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Abstract

Labor informality is a pervasive characteristic thie labor markets in Latin
America, and a central issue in the public poliepate. This paper discusses the
concept of labor informality and implements altéwe definitions using
microdata from around 300 national household swvieyall Latin American
countries. The analysis covers two decades: whit®rl informality, defined as
lack of social protection related to employmentmaied with few changes in the
1990s, there is a discernible downward pattermgdutie 2000s in most countries.
These movements reveal a counter-cyclical behafitabor informality, that may
be linked to segmentation in the labor market.
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1. Introduction

Labor informality is a pervasive characteristictioé Latin American economies. Most
workers in the region are self-employed or salaviedkers in small, precarious firms

without a signed contract in compliance with thieolaregulations, and without access
to protection against health and unemployment shotk savings for old age, to

employment protection and to labor related benefilss is the typical situation for an

unskilled Latin American worker, but in fact a sibée share of skilled workers is in

similar labor conditions. Despite some improvemantshe last decade of economic
growth, labor informality continues to be a keyttea of the Latin American labor

markets and a central concern for public policye Tebate on the size of the informal
sector, its welfare implications and the adequat&y prescriptions is livelier than ever

both in the academic and policy arena.

This paper makes a contribution to that debate h@ggnting evidence on the main
patterns and trends of labor informality in LatimArica, and discussing some of its
main determinants. Unlike most existing studiest tbancentrate on a particular
economy, in this paper we take a regional perspeetnd discuss evidence for all Latin
American countries. The evidence is based on mateoffom a large set of nearly 300
national household surveys from all Latin Americuntries covering two decades:
the 1990s, a decade of structural transformatiomsjerate growth and weak labor
regulations, and the 2000s, a decade of higheroae@ngrowth, and stronger labor and
social policies. By displaying a general picturardbrmality in the region we expect to
contribute to a more informed discussion of labarkets and employment policies in
Latin America.

The debate on labor informality is often obscurgdhe fact that the termmformality is
ambiguous from a theoretical point of view, andiclfit to implement empirically. In
section 2 we discuss the concept of labor infortyalnd the alternatives to empirically
estimate it with data from the national househald/sys. Section 3 is the core of the
paper, as it presents the main patterns and trehtlsor informality in the region,
using alternative definitions. In section 4 we loak wages and hours of work of
informal workers. In particular, we provide estiemtof the conditional wage gap
formal/informal by estimating multivariate probitoghels. Section 5 extends the analysis
to assess whether the minimum wage, in principlg oelevant for the formal sector,
has a lighthouse effect for the wages in the infdrsector.

Disentangling all the forces that drive informalisya very difficult task. In this paper
we make a contribution by analyzing two factors thave been identified as relevant
determinants: the business cycle and the employrsieatture of the economy. In
section 6 we analyze changes in informality over ltsiness cycle to assess whether
informal employment moves pro or anti-cyclicallytkvthe economy and relative wages
across sectors, while in section 7 we perform cafsttual micro-simulations to
characterize the relevance of changes in the steicf employment and other variables
as driving factors behind informality. Section ®s#s with a summary and concluding
comment.
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2. Concept and measurement

Academics, policy-makers and commentators extelysargue about labor informality
and its policy implications.The debate, however, is often obscured by the tfeat
informality usually means different things to diéat people. "Informality is a term that
has the dubious distinction of combining maximumnligyoimportance and political
salience with minimal conceptual clarity and coheee in the analytical literature”
(Kanbur, 2009).

There are at least two different concepts thatefierred by the terrrabor informality?
The “social protection” definition stresses theklaaf labor protection and social
security benefits; while the “productive” definitigictures informal workers as those in
low-productivity, unskilled, marginal jobs.The social protection definition is
concerned with the compliance of the labor relaiop with some rules, mainly labor
protection, while the productive definition is cenced with the type of jobe@.
salaried vs. self-employed, large vs. small firmE)e social protection definition of
labor informality is theoretically more precise,damore relevant for most discussions
concerning social and labor policy. For these reasthis paper mostly deals with that
alternative, although we complement the analysith wesults using the productive
definition.

2.1. The social protection definition

Under the social protection definition, informainfis are those not complying with the
norms in terms of labor contracts, labor taxes, kfr regulations, and then their
workers have no rights to labor protection or sdoemefits linked to employment. ILO
(2002) defines an informal worker as one “whoseottatelationship is not subject to
labor legislation and tax rules, and has no act®sscial protection or right to certain
labor benefits™

This notion is difficult to implement empiricallfthere are at least two problems. The
first one arises from the fact that the numberiofehsions to be included under labor
protection and social security is large and vaaesdss countries. Labor protection
includes contracts, severance payments, advanceenatight to be unionized,

workplace safety, vacations, working hours and mamye. Social security includes
pensions, health insurance, unemployment insurandeother insurances and benefits.
Countries differ in the extent of their labor pmiien and social security systems.

! The theoretical discussion is mostly taken fronsy@aini and Tornarolli (2009).

% See Fields (1990), Portes and Schauffler (1993)dtm and van Soest (1995), Saavedra and Chong
(1999), Maloney (1999), Guha-Khasnoktsal (2006), Henleyet al (2006), Levy (2008), and Kanbur
(2009) for surveys and discussions.

% In recent volume, Guha-Khasnobis, Kanbur and @st®006) also link informality to the degree of
structuring of the organization.

* See also Merrick (1976), Portesal. (1986) and Saavedra and Chong (1999).
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Moreover, even in a given country regulations avaad security rights differ by sector,
by tenure, or other work characteristics, and ckamger time. Therefore, it is difficult
in theory to come up with a social protection défom of a formal worker that is
suitable for all countries and situations.

The second problem is practical. Even if we agoea simple definition of an informal
worker, household surveys widely differ in termscofverage of labor protection and
social security issues. Some surveys ask aboutamstand some do not. The type of
questions aimed at capturing the right to healtburiance is very different across
countries, and in some cases it is impossible tavkwhether health insurance is linked
to employment. The coverage on severance paymadtsi@employment insurance is
very low, while the questions on insurance for dents in the workplace are almost
inexistent. In fact many Latin American countries ribt have comprehensive systems
of insurances on many risks (including unemployest the National Statistical
Offices do not include questions on these issues.

The right to receive a pension when retired isgbeial security benefit most asked in
the Latin American household surveys. In fact, lyeali surveys in the region include a
question capturing access to retirement benefits. tRat reason we implement the
following social protection definition of inform#ji. a worker is informal if s(he) does
not have the right to a pension linked to her/mgyment when retired.

In the appendix 1 we provide information on theetygf question included in each
country/year to implement the social protectionrdgbn of informality. Unfortunately,
the questions are not identical, a fact that inioe$ noise in the comparisons.
Moreover, in some countries the questions apply tmisalaried workers, leaving all
the self-employed as missing.

2.2.The productive definition

The productive view classifies as informal thoserkeos in low-productivity jobs in

marginal small-scale and often family-based acéigitILO (1991) defines the informal
sector as economic units “with scarce or even mpitala using primitive technologies
and unskilled labor, and then with low productiVitiMaloney (2004) includes in the
informal sector the “small-scale, semi-legal, oftew-productivity, frequently family-

based, perhaps pre-capitalistic enterprises”.

Naturally, it is also very difficult to empiricallymplement this notion, since things like
“productivity” are unobservables, others like “dapiendowment” are not usually
reported in surveys, and others like “marginal’tgqgapitalistic activities” or “primitive
technologies” are difficult to define.

In practice researchers have tried to adjust tbion of informality to the information
usually contained in surveys. Hence, the empiiicgdlementation of informality has
been linked to (i) the type of job (salaried, satiployment), (ii) the type of economic
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unit (small, large, public sector), (iii) and therker’s skills. Following this practice we
divide the working population into 7 groups:

1. Entrepreneursp@trones

Salaried workers in large private firms
Salaried workers in the public sector
Salaried workers in small private firms

Skilled self-employed

o o bk~ WD

Unskilled self-employed
7. Zero-income workers

To implement this classification we include asskilled all individuals without a
tertiary or superior education degree, and we dedissmall all firms with 5 or fewer
employees. Given that an individual could have more than ¢ole we apply the
classification only to his/her main occupation. Wiplement the following productive
definition of labor informality:a worker is informal if (s)he belongs to any of the
following categories: (i) unskilled self-employegl) salaried worker in a small
(private) firm or (iii) zero-income worker.

Labor informality is closely related to self-emphognt. However, we exclude the self-
employed with a tertiary degree from the group rdbimal workers. The group of

skilled self-employed is mainly comprised by prafesals and technicians usually with
high productivity and fully incorporated into theodern economy. In fact, the

professional self-employed is the group with thghlkst earnings in many countries in
the region (see section 4).

Following a standard practice, we include salanestkers in small firms into the
definition of informality. The assumption, which oburse is debatable, is that most
salaried workers in those firms operate using piveitechnologies and with low
productivity. In fact, many of these small firmseamun by individuals who declare
themselves being self-employed.

Finally, we also add the group of zero-income wwsketo the informal sector.
Household surveys in the region have this cate¢miynclude mostly family workers,
I.e.individuals who perform some activity in a fambgsed enterprise but who are not
formally paid for that job.

The inclusion of entrepreneurs/employeyatfone$ into the formal sector is debatable,
since in practice some of them are just self-emgdoyn a low-productivity activity

using scarce capital and some few unskilled worKEngre are two practical problems
regarding this group: (i) it is difficult (probablynpossible) in theory to set a line
separating out the entrepreneurs from just theeseffloyed employing some workers,

® Given differences in surveys, the cut-off poinbé 5 employees in all countries.
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and (ii) even when we attempt to do it, there ammes data limitations. For instance,
most surveys do not report the number of employemking for apatron We have
decided to include the entrepreneurs into the fbseator following a usual practice,
and because earnings in that group are much hibherfor the self-employed in all
Latin American countrie$.

This discussion confirms that the productive dé&fni of labor informality is
theoretically weak and empirically difficult to ifgment. However, it has lasted for
decades and it is extensively used in the acadandolicy debate, because it refers,
although in an ambiguous way, to a relevant charestic of the labor market in Latin
America.

The productive and social protection definitionsimbrmality are highly correlated.
The next section shows statistics on both defingicand discusses the possible
overlapping.

3. Trends in Latin America

This section documents the recent trends of latrmality for all countries in Latin
America using both definitions discussed in thevignes section. Prior to this analysis,
we describe the main data used for the estimations.

3.1. The data

All the statistics in this paper are obtained bgagassing microdata from household
surveys, which are part of the Socioeconomic Daabfar Latin America and the
Caribbean (SEDLAC), jointly developed by CEDLASthé Universidad Nacional de
La Plata and the World Bank’s LAC poverty and gengeup (LCSPP). SEDLAC
contains information on almost 300 household swsvay25 LAC countries. Table 3.1
shows information on the 17 surveys used in thdystlihe sample covers all countries
in mainland Latin America (with the exception of &emala), and one of the largest
countries in the Caribbean, Dominican Republic. Mususehold surveys included in
the sample are nationally representative. The twa@@tions are Uruguay before 2006
and Argentina, where surveys cover only the urbapufation, which nonetheless
represents more than 85% of the total populatidsoih countries.

Household surveys are not uniform across Latin AcaeAll possible efforts have been
exerted to make statistics comparable across aesrdnd over time by using similar
definitions of variables in each country/year, dydapplying consistent methods of
processing the data. However, perfect comparahdifar from being assured. A trade-
off between accuracy and coverage arises. Thecpkatisolution adopted contains an

® Henleyet al (2006) divide employers in Brazil into formal aimformal according to the type of
occupation. We are not able to apply a similar meétfogy to most countries in our sample.
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unavoidable degree of arbitrariness. The aim ha® Ib@ remain ambitious enough to
include as many countries as possible in the aisalged accurate enough so not to
push the comparisons too much. In any case, weidgoWe reader with relevant

information to assess the trade-offs.

3.2. Trends in informality | (social protection ddinition)

The definition of informality based on access toigloprotection can be instrumented in
15 countries. Moreover, several of them have ashedequired questions only in some
years, and in around half of them the informatienlimited to the set of salaried
workers. The specific questions devoted to captaber informality from a social
protection perspective are different across coest(appendix 1), a fact that generates
comparability problems. If countries agreed to aibaet of questions concerning this
issue, our understanding of informality and sogiadtection in the region would be
substantially more precise.

Informality in salaried employment

We start by implementing the definition of labofammality only for salaried workers,
and then extend it to all workers but limiting thk@mple to the 7 countries that allow
doing so. Figure 3.1 shows the proportion of sathmworkers without access to social
protection (.e.,, without the right to receive pensions when eeljr The share of
informal workers with this definition is relativelpw in Chile and Uruguay (22% and
19% respectively), and somewhat higher in ArgentBrazil, Costa Rica, Dominican
Republic and Venezuela (between 25% and 35% appeigly).

Figure 3.1
Informality rates — Social-protection definition
Salaried workers
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Nicaragua
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Argentina
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Brazil
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Chile
Uruguay

Source: own calculations based on SEDLAC (CEDLAS8 &he World Bank). Data for 2010 or closer
year with information.
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On the other hand, labor informality is higher ttf&0% in Bolivia, Mexico, Nicaragua
and Paraguay. With a rate of around 45% Colomaadst as a country with an
intermediate level of labor informality. Despitgificant improvements in the last few
years, Ecuador and Peru still show a high incidesfc&@bor informality, with rates

around 55%. El Salvador has similar levels of infatr employment, though informality
has been rising in recent years.

Understanding the deep determinants of informasity difficult task. However, the

evidence strongly points to some general basicsfdabor informality is positively

associated to the economic development and theugtivd structure of a country.
Figure 3.2 shows that labor informality is negdfveorrelated to per capita GDP (at
PPP) and positively correlated to the share ofl rpogpulation in the survey. Two

interesting cases are worth mentioning from thst fpanel: in Mexico the level of
informality greatly exceeds the expected value mjitree level of per capita GDP, while
in Dominican Republic the opposite result is obsedrv

Figure 3.2
Informality (social protection) and per capita GDP, and share of rural population
in the household survey

A. Informality (social protection) and per capit®B

3,000 5,000 7,000 9,000 11,000 13,000 15,000

B. Informality (social protection) and share ofalupopulation

Source: own calculations based on SEDLAC (CEDLAS @he World Bank). Data for 2010 or closer
year with information.

Changes in labor informality have been neither simayver time nor homogeneous
across countries (table 3.2 and figure 3.3). Howewelear picture of different patterns

9
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in the two decades covered in the study emergese whthe 1990s labor informality
did not change or even increased in some countinethe 2000s most economies
managed to raise the level of social protectionhefr salaried workers. The contrast
between decades is evident in Argentina, BrazillegCRosta Rica, Nicaragua, Paraguay
and Venezuela, countries that have data that spagrsthe entire period. Informality
has also fallen in countries with data only for #0s: Bolivia, Colombia, Dominican
Republic, Ecuador, Peru and Uruguay. In contras§aivador and Mexico seem to be
the countries with the worst performance, showiagigns of fall in labor informality.

Figure 3.4, constructed with data for the eightrtoas with information since the early
1990s shows the contrast: on average labor infalynatreased one point in the 1990s,
and fell 5 points in the 2000s for that set of daes.

Figure 3.4

Informality in Latin America 1990-2010
Social protection definition

Salaried workers

50

45.4

44.4

45+

40.3

40+

w
a1

Early 1990s Early 2000s Late 2000s

Source: own calculations based on SEDLAC (CEDLA& &he World Bank).
Note: estimates for eight countries with data Hpatns over the two decades. Unweighted mean far Lat
America.

Figure 3.5 restricts the analysis to the last dec@dis period is particularly interesting
since it covers years of strong economic growtlh jreation and significant
improvement in terms of poverty and inequality e tincome distribution (Cruces,
Gasparini y Tornarolli, 2011). The evidence suggestmoderate reduction in the
incidence of labor informality since the early 26000n average, the share of
unprotected wage earners in Latin America fell godts in the decade (the fall in the
weighted mean was 3.2).

The most outstanding case is Peru, with the greggdaction in the rate of informality.
However, due to the high starting point, labor infality remains to be a significant
issue in that Andean country. Brazil, Ecuador aathguay have also performed well in

10
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the last decade. Other countries that show a pesiierformance are Argentina, Costa
Rica, Chile, Uruguay and Venezuela, though the awg@ments have been relatively

small.

Bolivia, El Salvador and Mexico are the countrigthvihe worst performances over the
past ten years, experiencing an increase in tleeofainformal employment. However,
while Bolivia presents a reduction in informality the end of the period, the opposite
results are found for El Salvador and Mexico. latfaMexico is the country with the
highest increase in informality.

Figure 3.5

Change in informality rate 2000-2010
Social protection definition

Salaried workers
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Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).

Informality including the self-employed

So far, we restricted the analysis to the set lafrigal workers, since in several countries
the questions included in the surveys are limiteth&t group. In this section we expand
the analysis to all workers by first limiting thamsple to seven countries with more
ambitious questionnaires, and second making assomspabout informality for the
self-employed.

Some household surveys have questions on socitdgtian linked to employment to
be answered by all workers, including the self-eaypt. Since these workers are
typically not covered by a contributory social getion system, labor informality
figures for all workers are significantly higherathfor the set of wage earners (figure
3.6). The main results are invariant when extendnggdefinition of informality to all
workers. The ranking across countries is just Hiygthanged: for instance Costa Rica
with a somewhat higher share of unprotected wageeea than Brazil, has a lower

11
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share of self-employed, and hence a lower ratalmfrlinformality when computed over
the entire population of workers.

Figure 3.6
Informality Rates - Social protection definition
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Source: own calculations based on SEDLAC (CEDLAS8 &he World Bank). Data for 2010 or closer
year with information.

The labor informality trends are also consistentemwhimiting the sample to wage
earners or when considering also the self-empldigdde 3.3 and figure 3.7). Brazil and
Peru stand among the most successful experiendesnis of reducing informality in
the region.

We implement an alternative to obtain rough est®adf labor informality for all
workers by assuming that all self-employed thatraoeprofessional (complete college
education) are not covered by social protectiokeihto employment (table 3.4 and
figure 3.8). As shown in the following section thatin fact the situation for nearly all
the unskilled self-employed. The case for the s#ilself-employed is less clear so we
decided to leave this group and the group of ergregurs out of the calculations.

There are few changes in the national ranking wihgslementing this definition of
informality (figure 3.9). Paraguay and Peru clingon® positions given the large size of
their self-employed workforce, while Chile reacltae last position in this ranking.
The linear correlation between both definitiongnddrmality is 0.91, and the Spearman
correlation coefficient is 0.86.

12
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Figure 3.9
Informality Rates - Social Protection Definition
All workers — all self-employed considered as infanal
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Source: own calculations based on SEDLAC (CEDLAS @he World Bank). Data for 2010 or closer
year with information.

The general picture of labor informality trendsnst modified when assuming that all
not-professional self-employed are unprotectedu(@g3.10). The share of informal
workers climbed around 1 point in the 1990s anidai®lund 5 points in the 2000s.

Figure 3.10

Informality in Latin America, 1990-2010
Social protection definition

All workers

65 61.5
60.3

60 56.6

55+

50

Early 1990s Early 2000s Late 2000s

Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).
Note: estimates for eight countries with data #mns over the two decades. Unweighted mean far Lat

America.
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Without some few exceptions, the performance inléisé decade was positive (figure
3.11). Again, Brazil and Peru stand as the mostessful cases, while El Salvador and
Mexico have the most worrisome statistics.

Figure 3.11
Change in Informality Rate 2000-2010
All workers — all self-employed considered as infonal
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Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).

3.3. Trends in informality Il (productive definiti on)

In this section we provide some evidence on thellend trend of labor informality,
defined from a productive perspective. Table 3.&ghthe share of workers in each of
the seven labor categories defined in the prevseation, according to the type of work.
There are some differences between countries teatvarth mentioning. The share of
workers who are employed in large firms is over 38%even of the countries analyzed
(Argentina, Brazil, Chile, Costa Rica, Mexico, Par@a and Uruguay). Chile, with
46.5%, is by far the country with the highest pmtiem of workers in this category. On
the other hand, Bolivia, Honduras, Paraguay, and Rave less than 20% of workers
employed in this type of firms. In general, therghaf workers in large firms is lower in
less developed and more rural countries.

Public sector employees stand for more than 10%hefoccupied labor force in the
most developed countries of the region: ArgentiBaazil, Chile, Costa Rica,
Dominican Republic, Mexico, Panama, Uruguay and eZeela. In the remaining
countries, that group of workers accounts for 5%%oof total employment.

Self-employed professionals represent a minor ptapo of the workforce in all the
countries in our sample. Their share over total leympent only exceeds 3% in
Argentina, Colombia and Peru.

Although the unskilled self-employed are a sizeapteup in all economies, the
importance of this category of workers in total émyment varies across countries. In

14



Labor informality - CEDLAS

Bolivia, Colombia, Dominican Republic, Ecuador, &&lvador, Honduras, Nicaragua,
Paraguay, Peru and Venezuela, the unskilled sgiteymd constitute the main
employment category, ranging from a proportion 22 in El Salvador to 40.2% in
Dominican Republic. On the contrary, in Argentirxazil, Chile, Costa Rica and
Mexico less than 20% of the workers belong to ¢ineup.

Salaried workers in small firms represent betwe@13% of the total employment (in
Bolivia) and 26.2% (in Mexico). There is not a ¢lgattern linking development to the
size of this group: Argentina, Brazil and Uruguaywé a proportion of salaried workers
in small firms similar to that from Ecuador, Hondsrand Paraguay, while the share in
Chile, Costa Rica, Nicaragua and Peru is almositick.

Zero-income workers represent an important proportf the labor force in countries
with a large share of the population living in duaaeas. That is the case of Bolivia,
Ecuador, El Salvador, Honduras, Nicaragua, ParagodyPeru, where at least 10% of
the workforce are unpaid workers.

The employment structure does not dramatically gaamhen restricting the analysis to
urban areas (Table 3.6). The main differencesleenigher share of workers in large
firms and the public sector in urban areas, andchtgker proportion of unskilled self-
employed and, in particular, zero-income workersunal areas.

The results presented in the previous paragraplggest the existence of large
differences between countries regarding informahitgs, when applying the productive
definition. Data depicted in figure 3.12 corrobesathis assertion. The proportion of
informal workers exceeds 58% in Bolivia, Colomiduador, El Salvador, Honduras,
Nicaragua, Paraguay and Peru, and it is below 408Ggentina, Chile, Costa Rica, and
Uruguay. Meanwhile, levels of informality are beeme43% and 54% in Brazil,
Dominican Republic, Mexico, Panama and Venezuela.

Figure 3.12
Informality rates
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Source: own calculations based on SEDLAC (CEDLAS @he World Bank). Data for 2010 or closer
year with information.
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Once again, informality using this approach seembd negatively correlated to per
capita GDP and positively correlated to the shdreucal population in the survey
(figure 3.13).

Figure 3.13
A. Informality (productive) and per capita GDP

70

Source: own calculations based on SEDLAC (CEDLAS8 &he World Bank). Data for 2010 or closer
year with information.

Figure 3.14 and table 3.7 show the evolution obtabhformality using the productive
definition. For some countries the trend can badaleg since 1990, while in others this
exercise can only be done for the last decade.cbh&ast between decades found for
the social protection definition is not that cldéar the productive definition: in some
countries the pattern was different between dechdethe difference was rather small,
while in others the labor structure remained royghichanged. However, when taking
the average the result of previous sections apgdhesr informality slightly increased
(or remained unchanged) in the 1990s and fell @m2000s (figure 3.15). In almost all
countries, labor informality defined from a produetperspective is lower now than it
was two decades ago, although for most economesedtiuction has been far from
spectacular.
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Figure 3.15
Informality in Latin America, 1990-2010
Productive definition
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Source: own calculations based on SEDLAC (CEDLA& &he World Bank).
Note: estimates for eight countries with data Hpatns over the two decades. Unweighted mean far Lat
America.

3.4. Comparing the two definitions

In this section results using both definitions abdr informality are analyzed to assess
the overlapping. Table 3.8 shows the proportiowarkers identified as informal by the
social protection definition (i.e. workers withotlte right to receive a pension when
retired), by labor category (i.e. the basis for gneductive definition of informality).
Several conclusions can be drawn from the resultthe first place, a high proportion
of individuals classified as formal by the produetdefinition do not have the right to a
pension when retired. Even within the public secpmnsions do not appear to be a
universal right since more than 10% of the salapedblic sector workers are not
entitled to a pension in 9 out of the 16 countilegshe sample. This fraction rises
sharply for the other two formal labor categorisparticular, the proportion of self-
employed professionals without right to pensionseimarkably high (around 90% in
many countries). The share of unprotected largesfiemployees is also high on
average, though with important variations acrossates: this proportion is around 15-
20% in the Southern Cone, but climbs to 50% or morBolivia, Mexico, Nicaragua
and Paraguay.

Despite these discrepancies between the informdéfinitions, the vast majority of

informal workers according to the productive apptoare also considered to be
informal following the social protection definitiqithe correlation coefficient is 0.852).
The mapping is not perfect though, particularly ttog salaried workers in small firms.
In some countries, a significant proportion of thesrkers will actually have access to
a pension when retired (around 25-30% in Argendimé Costa Rica, 38% in Brazil and
Uruguay, 50% in Chile and 55% in Dominican Repyblic
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Table 3.9 also contributes to the comparison oftiée definitions of informality. The
last column shows the proportion of salaried waskehich is consistently classified as
formal or informal by the two definitions. On avgea this fraction is over 76%. This
share is higher when considering all workers (adtef just salaried workers). Only a
small proportion of those classified as informdldwing the productive definition have
access to social security (column (iii)). The nelkelly large social security systems in
the Southern Cone account for most of these chsesntrast, there is larger fraction of
formal workers by the productive definition whicleaconsidered informal in the
legalistic sense, which might be explained by the level of social-security coverage
of the self-employed professionals and, to a leeg@ant, the employees of large firms
(column (ii)).

4. Wages and hours of work

In this section we document relative wages and shair work of different labor
categories. We start by showing unconditional stia@g8 and then turn to a multivariate
regression analysis.

Table 4.1 shows relative hours of work by sociat@ction informality status and type
of work. Workers are first divided into formal amformal according to the social

protection situation, and then by type of work. Toese group is all formal workers.

Hours of work do not differ much across groups.nkarand informal entrepreneurs
and formal salaried workers in private firms wonkgeneral more hours than the rest.
Hours of work are significantly lower for family-bed workers.

The ranking of hourly wages is generally consis&eross countries (table 4.2). The
ranking is leaded by formal entrepreneurs and psid@als, followed by the informal
entrepreneurs and professionals and the formalisalaorkers in the public sector and
in large firms. On average, the formal professisrern around 46% more than formal
public sector employees, while formal employeetange firms earn 47% less than in
the formal public sector.

Formal workers in any labor category earn more thair informal counterparts in the
same category. The difference ranges from 23%tli@self-employed professionals) to
67% for the entrepreneurs. For salaried workerd$dimaal-informal wage gap is around
50%.

To further analyze wage differentials across growyss run regressions of the log of
hourly wages against several controls and dummogste informal status. The
conditional measures of the earnings gap of bemfgrmal arising from these
regressions should be interpreted with cale.particular, welfare comparisons drawn
from these results may be misleading. An infornudd differs from a formal one in
many dimensions, not only in the paid hourly wdgw:e find that hourly wages are the

" See Maloney (2004).
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same in both sectors, the informal job may stilifferior since it precludes the access
to social protectioh but it could be also superior, at least for somwkers, since
informality usually implies more flexibility: “beigp your own boss” is certainly a work
amenity for many people.

There is a second reason why regressions shouidtdrpreted with care. Informality
coefficients may be biased if there are unobsewerker’'s characteristics that affect
productivity and influence the sector an individahboses to work in. It could be the
case that only people with entrepreneurial abithoose to be informal, and then
become successful showing higher wages. Or, ittier extreme, it could happen that
only people with low work attachment and withoutiligp to tolerate authority,
responsibilities and punctuality choose to be im@r and then probably get low
earnings, in part precisely because of their owaratteristics.

Table 4.3 shows the results of estimating log howahge regressions using Heckman
maximum likelihood for a sample of urban workerse&gl5 to 70. We run the
regressions for men and women separately. In additb the usual set of controls
(education, age, and regional dummies) we inclateractions between education and
informality. In particular, we construct interactivariables by multiplying the informal
binary variable with two educational dummies: ope those without any secondary
education, and one for those with some high-schembication. We also include
interactions with dummy variables for the youth-@8 and the elderly (56-70). The
table shows the coefficients of these interactianables.

We restrict the analysis to salaried workers andddi them according to the social
protection definition of informality. The resultseaconclusive: in nearly all countries
salaried workers with social protection also eaubssantially more than informal
salaried workers, even when controlling for obsklwdactors. On average, informal
male workers without a secondary education earn 28%s than their formal
counterparts. The wage gap for those with seconedngation is also significant, and
even bigger on average (27.5%). Wage gaps of rgutjel same magnitude are also
present in the case of female workers (26.5% angPB3respectively). The coefficients
of the interaction variables with age groups aré alevays significant. In some
countries being informal is associated to highegesgafor the youth and lower wages
for the elderly.

With the caveats discussed above, the results isf dbction provide preliminary
evidence for the labor market segmentation hypathégormal workers seem to be in
an inferior situation compared to the formal coypéets: not only they lack social
benefits related to the job, but they also earnelowages, even when controlling for
observable factors.

8 Under the legalistic view, that is true by defimit Under the productive view, social protectismbt
precluded for informal workers but it is rarer.
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5. The minimum wage and the lighthouse effect

Compulsory minimum wages are aimed at improving@ines and reducing poverty, in
particular among the unskilled workers. Howevers tlegulation cannot typically be
enforced in the informal sector of the economy,aat fthat threatens its potential
effectiveness. The effect of the minimum wage ia presence of a large informal
sector has been typically studied using dualistadets (such as Harris and Todaro’s
model). In these models the implementation of teigulation introduces a source of
segmentation in the labor market, preventing thesashent of nominal wages. Workers
that are not able to obtain a job in the formal@emust resort to the flexible informal
sector, in which wages can be adjusted as needalostob the excess labor supply. As
a result of this process, employment increasesnagds decline in the informal sector.

Thus, in the presence of a large informal secha effect of a minimum wage law will
depend on several factors such as the level ahthenum wage relative to the average
wage, the dispersion in the wage distribution, tlegree of enforcement of the
regulation and the connection between the formal #e informal sectors, among
others. The latter factor refers to the possibititya lighthouse effecof the minimum
wage over the informal sector: although in that@eihe legislation on minimum wages
does not operate, this regulation may still be wsed benchmark when setting wages.

With the aim of providing evidence on the possibighthouse effect of minimum
wages, we present estimations of the density fanstof the distribution of wages in
the formal and informal sectors. The estimationsavadtained using kernel techniques.
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Figure 5.1
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Estimations of the density functions of the distrilation of wages in the formal and

informal sectors
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Figure 5.1 (cont.)
Estimations of the density functions of the distrilation of wages in the formal and
informal sectors
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The results suggest that the minimum wage seeins éperative in the formal sector in
Brazil, Chile, ElI Salvador and Venezuela, given giesence of a sharp leap in the
density around the legislated value. In Argenti@asta Rica, Ecuador, Paraguay and
Peru, minimum wages look somewhat binding, althotiggre is more dispersion
around that value. In contrast, in Mexico, Nicaagmnd Uruguay, most formal workers
have wages far higher than the minimum wage.

Results depicted in the figures seem to indicad time lighthouse effect is significant
in many Latin American countries. In particular, Brazil, Chile, Costa Rica, El

Salvador, Nicaragua, Paraguay, Peru, Venezuel®amnglay either (i) the mode of the
estimated wage distribution in the informal sectmincides with the minimum wage or
(i) there is a leap in the density function aroutinis value, suggesting that the
minimum wage works as a benchmark.

The minimum wage is one of the main active labdicps that governments can use to
modify the labor market outcomes. There is a hedlgohte on its optimality that,
naturally, cannot be decided on one argument. Bat results of this section are
important in pointing out that one of the main icldms to the minimum wage in
developing economies with large informal sectorgrabably flawed. Even when many
firms are not obliged to pay the minimum wage, ldwslated value may be acting as a
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lighthouse for the wage arrangements between fiam$ informal workers. These
workers may end up benefiting from a policy meaghet does not directly apply to
them.

6. Determinants I: the business cycle

The aggregate level of labor informality in a cayns the result of the interplay of
numerous factors - including market forces, sho@ks] policies - that are almost
impossible to disentangle with the data typicatijand. In this section and the next we
make a contribution to the debate on the deternsnaininformality by providing some
evidence on the impact of two potential relevanveds: the business cycle and the
sectoral structure of the economy.

In this section we start by evaluating the relattop between labor informality and the
business cycle. In particular, we want to determumether informal employment and
relative wages across sectors move pro or antieafiyl with the economy. It has been
argued that the co-movements of these variables thee cycle can provide some
preliminary evidence on the relevance of the dtialisew of informality? According
to this hypothesis, when the economy enters a semessticky wages in the formal
sector force firms to lay off some of their workewgho find in the informal sector a
way of coping, while waiting for better times tonge. Thus, the informal sector absorbs
displaced workers during downturns. The entrancevarkers into this sector drives
wages down relative to those in the formal seatdrich remains downwardly rigid.
Therefore, relative (informal/formal) sector sizelavages should move oppositely.

In contrast, under other assumptions and shocksiwth variables may go in the same
direction. For instance, if informality is perceivas a close substitute for a formal job,
an autonomous increase of the informal sectorivelatage (e.g. after an autonomous
increase in the relative price of non-tradablesush attract workers and hence increase
the size of that sector. On this framework, theorimfal status is perceived as a
“voluntary” condition, because workers can choasbd formal or informal depending
on the relative wages offered. Instead, in the sgged view the shifted workers from
the formal sector cannot choose their status, wisi@dssociated with the “involuntary”
notion of informality.

We do not have enough data to carry out a rigotesisof the co-movements between
the size of the informal sector, relative wages #rel cycle'® Instead, we present a

° See Fies®t al. (2002, 2006), Maloney (2004), Johnson et al. (J9Sthneider and Enste (2000),
Friedman et al. (2000); Loayza, et al. (2005) andyiza and Rigolini (2006).

19 Using multivariate co-integration techniques, Bies al. (2006) find periods of co-movements of
relative earnings and sector size in ArgentinazBr&olombia and Mexico. They find that informalf
employed and formal salaried sectors often appeane integrated labor market, rather than segmente
or dual labor markets. However, it is also the dhse rigidities in the formal salaried sector d@tome
binding, as appears to be most dramatically the ta€olombia, and lead to patterns consistent thi¢h
traditional segmentation hypothesis of adjustméwiayza and Rigolini (2006) found a pro-cyclical
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descriptive analysis of these variables for thentoes in the sample. Figure 6.1 shows
the ratio informal/formal for both the number of lkers and the mean hourly wage,
restricting the sample to urban workers aged 1E0tavithout tertiary education. While

in that figure we restrict the analysis to salari®drkers and implement a social
protection definition of informality, we also extdd the exercise alternatively
considering as informal (i) the self-employed (reortrepreneurs), and (ii) salaried
workers without right to pensions plus the self iyed (non-entrepreneur).

The main finding is that in most countries the tieiasize of the informal sector seems
to be counter-cyclical. In contrast, the eviderareckclicality of relative wages is much
less conclusive: it is difficult to find in most wotries a clear pattern of the movements
of relative wages over the business cycle.

In Argentina, and according to the prediction ok tkabor-market-segmentation
hypothesis, the share of informal workers greatiged during the crisis that started
around 1998, together with a decline in relativgy@sa But with the economic recovery
since 2003, the relative wages did not increagh@asiypothesis would predict. Brazil,
Chile and Colombia seem to be consistent with tkegm&ntation view when
considering as informal the salaried workers withiight to pensions, but this relation
seems less clear when we also include the selfegragl The segmentation hypothesis
seems to be consistent with the evidence in Urugumy Venezuela, especially when
including the self-employed, although not in theoléhperiod under analysis. For other
countries (e.g. Costa Rica and Peru), there ismdgar relationship even when looking
at sub-periods of the sample.

For an overall analysis, we run regressions forréti® informal/formal of the number
of workers (I/F) and mean hourly wages (Wi/Wf) apendent variables, as lineal
functions of the log per capita GDP. Alternativele use the three different definitions
of informal workers mentioned above. Table 6.1 shoike relevant estimated
coefficients. It is worth noticing, before interprg these results, that coefficients
should be taken only as correlations. The pool dedeessions exploit the cross section
variability which could be interpreted as a proxytlee long run relations: in nearly all
cases, the level of production is negatively relatgth the ratio of workers, and it is
positively related with relative wages, in botheag a statistically significant way.

To capture the short run associations, we run ttiiéerent configurations: (i) adding
fixed effects, (ii) adding fixed effects and lingahe trends by country, and (iii) adding
fixed effects and second order polynomials timedeeby country. We also compute
the exercises replacing the log of per capita GREhb business cycle computed using
the Hodrick Prescott Filter (table 6.2). As an @lleresult, the ratio of informal/formal
workers tend to be negatively related to per cai?P and the business cycle, while

movement in the relative size of self-employed veoskin several of their sample of 42 countries, but
because of the limited data, they do not analyee¢lation of relative earnings.

" For simplicity we do not show these graphs, whighilable upon request.
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the ratio of wages usually shows a positive refatids expected, this relations are
much more evident in urban areas, and mostly sogmf for the unskilled workers
group (up to secondary), but surprisingly also (aittl high coefficients) for the skilled
self-employed sample.

Summarizing, the segmentation hypothesis seemgadiw prevail over the integration
alternative. In general the relative size of thirimal sector tends to diminish in the
economic expansions and increase during downtdims.strong economic expansion
that Latin America experienced during the 2000slccdiave been a relevant driving
force of the fall in labor informality in the regio

7. Determinants Il: employment structure

As previous sections have shown, informality rates/ considerably across countries
and years. Beyond differences attributable to suoaverage, measurement errors and
differences in surveys design, there is still efohgterogeneity to be explained. For
instance, as table 7.1 shows, there are sectonsafyr activities, construction, domestic
servants) that appear to be essentially more irdbtivan others, for any countri
natural question arises regarding whereas changesormality rates in a country over
time could result from a change in the employmdnicture, from a change in the
intrinsic informality within sectors or a combinati of both factors. Similarly,
differences in informality rates across countrias ®e explained by an employment
structure relatively intensive in sectors with higifiormality or can be the result of a
higher propensity to informality within each sector

In this section we perform a set of exercises twant for the relative importance of the
employment structure in explaining changes andeddfices in informality rates. In
doing that, we use the social protection definitddhabor informality.

7.1.Characterizing differences between periods

The first decomposition, reported in table 7.2|dwk from the methodology proposed
in Gasparini (2002). The main inputs are the eseohaoefficients of models for the

informality status of a worker. If we consider tweriods, t1 and t2, the observed
informality rate in t1 can be compared with two siated aggregate rates; the
informality rate that would arise if the distribomi of characteristics (independent
variables of the regression) of period t1 is coralimwith the regression parameters of
period t2, and the informality rate that would ari$ characteristics of period t2 are
combined with tl1 regression parameters. The filferénce is labeled “parameter

effect” and the second one “characteristics eff&ct”

12 A formal derivation of this procedure can be foum@asparini (2002).
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Following this procedure, we estimate the pararsesffects and the characteristics
effects of the observed changes in informalitygatering of the 2000s. We also report
decompositions of the changes during the 1990sdore countries with available data.

The results can be interpreted as follows. Labfmrimality decreased 9.3 points among
urban salaried workers in Argentina between 2008 20110. If only the parameters
linking observable characteristics to informalitgdnchanged in that period, and all
observable characteristics had remained fixed,rimétity would have fallen by 6.0
points. On the other hand if only the observablaratteristics of workers (including
those of their jobs) had changed, informality wobll/e decreased by 3.3 percentage
points. Thus, the decline in labor informality irrgéntina since 2003 is explained
mainly by a decrease in the propensity to infortyadiithin most groups. However, the
contribution of the change in the employment striceein some informality-decreasing
directions was also significant.

Similar results are found for the cases of CostaaRDominican Republic, Ecuador,
Peru and Uruguay, for the same period. In otherdsjothe reduction in labor

informality in these countries can be explainedobth the characteristic effect and the
parameter effect, being the latter the most relevamagnitude.

In the cases of Brazil, Nicaragua and Paraguay éf¢icts also pushed in the direction
of reducing informality, though the effect of thdnamges in parameters linking
observable characteristics to informality was digantly lower than the effect of the
changes in characteristics. In Chile, results mi@ichat the small decline in informality
in the last decade is fully explained by the paranseeffect.

The reduction of labor informality in Colombia inet period 2006-2010 is explained in
similar proportion by both effects. In Venezuela significant reduction in informality

due to a change in the employment structure wasajparcancelled by an increase in
the propensity to informality within most sectors.

Finally, in the cases of Bolivia, El Salvador an@Wto both effects operated in the
same direction, though they pushed for an increasiee level of labor informality. In
the three cases, the parameters effect was cleighgr than the characteristics effects.

In summary, the contribution of the characterisitect on the widespread fall in
informality in the region in the 2000s has been ffam negligible. Changes in the
structure of the economy toward more “pro-formadtters (industry, public sector,
some skilled services) seem to have contributétldéaeduction in the national rates of
labor informality. In most countries the contritmutiwas significant, although in many
of them it was just complementary of a strongemecay-wide movement toward more
formal labor arrangements.

7.2. Characterizing differences across countries

The observed difference in the informality acrossirtries can be decomposed into
changes in the characteristics of the populati@hdranges in the estimated coefficients
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of the informality regression. Following the samreqedure as in the previous section,
we estimate the parameters effects and the chesdicie effects of the observed
differences in informality rates among countrieblg 7.3).

We find that while the employment structure in Urayg -in terms of sector
composition and characteristics of its labor forisethe most pro-formal in the region,
Chile has the most pro-formal vector of parametémst implies that any country with
Chile’s parameters and with Uruguay’s vector ofrelteristics would reduce its level
of labor informality. Countries with high rates wfformality (Ecuador, El Salvador,
Mexico, Nicaragua, Paraguay and Peru) have typicptb-informal employment
structures. Informality in those countries would Ibeduced if they had the
characteristics of other countries.

An interesting finding is that the size of the paeders effect tends to be greater than
the characteristics effect in countries with higformality, while the opposite is true
for countries with low levels of informality.

Note that this decomposition imposes the jointritigtion of population characteristics
of one country over another; this means that theetaiion between two particular
dimensions (i.e. education and sector structure) fixed. Consequently, the
“characteristics effect” can be an imperfect inthcaf we want to evaluate how a
particular dimension can explain the differenca®ss countries without changing other
variables. In particular, we are interested inasol the effect of the employment
structure; in other words, we want to estimate hbgv overall informality rate would
change in a particular country if a different secstructure were imposed, keeping
unchanged the internal characteristics within gec{oe. parameters, education, age,
etc.).

A simple exercise can be performed to estimate Aamwuntry overall informality rate
would change if the sector-structure from a différeountry were imposed. Following
Reis et al. (2009), given two countries A and B, we can exprése simulated
informality rate for country A using country B’ser-structure as:

where HS(B) is the share of sectarin total employment of country B ariéi’*) is the
informality rate within sectos in country A. The difference between observedsrated
simulated ones accounts for the “composition €ffect

Table 7.4 summarizes the results for this simpkr@&se using cross country data; each
column reports the simulated informality rates dogiven country imposing the sector-
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structure of the country in the corresponding fdWe find that Costa Rica, Argentina
and Mexico are the countries where the structurengbloyment is more pro-formal, in
the sense that imposing the employment structu@ngfother country would increase
informality rates. On the other hand, countrieg likcuador, Chile and Paraguay would
reduce informality rates if workers were distriblitgccording to the sectoral structure
of any other country. For instance, Chilean worlaesrelatively more concentrated on
two sectors with the highest informality within @&n economy (primary activities and
commerce). Consequently, if we combine Chileanasanformality rates with the
employment structure from Argentina (where thesgose represent lower shares on
total employment), informality would decrease. Altligh the composition effect
appears to be important when comparing some cegnin most cases it only accounts
for a small portion of the difference. Consider tstample the effect of combining
Chilean employment-structure with the Argentineasttar-informality rates. The
composition effect would be 0.5 percentage poinkereas the actual difference in
informality rates between these countries is ardih@ercentage points.

8. Concluding remarks

Labor informality is a pervasive characteristictbé labor markets in Latin America,
and a central issue in the public policy debatethia paper we discuss the concept of
labor informality and implement alternative defioits using microdata from a large
database of national household surveys in all Latnerican countries.

Changes in labor informality have been heterogememmsoss countries. However, a
clear picture of different patterns in the two dis covered in the study emerges:
while in the 1990s labor informality did not change even increased in some
economies, in the 2000s most countries manageedicce the share of the unprotected
workers. These results apply to all definitionsndbrmality.

In general the relative size of the informal sedtmds to diminish in the economic
expansions and increase during downturns. The gteoonomic expansion that Latin
America experienced during the 2000s could have laeeelevant driving force of the
fall in labor informality in the region. Also, chges in the structure of the economy
toward more “pro-formal” sectors (industry, pubdiector, some skilled services) seem
to have contributed to the reduction in the natioates of labor informality. In most
countries the contribution was significant, althbugp many of them it was just
complementary of a stronger economy-wide movementatd more formal labor
arrangements.

With the caveats discussed in the paper, we findesaveak evidence for the labor
market segmentation hypothesis: informal workec& lsocial benefits and earn lower
wages, and informality is in general counter-cyallic

13 Using a similar procedure, Reis et al. (2009)nesté how the informality rate in Turkey would chang
if the structure of a more developed country wesedu Particularly, Reist al. (2009) imposes the
average European sector-structure.
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Appendix 1

Social protection definition of informality

Country A work is formal is he/she...

Argentina has a deduction in his/her salary for pension contribution

Bolivia is affiliated with an AFP (Administradora de Fondos de Pensiones)
Brazil contributes to the Social Security system

Chile is affiliated with any social security system

Colombia is affiliated with any social security system

Costa Rica is affiliated with CCSS (Caja Costarricense de Seguridad Social)

Dominican Rep.

Ecuador

El Salvador
Honduras
Mexico
Nicaragua
Paraguay
Peru
Uruguay

Venezuela

is affiliated with AFP o other pension system

has social security from his/her employment

is affiliated with any social security system

has the right to a pension when retired

has the right to a pension when retired (is affiliated with SAR (Sistema de Ahorro para el Retiro) o AFORE (Admi
contributes to the INSS (Instituto Nicaraguense de Seguridad Social)

contributes to any social security system

is affiliated with any social security system

has a deduction in his/her salary for pension contribution

has the right to social benefits
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Table 3.1

Household surveys used for this study

Labor informality - CEDLAS

Country Survey Name Acronym Years Coverage
Argentina Encuesta Permanente de Hogares EPH 1992-2003 Urban
Encuesta Permanente de Hogares - Continua EPH-C 2003-2010 Urban
Bolivia Encuesta Continua de Hogares - MECOVI ECH 1999-2008 National
Brazil Pesquisa Nacional por Amostra de Domicilios PNAD 1992-2009 National
Chile Encuesta de Caracterizacion Socioeconémica Nacional CASEN 1990-2009 National
Colombia Encuesta Continua de Hogares ECH 2001-2005 National
Gran Encuesta Integrada de Hogares GEIH 2006-2010 National
Costa Rica Encuesta de Hogares de Propésitos Mdltiples EHPM 1989-2009 National
Encuesta Nacional de Hogares ENH 2010 National
Dominican Rep. Encuesta Nacional de Fuerza de Trabajo ENFT 2000-2010 National
Ecuador Encuesta de Empleo, Desemple y Subempleo ENEMDU 2003-2010 National
El Salvador Encuesta de Hogares de Propésitos Mdltiples EHPM 1991-2010 National
Honduras Encuesta Permanente de Hogares de Propdsitos Miiltiples EPHPM 1991-2010 National
Mexico Encuesta Nacional de Ingresos y Gastos de los Hogares ENIGH 1992-2010 National
Nicaragua Encuesta Nacional de Hogares sobre Medicién de Nivel de Vida EMNV 1993-2005 National
Panama Encuesta de Hogares EH 1989-2010 National
Paraguay Encuesta Integrada de Hogares EIH 1997/2001 National
Encuesta Permanente de Hogares EPH 1999/2003-2010 National
Peru Encuesta Nacional de Hogares ENAHO 1997-2010 National
Uruguay Encuesta Continua de Hogares ECH 1989-2005 Urban
Encuesta Continua de Hogares ECH 2006-2010 National
Venezuela Encuesta de Hogares Por Muestreo EHM 1989-2010 National
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Table 3.2
Informality rate

Social protection definition
Salaried workers

Costa Dominican
Year Argentina Bolivia Brasil Chile Colombia Rica Republic Ecuador  El Salvador Mexico Nicaragua Paraguay Peru Uruguay  Venezuela
1989 27.2
1990 21.4 311
1991 60.2
1992 31.8 38.0 22.8 30.0
1993 325 39.1 29.3 62.3
1994 29.7 321
1995 33.8 38.5 314 54.7 34.6
1996 35.9 39.3 22.0 32.9 57.0 35.0
1997 37.0 38.2 34.0 75.3 375
1998 37.9 36.6 22.9 34.1 48.5 57.8 715 35.4
1999 38.3 64.2 37.0 33.9 47.8 73.8 75.9 35.6
2000 38.5 66.3 23.7 34.1 47.0 54.8 76.0 31.9
2001 38.7 70.4 36.1 31.0 48.0 68.2 72.6 72.0 23.9 35.6
2002 44.1 74.4 36.3 30.7 454 58.8 73.8 70.7 24.4 38.9
2003 43.7 75.3 35.0 22.4 32.0 67.6 48.2 74.4 69.0 26.7 41.6
2004 434 75.3 35.0 29.4 67.1 50.3 60.1 76.8 62.1 28.4 40.2
2005 421 67.3 33.7 325 53.7 67.3 48.2 61.1 66.6 717 64.4 27.1 40.0
2006 39.9 66.3 33.2 20.2 51.0 31.2 46.4 67.2 49.3 59.5 75.6 61.6 22.7 39.5
2007 39.5 68.2 31.1 48.0 30.8 36.2 66.4 48.6 70.7 57.7 22.1 37.4
2008 37.1 70.0 29.8 43.6 28.5 28.9 64.3 46.2 61.0 70.4 57.1 20.8 34.3
2009 35.9 28.9 22.0 445 275 28.5 60.3 48.5 68.3 54.6 19.5
2010 34.6 44.3 29.4 25.4 55.0 50.5 63.2 63.0 54.4 19.0 29.2

Source: own calculations based on SEDLAC (CEDLA® &he World Bank).



Table 3.3

Informality rate

Social protection definition

All workers
Costa

Year Bolivia Brazil Colombia Rica El Salvador Nicaragua Peru
1989 38.4
1990 48.1
1991 75.2
1992 57.4 46.9
1993 57.9 46.8 79.1
1994 48.3
1995 57.5 48.3 71.9
1996 57.1 49.1 72.2
1997 57.0 50.8
1998 56.5 50.2 65.8 84.5
1999 88.7 57.3 50.7 65.3 87.2
2000 88.8 50.1 67.0 87.3
2001 89.6 55.0 49.9 66.6 83.7 87.0
2002 91.3 55.6 50.0 66.5 86.9
2003 90.6 54.4 50.0 66.5 85.6
2004 90.6 53.5 49.0 67.7 80.8
2005 80.7 52.6 49.6 67.3 83.6 81.1
2006 82.2 51.4 70.2 49.2 66.2 79.0
2007 88.2 49.3 68.5 46.8 66.4 75.8
2008 88.2 47.9 67.8 45.5 65.8 75.4
2009 46.5 69.5 44.9 67.6 735
2010 69.7 44.5 68.5 72.9

Source: own calculations based on SEDLAC (CEDLA& &he World Bank).



Table 3.4
Informality rate

Social protection definition
All workers — all self-employed considered as infanal

Costa Dominican
Year Argentina Bolivia Brazil Chile Colombia Rica Republic Ecuador  El Salvador Mexico Nicaragua __ Paraguay Peru Uruguay  Venezuela
1989 46.0
1990 40.6 48.7
1991 76.7
1992 48.5 62.4 41.0 46.7
1993 49.6 62.9 46.1 62.3
1994 46.7 47.3
1995 48.9 62.8 47.6 73.6 56.8
1996 49.9 62.2 38.8 48.0 75.2 57.2
1997 50.3 61.8 49.7 87.9 60.0
1998 50.6 60.8 39.1 48.7 69.7 72.3 715 . 59.3
1999 51.0 88.9 61.6 48.4 68.2 87.1 89.8 59.9
2000 51.4 89.2 39.8 50.0 69.2 68.6 . 90.2 58.8
2001 52.1 90.3 58.7 47.9 70.3 68.2 86.8 88.1 43.8 60.8
2002 55.9 91.8 58.9 47.9 69.1 71.8 88.2 87.6 45.1 64.0
2003 56.5 91.0 58.0 39.2 47.5 81.6 69.3 88.1 88.0 46.8 66.5
2004 55.5 91.0 56.9 46.3 825 69.7 70.7 89.5 89.8 48.0 64.7
2005 54.1 89.5 56.1 47.0 75.3 81.6 70.4 71.9 66.6 86.0 84.5 459 63.4
2006 51.5 89.1 55.0 36.7 71.4 46.5 71.3 81.9 69.3 71.4 88.1 82.7 42.0 62.2
2007 49.9 87.7 52.9 70.0 44.7 65.4 81.1 69.5 85.0 80.4 41.6 61.1
2008 48.2 88.4 50.9 69.9 42.8 62.9 79.1 70.0 68.7 84.1 80.1 40.2 59.2
2009 475 49.9 37.7 71.8 42.2 62.9 77.6 72.4 83.5 78.7 39.1
2010 45.5 72.1 43.8 62.1 74.1 71.6 70.2 81.1 78.5 38.2 56.9

Source: own calculations based on SEDLAC (CEDLA® &he World Bank).



Table 3.5
Distribution of Workers by Labor Category

Formal Informal

Salaried workers Self-employed Salaried Self-employed  Workers with
Country Year Entrepreneurs Large firms Public sector  professionals Small firms Unskilled zero income
Argentina 2010 4.6 37.3 16.4 33 225 15.1 0.8
Bolivia 2008 5.8 15.7 8.4 1.6 10.3 31.6 26.6
Brazil 2009 4.3 32.7 11.7 15 219 19.0 8.8
Chile 2009 35 46.5 13.0 2.6 14.0 19.9 0.5
Colombia 2010 5.0 25.4 4.5 3.2 16.9 39.8 5.2
Costa Rica 2009 7.3 385 15.8 0.3 18.0 18.4 1.6
Dominican Rep. 2010 4.8 27.2 12.2 2.4 11.4 40.2 1.7
Ecuador 2010 3.4 25.2 9.3 1.7 20.2 294 10.8
El Salvador 2010 4.1 28.6 7.6 0.7 19.3 29.2 10.6
Honduras 2010 2.3 185 6.1 0.5 21.1 39.2 12.4
Mexico 2010 51 33.7 115 1.1 26.2 16.4 6.1
Nicaragua 2005 45 235 6.6 0.7 18.3 29.6 16.8
Panama 2010 3.1 36.0 14.6 1.0 13.2 25.9 6.2
Paraguay 2010 51 19.6 9.0 11 22.2 32.8 10.2
Peru 2010 55 19.8 8.3 3.2 14.4 334 15.4
Uruguay 2010 4.8 39.1 14.3 1.8 18.0 20.8 13
Venezuela 2008 4.5 29.0 16.6 2.3 12.6 33.4 1.6
Source: own calculations based on SEDLAC (CEDLA& &he World Bank).
Table 3.6
Distribution of Workers by Labor Category - Urban Areas

Formal Informal

Salaried workers Self-employed Salaried Self-employed  Workers with
Country Year Entrepreneurs Large firms Public sector __ professionals Small firms Unskilled zero income
Argentina 2010 4.6 37.3 16.4 3.3 225 15.1 0.8
Bolivia 2008 6.4 23.4 11.6 2.7 14.6 30.8 10.5
Brazil 2009 4.7 37.6 13.0 1.7 21.3 17.8 3.7
Chile 2009 35 47.2 13.8 2.8 13.3 18.9 0.4
Colombia 2010 4.7 29.5 5.0 4.0 15.2 37.7 3.9
Costa Rica 2009 7.6 39.9 18.4 2.2 15.8 14.9 11
Dominican Rep. 2010 4.3 30.3 14.8 3.1 10.7 344 2.3
Ecuador 2010 4.2 29.7 12.1 25 19.2 271 53
El Salvador 2010 4.4 34.1 10.0 1.0 16.4 27.3 6.9
Honduras 2010 9.8 27.8 10.3 1.0 17.8 25.7 7.7
Mexico 2010 8.0 36.8 12.6 11 27.2 10.7 3.7
Nicaragua 2005 5.4 30.4 9.2 1.2 18.8 26.7 8.3
Panama 2010 35 44.8 19.2 1.3 11.8 18.4 11
Paraguay 2010 6.3 27.1 13.5 1.9 25.3 22.6 35
Peru 2010 6.2 26.1 10.9 4.8 16.5 28.9 6.7
Uruguay 2010 4.5 40.1 14.9 1.9 17.4 20.1 11
Venezuela 2008 4.0 29.3 17.9 2.4 10.9 33.8 1.7

Source: own calculations based on SEDLAC (CEDLA& &he World Bank).



Table 3.7

Informality Rate

Productive definition

Costa Dominican
Year Argentina Bolivia Brasil Chile Colombia Rica Republic Ecuador  ElSalvador Honduras Mexico Nicaragua Panama Paraguay Peru Uruguay  Venezuela
1989 44.7 50.8 49.2 39.5
1990 42.9 42.7
1991 54.8 58.5 45.8
1992 50.2 59.0 39.0 41.3 56.9 51.6 37.2
1993 46.6 58.7 41.7 55.4 65.6
1994 46.1 42.1 57.0
1995 43.5 59.5 425 59.0 44.8 37.7 453
1996 44.8 58.4 38.0 423 59.3 38.8
1997 43.0 58.5 435 59.2 44.6 70.8 64.8 39.0
1998 42.8 57.8 38.3 42.4 56.0 58.7 52.6 65.7 44.7 65.2 37.7 47.1
1999 43.2 76.5 58.8 429 53.9 60.3 68.6 65.3 49.6
2000 44.2 75.3 36.9 44.0 51.7 54.9 49.4 65.4 38.7 50.5
2001 44.6 75.7 56.2 41.8 52.1 57.7 61.7 64.7 48.6 70.5 65.3 44.4 48.1
2002 43.0 75.2 55.9 42.5 53.1 56.9 64.7 53.9 50.2 73.8 64.7 45.6 51.9
2003 43.6 73.4 55.7 37.0 40.3 51.6 62.0 55.2 63.6 50.2 72.5 67.1 46.5 54.0
2004 42.9 73.4 54.2 39.5 51.1 62.5 55.2 58.3 50.2 48.0 73.5 67.1 45.2 51.1
2005 41.8 70.7 53.9 40.4 53.1 61.9 59.0 61.7 49.2 64.7 49.0 70.7 66.2 44.4 48.6
2006 41.2 71.1 52.5 35.2 59.7 39.2 53.9 62.4 56.8 58.8 52.8 48.4 711 65.5 43.5 47.6
2007 41.0 69.0 51.5 59.0 38.0 52.4 60.9 56.1 58.4 68.4 63.8 42.1 46.7
2008 39.7 68.6 49.4 60.2 36.9 53.5 60.2 56.7 44.5 67.2 63.8 40.8 46.4
2009 40.7 49.8 34.4 61.9 36.7 53.3 61.8 59.0 62.9 45.4 68.2 63.2 40.4
2010 38.4 62.1 38.9 54.1 60.4 58.0 44.5 43.8 65.1 63.0 40.1 46.4

Source: own calculations based on SEDLAC (CEDLA® &he World Bank).



Table 3.8
Informality Rate (Social Protection) by Labor Categry

Salaried workers Self-employed Salaried Self-employed Workers with

Entrepreneurs Large firms Public sector professionals Small firms Unskilled zero income
Argentina 2010 217 111 72.2
Bolivia 2008 93.9 714 26.0 92.9 97.3 98.6 99.5
Brazil 2009 41.3 14.2 7.0 56.6 62.6 85.1 96.0
Chile 2009 435 16.5 12.6 52.0 51.2 80.2 88.2
Colombia 2010 84.4 23.6 23 57.9 86.9 94.4 99.1
Costa Rica 2009 81.2 19.0 1.9 94.0 74.2 94.1 96.1
Dominican Rep. 2010 20.8 8.6 91.6
Ecuador 2010 44.2 10.8 88.6
El Salvador 2010 87.6 39.9 5.6 67.8 94.5 98.7 99.6
Honduras 2010
Mexico 2010 49.9 37.3 91.7
Nicaragua 2005 97.3 54.3 235 99.2 97.9 99.8 100.0
Paraguay 2010 60.9 19.2 93.7
Peru 2010 73.7 46.4 19.9 57.7 85.8 87.6 96.4
Uruguay 2010 10.7 0.0 53.4
Venezuela 2008 28.7 13.1 83.9

Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).

Table 3.9
Informality Rate (Social Protection) by Labor Categry

Formal Productive Informal Productive
Formal Legal Informal Legal Formal Legal Informal Legal

Sample (@) (ii) (iii) (iv) (i) + (iv)
Argentina Only Salaried Workers 57.5 13.0 8.1 21.3 78.8
Bolivia Only Salaried Workers 31.1 38.9 0.8 29.3 60.3

All Workers 11.1 20.2 0.9 67.8 78.9
Brazil Only Salaried Workers 58.7 8.2 12.4 20.7 79.4

All Workers 42.1 8.1 11.4 38.4 80.5
Chile Only Salaried Workers 68.4 12.7 9.2 9.6 78.1

All Workers 53.7 12.2 10.7 23.4 77.0
Colombia Only Salaried Workers 51.0 13.3 4.7 31.0 82.0

All Workers 25.8 12.1 45 57.6 83.5
Costa Rica Only Salaried Workers 64.0 10.8 6.5 18.7 82.7

All Workers 49.2 11.9 6.1 32.8 82.0
Dom. Rep. Only Salaried Workers 73.7 14.9 1.0 10.5 84.1
Ecuador Only Salaried Workers 40.8 22.2 4.2 32.8 73.6
El Salvador Only Salaried Workers 47.9 234 1.6 27.1 75.0

All Workers 26.9 16.8 1.3 55.0 81.9
Honduras Only Salaried Workers
Mexico Only Salaried Workers 33.2 29.2 3.1 34.5 67.7
Nicaragua Only Salaried Workers 32.6 29.6 0.8 37.0 69.6

All Workers 15.9 19.4 0.5 64.2 80.1
Paraguay Only Salaried Workers 34.6 317 21 31.6 66.2
Peru Only Salaried Workers 40.3 25.5 4.9 29.3 69.7

All Workers 20.0 17.0 6.8 56.2 76.2
Uruguay Only Salaried Workers 69.0 5.8 12.0 13.2 82.2
Venezuela Only Salaried Workers 62.7 18.5 3.0 15.8 78.5

Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).



Table 4.1

Relative hours of work by type of work
Formal Workers = 100

Social Protection Definition

Informal Workers

Formal workers

Salaried workers Self-employed Salaried Self-employed Zero Salaried workers Self-employed Salaried Self-employed Zero
Country Year Total Entrepreneurs __Large firms Public sector __professionals Small firms Unskilled Income Total Entrepreneurs __Large firms Public sector __professionals Small firms Unskilled Income
Argentina 2010 84 100 74 7 100 106 85 103
Bolivia 2008 97 114 106 93 100 112 107 71 100 100 112 89 89 118 118 104
Brazil 2009 83 108 93 78 84 87 88 56 100 112 103 87 95 104 107 85
Chile 2009 920 104 91 91 89 84 91 88 100 107 100 98 89 99 101 111
Colombia 2010 87 105 95 105 77 93 86 60 100 110 101 93 85 108 99 78
Costa Rica 2009 80 102 91 61 72 74 80 54 100 105 103 94 95 98 91 42
Dominican Rep. 2010 99 102 82 100 100 105 90 109
Ecuador 2010 94 96 91 93 100 105 92 100
El Salvador 2010 87 99 98 96 94 89 84 73 100 104 104 91 89 104 85 50
Honduras 2010
Mexico 2010 920 99 99 90 82 90 81 72 100 124 105 87 102 108
Nicaragua 2005 87 100 100 91 95 97 84 66 100 119 104 91 105 100 101
Paraguay 2010 105 107 81 107 100 109 87 120
Peru 2010 86 100 98 91 84 95 80 75 100 107 111 93 77 92 91 88
Uruguay 2010 78 920 73 100 105 91 96
Venezuela 2008 96 99 84 96 100 103 95 105

Source: own calculations based on SEDLAC (CEDLA® &he World Bank).



Table 4.2

Relative wages by type of work
Formal Workers = 100

Social Protection Definition

Labor informality - CEDLAS

Informal Workers

Formal workers

Salaried workers Self-employed Salaried Self-employed Salaried workers Self-employed Salaried Self-employed
Country Year Total Entrepreneurs Large firms Public sector ___ professionals Small firms Unskilled Total Entrepreneurs Large firms Public sector __ professionals Small firms Unskilled
Argentina 2010 56 64 71 51 100 96 123 70
Bolivia 2008 50 80 48 69 82 37 45 100 169 99 105 50 90 39
Brazil 2009 56 169 61 105 167 34 53 100 284 81 135 270 53 100
Chile 2009 98 386 64 90 337 44 103 100 424 85 117 425 55 125
Colombia 2010 40 85 41 72 106 34 34 100 216 88 165 184 53 59
Costa Rica 2009 80 188 68 105 179 48 90 100 208 81 160 231 59 66
Dominican Rep. 2010 60 56 106 53 100 93 114 72
Ecuador 2010 53 59 82 48 100 85 135 63
El Salvador 2010 57 129 51 67 127 43 59 100 249 7 148 169 65 103
Honduras 2010
Mexico 2010 61 87 65 103 164 45 47 100 365 86 146 75 154
Nicaragua 2005 64 233 60 83 134 43 51 100 388 95 105 60 87 57
Paraguay 2010 60 65 105 49 100 87 120 75
Peru 2010 57 128 61 62 87 42 50 100 176 100 105 126 65 74
Uruguay 2010 56 68 51 100 96 130 65
Venezuela 2008 66 75 67 58 100 93 113 65

Source: own calculations based on SEDLAC (CEDLA® &he World Bank).
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Table 4.3
Hourly Wage Regressions
Social Protection Definition

Males Females

Country Year Primary Secondary Young Old Primary Secondary Young Old
Argentina 2010 -0.409%+* -0.429%+* 0.051* -0.098*** -0.226%** -0.422%+* 0.024 -0.142%*
Bolivia 2007 -0.237% -0.308*+* -0.054 -0.109 -0.375%* -0.555%+* 0.061 -0.241
Brazil 2009 -0.324%* -0.267*+* 0.070** -0.137%+* -0.247%* -0.335%+* -0.046%** -0.055**
Chile 2009 -0.110%** -0.138%+* -0.048* -0.074* -0.085%+* -0.187*+* -0.039 -0.019
Colombia 2010 -0.392%* -0.450%+* 0.037** -0.221%% -0.415% -0.468%+* 0.016 -0.092%+*
Costa Rica 2010 -0.160%** -0.354%+* 0.039 -0.133 -0.348%* -0.410%+* 0.144* 0.012
Dom. Rep. 2010 -0.154%* -0.136%+* -0.078 0.108 -0.066 -0.316%+* 0.049 0.177
Ecuador 2010 -0.171% -0.242%x -0.007 -0.066 -0.284%* -0.282%+* -0.040 -0.383**
El Salvador 2010 -0.275%* -0.384%+* 0.032 -0.153*+* -0.300%** -0.429%+* 0.069** -0.204**
Mexico 2010 -0.171% -0.241%x 0.030 0.024 -0.103*** -0.286*+* 0.045 0.034
Nicaragua 2005 -0.094** -0.215%+* 0.017 -0.064 -0.276%* -0.203*+* 0.047 -0.299**
Paraguay 2010 -0.272%* -0.232%+* -0.065 0.180 -0.398%* -0.204%+* -0.048 0.140
Peru 2010 -0.188*** -0.195%+* 0.003 -0.031 -0.408*** -0.303*+* -0.035 0.061
Uruguay 2010 -0.339%* -0.392%+* 0.166** -0.155%** -0.145% -0.340%+* 0.111% -0.240%*
Venezuela 2010 -0.155%+* -0.148%+* 0.005 -0.012 -0.304*** -0.262%+* -0.047* -0.114%+*

Source: own calculations based on SEDLAC (CEDLA& &he World Bank).



Table 6.1

Coefficients for natural log of per capita GDP

Dep. Var: ratio informal/formal

Urban up to primary school

Urban up to secondary school

Urban only tertiary school

Rural up to primary school

Rural up to secondary school

SWrp se swrp+se SWrp se swrp+se SWrp se swrp+se SWrp se swrp+se SWrp se swrp+se
. -3.486 -4.543 -8.254 -2.006 -1.917 -4.043 -0.277 -0.061 -0.342 -7.934 -31.116 -41.762 -4.788 -14.410 -21.096
pool regression
(6.34)** (5.57)** (6.11)* (6.30)** (5.71)* (6.22)** (5.89)** (3.08)** (5.68)** (5.07)** (3.85)** (4.25)** (5.94)* (4.65)** (4.89)**
e e
fixed effects -1.248 -3.259 -4.511 -0.482 -0.757 -1.251 -0.172 -0.075 -0.252 -4.485 -7.593 -10.946 -4.014 -10.156 -11.846
(1.23) (1.82) (1.61) (1.63) (2.95)** (2.30)* (2.07)* (2.48)* (2.38)* (1.52) (1.11) (1.16) (2.19)* (2.90)** (2.12)*
e e
) I 0.215 1.521 1.383 -1.507 -1.218 -2.845 -0.189 -0.150 -0.365 -5.610 -28.129 -28.787 -0.899 -6.433 -2.172
fixed effects plus lineal trend by country
(0.19) (0.97) (0.54) (3.45)** (3.89)** (3.87)** (2.26)* (3.31)** (3.56)** (0.74) (1.20) (0.94) (0.31) (1.34) (0.25)
e e
fixed effects plus lineal & cuadratic trend by country -0.539 0.395 -0.095 -0.949 -0.769 -1.738 -0.131 -0.177 -0.311 2.655 -0.662 12.944 1.125 -1.943 9.681
(0.65) (0.42) (0.06) (2.62)** (4.44)* (3.74)** (1.59) (2.94)* (2.74)** (0.42) (0.04) (0.54) (0.43) (0.58) (0.87)

Dep. Var: ratio of wage informal / wage formal

Urban up to primary school

Urban up to secondary school

Urban only tertiary school

Rural up to primary school

Rural up to secondary school

SWrp se swrp+se SWrp se swrp+se SWrp se swrp+se SWrp se swrp+se SWIp se Swrp+se
. 0.086 0.242 0.168 0.067 0.245 0.166 0.001 0.300 0.196 -0.041 0.310 0.195 -0.004 0.327 0.204
pool regression
(3.70)** (3.38)** (3.73)* (3.49)* (3.64)** (4.01)** (0.05) (4.45)* (4.74)* (0.62) (4.14)** (4.21)* (0.08) (4.31)** (4.36)**
e e |
fixed effects 0.145 -0.064 0.029 0.111 0.041 0.063 -0.125 0.121 -0.016 0.110 -0.008 0.044 0.144 0.124 0.127
(2.13)* (0.72) (0.41) (2.42)* (0.66) (1.19) (1.96) (0.83) (0.19) (0.87) (0.08) (0.57) (1.65) (1.47) (2.10)*
Y e e e |
) ) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
fixed effects plus lineal trend by country
(0.57) (0.66) (1.68) (0.27) (0.46) (0.96) (0.61) (1.42) (40.79) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
e e . |
fixed effects plus lineal & cuadratic trend by country 0.348 0.357 0.287 0.282 0.374 0.313 0.054 0.835 0.521 -0.044 -0.045 -0.281 0.068 0.060 -0.091
(2.32)* (1.52) (1.76) (3.08)** (2.41)* (2.90)** (0.29) (3.06)** (3.01)* (0.24) (0.10) (0.77) (0.63) (0.22) (0.42)

Source: own calculations based on SEDLAC (CEDLA& &he World Bank).
Note: swrp = salaried workers without right to dens, se = self employed

Robust t statistics in parentheses

* significant at 5%; ** significant at 1%




Table 6.2
Coefficients for HP business cycle

Labor informality - CEDLAS

Dep. Var: ratio informal/formal

Urban up to primary school

Urban up to secondary school

Urban only tertiary school

Rural up to primary school

Rural up to secondary school

SWrp se swrptse SWrp se swrpt+se SWIp se swrp+se SWrp se swrp+se SWIp se swrpt+se
fixed effects -2.297 -2.449 -4.933 -2.452 -2.027 -4.555 -0.364 -0.190 -0.581 -10.998 -25.362 -31.579 -6.619 -17.697 -14.827
(1.56) (1.30) (1.55) (3.60)** (3.97)** (4.00)** (2.39)* (2.87)** (3.30)** (1.63) (1.26) (1.25) (1.54) (2.31)* (1.03)
e e
) ) 0.533 1.881 1.985 -1.560 -1.343 -3.056 -0.144 -0.160 -0.332 -6.461 -31.346 -29.314 -0.897 -7.772 0.555
fixed effects plus lineal trend by country
(0.37) (0.95) (0.61) (2.87)** (3.41)* (3.20)** (1.43) (2.60)* (2.62)** (0.74) (1.16) (0.81) (0.26) (1.30) (0.05)
e e
fixed effects plus lineal & cuadratic trend by country -0.412 0.666 0.317 -0.977 -0.829 -1.829 -0.117 -0.201 -0.323 2.578 0.469 15.814 1.202 -1.288 12.211
(0.42) (0.57) (0.16) (2.35)* (4.13)** (3.37)** (1.27) (2.82)** (2.44)* (0.37) (0.03) (0.60) (0.42) (0.36) (0.94)

Dep. Var: ratio of wage informal / wage formal

Urban up to primary school

Urban up to secondary school

Urban only tertiary school

Rural up to primary school

Rural up to secondary school

SWrp se swrptse SWrp se swrpt+se SWIp se swrp+se SWrp se swrp+se SWIp se swrp+se
fixed effects 0.506 0.721 0.606 0.381 0.633 0.559 0.151 1.074 0.754 -0.021 -0.030 -0.083 0.066 0.015 -0.013
(2.50)* (2.72)* (2.93)** (3.29)* (3.47)* (3.92)** (0.76) (3.61)* (3.59)** (0.10) (0.08) (0.31) (0.47) (0.05) (0.06)
e e
) ) 0.315 0.476 0.340 0.243 0.449 0.337 0.021 0.984 0.596 0.517 0.258 0.110 0.315 0.089 0.005
fixed effects plus lineal trend by country
(1.85) (1.84) (1.85) (2.55)* (2.58)* (2.82)** (0.10) (2.97)= (2.93)* (1.88) (0.61) (0.32) (1.90) (0.32) (0.02)
e e e . |
fixed effects plus lineal & cuadratic trend by country 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
(0.57) (0.66) (1.68) (0.27) (0.46) (0.96) (0.61) (1.42) (40.79) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).
Robust t statistics in parentheses
Note: swrp = salaried workers without right to gens, se = self employed
* significant at 5%; ** significant at 1%




Table 7.1

Primary activities Industry low tech Industry high tech ~ Construction Commerce Utilities & Skilled services I?qblic ) Education & Domestic
Country transportation administration Health servants
Argentina 30.1 42.5 18.9 64.4 40.3 32.2 23.7 11.0 19.9 82.8
Bolivia 84.9 72.6 - 91.7 81.9 77.2 66.4 31.7 35.7 98.6
Brazil 59.5 20.8 12.8 42.4 27.3 15.8 15.2 9.8 15.3 68.7
Chile 29.2 17.8 14.5 21.3 23.3 16.7 13.6 12.3 15.3 57.3
Colombia 76.9 36.8 24.5 67.3 53.0 29.9 15.1 7.1 20.4 88.4
Costa Rica 39.6 21.0 18.6 46.2 31.0 22.5 15.7 4.0 12.7 815
Dominican Rep. 42.7 15.3 33.3 26.2 44.0 22.3 21.8 7.1 25.2 -
Ecuador 83.5 52.4 42.6 88.5 54.8 50.8 29.3 9.7 26.7 80.5
El Salvador 67.8 32.8 41.7 57.8 19.2 58.9 34.8 - 13.0 -
Guatemala 87.4 45.9 45.4 87.0 56.0 65.7 33.6 27.0 39.8 96.3
Mexico 89.3 57.9 34.3 84.5 65.1 59.9 47.7 44.4 39.1 99.0
Nicaragua 94.5 35.7 65.2 80.3 70.0 70.4 451 30.1 34.6 99.1
Paraguay 96.0 68.8 66.4 96.1 75.4 51.7 56.5 234 38.0 99.8
Peru 77.6 51.1 50.9 65.2 63.2 56.5 30.5 27.8 27.5 92.1
Uruguay 29.1 19.0 16.2 234 215 9.9 11.1 1.3 7.8 55.4
Venezuela 68.1 34.8 31.1 57.5 45.2 45.0 23.7 10.4 31.2 82.0

Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).



Table 7.2

Decomposition of changes in informality rates
Urban salaried workers

Social Protection Definition

Effects [1]
Actual change Characteristics Parameters

Argentina

1992-2003 12,5 15 11.0

2003-2010 -9.3 -3.3 -6.0
Bolivia

2000-2008 5.1 1.1 4.0
Brasil

1993-2001 -0.1 -2.0 1.9

2001-2009 -6.7 -4.4 -2.3
Chile

1990-2000 34 -3.6 7.0

2000-2009 -0.2 -0.7 0.5
Colombia

2006-2010 -5.6 -2.7 -2.9
Costa Rica

1990-2000 5.7 2.3 3.4

2000-2010 -2.4 -0.1 2.4
Dominican Rep.

2005-2010 -32.6 -3.3 -29.3
Ecuador

2003-2010 -14.1 -5.0 -9.1
El Salvador

1991-2000 -4.2 -7.2 3.0

2000-2010 4.7 0.7 4.0
Mexico

1990-2010 10.9 25 8.3
Nicaragua

1998-2005 -5.9 -5.6 -0.3
Paraguay

2001-2010 -5.6 -3.8 -1.8
Peru

2000-2010 -25.7 -3.2 -225
Uruguay

2001-2010 -4.2 -0.3 -3.9
Venezuela

2000-2010 -3.0 -8.3 5.2

[1] Average effects
Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).



Table 7.3
Decomposition of informality rates
Social Protection definition

Simulated rates

Labor informality - CEDLAS

Parameters of ...

Arg Bra Chi Cos Ecu Els Mex Nic Par Per Uru Ven
Characteristics of ...
Arg 355 27.5 29.1 312 49.9 41.7 53.9 53.5 59.2 51.8 211 40.3
Bra 36.7 26.0 28.1 285 50.4 42,5 54.9 54.2 61.6 56.5 21.2 40.3
Chi 275 18.1 20.8 21.6 41.6 29.0 46.7 45.6 55.8 42.9 12.7 29.8
Cos 30.6 21.0 24.0 235 45.1 33.7 48.4 46.6 55.4 50.0 16.3 35.1
Ecu 36.4 25.8 27.3 294 51.9 40.1 54.9 545 62.0 53.1 211 40.7
Els* 285 18.9 23.8 22.0 47.3 42.3 51.6 49.6 58.6 50.2 17.0 38.8
Mex 38.9 28.4 29.8 30.7 55.6 43.6 55.4 56.9 64.6 57.7 22.9 43.5
Nic 40.8 28.5 29.8 30.2 57.2 45.6 58.8 57.1 67.2 61.8 24.2 44.6
Par** 43.6 33.1 334 34.7 57.9 50.2 61.2 61.8 63.9 62.5 26.4 47.5
Per 34.1 25.0 26.5 27.4 47.0 39.1 52.0 51.2 56.9 48.0 19.1 36.6
Uru 34.6 252 27.7 27.7 50.9 36.6 52.8 50.9 61.9 52.3 18.9 39.8
Ven 35.1 24.8 27.4 26.3 54.3 37.2 53.6 53.2 64.1 56.3 19.9 39.6
Characteristics effect
Characteristics of country ...
Arg Bra Chi Cos Ecu Els Mex Nic Par Per Uru Ven
Arg 0.0 1.2 -8.0 -4.9 0.9 -7.0 34 5.2 8.0 -1.5 -0.9 -0.4
Bra 15 0.0 -7.9 -5.0 -0.2 -7.1 2.4 25 7.1 -1.0 -0.8 -1.2
Chi 8.3 7.3 0.0 3.2 6.5 3.0 9.0 9.0 12.6 5.7 6.9 6.6
Cos 7.7 5.0 -2.0 0.0 59 -1.6 7.2 6.7 11.2 3.9 4.2 2.8
Ecu -2.0 -15 -10.4 -6.9 0.0 -4.6 3.6 5.3 59 -4.9 -1.0 2.4
Els* -0.6 0.2 -13.4 -8.6 -2.2 0.0 1.3 3.3 79 -3.2 -5.8 -5.1
Mex -1.4 -0.5 -8.6 -7.0 -0.4 -3.8 0.0 3.4 58 -3.4 -2.6 -1.8
Nic -3.6 -2.9 -11.5 -10.5 -2.6 -75 -0.2 0.0 4.6 -5.9 -6.2 -39
Par** -4.7 -2.3 -8.2 -8.6 -19 -5.3 0.7 3.3 0.0 -7.1 -2.0 0.2
Per 3.8 8.5 -5.1 2.0 5.2 2.2 9.7 13.8 145 0.0 4.4 8.4
Uru 2.2 2.3 -6.1 -2.6 2.3 -1.9 4.1 53 75 0.3 0.0 1.0
Ven 0.6 0.7 -9.8 -4.5 1.1 -0.8 3.9 4.9 7.9 -3.1 0.2 0.0
Parameter effect
Parameters of country...
Arg Bra Chi Cos Ecu Els* Mex Nic Par Per Uru Ven
Arg 0.0 -8.1 -6.5 -4.3 14.4 6.2 18.4 18.0 23.6 16.2 -14.5 4.7
Bra 10.7 0.0 2.1 2.6 24.4 16.5 28.9 28.2 35.6 30.5 -4.8 14.3
Chi 6.7 -2.7 0.0 0.8 20.8 8.2 259 24.8 349 22.1 -8.1 9.0
Cos 7.1 -2.5 0.5 0.0 21.6 10.2 24.9 23.1 319 26.5 -7.2 11.6
Ecu -15.5 -26.1 -24.7 -22.5 0.0 -11.8 3.0 2.6 10.1 1.2 -30.8 -11.2
Els* -13.8 -235 -18.5 -20.4 5.0 0.0 9.3 7.3 16.3 7.8 -25.3 -35
Mex -16.4 -27.0 -25.6 -24.7 0.2 -11.8 0.0 1.6 9.3 2.4 -32.5 -11.9
Nic -16.3 -28.6 -27.3 -26.9 0.1 -11.5 1.7 0.0 10.1 4.7 -33.0 -12.6
Par** -20.4 -30.8 -30.5 -29.3 -6.1 -13.7 -2.7 -2.2 0.0 -1.5 -37.6 -16.4
Per -13.9 -23.0 -21.5 -20.6 -1.0 -8.9 4.0 3.2 89 0.0 -28.9 -11.4
Uru 15.7 6.3 8.8 8.9 32.0 17.7 33.9 321 43.0 335 0.0 21.0
Ven -4.5 -14.8 -12.2 -13.3 14.7 -2.4 14.0 13.6 245 16.7 -19.8 0.0

Source: own calculations based on SEDLAC (CEDLA& &he World Bank).
* Domestic Servants and Public Administration eesnhon defined
** Domestic Servants sector non defined
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Table 7.4

Decomposition of informality rates

Social Protection definition

Labor informality - CEDLAS

Sector informality rates of ...

Argentina Brasil Chile Costa Rica Ecuador Mexico Nicaragua Paraguay Peru Uruguay Venezuela
Sectoral weights of ...
Argentina 35.9 24.0 20.9 253 47.0 54.7 55.1 59.8 46.6 17.3 39.6
Brasil 37.6 26.0 22.0 27.2 49.8 56.8 58.2 63.7 49.2 19.4 41.8
Chile 36.4 26.2 21.0 26.1 513 57.9 59.1 64.6 48.5 185 429
Costa Rica 343 227 19.7 236 46.9 54.2 55.2 59.7 46.2 16.4 38.8
Ecuador 37.3 26.1 20.8 26.1 51.9 58.0 58.2 64.9 48.6 185 4.7
Mexico 36.7 24.1 20.1 249 50.2 55.3 57.5 63.7 48.4 17.8 40.6
Nicaragua 38.4 26.1 214 26.4 52.0 57.8 7L 65.0 49.6 19.4 423
Paraguay ** 39.6 26.7 228 28.7 513 58.4 59.7 63.9 51.0 19.7 43.0
Peru 35.7 253 20.7 25.1 48.6 55.9 55.4 62.1 46.4 17.9 40.6
Uruguay 37.0 26.1 21.8 26.7 49.5 57.1 56.9 62.6 48.3 18.9 41.9
Venezuela 344 24.3 19.7 238 48.9 54.7 56.0 62.3 46.2 17.0 413
* Domestic Servants and Public Administration sectors non defined
** Domestic Servants sector non defined
Composition effect
Sector informality rates of ...
Arg Bra Chi Cos Ecu Mex Nic Par Per Uru Ven
Structure
Arg 0.0 -2.0 -0.1 1.7 -5.0 -0.7 -2.0 -4.1 02 -1.5 -1.7
Bra 17 0.0 1.1 3.6 -2.1 15 11 -0.2 28 0.5 05
Chi 0.5 0.2 0.0 2.6 -0.6 25 20 0.8 21 -0.3 16
Cos -1.6 -3.3 -1.2 0.0 -5.0 -1.2 -1.9 -4.2 -0.2 -2.5 -2.5
Ecu 1.4 0.1 -0.2 25 0.0 2.7 11 1.0 22 -0.3 13
Mex 0.8 -1.9 -0.8 13 -1.7 0.0 0.4 -0.2 20 -1.1 -0.7
Nic 25 0.1 0.4 2.9 0.0 2.4 0.0 11 32 0.5 1.0
Par 3.7 0.7 1.8 5.1 -0.6 31 26 0.0 4.6 0.9 16
Per -0.1 -0.7 -0.3 15 -3.3 0.6 -1.7 -17 0.0 -0.9 -0.7
Uru 12 0.1 0.9 31 -2.4 18 -0.2 -13 19 0.0 0.6
Ven -15 -1 -1.3 0. -3.0 -11 -1.6 -0.2 -1.8 0.0

Source: own calculations based on SEDLAC

(CEDLAG The

World Bank).
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Labor informality - CEDLAS

Figure 3.3

Informality rate

Social protection definition
Salaried workers
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Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).
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Figure 3.7

Informality rate

Social protection definition
All workers

Bolivia

Labor informality - CEDLAS
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Labor informality - CEDLAS

Figure 3.8

Informality rate

Social protection definition

All workers — all self-employed considered as infonal
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Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).
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Labor informality - CEDLAS

Figure 3.14
Informality Rate
Productive Definition
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Figure 3.14 (cont.)
Informality Rate
Productive Definition

Labor informality - CEDLAS
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Figure 6.1

Labor informality - CEDLAS

Relative wages formal/informal; relative number ofworkers formal/informal, and

GDP
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Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).

Note: urban workers aged 15 to 70 without tertedycation
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Labor informality - CEDLAS

Figure 6.1 (cont.)
Relative wages formal/informal; relative number ofworkers formal/informal, and
GDP
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Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).

Note: urban workers aged 15 to 70 without tertedycation
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Labor informality - CEDLAS

Figure 6.1 (cont.)
Relative wages formal/informal; relative number ofworkers formal/informal, and
GDP
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Source: own calculations based on SEDLAC (CEDLA& ahe World Bank).
Note: urban workers aged 15 to 70 without tertedycation
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