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In the first decade of the 2000s, labour performance 
diverged markedly from the previous two decades in 
Latin America and the Caribbean. Especially from 
2003 onwards, there was a break from several previous 
trends: the unemployment rate came down, many 
employment quality indicators improved amid increasing 
job formalization, and wage gaps between skilled and 
unskilled workers narrowed. These factors helped to 
reduce poverty rates and inequality between households 
in this period.

This favourable picture may be attributed in part 
to a number of factors that weighed in to one extent 
or another in the countries of the region, especially 
economic and production factors and political-institutional 
developments. 

The analysis in this article centres on the 10-year 
period beginning in 2003, looking at how a more benign 
economic and production setting affected the labour 
markets. By contrast with the two preceding decades, 
in this period the region’s economy enjoyed relatively 
sustained, high growth rates, interrupted only by the 
economic and financial crisis of 2008-2009.1 At the same 
time, many countries moved away from the growth and 
development paradigm that prevailed in the region in the 
1980s and 1990s (reliance on the superior efficacy and 
efficiency of the functioning of markets), which implied, 
in many cases, adopting new labour policies. As this 
article will discuss, both factors had major consequences 
for labour market performance in this period. 

The sections following this introduction review 
recent changes in the region’s labour markets and 
interpret them against the backdrop of the changes 

1  See eclac (several years) and, specifically for the subperiod 2003-
2008, Kacef and López-Monti (2010). 

in the economic-industrial and political-institutional 
setting. Section II sets forth some stylized facts with 
regard to labour in the recent period, and contrasts 
them with previous performance. Section III presents 
a scheme developed to analyse the factors determining 
these changes, justifying the emphasis on the economic-
industrial and political-institutional context. Section 
IV examines the characteristics of these factors in the 
decade 2003-2012, furthering understanding of recent 
developments in the labour market. Here, we show  
that the relatively high economic growth in recent times 
was the main factor driving job creation and bringing 
down the regional unemployment rate. A modest rise 
in labour productivity, thanks to several processes, 
facilitated gains in employment quality, as did strong 
labour demand, which led to many of the new jobs being 
created in medium- and high-productivity segments and 
shifted the structure of employment favourably. Patterns 
of labour demand also helped to reduce income gaps 
between people at different levels of employment. Lastly, 
a shift in labour institutionality in many countries also 
helped to close gaps and drove gains in employment 
quality. Section V concludes by discussing recent progress 
and persistent weaknesses in labour performance, and 
draws attention to a number of factors that pose risks to 
the continuity of recent benign labour trends.2 

2  This article does not attempt to analyse all aspects of the recent 
labour market. The review of stylized facts concentrates instead on 
aspects that show a break in trend from previous performance, and 
skips over indicators that remained the same. This refers, for example, 
to the characteristics of labour supply, in which demographic trends 
held steady, labour participation continued to rise gradually and level of 
formal education continued to increase. Obviously, these stylized facts 
are not applicable to all the countries of the region, since they each have 
specific patterns regarding the determinants of labour performance.

I
Introduction 
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The first stylized fact regarding the development of 
labour markets over the recent period is the reduction 
in the open unemployment rate in urban areas. Between 
2002 and 2012 this rate came down from 11.2% to 6.4% 
at the regional level, to reach a 20-year low (eclac/ilo, 
2013).3 This was a break from the general upward trend in 
unemployment in the 1990s, when the rate fell slightly in  
times of high economic growth and rose significantly 
in times of zero or slack growth, producing an upward-
sloping jagged pattern in the regional unemployment rate.4 

3  The rate thus returned to the levels of the 1970s and 1980s. However, 
a precise comparison is not possible because of methodological changes 
made in many countries in the intervening period.
4  In a study on 19 Latin American countries for the period 1990-2007 
—although with differences depending on data availability— Ball, De 
Roux and Hofstetter (2011) found evidence of a hysteresis effect that 
transformed short-term rises in unemployment (caused by contractions 
in aggregate demand) into long-term impacts.

The fall in unemployment starting in 2003 resulted 
from a rapidly rising employment rate, as shown in 
figure 1.

While the participation rate reflected the long-term 
gradual increase in women’s participation in the labour 
market, the employment rate rose sharply as of 2003, 
interrupted only in 2009 by the global economic and 
financial crisis.

Starting in 2003, the faster rise in employment, 
together with higher wages for those in work, pushed 
up labour income, which was the main driver of poverty 
reduction in the region in this period (eclac, 2012,  
p. 50; Azevedo and others, 2013). 

The second stylized fact is the improvement 
in employment quality. As noted in Weller and 
Roethlisberger (2011), over the recent period almost all 
quality indicators show improvements, except for a rise 
in temporary contracts, which was attributable to more 

II
Three stylized facts

FIGURE 1

Latin America and the Caribbean: urban participation,  
employment and unemployment, 1990-2012 
(Percentages)
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Note: in the figure unemployment is shown as the gap between the participation and employment rates, so the values do not correspond to 
the unemployment rate, which is calculated as a proportion of the workforce.
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unstable labour markets. Quality indicators tend to be 
better for wage earners than for non-wage earners, but 
in the recent period employment quality has in general 
improved for both categories.5 

As noted in the work cited above, these improvements 
are closely linked to processes of labour formalization 
which have made great strides in some countries. As 
shown in figure 2, in the decade 2003-2012 formal 
employment expanded more than in the preceding period, 
and notably more than employment overall, in many of 
the region’s countries.

The third stylized fact is the reduction in wage gaps, 
in a break from the previous trends of wage structure 
polarization.6 In most of the countries, the reduction in  
 

5  See information on coverage differentiated by type of social protection 
system and changes in this regard in ilo (several years).
6  On wage gap narrowing, see, for example, Gasparini and others (2011); 
López-Calva and Lustig (2010); and Keifman and Maurizio (2012). 

the wage gap was the main driver of reduction in income 
inequality at the household level in the past decade. For an 
average of 15 countries, around two thirds of the reduction 
came from smaller differences in income per employed 
person (eclac, 2012, p. 56).7 The second important 
factor was non-labour income, with the introduction 
and expansion of programmes targeting the poorest 
households. By contrast, demographic changes in the 
great majority of the countries (a smaller gap between 
the dependency rates of the first and fifth quintiles) 
contributed very little to the lessening of inequality. On 
average, the contribution of higher employment rates 
—which had a positive impact on poverty reduction— 
had even a slightly negative effect on equality because 
the proportion of employed adults rose at least as 
much or more in the higher income quintiles as in  
the lowest. 

7  In this connection, see also Azevedo, Inchauste and Sanfelice (2013).

FIGURE 2

Latin America (selected countries): annual growth in (registered) formal  
employment and total employment, 1990-2002 and 2003-2012 
(Percentages)
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Source: prepared by the author, on the basis of official data from the countries. 

Note: the data on formal employment refer to those paying into or affiliated to a system of contributory social protection, except in Brazil 
(register of formal employment). The data on total employment for Argentina and Uruguay refer to urban employment. The data on total 
employment for Guatemala and Nicaragua refer to 2002-2011 and 2003-2010, respectively. In the first period, the data on formal employment 
refer to 1991-2002 for Panama; 1994-2002 for Chile, Mexico and Nicaragua; 1995-2002 for Argentina, and 1998-2002 for El Salvador. 
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The main determinants of employment generation and 
job characteristics are the economic and production 
context and labour institutions.8 Figure 3 summarizes 
the main links in this regard. 

The production context is expressed, first, in 
economic growth based largely on greater use of 
production factors, including labour. Growth impacts 
not only the magnitude of employment generation, but 
also —through its characteristics (sectoral composition, 
technical intensity, and so forth)— labour demand, 
differentiated by skills, knowledge, etc., and therefore 
influences the relative labour conditions of different 
groups of workers. 

Second, and obviously related to the first aspect, 
the economic and production context is also expressed in 

8  Here, we are leaving aside the close long-term correlation between 
employment level and demographic evolution (magnitude and growth 
of the working-age population), modified by the upward trend in 
labour participation caused by the increasing incorporation of women 
into the labour market. In this connection, see Weller and Kaldewei 
(2013, pp. 31 and 32). 

an economy’s average labour productivity. This affects 
the capacity to improve job quality, because it is a 
determinant of the profit margin allocated to workers. In 
this respect, the main link is between labour productivity 
and wage level. The comparison between countries shows 
that this link tends to be a close one, although labour 
productivity gains do not translate automatically into 
wage gains, as demonstrated by the recent worsening of 
functional income distribution.9 But non-wage aspects 
of employment quality tend to benefit from increased 
productivity too, inasmuch as the various aspects of quality 
tend to generate costs, and the capacity of economies 
to cover those costs depends on the resources available. 
Accordingly, high productivity tends to feed directly into 
good quality employment, while low productivity usually  
 
 

9  eclac/ilo (2012) shows both the high correlation between labour 
productivity and average wages, and the recent fall in wages as a 
proportion of gdp.

III
Conceptual aspects

FIGURE 3

Determinants of employment generation and quality
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goes hand in hand with processes of exclusion from 
productive employment.10

Rising labour productivity at the aggregate level 
reflects two different, but related, dynamics. On the 
one hand, economic development is closely related to 
structural change processes that involve reassigning 
resources from low-productivity sectors —which 
typically create low quality jobs— to intermediate- and 
high-productivity sectors (productivity gain through 
intersectoral changes). On the other hand, productivity 
with an activity can be boosted by more intensive use 
of physical or human capital or both, by technological 
changes, by more efficient use of resources, or by the 
closure of unproductive firms and the formation of new 
firms that are more productive (productivity gain through 
intrasectoral changes). The relative weight of the two 
processes typically varies with the march of economic 
development, with the contribution of structural change 
gradually diminishing (Rodrik, 2013).

However, and in third place, in highly heterogeneous 
production structures, the importance of the production 
context in generating and informal employment cannot 
be captured by the rate of economic growth and the 
evolution of average productivity alone. 

The segmentation hypothesis is often refuted by the 
argument that a significant proportion of employment 
informal is voluntary and arises from cost-benefit 
calculations on the part of firms and workers. Specifically, 
it is possible to tap into the social benefits that are also 
increasingly accessible for informal employees, without 
having to assume formalization-related costs. Studies 
on flows of workers within this market also indicate a 
degree of mobility between the different segments, which 
appears to contradict the theory of segmented markets 
(Perry and others, 2007; Bosch, Cobacho and Pagés, 
2012). Without denying the role of cost-benefit rationale 

10  Weller and Roethlisberger (2011, pp. 54-58) show some correlations 
between per capita gdp (as an indirect variable for labour productivity) 
and several indicators of employment quality. The most obvious 
positive links occurred between payment into social security systems 
(pensions and health), contracts and, to a lesser extent, bonuses and 
vacation. Other indicators (trade union membership, overtime pay, 
training) showed high dispersion, which points to the importance 
of other factors beyond per capita gdp and, related to that, average 
productivity, specifically the importance of labour institutions, which 
will be examined later. Notably, the link between labour productivity 
and employment quality is two-directional, as has been observed 
historically, for example with the shortening of the working day. 
Efficiency wage theory examines the impact of better wages on higher 
productivity. In this regard, see Akerlof and Yellen (1986). 

of both formality and informality, it must be emphasized 
that there are theoretical and empirical reasons to treat 
markets as segmented (Fields, 2004; Ocampo, Rada and 
Taylor, 2009; Infante, 2011):

—— The region’s production structure is highly 
heterogeneous, with large productivity gaps between 
and within sectors.

—— Because of weak labour demand in medium- and 
high-productivity segments and the jobs that are 
created mainly in response to this demand, other 
jobs are created mainly in response to the pressure 
of labour supply, reflecting the need for income in 
the respective households.11

In any case, the different approaches in the literature 
on labour market segmentation have made progress in 
recognizing the heterogeneous nature of the informal 
sector itself.12 While certain approaches differentiate 
between “excluded” and “voluntary” informal workers, 
from the standpoint of production, a subsegment with a 
certain capacity of accumulation is distinguished from 
one whose income is basically stuck at subsistence level. 
Accordingly, there would appear to be a countercyclical 
subsegment —which grows in phases of the economic 
cycle in which the labour demand from the medium- and 
high-productivity segments is low— and another that 
behaves procyclically, expanding in response to income 
opportunities in growing economies. 

In addition, the simultaneous existence of different 
labour market segments —whose behaviour is determined 
chiefly by labour supply and demand, respectively— is 
evident in the way labour adjusts to the economic cycle. 
Specifically, the fact that a large segment of the labour 
market obeys labour supply dynamics contributes much 
to the highly procyclical behaviour of labour productivity 
(eclac/ilo, 2012).

In sum, the level and composition of informality 
depend on two main factors: the production structure 
—represented by per capita gdp and the productivity 
gaps between the different segments— and the legal and  
 

11  In this article “segment” means the set of those parts of different 
branches of activity or sectors that share similar productivity levels, 
drawing a simplified distinction between low-productivity segments 
and medium- and high-productivity segments. The shift in the relative 
importance of the two segments over the business cycle is recognized 
by Perry and others (2007).
12 See, for example, Tokman (1987); Fields (2004) and Perry and 
others (2007). 
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institutional factors that determine the costs and benefits 
of both formality and informality.13 

The existence of segmented markets with large 
productivity gaps means that changes in the composition 
of occupational structure —especially in the relative 
weight of the lower- or higher-productivity segments— 
influences its overall averages as well as labour income. 
Labour market segmentation has distributive implications 
as well. Although the theories disagree as to whether 
low-productivity segments should be modelled with 
marginal output close to zero or positive, declining 
output (Fields, 2004), an increase in the number of 
individuals employed in these segments will tend to 
lower average income and widen the income gap with 
respect to the higher-productivity segments. By contrast, 
a reduction in the number of individuals in these poor 
performing segments will increase average income and 
narrow the gap with respect to the average or higher-
productivity segments. One implication of this is that 
the income gap between different productivity levels 
will be wider in countries with a larger set of low-
productivity segments than in countries with a smaller 
set of such segments: in the first group of countries, 
low-productivity segments tend to show smaller average 
income, owing to the larger proportion of jobs generated 
by supply pressure, thereby increasing the gap between 
this income level and the income of medium- and  
high-productivity segments.14 

Lastly, labour institutions —based on labour 
legislation or on collective bargaining— shape the 
characteristics of employment, particularly matters of 
quality and the gaps between different groups of workers 

13  There are also secondary aspects, such as the lack of information 
on these costs and benefits for informal firms and workers.
14  Weller (2012, p. 35) demonstrates this for Latin America.

in this regard (for example, through formalization or 
minimum wage policies). Labour institutions have a 
dual function (eclac, 2010, p. 173): (i) contribute to the 
efficient functioning of the labour market (by bringing 
the workforce increasingly into productive jobs), boost 
productivity (including the effective distribution of the 
fruits thereof) and design mechanisms to adjust to the 
fluctuations of the economic cycle; and (ii) promote 
the protection of workers as the structurally weakest 
stakeholders, especially vulnerable groups with specific 
problems in participating in productive labour.

To this end, labour legislation and collective 
bargaining affect the process of establishing wages and 
other benefits, contracts, social protection, and training, 
among other aspects. In turn, standards on hygiene and 
safety at work and on the organization of work (pace, 
breaks and so on) affect labour conditions. 

On the other hand, the capacity of firms to comply, 
the coverage and efficiency of labour surveillance and 
labour justice, and the control and pressure that workers 
can exert determine the degree to which the quality 
aspects covered in the legislation or negotiations come 
to fruition (Bensusán, 2008).

Institutions can only meet their objectives in a 
sustainable manner if they are positioned on two fronts 
(Berg and Kucera, 2008, p. 27): first, they reflect the 
social norms created historically in a specific country, 
so they vary from one country to another. It is thus no 
surprise that the theoretical literature is increasingly 
considering the possibility of moving from models that 
assume a single optimum configuration of regulations, 
to others that allow for the existence of two or more 
institutional configurations capable of generating similar 
outcomes (Eichhorst, Feil and Braun, 2008). Second, 
they respond to the production context, so that in any 
given country they can vary over time in response to 
social and political changes. 
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This section explores how changes in the economic and 
production context and in labour institutions may have 
impacted the stylized facts described in section II during 
the period beginning in 2003. 

1.	 The economic and production structure

(a)	 Economic growth and overall employment 
The growth and characteristics of employment were 

the main factor explaining the rise in employment levels, 
and thus the declining unemployment rate. In the period 
beginning in 2003, the Latin American and Caribbean 
economies evolved very differently from the preceding 
decades. New global growth patterns and buoyancy pushed 
up prices for the region’s main export commodities, 
which improved terms of trade to the benefit of countries 
exporting oil, gas, minerals and agricultural products.15 
This was a key factor in boosting the region’s economic 
growth above the performance of previous decades. 
Economic authorities used the opportunity offered by 
this context to reduce vulnerabilities, lower public debt 
(especially external debt), and build up international 
reserves. The combination of brighter growth prospects 
and reduced vulnerabilities helped to improve external 
borrowing conditions, especially amid highly liquid 
global markets (eclac, several years).

The region’s economic growth rose from 2.7% per 
year between 1990 and 2002 to 3.8% per year from 2003 
to 2012, despite the harsh impact of the global economic 
and financial crisis in 2008-2009.16 Growth patterns have 
varied throughout the past decade, since in 2003-2008 
exports increased rapidly (from 16.9% of gdp on average 
in 1990-2002 to 22.7% on average in 2003-2008, at 
constant prices). By contrast, in 2009-2012 household 
consumption and gross fixed capital formation were the 
main drivers of aggregate demand (with average rises 
from 63.0% in 2003-2008 to 65.0% in 2009-2012 for 
household consumption and from 19.1% to 21.2% for 

15  Differences in the composition of the export and import baskets 
were obviously reflected in very varied terms of trade evolutions in 
the different countries of the region.
16  The region grew by 4.5% per year between 2003 and 2008, 4.4% 
per year between 2010 and 2012, and contracted by 1.6% in 2009.

gross fixed capital formation).17 By sector, growth was 
concentrated in the various branches of the tertiary sector, 
and this pattern deepened between 2009 and 2012.18

As shown in figure 4, the rise in the employment 
rate noted earlier (see figure 1) is attributable in large 
measure to these higher rates of economic growth.

With the exception of 2009, in all the years between 
2003 and 2012 the urban employment rate rose by 0.4 
percentage points or more. 

The correlation between economic growth and 
employment rate variation indicates, as well, an increase 
in the labour intensity of growth. The data in figure 4 
show that in the 1990s, economic growth of 3% at the 
regional level was accompanied by a drop in the regional 
urban employment rate of 0.1 percentage point, while in 
the period beginning in 2003 this same output growth 
rate was accompanied by a rise of over 0.3 point in 
the employment rate (eclac, 2014b). The low labour 
intensity of growth in the 1990s has been associated, 
among other causes, with the structural reforms of the 
time (Weller, 2000; idb, 2003). This effect could have 
eased later, and in the following period there were few 
large-scale liberalizing reforms (eclac, 2014b). Be this as 
it may, the low labour intensity of growth at the regional 
level in the 1990s chiefly reflected the performance of 
a few countries (Argentina and Brazil), and in most 
of the countries of the region “jobless growth” was 
not the rule; most of them were rather characterized 
at this time by “employment without growth” (Pagés, 
Pierre and Scarpetta, 2009), reflecting the supply side 
pressure of labour in the context of low and volatile  
economic growth.

In sum, by comparison with the previous period, 
in the decade 2003-2012 the employment rate was 
significantly boosted by higher economic growth and 
stronger intensity of the labour factor in the process. 
Since the increase in the participation rate did not 
diverge from its long-term trend, the more robust job 

17   Author’s calculation on the basis of data from the Economic 
Commission for Latin America and the Caribbean (eclac).
18  Together, these branches of activity increased their share in gdp 
from 54.5% on average for 1990-2002 to 55.3% for 2003-2008, and 
56.8% for 2009-2012.

IV
Changes in the determining factors and in their 

links with the stylized facts 
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FIGURE 4

Latin America and the Caribbean: economic growth and variation in the  
urban employment rate, 1991-2012

-1.5 

-1 

-0.5 

0 

0.5 

1 

-3 -2 -1 0 1 2 3 4 5 6 7 

1991-2002 2003-2012 Linear trend (1991-2002) Linear trend (2003-2012) 

Economic growth (percentages)

V
ar

ia
tio

n 
in

 th
e 

em
pl

oy
m

en
t r

at
e

Source: prepared by the author, on the basis of data from the Economic Commission for Latin America and the Caribbean (eclac).

creation translated directly into a notable fall in the 
unemployment rate.

(b)	 Changes in labour productivity 
Labour productivity evolution is a key determinant 

of improvement in both wage and non-wage aspects of 
employment quality. In 2003-2012, the more benign 
economic environment led to a rise in average labour 
productivity, which had fallen in the 1980s and stood 
still in the 1990s (Weller and Kaldewei, 2013).19 

As noted earlier, this increase could have come 
from changes within economic sectors, or from 
the reallocation of resources —specifically the  
workforce— between sectors (structural change). 
For the 1980s, eclac (2007) found a sharp fall in 
average labour productivity, caused by intrasectoral 
effects with slightly positive intersectoral effects, 
while for 1991-2003 it found —in the simple average  
for nine countries— a slight rise in average labour 
productivity, with small positive contributions from 
both components. By contrast, McMillan and Rodrik 
(2011) found a strong positive contribution from 
intrasectoral changes, partially offset by negative  

19  However, the 1.6% rise in average labour productivity between 
2002 and 2012 was modest by comparison with some other world 
regions. Owing chiefly to the rapid increase in productivity in East 
Asia, by 2012 the gap that the region had gained with respect to the 
world average, which expanded by 2.2% in this period, was almost 
closed (author’s calculation on the basis of data from Key Indicators 
of the Labour Market (kilm), eighth edition (ilo, 2013)).

intersectoral change, for the period 1990-2005, also in 
the average for nine countries.20

Table 1 shows the results of an exercise for the 
periods 1990-2002 and 2003-2011/2012, for which 
the methodology used by McMillan and Rodrik (2011) 
was applied to 23 countries of Latin America and the 
Caribbean, as follows:

	 Y y y, , , ,t i t k i t
i
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i t i t
i
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1 1

D H D DH= +-
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where Yt and yi,t represent the level of productivity 
for the economy overall and for sector i, respectively, 
while Θi,t is the share of sector i in employment. Δ 
represents the change in productivity or in the proportion 
of employment, as the case may be. The first term on the 
right is the sum of the variations in productivity of the 
different sectors, weighted by their share in employment 
at the start of the period under analysis. This term thus 
represents changes in productivity within sectors. The 
second term represents the contribution of structural 
change to total productivity variation, calculated as the 
sum of sectoral changes in share of total employment, 
weighted by the corresponding productivities.21

20  For other recent studies that break down the evolution of labour 
productivity for different periods, see Ocampo, Rada and Taylor 
(2009) and Ros (2011). 
21   Thus, if a sector loses share in the structure of employment to 
another sector with higher average productivity, aggregate productivity 
increases, and vice versa.
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TABLE 1

Latin America and the Caribbean: variation in average labour productivity and 
contributions of intra- and intersectoral changes, 1990-2002 and 2003-2011/2012

Period

1990-2002 2002-2011/2012 

Yearly 
productivity 

variation

Intersectorial
contribution

Intrasectorial
contribution

Yearly 
productivity 

variation

Intersectorial
contribution

Intrasectorial
contribution

Argentina urban areas a 1990-2002 and 2002-2012 1.0 0.8 0.2 3.9 0.2 3.7

Bahamas 1989-2003 and 2003-2011 0.0 0.4 -0.4 0.2 0.3 -0.1

Barbados 1990-2002 and 2002-2012 -1.1 -0.7 -0.4 1.8 0.3 1.5

Bolivia (Plurinational 
State of)

1996-2002 and 2002-2009 1.5 0.1 1.4 0.2 1.4 -1.2

Brazil 1990-2002 and 2002-2011 -0.4 0.0 -0.4 1.9 0.7 1.2

Chile 1990-2002 and 2002-2012 3.4 -0.2 3.6 1.4 0.5 0.9

Colombia 1991-2000 and 2002-2012 1.0 -0.3 1.3 1.7 0.8 0.9

Costa Rica 1990-2002 and 2002-2012 0.7 0.3 0.4 2.3 0.1 2.2

Dominican Republic 1991-2002 and 2002-2012 2.9 0.1 2.8 1.8 -0.1 1.9

Ecuador 1990-2001 and 2002-2012 -0.7 -0.1 -0.6 3.5 0.8 2.6

El Salvador 1992-2002 and 2002-2012 1.4 1.3 0.1 0.3 0.1 0.3

Guatemala 1989-2002 and 2002-2011 -0.3 -0.7 0.5 1.8 2.0 -0.2

Honduras 1990-2002 and 2002-2012 -0.4 0.5 -0.9 1.7 0.2 1.6

Jamaica 1992-2002 and 2002-2012 0.0 0.2 -0.2 -0.2 0.3 -0.5

Mexico 1991-2002 and2002-2012 0.3 0.9 -0.5 0.8 1.1 -0.3

Nicaragua 1990-2003 and 2003-2010 -1.0 0.5 -1.5 -0.7 -0.1 -0.6

Panama 1991-2002 and 2002-2012 0.2 0.9 -0.8 4.8 0.3 4.5

Paraguay 1997-2002 and 2002-2011 -2.6 -0.6 -2.0 0.5 0.2 0.3

Peru 1994-2002 and 2002-2011 -1.7 -0.4 -1.2 4.0 1.7 2.3

Saint Lucia 1994-2002 and 2002-2007 -0.6 -0.3 -0.3 -0.2 1.1 -1.2

Trinidad and Tobago 1990-2002 and 2002-2012 1.0 0.4 0.6 3.2 0.4 2.8

Uruguay urban areas a 1990-2002 and 2006-2011 1.8 0.9 0.9 4.2 0.7 3.4

Venezuela (Bolivarian 
Republic of)

1990-2002 and 2002-2012 -2.9 -1.6 -1.3 1.5 1.7 -0.2

Latin America and the 
Caribbean b

0.2 0.1 0.1 1.8 0.6 1.1

Northern subregion of 
Latin America b 

0.5 0.5 0.0 1.6 0.4 1.2

Southern subregion of 
Latin America b

0.1 -0.1 0.2 2.3 0.9 1.4

The Caribbean b -0.1 0.0 -0.1 1.0 0.5 0.5

Source: prepared by the author, on the basis of Jürgen Weller and Cornelia Kaldewei, “Empleo, crecimiento sostenible e igualdad”, serie 
Macroeconomía del Desarrollo, No. 145 (LC/L.3743), Santiago, Chile, Economic Commission for Latin America and the Caribbean (eclac), 
2013; and official data from the countries and the Economic Commission for Latin America and the Caribbean (eclac).
a	 The data for Argentina (31 urban agglomerations) and Uruguay (for 1990-2002) (urban total) are indicative only, because information on 

non-agricultural output growth was combined with urban employment data, in the absence of nationwide employment figures.
b	 Simple average. 
Note: rates of intra- and intersectoral contributions do not necessarily add up to the variation in productivity, because of rounding. The total 
refers to the sum of value added of the different branches of activity. The calculation was performed in dollars at constant 1995 prices for 
1990-2002 and at constant 2005 prices for 2002-2011/2012. 
The northern subregion corresponds to the countries from Mexico to Panama, plus the Dominican Republic; the southern subregion corresponds 
to the Latin American countries to the south of Panama.
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The result of this calculation shows the contribution 
of intrasectoral processes and structural change to variation 
in aggregate labour productivity, in constant dollar at 
1995 prices for the first subperiod and at 2005 prices 
for the second. In order to compatibilize the results of 
the countries individually, and in view of the fact that 
the periods under analysis are of different length, annual 
growth rates of labour productivity were calculated 
for all countries and the contributions of intra- and 
intersectoral changes were translated into contributions 
to those growth rates. 

Again, average labour productivity growth was 
faster in the second period, as compared with small 
rises in the first. In the regional average, between 1990 
and 2002 neither intrasectoral changes nor structural 
change contributed to average labour productivity 
growth, whereas both made a positive contribution in 
the second period, with structural change representing 
about a third of aggregate labour productivity growth, 
and intrasectoral changes the other two thirds. There were 
large differences between countries and subregions in 
both periods, however. In the first period, intersectoral 
changes made a stronger contribution in the northern 
subregion, possibly because of the expansion of the 
maquila industry and mass emigration, especially to 
the United States. In the second period, the southern 
subregion showed better results in both components 
of productivity growth. In both periods, the Caribbean 
showed weaker results.

Slightly rising labour productivity helped bring 
about increases in real wages. According to household 
survey data, on average in the Latin American countries, 
average urban wages rose from 4.1 to 4.7 poverty lines 
per capita between 2002 and 2012, having risen from 
3.8 to just 4.2 poverty lines per capita between 1990 and 
2002 (eclac, 2013). However, real wages generally rose 
at lower rates than labour productivity, which points to 
the importance of the work of labour institutions, as 
well (eclac/ilo, 2012).

The evolution of labour productivity differentiated 
by branch of activity, resulting from intra- and 
intersectoral changes, also affected productivity gaps 
between these branches. As may be observed in table 
2, in 1990-2002 productivity gaps broadened between 
branches of activity in the region (both in the weighted 
average of productivities, and in the simple average of 
productivities at the level of each economic activity), 
thereby deepening the region’s hallmark structural 
heterogeneity. By contrast, in the following period the 
gaps narrowed by about the same amount as they had 
widened in the previous period, reflecting changes in 

the patterns of employment generation in segments with 
different productivity levels, as will be discussed in the 
following section.

TABLE 2

Latin America and the Caribbean  
(23 countries): coefficient of variation  
of labour productivity in the different  
branches of activity 
(Averages)

Weighted average Simple average

1990 0.78 0.96
2002 1.05 1.04

2002 1.63 1.15
2010-2011 1.36 1.08

Source: Jürgen Weller and Cornelia Kaldewei, “Empleo, crecimiento 
sostenible e igualdad”, Macroeconomía del Desarrollo series,  
No. 145 (LC/L.3743), Santiago, Chile, Economic Commission for 
Latin America and the Caribbean (eclac), 2013.

Note: the first two lines (1990 and 2002) are based on productivity 
calculations in dollars at constant 1995 prices; the following two 
(2002 and 2010-2011) are based on productivity calculations in 
dollars at constant 2005 prices. The column “Weighted average” 
refers to the coefficient of variation of productivity of the various 
branches in the weighted average for the countries. 

In sum, in 2003-2012, process of intra- and 
intersectorial change generated modest rises (with 
significant differences between countries) in labour 
productivity. This supported gains in real wages and 
improvements in non-wage indicators of employment. 

(c)	 Economic growth and employment generation in 
the segments of production
As proposed in section III, in heterogeneous labour 

markets it is not enough to review the impact of changes 
in aggregate indicators between and within branches of 
activity; it is also essential to look at changes occurring 
between and within segments of varying productivity 
levels. This section illustrates the importance of this 
second aspect.22 

As shown in figure 5, in the 1990s urban employment 
generation was concentrated mainly in low-productivity 
segments, which —in the simple average for the countries 
with information available— increased their share of 

22  Since the information available is not sufficient to measure the size 
of these segments regularly, labour indicators are used as a proxy. For 
some time now, eclac has been measuring the size of low-productivity 
segments in urban areas by the proportion of employed who are own-
account workers (excluding professionals and technical workers), 
wage earners and employers in microenterprises, domestic service 
workers, or unpaid family workers. 
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urban employment from 45.7% to 50.1%. Starting 
around 2002, the proportion of employment in medium- 
and high- productivity segments rose in almost all the 
countries in the region, and fell in the low-productivity 
segments to around 44.1% on average.

Owing to data availability limitations, the analysis 
of the relationship between economic growth and the 
characteristics of employment generation looks at 
two categories of employment as proxies for labour 

segments driven by supply and demand, respectively: 
wage employment and own-account work.23 

Figure 6 shows, for the region overall, a high positive 
correlation (0.86) between economic growth and wage 

23  Although not all wage employment corresponds to the demand-
driven segment, and not all own-account work to the supply-driven 
segment, as will be seen, the great majority of the first category shows 
demand-driven patterns, and most of the second, supply-driven patterns.

FIGURE 5

Latin America: proportion of the urban employed working in  
low-productivity segments, 1990-2002 and 2002-2012 
(Percentages)

20

25

30

35

40

45

50

55

60

65

70

20 30 40 50 60 70

20
12

2002

20

25

30

35

40

45

50

55

60

65

70

20 30 40 50 60 70
1990

20
02

Source: Economic Commission for Latin America and the Caribbean (eclac), Social Panorama of Latin America, 2013 (LC/G.2580), 
Santiago, Chile, 2013. United Nations publication, Sales No. E.14.II.G.6.

la: Latin America.

FIGURE 6

Latin America and the Caribbean: economic growth and changes  
in employment generation, 1995-2012 
(Percentages)
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employment in 1995-2012, since wage employment rose 
notably in years of high economic growth and very little 
in slow-growth or crisis years. 

There is, conversely, a much less clear-cut 
relationship between economic growth and own-account 
work. In several years, own-account work behaved 
countercylically, reflecting supply-side dynamics (for 
example in 1995, 1996, 1999 and 2009 in the context 
of weak wage employment generation, and between 
2005 and 2007, in a relatively lengthy period of buoyant 
wage job creation). This behaviour reflects the nature 
of low-productivity segments, driven from the supply 
side by household need. 

However, own-account work also behaves 
procyclically in some years, both amid relatively 
strong economic growth (1997, 2000, 2004, 2008 and 
2010) —when not only was labour demand high, but 
individuals needing income found favourable opportunities 
for independent work— and amid low growth (2001 
and 2002). 

These varied dynamics underscore the internal 
heterogeneity of low-productivity segments, as 
mentioned in section III. Not only those excluded from 
wage employment enter own-account work; there is 
also a dynamic subsegment of opportunity-seekers. 

The overall result of the different rationales was that 
in 1995-2012 the correlation between gdp growth and 
the generation of own-account work at the regional 

level was -0.23 (in other words, the countercyclical  
factor prevailed).

These same results are found at the country level. 
As shown in table 3, in the median for 14 countries 
wage employment has a correlation coefficient of 0.58 
with economic growth, whereas the coefficient for own-
account work is -0.27. Albeit with large differences 
between countries, wage employment behaves clearly 
procyclically. By contrast, the presence of both procyclical 
and countercyclical dynamics in own-account work leads 
to quite low correlation coefficients; the negative sign 
in almost all the countries appears to indicate that the 
countercyclical pattern prevails, however.

Higher economic growth thus especially favoured 
wage employment generation, which contributed to labour 
formalization. Since the pattern of wage employment is 
closely correlated with economic growth, in the aggregate 
growth is a stronger determinant of total employment 
generation in countries with higher relative rates of wage 
employment24 (Weller, 2012). 

The output elasticity of wage employment was 
approximately 0.5 in the median for the group of countries 
in the period 1995-2012. Although with much variation 
between countries, the predominant pattern points to 
consistent efforts to increase productivity, which (in the 

24  Proportion of wage employment in total employment.

TABLE 3

Latin America (selected countries): employment-economic growth correlation 
coefficients and gdp elasticity of wage employment, 1995-2012

Employment-economic growth correlation coefficient gdp elasticity of 
wage employmentTotal employment Wage employment Own-account work

Argentina (17) 0.71 0.77 -0.07 0.56
Brazil (18) 0.63 0.62 0.21 0.75
Chile (17) 0.54 0.65 -0.27 0.38
Colombia (18) 0.15 0.53 -0.34 0.26
Costa Rica (18) 0.37 0.45 -0.27 0.59
Dominican Republic (18) 0.61 0.20 0.50 0.54
Ecuador (17) -0.19 -0.13 -0.01 1.32
El Salvador (16) 0.04 0.44 -0.30 0.45
Honduras (14) -0.31 0.20 -0.03 0.91
Mexico (17) 0.79 0.87 -0.58 0.50
Panama (18) 0.34 0.70 -0.42 0.37
Peru (13) 0.08 0.33 -0.08 0.26
Uruguay (11) 0.67 0.77 -0.30 0.06
Venezuela (Bolivarian Republic of) (18) 0.47 0.78 -0.35 1.05
Latin America (median) 0.42 0.58 -0.27 0.52

Source: prepared by the author, on the basis of official information from the countries and the Economic Commission for Latin America 
and the Caribbean (eclac).

Note: the figure in brackets is the number of years with information available in each country.
gdp: gross domestic product.
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aggregate) is partially offset by the expansion —albeit 
slowly more recently— in low-productivity jobs, reflecting 
persistent structural heterogeneity.

These changes in employment generation patterns 
helped to increase average labour income. Specifically, 
the concentration of new job creation in medium- or 
high-productivity segments led to a rise in average labour 
income, as shown in figure 7.

While in the 1990s the expansion of employment 
mainly in low-productivity segments had a slightly 
negative impact on average labour income, in the 
following period part of the rise in labour income 
was attributable to the reallocation of a portion of the 
workforce from low-productivity segments to medium- 
or high-productivity segments. 

Since labour arrangements are much more formalized 
in the employment categories that make up the medium- 
and high-productivity segments, the shift in composition 
reflects improvements in formality levels and, thus, in 
employment quality.25

25  See Weller and Roethlisberger (2011) and ilo (several years). In 
addition, formalization policies targeting both sectors may have an 
impact (in this respect, see section IV.2.b).

The concentration of a large share of new jobs in 
the medium- and high-productivity segments, reflecting 
strong labour demand, was related to the expansion of 
formal employment in the tertiary sector, which in less 
favourable circumstances typically provides an informal 
and low-productivity refuge amid labour supply pressure 
(eclac, 2014b). 

As figure 8 shows, in many countries commerce 
and services, and also construction, showed rates of 
formal employment growth well in excess of the rate in 
manufacturing and agriculture. This sectoral breakdown 
of formal employment reflects above all the pattern of 
economic growth increasingly focused on domestic-
demand-related activities (those producing mainly 
non-tradable goods and services), which concentrated 
labour demand in those activities, thus facilitating the 
expansion of formal employment there.

The largest gaps between the expansion of total 
employment and formal employment occurred in the 
agricultural sector, mining, commerce, and community, 
social and personal services. This appears to be due to 
three factors: first, some of these sectors have low entry 
barriers, so that in low growth periods supply-driven 
employment creation is concentrated there, and this pattern 

FIGURE 7

Latin America (median of 16 countries): breakdown of increases in labour income, 
by intra- and intersectoral contributions of segments of varying productivity levels, 
1990-2002 and 2002-2011
(Per capita poverty line equivalents)
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FIGURE 8

Latin America (median of 11 countries): formal and total employment and value 
added by branch of activity, annual growth rates, 2002-2012 
(Percentages)
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Source: prepared by the author, on the basis of official data from the countries.

Note: the information covers the following countries: Argentina, Brazil, Chile, Costa Rica, Ecuador, El Salvador, Guatemala, Mexico, 
Nicaragua, Panama and Peru. The data on formal employment refer to those paying into or affiliated to a contributory social protection 
system, except in Brazil (register of formal employment), Ecuador and Peru (surveys of firms with 10 or more workers in selected branches 
of activity). The data of annual growth in total employment and value added refer to the period 2002-2012, except in the cases of Brazil, 
Guatemala and Peru (2002-2011), Ecuador (2003-2012) and Nicaragua (2003-2010).

eases when economic growth is higher. Second, formal 
activities expanded strongly in some sectors, especially 
commerce, partly to the detriment of informal segments. 
And, third, efforts to formalize labour markets may 
have had a differentiated effect by sector, with greater 
progress in the abovementioned sectors. 

In sum, the characteristics of labour demand have 
impacted the recomposition of employment, allowing 
advances in wage and non-wage aspects of work and 
improvements within branches of activity.

(d)	 Growth, characteristics of labour demand and 
reduction of wage inequality 
Did economic growth and its characteristics play a 

role in the third of the stylized facts, the narrowing of the 
wage gap? As noted in section IV, the rise in the quantity 
of employment did not contribute directly to reducing 
inequality at the household level, but employment traits 
may have narrowed the gap in labour income, the most 
important mechanism in this regard. One key finding 
was that the rise in educational level appears to have 
helped to improve distribution by reducing gaps between 
household quintiles with different levels of per capita 
income (Cruces, García Domenech and Gasparini, 2012). 

The labour policies applied during this period were 
another important factor (see section IV.2). 

There are also signs that the skills bias in labour 
demand may have reversed during the first decade of 
the 2000s. 

Among the causes of narrower income gaps, 
López-Calva and Lustig (2010) identify, for the four 
case studies they present on Argentina, Brazil, Mexico 
and Peru, decreasing demand bias for skilled workers, 
as the impact of intensive technological change on 
qualifications (triggered by the economic reforms of 
the 1980s and 1990s) runs its course. 

Gasparini and others (2011) argue that demand for 
less skilled labour may have increased in the context of 
commodity expansion and intrasectoral processes, such 
as technology spread and the mismatch between the skills 
of workers with higher levels of formal education and 
the jobs available. The World Bank (2012) suggests that 
the concentration of growth in non-tradable sectors may 
have reduced the demand for higher-skilled workers, 
which is lower in these sectors than in manufacturing.

Table 4 shows the composition of additional 
employment for 15 countries, by level of education 
and differentiating wage employment (reflecting 
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demand for labour on the part of firms) from non-wage 
employment (representing different dynamics, mainly 
supply-side pressure).26 As found for the 1990s (Weller, 
2000), here, the majority of the new jobs are created are 
wage employment for workers with medium and high 
levels of education. As well, in keeping with progress 
in education systems, only a very small percentage 
of new employment (around 5% in the median for 15 
countries) corresponds to individuals with 9 or fewer 
years of schooling.

Comparison of these results with those of the 
seven countries for which this same calculation was 
performed for a period in the 1990s (Weller, 2000, p. 157), 
shows slightly higher labour demand for less educated 
workers, whose numbers fall in unwaged employment 
in the median for these seven countries, but rise in the 
wage worker category. This appears to point to a labour 
demand that is more balanced by level of education, 
with less bias towards the most skilled. However, in 
the median of 15 countries, both wage and unwaged 
employment expand for individuals with a low level of 
schooling, albeit slightly more for unwaged. In any case, 
compared with the results for the 1990s, when the ratio 
of job creation for the least skilled in wage employment 
with respect to unwaged employment was around 0.5 
(for seven countries) in the 2000s labour demand for 
this group was slightly stronger (with a ratio of wage 
to unwaged employment of 0.8), as it was as well for 
the larger group of countries. 

26  The results are also presented for a group of seven countries for 
which this same information is available for the 1990s (Weller, 2000). 
Notably, those data cover a period prior to the “lost half-decade” that 
began in the late 1990s.

In sum, labour demand continued to favour workers 
with an intermediate or high level of education, although 
there were also new opportunities for those with little 
formal education.

To analyse the sectoral characteristics of labour 
demand, a breakdown was performed using the 
methodology of Berman, Bound and Griliches (1994) 
to estimate the contributions of intra- and intersectoral 
changes both to higher demand for individuals with 
intermediate and high levels of formal education, and to 
lower demand for individuals with less formal education.27

As is evident in table 5, as in the 1990s, the expansion 
of wage employment for highly skilled workers was 
centred in the tertiary sector. Services —the sum of 
community, social and personal services and financial, 
real estate and business services— accounted for over half 
of these new jobs. By contrast with the 1990s, changes 
in commerce (for example, the large-scale expansion 
of retail commerce: supermarkets and hypermarkets, 

27  The breakdown is as follows:
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for i = 1, …, n branches of activity, where:
S = proportion of workers with a specific level of education in total 
wage employment. 
Si = proportion of workers with a specific level of education in the 
branch of activity i. 
Ai = wage employment in branch i as a proportion of total wage 
employment.
The bars show the averages corresponding to the start and end years. 
The first term on the right of the function thus captures the contributions 
of changes between branches of activity (i.e. different with respect 
to the rise in wage employment), while the second term captures the 
contribution of changes within the branch of activity (i.e. variations 
in the share of personnel with a specific level of education in wage 
employment in that branch of activity). 

TABLE 4

Latin America (median for 7 and 15 countries): composition of net additional 
employment, by level of education, for wage and non-wage workers,  
around 2002-2012

Group of countries Employment category
Level of schooling

Up to 9 years 10-12 years 13 years or more Total

7 countries
Employed 3.4 46.7 44.2 100.0
Waged 3.3 24.7 32.6 82.4
Non waged -5.6 13.8 7.4 17.6

15 countries

Employed 4.7 46.3 44.2 100.0
Waged 3.3 26.4 32.6 77.9
Non waged 4.1 13.8 8.6 22.1

Source: prepared by the author, on the basis of data from household surveys conducted in the respective countries.

Note: the seven countries presented separately are Argentina, Brazil, Chile, Colombia, Costa Rica, Peru and the Plurinational State of 
Bolivia. The group of 15 countries also includes Bolivarian Republic of Venezuela, Dominican Republic, Ecuador, El Salvador, Honduras, 
Mexico, Panama and Paraguay.
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malls and so on) pushed up demand for highly skilled 
personnel, and not only because of the expansion of 
this area of activity (the effect of intersectoral changes), 
but also because of intrasectoral changes. Conversely, 
manufacturing made only a weak contribution to demand 
for highly skilled workers, mainly because of the reduction 
in the sector’s share in total employment. Intrasectoral 
changes did help to increase demand for skilled workers 
in manufacturing, although —as shown in the last column 
of table 5 (a)— the share of highly skilled personnel rose 
less than in other sectors. In relative terms, what stands 
out is the upgrading of skills demanded in construction, 
mining and, again, commerce. 

Overall, the rise in the proportion of highly skilled 
workers within wage earners was due almost entirely to 
changes within branches of activity.28 In several branches, 
especially in the tertiary sector but also in construction, 
new jobs were generated on the basis of intersectoral 
changes, but those additional jobs were largely offset 
by losses in other branches of activity. 

28  This does not necessarily mean production shifts; change within a 
branch of activity often consists of the substitution of older workers 
who are retiring with younger workers who have a higher level of 
formal education. 

TABLE 5

Latin America (median of 15 countries): contribution of intra- and intersectoral 
changes to variation in the share of education groups in wage employment,  
around 2002-2012
(Percentages)

(a) Wage-earners with a high level of education (13 years or more)

Intrasectoral changes Intersectoral changes Total Relative increase a

Total 4.09 0.20 4.29 1.00
Agriculture 0.14 -0.48 -0.34 1.01
Mining 0.07 0.11 0.18 1.19
Manufacturing 0.42 -0.29 0.13 0.72
Construction 0.08 0.22 0.31 1.42
Commerce 0.75 0.27 1.02 1.18
Transport and communications 0.26 0.16 0.42 1.14
Services 2.37 0.22 2.59 0.94

(b) Wage-earners with an intermediate level of education (10-12 years)

Intrasectoral changes Intersectoral changes Total

Total 3.56 0.84 4.38
Agriculture 0.41 -0.03 0.37
Mining -0.02 0.09 0.07
Manufacturing 1.18 -0.69 0.49
Construction 0.54 0.33 0.88
Commerce 0.80 0.89 1.69
Transport and communications 0.43 0.19 0.62
Services 0.20 0.06 0.25

(c) Wage-earners with a low level of education (up to 9 years)

Intrasectoral changes Intersectoral changes Total

Total -7.56 -1.01 -8.58
Agriculture -0.61 -1.74 -2.34
Mining -0.06 0.08 0.02
Manufacturing -1.57 -1.24 -2.81
Construction -0.66 0.77 0.11
Commerce -1.50 0.84 -0.66
Transport and communications -0.67 0.24 -0.43
Services -2.49 0.03 -2.46

Source: prepared by the author, on the basis of data from household surveys conducted in the respective countries.
a	 Ratio between percentage growth of the education group in the particular branch of activity, and the percentage growth of the education 

group across all wage-earners.
Note: The countries covered are: Argentina, Bolivarian Republic of Venezuela, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, 
Ecuador, El Salvador, Honduras, Mexico, Panama, Paraguay, Peru and the Plurinational State of Bolivia.
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The rise in the proportion of workers with an 
intermediate level of formal education was also due 
mainly to intrasectoral changes (and, thus, part of the 
generalized rise in education level). However, intersectoral 
changes had a much stronger impact for this group than 
for more highly educated wage earners. In this respect, 
labour demand was notably strong from commerce and, 
to a much lesser degree, construction, transport and 
communications. Commerce also stands out for a large 
rise in workers with intermediate levels of education 
driven by intrasectoral changes, which underscores 
the impact of upgrading as noted earlier in relation to 
more skilled workers. Manufacturing also shows clear 
signs of upgrading of personnel structure, with sharp 
increases in workers with intermediate and (as already 
seen) high levels of education. 

The contraction of employment of workers with 
low levels of formal education was also concentrated 
in changes within branches of activity, pushed along 
in part by upgrading of the educational structure in 
services, manufacturing and commerce. However, 
intersectoral shifts also played a role in this process, 
especially a reduction in employment in agriculture 
and manufacturing. The expansion of commerce and, in 
particular, construction, also produced jobs for workers 
with a low level of formal education.

The concentration of economic growth in the tertiary 
sector in 2003-2012 did not, then, reduce demand for 
highly qualified workers. As in the 1990s, such demand 
was in fact concentrated in the tertiary sector (Weller, 
2000). In commerce, specifically, there are signs of 
upgrading driving demand for skilled workers.29 As 
well, and unlike in previous years, in some cases shifts 
within —and sometimes between— sectors increased 
demand for workers with intermediate education and, 
to a lesser extent, with little formal education. Again, 
these processes occurred especially in the tertiary sector, 
although internal shifts also favoured expansion of 
employment for the group with intermediate education 
in manufacturing and agriculture.30 This partial change 
in labour demand patterns appears to have benefited  
 

29  This result contradicts the finding of the World Bank (2012) that 
the strengthening of non-tradable sectors led to a fall in demand for 
skilled labour.
30  Klasen, Otter and Villalobos Barría (2012) found that the natural 
resources boom in the mid-2000s had a beneficial distributive effect 
in rural areas in Honduras, by improving the income of agricultural 
workers. There is also anecdotal evidence from several countries to 
the effect that reduced labour supply has led to income gains in the 
agricultural sector. 

relatively less skilled workers (at least in terms of income) 
and helped to close wage gaps.

The shift in employment towards medium- and 
high-productivity segments also benefited average 
income in the low-productivity segments. As noted 
earlier, employment in these segments is heterogeneous. 
In countries with lower per capita gdp and thus a smaller 
proportion of wage-earners among the employed, a 
large share of own-account employment reflects supply 
pressure (Weller and Kaldewei, 2013, pp. 35-39). In 
these countries, per the theoretical arguments outlined 
in section IV, average labour income from own-account 
work is lower than in countries with a smaller proportion 
of own-account workers (where many of them choose 
to work independently in search of advantages) (Weller, 
2012, p. 35). 

Accordingly, a relative reduction in employment 
in low-productivity segments should also help to drive 
intrasectoral changes by lessening supply pressure and, 
specifically, should increase average income in these 
segments. Between 1990 and 2000-2002, the average 
income of wage workers (excluding professional and 
technical workers) in firms with five or more employees 
remained constant in poverty line terms, while the income 
of own-account workers (again excluding professional 
and technical workers) dropped by 0.6 of a poverty 
line. By contrast, between 2000-2002 and 2009-2010 
the income of both groups rose (on average) by 0.4 and 
0.6 of a poverty line, respectively.31 

In sum, better economic conditions favoured the 
income of those employed at the base of the labour 
income scale, mainly because of two related mechanisms: 
stronger labour demand (especially in tertiary sector 
activities) for workers with low and intermediate levels 
of education, and declining supply pressure on low-
productivity segments.

2.	 Labour institutions and  
employment characteristics

Apart from economic and production context, labour 
institutions have the greatest impact on the evolution 
and characteristics of employment. Recent changes in 
labour institutions have helped bring about improvements, 
especially in terms employment quality wage gaps.

In the first decade of this century the prevailing 
views on labour institutions shifted in many countries. 
The reforms of the 1990s emphasized expanding the 

31  Author’s calculations on the basis of eclac (2012).
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range of hiring modalities, especially by using fixed-term 
contracts instead of the traditional indefinite contract, 
extending the use of trial periods and facilitating 
outsourcing mechanisms. Reforms also reduced the 
cost of dismissal, mainly by broadening the definition of 
fair dismissal and introducing unemployment insurance 
systems based on individual accounts (Vega Ruiz, 2005). 

Generally speaking, and often as part of 
macroeconomic stabilization packages, real minimum 
wages fell sharply in the 1980s, then stagnated in the 
1990s. In many cases labour inspection practices also 
weakened, amid broader strategies to reduce the role 
and size of the State. As a result, in many cases the gap 
between legal provisions and the reality at work tended 
to widen (Bensusán, 2006).

At the same time, the proportion of employment 
in medium- and high-productivity segments fell (owing 
to low rates of economic growth, a sharp fall in the 
proportion of public-sector employment and, at least 
temporarily, a drop in wage employment-gdp elasticity), 
which led to “de facto flexibilization”. It also sapped 
the power of the trade unions.

The poor results of the reforms of the 1980s 
and 1990s and the various crises that broke out in 
Latin America and the Caribbean after the mid-1990s 
undermined the credibility of deregulation-based labour 
policy as a tool for job creation. Against this backdrop, in 
the 2000s new political proposals emerged in the region 
under the premise that the response to globalization should 
not be a one-fits-all approach to production restructuring 
and economic and labour policy (Fraile, 2009; Weller, 
2009; Lee and McCann, 2011). At the same time, radical 
deregulation began to be treated with increasing caution 
in the international debate (idb, 2003; Freeman, 2005). 
In Latin America, scepticism regarding deregulation 
is also driven by the fact that large-scale liberalizing 
reforms were considered to have had little impact on 
economic growth (idb, 1997), and that the expectations 
of formal jobs creation attached to the reforms were  
not fulfilled. 

In the 2000s, trade union organization improved in 
some countries and the decline in organized labour eased 
or reversed.32 In this scenario, collective bargaining began 
to cover a slightly wider range of issues and new groups 
of workers, such as seasonal and domestic workers. In 
some cases, outsourcing was regulated after evidence 
that this tool tended to be abused, and employment 

32  See ilo (2009) for an illustration of the decline in labour organization 
between 1989 and 2005. 

conditions for domestic workers were brought into line 
with those for the general workforce. 

Several countries addressed the gap between 
legislation in place and actual compliance by boosting 
resources for labour inspection. Many also developed 
schemes to encourage business and labour formalization, 
specifically in microenterprises and smes (ilo, 2014). 
Since informality is determined both by aspects of 
the production structure and by institutional factors, 
formalization policies also help to reduce labour market 
segmentation. In particular, formalization of contractual 
relations is crucial for employment quality, because the 
evidence shows that a formal contract of employment is 
often the key that unlocks other benefits that come with 
good-quality jobs (Weller and Roethlisberger, 2011; 
eclac/ilo/fao, 2012). 

A number of countries adopted reforms with a 
protective slant regarding individual labour relations, for 
example by reducing weekly working hours, increasing 
compensation for unfair dismissal, restricting the use 
of overtime or increasing overtime pay, and extending 
prenatal and postnatal leave. 

At the same some, some countries strengthened 
unemployment insurance schemes or created new 
models (and a number of countries are in the process of 
doing so) to broaden systems to protect workers in the 
context of more volatile markets. Many countries have 
taken a more active stance on minimum wage policy, 
as well.33 As in the 1990s, in Mexico the drop in the 
minimum wage was identified as having contributed 
significantly to broadening income gaps (Cortez, 2001; 
Bosch and Manacorda, 2010). Concerning the recent 
period, Cornia (2014), Keifman and Maurizio (2012), 
and eclac (2014c) all found that minimum wage 
gains and increased formality —or the combination of 
both—have been important factors in narrowing in gaps 
in several countries. 

In short, unlike during preceding decades, in the 
recent period stronger measures were taken to strengthen 
workers’ individual and collective rights in respect of 
the twofold purpose of labour institutions mentioned 
earlier, supported by measures such as business and 
labour formalization policies, albeit generally without 
leaving aside the aim of labour market efficiency.

33  In the median for 20 countries, the real minimum wage shows no 
change in 1990-2003, but increased by 2.0% in 2003-2012. If the 
changes are weighted by the working-age population, the annual 
increase for the recent period was 4.4% (author’s calculation on the 
basis of official data from the countries).



26 C E P A L  R E V I E W  1 1 4  •  D E C E M B E R  2 0 1 4

ASPECTS OF RECENT DEVELOPMENTS IN THE LATIN AMERICAN AND CARIBBEAN LABOUR MARKETS  •  JÜRGEN WELLER

In the period 2003-2012, the performance of the labour 
markets of Latin America and the Caribbean represented 
a departure from previous patterns in several aspects. In 
particular, the open unemployment rate fell noticeably 
thanks to a rise in employment levels, employment 
quality indicators improved in a context of labour 
formalization, and income gaps between more and less 
skilled workers narrowed.

To understand the factors influencing this 
performance, this article proposed analysing the behaviour 
of the economic and production context (economic growth, 
labour productivity trends and changes in structural 
heterogeneity) and of labour institutions. Review of 
these factors for the decade considered shows that the 
combination of the two factors shaped the three stylized 
facts characterizing recent labour performance. Relatively 
high economic growth stimulated labour demand, which 
boosted employment generation, especially in medium- 
and high-productivity segments, facilitating increased 
formality and higher labour income. The characteristics 
of labour demand, centred on non-tradable sectors (the 
tertiary sector and construction), set the patterns for 
employment generation. Intra- and intersectoral shifts 
led to rises in productivity, related —in several branches 
of activity, such as commerce and transport, storage and 
communications— to upgrading of the occupational 
structure, which helped to improve employment quality. 
Labour demand characteristics improved opportunities for 
workers with low and intermediate levels of education, as 
well, which helped to narrow income gaps. Institutional 
changes also contributed to narrowing these gaps, to 
employment formalization and to improvements in 
employment quality indicators. Strong employment 
generation was a key factor in bringing down poverty 
rates, as was the reduction in income gaps for lessening 
inequality at the household level.

Despite the progress noted, which reversed previous 
trends, labour markets in the region continued to show 
severe weaknesses, such as high levels of informality, 

large productivity gaps, a high percentage of poor 
and unprotected workers, low levels of labour market 
participation by women, sharp labour inequalities 
between men and women both within and outside 
labour markets, discrimination against various groups of 
workers, poor employment quality indicators, and low 
rates of continuous training, trade union membership 
and collective bargaining. Obviously, recent advances 
notwithstanding, the challenges remain considerable. 

A number of factors threaten to at least slow the pace 
of labour improvements in the near future. First, amid 
slower global economic growth than in the recent past, 
the outlook for regional growth is less promising amid 
slacker external demand (eclac, 2014b). At the same 
time, in many countries domestic demand growth (driven 
chiefly by household consumption) is slowing owing to 
factors such as the end of the terms-of-trade gain (which 
slows the increase in disposable national income), the 
end of a period of exchange-rate appreciation and high 
levels of household indebtedness. At the regional level, 
employment generation was already weak by 2013, both 
in absolute terms and in relation to that year’s economic 
growth (eclac, 2014a).

From the policy standpoint, the tendency in many 
countries to focus formalization efforts on incentives and 
more stringent oversight could start to yield diminishing 
returns. This is because many firms and workers with 
the production potential to assume the necessary costs 
have already done so, while other firms and workers 
still operating in informal conditions are labour-supply 
driven and their productivity is too low to support 
full formalization. It may, then, be time to rethink 
instruments for promoting development, especially of 
microenterprises and smes. It is also important to strengthen 
the virtuous cycle between labour productivity gains and 
employment quality. Key steps to this end are improving 
education, professional training and capacity-building, 
and strengthening the voice of workers by expanding 
organized labour and collective bargaining. 

V
Conclusions
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