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FOREWORD

The World Summit for Social Development, held in Copenhagen, Denmark, from 6 to
12 March 1995, brought together a large number of heads of State and Government and
official representatives from States Members of the United Nations and culminated in the
adoption of the Copenhagen Declaration on Social Development and the Programme of
Action of the World Summit for Social Development. These two documents —the first
containing policy statements, the other dealing with their practical application— imply
commitments at the national, regional and international levels.

Barely two years have passed since this summit was held, too short a period to permit
an evaluation of the impact of the actions that the Latin American and Caribbean
Governments set out to undertake. On the other hand, most of the countries were already
implementing a variety of official policies related to the great objectives of the World Summit
for Social Development.

As States members of the Economic Commission for Latin America and the Caribbean
(ECLAC) now gather for the first time to consider the progress achieved in implementing the
outcomes of the Summit,' the ECLAC secretariat submits for their consideration a study that
focuses on three aspects. First, it analyses existing conditions of poverty, employment and
social integration, the chief issues examined at the Summit, from a Latin American and
Caribbean perspective. Second, at the policy level, it reports on the developments that have
proven most relevant to the fulfilment of the afore-mentioned commitments. Third, it
proposes a few additional guidelines on the content and scope of policies designed to facilitate
the full realization of these commitments. The hope is that the document may serve as a basis
for discussion by Governments and civil society in Latin America and the Caribbean on how
the commitments of the Summit are being implemented in the region.

! Paragraph 95(h) of the Programme of Action of the World Summit for Social Development.
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SUMMARY AND CONCLUSIONS

Although the World Summit for Social Development took place only recently, the guidelines
that emerged from the Summit proved to be broadly consistent with the general thrust of the
actions Governments in the region were taking in the economic and social spheres during the
1990s. This document attempts to summarize the situation in Latin America and the
Caribbean in relation to the three main issues addressed at the Summit —poverty,
employment and social integration— within the wider context of economic change and social
policy reform, and to formulate proposals on these issues that will help in fulfilling the
commitments undertaken in Copenhagen.

The context of economic reform

1.  Latin America and the Caribbean are presently undergoing a period of intensive
change characterized by progress towards democratic pluralism and governability and by far-
reaching economic reforms. Some of these reforms have brought significant advances in
terms of macroeconomic stability, international linkages and regional integration. These
advances have improved access to enhanced external financing, which, if administered
appropriately, could provide an opportunity to boost growth in the next few years.

2. At the same time, however, recent economic trends have brought to light a number of
major deficiencies. First, with very few exceptions, rates of growth have been only moderate
(3% per year between 1990 and 1996), falling short of both past performance levels (5.5%
per year between 1945 and 1980) and the levels ECLAC estimates are necessary (6% per
year) in order for the region to be able to catch up in technological and social development.
Second, the development of most economies in the region still rests on a shaky foundation;
many countries have achieved macroeconomic stability by relying on large current-account
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deficits, sometimes financed with volatile capital, and this situation has tended to produce
short cycles of growth and contraction, reflecting the movements of short-term capital flows.
On a number of occasions the situation has been compounded by the fragility of financial
systems, at high cost to the public purse. Third, the 1990s have seen only slow recovery
from the sudden drop in the savings ratio and, even more importantly, in the investment ratio
that occurred during the crisis of the 1980s. The great majority of countries still have not
regained pre-crisis levels of saving and investment.

3. Moreover, the depth of economic restructuring has produced new winners and losers.
The structural disparities characteristic of the region’s systems of production have been
exacerbated by the increasing productivity gap between large companies in the vanguard of
the modernization process and the wide assortment of activities that have failed to keep pace,
where the bulk of employment is concentrated. Not only does this situation provide a material
basis for greater social inequities by emphasizing domestic disparities in productivity and
income; it also affects the capacity for growth by restricting linkages between different
sectors of production, the dissemination of technical progress and the momentum that exports
could provide.

4.  The most significant deficiency, and one that is closely related to the phenomena
described above, is to be found in precisely the areas addressed by the Summit in
Copenhagen. The great accumulation of social deficits that built up during the economic
crisis of the 1980s is diminishing only slowly, particularly in three interrelated areas:
employment, poverty and social exclusion.

Poverty and social integration

5. Poverty trends in the region vary considerably from country to country in terms of
both extent and direction. On average, the incidence of poverty declined from 41% to 39%
of all households during the first half of the 1990s, not enough to offset the increase in the
1980s (from 35% to 41%). In absolute terms, the number of people living in poverty
—210 million— in Latin America and the Caribbean is higher now than ever before.

6. Even so, a certain amount of progress has been made recently, particularly where there
has been sustained economic recovery. Between 1990 and 1994 for example, out of
12 countries poverty declined in nine and increased in only one. This trend of gradual
improvement was interrupted in 1995 —perhaps only temporarily— by the slowdown in
growth in a number of countries (notably Mexico and Argentina). The trend was greatly
reinforced, however, when the incidence of poverty in Brazil fell sharply as a result of the
country's stabilization programme. Less headway was made in reducing indigence, which
dropped only from 18% of families to 17%, still two percentage points higher than the 1980
figure.

7.  The chief determining factors in the reduction of poverty have been the level of
economic growth and inflation reduction; the next most important has been the continuing
effort to increase social expenditure and, more recently, to find more efficient ways to
allocate it. The countries that have made most progress in reducing poverty are those that
have successfully combined relatively high growth rates over a period of years with a
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reduction in unemployment rates and an increase in the number of persons employed among
the poorest families. Cutting the inflation rate has also made it possible to improve earnings
and in some cases pensions in real terms and ensured continuity of investment, with a
favourable impact on the labour market.

8. It is not only macroeconomic equilibria per se that are critical for rapid and more
equitable growth, but also the manner in which they are achieved. In addition to reducing the
rate of inflation and strengthening fiscal equilibrium, it is also necessary to reduce the current
account deficit to a sustainable level to maintain an appropriate real exchange rate and to
achieve a domestic savings rate commensurate with the investment process and a level of
domestic expenditure consistent with sustainable utilization of productive capacity. Moreover,
growth does not in itself guarantee better income distribution. What is crucial is the quality
of that growth, i.e., whether it can continue over time —which is a matter of macroeconomic
management—, whether it translates into productive employment and wages and, lastly, how
efficient social policy is and how social and economic policies interact.

Employment, wages and productivity

9.  As mentioned above, the region's scant progress in combating poverty is associated
with inadequate growth, the low impact of growth on the labour market and the almost total
lack of improvement in average labour productivity, a problem that must be tackled to attain
improved international competitiveness and higher sustainable growth rates.

10. Most of the employment created during the 1990s has been in the informal sector.
According to International Labour Organization (ILO) estimates, out of every 100 new jobs
created between 1990 and 1995, 84 were in the informal sector, and it is in this sector that
56% of all employed people in the region work. This explains the current sluggishness of
average labour productivity levels (a figure which, nevertheless, conceals significant
differences between countries).

11.  The foregoing helps to explain why wage levels are below those of 1980 and also why
wage differentials between occupational strata are widening. Real average wages, despite
marked differences between countries, have increased almost across the board during the
1990s. Even so, wage levels are still lower than they were in 1980.

12.  Except for a few countries where the upward trend continued, the wage recovery
seemed to stall in 1996. This is explainable by the fact that the income effect of slowing
inflation on real wages diminishes as the inflation rate falls, while lower inflation rates mean
longer periods between wage adjustments. More generally, competitive retooling in modern
enterprises favours productivity increases and labour flexibility, with a marked decline in job
creation per unit of output.

13. The slow growth of real average wages reflects the counteracting tendencies of large
wage increases among those employed in skilled work in more vigorous and modern sectors
and moderate wage increases or declining pay in the remainder of the economy. The real
minimum wage in 1995 in 13 out of 17 countries was lower than in 1980. Informal workers
earn on average half what manual and non-manual workers in modern enterprises are paid.
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Since they also work longer hours, this inequality increases when the factorial distribution
of informal and formal earnings is corrected for hours worked.

14. The gap between earnings of professional and technical workers and those of workers
in low-productivity sectors grew by 40%-60% between 1990 and 1994. Constant or widening
differentials in earned income reflect marked disparities in productivity among companies and
sectors and are good indicators of the inelasticity of income distribution that has characterized
recent economic growth, even where growth has been most vigorous.

15. In order to boost productivity in lagging sectors, it seems essential to complement
general policies with some specific measures, including credit, marketing and technical
assistance programmes and heavy investment in education and training. The push towards
technological modernization is crucial, not only to cope with the demands of international
competition, but also to meet the need for better-quality employment and higher wages. This
objective ranks rather low on the agendas of most of the countries, however, since they lack
both the requisite resources and institutional networks capable of coping with a challenge of
this magnitude.

16. The impact of economic reforms on labour markets has been uneven, owing in large
part to significant national differences in their scope and timing. Other factors that have
contributed to the unevenness of labour market response are the differences between
countries in their productive and technological bases and labour institutions, and in
demographic and social characteristics.

17. At present, growth in the region is closely tied to the dynamism of natural resource-
based activities. In order to heighten the impact of growth on employment, then, stronger
linkages should be fostered between these activities and those of the other productive sectors.
Such linkages not only create an intermediate demand for goods, services and labour, but
also provide a stimulus for improvements in quality and the spread of technical progress and
business and management practices: they foster the establishment of quality standards; they
lead to the creation of institutions providing technical training and modern support services
to productive activity; and they give rise to training activities and technical, financial and
organizational support for small, medium-sized and micro-enterprises.

18. During the 1990s, a number of countries have amended their labour legislation,
especially with regard to employment contracts, dismissals and collective bargaining. The
direction of these reforms has been mixed, so that it is difficult to discern a uniform trend,
but most of the recent changes have introduced more flexibility into hiring and firing
procedures. Other legislation has been aimed at improving working conditions and minimum
wages; protecting particular labour sectors (seasonal workers, wage earners in small and
medium-sized firms, domestic workers); preventing discrimination against women; abolishing
child labour and regulating youth labour.

19. Another new concern is that labour legislation should also address the issue of
unemployment insurance or income protection for the unemployed. Consideration has been
given to a number of alternatives that would allow unemployed workers' needs to be covered
for a certain period of time without creating major administrative snarls or incurring the same
microeconomic and budgetary inefficiencies that unemployment insurance has generated in
other parts of the world.

20. The concern is to reconcile increased labour flexibility with minimum levels of social
safeguards for the worker by protecting income rather than job security, i.e., encouraging
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labour mobility. For such measures to work properly, they need to be backed up by fuller
training and redeployment programmes, and there should be a link between unemployment
insurance and initiatives of that kind.

Social integration

21. In the space of a decade, the increase in poverty —already at high levels— and the
deterioration or stagnation of income distribution in the region have coincided with an
explosion of access to communications that has tended to produce a common set of consumer
aspirations. Whole sectors of society see their expectations frustrated, particularly urban
youth, whose educational levels are greater than that of their parents but whose
unemployment rates are higher. These young people are exposed to information and stimuli
about a wide range of novel goods and services that are symbols of social mobility, but
inaccessible for the majority of them.

22. The intensification of "hard-core poverty", ethnic discrimination and residential
segregation, the proliferation of private urban security services and the rise of violence in the
cities all seriously affect levels of social integration and governability. Strengthening
governability under democracy requires above all —and urgently— transparent, fair and
effective judicial machinery that can restore citizens' confidence in their systems of justice,
protection and security. It also demands perseverance in the search for pluralistic and
participatory political systems capable of absorbing internal differences and mediating
national agreements on broad lines of development.

23. Such national agreements might have greater appeal if they included more social
safety-net mechanisms to reduce the social costs of economic transition and provide
safeguards in the event of retooling or redeployment that could affect large segments of the
population. Such mechanisms might include, for example, work training schemes for urban
youth who have little formal education and are excluded from the social networks that furnish
access to productive life. Other initiatives already under way to improve social integration
are support programmes for female-headed low-income families, protection for children,
young people and mothers exposed to domestic violence, and drug-abuse prevention
programmes. There are also projects to support personal and community development, and
public housing programmes designed to transform living spaces by providing communal
equipment and areas for cultural and recreational activity.

Social reforms

24. In contrast to the 1980s, when social expenditure fell considerably as a result of
financial constraints on Governments, during the 1990s the level of public spending allocated
to social sectors has risen in most countries in the region. This is a clear indication of the
political will of Governments to tackle the social deficit, and bodes well for social policy
reform. In 7 out of the 11 countries that reported social spending increases, expenditure
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levels exceeded those at the beginning of the 1980s. Public social expenditure as a proportion
of GDP rose on average by 1.8%, even in countries where the public expenditure ratio fell.
25. The greatest increase in social expenditure between 1990 and 1995 occurred in the
education and social security sectors. In education, real per capita spending went up in 12
out of 15 countries; in social security, in 10 out of 15 countries; and in health, in 10 out of
13 countries. Spending on education expanded as a reflection not only of increased
coverage, but also of improvements in quality, relevance and social equity thanks to a series
of educational reforms that were the focus of lively national debates. Increases in spending
on social security were chiefly due to adjustments in retirement and other pensions, payment
of retirement pension liabilities and extensions of coverage.

26. The educational reforms currently under way, with variations from country to country,
seek to correct the deficiencies of the region’s educational systems in terms of quality, social
equity and the relevance of what is taught. A number of countries are trying to change
outdated curricula and teaching methods, alter the social segmentation of access to education,
improve the quality of education available and reverse the decline of teaching as a profession.
Towards the same ends, countries are making changes to educational financing and resource-
allocation systems and expanding the scope for private input; they are also trying to
decentralize educational administration, train teachers and improve the quality of education,
gradually bringing it into line with the requirements of the labour market.

27. Clearly, new relationships need to be established between education, society and
production. This will require qualitative changes in educational systems, aided by an ongoing
assessment of performance, and closer ties with companies and the labour market. This could
be accomplished by setting up a system of appropriate incentives, such as national scholastic
achievement tests, support for innovative initiatives in schools, competitions with prizes for
contributions that result in improved quality and financial incentives for schools and teachers
who succeed in improving their students’ performances.

28. ECLAC has estimated that, for the region as a whole, the additional cost of
implementing a strategy to improve the quality of school and pre-school education would
amount to 3.9% of gross domestic product (GDP). Since this is more than budgets can
support, Governments will have to concentrate their spending on areas of education where
the social and economic impact are greatest, while at the same time encouraging any private
initiatives that could make a positive contribution to educational equity.

29. The technological change in education implies changing both methods and materials.
In terms of methods, the key will be to adapt teaching practices by applying new technologies
effectively to learning. In terms of materials the key will be to encourage broad-based
networks for industrial-scale production of educational aids, drawing on the state-of-the-art
educational technologies and creating new institutions to promote the technologies and adapt
them to suit local needs. All this will require changes in school infrastructure, individual and
institutional investment in equipment and materials, and training and redeployment of
teachers. Private initiative could play an important part in such developments.

30. Health service coverage in the region varies widely. Coverage, however, is only a
rough measure, concealing significant differences in the quality, efficiency and cost of care.
The regional health reform agenda —with variations from country to country— includes
improving the equity of access to benefits and the efficiency and quality of care and raising
sector productivity by reforming management, encouraging synergies between the public and
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private health systems, bringing escalating costs under control and regulating private
medicine. A number of reforms that aim at a more integrated approach focus on aspects of
financing, intersectoral competition, regulation and administration. Despite differences,
national programmes have several points in common: promoting health campaigns,
strengthening primary care, supporting decentralization of local health services and systems
and dealing with inequities of access through basic universal care or targeted interventions.
31. Reforms in the health sector must also extend to the institutional framework and aim
at increasing the efficiency, coverage and quality of care, targeting subsidies more accurately
and strengthening regulatory and supervisory capacity. The public health system could
benefit from a greater separation between the different functions: the regulatory and
institutional frameworks; financial operations and procurement; and service providers and
producers. The greater effort of coordination this entails might then require contractual
undertakings specifying the resources needed to supply a service, the quality and type of
service to be supplied and indicators enabling the service to be evaluated. Experience has
shown the need for all the parties involved in public health to reach agreement from the start
on performance indicators and their interpretation; and for new remuneration systems that
include flexible components and incentives related to performance and quality of service.
32. Private health care provision can raise the efficiency of the sector if there is an
improvement in the regulatory system regarding contract transparency, access by the private
sector to subsidies, cost control (encouraging greater integration between service providers
and insurance companies), the treatment of some categories of catastrophic illnesses and
illnesses of the elderly and, in relation to risk insurance, the inclusion of some altruistic
mechanisms.

33. The need for housing construction has diminished only marginally despite the recent
easing of demographic pressures. Construction has also had to adapt to a greater variety of
family structures, which in turn has brought new demands in terms of standards. The
regional housing deficit is estimated at roughly 50 million dwellings; the figure includes both
new construction and renovation of older stock. Out of every 100 households in the region,
60 have adequate housing, 22 need housing repairs and 18 need either new housing or
reconstruction of their present dwelling. In view of the rate at which new households are
forming, the deficit will expand by 2.7 million per year.

34. Government policy is gradually coming to grips with the reality of this situation, and
public expenditure on housing has risen again in the 1990s. To deal with the housing deficit,
the countries are trying, on the one hand, to bring in private-sector resources and, on the
other, to adjust their programmes to improve efficiency and to allocate available resources
more precisely. A number of countries are moving from the traditional system of specialized
home-loan banks —operating separately from the rest of the financial system— to open
financing systems. Supply-side subsidies such as tax exemptions or preferential credits for
the production of housing are being replaced by demand-side subsidies in the form of direct
transfers to families. With adequate application and allocation procedures, this approach
allows for more accurate targeting. Public housing policy makers are also trying to avoid
increasing urban segregation despite the fact that they are forced to look for low-cost land.
35. Pension systems in the region are characterized in general by low coverage and a
multiplicity of plans offering different benefits. This situation is not conducive to equity,
either between members of different plans or between those who have a plan and those who
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do not. Costs are often excessive and funds poorly administered, so that they incur large
actuarial or cash deficits. The challenge for reformers under these circumstances is to
broaden coverage, improve benefits through more efficient fund management and establish
an altruistic mechanism (with appropriate financing) for those who are unable to save for
their old age. Hence, the reforms currently under way aim to administer fund finances
efficiently without threatening macroeconomic stability, by separating risks and adjusting
fund management to the likelihood of occurrence of given events and by increasing private-
sector participation in fund management and service provision.

36. With current trends leaning towards fully funded (capitalization) schemes and private
administration of social security contributions, it is essential to look closely at the fiscal cost
such changes would entail, at ways of covering that cost and at how the funds accumulated
through financial intermediation are to be used. By way of illustration, mention may be made
of two policies that could be conducive to social equity: making social insurance
contributions and taxes progressive; and using pension funds in such a way as to stimulate
productive investment and help eliminate the obstacles in the way of achieving high, stable
growth rates. Analysis of the pension system reforms being carried out in the region shows
that they vary in two respects: i) in the design of the altruistic component and ii) in the
institutional framework that is set up in order to ensure that workers’ savings contribute to
the vigour and efficiency of the economy.

37. Social policy reform puts special emphasis on more efficient resource management.
It is therefore essential that such reforms should go hand in hand with institutional changes
aimed at better service to the user, better targeting and greater decentralization and linking
resources to performance and quality of service. The current fragmented institutional
structure of State social services tends to scatter resources and duplicate functions. This
situation needs to be changed in order to improve programme supervision and enable a
standard set of criteria to be used in programme evaluation. Superfluous programmes could
be discontinued and others updated in order to deal with enclaves of "hard-core poverty". On
the other hand, links could be forged or strengthened between social programmes and
productive development initiatives, i.e., training, dissemination of technology and support
for small and medium-sized enterprises and micro-enterprises.

A vision of the whole

38. More effective progress in fulfilling the commitments made at the World Summit for
Social Development demands an approach that integrates economic and social policy in a
mutually supportive relationship and permits complementarity between measures to
encourage competitiveness and measures to promote social cohesion. Although they may
seem to conflict in the short run, public policy can benefit from the many points of
complementarity between economic and social measures, chiefly in the areas of
macroeconomic management capable of stimulating high, stable growth rates; promotion of
competitiveness; and public policies that enhance the contribution of growth to employment.
Investment in human resources and an approach that integrates the concepts of territory,
business linkages and productive development offer the most promise for progress in these
tasks. In addition, agricultural modernization can assist in overcoming rural poverty,
provided there are public policies to grant access to land and regularize land tenure and
provided an effort is made to improve the infrastructure of production and establish closer
links between agro-industry and small-scale producers.
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I. POVERTY AND DISTRIBUTION?

1. Extent and trends

The extent and characteristics of poverty in Latin America and the Caribbean vary
considerably from one country to another. Of the 12 countries analysed by ECLAC, only two
(Argentina and Uruguay) have less than 15% of households below the poverty line. Three
others (Chile, Costa Rica and Panama) are in a mid-range, with 15% to 30% of households
living in poverty. A group of five (Brazil, Colombia, Mexico, Peru and Venezuela) are in
a high poverty range with 31% to 50% of households affected. Lastly, Bolivia and Honduras
have a very high level of poverty, with 50% or more households below the poverty line® (see
tables 1.1 and 1.2).

a)  Changes in poverty

Along with the economic upturn between 1990 and 1994, significant advances were
made in alleviating poverty over that period. It diminished in 9 out of 12 countries and
increased in only one. Since the end of 1994, however, results have been very uneven: only
3 out of 12 countries have achieved reductions, and the situation has deteriorated in four
countries while remaining the same or varying slightly in another five (see table 1.1).

% This chapter is based on information contained in the Social Panorama of Latin America. 1996 Edition
(ECLAC, 1997).

3 Almost all the other countries in the region are classified as having high or very high poverty ratios.
These do not appear on table 1.1, as the available information is not wholly comparable with information existing
for the countries analysed.
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In any event, the overall assessment for the first six years of the 1990s is positive,
since 8 out of 12 countries have recorded lower levels of poverty than at the start of the
decade. Compared with 1980, however, only four countries show a lower level of poverty
(Brazil, Chile, Panama and Uruguay), while four others show higher levels.

Table 1.1

LEVEL OF URBAN POVERTY AND CHANGES IN THE 1990s a/

Extent of poverty in Variation from Trend Current versus previous
1994 b/ 1990 and 1994 1995-1996  poverty levels:
f
/ 1990 1980
Low (below 15%)
Argentina
Uruguay downward + upward + lower higher
downward + stable lower lower
Average (15% to 30%)
Chile downward + downward lower lower
Costa Rica downward stable lower same
Panama downward c/ stable lower lower
High (31% to 50%)
Brazil stable downward lower lower
Colombia stable + same same
Mexico downward e/ stable higher higher
Peru downward + d/ upward + lower same
Venezuela upward + downward higher higher
upward +
Extremely high (above
50%)
Bolivia downward + e/ stable lower
Honduras downward upward higher higher
Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997,
chapter . United Nations publication, Sales No. E.97.11.G.4.
a/ The " +" sign indicates a variation in poverty level of over 4 percentage points.
b/ Percentage of households below the poverty line.
c/ 1991-1994.
d/ 1991-1994. Estimates based on results of surveys on living standards.
e/ 1989-1994.

f/

Estimated trend between late 1994 and early 1996, based on variations in macroeconomic indicators

closely associated with variations in poverty levels.
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Table |.2
POVERTY AND INDIGENCE LEVELS
(Percentages)
Households below the Households below the
poverty line @ indigence line
Urban Urban
Country Year
Total Metro- Other Rural Total Metro- Other Rural
Total politan urban Total politan urban
area areas area areas
Argentina 1980 9 7 5 9 16 2 2 1 2 4
1986 13 12 9 15 17 4 3 3 4 6
1990 - - 16 - - - - 4 - -
1992 - - 10 - - - - 1 - -
1994 - 12 10 16 - - 2 2 3 -
Bolivia 1989 - 49 - - - - 22 - - -
1992 - 45 - - - - 18 - - -
1994 - 41 - - - - 14 - - -
Brazil 1979 39 30 210 34 62 17 10 60 12 35

1987 40 34 24 37 60 18 13 8b 16 34
1990 42 a7 280 41 55 19 16 gb 19 30
1993 41 39 310 41 51 19 16 116 18 30
1995¢ .
Chile ¢ 1987 39 38 33 41 45 14 14 11 15 17
1980 33 33 28 37 34 11 10 8 11 12

1992 28 28 21 31 28 7 7 5 8 8
1994 24 24 17 27 26 7 6 4 7 8

Colombia 1980 ~ 39 36 30 37 45 16 13 10 14 22
1986 38 36 31 37 42 17 15 1 16 22
1990 - 35 - - - - 12 - - -
1992 38 - - - - 15 - - -

1993 49 42 39 43 60 27 17 15 18 40
1994¢ 47 41 35 43 57 25 16 12 18 38

Costa Rica 1981 22 16 15 17 28 6 5 5 6 8
1988 25 21 19 22 28 8 6 5 6 10
1990 24 22 20 25 25 10 7 5 9 12
1992 25 25 22 29 25 10 8 7 9 12
1994 21 18 16 21 23 8 6 4 7 10
Guatemala 1980 65 41 26 52 79 33 13 5 19 44
1986 68 54 45 59 75 43 28 20 31 53
1990 - - - - 72 - - - - 45
Honduras 1986 7 53 - - 81 51 28 - - 64
1990 75 65 - - 84 54 38 - - 66
1992 73 66 - - 79 50 38 - - 59
1994 73 70 - - 76 49 41 - - 55
Mexico 1984 34 28 ot LI 13 11 7 Lt 20
1989 39 34 - - 49 14 9 - - 23
1992 36 30 - - 46 12 7 - - 20
1994 36 29 - - 47 12 6 - - 20
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Table I.2 (concl.)

Households below the

Households beiow the

poverty line 8 indigence line
Urban Urban
Country Year
Total Metro- Other Rural Total Metro- Other Rurai
Total politan urban Total politan urban
area areas area areas

Panama 1979 36 31 27 42 45 19 14 12 19 27
1986 34 30 27 41 43 16 13 11 19 22
1989 38 34 32 42 48 18 15 14 20 25
1991 36 34 32 40 43 16 14 14 15 21
1994 30 25 23 35 41 12 9 8 13 20

Paraguay 1986 46 16

1990 37 10

1992 36 13
Peru 1979 46 35 29 41 65 21 12 9 15 37
1986 52 45 37 53 64 25 16 11 22 39
Uruguay 1981 11 9 6 13 21 3 2 1 3 7
1986 15 14 9 19 23 3 3 2 4 8
1990 - 12 7 17 - - 2 1 3 -
1992 - 8 4 12 - - 1 1 2 -
1994 - 6 4 7 - - 1 1 1 -
Venezuela 1981 22 18 12 20 35 7 5 3 6 15
1986 27 25 16 28 34 9 8 4 9 14
1990 34 33 25 36 38 12 11 7 12 17
1992 33 32 21 35 36 11 1C 6 12 16
1994 421 41 21 46.2 477 15 14 4 16 23
Latin America 9 1980 35 25 - - 54 15 9 - - 28
1986 37 30 - - 53 17 11 - 30
1990 41 36 - - 56 18 13 - - 33
1994 39 34 - - 55 17 12 - - 33

Source: ECLAC, Social Panorama of Latin America.

the Statistical appendix. United Nations publications, Sales No. E.97.11.G.4.

¥ includes households below the indigence line.

Average of the figures for Rio de Janeiro and Sdo Paulo.

¢See box I.1.

9 Calculations based on the 1987, 1990, 1992 and 1994 national socio-economic survey (CASEN) data. Estimates
adjusted for the latest figures for the household income and expenditure account from the Ministry of Planning and

Cooperation (MIDEPLAN).

% Beginning in 1993, the geographical coverage of the survey was extended to nearly the entire urban population of

1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, table 16 of

the country, plus the rural population. Until then, the survey covered approximately half the urban population.

Estimates could not be made for the Federal District because the sample size is too small.

¢ Estimates for 19 countries in the region.
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Chile and Uruguay stand out as countries that have achieved significant and sustained
reductions in poverty levels since the mid-1980s. In Brazil, the improvement is more recent,
having occurred chiefly over the last two years since inflation rates were slashed. In Panama,
improvement began in 1991 and is related to the high rate of growth in gross domestic
product (GDP) and strong job-generating capacity.

In Costa Rica and Peru, the situation is more or less unchanged, despite improvements
in the early 1990s. In Colombia as well, the level of poverty is believed to have remained the
same, as the net result of an increase between 1990 and 1992 and a subsequent decline.

The most recent comparable information from Brazil is for 1993; however, preliminary
estimates from survey results still being compiled and analysed suggest that there was a
significant reduction in poverty between 1993 and 1995 (see box I.1).

In Argentina, Honduras, Mexico and Venezuela poverty has worsened since 1980,
although economic recovery in some of these countries may result in a significant drop in the
percentage of poor households in the future.

POV:—:BTY"IN BRAZIL

The Brazilian Geographical and Statistical Instltute (IBGE) introduced substantive changes

begmnmg in 1992 in the subject areas covered by its annual national household surveys and also

initiated a survey of household income and expenditure. The mass of information collected is now |

for other countries of the reglon will be available for the last few years. _Nevertheless, some

preliminary conclusions may be drawn from an analysw of statistical data available at the time of
) ~wnt1ng “““

The hlgh growth rates of the 1960s and 1970s were followed by permds of zero growth which
exacerbated poverty. Henewad efforts fo stabthze prices in the 1980s and early 19905 did Cause
poverty rates, but these were short-hved Stablmy soon gave way to mflaﬂon and poverty
reductions were limited to brief spells.
. However, the recent stabilization plan (Ffeal Plan) and the steady increase ‘in national
_ income in the three-year period 1993-1995 gave rise to new conditions. This time, until mid-1995,
 falling prices combined with economic growth of close to 15% over three years had a major impact
on the real income of the poorest resulting i |n a sugnmcant reductton in p0verty levels. Moreover
inmany sectors of the economy. in the first few months of the year, s0 that real wages continued
to improve once inflation had been brought under control. Second, a decline in farm prices reduced
the real price of staple foods, resulting in an appreciable increase in their consumption.
. Consequently, although ECLAC does not have final figures on poverty levels in Brazil for
the last few years, preliminary estimates suggest that between 1993 and 1995 the number of
. people living in poverty declined by at Ieast elght m\Ihon or approxamateiy 10%. Furthermore, the
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At the regional level, the poverty rate declined from 41% to 39% in the first five years
of the 1990s. This advance was not sufficient to make up for the sharp increase in
poverty recorded during the 1980s, when it rose from 35% to 41%, or to make any
headway in eradicating the long-standing structural poverty characteristic of the region (see
table 1.3).

Nevertheless, a review of the regional situation indicates that while it may be difficult
to make progress and consolidate poverty alleviation, significant improvements can be —and
have been— achieved within a reasonably short time. Chile and Uruguay differ with respect
to how much the lower income strata have benefited from gains made by the society, but both
countries have managed to reduce urban poverty by between six and nine percentage points.
In Chile, this occurred as a result of more rapid growth without major changes in income
distribution; in Uruguay substantial improvements were recorded in terms of social equity,
despite a much lower growth rate.

Table 1.3
EXTENT OF POVERTY AND INDIGENCE a/
(Percentages)
1980 - 1994
Poor b/ Indigent c/
Total Urban Rural Total Urban Rural

1980 35 25 54 15 9 28
1990 41 36 56 18 13 33
1994 39 34 55 17 12 33

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997,
chapter |. United Nations publication, Sales No. E.97.11.G.4.

a/ Estimates cover 19 countries of the region.

b/ Percentage of households with income below the poverty line. Includes indigent householids.

c/ Percentage of households with income below the indigence line.

b)  Factors associated with poverty reduction

i) Economic growth. The decline in poverty in the first five years of the 1990s was
closely linked to the level of economic growth. Several countries had cumulative per capita
GDP growth from 14% to 28 %. Of these, the three where this variable increased the most
(Argentina, Chile and Uruguay) achieved a greater proportional drop in the percentage of
poor households (see figure 1.1).
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Figure I. 1

ECONOMIC GROWTH AND DECLINE IN THE PERCENTAGE OF
HOUSEHOLDS BELOW THE POVERTY LINE, 1990-1994.
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SOURCE: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G. 1946-P),
Santiago, Chile, 1997, figure 1.4. United Nations Publication, sales No. E.97.11.G.4.

a Percentage point decline in poverty from 1990 to 1994, as a percentage of the poverty level in the initial year.
b Refers to cumulative per capita GDP growth between 1990 and 1994,

ii) Reduction in inflation. The decline in poverty levels, especially in urban areas,
was also related to falling inflation rates; the effect was particularly marked in the countries
where inflation plummeted from extremely high levels, as occurred in Argentina and Peru
and in Brazil towards the end of the period, and to a lesser extent in Chile, Mexico and
Uruguay.

iii) Open unemployment. On the other hand, very little of the poverty reduction was
due to changes in open unemployment because of problems in reducing urban unemployment,
even in countries that achieved relatively high and sustained growth rates. In Bolivia, Chile
and Costa Rica, a reduction in open unemployment contributed, somewhat more than in other
countries, to a decline in urban poverty. All three countries saw an increase in'the number
of employed in low-income households and striking declines in open unemployment among
the economically active population in the lowest quintile, especially in the urban areas of
Bolivia and.Costa Rica.

iv) Low productivity. There are various reasons for the preponderance of low-
productivity jobs in the region. First, a large number of companies use outdated technologies
and processes. Second, owing to inadequate savings, there is insufficient investment in
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equipment and machinery. Moreover, small and medium-sized firms (SMEs), which generate
the bulk of jobs and are more backward technologically, have little access to savings. In
addition, little is spent on training the workforce, as will be seen below. The existing system
of industrial relations is another factor; it fosters confrontation rather than cooperation,
underestimates workers' potential for innovation and limits their participation in areas of
technology and training. Lastly, the current production base is not geared towards penetrating
the most demanding, largest and most dynamic foreign markets.

©) Changes in indigence levels

Less progress was made in reducing indigence levels, which barely declined from 18 %
to 17%, still two percentage points above the 1980 level. In Latin America, one out of every
six households is still not in a position to satisfy its basic nutritional needs, even if it were
to spend its entire income on food.

d) Differences between urban and rural areas

The lower rate of poverty in the region is largely a reflection of its lower incidence in
urban areas, where it declined from 36% to 34%. In rural areas, it diminished only
marginally (from 56% to 55%), albeit from high initial levels. The proportion of the
population living in urban areas rose from the already high level of 71% in 1990 to 74% in
1994, which means that 65% of all poor Latin Americans are concentrated in urban areas,
although the poverty rate among rural populations is higher.

Changes in indigence levels followed a similar pattern in all areas. In the first half of
the 1990s, the percentage of extremely poor urban households declined only from 13% to
12%, while the percentage for rural areas remained at around 33%. Here again, the sharp
increase in the urban population meant that the urban indigent population exceeded the rural
indigent population.

e)  Numbers of poor and indigent

Notwithstanding the percentage decline in poor and indigent households, the numbers
of persons affected increased by 12 million, from 197 million in 1990 to 209 million in 1994,
The indigent population grew by 6.4 million, concentrated almost exclusively in urban areas
(see table 1.4).

f) Poverty in the Caribbean
Poverty has been on the rise in the Caribbean over the past two decades, despite the

-considerable growth experienced throughout the region in the 1980s, except in Guyana and
Trinidad and Tobago, which suffered an economic downturn. The spread of poverty, which
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according to estimates affects around 38 % of the population of the Caribbean, is attributable
chiefly to inadequate poverty alleviation policies. At the country level, the rate varies
between 12% and 42%, a spread that shows the striking differences between countries of the
subregion.

General living conditions have been deteriorating along with the spread of poverty.
This is due essentially to the worsening economic situation and to the Caribbean economies'
low level of competitiveness. It also stems from the adoption of government policies that at
times indirectly exacerbate the situation. Among other things, the public sector has cut back
on staff, who then cannot be absorbed by the private sector.

Table 1.4
NUMBER OF POOR AND INDIGENT a/
(Thousands)
1980 - 1994
Poor b/ Indigent ¢/
Total Urban Rural Total Urban Rural
1980 135 900 62 900 73 000 62 400 22 500 39 900

1990 197 200 120 800 76 400 91 900 45 400 46 500
1994 209 300 135 400 73 900 98 300 51 900 46 400

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997,
chapter |. United Nations publication, Sales No. E.97.11.G.4.

a/ Estimates cover 19 countries of the region.

b/ Persons in households below the poverty line. Includes the indigent.

¢/ Persons in indigent households.

For Governments, it is increasingly difficult to maintain the level of public spending,
especially the level of funds earmarked for human resource development and other basic
social spending. Cutbacks have affected education, health services, systems of security and
community facilities. The demographic transition and aging of the population could lead to
an increase in the dependent population.

The informal sector has absorbed workers who have lost jobs in the public and private
sectors, but is characterized by low productivity, limited access to credit, low income, poor
working conditions and very few benefits. An increasing number of households have fewer
resources with which to maintain adequate levels of nutrition, to pay for health care and
education and to make contributions to the pension scheme and health insurance plans.
According to some estimates, the informal sector represents up to 37% of the workforce, but
since the role of women may be underestimated, the percentage could be even higher.
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2. Urban poverty

a)  Characteristics of urban poverty and policies for its alleviation

Out of every 10 poor households, seven are below the poverty line because of low
earned income, two because at least one person in the household is unemployed and one
chiefly because it comprises a large number of minors.*

The above suggests that policies geared to raising productivity and earnings (wage
policies, training and retraining policies and support policies for micro-enterprises) would
help considerably to relieve the situation of around 70% of poor urban households.

Job creation policies, on the other hand, would help approximately 16% of poor
households, while for countries with high unemployment rates the percentage could reach
20% or more.

The 40% of poor urban households that have a high dependency ratio stand to benefit
from policies geared to increasing the quantity and quality of education, which would have
positive effects on future earnings and contribute indirectly to a reduction in fertility rates.

Regional statistics reveal marked similarities in these patterns, between countries
despite widely varying poverty rates. Nevertheless, there are a few atypical cases that
deserve mention. With respect to unemployment, Argentina stands out as an exception, since
four out of every ten households living in poverty had at least one member out of work in
contrast to the regional average of two out of every ten. This ratio reveals the high risk in
that country of sinking into poverty as a result of unemployment. A similar situation,
although less extreme, may be noted in Panama, Uruguay and Venezuela (see table 1.5).

Since there is no guarantee that similar government policies will have the same degrees
of effectiveness, policy instruments must be adapted to the specific characteristics of each
country. For example, in countries with similar urban poverty rates attributable to low earned
income, but with significant differences in the degree of formality of the employment
structure and labour institutions will have to adopt different priorities and combinations of
instruments. When there is a low degree of informality, wage policies, training and such
mechanisms as unemployment insurance will, of course, have a greater impact.

In view of these characteristics of poor urban households, it may be assumed that with
sustained annual per capita GDP growth rates in the order of 5% for a period of no less than
five years, accompanied by annual growth in earned income of around 3%, levels of urban
poverty could be lowered by between 20% and 30%. This could be achieved by reducing
unemployment in poor households with at least one person out of work and above all by
raising earned income.

In the longer term, poverty alleviation would logically follow a decline in the number
of dependents (chiefly minors) per household with increasing participation of women in the
labour force.

4 In order to calculate accurately the weight of the last of these factors, it should be borne in mind that

three out of the seven poor households where the income of the main breadwinner is low also have a large number
of dependents, which aggravates the situation.
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Table 1.5

PERCENTAGE BREAKDOWN OF POOR URBAN HOUSEHOLDS
BY CHIEF DETERMINING FACTORS a/

Countries Low earnings and limited One or Large Other Total
education more number of factors
i members minors in and
Total | Alone Cc?mblned out of relation to | combina-

with large work adults tions

number of

dependents
Argentina 33 13 20 37 10 20 b/ 100
Bolivia 67 41 26 10 12 11 100
Brazil 73 46 27 13 9 5 100
Chile 71 47 24 15 10 4 100
Colombia 75 51 24 10 8 6 100
Costa
Rica 53 27 26 15 14 18 b/ 100
Honduras 74 41 33 10 11 5 100
Mexico 83 48 35 8 7 2 100
Panama 59 32 27 20 13 8 100
Paraguay 72 42 30 1 10 7 100
Uruguay 68 27 41 20 10 2 100
Venezuela 61 29 32 20 9 10 100
Simple
average 66 37 29 16 10 8 100

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997,
chapter |. United Nations publication, Sales No. E.97.11.G.4.

a/ Data are from around 1994. See box for definitions of indicators used.

b/ A high percentage of poor households consist of senior adults, including low-income retirees and pensioners.
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1:;7 classmed accordungly
Demographic sltuaﬂon‘ this, fers to the dep

'age Households with a high dependency ratio are those wt\ere the number of minors

| 17 years, divided by the number of persons aged 18 to 59 is greater than or equat totwo. .
‘ Unemployment factor: thls refers only to open unemployment and takes account of. the

Low income and limited education: this is estimated on the basis of eamed income and ,
the number of years of education of the head of the household or main breadwinner. The low-
earnings line is 2.5 times the value of the per cdpita povetty line of each country, while persons

- with | less than 10 years of schooling are considered as having low educatlon Ievels. -

1997, chapi United Natuons publicatton Sales No E97.1.G4.

[ Source: : ECLAO Social Panorama of Latin Amenca 1996 Edlﬂon (LC/G 1946-P) Santlago, Chtle,"\,j.ﬁ

b)  Poverty and occupational category

A high percentage of a household’s resources comes from the earnings of its
economically active members.’ Hence, it is of interest to determine to what extent different
occupational categories are affected by poverty.

Poverty is closely associated with low-productivity job categories, but is also
widespread among government employees and wage earners of medium-sized and large
businesses. In over half of the countries of the region, from 30% to 50% of private-sector
wage earners live in poor households. However, there are wide variations between countries,
from under 10% in Argentina and Uruguay to over 60% in Honduras. In Chile, Costa Rica
and Panama, the percentage is between 10% and 20% while in Bolivia, Brazil, Colombia,
Mexico, Paraguay and Venezuela, it falls between 30% and 40%.°

5 Around 70% of the income of urban households at all income levels is earned income. Of that, wages
and salaries account for two-thirds.

In this analysis of the correlation between employment and poverty, no account is taken of what occurs
with groups where the incidence of poverty is greater than among employed persons, i.e., the economically
inactive who receive benefits (retirees and pensioners) and the unemployed. This accounts for the fact that the
poverty ratio among employed persons is lower than the ratio for the population as a whole.
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Tabie 1.6
PERCENTAGE OF EMPLOYED POOR IN EACH OCCUPATIONAL CATEGORY
AND PERCENTAGE OF TOTAL POOR 2"

URBAN AREAS, 1994
(Percentages)
Non-professional, non-technical Non-
private-sector wage earners profes-
Total Public- 5 sional,
ota sector usinesses: non-
Country employed ¢ wage Domestic technical
earnersd With With up | own-
over 5 to5 employees  account
employees  employeesd workers
Argentina (Greater 5 - 5 7 10 3
Buenos Aires) 100 - 52 22 10 16
Bolivia 37 30 40 51 30 41
95 12 19 19 4 41
Brazil 37 - 31 47 55 41
91 - 27 29 12 23
Chile 18 - 21 28 23 16
92 - 46 20 8 18
Colombia 34 15 41 - 3 42
97 4 58 - 5 30
Costa Rica 12 5 11 19 25 20
94 11 28 18 ] 28
Honduras 66 42 71 83 56 79
96 7 33 14 5 37
Mexico 29 - 33 - 56 27
95 - 71 - 7 17
Panama 18 6 16 30 28 25
98 9 30 19 14 26
Paraguay 27 13 38 36 29 33
(Asuncién) 90 5 34 15 11 25
Uruguay 6 2 6 7 13 9
97 8 32 13 16 28
Venezuela 32 38 29 48 41 32
91 21 26 14 5 25

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, chapter |.
United Nations publication, Sales No. E.97.11.G 4.

2 The upper row shows the percentage of those employed in each occupational category who live in households below
the poverty line.
The lower row shaows the percentage of poor persons employed in each category in relation to total employed.

¢ The total does not usually add up to 100 since figures exclude employers and professional and technical workers.
In Argentina, Brazil, Chile and Mexico, public-sector workers are included among wage earners of establishments
with over five employees. For Colombia and Mexico, micro-enterprise wage earners are also included in this category.
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The percentage of poor non-professional, non-technical private-sector wage earners
in medium-sized and large firms does not differ substantially from that of poor unskilled
own-account workers, many of whom are in the informal sector. In some countries (Chile,
Mexico and Paraguay), poverty is more prevalent among wage earners than among unskilled
own-account workers.

Consequently, a high percentage of total employed poor are formal-sector wage
earners. In Argentina, Chile and Mexico, the percentage is over 40%. In Brazil, Colombia,
Panama, Paraguay and Uruguay, urban poverty actually affects a higher percentage of wage
earners of medium-sized and large businesses than of unskilled own-account workers.

The incidence of poverty among public-sector wage earners is high, although in most
of the countries their wages have improved in the current decade.” In Bolivia, Costa Rica,
Panama and Uruguay these wage earners account for 10% of total employed urban poor; in
Venezuela, one out of every five employed poor persons works in the public sector.

In low-productivity sectors, income inadequacy is most common among micro-
enterprise wage earners and domestic employees. In most of the countries, these two groups
account for 25% to 40% of total employed poor. Their share is somewhat less in countries
with a high proportion of own-account workers, such as Bolivia and Honduras, where around
40% of urban poor are unskilled own-account workers.

This pattern of poverty among urban workers is, unsurprisingly, closely associated
with low earned income. In the mid-1990s, non-professional, non-technical wage earners in
businesses with over five employees received an average income 3.6 times the level of the
per capita poverty line. This figure was 16% lower than the average income of the employed
population as a whole (4.3 times the poverty line) and only 12% higher than the figure for
low-skilled, own-account workers.

Wage earners employed in micro-enterprises received a monthly income equivalent to
only 2.5 times the poverty line, an amount which represents a minimum threshold above
which one may enjoy a certain degree of well-being and have a good chance of keeping
above the poverty line. Domestic employees, who account for 6% of urban employed,
received an average income equivalent to 1.4 times the poverty line. One out of ten employed
poor persons belonged to this occupational category.

From the foregoing, it may be inferred that a high percentage of wage earners, even
among those in medium-sized and large businesses in the formal sector, still have
substandard jobs and no security that they will remain above the poverty line. In 7 of the 12
countries analysed, it was noted that between 30% and 50% of private-sector wage earners
working in establishments other than micro-enterprises lived in poor households. In three
countries, the percentage varied between 10% and 20% and only in two (Argentina and
Uruguay) was it around 5%.

A high proportion of public-sector employees have low incomes and are thus affected
by poverty, a situation which, clearly, hinders the process of State reform and modernization.
In Bolivia, Honduras and Venezuela, between 30% and 40% of civil servants were below

7 Between 1990 and 1994, the percentage of total employed persons corresponding to public-sector

employees declined by between three to four percentage points in eight countries. In five, their average income
increased significantly (ECLAC, 1997).
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the poverty line; in Colombia and Paraguay, this applied to around 15% and in Costa Rica
and Panama, to 5%. In Uruguay, on the other hand, only 2% lived in poor households.

3. Rural poverty

a)  The severity of rural poverty

Despite the fact that most poor people in the region live in urban areas, it should be
recalled that poverty rates are highest in the rural areas. In the poorest countries and also in
some where development is more advanced but unbalanced,® poverty is predominantly rural
and rural areas suffering from poverty are the source of migration which swells the numbers
of urban poor.

In countries where poverty is predominantly rural, putting an end to the cycle is
essential if it is to be eradicated from the country as a whole. In countries where poverty is
primarily urban, and even in those which have recently made strides towards alleviating it,
rural poverty is the great challenge of the end of the century, in view of the special
difficulties identified below (see table 1.7). Nevertheless, there have recently been concrete
cases that demonstrate that rural poverty can be overcome by empowering the rural poor to
assume a key role in their own development.

b)  The dual heterogeneity of rural poverty

The heterogeneity of poverty is evident in the differences between urban and
rural poverty. The latter is distinct from urban poverty in the importance of the following
factors:

- lack of (or limited) possession of land,

- population dynamics, especially fertility rates;

- lack of education and the high rate of functional illiteracy (several times the

urban rate);

- geographical isolation and lack of communications;

- lack of public services; and

- the impact of environmental degradation on the production base of the rural poor.

But rural poverty itself is heterogeneous: it varies in severity from country to country
and from area to area, according to the following factors (see table 1.8):

8 In Brazil, Colombia and Venezuela, the rural indigence (extreme poverty) rate is double the urban rate,
while, in Mexico, it is triple. In Mexico, most of the poor live in rural areas, while in the other three countries,
this is true of the indigent.
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- climatic zones and agricultural potential of the land; and

- type of work (poor wage earners of big agribusiness concerns, poor peasants and
workers involved in non-farm activities); frequently, rural households include
individuals from all low-income occupational categories and apply diversified
survival strategies.

Table 1.7
LEVELS OF RURAL POVERTY

Percentage of rural households Countries
below the poverty line

Over 66% Guatemala, Honduras

Between 34% and 66% Brazil, Colombia, Mexico,
Panama, Peru, Venezuela

Up to 33% Argentina, Chile, Costa Rica,
Uruguay

Source: Based on ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile,
1997, table 16 of the Statistical appendix. United Nations publication, Sales No. E.97.11.G.4.

Table 1.8
RECENT TRENDS IN RURAL POVERTY BY AREA
OF PREDOMINANCE

Predominance of Countries where the percentage of Countries where the percentage

poverty rural poor is increasing more slowly or of rural poor is decreasing more
decreasing faster than that of urban slowly or increasing faster than
poor that of urban poor

Poverty Colombia Costa Rica

predominantly Guatemala Mexico

rural Honduras

Poverty Brazil Chile

predominantly Panama

urban Venezuela

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, table
16 of the Statistical appendix. United Nations publication, Sales No. E.97.11.G.4.
Note: The period covered is from the mid-1980s to the mid-1990s.
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) Recent changes in the structure of rural poverty in Latin America and the
Caribbean

Table 1.8 contains a summary of the changes in rural poverty in nine countries, from
the second half of the 1980s to the first half of the 1990s and reveals a number of different
trends. However, it is clear that rural poverty is not always less responsive than urban
poverty to economic growth and social policies. In the very countries that have a high
poverty rate there have been greater advances among the rural than among the urban poor;
it has proven possible to tap the unused potential of many rural poor and to improve their
access to services and the means of production.

d) Current demographic trends and the dynamics of rural poverty

For countries where the vast majority of the rural population are poor, it is of interest
to consider the point at which the country entered demographic transition, as this helps to
explain the difficulties in alleviating poverty. In seven countries® where the fertility rate is
over 4%, the lack of real alternatives to the use of children as family workers has contributed
to the inter-generational propagation of poverty in a sort of "demographic trap". This
involves the division of family land among many siblings, a practice that tends to result in
soil depletion and many small holdings; an increase in the number of poor landless families;
and perpetuation of survival strategies based on the only asset controlled by poor
householders: their own labour and that of their children.

According to projections by the Latin American Demographic Centre (CELADE),
between 1995 and 2000 the rural population will continue to grow in 12 of 20 countries in
the region (CELADE, 1995). In five countries, including the poorest,' this growth is
expected to be over 1% per year. However, while these demographic growth rates are related
to high percentages of rural poverty, they have not been an obstacle to its reduction. Of the
four countries for which there is empirical evidence pointing to a recent reduction in the
proportion of inhabitants living in poverty, three have a growing rural population.

e¢)  Rural poverty and occupational category

Among the economically active population in rural areas, non-professional, non-
technical own-account workers suffer the highest incidence of poverty with between 50% and
80% of workers affected. This category of workers represents between one third and one half
of total employed rural poor (see tables 1.9 and 1.10).

® Bolivia, El Salvador, Guatemala, Haiti, Honduras, Nicaragua and Paraguay.
The exception is Costa Rica, a country where despite the fact that the majority of the population is
rural, only one fourth is poor.
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Table |.9
INCIDENCE OF POVERTY IN SELECTED OCCUPATIONAL CATEGORIES
RURAL AREAS
(Percentages)
Private-sector wage earners Non-professional ,
in non-professional, non-technical
) non-technical own-account
Public- occupations workers
c v Total Tc:tal g sector
ountry ear popu- employed wage in establish- in establish- _ ;
lation earners® ments ments Dot,r-:‘:es Agfrg::l;mtjr;e,
emplotyhing employing g Total and
more than up to : ;
5 persons 5 persons ployees fisheries
Brazit ¢ 1990 62 55 - 34 58 55 62 65
1993 61 55 - 41 62 54 55 55
Chile 1990 40 26 - 319 - 23 22 24
1992 33 22 - 24 °® 30 21 18 20
1994 32 21 - 22 27 14 22 25
Colombia 1994 62 55 - 55 ¢ - 57 61 59
Costa Rica 1990 27 17 - 13 23 22 24 27
1992 28 16 - 11 21 25 22 25
1994 25 14 7 3 20 23 21 24
Guatemala 1989 78 70 - 72 74 64 71 76
Honduras 1990 88 83 - 71 90 72 88 90
1992 84 78 - 73 81 68 83 87
1994 81 73 40 65 79 74 78 81
Mexico 1989 57 49 . 53 - 50 47 54
1992 55 47 - 43° / 59 37 47 55
1994 57 47 - 53° - 53 46 54
Panama 1989 57 45 - 22 45 42 61 67
1991 51 40 - 24 43 43 52 57
1994 49 38 6 23 39 40 52 61
Venezuela 1990 47 31 - 35 37 44 32 37
1992 4 28 - 10 35 35 27 34
1994 56 42 27 50 50 53 42 44

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, tabie 19 of
the Statistical appendix. United Nations publication, Sales No. E.97.11.G 4.

8 Refers to the percentage of employed persons in each category residing in househoids below the poverty line.

% In 1994, public-sector wage earners were also considered separately.

€ The figures given in the columns for establishments employing more than 5 and up to 5 persons correspond to wage
earners with and without an employment contract (“carteira™), respectively.
Refers to all wage earners.

¢ includes public-sector wage earners.
Includes wage earners in the public sector and in establishments employing up to 5 persons.
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Table 1.10
BREAKDOWN OF TOTAL EMPLOYED RURAL POPULATION LIVING IN POVERTY,
BY OCCUPATIONAL CATEGORY
(Percentages)

Private-sector wage earners

in non-professional, Non-professional,
non-technical occupations non-technicai
) . own-account
Z:Slgr In In workers
Country Year wage establish- establish-
a ments ments Total®
earners .
em- em-  Domestic
ploying ploying employees Total Agri-
more up to culture
than 5 5
persons persons
Brazil ¢ 1979 - 6 25 2 66 62 99
1987 - 8 29 3 59 52 99
1990 - 9 25 4 60 53 98
1993 - 7 35 3 53 48 98
Chile 1990 - 69 d - 3 27 23 99
1992 - 41 30 3 25 21 99
1994 - 36 21 2 41 35 100
Colombia 1994 - 47 d - 4 45 24 96
Costa Rica 1981 - 29 36 10 20 14 95
1988 - 20 28 8 36 28 92
1990 - 25 23 6 41 27 95
1992 - 24 23 7 38 24 92
1994 5 20 28 7 35 19 95
Guatemala 1986 - 22 16 2 59 49 99
1989 - 22 12 2 62 52 98
Honduras 1990 - 11 17 2 68 51 98
1992 - 15 12 2 66 48 95
1994 3 14 15 2 65 49 99
Mexico 1984 - 434 - 2 53 45 98
1989 - 504 - 3 45 38 98
1992 - 21 28 2 44 33 95
1994 - 504 - 3 45 35 98
Panama 1979 - 134 - 2 80 73 95
1986 - 11 16 4 64 54 95
1989 - 7 10 3 78 69 98
1991 - 9 9 3 75 65 96
1994 3 10 15 4 68 56 100
Venezuela 1981 - 15 7 2 68 53 92
1986 - 19 9 2 63 52 93
1990 - 28 14 3 48 39 93
1992 - 35 13 4 40 32 92
1994 5 23 19 6 45 31 98

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, table 21 of
the Statistical appendix. United Nations publication, Sales No. E.97.11.G 4.

2 1n 1994, public-sector wage earners were also considered separately.

® The totals are less than 100% owing to the exclusion of employers, professionais and technicians, and public-sector
wage earners, exceptin 1994.

° The figures given in the columns for establishments employing more than 5 and up to 5 persons correspond to wage
earners with and without and employment contract (“carteira”), respectively.
Includes wage earners in establishments employing up to 5 persons.
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In second place are the private-sector non-professional, non-technical wage earners
working in establishments with up to five workers. Here again, the incidence of poverty
ranges from 50% to 80%. These wage earners account for between one fifth and one third
of the employed rural poor. )

Among the non-technical wage earners working in establishments with over five
employees in rural areas, the incidence of poverty is lower, although in a number of
countries the rates are fairly high. This group accounts for between one fifth and one third
of the employed rural poor.

Lastly, the incidence of poverty is high among domestic employees, although they
account for a very low percentage of total rural employed, i.e., between 2% and 4% in most
countries.

The increasing number of medium-sized and large modern agricultural concerns and
the emergence of non-farm activities in rural areas, have generated some high-quality rural
jobs in various countries of the region. Much of this progress is associated with the growing
presence of medium-scale entrepreneurs and modern capitalized farmers, professionals or
semi-professionals and skilled workers, not necessarily of rural origin. However, an
assessment based on the occupational/educational level of workers, with emphasis on non-
professional, non-technical occupations, shows that low-skill jobs are present in every sector:
the peasant farming sector,' traditional agricultural enterprise and non-farm paid
employment. As in the case of urban poverty, which cuts across formal occupational sectors
including large companies and public-sector establishments, the incidence of rural poverty
in most countries does not vary much from one category to another; so far, neither the wages
paid to farm workers nor the earnings of non-farm workers (either own-account or wage-
earning) have been able to offer unskilled workers from peasant families a secure means of
escaping poverty.

These similarities between the different occupational categories open to the unskilled
rural population suggest high labour mobility between these subsectors and, above all, the
existence of highly diversified strategies for household survival. According to some
estimates, the majority of peasant households derive the greater part of their income from
off-the-farm activities.

Owing to discrimination, there is more rural poverty among indigenous peoples, who
suffer great disadvantages with respect to access to land and various basic needs such as
education; rural women are also affected and, in poor rural families, they are usually
discriminated against in the distribution of consumption.

Today, the poor rural woman increasingly chooses to abandon her background and
traditional practices. Reversing earlier trends, the rural-urban migration of women currently
exceeds that of men, except in those countries where armed conflicts have led to international
emigration by men. The available evidence suggests that education is one escape route for
poor rural women and may allow them to aspire to paid employment off the farm and in non-
rural activities.

i According to the standard definition in use, this refers to agricultural own-account workers.
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f) Changing agricultural production patterns

Significant changes may be expected in rural production and occupational patterns as
a result of trade liberalization and the recent flurry of trade agreements. This situation has
revived the old debate as to whether peasant farmers can become competitive agriculturists.
Prospects for integration and globalization have only served to sharpen differences of
opinion. Liberalization and agreements for the reduction of reciprocal protectionism are
opening up markets to all agricultural producers; but the entry of new suppliers onto the
world market increases competition.

Some peasants may modernize, switch to new crops, acquire new know-how and
compete successfully under the new circumstances, but this is only possible if they receive
support during the transition period. At a time of sluggish economic activity and cut-backs
in farm jobs —resulting from automation combined with slow growth in demand for food
products— those with the least access to material and financial resources and know-how will
tend to adopt strategies that combine subsistence farming with paid jobs in agribusiness and
non-farm activities in urban as well as rural areas.

The combination of dangers and opportunities generated by rapid changes in
rural economies of the region gives rise to a paradoxical situation. On the one hand, peasant
agriculture in its present form offers little scope for applying the knowledge received through
formal education, while on the other hand, educational levels of rural youth have been
improving steadily. There are already some countries where only 10% of young people are
functionally illiterate (with zero to three years of schooling), and even in countries where
rates are higher, there have been steady improvements. In the case of Chile and Panama,
most rural young adults already have seven or more years of education to their credit. Young
rural women, for whom the improvement in educational coverage has been particularly
remarkable, now have a potential role to play in overcoming rural poverty by increasing their
labour productivity.

Recent developments attest to the fact that rural poverty can indeed be reduced.
Statistics show that improvements in public education coverage in rural areas have played a
key role in improving productivity among new rural cohorts who have managed to escape
from poverty. The challenge now for Governments is to create new facilities for supporting
the efforts of both farm and non-farm rural workers. Only by providing support to new forms
of rural business cooperatives will it be possible to resolve the above-mentioned problem of
persons who have the skills and potential but who, so far, have lacked the necessary
production structures to develop them fully. This issue will be discussed further in the section
on proposed policy guidelines.

4. Household income distribution trends

Relative poverty in Latin America and the Caribbean, like absolute poverty, has changed
significantly in recent times. High levels of inequality and rigidity in income distribution have
persisted even in countries that have recorded high growth rates. An assessment of the
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changes in distribution observed between the middle of the 1980s and the 1990s reveals an
increase in the inequality of income distribution in most countries of the region.

This situation is a reflection of the ability of the richest 10% of households to hold onto
or increase their share while the poorest 40% just manage to maintain theirs or suffer a
decline' (see table 1.11).

Expectations that the recovery of previous production levels or the beginning of a new
growth phase would make it possible to reverse the retrogression in income distribution
patterns that developed in the 1980s have not been borne out in fact. The dynamic economic
upturn of the first half of the 1990s (1990-1994), approaching full capacity in some cases,
has not been reflected in a reduction in income concentration. Of the five countries with
annual growth rates of over 5%, two (Argentina and, to a lesser degree, Costa Rica) saw an
increase in income concentration, two others (Chile and Panama) showed a degree of
inequality that remained at practically the same high level as at the beginning of the decade,
and only one (Uruguay) continued to make marked improvements in income distribution.

Among the countries with lower annual growth rates, on the order of 3% to 4%,
changes in income distribution over the period varied significantly. In Bolivia and Honduras
and, to a lesser extent, Mexico there was some moderation in the level of concentration,
whereas in Paraguay and Venezuela it increased, and in Colombia it is thought to have
remained the same. In Brazil,”® both the bottom 40% of the distributive structure and the
highest-income decile registered an increase in their shares. This was reflected in a slight
improvement in urban income distribution, whereas in the rural zones, there was a regression
(see figures 1.2, 1.3 and 1.4).

Argentina's high growth rate in the 1990s (7.7% per year up to 1994) resulted
in a very marked increase in income for the richest 10% of households between
1992 and 1994, and a considerably smaller increase for households in the four
poorest deciles. Thus, the improvement in distribution achieved in the first two years of the
decade was lost. The figures for Greater Buenos Aires, which probably are representative
of the trend for the urban population as a whole, indicate an increase in the Gini coefficient
and in the income gap between the richest 10% and the poorest 40%. Hence, the decline in
poverty deriving from economic growth in Argentina was not associated with any positive
change in income distribution. Moreover, the sharp deterioration recorded since late 1994
has probably caused a regression in this regard due to the country's high and rising
unemployment, which has been concentrated in the households of the first four income-
distribution deciles.

12 Data from household surveys used to work out income distribution probably underestimate to a greater

extent the income of the top strata, through either omission or understatement. Hence, an effort was made to
compare the values of the different income flows declared in the surveys against national account statistics of each
country and adjust them to ensure that the amounts of profits and returns on investment of the richest households
were compatible with those accounts. Despite this, the income of the highest strata may have been underestimated.

As explained in chapter I, the figures for Brazil only go up to 1993. The surveys currently underway
may reveal some reduction in the level of concentration.
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Table |.11
CHANGES IN INCOME DISTRIBUTION IN URBAN AREAS,
1986, 1990, 1992 AND 1994°

Variation in share of Share of income in
Gini coefficient ® total income between 1994 compared with
1990 and 1994 share in 1986
Country Poorest Richest Poorest  Richest
40% of 10% of 40%of  10% of
1986 © 1980 1992 1994 house- house- house-  house-
holds holds holds holds
Argentina
(Greater
Buenos Aires) 0.41 0.42 0.41 0.44 decreased unchanged lower same
Bolivia - 0.48 0.47 0.43 increased+ decreased+ - -
Brasil © 0.54 0.54 0.51 .- increased decreased  higher lower
Chile 0.49 0.47 0.47 0.48 unchanged increased higher higher
Costa Rica 0.36 0.35 0.36 0.36 unchanged increased+ same same
Colombia 4 0.46 0.45 0.45 0.51 decreased increased+ same lower
Honduras - 0.49 0.46 0.46 increased decreased - -
Mexico 0.32 0.42 0.41 0.41  increased decreased  lower higher
Panama 0.43 0.45 0.45 0.45 increased increased lower higher
Paraguay
(Asuncidn) 0.40 0.36 0.39 0.42 decreased increased+ same higher
Uruguay 0.39 0.35 0.30 0.30 increased decreased + higher lower
Venezuela 0.38 0.38 0.38 0.39 unchanged .increased+ same higher

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, chapter. Il.
Umted Nations publication, Sales No. E.97.11.G 4.
a The +" sign indicates an increase or decrease in share of three percentage pomts or more.
® The Gini coefficients were calculated on the basis of the per capita household income distribution, by decile.
¢ The most recent figure available is for 1993.
9T0 1992, the figures apply to the eight main cities; after 1992, they apply to all urban areas.



POVERTY AND DISTRIBUTION - Chapter I - 47

Figure 1.2 :
INCOME SHARE OF THE POOREST 40% *
(Urban areas)
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SOURCE: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G. 1946-P),
Santiago, Chile, 1997, figure I1.1. United Nations Publication, sales No. E.97.1.G.4.

a Percentage of total income received by the 40% of households with the lowest incomes.
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Figure 1.3
INCOME SHARE OF THE RICHEST 10%
(Urban areas)
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SOURCE: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G. 1946-P),
Santiago, Chile, 1997, figure 11.2. United Nations Publication, sales No. E.97.1.G.4.

a Percentage of total income received by the 10% of households with the highest incomes.
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Figure 1.4

CHANGES IN INCOME DISTRIBUTION: 1986, 1990 AND 1994*
(Urban areas)
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SOURCE: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G. 1946-P),
Santiago, Chile, 1997, figure 11.3. United Nations Publication, sales No. E.97.11.G.4.

a The Gini cosfficients were calculated on the basis of the per capita household income distribution, by decile.
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In Costa Rica, immediately after the deterioration in distribution between 1990 and
1992, rapid economic growth resulted in a much greater increase in income for the top decile
than for the poorest 40%. By the end of the period, and contrary to the experience of its
urban counterpart in Argentina, the bottom 40% had held onto its share of income, and the
overall situation was therefore less negative. Nevertheless, in Costa Rica as well, the growth-
based decline in urban poverty coincided with an increase in the income gap between the
groups at opposite ends of the scale.

The strong and sustained economic growth experienced by Chile in the 1990s has not
been accompanied by any improvement in income distribution. The share of the poorest 40%
remained the same, while that of the top decile increased. The only other countries in which
the richest 10% of households has as large a share as in Chile are Brazil and Colombia; in
these three countries, this decile receives over 40% of total urban income,'* although in
Chile, the lower strata have a larger share (see tables I.12 and 1.13).

Chile is a particularly interesting case for an analysis of income distribution trends. It
was the first country in the region to embark upon a structural reform process, and its reform
programme has been the most radical as well. It is also the country that has experienced the
most prolonged swiftly-paced growth process since the mid-1980s. At the same time, social
expenditure has reached increasingly high levels in recent years. However, it is interesting
to note that following a slight improvement —up to 1992— in the share of the poorest 40%
and the poorest 25%, there has been a slow but persistent erosion of the share of the poorest
decile and in the share of the poorest 25%, whereas the share of the richest 10% has
continued to climb. This accounts for the fact that the high levels of inequality prevalent in
the mid-1980s have persisted, while the significant decline in poverty derives mainly from
economic growth. These most recent trends also reflect the difficulties involved in bringing
about a more rapid increase in income for households forming what is known as the "hard
core" of poverty.

Uruguay remains a noteworthy exception in the region, not only because the level of
inequality is low, but also because there has been a constant trend towards income
deconcentration since the middle of the last decade.” The degree of inequality in urban
income distribution, which was already very low in the mid-1980s, continued to decline up
to 1992. During that period, the share of the four poorest deciles grew by almost five
percentage points (from 17% to 21.9%), while the richest decile recorded a six-point
reduction in its share (from 32.4% to 25.9%). The slowdown in growth seen in the two
following years (1992-1994) curbed this trend but did not result in any loss in social equity,
since the different strata maintained their respective income shares. Thus, Uruguay has been
the only country in the region to reduce poverty appreciably in the first half of the 1990s by
combining the positive effect of growth with progressive income distribution, and this has
been reflected in a more rapid improvement for households in the lower strata than in those
of the highest.

" In 7 out of the remaining 10 countries for which comparable data are available, the highest decile

accounts for close to or less than 35% of urban income; in the other three, the figure is on the order of 37% (see
table 1.12).

15 At0.3% in urban areas, the Gini coefficient for per capita household income distribution in Uruguay
is closer to the indexes of industrialized countries with intermediate degrees of inequality than to those of the other
Latin American countries.



Table .12
CHANGES IN HOUSEHOLD INCOME LEVELS AND DISTRIBUTION

Average income of

Average house- Gini Poorest quartile’s  Income share Income share richest 10% as  Households with
hold income coefficient income share ° of poorest 40% of richest 10% multiple of below-average
Country Year average income income
of poorest 40%
Urban Rural Urban Rural Urban Rural Urban Rural Urban Rurat Urban Rural Urban Rural
(Percentages) (Percentages)
Argentina (Greater
Buenos Aires) 1980 4.56 - 0.365 - 9.3 - 18.0 - 29.8 - 6.7 - 66 -
1986 4.30 - 0.406 - 8.8 - 16.2 - 345 - 8.5 - 74 -
1990 3.59 - 0.423 - 8.4 - 14.9 - 34.8 - 9.3 - 72 -
1992 462 - 0.408 - 73 - 15.2 - 3t6 - 8.3 - 71 -
1994 4.9 - 0.439 - 6.8 - 139 - 34.2 - 9.8 - 72 -
(urban areas) 1994 4.53 - 0.438 - 7.0 - 144 - 346 - 9.7 - 73 -
Boliviad
517 cities) 1989 1.77 - 0.484 - 54 - 121 - 382 - 12.6 - 71 -
9 cities) 1992 2.06 - 0.467 - 6.5 - 133 - 38.3 115 - 73 -
1994 2.15 - 0.434 - 7.5 - 151 - 354 - 9.3 - 74 -
Brazil 1979 3.21 1.30 0.493 0.407 5.6 8.1 117 16.6 39.1 347 13.3 84 74 72
1987 343 1.50 0.543 0472 44 6.6 97 139 443 40.0 18.2 11.5 76 75
1990 3.24 1.62 0.535 0.458 4.5 71 9.6 14.4 417 38.0 17.3 10.5 75 74
1993 274 1.83 0512 0.476 5.5 6.2 11.8 134 425 419 145 12.5 76 73
Chile® 1987 2.56 1.80 0.485 0.387 6.1 9.3 12.6 17.7 39.6 34.1 12.6 7.7 74 74
1990 2.68 2.93 0471 0.486 6.6 6.8 134 13.8 39.2 451 11.7 11.6 74 80
1992 3.10 272 0474 0415 6.7 8.5 136 16.6 40.5 374 11.9 9.0 75 76
1994 3.46 275 0479 0414 6.4 8.7 134 171 40.3 384 121 9.0 74 76
Colombia
(8 major clies) 1980 2.05 - 0.518 - 49 - 110 - 413 - 15.0 - 75 -
1986 2.36 - 0.455 - 57 - 13.0 - 35.3 - 10.9 - 72 -
1990 2.59 - 0.450 - 6.6 - 13.6 - 34.9 - 10.2 - 73 -
1992 244 - 0.454 - 5.9 - 129 - 345 - 10.7 - 72 -
1993 : 2.51 1.44 0.518 0.505 5.1 3.6 112 10.0 438 376 15.6 15.1 77 72
1994 252 1.53 0505 0494 53 37 116 100 419 346 145 13.8 76 72
Costa Rica 1981 295 2.50 0.328 0.355 9.5 79 189 17.2 23.2 256 49 6.0 65 66
1988 2.57 2.30 0.364 0.358 8.3 7.8 17.2 17.0 276 26.3 6.4 6.2 68 66
1990 2.56 2.30 0.345 0.351 8.2 7.8 178 17.6 24.6 245 5.5 56 65 65
1992 2.49 2.30 0.362 0.358 7.9 7.7 17.0 17.3 26.9 252 6.4 5.8 67 66
1994 3.09 259 0363 0372 8.3 7.6 174 17.1 275 28.5 6.3 6.6 69 69
Guatemala 1986 1.55 1.01 0.464 0.472 5.8 6.1 12.5 13.1 36.4 39.5 11.6 121 72 76
1989 1.89 1.00 0479 0432 54 6.4 121 14.4 379 35.1 125 9.7 73 73
Honduras 1990 1.27 0.70 0487 0465 5.4 6.1 12.2 13.1 38.9 374 12.8 114 73 75
1992 1.16 0.80 0461 0415 6.4 6.8 13.2 15.0 35.4 299 10.8 8.0 71. 71
1994 1.08 0.88 0.459 0467 6.2 5.1 13.3 12.1 37.2 36.2 112 11.9 73 71
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Table 1.12 (concl.)

Average income of

Average house- Gini Poorest quartile’s Income share Income share richest 10% as  Households with
hold income * coefficient income share © of poorest 40% of richest 10% muitiple of below-average
Country Year average income income
of poorest 40%

Urban Rural Urban Rural Urban Rural Urban Rural Urban Rural Urban Rural Urban Rural

(Percentages) (Percentages)
Mexico ¢ 1984 2.33 175 0321 0323 10.5 10.6 20.1 20.3 258 26.4 5.1 5.2 70 71
1989 2.54 157 0424 0345 8.5 9.6 16.0 18.7 36.9 27.4 9.1 5.9 75 7
1992 274 175 0414 0341 8.7 10.0 16.6 19.4 348 28.9 8.4 6.0 73 72
1994 2.76 168 0405 0.330 9.0 11.0 16.8 20.1 343 271 8.2 54 74 71
Panama 1979 2.65 1.67 0399 0.347 7.0 95 15.5 17.8 291 28.1 7.5 6.3 67 67
1986 2.89 242 0430 0.451 6.2 6.8 14.2 13.6 33.0 38.8 9.3 10.6 70 76
1989 2.86 1.90 0460 0432 6.0 76 13.2 15.0 36.2 36.1 10.9 9.7 73 73
1991 272 2.14 0448 0431 5.9 7.5 133 15.0 34.2 35.6 10.3 9.5 71 72
1994 3.40 2.16 0.451 0411 6.4 7.7 13.8 15.5 374 33.1 10.9 8.5 73 71
Paraguay
(Asuncion) 1986 1.81 - 0404 - 8.0 - 16.3 - 318 - 7.8 - 71 -
1990 1.92 - 0357 - 94 - 18.6 - 28.9 - 6.2 - 68 -
1992 2.02 - 0.391 - 7.8 - 16.2 - 292 - 7.2 - 68 -
1994 - - 0417 - 8.3 - 16.2 - 352 - 8.7 - 74 -
(urban areas) 1994 - - 0.423 - 5.7 - 16.1 - 35.2 - 8.7 - 73 -
Uruguay 1981 3.91 - 0379 - 9.3 - 17.7 - 31.2 - 71 - 69 -
1986 3.50 - 0.385 - 8.7 - 17.3 - 324 - 7.8 - 72 -
1990 3.29 - 0353 - 10.9 - 20.1 - 31.2 - 6.2 - 70 -
1992 3.73 - 0.301 - 11.9 - 21.9 - 25.9 - 4.7 - 67 -
1994 4.06 - 0.300 - i1.8 - 216 - 254 - 4.7 - 67 -
Venezuela 1981 2.90 2.00 0.306 0.288 10.0 10.2 20.2 20.5 218 20.5 4.3 4.0 66 67
1986 2.53 1.80 0384 0370 8.0 9.0 16.3 176 28.9 29.2 7.2 6.7 70 69
1990 218 1.80 0.378 0.316 8.2 101 16.8 19.8 284 23.8 6.8 4.8 69 68
1992 2.30 1.93 0.380 0.331 8.0 9.2 16.4 19.2 28.1 25.0 6.8 52 70 68
1994 1.90 1.58 0.387 0.349 8.4 9.3 16.7 18.6 314 29.3 7.5 6.1 71 69

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, table 23 of the Statistical appendix. United Nations publication,
Sales No. E.97.1.G 4.

® Average monthly per capita househcld income divided by the per capita poverty line.
Calculated on the basis of per capita household income distribution by deciles.

¢ Parcentage of total income received by the 25% of all households having the lowest incomes.

4Both the 1989 and 1992 surveys include the eight departmental capitals and El Alto. The 1989 survey also includes eight other cities, which represented 8.2% of the total.

® Calculations based on 1987, 1990, 1992 and 1994 CASEN (national socio-economic survey) data. Estimates adjusted for the latest figures for the househoid income and
expenditure account from the Ministry of Planning and Cooperation (MIDEPLAN).

'Beginning in 1993, the geographical coverage of the survey was extended to nearly the entire urban and rural population of the country. Until then, the survey covered
approximately half the urban population.

9 The data are from national household income and expenditure surveys (ENIG).
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Table 1.13
URBAN INCOME DISTRIBUTION 2

o, o, 20% below the Richest

Country Year Poorest 40% Next 30% richest 10% 10%
Argentina P 1980 14.9 23.6 26.7 34.8
1992 15.2 25.0 28.2 31.6

1994 13.9 23.4 28.6 34.1

1994 ¢ 14.4 22.9 28.1 34.6

Bolivia 1989 12.1 21.9 27.8 38.2
1992 13.3 22.0 26.4 38.3

1994 15.1 22.3 27.2 35.4

Brazil 1987 9.7 18.1 27.9 44.3
1990 9.6 19.3 29.4 a7

1993 11.8 19.1 26.6 42.5

Chile d 1990 134 21.2 26.2 39.2
1992 13.6 20.7 25.2 40.5

1994 13.3 20.5 25.9 40.3

Colombia 1990 13.7 22.5 28.9 34.9
1992 12.9 23.5 29.1 345

1993 11.2 19.9 25.1 43.8

1994 © 11.6 20.4 26.1 41.9

Costa Rica 1990 17.8 28.7 28.9 24.6
1992 17.0 27.8 28.3 26.9

1994 17.4 26.8 28.3 27.5

Honduras 1990 12.2 20.8 28.1 38.9
1992 13.2 22.1 29.3 35.4

1994 13.3 23.0 26.5 37.2

Mexico ! 1989 16.2 22.0 24.8 36.9
1992 16.6 22.1 26.5 34.8

1994 16.8 22.8 26.1 34.3

Panama 1989 13.2 22.7 27.9 36.2
1991 13.3 24.3 28.2 34.2

1994 13.8 23.3 25.5 37.4

Paraguay 9 1990 18.6 25.7 26.8 28.9
1992 16.2 24.8 29.8 29.2

1994 16.2 23.0 25.6 35.2

1994 ¢ 16.1 22.6 26.1 35.2

Uruguay 1990 20.1 24.6 24.1 31.2
1992 21.9 26.2 26.0 25.9

1994 21.6 26.3 26.7 25.4

Venezuela 1990 16.8 26.1 28.7 28.4
1992 16.4 26.2 29.3 28.1

1994 16.7 24.9 27.0 31.4

Source: ECLAC, Social Panorama of Latin America. 1996 Edition (LC/G.1946-P), Santiago, Chile, 1997, table Il.1.
United Nations publication, Sales No: E.97.11.G 4.

2 Refers to the percentage share of total urban household income of strata classified by per capita income.
Metropolitan area of Greater Buenos Aires.

¢ Urban total.
Special tabulations of data from national socio-economic survey (CASEN) conducted in 1990, 1992 and 1994.

° As from 1993, the geographical coverage of the survey was extended to include virtually the entire urban population
of the country. Up to that time, the survey had covered about half of the urban population.

f Special tabulations of data from the national household income and expenditure survey (ENIG).

9 Metropolitan area of Asuncién.
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In Colombia, there was little change in the country’s high levels of inequality between
1986 and 1992. The moderate growth achieved in the first half of the 1990s coincided with
a loss of income share on the part of the bottom 25% and 40% without any variation in the
share of the top decile. The possible effect on income distribution of the acceleration of the
growth rate that occurred after 1992 cannot be assessed owing to a lack of data.
Nevertheless, estimates for 1993 and 1994 indicate that there may have been a slight decrease
in inequality in both urban and rural areas.

In Brazil, the 15% decline in the income of urban households between 1990 and 1993
did not exacerbate the problem of unequal distribution, whereas the 13% increase in rural
zones did have that effect, with the share of the top decile rising by three percentage points
and that of the poorest 40% slipping by one point.

Income distribution patterns in the 1990s in Venezuela attest to the top stratum’s ability
to secure a larger proportion of incremental income during periods of growth and to avoid
losing any ground in recessionary phases. Indeed, during the three-year period 1990-1992,
when the annual economic growth rate stood at close to 8%, the share of the poorest 40%
diminished slightly, while the share of the highest decile increased. What is more, between
1992 and 1994, when the economy was contracting, the richest 10% again increased its
share, this time by three percentage points, an even more significant gain. This gain
accentuated the inequality, bringing it back up to where it had been in 1986 (see table 1.12).

A review of changes in income distribution between 1985 and 1994 shows that, with
the exception of Uruguay, countries that recorded high growth rates (for more or less
protracted periods) following their recovery from the preceding recession did not make any
progress in terms of equality.

Changes in the shares of the top decile and the poorest 40% over the decade reveal a
worsening pattern of income distribution in Argentina, Mexico, Panama, Paraguay and
Venezuela. The level of income disparity between households in the highest and lowest strata
in Chile and Costa Rica remained fairly constant, although in Chile both groups showed a
slight increase in their income shares. In Colombia, too, the level of inequality was similar
to what it had been a decade earlier.

The rigidity of the structure of income distribution is evident from the fact that the
share of the top decile increased in five countries, remained unchanged in two and declined
in only one.

Thus, it may be concluded that despite the reduction in poverty in a number of
countries, it has not been possible to reinforce the positive effect of the growth that occurred
between 1990 and 1994 by reducing overall inequality. This is due to various factors,
including: i) persistently high unemployment rates and failure to create sufficient new high-
productivity jobs at wages above the minimum threshold for escaping poverty; ii) the
tendency for wages to lag behind in cases of increased productivity, which has a regressive
effect that is most evident in the more dynamic sectors; iii) the growing income disparity
between workers with different levels of skills, due to the sharp rise in demand for and wages
of highly skilled workers.
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II. PRODUCTIVE JOB CREATION

1. Moderate, unstable growth

The average growth rate registered thus far in the 1990s is proving to be too slow to bring
about an improvement in the employment situation or in wages. In addition to being
moderately paced (averaging 3.1% in 1991-1996), it has been unstable, falling from a high
of 5.3% in 1994 to 0.3% in 1995 and then climbing back to 3.4% in 1996. Hence, the
coefficient of variation for GDP growth has been nearly 50% for the period between 1991
and 1996.

The ECLAC secretariat has estimated that, in order to make lasting progress towards
changing production patterns and achieving greater social equity at one and the same time,
annual growth rates on the order of 6% will have to be attained (ECLAC, 1996a). Moreover,
that pace of growth will need to be maintained over time, since excessive variability in the
level of economic activity discourages investment and employment, especially now that the
region is moving towards more flexible forms of hiring and firing.

Despite high interest rates, the domestic saving rate is too low. Among other factors,
exchange rate lags mask signals for the expansion for export and import-substitution activities
by stimulating imports and expenditure on non-tradables. Thus, financial and currency
markets have been hindering the attainment of a more stable form of growth and this, in turn,
has been blocking more significant gains in employment and wages. Not surprisingly, this
situation has given rise to a tendency to shift responsibility for employment matters to labour
policy; this approach is clearly a limited one, however, since labour policy addresses only
one dimension of employment issues.

In 1996 the region was able to resume a moderate pace of growth much more quickly
than had been expected, given the repercussions of Mexico’s financial crisis on external
finance. Generally speaking, however, the performance of the labour market, while differing
from country to country, was fairly poor. Unemployment continued to climb, reaching 8%.
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Low-productivity (and low-paying) jobs expanded the most, with 8 out of every 10 new jobs
falling into that category. Although the region made gradual progress in terms of
stabilization, in many countries real wages grew slowly or not at all.

The growth rates of Guyana, Chile, El Salvador and Peru topped 5%; eight countries
registered rates of between 3% and 4% and another 14 countries had rates below 3% (see
table I1.1). As a result, per capita GDP (measured in 1990 dollars) was higher in 1996 than
it had been in 1980 in only 10 Latin American countries. Within this group, the cumulative
variation has been considerable —over 30%— only in Colombia (36 %) and Chile (56%). In
the cases of Argentina (1.5%), Brazil (0.6%), Costa Rica (1.6%) and Paraguay (0.6%), per
capita GDP is practically the same as it was in 1980, while in Uruguay (14%), the
Dominican Republic (17%) and Panama (10%), the increase ranges between 10% and 20%.
In the Caribbean, economic growth in the 1990s has generally been even slower than in Latin
America, with the exceptions of Guyana, Belize and Saint Lucia, all of which have recorded
annual GDP growth of over 4%.

In contrast, when the levels of per capita GDP for 1996 and 1980 (in the same
currency) are compared, the results show the Caribbean to be in a better position than Latin
America. Although the average figure for the subregion denotes a cumulative decrease of
14.8%, this result is heavily influenced by the performances of Trinidad and Tobago (-30%),
which accounts for 22% of the Caribbean’s population, and of Suriname (-8 %), which has
7.5% of the subregion’s total population. In the case of the other Caribbean economies,
which do not appear to have been seriously affected by the economic crisis that swept over
the rest of the region during the 1980s, per capita GDP is higher than it was in 1980, in some
instances by quite a large margin, as in the cases of Saint Kitts and Nevis (136%), Saint
Lucia (98%), Saint Vincent and the Grenadines (93%), Dominica (78%), Antigua and
Barbuda (74 %) and Grenada (74 %) (see figures II.1 and II.2).

On average, economic growth in the 1990s has not only been fairly slow, but has also
been somewhat unstable, and this has prevented it from translating into stronger gains in the
labour market. As may be seen from table II.2, only Chile, El Salvador, Colombia,
Guatemala and Bolivia have achieved annual GDP growth rates of over 4% while avoiding
sharp fluctuations. Another group of countries (Peru, Argentina, Panama and the Dominican
Republic) have similar average growth rates but have registered a considerably greater
degree of variability.

The growth rates of most of the Latin American economies, however, have been both
slow and unstable during the 1990s (see table 11.2), and this has been a crucial factor in
holding back progress in connection with labour-related issues.
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Source: ECLAC, on the basis of official figures.

b

ECONOMIC GROWTH IN THE 1990s
(Average annual GDP growth rates, 1991-1996?)

Table 1.1

Over 5% per year

Guyana
Chile

El Salvador
Peru

4%-5% per year

Argentina

Panama

Colombia

Belize

Dominican Republic
Saint Lucia
Guatemala

Bolivia

3%-4% per year

Uruguay

Costa Rica

Ecuador

Honduras

Saint Kitts and Nevis

Saint Vincent and the Grenadines

1%-3% per year

Paraguay

Brazil

Nicaragua
Venezuela

Dominica

Mexico

Grenada

Trinidad and Tobago

Under 1% per year

Jamaica

Suriname

Antigua and Barbuda
Barbados

Haiti

Cuba

o~
—l‘m—l-ﬂ

4.7
4.5
4.4
4.3
4.3
4.2
4.1
4.0

3.8
3.7
3.4
3.4
3.3
3.0

2.9
2.7
2.4
2.4
2.1°
2.0
1.8°
1.7

0.9°
0.9°
0.7
0.6
-2.4
-4.8

The figures for 1996 were taken from ECLAC, Preliminary Overview of the Economy of Latin America and
the Caribbean, 1996 (LC/G.1947-P), Santiago, Chile, 1996. United Nations publication, Sales No.

E.96.11.G.13.
1991-1996.



Tetal (20 countries)
Venezuela

Uruguay
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Peru
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Honduras
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Bolivia

Argentina

Figure I1.1
PER CAPITA GDP, 1996
(Cumulative variation since 1980)

i T Y .
-40 -30 -20 -10 0 10 20 30

SOURCE: ECLAC, on the basis of official figures provided by the countries.
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Figure I1.2
PER CAPITA GDP, 1996
&  (Cumulative variation since 1980)

Total (12 countries)

Trinidad and Tobago

Suriname

Saint Lucia

Saint Vincent and the Grenadines
Saint Kitts and Nevis
Jamaica

Guyana

Grenada

Dominica

Belize

Barbados

Antigua and Barbuda a/ !

40 20 0 20 40 60 80 100 120 140

SOQURCE: ECLAC, on the basis of official figures.
a/ Based on figures expressed in terms of factor cost.
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Table 11.2
RATE AND VARIABILITY OF GROWTH IN THE 1990s a/

LOW, UNSTABLE GROWTH HIGH, UNSTABLE GROWTH

Uruguay (3.8; 0.9) Peru (5.1; 0.9)

Costa Rica (3.7; 0.6) Argentina (4.7; 1.0)

Ecuador (3.4; 0.6) Panama (4.5; 0.5)

Honduras (3.4; 0.8) Dominican Rep. (4.3; 0.5)

Paraguay (2.9; 0.4)

Brazil (2.7; 0.9)

Nicaragua (2.4; 1.0)

Mexico (2.0; 2.0)

LOW, STABLE GROWTH HIGH, STABLE GROWTH
Chile (7.1; 0.3)
El Salvador (5.6; 0.3)
Colombia (4.4; 0.4)
Guatemala (4.1; 0.2)
Bolivia . {(4.0; 0.3)

In each pair of figures, the first corresponds to the average GDP growth rate for 1991-1996 and the second
to the coefficient of variation for the GDP growth rate. Solely for purposes of classification, growth has been
considered to be high if the rate is over 4% per year and to be stable if the coefficient of variation is 0.4 or
less.

2. Employment: growth and trends'®

The new foundations for growth in Latin America and the Caribbean appear to have had no
more than a limited effect in terms of job creation and average remunerations. One reason
for this is that the region has been growing at a quite modest pace which, even assuming the
continuation of historical patterns, does not generate enough employment to absorb all new
entrants into the economically active population (EAP). Another is that the restructuring of
the production system favours more capital-intensive activities, thereby reducing the elasticity
of employment relative to output. This has prompted a shift of workers out of “modern”,
relatively high-productivity activities into activities exhibiting differing degrees of informality
and low productivity.

The rising productivity of “modern” activities is being counteracted by the expansion
of the informal sector; as a net result of these trends, increases in average productivity have
been negligible. This has also affected real wage levels (particularly in the case of minimum
wages), which have shown little or no improvement. In fact, in 1996 the labour situation
suffered a setback, with unemployment mounting and both the purchasing power of wages
and productivity failing to make any headway.

16 This section is based on ILO (1994, 1995 and 1996).
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Owing to the impact of the demographic transition, the total population growth rate has
been lower in the 1990s (1.8% per year) than it was in the 1980s (2.0% per year), and much
the same kind of change has been seen in the working-age population. In addition, rural-
urban migration has continued, and as a result nearly 80% of the region’s workforce is now
concentrated in urban areas, as compared to 70% in 1980. Finally, the labour force
participation rate climbed gradually between 1985 and 1995, primarily as a consequence of
the increasing number of women entering the labour market.

Output and employment in non-agricultural activities in Latin America and the
Caribbean rose in 1990-1995 at average annual rates of 3% and 2.9%, respectively. As a
result, average productivity per worker remained flat, edging upward by an average annual
rate of just 0.1% (see table I1.3).

The labour market has therefore become more urban, the percentage of women in that
market has increased, and the growth of the labour force has slowed from 3.8% per year in
the 1980s to 3.3% in the 1990s. Thus, during the period spanning the introduction of
economic reforms, the pressure exerted by the labour supply has eased, since fewer new jobs
have been needed in order to absorb entrants into the workforce.

Employment has increased more slowly than the non-farm EAP (3.2% per annum),
thereby driving up open unemployment from 5.7% of the region’s EAP in 1990 to 7.3% in
1995 and 7.7% in 1996."” Moreover, the informal sector consolidated its position as the main
source of job creation. At the start of the decade, 51% of non-agricultural employment was
in the informal sector. This figure had risen to 56% by 1995 and is believed to have
increased slightly again in 1996, given the deterioration of the employment situation seen
during that year. Thus, between 1990 and 1995, 84 out of every 100 new jobs were in
informal activities. Meanwhile, public-sector employment shrank from 15.3% to 13% of total
employment between 1990 and 1995 and employment in the modern private sector expanded
very little as it responded to variations in the pace of growth and the degree of maturity and
continuity exhibited by economic reforms. The average rate of growth has been slow, and
job creation in this sector has therefore been slow as well, although differences are to be
observed which are proportionate to the amount of time that has passed since the introduction
of economic reforms and measures to restructure production.

The highest unemployment rates have been in the Caribbean (between 15% and 21%),
although it should be noted that this subregion uses a different methodology for measuring
unemployment than the rest of the region. If the same methodology were to be used, the rates
in the Caribbean would be considerably lower, although they would still be higher than those
of Latin America. Within Latin America, unemployment in 1995-1996 was highest in
Argentina, Panama and the Dominican Republic, which all had rates above 15%, and
Uruguay, where the rate was nearly 12%. The lowest levels were found in Bolivia and Brazil
(around 5%). In the rest of the countries, unemployment rates ranged between 6% and 8%
(Paraguay, Chile and Mexico) and between 8% and 10% (Peru and Colombia) (see
table 11.4).

17 The figure for 1996 is a preliminary estimate, since information is not yet available on a number of
countries, As of the end of the third quarter of 1996, the average unemployment rate was 8% of the workforce.
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Table 11.3
GROWTH AND PERFORMANCE OF THE LABOUR-MARKET
(Annual growth rates, 1990-1995)

GDP EAP Employ- Real wages Productivity
ment
Chile 7.2 2.5 3.7 4.4 3.3
Peru 5.7 3.4 3.5 4.8 2.2
Argentina 5.2 3.2 1.0 0.2 4.1
Panama 5.0 6.4 7.3 - -2.1
Colombia 45 33 3.7 1.5 0.8
Costa Rica 4.4 4.0 4.0 0.4 0.4
Bolivia 4.0 3.2 4.0 1.6 -0.1
Ecuador 3.8 4.6 4.4 - -0.6
Dominican Republic 3.7 3.6 4.6 - -0.9
Uruguay 3.6 1.9 4.0 0.8 2.1
Honduras 3.4 5.6 5.8 0.1 -2.3
Venezuela 3.2 3.8 4.0 -7.56 -0.8
Paraguay 3.0 5.6 5.8 -0.3 -2.7
Brazil 2.5 2.7 2.6 5.1 -0.1
Trinidad and Tobago 1.4 2.2 2.9 - -1.5
Jamaica ‘ 1.0 1.6 1.4 - -0.4
Mexico 0.8 3.9 3.1 0.8 -2.2
Barbados -0.5 2.0 0.9 -2.6 ‘ -1.4
Total 3.0 3.2 2.9 - 0.1

Source: International Labour Organization (ILO), Panorama laboral’'96, Regional Office for Latin America and
the Caribbean, 1996, based on information provided by ECLAC and official figures from the countries.
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Table 1.4
URBAN UNEMPLOYMENT
(Average annual rates)

1980 1985 1990 1991 1992 1993 1994 1995 1996°

Latin America and the Caribbean 6.2 7.3 5.8 5.8 6.3 6.3 6.4 7.3 7.7
(Regional average)

Argentina 2.6 6.1 7.5 6.5 7.0 9.6 115 17.5 17.2
(Total urban rate)

Bolivia 5.8 7.3 5.8 5.4 5.8 3.1 3.6 3.5
(Department capitals)

Brazil 6.3 53 4.3 4.8 58 5.4 5.1 4.6 57°
(Six metropolitan areas)

Chile © 11.7 17.2 6.5 9.3 7.0 6.2 8.3 7.4 729
(Metropolitan Region)

Colombia ® 10.0 139 10.5 10.2 10.2 8.6 8.9 8.9 1141
(Seven metropolitan areas)

Costa Rica 6.0 6.7 5.4 6.0 43 4.0 43 57

(Total urban rate)

Ecuador ° 57 104 6.1 85 89 89 78 77

(Totai urban rate)

El Salvador 10.0 79 8.2 8.1 7.0 7.0 759
(Total urban rate)

Guatemala 2.2 12.1 6.5 6.4 57 55 5.2 4.3
(Nationwide total)

Honduras 8.8 11.7 7.8 7.4 6.0 71 4.0 6.0 6.3
(Total urban rate) ’

Mexico 45 44 27 27 28 34 37 63 57°
(Total urban rate)

Nicaragua 3.2 111 14.2 178 218 207 18.2 16.1
(Nationwide total)

Panama ° 9.9 15.6 20.0 19.3 17.5 15.6 16.0 16.2 16.4
(Metropolitan Region)

Paraguay" 4.1 52 66 5.1 53 51 44 53

(Asuncién metropolitan area)

Peru' 71 101 83 59 94 99 88 88 8.7
(Lima metropolitan area)

Uruguay 7.4 131 92 89 90 84 92 108 12.6¢9
(Montevideo)

Venezueia 6.6 14.3 11.0 10.1 8.1 6.8 8.9 109 11.99

(Total urban rate)

Source: ECLAC, Preliminary Overview of the Economy of Latin America and the Caribbean, 1996 (LC/G.1947-P),
Santiago, Chile, 1996. United Nations publication, Sales No. E.96.11.G.13.
2 Prefiminary figures.
January/October.
¢ From 1991 on, the data have been drawn from a new sample.
d January/September.
¢ Includes hidden unemployment.
Average for the rates in March, June and October.
9 First half of the year.
" From 1994 on, the figures shown carrespond to the total urban rate.
' The data for 1995 and 1996 have been taken from a new survey and refer to the first half of each year.
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The available figures for the Caribbean (which, as mentioned, uses a different
methodology from the rest of the region) indicate that open urban unemployment stood at
16% in the third quarter of 1996 in Barbados, Jamaica and Trinidad and Tobago. This
represents a substantial decrease in the case of Barbados from the 23% and 24% levels
recorded in 1992 and 1993. Unemployment in Jamaica has tended to hold at around 16%,
but this level constitutes a reduction for Trinidad and Tobago, which had rates of nearly 20%
between 1991 and 1993.

Unemployment was highest among women and young people. The specific rates
exceeded the average by 10%-20% in the case of women and by 50% in the case of young
people.'®

In Latin America, the growth of informal employment has tended to drive down
average labour productivity. Between 1990 and 1994, employment expanded by 4.9% per
year in informal occupations and by 1.2% in modern activities. The average productivity of
the informal sector declined even in countries where output per worker rose. Thus,
productivity gains in the modern sector appear to have outpaced the region’s average rate of
productivity growth.

In the 1990s, the employment situation has improved —i.e., unemployment and
informal activity have decreased— in countries that have attained economic growth rates
nearing 6%. Growth rates below or similar to the increase in the urban EAP (between 3%
and 4.5%) have been enough to lower unemployment, but not to reduce informal activity.
With economic growth rates below these levels, it appears to be impossible to bring about
a reduction even in unemployment.

In the countries with the highest annual economic growth rates (such as Chile, Peru,
Argentina and Panama), the employment situation has improved (except in Argentina, where
the expansion of employment has been slow and the unemployment rate rose between 1993
and 1995)." In these countries, employment has been expanding faster than the EAP and
major gains in productivity have been made, except in Panama, where employment has risen
sharply. The combination of a reduction in unemployment with increases in real wages and
in labour productivity is most notable in Chile and Peru, which are precisely the countries
with the highest growth rates.

The countries with moderate economic growth rates (Colombia, Costa Rica and
Bolivia) have managed to make a partial improvement in the situation by lowering
unemployment. This reduction has largely been based on a rapid expansion of informal
employment, however, which has led to decreases in job quality and productivity.

Employment has risen in all the countries; nevertheless, trends in unemployment,
informal activities and real wages have differed. The countries can be divided into three
different groups in terms of the performance of their labour markets.

B 1996, 25%-30% or even more of the labour force between the ages of 15 and 20 (or 25, depending
on the age groups used by the different countries) was unemployed in Argentina, Colombia, Uruguay and
Venezuela.

¥ In the case of Argentina, the problem is how to establish a direct link between growth and employment,
and even between economic reform and labour performance. In 1993-1994, the country experienced both rapid
economic growth (an average rate of 6%) and high urban unemployment (10.5%).
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In countries with higher-quality jobs, such as Chile and Peru, not only have
employment levels risen, but open unemployment has been reduced, the extent of informal
activity has held steady or declined, and real wages and average labour productivity have
increased. Argentina has recorded the largest increase in labour productivity, but this
achievement has been accompanied by a lacklustre performance in terms of employment, no
more than a small increase in real wages and rising unemployment since 1993.

In countries located in the mid-range in terms of job quality —the majority of the
countries in the region— the number of jobs has risen but in some cases there have also been
increases in unemployment or in informal activity or both, as well as downturns in wages or
productivity.

In countries where job quality is poor, the situation in the labour market has
deteriorated even though employment has expanded. With very low growth rates, this
deterioration has been manifested in increases in both unemployment and in the percentage
of the labour force in the informal sector, and labour productivity has slipped. In Mexico and
Venezuela, the expansion of the informal sector has been coupled with downturns in
minimum wages and average labour productivity.

3. Job creation

Job creation during the 1990s has been concentrated in the informal sector,” thereby stalling
the growth of average labour productivity. In most of the countries, this sector's share of
employment is now greater than it was in 1990 and in 1985; in fact, the percentage of total
employment accounted for by the informal sector swelled from 51.6% at the start of the
decade to 56% in 1995. In the formal sector, on the other hand, the growth of employment
has been sluggish and productivity has been advancing more swiftly. As a result, the
productivity gap separating these two sectors has been widening.

Informal jobs, most of which are in low-productivity, poorly-paid activities, have
registered a slower increase in earnings than high-paying jobs and than the average. The
expansion of the informal sector has helped to mitigate poverty by boosting the employment
rate for poor households, but it has also had a negative effect in terms of social equity
because, by widening the wage gap, it has made the distribution of income more unequal
and, by concentrating the growth of employment in low-productivity activities, has lowered
average productivity as well. As a result, it has hampered efforts to enhance competitiveness.

Of every 100 new jobs created in 1990-1995, 84 were in informal activities. Thus, out
of the approximately 16 million jobs created in Latin America and the Caribbean in 1990-
1994, 13.4 million were in the informal sector, which thus came to account for 56% of the
total working population of the region (including those working in domestic service jobs).

The fastest-growing category of informal employment has been that of micro-
enterprises (an annual growth rate of 5.2% in 1990-1995), and today this sector accounts for

2 This sector is composed of own-account workers, unpaid family workers and persons employed in micro-
enterprises and in domestic service.
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22.5% of total employment in the region, versus 20.2% in 1990. Informal own-account
workers have also increased in number (at an annual rate of 4.4%) and now make up 26.5%
of the region’s total working population, which is almost two percentage points more than
in 1990. Employment in domestic service has climbed by 3.9% per year, with 7.1% of the
working population employed in that sector at the present time as opposed to 6.7% in 1990.

The informal sector has grown the most in Bolivia (at an annual rate of 6.4%), Costa
Rica (5.1%), Ecuador (5.4%), Honduras (5.9%), Panama (7.7%), Paraguay (7.2%) and
Venezuela (8.0%). The countries where informal employment has increased the least have
been Argentina (3.4 % per annum), Colombia (3.8%) and Uruguay (2.3%). In the rest of the
countries, informal employment has expanded at an annual rate of 4.5% during the 1990s.

Micro-enterprises have been the fastest-growing informal employers in Argentina,
Bolivia, Chile, Colombia, Costa Rica, Ecuador, Honduras, Mexico, Peru and Venezuela;
in Paraguay and Uruguay, the largest increase has been in own-account workers, and in
Brazil and Panama, it has been in domestic service.

The fact that employment has grown more swiftly in the informal sector than in the
modern sector has had a detrimental impact on the countries’ average productivity levels.
This effect has been the most marked in those cases (Brazil, Panama and Paraguay) in which
the expansion of informal-sector employment has been concentrated in the lowest-
productivity occupations, such as those of own-account informal workers and domestic
service.

It is estimated that during 1990-1994, the modern sector created nearly 2.5 million new
jobs as the net result of the private sector’s contribution of nearly 2.7 million jobs and a
decrease of 200,000 jobs in the public sector.

Public-sector employment contracted between 1990 and 1995 (-0.6% per year) and its
share of the total shrank from 15% to 13%. In recent years the modern private sector has
maintained a pattern of strong gains in productivity, modest increases in output and
decreasing employment (-6.4% in manufacturing). The growth of employment in the modern
sector of the economy has therefore come to depend essentially on the expansion of
employment in construction and services, which has not been rapid enough to offset the
decreases registered in employment in manufacturing and the civil service.

4. Remunerations

The current situation with regard to labour income is marked by low wages (as wages fall
behind the real levels of the 1980s) and widening income differentials within the occupational
structure.

In 1990-1994, real wages in the manufacturing sector rebounded in a majority of the
countries, with the annual rate of increase for the region as a whole amounting to 2.6%.
Even so, manufacturing wages were still nearly 5% lower in 1994 than they had been in
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1980.%" The recovery in the purchasing power of wages has primarily been due to a reduction
in inflation rather than to the behaviour of the labour market or to institutional mechanisms.

Average real remunerations have followed differing patterns from one country to the
next but have shown a nearly across-the-board increase during the 1990s. Despite this upturn
in real wages, however, in a number of cases wage levels are still lower than they were in
1980 (see figure 11.3).

The available data indicate that this upward trend in wages was interrupted in 1996,
although pay levels did continue to climb in Barbados, Brazil, Chile and Colombia. One
reason for this is that the favourable effect on wages of a slowdown in inflation weakens as
the inflation rate descends; another is that, as lower inflation rates are reached, the intervals
between wage adjustments tend to lengthen, thereby slowing the rise of real wages. An
additional factor is the competitive readjustments being made by modern firms, which
involve staff cuts and the introduction of more flexible wage schemes.

Out of a sample of 17 Latin American countries, 13 of them had a lower minimum
wage in real terms in 1995 than in 1980. The only countries where real minimum wages were
higher in 1995 than in 1980 were Colombia, Costa Rica, Panama and Paraguay, and this
continued to be the case in 1996 (see figure 11.4).

As noted earlier, in 1994 average wages in the manufacturing sector were 5% lower
in real terms than they had been in 1980. During this same period, the level of output per
worker in the modern sector rose by 15.4% (1% per year). This indicates that real wages
have not kept step with productivity but have instead fallen behind. This lag' was reduced
somewhat during the economic recovery of 1990-1994, but a downward trend re-emerged
in 1995 and 1996.
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