text books and teaching
materials, measures to increase pupils’ learning capacity
(nutrition, health and initial education), teacher training
and the curriculum. Also included were some measures
that are prevalent in the region, even though there was
evidence that they were ineffective. A preliminary
version of these 40 strategies was reviewed with top
officials from the countries participating in three
planning courses organized by UNESCO in 1994 and
1996. By means of this process, the forty measures
described in box 1 were eventually arrived at.

The public tend to believe (and pedagogical
thinking tends to support them) that combinations of
measures can have a cumulative effect, which is why a
number of strategies combine two or more measures.
For example, as well as measure 11 (decentralization
giving greater authority to school principals) measure
12 is included (as above, but with greater inspection
powers for the ministry), and measure 16 (provide two
books to every pupil) is supplemented by 17 (as above,
plus a week of teacher training).

The country, “Concordia”, where

the strategies would be applied

In order to produce valid comparisons, a target country
was devised: “Concordia”. This prototype country,
which is described in box 2, was constructed on the
basis of average values observed in Latin America,
including demographic characteristics, cost levels,
pupil-teacher ratio, school equipment and test scores.
Consequently, all the responses (from the world experts
and planners) are linked to a common educational
context.

It was necessary to have this “artificial construct”
without history or context because cost-effectiveness

will vary significantly depending on the number of
students enrolled in each country’s education system,
its degree of educational development and its gross
domestic product per inhabitant. For example, relative
equipment costs may be considerably higher in a
country where the average unit cost of primary
education is US$ 100 or less, as compared with a
regional average of US$ 200. The same would be true
in smaller countries where fixed costs are high and
variable costs low (for example, sample-based
assessments and distance learning).
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. Population: 20 million
Rural population: 30%
Indigenous population: 10%
. Primary education completion rate (six years): 60%
. Student-teacher ratio: 29:1
. Unit cost of primary education: US$ 200

. Total cost of primary education system: US$ 400 million
. Percentage of budget going on teachers’ salaries: 90%

. 50% of children have (or use) basic textbooks

Box 2
CONCORDIA

. Number of children in primary schooling (grades 1 to 6): 2 million

. Hours of schooling: four a day, 27 class periods of 45 minutes each per week

. There is no assessment system in place. However, a small sample of pupils were tested at the end of sixth grade. The test was
based on the official mathematics and Spanish language curricula. The average test score was 50 out of 100. This score would
indicate that a student had mastered what the official curriculum expected him or her to know.

1AY

Characteristics of the panel of world experts

The authors selected experts who met six criteria: 1)
they had published articles in good professional
reviews, ii) they had been cited repeatedly by education
planners and professionals, iii) they had easy access to
the results of recent research, iv) they had participated
in projects in a variety of Latin American countries, V)
they were leaders in the analysis of educational
development initiatives and vi) they had experience
of working with multilateral development bodies in the
region. In addition, a balance was sought between the
number of experts from North America and Latin America.

The names of the world experts on the panel and
the institutions they work in obviate any need for further
comment regarding the weight of their opinions: Martin
Carnoy and Henry Levin (University of Stanford), Noel

v

McGinn and Fernando Reimers (University of
Harvard), Claudio de Moura Castro (Inter-American
Development Bank), Steve Heyneman, Himelda
Martinez and Eduardo Vélez (World Bank), Jeffrey
Puryear (Inter-American Dialogue) and Juan Carlos
Tedesco (Geneva International Bureau of Education,
UNESCO). The authors would like to take this opportunity
to express their heartfelt gratitude to the panel that
supported this study.

The response of the experts was enthusiastic, owing
to their deep interest in the issues raised (only the two
European representatives in the original sample could
not respond to the survey). No systematic differences
were noticed in the estimates submitted by the experts
from the two regions referred to above.

The indicator of pupils’ academic performance

The dependent variable selected was the “score obtained
by the pupil in a standardized test taken at the end of
the sixth grade”. It was assumed that this test would be
similar to the language and mathematics tests given by
UNESCO/OREALC in 13 countries in 1997, in which the

average pupil answered 50% of the questions correctly
(table 1). The questions in these tests embodied a con-
sensus opinion among the participant countries as to
what would be expected of a common curriculum. In
this case, the tests dealing with criteria anticipate a
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100% correct response rate, since that is what the cur-
riculum requires. Consequently, with the help of the
appropriate action (strategy), it is feasible that a cer-
tain number of students may obtain higher results, as
was shown by the case of Cuba.

This approach is not without its problems. Many
children leave school before reaching the sixth grade or
repeat a year, particularly in the poorer countries. If the
variable selected had been the “percentage of children
completing sixth grade”, the estimates arrived at by the
experts would have changed, although not significantly.
For example, school meals would have had a much
greater impact on pupil retention than on learning, as
they are assumed to be an incentive to attend school.

VI

Using test scores as a dependent variable is more
suitable for those education systems where large pro-
portions of students complete primary education (Costa
Rica or Argentina), but is much less so in the case of
primary education systems that have a high drop-out
rate (Honduras or Guatemala).

In any event, almost all the region’s education
systems are progressing rapidly towards the goal of six
years of schooling and, consequently, stressing the
quality of education is important for almost all the
countries. The overall score in a sixth grade test is a
simple but clear measure of current efforts to improve
the quality of education in Latin America.

Assessing the impact of the

strategies in the prototype country

The ten world experts were asked to provide the fol-
lowing two estimates for each measure applied in
“Concordia”: firstly, the average percentage by which
academic performance would improve among sixth
grade pupils who have hitherto been obtaining a score
of 50 out of a 100 in a standardized reading and math-
ematics test, by comparison with a control group that
has not benefited from the measure (table 3, column
A) and, secondly, the percentage probability of the
measure being fully implemented, given the technical
and political considerations involved (table 3, column B).

Subsequently, the authors carried out a third esti-
mate: the likely increase in unit operating costs result-

VI

ing from the measure, including capital spending,
calculated on an annual basis (annex 1 and table 3,
column D).

It was considered inappropriate to ask the experts
for an estimate of the costs, as this is a technical matter
that would take a long time to work through and that,
furthermore, has a “right” answer (or an answer that
the reader can amend on the basis of the situation in a
specific country). The standard used for the cost esti-
mates was a medium-sized, middle-income country in
the region (see the characteristics of “Concordia”). A
detailed explanation of the calculations is given in the
annex.

Calculating the cost-effectiveness index

Using the estimates described, a cost-effectiveness in-

dex was produced for each measure. This was calcu-

lated on the basis of the following:

a = percentage of the school population benefiting
from the measure;

b = assuming that the measure is fully implemented,

percentage increase expected in the test scores of
the beneficiary population;

¢ = percentage probability of the measure being fully
implemented, and

d = percentage increase in annual operating costs for
the beneficiary population.
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TABLE 3
Expert opinion on the cost-effectiveness of educational measures
A B C D E F
Estimated Likelihood Likely Estimated Cost- Unit cost of
Number and description of measure, increase in of adequate impact (%) increase effectiveness increasing
in descending order of cost-effectiveness® academic implementation [A*B] in cost (%) [C/D] academic
performance (%) performance
(%)° by one point
(dollars)
2. Assign best teachers to first grade 19.8 58.0 11.5 0.0 1531.2 0.003
3. Enforce regulations on official
length of school year 10.6 49.5 5.2 0.0 699.6 0.006
1. Policy of not switching classroom
teachers during school year 5.0 72.0 3.6 0.0 480.0 0.008
13. Carry out testing of 10% of fourth
graders and distribute results to
teachers 4.1 73.5 3.0 0.1 60.3 0.066
11. Decentralization 9.3 47.5 4.4 0.1 59.2 0.068
27. Media campaigns to encourage
parents to provide early stimulation
and read with their children 8.1 71.9 5.8 0.1 46.6 0.086
10. Use of Mis to identify low-
performing schools 10.2 68.0 6.9 0.3 27.7 0.144
25. Eyesight testing by school and
referral 3.2 66.0 2.1 0.1 21.1 0.189

35. Grant programme (US$ 50/student)

to improve pre-service teacher

training 11.8 56.0 6.6 0.4 18.9 0.212
14. Carry out testing of 10% of fourth

graders and provide remedial

strategies (one week) 12.3 60.0 7.4 0.4 17.4 0.230
9. Reduce size of bureaucracy and

pay higher salaries 8.9 36.0 3.2 0.3 12.9 0.311
36. Revise curriculum in mathematics

and reading, and distribute 1.9 66.9 1.3 0.1 12.7 0.315
38. Interactive instruction by radio 10.7 57.5 6.2 0.5 11.4 0.350
37. Prepare and implement a bilingual

curriculum 11.7 50.6 5.9 0.5 11.2 0.356
15. Universal testing of fourth graders 12.3 62.5 7.7 0.8 9.7 0.411
18. Provide learning materials for

individualized instruction 16.5 72.5 12.0 1.5 8.0 0.500
26. Broadcast high-quality pre-school

television programmes 8.2 72.4 5.9 0.8 7.9 0.505
12. Decentralization with good

supervision 19.4 53.5 10.4 1.3 7.8 0.510
16. Provide standard textbooks for use

in class 11.5 74.5 8.6 1.5 5.7 0.699
19. Provide classrooms with small

libraries 8.5 76.5 6.5 1.4 4.7 0.846
17. Provide standard textbooks and

train teachers in usage 18.4 66.0 12.1 3.8 32 1.235
5. Extend length of school year by a

week 8.0 83.5 6.7 2.3 3.0 1.347
32. Train teachers in developing

cooperative learning methods 12.2 52.0 6.3 2.3 2.8 1.419
33. Train teachers in using

programmed learning materials 7.6 64.0 4.9 2.3 2.2 1.850

(continued on next page)
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Table 3 (continued)

A B C D E F
Estimated Likelihood Likely Estimated Cost- Unit cost of
Number and description of measure, increase in of adequate impact (%) increase effectiveness increasing
in descending order of cost-effectiveness® academic implementation [A*B] in cost (%) [C/D] academic
performance (%) performance
(%)° by one point
(dollars)

34. Acquaint teachers with modern

curriculum 7.0 64.0 4.5 2.3 2.0 2.009
40. Multiple interventions: learning

packages, school-based

management, training, testing 26.8 45.0 12.1 7.0 1.7 2.322
29. Development-oriented

pre-schooling (50% unit cost of

primary school) 13.0 54.5 7.1 4.2 1.7 2.354
28. Development-oriented

pre-schooling (100% unit cost of

primary school) 18.3 51.5 9.4 8.3 1.1 3.538
24. Yearly check-up and referral by

doctor 4.1 61.5 2.5 2.4 1.1 3.807
30. Caretaking of pre-schoolers with

no educational development 5.7 65.9 3.8 4.2 0.9 4.441
6.  Pay teachers in rural schools

salary increment of 50% 18.6 65.0 12.1 13.5 0.9 4.467
4.  Extend daily schedule by one hour 17.0 67.0 11.4 15.0 0.8 5.268
7. Raise teachers’ salaries by 10% 6.3 72.5 4.6 9.0 0.5 7.882
21. School feeding programmes

(50% receive free snack) 5.1 63.0 3.2 6.8 0.5 8.403
8. Raise teachers’ salaries by 20% 10.7 74.5 8.0 18.0 0.4 9.032
20. School feeding programmes

(100% receive free snack) 5.6 74.5 4.2 13.5 0.3 12.943
31. In-service training for teachers

without follow-up materials 4.1 63.5 2.6 10.0 0.3 15.364
23. School feeding programmes

(50% receive free lunch) 6.9 59.0 4.1 18.0 0.2 17.686
39. Provide one-hour access to

computers each week 4.4 51.5 2.3 14.9 0.2 26.337
22. School feeding programmes

(100% receive free lunch) 8.1 67.5 5.5 36.0 0.2 26.337
Averages 10.3 62.8 6.5 5.1 76.9 4.1

2 See box 1 for detailed descriptions of the measures.

Estimated average percentage increase in student achievement in a standardized mathematics and reading test given to sixth graders,
with an initial score of 50 out of 100, compared to a control population that did not benefit from the measure.

¢ Percentage probability of the measure being implemented adequately given the technical and political considerations involved.
Likely increase in annual unit operating costs as a result of the measure, including projected annualized capital cost.

For the beneficiary population I (Index) = b*c/d; there are many possible ways of summarizing the
for the population as a whole both the costs and the information from this table and drawing conclusions,
effects fall proportionately, although the index value including the percentage increase expected in test
remains unchanged (for example, I = b*c*a/d*a). scores, the rise in scores in relation to the feasibility

Table 3 gives the efficiency index values of the 40 of implementing the measure, and cost-effective-
measures considered, in descending order. However, ness.
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VIII

Cost per unit of impact

It is sometimes useful to compare the different measures
by the cost of raising academic performance by 1% with
each of them. This “cost per unit of impact (K)” is equal
to the total annual cost divided by the likely impact. In
this case: K = d*200/(50*b*c). In the formula, 200 is the
average unit cost in dollars (box 2) and 50 is the average
number of correct answers in the test.

IX

The results are given in column F of table 3. They
are proportional to the cost-effectiveness index and take
account of the different weightings arrived at by con-
sidering the two constants (200 and 50).

Because of this characteristic, analysis of the
results is carried out only for the cost-effectiveness
index.

Analysis of the main results

The six measures that in the judgement of the experts
would have the greatest impact on learning if implemented
successfully have been identified (table 4).

As was expected, the first place is taken by an
approach based on “systems” that bring together a great
variety of measures. By a wide margin, this is deemed
to be the strategy that can be expected to produce the
greatest effects, if implemented properly. It is interesting
to note, however, that the next five strategies are single-
measure ones and have an effect that is very similar in
scale. These include assigning the best teachers to the
first grade, introducing a decentralized system while
strengthening the central authority, giving rural teachers
a substantial pay rise, providing standardized text books
and training in their use and offering development-
oriented pre-school programmes.

However, the experts expressed their concern about
the difficulty of putting these approaches into practice,
particularly the system-based one (column B of table
3). When the expected effect on learning and the
likelihood of proper implementation are taken into
account simultaneously (the two estimates are
multiplied) the likely impact changes considerably
(column C of table 3). Table 5 shows the six strategies
that then have the greatest impact.

The six best measures now include extending the
school day by one hour and providing personalized
learning packages. It can be seen that, once the

difficulties of application are considered, the system-
based approach is no more efficient than providing a
number of inputs separately. Furthermore, pre-school
programmes and decentralization, being difficult to put
into practice, drop out of the list of the six best measures.

The effectiveness of strategies, however, has to be
compared on the basis of a similar increase in cost.
When the likely (net) increase in performance is divided
by the increase in cost (column E of table 3), then the
most desirable strategies can finally be identified. Table
6 shows the six measures that obtained the highest
overall index value for cost-effectiveness.

The measures calculated as having the highest cost-
effectiveness index value are not the ones expected to have
the greatest impact, a number of them being associated
with some type of impact that is virtually cost-free. The
only measure that is kept is number 2 (assigning the best
teachers to the first grade) as, despite its very low cost, the
experts consider that it would have a large impact.

Another measure that meets this condition is
enforcement of the regulations on the length of the
official school year, although this could entail
political complications, especially in countries where
teacher strikes are common. Preventing teachers from
switching class during the school year does not
involve major costs either, but could cause
administrative problems. A teacher withdrawing
during the school year would have to be replaced by
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TABLE 4
The six measures with the greatest impact on the target
population if implemented successfully

(Percentages)

Measure Expected increase

in test scores

40. Multiple interventions: learning packages,

school-based management, training, testing 26.8
2. Assign best teachers to first grade 19.8
12. Decentralization with good oversight 19.4
6. Pay teachers in rural schools salary
increment of 50% 18.6
17. Provide standard textbooks and train
teachers in usage 18.4
28. Development-oriented pre-schooling
(100% unit cost of primary school) 18.3

TABLE 5
The six measures with the greatest impact on the target
population, taking into account the feasibility of
implementation

(Percentages)

Measure Expected increase

in test scores

17. Provide standard textbooks and train
teachers in usage 12.1
40. Multiple interventions: learning packages,
school-based management, training, testing 12.1
6. Pay teachers in rural schools salary increment
of 50% 12.1
18. Provide learning materials for individualized

instruction 12.0
2. Assign best teachers to first grade 11.5
4. Extend daily schedule by one hour 11.4

TABLE 6
Measures expected to have the highest cost-effectiveness
index value

Cost-effectiveness
index value

Measure

Assign best teachers to first grade 1531.2
3. Enforce regulations on official length
of school year 699.6
1. Policy of not switching classroom teachers
during school year 480.0
13. Carry out testing of 10% of fourth graders
and distribute results to teachers 60.3
11. Decentralization (without improving oversight) 59.2
27. Media campaigns to encourage parents to
provide early stimulation and read with
their children 46.6

TABLE 7
Measures expected to have the lowest cost-effectiveness
index value
(Percentajes)

Cost-effectiveness
index value

Measure

22. School feeding programmes

(100% receive free lunch) 0.2
39. Provide one-hour access to computers

each week 0.2
23. School feeding programmes

(50% receive free lunch) 0.2
20. School feeding programmes

(100% receive free snack) 0.3
31. In-service training for teachers without

follow-up materials 0.3
8. Raise teachers’ salaries by 20% 0.4

a temporary stand-in, as an alternative to transferring a
teacher from another school.

The cost of administering tests to samples of
pupils is considerably lower than the cost of doing so
by means of cluster sampling. For this latter method to
be practical, the results would have to be presented to
the user in an amicable fashion and include sugges-
tions for improvement.

In the experts’ opinion, centralized educational
administration in the region is so “ossified” that de-
centralization, even without a stronger supervisory au-
thority, ought to have a positive effect, being virtually

cost-free. Lastly, media campaigns apparently cost rela-
tively little, but can have a considerable impact.

Table 7 shows the measures that have the lowest
cost-effectiveness value. Obviously, school meal
programmes are expensive and their effect on learning
might be only marginal, but they could have a substan-
tial influence on other parameters, such as attendance,
health and income distribution. Again, modest pay rises
that are not accompanied by greater responsibilities are
not an efficient approach (in terms of cost). Lastly, com-
puters are apparently not at present an efficient option
for primary education either.
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X

Comparison of these results with

the estimates of Latin American planners

When the estimates of the panel of experts are compared
with those of the planners and advisers in Latin
American ministries of education who attended the
planning courses run by UNESCO in 1994 and 1996, it is
found that the latter are more optimistic than the experts
about the impact the measures could have (on average,
19% as against 10%). It is possible that the planners
are not sufficiently familiar with the literature dealing
with the effectiveness of measures, which tends to be
very conservative (Schiefelbein, Wolff and
Schiefelbein, 1998). Again, when it came to opinions
about the likelihood of successful implementation,
exactly the opposite occurred (48% as against 63%).
In particular, the planners inclined less towards action
requiring higher financing, and their figure for the
increase in unit cost produced by each measure was
14% on average, almost three times the percentage
arrived at by the authors (5%).

X1

As regards cost-effectiveness calculations, the values
obtained by the planners and the experts are of the same
order (when compared using the cost estimates in the
annex), although there are some differences. The planners
attribute appreciably greater cost-effectiveness than do the
experts (more than double) to decentralization (No. 11),
prevention of class switching by teachers (No. 1),
improvements in pre-service teacher training (No. 35),
curricular changes (no. 36), pre-school programmes
(Nos. 29 and 30), traditional in-service training initiatives
(No. 31) and computer use (No. 39). The experts,
meanwhile, attribute greater cost-effectiveness only to
those measures that involve slimming down bureaucracy
(No. 9), television programmes for pre-school children
and media campaigns (Nos. 26 and 27), lengthening the
school day and year (No. 4 and no. 5), a salary increment
for rural teachers (No. 6) and higher pay for teachers
(Nos. 7 and 8).

Conclusions of the cost-effectiveness

estimates for the 40 strategies

The cost-effectiveness index is a tool designed to “make
thinking explicit”, and the coefficients analysed have the
limitations (and strengths) of the experts who submitted
their estimates. Its main value lies in the help it offers in
formulating important questions about the components
included in the projects under consideration. It comes at
a very good time for Latin America, given the growing
consensus regarding the fundamental role played by
education in economic and social success, the interest
of the region’s presidents as expressed in an agreement
signed at the Heads of State Summit in 1998, the large
increase in educational investment made by governments
and international organizations in the 1990s and the low
impact levels revealed by the reports of OECD (2000) and
UNESCO (2000).

The need to decide on strategies in the sphere of
education concerns not just those working in this field
but also political and business leaders. Perhaps the
simple instrument devised may help those who have to
take decisions to distinguish between strategies that
“might possibly be expected to work” and those that
“are unlikely to do so” and aid in building a stronger
social consensus over the need to invest efficiently in
the education sector.

The exercise carried out is also an excellent training
method for policy makers and planners, as it forces them
to make their thinking explicit. The best way of going
about this is to set up small groups that work with
around five measures. The idea is to work as a team
and submit the conclusions to a plenary session. This
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reduces inconsistencies, ambiguities and contradictions
over the cost-effectiveness of the project or strategy.

Generally speaking, many of the programmes and
projects implemented in Latin America do not accord
with the recommendations derived from this exercise.
In particular, simple, low-cost approaches such as
teacher assignment and continuity and media
campaigns are not usually included in projects.
Unfortunately, when empirical information is obtained,
very few measures can show substantial improvements
in the level of learning.

The above is particularly true of measures that are
currently in vogue, such as decentralization, testing and
computer use. Mistakes are costly, and at a time when

X1l

education is being proclaimed as a key factor in
economic and social development, and a great deal of
investment is being put into it in the region and around
the world, it is indispensable for the impact of the
different measures to be re-examined.

The fact that no more than 10 experts participated,
even though these were unquestionably of the highest
level, may reduce the reliability of the results: if just one
of them expressed an exceptional view, the effect on the
overall average would be significant. The authors have
identified other experts and recommend that, at a later
date, new surveys be conducted with the participation of
20 to 25 experts. Similar exercises can be carried out for
intermediate and higher education.

Recommendations deriving

from examination of the results

The exercise suggests four recommendations for poli-
cies associated with educational measures:

i) Implement those measures that have a “large
impact on performance”, particularly those
involving multiple initiatives, teaching materials
and differential support for rural education, where
the cost is moderate. These measures should be
implemented because of the considerable effect
they can be expected to have, in spite of the cost.
Caution is needed, however, in regard to potential
problems with developing and applying them.

ii) Implement measures that cost very little and have
a positive impact. These are the ones that are
generally overlooked (for example, regulating the
length of the school year or assigning good teachers
to the first grade).

iii) Avoid measures that entail a high cost and that do
not in themselves (in the absence of supplementary
activities or objectives) produce a major impact,
i.e. do not constitute a good investment. This
applies particularly to pay rises, computer use and
school feeding programmes.

iv) Compare the projects put forward for improving the
country’s education with the estimates of the panel
of experts and account for the differences. At the least,

having available a range of strategies on which the
experts have given their views makes it possible to
arrive at a detailed explanation of these differences.

When questions are formulated in future, it would
be advisable for the expected costs and effects to be
made explicit, with a view to giving greater transpar-
ency to the thinking of those proposing the strategies
in relation to more debatable aspects which may or may
not work in certain circumstances. Exercises of this type
can give education policy planners timely warning of
the relative value of the strategies they have adopted,
enabling them to reassess their assumptions. Calculat-
ing the cost of measures is very useful in itself, as this
is something that is not generally done in a systematic
way. Thus, these estimates can be used for evaluation
purposes, or at least to provide a reference figure, with
a view to calculating how much the components of these
projects would cost in different countries.

Latin America now has a great opportunity to carry
out applied research, as all the countries in the region
are conducting assessments on a national scale, whether
by means of pupil samples or clusters, and will now be
in a position to use this research as an instrument to
help them identify which strategies produce the best
learning outcomes.
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ANNEX 1
Estimated unit cost increase of each educational measure®
Measure Increase in Explanation of cost calculation
unit cost (%)

1 0.01 Nominal cost of US$ 30,000.

2 0.01 Nominal cost of US$ 30,000 for information and oversight.

3 0.01 Nominal cost of US$ 30,000 for providing information and ensuring enforcement.

4 15.0 A 16.7% increase in hours, giving a 16.7% increase in salaries (90% of total cost). 16.7% times 90% is
15%, or US$ 30 per student.

5 2.3 One extra week of work, as above, giving US$ 4.50.

6 13.5 30% of students are in rural areas. For this group, teacher salary increase is 50% of 90% of unit cost (0.45
times US$ 200) or US$ 90 per student in the target group. For the system as a whole, cost is US$ 27 per
student (total cost is US$ 90 times 600,000 against a total of US$ 400 million).

7 9.0 Increase would be US$ 18 per student.

8 18.0 Increase would be US$ 36 per student.

9 0.3 Bureaucrats are 5% of the total budget, or US$ 20 million, which is US$ 10 per student. Cost is cut by half
to US$ 10 million by reducing number of bureaucrats by half and increased by US$ 10.5 million by better
salaries. Resultant increase is US$ 500,000. Can also be calculated directly on unit cost basis. Current cost
is US$ 10. If bureaucracy halved, unit cost is US$ 5; if cost is increased 2.1 times, new unit cost is US$
10.5. Total unit cost increase is US$ 0.50.

10 0.3 Cost of Mis estimated at US$ 1,000,000 or US$ 0.50 per student.

11 0.1 Since there is no improvement in ministry of education capacity for oversight and assessment, the cost is
estimated at only US$ 300,000 or USS$ 0.15 for booklets for principals and PTas plus dissemination and an
information system.

12 1.3 To improve flow of information and capacity for regulation and oversight, cost is about US$ 3 million to
strengthen testing, statistics and financial management. Testing is US$ 5 per student for 330,000 students
in fourth grade, plus about US$ 1,000,000 for mis and miscellaneous costs of US$ 300,000. Total unit cost
is US$ 2.65.

13 0.1 Approximately US$ 5 per student for adequate testing. However, only 10% of fourth graders are tested.
Fourth graders are 1/6 of the total, therefore 1.67% of all students are tested. For these students, the cost is
USS$ 5; for the system as a whole the cost is US$ 0.08. Distributing the results to fourth grade teachers adds
USS$ 0.02 to give a total of US$ 0.10.

14 0.4 The cost of the follow-up seminar, provided to all fourth grade teachers, is the same as one week of teacher’s
time, giving US$ 4.50. Unit cost is US$ 4.50/6 or US$ 0.75 plus the US$ 0.10 for testing which gives
USS$ 0.85 for the system as a whole.

15 0.8 Includes one week of training. Universal testing of all fourth graders is conducted, for cost of 1/6 of
USS$ 5.00 or US$ 0.83, plus US$ 0.75 of training. Total cost is US$ 1.58.

16 1.5 Should state that two textbooks are provided (Spanish and mathematics). Assumes US$ 1.50 for each book
for total of US$ 3 per student.

17 3.8 Teacher salary is assumed to be 90% of US$ 200 unit cost, which is US$ 180 per student. Divided by 40,
one week of teacher’s time comes to US$ 4.50 per student. If we add this to the US$ 3 per student above,
we arrive at US$ 7.50.

18 1.5 Cost of printing is US$ 8.75 (four textbooks) and cost of preparation is US$ 500,000 which is US$ 0.25
per student. Overall cost is US$ 9. Books last for three years, yielding US$ 3 cost.

19 1.4 Assume each book costs USS$ 2 (in bulk), so library costs US$ 400. Cost over five years is US$ 80. With 29
students per classroom unit cost is US$ 2.75.

20 13.5 Estimate milk at US$ 0.10 and bread at US$ 0.05. Total is US$ 0.15 times 180 days or US$ 27 per student.

21 6.8 Same as above but given to half the students; hence, unit cost is US$ 13.50.

22 36.0 Lunch is estimated at US$ 0.40 per day; therefore, cost is US$ 0.40 times 180 or US$ 72 per student.

23 18.0 Half of above or US$ 36.

24 2.4 Detection only. Does not include medical treatment provided by the health system. One doctor can check
28 students a day or, over 180 days, about 5,000 per year. Doctor’s salary is US$ 24,000 so the unit cost is
USS$ 4.80.

25 0.1 Detection only, but near-sighted students can sit at the front. Can be done by teacher if materials and some
extra money are provided. Cost is US$ 0.20 per student.

26 0.8 250 television programmes provided for home viewing only. Estimate absolute cost at US$ 3 million,
assuming high-quality programmes such as Sesame Street purchased.

27 0.1 Estimate overall cost at US$ 500,000 for preparation and purchase of television time, which is US$ 0.25

per student.

(continued on next page)
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ANNEX 1 (continued)

Measure

Increase in
unit cost (%)

Explanation of cost calculation

28
29
30
31
32
33

34
35

36

37

38

39

40

8.3
4.2
4.2
10.0
2.3
2.3

2.3
0.4

0.1

0.5

0.5

14.9

7.0

Cost is US$ 200 for 50% of students pro-rated over 6 years which comes to US$ 33.33 for the target group
and US$ 16.67 per student for the system as a whole.

Half the cost. Results in US$ 16.67 for the target group and US$ 8.34 per student for the system.
Provided to 50% of students. Cost is same as above.

Four full weeks of teacher upgrading is estimated at four times US$ 4.50 which comes to US$ 18. Adding
cost of course preparation, material and travel gives approximately US$ 20.

Training for one week is estimated at US$ 4.50 as above.

Same as above.

Same as above.

Grant programme is estimated at US$ 200 per graduate teacher (US$ 50 x 4) who will teach for 10 years,
so the cost is US$ 20 per year per teacher. Since there are 29 students per teacher, the annual cost is 20/29
or US$ 0.70. (Another way of looking at this is that each year 7,000 new teachers are trained to replace
10% of teaching force of 70,000. 7,000 new teachers times US$ 200 gives US$ 1,400,000 or a US$ 0.70
unit cost).

Not based on detailed research but rather on contracting local experts and distributing curriculum guide.
Cost estimated at US$ 400,000, mainly for local experts and a very small amount for distributing curricu-
lum guide (US$ 1 per guide, 70,000 copies).

Bilingual curriculum has a low fixed cost of about US$ 100,000 to contract bilingual teachers. This is
USS$ 0.50 per student reached (10% of students). Books have to be provided and teachers trained for at
least one week per year. Therefore, the variable cost for 10% of the population is US$ 4.50 for one week
of training plus three books at US$ 2 each totalling US$ 6; total is about US$ 10.55 for indigenous
students. Cost to the entire system is 10% or US$ 1.05.

US$ 500,000 for preparation which is US$ 0.25 per student, without using foreign technical assistance
(case of Venezuela). Cost of radio (US$ 29 per set per class) is about US$ 1 per student but it lasts three
years so it is US$ 0.33. Materials are about US$ 0.50. Total unit cost is US$ 1.08.

US$ 2,000 for the computer plus US$ 100 for other physical modifications. Computer lasts four years;
therefore, computer cost is US$ 525 a year. Computer serves 30 students at one hour per week (30 hours
per week) or US$ 16.50 per student. Add a full-time teacher working 27 hours per week (once in the week
a class works with two teachers for one period). Teacher cost comes to 1/27 of 90% of unit cost, or
USS$ 6.67. Maintenance for computer is US$ 200 per year or another US$ 6.67 per student. Total is
USS$ 29.84 per student. Cost could be reduced significantly if outdated computers were purchased for
US$ 1,000, which would also reduce security and maintenance costs by half. Another option is to hire a
technician rather than a teacher at 2/3 cost. Total cost could be reduced to US$ 8.25 plus US$ 5 plus
USS$ 3.33 or US$ 16.58; this, however, may not be feasible.

Cost is based on above calculations as follows: textbooks USS$ 3; self-help learning materials US$ 3; one
week’s training US$ 4.50; local school management US$ 2.65; evaluation system US$ 0.85. Total cost is
USS$ 14.
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A great deal of effort has been put into education reform in
Latin America since the early 1990s. Extending the coverage
of educational opportunities and improving the quality of the
education delivered in schools are crucial for the countries of
the region, where education in State schools has often been
of a low standard. It is not enough just to study macro
education policies as they are formulated by governments and
implemented by centralized ministries of education. What is
promised or envisioned on paper is often quite different from
what actually happens in school establishments. It is important
to understand, at the micro level, how schools are functioning
in practice as they implement educational policies. Educational
policies and social reality come together in school classrooms
and schools can teach us a great deal about achieving quality
in basic education. The focus of this article is on poor children
in poor schools and the continuing challenges of educating
children in poor communities. Chile’s national programme
to improve the quality of education and educational outcomes
in 900 of its poorer primary schools, known as the P900
programme, provided an ideal framework for identifying and
studying the challenges faced by schools in poor communities
in trying to deliver a high-quality education to their children
and for understanding how and why they are struggling to
meet national standards. This study is concerned with learning
from schools to achieve a better understanding of what they
see, in the context of their community and the student
population they serve, as the practical realities of educating
poor children. At the national level, a macro research
methodology was used to identify the worst-performing
schools in the P900 programme on the basis of their results
in standardized examinations and the trends seen in these
results over the 1990s. A small purposive sample of the worst-
performing schools was drawn from this group and quota
sampling techniques were used to ascertain their main
characteristics. A micro study of each of the schools selected
was then carried out, involving school visits and interviews
to understand school and pupil performance and to identify
critical factors that might be amenable to change. In-depth
reports were prepared on each school. This article synthesizes
the lessons learned from these micro studies.

DECEMBER 2000
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Evaluating education quality:

macro to micro

A great deal of effort has been put into education reform
in Latin America since the early 1990s.! In Chile, a
major emphasis of reform is on improving the quality
and equity of education in the public sector.> The
country is striving to improve education through
initiatives in four main areas: reforming the curriculum,
strengthening university teacher training programmes,
extending basic education® from half-day shifts to full-
day schooling and improving quality. These initiatives
began in the early 1990s but the undertaking is a
considerable one and the impact of the reforms, to the
extent they are successful, will necessarily take time to
come through.

Educational reform and national education policies
do not automatically translate into better education in
schools. Reforms —to the macro, legal and financial
framework— are an important starting point. Turning
reforms into policies, programmes, delivery and actions
affecting students in schools, though, is a great
challenge involving many actors and variables. Reforms
are statements of intent. Consequently, it is not enough
just to evaluate stated reforms. The place to look for

[] This article synthesizes and amplifies the findings of a macro-
micro study entitled Achieving educational quality: What schools
teach us published by ECLAC in January 2000. The author would
like to express her gratitude to the Chilean Ministry of Education
and its P900 schools programme, provincial and municipal
authorities and, especially, each of the schools in the study that
shared their time, energy and knowledge. These schools are the
centre of this work. The author would like to thank Jorge Katz for
his valuable comments on the draft version of this article, Joe Ramos
for his advice on project design and comments on an earlier version,
Pilar Bascunan, Elizabeth Love and Howard La Franchi for their
expertise and help with school interviews and reporting and the
school principals, teachers, children and parents who gave their
time and their insights into the continuing challenges of educating
children in poor communities.

! See Gajardo (2000), World Bank (1999), PREAL (1998) and Rojas
and Esquivel (1998).

2 See Garcia-Huidobro (1999), Garcia-Huidobro and Jara (1994),
Schiefelbein and Schiefelbein (1999), Cox (1997) and Carnoy and
McEwan (1997).

3 In Chile, compulsory basic (primary) education lasts for eight
years.

achievements is in schools and their individual student
outcomes: the micro perspective.

The focus of this article is on poor children in poor
schools, the continuing challenge of educating children
in poor communities, and what this can teach us about
achieving quality in basic education.* Because the
school is the bottom rung on a bureaucratic ladder of
important education delivery actors, it is necessary first
to understand the unusual structure of basic education
in Chile and the reasons behind it. The Chilean
education system is a mixed public-private one. There
are three types of primary school: municipal schools
which receive central government funding (called a
subvention) and are administered by municipalities,
private schools which receive the same central
government subvention and are privately run, and
privately financed, privately managed schools. This
tripartite arrangement is the legacy of a school reform
in the early 1980s that transferred school management
away from central government authorities and made it
a local municipal or private responsibility. It is also a
result of government policy at the time, which aimed
to create incentives for the private sector to provide
educational facilities and introduce competition into the
system. Effectively, about 8% of primary schools are
fully private, i.e. in the third category. Just over a quarter
of school establishments are in the mixed category of
private schools that receive the central government
subvention, and the remaining two thirds are municipal.

Education policies and social reality come together
in the classroom in schools across the country. In evalu-
ating educational quality, it is not sensible or fair to
compare student and school performance solely on the
basis of standardized test results. Students enter school
with “quality” differences that result from a multiplic-
ity of factors ranging from brain development, which
is enormously affected by early childhood nutrition and
care, to positive home learning environments and so-
cial interaction. These factors limit what schools alone
can achieve in purely numerical terms, especially when

4 See Carlson (2000).
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they are located in poorer socially and economically
disadvantaged neighbourhoods where they face much
greater challenges than do schools that are located in
richer neighbourhoods.

Education quality cannot be evaluated solely on
the basis of which students and schools have the high-
est scores in standardized exams, since different schools
are teaching very different types of students. Ideally,
we would like to be able to evaluate individual improve-
ments in student performance as children progress
through primary and secondary school. This is rarely
possible. At best, in some countries, we have national
and international educational testing, often in the fourth
and eighth grades, which provides a cross-sectional
evaluation of the performance of fourth and eighth grad-
ers that year. These results, when aggregated to the
school level, provide a snapshot of the performance of
fourth and eighth grade students in individual estab-
lishments.

This is the case in Chile with the Sistema de
Medicion de la Calidad de la Educacion (Education
Quality Measurement System), or SIMCE. The annual
SIMCE school results are widely available and are even
published in national newspapers. Parents and students
are encouraged to consult them. These statistics can
serve many purposes, and they have been well used
and misused.’ Ricardo Lagos, former Minister of
Education and now President of the Republic, has said
that SIMCE school results are the only way of evaluating
school performance objectively at a national level in
order to provide special help to poorer, more needy

5 Appropriate use of SIMCE results for fourth grade needs to take into
account known measurement and interpretation problems which have
been discussed by several researchers: see Martinez (1996), Espinola
(1996), Olivares (1996) and, most notably, Rodriguez (1996). These
can produce an upward bias which may artificially inflate scores,
especially in schools with poor educational quality and smaller
schools. Published statistics on trends in average performance by
school type, e.g., municipal, private subvention or P900, are dis-
torted by many factors including the continuity of the testing instru-

schools (see Undurraga, 1998). Again, schools have
used good SIMCE results to market themselves in order
to attract more students, especially in the case of private
schools receiving public subsidies. This is important
because the great bulk of school subsidies are linked to
the number of pupils attending. Parents also use the
annual school results, published in local newspapers,
to help them select the best school for their children.

Many school administrators and teachers have a
different view. They find SIMCE an unfair yardstick of
their performance and the performance of their students,
especially in poorer neighbourhoods. They feel that it
does not take into account the differential capacities of
their student populations and the differential resources
available to schools, or the degree of parental interest
and participation. Each of these views is meaningful.

In short, student outcome data are a very useful
performance measure if employed appropriately. But
they tell us only the end result, the “what”. More
important than the “what” is the “why”. In order to
understand learning outcomes it is essential to
understand what happens at school. What can schools
teach us? The school is the centre of learning for at
least twelve years of a person’s life. Yes, we know that
out-of-school factors are terribly important, particularly
in poor neighbourhoods and poor families. But the
school is still the first level of institutional responsibility
for student learning. For that reason it is essential to
“get down to the school” and study the “school reality”
if we are to understand the many factors that come into
play there.

ments, the effects of many new schools carrying out testing (Mizala
and Romaguera, 1998) and the continuing issue of how examina-
tions are marked. Others (Eyzaguirre and Fontaine, 1999) are con-
cerned about the low difficulty level of eighth grade SIMCE, corre-
sponding to two to three grades below grade level, which they worry
may be a limiting factor in educational quality improvements and
which they observe shows a lack of continuity between the require-
ments of basic and secondary education. These issues are beyond
the scope of this study but have been kept in mind.
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Educational performance in poor schools

The Chilean education authorities provided an oppor-
tunity to examine educational performance in relation
to the national programme for improving the quality
of educational outcomes in 900 of Chile’s poorer pri-
mary schools, known as the P900 Programme.® The
education authorities were interested in finding out why
some schools did not improve despite having had years
of special inputs and attention from this programme,
and wanted help in doing so in order to take corrective
action. Initially, EcLAC had proposed just the reverse:
to investigate why some schools excelled in spite of
common difficulties and to disseminate “lessons
learned”. In any event, similar issues arise whether one
is trying to measure why some schools and students
excel or why some schools and students do not mea-
sure up to expectations. Both approaches need to com-
bine an assessment of quantitative results with qualita-
tive research that can explain these results.

It was decided to concentrate on the school as the
centre of learning and decision-making and to study
what happens in schools at first hand. Schools are where
educational policies and programmes are implemented
and put to the test within the context of the many factors
that play a role in achieving educational quality. The
school is the “front line” where school authorities first
confront the situation of children and their preparedness
for learning. It is where the intangibles become tangible.
Consequently, the key feature of this study is the
knowledge gained from within school establishments,
since the school is where policy and practice are played
out.

The research was carried out during the 1998
school year, which in Chile is March to December. We
proposed a two-pronged methodology that in general
terms used both quantitative and qualitative methods.
It was essential that unbiased quantitative methods be
used to identify the so-called “worst P900 schools” and
track their performance over time on the basis of their
SIMCE results since 1990, when P900 began. Over 2,100
municipal and private primary schools in receipt of the
government subvention had participated in the P900

¢ See numerous documents on P900 and SIMCE published by the
Chilean Ministry of Education. See also Angell (1996).

for one or more years. Out of this large number of
schools, a core group of 308 schools that had partici-
pated in P900 for five years or more and had still not
graduated from the programme was identified, and from
those the 100 currently worst-performing schools were
selected. A small purposive sample of poorly perform-
ing schools was then drawn from this last group using
quota sampling techniques to reflect the main charac-
teristics of these schools with respect to the major do-
mains of interest, i.e. urban and rural schools, small,
medium-sized and large schools, poorer and better off
schools, schools in different geographical regions, and
municipal and private schools receiving public support
(see section III).

The study uses fourth grade SIMCE scores for 1990-
1996 with follow-up on eighth grade SIMCE performance
through to 1997. In 1996, curriculum changes began to
be introduced in grades 1 to 4, followed by curriculum
changes in grades 5 to 8 in later years. The testing system
was changed accordingly. Therefore, the 1990-1996
SIMCE results were the last “comparable” cohort for
grades 1 to 4 (and the 1991-1997 SIMCE results were the
last comparable ones for grades 5 to 8). The availability
of comparable results over this many years made it
possible to track performance and investigate reasons
for changes or lack of improvement over an extended
period. Average 1990-1996 SIMCE scores for fourth grade
mathematics and Spanish are shown in figure 1 and
illustrate the performance patterns of different school
types.

The theoretical maximum score in SIMCE tests is
100. During the period under study the average
performance of fourth grade students in subsidized
schools,’ both municipal and private, increased by 11
SIMCE points to reach a high of 70 in 1996. There was a
similar improvement of 12 SIMCE points among P900
schools. This suggests a broad-based improvement in
educational performance if, in fact, the SIMCE

7 Rather less than 70% of subsidized schools took the SIMCE test in
1996, partly because of exclusion and disqualification rules and
partly because some schools opted not to participate. Small and
remote schools were most likely not to have participated. How-
ever, to be considered for inclusion in the P900 programme schools
were required to have taken SIMCE.
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FIGURE 1
Chile: Average scores in fourth grade siMce?
mathematics and Spanish tests, 1990-1996
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examination measurement standards were kept
constant. Again, it is not possible to say how much of
the increase in the P900 scores was due to improvement
in individual schools and how much to the recruitment
into the programme of new schools with better SIMCE
performance to begin with. In both groups there was a
similar large, one-off improvement in performance
between 1990 and 1992, much greater than in any
subsequent period.

The SIMCE performance of unsubsidized private
schools shows a very large gap between the educational
performance and opportunities of the elite 8% of
students whose families can afford to enrol them in
strictly private schools and those of children from
middle class and poor families attending publicly
subsidized schools. Children attending the elite schools
achieved a high of 86 SIMCE points in 1996, nearly
double the score of the 100 worst-performing long-term
P900 schools which are the subject of this study.

Approximately 900 schools participate in P900
each year. Of the more than 2,100 school that have
participated in P900 since 1990, in 1996 there were
still 308 under-performing schools that had not been
able to graduate out of the system even after five years
or more of P900 programme support. The SIMCE scores

of the 100 worst-performing schools in this group of
long-term P900 schools, i.e. the bottom third, are also
shown in figure 1. After an initial but relatively small
rise in their scores in 1992 these schools stagnated, and
between 1994 and 1996 there was actually a slight de-
cline. It is these under-performing P900 schools that
are the concern of the study.

It should be noted that these under-performing
schools are not necessarily the “poorest of the poor”,
nor even very poor. This is illustrated by the
vulnerability index of each school. Table 1 shows the
vulnerability indices of the poor schools visited for the
study. The Junta Nacional de Auxilio Escolar y Becas
(National Student Assistance and Scholarship Board)
or JUNAEB vulnerability index is used to decide the
distribution of school feeding programmes, so that more
food can be targeted at the neediest. The index goes
from one to five, one indicating minimum vulnerability
and five maximum vulnerability. The schools visited
ranged in vulnerability from two to five, so they
included low and medium, as well as high, vulnerability
children. This is because P900 aims for some regional
balance while poor schools tend to be highly
concentrated in certain regions. The poorest schools
are much more likely to be found among the 2,500
primary schools that were excluded or disqualified from
the SIMCE tests. The great majority of them are very
poor rural schools, often small, often difficult of access.
When these schools receive educational assistance it is
usually under the Programa de Mejoramiento de la
Calidad y Equidad de la Educacion (MECE), a
programme designed to improve the quality and equity
of education in smaller poor rural schools.

In drawing conclusions from this study it should
be borne in mind that more than one third of subsi-
dized schools are no better and probably worse off than
the schools studied here. The many lessons learned from
the school visits will certainly be relevant for a signifi-
cant proportion of the country’s subsidized primary
schools, be they municipal or private, and will be very
important for improving the quality and equity of pri-
mary education.
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Micro research methodology

This paper synthesizes the micro evidence from the
school visits, and draws conclusions about the macro
quality issues. Essentially, the macro-micro evidence
can be distinguished as the “macro-what” and the
“micro-how”. At the macro level, performance
indicators, statistics, policies, programmes and
financing are the guiding forces. At the micro level,
schools tell us “how the whats are implemented” in
practice and in the context of the client group, the
student population served by the schools.

The qualitative methods involved daylong visits
to each of the sampled schools by a two-person team
comprising the project director and an accompanying
journalist. In-depth interviews were conducted with all
the principal actors: students, teachers, school princi-
pals, parents, school administrators and provincial and
municipal education authorities. Children in the fourth
grade were the group of greatest interest. This is due to
the fact that in the period of analysis the P900
programme was targeted at children in the first cycle,
i.e. the first four grades. Also, it was the fourth grade
that SIMCE tested every two years, thereby providing a
convenient output measure of fourth grade performance
and, indirectly, of P900 performance/impact at the
school level.

Eighth grade school performance also proved to
be useful for assessing school performance in the
second cycle, grades 5 to 8, and for measuring whether
the early P900 input was having a continuing impact
as students progressed through the system.

Done properly, the micro research is time-
consuming, and it has to be carefully planned so that
unbiased, truthful, unrehearsed feedback can be obtained
from the school. The project director should ideally visit
each school to ensure consistency and to build on lessons
learned in earlier interviews. These interviews should
be conducted in private, without the presence of Ministry
of Education or local or provincial officials, in order to
give respondents the best opportunity to provide candid
comments. While the interviews were scripted insofar
as questions were prepared in advance of school visits
and tailored to each type of interview (school principal,
technical director, fourth grade teacher, all teachers,
students, parents, provincial and municipal authorities),
these questions were used flexibly and developed upon

in view of the way the interviews were progressing. To

the extent that information may differ from that available

at the national level, this is due to differences of
perception and knowledge among local authorities and
school officials.

The schools were selected on the basis of the fol-
lowing criteria:

— The schools had to be currently in the P900
programme.

—  They had to have been in the P900 system for five
years or more and never graduated.

—  Their average fourth grade mathematics and Span-
ish SIMCE score in 1996 (the latest year available)
had to be 60 or less.

—  The past trend in average fourth grade mathemat-
ics and Spanish SIMCE scores had to place them in
the “hard core” of under-performing long-term
P900 schools. Their scores had to show a steady
or periodic deterioration or an obvious lack of im-
provement in contrast to the steady improvement
in comparable scores shown by the P900 schools
as a whole.

—  Only one school could be selected in any region.

—  One or two schools had to be subsidized private
schools as opposed to municipal schools, to reflect
the fact that about 25% of the P900 schools are
subsidized private schools.

—  Half the schools had to be urban and half rural,
reflecting the P900 school split of 46% urban to
54% rural.

—  The wide range of school enrolment sizes had to
be captured.

—  The full range of years spent in the P900 system by long-
term schools (five to eight years) had to be covered.

— Average fourth grade mathematics and Spanish
SIMCE scores vary considerably among regions.
Since one of the criteria for including a school in
the P900 system is the ratio between the school’s
SIMCE score and the average regional SIMCE score,
the selected schools had to reflect this regional
range of SIMCE scores.

— As many as possible of the five quintiles of the
proportion of vulnerable children by commune, as
assessed by the JUNAEB vulnerability index, had to
be represented.
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These criteria® were carefully classified and
analysed for the nearly 900 current P900 schools, and
from these the 100 schools with the lowest SIMCE results
were identified and a stratified shortlist of 24 was drawn
up. The principal aim was to probe as deeply as possible
into each school, looking at all factors and consulting
each of the actors. In order to achieve this level of
understanding, and in view of presentational factors and
the time and resources available, it was decided to visit
just six schools, as visiting all 24 would have produced
too many case studies and would not have enabled
sufficient attention to be devoted to each school.
Accordingly, six of the 24 shortlisted schools were
selected, with quota sampling being used as opposed
to random sampling techniques to reflect the main
characteristics of this group of schools with respect to
as many aspects of each variable as possible. It can be
seen from table 1 that the P900 schools where the visits
and interviews took place met the criteria and covered
nearly all aspects of the key variables. In addition, two
comparable schools that had done very well and
graduated from the programme were interviewed to
gain further insights.

Only once the final list of schools had been drawn
up was the exact location of each identified on a map
(see map 1). Thus, convenience and ease of access were
not factors in choosing the schools. Reaching one school
in Taltal involved a four hour bus trip each way from
the nearest airport (Antofagasta) and two overnight
stays in the town. Another school in Chafiaral Alto was
a one hour drive from Ovalle, which was itself a two
hour drive away from the nearest airport (La Serena).
The Popoén and Trangol school visits involved an ex-
tended period of travel lasting four days, Osorno and
Temuco airports being the respective starting points.
The result was eight complete, in-depth school case
studies.’ A brief description of the selected schools is
given in table 1.

8 A number of other obviously important factors that should have
been considered were not taken into account because reliable and
reasonably comprehensive P900 school data could not be made
available. These included teacher qualifications, teacher turnover,
teacher-pupil ratios, pupil repetition and dropout rates, school struc-
tures and facilities, the qualifications and experience of school prin-
cipals and school income and expenditure.

° See Carlson (2000) for a full presentation of each of the school
visits.

MAP 1

Chile: Location of schools visited

for the micro studies

Chafiaral Alto

La Florida

Legend
A Schools visited

I-XII Regions
300 kilometres

Source: Produced by author.
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TABLE 1
Chile: Summary of the P9002 schools visited
Region Town Municipal or Urban Number JUNAEB Years in  Fourth grade SIMCEP scores
subsidized or rural  of students level 1997  P900 1990 1992 1994 1996
private 1997 (quintiles)®
Badly performing
schools
X Popoén Subsid. Rural 80 4 6 53 47 38 49
IX Trangol Mun. Rural 72 5 8 30 32 41 39
XII La Florida Subsid. Urban 642 2 7 41 44 46 47
\% San Antonio Mun. Urban 518 3 8 46 56 56 57
v Chaiaral Alto Mun. Rural 681 4 7 55 62 67 57
II Taltal Mun. Urban 1110 2 5 53 64 64 60
Well performing
schools?
X Quicavi Mun. Rural 3 6 55 68 70
\% San Antonio Mun. Urban 1158 1 6 54 67 68

2 P900 = Programme to improve the quality of schools in poor areas.

Average of mathematics and Spanish scores.

¢ Quintiles 1 to 5 according to the vulnerability index used by the Junta Nacional de Auxilio Escolar y Becas (National Student Assis-

tance and Scholarship Board) or JUNAEB.
1 = Lowest vulnerability (0-32)

2 = Low vulnerability (33-44)

3 = Medium vulnerability (45-56)

4 = High vulnerability (57-66)

5 = Very high vulnerability (67-100)

In San Antonio, a contrasting, well performing school that had recently graduated from the P900 system and was just a short walk away

from the under-achieving school visited was selected as a comparator. A school visit to a successful, poor, rural boarding school in
Quicavi, Chilog, is also reported as a contrast to the under-achieving rural schools that were visited in regions IX and X.

1AY

What schools teach us

What makes a good school? What does it take to make
a good school in a poor community? Or conversely,
what keeps a school from being a good school? Our
school interviews bring many realities to light and drive
home the truth that parents, educators and students
know: one factor alone does not make the difference.
Educating young people is a complex process; many
factors come into play at school. The factors are
additive: good teachers, an accomplished school
principal, an effective curriculum, enough money to
carry out programmes, well-fed children who are
motivated and prepared to learn, parental involvement,
good facilities, adequate classrooms, small class sizes,
schools close to home, creative teaching, a stable
student-teacher population.

These factors add up to bigger challenges in schools
like the ones we are considering. It takes more effort to make
a good school in a poor setting; it is a continuous challenge,
renewed year after year. These schools were selected because
they were not doing well according to standardized
examination results, but each school has distinct factors at
work and each has its own lessons to teach. While the lessons
here apply most directly to under-performing schools in
difficult settings, they also have meaning for schools at large.
We can see that these schools are not all equally “poor” or
equally “vulnerable”, as they come from four out of the five
levels of vulnerability measured by the national school
feeding programme algorithm for allocating school lunches.
Socio-economic vulnerability is only one of the factors
governing school performance.
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The reforms being undertaken by central authori-
ties to improve education are medium- to long-term
investments. At least five to ten years will pass before
all schools see them functioning effectively. The ef-
fects of curriculum reform, teacher training and full-
day education will take time to come through. In the
meantime, focused efforts to improve the workings of
schools are needed, within the existing parameters.

1. What schools teach us about teacher and student
performance

The aim of the school visits was not a rigorous evaluation
of classroom teaching per se. This would have required
a specialized, in-depth study focusing on that topic alone
and lasting for longer. Classrooms, especially fourth
grade classrooms, were visited at all schools and some
teaching was observed. In some classrooms
students had been divided into groups, in others they
had not. A lot of information emerged from the interviews
with teachers, principals and students. There was a fair
amount of thetoric about child-centred learning, the result
in part of current Ministry of Education policy
recommendations to teachers participating in Ministry
teaching improvement workshops.

The problem, of course, is to translate standards
into practice. One teacher can indeed make a differ-
ence, even at a poor school. In 1992, for example, the
fourth grade children at Taltal’s Escuela Hogar turned
in mathematics and Spanish results far higher than those
of previous years (62 and 65 respectively out of 100), a
result attributed to three particularly good teachers. In
1996, though, there was a drop of two points in the
average score for Spanish and seven points in the score
for mathematics, largely because the teachers had
changed.

There is a clear difference in average age between
teachers in municipal schools where they have a job
for life and those in private subsidized schools where
they can be dismissed. The high average age of teachers
in many of the schools visited was striking. In Taltal
the school principal said this was because he could not
get new teachers to go to that remote place. Two of the
teachers responsible for the commendable 1992 and
1994 scores had since retired and recruiting new
teachers was a difficult if not impossible task. Taltal is
a desert town of 12,000, a four hour bus ride south of
the nearest city, Antofagasta. The town is isolated and
most goods have to be brought in by truck, so the cost
of living is high. These factors conspire to keep young
professionals away. “If you advertise a job opening in

Taltal nobody will apply. They all prefer the big cities,”
said former P900 supervisor Alfaro.

If some veteran teachers resist change, an equal
number of them embrace it and use it to their advantage.
Teachers responsible for first to fourth grade students
in Taltal put together a project for an audio-visual room
that won funds from the Ministry of Education. Because
the project was devised by the teachers themselves, they
also make more frequent use of this facility and have
integrated it into their lesson plans. Popoén’s teachers
credit the school’s impressive performance in science
to the frequent use of educational videos, which are
shown on a video cassette recorder and television
obtained through a PME (Proyecto de Mejoramiento
Educativo)!? project grant.

Continuing education for experienced teachers is
as important as changing the way new teachers are taught.
Good videos of “ideal” classrooms and classroom
teaching methods can be very effective in acquainting
teachers and students with methods and practices that
would improve their teaching and learning. These videos
would be especially effective if they used real examples
from poor schools and difficult settings.

However, large class sizes and overcrowding stood
out as a major challenge to even the most innovative
teacher. At the successful Portuarios school in San
Antonio, the most serious problem today is the grow-
ing demand from parents wanting their children to study
there. Teachers fear this could hinder the performance
of the children. There are too many classes with 45
students, which hampers their ability to give the inter-
active classes they consider best for learning. It is also
virtually impossible to bridge the differences between
slow and advanced students. Very large differences in
the quality and quantity of classroom learning materi-
als, textbooks and student notebooks were readily evi-
dent, even among these troubled schools. Some schools
and classrooms were especially deficient; this was the
case, for example, at the Chafiaral Alto school, which
is not even one of the schools with the highest vulner-
ability level. The poor quality of students’ notebooks
and the individual work in them was striking. In some
cases, the work was barely legible.

10 The Proyecto de Mejoramiento de Educacion (Educational Im-
provement Project) is a three-year Ministry of Education grant
awarded for innovative projects to improve the quality of teach-
ing.
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2. What schools teach us about lack of parental
involvement

Lack of parental involvement was a problem in every
struggling school. Although this is not a new discov-
ery, the specific examples cited by those interviewed
are certainly instructive and shed light on the depth of
the problem in poor families.

The key to the seeming contradiction between
innovative educational projects and poor scores in the
national SIMCE tests at the Trangol school lies within
the student body itself. Almost 100% of the children
are full-blooded Araucanian Indians who speak virtually
no Spanish when they enter the school for the first time.
Their parents enrol them more for the daily school
breakfast and lunch than for the food for thought they
might get during class. This is understandable
considering the minimal education of the parents
themselves. On average, the men have just four years
of formal schooling, and half the women are “illiterate
from lack of use” of reading and writing skills. These
parents seldom take any interest in their children’s class
activities and sometimes do not even know what grade
their offspring are in. When a parent-teacher meeting
was held recently at the school only 10 out of 68 parents
bothered to turn up. “I’ve never had a parent come to
me and ask me how his child is doing in school. Never,”
said Mary Torres, who has taught at Trangol for nine
years and is currently in charge of first and second
grades. “We get no reinforcement at home of what they
are learning. One day the kids know it and the next day
they forget.”

With an average of 3.5 years of schooling in
Popoén, parents take little or no interest in their
children’s class activities. “The children here have a
tremendous lack of affection and that affects their ability
to learn,” said their principal. The school bought a
school bus to pick up weekly boarders each week and
drive them back home every Friday and this has raised
attendance considerably.

Most students who attend Taltal’s Escuela Hogar
do not receive sufficient support or reinforcement at
home for what they are learning at school. Some of the
older boys have to alternate between jobs and classes,
working one day and going to school the next. “There
is a lot of social work involved,” said eighth grade
teacher Rosa Ovalle Fernandez, who has taught at the
Escuela Hogar for 16 years.

Trifefia Tarita Chirino is a fourth grader who reads
with a fluency appropriate to her nine years, despite
being one of 17 brothers and sisters who work collecting

and selling seaweed. Her teacher says she is enthusiastic
about learning and will sometimes knock on the door
after school hours to ask for a pencil or for help with a
question. “I talk to Trifefia’s mother and tell her to help
her daughter, but it is as if I were speaking a different
language,” said teacher Patricia Jiménez Rojas.
Trifefia’s grades, which average 4.4 out of 7, reflect
the lack of parental concern. Yet in the same class,
Cristian Astudillo Collao boasts grades averaging 6.2.
Happy and confident, the nine-year-old announces he
will be a palaeontologist when he grows up. His father
works in a thermoelectric plant.

After years of fending off teacher complaints about
the composition of their classes, the Escuela Hogar’s
principal changed the system used for deciding the
makeup of each class. When parents arrive to register
their children for school, they are told to select the
teacher who will accompany their child from first grade
to fourth. If a particularly good teacher’s class fills up
quickly, parents will have to settle for a different teacher.
Those who carry out the registration process last will
most likely get the worst teachers and condemn their
children to mediocre teaching for four straight years.
So in the end it is the children with parents who do not
fully understand the value of education that often pay
the price of the school’s reluctance to take responsibil-
ity for the makeup of classes.

This unfair system enables the principal to avoid
complaints and theoretically provides a motivation for
bad teachers to reform. “We do this precisely so that
the teacher will improve his teaching, because there
shouldn’t be any mediocre teachers,” said Rojas. Un-
fortunately, he admits, there are teachers who do not
care if they are chosen last, so in practice the incentive
does not work. If, however, a child is lucky enough to
have an excellent teacher from first to fourth grade,
that child is likely to carry on being a good student in
fifth grade and beyond under a normal “one teacher
per subject” system.

Changes in disciplinary procedures at the big-city
Unidad Divina school in the poor section of La Florida,
a large district in the nation’s capital, Santiago, sparked
clashes with parents, who tend to be aggressive and take
little responsibility for the education of their children.
“The parents have a very convenient view of their
children’s education. They expect the school to teach
everything from toilet training to academic content,” said
the principal. There has been no centre for parents at the
school since the old one was closed. Ramon, an eighth
grade teacher, considers the lack of parental support one
of the school’s most serious problems. “There is no
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commitment on the part of the parents, the children only
get what you teach them in school.”

Most parents do not participate in school activities
at San Antonio’s San José Calasanz School. It is not
uncommon for them to send their children to work in
the market, watch over cars or beg in the streets instead
of going to school. Many of the children arrive without
school equipment and teachers have to provide it. One
teacher recalled students whose mothers never came to
pick up the schoolbooks sent by the Ministry of Edu-
cation. “I gave them directly to the kids, we couldn’t
continue to wait for their parents,” he said.

Five minutes away from the struggling San José
de Calasanz school, the Movilizadores Portuarios
elementary school 479 in San Antonio boasts such a
good reputation and attracts so many parents that its
only serious problem is finding enough room for all its
students. This school proves what can be achieved when
administrators and parents work together and reflects
the commitment of upwardly mobile, more highly
educated parents from a higher socio-economic level.
Parents of children at the school generally have an
education that falls short of high school completion,

v

Lessons learned

The school interviews tell us very clearly that while
quality factors are additive, individual factors can make
a difference, either for better or for worse. These factors
are the critical ones to identify and understand because
they are the ones that need to be acted on in the short
term. What the school stories tell us, reinforcing
international experience, is that the single most
important factor at the school level is having a top-notch
principal with the authority to act. Our school
experiences make it crystal clear that a stable, qualified,
motivated teaching staff is the lifeblood of a good
school. They demonstrate that a skilled and dedicated
teacher makes a measurable difference in student
outcomes. By contrast, high teacher turnover and low
teacher qualifications and interest immediately result
in lower student performance.

The central problem is to attract and retain qualified
teachers and talented principals in poor, remote areas
of Chile and difficult inner city schools. Financial
incentives are not enough. They do not address the

although some have studied at university. Family life
is stable, with three quarters of the students’ homes
composed of both parents and siblings.

The parents’ centre also works actively with the
school and maintains an excellent relationship with
staff, who appreciate its efforts. These efforts have
raised funds to improve the floors, buy books for the
library, finance a new ball court, build bathrooms for
the kindergarten and cover the play area with concrete.
Parents have also bought a photocopier and currently
pay assistants to clean the classrooms.

In return, parents expect the teachers to provide a
high standard of education to their children in the class-
rooms. They are very interested in the school’s SIMCE
test results and many of them are willing to help the
school with time as well as money. Some work as work-
shop monitors, others volunteer for special projects.
Last year they worked on three special projects in the
kindergarten, focusing on the family, the month of the
sea and national holidays. All subjects taught in the
classroom echo the chosen theme and parents pitch in
with family anecdotes and work with children and
school monitors to build models and displays.

desire of most people to live near their families and
friends. Young teachers just starting out are motivated
and not yet tied down to family responsibilities. They
are in a position to move to communities in need,
although they cannot be expected to stay there for the
long term, perhaps not for more than five years. In
return, they could be granted scholarships for advanced
study or other incentives which would compensate them
for their contribution to poor communities and poor
students and would also be a further human capital
investment in Chile’s future.

But how can these lessons be put into practice?
Educational authorities could institute school manage-
ment reviews, like the ones that have been carried out
here, to identify significant problems and practices that
can be put right. While quantum leaps in quality are
not realistic in most settings, finding and correcting one
or more acute problems can make an important differ-
ence to children’s learning, as the school audits dem-
onstrate. In Chafiaral Alto it is getting teachers to stay,
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in Taltal it is negotiating with the mayor, changing the
school principal and sorting out school financing, and
so on. Let us review the lessons from these schools in
difficult circumstances, lessons that reflect their struggle
to raise student achievements.

1. Achieving educational quality: a renewed
challenge every year

Schooling in poor neighbourhoods provides the biggest
challenge to school officials and students. Using trends
in SIMCE scores to measure success can be misleading
because the assumption is that they should continue to
rise as special attention and special inputs are directed
at the school. With good teaching and good school
direction, test performance should go up. It will not
necessarily do so, however, because each year a new
cohort of kindergarten or first grade students starts
afresh and presents school authorities with the same
challenges all over again. This is important when it is
considered that as much as 60% of achievement is
attributable to the social context in which children grow
up, out-of-school factors like the home environment
and parental support or lack of it. “The household’s
educational climate (years of education of the adults in
the household) is the most important factor and accounts
for between 40% and 50% of the socio-economic and
family factors.”!!

If the characteristics of the student population
changed markedly from year to year, this would affect
potential school achievement results. In most cases, the
student population probably does not change that much
and so teachers face similarly large challenges every year.
In a sense, though, SIMCE performance is misleading.
The biennial tests taken by fourth grade students are an
independent event each time and it is a fresh set of
students that is being tested. Therefore, trends in SIMCE
scores are not a very accurate measure of whether a
school continues to need compensatory intervention
programmes such as P900 or is ready to graduate from
them. (Subsequent to these school reports, P900
introduced additional qualitative factors into the criteria
for deciding whether a school is ready to graduate). A
school may have become successful after participating
in the programme for a few years, and the SIMCE results
may reflect this. But is that the right time to leave or is it
better for the school to stay in and help a new cohort of
first grade students receive a higher quality education?

1 See World Bank (1995), Carlson, ed. (1999), EcLac (1998) and
Cohen, ed. (1998).

Why should schools be expected to perform as well when
their resources are being reduced?

2. Achieving educational quality: making
improvements sustainable

To graduate from P900, schools need to undergo a
fundamental change in the way they do business. School
administrators and teachers, and not just students, need
to learn from the programme. P900 must find ways to
provide sustainable inputs so that the school can manage
on its own better than it had been doing before it
participated in the programme. It is the school that
should be tested, not just its students, to monitor what
it has learned. The fact is that P900 is only one
complementary programme with limited resources.
Probably, and the school stories bear this out, it is
school-wide factors that matter when it comes to
sustained improvement, and not special programme
factors. P900 has provided excellent materials to
stimulate teachers and students, and its school
management and outreach strategies are valuable. They
may not, however, be sustainable.

Overall test scores do not tell the whole story either.
In each and every school visited, even the poorest and
most backward, some children stood out; they hungered
for knowledge and were getting as much as they could
from what the school offered. At the San José de
Calasanz School in San Antonio, it was possible to
identify a large of number of students with learning
problems who needed remedial help. The school was
doing its best to attend to these children. Side by side
with them, though, were others who were being
challenged in the classroom and by special programmes
and after-school activities such as the school newspaper.
The school had many sponsors from the community
who gave their money, their time and their skills to make
the school better.

3. What makes a good school: it’s the school
principal

The single factor that seems to matter most is the school
principal. The school principal can turn a school around.
The changes introduced by Dora Mufioz at Unidad
Divina school in Santiago’s La Florida district have
taken three years to make a difference, but they are
beginning to pay off, as the SIMCE 1997 eighth grade
test results showed. She has wrought a transformation
in her poor, difficult, overcrowded school, changing
everything from the teachers to the level of hygiene.
Another example is Elsa Carrasco, principal of San
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Antonio’s San José de Calasanz Elementary School,
whose dedicated, creative, entrepreneurial drive has
overcome adversity, making her school a centre of her
community and a place where children of all abilities
are challenged. Again, after two decades Ivan Rodriguez
Mercado, the principal at Trangol, continues to make
his tiny, remote school a warm and welcoming learn-
ing experience for its ultra-poor children.

But leadership was clearly missing in Taltal’s
Escuela Hogar, and this was due as much to the au-
thoritarian mayor as to the tired school principal.
Chanaral Alto’s Alejandro Chelén Rojas Elementary
School awaits a new school principal and in the mean-
time Claudina Rodriguez, filling in as temporary prin-
cipal, has her heart in the right place and gives of her
best, but is clearly handicapped by the lack of man-
date. What the Chafiaral Alto school needs to shift gears
is a tough, dynamic leader who can turn the teacher
situation around.

An important change that Quicavi’s innovative
principal introduced was the idea that all teachers
should share in school administration. “When you share
the responsibilities and decision-making, you get a more
committed staff,” he says. “It’s democracy.” Out went
the heavy rote learning that had previously typified the
school’s teaching. In came more discussion, explana-
tion and discovery. The PME school programme paid
for teachers to get special training in using the school’s
new equipment, and in such subjects as speech skills.

The school’s low results in national testing began
to show a steady improvement. Class repetition fell from
as high as 25% to 1%. For the first time Aquelarre
School in Quicavi on the island of Chiloé had no drop-
outs. Pérez credits his staff of seven teachers with the
school’s turnaround. “Once we got beyond some initial
resistance to giving up old [teaching] ways, everyone
adopted the project like a team, and we found we could
have fun while doing a better job,” he says. Teachers
take it in turns to live at the school for a week at a time
to supervise boarders. It makes for long days, but both
teachers and students mention the sense of community
when listing the school’s strong points.

Pedro Martinez, Provincial Department Head for
the Ministry of Education in the X Region, believes
that the key ingredient in making a good school is the
principal. “The success of a school depends upon the
leadership of its principal. If you have a good princi-
pal, you will attract good teachers who will put together
good projects to win good grants,” concluded Martinez.

Incentives are needed to attract more dynamic lead-
ers to work as principals, especially in these tough

schools. It is really no different from turning around a
failing company. Why not actively search for school
managers with entrepreneurial, managerial and people
skills and give them the authority they need to make a
good school? It is clear that the quality of the students
entering schools is not going to change significantly
until the problems of inequality and poverty are ad-
dressed, and these are long-term problems. In the mean-
time, the school system can confront the special chal-
lenge of difficult schools by allocating its best leaders
to them.

4. Jornada completa: full-day schooling

It should be remembered that the school visits were
being carried out while many of the educational re-
forms referred to earlier were at the implementation
stage, and while it is anticipated that these reforms will
result in a higher quality of education, this will take
time. When this process is going on it can be disruptive
as well as helpful. The move from half-day to full-day
education means in practice that many schools have to
find two or even three times the physical space to imple-
ment this reform. It is not just a question of financing.
In many poorer schools like the ones in this study, there
is simply not enough space left in the current physical
premises. These schools are already overcrowded after
many years of growth within the same infrastructure.
The logistics of giving over the available space to one
shift means that, as a minimum, the number of class-
rooms has to be doubled. In most of the schools visited
this was not feasible. The municipalities are having to
search for alternative sites and the logistics of imple-
menting the change has wide-ranging implications for
other school inputs such as teachers, recurrent costs
and the building of new premises which old schools
are not able to accommodate. There is now a special
Ministry programme to help schools solve these prob-
lems.

5. Accountability

The quality of education in schools is suffering from
an almost total dependence on outside decision-mak-
ing and outside financing by three principal actors: the
Ministry of Education, the provincial department and
the municipality or private administrator. The bulk of
financing continues to come from the central authori-
ties in Santiago in the form of a subvention or payment
per child. This is calculated on the basis of monthly
attendance records and handed over to the municipal-
ity to administer. The municipalities manage the schools
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and are expected to provide additional financing for
equipment and school operations. The Ministry of Edu-
cation in Santiago is responsible for curricular and peda-
gogical aspects. The provincial departments supervise
the implementation of Ministry programmes by schools.

There needs to be more coordination and
accountability among these three actors. At the moment,
schools are being “graded” only on their SIMCE
performance. In large part school SIMCE performance
is determined by the quality of school staff, i.e. teachers
and administrators in the schools. However, decisions
about school staff are not made by schools but by the
local municipal authorities. Where is the municipality’s
grade? Somehow the linkage between the school, the
municipality, the Ministry and the provincial authorities
needs to be improved, and some checks and balances
instituted.

6. High student-teacher ratios

Under Chilean law, schools can assign as many as 45
students to a classroom and receive a subvention for
each of them; there is no subvention for students above
45. Schools thus have a very powerful economic in-
centive to have classes as close to 45 as possible. How
can one teacher manage a class of 45 students and pro-
vide them with a high-quality education? Certainly it
is not optimum. By way of comparison, the average
class size in private schools throughout the country is
24 students per teacher, as against 38 for all private
subvention-funded schools and 35 for all municipal
schools.!? This problem was particularly noticeable in
poor private subvention-funded schools, schools that
are privately owned but which receive the per capita
student subvention. A case in point is the Unidad Divina
School. Because of its limited resources, it depends
heavily on the subvention to pay for its major opera-
tions, and especially to fund reasonable salaries for its
teachers. Consequently, the teachers themselves, to-
gether with the administration, went on a campaign to
recruit more students. The Popoén school generally
operates at a loss, according to its owner, who had to
return to teaching at the school to save on the salary of
another teacher.

How does this stack up with international experi-
ence and knowledge? There has been much debate
about class size because of the high cost of smaller
classes. There are a range of views on the subject and

12 See Chilean Ministry of Education (1998).

the evidence is different for different levels of school-
ing. Hitherto, small class sizes have tended to be re-
garded as inappropriate, at least for “developing coun-
tries”, because they are not cost-effective.!? This general
guideline does not discriminate sufficiently between
different developing countries, however, and while it
may be a reasonable prescription for very low-income
countries, it is not necessarily the right one for others,
like Chile. Furthermore, why is it necessary to apply
class size rules across the board?

There is much new evidence regarding the cost and
effects of class size reduction (CSR) and much remains
to be learned.!* To judge by short-term effects at least,
CSR prompts significant academic improvement. In class
size experiments in the United States, the effects on
minority student were double those on white students.
Most improvement was shown during kindergarten and
first grade. The long-term effects are harder to gauge
because other factors make it difficult to isolate the
results. Care also has to be exercised with the definition
of small and large classes. In the United States, where
much of this research is carried out, small is very small
in Chilean terms (less than 20 students per class as
compared with more than 20, for example). As would
be expected, the results of current research show that
the opportunity costs of giving students individual
attention are greater in large classes, and with a smaller
number of students the teacher is able to spend less
time on discipline and more time on instruction. In a
smaller class, the teacher is able to give more individual
instruction, usually to those students who do not have
parental support at home. Low-income and minority
students benefit the most from class size reduction.

In some East Asian countries such as Japan and
Korea, csR does not produce the same results as in the
United States. The Third International Mathematics and
Science Study (TiMsS) shows that while class sizes are
large in these countries, students’ academic
performance is also high. However, teachers in Japan
teach their students by lecturing and the lectures are
the same regardless of the number of students in the
class. In Chile, education reform is aiming for a switch
from the “frontal” approach to “interactive” teaching,
requiring more individual attention.

Parental involvement is crucial for successful learn-
ing, especially when class sizes are large. Even with a
class of less than 20 students, a teacher can spend only

13 See Lockheed and Verspoor (1991).
14 See Grissmer (1999).
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a limited amount of time on each student. Parents can
easily spend more time with their children. However,
students from poor families do not receive parental
support and schools are being called upon to make good
this deficiency in the transition from home to school,
especially in the early years of education. There is evi-
dence of significant short-term achievement gains in
the first four years of school with csRr.

7. Overcrowded classrooms

How can quality learning take place when large
numbers of students are packed into small classrooms?
Crowding was found in a number of the schools visited,
but it was particularly evident as a serious problem at
Unidad Divina School located in the commune of La
Florida in Santiago. Forty or more children were packed
into the small classrooms and seated so close together
that they were literally “shoulder to shoulder”. This
problem was exacerbated by the move to full-day
schooling, as some classes were now operating
throughout the day and displacing other classes that
would otherwise have used the same rooms in the
afternoon shift. In Taltal’s Escuela Hogar, 40 plus
children were stuffed into classrooms designed for no
more than 35 children. Overcrowding was observed in
all but the smallest schools.

8. Teacher turnover, teacher qualifications,
teacher involvement

Chanaral Alto’s Alejandro Chelén Rojas Elementary
School shows us how much teachers do matter. Its
children are starved of teacher involvement. Children
must question their own worth when they experience
their teachers’ lack of commitment, watch them rush
off at the end of the day for the long drive back to
civilization in the nearest big town, call in sick as often
as possible or quit as soon as they can. Only 13 of the
26 teachers currently live in Chafiaral Alto, the rest
commute. The SIMCE scores for the fourth grade plunged
in 1996 because that cohort went through 12 different
teachers in a four year period. Those in eighth grade,
meanwhile, had had just one excellent teacher from first
grade to eighth and their 15 point increase in SIMCE
scores reflected that. Because of the difficulty of finding
teachers, 11 out of the 26 lack degrees. None of the
seven new teachers has one. The school has had three
principals within the space of a year and the position is
vacant again. This is clearly a disaster that needs to be
sorted out. If the school cannot keep teachers then why
keep the school in the town? Why not transfer the school

to the nearest large community and bus the children
in? The cost-benefit implications and impact of such a
change warrant consideration.

The Chaiaral Alto example may be representative
of an underlying problem worth investigating further:
the problem of getting good teachers for rural schools
that are too remote for convenient travel but not so
distant that teachers would choose to live in the
community.

At Unidad Divina School in the Santiago district
of La Florida, the principal thought that her team of
teachers had learned to work well together and was
happy that teacher turnover had decreased. Being
private, the school could change its teachers, unlike
municipal schools where the teachers’ union and the
law strictly regulate teacher contracts.

Most of the 16 teachers at Unidad Divina came
from professional institutes. Almost all the teachers
spent the entire day at the school, since their contracts
stipulated a working week of 44 hours. Teachers earned
a modest basic salary, but the school had begun
awarding bonuses as an incentive for efficient and
effective teachers. While the teachers appreciated the
principal’s efforts and the ease with which they could
get their new projects approved by her, low wages
continued to be a source of frustration, particularly
when higher qualifications did not translate into higher
salaries. “It doesn’t pay to get extra training,” said
Ramoén, who said the school only provided a small part
of the financing for his graduate degree in counselling
and did not raise his pay after these additional studies.

9. School financing: a case of reverse targeting

The Taltal School provided a major insight into how
educational reform can work in practice or, in this case,
not work in practice. The Taltal School was visited
because it was an instance of a very large school whose
performance had improved, stagnated and then started
to slide back, in spite of P900 and other project and
programme interventions. The Ministry had conjectured
that it was in large schools that it was likely to prove
especially difficult to achieve sustained improvements.
At the same time, the Taltal School is not a particularly
poor school as measured by the JUNAEB vulnerability
index used as a basis for allocating school lunches. On
ascale of 1 to 5, the Escuela Hogar scored 2, placing it
in the low vulnerability category. The physical
infrastructure and the children seen during the visit
appeared to be in better condition than at any of the
other six under-performing schools visited.
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It transpired that the local mayor, who had the
authority to decide how the municipality’s school
funding would be spent, elected to take funds from the
poorest and biggest school in his town, the Escuela
Hogar, in order to pay for the operations of the
secondary schools and night schools, which were
operating inefficiently owing to their lower enrolment
rates and unreliable attendance. The Escuela Hogar,
with its 1,110 primary students and compulsory
attendance, was generating a reliable flow of income,
but part of this was being transferred away to finance
the rest of the system. Meanwhile, the school was
lacking in basic infrastructure; there were not even
enough chairs in the canteen.

This case perfectly illustrates the importance of
studying micro as well as macro performance; the need
to observe the “how” at first hand, and not just rely on
the facts that reach the top. Without this local
information, the normal assumption would have been
that child-based subventions to schools would be spent
as they were allocated in the schools for which they
were intended. It may also help to explain why some
senior Ministry of Education officials were of the
opinion that the serious “hard cases” were the very large
schools. There may be other examples of municipalities
reallocating funds from larger primary schools to cover
the costs of smaller schools, more expensive secondary
schools and schools where attendance is not mandatory
and is therefore irregular, resulting in lower subventions.
What with the current recession and economic crisis,
municipalities are seeing their budgets cut even further
and this practice may well become more common. It is
truly a case of reverse targeting.

10. Special programmes competing with the basics

Many schools are receiving special programme inputs
designed to improve the quality and relevance of
education. In addition to P900, most of the schools
visited had won PME (Educational Improvement Project)
funding. In 1995, 736 project grants were awarded
through primary school competitions in a range of
learning areas: language, subject integration, social
integration, mathematics, natural sciences, social
sciences, art and physical education. The equivalent of
over US$ 4 million was awarded to primary schools,
giving an average of US $6,000 per school in current
dollars, for projects lasting two to three years. The
overwhelming majority of these grants, over 60%, were
awarded in the language area. A typical example is the
television project won by the Quicavi School in Chiloé¢,

which was so instrumental in bringing learning alive
for those students.

While these projects and programmes provide
enriching opportunities for students, they also compete
for the time and attention of teachers and administrators.
More than one school remarked on this conflict. In
Chaifiaral Alto, for example, the school with the most
serious difficulties in attracting and retaining qualified
teachers and staff, school officials, while very proud of
their PME project, also expressed concern about the less
than optimal implementation of P900 due to the time
demands of the PME and other projects. Winning the
PME project involved setting aside time to write up the
proposal and, when the award was made, spending time
implementing and supervising it. In addition, schools
receive a number of different special programme inputs
for which they must compete. This is not to say that
these are not useful projects and programme inputs,
but there is a resource cost involved.

The innovative Enlaces project to give students
hands-on experience with computers is another example.
The project requires a special secure, dedicated room.
Teachers must be trained first to use the computers and
then to train and supervise their students. At the Unidad
Divina School in La Florida, the library had been
sacrificed to the Enlaces project since there were no spare
rooms available. The impression that one is left with is
of a two-tiered quality effort: innovative projects on the
one hand, but failure to get to grips with classroom basics
on the other. In Taltal, the Escuela Hogar was long on
frills and short on the basics, with computers still standing
boxed up and donated laboratory equipment proudly
displayed in the multimedia room while children were
following what for the most part was the same old routine
in the classrooms.

11. “Home” work or supervised exercises at school?

Homework may be set, but it is very difficult for many
poor students to find a quiet place to work at home. Many
households have no private areas. Instead, children
probably have to share the dining room table with other
family members while they are watching television or
talking or entertaining friends. Parents with little
education are less prepared to support their children and
less aware of how to go about it, homework being a case
in point. Ramon, an eighth grade teacher at the Unidad
Divina school in La Florida, Santiago, considers this a
serious problem: “At home their school bag gets thrown
in a comer, they don’t open it, and in most cases they
have nowhere to study. If they do try to study, it is at a
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table with a radio on, a television blaring and a bunch of
kids yelling.” This type of comment was echoed in most
schools with achievement problems, while in the
“successful” Movilizadores Portuarios school in San
Antonio parents hold the teachers to high standards and
are very interested in the school’s SIMCE results. They
give their time not just at home but in the school, working
as workshop monitors and volunteering for special
projects. Rather than complaining about these hard truths,
a more constructive solution could be to provide a
“home” work setting at the school and carry out
supervised exercises in homework rooms after hours.

12. What should be done about textbooks?

Textbooks give concrete expression to the curriculum
and enable students to study independently. Each year
the Chilean government invites tenders for the provision
of school textbooks for children in State-supported
education, who account for over 93% of total enrolment
in the country. The unsatisfactory supply of textbooks is
still a serious handicap to quality education and further
efforts to improve the quality of textbooks are needed.

Teachers frequently complained that they did not
have enough textbooks, and that those they did have were
of poor quality. When the Ministry of Education sends
out questionnaires on which textbooks teachers wish to
receive, Ovalle Fernandez, a teacher at the Escuela Hogar
in Taltal, makes her choices carefully, but to no avail.
“We always choose the best and we always get whatever
is available,” she complained. A teacher at the San
Antonio Movilizadores Portuarios school said “I was
furious when I discovered that the language book from
the publisher Arrayan supplied by the Ministry is sold in
bookstores with a workbook that we never get. So that
means we are already at a disadvantage before we even
begin.” Some teachers review the new school texts every
year then buy the most useful ones with their own money
and photocopy them for their students, charging only
for the photocopying.

Although textbook evaluation was not the focus of
this study, the issue was looked into. Whereas in 1990
many children had to share textbooks, in the ten years
since then the Ministry of Education has tripled the
number of textbooks provided to schools and has stated
that in the school year beginning March 2000 all students
in basic education will have their own textbooks. Efforts
are also under way to improve textbook quality in
connection with the curriculum reform.

Given the centrality of textbooks to educational
outcomes, why are they not better and what needs to
be done to change the situation? A big research study
by the Centro de Estudios Publicos (Centre for Public
Studies or CEP) provided an in-depth assessment of the
quality of textbooks being used in Chilean schools
receiving government subventions.' The CEP study put
together two commissions: one to evaluate mathematics
texts and another to evaluate Spanish language
textbooks. The expert panel included people from rich,
middle class and poor backgrounds, university teachers,
users of mathematics and Spanish texts and school
principals. They agreed that Chilean textbooks did not
measure up to the foreign textbooks from countries like
Spain and England that were used for the purposes of
comparison, and came up with conclusions and
proposals regarding language and mathematics texts.

Textbook reform could be a relatively quick way
to make an impact on education quality at the student
level. Good textbooks can produce immediate
improvements in classroom and personal learning.
There is not much in the way of choice among the texts
available on the market. However, the Ministry is
evaluating the bidding process and the texts being used.
This is very welcome, but the critical issue remains that
Chilean texts are below international standards and there
cannot be a real change in the near future unless the
basic issue of standards is addressed. As basic education
is undergoing curricular reform, an accompanying
textbook reform is an urgent priority.

15 See Eyzaguirre and Fontaine, eds. (1997).
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VI

Conclusion

The many lessons learned from the in-depth school
visits will be directly relevant for a significant
proportion of the country’s subsidized primary schools
and will be very important for improving the quality
and equity of primary education. The school interviews
show that while quality factors are additive, some
individual factors make a great difference. These factors
are the critical ones to identify and understand because
they are the ones that need to be acted on in the short
term. The school stories show that the most important

factor at the school level is having a top-notch principal
with the authority to act. They also show that a stable,
qualified and motivated teaching staff is the lifeblood
of'a good school and makes a measurable difference to
student outcomes, whereas high teacher turnover and
low teacher qualifications and interest immediately
result in lower performance. The central problem that
faces us is to attract and retain qualified teachers and
talented principals in poor or remote areas of Chile and
difficult inner city schools.
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The static effects of trade creation or diversion are generally
held to be the essential variable for evaluating the costs and
benefits of regional integration. However, it is the effects of a
dynamic nature that provide the most convincing arguments
in favour of integrating economies rather than opening them
up unilaterally. The difficulties involved in measuring these
effects make it necessary to isolate aspects that can provide
a basis for analysing the changes undergone by the different
production sectors and the consequences of these for the
levels and types of industrial organization, business
strategies, technological modernization and the regional
dynamic, among other things. The footwear sector is very
useful when it comes to analysing the effects of subregional
integration, as it is a sector that displays rising trade flows
within and outside the area, with small and medium-sized
enterprises (SMEs) playing an important role. It forms part
of a larger production chain, and its competitiveness depends
on systemic factors.

This article consists of five sections. Section I describes the
main characteristics of the footwear sector. Section II
analyses the regulatory and microeconomic policy
framework within which the sector operates nationally and
subregionally. Section III describes the structure and
performance of the sector in the 1990s. Section IV analyses
the static and dynamic effects that can be identified from
statistical analysis and the fieldwork carried out in Argentina,
Brazil and Uruguay.! Lastly, by way of conclusion, section
V deals with the inherited and acquired advantages of the
footwear industry.

! These studies involved conducting the same standardized inter-
view with around fifteen firms from each of the countries con-
cerned and with the main business organizations in the sector.
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Basic characteristics of the footwear sector

The footwear industry is part of a production chain that
begins with cattle rearing and leather production and then
moves on to the industrial phase, which comprises three
stages: the cold-storage plant and slaughterhouse stage,
then the tannery stage and, lastly, the manufacture of
leather goods, including footwear. If the footwear
produced is not made wholly from leather, the
manufacturers concerned are also linked with the rubber
and plastics production chain. In addition, footwear
manufacturing links back to a range of supporting
industrial activities, among them the production and
importation of footwear parts and components, cardboard
boxes and machinery and equipment for the industry.

The output of the sector is not homogeneous. Not
only is the product range highly varied (sports, formal
or special shoes, shoes for men, women or children,
shoes made entirely of leather, plastic or rubber or a
combination of these, etc.), but within a single category
of footwear products are differentiated by quality,
brand, etc. This variety has led to considerable
segmentation of the footwear market, which determines
the characteristics of competition in the sector.

Price competition is very important, particularly
where lower-quality footwear is concerned. With
higher-quality footwear, product differentiation is the
key factor. In the sports footwear category, brand image
plays a fundamental role and advertising and marketing
costs are consequently a central feature.

In the formal footwear segment economies of scale
are not decisive (something that has not been changed
by the technological innovations that are being
introduced into the industry) and in many countries
footwear production is carried out mainly by SMEs.
Economies of scale seem to be more important in the
sports footwear segment, so plants tend to be larger.
Again, the importance of brands means that the world
market for sports footwear is dominated by a small

I This paper is part of a wider project coordinated by the au-
thors, the national studies on Argentina, Brazil and Uruguay hav-
ing been carried out by CENES, FUNCEX (Centre for Foreign Trade
Studies Foundation) and CINVE (Centre for Economic Research)

number of major international brands that supply the
world market through their own production plants in
different locations (often in countries with cheap labour)
or through production and/or marketing licences. The
same is true, to a lesser extent, in the higher-quality
segments of the formal footwear category.

Since price is a crucial feature of competition in
the sector, cost reduction is a key element in companies’
competition strategies. Labour is a particularly
important cost since, despite the introduction of new
automated technologies, the production process is still
labour-intensive. Consequently, the availability of low-
wage labour has been a key factor in competitiveness
for this industry and in the shift of production from
developed countries to economies with low-cost labour
(first Taiwan, the Republic of Korea, Hong Kong and
Brazil then, in a second stage, China, the Philippines
and Indonesia).

Similarly, the availability of raw materials (natural
leather) of the requisite quality and price has been
another determining factor for competitiveness in the
industry, although it now seems to be declining in
importance as characteristics such as quality, design,
delivery times and production efficiency come to the
fore, and as the variety and quality of leather substitutes
increase (Da Costa, 1993).

From the technological point of view, the industry
is highly diverse, and in many countries there are still a
great many small firms using traditional technology.
Nonetheless, there are certain innovations —computer-
aided design (cAD) and production— that have become
increasingly important to competitiveness and are being
adopted more and more widely in the sector. In some
market segments, such as women’s footwear, that have
aparticularly wide and frequently changing model range,
the introduction of cAD has enabled plants to achieve
the flexibility of production needed to meet demand.

respectively operating as part of the INTAL (Institute for the Inte-
gration of Latin America and the Caribbean) RedInt network of
centres. The authors are grateful for the comments of one of the
anonymous assessors working at the CEPAL Review.
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The microeconomic policy framework

1. National trade and sectoral regulation policies

During the import substitution industrialization phase,
the Mercosur countries, and particularly Argentina and
Brazil, developed a vast range of promotional
instruments that combined high rates of trade protection
with special investment incentive regimes and,
subsequently, with instruments to stimulate exports. In
the late 1980s came the first signs of a strategy change
in economic policy which was to take hold at differing
speeds and with differing degrees of thoroughness in
the various countries.

In the 1990s, moves towards greater economic
openness in Argentina and Brazil began to result in a
substantial reduction in the nominal and actual
protection provided to the footwear sector. Despite these
general tendencies towards rationalization and
declining public-sector intervention in industrial policy,
however, both countries still retain different policy
instruments that have benefited the sector.

In 1994 Argentina established specific minimum
duties for a range of sports footwear categories, and
these were increased in 1995. In 1997 a safeguard clause
providing for the application of specific minimum
duties (from which the Mercosur countries are
exempted) came into effect, and in November 1998 this
was extended to provide for import quotas (if these are
exceeded, specific duty levels double). Lastly, in 1999
Argentina tried to implement para-tariff measures
designed to hinder imports, mainly from Brazil.

In the case of Brazil, incentives provided by the
federal Government overlap with those of state
governments, which have greater powers to provide tax
incentives than do their Argentine counterparts. The
federal Government has taken a range of measures to
support the sector. Between 1995 and 1998, the National
Development Bank (BNDES) set up an investment
financing programme for the sector with a preferential
interest rate. Meanwhile, the Brazilian Government
began to make more active use of external trade policy.
In 1995 it placed a large number of tariff categories
relating to the footwear sector on the list of exceptions
to the common external tariff, and a tariff of 31% was
set for these, to be gradually reduced from 2000
onwards. In April 1997 the federal Government used

Provisional Measure 1569 to place certain restrictions
on import financing, although these were eventually
eased somewhat for Mercosur members (exceptions
were granted for imports of less than US$ 40,000 with
a term of up to 89 days).?

2. Sectoral regulation and trade policies in the
context of Mercosur

At the subregional level the relevant policy areas are
connected with the movement towards subregional free
trade in the sector, implementation of the common
external tariff, the reduction or elimination of
restrictions or taxes on exports of hides within Mercosur
and the harmonization of incentive policies among
member countries.

Trade liberalization within Mercosur is a relatively
recent process. Right from the outset, many of the most
significant tariff positions of Argentina and Uruguay
were on their respective lists of exceptions to intrazonal
trade liberalization and, once the Customs Union had
been set up in 1995, most of these positions came to
form part of their adjustment regimes. Thus, it was only
in 1995 that a gradual process of intrazonal tariff
reduction began in the cases of Argentina and Uruguay,
a process that ended in 1999 and 2000, respectively.
Brazil also created obstacles to intrazonal free trade,
essentially by means of Provisional Measure 1569 of
1997 restricting import financing, which has already
been touched upon.

The common external tariff for the footwear sector
was originally 20%, a level similar to that of nominal
tariffs in Argentina and Uruguay and slightly higher
than the Brazilian tariff. However, the pressure of
imports from outside Mercosur (mainly from South-
East Asia) at a time of currency appreciation led the
Governments of Argentina and Brazil to place a number
of the sector’s products on their lists of exceptions to the
common external tariff (with a timetable for reducing
duties that was to bring them into line with the common
external tariff in 2001). In addition, Argentina has

2 This measure would have had serious effects on Argentine
exports, as was confirmed by interviews with the Chamber and
with one of the companies exporting footwear to Brazil.
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lodged a national safeguard clause against imports of
footwear originating outside the area, something that has
deepened subregional differences as regards external
trade policy and benefited trading partners within the
area. Thus, where the footwear sector is concerned
Mercosur has not yet become a true customs unions.
One issue that has given rise to conflict and intense
negotiations is the imposition by Argentina and
Uruguay of restrictions and taxes on leather exports.
The Uruguayan restrictions were eventually lifted,
while in Argentina a timetable has been laid down for
reducing intrazonal export duties to zero by 2000.
Lastly, there is still the crucial problem of regu-
latory discrepancies between the member countries
of Mercosur. Harmonization of industrial policies

I

within the area was laid down as one of the priorities
in the 1991 Treaty of Asuncion, but very little progress
has been made so far. Against this background, the
noticeably more active approach being taken by the
federal and state governments of Brazil (mainly
through the fiscal battle to attract investment) would
appear to be creating a highly asymmetrical context
for intraregional competition. This situation has been
instrumental in complicating relations between the
employers’ organizations of the member countries,
which are characterized more by conflict than by
cooperation. Meanwhile, the lack of harmonization
in numerous areas of industrial policy is being
compounded by non-compliance with community
decisions already signed up to.

Structure and performance of the sector

1. Structure of the footwear sector in Mercosur

The Mercosur footwear sector is composed of a very
heterogeneous collection of different-sized companies,
a few large enterprises coexisting with numerous small
and medium-sized ones (tables 1 and 2).

In the three countries considered the structure of
this sector takes the form of a pyramid, with a large
base of microbusinesses and small enterprises, a
substantial number of medium-sized firms and a
relatively small number of large ones (tables 1 to 5).

Leaving aside this similarity, there are large
differences between the different Mercosur countries
as regards the number of companies operating in the
sector (8,500 in Brazil, 1,400 in Argentina, 117 in
Uruguay) and in their size: the number of companies
with more than 100 employees is 435 in Brazil, 30 in
Argentina and just 2 in Uruguay.

In Argentina there is a clear distinction between
the sports footwear and the non-sports footwear seg-
ments. The sports footwear segment is highly concen-
trated: at one extreme there are two big producers of
branded sports footwear (Alpargatas Calzados S.A. and
Gatic S.A.), whose various plants around the country
account for 95% of all footwear of this type produced
nationally (CLAVES, 1997). These companies are li-
censed by the main international brands (Nike in the
case of Alpargatas Calzados S.A. and Adidas, New

TABLE 1
Argentina: Concentration in the footwear
sector, 1993

(Argentine pesos)

Size of firm by Number of Percentage of sectoral
gross output value firms output by gross value
Under 1 million 1.222 23

1 to 5 million 136 27

5 to 20 million 23 20

Over 20 million 7 30

Source: Prepared by the authors using data from the National
Institute of Statistics and Censuses (1994).

TABLE 2
Brazil: Concentration in the footwear
sector, 1995

Size of firm by Number Total Total turnover
number of of firms employees  (millions of reals)
employees

Under 10 6 334 16 174 266

10 to 49 1387 30 874 438

50 to 99 344 24 200 349

100 to 249 259 40 535 644
Over 250 176 177 170 3220
Total 8 500 288 953 4917

Source: Correa (1999).
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TABLE 3
Uruguay: Concentration in the footwear sector, 1997

Size of firm by Number Percentage of total
number of employees of firms number of firms
Under 10 77 65.8

10 to 19 27 23.1

20 to 100 11 9.4

Over 100 2 1.7

Source: Laens, Osimani and Failde (1999).

Balance and Le Coq Sportif in the case of Gatic S.A.).
In addition, Alpargatas Calzados S.A. has consolidated
a brand of its own (Topper) which it sells not just in
Argentina but elsewhere in Latin America as well. A
third company (Unisol S.A.) produces sports footwear
under the Puma and Lotto brands, although on a
considerably smaller scale. At the other extreme, there
are a number of small firms producing lower-priced
sports footwear without international branding, which
they sell in regional markets.

The non-sports footwear segment, which is subdi-
vided by the type of user (men, women, children) and
by product quality and price, is highly fragmented.
There is just one leading firm (Grimoldi S.A.) which
works with its own brands and foreign licences, but
whose output is no more than 10% of that of the big
sports shoe manufacturers. Besides this, there are a few
medium-sized companies and a multitude of small ones
whose gross output is less than five million pesos.

In Brazil, three big groups of companies can be
identified in the footwear sector. The large producers
(over 450 employees) specialize essentially in sports
footwear and the bulk of their sales are in the domestic
market; they produce under international licences and
have a few brands of their own that are established in
specific niches. At the other extreme, small firms and
microbusinesses also operate in local markets, but use
more artisanal production methods.

Lastly, medium-sized enterprises (between 50 and
449 employees) mainly concentrate on foreign markets
and tend to be located in the state of Rio Grande do Sul,
specifically in the Valle de Sinos region, which has played
a vital role in the vigorous export performance of the
sector.’ Footwear production in this region was started
off by a conglomeration of small firms focused on the
domestic market. Over recent decades, this has turned
into a group of different-sized companies that now
export 70% of their output (Schmitz, 1997).

3 Between 1970 and 1990 Brazil increased its share of world leather
footwear exports from 0.5% to 12.3%.

In Uruguay, there are just two big footwear pro-
ducers (over 100 employees), which export most of their
output (one concentrates on the United States market
and the other on the Argentine one). Medium-sized and
small enterprises basically produce for the domestic
market and occasionally export.

2. Performance of the sector
a) Production and apparent consumption

In 1997, footwear production in the three Mercosur
countries being studied was US$ 4.2 billion at current
prices, of which Brazil accounted for 71%, Argentina
for 24% and Uruguay for 5%. The sector has devel-
oped erratically, but there has been a clear medium-
term tendency for production, and to a lesser extent
apparent consumption, to stagnate or fall (figures 1 to 3).

From figures 1 to 3 the following general tenden-
cies can be deduced for the period from 1991 to 1997:

—  The trend in footwear production was erratic, with
a tendency for output to stagnate (Argentina) or
fall (Uruguay and Brazil).

—  Apparent consumption was sluggish, even though
gross output in the area increased substantially
during the period.

In the three countries studied there was a large increase
in imports which eventually reversed the positive trade
balance that had traditionally been a feature of the sec-
tor in Uruguay and Argentina. Imports also rose sub-
stantially in the case of Brazil, but the trade balance
remained in surplus thanks to large export volumes.

b) Employment and productivity in the footwear in-
dustry

According to the statistics available, the footwear
industry of the three countries studied employed around
310,000 people in 1995. Of this total, 288,000 were
accounted for by Brazil, 20,000 by Argentina and just
over 2,000 by Uruguay.*

Between 1988 and 1998 the number of employees
in the sector fell greatly in all the countries analysed
(by over 50% in Uruguay and 20% in Argentina). This
was the result of stagnant or falling output and rising
productivity (figures 4 to 6).

These charts show that productivity improved
considerably in the footwear industries of Brazil and
Argentina and evinced great volatility in Uruguay.

4 We believe that the employment figures for the sector may be
distorted by the informal nature of some of its activities.
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FIGURE 1

Argentina: Output and apparent consumption of footwear,
1988 to 1997
(Millions of 1993 Argentine pesos)
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Source: Prepared by the authors using data from the National
Institute of Statistics and Censuses (1997).
FIGURE 2
Uruguay: Output and apparent consumption of footwear,
1991 to 1997
(Millions of 1993 Uruguayan pesos)
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Source: Prepared by the authors using data from Laens, Osimani
and Failde (1999).

FIGURE 3

Brazil: Output® and apparent consumption of footwear,
1989 to 1997

(Millions of 1993 Uruguayan pesos)
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Source: Prepared by the authors using data from Correa (1999).

2 The output series includes the clothing sector.

FIGURE 4

Brazil: Productivity, output volume and personnel
employed in the footwear industry,® 1988 to 1998
(Index: 1990 = 100)
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Source: Correa (1999).

2 1ov: Index of output volume.

1PE: Index of personnel employed.

FIGURE 5

Argentina: Employment and productivity in the footwear
industry, 1985-1989 to 1997

(Category 324 in the International Standard Industrial Classifica-
tion, Rev. 2. Index: 1990 = 100)
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Source: Prepared by the authors using data from the National
Institute of Statistics and Censuses (1997).

FIGURE 6

Uruguay: Employment and productivity in the footwear
industry, 1991 to 1997
(Index: 1991 = 100)
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Source: Laens, Osimani and Failde (1999).
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TABLE 4

Mercosur: Factors of competitiveness in the footwear sector
Country Argentina Brazil Paraguay Uruguay
Availability of raw materials Very good Good Reasonable Very good
Availability of labour Reasonable Abundant Poor Reasonable
Cost of labour High Low Low Medium
Skill level of workforce Reasonable Good Low Reasonable
Installed capacity Reasonable High Low Low
Production technology Reasonable Very good Poor Poor
Company size Medium Large Small Small
Business maturity Reasonable High Low Low
Production scale Medium High Low Medium
Supplier network Poor Very good Bad Poor
Capital goods Poor Good Nil Nil
Technical infrastructure Reasonable Very good Poor Poor
Government support Nil High Nil Nil

Source: UNIDO (1993).

3. Competitiveness

The competitive situation of the footwear industry
varies greatly between the different countries of
Mercosur. A study by the United Nations Industrial
Development Organization (UNIDO, 1993) provides a
highly revealing account of the factors involved in com-
petitiveness (table 4).

From the study referred to, it can be concluded
that the Argentine footwear industry is facing a clear
problem of competitiveness. The changes that have
taken place in the country in recent years (which are
not covered by that study) can be seen to involve
considerable progress in production technology and
somewhat lesser progress in business maturity.
However, the high degree of import penetration seen
in the country during the 1990s suggests that the overall
picture remains negative. Most of the companies
consulted said that lack of cost competitiveness was a
major barrier to exporting.® The availability of an ample
supply of good-quality leather does not translate into a
competitive advantage for footwear companies, because
the demand they generate is relatively small by
comparison with export demand, so that the price and
quality conditions they obtain locally are the same as
or worse than those obtained by foreign buyers.

The Brazilian footwear industry, by contrast, has
managed to consolidate its competitiveness in
international markets. As the UNIDO study shows, Brazil
has succeeded in coupling the advantages conferred by

5 Lack of competitiveness as regards quality, by contrast, is a fairly
minor problem.

an abundant supply of cheap labour with different
factors conducive to systemic competitiveness: a good
supply of locally produced raw materials and capital
goods, a substantial technical infrastructure and highly
skilled labour. Some authors link the competitive
success of certain Brazilian regions such as the Valle
de Sinos with the existence of external economies of
agglomeration and the collective endeavour of the
companies themselves (Humphrey and Schmitz, 1996).
The latter is based on cooperation by individual firms
(lending of equipment and tools or new product
development) or groups of firms joining forces to set up
trade associations or production consortia. As a result of
this collective action, six industrial associations have been
formed in the Valle del Sinos, along with four centres
providing technical services and training and a trade fair
organization (FENAC) which has played an important role
in forging relationships with foreign buyers, particularly
in the United States (Schmitz, 1997).

In the face of increasing penetration of the United
States market by low-priced Chinese leather footwear,
Brazil has been obliged in recent years to raise the
quality of its products and reduce delivery times. This
has led to new forms of cooperation between Brazilian
firms right along the production chain, which has
gradually increased trust between them and helped them
take the action necessary to consolidate their
competitiveness (Schmitz and Knorringa, 1999).

Although on the whole the analysis of competi-
tiveness shows Brazil in a better light, the competitive
situation varies between the different segments of the
sector. In sports footwear Argentina is relatively well
placed, chiefly as regards products with more value
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added and greater technological content. The lower
wage costs of Brazil are offset in Argentina by high
quality and productivity.

Where non-sports footwear is concerned, the
competitive situation of Argentina is much more fragile
than that of Brazil, owing both to macroeconomic
variables (wage levels and a high real exchange rate,
the latter following the recent devaluation of the real)
and to microeconomic ones (technological capabilities,
economies of scale, workforce skill levels) and the
position as regards public-sector incentives. Problems
of competitiveness are found right along the Argentine
production chain whereas, for the reasons referred to,
the conditions for the supply of raw materials and inputs
(except for leather) are better in Brazil, i.e., the
production chain is better structured.

4. Mercosur trade with the rest of the world
a) Global exports and imports

The external footwear trade of Mercosur underwent
marked changes in the 1990s. Between 1990 and 1996
the area’s exports grew by 42% (table 5) while imports
increased by 1,108%, albeit from a very low base
(table 6). The regional trade of the sector continued to
show a substantial surplus (table 7).

The overall figures for the footwear sector in
Mercosur, though, mask very different national
situations. Brazil accounts for around 95% of footwear
exports from the area and is the only country that still
has a trade surplus in this sector.

In Argentina, substantial growth in footwear
imports led to a large trade deficit from 1992 onwards.
Trade restrictions and a significant increase in exports
partially reversed the deficit in 1995 and 1996.

The footwear industries of Uruguay and Brazil
export between 30% and 40% of their output by value.
Argentina’s, on the other hand, has a very low export
coefficient, as its focus is almost exclusively on the
domestic market.

b) Origin and destination of Mercosur external trade
in footwear

The geographical origin and destination patterns of
footwear exports from the different countries of
Mercosur between 1988 and 1996 differed considerably
(table 8). Over 90% of Brazil’s exports went outside
the area and only a marginal (although growing) share

went to Mercosur countries. Argentina, on the other
hand, sent more and more of its exports to these
countries (almost 75% in 1996), while its exports to
the rest of the world declined in absolute terms.
Uruguayan exports followed a similar pattern, although
to a lesser degree. From this it can be deduced that
exports to Mercosur have ended up by replacing the
exports that the two latter countries used to send to the
rest of the world.

The imports of the Mercosur countries also
displayed differing geographical patterns (table 9). In
Brazil, the share of intrazonal imports increased greatly,
but imports from outside the zone remained much
higher. In Argentina, the proportion of imports
originating in Mercosur, mainly Brazil, also grew
rapidly (to reach 50% in 1998). In Uruguay, however,
the share of intrazonal imports fell over the 1990s.

5. Trade within Mercosur

a) Intrazonal exports and imports

As a result of the regional integration process, trade
within Mercosur has been more dynamic than
extrazonal trade. In fact, exports (imports) within the
zone rose by 570% between 1990 and 1996 (tables 10
and 11).

The structure of intrazonal trade in the footwear
sector, however, is very different from that of the
sector’s overall trade. Up until 1996 the leading export
position of Brazil, which accounted for 60% of intra-
zonal exports in that year, was appreciably less marked
in intrazonal trade than in trade with the rest of the
world. Argentina, by contrast, was far more dynamic
as an exporter within the zone.

As regards intrazonal imports, the most salient fact
is that Brazil remained virtually closed to exports from
the other Mercosur countries until 1994. Its imports
(from Argentina) grew strongly from that year onwards,
however, with the result that the structure of intrazonal
imports came to resemble that of imports from outside
the zone more closely. As a consequence of these
developments, intrazonal trade balances were very
different from those with the rest of the world: Brazil
had a fairly modest surplus, while Argentina alternated
between deficits and surpluses in different years. From
1997 onwards, the position of Argentina deteriorated
sharply, with a growing deficit emerging in sectoral
trade with Brazil.
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TABLE 5
Mercosur: Footwear exports, 1990 to 1996
1990 1991 1992 1993 1994 1995 1996
A. Thousands of dollars
Argentina 33 084 35 807 24 472 30 605 33 655 75 227 50 566
Brazil 1 104 766 1176 660 1 409 156 1 859 818 1537 351 1 413 780 1 567 403
Uruguay 16 844 18 530 22 952 24 903 20 735 17 082 19 949
Paraguay 12 372 51 32 1199 115 147
Mercosur 1 154 706 1231 369 1 456 631 1915 358 1 592 940 1 506 204 1 638 065
B. Percentages
Argentina 3 3 2 2 2 5 3
Brazil 96 96 97 97 97 94 96
Uruguay 1,5 2 2 1 1 1 1
Paraguay - - - - - - -
Mercosur 100 100 100 100 100 100 100
Source: Prepared by the authors using data from INTAL (1997).
TABLE 6
Mercosur: Footwear imports, 1990 to 1996
1990 1991 1992 1993 1994 1995 1996
A. Thousands of dollars
Argentina 3515 44 416 110 868 128 373 141 463 114 232 116 587
Brazil 18 524 33 107 12 108 34 785 84 277 201 829 199 958
Uruguay 2 958 7 960 12 393 21 146 22 708 24 854 32 050
Paraguay 6471 10 288 7114 11 239 21 418 35238 32 002
Mercosur 31 468 95 771 142 483 195 543 269 866 376 153 380 597
B. Percentages
Argentina 11 46 78 66 52 30 31
Brazil 59 35 8 18 31 54 53
Uruguay 9 8 9 11 8 7 8
Paraguay 21 11 5 6 8 9 8
Mercosur 100 100 100 100 100 100 100
Source: Prepared by the authors using data from INTAL (1997).
TABLE 7
Mercosur: Trade balance of the footwear sector, 1990 to 1996
(Thousands of dollars)
1990 1991 1992 1993 1994 1995 1996
Argentina 29 569 -8 609 -86 396 -97 768 -107 808 -39 005 -66 021
Brazil 1 086 242 1 143 553 1397 048 1 825033 1453 074 1211951 1 367 445
Uruguay 13 886 10 570 10 559 3757 -1 973 -7772 -12 101
Paraguay -6 459 -9 916 -7 063 -11 207 -20 219 -35123 -31 855
Mercosur 1123 238 1135598 1314 148 1719 815 1323074 1130 051 1257 468

Source: Prepared by the authors using data from INTAL (1997).
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TABLE 8
Mercosur: Intrazonal exports of member countries, 1988-1996
(Percentages)
Origin 1988 1989 1990 1991 1992 1993 1994 1995 1996
Brazil 1 1 1 1 2 2 3 4 4
Argentina 19 13 18 25 25 45 52 69 74
Uruguay 6 7 8 18 29 32 41 39 40

Source: Prepared by the authors using data from INTAL (1997).

TABLE 9
Mercosur: Intrazonal imports of member countries, 1988-1996
(Percentages)
Origin 1988 1989 1990 1991 1992 1993 1994 1995 1996
Brazil 14 9 6 6 2 4 22 25
Argentina 31 24 4 11 18 14 18 23 39
Uruguay 71 67 59 60 50 55 41 41
Total 100 100 100 100 100 100 100 100

Source: Prepared by the authors using data from INTAL (1997).

TABLE 10
Mercosur: Intrazonal footwear exports, 1990 to 1996
1990 1991 1992 1993 1994 1995 1996
A. Thousands of dollars
Argentina 5798 8 959 6 003 13 620 17 484 51 566 37 458
Brazil 9 400 15 816 27 194 44 856 45 665 51782 66 014
Uruguay 1357 3261 6 580 7 869 8 506 6 670 7 985
Paraguay 5 372 39 32 81 12 133
Mercosur 16 560 28 408 39 816 66 377 71 736 110 030 111 590
B. Percentages

Argentina 35 32 15 21 24 47 34
Brazil 57 56 68 68 64 47 59
Uruguay 8 11 17 12 12 6 7
Paraguay 0 1 0 0 0 0 0
Mercosur 100 100 100 100 100 100 100

Source: Prepared by the authors using data from INTAL (1997).
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TABLE 11

Mercosur: Intrazonal footwear imports, 1990 to 1996

1990 1991 1992 1993 1994 1995 1996
A. Thousands of dollars
Argentina 134 4 857 19 678 18 113 25 570 25 954 45 702
Brazil 1 620 2019 687 600 3 507 43 689 50 527
Uruguay 1975 4732 7473 10 540 12 495 10 096 13 141
Paraguay 436 373 790 3530 4777 9 665 7 806
Mercosur 4165 11 981 28 628 32783 46 349 89 404 117 176
B. Percentages

Argentina 3 41 69 55 55 29 39
Brazil 39 17 2 2 8 49 43
Uruguay 47 39 26 32 27 11 11
Paraguay 10 3 3 11 10 11 7
Mercosur 100 100 100 100 100 100 100
Source: Prepared by the authors using data from INTAL (1997).
TABLE 12

Mercosur: Intrazonal trade balance of the footwear sector, 1990 to 1996

(Thousands of dollars)

1990 1991 1992 1993 1994 1995 1996

Argentina 5 664 4102 -13 675 -4 493 -8 086 25612 -8 244
Brazil 7 780 13 797 26 507 44 256 42 158 8093 15 487
Uruguay -618 -1 471 -893 -2 671 -3 989 -3 426 -5 156
Paraguay -431 -1 -751 -3498 -4 696 -9 653 -7 673

Source: Prepared by the authors using data from INTAL (1997).

1AY

Static and dynamic effects attributable

to the zonal integration process

1. Analysis of economic effects of a static nature

Static-type analyses of integration and trade
liberalization processes generally seek to ascertain the
extent to which these processes reduce the static
distortions created by trade protection. From this point
of view, trade liberalization and zonal integration are
undoubtedly bringing static benefits to the three
countries studied. Imports have grown considerably,
displacing national production and increasing the
variety of products (in terms of both design and quality)

available to consumers. Furthermore, in the case of
Argentina average import prices have always been
lower than the estimated average prices of domestic
products, so it might be said that competition from
imported products has disciplined domestic prices.
At the same time, the zonal integration and trade
liberalization processes would also appear to have
generated static benefits on the export side, with the
countries of Mercosur increasing their exports of both
footwear and leather (an area where Argentina and
Uruguay have comparative advantages in static terms).
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Hitherto we have dealt with the static effects of
the general trade liberalization process at the extrazonal
level (unilateral liberalization) and at the intrazonal level
(integration). We should now consider whether or not
the zonal integration process in itself has generated
benefits of a static nature.

Assuming that the productive resources released
by protected activities are spontaneously redeployed
in sectors with genuine comparative advantages
(generating greater profitability than in the past),
Vinerian analyses tend to centre on the behaviour of
imports and on the way these displace imports from
other origins (trade diversion) or inefficient national
production (trade creation). It needs to be asked, then,
whether Mercosur has generated trade creation or
diversion.® Using extrazonal and intrazonal imports as
the basis for analysis, the answers vary depending on
the period of analysis chosen.

One option is to compare the situation as it was in
any year of the 1990s with what it was before the
regional integration process began in January 1991.
Since the Mercosur countries imported virtually no
footwear in the late 1980s, the answer will obviously
be that there has been no trade diversion (imports that
never existed cannot have been displaced).

A second option is to follow the sequence of zonal
trade liberalization and integration more closely. When
this is done the results are very different. The integration
process in the footwear sector has had a dynamic that
in some respects differs from that of the unilateral trade
liberalization process undertaken by the countries of
Mercosur. Two major stages can be identified:

i) Between 1991 and 1994 unilateral trade liberalization
advanced in the sector while the zonal integration
process had serious shortcomings (see section II).

ii) From 1995 onwards zonal integration (tariff
preferences) went forward while the unilateral trade
liberalization process was partially reversed.

When the situation in 1996-1997 is compared with
that in 1992-1994, the Argentine case shows some signs
of trade diversion from the rest of the world to Brazil
(table 13).

It is found, then, that with a production level that
is almost constant between the two averages, Argentine
footwear imports from the rest of the world fell by an
average of US$ 24 million, while imports from Brazil

6 Although discussions couched in terms of trade creation and di-
version are encountered throughout the specialist literature on the
subject, there are very difficult methodological problems involved
in arriving at empirical estimates.

TABLE 13
Argentina: Imports from Brazil and from the rest of the world
(Millions of dollars)

Annual average  Annual average  Difference
for the period for the period
1992-1994 1996-1997

Imports

from Brazil 13.0 46.0 +33.0
Imports

from the rest

of the world 114.1 90.0 -24.1
Local production 993.3 994.5 +1.2

Source: Prepared by the authors using data from the National
Institute of Statistics and Censuses (1997).

increased by US$ 33 million.” The presumption that
trade diversion took place is given credence by the
fieldwork done in Brazil, which points to the conclusion
that neither the type of footwear exported to Argentina
nor the identity of the companies exporting it are the
same as are involved in Brazil’s exports to the rest of
the world.

Something similar may have occurred in Brazil,
although to a lesser degree. The change in trade policy
that took place in 1995 may have contributed to the
transformation in the structure of import origin seen
between 1995 and 1997: whereas imports from within
Mercosur grew by US$ 18 million, imports from outside
the zone fell by US$ 22.5 million.

In many cases, trade diversion (which always entails
aloss of static efficiency) is the result of trading behaviour
that reflects the dynamic gains (exploitation of economies
of scale, product specialization, dissemination of
technological know-how, learning effects, etc.) resulting
from the integration process. Unfortunately, as we shall
see in the following subsection, these dynamic gains have
been relatively modest, so that the trade diversion
detected here needs to be evaluated essentially on the
basis of its static effects.

Considering the production complex as a whole,
the orientation of trade growth in the context of
Mercosur seems to have been towards greater product
specialization and consolidation of static comparative
advantages. In this process, Brazil came to specialize
in the more labour-intensive segment (with greater value
added) of the production chain (footwear) while

7 Preliminary figures for 1998 show Brazil’s share of total Argen-
tine footwear imports continuing to grow (to stand at 45%).
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Argentina and Uruguay consolidated their position as
exporters in the leather segment, where they have natu-
ral comparative advantages.®

2. Dynamic effects of the Mercosur integration
process

As was seen in section III, the footwear sector in
Mercosur is undergoing a marked transformation.
Numerous footwear producers have shut down in
Argentina and Uruguay, and to a lesser extent in Brazil,
and the surviving firms have adopted a great variety of
strategies.

To what extent has zonal integration influenced this
transformation process? Fieldwork carried out in
Argentina, Brazil and Uruguay shows that, at least in
the view of those actually involved, it has had less
influence than other factors:

In the case of Argentina, less importance is
attributed to zonal integration as a trigger for the
changes that have occurred than to the trade
liberalization and macroeconomic stabilization
processes.

In the case of Brazil, more than a third of the
companies interviewed admitted that they had not
changed the way they conducted their businesses as a
result of Mercosur. The main factors behind the recent
performance of the sector, according to them, were the
exchange-rate effect and monetary tightening resulting
from the Plan Real and the devaluation of the South-
East Asian currencies, developments that led to a
deterioration in the competitive situation both in the local
market and in export ones (notably the United States,
where there has been a sharp rise in imports of Chinese
footwear), and, more recently, the devaluation of the real.

In the case of Uruguay, the general feeling among
the employers interviewed was that the current situation
in the sector was not the direct result of the integration
process, but was rather due to other factors such as the
exchange-rate situation (in conjunction with a reduction
in export reimbursements), a lack of public-sector
incentives and the competition being generated both
by imports from South-East Asia and by informal and
smuggling activity.

Again, in Uruguay and Argentina zonal integration
is seen as an asymmetrical and essentially negative

8 Brazil moved up from third place among countries of origin for
Argentine imports to first place. At the same time, exports of Ar-
gentine leather to Brazil increased ninefold between 1988-1989
and 1995-1996.

process for the sector, with the main gainer being Brazil.
Some of the areas where the integration process might
have been expected to produce positive dynamic effects
are described below.

a) Competitive pressure and industrial conversion in
the sector

The main effect of Mercosur on Argentine and
Uruguayan footwear firms has been to increase markedly
the competitive pressure exerted by imports from
member countries (from Brazil in the case of Argentina,
and from Argentina and Brazil in the case of Uruguay).

Of the fifteen firms canvassed in Argentina about
the effects of zonal integration, seven spoke of losing
local market share to Brazilian producers. In these cases
competition had come about both directly and through
the displacement of demand towards lower-priced
footwear in which Brazil is more competitive. In the
Argentine case it might be pointed out that the increased
competitive pressure generated by integration has
helped stimulate the technological modernization and
productivity improvements that have been a feature of
the sector there.’

However, the response of Argentine companies to
the competitive challenge created by imports (from
Mercosur and from the rest of the world) was very
varied.

In the sports footwear segment, the leading
companies sought to maintain their position by obtaining
or renewing licences for international brands, introducing
state-of-the-art technology and substantial organizational
changes and increasing product specialization.
Meanwhile, although they continued to be essentially
manufacturers, they also adopted the strategy of
supplementing their local output with imported products
and, to a lesser extent, of disintegrating the production
chain by importing shoe parts.'® Only in the case of
Alpargatas Calzados S.A. was an aggressive export
strategy seen. This was pursued largely by obtaining the

° The effects of the competitive pressure generated by the countries
of Mercosur themselves should not be overstated. In the case of
Argentina, the high level of penetration by Brazilian products is a
relatively recent phenomenon owing to the fact that tariff
preferences only began to become significant in 1995-1996 (as
extrazonal barriers were raised and intrazonal tariffs came down),
so it cannot be considered responsible for sectoral transformations
that largely took place before 1995.

10 All the business groupings involved with sports footwear
production had a negative trade balance.
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Nike licence to sell in Brazil and by exploiting the
company’s own Topper brand in South American markets.

Smaller companies in this segment behaved dif-
ferently: some of them shut down, others scraped by in
limited local markets and the rest were obliged to
change their line of business.

Now that prices have stabilized, however, and
brands have been strengthened by the use of licensees,
the big transnational footwear companies have sought
to take back control of their brands in order to supply
the market with products imported from their factories
in South-East Asia. Thus, the main domestic sports
footwear producers have found it increasingly difficult
to renew licences, and this is the biggest medium-term
threat to domestic production.

In the non-sports footwear segment, the situation
of Argentine producers is different. The companies
involved are smaller and have found it more difficult to
come up with a coherent approach to restructuring.
They have tended to concentrate on the domestic market
and increase product variety (despite the diseconomies
of scale) to capture different market niches. Again,
smaller companies have not had the capacity to apply
more defensive restructuring strategies, such as using
their marketing network to distribute imported footwear
or import shoe parts. Medium-sized and larger companies
in this segment have made more use of such defensive
strategies, and in some cases the importing business has
been gaining more and more ground over local
manufacturing. By contrast with what has happened in
Brazil, Argentine firms have made very little effort to
cooperate among themselves, and the agreements that
have been arrived at have been short-lived.

A similar situation seems to have arisen in Uruguay,
as the strategies the companies interviewed set store
by were specialization in producing for niches less
exposed to international competition (smart men’s shoes
or country footwear) and use of their marketing
networks to distribute imported products.!!

In Brazil, on the other hand, zonal integration has
not greatly added to the competitive pressure felt by
local industry. For a large majority of the companies
interviewed, imports from Mercosur that competed with
their products accounted for less than 10% of the local
market, and furthermore were stable or declining. None

1 In this case, too, the impact that the increased competitive
pressure generated by Mercosur may have had should be put in
perspective, as imports from the rest of the world are more
significant both absolutely and in terms of growth rates.

of the firms consulted said they had reduced produc-
tion because of intrazonal imports.

In conclusion, Mercosur has meant greater
competitive pressure for companies in the footwear
sector in Argentina (which is increasing as intrazonal
tariff barriers come down) and in Uruguay, but the same
is not true for companies in Brazil. The effects of this
increased competitive pressure on the strategic decision-
making of Argentine and Uruguayan firms should not
be underestimated just because the tendency is a recent
one in Argentina and not so marked (as regards
extrazonal imports) in Uruguay. In any event, the
intrinsic weaknesses of the sector and the absence of a
favourable environment have meant that this increased
competitive pressure has in the main been responded
to defensively, for example by producers gradually
turning themselves into importers. In the few cases
where a more aggressive restructuring strategy has been
seen (for example in the case of Alpargatas Calzados
S.A. in Argentina), the outcome of this strategy will be
greatly affected by the tendency of big international
brands to restrict the licences they grant to local firms
as time goes on.

b) Dealing with an expanded zonal market, capital-
izing on economies of scale and coverage and
learning about exporting

The effects that the expansion of the subregional market
is having on Mercosur companies do not seem to be
critical. They are most in evidence in Brazil and in a
few isolated instances in Argentina and Uruguay.
Clearly, it is Brazilian firms that have taken the
greatest advantage of Mercosur to expand their
intrazonal exports: 40% of the firms approached said
they had increased output thanks to Mercosur, while a
third claimed that they had developed new products
tailored to the preferences of consumers in other
member countries. Looking to the future, a third of the
companies said that in future they would concentrate
their greatest selling efforts on the Mercosur countries.
Although intrazonal footwear exports increased
substantially in the late 1980s as a share of the total,
the proportion of Brazil’s sectoral exports and total
footwear output that they account for is still very low,
at 8% and 4% respectively in 1998. Consequently, the
possible impact of these trade flows on production costs
in the form of economies of scale should not be over-
estimated. Nor have substantial changes been seen in
business behaviour (such as product specialization with
companies in the zone, or mergers and acquisitions).
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It should be emphasized, though, that the export
opportunities opened up by Mercosur have enabled
Brazilian firms that have traditionally focused on the
domestic market (including sports shoe manufacturers)
to commence export operations, with the consequent
learning effects that may help them to expand their
operations outside the zone in future. Again, some
companies that have traditionally exported women’s
footwear have used the Argentine market to break into
own-brand exporting.

Argentine footwear firms have not yet succeeded
in exploring the large Brazilian market adequately. Only
three of the fifteen Argentine firms surveyed said they
had penetrated it. One of them (Alpargatas Calzados
S.A.) has achieved this essentially because of a
temporary licence issued by Nike International to
market its brand in Brazil, which casts doubt over the
sustainability of the company’s activities in the coming
years.!? The other two firms, which have been exporting
mid- and high-range non-sports footwear, have been
relatively unsuccessful, either because of poor
profitability or because of non-payment problems partly
brought about by the import financing restrictions
imposed by the Brazilian Government.

Argentine firms have had greater success in the
Uruguayan market and, to a lesser extent, the Para-
guayan one. However, it is difficult to specify how much
influence zonal integration has had on this process,
since the same firms that say they export to Uruguay
and Paraguay also export to other Latin American coun-
tries where they do not enjoy any trade preference.
Besides, the Uruguayan and Paraguayan markets are
smaller. Thus, for the companies consulted (except for
Alpargatas Calzados S.A.), the prospects of achieving
greater economies of scale because of zonal integra-
tion have been virtually nil. Sluggish exports, combined
with loss of local market share and stagnant consump-
tion, have also limited the prospects for profiting from
greater product specialization. '3

Meanwhile, most of the Mercosur companies that
have succeeded in exporting footwear within the zone

already had substantial exporting experience, so it can
be said that the impact of subregional integration on
learning has not been very significant.

In Uruguay, the subregional integration process has
given rise to an increase in the sector’s exports to
Argentina but not to Brazil. Even so, the bulk of
Uruguayan footwear exports still go to markets outside
the zone.

The fact that the extrazonal exports of Argentina
and Uruguay dropped in absolute terms over the course
of the 1990s shows that subregional integration has not
served as a launch pad into new markets either.

In conclusion, it can be deduced that Mercosur has
generated some dynamic benefits in terms of production
scale, economies of coverage and export learning
effects, mainly in Brazil. The inability of the Uruguayan
footwear industry and the Argentine non-sports
footwear segment to penetrate the Brazilian market has
limited these benefits for those two countries.

c) New technology, the dissemination of know-how
and improved access to raw materials and inputs

One area in which there do seem to have been some
positive dynamic effects is the dissemination of
technology and know-how. Five of the fifteen firms
interviewed in Argentina had purchased capital goods
produced in Brazil. Another three said they had
introduced organizational techniques used in Brazilian
firms and, more significantly still, two firms declared
they had hired Brazilian engineers or overseers to work
on their industrial restructuring programmes. Another
eight, furthermore, said that zonal integration had
improved access to raw materials and inputs.

None of the field studies, however, detected any
“deep integration” initiatives, such as cooperation
agreements going beyond mere distribution of
imported products, complementary production
systems or the establishment of factories in other
Mercosur countries (although distribution companies
have been set up).

12 The operations of this firm alone would account for almost the
entire increase in Argentine footwear exports to the Brazilian market
since 1995.

13 In early 1993, uniDO (1993) predicted that the Brazilian footwear
industry would dominate domestic markets for low-priced footwear

while Argentine and Uruguayan producers would do the same in
the higher segments. Six years on it could be seen that only the
first part of the UNIDO forecast had become reality.
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v

By way of conclusion: inherited advantages and

acquired advantages

The footwear industries of the different Mercosur
countries entered the 1990s in very different positions.
The Brazilian industry had created and consolidated
competitive advantages: its production chain was well
structured (there were good suppliers of inputs and
parts, companies producing capital goods for the sector
and specialist occupational training institutions) and its
exports had penetrated the main international markets.
This progress was facilitated by a high geographical
concentration of production, which made it possible to
capture externalities, and by the collective efforts of
companies themselves to resolve their competitive
problems by setting up industrial associations, training
centres and trade organizations. Compared with
countries like Italy, however, Brazil does not appear to
have made much progress in developing its own
designs, a situation that may limit its role in the sector
in future; interaction with Argentine companies in this
area may help increase Brazilian potential.

The footwear industries of Argentina and
Uruguay, on the other hand, entered the 1990s in a
totally different position. Firstly, macroeconomic
instability and the fitfulness of public- and private-
sector export promotion efforts (which peaked in both
countries in the mid-1970s) prevented them from
consolidating their export position and thus restricted
their development to a relatively small and sluggish
domestic market. Secondly, the ingredients for
systemic competitiveness were not in place as, by
contrast with the situation in Brazil, the industries
supplying inputs and machinery could not develop
properly owing to a lack of joint initiatives by
companies. Lastly, institutional mechanisms for
supporting technological innovation and
occupational training were not strong enough.

In the case of Argentina, this situation in the
footwear sector contrasted greatly with that of the
leather industry which, after a period of high investment
and modernization (in some cases sustained by large
public-sector incentives), appeared to be competitive
and well equipped for exporting.

The great challenge for the Argentine and
Uruguayan footwear industries was to modernize and

capitalize on the natural comparative advantages
provided by their leather industries to create dynamic
advantages in the next links of the production chain
(footwear and leather goods). However, unilateral trade
liberalization tended to reinforce a form of trading based
on natural advantages, which translated into strong
growth in leather exports and a marked deterioration
in the trade balance of the footwear sector.

The zonal integration process seems in many
respects to have worked in the same direction as unilateral
trade liberalization. None of the static or dynamic benefits
that could be generated by this process —and not by one
of unilateral trade liberalization— seem to have had a
decisive influence in Argentina or Uruguay (except, so
far, growth in Argentine exports of sports footwear to
Brazil). Nonetheless, from the way Argentine and
Uruguayan exports have behaved it can be seen that
Mercosur has ended up becoming the destination for
exports which previously went to the rest of the world
and which, for a variety of reasons, became less
competitive with the products of other supplier nations.

Meanwhile, the large initial differences in maturity
and competitiveness that separated the region’s
industries, combined with major regulatory asymmetries
that have not yet been subjected to community discipline,
have prevented zonal integration giving rise to a form of
industrial specialization that can provide a platform for
capturing new markets outside the zone. Thus, there is a
tendency towards entrenchment of a kind of sectoral
specialization in which Argentina and Uruguay reinforce
their role as providers of leather while the market share
of Brazilian footwear in the region grows.

In Mercosur, macroeconomic developments,
unilateral trade liberalization vis-a-vis the rest of the
world and the tendency for apparent consumption levels
to stagnate (Argentina) or fall sharply (Brazil) have led
to production and employment levels declining and to a
relative deterioration in the trade balance of the sector
(which is still positive, however, thanks to the solid
exporting position that has been maintained by Brazil).

In future, if the aim is for the subregional integra-
tion process to be justified by dynamic development of
the footwear industry in all member countries, both
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national governments and Mercosur as a whole will
have to consider:

i) putting in place the conditions for fair
competition within the subregion by harmonizing
investment and export incentive policies and phasing
out explicit and implicit trade barriers;

ii) developing national policies of a horizontal
nature that facilitate the productive and technological
restructuring of companies in the sector, ensuring they
have access to credit on competitive terms and can

introduce new technologies, improving management
capabilities and decision-making and promoting the
internationalization of business strategies, and

iii) taking action in Mercosur to develop
community policies that encourage intra-industry
specialization and complementary production
systems, and to establish coordinated strategies
between companies so that these can compete with
extrazonal suppliers both in local markets and in those
of the rest of the world.
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Recent
ECLAC
publications

Periodicals

Social Panorama of Latin America 1999-2000, LC/G.2068-P,
United Nations Publication, Sales number: E.00.11.G.18, ECLAC,
Santiago, Chile, November 2000, 312 pages.

The 1999-2000 edition of the Social Panorama of Latin America
examines the growing social vulnerability of the population, the
main features of the pattern of occupational stratification associated
with newly emerging modes of development, the living conditions
of two particularly vulnerable groups, namely, children and ado-
lescents, and older adults, and the institutional and social implications
of drug production, trafficking and consumption in the region.

Social vulnerability is manifested in feelings of economic
precariousness, and of insecurity and defencelessness, which seem
to overwhelm the majority of the population in many countries.
This edition of the Social Panorama explores the objective reasons
underlying this phenomenon, including the increasing instability
of household income, which causes households to emerge from
and fall back into poverty, and the increasing precariousness of a
labour market where fewer and fewer workers have permanent jobs,
proper contracts or social security.

ECLAC has studied traditional and new patterns of occupa-
tional stratification bearing in mind the impact they have on social
stratification. This edition of the Social Panorama presents the re-
sults of a study on the main aspects of occupational stratification
in eight countries representing the wide range of situations to be
found in the region. An analysis of labour income by occupational
category identifies three main strata accounting for 10%, 15% and
75% of the working population (the exact figures differ from coun-
try to country) and shows how these strata correlate with the edu-
cational level and socio-economic status of the household con-
cerned.

The chapter on older adults examines issues relating to the
well-being of this group, the living arrangements developing in
response to the ageing of the population, the coverage provided by

social security systems, which are the main source of income for
older adults, the extent to which the latter participate in the labour
force and the impact of these factors on income distribution and
the poverty level of the households of which these adults are part.

The chapter on living conditions for children and adolescents
looks at the impact of economic growth in the 1990s on poverty
levels affecting this segment of the population, the main risk fac-
tors during early childhood and lags in terms of education.

The chapter dealing with the social agenda explores the prob-
lems associated with drug production, trafficking and consump-
tion in Latin America and discusses how this affects the quality of
people’s lives, how it exacerbates the problem of social exclusion
and how drugs undermine the stability of the region’s institutions
and instil a sense of insecurity in the population.

Other publications

Financial globalization and the emerging economies, LC/G.2097-P,
United Nations Publication, Sales number E.00.11.G.39, ECLAC,
Santiago, Chile, May 2000, 328 pages.

One of the most dynamic features of globalization in recent years
has been the increasing integration of financial markets. Capital
flows to emerging economies expanded rapidly, often leaving in
their wake financial crises that affected much of Asia and Latin
America.

There is broad recognition that financial instability is deeply
rooted in the way markets now operate and that in-depth analysis
is urgently needed in order to come up with better solutions for
crisis prevention and management. Recent meetings of international
financial institutions, of the G-7 and of a number of developing
economy groupings have been devoted to this issue.

This collection of essays is the outcome of an international
conference convened jointly by ECLAC and the International Jacques
Maritain Institute of Rome, and held in Santiago, Chile, in 1999.
The conference brought together policy makers, academics, mem-
bers of international institutions and a variety of social actors.

The book is divided into four sections. The introduction con-
tains the opening statements delivered at the conference. Part I
presents a broad discussion of the issues and proposals on how to
reform the international financial structure. Part II examines na-
tional policies for addressing financial instability and the role they
play in stabilizing capital flows. Part III sets forth the viewpoints
of different social actors on financial globalization, together with
their message to policy makers.
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