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Preface 
 
 

This document appeared as “El trabajo decente y el Sector Informal en los Países del 
Istmo Centroamericano” and was originally published in Spanish by the ILO subregional 
Office in San José, Costa Rica.  

 
The conclusions reached at the 90th Session of the International Labour Conference (June 

2002) on decent work and the informal economy put the spotlight anew on the importance of 
economic activity in what has long been known as the informal sector.  Among those 
conclusions was a call to assist member States in collecting, analysing and disseminating 
statistics on the size, composition and contribution of the informal economy so as to inform the 
formulation of appropriate policies and programmes (ILO: International Labour Conference, 
90th Session, 2002, Provisional Record, No. 25, p. 61).  
 

For this reason, the Policy Integration Department commissioned a translation of this 
document, which was initiated by Enrique Brú Batista, Director of the ILO San José Office. 
The document was written by Juan Diego Trejos Solórzano, an economist who is Professor  at 
the University of Costa Rica,  in 2002 and introduced by Miguel Del Cid, Principal 
Employment Specialist in the ILO San José Office. The translation from Spanish into English 
was done by Orlando García Valverde of  Costa Rica, with editing by Rafael Diez de Medina 
of the Policy Integration Departrment. 

 
The document uses the term “informal sector” since this was ILO usage at the time of its 

preparation, and is still the term employed for statistical purposes. However, as noted in the 
ILC  conclusions,  the term ‘informal economy’ is preferable to ‘informal sector’ because the 
workers and enterprises in question do not fall within any one sector of economic activity, but 
cut across many sectors. 

 
Following closely the recommendations of the XVth International Conference of Labour 

Statisticians (ICLS, 1993), the ILO has enhanced efforts in the Central American isthmus to 
take greater advantage of household surveys, with the intended purpose of obtaining new 
statistics and indicators about the level of heterogeneity of the informal economy. These efforts 
have produced results of great interest from the points of view of both diagnosis and policy 
proposals. 

 
The study prepared by Juan Diego Trejos integrates other measurement and analysis 

exercises carried out for the different countries of the sub-region. It adds value by presenting a 
sub-regional vision of the informal economy in relation to labour markets, with special 
attention to labour force characteristics and indicators on its employment and working 
conditions (salaries, income, working hours, etc.).  An attempt is thus made to contribute some 
evidence of decent working conditions in the informal economy, with all its complex 
heterogeneity.  

 
Based on a combination of the categories and variables used in the household surveys, 

these exercises reveal a situation that causes concern among policymakers.  Such concern 
emanates not only from the considerable magnitude and growth rate of the informal economy, 
but from the very large share of the labour force engaged in subsistence activities, with little or 
no chance to advance towards higher levels of accumulation and development. 
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In the course of the debate on informality, the ILO has contributed a wealth of 

information about an informal sector whose basic dynamic involves a style of growth and 
development that is very much conditioned by international circumstances. Some of the effects 
of globalisation result in growth of the informal sector, more outsourcing and a more 
precarious structure of employment, in processes that mutually reinforce each other. A related 
concern is that precarious work in the informal economy frequently and increasingly affects  
enterprises within the formal economy. 

 
Another important facet of the globalisation process is its generation of employment 

opportunities for women; unfortunately, such new opportunities are not always accompanied 
by employment quality.  Studies and surveys indicate that working women, especially in the 
informal economy, come from the strata at the lowest productivity and income levels, with 
their concentration in structural poverty in various countries.    

 
This Working Paper includes a summary, prepared by Miguel Del-Cid, of the challenges 

that employment policies face in relation to the informal economy. This overview links the 
findings of the Trejos study to the broader policy context. 

 
The scope of the document touches principally, but not exclusively, on the employment 

aspect of Decent Work; further studies will be needed to delve more deeply into aspects of 
principles and rights at work, social protection and social dialogue in relation to the informal 
economy. 

 
The lively debate on the informal economy at the 90th International Labour Conference 

in 2002 revealed the complexity of this phenomenon and the remaining challenges for 
achieving decent work for all workers and employers. In following up the conclusions reached 
by the representatives of Governments, Employers and Workers during that discussion, the 
ILO is committed to enhancement of the knowledge available about the informal economy in 
order to help identify data and policies that could assist countries improve their social 
situations.   

 
This Working Paper is intended to contribute to that continuing effort, which is being 

pursued in the Americas Region and at ILO Headquarters, in particular by the Bureau of 
Statistics and the Statistical Development and Analysis Group of the Policy Integration 
Department.  
 

The views expressed are those of the authors. 
 
 
 
  Anne Trebilcock 
Enrique Brú Bautista Deputy Director, 
Director, ILO San José  Policy Integration Department 
 
 
August 2003 
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Challenges of Decent Employment and  
Work Policies in the Informal Sector –
A Summarized vision for Central America 

 Miguel Del Cid 

1. Introduction  

Thirty years after the adoption and dissemination of the concept in an ILO study in 
Kenya,1 the informal sector notion remains under debate concerning both, its conception, 
and the methodological framework for the measurement thereof. 
 

At the XV International Conference of Labour Statisticians (ICLS, 1993), country 
experts at world level established a definition of the informal sector, with specific 
recommendations for an approach to its measurement. 
 

Such definition was made following a productive rationality approach that basically 
refers to the characteristics of an economic unit, enterprise or business, identified as a set of 
units of production of goods or provision of services that functions in a small scale, with an 
elementary organization and not much of a division between work and capital, and where 
employment relations (if any) are not covered by formal contracts involving guarantees and 
rights. 

 
This definition, which was internationally adopted in 1993, served as a basis to 

develop an informal sector notion that does not ignore the working conditions of the labour 
force either, nor the conditions of legality under which informal enterprises operate in terms 
of level of compliance with the different legal rules (registration, taxation, health, labour, 
etc.).  

 
In any event, thanks to the progress of ILO work concerning the informal sector in 

the region, it becomes clear that legality criteria are not the determining factors in the 
definition of the concept or in the explanation of the informality phenomenon. In an 
abundance of studies done by the ILO, the United National Economic Commission for 
Latin America (ECLAC) and other organizations during the 1980s and 1990s, the informal 
sector is interpreted as a consequence of the development style and the labour surplus found 
in Latin American economies. 

 
In general, this interpretation is compared –in terms of diagnosis and policies- to 

those that conceive informality as a consequence of excessive state intervention and 
regulations, which coincide with the context of policies encouraged by international 
financial institutions. 

 

                                                      
1  Employment, incomes and equality. A strategy for increasing productive employment in Kenya, 

ILO, 1972 
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More recently, the ILO has resumed the debate on the informal sector and it included 
the subject into the agenda for the 90th International Labour Conference (2002). This 
Conference adopted a resolution on this matter,(*) in which some conceptual issues and 
recommendations relative to analysis and policy are set forth. Firstly, it suggests the 
adoption of the informal economy concept, which it deems more operational than the 
informal sector concept, given the great heterogeneity of informal activities. This notion of 
economy configures itself more with the conditions of legality that shape informal 
activities.  

 
The Resolution highlights the existence of large decent work deficits among informal 

economy workers in terms of income, protection, and social security, and, in general, 
concerning basic labour rights. Obviously, much of this informal economy labour force is 
excluded by legal definition from the exercise of such rights, since it consists of 
independent or non-remunerated family workers marginalized from formal labour relations 
because of the nature of their activities. 

 
Besides, the trend to exclude informal economy workers as regards policies and 

programmes related to education, professional training, credit, etc, which makes it even less 
possible to integrate them into the formal economy and employment, is also stressed. 

 
A matter of interest that the Conference reiterated is the tendency prevailing in these 

times of globalization and openness, i.e. towards increased precariousness of the work in 
modern market segments. This is shown by an increase in informal employment, a concept 
applied to informal jobs, or jobs without rights, that become more and more common in 
both the informal sector of the economies and in modern-segment enterprises.  

 
This paper, by Juan Diego Trejos, makes it possible to ascertain the well-known 

problems of the informal sector, which relate to low productivity and income levels of the 
labour force, low schooling levels, involvement of women into the most precarious 
informal activities, and the evident heterogeneity of the informal sector. The analysis is 
carried out within the context of the economic and social reality of the countries of the 
Central American isthmus, to a large extent characterized by a labour market with a strong 
rural component, and by agricultural production and employment that carry considerable 
weight. While this reality changes the relative importance that the informal sector has in the 
employment structure of the sub-region, it does not diminish it as a focal point from the 
point of view of policy making. 

 
One interesting aspect of this study is an attempted classification, on the basis of 

categories and information developed from the survey, of those occupied in different 
productivity strata within the informal sector. This is done based on the workers’ income as 
a proxy variable that assumes that factors are remunerated according to their marginal 
productivity. It becomes equally admissible that the accumulation conditions of the 
production units or informal businesses also reflect themselves in the income that their 
workers receive, it being understandable that a micro-business that would pay its workers, 
for instance, 3 times the minimum wage would show better accumulation conditions, than 
those of a business that does not pay even one minimum wage salary to its labour force, 
thus maintaining it on the borderline of subsistence. 

 

                                                      
(*)  The resolution relates to decent work and the informal economy, 90th International Labour 

Conference, 2002, Provisional Record No. 25. 
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In order to complement classification criteria and to better identify informality 
conditions and employment/occupation quality, other variables relative to access to social 
security and working hours are considered, although the former do not appear in all of the 
country surveys. Also excluded from the definition of the informal sector are activities 
subject to formal operation requirements (health permits, registration, etc.), which therefore 
involve larger amounts of capital and other prerequisites that necessarily exclude them from 
the informal domain, even if they fall under the generic informal sector description on 
account of their size as reported (fewer than 5 workers).  

 
In sum, even recognising the limitations of the household surveys for a measurement 

of income, this paper constitutes a valuable step forward towards a better use of such 
surveys. It shows a clear sub-regional vision of the dimensions of the informal realm, and 
points out that it is necessary to lay out, together with the informal sector, and with equal 
emphasis, an explicit concern about agricultural employment, into which a similar 
proportion of the labour force of the countries of the area is inserted, and whose 
employment conditions show similar levels of precariousness to those of informal 
occupation. 

 
This section intends, basically, to reiterate, in a summarized vision, the basic aspects 

of this study and underline the emphasis of policies that acquire priority in a Central 
American context of very particular characteristics, where the spectrum of informality 
displays similarities with respect to other sub-regions of the American continent. Certain 
thoughts and suggestions by specialists and counterparts related to the subject of micro-
enterprises and informality, expressed at a special meeting where the results of the study 
were presented, are included into this synthesis. 

2. Relevant aspects of the diagnosis and 
policy challenges 

The Central American isthmus countries, with a combined population of 36 million 
inhabitants in 2000, continue to show a heterogeneous reality (internally and from country 
to country) both in their economic and social performance, and in the behaviour of their 
labour markets. 
 

The disparities in the levels of total and per capita gross national products reflect 
themselves in notable differences in the levels of modernization of the economies and 
labour markets, as well as in the levels of productivity, income and occupational 
characteristics of the labour force. From this perspective, the countries with better progress 
indicators in the sub-region (Costa Rica and Panama) have made the greatest economic and 
social investment efforts, entailing a larger contribution by their respective societies from 
the fiscal point of view. But, in turn, they have been the countries with the least amount of 
exposure to armed conflict derived from internal inequity and cold war confrontation.  
 

Together with an unstable growth dynamic, the Central American economies showed 
a relatively important growth of employment or occupation during the 1990s that allowed 
for a relatively narrow margin of progress in productivity, due, among other reasons, to the 
appreciable weight of employment growth in the informal sector. 

 
Bearing in mind the differences between countries (and the non availability of 

comparable figures for El Salvador and Nicaragua) it is concluded that 6 of every 10 jobs 
generated in the urban milieu, and two of every three new non-agricultural jobs were 
created in the informal sector during the 90s. With such a dynamic, employment in the 
urban informal sector increased its relative weight from 48% in 1990 to 51% in 1999. 
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With the same reservations concerning the data available, employment/occupation in 
agricultural activities showed a much lower growth rate than non-agricultural employment, 
whereby the relative importance of the former diminished significantly towards the end of 
the decade. A greater reduction was reported among the traditional agricultural activities 
(peasant economy), which surely contributed to the increase in migratory flows; this could, 
in turn, explain to a large extent the more accelerated growth of the urban economically 
active population (EAP) and informal employment itself. 

 
Admittedly, the dynamics of informal occupation is in correspondence with the 

performance of the economy and the context of adjustment policies experienced in the 
countries as a whole, a trend that not only reflects a reduction in the relative weight of 
public employment (as an explicit objective of the policies), but that also coincides with the 
weakening of agriculture and the manufacturing industry as a trend (due to the trade 
opening policy in most countries), although it must be pointed out that in different countries 
such a trend was offset by a dynamism in offshore industry. 

 
Taking into account such considerations and trends, towards the end of the 1990s 

there prevailed in most countries a market with a strong presence of a young labour force 
(at an average age of 35, of which nearly a third was under 25); with a poorly-skilled labour 
force whose employed members had not completed elementary school in nearly one half of 
the cases and where also almost half of the population still lived in rural areas (more 
notably in the case of Honduras and Guatemala). In complementary fashion, even as the 
gap between women’s and men’s labour shares tend to diminish, the rate of insertion of 
women into the labour market remains insufficient, which is more noticeable in rural 
milieus and in the lowest socioeconomic strata, with female unemployment rates almost 
twice as high as male unemployment rates.  

 
The first element to be highlighted in the analysis of the Central American labour 

market structure relates to the relative importance that agricultural occupation still 
maintains in total employment: a percentage (31% of the total) close to that of informal 
employment (33%), where 15 out of every 100 working persons are domestic employees. 
Modern employment accounts for 36% of the sub-region’s total occupation. 

 
The heavy weight of agricultural occupation in the total employment structure 

represents a great challenge for employment policies, considering that agriculture 
constitutes a production sector that is highly exposed to the open trade policies adopted in 
the countries. In this sense, general policies must be oriented towards an increase in the 
productivity and competitiveness of agriculture in the different production segments, to 
which effect public investment in infrastructure and technology, as well as credit, technical 
assistance, training, marketing and other policies, must play an important role. The peasant 
and indigenous economies, which must be backed by social investment policies, must be 
stimulated with equal emphasis and in a sustainable manner (in the short, medium and long 
terms), in the orientation of the respective policies and programmes.  

 
Excluding domestic employment, some 3.67 million persons were working in 

informal micro-businesses towards the end of the 1990s; 71 out of every 100 of these were 
self-employed, and the remainder corresponded to employers and micro-enterprise salaried 
workers. 
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On the other hand, the fact that one out of every two workers in informal micro-
businesses is involved in subsistence activities from which she or he cannot obtain as little 
as one minimum salary is upsetting. Only 18 of every 100 persons working in informal 
production units would be engaged in activities with a greater accumulation capacity that 
would offer better chances for achievement at their business organization and development 
levels to step up from informality. Finally, of the total of those working in informal 
activities, 32 of every 100 would be in very limited accumulation conditions, since their 
income would barely allow them to replace the human physical energy and possibly even a 
part of their working instruments or tools lost, for which reason their likelihood of 
economic progress is more limited.  

 
The heterogeneity of the informal sector, whose structure some attempt to simplify 

between activities with a potential (extended accumulation), and scarcely viable or non-
viable activities (simple accumulation and subsistence), poses a double challenge for 
employment policy. The former refers to how to accomplish the increasing modernization 
of activities with a growth potential, in order to integrate them in a sustainable manner into 
the dynamics of the modern sector and ensure appropriate productivity, profitability and 
decent work conditions. And in this case, policies must also ensure in a sustainable manner 
access of micro-businesses to credit, training, technical assistance, marketing and other 
available instruments (which are, alas, normally available only to the larger businesses). 

 
The second challenge is how to improve the living and working conditions of that 

great mass of workers of the informal sector, who reproduce themselves under subsistence 
conditions with little or no possibility of joining the modern sector and therefore to 
advance. The first policy line must promote basic abilities through training and other 
instruments, in order to facilitate the mobilization of the labour force from its subsistence 
occupations to other more viable ones. The second inevitable policy line relates to 
assistance to ensure minimum survival conditions that is contingent on the possibility to 
move on to sustainable activities. Obviously, the adoption of the different instruments 
requires a determining political decision as regards the allocation of resources by the social 
counterparts in the understanding that this will imply a certain sacrifice of efficiency for the 
sake of equity. 

 
One interesting proposal that is presented in the study refers to the advisability of 

paying more attention to small-scale production (in terms of measurement, diagnosis and 
policies) than to the informal sector category, because of its heterogeneity and the 
difficulties involved in its measurement and focalization. In this sense efforts are made for 
the processing and presentation of information for different strata, from medium and large 
businesses (21 and more workers), to small businesses (5 to 20 workers), and micro-
businesses (1 to 4 workers). While this classification could be useful to identify differences 
in employment conditions and labour force characteristics among different strata (and 
eventually in organization conditions and productivity levels if the establishments would 
undertake the research effort), it diverts us from the possibility to probe deeper into the 
analysis and knowledge of informality, even with the limitations of its definition. 

 
The study makes it possible to corroborate a number of characteristics of employment 

in the informal sector or in non-agricultural micro-businesses, relative, for instance, to the 
insufficient generation of salaried jobs (26% of the total); this is an increasing percentage, 
however, in relationship to small business and micro-business accumulation conditions. 
The prevalence of part-time employment (less than 40 hours per week), which is more 
frequent among subsistence micro-businesses, is likewise highlighted. At the other end of 
the spectrum, it is pointed out, excessively long working schedules (in excess of 48 hours 
per week) are more frequent among simple and extended accumulation small businesses 
and micro-businesses, which could be a suggestion that said accumulation conditions could 
be more appropriately attributed to the long workweek than to increasing productivity 
associated with investment in technology. 
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As for types of activities almost half (48%) of those working in micro-businesses 
settle in commercial activities, which suggests easy entry conditions in these activities, and 
which implies a trend towards the depression of their mean income, a circumstance that 
also explains the large weight of subsistence occupation. Besides, 23 out of every 100 
micro-business workers are in the manufacturing industry, where there could perhaps be a 
wider margin for action to co-ordinate such micro-businesses (the more viable ones) with 
modern sector economic units. 

 
The labour market responds to the increase in the shares of female participation 

throughout the decade (and to the reduction of participation share gaps in comparison with 
male participation shares) not only with occupation opportunities in offshore manufacturing 
(in many of the countries), but with possibilities of labour insertion among micro-
businesses. Thus, the report confirms that, while women account for nearly one third of the 
total number of working individuals, they constitute one half of those employed in micro-
businesses. The insertion of female labour is more precarious, since 57 of every 100 
independent workers and 67 of every 100 family workers are women. In other words, in 
face of the State employment compression trend, most occupational opportunities for 
women are found in the most neglected strata of micro-business and informality, in addition 
to offshore manufacturing and domestic work.  

 
Inequities in female participation and labour insertion constitute another very 

complex challenge for employment policy which is a consequence of the context and the 
prevailing macro-economic policies, on the one hand, and of the institutional and legal 
framework that governs the labour market, on the other. Concerning the first subject, the 
policies must reconcile the basic fiscal and monetary equilibrium imperatives with the 
demands of economic and social investment that activate employment (the demand) and the 
conditions for female employment (the offer), with the reference that the public expenditure 
cutback and State reshaping efforts made (privatization, etc.) have affected directly not only 
female employment, but the social investment programmes that encourage female 
availability for employment as well.  

 
The other challenge involves reconciling labour deregulation trends that encourage 

atypical contracts and that use the argument of high labour costs (normally wielded more 
unfavourably against women) thus tending to affect decent female work conditions. 
Another challenge and policy emphasis line relates to the need to ensure effective 
observance of the rules that stipulate gender equity in the labour market, but which in many 
cases requires adequate regulation and, above all, effective supervision by the competent 
authorities to become a reality. 

 
Low schooling levels fundamentally restrict the possibilities of informal sector and 

micro-business workers to improve their productivity conditions; with an average of 5 years 
of formal education (1999), almost 5 of every 10 have not completed elementary school, 
and only 4 of every 40 have completed elementary but not high school studies. Obviously, 
educational deficits are greater among subsistence and simple-accumulation strata, which 
points to the enormous challenge that the educational and training institutions are facing to 
adjust their programmes, methodologies and requirements in order to make them more 
accessible to the workers of the most marginalized segments of the labour market.  
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While the process of construction of decent work indicators within the ILO/San Jose 
framework is not completed, the report makes it possible to corroborate that decent work 
gaps are not circumscribed to the informal sector and agricultural activities, but that they 
extend to the labour force of the most modern segments. Restriction of access to productive 
and adequately remunerated employment tends to affect agricultural activities the most, 
where 46 out of every 100 working persons are affected by underemployment. In turn, in 
small non-agricultural production, 31 of every 100 working persons are underemployed, 
and this tends to be an increasing percentage as we move on closer to the most 
marginalized segments and to those at subsistence levels. But at the other end of the most 
modern segments it is observed that 10 of every 100 public servants and 12 of every 100 
workers of medium and large non-agricultural companies are in underemployment 
conditions. 

 
Complementarily, nearly one of every 3 working persons works a short week (less 

than 40 hours per week), a problem that seems to be more widespread among micro-
businesses (45 of every 100 working individuals), and that affects, at the extreme end of the 
spectrum, 60 of every 100 subsistence strata workers.  

 
Coping with the challenge of having to reduce informal sector underemployment 

because of insufficiency in terms of income or number of working hours, makes it again 
necessary to distinguish between activities with a potential and those which are not viable; 
this must be done in order to apply the entire array of known policy instruments that will 
make it possible, in the case of the former, to boost up their capacities and productivity and, 
in the case of those that are not viable, to facilitate occupational mobility towards other 
activities with a greater potential.  

 
One deficit that persists concerning decent work conditions relates to non compliance 

with minimum wage requirements, and this affects nearly 38% of the sub-region’s salaried 
workers. Most affected by it are salaried workers of the agricultural sector (70%), followed 
by domestic workers (83%), and those in non-agricultural micro-businesses (45%); apart 
from possible productivity and payment capacity problems, there prevail among these 
segments deficits in terms of official capacity to supervise such salaries. Available 
statistical records (www.oitsial.org.pa) suggest clearly that less cases of non compliance are 
found among the larger companies, but that in some countries they are found even in the 
public sector, which implies a great challenge for the definition and application of 
minimum wage policies. 
 

The first great challenge for the minimum wage policy is to reconcile the elements of 
the salary’s double nature as a source for the satisfaction of basic needs, and as an 
important component of the companies’ production (and competitiveness) costs, to which 
effect the level of productivity plays a crucial role. From this perspective it would appear to 
be more efficient to use policies and programmes for an increase in productivity among 
informal sector small businesses and micro-businesses, as instruments to encourage 
minimum wage compliance, rather than coercive mechanisms that are often evaded by 
micro-businesses because of their need to survive. But at the other end, in the case of 
medium and large companies (including agricultural businesses), and in the public sector, 
strict supervision is maintained concerning the application of minimum salaries in order to 
prevent non compliance for lack of knowledge, social irresponsibility or other reasons. 

 
Another decent work opportunity gap is due to unequal opportunities for women in 

the labour market as compared to those available to men. In this case, while the gaps in 
terms of share of participation and remuneration tend to diminish, in many countries the 
share of female participation is usually half of the male share; on average, their income is 
10% lower than the income men earn. The gaps are greater (20%) among non-agricultural 
micro-businesses, precisely because of the more precarious insertion of female labour 
among the strata of lowest productivity (simple accumulation and subsistence). 
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The prime challenge in attempting to close the gaps between male and female income 
is the implementation of policies to improve the rate of female occupational insertion into 
activities and occupations of greater responsibility both in the informal as in the modern 
sectors. But in turn, adequate supervision (and in other cases regulation) of equal 
opportunity and remuneration regulations is required. 

 
Lastly, and even subject to information restrictions, one of the gaps in decent work 

conditions is reflected by the high number of workers without access to social security, and 
which represents 55% of all salaried workers. In this group the gap is greater among 
domestic salaried workers (88%), those in micro-businesses (78%), and those in agriculture 
(75%). In this sense, policy challenges imply not only effective supervision of compliance 
with social security rules among companies and organizations of the modern sector, but 
also the establishment of minimum coverage choices (health, professional risk, etc.) for 
informal sector workers and micro-businesses in accordance with their payment 
possibilities and taking into consideration the joint contribution of members with larger 
salaries. 

3. Thoughts and proposals for the future 

The document prepared by Juan Diego Trejos, which appears as the next section, was 
discussed at a seminar (16 April 2002) that was attended by specialists of the ILO San Jose 
Office and of ILO technical co-operation projects with headquarters in San Jose, and by 
academic institutions, researchers and programme co-ordinators of micro-businesses in 
Costa Rica. The participants expressed a number of thoughts and recommendations 
included in a rapporteur’s report, which can be summarized as follows: 

 
1. For the whole of Latin America, the growth and development style, as well as the 

context of known adjustment policies led to an irregular performance of the 
economies, which had adverse effects on the labour market in terms of increasing 
automation, outsourcing and employment precarization. Such phenomena are current 
in the Central American isthmus as evidenced by the report. 

 
2. Experiences indicate that not only has employment promotion not been a goal of 

importance in macroeconomic policy, but it has functioned as its adjustment variable. 
Today it is clear that, while attention must be paid to the basic macroeconomic and 
monetary unbalances of the economy (inflation, the fiscal and the commercial 
deficits, etc.) as a requirement for employment promotion and growth that is not 
sufficient to succeed. 

 
3. In turn, in many of the countries adjustment policies have not even accomplished the 

expected macroeconomic goals, due, among other things, to world trade rules and 
practices that continue to be unfavourable for the developing countries. This gives 
rise to an increasing international awareness, even among the Breton Woods 
institutions, about the insufficiency of the applied macroeconomic policies, 
something that is noticeable in the replacement of certain concepts such as fiscal 
rigour by the less restrictive one of fiscal prudence.  

 
4. After examining the trends of the labour market it becomes clear that labour 

precarization is not exclusively a phenomenon of the informal sector; instead, it 
extends visibly among modern segments of the economy through processes of labour 
rule flexibilization that broaden the possibilities to enter into precarious labour 
contracts. All of this is a reality also in the Central American isthmus, with some 
particular nuances and emphasis in the different countries, which relate to offshore 
manufacturing expansion. 



 

Working paper No. 7  9 

 
5. An important step forward in the informal sector study in Central America is the 

possibility it offers to differentiate to a certain extent among different micro-business 
segments that imply different degrees of entrepreneurial organization, productivity 
and income. However, it is necessary to probe deeper into the diagnosis of 
establishments to assess more profoundly the operating conditions, problems and 
viability of micro-businesses, and orient policies and programmes adequately for 
their modernization and increasing formalization. 

 
6. Thanks to the evolution of knowledge gathered on the informal sector, it has been 

possible to overcome a number of myths that prevailed concerning its characteristics 
and dynamics. Thus, for instance, at the present time it is broadly admitted that not all 
informal operations are illegal, even as many informal operations remain partially 
illegal since their small productive capacity and limited income prevent them from 
complying with all of the legal requirements. In like manner, not all informal 
operations are disorganized; micro-businesspersons and independent workers 
understand more and more how important it is to become organized in order to 
improve their positions in the different markets. Lastly it also becomes clear that not  
all informal workers are poor; the heterogeneity of the informal sector implies the 
coexistence of activities with greater productivity and income allowing many of those 
occupied in informal operations to break the threshold of poverty. 

 
7. From the point of view of policy proposals, it is pertinent to make clear that the ILO 

places emphasis on policy criteria oriented to achieve an increase in the levels of 
productivity and income of informal activities, identifying those activities with a 
certain viability and encouraging, by these means, their modernization and 
formalization. The policies suggested do not seek to encourage informality per se, 
since the informal sector is a direct consequence of growth and development models 
incapable of creating the modern jobs demanded by an increasing labour force and, 
therefore, it is almost spontaneous and it has its own dynamics. The policies 
encouraged are intended to improve the working conditions, productivity and income 
of workers in informal productive units taking very much into account that the 
informal sector shall be a reality in our economies for a long time to come, since 
economic growth and modernization shall be insufficient to absorb the new labour 
force in its entirety. 

 
8. There is consensus in the sense that the informal sector analysis based on household 

surveys has its limitations, and that the incorporation of establishment modules for 
purposes of researching it through households could make its results less reliable, 
since the person who provides the information required is not necessarily the one 
who knows about the operation of the micro-business (establishment or independent 
activity) in question. In turn, the sample framework of the household survey does not 
adequately represent the segments where informal workers are found. 
 

9. Faced with the limitations mentioned, it is advisable to encourage mixed surveys (in 
two stages), where the household surveys be used as a reference to identify informal 
establishments, and to advance into the design of a sample framework for informal 
micro-businesses to be researched later through establishment surveys, following the 
methodological guidelines defined and promoted by the Regional Employment 
Programme for Latin America and the Caribbean (PREALC) at the beginning of the 
1980s (a proposal adopted by the XV Conference of Labour Statisticians). Mexico 
has an interesting experience in micro-business surveys which could be used as a 
reference for future action on this subject in the Central American isthmus. 
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10. The analysis of the heterogeneity that underlies the informal sector shows that only 

about 18% of micro-businesses are of extended accumulation and 32% of simple 
accumulation and that 50% are subsistence operations. From the policy point of view, 
it would be necessary to be aware of the fact that modernization possibilities are 
basically concentrated on a limited number of micro-businesses (those who have an 
accumulation capacity) while for the bulk of the informal activities and labour force 
the emphasis of policies and programmes would be placed on the improvement of 
their competence (training) and living and working conditions, seeking to encourage 
favourable occupational mobility. 

 
11. Usually confusion or lack of information reigns among policy makers concerning the 

reality of the informal sector and the cause-effect relationship of informality. 
Consequently, they conceive policies that give priority to market solutions for 
advancing into the modernization of the informal sector, or the adoption of coercive 
policies to impose formality or legality. With such an approach policies shall be 
inefficient and will not achieve the objectives sought. 

 
12. A proactive role on the part of the State is imperative in order to make headway 

towards the modernization of informal sector segments with a growth potential. In 
this respect, the State has a number of instruments through which it could encourage 
a greater capital allocation among micro-businesses (credit); support them through a 
more modern infrastructure (markets, arts and crafts plazas, etc.); or broaden their 
markets (public sector bids), in addition to all other technical assistance, marketing, 
training and other support programmes. In any event, pursuant to the precept which 
mandates the promotion of a balanced and integrating growth pattern, such policies 
must be adopted in a sustainable manner and with a short, medium and long term 
perspective. 

 
13. In this sense an increasing sensitization effort must be aimed at governmental 

authorities and social players, concerning the reality of the informal sector, and the 
policies and programmes required to improve productivity and income, as well as 
decent work conditions in general, taking into account the complexity of its 
heterogeneous structure. 

 
14. Those attending the seminar expressed broad recognition for the information 

contributed by the study, since it permits a sub-regional vision on the magnitude of a 
phenomenon that is present in all the countries, and shows those challenges that must 
be confronted for improving the measurement of decent work conditions in the 
informal sector; it also provides a reference framework to advance in the definition of 
policies, based on the identification of its dynamics. 

 
15. Some recommendations were adopted on the basis of the participant’s proposals at 

the seminar, concerning how the subject will, in the future, be dealt with in Central 
America. Emphasis was placed on the following: 
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a) It is possible to improve certain aspects of the measurement of informal sector 

characteristics by including or reformulating certain questions in the household 
surveys. Some of them are already in the survey forms, but not in all the 
countries; the idea is to encourage certain uniformity in the questionnaires 
without making significant changes in their structure. Some of these questions 
refer to the following: (*) 
• Location of the operation or micro-business (household, marketplace, 

street, etc.) 
• Worker’s access to social security (employer, salaried worker, self-

employed) 
• Access to the benefits of a typical contract (Christmas bonus, paid 

vacation, etc.) 
• Membership in any organization (business association, labour union, 

cooperative, etc.) 
• Characteristics of the secondary occupation 
• Reasons for working more hours than normal (just as interest is expressed 

in determining the reasons for working less hours than normal) 
 

b) Encouragement, among labour and statistics and census institutions, of mixed 
surveys with a certain frequency (for instance, every three years), which must 
include exhaustive research concerning the characteristics and operation 
(economic variables) of informal establishments or micro-businesses. 

 
c) Exhaustive review of the informal sector or economy matter, following up the 

resolution of the 90th International Labour Conference, to develop both, the 
proposals and agreements derived from the Conference, and the 
recommendations of this study. 

 
d) The ILO must support statistics and census agencies (and/or the organizations 

responsible for the household surveys) of the sub-region in their efforts to 
achieve uniformity of research criteria y informal sector measurement, on the 
basis of direct advisory services and training actions. 

 

                                                      
(*)  These recommendations were presented at a Sub-regional Workshop on Labour Statistics and 

Indicators, attended by those responsible for the household surveys of the Central American 
countries, Cuba, Haiti, Mexico, Panama and the Dominican Republic (Antigua, Guatemala, 15-
17 October 2002).  In addition to approving these subjects as minimum contents of the surveys, 
it was emphasized at the workshop that the measurement of employment must respond to 
information needs that must be met for gaining knowledge about employment problems derived 
from the context of globalization and openness of economies, and their occupational effects 
relative to labour flexibility, growing precariousness of work, etc.  
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Decent Work and the Informal  
Sector in the Central American  
Isthmus Countries  

 
Juan Diego Trejos Solórzano 

 
 
1. Introduction 

 
Economic reforms that started to be undertaken in Latin America since the mid 80s 

within the so-called “Washington Consensus” have encouraged direct and indirect 
deregulation of the labour market. This was intended to accomplish its more flexible 
operation, as a means for facilitating the competitiveness of local companies in a 
globalization context (Horton, Kanbur and Mazundar, 1994; World Bank, 1995 and Weller, 
2001). The International Labour Organization (ILO), through different reports such as 
“Panorama Laboral” which it has been publishing in the region since 1994, among others, 
has pointed out increasing deterioration in labour conditions with an increase in informal 
labour and precarious work in general. The ILO additionally shares the objections that have 
been formulated against this package of reforms, which attempts against the basic human 
rights in labour, and is promoting the decent work agenda worldwide. 

 
The decent work agenda, which reaffirms the ILO’s foundational principles, seeks to 

support the people’s expectation to obtain productive and adequately remunerated work 
under conditions of freedom, equity, security and human dignity (ILO, 2001). This means 
that the person may display her or his full productive capacity and obtain in exchange 
adequate and sufficient retribution to satisfy her or his basic needs and those or her or his 
family. Under conditions of freedom means freely chosen and not derived from forced 
imposition because of circumstances of slavery, imprisonment or child exploitation. Under 
conditions of equity implies without discrimination of any nature, that is, equal pay and 
employment conditions for equal, comparable-value work. Under conditions of security 
means: with social security protection and adequate working conditions and environment. 
Lastly, under conditions of human dignity refers to respect for and effective observance of 
the basic labour rights, such as respect for freedom of association, the right to collective 
negotiation, the right to a minimum wage, the right to a legal workweek, the right to rest 
and vacation, etc. (Del Cid, 2001). 
 

The informal sector or economy has become one of the highest priorities within the 
decent work agenda of the ILO, which maintains that: “The informal economy is the sector 
where the greatest problems related to social protection, representation and rights are 
found, and where gender inequality is most generalized” (ILO, 2001:6). The purpose of this 
report is to provide evidence on the magnitude, evolution and characteristics of the informal 
sector in the Central American region, in order to identify a starting point from which the 
measurement of decent work conditions can be approached. This analysis is based on two 
hypotheses. The first one is that agricultural work in the isthmus is as important as informal 
work and that its working conditions are even more deficient than those in the informal 
sector. The corroboration of this hypothesis would imply that the strategy in favour of 
decent work should give priority to both sectors in the region. The second hypothesis 
proposes that small scale non-agricultural production (non-agricultural micro-businesses) is 
not   automatically  informal,  and that  even  the  latter  is  sufficiently  heterogeneous  with 
different degrees of dissatisfaction, in relationship to decent work. If this hypothesis is 
corroborated, attention should be directed to micro-business in general and the strategy for 
decent work should necessarily take into consideration such heterogeneity.  
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The analysis made in this report is mainly but not exclusively supported by 
information on the labour market gathered through household surveys. The labour market 
analysis makes possible a first approach to the measurement of the magnitude and 
importance that the informal economy has and to the identification of its characteristics in 
terms of employment generation, the characteristics of the jobs created, and the profile of 
the persons hired. Household surveys permit such a view of the informal sector from the 
perspective of the labour world, and also to move forward into the analysis of its internal 
heterogeneity, identifying and characterising its different production strata. 

 
It also establishes the boundaries of this effort. Constraints concerning how much 

progress can be made are imposed in particular by a set of questions on the characteristics 
of the establishments which is too narrow for their analysis and for establishing the 
production stratum to which they belong or to associate the workers with these 
establishments.2 However, the incorporation of information on the size of the 
establishment, the measurement of labour income and working conditions offers an 
opportunity to advance towards a more precise definition of the productive strata with this 
data collection instrument, and towards the identification of variables associated with 
decent work. 

 
The results herein presented, which to a large extent draw on the studies made for 

PROMICRO/ILO, must be visualized in the light of the already noted limitations.3 For this 
reason a conceptual and methodological discussion on the concept and measurement of the 
informal sector is presented in the first place, with a compilation and a summary of the 
main studies made on this subject in the region. Next is a characterization of the region 
where its recent evolution is highlighted, which includes an analysis of its labour market as 
the framework into which the informal economy evolves. The weight of micro and small 
enterprises for the region as a whole is estimated, with emphasis on informal activities, to 
place the final emphasis on micro-businesses or more specifically non-agricultural micro-
businesses, which include micro-businesses in a strict sense (with salaried hired labour), 
and self-employment or independent activities. The analysis stresses their relative 
importance and characteristics, without ignoring specificities of the different countries of 
the region, to wit, in alphabetical order: Costa Rica, El Salvador, Guatemala, Honduras, 
Nicaragua, and Panama.4  
 

 
 

                                                      
2  Information on sales, asset value, investments, ties with supplier and customer markets, 

financing, organization, results vis-à-vis regulation, etc., are data that household surveys do not 
provide.  

3  These studies refer to the following countries: Costa Rica (Trejos, 1999a and 2000a), Panama 
(Trejos, 1999b), Guatemala (Trejos, 2000b), Nicaragua (Trejos, 2001a and 2001b) and El 
Salvador (Trejos, 2001c). They are complemented by unpublished information relative to 
Honduras and by updates or additional processing of the surveys that serve as a basis for each 
national study, as well as by tabulations provided by SIAL/ILO. This makes it possible to have 
complete coverage for the end of the 90s. The use of surveys of a different nature and the 
application of operative definitions that are slightly different from country to country impose 
additional constraints.                     

4  This alphabetical order shall be maintained in presenting the information. No data are available 
for Belize.  
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2 The Informal Sector: Definition and Measurement 

2.1 Definition of the informal sector within the 
ILO perspective up to ILC 2002 

Despite the fact that, since the beginning of the 70s, discussions, research and actions 
have been conducted concerning the informal sector, it wasn’t until 1993 that the ILO, at its 
XV International Conference of Labour Statisticians (ICLS) arrived at an operational 
resolution on labour statistics in the informal sector (ILO, 1992 and 1993). The resolution 
starts by reaffirming that the informal sector is a productive sector and that, therefore, its 
reference unit is the establishment. In conformity with the framework of the United Nations 
System of National Accounts (4th Revision, 1993), these establishments form part of 
household commercial enterprises that have not been transformed into partnerships or 
companies. These businesses are characterized by the fact that they do not have a legal 
status that distinguishes from the household; they are devoted to the production of goods 
and services for exchange or sale in the marketplace; nor do they maintain a complete 
accounting of their activities, which makes it impossible to make a clear distinction 
between the business production activities and all other activities of their owners.  

 
Classified as informal within the group of commercial family enterprises are those 

created with the purpose of generating jobs and income for their participants (survival 
logic); having a reduced production scale; having a primitive organization without a clear 
distinction between capital and work or between the household and establishment 
resources; and using occasional labour or family or social relations without contracts. Their 
organization is not deliberately aimed at the evasion of taxes, social security payments or 
other existing legislation. he latter implies that informal activities are different from covert 
activities and those within the so-called underground economy. By excluding extra 
commercial family enterprises, that is household businesses whose purpose is the 
production of goods and services for their own consumption or accumulation, production 
for self consumption and remunerated or non remunerated domestic work do not form part 
of the informal sector. 

 
In operative terms, the resolution recommends a breakdown of informal businesses 

into two categories. On one side, informal businesses carried out by independent workers, 
and, on the other, businesses of informal employers. Informal businesses of independent 
workers are those owned and managed individually or collectively by such workers. This 
universe may be reduced to businesses that are not registered according to the legislation in 
force. Informal employer businesses are those owned and managed independently or in 
partnership by employers who hire one or several salaried workers in a continuous manner 
up to a maximum to be defined for each country, and which are not registered or whose 
workers are not registered according to the existing legislation. 

 
The resolution proposes that the informality of commercial family businesses must be 

established regardless of the work site, the degree to which physical (and human may we 
add) capital is used, the duration of the activity, the number of establishments owned by the 
business, and whether the activity consist of a main or a secondary activity or employment. 
It also establishes that, although conceptually there is no reason to exclude family 
commercial businesses that have not been transformed into partnerships devoted to 
agricultural production, it is recommended, for practical reasons, to focus on non-
agricultural activities. 
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Several comments arise from this resolution. Firstly, despite the fact that it uses the 
size of the establishment in terms of number of workers as an indicator of small scale, its 
aim is on keeping away from the physical capital endowment as an indicator of informality 
and, to that extent of the ILO’s very tradition, at least in Latin America, from the 
insufficiency of physical capital as a determining element of low productivity and the 
limited income of informal activities. Secondly, it does not define criteria on the maximum 
number of workers hired in a continuous manner, to classify an employer’s business as an 
informal one, and this leaves such determination up to each country and even to the setting 
of limits by branches of activity. Nevertheless, it suggests that the information be presented 
by size brackets following the categories established for the World Industrial Statistics 
Programme, to wit: from 1 to 4; from 5 to 9; from 10 to 19, etc., and that the number of 
persons working during the reference period but not those hired in a continuous manner be 
recorded. One criterion that is suggested for establishing the upper limit is the either a legal 
rule in existence or the lower limit, from which information is gathered on establishments 
through censuses or surveys. As we shall see later, the upper limit of 4 workers has 
prevailed in the region, although recently 5 workers is what has been used, and the results 
differ significantly using one or the other limit.  

 
Thirdly, compliance with the legal requirement of being registered according to the 

law in each country is the element used to make the distinction between formal employer 
businesses and informal businesses, a method suggested even for independent worker 
businesses. With such criteria, it is asserted, the exclusion of professionals and technicians 
would be unnecessary, since it is felt that they would be, in fact, already registered. Apart 
from the apparent priority given to the illegality matter - which was regarded accessory in 
the ILO’s informal sector conceptualization- operative problems are not negligible. 
Requirements not only vary from country to country and from activity to activity, but they 
are multiple and it becomes necessary to establish by which combination of requirements a 
business can be regarded registered. Thus, for example, if municipal registration were 
established (a municipal permit or license to operate) probably few establishments would 
qualify as informal businesses. Even registration for fiscal purposes is regarded by many of 
them as a prerequisite although they may abstain from paying later. As pointed out in 
several studies, it is characteristic of informal establishments to show varying levels of 
legal compliance, and it is hardly possible to find businesses that do not comply at all 
(Maldonado, 1995;Tokman, 1999). 

 
Finally, the ILO resolution points out the need to account for informal establishments 

and informal employment whether it is a main or a secondary occupation, or a permanent or 
a temporary activity. This implies classifying those who are working by their connection 
with one single sector or with both. From the conceptual point of view, many informal 
secondary or temporary activities may respond not to a survival logic, but to the effort of 
complementing income that is already higher than the income received by those whose 
main and permanent activity is the informal sector. If this is so, perhaps the political 
priority assigned to this small sub-group would not warrant the additional information 
requirements for its identification. For the stratification proposed later on in particular, the 
information may not be applied to secondary occupation. 
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2.2 The operational approach and the proposal followed5 
 

The available empirical research on the informal sector was conducted long before 
the International Conference of Labour Statisticians was held, and it focuses on the 
household surveys; therefore, it is not in accordance with what the resolution proposes, nor 
is the information required for its strict application available; in particular, it does not 
contain information on the existence of a register, type of accounting and legal 
organization.6 On the basis of the household surveys, the traditional empirical approach to 
the informal sector has regarded as its members all workers of small-scale urban and 
consequently little physical capital establishments (of less than 5 workers), including 
independent employers and workers other than professionals or technicians (scarce human 
capital). Also incorporated as part of informal activities are non-remunerated family and 
domestic workers, but taking the later into consideration separately. Four variables 
intervene in this operational definition: occupational category, establishment size, 
occupation of the independent worker, and type or location of the activity performed. 

 
2.2.1 Occupational category 
 

The form of insertion into the labour market as related to production means is taken 
as a variable of reference to incorporate additional conditions. In its initial versions, the 
informal sector was approached as the sum of independent non-professional, non-technical 
workers, and non remunerated family workers. Once information became available about 
the size of the establishment it became possible to incorporate micro-business employers 
and salaried workers. When it became possible to identify State and domestic workers 
within the salaried worker category, the former were excluded regardless of the size of the 
establishment7 while the latter were incorporated as an independent category within 
informal activities. Family workers remain assimilated to the informal sector and they are 
associated with independent work. The strategy followed in this work is that of maintaining 
the occupational category as a reference variable and incorporating, on this basis, additional 
criteria that will be described more explicitly later on. 

 
2.2.2 Size of the establishment 
 

The criteria for identifying the informal sector using the size of the establishment in 
terms of number of workers (Mezzera, 1990; Mezzera and Christen, 1997) became 
widespread on the basis of evidence concerning changes in the working capital ratio of the 
establishments, starting with those with five workers. This led to the incorporation of a 
question on the size of the establishment into the household surveys, although there is still 
confusion or lack of agreement on where to draw the line. For instance, the ILO, up to the 
1998 Panorama Laboral (ILO, 1998), indicated less than five workers (1 to 4), while the 
ILO as of the 1999 report (ILO, 1999), and ECLAC (1999), uses 1 to 5 employees. Both 
organizations go up to 10 (or less than 10) depending on the availability of information. In

                                                      
5  Data developed by the author are compiled in this work (Trejos, 1999) and provides support to 

most of the empirical evidence presented in the report. 
6  It is clear that there are other instruments such as mixed surveys and establishment surveys, 

which would permit a view from inside the informal sector. However, this type of survey is too 
rare and of too limited a quality in the Central American region to obtain a regional informal 
sector picture.  

7  In Panama, government employees are directly assimilated with establishments of 50 or more 
employees, for which reason their exclusion from the informal sector is automatic. In other 
countries of the area more importance is given to size of the establishment than to that of the 
company or institution, for which reason public employees usually appear in establishments of 
all sizes and it is necessary to exclude them explicitly.  
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general, one single limit has been used per country, and since some surveys include a 
question on size by range it becomes difficult to use one and the same limit for all the 
countries. The use of one or another limit in this traditional approach is not negligible as to 
the magnitude of the sector reached. 

 
At this point there are several points to specify. On the one hand, the assimilation 

between small-scale production and informality is not automatic, especially bearing in mind 
that a question is asked about size of the establishment, not size of the business.8 
Furthermore, the decentralization of activities within the flexible specialization paradigm, 
which gradually replaces fordism, makes such assimilation progressively less valid (Weller, 
1998a). Similarly, the arrival of new technologies, particularly micro-electronics, permits 
the development of high-technology-based activities, but with a small number of personnel. 
Therefore, formal or modern and informal activities may coexist in small establishments. 

 
On the other hand, in terms of those who design, implement or evaluate production 

support policies, micro-businesses are of equal interest as small businesses, since their 
target populations are defined according to broad and often dissimilar criteria. Furthermore, 
different levels of informality or low productivity prevail among small establishments, 
especially those that evolve from subcontracting activities within large corporate strategies 
intended to reduce labour costs and increase labour flexibility (Portes and 
Schauffler, 1993).  

 
The strategy herein proposed consists of considering both, micro-businesses (1 to 4 

workers including independent workers), and small businesses (6 to 20 workers) separately, 
for purposes of identifying low-productivity activities, in order that the information be 
useful for the different mechanisms of support to the sector which have different definitions 
of their target populations. These alternative sizes are determined by the information 
provided by the household survey. In particular, greater difficulties arise in attempting to 
define small businesses accurately within a relatively comparable range across countries. 
On the other hand, it is clear that in increasing the size of the establishment to a maximum 
of 20 workers, the term informality looses part of its conceptual sense. This is why these 
activities are preferably referred to as low-productivity activities in consonance with 
ECLAC (1994), and why it is preferred to distinguish informal activities within them 
according to the ILO tradition. 

 
2.2.3 Employment 

 
It has been common practice in this respect to exclude independent workers who 

perform technical or professional duties, and in some cases managerial or administrative 
duties (ECLAC, 1998; SIAL/ILO, 2001), from the informal sector. The idea is to exclude, 
among others, professionals who practice their professions liberally. In ILO (1997) or 
ECLAC (1998) definitions it is not explicitly stated that they be doing this also for 
employers of micro-businesses, although their exclusion would be valid for the same 
reasons, especially taking into account the cited technological developments. This 
procedure has several problems. For one thing, we can exclude from the informal sector 
independent workers who are practicing their professions liberally, but not so their 
employees. On the other hand, it is the occupation of the workers, not their formal and 
informal education, what is being taken into consideration. Finally, the same information is 
not being required in the case of dependent workers, especially those hired for a salary. 
 

                                                      
8  The resolution of the XV ILO’s ICLS establishes the classification of informality by 

establishment, not by enterprise.          
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The strategy followed consists of maintaining the exclusion from the low-
productivity sector of those who hold technical and professional occupations, college 
graduates being also excluded; the idea is not to take into consideration as part of the low-
productivity sector those who report being active in managerial or other occupations. This 
is done in the case of both, independent workers, and employers and salaried workers. As to 
salaried workers, although the risk involved is that of incorporating workers 
underemployed due to saturation of the professional market, what is sought is the 
identification of occupations that are perhaps being held by college graduates, especially in 
technologically-based micro-businesses. Non-skilled workers working in activities with 
those professionals shall be identified, as will be explained later on, through the 
identification of modern production branches.  

 
2.2.4 Type of activity 
 

The urban-rural dichotomy has been constantly confused with the agricultural-non-
agricultural dichotomy. Formerly, the ILO (1998) used the latter concept, but for new 
estimates (ILO, 1999) and in order to have a broader range of countries with estimates, it 
went back to the urban concept to differentiate informal activities, like the ECLAC did 
(1998). It is clear that there is no one-to-one relationship between the agricultural and the 
rural milieus, and the so-called urbanization of the rural areas acquires more and more 
importance. This is particularly true in small countries such as those of Central America, 
where the separation between urban and rural areas is more diffuse, and where the majority 
of the population still lives in rural areas (see, for instance, Weller, 1997a).  
 

The strategy laid out in this document is that of circumscribing segmentation between 
modern and low-productivity activities to the realm of non-agricultural activities, regardless 
of the place of residence of the workers, in conformity with the ICLS. This is done not only 
because of how diffuse the separation between areas is, particularly if the difference 
between the place of residence and the work site is taken into consideration, but because of 
the great dynamism of typically tertiary activities such as ecological tourism, which are 
being developed in areas regarded rural. In any event, agricultural activities, which are not 
the focus of the study, shall be incorporated in the initial analysis, making a gross 
distinction within such category between commercial activities (where hiring is done and 
salaried workers are found) and traditional activities (where only independent and family 
workers are found).9 

2.3 Stratification of small-scale  
non-agricultural activities 

The strategy followed to separate low-productivity from modern activities, that is, the 
strategy used to define more precisely the measurement of low-productivity activities, has 
been outlined in the preceding sections. The following step is to advance in the 
specification of several production strata within low-productivity activities. These strata 
should meet two requirements. One that they comprise more internally-homogeneous 
groups that should in turn be more easily distinguishable from each other. Secondly, that 
they add up to relative sizes with a sufficient number of cases for the household surveys to 
be able to express something statistically significant with respect to each. The variables 
suggested to do the separation were income, access to health insurance, and work hours as

                                                      
9  Although the ILO resolution alleges practical reasons to exclude agricultural activities, there are 

more important conceptual reasons. While the initially urban informal phenomenon is conceived 
as a product of the modernization and urbanization process of our economies, the origin of 
traditional agriculture or the peasantry dates back to at least colonial times. It is very difficult 
even to define exactly small-scale agricultural activities on the basis of number of workers, 
because of the leading role that the land factor plays in this production process. 
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 proxy for working conditions. The problems to be solved, then, relate to the search for 
alternative criteria and variables, the association of the workers with the establishments, the 
presence of no response in key variables such as income, and possible confusion or 
superposing between informality and labour precariousness.  
 

2.3.1 Identification of modern branches 
 

In order to avoid the equal association between production and small-scale and 
informality or low productivity and advance with the association of workers with their 
establishments, work started on the classification of four-digit economic activities (CIIU 
revision 3 or revision 2 depending on the country on a four digit basis), and the selection of 
branches that could be regarded modern by virtue of a number of requirements such as the 
following: 
 
• Large amount in financial capital to operate: the same as for wholesale trade. 
• Large physical capital to operate: the same as for electricity, fuel and water production 

and distribution. 
• Very high amount in human capital to carry out their activities: as for the provision of 

technical, professional and social services, among others. 
• Need to comply with indispensable legal requirements to operate excluding them from 

the informal sphere: like pharmaceutical product outlets (pharmacies), fuel outlets (fuel 
stations), financial establishments, etc.  

• Little inside technological heterogeneity, for which reason there is no coexistence of 
establishments that are very different from each other in terms of size and productivity. 
It is because of these criteria that attempts are not made to identify modern branches 
within the manufacturing sector.  

 
Not only does this procedure make it possible to identify and separate small-scale 

establishments that belong to bigger and more formal enterprises, but it also makes it 
possible to approach the identification of small-scale establishments hopefully complying 
with the registration requirement. All workers within these branches belong, therefore, to 
modern enterprises regardless of their size or legal setup. These branches represent from 
17% (Guatemala) to one third of non-agricultural employment (Panama). It would be 
appropriate to point out that much of this employment corresponds also to jobs of the public 
sector or medium and large private enterprises that tend to exclude themselves from low 
productivity activities by virtue of other criteria.  

 
2.3.2 Definition of low-productivity strata 
 

Once the modern branches will have been separated, the rest of the non-agricultural 
branches will be broken down into one modern stratum and three low-productivity strata. 
Along the lines of what Briones (1998), Van Hemelryck (1993), ECLAC (1997b) and Tapia 
(1997) proposed, and following the methodology proposed by Trejos (1999), three low-
productivity strata are identified, although based on differentiated criteria, in this case, as 
per establishment size and organization, as follows:10 

 
• Modern: Pertaining to modern branches or with an abundant generation of surpluses, 

use of skilled labour, and a broad division of labour that is also well paid. 
• Extended accumulation: Capable of maintaining the capacity to generate surpluses, 

although in smaller amounts; use of skilled and specialized labour and compliance with 
the minimum wage requirement. 

                                                      
10  It is considered that domestic work, which is not regarded as a part of micro or small business, 

belongs to the subsistence stratum.  
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• Simple accumulation: little capacity to generate surpluses, danger of causing de-

capitalization, and little use of skilled labour which, when used, must accept an 
insufficient work day pattern or insufficient pay as a way to save on labour costs. 

• Subsistence: No capacity to generate surpluses, whereby there is de-capitalization; use 
of non-skilled labour if any is used but without possibilities to pay salaries of more than 
the legally established minimum.  

 
The subsistence stratum is not defined for small business, since it is regarded as an 

unlikely situation that will most probably be confused with situations of labour 
precariousness. Based on the preceding conceptual definitions, the strata become 
operational through the selection of variables and the establishment of criteria. As has been 
pointed out, the pertinent variables and the criteria used depend on the occupational 
category of the workers, for which reason they are referred to below following such basic 
organization.11  
 

Independent Workers. The income earned by independent workers in their main 
occupation is a priority for the separation by strata herein proposed. Since determining 
whether they have income that enables them to generate savings and remunerate their 
labour force is of the utmost interest, total income is taken into consideration regardless of 
number of hours worked. A distinction between employers and independent workers, and 
by establishment size, is also made. The occupational group and education level are used 
also as an auxiliary variable. The basic problems in this case are to establish the boundaries 
of each stratum, and to manage non-reported income. 
 

In order to establish boundaries, the minimorum minimum wage (MW) in force in the 
labour market of each country was used as an indicator of the opportunity cost of 
independent workers. When there is more than one MW, this is the minimum wage that 
corresponds to the wage established for agricultural occupations, a choice that is based on 
several arguments. In the first place, the minimum wage structure may be complex, with 
wages differentiated by activities and occupations. On the other hand, the use of another 
MW would make it necessary to estimate averages that would make sense only if they were 
weighed on the basis of an occupational structure that is currently unknown. Lastly, in 
order to avoid the kind of income underestimation that normally accompanies the 
household surveys into significant amounts in the case of independent workers, it is 
necessary to use a rather modest rule which would also permit to get to the strata with a 
sufficient number of observations.  
 

Taking the MW as an indicator of the opportunity cost of independent workers, and 
taking into account the need to arrive at strata with a certain sample size, the following 
criteria were used: less than one MW corresponds to the subsistence stratum, since it does 
not suffice to remunerate even its own labour force. From one MW to less than two MWs is 
the level of the simple accumulation stratum. With the income generated at this level it is 
possible to remunerate the labour force and generate a small savings to replace tools but not 
to acquire physical capital. It only reproduces or maintains the establishment’s capital. The 
extended accumulation stratum includes main occupation income above or equal to two 
MWs and below four MWs. With this level of income it is possible to remunerate the 
labour force and generate surpluses that make it even possible to acquire some physical 
capital. Lastly, if the income is equal to or higher than four MWs, which generally 
corresponds to a level above the 90th percentile of the distribution of labour income, the 
establishment is regarded as a modern sector establishment.  
 

                                                      
11  The specific criteria used in each country may be consulted in the cited publications. It may be 

very hard to apply such criteria to secondary activities and, in any event, they would require 
more information than that which is currently gathered with respect thereto.  
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It is clear that these are essentially arbitrary limits, since the amount required to 
acquire physical capital is not known and this amount will, in turn, vary depending on the 
type of activity. It is also clear that surplus generation as an indicator of productivity level 
is affected by circumstances. Equally true is the fact that accumulation depends on other 
factors additional to surplus generation. It is, therefore, more appropriate to identify such 
strata as being in a possibility of accumulation situation, whence the importance of support 
policies. What is definitely not appropriate is to use a poverty line as a rule to make the 
separation between strata. The poverty line refers to the household and determines the 
resources necessary for the members of the household to satisfy their needs, whereas what 
is sought in this case is to know whether the income that the worker earns in her or his 
activities pays for her or his incorporated labour and generates a return on the capital 
therein incorporated.  

 
The second problem relates to lack of income response from business earnings. Cases 

in which this occurs are isolated and dealt with as an independent category but are 
nevertheless associated with low-productivity strata known as non-well-specified strata 
(NWSS). Placing them among low-productivity activities is justified by the assumption that 
the lack of income response is due to difficulties in attempting to provide the data because 
of lack of adequate records, rather than because of an express desire to conceal the 
information. This is even clearer if the fact that technical and professional independent 
workers are not included here is kept in mind. Thus, it is possible to reconstruct 
employment by establishment size and for low-productivity strata. When this group is 
marginal, less than 1% of its category assimilates itself to the subsistence stratum, and 
when it is more significant, like in Costa Rica and Guatemala, the figures are pro-rated 
between the three low-productivity strata for purposes of the summary tables herein 
contained. Regardless of income, independent workers in professional or technical 
occupations or who are university graduates incorporate themselves into the modern 
stratum, following the region’s empirical tradition.  

 
Salaried workers For salaried workers a distinction was made between government 

employees, private business salaried workers, and domestic work. For salaried workers of 
the private sector, occupation and the individuals’ formal educational level, access to health 
insurance and, to a lesser extent, days worked, were used as assignment variables in 
addition to salary amount. The amount of the salary in the main occupation was taken to 
identify in the first instance the appropriate stratum, subject to criteria similar to those 
applied to independent workers. These criteria were adjusted with the use of the other 
variables. By referring to occupation an attempt is made to distinguish professionals and 
technicians, and those occupations of an administrative-managerial type that imply a real 
and detailed division of labour inside the establishment. The underlying hypothesis is that 
the more informal the establishment is, the weaker the internal division of labour is, 
whereby the chances to find workers performing exclusively administrative functions are 
slim. Professionals and technicians, as well as university graduates, were assigned to the 
modern stratum, and employees in administrative functions with salaries below the 
minimum were assigned to the simple accumulation stratum. The assumption made here is 
that the division of labour could be made by reducing salary costs. 

 
Access to social security, limited in most cases to access to health insurance, was 

taken as criteria to identify modern or formal activities. Only in the case of Costa Rica, 
where health insurance coverage is very broad, direct salaried insured workers in the 
extended accumulation stratum were considered, as well as indirect insured workers, that is, 
salaried workers who appear covered as independent workers to reduce deduction costs, in 
the simple accumulation stratum. These criteria could not be applied in Panama, since such 
information was not available. The presence of involuntary partial workweeks was taken as 
an indicator of labour-cost-saving mechanisms, and workers in this category were assigned 
to the extended or simple accumulation strata, depending on the salary earned. 
 



 

Working paper No. 7  23 

In the case of private-sector salaried workers with non- reported income, where 
information is available on establishment size, workweek and occupation, they were 
assigned to the respective size and to the low-productivity stratum, maintaining the NWSS. 
As with independent workers, when their number was not significant, they were added to 
the subsistence stratum to simplify the management and appearance of the information and 
in the opposite case they were maintained separate. 

 
Domestic work. Domestic work is regarded as an independent low-productivity 

sector or stratum, and it is assimilated to the subsistence stratum when aggregations of the 
different sizes are made. Similar to agricultural peasantry, this is an ancestral and traditional 
rather than an informal activity or occupation. Therefore, and in consonance with what was 
pointed out by the Fifth ICLS, it is not regarded a part of the informal sector. However, 
since it has been traditionally shown together with the informal sector and even as a part of 
it, this information shall be provided separately for comparative purposes. It must be kept in 
mind that this type of occupation can be affected by even greater constraints as far as 
decent work is concerned, than those experienced by informal business salaried workers, in 
a context where support policies for such activity are not available. 

 
State jobs. This category comprises the sum total of government employees, who are 

identified as part of modern activities regardless of establishment size.  
 
Non-remunerated family worker. This type of worker is assigned to the productive 

strata according to the following alternative criteria. If the family work is an agricultural 
activity or if it is done in a medium-size or large enterprise or in a modern branch, if these 
categories are shown, the worker is assigned to the corresponding stratum. If it is done in a 
small non-modern enterprise the worker is assigned to the simple accumulation stratum, 
and if it is done in establishments of 1 to 4 workers of non-modern branches, the worker is 
assigned to self- employment. In self-employment, assigning by production strata is done 
depending on the poverty stratum to which the original family belongs if there is little 
presence of family work; in the opposite case, educational level is also used. If the person is 
not poor but did not complete elementary school, she or he is assigned to the simple 
accumulation stratum, and if she or he is poor, to the subsistence stratum.  

3. Characteristics and recent evolution 
of Central America 

Central America is a small region in terms of size, population and economic wealth. 
As can be observed in Table 1, it is nearly one fourth of the surface area of Mexico, and just 
one tenth that of the United States of America. Its global population was close to 36 million 
inhabitants in the year 2000, and its total production for that year reached 60 billion 1995 
dollars. This production represents 3% of the Latin American output, 13% of the Mexican 
output, and less than 1% of the output of the United States of America.  

 
Nevertheless, the Central American region is also quite heterogeneous. Using the 

most traditional relative economic development indicator, that is, the per capita product in 
1995 dollars, Costa Rica and Panama were found to be above the regional average, which 
they doubled, and had a per capita output above US$3,200 in 2000. El Salvador and 
Guatemala are near the regional average with a per capita product close to US$1,600 per 
year, while Honduras and Nicaragua are below the middle of the area average and have per 
capita product figures below US$700. Nicaragua appears with the lowest per capita product 
($483 or 29% of the regional average, while Costa Rica has the highest average income 
level: $3,593 (2.2 times the regional average and 7 times the amount for Nicaragua). These 
differences are maintained when expressed in purchasing power parity (UNDP, 2000). 
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Heterogeneity is also expressed in terms of social development, and that is the result 
of social investment marked also by considerable disparity. Costa Rica and Panama have 
the highest levels of social development, measured by the UNDP Social Development 
Index, supported by a social investment that started to be made long ago, and high 
macroeconomic and fiscal priorities. These countries show the synergies that are obtained 
by investing on human capital: greater productivity, less inequality, less poverty.  However, 
observing the region as a whole, inequality continues to be high in the Latin American and 
the world contexts, and more than half the population of Latin America is below the 
threshold of poverty.12 
 

The evolution experienced during the 90s shows us a much more favourable picture. 
The region grew in a rather sustainable manner at an annual average rate of 4.3% (1.6% in 
per capita terms), with increases in real social investment, and improvement in social 
development indicators, and reduction of poverty (see Table 1). Despite this, no clear 
improvement can be observed concerning income inequality, and the countries where the 
lowest level of improvement was reported were those which were in the worst situation at 
the beginning of the 90s: a widening of internal gaps or heterogeneities was also reported. 

                                                      
12  The region is very vulnerable to natural disasters such as earthquakes, hurricanes, floods and 

volcanic eruptions. These natural phenomena have affected mostly the poorest countries, which 
has widened the gap between them and the rest. Some of the countries have also been devastated 
by armed conflicts in the past, nourished by the strong inequality that prevails and this has also 
widened the gaps that exist between countries.   
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Table 1: Central America: Some indicators on its socioeconomic situation and recent  
  evolution, by country. 

 
Indicator Costa Rica El Salvador Guatemala Honduras Nicaragua Panama Region 

Total population 2000 
(millions) 

4.0 6.3 11.4 6.5 5.1 2.9 36.1 

Regional Distribution 11 17 32 18 14 8 100 
Annual growth 2000/1990 2.8 2.1 2.7 2.9 2.9 1.8 2.6 
% residing in urban areas 50 55 39 48 55 58 49 
Total territory (thousands 
of Km) 

50.8 20.8 108.8 112.1 139.0 77.1 508.8 

Regional distribution % 10 4 21 22 27 15 100 
Density (persons per 
Km2) 

78 300 105 58 37 37 71 

Production 2000 (millions 
of 1995 dollars) 

14,470 10,956 17.764 4,540 2.455 9.408 59.594 

Regional distribution % 24 18 30 8 4 16 100 
Annual growth 2000/1990 4.7 4.3 4.1 3.1 3.5 4.5 4.3 
        
Per capita output 2000 
(1995 dollars) 

3.593 1.745 1.560 699 483 3.294 1.649 

Annual growth 2000/1990 1.8 2.2 1.4 0.2 0.6 2.7 1.6 
Average regional 
index=100 

218 106 95 42 29 200 100 

        
Social development in 
1999 (UNDP’s HDI) 

0.821 0.701 0.626 0.634 0.635 0.784 0.676 

Position among 162 
countries 

41 95 108 107 106 52 103 

1990 to 1999 trend Improved Improved Improved Improved Improved Improved Improved 
1999 per capita social 
expenditure (1997 dollars) 

622 82 107 57 57 642 186 

Fiscal priority (% of 
public spending) 

43 27 46 34 37 39 40 

Macroeconomic priority 
(% of the GDP) 

17 4 6 7 13 19 11 

1990 to 1999 trend Increased Increased Increased Decreased Increased Increased Increased 
Inequality in 1999 (Gini 
population index) 

0.473 0.518 0.582 0.564 0.584 0.567 0.554 

1990 to 1999 trend Increased n.a. Held Decreased Increased Held n.a. 
Poverty in 1999 (% of 
poor people) 

20.3 49.8 60.5 79.7 69.9 30.2 56.5 

1990 to 1999 trend Decreased Decreased Decreased Held Decreased Decreased Decreased 
 
Source: Prepared by author on the basis of data from ECLAC (2001A AND 2001B) State of the Region (1999). 
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4. The region’s labour market as context 
 

Given that the starting point for the analysis of the informal sector is the world of 
work, it is necessary, first of all, to know which the main features of the Central American 
labour market were at the end of the 90s. These global features, that emphasize the 
employment component because of limitations of the different sources as pointed out, shall 
determine the magnitude and characteristics of the region’s informal sector, and shall make 
it possible to put into context policy recommendations for the future development of small-
scale production.13  

 
4.1 Growth of employment at the expense of productivity 
 

The heterogeneity that characterizes the Central American countries reveals in the 
labour market, where it establishes considerable differences among themselves. Despite 
such heterogeneity, looking at the 90s as a whole, all countries of the region grew at least at 
an average rate of 3% per annum, which resulted in a regional average of 4.4% per annum 
(Table 2), between 1990 and 1999.14 However, employment also grew at a considerable 
rate (3.8% per annum between 1990 and 1999), leaving little room for improvement in 
average productivity per active worker.15 Moreover, countries with less relative 
development (Nicaragua and Honduras) experienced falls in labour productivity thus 
widening the regional differential.  
 

Table 2: Central America: Evolution of production, employment and productivity, by country, 
1990-1999. 

 
1990/1999 annual average variation rates Productivity in 1999 Country 

Production1 Employment Productivity2 Value2 Index3 
Remuneration 

Index4 
       
Central America 4.4 3.8 0.6 4.588 100 100 
       
Costa Rica 5.1 2.8 2.2 10.965 239 170 
El Salvador 4.5 4.2 0.3 4.700 102 104 
Guatemala 4.2 3.2 1.0 4.192 91 88 
Honduras5 3.0 4.9 -1.8 1.920 42 70 
Nicaragua 3.3 4.3 -1.0 1.342 29 56 
Panama 4.7 3.7 1.0 9.547 208 170 
 
1/Gross Domestic Product (GDP) at market prices in millions of 1995 dollars. 
2/GDP per employed person in 1995 dollars. 
3/Regional average equal to 100%. 
4/ Regional average equal to 100% of labour income (salary or enterprise earnings) in 1999 current US$. 
5/Preliminary figures. 
 
Source: Author’s calculations on the basis of ECLAC (2000) estimates and country household surveys. 

 

                                                      
13  Surveys with different data collection periods and consequently different references and 

variations as to the way in which those who are working are identified, are used.  Traditional 
labour force surveys (Panama, Costa Rica and Honduras), living standard measurement surveys 
(Nicaragua and El Salvador), and family budget surveys (Guatemala) are used. The starting age 
used to research labour activities also varies, and that which is official for each country is what 
is used in this section. 

14  Since the most recent information available on the labour market refers to 1999, economic 
growth is limited to that period as well.  

15  1990 data on employed workers for Nicaragua, Guatemala and El Salvador are estimated on the 
basis of information available for near years and from sources that are not totally comparable, 
for which reason they must be viewed with caution.            
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Thus, at the end of the 90s, productivity per employed worker in Costa Rica and 
Panama more than doubled the regional average; El Salvador and Guatemala remained near 
the region’s average, and Honduras and Nicaragua showed productivity levels below one 
half of the regional average. Although these productivity levels are the result of each 
country’s production structure and have not been adjusted for differences in the purchasing 
power of each country, they suggest the possible existence of productivity differences also 
considerable among micro-businesses of the informal sector of the different countries of the 
region.16 The average remuneration for work, obtained from the household surveys and 
shown on the same table, corroborates such differentials between countries, although the 
gaps are less severe.  

4.2 High labour share with variable unemployment 
 

It is possible to obtain a complete outlook about the population and the incorporation 
into the labour market for the year 1999. As shown on Table 3, the population of Central 
America was close to 35 million inhabitants, of which nearly 14 million were incorporated 
into the labour market towards the end of the 90s. This means 40% of the total population 
(gross share) and 56% of the population of working age (net share)17 Guatemala contributes 
nearly one third of the population of Central America (31%), followed by El Salvador 
(17%), Honduras (18%), and Nicaragua (14%), which contribute nearly one sixth each. 
Then Costa Rica concentrates one tenth of the region’s population, Panama being the 
smallest from the population point of view, with only 8% of the population of the region.  
 

 
Table 3: Central America: Estimates of the population’s labour share for 1999. 

(Absolute figures in thousands; percentages for shares). 
 

Indicator Central 
America1 

Costa 
Rica 

El 
Salvador 

Guatemala Honduras2 Nicaragua Panama 

Total population 35,243 3,933 6.154 11,090 6.316 4.939 2.812 
Minors2 9,992 1,025 1,510 3,344 1,816 1,405 892 
Working age population 25,252 2,908 4,645 7,746 4,500 3,533 1,920 
 Labour force 14,003 1,594 2,445 4,387 2,471 1,931 1,175 
 Employed  13.210 1,498 2,275 4,302 2,390 1,707 1,037 
 Unemployed  793 96 170 84 81 224 138 
 Inactive 11,249 1,313 2,200 3,360 2,029 1,602 744 
Gross share 
Net share 
Employment share 
% Open unemployment  

40 
55 
52 
6 

41 
55 
52 
6 

40 
53 
49 
7 

40 
57 
56 
2 

39 
55 
53 
3 

39 
55 
48 
12 

42 
61 
54 
12 

 
1/Regional aggregate on the basis of each country’s figures adjusted in mid 1999 according to CELADE (ECLAC, 2000). 
2/Younger than 10 for Guatemala, El Salvador, Honduras and Nicaragua. Younger than 12 for Costa Rica, and younger than 15 
for Panama. 
 
Source: Author’s calculations on the basis of the household surveys and PROMICRO/ILO studies on the countries. 
 
 

                                                      
16  However, no production or productivity estimates are available at the informal micro-business 

level to prove this hypothesis, although average remuneration differentials, as we shall see later, 
suggest that these differentials can be considerable.          

17  In order to accomplish uniformity of the figures, the information has been updated to 1999, 
when the data were available, which is true for all the countries except for Nicaragua and to a 
lesser extent Guatemala; they were adjusted in mid 1999 using the CELADE population 
estimates by simple years and calendar years. The surveys were conducted in mid 1999 with 
such an “adjustment” in expansion factors, maintaining their internal structure and possible 
underestimation in the surveys about total population and, consequently, occupied population. 
The latter is significant in the case of Costa Rica and to a lesser extent Panama. It is appropriate 
to mention that with such adjustment the structures of the region as a whole are practically 
identical to those obtained by the plain addition of the surveys used without adjustment, but with 
more consistent absolute figures.                  



 

28 Working paper No. 7 

Persons actually holding a job amount to nearly 13 million, which represents an 
occupation share of 52%. Only El Salvador and Nicaragua show occupation shares below 
50% explained, for the former, by less labour participation and, for the latter, by more 
unemployment. This means that nearly 800.000 Central Americans were unemployed in 
1999, which was equivalent to an open unemployment rate of almost 6% but with strong 
differences by country. In particular, open unemployment is of about 12% of the labour 
force in Nicaragua and Panama, and shows the lowest values in Guatemala (2%) and 
Honduras (3%); as it will shown later, these countries show less development of wage 
relations in their labour markets. Costa Rica and El Salvador show unemployment rates 
similar to the regional average.  
 

 
4.3 Profile of the employed 
 

By focusing our attention on the unemployed, it is possible to know their main 
personal characteristics as an indication of the human capital that the region has. Table 4 
incorporates a number of indicators on persons with a job towards 1999. 
 

Limited female presence. Female participation still remains at levels close to half of 
male participation. This is clear when we ascertain that women represent nearly one of 
every three that are occupied in the region. The fact that the countries with the highest 
relative development figure, less of a presence of primary activities, and more weight of 
State employment as we shall see later (Costa Rica and Panama), show, in turn, less female 
participation, while the opposite occurs in, for instance, the Guatemalan and the Honduran 
economies. A case in point would be El Salvador, a country that shows the highest female 
labour participation. Armed conflicts of the past and a strong migration outwards could 
explain such results, although female participation is lower in Nicaragua, which also shares 
the same characteristics. This suggests the existence of other complex factors that would 
explain the female labour insertion pattern. 
 

A young working population. A second distinctive feature of those who are 
employed is determined by the age structure of the employed population. In this context it 
is observed that nearly one third of those who have a job are under 25 and that 82% of them 
are under 50, which results in an average age of 35 suggesting an active population with 
less working experience. The weight of those under 25 increases in countries that measure 
the share of labour from earlier ages; thus, this group can account for as much as 36% 
(Guatemala), while in Panama its weight is only of 19% since in this case the labour share 
is measured from the age of 15. In any event, approximately half of those who are actively 
working are at the age of greatest productive potential (25 to 49 years) and account for 
nearly 60% in Costa Rica and Panama. The oldest employed population carries less weight 
(18% is above 49 years of age) and in none of the countries does it exceed 19%; this result 
is due more to an age structure where youths are predominant, rather than to advanced 
social security systems.  
 

A poorly skilled labour force. 48% of the working Central Americans have not 
completed elementary education and may be regarded non-skilled workers. 35% of the 
workers completed elementary school but dropped out of high school, for which reason 
they may be classified as semi-skilled workers. This means that 83% of the working 
population did not complete high school and therefore are only qualified with limitations. 
This translates into an average education of only 5.8 years of study, that is, incomplete 
primary education, which represents a basic limitation to increased productivity and a 
challenge for training programmes.  
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Guatemala shows the lowest educational profile in the region, with two thirds of the 
working population not having completed primary education, and only 4% having 
completed secondary or higher education, which represents an average of only 4 school 
years. Nicaragua and Honduras show a similar profile, with an average of 5 school years, 
followed by El Salvador with almost seven school years on average. While this country 
continues to show a considerable contingent of working individuals with little education 
(45% have not completed elementary education), it also shows a group of workers who 
have successfully completed or gone beyond secondary education. Costa Rica (8 school 
years) and Panama (10 school years) show the highest educational levels among their active 
populations, but are still limited. Both countries have a more generalized elementary 
education that only 19% (Costa Rica) and 14% (Panama) have not completed. They also 
have large more educationally qualified working contingents: 31% of Costa Rican and 44% 
of Panamanian workers have completed or gone beyond secondary education. It appears 
not to be casual that the countries that show higher productivity levels be the same that 
have a more formally qualified labour force.18 

 
A population that is still very much rural. Nearly half of the Central American 

population still lives in rural areas. This means that the rural domain is still the work site for 
nearly half of the working population of the region. This suggests that agriculture-related 
activities are quite predominant in the region. However, and as we shall see later, the 
territory of most of these countries is so small that it induces the development of non-
agricultural, small-scale activities in the rural area. In any event, in Costa Rica, Guatemala 
and Honduras the employed population of the rural areas remains predominant. Nicaragua 
has a slightly more urban situation, while El Salvador and Panama are the most urbanized 
countries, with little more than one third of their population working in rural areas.  
 

                                                      
18  The opposite is not necessarily true since Guatemala, with the lowest human capital of its 

working population, shows a level of productivity per working individual higher than that of 
Honduras and Nicaragua, which suggests additional problems in these two countries. 
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Table 4: Central America: Employment structure according to characteristics of persons, 1999. 
(Absolute figures in thousands; percentages for relative figures). 

 
Indicator Central 

America1 
Costa 
Rica 

El 
Salvador 

Guatemala Honduras2 Nicaragua Panama 

Total employed 
(thousands) 

13.210 1,498 2,275 4,302 2,390 1,707 1,037 

Sex 100 100 100 100 100 100 100 
Men 64 68 59 64 64 66 67 

 Women 36 32 41 36 36 34 33 
Age 100 100 100 100 100 100 100 
 Under 25 31 25 27 36 35 34 19 
 25 to 49 51 60 54 46 48 50 62 
 50 and older 18 16 20 19 17 15 19 
Average age (years) 35 35 36 34 34 33 37 
Education 100 100 100 100 100 100 100 
 Up to elementary 

incomplete 
48 19 45 64 48 54 14 

 Elem. Comp. to 
secondary incomp. 

35 50 31 31 38 31 42 

 Secondary comp. or 
more 

17 31 24 4 14 15 44 

Average education 
(years) 

6 8 7 4 5 5 10 

Area of residence 100 100 100 100 100 100 100 
 Urban 51 46 63 43 47 55 64 
 Rural 49 54 37 57 53 45 36 
Socioeconomic stratum        
 Poor family 45 13 36 51 69 43 39 
 Non- poor family 55 87 64 49 31 57 61 
 
1/Regional aggregate on the basis of each country’s figures adjusted in mid 1999 according to CELADE (ECLAC, 2000). 
2/Preliminary figures. 
 
Source: Author’s calculations on the basis of the household surveys and PROMICRO/ILO studies on the countries. 
 
 

A poor region. Table 4 shows a latest indicator on the incidence of poverty based on 
each national study and determined by taking official poverty line estimates without much 
of an adjustment for under-reporting or non- measurement of income or consumption. This 
means that these estimates tend to underestimate the true levels of poverty. Even then, it is 
observed that nearly half of those actively working live in households where their most 
basic needs are not satisfied; this is to say that their jobs are insufficient for their families to 
break through the threshold of poverty. The insufficiency in remuneration points to a more 
general productivity problem of the economy as a whole, although at this point it combines 
with problems of inequality in the distribution of the benefits of growth. In any event, the 
vicious circle is clear: reduced productivity generates poverty, and poverty does not let 
people improve their productivity. 

 
4.4 Job characteristics 
 

The ways in which insertion into the labour market can be accomplished provide a 
hint about the production structure in general, and the characteristics of the jobs generated 
in the region. Table 5 shows the respective information for 1999. 
 

Agriculture remains as the main activity. Looking at the region as a whole, 
agricultural activities dominate the scene by generating nearly one third of total 
employment. The incidence of agriculture as a generator of jobs varies from country to 
country; it accounts, in Guatemala for 40% of total employment, and close to 35% in 
Honduras and Nicaragua, while in the other countries it provides approximately one fifth of 
total employment (El Salvador, Costa Rica, and Panama). Despite the fact that agriculture 
plays a leading role, it carries less weight than the working population in the rural areas, 
which suggests the expansion of non-agricultural activities in those areas.  
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Commercial activities are the second source of jobs in the region, with an average 
share of 22% of total employment. This means that more than half of the region’s 
employment is concentrated on these two activities. Its weight in the different countries is 
very similar; it fluctuates from close to 20% (Costa Rica, Guatemala, and to a lesser extent 
Honduras) to a maximum of 25% (El Salvador, Nicaragua, and to a lesser extent Panama). 
The expansion of commercial activities suggests an equally expanded presence of non-
agricultural small-scale activities.19 
 

The manufacturing sector is the third generator of employment, with a 16% share of 
total employment for the region as a whole.20 El Salvador shows a relatively broader sector 
with 19% of employment, while Costa Rica, Guatemala and Honduras are near the average. 
Only in Nicaragua and Panama does the manufacturing sector have less of a presence with 
a contribution of one of every ten jobs generated in those countries. The other secondary 
producer of goods, the construction industry, contributes 5% of regional employment 
without great differences across countries, with the exception of Panama, where it amounts 
to 7%. This means that secondary production generates 21% of regional employment.  
 

Services related to transactions, international trade, and support to companies (transport 
and financial establishments) have a discreet presence in the region, with 7% of total 
employment. However, the percentage is greater in countries with a higher relative 
development level; together, they represent 13% in Panama, 11% in Costa Rica, and 8% in 
El Salvador. A similar situation is noted concerning state and social services, where the 
expansion of the public sector explains a considerable portion of its size. Regionally they 
account for 10% of total employment, but they amount to 17% in Panama and 15% in 
Costa Rica. Finally, personal and community services, a reservoir of small-scale activities 
as well, account for nearly 9% of regional employment, with less weight in Guatemala and 
Nicaragua.  

 
A polarised work schedule. Weekly work schedules show a polarised structure that 

evidences underemployment and over employment problems. Although the average 
workweek consists of approximately 44 hours, 35% of the workers work less than 40 hours 
per week. However, this percentage rises to 43% in Guatemala, and 47% in Panama. This 
suggests the existence of a rather generalized visible underemployment or working 
schedule problem and, in any event, an inadequate use of the available human capital. 
Contrary to this, Costa Rica shows the lowest part-time employment figures, with 25% of 
its working population in this situation.21 
 

                                                      
19  The countries do not use the same classification of industrial activities (ISIC), for which reason 

the data are not strictly comparable. Costa Rica and Honduras continue to use version 2 of the 
ISIC, while the rest of the countries apply revision 3. The main difference at the level of 
aggregation that the data are shown is that the new version transfers vehicle repair activities to 
the commercial sector. Thus, the data for commerce in Costa Rica and Honduras would be 
underestimated, and those for personal and community services would be overestimated. 

20  Central America does not have a significant extraction industry, for which reason the mining 
sector does not contribute even half of one per cent of employment in any of the countries, and 
this is why it is aggregated to the industrial sector. It is appropriate to point out that the position 
of each sector depends on the disaggregation made. For analytical reasons, services are 
disaggregated here into state and private. If this were not done, services would be the third 
source of employment.                     

21  The regular workweek in Costa Rica is 48 hours, while in the rest of the region the 40-hour 
workweek is predominant, which may explain why part-time employment is less frequent in that 
country.          
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Simultaneously, an additional 30% of the workers (as much as 39% of the working 
population in Nicaragua and 32% in Honduras) work in excess of the maximum official 
workweek consisting of 48 hours. Such results suggest that low labour income, together 
with low productivity, forces a considerable contingent of the region’s working population 
to work extenuating workweeks. If this is the case, a necessary but not sufficient 
requirement for the improvement of working conditions or the expansion of decent work 
would be an improvement of the general productivity of the establishments. In Panama, the 
prevalence of a partial workweek causes overtime to be of little significance, a phenomenon 
that is not reproduced in Guatemala, where both types workweek affect a significant 
number of its working population.  
 

Insufficient development of salaried work. The expansion of salaried work indicates 
the formalization of labour relations and the possible weight of large-scale production 
activities. The region shows that 55% of the working population became incorporated into 
the labour market in 1999 on a wage relationship basis. The presence of salaried work is 
greater in Costa Rica, with 71% of its working population, in Panama (67%) and in El 
Salvador (60%), which is partly explained by a greater presence of public employment. 
However, even if attention is focused on salaried work in private business, these countries 
maintain themselves above the regional average (42%) since the incidence of employment 
in domestic work is quite similar between the countries and close to the regional average of 
5%. Regionally, the pay for salaried workers is not different from that of independent 
workers, even if this is not the case inside the countries and, furthermore, medium salaries 
in Costa Rica, Honduras and Panama, exceed the average income of independent workers.  
 

Work is concentrated within small-scale establishments. The predominance of self-
employment suggests a production structure where small-scale establishments prevail. In 
fact, 61% of the region’s employment corresponds to (agricultural, non-agricultural, public 
or private) establishments of less than five workers.22 This concentration is as high as 66% 
in the case of Guatemala, Honduras and Nicaragua. If 5 to 9-worker businesses were 
included, the accumulated percentage would be 69% for the region as a whole, and nearly 
75% for the three previously-mentioned countries23 For their part, establishments in Costa 
Rica and Panama carry less relative but still considerable weight, since 44% of the 
employed in Costa Rica and 46% in Panama work in establishments of 10 or more 
employees. 

 
4.5 Importance and evolution of the informal sector 
 

There are considerable difficulties in trying to reconstruct the evolution of the 
informal sector during the 90s, since the information available does not permit total 
coverage. Using SIAL/ILO estimates complemented with the author’s own estimates on 
Guatemala and El Salvador, it is possible to make an approach to the evolution of informal 
employment circumscribed to the rural milieu, as it appears in Table 6.24 Within the urban 
milieu, urban informal activities (UIAs) go from 48% of employment in 1990 to 51% in 
1999. If domestic work is excluded, the informal production sector or informal micro-
businesses grew from 42% of urban employment in 1990 to 46% in 1999, having generated 
one of every two of the jobs created in the urban area. Within informal micro-business, 
micro-companies, or informal employer companies, are the most dynamic with an 
employment growth of 8% per annum and contributing almost half of the jobs created by 

                                                      
22  Only Nicaragua includes 5-worker establishments. 
23  Panama, Nicaragua and El Salvador include 10-worker establishments. For larger sizes 

divergence between countries make it difficult to establish comparable ranges.        
24  These are the estimates that SIAL/ILO provides in its Internet page, not those that are published 

in Panorama Laboral. On this page, agricultural employment present in urban areas (6% of 
urban employment as a regional average) is assigned to each stratum, depending on the size of 
the establishment. Nicaragua is excluded, since it does not have information anywhere close to 
1990.                  
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these micro-businesses. On the other hand, the increase in the share of informal activities 
occurs at the expense of public employment, a sector that doesn’t contract in absolute 
terms, but which nevertheless shows limited expansion that is quite lower than the average 
for the area.  

 
If the focus of attention is placed on total employment, which implies working with a 

lower regional coverage since information on Nicaragua and El Salvador is not available, 
the results are similar. Non-agricultural informal activities (NAIS) are the most dynamic 
and account for six of every ten jobs generated during the decade, and two of every three 
jobs created among non-agricultural activities.25 Thus, informal activities went from 28% of 
total employment (47% of non-agricultural employment) in 1990, to 36% of total 
employment (54% of non-agricultural employment) in 1999. Given the fact that formal 
non-agricultural activities maintain their share in total employment, the entire expansion of 
non-agricultural informal employment is achieved at the expense of agricultural 
employment, particularly traditional agricultural employment. This suggests a step from the 
traditional agricultural sector to the non-agricultural informal sector without great changes 
in the global weight of the total informal sector (TIS). 

                                                      
25  Again, the information was obtained mainly from the SIAL/ILO database, although it was not 

possible to disaggregate further informal non agricultural activities.            
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Table 5: Central America: Employment structure according to job characteristics, 1999. 
(Absolute figures in thousands or US$; percentages for relative figures). 

 
Indicator Central 

America1 
Costa 
Rica 

El 
Salvador 

Guatemala Honduras2 Nicaragua Panama 

Total employed 
(thousands) 

13,210 1,498 2,275 4.302 2,390 1,707 1,037 

Branch of activity 100 100 100 100 100 100 100 
Agriculture 32 20 22 40 35 36 18 

 Industry & mines 16 16 19 17 17 10 10 
 Construction 5 6 6 5 5 5 7 
 Trade 22 20 25 20 21 24 23 
 Transport 4 6 4 3 2 4 7 
 Finance  3 5 4 2 2 3 6 
 Public & social 

services 
10 15 11 7 8 10 17 

Community 
personal services 

9 11 8 7 10 9 12 

Workweek 100 100 100 100 100 100 100 
Less than 40 hrs. 35 25 32 43 28 33 47 

 40 to 48 hrs. 35 48 41 27 40 29 36 
 49 or more hrs. 30 27 27 30 32 38 17 
Average workweek 
(hrs. per week) 

44 45 44 42 45 48 42 

Occupational category 100 100 100 100 100 100 100 
 Independent workers 36 26 31 34 41 31 31 
  Employers 4 8 4 3 5 4 3 
  Individual 29 18 27 31 36 27 28 
 Salaried workers 55 71 60 50 46 53 67 
   Public employees 8 13 9 4 7 9 17 
  Private sector 

employees 
42 53 46 41 36 38 44 

  Domestic help 12 3 8 16 13 17 3 
 Non remunerated 

family workers 
12 3 8 16  13 17 3 

Establishment size3 100 100 100 100 100 100 100 
 Less than 5 workers 61 47 54 67 66 66 47 
 5 to 9 workers 8 9 10 8 7 9 6 
 10 or more workers 31 44 37 25 27 24 47 
Labour income (US$ 

per month) 
216 367 225 189 151 122 368 

 Independent 214 352 234 203 146 152 263 
 Salaried 215 372 222 181 155 106 407 
 
1/Regional aggregate on the basis of each country’s figures adjusted in mid 1999 according to CELADE (ECLAC, 2000). 
2/Preliminary figures. 
3/Nicaragua includes those of five workers in the first range, and that country, together with Panama and El Salvador, close the second range 
at ten workers. 
 
Source: Author’s calculations on the basis of the household surveys and PROMICRO/ILO studies on the countries. 

 
Nevertheless, the decision of working with one or the other domain is not negligible 

as to profile of the sector and relative size of the target population. Table 7 shows a regional 
summary for the end of the 90s, where it is possible to incorporate Nicaragua and El 
Salvador, concerning the changes in the makeup and relative and absolute sizes of the 
informal sector.26 Nearly 2.5 million working individuals would be in the informal sector if 
restricted to the urban milieu and if its measurement would be depurated to exclude 
agricultural activities and small-scale modern activities. This represents 20% of the region’s 
total employment, and 39% of regional urban employment. Within itself, micro-business 
(informal employer businesses)   provides close to one fourth; self-employment (informal 

                                                      
26  In this table country data for 1998 and 1999 were taken without any adjustment. This is why 

they will differ from estimates that shall be shown later.           
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own account businesses) 60%; and domestic work the remaining 14%.27 If the focus of 
attention is concentrated on the informal productive sector, it employs more than 2.1 
million persons, which is equivalent to 17% of total employment and 33% of urban 
employment. In this case, self- employment provides 70% of informal employment. 

 
When the most frequent empirical approach is used, which does not either identify 

modern micro-businesses or separate agricultural activities carried out by urban residents, 
informal activities increase by about 23% to settle at approximately 3 million individuals 
employed. The largest relative increase occurs in micro-business, since the traditional 
approach tends to incorporate it totally, while it has been common practice to exclude 
workers on their own account, professionals or technicians. This means that if the adjusted 
approach were more adequate the usual measurements would be overestimating informal 
activities by nearly 20%, and overstating the weight of micro-businesses. 
 

Table 6: Central America: Evolution of employment by production strata, 1990-1999. 
(Relative figures.) 

 
Employment structure 1999/90 variation Production stratum 
1990 1999 Total Annual rate 

     
Urban employment1 100 100 100 5.2 
Modern activities 52 49 44 4.6 
 Public sector 17 12 3 1.0 
 Private sector 34 37 41 6.1 
Informal activities 48 51 56 5.9 
 Informal production sector 42 46 53 6.7 
  Micro-enterprise 14 17 23 7.8 
  Self-employment 28 29 30 5.5 
 Domestic work 6 5 3 2.7 
Total employment2 100 100 100 3.6 
Agricultural activities 41 33 9 0.9 
 Modern 11 10 5 1.7 
 Traditional 30 23 4 0.6 
Non-agricultural activities 59 67 91 5.2 
 Formal 31 31 32 3.8 
 Informal 28 36 58 6.7 
Non-agricultural activities2 100 100 100 5.2 
 Formal 53 46 35 3.8 
 Informal 47 54 65 6.7 
 
1/Excluding Nicaragua. 
2/Excluding Nicaragua and El Salvador. 
 
Source: Author’s calculations on the basis of SIAL/ILO and ECLAC data and the country surveys. 
 
 

In passing from the urban areas to the non-agricultural milieu and even maintaining 
an adjusted definition, informal employment will amount to 4 million persons. Compared to 
the initial estimate, this means that the passage from the urban area to the non-agricultural 
milieu increases the target population by 65% (1.6 million persons). The increase is more 
noticeable between self-employment and domestic work, which shows that these activities 
have a greater relative weight in the rural areas.28 Such an increase is verified also in the 
sector’s relative weight. Thus, informal employment goes from 20% of total employment 
(UIS) to 32% of national employment (NAIS) and, within each realm of analysis, it goes 
from 39% of urban employment (UIS) to 48% of non-agricultural employment (NAIS), 
showing at the same time that informal activities have a greater relative presence in the 

                                                      
27  Although the fifteenth ICLS resolution recommends that domestic work be excluded, it leaves 

the possibility open to incorporate it, and it has been common practice to take it into account. 
Here it is maintained making a distinction between informal activities (with domestic services) 
and the informal productive sector.           

28  This does not mean that these activities, particularly domestic work, are carried out with greater 
intensity in the rural areas, but that those who carry them out normally live in the rural areas.         



 

36 Working paper No. 7 

non-agricultural rural milieu. It would be appropriate to mention also that the internal 
structure remains very similar. The incorporation of small-scale agricultural activities adds 
3 million workers, which places informal activities at around 56% of total employment, and 
the informal productive sector at 51% of total employment. This means that the passage 
from the urban informal sector (UIS) to the total informal sector (TIS) almost triples the 
target population and more than triples that of the informal productive sector, thus 
increasing even more the prominence of self- employment. However, these figures must be 
seen with caution because of difficulties in defining the boundaries of informal small-scale 
agricultural production, and because of its mostly traditional component. This is why, in the 
remainder of this document, the emphasis shall be placed on non-agricultural small-scale 
production, in consonance with the recommendations of the XV ICLS. 

 
Table 7: Central America: Alternative estimates of informal employment towards  

the end of the nineties.   
(Absolute figures in thousands without adjustment, and relative figures in percentages). 

 
Informal production sector Scope of the coverage Informal 

activities Total Micro-
enterprise1 

Self-
employment 

Domestic work 

      
Employed population (thousands)      
 Urban (UIS adjusted def.) 2,475 2,135 639 1,496 340 
 Urban (UIS traditional def.) 3,035 2,695 924 1,770 340 
 Non-agricultural (NAIS) 4,079 3,502 967 2,535 577 
 Total (TIS) 7 ,035 6,458 1,685 4,774 577 
Relative composition      
 Urban (UIS adjusted def.) 100 86 26 60 14 
 Urban (UIS traditional def.) 100 89 30 58 11 
 Non-agricultural (NAIS) 100 86 24 62 14 
 Total (TIS) 100 92 24 68 8 
Percentage of total employment      
 Urban (UIS adjusted def.) 20 17 5 12 3 
 Urban (UIS traditional def.) 24 21 7 14 3 
 Non-agricultural (NAIS) 32 28 8 20 5 
 Total (TIS) 56 51 13 38 5 
% of employment of each domain      
 Urban (UIS adjusted def.) 39 33 10 23 5 
 Urban (UIS traditional def.) 47  42 11 30 7 
 Non-agricultural (NAIS) 48 41 11 30 7 
 Total (TIS) 56 51 13 38 5 
UIS index (adjusted def.) = 100      
 Urban (UIS adjusted def.) 100 100 100 100 100 
 Urban (UIS traditional def.) 123 126 145 118 100 
 Non-agricultural (NAIS) 165 164 151 169 170 
 Total (TIS) 284 302 264 319 170 
 
1/Establishments of 1 to 4 workers (up to 5 for Nicaragua) with salaried workers. 
UIS traditional def.: informal urban sector according to the SIAL/ILO definition. 
UIS adjusted def.: informal urban sector excluding agricultural employment in the urban areas and modern micro-businesses. 
NAIS: non-agricultural informal sector with an adjusted definition, that is, excluding modern micro-businesses. 
TIS: total informal sector maintaining exclusion of modern micro-businesses, and incorporating self-employment and agricultural micro-
enterprises. 
 
Source: Author’s calculations on the basis of SIAL/ILO and PROMICRO/ILO. 
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5. The non-agricultural informal sector 
 

Since the central objective of the analysis contained in this paper is the informal 
sector or, more specifically, informal micro-business (micro-business plus self-
employment), it is evidently useful to widen the analysis spectrum to incorporate other 
larger scale activities.29 Table 8 provides information on the 1999 structure of employment 
for Central America. This structure shows the disaggregation of small-scale production into 
four production strata consisting of one modern stratum and three low productivity or 
informal strata according to what was pointed out previously. 
 

Nearly 4.2 million persons work in informal non- agricultural activities; this stands 
for 32% of the region’s total employment, and 47% of non- agricultural employment. Its 
absolute and relative size, therefore, is similar to that of agricultural production. The latter 
has been broken down into commercial activities (with hired salaried workers regardless of 
number), and traditional activities (workers on their own and non- remunerated family 
members), which is close to what is known as the peasantry. Within informal activities, the 
informal productive sector, that is, informal micro-business or informal household 
commercial businesses not established as partnerships provide employment to 3.7 million 
persons, which is equivalent to 28% of regional employment, 40% of non-agricultural 
employment, and 86% of informal employment. Its weight is, consequently, below that of 
the agricultural employment share. For its part, domestic work adds 613 thousand persons, 
which is equivalent to 5% of regional employment, 7% of non- agricultural employment, 
and 14% of informal employment. 
 

By type of establishment within informal micro-business, micro-businesses or 
informal employer businesses represent 28% of such employment (1.0 million of employed 
persons), which is equivalent to 11% of total non-agricultural employment, 8% of national 
employment, and 24% of informal employment. Self-employment or informal personal 
businesses provide the remaining 72% of employment in informal micro-business, totalling 
2.7 million employed workers. This is equivalent to 29% of non-agricultural employment, 
20% of national employment, and 62% of informal employment. Thus, non-agricultural 
self-employment is highly prominent in the generation of employment in the region.  
 

By production strata and within informal micro-business, 17% of those with 
employment are in extended accumulation establishments where working conditions are 
more favourable; this totals 0.6 million working persons. This percentage is very similar 
both among micro-businesses, and in self-employment. Simple accumulation activities, 
where working conditions are less favourable, contribute almost one third of informal 
micro-business employment, totalling 1.1 million working individuals. Their relative 
importance is greater in micro-business (38%) than in self-employment (28%), which 
suggests that working conditions are somewhat better in the former. Lastly, little more than 
half the employment in informal micro-business (52%) is in the subsistence stratum, where 
working conditions are more deteriorated, and this accounts for 55% in self-employment. 
This means that the prominence of self-employment goes hand in hand with a similar 
prominence of low-productivity activities. In other words, the data corroborate the fact that 
the greatest productivity problems and, consequently, the greatest difficulties to accomplish 
the decent work goal, are found in self-employment.  
 

                                                      
29  In order to have an acceptable approach to non agricultural small business, employment of 10 to 

20-worker establishments was estimated for Guatemala and Honduras, which do not have a 
measurement for this range. The estimate was made using the average for El Salvador and 
Panama of the percentage of employment in that range of non agricultural private employment, 
which resulted in 4.95%. The data for Costa Rica and Panama have been updated to 1999 and all 
were centred at mid 1999 according to CELADE population estimates.                
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It is appropriate to point out also that a non-negligible labour contingent generated by 
non-agricultural micro-business is classified, according to the proposed methodology, as 
modern. It provides close to 800 thousand jobs in similar percentages by both, micro-
businesses, and self-employment. Such modern non-agricultural micro-business 
employment is equivalent to 6% of total employment, 9% of non-agricultural employment, 
16% of modern employment, and 21% of modern private employment. This means also 
that, if non-agricultural micro-businesses as a whole are taken into consideration, they add 
nearly 4.5% jobs in the region, totalling 34% of total employment, and 49% of non-
agricultural employment.  

  
The specificities of this labour market structure by country are shown on Table 9. 

 
Table 8: Central America: Employed population, by activity, size, segment, and  
 production strata, 1999. 

(Absolute figures in thousands; relative figures in percentages). 
 

% distribution of net employment generation Stratum and size Total 
employed TE % AE/NAE % ME/IE % PME/IE % ME/AUT % 

       
Total employed 13,210 100     
Agricultural activities 4,137 31 100    
 Commercial 1,845 14 45    
 Traditional 2,293 17 55    
Non-agricultural activities 9,067 69 100    
 Modern activities 4,790 36 53 100   
  State activities 1,087 8 12 23   
  Private activities 3,703 28 41 77 100  
   Medium and large enterprise    (21 

or more workers) 
1,806 14 20 38 49  

   Small enterprise (5 to 20 workers) 1,105 8 12 23 30  
   Modern micro-enterprise1 443 3 5 9 12  
   Individual work or modern self-

employment 
349 3 4 7 9  

Informal activities 4,277 32 47 100   
 Informal micro-business 3,664 28 40 86 100  
  Extended accumulation 639 5 7 15 17  
  Simple accumulation 1,135 9 13 27 31  
  Subsistence2 1,890 14 21 44 52  
 Micro-enterprises1 1,014 8 11 24 28 100 
  Extended accumulation 187 1 2 4 5 18 
  Simple accumulation 385 3 4 9 11 38 
  Subsistence 442 3 5 10 12 44 
 Independent or self-employment 2,650 20 29 62 72 100 
  Extended accumulation 452 3 5 11 12 17 
  Simple accumulation 750 6 8 18 20 28 
  Subsistence 1,448 11 16 34 40 55 
Domestic work 613 5 7 14   
A.N.B.E. 5 0     
 
TE: total employment; AE: agricultural employment; NAE: non-agricultural employment; ME: modern employment; PME: private modern 
employment; IE: informal sector employment. EME/AUT: employment within each size category of informal establishments. 
1/From 1 to 4 salaried workers. 
2/This includes domestic work as a subsistence activity. 
 
Source: Author’s calculations on the basis of the household surveys and PROMICRO/ILO country studies. 
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6. From the informal sector to  
non-agricultural micro-business 

 
This paper is based on shifting attention from the informal sector to small-scale 

production. Limitations to the identification of informal productive activities, together with 
the heterogeneity that prevails in small-scale production make it more attractive and more 
pertinent, from the point of view of public policy, to concentrate all attention on the totality 
of small-scale production and on trying to identify different productive strata inside of it; 
these strata will represent different challenges in terms of the decent work agenda. The 
division between formal and informal would depend on the criteria of analysts or on the 
objectives of the production support policies to be designed or implemented. 
 

Ideally, such attention should be concentrated both on micro-business as well as on 
small business, currently being affected by an informalization process within the 
decentralization logic, and also being paid routine attention by many public or private 
agencies that deal with the informal sector. It would be suggested, therefore, to concentrate 
all attention on micro and small business as a whole (M&SE) as a support target in small-
scale production. The attention thus paid would also imply focusing on household 
productive establishments or commercial businesses, and leaving aside domestic work. 
 

Table 10 shows the same information as Table 8, but with a shift of attention from 
the informal sector to micro and small business. Additionally, small business is 
disaggregated by productive strata. The results indicate that nearly 5.6 million people work 
in non-agricultural establishments of up to 20 workers, which represents 42% of the 
region’s total employment, 61% of non-agricultural employment, and 70% of non-
agricultural employment generated by the private sector.30 By establishment size within 
non-agricultural micro and small business (M&SE), small businesses account for 20% of 
employment (1.1 million working individuals), which is equivalent to 12% of total non-
agricultural employment, and 8% of national employment.  

 

                                                      
30  Costa Rica and Panama draw the line at 19 workers, and Nicaragua includes businesses with 20 

to 30 workers. 
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Table 9:  Central America: Structure of employment by country, size, segment and  
 production stratum, 1999.  
 (Absolute data in thousands adjusted to 1999 according to CELADE population estimates for each country). 
 

Size and stratum Central 
America 

Costa 
Rica 

El 
Salvador 

Guatemala Honduras Nicaragua Panama 

        
Total employed (thousands) 13,210 1,498 2,274 4,303 2,390 1,707 1,037 
Total emp. (relative structure) 100 100 100 100 100 100 100 
Agricultural activities 31 20 22 40 35 36 17 
 Commercial 14 15 11 18 12 16 6 
 Traditional 17 5 11 22 23 20 11 
Non-agricultural activities 69 80 78 60 65 64 83 
Modern activities 36 53 43 28 31 31 53 
State activities 8 13 9 4 7 9 17 
Private activities 28 40 33 24 24 22 36 
 Med. & large enterprises1 14 19 19 9 14 8 23 
 Small enterprises2 8 12 10 7 7 7 9 
 Modern enterprises3 3 6 2 5 2 3 2 
 Modern self-employment4 3 3 2 3 2 4 2 
Informal activities 32 27 35 32 34 33 29 
Informal micro-business 28 22 30 28 31 28 24 
 Extended accumulation 5 3 4 6 6 5 3 
 Simple accumulation 9 10 9 8 7 11 8 
 Subsistence 14 9 17 14 19 12 13 
Informal micro-enterprises 8 9 9 7 7 8 7 
 Extended accumulation 1 2 1 2 2 1 1 
 Simple accumulation 3 6 3 2 2 3 3 
 Subsistence 3 2 5 3 3 4 3 
Informal self-employment 20 12 22 21 24 19 17 
 Extended accumulation 3 1 3 4 4 4 2 
 Simple accumulation 6 4 7 6 5 8 5 
 Subsistence 11 6 12 11 15 8 10 
Domestic work 5 5 5 4 4 6 5 
A.N.B.E. 0 0 0 0 0 0 0 
 
1/20 or more workers, except for Nicaragua (31 or more). 
2/5 to 19 workers, except for Nicaragua (6 to 30). 
3/1 to 4 salaried workers, except for Nicaragua (1 to 5 workers). 
4/Workers on their own and non remunerated family workers. 
 
Source: Author’s calculations on the basis of information from household surveys by the statistical institutions of each country.  
 
 

Micro-businesses, therefore, account for 80% of employment within the M&SE 
category totalling 4.5 million employed workers, of which one third is generated by micro-
businesses (1.5 million persons) and the remaining two thirds by self-employment 
(3 million employed workers). Thus, non-agricultural self-employment is highly prominent 
in the generation of employment in the region. It represents 54% of employment among 
M&SEs, 33% of total non-agricultural employment, and 23% of national employment 
(agricultural plus non-agricultural). 
 

By production strata, almost one fourth of those employed in M&SEs are in modern 
establishments totalling 1.3 million working persons. The figure rises to 43% in small 
business, goes down to 30% in micro-business, and is only 12% in the case of self-
employed individuals. This corroborates what has been pointed out in the sense that the 
prominence of self-employment goes hand in hand with a similar predominance of low-
productivity activities. In other words, the data corroborate the fact that the greatest 
productivity problems are found in self-employment.  
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Table 10:  Central America: Employed population, by activity, establishment size, and  
 production strata, 1999.  (Absolute figures in thousands; relative figures in percentages). 
 

% distribution of employment generated Activity, establishment size, and stratum Total 
employed TE % AE/NAE 

% 
PNAE 

% 
M& SEE 

% 
MI-PE 

% 
EME/AUT 

% 
        
Total employed 13,210 100 100     
Agricultural activities 4,137 31 55     
 Modern  1,845 14      
 Traditional 2,293 17 100     
Non-agricultural activities 9,067 69 12     
  State activities 1,087 8 88     
  Private activities 7,980 60 20 100    
Medium and large enterprise (21 or more workers) 1,806 14 20 23    
Micro and small enterprise total 5,561 42 61 70 100   
 Modern 1,264 10 14 16 23   
  Extended accumulation 766 6 8 10 14   
  Simple accumulation 1,641 12 18 21 30   
  Subsistence 1,890 14 21 24 34   
Small enterprise (5 to 20 workers) 1,105 8 12 14 20 100  
 Modern 472 4 5 6 8 43  
  Extended accumulation 127 1 1 2 2 12  
  Simple accumulation 506 4 6 6 9 46  
  Subsistence        
Micro-business (1 to 4 workers) 4,456 34 49 56 8 0 100  
 Modern 792 6 9 10 14 18  
 Extended accumulation 639 5 7 8 11 14  
 Simple accumulation 1,135 9 13 14 20 25  
 Subsistence 1890 14 21 24 34 42  
Micro-enterprise1 1,457 11 16 18 26 33 100 
 Modern 443 3 5 6 8 10 13 
 Extended accumulation 187 1 2 2 3 4 13 
 Simple accumulation 385 3 4 5 7 9 26 
 Subsistence 442 3 5 6 8 10 30 
Independent or self-employment 2,999 23 33 38 54 67 100 
 Modern 349 3 4 4 6 8 12 
 Extended accumulation 452 3 5 6 8 10 15 
 Simple accumulation 750 6 8 9 13 17 25 
 Subsistence 1,448 11 16 18 26 32 48 
Domestic work 613 5 7 8    
A.N.B.E. 5 0      

TE: total employment; AE: agricultural employment; PNAE: private non-agricultural employment; M&SEE: micro and small enterprise 
employment; EME/AUT: employment within each size category of informal establishments. 
1/From 1 to 4 salaried workers. 
 
Source: Author’s calculations on the basis of the household surveys and PROMICRO/ILO country studies. 
 

 

 
Extended accumulation M&SEs absorb 14% of the sector’s employment (766 

thousand persons) and the relative weight thereof does not differ very noticeably within 
each size and type of establishment. Adding up both the modern and the extended 
accumulation strata, it may be ascertained that 36% of M&SE employment (2 million 
employed workers in 1999) is in establishments that show the greatest potential for future 
expansion and greater possibilities to comply with the decent work agenda. These figures 
amount to 54% of those with jobs in small business, 43% in micro-business, and only 27% 
in self-employment. 
 

The foregoing implies that nearly two of every three jobs generated by M&SEs are 
found in establishments of lower productivity and potential (subsistence and simple 
accumulation), where working conditions are more deficient; this represents a total of 3.5 
million employed workers. At the bottom of such production strata, subsistence 
establishments account for one third of employment within M&SE (1.9 million employed 
workers), self-employment activities accounting for as much as 48%. Because of the weight 
that self-employment in general has among M&SEs, this means that subsistence self-
employment accounts for 77% of all employed workers of M&SEs who work in 
subsistence establishments. Again, the greatest productivity, low-income and poverty 
problems are concentrated on this production stratum. 
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If attention is focused on non-agricultural micro-businesses31 given the fact that this 

opens up more possibilities for comparison among the different countries of Central 
America, it may be concluded, still based on Table 10, that they provide for 34% of the 
region’s total employment, 49% of non-agricultural employment, and 56% of non-
agricultural employment generated by private establishments. With a total of 4.5 million 
workers, their weight within M&SEs determines their structure by strata. Thus, 18% of 
employment within micro-business is in the modern stratum –32% if extended 
accumulation businesses are included—, which means that two of every three jobs are in 
the lower-potential strata: simple accumulation with 25% and subsistence with 42% of total 
micro-business employment. Also, two of every three jobs are in self-employment, which 
shows a less fortunate production profile than that of micro-business. 
 

Given the prominence of micro-businesses within M&SEs, the existence of greater 
possibilities for comparison among countries, and the greater proximity to informal 
employment, attention will be hereinafter concentrated on the characteristics of 
employment generated by non-agricultural micro-business. This information shall be shown 
for both, the total of non-agricultural micro-businesses, and those identified as low-
productivity businesses. The former would provide the upper mark of informal productive 
sector employment, while the estimate generated by the latter would be closer to that 
which, according to our proposal, corresponds more precisely to informal productive 
employment. Since it has been common practice to incorporate domestic work into the 
informal sector, information concerning it shall be shown whenever possible although 
separately, to make possible comparisons with other existing studies. 
 

6.1 National specificities of production in non-agricultural micro-business  
 

Table 11 provides a comparison between that micro-business regional structure and 
the structure within each country. Regionally, the distribution of employment generated by 
non-agricultural micro-business among the countries reproduces quite similarly the 
distribution of population among them; thus, slightly more than one third of micro-business 
employment would be concentrated in Guatemala and less than 10% in Panama. It works 
out this way because the relative weight of non-agricultural micro-businesses in the total 
labour market of each country is very similar. The 34% regional average of total 
employment repeats itself in El Salvador, Honduras and Nicaragua, and only Guatemala 
shows a slightly higher weight (36%). In the opposite sense, Costa Rica, with 30% of total 
employment in micro-businesses, and Panama especially, with 28%, show micro-business 
with less relative weight on their labour market. 

 

                                                      
31  Private non-agricultural establishments with 1 to 4 workers, except for Nicaragua (1 to 5), 

whether salaried (micro-business) or at the most family workers (self-employment or workers 
on their own).         
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Table 11: Central America: Importance and structure of non-agricultural micro-business, 
 by country, 1999.  (Absolute figures in thousands; relative figures in percentages). 
 

Type of establishment and 
production stratum 

Central 
America 

Costa 
Rica 

El Salvador Guatemala Honduras2 Nicaragua Panama 

        
Total micro-business        
Total employment1 4,456 456 777 1,537 812 585 288 
 Distribution % by country 100 10 17 34 18  13 6 
Importance in each country        
 % of total employment 34 30 34 36 34 34 28 
 % of non-agricultural emp. 49 38 44 59 52 53 34 
 % of private non-agricultural 

employment 
56 45 50 64 58 62 42 

% of employment by production 
strata 

100 100 100 100 100 100 100 

 Modern 18 29 11 22 10 19 14 
 Low productivity 82 71 89 78 90 81 86 
  Extended accumulation 14 10 11 17 16 14 11 
  Simple accumulation 25 33 28 22 19 33 28 
  Subsistence 42 28 49 39 55 34 48 
        
By type of establishment 100 100 100 100 100 100 100 
 Micro-enterprise 33 49 32 32 25 33 31 
 Self-employment 67 51 68 68 75 67 69 
Low productivity micro-business        
Total employment 3,664 294 721 1,203 731 490 225 
 Distribution % by country 100 8 20 33 20 13 6 
Importance in each country        
 % of total employment 28 22 30 28 31 28 24 
 % of non-agricultural emp. 41 28 39 46 47 43 28 
 % of private non-agricultural 

employment 
46 34 44 50 52 51 36 

% of employment by production 
strata 

100 100 100 100 100 100 100 

  Extended accumulation 17 14 13 22 18 17 12 
  Simple accumulation 31 46 31 29 21 41 33 
  Subsistence 52 40 56 50 61 43 55 
 By type of establishment 100 100 100 100 100 100 100 
  Micro-enterprise 28 43 29 25 23 30 29 
  Self-employment 72 57 71 75 77 70 71 
Domestic work        
 Total employment 613 81 111 184 86 96 55 
 Distribution % by country 100  13 18 30 14 16 9 
Importance in each country        
 % of total employment 5 5 5 4 4 6 5 
 % of non-agricultural emp. 7 7 6 7 6 9 6 
 % of private non-agricultural 

employment 
8 8 7 8 6 10 9 

1/In private non-agricultural establishments of 1 to 4 workers, except for Nicaragua, which includes 5-worker establishments. Figures in 
thousands adjusted to mid 1999 according to CELADE population estimates (ECLAC, 2000). 
2/Preliminary figures. 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 

 
Given the differences in weight of agricultural production, differences among 

countries on the relative importance of non-agricultural micro-businesses for employment 
become greater when there is a shift of attention to non-agricultural employment. Thus, 
while the regional average indicates that almost half of non-agricultural employment is in 
micro-business (49%) the figure fluctuates between 59% for Guatemala and 34% for 
Panama. Costa Rica and El Salvador would maintain themselves below the average (38% 
and 44% respectively), while Honduras (52%) and Nicaragua (53%) are above it. These 
differences are maintained but become reduced when public employment is excluded, since 
the latter is more prominent precisely in countries with less frequency of employment in 
micro-business. Guatemala continues to be the country where micro-businesses weigh the 
most with 64% of non-agricultural private employment, followed by Nicaragua and 
Honduras, while Panama maintains the lowest weight (42%), followed by Costa Rica and 
El Salvador.  
 



 

44 Working paper No. 7 

The composition of micro-business by production strata shows considerably greater 
variants by country than those shown in the micro-business-self-employment distribution. 
According to estimates made, 82% of micro-business employment in Central America is 
found in the low-productivity strata, the modern strata accounting for only 18%. Costa Rica 
shows a structure with the greatest weight for the modern sector (29%) and for the sectors 
with greatest potential (39%); this is consistent with the greater weight that micro-
businesses have in that country, which provide for almost half of all micro-business 
employment. However, despite the lower weight of micro-businesses in Panama, their 
productive profile is less favourable but consistent with the strong prevalence of self-
employment. Honduras and El Salvador show the lowest weight for modern activities; the 
former shows the highest weight for self-employment, while Guatemala and Nicaragua, 
with a similar self-employment and micro-business combination and the region’s largest 
non-agricultural micro-business sectors, show a more favourable productive profile.32  
 

When attention is directed to low-productivity micro-businesses, the regional 
distribution tends to remain the same, but with little pushes upwards for El Salvador and 
Honduras at the expense of Costa Rica and to a lesser extent Guatemala; in the case of the 
two former ones for presenting a diminished modern stratum, and in the case of the latter 
for doing the opposite. Thus, while for the region the relative weight of micro-business 
diminishes by nearly 18% (from 49% to 41% of non-agricultural employment) by 
concentrating attention only of those of low productivity, such relative reduction exceeds 
20% in Costa Rica and Guatemala, and amounts to approximately 10% in El Salvador and 
Honduras. Consequently, Honduras becomes the country with the largest informal sector, 
while Costa Rica remains at a par with Panama, with the smallest informal productive 
sector. As was to be expected, self-employment, which was already prominent, and 
subsistence activities as well, acquired greater prominence in all the countries.  
 

6.2 From the workers to the establishments 
 

One of the great limitations that the designers, executors and evaluators of production 
support policies for micro-business sectors have to face is the fact that the size of the target 
population is unknown. Of importance in terms of these programmes is to know not only 
the number of workers in these sectors but also the number of establishments involved. 
With the household surveys it is possible to estimate the establishments by an association 
with independent workers, although this procedure is not problem free. Particularly, there is 
the risk to underestimate modern or more complex establishments, and to overestimate low-
productivity ones. 
 

                                                      
32  Strata are constructed mainly though not exclusively, on the basis of comparison of labour 

income with an external rule (minimum salary). The more distant that this rule is in a downward 
direction from market salaries, such as in the case of Guatemala and Nicaragua, the more that 
the greater potential strata will tend to be overestimated. The opposite seems to occur in the case 
of El Salvador, although this element would not help explain Panama’s lower production profile. 
This suggests the desirability to advance towards the use of a rule that emanates from the 
surveys themselves, such as the average wages of private sector non agricultural, non skilled 
workers. The details of the criteria used in each country’s stratification may be consulted in the 
references cited in note 4.                   
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Table 12, which shows 1999 estimates of working population and number of 
establishments by establishment type and stratum, for the region as a whole and for each of 
its countries, has been put together using establishment size defined as total number of 
employed workers among independent workers, and applying average sizes when off-range 
data are obtained33 According to these estimates, the number of non-agricultural (modern 
and low productivity) micro-business establishments was close to three million for the 
region as a whole, which employed 4.5 million workers including their employers. As was 
to be expected, the weight of self-employment increases when establishments are taken into 
consideration, and thus it goes from 67% of employment to 84% of the establishments.  

 
Table 12:  Central America, Estimate of establishments and employment in  
 non-agricultural micro-business, 1999.  (Absolute figures in thousands). 
 

Type of establishment and 
production stratum 

Central 
America 

Costa 
Rica 

El Salvador Guatemala Honduras3 Nicaragua Panama 

Establishments        
Micro-business1 2,936 275 515 1,021 563 346 215 
 Modern 482 73 57 197 59 68 28 
 Low productivity 2,454 203 458 824 504 278 187 
  Extended accumulation 366 31 60 127 92 30 25 
  Simple accumulation 717 73 129 220 111 126 58 
  Subsistence 1,372 99 269 477 300 123 104 
Micro-enterprise2 462 66 74 166 81 48 27 
 Modern 152 27 18 65 22 13 7 
 Low productivity 310 39 56 100 60 35 20 
  Extended accumulation 79 10 14 25 21 4 5 
  Simple accumulation 106 21 16 34 13 14 8 
  Subsistence 126 8 26 42 25 17 8 
Individual or self-employment 2,473 209 441 855 481 298 188 
Modern 330 46 40 131 37 55 21 
 Low productivity 2,144 164 401 724 444 243 167 
  Extended accumulation 287 21 46 102 71 26 21 
  Simple accumulation 611 51 112 187 98 112 51 
  Subsistence 1,246 91 243 435 275 106 96 
Workers        
Micro-business1 4,456 456 777 1,537 812 585 288 
 Modern 792 133 89 337 80 114 40 
 Low productivity 3,664 323 688 1,201 733 472 248 
  Extended accumulation 639 45 89 263 132 79 30 
  Simple accumulation 1,135 148 216 342 156 191 81 
  Subsistence 1,890 129 383 595 445 201 137 
Micro-enterprise2 1,457 225 245 497 207 193 90 
 Modern 443 84 48 196 42 53 19 
 Low productivity 1,014 140 197 301 165 140 71 
  Extended accumulation 187 24 26 74 36 18 10 
  Simple accumulation 385 84 65 101 48 56 30 
  Subsistence 442 32 105 126 80 66 31 
Individual or self-employment 2,999 231 532 1,040 606 392 198 
Modern 349 48 41 140 38 61 21 
 Low productivity 2,650 183 491 900 568 331 177 
  Extended accumulation 452 21 63 190 95 62 21 
  Simple accumulation 750 64 150 241 108  135 51 
  Subsistence 1,448 97 278 468 364 134 106 
 
1/In private non-agricultural establishments of 1 to 4 workers, except for Nicaragua, which includes 5-worker establishments. Figures in 
thousands adjusted to mid 1999 according to CELADE population estimates (ECLAC, 2000). 
2/1 to 4 salaried worker establishments, except for Nicaragua, which includes five-worker establishments. 
3/Preliminary figures. 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 
 

                                                      
33  The argument that justifies this decision is that estimates of total number of workers are more 

robust than estimates of independent workers, particularly employers, of whom there is a small 
number, a circumstance that could induce bigger sampling errors.          
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Modern establishments within micro-business represent 16% of the total (482 
thousand establishments) and employed 792 thousand workers (18% of the total). This 
means that 84% of micro-business establishments correspond to low-productivity activities 
(2.5 million establishments) and that they would provide employment to almost 3.7 million 
people. At the other end of the production spectrum, subsistence establishments represent 
47% of all micro-businesses and they provide employment to 42% of the working 
population, which shows the effect of self-employment’s greater weight on them. Indeed, 
self-employment provides 68% of modern establishments and 91% of subsistence 
establishments. Since self-employment represents 87% of low-productivity establishments, 
it is clear that the informal sector is mainly comprised of informal businesses of workers 
who work on their own.  

 
6.3 Profile of non-agricultural micro-businesses 
 

Since the role of non-agricultural micro-business in general and the informal sector in 
particular has been outlined for the region, it is necessary to advance towards the 
characterization of both, the jobs generated, and the persons who become inserted into 
them. In the following sections attention shall focus on the total number of workers 
incorporated into non-agricultural small-scale activities, establishing a difference, inside, 
between production strata and type of establishment. As a reference, the information on 
domestic work is also incorporated. 

 
6.4 Job characteristics 
 

As in previous sections, the analysis shall establish the difference between related 
variables or variables that provide information on job characteristics, and those which are 
directly related to the social and demographic profile of the workers. 
 

Insufficient generation of salaried jobs. Because of the prominence of self-
employment or individual work only 26% of the employment generated by micro-business 
constitutes salaried work, which represents only 16% of the region’s total salaried 
employment, and 21% of salaried employment related to non-agricultural activities. 
Salaried work is highly important in the modern stratum and it represents 40% of 
employment within that stratum; the percentage tends to diminish as lesser productivity 
strata are approached. However, only close to 38% of salaried work is in greater potential 
establishments (modern and extended accumulation). This also means that if attention is 
directed towards low-productivity micro-businesses, the weight of salaried work is even 
lower, since it represents 23% of employment in these establishments, mostly within the 
subsistence stratum. 
 

Independent work, as was to be expected, is over-represented within micro-business, 
since this is where 63% of all of the region’s independent workers and 97% of those who 
are inserted into non-agricultural activities are found. This means that, apart from 
agricultural activities, non-agricultural micro-businesses are not only the main but almost 
the only option for a worker to become inserted into the labour market working on her or 
his own. Independent workers represent 62% of total micro-business employment and are 
more prominent in the lower productivity strata. Eighty-nine per cent of these workers 
become inserted in the form of self-employment, a percentage that reaches 93% of 
independent workers conducting low productivity or informal micro-businesses.  
 

Non remunerated family work, on the other hand, is not over-represented within non-
agricultural micro-business, since it accounts for only 34% of all of the region’s family 
workers, a percentage similar to the weight of micro-business in total employment, and 
they represent 12% of micro-business employment, a percentage similar to the regional 
average. This is due to the fact that family work is more clearly associated with agricultural 
work. However, when attention is directed towards non-agricultural activities, it is possible 
to observe a concentration in small-scale production, since 88% of family workers in non-
agricultural activities have been inserted into micro-business.  



 

Working paper No. 7  47 

This means that after agriculture, the main generator of family employment, non-
agricultural micro-businesses are the main source of family work. Since they are, 
furthermore, mostly placed in the low productivity strata, improving working conditions 
implies improving family work conditions or limiting its presence, since it also tends to 
associate itself with child and youth labour. 
 

Salaried employment acquires greater weight in Costa Rica, a country where micro-
businesses are the same size as self-employment, while it is less frequent in Honduras, 
where it represents only 17% of micro-business employment because of little expansion of 
micro-businesses in that country. The weight of salaried employment is very similar even if 
attention is concentrated on low productivity or informal micro-businesses. Nevertheless, 
micro-businesses do not absorb a sizeable contingent of salaried workers related to non-
agricultural activities in Costa Rica (19%) because of the size of larger scale activities in 
that country. Because of the opposite reason, micro-businesses in Guatemala and Nicaragua 
absorb between 30% and 25% of salaried workers related to non-agricultural activities. 
 

This is also why, although the weight of independent workers related to non-
agricultural activities and included into micro-business is maintained above 90%, it is lower 
in Costa Rica (92% versus the average of 97%) and becomes even lower in the case of 
informal establishments (69% versus the average of 81%). For its part, and while it remains 
as the main destination within the non-agricultural milieu in micro-business, particularly in 
low productivity micro-businesses, family work becomes quantitatively less relevant in 
Costa Rica and Panama. In the latter country, family work maintains a small presence, 
despite the prominence of self-employment and the little development of salaried relations 
within micro-business. 
 

Prevalence of partial workweeks The workweeks in force for micro-businesses were 
introduced in the analysis and three groups of working hour patterns were considered: 
partial workweek (less than 40 hours per week); complete workweek (40 to 48 hours), and 
overtime workweek (more than 48 hours). This was done with the purpose of identifying 
the frequency of both, short workweeks, and long workweeks. 
 

The first category, the partial workweek, is predominant among those working in 
micro-business; 45% of them are in this category, which suggests rather generalized human 
capital under-use problems and denial of access to productive and well-remunerate jobs as 
sought by the decent work agenda.  
 

It is appropriate to point out that 42% of the region’s total number of workers and 
64% of the region’s non-agricultural workers who work partial workweeks are found in 
micro-businesses, which shows a clear overstatement with respect to this type of 
establishments. Partial workweeks are more frequent in low productivity or informal 
establishments, where 47% work according to such schedule; they become generalized at 
the subsistence stratum, where 61% of the working population work partial workweeks; 
they represent 58% of the employed population of micro-business subject to such working 
hours. The partial workweek also acquires massive weight within self-employment, since 
53% of this group work partial workweeks and it represents 80% of those who work 
according to such work schedule. Both results associate with each other, as we shall see 
later, in the large weight that women represent in this stratum and type of insertion.34 
 

                                                      
34  The questions which are relevant here for a decent work agenda and which the available 

information does not permit to answer are how much corresponds to voluntary decisions and 
how much to market restrictions or family realm limitations. 
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Although overtime weeks seem not to be over-represented in micro-businesses, they 
are more common in modern, as well as in extended and simple accumulation 
establishments and in micro-business. More than 40% of the workers in these 
establishments work more than 48 hours. The latter suggests that part of the generation of 
surpluses or profitability of these establishments is sustained by long workweeks rather 
than by more productivity. If this is the case, productivity problems would also be present 
in the greater potential micro-businesses, and this would make them very vulnerable.  
 

Work subject to schedules that exceed official working hours, lays out a problem as 
to quality of employment within the decent work agenda framework; this phenomenon 
affects domestic work more intensely and this activity is affected by a problem of 
discrimination or inequity concerning working hours which are even institutionalized in 
labour legislation. Lastly, the predominance of complete workweeks is more frequent in 
micro-business probably in association with salaried work. Indeed, 48% of micro-business 
workers who work complete workweeks are working in micro-businesses and they 
represent one third micro-business workers. 

 
Concerning partial workweeks, more than half of those working in micro-businesses 

work that schedule in Guatemala and Panama, followed by Honduras, which brings them 
into average workweeks of approximately 40 hours per week. In the opposite sense, 
overtime weeks acquire greater weight in Nicaragua and to a lesser extent in Costa Rica. 
Despite the relative weight differential of the partial workweek, total and informal micro-
business workers who work partial workweeks are over-represented in all the countries. 
Contrary to this, working in excess of the legal workweek does not appear in all the 
countries as a particular problem of micro-business. 
 

On the other hand, it is also possible to observe how longer working schedules are 
associated both, with independent workers who have salaried workers in their employ 
(employers), and with modern and extended and simple accumulation establishments. It is 
also found that, in another sense, the shorter working schedules are concentrated on 
workers who work on their own and family workers related to self-employment, and with 
subsistence stratum workers, probably women for the most part. Because of the weight of 
the subsistence stratum, the average working schedules of low productivity or informal 
establishments become shorter than those of the modern stratum in all the countries of the 
Central American region. Lastly, the greater frequency of overtime workweeks in domestic 
work is explained by the work pattern observed in El Salvador, Honduras, and Nicaragua. 
 

Commercial and manufacturing activities prevail. Forty-eight per cent of micro-
business-generated employment is found in commercial activities, and 23% in the 
manufacturing industry, which means that both sectors explain the 71% of the employment 
generated by the region’s micro-businesses; the figure rises to 80% if construction activities 
are included. However there are differences that should be explained. Not only do 
commercial activities generate almost half of micro-business employment (half among 
informal or low productivity activities), but they provide 74% of all commerce-related 
employment. Not only do they correspond to a sector where small-scale production is 
predominant, but maintain within themselves a similar weight in the different strata with 
slightly more weight in the accumulation strata; this suggests that this activity generates 
profitability possibilities even in the form of self-employment which seems to be more 
generalized. 
 

Despite the fact that it provides almost one fourth of micro-business employment, the 
manufacturing industry does not seem to be over-represented on this production scale, since 
micro-business accounts for half of industrial employment. However, inside micro-business 
they do tend to settle in the lower-productivity strata but not in self-employment, where 
their share is higher than the informal establishment average. In the subsistence stratum, 
manufacturing provides for 31% of the stratum’s total employment and, within 
manufacturing, in micro-businesses, subsistence stratum employment represents 57% of 
total employment and 64% of low productivity employment. The other producer of goods, 
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construction, provides 9% of micro-business employment and does show an overstatement 
among micro-businesses, where 56% of the sector’s employment is found. The 
establishments are concentrated on the extended and simple accumulation strata, and the 
typical form of organization is the micro-company that provides for 68% of the sectors 
employment.  
 

Transport activities account for 6% of micro-business employment and are also over-
represented in this activity accounting for 54% of the employment generated by the sector. 
Within micro-business, the establishments are concentrated on the greatest productivity and 
potential strata with slight predominance of micro-companies as a form of organization. 
This means that the activity is less frequent among low productivity establishments. 
 

Financial activities, real estate and services to companies (financial establishments) 
generate only 3% of micro-business employment which is mostly concentrated (82%) on 
the modern stratum and micro-enterprises (59%); they are, therefore, under-represented 
within micro-business, which provide only one third of the sector’s employment and are 
almost non existent among informal or low productivity establishments, as was to be 
expected.  
 

The same sectoral share (34% of the sector’s employment) is observed in the 
personal and community services sector, with the difference that they have greater weight 
within micro-business providing 9% of employment and, above all, considering that their 
production profile focuses on lower productivity activities and in the form of self-
employment. Fifty-seven per cent of personal service micro-businesses belong to the 
subsistence stratum, and 74% of employment is in the form of individual work. Its having 
less weight is explained partly by the fact that domestic work, which belongs to this branch, 
is taken into consideration separately. Its incorporation would not do much more than 
increase the weight of subsistence activities, although it would reduce the prominence of 
self-employment. Lastly, social services provide for only 2% of micro-business 
employment and are concentrated in self-employment (63%) and the modern stratum (95% 
of employment) since this is where the activities of some professionals who practice their 
professions in a non salaried manner are found. 
 

Table 13 itemizes the sectoral structure of non-agricultural micro-business by country. 
It shows how trade stays as the dominant production activity in all the countries, although 
its weight varies from 35% of micro-business employment in Costa Rica, to 60% of micro-
business employment in Nicaragua. In the latter country, micro-businesses account for 85% 
of the employment generated by commercial activities, and it is possible to observe similar 
percentages for Honduras and Guatemala. The prominence of trade increases when 
attention is directed towards informal or low productivity micro-businesses, although they 
account for a minor share of commercial activities. 
 

The manufacturing industry stays as the second largest employment generation sector 
among micro-businesses with the exception of Panama, where it comes in fifth. 
Nevertheless, the relative importance that the manufacturing industry has fluctuates 
between 12% of Panamanian micro-business employment, to up to 32% of Guatemalan 
micro-business employment. In the latter country the industry is in fact over-represented in 
small-scale production, since these establishments account for two of every three industrial 
jobs.35 Since manufacturing activities have a lower productivity profile, its relative weight 
increases gradually in all countries when attention is directed to informal micro-business.  

 

                                                      
35  A branch of activity is over-represented when the employment percentage of that branch in 

micro-business exceeds the national average.  
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Table 13: Central America: Branches of activity of those employed in non-agricultural micro-
business, by country, 1999. (Absolute figures in thousands; relative figures in percentages). 

 
Branch of activity Central 

America 
Costa 
Rica 

El 
Salvador 

Guatemala Honduras1 Nicaragua Panama 

        
Total employed in micro-business2 4,456 456 777 1,537 812 585 288 
 % distribution of employment        
 Total employed in micro-

business 
100 100 100 100 100 100 100 

 Industry, manufacturing and 
mines 

23 18 23 32 22 13 12 

 Construction  9 12 7 8 9 9 13 
 Trade, restaurants and hotels 48 35 52 46 49 60 40 
 Transport, storage and 

communications 
6 10 7 4 4 6 13 

 Financial establishments and 
services to companies 

3 6 2 3 1 4 4 

Public and social services3 2 4 2 3 1 1 1 
 Personal and community 

services 
9 16 7 5 13 7 16 

Employment % in each branch4        
 Total employed in micro-

business 
49 38 44 59 52 53 34 

 Manufacturing industry and 
mines 

50 34 42 67 45 46 33 

 Construction 56 59 44 57 66 65 49 
 Trade, restaurants and hotels 74 53 69 82 80 85 47 
 Transport, storage and 

communications 
54 51 54 52 58 60 51 

 Financial establishments and 
services to companies 

32 33 21 48 21 50 17 

Public and social services3 7 8 5 15 4 5 2 
 Personal and comm..services 34 40 30 26 48 27 36 
Employed in low productivity 

micro-business2 
3,664 294 721 1,203 731 490 225 

% distribution of employment        
 Total employed in micro-

business 
100 100 100 100 100 100 100 

 Manufacturing industry and 
mines 

25 21 25 34 24 15 13 

 Construction 10 14 8 9 9 10 14 
 Trade, restaurants and hotels 50 36 53 48 50 62 41 
 Transport, storage and 

communications 
5 10 6 3 3 6 13 

 Financial establishments and 
services to companies 

1 1 0 1 0 1 1 

Public and social services3 0 0 0 0 0 0 0 
 Personal and comm.. services 9 18 7 5 14 6 17 
Employment % in each branch4        
 Total employed in micro-

business 
41 28 39 47 47 43 28 

 Manufacturing industry and 
mines 

45 30 40 57 43 41 31 

 Construction 50 52 42 48 61 59 46 
 Trade, restaurants and hotels 64 41 63 67 74 71 42 
 Transport, storage and 

communications 
40 40 44 33 34 44 45 

 Financial establishments and 
services to companies 

6 2 3 13 0 11 3 

Public and social services3 0 1 0 0 0 1 0 
 Personal and comm.. services 29 35 26 20 45 20 32 
Domestic work 613 81 111 184 86 96 55 
 Composition % 100 13 18 30 14 16 9 
 
1/Preliminary figures. 
2/In private non-agricultural establishments of 1 to 4 workers, except for Nicaragua which includes five-worker establishments. Figures in 
thousands adjusted to mid 1999 according to CELADE population estimates (ECLAC, 2000). 
3/This includes electricity, gas and water. 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 
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Limited labour income. The analysis of labour income is limited by both, typical 
problems related to the collection of this type of information, and the fact that it is regarded 
as a discrimination variable. At the regional level, additional problems are encountered, 
such as the rate of exchange to use, and the use of income for different but contiguous 
years.36 Income from the main occupation has been taken into consideration here, since it is 
on the basis of such information that the workers are assigned to the different production 
strata.  
 

Keeping such limitations in mind, Table 14 shows a comparison between labour 
income at the different strata and forms of insertion of non-agricultural micro-businesses, 
and the average income of modern sector workers (including those who work in medium, 
large, public and private establishments).  
 

Globally, micro-business workers earn incomes that are close to half of what their 
peers in modern activities earn, but with great inside differences. Modern micro-business 
workers report average incomes that are higher than the average of all working individuals 
in modern sectors of the region (129%); this is due to the fact that independent workers are 
clearly, as shown, in a more advantageous situation. Salaried workers of this modern 
stratum appear with average income equivalent to 74% of the average income of total 
modern employment. In the opposite sense, modern strata independent workers show pay 
that is very much above the average (168%). These two results cause the labour income of 
modern strata workers to exceed, on average, the average of all modern activities. 
 

Table 14: Central America: Average labour income of those employed in non-agricultural 
micro-business, 1999. (Monthly income in U.S. dollars for the respective year). 

 
Monthly labour income1 Modern labour sector income index=100 Indicator 

Employed Independent Salaried Employed Independent Salaried 
       
Total employed 209 202 213 62 60 63 
Agricultural activities 126 166 102 37 49 30 
Non-agricultural activities 237 215 248 70 64 73 
 Non-agricultural modern activities 338 648 299 100 192 88 
Non-agricultural micro-business 178 189 150 53 56 44 
By production strata       
 Modern 437 567 251 129 168 74 
 Low productivity 119 120 114 35 36 34 
 Extended accumulation 280 302 213 83 89 63 
 Simple accumulation 155 159 148 46 47 44 
 Subsistence 52 49 61 15 15 18 
By type of establishment       
All micro-businesses       
 Micro-enterprise 214 462 152 63 137 45 
 Individual or self-employment 159 159  47 47  
Low productivity       
 Micro-enterprise 134 231 114 40 68 34 
 Individual or self-employment 112 112  33 33  
Domestic work 74  74 22  22 
 
1/Average weighed by each country’s occupational structure of income expressed in current dollars. The data correspond to 1998 for Costa 
Rica, Panama and Nicaragua, and to 1999 for Guatemala, El Salvador and Honduras. 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 

 

                                                      
36  Itemised income data by strata are available for 1998 in the case of Costa Rica, Panama, and 

Nicaragua, while in the case of the other countries they refer to 1999. 
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If attention is directed to low productivity micro-business, their average income 
represents only one third of the average income of the modern sector total and without 
showing great differences between independent and salaried workers. Such income also 
becomes lower than that earned by agricultural workers, except for salaried workers, which 
does not occur when micro-business as a whole is taken into consideration. Inside small-
scale, low-productivity establishments, the average income diminishes clearly as lower 
productivity strata are approached. The lowest level is found among subsistence stratum 
workers, whose labour income, as shown, is barely equivalent to 15% of the average 
income of the modern stratum and that is lower for independent workers. On average it is 
also observed that employers (micro-enterprise independents) earn more than individual 
workers and that the latter’s income exceeds also that of the micro-enterprise salaried 
workers in total, but not that of low productivity workers. 

 
Table 15: Central America: Average labour income of those employed in non-agricultural 

micro-business, by country, towards 1999.  
 (Income per month in U.S. dollars for the respective year). 
 

Indicator Central 
America 

Costa 
Rica 

El 
Salvador 

Guate-
mala 

Hondu-
ras2 

Nicara-
gua 

Panama 

        
TOTAL NON-AGRICULTURAL MICRO-

BUSINESS (US$) 
       

 Income of the employed in micro-business 
(US$) 

178 287 190 168 138 131 253 

 Regional average index = 100 100 161 107 94 78 73 142 
 As % of income of total employed 85 86 85 89 91 107 68 
 As % of income of those employed in 

agricultural activities 
141 133 197 121 130 173 138 

 As % of income of those employed in non-
agricultural activities 

75 79 78 78 81 94 66 

 As % of income of those employed in 
modern activities 

53 62 54 47 54 60 48 

LOW PRODUCTIVITY MICRO-BUSINESS        
 Income of the employed in micro-business 

(US$) 
119 222 142 95 99 80 175 

 Regional average index = 100 100 187 119 80 84 68 147 
 As % of income of total employed 57 67 63 50 66 66 47 
 As % of income of those employed in 

agricultural activities 
94 103 147 68 93 106 96 

 As % of income of those employed in non-
agricultural activities 

50 61 58 44 58 58 46 

 As % of income of those employed in 
modern activities 

35 50 43 28 40 40 35 

 Modern sector labour income index = 100        
 Employed in micro-business 53 62 54 47 54 60 48 
By production strata        
 Modern 129 101 148  114 178 144 136 
 Low productivity 35 50 43 28 40 40 35 
  Extended accumulation 83 107 109 67 102 88 85 
  Simple accumulation 46  55 57 37 53 50 46 
  Subsistence 15 23 22 11 17 18 15 
By type of establishment        
All micro-businesses        
 Micro-enterprise 63 66 59 62 67 60 53 
  Employers 137 112 133 152 124 161 115 
  Salaried workers 45 47 39 47 42 45 37 
 Individual or self-employment 47 57 51 39 48 60 45 
Low productivity        
 Micro-enterprise 40 52 45 33 49 38 38 
  Employers 68 76 80 52 75 56 64 
  Salaried workers 34 42 38 30 40 35 33 
 Individual or self-employment 33 48 42 26 37 42 33 
Domestic work 22 23 23 24 18 27 21 
 
1/Average weighed by each country’s occupational structure of income expressed in current dollars. The data correspond to 1998 for Costa 
Rica, Panama and Nicaragua, and to 1999 for Guatemala, El Salvador and Honduras. 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 
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Table 15 shows national specificities of labour income associated with small-scale 
production. Regionally, the average monthly income of micro-business workers was nearly 
US$178 in 1999. Costa Rica and Panama are above that average; El Salvador and 
Guatemala are close to it; and Nicaragua and Honduras are below. This pattern, the same as 
that of national productivity differentials, suggests that they may be reproducing themselves 
but subject to less differentiation, among the region’s micro-businesses. In all the countries, 
this income exceeds income earned in agriculture, and in all the countries, except for 
Nicaragua, it is below the national average income. Also, micro-business worker income is 
exceeded by the income of workers in non-agricultural activities in all the countries, and by 
the income of those with a job in modern non-agricultural activities. When attention is 
directed to informal or low productivity establishments, the differences in income among 
the countries become bigger, although they maintain their relative positions. Such widening 
of the gaps causes El Salvador and Guatemala to tend to draw away from the average, the 
former in an upward and the latter in a downward sense. Also in this case, the improvement 
of income obtained in agricultural activities is not achieved at the regional level, since this 
is not so in Guatemala, Honduras, and Panama. 
 

By type of establishment, micro-enterprise, or informal employer business, is shown 
with the highest relative income (63% of modern income) and without great variations 
among the countries, which suggests a production organization that is more capable of 
generating adequately remunerated jobs. However, on the inside the differences with 
respect to employers with the highest income are considerable since such income more than 
doubles that of their employees. Informal employers have the highest relative income in 
Nicaragua. Individual workers who work on their own obtain remuneration that exceeds 
that of micro-business salaried workers in all the countries, except Guatemala. When 
attention is directed to low productivity micro-businesses, the dispersion among countries 
increases inside each type of establishment although within each country the gaps between 
micro-business and self-employment become narrower and the higher income of the self-
employed vis-à-vis salaried workers is no longer generalized. 
 

6.4.1  Characteristics of micro-business-related persons 
 

Taking into consideration persons working in non-agricultural micro-businesses, it is 
possible to focus attention on their individual characteristics and to determine, in this 
direction, what type of worker is welcomed into small-scale, non-agricultural production. In 
particular: sex, age, education, area of residence and socio-economic stratum of origin are 
of interest. 
 

Micro-business, an employment option for women. At the regional level, micro-
business is an important employment option for women, since this is the source of work for 
48% of the region’s working women and 53% of the women who become incorporated into 
non-agricultural activities. Such overstatement of women’s participation in micro-business 
becomes clear when it is ascertained that, while at the regional level they represent nearly 
one third of the total of working individuals (see Table 4), in micro-business they represent 
one half of the working population (51%). The percentage is higher among independent 
workers (57%) and among family workers (67%); thus, 99% of the women who work on 
their own and 93% of those who are incorporated into non-agricultural activities as non 
remunerated family workers are in micro-business. In the former case this implies that they 
manage 57% of micro-business establishments, which shows that it is in micro-business 
where they find perhaps the sole option to work on their own. This is clear also when it is 
noted that 95% of the women who manage micro-businesses do so in businesses of workers 
who work on their own.  
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The women who become incorporated under a salaried relationship are under-
represented in these establishments, since only 15% of the women who become 
incorporated as salaried workers into non-agricultural activities work in them, and they 
represent 29% of salaried workers in non-agricultural micro-businesses.  Although female 
salaried jobs are not abundant in micro-business, this tends to be more intense in the 
external strata, that is, the modern and the subsistence strata, which suggests two types of 
worker each with very different human capital. 
 

However, among independent and family workers, the weight of female labour 
increases as the establishments become less productive, and women represent 76% of 
independent workers in subsistence strata, which group together 62% of the women who 
conduct small-scale activities on their own. Such concentration of women, which increases 
as the productivity of the establishment decreases, causes most of them (89%) to become 
inserted into informal or low productivity micro-business, where they represent 55% of 
total employment. Such low productivity micro-businesses are managed by women in 62% 
of the cases. Since 95% of female independent workers are inserted as workers on their 
own and 91% of them are managing informal micro-businesses, this shows that there is 
ample room for the women to advance towards the management of larger and more 
complex businesses.  
 

The smaller participation of women in Costa Rica and Panama, which was pointed 
out before for the labour market as a whole, is maintained when attention is focused on 
micro-business and women seem not to be over-represented in small-scale production in 
these countries. This is due to their low weight among micro-business owners, including 
those who are self-employed. Thus, while for the region as a whole 57% of micro-business 
is managed by women (up to 66% in the case of El Salvador and at least 60% in Guatemala 
and Honduras) in Costa Rica and Panama it is at the most 33%. Since women in micro-
enterprises tend to be self-employed rather than micro-entrepreneurs, the main difference is 
found among workers on their own.37 
 

Despite such differences as to relative importance of the women who manage micro-
businesses, in all the countries women work in micro-businesses mostly as independent 
workers. For the region 70% of women in micro-business are independent workers; the 
figure fluctuates from 61% for Costa Rica to 73% for El Salvador and Honduras. Two of 
every three women who work in non-agricultural micro-business work on their own, and 
this share tends to be maintained in all the countries, except Costa Rica, where the women 
in charge of micro-businesses acquire a weight which, however limited, is above the 
regional average.  
 

By strata, the concentration of women is maintained in all the countries in the lower 
productivity strata. However, the weight is lower in Costa Rica, where 77% of them are in 
the informal segment; there is greater concentration in Honduras, where 94% of the women 
are in the low productivity strata. Since the relative weight of the women increases as lower 
productivity strata are approached, at least 40% of them are concentrated on the subsistence 
stratum. The figure fluctuates from 42% for Nicaragua to 65% for Panama. By type of 
business, self-employment concentrates the highest number of women working (82%), 
although their weight diminishes in Panama (73%) and especially in Costa Rica (60%) 
because of the greater prominence of micro-business.38 
 

                                                      
37  In the case of Costa Rica part of the explanation is found also in the fact that marginal workers 

on their own are not included, while it may be that they are being included in the other 
countries. See Trejos (2000a) for the case of Costa Rica.                 

38  These results are very similar even if attention is focused on low productivity or informal micro-
business; this information is not totally shown on the table because of space limitations.               
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Micro-business, the entrance and exit of the labour market? The age structure of 
those working in non-agricultural micro-business shows predominance of those who are 
fully active (25 to 49 years of age) since they represent 53% of micro-business workers, 
although their weight is slightly lower than the relative weight of micro-business in the 
regional non-agricultural labour market. These workers magnify their presence in the 
greater  productivity  strata,  representing 62%  of modern   stratum   workers,  a  share  that  
descends to 47% in the subsistence stratum. This suggests that the greater productivity of 
micro-business is partly supported by a labour force that is more productive on account of 
greater experience or a specific human capital. 
 

Youths constitute one fourth of micro-business employment and acquire greater 
importance in establishments that require a salaried labour force, and in lower productivity 
establishments. The former shows that, second to family work, salaried employment is the 
entrance to the labour market for the young inexperienced population. The latter 
corroborates that less experience is associated with less productivity and suggests the 
desirability to concentrate training on younger workers. Since 45% of non-agricultural 
activity workers under 25 are in micro-business and this is less than the 49% that 
corresponds to total workers in micro-business in that realm, there is no evidence of a 
greater concentration of young people in this type of business; such concentration is 
observed, however, in domestic work, where 40% are young workers. 
 

For their part, workers 50 years old or older, who represent 21% of micro-business 
workers, account for a larger percentage in this type of establishment, since two out of 
every three persons hired in this area are older adults who work in non-agricultural 
activities. This result could indicate both, that micro-business is an exit sector of the labour 
market, and that independent work demands more mature workers, for which reason the 
concentration thereof in micro-business generates the greatest population concentration. 
Both indications seem to be corroborated; the first one by a greater concentration on the 
subsistence stratum, and the second one by a similar distribution of older adults inside the 
different production strata and in individual work.  
 

Age has been traditionally regarded as a variable that makes it possible to approach 
labour experience; normally, household surveys to not detect this variable. With the same 
education, older suggests more time incorporated into production activities. This is why the 
fact that independent workers are older than their peers in wage relationships (42 and 30 
years, respectively), as shown, and that this is reproduced in all the countries is not 
surprising.39 What is common among independent workers is for them to initiate their 
learning process under a dependence labour relationship and for them to decide to enter into 
the market independently only after a process of resource and knowledge accumulation.  
 

Workers in a wage dependence relationship within micro-business are on average 
younger (30 years) also without major differences at the regional level, whereas non-
remunerated family workers are even younger (24 years); only in Costa Rica and Panama 
are the latter shown to be older and similar to salaried workers, but this corresponds also to 
those countries where they are less numerous. Salaried and family workers are, therefore, 
the two categories that explain the greater relative weight that young workers have in the 
lower productivity strata and their younger average age except in Costa Rica.  
 

The relative weight of youths and older adults tends to increase slightly when 
attention is focused on informal or low productivity micro-businesses. However, young 
workers continue not to be over-represented in the sector, with the exception of Nicaragua, 
where 47% of the young workers are in informal micro-business; this percentage is higher 

                                                      
39  Age differences between employers and individual workers are not significant, since differences 

are generally of one year, except in Panama where the difference may be as much as three years 
in favour of employers. This shows that there are other factors besides experience that permit 
the different accumulation levels. 
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than the relative weight of the productive informal sector (43%). Older workers (50 and 
over) maintain and even reinforce overstatement by being transferred to low productivity 
micro-business. 
 

Poorly qualified active workers. Formal schooling of those working in non-
agricultural micro-businesses as an indicator of qualification of the working population, 
was of an average of five years in 1999, for which reason, on average, workers have not 
completed their elementary education. This is due to the fact that almost half of the active 
workers (48%) have not completed elementary school and that another 41% did complete 
elementary school but did not complete secondary school or went beyond that level. This 
means that only 12% of employed workers have completed or gone beyond secondary 
education and are, therefore, better qualified. The latter are very scarce within micro-
business since only 24% of non-agricultural activity workers with such level of schooling 
become engaged in micro-business, and additionally they are significantly concentrated 
within the modern stratum (see Table 16). 
 

Table 16: Central America: Educational level of those employed in non-agricultural micro-
business, 1999.  (Absolute figures in thousands; relative figures in percentages). 

 
Formal education1 Type of establishment and production stratum 

Total Low Medium High 
     
Total employment in micro-business2 4,456 2,121 1,819 516 
 % of total employed 34 33 39 23 
 % of non-agricultural employed 49 66 49 24 
Employment in low productivity micro-business2 3,664 1,918 1,468 278 
 % of total employed 28 30 32 13 
 % of non-agricultural employed 41 60 40 13 
Composition % of micro-business employment 100 48 41 12 
By production strata     
 Modern 100 25 44 31 
 Low productivity 100 52 40 8 
 Extended accumulation 100 36 50 14 
 Simple accumulation 100 48 43 8 
 Subsistence 100 60 35 5 
By type of establishment     
 Total micro-business     
  Micro-enterprise 100 36 49 15 
  Individual or self-employment 100 53 37 10 
 Low productivity     
  Micro-enterprise 100 43 49 8 
  Individual or self-employment 100 56 37 7 
Distribution % of micro-business employment 100 100 100 100 
By production strata     
 Modern 18 9 19 46 
 Extended accumulation 14 11 18 17 
 Simple accumulation 25 26 27 19 
 Subsistence 43 54 37 18 
By type of establishment     
  Micro-enterprise 33 24 39 43 
  Individual or self-employment 67 76  61 57 
Distribution % of low productivity micro-business 

employment 
100 100 100 100 

By production strata     
 Extended accumulation 17 12 22 32 
 Simple accumulation 31 28 33 35 
 Subsistence 52 60 45 34 
By type of establishment     
  Micro-enterprise 28 22 34 30 
  Independent or self-employment 72 78 66 70 
Domestic work 613 348 246 20 
 Composition % 100 57 40 3 
 
1/Low (less than elementary completed); medium (elementary completed and some secondary); high (secondary education completed or 
more). 
2/In private non-agricultural establishments of 1 to 4 workers, except for Nicaragua which includes five-worker establishments. Figures in 
thousands adjusted to mid 1999 according to CELADE population estimates (ECLAC, 2000). 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 
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A greater proportion of less qualified workers with incomplete elementary education 
are found in micro-business, since two of every three workers with that level of 
qualification and related to non-agricultural activities seek employment in micro-business. 
This means that, after agriculture, micro-business seems to be the main option for the least 
skilled and this, in turn, has a repercussion on the establishments’ expansion possibilities. 
In fact, the relative weight of the less qualified workers increases as the lower productivity 
strata are approached and they represent 60% of subsistence stratum workers. This poses a 
considerable challenge to non traditional training programmes and constitutes a way to 
exert influence towards increasing productivity and making possible their access to decent 
work.40 It must be pointed out that the educational profile of labour in domestic work is 
similar to that of the subsistence stratum.  

 
Since the educational profile becomes deteriorated as lower productivity 

establishments are approached, informal or low productivity micro-businesses show a 
larger concentration of workers who have not completed even elementary education. Half 
of their workers have not completed elementary school and only 8% appear with completed 
secondary studies or beyond. Furthermore, if micro-business in its entirety or only low 
productivity micro-business is taken into consideration, the educational profile of micro-
enterprises exceeds that shown for self-employment activities. 
 

National specifications, together with average schooling years, are shown on Table 
17. The educational structure inside micro-business reproduces to a large extent the 
differences among countries, although it tends to reduce them because of the exclusion of 
agricultural activities that concentrate most of the less qualified workers. Even then, El 
Salvador, Guatemala, Honduras and to a lesser extent Nicaragua, show that nearly half of 
those working in micro-business have not completed elementary education; this percentage 
is easily above 50% when attention is focused on low productivity establishments. 
Similarly, Panama and Costa Rica show a significant contingent of micro-business workers 
who have completed or gone beyond secondary education. This suggests that the 
productivity differentials observed at the national level may be reproducing themselves 
among micro-businesses, as the already mentioned labour income differentials seemed to 
corroborate. 
 

Aside from level differences, the data confirm how the average education diminishes 
as lower productivity or complexity strata are approached. They also show that the 
employers are better educated than those working on their own and therefore similar 
experiences are associated with a different human capital (education plus experience), and 
this can help explain the different degrees of accumulation. Even salaried workers, as a 
group, appear as being better educated than those working on their own and, in most cases, 
also better educated than family workers. The latter tend to show schooling that is more 
consistent with that of the self-employed. Lastly, the average education and educational 
profile of domestic workers are similar to those evidenced by subsistence stratum workers.  
 

Not poor not urban. Table 18 introduces two indicators on the social and economic 
situation of the workers; the first one relates to the relative level of well being, and the 
second one to area of residence. The social and economic situation, measured by the 
incidence of poverty, shows that slightly less than half (43%) of micro-business workers 
belong to households under the poverty line.41 This is positive, since it shows that working 
in micro-business is not being sentenced to poverty, but it also suggests that such 
involvement does not automatically ensure that deprivation will have been overcome, 

                                                      
40  It must be kept in mind that in some countries a considerable number of these workers are 

illiterate.  
41  This line and the indicator on the basis of which it is defined are different among the countries, 

for which reason the data must be viewed with caution. In particular, in using consumption as an 
indicator of well being for Nicaragua, the estimates of poverty obtained are lower than those 
obtained if income were used as in the rest of the countries of the region. 
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although it does make room for that possibility. The incidence of poverty among modern 
strata and extended accumulation workers is under 20%, less than half the average of small-
scale establishments. As was to be expected, a larger percentage (49%) of informal or low 
productivity micro-business workers belongs to poor households.  

 
Table 17: Central America: Educational level and average education of those employed in micro-

business, by country, 1999.  
 (Absolute figures in thousands; relative figures in percentages). 
 
Indicator Central 

America 
Costa 
Rica 

El 
Salvador 

Guatemala Honduras1 Nicaragua Panama 

        
Employed in micro-business2 4,456 456 777 1,537 812 585 288 
 Employment % distribution        
Total employment in micro-business3 100 100 100 100 100 100 100 
 Less than elementary completed 48 19 50 59 49 46 14 
 Elementary completed, secondary 

incomplete 
41 58 36 37 42 41 51 

 Secondary completed or more 12 24 14 4 9 13 35 
Employm’t % for each educational level4        
Total employment in micro-business3 49 38 44 59 52 53 34 
 Less than elementary completed 66 51 62 69 70 64 56 
 Elementary completed, secondary 

incomplete 
49 44 45 52 51 56 41 

 Secondary completed or more 24 24 21 32 23 32 22 
Employment in low productivity micro-

business2 
3,664 294 721 1,203 731 490 225 

 Employment % distribution        
Total employment in micro-business3 100 100 100 100 100 100 100 
 Less than elementary completed 52 22 54 68 51 50 15 
 Elementary completed, secondary 

incomplete 
40 63 36 32 43 41 56 

 Secondary completed or more 8 15 9 1 6 9 29 
Average number of school years 5 8 6 5 5 6 9 
By production strata        
 Modern 9 10 10 8 9 8 13 
 Low productivity 5 7 5 4 5 5 8 
 Extended accumulation 6 7 7 5 6 8 9 
 Simple accumulation 5 7 5 4 5 5 9 
 Subsistence 4 6 4 3 4 5 7 
By type of establishment        
 Total micro-business        
  Micro-enterprise 7 8 6 6 6 6 9 
   Owners 8 8 8 7 7 8 10 
   Salaried workers 6 7 6 6 5 6 9 
  Individual or self-employment 5 7 5 4 5 5 8 
   Own account 5 7 5 4 4 5 8 
   Family workers 5 7 6 4 6 6 8 
 Low productivity micro-business        
  Micro-enterprise 5 7 6 4 5 6 8 
   Owners 6 7 6 5 5 6 9 
   Salaried workers 5 7 5 4 5 5 8 
  Individual or self-employment 5 7 5 3 4 5 8 
   Own account 4 7 4 3 4 5 8 
   Family workers 5 7 6 4 6 6 8 
Domestic work 4 6 4 3 4 4 7 
 
1/Preliminary figures. 
2/In private non-agricultural establishments of 1 to 4 workers, except for Nicaragua which includes five-worker establishments. 
Figures in thousands adjusted to mid 1999 according to CELADE population estimates (ECLAC, 2000). 
3/ Low (less than elementary completed); medium (elementary completed and some secondary); high (secondary education 
completed or more). 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 
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Table 19 incorporates national differences as to incidence of poverty and place of 
residence of micro-business workers. The figures show the great diversity that there is 
among countries but they tend to confirm that, while poverty is widespread among micro-
business workers, it is far from being generalized. This is true even if attention is directed 
to low productivity establishments. On the other hand, this does not mean that workers who 
belong to poor households are not over-represented among micro-business in general, and 
among those of low productivity in particular. Thus, while those with a job in micro-
business represent 49% of non-agricultural employment, those in poverty represent 61% of 
poor workers with jobs in non-agricultural activities. 

 
Table 18: Central America: Employed in non-agricultural micro-business by situation of the 

household and area of residence. 1999.   
 (Absolute figures in thousands; relative figures in percentages). 
 

Situation of the household Area of residence1 Production stratum and type of establishment 
Total Poor Non poor Total Urban Rural 

       
Total employment in micro-business2 4,456 1,934 2,522 4,456 2,882 1,574 
 % of total employed 34 32 35 34 42 24 
 % of non-agricultural employed 49 61 43 49 45 56 
Employment in low productivity micro-

businesses2 
3,664 1,794 1,870 3,664 2,259 1,405 

 % of total employed 28 30 27 22 27 17 
 % of non-agricultural employed 41 57 32 39 35 49 
       
Employment % composition of micro-

business 
100 43 57 100 65 35 

By production strata       
 Modern 100 16 84 100 78 22 
 Low productivity 100 49 51 100 62 38 
 Extended accumulation 100 17 83 100 72 28 
 Simple accumulation 100 38 62 100 66 34 
 Subsistence 100 66 34 100 55 45 
By type of establishment       
Total micro-businesses       
 Micro-enterprise 100 37 63 100 70 30 
 Individual or self-employment 100 46 54 100 62 38 
Low productivity       
 Micro-enterprise 100 50 50 100 60 40 
 Individual or self-employment 100 50 50 100 60 40 
Employment % distribution of micro-business 100 100 100 100 100 100 
By production strata       
 Modern 18 6 25 19 23 12 
 Extended accumulation 14 6 21 14 16 11 
 Simple accumulation 25 22 28 27 27 26 
 Subsistence 43 65 26 40 34 51 
By type of establishment       
 Micro-enterprise 33 27 36 34 37 29 
 Individual or self-employment 67 73 64 66 63 71 
Employment % distribution of low 

productivity micro-business 
100 100 100 100 100 100 

By production strata       
 Extended accumulation 17 6 28 17 20 12 
 Simple accumulation 31 24 37 33 35 30 
 Subsistence 52 70 34 49 44 58 
By type of establishment       
 Micro-enterprise 27 25 29 29 30 26 
 Individual or self-employment 73 75 71 71 70 74 
Domestic work 613 292 321 613 357 257 
 Composition % 100 48 52 100 58 42 

 
 
1/This does not include Honduras because of unavailability of information. 
2/ In private non-agricultural establishments of 1 to 4 workers, except for Nicaragua which includes five-worker establishments. Figures in 
thousands adjusted to mid 1999 according to CELADE population estimates (ECLAC, 2000). 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 
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Also, the area of residence indicates that, taking into consideration the respective 
national differences, a considerable contingent of micro-business workers is found in the 
rural areas, where they are over-represented. The size of this contingent goes from 49% in 
the case of Costa Rica, to 24% in the case of Nicaragua. The weight of rural place of 
residence increases as low productivity or informal establishments are approached. For this 
micro-business group the percentage of workers who reside in the rural milieu fluctuates 
from 53% in Costa Rica to 26% in Nicaragua. With the exception of Panama, the weight of 
rural residence is even more important within domestic work, a population that displays 
also higher degrees of poverty. 

 
Table 19:  Central America: Area of residence and socioeconomic strata of those employed in 

micro-business, by country, 1999.  
 (Absolute figures in thousands; relative figures in percentages). 
 

Socioeconomic strata and area of 
residence 

Central 
America 

Costa 
Rica 

El 
Salvador 

Guatemala Honduras1 Nicaragua Panama 

        
Employed in micro-business2 4,456 456 777 1,537 812 585 288 
 %         
Total employed in micro-business3 100 100 100 100 100 100 100 
Socioeconomic stratum        
 Poor 43 14 37 46 68 29 45 
 Non poor 57 86 63 54 32 71 55 
Area of residence        
 Urban 65 51 72 60 n.a. 76 66 
 Rural 35 49 28 40 n.a. 74 34 
Employment % weight of micro-

business in each stratum and area4 
       

Total employed in micro-business3 49 38 44 59 52 53 34 
 Socioeconomic stratum        
  Poor 61 55 58 69 61 55 48 
  Non poor 43 36 38 53 40 53 26 
 Area of residence        
  Urban 45 34 42 55 n.a. 53 2 8 
  Rural 56 41 51 67 n.a. 55 47 
Employed in low productivity micro-

business2 
3,664 294 721 1,203 731 490 225 

 %         
Total employed in micro-business3 100 100 100 100 100 100 100 
 Socioeconomic stratum        
  Poor 49 17 40 53 72 31 50 
  Non poor 51 83 60 47 28 69 50 
 Area of residence        
  Urban 62 47 70 55 n.a. 74 64 
  Rural 38 53 30 45 n.a. 26 36 
Employment % weight of micro-

business in each stratum and area4 
41 28 39 46 47 43 28 

Total employed in micro-business3 41 28 39 46 47 43 28 
 Socioeconomic stratum        
  Poor 57 49 56 63 59 49 45 
  Non poor 32 26 32 36 31 42 20 
 Area of residence        
  Urban 35 24 3 6 39 n.a. 42 23 
  Rural 49 33 49 59 n.a. 47 43 
Domestic work 613 66 118 186 87 100 56 
Employment % distribution 100 100 100 100 100 100 100 
 Socioeconomic stratum        
  Poor 48 24 40 47 64 56 45 
  Non poor 52 76 60 53 36 44 55 
 Area of residence        
  Urban 58 45 56 58 n.a. 61 75 
  Rural 42 55 44 42 n.a. 39 25 
 
1/Preliminary figures. 
2/In private non-agricultural establishments of 1 to 4 workers, except for Nicaragua which includes five-worker establishments. Figures in 
thousands adjusted to mid 1999 according to CELADE population estimates (ECLAC, 2000). 
 
Source: Author’s calculations based on the household surveys and PROMICRO/ILO studies on the countries. 
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In any event, a concentration of non-agricultural workers in poverty conditions is 
indeed observed in micro-business, since this is where 61% of these workers are found. The 
incidence of poverty is lower the larger the establishment, and the higher its productivity, 
which shows that poverty alleviation requires an improvement in the productive 
performance of these establishments. Thus, 2 of every 3 workers of the subsistence stratum 
belong to a poor household, and this stratum concentrates 65% of the workers in a situation 
of poverty. By type of establishment poverty affects more workers related to enterprises of 
workers who work on their own.  
 

In that area, 46% of self-employment in its entirety and 50% of low productivity self-
employment are affected by poverty, surpassing, in this case, the incidence of poverty 
observed in domestic work. This means that nearly 3 of every 4 poor workers involved in 
non-agricultural micro-business are self-employed. 
 

The concentration of large-scale public and private non-agricultural activities in the 
most urban and metropolitan areas of the countries of the region causes micro-business 
employment in those geographical domains to be less frequent in relative terms when 
related to non-agricultural activities. Thus, although micro-business employment represents 
49% of non-agricultural employment at the regional level, the percentage rises to 56% for 
the rural areas, and diminishes to 45% for the urban region. This means that slightly more 
than one third of micro-business employment is found in the rural areas, even despite the 
fact that small-scale agricultural activities are not being considered. 
 

However, because of the weight of the urban and metropolitan areas in the non-
agricultural labour market, a considerable portion of micro-business-generated employment 
is concentrated in them; furthermore, these are the areas where there is the greatest 
potential for this activity. Thus, the urban areas generate 65% of employment within non-
agricultural micro-business, and the weight thereof increases in the higher productivity 
strata and in the more complex establishments, which demonstrates the importance that the 
demand side has for empowering small-scale production. The urban areas account for 78% 
of modern stratum employment and 70% of micro-enterprise employment. 
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7. Characteristics of non-agricultural micro-businesses 
The region has limited experience with informal or small-scale establishment 

surveys; those that have been made are circumscribed to case studies or are of limited 
usefulness for this analysis, because of how they have been designed.42 In the opposite 
sense, the household survey of El Salvador includes a module on non-agricultural micro-
enterprise characteristics, which brings us closer to a mixed survey that would enable us to 
know the characteristics of more informal micro-businesses, and to classify them according 
to a typology used in this document.43 In Trejos (2001b) this micro-enterprise module is 
joined together with the general employment module and this permits an analysis of the 
previously-defined production strata.44 Although these results are limited to one single 
country that incorporates its own peculiarities, the similarity of results with previous case 
studies (Menjívar and Pérez-Sáinz, 1989, for instance), suggests that many of these results 
may be generalized for the region.  

As context to understand the results that shall be discussed next, it is necessary to 
keep in mind that this survey shows that 87% of micro-business corresponds to activities of 
workers on their own, and 89% to low productivity establishments. Only 11% of them are 
classified as modern and if those of extended accumulation are added, nearly one fourth of 
the establishments will show a greater potential. At the other end of the production 
spectrum, one half would correspond to the subsistence category. On the other hand, one 
half of micro-business is involved in retail commercial activities, particularly in the form of 
self-employment (94% of commercial micro-businesses). The other half of micro-business 
is divided almost in equal parts among production of goods and production of services. 
Nearly one fourth corresponds to establishments related to the production of goods, both 
manufacturing and construction, micro-enterprises carrying more weight but with a lower 
production profile. The rest, almost one fourth is spread among the different service 
activities other than retail trade. In this sector micro-enterprises acquire greater prominence 
and their production profile is the most favourable one.  

7.1 The origin of non-agricultural micro-business 

Establishment seniority, of approximately ten years, is very similar at the different 
strata and types of establishments; this results, however, from broad dispersion by seniority, 
but globally 11% of micro-businesses have been in existence less than one year and 38% of 
them are from one to five years old, which means that almost one half are less than five 
years old. Another 20% is between six and ten years old, and 32% is older than ten. This 
means that two of every three micro-businesses are at the most ten years old. Although 
seniority seems not to be associated with productivity, the data on Table 20 must be viewed 
taking such dispersion into account. 

                                                      
42  Thus, for instance, the most recent survey made in Costa Rica (Castillo and Bonilla, 2001) 

excludes establishments of those who work on their own and employer micro-businesses 
without clearly-identifiable premises, whereby it excludes most of the informal sector. A survey 
made in Honduras (CID/Gallup, 2001) shows similar sampling limitations.                        

43  Although this module is applicable to employers and workers on their own for situations of up 
to ten workers, the results show that 98% of micro-enterprise establishments have from 1 to 4 
workers, and that 99% have a maximum of 5, by virtue of which their characteristics display, in 
practice, the characteristics of smaller businesses that are being analysed in this document.            

44  El Salvador has a long tradition in micro-enterprise stratification (Libro Blanco, 1997; FOMMI 
II, 1999; Briones, 1998), using the same nomenclature that this document uses. However, the 
criteria are different, for which reason the results are not comparable. Surplus generation, labour 
legislation compliance, and employment quality are used here to define the strata, while the 
national works cited focus on level of sales, and the existence of the modern stratus is not 
considered.             



 

Working paper No. 7  63 

Origin marked by need. Although the reasons why the establishment was created are 
diverse, the main reasons were related to the need to improve the income or to generate an 
occupation. As observed in Table 20, nearly half of the micro-producers mentioned income 
improvement as the main reason. Income improvement is more related to efforts for 
complementing the family income (as stated by 48% of the micro-producers), than to the 
desire to earn more than what the person earned as a salaried worker (3%), which could 
suggest that the need was not as great as indicated. This effort, however, seems not to 
materialize clearly since the reason becomes more important as the micro-business comes 
closer to lower productivity and, consequently, to lower surplus generating capacity. Thus, 
income improvement represents the main reason for only 39% of modern micro-business 
and for as much as 60% among subsistence micro-businesses. This reason also acquires 
greater weight among workers who work on their own. 

14% of the micro-producers started the business to create a job for themselves, 
mainly because salaried work was hard to come by, and marginally because of having been 
laid off. Again, here need seems not to be associated with effective capacity, since this 
reason is stronger among low productivity establishments. In any event, if both groups 
added together, two of every three micro-businesses were started because of reasons related 
to the satisfaction of immediate family consumption needs, and these reasons are present in 
three of every four subsistence stratum micro-businesses.  

In the opposite sense, the search for independence which is mentioned as the reason 
for micro-producers to start a business in 25% of the cases is more clearly associated with 
modern businesses, since this is the basic reason alleged by 40% of the micro-producers in 
this stratum. Such search for independence, whether due to the desire to be independent 
(22%) or to the desire to have flexible hours (3%), reflects more of a voluntary decision or 
mobility and possibly an entrepreneurial spirit (willingness to undertake risks) that favours 
but that does not ensure future performance. The latter becomes clear as it is ascertained 
that 18% of subsistence micro-producers attribute the origin of this activity to that reason. 
Partial association between the initial reason and later performance shows the need to 
complement individual reasons with capabilities or at least conveniences to undertake the 
challenge.  

Most micro-businesses are undertaken without much of a previous experience. Table 
20 shows also that almost half of the micro-producers start their business without previous 
experience thus corroborating that need is one of the main reasons for opening up a 
business, as pointed out earlier. Before starting the business, one third of these micro-
producers were devoted to household chores, 5% were going to school, 6% were 
unemployed, and the remaining 5% stated to be involved in “other” activities. Strong 
prominence of women in charge of non-agricultural micro-businesses explains such 
predominance of the lack of previous experience, and this cause is clearly associated with 
less efficient performances.45 Thus, 57% of subsistence stratum micro-producers point out 
such previous activity.  
 

                                                      
45  Since there is less participation of women in charge of micro-businesses in Costa Rica and 

Panama, the weight of lack of experience may be less in them.              
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Nearly one third of the micro-producers had a salaried job before, and their weight 
increases as the establishment becomes more productive and complex.46 This suggests that 
the accumulation of specific human capital through work in a salaried job, improves the 
likelihood of success for micro-business, especially where specific knowledge is required 
like in industrial and some service businesses. Thus, 48% of modern micro-producers were 
salaried before, vs. 25% in the case of subsistence micro-producers. It also reflects the 
existence of a transfer or migration of salaried jobs from the modern sector to micro-
entrepreneurs. 
 

In the opposite sense, while one fifth of micro-entrepreneurs already had experience 
as producers, such experience seems not to be clearly associated with current performance. 
Although among low productivity micro-business they tend to gain importance in extended 
or simple accumulation establishments, a non clear discrimination may arise from the fact 
that this corresponds to a heterogeneous category, where for many the change in business 
may be due to failure in the previous activity rather than to an effort to improve. 
 

Family resources give the starting push to micro-business. 63% of non-agricultural 
micro-producers started their operations with family resources (Table 20). These family 
resources consist in 79% of cases of the micro-producer’s own savings, although they can 
also consist of a family gift or an inheritance. This means that half the micro-producers use 
their own savings to start the business. Family resources are more frequent in low 
productivity strata, but without a clear distinction between them, since financing, and the 
amount and origin thereof are strongly related to the type of activity to be undertaken.  
 

Twenty four percent of the micro-producers used credit to start their activities. 
Almost two thirds of such financing came from informal sources, such as loans by friends 
or relatives (50% of those who obtained financing), and loans by private individuals (12%), 
while 17% was provided by suppliers and 21% came from banks and other financial 
intermediaries. While it is true that credit is more frequent in the modern stratum, where 
one third of the micro-producers gained access to it to start their activities, it appears with a 
similar weight in the extended and similar accumulation strata. The remaining 13% of the 
micro-producers indicate not to have needed resources to start operations, and this reason 
increases their importance in the subsistence stratum. 
 

7.2 Market ties and internal organization 
 

The performance of micro-business shall be associated with the manner in which it 
handles backward (suppliers) or forward (clients) relations with the market, as well as by 
the extent of its internal organization. Table 20 incorporates some information in this 
regard. 
 

Retail trade, the main supplier. 58% of non-agricultural micro-business obtains their 
supplies from small suppliers, where 98% are small retail outlets. This means that they 
cannot take advantage of the monetary scale economies from wholesale purchases, which 
exerts pressure on their costs and competitiveness. Forming associations to buy supplies 
would have a considerable impact. This is clear as it is ascertained that only 38% of modern 
establishments use that supply channel, vs. 64% in the subsistence stratum. 
 

Larger-scale supply and possibly with monetary scale economies is what 25% of the 
micro-producers use. This type of stock becomes more important as the productivity and 
complexity of the establishment increase; thus, it is found in 44% of modern businesses, in 
42% of micro-enterprises, and only in 15% of subsistence businesses. 

                                                      
46  The options are considered here: the person worked in another business, in the government and 

in agriculture with a salaried job. Seventy per cent of the cases correspond to the first option. 
Only 6% worked in agriculture, for which reason the transfer from agriculture to urban micro-
business seems to be limited.  



 

Working paper No. 7  65 

The remaining 18% of micro-businesses are supplied directly by their customers or in 
“other” ways. While this type of stock is slightly more common in the low productivity, 
particularly the subsistence stratum, it is more clearly associated with the type of activity. 
This form of stock reduces the pressure of costs in retail purchases, and the needs for 
financing as well, and to that extent it can favour the generation of surpluses. However, this 
effect may be neutralized by the fact that the clients would probably be also relying on 
retail trade for the purchase of supplies and, to that extent, it would be impossible to reduce 
the global cost of the service in a noticeable way. 
 

Households are the customers of micro-business. Only 5% of the micro-producers 
sell directly to companies of different types and sizes, which suggests greater quality 
control and productivity and, possibly, sub-contracting. In fact, this is more frequent among 
modern micro-business where in 14% of cases the companies are their main customers. 
Differentiation of other customers is clear to us. When “to the public” is specified, it means 
that the sales are made directly to the public or that the public is directly served, whether 
this means individuals or business representatives; when “to families” is specified, it means 
that the sales are made directly to persons or families. The latter would seem to be more 
associated with sales to the doorstep, while the former would be more associated with sales 
at the establishment, which could be the street. In any event, while both forms may be 
including some sales to companies and underestimating to that extent ties with the 
production sector, most probably the end customers are individuals. This would mean that 
end consumers would be direct customers for 95% of non-agricultural micro-business. 
 

Micro-business organization is very limited. One indicator of the level of 
organization is that which relates to the existence of an accounting system and its type. The 
cited table shows that only 20% of micro-businesses report that they have some type of 
accounting which consists of personal notes in 77% of cases. The organization is more 
complete but still limited in the case of modern micro-business, since 50% of them report to 
have some type of accounting. However, only 30% of that 50%, that is, only 15% of 
modern micro-business would maintain a formal accounting system. This means that if this 
indicator is being used as a reference of formality, modern micro-businesses would account 
for only 3% of the total. In any event, it is clear how the presence of some type of record 
and formal accounting method increases as establishments of greater productivity and 
complexity are approached.  
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Table 20: El Salvador: Characteristics of non-agricultural micro-business (1999). 
 

Production strata Establishment type Characteristic 
Modern Extended 

accumula-
tion 

Simple 
accumula-

tion 

Subsistence 
Total non 
agricul-

tural 
micro-

business 

Micro-
enterprise 

Self-employment 

Origin of the activity        
Reason for starting business 100 100 100 100 100 100 100 
 Independence 40 35 28 18 25 43 22 
 Improve income 39 42 46 60 51 36 54 
 Develop a job for self 10 15 17 14 14 11 15 
 Other reasons 11 9 9 9 9 10 9 
Previous activity 100 100 100 100 100 100 100 
 Independent work 22 22 22 18 20 21 20 
 Salaried 48 40 34 25 32 51 29 
 Jobless 29 39 44 57 48 28 51 
Initial financing 100 100 100 100 100 100 100 
 Credit 33 30 28 19 24 35 23 
 Family resources 56 67 64 63 63 60 63 
 Did not need it 11 3 8 18 13 5 14 
Relations with the market        
Suppliers 100 100 100 100 100 100 100 
 Large business 44 36 29 15 25 42 22 
 Small business 38 52 56 64 58 44 60 
 Customers and others 18 13 15 21 18 14 18 
Customers 100 100 100 100 100 100 100 
 Companies  14 7 4 4 5 12 4 
 The public 52 64 59 52 55 54 55 
 Families 34 29 37 44 39 34 40 
Internal organization        
% with some accounting 50 36 21 8 20 50 15 
Type of accounting        
 Formal 30 11 8 3 14 30 6 
 Informal 16 8 6 5 9 14 7 
 Notes 54 81 86 92 77 56 87 
Resources and results        
Asset value (US$) 7,687 2,651 1,128 414 1,695 7,181 876 
 Physical capital 5,480 1,966 894 318 1,293 5,703 635 
 Inventories 1,847 685 234 95 402 1,478 241 
Physical capital per worker 2,357 1,127 582 230 672 1,744 512 
Weekly sales (US$) 577 27 2 138 42 156 442 114 
Weekly earnings (US$) 186 92 49 18 54 134 43 
Earnings/sales ratio 0.32 0.34 0.36 0.44 0.35 0.30 0.37 
Earnings/assets 1.26 1.80 2.27 2.30 1.67 0.97 2.53 
 
Source: Trejos (2001b). 
 
7.3 Production resources and outcome of the operation 
 

The micro-business module probes into assets available in micro-business, the worth 
of sales and regular earnings. Although these data must be viewed cautiously, since the 
valuing if assets is done by the person who informs and regular earnings are also 
determined by the person interviewed without examining costs, they permit an initial 
approach to micro-business productive assets and the financial results of their operation. 
Table 20 incorporates some indicators related to these subjects, where monetary value is 
shown in U.S. dollars to permit comparison internationally.  
 

Very limited micro-business physical capital. The results on the value of assets in 
terms of both, physical capital (machinery, equipment, tools, furniture, vehicles and 
buildings), and the value of the stock (supplies, products being processed and finished or 
ready-to-sell products), tends to corroborate the PREALC/ILO hypothesis that the 
characteristic and defining feature of informal production is the scarcity of capital. On 
average, the value of physical capital is of a maximum of US$ 1,300, and the value of total 
assets is US$ 1,700. However, there is great heterogeneity that is directly associated with 
the identified production strata and that, incidentally, supports the criteria observed in the 
stratification. 
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If attention is focused on physical capital, as well as if the total value of the assets is 
observed, the result to be highlighted is that assets per micro-business more than double 
when the establishments advance from one production stratum to the next higher stratum. 
Thus, globally, simple accumulation stratum micro-businesses have assets worth US$ 
1,128, which are 2.7 times higher than the assets of subsistence micro-businesses 
(US$414). Extended accumulation micro-businesses have assets worth US$2,651, which 
are 2.4 times higher than those of simple accumulation micro-businesses, and modern 
micro-businesses have assets worth US$ 7,687, practically three times the value of 
extended accumulation micro-business assets. The latter means that modern micro-
businesses have assets worth almost 19 times higher than the value of subsistence micro-
business assets; in other words, subsistence micro-business assets are equivalent to just 5% 
of the value of modern stratum micro-business assets.  

 
The amount and composition of the assets tends to vary among the different macro-

sectors and types of establishment, although the relationship among the different production 
strata tends to reproduce itself within each macro-sector. Thus, for instance, micro-
enterprises (that hire salaried workers) have assets 8.2 higher than the assets that self-
employed micro-businesses have on average. 
 

Consequently, with low asset values the capital/labour ratio is also limited and as 
expected; that is, it tends to be under US$ 3,000 per worker, which means an average of 
only US$ 672 per worker. Since the number of workers tends to diminish as lower 
productivity strata are approached, the capital/labour ratio tends to reduce the dispersion, 
but it does duplicate itself as greater productivity strata are approached. Thus, the capital 
per modern stratum worker (US$ 2,357) is ten times higher than the subsistence stratum 
capital per worker (US$ 230), and the differentiation per type of establishment is 
maintained. 
 

Reduced sales and earnings. The value of sales and regular earnings, discounting 
expenditures, refers to one week and shows amounts of US$ 156 and US$ 54, respectively; 
such amounts also tend to duplicate as greater productivity strata are approached. However, 
earnings tend to grow less quickly than sales in such a way that the gross margin for profit 
(profit/sales) tends to diminish as greater productivity or complexity establishments are 
approached. For a gross average profit margin of 35%, micro-businesses of the modern 
strata obtain 32% and those of the subsistence stratum approximately 44%. This means that 
the lower productivity micro-businesses profit more from sales but with the problem of 
limited volume. 
 

Low asset value causes this asset to have high relative profitability (earnings per 
year/asset value), since, on average, the earnings are equivalent to 1.67 times the value of 
assets.47 Furthermore, capital profitability increases as capital value decreases. Thus, 
relative profitability is lower at the modern and micro-enterprise strata, and shows that 
facilitating access to capital for lower productivity establishments can be highly profitable 
in economic and social terms.  

 

                                                      
47  This ratio may be overestimated, because of the fact that the normal earnings reported is taken 

and converted to annual figures by multiplying by 52 and then comparing with the value of 
assets that is probably falling short.                 
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7.4 Surplus generation and accumulation 
 

Investment possibilities depend considerably on the capacity to generate surpluses 
which may be re-invested directly on the micro-business or serve as a means for the 
payment of specific loans. Table 21 incorporates some indicators on the capacity to 
generate surpluses, and recent accumulation efforts. 
 

Limited savings and investment capacity. Only 7% of non-agricultural micro-
producers point out that they save a part of the earnings that they obtain from their 
business. The percentage is 19% at the modern stratum, and it diminishes as it approaches 
lower productivity strata, to only 3% at the subsistence stratum. The existence of savings 
does not strictly indicate surplus generation, as shown by the already mentioned earning 
differentials. In fact, when the reasons for not saving are examined, 10% of the total 
number of micro-producers alleges the fact that they invest the profits on the micro-
business. This means that approximately 17% of the micro-producers would be generating 
earnings which they are investing, or that they have the potential to do so. 
 

Investment devoted mostly to working capital. The preceding results arise from 
questions that do not temporarily set boundaries to the research. When asked if micro-
business did invest on the preceding quarter, 10% affirm that they did. There is a strong 
overlap between those who report that they do not save because they invest on the business, 
and those who say that they invested during the preceding quarter; therefore, the fact that 
the first question is being responded to on the basis of the most recent experience is to be 
expected. This shall also suggest a limited use of credit and even of the individual’s savings 
for investment. In any event, the data corroborate that the possibilities for accumulation 
increase as the micro-business becomes more a part of a stratum of greater productivity and 
complexity. 
 

However when the destination of the investment is analysed, it is observed that in 
84% of the cases it is for working capital (purchase of raw materials and merchandise), not 
to increase the production capacity through the incorporation of additional physical capital. 
Only 5% of non-agricultural micro-producers who invested during the preceding quarter 
did invest on physical capital and, although that percentage is higher the higher productivity 
and complexity are, it reaches only 11% for the modern stratum and micro-enterprise. In 
the opposite sense, working capital investment reaches its highest level in the subsistence 
stratum. The remaining 11% of the resources is devoted to the “other” non-specified 
category, for which reason it is not possible to know what it refers to, and may even consist 
of debts payments, in which case it would be an investment. 
 

Demand constraints seem to hamper investment. More than half among 90% of the 
micro-producers who did not invest during the preceding quarter state that they did not do 
so because they did not need to do so (they have installed capacity that is adequate or better 
than sufficient, or do not need any additional machinery or equipment). These reasons seem 
to indicate a constraint on the demand side: they do not need to increase their production 
capacity because there’s nobody to sell the product to. Worthy of note is the fact that this is 
the reason alleged most frequently by micro-producers in the higher productivity strata. If 
this is the case, credit would not seem to be an adequate solution or at least not the only 
one.  
 

Only 8% of the micro-producers not different from each other to any major extent in 
terms of production strata who did not invest, attributed the lack of investment to, precisely, 
resource insufficiency (machinery and equipment are needed but there are no resources to 
purchase them). Of greater importance is the “other reasons” option, which includes 
“investment to improve the well being of the household” as a principal item; this is reported 
by 39% of the micro-producers who did not invest, as the main reason for not investing; the 
relative weight of this argument increases in the lower productivity strata, which 
corroborates the existence of a consumption rather than an accumulation logic.  
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7.5 Access to credit 
 

Given the small amount of the investment and the fact that it is basically financed 
with the investor’s own surpluses, credit would seem to be playing a more limited role, but 
it would not be a determining factor in the stalling of credit, given the causes alleged for not 
investing, which have been analysed. In any event, credit is, without a doubt, one of the 
main instruments of support to the small-scale production sector, for which reason there is 
an interest in examining the access to and use of credit in greater depth.48 
 

Limited use of credit.. Only 14% of the micro-producers applied for and obtained 
loans during the 12 months immediately preceding the survey (see Table 21). Another 1% 
applied and some applications in this group were rejected while others were being 
processed, which indicates that 93% of those who applied for loans actually obtained them. 
This means also that 85% of the micro-producers stated not to have needed any loans 
during the year immediately preceding the interview. Apart from a very strong self 
selection process, a low rejection rate and a high abstinence rate suggest that limited use 
may be attributed to credit demand limitations on the part of the micro-producers, rather 
than to obstacles set by those who offer resources. On the other hand, both, the effective 
use of credit, and the amount requested and obtained rise as the establishments managed by 
the micro-producers become more productive and complex.  
 

Non financial sources are predominant in financing. Almost half of financial 
resource providers are not formal financial intermediaries. They are into the “other” 
category that applies to informal sources such as friends and relatives (7%) and loan agents 
(17%), as well as suppliers (18%) and others (6%). The importance of these financial 
sources increases as lower productivity and complexity strata are approached.  
 

Nearly one third of the micro-producers who obtained loans obtained them from 
financial intermediaries like loan agencies (12%), co-operatives (18%) and non 
governmental organizations (4%). These sources are accessed more frequently by extended 
and simple accumulation establishments and by micro-enterprises. On the other hand, only 
18% of the micro-producers accessed the banking system (BFA: 4%, and other banking 
institutions: 14%), and this is associated with greater productivity establishments, 
particularly modern but also accumulation establishments, and with the largest loan 
amounts. 
 

Credit devoted to working capital. 83%of the micro-producers who requested 
financing and obtained it devoted it to working capital (purchase of supplies and 
merchandise and payment of salaries). This is more prominent in lesser productivity and 
complexity establishments, and it is used to reproduce the production process, not to 
improve or extend it. This is clear when it is ascertained that 5% of the micro-producers 
who applied for loans did so to increase their production capacity or to replace their 
physical capital, and this is concentrated in the greater productivity and complexity strata. 
The “other” credit destinations, which include debt payment, and family and other 
expenditures, represent 12% of the micro-producers who applied for loans and are 
concentrated in micro-enterprise and the modern and simple accumulation strata.  

 

                                                      
48  Little access to credit is a constant in small-scale production, but when it is obtained it is clearly 

associated with the generation of surpluses or possibilities for accumulation. An analysis on this 
subject for the San Jose metropolitan area can be consulted in Trejos and Montiel (1999).  
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The future credit demand shows the same pattern. Credit demand for the following 
12 months after the interview shows a pattern that is very similar to that of effective credit 
demand, as may be observed on Table 21. The demand is limited since only 13% of the 
micro-producers indicated that they would need to apply for a loan in the future, although 
an additional 7% said they did not know at that point. Such potential demand is also greater 
the greater the productivity and complexity of the establishment is, and it reproduces the 
pattern of effective demand as to amounts, origin of the financing and destination, although 
with a slightly more optimistic vision (slightly higher amounts, slightly more devoted to 
physical capital, and more weight on the part of the banking source).  
 

The main reason alleged by a considerable majority of the 80% who know that they 
will not apply for a loan during the year after the interview, is that they do not wish to incur 
debt (41%); do not need it (12%); or have a loan outstanding (9%). This corroborates what 
was suggested in the sense that low investment may be partially blamed on market 
limitations or, more specifically, a weak demand for their products. This percentage tends 
to be higher among higher productivity and complexity establishments. 79% of modern 
micro-businesses indicate that this is the reason for not applying for a loan.  
 

The remaining 38% of those who think that they will not apply for financing allege 
reasons related to problems on the offer side of financial resources. Approximately 23% 
feel that they do not qualify for a loan in the existing institutions and this percentage 
increases as the establishment becomes less productive, to up to 31% in subsistence micro-
businesses. The remaining 15% allege problems with the financial agents in terms of 
processing and cost mainly through interest and this is a more widely spread problem. 
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Table 21:  El Salvador: Savings, investment, access to credit and problems of  
 non-agricultural business in 1999. 
 

Production strata Establishment type Characteristic 
Modern Extended 

accumula-
tion 

Simple 
accumula-

tion 

Subsistence 
Total non 
agricul-

tural 
micro-

business 

Micro-
enterprise 

Self-
employment 

Savings and investment        
% that saves some earnings 19 11 6 3 7 16 5 
% that invested during 

previous quarter 
13 13 12 7 10 15 9 

Destination of the investment 100 100 100 100 100 100 100 
 Physical capital 11 7 6 1 5 11 4 
 Working capital 71 89 81 91 84 69 88 
 Other 18 4 13 8 11 19 8 
Reason for not investing 100 100 100 100 100 100 100 
 No need 65 61 51 51 54 58 53 
 Cannot 6 7  8 8 8 10 7 
 Other causes 28 32 41 41 39 32 40 
Access to credit        
% accessed previous year 23 20 17 9 14 22 13 
Amount obtained (US$) 6,212 1,582 845 451 1,781 6,151 696 
Financing source 100 100 100 100 100 100 100 
 Banks 42 11 13 13 18 27 16 
 Intermediaries 25 44 36 31 34 38 33 
 Others 33 45 51 55 48 34 52 
Destination of financing 100 100 100 100 100 100 100 
 Physical capital 11 7 6 1 5 11 4 
 Working capital 70 88 80 91 83 69 87 
 Other 19 5 15 8 12 20 9 
% that will need in future 17 18 16 9 13 22 11 
Reason for not applying 100 100 100 100 100 100 100 
 No need 79 74 67 54 62 70 61 
 Lack of access 8 11 17 31 23 11 24 
 Because of red tape & costs 12 15 16 16 15 18 15 
Main problems        
Lack of customers 48 43 53 54 52 56 51 
Excessive competition 55 52 55 40 47 57 45 
Low profits 41 43 46 46 45 49 44 
Lack of resources 22 27 35 33 32 31 32 
Lack of credit 6 10 13 9 10 15 9 
High interest rates 7 8 9 5 7 11 6 
Delinquency in payments 14 10 11 7 9 12 9 
 
Source: Trejos (2001b). 
 
 
7.6 Main problems faced 
 

In conclusion, the micro-enterprise module poses a question about problems that 
micro-businesses are facing. This question may be answered in different ways; Table 21 
shows the percentages of micro-producers that alleged to have one or more of the main 
problems, and includes only those that are repeated somewhat frequently. 
 

Insufficient demand problems are predominant. Although pointing out the problems 
is not something that permits to identify their origins clearly, there is a concentration of 
answers on problems that can be associated with an insufficient relative demand: customer 
shortage, excessive competition and low earnings. Excessive competition because of a 
diminished relative demand results in limited earnings, even if excessive competition is not 
the only cause for customer shortage and even if low earnings are not solely due to low 
demand and could originate in reduced gross earnings margins because of excessive costs. 
The latter is not unlikely given the supply system that prevails in micro-business. 
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Resource problems are in an intermediate position. Resource scarcity problems are 
alleged by one third of the micro-producers and they are clearly differentiated towards the 
lower productivity strata. Despite such identification of resource scarcity as a considerable 
limitation, problems associated with financing are less important. Neither the lack of credit 
(10%) nor high interest rates (7%) are pointed out as problems with the same persistence, 
although they do maintain their lower level in the highest productivity strata. This result 
could suggest that, faced with the lack of resources of their own, many micro-producers 
don’t even think about the possibility of a loan as a means for attracting additional 
resources. This may, in turn, be based on both, reluctance to incur debt, and recognition of 
the impossibility to have reasonable access to credit. Given the policy implications, this 
seems to be a subject area worthy of further and deeper analysis. 

 

8. Decent Work  
 

A number of indicators on working conditions within small-scale non-agricultural 
production have been included and analysed in the previous sections, which shed light on 
the challenge of compliance with the decent work agenda inside the informal sector. One 
hypothesis laid out in the beginning is that other sectors, such as the agricultural one, with a 
similar volume of employment in the region, could be facing even greater limitations 
concerning decent employment. As a complementary argument would have it, decent work 
problems are not limited to these two sectors either. Table 22, which provides a number of 
summary indicators on the existence of problems that obstruct the way towards the decent 
work objective, has been prepared to confront these hypotheses. These indicators are 
summarized at the regional level, and show the labour market distinguishing certain 
segments of interest.  
 

The first set of indicators refers to the employment gap, that is, limitations to find a 
productive and adequately remunerated job. Underemployment is, doubtlessly, the main 
indicator of problems in the productive utilization of the workers’ capabilities.49 Nearly one 
third of the region’s working population is affected by some form of underemployment50 
Underemployment is more widespread in agriculture than in small-scale non-agricultural 
production, although it does not affect half the workers in the subsistence stratum. 
However, domestic work appears as the segment that is affected by the most serious 
problems. Underemployment incidence diminishes as larger establishments are approached, 
but it does not disappear and still affects 10% of public servants and 12% of non-
agricultural medium and large enterprises.  
 

The frequency of voluntary and involuntary partial workweeks is very much related 
to the above, and it implies a waste of the population’s human capital. Little more than one 
third of the working population appears with a short workweek (less than 40 hours per 
week) but in this case this is more widespread in micro-business than in agriculture and it 
affects 60% of subsistence stratum workers. Its being less spread in agriculture and 
domestic work suggests that invisible underemployment problems are more considerable in 
these occupations. Worthy of note is the fact that more than one third of public employment 
is characterized by partial workweeks, not underemployment, which suggests its mostly 
voluntary nature, and the fact that, in any event, it doesn’t take full advantage of its 
productive capacity.  

                                                      
49  Open unemployment is the extreme case of underemployment. However it is not possible to 

assign the micro-business unemployed contingent to the different production strata, for which 
reason the information is not included. In any event, taking into consideration that 
unemployment is more associated with salaried work, it is expected for its incidence to be lower 
in non agricultural micro-business. 

50  Underemployment measurements do not heed the latest ICLS recommendations and include 
both, visible (the person works partial workweeks involuntarily) and invisible underemployment 
(income below the minimum despite the fact that the person works a complete workweek or 
more).        
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The overtime workweek (50 or more hours per week) affects approximately 30% of 

the region’s workers. It is less frequent in agriculture because of the environmental 
limitations it faces, and in public employment, due to labour regulations. Its presence is 
greater, however, in micro-business, particularly those of higher productivity, and 
especially in larger non-agricultural enterprises. In the first case it is associated with 
independent work, and in the second case with salaried work, the former seeking to replace 
lower productivity with longer workweeks, and the latter intending to increase profitability 
through longer workweeks. Here, again, domestic work appears as the sector affected by 
the greatest problems.  

 
Multiple employment is an indicator of income limitations, which also translates into 

longer workweeks, but which is universally associated with the overtime workweek, given 
the fact that the latter is measured on the basis of the main job. Some 11% of the working 
population work more than one job, and this phenomenon is more frequent in agriculture 
and in public employment. It is less widespread among small-scale establishments, it 
doesn’t show major differences as per production stratum, and it diminishes even more 
among the larger enterprises. On the other hand, non remunerated family work, subject to 
less regulations and protection, tends to be concentrated in agriculture and, to a lesser 
extent, in non-agricultural micro-business.  
 

Another set of indicators refers to income gaps, that is, insufficient income to satisfy 
the basic needs of the household, or income which is below the minimum established by 
labour legislation. It is possible to make an approach to income that is insufficient to break 
the line of poverty by the percentage of workers who live in poor households. The table 
indicates that poverty affects 46% of the working population of the region, and it is more 
widespread among agricultural workers, where 70% live in a poor household. Domestic 
work is next in frequency followed by non-agricultural micro-business. Here, 43% live in 
poor households and the percentage reaches 66% in the subsistence stratum. The incidence 
of poverty in modern and extended accumulation strata is similar to that in public 
employment, and lower than that affecting the workers of larger, non-agricultural 
companies, which confirms internal heterogeneity as far as decent work is concerned.  
 

Non compliance with labour legislation as regards the payment of minimum salaries 
is quite generalized; 38% of the salaried workers state that the salary they earn is below the 
minimum minimorum.51 The agricultural sector, domestic work and non-agricultural micro-
business are, in that order, the areas where the greatest problems are found, although they 
are also significant in non-agricultural small enterprises. Even if this does not imply non-
compliance with the legislation, a considerable percentage of the independent agricultural 
workers and of the workers in micro-business reflects income insufficiency problems. 
 

Within the gap of equitableness concerning the opportunities that the labour market 
provides, a first incorporated indicator refers to the relationship between insertion of 
women and insertion of men. In the region’s labour market there is one woman to every 
two men, which shows that there’s still a long stretch ahead before labour opportunities for 
women are widened. Typical of female labour segregation, agriculture is the sector that 
offers fewer opportunities, with 1 woman for every 10 men hired. The other extreme, 
women’s occupations such as domestic work, where the women are in a ratio of eight to 
one, do not imply a better situation by virtue of conditions related to this type of work 
either. It is only in public employment where women find a certain equality of labour 
opportunities in quality jobs since, while it is true that they are inserted into micro-business 
with parity, they are disproportionately concentrated in the strata of lesser productivity. 
 

                                                      
51  The minimum minimorum that corresponds to the agricultural sector is used, for which reason 

non compliance will be probably more frequent. However, these data are not controlled by the 
workweek, on account of which this tends to be compensated for.                    
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Table 22:  Central America: Decent work indicators by activity and type of 
 establishment, 1999. 
 

Non-agricultural micro-business  
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Employment % distribution 100.0 31.6 8.4 14.8 6.8 33.6 5.8 4.8 8.6 14.3 4.6 
            
Employment gaps            
% underemployed 31.5 46.1 9.9 12.1 22.9 30.7 17.4 18.2 15.0 49.6 54.1 
% with partial workweek 36.0 39.3 37.1 15.5 23.3 45.0 34.1 32.6 33.0 60.8 30.5 
% with overtime workweek 30.3 22.9 18.7 36.7 36.2 33.6 40.5 44.3 41.3 22.5 49.1 
% with multiple employment 10.5 15.4 11.2 5.5 6.1 9.4 12.0 9.7 9.1 8.4 6.4 
% of family employment 11.6 22.5 0.0 0.4 6.3 11.5 2.4 26.0 11.4 10.5 0.0 
Income gaps            
% in poverty 46.1 69.8 15.8 25.2 30.2 43.4 16.2 17.3 38.1 66.1 47.6 
% salaried workers “S<MW” 38.3 69.7 9.6 12.7 31.1 45.0 21.9 5.1 8.6 100.0 83.2 
% independent “Y<MW 51.5 62.5 0.0 3.4 3.5 48.8 14.3 0.0 0.0 100.0 0.0 
Equitableness gaps            
Women/men 0.56 0.13 0.86 0.54 0.40 1.05 0.49 0.68 0.76 2.03 8.03 
Salary – women/S men 0.90 0.75 0.87 0.81 0.94 0.78 0.78 0.82 0.89 0.83 0.55 
Income – women/Y men 0.49 0.51 0.00 1.54 0.82 0.42 0.71 0.90 0.82 0.67 0.00 
% without elementary school 
completed 

48.1 75.6 9.2 20.0 27.0 47.6 24.8 36.1 48.2 60.3 56.8 

Protection gaps1            
% salaried without social security 54.5 74.6 16.5 25.5 59.8 77.8 45.4 88.3 81.9 99.2 88.4 
% independent without social 
security 

88.9 92.6 0.0 57.4 62.5 87.9 82.0 86.1 89.6 89.8 0.0 

Rights gaps            
% under 15 5.3 10.4 0.0 0.7 3.0 4.2 0.9 3.5 4.4 5.8 5.1 
% unionised salaried workers 14.7 6.2 39.1 35.2 7.0 1.8 4.9 1.6 0.3 0.7 0.0 
% salaried workers with a contract2 25.0 6.1 47.7 49.3 20.1 5.0 17.0 2.9 2.5 1.4 1.4 
 
1/This excludes Honduras and Panama. 
2/This refers to Nicaragua and El Salvador 
Source: Author’s calculations based on the home surveys and PROMICRO/ILO studies on the countries. 
 

 
Together with fewer employment opportunities, women are facing discrimination in 

labour income. This is reproduced both among salaried workers and among those who 
become inserted in an independent manner.52 This could be not true only in segments where 
women have a minimum participation, because of greater sampling-related errors. In fact, 
salaried women earn, on average, 10% less than men, a difference diminished by the fact 
that female salaried workers tend to be better educated and to become inserted into better 
salaried sectors such as the public sector. In any event, it is in agriculture as well as in 
domestic work where inequalities are the greatest. Although within non-agricultural micro-
business salaried female labour is not significant, salary differences are of approximately 
20% without major differences between strata, and are similar to those in larger scale 
activities. However, among independent workers women are in a more advantageous 
position both in agriculture and in small-scale production, where they are concentrated.  
 

                                                      
52  This indicator is a gross approach since it is not controlled either by experience, education, or 

hours worked. However, the construction of finer indicators is beyond the scope of this work.  
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Another indicator of equity relates to possibilities to accumulate human capital, to be 
able to become incorporated, to that extent, into the labour market in a more favourable 
way. Workers who are in a more vulnerable situation are those who have not been able to 
accumulate a socially established minimum of human capital. The indicator used is non-
completion of elementary education, which implies five or less school years. Almost half of 
the region’s workers are in that situation. The percentage is 75% in the agricultural sector, 
57% in domestic work and 48% in non-agricultural micro-business, and it increases as 
lower productivity strata are approached. This reflects the fact that the least qualified 
workers are relegated to such jobs, and that an improvement in this area implies having to 
improve the preparation of the workers and the quality of jobs in those segments directly.  

 
Protection gaps are circumscribed to access to social security. Here information 

coverage is more limited, data being unavailable for Panama and Honduras and more 
heterogeneous since access means coverage for different types of risk; in Costa Rica, only 
health coverage is provided, as an example. The data also provide only an estimate of 
maximum coverage, since no discrimination is made by type of access, that is, it does not 
indicate whether the beneficiary is direct or indirect. In any event, the data in said table 
show that 55% of the salaried workers have no protection whatsoever, a percentage that 
rises to 89% for independent workers. Within the salaried worker category, the lack of 
protection is greater in domestic work, where 88% does not have access to such services, 
followed by micro-business (78%) and agriculture (75%). The lack of protection is quite 
considerable even among larger enterprises; 60% of small-enterprise salaried workers are 
unprotected, and this percentage is higher than the 45% shown for modern micro-
businesses. Concerning such generalized lack of protection affecting independent workers, 
those in the most unfavourable condition are agriculture-related workers. 
 

Employment that involves children under 15, for its part, reflects non-compliance 
with the decent work goal of eradication of child labour as ratified in ILO agreements. 
Table 22 shows that those under 15 who are employed represent 5% of the region’s 
workers, a percentage that doubles among agricultural activities. Domestic work and non-
agricultural low productivity micro-businesses are the other segments where child labour is 
somewhat present, although this phenomenon does not seem to be so generalized in the 
region.53 

 
The gap concerning other rights, such as the right to unite or the existence of a contract, 

whether for a fixed term or indefinite, is affected by considerable information limitations. 
Information was available only on labour unions for Nicaragua and contracts for Nicaragua 
and El Salvador, together with some approximate information for Costa Rica. Concerning 
labour unions, the table shows the workers who work in establishments where there is a 
labour union regardless of whether or not they are members. This, it is felt, reflects 
effective possibilities for joining a labour union. Only 15% of the salaried workers belong 
to an establishment where there is a labour union and only half of them are actually 
members. As was to be expected, this activity acquires a certain importance in the public 
sector, and within medium and large enterprises. In the opposite sense, and with the 
exception of the modern stratum, it is almost non-existent among non-agricultural micro-
businesses, since only 2% report to be working in an establishment that has a labour union 
organization. In agriculture, which is limited but somewhat larger, only 6% report to have 
access to a labour union. On the other hand, this organization instrument is absent from 
domestic work. Lastly, salaried worker contracts show the same pattern of labour union 
organization: little coverage with concentration on public employment and large 
enterprises, not a generalized practice, hardly present in agriculture and non-agricultural 
micro-businesses, except for the modern stratum, and domestic work. 
 

                                                      
53  This becomes clearer when the fact that children become incorporated from the ages of seven 

and six, in Guatemala and in Nicaragua, respectively, is taken into consideration.             
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9.  Conclusions 
 

There is no doubt that the informal sector, in its traditional vision, or small-scale non-
agricultural production, in a broader sense, has a significant and increasing weight in the 
region. Regardless of how it is approached, it represents at least one third of the region’s 
total employment and more than half of non-agricultural employment. In many a country it 
provides for two of every three non-agricultural jobs, and generated at least one of every 
two new jobs in the 90s. The proposal laid out in this document establishes that it is 
necessary both to define precisely the measurement of the informal sector, and to shift 
attention to small-scale production in its entirety but defining inside differences to take into 
consideration its vast heterogeneity. Such differentiation or stratification based on the 
household surveys shows very diverse working conditions that should be taken into account 
in an ILO-promoted decent work agenda. 
 

Within a generalized context of deficiencies or gaps in the region concerning decent 
work, it is corroborated that priority attention of a strategy must be placed on the informal 
sector. However, something that is insisted upon and shown is the fact that agricultural 
production and domestic work continue to be activities that are affected by major gaps. 
While limited quantitatively, agricultural production, which provides employment in a 
similar manner as informal activities and domestic work, represents an activity that has 
been forsaken in public policy and it seems that it is necessary to insist on it. Without a 
doubt, these must be three priority sectors within the agenda to be implemented.  
 

The analysis made has been based on the household surveys. They impose limitations 
as to how far it is possible to go, although they have made it possible to provide a vision of 
the region as a whole. While they pose difficulties to the definition and stratification of 
informal activities, there are greater limitations concerning the extraction of indicators on 
the gaps, particularly concerning protection (access to social security, and labour risks), and 
the enjoyment of basic labour rights (right to join a union, access to labour agreements, 
labour stability under explicit contracts, etc.). Since the household surveys are basic 
instruments to monitor the progress made in the development of the decent work agenda, 
there is ample room for improvement concerning these information systems. In particular, it 
seems to be urgent for the countries of the region to adopt and make adequately operational 
the International Classification of Status in Employment (ICSE-93) approved at the XV 
ICLS. 
 

This does not eliminate the need for mixed surveys or establishment surveys. Only by 
such means can it become possible to define informal establishments better and know what 
limitations to productivity they are facing and, consequently, the reason for their low 
income. Only through such instruments is it possible to obtain information on certain 
realms of decent work such as safety conditions at the work site, freedom and equitableness 
in relations, and effective options for a social dialogue, among others. The experiences of 
the countries in these surveys are less frequent and when they have been carried out they 
have been less successful. It appears that greater ILO technical support to its member 
countries in this field is necessary. 
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