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RESUMEN

Durante la década de los 2000 se ha observado una tendencia creciente en la formalidad
laboral en varios paises de América Latina. Sin embargo, luego de una importante reduc-
cion de la informalidad, este proceso se desacelerd, se detuvo o se revirtié en los tiltimos
anos, segtn el pais. Este articulo presenta un analisis comparativo del proceso de forma-
lizacion laboral durante el nuevo milenio en seis paises de América Latina, Argentina,
Brasil, Ecuador, México, Paraguay y Perti. En particular, este estudio evaltia la intensidad
de la rotacién ocupacional entre los trabajadores asalariados urbanos, enfocandose en
los flujos de entrada a un puesto formal, y examina si este proceso incluyé a todos los
grupos de trabajadores o si algunos se beneficiaron particularmente de esta dinamica.
Los resultados brindan una guia til sobre el disefio de politicas ptblicas destinadas a
reducir la informalidad y mejorar la calidad de vida de los trabajadores y sus familias en
América Latina.
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ABSTRACT

Since the 2000s an increasing trend in labour formality has been observed in seve-
ral Latin American countries. However, after a significant reduction in informality,
this process slowed down, stopped or reversed in recent years, depending on the
country. This article presents a comparative analysis of the labour formalization pro-
cess during the new millennium in six Latin American countries, Argentina, Brazil,
Ecuador, Mexico, Paraguay and Peru. In particular, this study assesses the intensity
of occupational turnover among urban salaried workers, focusing on the inflows to
a formal position, and uncovers whether this process included all groups of workers
or if some particularly benefited from these dynamics. Results provide useful gui-
dance about the design of public policies aimed at reducing informality and enhan-
cing the livelihoods of workers and families in Latin America.

Keywords: informality, labour turnover, Latin America
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1. Introduction

Since the 2000s an increasing trend in labour formality has been observed
in several Latin American countries. However, despite this positive evo-
lution, informal employment continues to be one of the most distinctive
characteristics in this region.

Informal employment is a very complex and heterogeneous phenom-
enon. It encompasses wage earners and self-employed, including employ-
ers and own-account workers. Likewise, informality may be found both
in big firms and in micro-enterprises. However, the existence of a broad
group of informal workers is mainly associated with a high presence of
small, unstructured firms that operate with very low levels of productivity
and competitiveness.

At the same time, labour informality is not reduced by a single deter-
minant, but rather by a combination of various factors of different types.
In particular, sustained job-generating growth enhances labour market
predictability, which can promote the issuance of long-term contracts. In
this context, formalization becomes more feasible. This is because, from
the point of view of employers, a stronger demand for labour makes it
less likely for workers to be laid off and consequently for employers to
bear the associated costs. From the point of view of workers, a context of
economic growth with job creation and drop in unemployment gives them
a stronger hand when it comes to negotiating working conditions, which
can also promote registration. However, while job-generating economic
growth seems to be a necessary condition for the process of employment
formalization, it is the interaction between that process and specific poli-
cies that determines policy effectiveness and the tangible results in terms
of labour registration.

The main aim of this paper is to carry out an in-depth study of the la-
bour formalization process during the new millennium in six Latin Ameri-
can countries -Argentina, Brazil, Ecuador, Mexico, Paraguay and Peru-,
from a comparative and a dynamic perspective. In particular, this study
assesses the intensity of occupational turnover among urban salaried
workers, focusing on the inflows to a formal position; it uncovers whether
this process included all groups of workers or if some particularly benefit-
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ed from these dynamics; and it analyses the drivers of a strong reduction
in informality during the first fifteen years of the new millennium.

Three aspects of this study are worth emphasizing. First, this paper ad-
dresses a particularly important issue considering the prevailing high in-
formality in the region and the close correlation between informality, low
productivity and poverty. Therefore, results will provide useful guidance
to design public policies aimed at reducing informality and enhancing the
livelihoods of workers and families in the region.

Second, it resorts to information on labour transitions in addition to
the more traditional cross-section analysis. In this regard, this document
contributes to the scarce but growing literature on occupational mobility
in Latin America.

Third, a comparative analysis between six Latin American countries is
carried out. This selection of countries allows us to have a broad picture
of the Latin American labour markets, since they have occupational struc-
tures and dynamics that greatly differ from one another. Additionally,
they account for about 70% of the total population in the region.

The document follows with a literature review about the approaches to
informality and the incidence and evolution of formality in Latin America.
Section 3 details the sources of information. Section 4 describes the meth-
odologies used. Section 5 presents an overview of labour composition and
the evolution of labour formality in the countries under study. Section 6
discusses the dominant traits in labour market turnover in Latin America.
Section 7 focuses on the anatomy of the entries to a formal occupation. Sec-
tion 8 assesses the extent to which the formalization process has implied
a widening or a narrowing of the formality gaps throughout the period

considered. Section 9 concludes.

2. Theoretical and empirical literature review

2.1 Approaches to informality

Labour informality is one of the categories of analysis that has greatly con-

tributed to the characterization of labour conditions in Latin America.
The concept of informal sector (IS) emerged for the first time in the early

seventies, in the International Labour Organization’s (ILO) documents for
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African countries (ILO, 1972). It was then developed in the Latin American
region by the Regional Employment Program for Latin American and the
Caribbean (PREALC for its acronym in Spanish), with the objective of ex-
plaining the growth of wide sectors of the population that were not able to
participate in the processes of productive modernization through a formal
labour market, in a context of relatively low levels of unemployment and
a light countercyclical behaviour.

Under this “productive approach”, informality reflects the inability of
the economies of the region to generate enough formal jobs in relation to
the growth of the labour force. Given the shortage or lack of social protec-
tion mechanisms that provide an income to those who cannot access a job,
some individuals decide to embark on any activity that would allow them
to obtain an income that is sometimes barely enough to survive.

In the nineties, ILO (1993) defined a productive informal sector unit as one
characterized by fixed assets that do not belong to the company but rath-
er to their owners; therefore, it is often not possible to distinguish which
expense should be borne by the company and which corresponds to the
household. Also, labour relationships in these units are mainly based on
personal and social ties. Given these characteristics, the IS is usually as-
sociated with small productive units with no clear separation between
capital and labour, and low levels of productivity. For this approach, the
functioning logic of enterprises in the IE is survival more than accumula-
tion. The jobs generated in this sector constitute the employment in the
informal sector (EIS).

The 15th and 17th International Conference of Labour Statistics (ICLS)
of ILO have established the classification criteria for formal and informal
workers: according to the “productive approach”, the EIS is defined as the
workers employed in small productive units that are not legally registered
as firms, employ a reduced amount of capital and make limited use of
technology.

Along with these conceptual developments based on a “productive ap-
proach”, informal employment (IE) is another concept that has developed
in more recent years. Based on a “legal approach”, IE refers to a different

dimension of informality because it focuses directly on job conditions. In
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particular, this approach associates informality with the evasion of labour
regulations, defining IE as that of workers not covered by labour legisla-
tion.!

In recent years ILO has gone further in the distinction between IE and
EIS. According to Hussmanns (2004, pp 2) “Employment in the informal sec-
tor” and “informal employment’ are both measures that are useful for analytical
and policy-making purposes, as they refer to different aspects of the ‘informalisa-
tion” of employment and to different targets for policymaking. One of the two
concepts cannot replace the other. However, the two concepts need to be defined
and measured in such a way that they are consistent and that one can be clearly
distinguished from the other”.

2.2 Hypothesis on the existence and persistence of informality

There are different arguments on the existence and persistence of infor-
mality in the developing world and, in particular, in Latin America. From
the voluntary choice perspective, workers and firms choose their optimal
level of engagement with the institutions of State depending on their valu-
ation of the net benefits associated with formality and the State’s enforce-
ment efforts.

In this line, De Soto (1986) argues that the origin and persistence of in-
formality in developing countries would be a response to the complicated
and expensive regulations that production units must comply with, even
those of small size. Similarly, Perry et. al (2007) conclude that workers and
firms make cost-benefit analyses about whether to cross the line into for-
mality, and frequently decide against it.

From another perspective, informality does not stem from workers’
preference based on economic rationality but rather, in many cases, it is
the only opportunity for employment (ECLAC, 2008). At a more aggregate
level, a highly heterogeneous production structure maintains the informal
sector due to the limited capacity of higher-productivity sectors to fully
absorb the labour force (Infante, 2011).

However, the heterogeneity existing within informality allows both
approaches to be complementary rather than mutually exclusive. In par-

ticular, Fields (1990) reconciles these two views by identifying different
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segments within informality: “easy-entry” and “upper-tier”. While infor-
mality is a last resort for the first segment of workers who seek to earn
some income to survive, for the second segment, it is a preference over
formal employment. Entry to the latter is restricted by requirements of
financial capital and human capital. Therefore, Fields (1990) emphasises
the duality that characterises informal employment by differentiating be-
tween free-entry and restricted-entry components. For those workers ex-
cluded from formal employment and upper-tier informal jobs, accepting
a lower-paying informal position can be the only employment possibility.

The notion that informal employment is heterogeneous is also dis-
cussed by Kucera and Roncolato (2008). According to them “The question
is not whether there exists some voluntary informal employment in developing
countries, but rather how widespread it is and how this might vary for countries
at different levels of development and for different workers, particularly men and
women” (Kucera and Roncolato, 2008: 2). Along this line, Kambur (2017)
discusses what exactly informality is, proposing an approach that moves
away from considering informality as a uniform category. Other authors
also recognize the existence of heterogeneity within informal employment
(Chen 2012; Grimm et al. 2012; De Vreyer and Roubaud 2013;
Basu et al. 2018).

2.3 Evidence on the characteristics and evolution of informality
As for the composition of informality in terms of different attributes, some
common patterns arise from the empirical studies.

Bertranou and Casanova (2013), Bertranou et al (2013) and Maurizio
and Vazquez (2019) found a positive correlation between firm size and
formality. According to Bertranou et al. (2013), in Argentina by the end of
2012, more than 80% of total non-registered employment was concentrat-
ed in firms with less than forty workers. Regarding the tasks performed,
almost one out of two informal wage earners performed unskilled task,
while the other half carried out operational ones. On the other hand, there
were few workers performing professional or technical tasks within infor-

mal employment. Tenure had a positive impact on labour registration in
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the region. These three studies also found an inverse relationship between
education and informality in Latin America.

Another widely studied dimension of informality has been the wage
gap between formal and informal workers and the presence of wage seg-
mentation. Tornarolli et al (2014) confirm the existence of these gaps in
almost all Latin American countries, both among women and men. Arias
and Khamis (2008) also find significant wage penalties due to informality
in Argentina. Tannuri-Pianto and Pianto (2002) use quantile wage regres-
sions and selection models to analyse wages in formal, informal and self-
employed workers in Bolivia. Their results seem to confirm the existence
of segmentation at the lower quantiles of the earnings distribution. How-
ever, findings at higher quantiles are more consistent with a voluntary
choice by high productive workers. Using different parametric and non-
parametric econometric methods, Maurizio (2016) points to the existence
of significant wage returns to formality in the six countries in the region,
Argentina, Brazil, Chile, Mexico, Paraguay and Uruguay. Moreover, the
wage gaps are not constant across the income distribution but larger at the
lower extreme.

Few are the studies on the characteristics of the labour formalization
process observed in many Latin American countries over the 2000s. Ac-
cording to ILO (2018), one of the most important transformations of Latin
American labour markets is the process of formalization that has been ob-
served since the beginning of the new millennium. Out of the 51 million
jobs created in the region in the 2005-2015 decade, 39 million were formal
jobs, thus evidencing the reduction of the informal employment rate in
this period.

Maurizio and Vazquez (2019) show that the process of labour formal-
ization in some Latin American countries took place in a period of strong
total employment growth, which resulted in the creation of a significant
volume of new formal wage-earning occupations. For example, the num-
ber of formal jobs rose by almost 60% in Argentina between 2003 and 2017,
while total employment increased by 20%. In Brazil, these numbers are
40% and 20%, respectively. In Ecuador, Paraguay and Peru the number of
registered jobs more than doubled during the new millennium. Authors
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also find a U-shaped relationship between age and formalization for Ar-
gentina.

Bertranou et al. (2013) analyse, in particular, the employment formal-
ization in Argentina from 2003 to 2012 as well as the public policies associ-
ated with that process. They conclude that labour policies, such as labour
inspection, must be accompanied by production, tax, social and labour
policies, along with a stable economic growth in order to foster formal-
ity. They also found that formalization was more intense among full-time
workers and among those with an open-ended contract.

Along this line, Maurizio (2015) concludes that the interaction between
job-generating growth and specific policies aimed at labour formalization
determined the results observed in terms of labour registration in Argen-
tina and Brazil. In addition, she finds that those informal workers that
were initially located in the upper part of the distribution have the high-
est probabilities of becoming formal. This situation seems to be consistent
with the fact that the process of formalization was more intense among
those individuals that presented a “better” vector of observable attributes.
However, they ended up in the lower deciles of the formal wage earners’
distribution. In other words, they transitioned from the upper part of the
income distribution of informal wage earners to the lower part of the in-
come distribution of formal wage earners. Maurizio and Vazquez (2019)
confirm these findings in six Latin American countries: Argentina, Brazil,
Ecuador, Paraguay and Peru.

Finally, some studies focus on the effects of the reduction in labour in-
formality on labour income inequality (Amarante and Arim, 2015; Becca-
ria et al., 2020; Maurizio, 2015; Beccaria et al., 2015 Maurizio and Vazquez,
2015; ECLAC and ILO, 2014). One common finding is the positive correla-
tion between the reduction in informality and the fall in wage inequality.
ECLAC and ILO (2014) also studies the impact of the formalization pro-
cess on gender wage gaps finding a heterogeneous effect across countries.
In Brazil, Ecuador, Panama and Paraguay, the increase in formality nar-
rowed the wage difference between men and women, given that among

the latter the intensity of formalization was stronger. The formalization
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process was, however, unequalizing in the Plurinational State of Bolivia
and Colombia.

The aforementioned studies have focused on the period characterised
by a reduction in informality. This paper contributes to that literature by
incorporating the more recent years when, as mentioned before, the for-

malization process slowed down or reversed.

3. Sources of information

Data used in this paper come from regular household surveys carried out
by the national statistical institutes of each country. Although these sur-
veys are not longitudinal, their rotating panel sample allows flow data to
be drawn from them. In such schemes, the total sample is divided into a
certain number of household groups and each group remains in the sam-
ple for a given number of observation periods. Therefore, for each wave
of the survey, one of these groups enters the sample while another one
leaves. Consequently, it is possible to compare a given proportion of the
sample between two or more waves.

For Argentina, the data source is the Encuesta Permanente de Hogares
(EPH) carried out by the Instituto Nacional de Estadistica y Censos (INDEC).
Micro-data is available for 31 urban areas. As from 2003, after a major
methodological change, the survey provides quarterly data. Households
are interviewed in two successive quarters, stay out of the sample for the
two following quarters and are interviewed again for two more quarters.
Therefore, the transitions that can be analysed are those that occur between
two yearly observations (in the same quarter of two successive years) or
between two successive quarters. The theoretical overlapping sample be-
tween one quarter and the same quarter of the following year, as well as
between two successive quarters, is 50%.

Brazil’s data come from the Pesquisa Mensal de Emprego (PME) and the
Pesquisa Nacional por Amostra de Domicilios Continua (PNADC), conducted
by the Instituto Brasileiro de Geografia e Estadistica (IBGE). The PME covers
six major urban areas and provides monthly information. In this survey,
25% of the sample is replaced every month. Households are observed dur-

ing four consecutive months, stay out of the sample for eight months and
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are interviewed again for another four months, allowing the construction
of monthly and yearly panel data. Until 2003 each of these groups repre-
sented 25% of the total sampled households and, from that year on, the
rotation groups represent 1/8 of the sample, two of which are interviewed
each month. This scheme implies a theoretical overlapping of 75% of the
sample in two successive months and of 50% in two successive years, thus
avoiding “blind periods” (periods with no sample overlapping). The PME
ended in 2015. The PNADC began to be carried out in 2012. It covers urban
and rural areas. The survey is planned to have quarterly information col-
lecting data of the whole sample during the 3 months. The sample rotation
scheme adopted is 1-2 (5). In this scheme, the household is interviewed for
1 month and leaves the sample for 2 consecutive months, this sequence is
repeated 5 times for each household before leaving the sample.

The Encuesta Nacional de Empleo, Desempleo y Subempleo (ENEMDU) in
Ecuador is carried out by the Instituto Nacional de Estadistica y Censos (INEC).
It has a rotating sample scheme that allows building quarterly and yearly
panels by interviewing each household up to four times. Data is representa-
tive of urban and rural areas. It collects information in March, June, Septem-
ber and December every year in 23 provinces of the country. Households
are interviewed in two consecutive quarters, stay out of the sample for two
quarters and are interviewed again for two additional quarters. The sample
is divided into four groups that represent 25% of the sample, ensuring an
overlapping of 50% during the same month of two consecutive years. Con-
trary to the procedures followed by other surveys, the ENEMDU replaces
households that do not respond to the survey and thus it has a very low
non-response rate (of around 3% of the initial sample).

The Encuesta Nacional de Ocupacion y Empleo (ENOE) is the source of
data for Mexico. It is conducted by the Instituto Nacional de Estadistica y
Geografia (INEGI) and has national representativeness. The sample ro-
tation scheme involves keeping 80% of the sample overlapped between
quarters and rotating the remaining 20%. Each household remains in the
sample for 5 consecutive quarters before leaving the sample.

The Paraguayan Encuesta Continua de Empleo (ECE) is carried out by the
Direccién General de Estadistica, Encuestas y Censos and has national cover-
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age. The scheme used corresponds to a panel sample, which implies visit-
ing the same households a maximum of 5 times.

Finally, in the case of Peru, the Encuesta Nacional de Hogares (ENAHO),
the regular household survey conducted by the Instituto Nacional de Esta-
distica e Informdtica (INEI), also covers urban and rural areas. The ENAHO
panel for the period under analysis includes two types of rotation scheme.
The first one corresponds to the period 2002 to 2006 when the panel was
fixed. The second type began in 2007; since then the rotation scheme is
such that it renews the sample by 20% each year.

The period under analysis corresponds to the new millennium. How-
ever, specific years considered vary in each country according to data avail-
ability. In Argentina all years between 2003 and 2019 are analysed, 2003-
2019 for Brazil (2003-2015 PME, 2015-2019 PNADC), 2003-2019 for Ecuador,
2004-2019 for Peru, 2005-2019 for Mexico, and 2010-2017 for Paraguay.

To obtain datasets that could be compared between countries, we in-
cluded one transition for each individual, based on a one-year interval
between observations. This enables us, for instance, to assess whether each
person remained employed, became unemployed or left the labour force.
In addition, yearly transitions between different work statuses are also
identified.

Our study is restricted to male workers between 15 and 65 years of age
and female workers between 15 and 60. The upper limits correspond to
the compulsory retirement ages in the countries being analysed and we
have used them in an attempt to minimize the bias that might come from
the exits of older individuals from the labour force. Those individuals for
whom information was incomplete or inconsistent regarding personal or
occupational variables were removed from the sample.

Since not all the surveys used in this study are representative of each
country as a whole, and given that labour markets in rural areas and ur-
ban centres may behave differently, our analysis only covers urban areas.
To obtain sufficient observations, yearly panels have been pooled in each
country, so the results are the average for the period.

One potential problem arises from the fact that not every labour tran-

sition can be captured when matching two observations with a one-year
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observation window. Given that a transition is identified by comparing
these two waves, two or more symmetrical changes in the work status (or
in other variables) might take place between those two moments without
being captured by the observed data.

Another limitation of panel information is that the proportion of house-
holds and individuals that are actually interviewed in two successive mo-
ments can be smaller than the proportion of those that should be re-inter-
viewed according to the sample rotation scheme. This loss of cases (“attri-
tion”) is caused by different factors, e.g. people abandoning the panel or
difficulties in the data collection process. If this loss is not random, it could
introduce bias in the sample. However, there was no available information
in the databases that allowed us to differentiate loss of data due to attrition
from that associated with the survey rotation scheme. Therefore, an attri-
tion bias correction was not possible. An indirect way to assess potential
attrition effects (although it is not enough proof to discard its impact) is
to compare key descriptive statistics from panel and cross-section data.
We computed the formality rate among different groups of workers and
found no relevant differences between them (Table A.1).

4. Measurement of labour formality and methodology

4.1 Measurement of labour formality

This study focuses on labour formality/informality among urban wage
workers. In particular, the “legal approach” to informality is adopted. As
mentioned before, this approach associates informality with the evasion of
labour regulations, defining informal employment as the group of wage
earners not covered by labour legislation.?

ILO recommendations indicate that wage earners “are considered to have
informal jobs if their employment relationship is, in law or in practice, not subject
to national labour legislation, income taxation, social protection or entitlement to
certain employment benefits” > The empirical identification of informal wage
jobs in each country is based on available information derived from house-
hold surveys.

In Argentina, formal wage earners are those whose employers make

payroll deductions to pay social security contributions. In Brazil, a wage-
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earner is considered as formal if she has signed a labour contract. In Para-
guay and Peru, formal workers are those enrolled in a pension system. In
Ecuador those indicating that they receive social insurance from the job
are construed as registered wage-earners. Finally, in Mexico formal work-
ers are those receiving health insurance from the job.

When putting the legal approach into practice, we seek to make com-
parable the formal wage-earners identification criterion, which does not
necessarily imply the same empirical implementation in each country
given that household surveys capture this dimension in different ways.
However, comparability is not very much affected because, although ev-
ery country chooses different variables, they all share the same notion of
informality, i.e. the non- fulfilment, or evasion, of the labour legislation
and social security regulations.

The decision to identify formal workers exclusively within the group
of wage earners is based, on the one hand, on the relevance of this group
to understand the process of formalization and, on the other, on the avail-
ability of comparable information in the four countries. As for the former,
it is in itself relevant to analyse the anatomy of formalization by looking
at entries to a formal salaried job and at the reasons behind the decision
of employers to register employees, and in particular, a certain subgroup
of those workers. On the other hand, labour formalization of other job
categories, such as independent workers, generally do not imply higher
income or additional non-monetary improvements of job quality. Finally,
the surveys employed do not always identify the registration condition for
non-wage earners, and hence the formal/informal classification can only

be made for wage earning jobs.

4.2 Analysis of occupational turnover

In addition to the descriptive analysis based on cross-section data, this
study relies on econometric exercises from annual panel data. Starting
with the dynamic analysis, the year-on-year transition matrices between
different states (employed, unemployed and inactive) and different types
of occupation (formal wage earner, informal wage earner, self-employed

workers) are computed.
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Then, in order to analyse the contribution of the different groups of
workers to labour formalization, it is possible to start with the following
equation:

fy _ Six P(Ey)

F F
where:
f;indicates the transition from state i (any labour status other than a for-
mal job) in f to state j (formal job) in ¢ + 1
F,indicates total transitions from any state in f to state j (formal job) in £ +1
S.indicates the stock of non-formal individuals (informal or independent
workers, unemployed or inactive) in ¢
P(E,;) indicates the probability of transition from state i in ¢ to state j (for-
mal job)int+1
i#j

In turn, the probability of entering formality P(E;) can be decomposed
into two factors: on the one hand, the probability of leaving the initial state
(different from a formal job) -P( E,)-, and on the other hand, the conditional
probability of entering a formal job after leaving the initial state -P(E | E)-:

P(Eij) = P(Ej|Ei) P(Ei)

This decomposition allows the evaluation of the extent to which transi-
tions to formality of given groups of individuals are associated with their
relative participation in non-formal employment or with a higher prob-
ability of transiting to formality. Then, it is also possible to find out if the
latter higher probability is in turn associated with the fact that these indi-
viduals exit the initial state more frequently or because they have greater

possibilities of moving to formality once they abandon their initial state.
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5. Labour composition and evolution of labour formality in Latin
America during the new millennium

Towards 2014, 76% of all wage earners in the region were formal accord-
ing to ILO estimates.* These figures are the average of those corresponding
to eleven countries weighted by population; the simple average of these
countries” incidence is 70%. That share reaches 86% for those working in
medium and large establishments (5 or more workers) and 44% for those
in micro and small companies. When the comparison is made with total
employment, it appears that formal wage earners represented a little more
than half of the labour force (55%) of the region considering the weighted
average; the simple average amounts to 48%. In other terms, about two
thirds of all informal employees (63%) worked in small productive units
and in the domestic service sector. Therefore, the proportion of those be-
longing to medium and large-sized establishments is far from negligible
as it reaches almost a third of all wage earners.

However, behind this global panorama the composition of employ-
ment is highly heterogeneous among the countries considered in this
study, which gives greater worth to the comparative analysis. As we can
see in Figure 1, Brazil exhibits the highest level of wage formality in sala-
ried employment (73%), followed by Argentina (65%), Ecuador, Peru and
Mexico (about 60%) and, finally, by Paraguay (54%).
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Figure 1. Employment composition in six Latin American countries
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The ranking of countries is somewhat different when considering the
share of formality in total employment due to the dissimilar incidence of
self-employment. While in Brazil and Argentina around half of the ur-
ban employed are formal wage earners, this value drops to 44% and 41%
in Mexico and Paraguay, respectively, and to 36% in Peru and Ecuador.
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Therefore, these figures show that formal wage earners, those covered by
labour regulation, represent a small portion (at most half) of the total ur-
ban employed. In Ecuador and Peru, this group of workers is even lower
numerically than non-salaried workers.

However, although labour informality continues to be one of the dis-
tinctive characteristics in the region, its incidence has fallen in a significant
number of Latin American countries during the new millennium.

In the six countries under study, labour formalization meant an in-
crease of around 14 percentage points (pp) in Argentina and 8 pp in Brazil
in the formality rate among salaried workers. Even more intense was this
process in Ecuador, Paraguay and Peru, where the share of formal workers
grew between 17 pp and 23 pp. Mexico, on the contrary, only experienced
a slight increase, about 2 pp, between the two ends of the period (Figure 2).

Figure 2. Evolution in the formality rate among urban salaried
employment during the 2000s
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The labour formalization process in these countries during the 2000s
has been associated, on the one hand, to a greater dynamism in the genera-
tion of new jobs in a macroeconomic context characterised by a relatively
high and stable growth rate; and on the other hand, to the implementa-
tion of specific public policies aiming at reducing the costs of informality
through varied incentive mechanisms.

Indeed, the business cycle is a relevant factor to consider when analys-
ing the drivers of the decline in labour informality. There are theoretical
arguments on both the demand and supply sides of the labour market
that account for the countercyclical nature of informality. The functioning
of the labour market becomes more predictable as a result of sustained
economic growth, thus favouring an increase in long-term contracts. In
this context, formalization becomes more feasible. In addition, a period of
sustained growth in labour demand might also lower the expected prob-
ability of layoffs and consequently the probability of employers having
to face the costs of firing a formal worker. Hence, the incentives to main-
tain informal labour relations, associated with the relatively lower costs of
staff reductions in downward phases of the business cycle, are reduced. In
this context, employers can benefit from the positive effects of long-term
labour relations: productivity increases as a result of the intensification
of training activities and higher levels of job engagement. There is evi-
dence regarding the positive impact of the economic cycle on formaliza-
tion (Bosch and Esteban-Pretel, 2009; Boeri and Garibaldi, 2007; Bosch and
Maloney, 2008; Corsueil and Foguel, 2012).
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Even when the evidence supports the procyclical behaviour of labour
formality, economic growth seems a necessary but not sufficient condition.
In particular, some of the specific policies implemented in these countries
may also account for the process of formalization. Among them, incen-
tives for employment formalization and labour inspections. Some studies
have found positive impacts of the reduction of employers’ contributions
or the simplification of administrative procedures to register workers on
formal labour demand (Castillo et al., 2012; Fajnzylber et al., 2009; Delgado
et al., 2007, Monteiro and Assuncao, 2012), while others have not found
significant impacts (Cruces et al., 2010; Chacaltana, 2001, 2008). In addi-
tion, the few studies evaluating the impact of inspection seem to confirm
that they have a positive effect on labour market formality (Almeida and
Carneiro, 2009; de Andrade et al., 2013; Berg, 2010; Ronconi, 2010; World
Bank, 2012).

However, after the significant increase in labour formality in the coun-
tries under analysis (except Mexico), this process slowed down, stopped
or reversed in recent years, hand in hand with the weakening of the mac-
roeconomic performance. As shown in Figure 2, the turning point seems
to have been around 2014/2015. In Argentina, after a certain stagnation of
the formality rate between 2010 and 2015, it fell 2 pp between that year and
2019. A similar situation is observed in Ecuador, with a slowdown in the
increase in formality between 2012 and 2015 and a subsequent reduction
of 4 pp over the last four years.

These two contrasting phases are also observed in Brazil where there
was an increasing trend in formality until 2015 and a fall between 2015
and 2019 (-3.5pp). After the strong formalization process in Peru and
Paraguay until 2014 and 2015, respectively, the proportion of formal
workers remained relatively constant. Mexico experienced a different
process from the rest of the countries considered. Initially, between 2007
and 2010, the formality rate reduced by 3 pp; then it remained at this
level until 2012 and then experienced a slight increase of 2 pp, mainly
between 2012 and 2014. As mentioned, as a net result of these contrast-
ing dynamics the formality rate only increased by 2 pp throughout the
period considered.
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In all these cases, then the more recent behaviour of labour informality
is particularly worrisome given that this phenomenon is far from being

negligible in the region.

6. Dominant traits in labour market turnover in Latin America over
the whole period

Starting with the dynamic analysis, the year-on-year transition matrices
between different states (employed, unemployed and inactive) and dif-
ferent types of occupation are analysed. Table A.2 presents the average
results for the whole period.

The first finding is that, as expected, formal workers in all the countries
are more likely to remain in a formal job than the rest of workers. In par-
ticular, between 80% and 90% of initially formal wage earners were still
formal workers one year later. Among informal workers, that percentage
falls to about 50/55% (with the exception of Paraguay, where it is 64%).
Own-account workers are in between, with about 62% to 76% remaining
in a similar position after at least one year.

The lower labour stability of informal wage earners could be explained
by the fact that they have low or none legal firing costs, thus making them
attractive for employment in industries with unstable demand and for
unstable occupations. Moreover, informal employees have a greater pres-
ence in small-scale firms, which are regularly exposed to risks that make
them more vulnerable. As they operate with low capital/labour ratios, the
decision to interrupt economic activity is easier. The higher occupational
stability among formal wage-earners may be explained by the existence of
firing costs as well as by the fact that they are more concentrated in big,
more stable, companies.

Secondly, informal workers exiting that occupational category mostly
transitioned to formality (Argentina, Brazil, Mexico and Paraguay) or to
self-employment (Ecuador and Peru). However, even in this second group
of countries, transitions between informality and formality are relevant.
At least in part, this has to do with the process of formalization observed
for most of the period considered. At all events, as mentioned before, half

or more of those who were initially informal remained so after one year.
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Even more, informal wage earners constitute the group (of workers) that
transits with the greatest intensity towards unemployment.

Thirdly, the most frequent destination for non-salaried workers (most
of them non-professional own-account) who leave their initial occupation
is inactivity (except in Argentina, where these transits, although impor-
tant, are somewhat less frequent than exits to an informal position).® This
was to be expected as the intermittence associated with these workers’
typical occupations could imply that many of them do not actively seek a
new job while “waiting” for a new demand of their services or products.

Fourthly, most non-professional own-account workers do not find for-
mal jobs. Indeed, the percentage of transitions to a formal job is extremely
low (less than 7%) in all countries. This type of workers and the inactive
people are the two groups of individuals with the least probability of mov-
ing towards formality, even lower than the unemployed. Instead, their op-
tions are limited to precarious wage-earning positions or another form of
own-account employment, probably of low quality as well.

Lastly, given that in Latin America, including the countries concerned,
unemployment spells are relatively short — basically because of a lack or
low coverage of unemployment insurance — only about 15% to 27% of in-
dividuals who were initially unemployed remained so one year later. In
most cases, this reflects the high number of transitions to inactivity (19-
30%) and informal jobs (13-35%). In all cases, it is evident that although
the unemployed quickly leave this initial state, this does not translate into
intense entries into formality, since in almost all cases (except in Brazil)
less than 16% of those unemployed in one year are formal one year later.
The same happens for the inactive people, for whom the probabilities of
entering the workforce through a formal occupation are very low. There-
fore, transits between informal, self-employment and inactivity are very
frequent in all the countries.

In conclusion, four groups of people with different dynamics are ob-
served in the countries concerned: (1) formal workers, almost all of whom

remain in a formal occupation throughout the year in which they were

5 In Paraguay the frequency of transits to inactivity is not significantly different to the transits to
informality.
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observed; (2) informal wage earners who, despite the sizeable flows to
formality observed during that period, exhibit high rates of permanency
in jobs of that kind and significant flows to self-employment or unem-
ployment; (3) self-employed workers with a low probability of entering
a formal job and a higher probability of moving towards inactivity and
informality; and (4) the unemployed or inactive people, who also have
significant probabilities of entering an informal job and low chances of
transiting into a formal occupation.

It can, therefore, be expected that -except for the first group- labour
turnover in Latin America entails a vicious circle of low wages and no
income,® especially given the limited access to social protection in the re-

gion.

7. The anatomy of the entries to a formal occupation

Considering that the period under study is mostly characterised by a trend
towards labour formalization, the following analysis will be focused ex-
clusively on flows into formality. Table A.3 presents the results of the de-
composition of entries into formality from a labour status different from a
job registered in the social security system. Column I shows the distribu-
tion of non-formal workers in the first observation , column II the prob-
ability of exit from this initial state , column III the conditional probability
of transiting to a formal job, column IV the entry rate to a formal job , and
column V the contribution of each group to the formalization process, me-
diated by a change of occupation or labour status (.

In all the countries the major contribution to new formal jobs (column
V) comes from individuals who were informal wage earners, followed by
inactive people (Argentina, Brazil and Mexico), self-employed (Ecuador
and Peru) or unemployed (Paraguay) in the first observation.

In the case of inactive individuals, the high contribution derives mainly
from the fact that they represent a relatively large group among initially
non-formal workers (column I). In contrast, the group of unemployed, al-
though smaller in number, exhibits higher exit rates from that state (col-
umn II) and higher conditional probabilities of transiting to formality after

exiting unemployment (column III), in comparison with inactive.
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The higher importance of informal salaried workers in this kind of flow
in comparison with unemployed is because the former constitutes a larger
group and they exhibit higher conditional probabilities of entering formal-
ity after leaving the initial state. As mentioned, the relatively higher exit
rates from unemployment and, therefore, the relatively shorter duration
of these episodes compared to those of employment are expected, espe-
cially in countries where unemployment benefits are very low or null. This
is because when it becomes a matter of survival, individuals are quick to
accept any labour opportunity that they are offered.

The contribution of self-employed workers, especially in Ecuador and
Peru, reflects their relatively high proportion among the initial non-formal
workers. In all cases, it is observed, as mentioned, that these workers have
greater job stability - and therefore lower exit rates - than informal salaried
workers. In all the countries, in addition, the lower conditional probabili-
ties of transitioning to formality are again observed (compared to informal
wage earners).

Individuals (and, in particular, workers) with an intermediate educa-
tional level — i.e. complete secondary and incomplete tertiary education
— contribute to a larger extent to the transitions between non-formality
and formality. The relatively smaller contribution made by workers with
a university education to these transitions is mainly explained by their
smaller number among non-formal individuals and, in Argentina, Brazil
and Paraguay, also by their relatively lower probability of exiting the ini-
tial job. Nevertheless, in all the cases, once they have exited a non-formal
job, they have a significantly higher conditional probability of entering a
formal job. Workers with higher education usually are better qualified to
obtain a formal job once they have left the initial informal position.

Differences between women and men are also significant, where men
explain around two thirds of total entries to a formal position (except in
Brazil where they account for 50%). This is mostly explained by the fact
that men have a relatively higher conditional probability of transiting to
formality after leaving the initial state. This seems consistent with the
greater difficulties that women have in the Latin American labour market,

a stylized fact largely documented in the empirical literature for the region
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(Alaniz et al. 2020; ILO, 2014; Beccaria and Paz, 2016; ECLAC and ILO,
2019). This gap widens even more when only the group of those employed
in the first observation is considered. In addition to the factor just men-
tioned, the higher male incidence among those initially employed also ex-
plains this result. This is so despite the greater occupational stability - and,
therefore, the lower job exit rate - that men have, even in an informal job.

Prime-aged individuals and, in particular workers, made the great-
est contribution to inflows towards formality, accounted for more than
half of total transitions to a formal position. In all the cases, their high
contribution derives mainly from the fact that they represent a relatively
large group among initially non-formal workers. In addition, once they
exit their jobs, they face higher probabilities of transiting to a formal sala-
ried position. Consistent with the literature for the region (Maurizio, 2011;
Cunningham and Salvagno 2011), young people experience the highest
occupational turnover. However, except in Brazil and Paraguay, this does
not translate into higher conditional probabilities of entering formality.

The findings regarding the contribution to the formalization process of
workers according to the size of the firm are heterogeneous across coun-
tries: while in Argentina, Ecuador, Mexico and Paraguay workers in small
business contributed the most to these types of transitions, in Peru those
working in medium-sized firms accounted for the majority of these transi-
tions, while in Brazil the greatest flows to formality were verified among
workers initially in large companies. However, a positive correlation be-
tween this dimension and the probability of becoming formal is found in
all countries.

This is the result of both the increasing exit rate from a non-formal job
according to the size of the firm, and the positive correlation between the
former and the conditional probability of entering a formal job. It is worth
mentioning that a significant part of non-formal workers from large com-
panies transited to another large company after leaving the initial posi-
tion. Therefore, these transitions might be associated with the fact that
formality rates are higher in this type of firm compared to the rest. Also,
workers in large companies are more likely to have a wider social network

that provides them with more information on employment opportunities
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in other companies with the same characteristics. Lastly, there could be a
signalling effect whereby workers from large companies might be consid-
ered more suitable by future employers to occupy a formal position.

Finally, workers with lower tenure have made the greatest contribu-
tion to the flows between non-formality and formality in all the countries
considered (except in Mexico). This is mainly because a longer duration
on the job reduces exit rates.” In Brazil, Ecuador and Mexico, additionally,
the conditional probability of entering formality decreases as tenure in-
creases. This pattern is really striking because it means that workers with
lower tenure have greater chances of entering a formal job once they have
abandoned their initial informal occupation. Going back to the scarring
hypothesis, it could be said that going through informality results in lower
chances of getting a formal job, and that the chances get smaller as the du-
ration of the informality episode increases.

8. Bridging the formality gap?

Considering that the formalization process has shown different intensity
across individuals and workers, it is interesting to evaluate to what ex-
tent this process has involved a widening or a narrowing of the formality
gaps throughout the period considered. Table A.4 shows the formality rate
among different groups of salaried workers at the beginning of the 2000s
and the entry rate to a formal position over the period.

Some groups of workers that presented a relatively initial higher for-
mality rate benefited more intensely from this process. In particular, both
the initial formality rate and the speed of the formalization process (prox-
ied by the entry rate) grew with the level of education.

In Argentina, Peru and Brazil, the formality rate among men was high-
er than among women. In the first two countries, in addition, the dynam-
ics of formalization tended to exacerbate the initial gaps. However, the
opposite happened in Ecuador, Mexico and Paraguay: the initial formality
rate was lower among men although they were formalised with more in-

tensity than women.

7 Evidence for this negative relationship between the latter variables is commonly found in the interna-
tional literature.
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A reducing formality gap pattern is found in relation with age. In par-
ticular, the lower rate of formality among young people is the rule in all
countries. Additionally (except in Peru) this group of workers experienced
the highest entry rates.

On the contrary, both the initial formality rate and speed of the for-
malization process increase with the firm size. Then, the formality gaps
according to this dimension have significantly widened over the period
in all cases.

Finally, the opposite situation appears in the case of tenure, since the
gaps have been narrowed due to the higher intensity of formalization
among workers with less job duration, who exhibited lower formalization

rates at the beginning of the period.

9. Final remarks

This paper analysed the labour formalization process that took place dur-
ing the new millennium in six Latin American countries -Argentina, Brazil,
Ecuador, Mexico, Paraguay and Peru-, from a comparative and a dynamic
perspective. In particular, this study assessed the intensity of occupational
turnover among urban salaried workers, focusing on the inflows to a for-
mal position and evaluated whether this process took place for all groups
of workers or if some of them particularly benefited from these dynamics.

However, after the significant increase in labour formality in the coun-
tries under analysis (except Mexico), this process slowed down, stopped
or reversed in recent years, hand in hand with the weakening of the mac-
roeconomic performance. This behaviour is particularly worrisome given
that labour informality is far from being negligible in the region.

To a certain extent, this is associated with the countries” productive
structures, where a very high proportion of enterprises have low produc-
tivity and competitiveness levels that constrain the improvement of work-
ing conditions. Therefore, in order to secure the trends of employment
generation with labour formalization, as well as the consolidation of la-
bour institutions, productive policies aiming at enhancing high efficiency
and systemic competitiveness need to be continuously strengthened with-

in a long-term economic development strategy.
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Table A.2: Transitions matrices for the whole period

Occupation in t+1

Country | Occupationint | Formal Informal Own-account Unemployed Inactive

Formal 87,5% 5,4% 2,6% 2,0% 2,6%

Informal 14,1% 55,0% 11,2% 6,8% 13,0%

Argentina | Own-account 5,3% 12,8% 68,0% 4,1% 9,8%
Unemployed 11,5% 23,7% 12,1% 25,7% 27,0%

Inactive 2,9% 9,4% 4,9% 6,5% 76,3%

Formal 85,6% 4,3% 2,5% 2,5% 51%

Informal 23,6% 49,8% 10,9% 4,2% 11,5%

Brazil Own-account 6,4% 7,2% 76,0% 1,3% 9,2%
Unemployed 24,9% 13,1% 6,8% 26,5% 28,8%

Inactive 5,6% 4,3% 4,0% 4,2% 81,9%

Formal 84,9% 5,1% 4,4% 2,1% 3,4%

Informal 13,1% 55,2% 18,9% 4,0% 8,8%

Ecuador | Own-account 4,0% 11,3% 70,3% 2,0% 12,4%
Unemployed 15,0% 20,9% 16,5% 18,0% 29,6%

Inactive 2,7% 6,0% 10,3% 4,7% 76,3%

Formal 78,0% 10,1% 3,7% 2,6% 5,6%

Informal 15,9% 54,1% 12,3% 3,6% 14,1%

Mexico | Own-account 5,0% 13,6% 62,1% 1,7% 17,5%
Unemployed 22,9% 24,6% 11,1% 14,5% 26,9%

Inactive 4,0% 8,6% 8,5% 2,5% 76,3%

Formal 86,4% 6,9% 2,7% 2,2% 1,8%

Informal 11,7% 64,3% 9,8% 7,0% 7,2%
Paraguay | Own-account 2,3% 10,8% 70,5% 5,4% 11,0%
Unemployed 10,7% 35,2% 8,0% 27,0% 19,1%
Inactive 2,3% 12,7% 8,0% 9,4% 67,6%

Formal 79,1% 8,6% 5,9% 3,4% 3,0%
Informal 13,4% 54,0% 15,8% 5,5% 11,3%
Peru Own-account 4,1% 9,6% 72,6% 3,4% 10,3%
Unemployed 11,4% 20,3% 14,6% 20,7% 32,9%
Inactive 3,0% 11,4% 14,6% 9,2% 61,8%

Source: Authors’ elaboration based on Household Surveys
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Table A.3. Inflows to a formal job by different groups of individuals

ARGENTINA BRAZIL
Distribution Conditional _— Distribution Conditional -
) Contribution . Contribution
Characteristics ~ 0fnon  Exitratebw. . prob.of Entryrateto o 5q, 0\ Characteristics ~ ofnon  Exitratebw. . prob.of —Entryrateto g, 0y
formal  tand+1 transitingto aformal job s formal  tandf+1 transitingto a formal job :
workers in ¢ a formal job a formal job workers in t a formal jol a formal job
Allindividuals Allindividuals
Informal wage earner 24 45 31 14 49 Informal wage earner 16 50 47 24 38
Self-employed 21 32 17 5 16 Self-employed 23 2 27 6 15
Unemployed 9 74 15 11 15 Unemployed 7 74 34 25 18
Iactive 45 2 12 3 19 Iuctie 53 18 31 6 29
TOTAL 100 35 20 7 100 TOTAL 100 29 35 10 100
Education Education
Less compl. Secondary 56 37 11 4 35 Less compl. Secondary 52 30 2 7 37
Comp. Secon-Ine. 3¢ 5 2 N o Comp. Secon-Ine. ¢ 3 . M s
Tere. Tere.
Complete Terciary 9 10 34 13 18 Complete Terciary 11 34 39 13 15
TOTAL 100 39 17 7 100 TOTAL 100 34 31 10 100
Gender Gender
Wormen 55 37 14 5 42 Women 53 33 29 9 47
Men 45 42 20 8 58 Men 47 36 33 12 53
TOTAL 100 39 7 7 100 TOTAL 100 34 31 10 100
Age Age
Less than 25 34 40 15 6 30 Less than 25 27 43 31 14 35
2545 38 3 2 9 51 2545 29 4 3 15 a
More thands 27 3 14 5 19 More than 45 44 23 2 6 24
TOTAL 100 39 17 7 100 TOTAL 100 34 31 10 100
Tnitially occupied Initially occupied
Education Education
Less compl. Secondary 53 43 16 7 38 Less compl. Secondary 46 36 29 11 37
Comp. Secon-Ine. 5, % 2 n 0 Comp. Secon - Inc. . © . 1 M
Terc. Tor
Complete Terciary 13 36 40 15 20 Complete Terciary 17 35 44 15 19
TOTAL 100 3 2 9 100 TOTAL 100 38 3 13 100
Gender Gender
Women 42 45 19 9 38 Women 43 40 34 14 44
Men 58 2 2 10 62 Men 57 36 36 13 56
TOTAL 100 43 22 9 100 TOTAL 100 38 35 13 100
Age Age
Lessthan2s 17 59 19 1 21 Lessthan25 14 58 0 3 2
25 49 44 25 11 56 25-45 39 39 40 15 45
More than 45 34 35 18 6 23 More than 45 47 30 28 8 30
TOTAL 100 3 2 9 100 TOTAL 100 38 3 13 100
Size of firms Size of firms
Less 6 employees 77 41 16 7 56 Less 6 employees 71 31 26 8 44
6-d0 employees 17 16 32 15 2 6-40 employees 5 4 39 16 6
More than 40 6 54 46 2 16 More thand0 24 55 19 27 50
TOTAL 100 43 21 9 100 TOTAL 100 38 35 13 100
Tenure Tenure
Less than 1 year 32 55 21 12 40 Less than 1 year 23 56 40 22 39
1-5 years 34 44 22 10 34 1-5 years 35 40 35 14 36
More than 5 years 34 31 3 7 2 More than 5 years 42 2 30 8 2
100 3 » 9 100 TOTAL 100 38 3 13 100
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ECUADOR MEXICO
L N Conditional L . Conditional
D‘:"':’(::““ Exitrate  prob.of Entryrate Contribution D‘z‘f‘:";‘n'f"“ Exitrate  prob.of Entryrate Contribution
Characteristics bw.tand transiting toaformal toinflows to Characteristics bw.tand transiting toaformal to inflows to
formal A s formal | s
! #1  toaformal  job aformaljob ! #1  toaformal  job aformaljob
workers in t for workersin t for
All individuals All individuals
Informal wage earner 20 45 29 13 16 Informal wage carner 25 6 35 16 19
Selfemployed 32 30 14 4 2 Selfemployed 24 38 13 5 15
Unemployed 4 82 18 15 12 Unemployed 4 85 27 23 11
Inac tive 44 24 12 3 21 Inac tive 47 24 17 4 24
TOTAL 100 33 18 6 100 TOTAL 100 35 23 8 100
Education Education
Less compl. Secondary 58 31 9 3 30 Less compl. Secondary 42 37 1 4 2
Comp. Secon-Ine. © 2 s N Comp. Secon-Ine. » 18 s I
Tere. Terc.
Complete Terciary 6 45 36 16 17 Complete Terciary 13 45 29 13 24
TOTAL 100 35 16 6 100 TOTAL 100 40 17 7 100
Gender Gender
Women 55 35 12 4 42 Women 56 37 14 5 41
Men 45 36 20 7 58 Men 44 44 21 9 59
TOTAL 100 35 16 6 100 TOTAL 100 40 17 7 100
Age Age
Less than 25 31 35 14 5 28 Less than 25 32 43 16 7 33
2545 40 39 19 7 52 25-45 40 42 19 8 48
More than 45 29 30 13 4 20 More than 45 28 35 14 5 19
TOTAL 100 35 16 6 100 TOTAL 100 40 17 7 100
Tnitially occupied Tnitially occupied
Education Education
Less compl. Secondary 59 35 12 4 35 Less compl. Secondary 42 m 12 5 27
Comp. Secon-Inc. " 2 n o Comp. Secon-Ine. ® 2 . ®
Terc. Terc
Complete Terciary 7 40 40 16 16 Complete Terciary 14 48 32 15 25
TOTAL 100 38 19 7 100 TOTAL 100 46 19 9 100
Gender Gender
Women 40 43 15 6 34 Women 40 50 14 7 33
Men 60 35 23 8 66 Men 60 44 22 9 67
TOTAL 100 38 19 7 100 TOTAL 100 46 19 9 100
Age Age
Less than 25 15 52 18 10 19 Less than 25 20 59 17 10 24
25 49 39 22 9 58 25-45 48 45 21 9 53
More than 45 36 31 15 5 23 More than 45 32 39 16 6 23
TOTAL 100 38 19 7 100 TOTAL 100 46 19 9 100
Size of firms Size of firms
Less 6 employees 84 36 14 5 58 Less 6 employees 81 m 13 6 56
6-40 employees 12 45 35 16 2% 640 employees 15 52 32 17 31
More than 40 4 57 51 29 16 More than 40 4 64 43 28 13
TOTAL 100 38 19 7 100 TOTAL 100 46 18 8 100
Tenure Tenure
Less than 1 year 48 48 21 10 65 Less than 1 year 23 58 18 10 31
15years 18 3 19 6 16 15years 34 43 17 8 37
More than 5 years 34 27 15 4 19 More than 5 years 43 37 15 6 32

TOTAL 100 38 19 7 100 TOTAL 100 46 16 7 100
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PARAGUAY PERU
Distribution ___. Conditional o Distribution . . Conditional —
Exitrate  prob.of Entryrate Contribution Exitrate  prob.of Entryrate Contribution
Characteristics ofnon- 'tand transiting toa formal to inflows to Characteristics ofnon-\"tand transiting toa formal to inflows to
formal h N formal h ’
. #1  toaformal  job aformaljob . #1  toaformal  job aformaljob
workers in ¢ o workers in £ i
All individuals Allindividuals
Informal wage earner 34 36 3 12 53 Informal wage earner 24 46 29 13 n
Self-employed 23 30 8 2 8 Selfemployed 38 27 15 4 24
Unemployed 10 73 15 11 17 Unemployed 8 79 14 1 14
Inactive 33 32 7 8 12 Inactive 31 38 8 3 14
TOTAL 100 37 17 6 100 TOTAL 100 39 17 7 100
Education Education
Less compl. Secondary 55 3 6 3 27 Less compl. Secondary 39 39 6 2 15
Comp. Secon - T’;:E 5 w0 s 5 0 Comp. Secon - Tll:; ® e M , 5
Complete Terciary 2 47 13 6 2 Complete Terciary 13 50 31 16 2
TOTAL 100 46 12 5 100 TOTAL 100 44 14 6 100
Gender Gender
Women 54 46 9 4 3 Women 53 44 10 4 36
Men 46 4 15 7 57 Men 47 45 19 8 64
TOTAL 100 46 12 5 100 TOTAL 100 44 14 6 100
Age Age
Less than25 33 50 11 5 2 Lessthan25 34 52 9 5 2
2545 46 48 14 7 55 2545 41 44 18 8 54
More than 45 22 36 9 3 13 More thand5 25 34 16 5 2
TOTAL 100 46 12 5 100 TOTAL 100 44 14 6 100
Initially occupied Initially occupied
Education Education
Less compl. Secondary 52 3 8 4 28 Less compl. Secondary 38 36 6 2 17
Comp. Secon-Ine. “ » 0 © Comp. Secon-Ine. 5 2 5 s
Terc. Terc.
Complete Terciary 3 39 20 8 3 Complete Terciary 15 4 2 10 2
TOTAL 100 3 15 7 100 TOTAL 100 40 12 5 100
Gender Gender
Women 43 45 13 6 38 Women 46 37 9 3 32
Men 57 2 17 7 02 Men 54 43 14 6 68
TOTAL 100 3 15 7 100 TOTAL 100 40 12 5 100
Age Age
Less than25 21 51 16 8 25 Lessthan25 23 61 8 5 24
2545 54 4 16 7 58 2545 48 40 14 6 57
More than 45 25 3 13 4 17 More than 45~ 29 23 14 3 19
TOTAL 100 3 15 7 100 TOTAL 100 40 12 5 100
Size of firms Size of firms
Less 6 employees 70 il 7 3 3 Less 6 employees 79 2% 6 1 24
6-40 employees 19 46 24 11 34 6-40employees 14 89 16 14 40
More than 40 11 47 37 17 31 More than 40 7 %9 24 24 36
TOTAL 100 3 14 6 100 TOTAL 100 0 12 5 100
Tenure Tenure
Less than 1year 34 54 15 8 2 Less than Tyear 41 59 13 8 58
15years 32 3 17 7 34 15years 30 35 13 5 2%
More than 5 years 34 34 14 5 24 More than 5 years 30 16 17 3 16
TOTAL 100 3 15 7 100 TOTAL 100 39 13 5 100

Source: Authors’ elaboration based on Household Surveys
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