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CEPAL REVIEW N° 24

Urbanization
and the labour
market

Joseph Ramos*

In the postwar period, as is known, Latin America
underwent a process of demographic growth and
urbanization unprecedented in its history. From 1950
to 1980 its total population doubled in size and its
urban popation more than tripled, to the point that
the increase in urban population alone in those 30
years was almost equivalent to the toal size of the
continent’s population in 1950,

This article examines the way in which this rapid
demographic growth was absorbed in the labour mar-
ket, especially when it turned towards the towns. In the
author's view, this increase in the supply of labour
found an outlet in the accompanying increase in de-
mand, with productive employment being created as a
result of the region's rapid economic growth over the
last decades,

Since 1980 Latin America has been undergoing an
acute economic crisis which is reversing this trend,
confirming how sensitive employment is to economic
growth rates. ‘The autor concludes therefore that con-
centrated and heterogeneous growth like that of 1950-
1980 does create problems, but many fewer than those
produced by the kind of economic recession ex-
perienced in recent years.

*Stafl member of the Economic Development Division,

FCLAC.

I

Models of urbanization
and employment

In the light of illustrative models of the process of
urbanization, consideration will be given to the
extent to which urbanization was healthy, in the
sense of responding to a greater demand for
labour, or whether it was unhealthy, excessive or
premature, responding more to the pressures of
an oversupply of manpower,

1. Rural expulsion: dynamic supply
and static demand

According to this analysis, which was first formu-
lated by EcLAC, the problems of growing over-
urbanization and underemployment in the post-
war period resulted from the impact of rapid
demographic growth on the sectors with little
absorptive capacity: agriculture and livestock,
and industry. The absorption capacity of agricul-
ture was restricted by a concentrated structure of
ownership which left a large part of the land
underutilized and condemned the bulk of the
rural workforce to underemployment in margin-
ally productive activities on the little remaining
land. Given this underemployment, when the
postwar population explosion irrupted the pro-
cess of urbanization was speeded up, for the
countryside offered few job opportunities.
Furthermore, it was argued that modern in-
dustrial technology —generally intensive in its
use of machinery and economical in man-
power— was not flexible enough to adjust to a
growing supply of labour; its absorption capacity
was in fact limited by technological requirements
and the level of production. When this greater
supply burst upon the towns it encountered an
industrial sector that was incapable, for tech-
nological reasons, of significantly expanding its
absorption of manpower. Consequently this

* urban labour force turned towards easily acces- -

sible marginal activities in the tertiary sector on in
the informal secondary sector. Thus, the postwar
period was characterized by premature
urbanization, which was not justified owing to
the slow growth of secondary light-
manufacturing employment, and by excessive
recourse to the tertiary and informal sectors with
resulting underemployment. “The problem of



64

CEPAL REVIEW No. 24 / December 1984

urban growth in Latin America (is due to the fact
that) it is running ahead of economic develop-
ment and that it is a response to autonomous
social stimuli and forces... Since there were few
opportunities to find work in the high-
productivity sectors, the workforce was com-
pelled to move to jobs with low productivity and
meagre wages” (EcLa, 1965).

2. A lure: the siven city

According to this argument, first developed by
Harris and Todaro (1970), the migration re-
sulted from the attraction of artificially high
urban wages (hence the siren city). These wages
are high, the argument goes, owing to the com-
bined effect of policies of exaggerated legal
readjustment and minimum wage rates, trade-
union pressures and inflated salary scales for the
public sector. The apparent difference in
remuneration generates excessive migration.
Although not everyone finds work, the migra-
tion continues until the point when the desired
income levels in rural and urban areas become
equal. To put it in more concrete terms since
there is the alternative of employment in easily
available activities with flexible wages (the un-
protected or informal sector), the migration con-
tinues until the point when the desired income in
rural and urban areas becomes equal (this is
equivalent to the probability of obtaining a high
wege in the formal sector plus the greater prob-
ability of getting a lower informal wage or of
being unemployed) (Pifiera and Selowsky, 1976
and 1978, and Fields, 1975). Accordingly, itis not
wages that balance the labour market and reg-
ulate the migratory flows but rather urban un-
employment and increases in employment in

low-productivity tertiary or informal activities
which serve to absorb or rather to disguise un-
employment. Consequently, this migration
resulting from artificially high wages reduces
agriculture and livestock production without in-
creasing urban production (Harris and Todaro,
on the increase in unemployment) or increasing
urban production by less than the reduction in
agriculture and livestock (Fields, on the increase
in informal employment).

3. Genuine attraciion: idustrialization
requires tertiary employment

According to this argument, first expounded by
Galenson (1963), modern industrialization re-
quires much less manpower per product unit
than in the nineteenth century, but it requires a
better qualified workforce than before. In-
dustrial employment will therefore increase very
little, especially where unskilled labour is con-
cerned. However, it is argued that tertiary
employment is a function not of secondary
employment but of the secondary product. De-
spite the fact that, for technical reasons, the post-
war industrialization has not led to such large
increases in industrial employment as in the
nineteenth century, it will generate a genuine
demand for labour on the part of tertiary activi-
ties. Tertiary employment is a kind of demand
derived from the product and productivity of the
industrial sector, and there will therefore be
growing urbanization with greater industrial
production, in which tertiary employment will
have an increasingly important role, while the
creation of secondary employment will remain
tairly low.
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I1

Facts and interpretations

1. Overview

In the evolution of employment in Latin America
from 1950 to 1980 three facts stand out:'

a) The population explosion and the faster
rate of urbanization of the postwar period were
absorbed without any increase in the unemploy-
ment rate. Total employment grew at an annual
rate of 2.5%, more than doubling over the pe-
riod.” Urban employment grew at an annual
rate of 3.8% (easily tripling over the period).

b) There was a massive sectoral switch of
labour from the primary sector,” which declined
from 56% of the economically active population
(ear)in 1950 10 36% in 1980, with a concomitant
expansion of activities in both the secondary and
tertiary sectors. Although tertiary employment
tended to grow more than secondary, a feature
of the whole period was the relative stability in
the proportions of the urban workforce em-
ployed in the secondary sector (40%) and tertiary

(60%).

!Although it may seem hard to believe, owing to the
slowness with which censuses are processed, hardly any of the
countries of the region can provide census data on the work-
force for 1980. This is why in this article almost all the 1980
figures are based on estimates made by PREALCG on the basis of
1950-1970 census trends and the subsequent evolution of the
workforce according to occupation censuses taken in the
1970s {rrEALC, 1982). These prEALC data (percentages) have
been applied to the CELADE estimates of population of work-
ing age (1983).

*Unless otherwise indicated, the data on the urban
workforce and product and their movement refer to non-
agricultural and non-mining labour, i.e., to the secondary
and tertiary workforce or its production. This approxima-
tion, although not ideal, is necessary for the purpose of
estimates for 1980, since the information available is not
broken down for urban and rural. Nevertheless, the author
thinks it probable that the movement of the urban workforce
is similar to the secondary plus tertiary, since they constitute
the bulk of the urban workforce.

*The definitions are as follows: primary sector = agri-
culture, fisheries, forestry and mining; secondary sector = mam-
ufacturing, construction, electricity, gas and water; tertiary
sector = transport and communications, commerce and fi-
nance, public administration and defence, services, others,

¢) Even more important than the changes in
the sectoral composition of the workforce were
the notable improvements in labour productivity
within each sector (sectoral product + sectoral

“£ar). This more than doubled in the 30 years in

both primary and secondary sectors, while it in-
creased by 70% in the tertiary sector.

The advances in the postwar period can be
better appreciated if compared with the figures
for 1925-19551 (table 1). The demographic
growth accelerated from 2.2% (1925-1955) to
2.1% per year (1950-1980); the absorption of
employment by the primary sector declined (1.4
to 1.0%per year) but the proportion of kar in the
primary sector fell only 20 percentage points
from 1950 to 1980 as against 10 in the period
1925-1955. Hence urban activities were under
pressure to generate employment. They re-
sponded well: tertiary employment grew at an
annual rate that rose from 3.3. to 3.9% and
secondary employment increased from an an-
nual rate of 2.2. to 3.7%. Although the share of
both sectors in ar increased, the most remark-
able change occurred in the performance of man-

- ufacturing eap: its share rose by little more than

0.5% per year from 1925 to 1955 and by more
than 4% from 1950 to 1980.

All this was achieved without any reduction
in the growth rate of productivity. On the con-
trary, productivity grew rapidly both in the pri-
mary sector (1.2 to 2.6% per year) and in the
tertiary sector (0.4 to 1.8% per year). Productiv-
ity in the secondary sector maintained a strong
growth rate.

At first sight and without going into details
for countries, it would seem that the fears that
the postwar population explosion and the
acceleration of the process of urbanization might
give rise to an employment crisis were un-
founded. The three sectors showed dynamic de-
velopment in both employment and productiv-
ity. Although tertiary employment increased lit-
tle more than secondary and its productivity to a

“For lack of data, I refer to 1925-1955 and not 1o 1920-
1950.



66

CEPAL REVIEW No. 24 / December 1984

Table 1

EVOLUTION OF POPULATION, EMPLOYMENT AND
SECTORAL PRODUCT AND PRODUCTIVITY (1925-1980)

{Annual growth rates)

1925-1955

1950-1980

Totals
Population 2.2% 2.7%
Urban population 3.5 4]
Total ear 2.0 2.5
“Urban” eap* 2.9 3.8
“Rural” gap® 1.4 10
Distribution of gar
by sector 1925 1955 1950 1980
Primary 62.3% 51.1% 56.2% 35.9%
Manutacturing 13.7 14.3 14.1 18.3
Other sectors 24.0 34.6 29.7 45.8
Annual growth of product, £ar and productivity
1925-1955 1950-1980
Ghp EAP Productivity Gop EAP Productivity
Total economy 3.7% 2.0% 1.6% 5.5% 2.5% 3.0%
Agriculture 2.7 1.4 1.3 3.5 1.0 2.5
Primary 2.6 1.4 1.2 3.6 1.0 2.6
Secondary® 4.9 2.2 2.7 6.5 3.7 2.7
Tertiary? 8.7 3.3 0.4 5.7 3.9 1.8
“Urban™ 4.0 3.0 1.9 6.0 3.8 2.1

Source: ECLA, 1965 and 1978; rrEaLc, 1982,

Statistics Division of ruLac, unpublished estimates of the 1980 product, The evolution of Ear and
population in the period 1950-1980 were taken from following tables.
*Urban £Ar means non-agricultural and non-mining eap,
"Rural EAP means agricultural and mining EAr.
“For 1925-1955 taken as the evolution of manufacturing Goe and gap.
9For 1925-1955 taken as the evolution of non-primary and non-manutacturing oe and eap.

lesser extent, it did achieve a remarkable im-
provement in its absorption capacity and its pro-
ductivity over the levels of 30 years earlier. Thus,
despite the slowing-down of primary employ-
ment, there were increases both in the
employment-absorption rate of the economy as a
whole (2.0 to 2.5% per year) and in total pro-
ductivity (1.6 to 3.0% per year).

If this development had not taken place, the
situation in the postwar period would have been
very different. Without the greater demand for
labour that resulted from increased production,
it would not have been easy to absorb the greater
increases in the supply of labour without a dim-

inution of its productivity.® Instead, it proved
possible to increase both the generation of
employment and labour productivity, or at least
this is the theory that emerges from a pre-

"The reasons why production accelerated in the post-
war period —massive spread of education, professionatiza-
tion of entrepreneurial and bureaucratic élites, industrializa-
tion, increased savings and investment, utilization of modern
technology and of the advantages of late development,
favourable external climate, etc— is 2 matter for another
work. Sufficient to point here to the fact that this accelerated
economic growth produced a greater demand for labour,
large enough to compensate for the faster rate of de-
mographic and urban growth,
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liminary study of the global statistics at the re-
gional level,

Would it not be possible, even with the sharp,

increase in production, for the demand for
labour to have grown more slowly than the sup-
ply, so that the urban employment generated
would have been underemployment rather than
productive employment? In other words, is it not
possible that the greater volume of jobs and the
higher average sectoral productivity reflect a
combination of a) slow growth in employment
but rapid increases in productivity in formal
activities with modern technology and b) faster
expansion of employment in low-productivity
activities in the informal and tertiary sectors?

2. The detailed analysis

Only a detailed study (by period and country)
will establish the extent to which this apparently
positive development of employment is due to a
faster rate of economic growth or to increasing
heterogeneity in production and greater
segmentation of the employment market —in
other words, whether it is due to an expansion of
employment generated by demand or by supply
(the informal sector).

a) Total of jobs generated

Broadly speaking, the population reached its
maximum growth during the 1950s and 1960s
(2.8% annually as against 2.2% for 1925-1955)
and then began to decline in the 1970s. Asit takes

12 to 15 years for these new members of the
population to reach working age, the period
1960-1980 was the most difficult with regard to
the need to absorb labour (table 2).

Itis worth dwelling on two facts (table 2). For .
the first time, in the decade 1970-1980 ear grew’
faster than the population, both in urban areas
and in each country as a whole. In addition, as the
data (PrREALC, 1982, table I1-1) indicate that overt
unemployment did not worsen over the period,
the ratio of employed persons (or earners) and
inactive or unemployed persons in each family
would apparently not have increased, and family
income would therefore have risen faster than
per capita income.

On the other hand, and again for the first
time, in the period 1970-1980 the workforce
{and employment) grew faster than the popula-
tion of working age, even though the latter had
reached its maximum rate. This was because the
proportionate numbers of persons of post-
school age (over 20) tended to stabilize for men
and increase for women. The fact that these
numbers had risen without any increase in overt
unemployment supports the argument that
employment was generated more by a greater
demand for labour than by a greater supply (un-
less labour productivity or real wages, or both at
the same time, had fallen —something which, as
we shall see below, did not happen).

b) Growth of urban employment

1) Urbanization without industrialization?

Table 2

CROWTH OF POPULATION, POPULATION
OF WORKING AGE AND EAP BY
DECADE 1950-1980

(Annual growth rates)

1950-1960  1960-1970  1970-1980  1950-1980
Population 2.8 2.8 2.5 2.7
EAP 2.1 2.5 3.0 2.5
Population of
working age 2.6 2.9 2.9 2.8
Urban population 4.4 4.3 3.5 4.1
Urban EAP? 3.6 3.6 4.2 38

Source: EcLA, 1981; and ceLADE, 1983,

2Urban ear means non-agricultural and non-mining EAP.
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Although there is no doubt that the process of
industrialization accelerated in the period 1950-
1980, especially in the 1970s, it is equally true
that both the urban and the secondary-sector
products also showed dynamic advances, which
suggests that the growth in the urban workforce
was stimulated by a greater demand for labour
rather than by a greater supply.

In orden to explore this point more deeply, a
study was made of the relationship between the
increase in urban product (secondary and ter-
tiary) as an indirect indicator (proxy) of the de-
mand for productive urban labour, and the
growth of the urban workforce from 1950 to
1980 for the nine countries that have the region’s
largest product and amount of employment (fig-
ure 1a). ® That this relationship proved positive
indicates that over these 30 years urbanization
has been 2 response to a growing demand for
labour rather than supply.

In order to check the fact that the urban
workforce increased more quickly —without
greater urbanization— in proportion to any rise
in the rate of population growth, the difference
between the growth rates of the urban rap and
the population of working age was compared
with the increase in urban product for the same
period 1950-1960 (figure 18). Once again
the relationship was positive, significant and
more marked.’

Finally, to check the fact that urbanization
might be a function of the greater increase in the
urban product rather than in the primary prod-
uct, the difference between the growth rates of
the urban ear and the population of working age
was compared to the primary product (figure 1c)

®The simple regression between these variables was: the
growth rate of urban employment = 0.7 + (0.83) (the growth
rate of the urban product) R* = 4% , t = 7.3, Because of the
small number of vbservations, not much importance should
be accorded 1o the magnitude of the coefficients. The im-
portant thing is to recognize that there is indeed a relation-
ship —at least it is much more probable than the contrary
assertion, which is that there was over-urbanization. This
holds good for this and for the other regressions in this work,

"The simple regression was: the difference between the
growth rates of urban employment and the population of
working age = -0.7 + (0.32) (the growth rate of the urban
product). R = 90%, ¢ = 5.6.

this relationship was also positive, significant and
very marked.?

i) Urbanization and informalization. Despite
the foregoing, might it not be possible for the
urban product to have increased without there
being any proportional increase in productive
urban employment, owing to greater heteroge-
neity of production? In other words, might it not
be possible for urban production to have ex-
panded as a result of greater use of modern
techniques without modern employment having
increased in the same way, owing to the remark-
able rise in its productivity? If this is so, the
employment generated would have been in
activities of low productivity and easy access, i.e.,
in the informal sector, where employment ad-
Jjusts to demand, rather than in formal activities,
which are a clear indicator of greater demand for
productive labour.

On the basis of prEALC estimates on the
evolution of formal employment® between 1950
and 1980 it can be seen that:

—The growth of formal employment was
much higher than that of the population of work-
ing age in the region as a whole throughout the
period and in each of the three decades (table 3).
Furthermore, when looked at in detail the nine
countries in question show hardly any ex-
ceptions. The only one is Uruguay, a country in
which formal employment has been growing at a
slighter lower rate than the population of work-
ing age, but —and this is very suggestive— it is
the country with least growth of urban product in
the period.

—Formal employment tended to increase at
a rate equal to or slightly higher than that of
urban employment in the region as a whole and
in seven of the countries; the exceptions are Uru-
guay and Argentina, the two countries with least
growth of urban product in the region. (See the

®The simple regression was: the difference between the
growth rates of urban employment and the population of
working age = -0.04 + (0.5) (the difference between the
growth rates of the urban and primary products). R% = 82%,
=39

For these estimates preALC considered as formal
employment all waged urban work, with the exception of
domestic employment and self-employment by professionals
and technical specialists.



URBANIZATION AND THE LABOUR MARKET / Joseph Ramos

69

5.0

4.0

3.0

2.0

1.0

0.0

2.0

L5

1.0

0.5

- 0.0

20

1.5

1.0

0.5

0.0

6.0

5.0

4.0

3.0 -

2.0

1.0

0.0

_L'lrban EAP Growth (EAP,)

Figure I
RELATIONSHIPS BETWEEN PRODUCT GROWTH AND EMPLOYMENT GROWTH

o Figure [A X
-
i I 1 ] ] 1 1 ]
1 2 3 4 5 6 7 8
EAP, - PWA i Urbap Product Growth 1950-1980
R (Qurh)
5 Figure 1B
1 1 1
1 2 3 4 5 [ 7 g8
EAP, - PWA Ques 1950-1980
1
- Figure 1C
! 1 ! ] 1 i L )
1 2 3 4 6 7 8
Formalyap Qurb - Qprim. 1950-1980
L Figure ID
L. X
=
] 1 1 1 | i 1 1

7 8
Qun 1950-1980



70

CEPAL REVIEW No. 24 / December 1984

Table 3
RELATIVE GROWTH OF FORMAL EMPLOYMENT
(Annual grwoth rates)
1950-1960  1960-1970  1970-1980  1950-1980
Economically active
population 2.1% 2.5% 3.0% 2.5%
Population of working
age (pwa) 2.6 2.9 2.9 2.8
Urban population 3.6 3.6 4.2 3.8
Formal employment 3.6 3.8 4.1 3.9
Population of working age
Argentina 1.9 1.7 1.5 1.7
Brazil 2.9 3.1 2.9 3.0
Colombia 2.6 3.2 3.0 2.9
Costa Rica 3.2 3.9 3.7 3.6
Chile 2.2 24 2.3 2.3
Mexico 2.7 3.3 3.4 3.1
Peru 2.2 2.7 31 2.8
Uruguay 1.2 1.1 04 0.9
Venezuela 34 4.0 4.1 5.8
Farmal employment
Argentina 2.7 1.7 1.3 19
Brazil 3.7 4.8 4.5 4.3
Colombia 3.6 6.4 4.2 47
Costa Rica 4.5 5.8 6.0 54
Chile 2.3 3.2 2.8 2.8
Mexico 6.5 3.3 5.2 5.0
Peru 3.4 4.2 4.6 4.1
Uruguay 1.3 1.2 0.1 0.9
Venezuela 5.3 4.4 7.0 5.6

Source: PREALC, 1982; ECLA, 198); CELADE, 1983,

ratio of formal rar to urban ear from 1950 to
1980 in table 4.)

—More fragmentary comparisons for six
countries'” suggest that in the secondary sector
formal employment grew at a higher annual rate
(4.1%) than the informal sector (2.9%) and the
total workforce (2.5%) and the urban workforce
(3.8%).

Since 70% of urban employment is usually in
the formal sector, at least 70% of the new
employment generated in the sector should have
been in response to the demand for productive
mapower (formal activity) and not to supply.
This is the reason why, when the growth of for-
mal employment is compared with the growth of

9B razil, Costa Rica, Chile, Panama, Peru and Vene-
zuela (Kaztman, 1983).

the urban product (figure p), the result is a
strong positive relationship, almost identical to
the one produced when the growth of all urban
employment is compared with the urban product
(figure 1a).1!

Furthermore, although the informal sector
helps to fulfil an absorptive function in the face
of an oversupply of labour, this does not mean
that informal employment is generated solely or

""The simple regression is: the growth rate of formal
employment = 0.9 (0.91) (the growth rate of the urban prod-
uct). R? = 91%, t = 5.7. The same relationship with urban
employment gave a regression coefficient of 0.83 and a con-
stant of -0.7 with R? = 94%, ¢t = 7.3. In other words, the
results are statistically virtually identical. The same thing
happens when the other two regressions are repeated, with
the growth rate of urban employment replaced by the growth
rate of formal employment.
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Table 4

FORMAL EMPLOYMENT IN RELATION TO TOTAL EAP
AND URBAN EAP, 1950-1980

Formal ear

Formal rar

Total kap . Urban ar”

1950 1960 1970 1980 1950 1960 1970 1980
Whole region 30.1% 34.9% 398% 44.6% 69.2%  69.1% 702% 697%
Argentina 56.8 63.4 66.0 65.0 78.9 81.7 80.9 77.0
Brazil 28.5 318 38.6 45.2 72.7 67.4 72.1 72.8
Colombia 239 28.4) 38.7 42.6 61.0 62.1 68.6 65.6
Costa Rica 29.7 35.1 44,1 52.9 70.9 734 77.4 81.0
Chile 40.8 44.5 531 H4.1 4.9 6H8.5 76.1 72.9
Mexico 21.6 32.2 33.9 39.5 62.6 70.5 6. 1 64.2
Peru i 19.1 23.7 29.8 35.0 h3l B7.0 549.0 5.5
Uruguay 63.3 63.6 64.2 63.3 81.4 80.3 79.3 76.9
Venezuela 34.7 43.1 48.9 62.6 67.9 68.3 H8.6 70.2

Source: vREALC, 1982,
“Urban ear means non-agricultural and
non-mining EAP.

mainly by supply pressures. If that were so, its
productivity and wage levels would decline
(which does not seem to have occurred). In fact,
the striking features are both the tiny variation in
the high proportion of the urban workforce in the
formal sector in countries with very different
levels of development (70% =+ 10%) and its rela-
tive constancy over time in countries with rapid
development (Brazil) and slow (Argentina). This
suggests that a large part of informal employ-
ment is a demand derived from formal activity
—occupying complementary spaces (Garcia,
1979, chapter 1). This explains the relative stabil-
ity in the relationship with formal employment.
Thus, the expansion of informal employment
might represent demand stimuli rather than
supply. In that case, of course, its productivity
would increase, the reverse of what would hap-
pen if it was acting only as an absorbent.

ii1) Quer-tertiarization. In some cases un-
deremployment manifests itself not so much in
the proliferation of informal activities as in the
over-expansion of the tertiary sector. As this sec-
tor includes activities of very different kinds and
productivity —banking and wholesale trade;
travelling and retail trade; teachers and doctors;
domestic service staff; civil servants; porters and
waiters— its expansion might be an indication
either of progress or of stagnation, according to

the type of activity and function which is expand-
ing.

Table 5 shows the relative growth of tertiary
employment in relation both to total ear and to
urban and secondary rar. The share of the ter-
tiary sector in the total labour force rises sharply,
while the share of primary activities declines,
continuing the trend observed since 1925, The
tertiary share in the urban labour force is much
more stable, maintaining itself over the last 30
years at about 1.5 times that of the secondary
sector.'? The same relationship is found both in
highly developed countries. such as Argentina,
and in less developed, such as Colombia and
Peru, which suggests that there is perhaps a caus-
al relationship between the two, as Galenson be-
lieves.

There is little information about the kinds of
tertiary activities that have expanded. Kaztman’s
data (1984) for five countries show that the ser-
vices that are most productive and most closely
linked to demand, such as social services (educa-
tion, health and government) and productive
services (finance, business services, warehousing)

"?In case this relationship should be considered ex-
cessively high, it must be pointed out that today it is in the
order of 2 to 1 in the oECD countries and was already 1.5 in
1930 in the United States.
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Table 5

CHANGES IN THE COMPOSITION OF THE LABOUR FORCE IN
THE SECONDARY AND TERTIARY SECTORS, 1950-1980

Secondary EAP

Tertiary EAP

Total EAP Total EAP

1950 1960 1970 1980 1950 1960 1970 1980
Latin America 18.1 20.2 226 25.0 25.7 30.5 34,2 38.2
Argentina 29.9 34.5 33.2 30.4 49,1 43.1 48.4 54.1
Brazil 16.9 18.4 91.5 28.0 293 28,8 2.0 34.1
Colombia 15.6 16.9 20,2 228 23,7 98.9 36.2 42,1
Costa Rica 5.9 17.9 21.3 23.9 26.1 30.1 35.7 41.4
Chile 25.3 25.5 27.5 25.6 37.6 39.5 42,3 48,6
Mexico 14.1 18.5 23.0 25.4 20.4 979 99,1 36.1
Peru 16.1 15.9 18.9 19.2 19.9 25,7 31.8 39.6
Uruguay 31.1 30.7 3.2 48.1 50.3 511
Venezuela 17.6 20,1 22.9 30.0 33.5 43.0 48.4 49.0

Secondary EAP Tertiary EAP
Urban EAP* Urban EAP"

1950 1960 1970 1980 1950 1960 1970 1980
Latin America 41.3 39.9 39.8 40.4 58.7 60.2 60.2 59.6
Argentina 41.5 4.5 40.7 36.0 58.5 55.5 59.3 64.0
Brazil 43.1 39.0 40.2 45,1 56.9 61.0 56.8 54.9
Colombia 39.7 37.5 35.8 35.1 60.3 62,5 64.2 64.9
Costa Rica 37.9 37.3 374 36.6 62.1 627 62.6 63.4
Chile 40.2 39.2 30.4 34.5 50.8 60.8 60.6 65.5
Mexico 40.9 40.5 44.1 413 59.1 59.5 55.9 58.7
Peru 44.7 38.2 36.6 32.6 55.9 61.8 63.0 67.3
Uruguay 39.3 379 37.9 60.7 62.1 62.1
Venezuela 34.5 31.9 32.1 38.0 65.6 68.1 67.9 62,0

Source: prEALC, 1982,

*“Urban EAP means non-agricultural and non-mining ear.

are the ones which have grown most rapidly; on
the other hand, personal and distributive ser-
vices, which generally have lower productivity
and easy access and adjust flexibly to demand,
are the ones that have lost ground. However, the
conclusions based on these data can be no more
than very preliminary since only five countries
were considered and in four of them the data
refer only to the period 1950-1970.

In view of the lack of information on the
evolution of employment by subsector of the ter-
tiary sector, an attempt was made to check Galen-
son’s theory on the basis of total data for the
whole tertiary sector; i.e. that the bulk of tertiary
employment was generated by a demand derived
from secondary production. Modern industrial
technology would absorb less labour per work
unit than in the past —which is why secondary

employment represented a lesser share of urban
employment than in the past in Europe and
North America— but it would generate much
employment in tertiary activities, since a large
part of trade and transport, financial services
and business services, as well as education and
health services, either represented a demand de-
rived from secondary production or depended
on this production for their financing (the case of
many government social services), The theory
states that tertiary employment will grow with the
level of industrialization (secondary produc-
tion), although secondary employment may not
increase very greatly. Conversely, if the expan-
sion of tertiary employment was a response fun-
damentally to a need to absorb an oversupply of
labour and not to a real demand, there would be
a very loose relationship between the growth rate
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of tertiary employment and the secondary prod-
uct (figure II). It can be seen that there was a
positive, strong and significant relationship be-
tween those two variables in the period 1950-
1980. '* The theory of over-tertiarization may
thus be rejected. But one can endorse the argu-

ment that the bulk of the growth in tertiary
employment was a response to a growing de-
mand for productive manpower, and was not
excessive, for that would have been an indication
of increasing underemployment.

Figure 11
GROWTH OF TERTIARY EMPLOYMEN'T IN COMPARISON TO THE GROWTH
OF THE SECONDARY PRODUCT 1950-1980

111

Evolution of productivity

Although the changes in the sectoral composi-
tion of the labour force in Latin America were
very important, of greater relevance were the
changes within each sector reflected in marked
improvements in sectoral productivity (product
per man). Between 1950 and 1980 the product
per worker in Latin America increased 2.4 times,
from US§ 1 150 to US$ 2 750 (table 6). Of this
increase, 25% was due to higher productivity

"*The simple regression is: the growth rate of tertiary
employment = —0.4 + (0.68) (the growth rate of the secon-
dary product). R* = 93% , ¢ = 6.

resulting from the reduction of 20 percentage
points in the labour force engaged in low-
productivity primary activities and their shift to
Jobs in the secondary and tertiary sectors with
production levels 3 to 5 times higher. In other
words, if the 1950 levels of sectoral productivity
had been maintained, the productivity of the
Latin American economy in 1980 would have
risen only 25%. The remaining 90% (in multi-
plication form, 1.9 x 1.25 = 2.4) was due to
productivity increases within each sector.
Although the inter-sectoral differences in
productivity were large —from a maximun of 8
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Table 6

PRODUCTIVITY LEVELS AND GROWTH AND RELATIVE
SECTORAL PRODUCTIVITY, 1950-1980

Productivity levels
(1970 dollars)

Productivity growth rates

(anual)
. 1950 1960 1970 1980 1950-60  {960-70  1970-80  1950-80
Primary 480 670 840 1 060 3.3 2.3 24 . 2.6
Secovndary 1 600 2100 2 780 3 500 2.8 2.8 2.3 2.7
Tertiary 2 280 2 500 3130 3 840 1.0 2.2 2.1 1.8
Total 1 150 1520 2 060 2750 2.9 3.1 2.9 3.0
Secondary productivity Tertiary productivity
Agriculture an.d.livestock Agriculture and livestock
productivity productivity
1950 1960 1970 1980 1950 1964 1970 1980
Latin America 3.9 3.9 4.1 4.1 5.5 4.7 4.6 4.5
Argentina 1.6 1.3 1.5 1.4 2.1 1.7 1.4 1.1
Brazil _ 6.9 7.8 7.8 7.3 8.2 7.0 7.6 7.6
Colombia 1.8 2.1 1.8 1.4 2.7 2.4 1.9 1.6
C0§ta Rica 1.8 1.9 1.8 2.1 3.6 37 2.5 2.4
Chile 3.2 3.8 4.5 a.7 36 3.9 4.2 3.5
Mexico 5.3 4.0 4.7 5.0 9.4 6.7 7.1 6.3
Uruguay 1.7 1.3 1.7 2.9 1.7 1.9
Venezuela 5.0 4.3 3.3 2.4 9.6 5.2 3.9 3.4

Source: PREALC, 1982; for the sectoral product, data from the Statistics Division ol gcLac based on ofticial figures.

and 910 1 in Brazil and Mexico to a minimum of 2
to 1 in Argentina in 1950— they declined over
the 30 years (table 6), reaching in 1980 a max-
imum of 6 and 7 to 1 in Brazil and Mexico and a
minimum of 1.4 to 1 in Argentina. Moreover,
with few exceptions and as was to be expected, it
was the initially lowest sectoral productivity, i.e.
that of the primary sector, which grew fastest;
and the highest at the outset —that of tertiary
activity— which grew slowest (table 7), although
in any event it still increases over the 30 years at
the far from negligible average rate of 1.8%, with
considerable variation between countries and pe-
riods. It is difficult to reconcile this growth in the
average productivity of the tertiary sector with a
large increase in the proportion of the sector
employed in absorption activities.

The fastest-growing occupational groups in
this period were qualified non-manual em-
ployees (professionals, technical and clerical),
which increased at an annual rate of the order of
6% between 1950 and 1970 (the only period for
which data are available) —a much higher rate
than that of EAP (2.3% per year) or of the pop-

ulation of working age (2.7% per year) or of the
urban EAP (3.6% per year) for the same period
(table 8). Since these employees represent the
highest-qualified manpower and since the bulk
of them are found in tertiary activities, there
must have been a strong improvement in the
level of qualification of the tertiary workforce.
Moreover, as the annual EAP growth rate for
employees of this type (6%) was lower than the
estimated growth of the workforce with higher-
than-primary education (8%) in this same period
1950-1970 (table 8), the implication is that: i) the
smaller but rapid growth of highly qualified non-
manual employees centred on the tertiary sector
was a response to increases in the demand for
their services rather than 1o a greater supply, and
ii) that other workers —not only non-manual but
especially urban manual workers— '* must also

"1t is assumed that it was primarily the urban labour
force that improved its level of schooling as a result of the
extension and improved quality of the education system in
the towns and the greater selectivity of rural-urban migra-
tion, depending on the level of schooling,
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Table 7
EVOLUTION OF SECTORAL PRODUCTIVITY BY COUNTRY, 1950-1980

(Annual growth rates)

1950-1960 1960-1970 1970-1980 1950-1980
Sectors® P s - T P s - T P - § - T P - 5 - T
Argentina 33 05 0.6 3.9 4.6 0.8 2.3 1.9 -0.1 3.1 2.3 0.4
Brazil 34 48 1.6 2.0 1.6 2.3 4.9 3.8 4.6 3.4 3.3 2.8
Colombia 23 36 1.1 30 1.5 0.3 3.3 1.0 2.1 2.9 2.0 1.2
Costa Rica 26 3.5 2.9 4.0 3.0 — 0.7 2.4 0.2 2.4 3.0 1.1
Chile 1.7 3.1 2.0 2.7 3.3 2.4° 1.9 -0.7 —-04 2.1 1.9 1.4
Mexico 4.2 1.3 0.5 2.6 3.9 2.9 3.1 2.4 0.8 3.3 2.5 1.4
Peru 39 64 1.3 4.0 2.0 0.7 0.2 0.6 -0.4 2.7 3.0 0.4
Uruguay — 02 — 23 02 L7 40 25 20" 21" 12t
Venezuela 7.1 43 -04 25 17 16 -28 —-0.7 1.2 22 1.8 08

Source: PREALG, 1982; for the sectoral product, data from the Statistics Division of ecLac based on official

figures.
“P = primary sector

5 = secondary sector

T = tertiary sector
®1960-1980.

have increased their average level of qualifica-
tion (at least of schooling). In other words, there
was considerable professionalization of the
urban labour force in the period, which must in
itself have tended to raise the sectoral productiv-

ity.

Even better than the data on productivity
—if it was not for the fact that the available in-
formation is so patchy and fragmented— are the
data referring to wages and salaries. These show
that the wages of low-skilled urban manpower-
are much higher than for rural workers; even

Table 8
GROWTH OF QUALIFIED EAP, 1950-1970
(Annual growth rates}

Population EAP with higher-
of working Urban  Formal Qualified than-primary
EAP age EAP? EAP EAP® education
Latin America 2.3 2.7 3.6 3.7 6.1 8.4
Argentina 1.5 1.8 2.1 22 2.3 10.8
Brazil 2.7 3.0 4.3 4.3 6.5 8.5
Colombia 2.5 2.9 44 5.0 8.1
Costa Rica 31 35 4.7 5.1 6.0 7.9
Chile 1.4 2.3 2.0 2.8 2.3 2.8
Mexico 2.5 3.0 4.7 49 5.9 59
Uruguay 1.2 1.1¢ 1.3¢ 1.3¢ 2.7 4.4
Venczuela 3.1 37 48 48 6.6 95

Source: ECLA, 1981; Ramos, 1970 and rreaLc, 1982;
"Urban EaP means non-agricultural and non-mining EAP.
bProfessional, technical and clerical.

“1960-1970.
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wages in the informal urban sector are higher

than rural wages.'” We must therefore dismiss

—at least as far as Latin America is concerned—
theories that attribute the shift to the towns to the
attraction of the artificially high wages in the
tormal urban sector, for even the non-inflated
wages of the informal sector are higher than
rural wages, and not lower, as the Harris, Todaro
and Fields models imply.

Furthermore, although the evolution of real
urban wages and salaries is somewhat irregular
—with varying cycles (connected with the
stabilization policies that followed the two price
Jjumps of energy products) superimposed on a
bullish historical trend (rreavrc, 1982, table 1-
3)— the available data show no systematic
tendency for informal wages (or their indirect

IV

indicator, construction wages) to fall or to grow
less than those of the formal sector (the industrial
sectors covered by wage surveys).'® If there had
been a systematic rise, the pressure of a grea-
ter supply of urban labour would have brought
about declines in informal wages and construc-
tion wages. The fact that these maintained their
relationship with wages in the industrial sector
suggests that this greater pressure of urban
labour supply did not exist or (as I maintain) that
it was, regrettably, offset by an even greater de-
mand for productive labour, a genuine demand
derived from the higher growth of the urban
product (secondary and tertiary). In other
words, the pressure of a greater demand for
labour won the day.

Problems and forms of adjustment

The fact that the demand for labour generally
increased more than the supply in the period
1950-1980 does not mean that there were no
employment problems. Within this general,
strong and positive trend there were problems in
some periods and countries, likewise, there were
groups of workers whose position deteriorated in
absolute terms, as happened with the absolute
decline in tertiary productivity in the decade
1970-1980 in Argentina, Chile and Peru (table
7). And tertiary employment grew more quickly
than the secondary product in the 1970s: an an-
nual 2.7% as against 2.6% (Argentina), an annual
4.0% as against 1.1% (Chile) and an annual 4.9%
against 3.4% (Peru). This explains why the
relationship between the growth of tertiary
employment and the secondary product was so

Yecia (1973) and Erikson (1966) sugyest differences at
least ot the order of 2 to 1. There may well have been non-
monetary differences between the two areas, but itis not clear
whether all these differences {education and public health,
for example) are always and systematically lower in the towns.
Furthermore, it is highly improbable that they would be able
to offset differences of 100% in monetary income.

weak in 1970-1980'7 and was so markedly dif-
ferent from the good results obtained in 1950-
1980 and the decades of the 1950s and 1960s
taken scparately,'®

""The report cited distinguishes between the construc-
tion sector (indirect indicator of the informal sector) and the
industrial sector (indirect indicator of the formal sector). The
few works which directly compare the evolution of wages in
the formal and informal sectors produce similar results
(Gregory, 1980; Pfeffermann and Webb, 1979; rreaLc,
1980).

'"In Argentina and Chile at least, it is possible that part
of this growth of tertiary employment was not spurious but
real and was a response o a demand for labour resulting
from larger imports of capital goods and inputs that character-
ized this period of greater openness in finance and trade. It
is also possible that this factor may have come into play,
although to a lesser extent, in the other countries of the
region in this period in the form of the stronger inflow of
forcign capital that they all experienced and the targer
volume of imported goods to be marketed, with the more
vigorous financial activity that this implied. 1f this is the case,
the phenomenon has not continued into the 1980s, for which
a slow-down in the entry of capital is forecast.

'® The relationship continued positive but not statisti-
cally significant in 1970-1980; however, it was positive, strong
and significant in 1950-1960, 1960-1970, and throughout the
period 1950-1980 as a whole.
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When growth in tertiary employment is
accompanied by increases in urban unemploy-
ment, it is fairly certain that this is 2 response to
supply rather than demand pressures. This was
the case in Chile, where the average unemploy-
ment rate between 1975 and 1980 was in the
order of two and three times the historical rate,
However, the adjustment to an insufficient

demand for labour often takes the form of

increases not in unemployment but in un-
deremployment. For example, as a result of the
policy of stabilization and liberalization pursued
in Argenuna from 1975, salaried industrial
employment declined by one-third, Nonetheless,
the unemployment rate remained below 5%.
Own-account employment increased sufficiently
to compensate for the drop in salaried employ-
ment. (Argentine Goverment - UNDP/ILO Project,
1980 a) and b), and Lagos and Tokman, 1983.)
And as those who lost their jobs received gener-
ous compensation —since in Argentina a large
part of the labour force is employed in large
enterprises— own-account employment pro-
vided a decent income (although the bulk of it
was income from capital rather than from work).
Furthermore, as it was quite common for a per-
son to hold two jobs, a large part of the reduction
in demand did not lead to unemployment but to
one job rather than two. Finally, a high propor-
tion of the reduction in demand fell on migrant
workers and thus did not greatly affect the un-
employment rate, but rather the amount of mi-
grant work.

Another form of adjustment was seen in
Peru between 1975 and 1978. Instead of increas-
ing the unemployment rate —which in fact did
not rise any great amount— the economic reces-
sion in those three years, when there was a sus-
tained and strong supply of labour, resulted in
greater underemployment in the form of low
incomes; in other words, there was an increase in
the number of persons in the labour force who
worked 35 hours or more per week but earned
less than the minimum wage. This affected the
secondary labour force in particular —young
people, women and old people— who were em-
ployed in low-income and low-productivity jobs
which they would not normally have accepted
but in that time of crisis did accept, at least tem-
porarily, in order to supplement the reduced
family income. This is the reason why those three

_years saw large increases in the participation

rates, especially of women, and a significant in-
crease in the members of unpaid family mem-
bers. Finally, it seems that more young people
joined the labour force as trainees —since it was
not possible to find any other adequately paid
work— for this legal loophole was used te-avoid
paying the minimum wage (Henriquez and
Iguiiiiz (comp.), 1983; R. Grampone, 1983; Ver-
dera, 1983; and Wicht, 1983).

The experience of these three countries
clearly suggests that the employment was gener-
ated as a response not to a greater demand for
productive labour but to a greater supply, te.,
the greater supply created its own demand, in-
flating easy-access urban activities in which un-
deremployment can always be “generated” sim-
ply by sharing out the available man-hours of
work among more people.

It must, however, be pointed out that, with a
single exception, ' these three cases were the
only ones in 30 years (and in the decade of the
1970s) in which the growth of tertiary employ-
ment exceeded that of the secondary product. It
is extremely suggestive that these are the three
cases of slowest growth of secondary product in
the 30 years. In other words, if the secondary
product had grown vigorously, there would not
have been drops in tertiary productivity nor, prob-

ably, the subsequent increases in underemploy-
ment.

Although the general employment situation
tended to improve or not to worsen in the coun-
tries that had strong and stable economic growth,
they, too, were not free of employment prob-
lems. For example, Brazil underwent a period
of fast development between 1965 and 1980, but
its benefits were distributed very unevenly,
among regions, rural and urban sectors, and with-
in the urban sector and the modern sector itself.
In particular, and where employment is con-
cerned, although modern employment grew
vigorously in the decade of the 1960s, within the
modern sector the demand for qualified labour
(technical and non-manual) grew much more
than the demand for unskilled manpower. This

"Uruguay in the decade of the 1960s, when tertiary

- employment grew at an annual rate of 1.6%, while the sec-

condary product increased by 1% per year.
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explains why the wages of less-qualified workers
fellin this period in comparison with the wages of
qualified workers and why the growth rate of
Jobs for qualified workers was four times greater
in the modern sector than for unskilled man-
power (Pfeffermann and Webb, 1979; Bacha,
1977, Wells, 1974; and Pastore and Cabral de
Castro, 1983),

Furthermore, as the supply of low-skilled
labour remained large, other sources of employ-
ment had to be created to absorb it. In this period
there was therefore a degree of “urbanization” of
the agricultural labour force, especially in the
State of Sao Paulo; in other words, agricultural
workers moved to the towns owing to the lack of
land or regular work in the countryside, but they
were employed in agricultural work as tempor-
ary workers (boias frias or volanies) in times of great-
er demand.

Despite all this, the employment situation in
Brazil did generally improve during this period;
the only implication is that the relative position of
the urban poor deteriorated. However, their
absolute income levels increased owing to the
period’s vigorous economic growth and they im-
proved much more in all respects, in comparison
with the 1981-1983 economic crisis, when the
Brazilian product plummeted.

In many countries the growth process was
accompanied by large regional imbalances and,
in particular, by a kind of metropolization of the
labour force. The growth of Mexico City is per-
haps the most graphic example of this phe-

nomenon, for its population almost tripled in
1960-1980. Owing to the solid economic growth
of the postwar period, the general development
of employment in the country was dynamic. This
general trend, however, hid a dangerous phe-
nomenon; up to the oil industry’s peak the quali-
fications demanded were increasingly rigorous,
since the economic expansion was based on in-
creasingly intensive use of capital. The oil bonan-
za and, in particular, the price increases pro-
duced a complete reversal of this situation. The
increase in the country’s revenues was so great
—because of the increase in the prices of sources
of energy— that a demand for manpower of all
kinds, qualified or not, was generated, especially
in the tertiary sector. However, this employment
was very dependent on the liquidity produced by
the oil bonanza. When this turned out to be
ephemeral (1982) the recently arrived urban
manpower found itself in a very precarious situa-
tion. Because it was little trained, it could not
easily take to the more skilled jobs in the sec-
ondary urban sector. Incapable of moving for-
ward to jobs in the formal urban sector and
already uprooted from their customary means of
economic support in the rural areas, these work-
ers swelled the ranks of the urban unem-
ployed and underemployed. Unemployment, the
acutest manifestation of the employment prob-
lem, increased swittly from a little over 4% in
1981 to almaost 13% in 1983 (Murioz, Oliveira and
Stern, 1977; Garcia, Oliveira and Muftoz, 1980;
Trejo, 1973; and Gregory, 1981).

Conclusion

‘The transformations in the sectoral composition
of the labour force, the sustained growth of
secondary and formal employment, and above
all the strong rise of productivity (and wages)
within each sector endorse the conclusion that
the great increase in the urban labour force in
Latin America in the postwar period was a reflec-
tion of a vigorous demand for productive man-

power (a positive sign) rather than of a rise in
supply (a sign of weakness). This explains how
the dynamic process of industrialization could
take place without excesses of urbanization, in-
formalization or tertiarization.

It was fortuitous that it happened in this way,
since, ceteris paribus, it was to be feared that the
population explosion of the 1950s would ex-
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acerbate unemployment problems in the follow-
ing decades. However, as a result of the un-
precedented growth of the region’s product, this
greater supply of labour was absorbed not only
without any fall in productivity but even, as we
have seen, with a considerable increase in all sec-
tors

Of course, if the growth rate of the product
had not accelerated, the outcome would have
been different. In fact, the post-oil crisis of 1979
led in 1980-1983 to a drop in the region’s per
capita product, with a consequent decline in the
demand for labour and a sharp increase in un-
employment in the majority of the countries of
the region.

The fact that in the period 1950-1980
economic growth was sufficient to absorb pro-
ductively the bulk of the urban workforce does not
mean that there were no problems. Frequently,
urban unemployment and underemployment
tlourished or over-tertiarization took place in
periods of slow economic growth (for example,
in Argentina, Chile and Peru); there were even
individual problems in countries that had strong
economic growth and no general employment
difficulties, such as, for example, the problem of
unskilled labour in Brazil or that of metropolitan
labour in Mexico. Nevertheless, the common di-
rection was generally confirmed. Without
economic growth unemployment problems get
worse; with growth, they tend to resolve them-
selves. The relationship may not perhaps be a
strictly linear one, but the postwar experience in
the region shows that economic growth was the
decisive factor in the easing of employment prob-
lems. The inverse example also confirms this
result: during the economic crisis that afflicted
the region in 1981-1983 when the per capita prod-
uct fell for the first time since the 1930s for three
consecutive years, unemployment took a sharp
upswing.

The fact that this growing demand for
labour in the period 1950-1980 went unnoticed
and that, on the contrary, there were fears of the
employment problem worsening during this
time, was due in part to the close attention that
observers paid to the accelerated growth of pop-
ulation of working age and, consequently, to the
need to generate jobs. Another reason was that
between 1925 and 1955 manufacturing employ-
ment had risen slowly (2.2%) despite a sustained

increase in the sectoral product (4.9%); in other
words, the secondary sector absorbed workers at
a rate equivalent to only 45% of the growth in its
product. Happily, this absorption capacity in-
creased in the following 30 years, so that in the
decade of the 1970s secondary employment ex-
panded at a rate equal to 65% of the increase in
the sectoral product. It is probable that this in-
creasing generation of jobs by the secondary sec-
tor was due to the fact that in the dawn of in-
dustrialization in Latin America enormous in-
creases in productivity accompanied the in-
troduction of modern technology, for the pro-
cess of industrialization had begun late.*" As it
continued, however, the productivity differences
grew less, since the existing industrial commun-
ity became increasingly less traditional. To putit
another way, despite the speed with which mod-
ern (and qualified) secondary employment ex-
panded, total secondary employment did not rise
to any great extent, even though the compoenent
of traditional secondary employment (or sec-
ondary underemployment) to be absorbed was
not relatively low. It was not therefore until the
1960s and 1970s that the growth of secondary
employment speeded up and was noticed.

As Galenson maintained, the strong growth
of tertiary employment in the period seems to
have been connected with the increase of the
secondary product; this demonstrates the close
reciprocal relationship that exists between the
sectors. However, as many of the activities of the
tertiary sector are of easy access, this linkage does
allow of exceptions, due primarily to supply pres-
sure, when the tertiary sector perfoms the function
of absorbing surpluses of manpower.

Despite the fact that in this period the de-
mand for urban labour increased faster than the
supply, there would still have been a shift of
workers to the towns even if that demand had
grown slowly, for urban wages, in both formal
and informal sectors, were much higher than
rural wages. It is my contention that this im-
balance has been maintained, or that it has been
only partly corrected, despite the shift to the
towns, because, owing to a variety of causes, tech-

**This hypothesis was first tormulated on the basis of -
data for 1950-1980 (Ramos, 1970). The later acceleration of
secondary employment would seem to confirm it for 1960-
1980.
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nological progress has tended to spread more
rapidly in industry than in agriculture, thereby
increasing capital and labour productivity faster
in the town than in the country.

At root, the labour market has not been an
integrated and balanced whole, but rather two
labour markets, one rural and the other urban,
existing in a state of imbalance, as if there were
two countries with imperfect lines of com-
munication between them. Workers have not
moved to the towns in search of higher wages in
sufficient numbers to restore the balance, nor
have the necessary capital, technology and en-
trepreneurial ability moved from the towns to
the countryside, seeking the greater profitability
that their very scarcity would produce, in suf-
ficient quantity to equalize productivity. Thus,
the most useful model for an understanding of
the migratory flow to the towns may be the model
of two countries: one poor and rural and the
other rich and urban, with different amounts of
capital, technology and entrepreneurial ability
per worker, greater in the town than in the coun-
try, only slow changes in all these factors and,
consequently, big differences in productivity and
return on them over time. Accordingly, the wage
levels in each zone are largely determined by the
relative scarcity or abundance of these factors
within each zone, as if they were two countries,

and not so much by the suppiy of factors in both
(as if they were a single country). To correct the
urban-rural wage difference it would be neces-
sary to channel more technology, capital and en-
trepreneurial ability from the town to the coun-
try and actively promote faster migration to the
town. Only in this way will the sectoral levels of
productivity in the economy tend to equalize.
Owing to these differences in productivity
and as long as they persist, there will be a migra-
tion to the towns, even though the demand for
productive urban labour does not increase. This
is why it is necessary for one sector —the tertiary,
for example— to absorb this low-skilled labour
arriving from the countryside in activities of a
productivity which, while low, is still higher than
rural productivity. The tertiary sector will ex-
pand by reason of demand (with the secondary
product) in times of economic upsurge —as
Galenson maintains— and it will expand under
supply pressure, the result of urbanization, in
periods of stagnation Both developments are
possible; the first predominated in the period
1950-1980, a time of marked economic growth
for the majority of the countries of the region. It
may be assumed, on the other hand, that in the
recession of 1981-1983 supply pressures pre-
dominated and that this led to greater unemploy-
ment and underemployment in the towns.
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