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Motivation

Informality continue to be on of the most important characteristics of Lafin
American labor markets. However, during the 2000s, overall improvement of labor
market variables, including an increase in the proportion of salaried formal workers.

Labor formalization process took place together with a generalized decline in labor
entration, reversing the increasing inequality during the 1990s.

ing the analysis



Objetives

Analyze the labor formalization process among wage earners in five Latin

American countries -Argentina, Brazil, Ecuador, Paraguay and Peru- during the
new millennium.

In particular,
Evaluate the intensity and characteristics of inflows to a formal job.

tion implemented in these countries.




Data and Approach to Informality

Microdata from household surveys:
Argentina. Encuesta Permanente de Hogares (EPH). 2003-2017
Brazil. Pesquisa Mesal de Emprego (PME). 2003-2015
Ecuador. Encuesta Nacional de Empleo, Desempleo y Subempleo (ENEMDU). 2003-2016
Paraguay. Encuesta Permanente de Empleo (EPH). 2003-2017
Peru. Encuesta Nacional de Hogares (ENAHO). 2004-2017

e fransition for each individual, based on a one-year interval between




Methodology

1. Analysis of occupational flows

1.1 Decomposition of inflows to formality. Three channels:
Formalization “in situ”: a worker becomes formal in the same occupation.
Entries into a formal occupation coming from non-formal jobs (informal or self-employed

nemployment or inactivity.




Methodology (cont.)

2. Estimate of the distributive impact of formalization

Decomposition method proposed by Firpo, Fortin and Lemieux (FFL, 2011). It extends the
Oaxaca- Bllnder approach to decompose changes in distribufive statistics between a
lon effect’ and a ‘returns effect’.







Variation in the proportion of salaried informal workers in total
dependent employment
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B Formalization In the same job B Formalization by changing job

B Entries from unempl. / inactivity

Most part of transitions (except in Peru) to a formal job is explained by “in situ” formalization.



Characteristics ARGENTINA  BRAZIL ECUADOR PERU
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Informality and unemployment are counter-cyclical in several countries.

> The functioning of the labour market became more predictable as a result of sustained economic growth, thus fayburing an increase in long-
term contracts.

> Sustained employment growth might have lowered the expected probability of layoffs and the probability gt employers having to face the
costs of fiing a formal worker.

A\

With the growth of employment and the decline in unemployment, workers’ bargaining power and reservation wage rise.



Incentives for formalization

It Is argued that labor costs should be reduced and administrative procedures to
register workers should be simplified in order to stimulate the creation of formal
employment. Several LACs have implemented this kind of incentives.

Brazil: Simples Nacional and the Lei do Microempreendedor Individual. Fajnzylber et al. (2011), Delgado et
al. (2007) find positive effects. Bruhn and McKenzie (2014) null effect. Monteiro and Assuncdo (2012) found
a positive and significant impact on formalization rates but only among firms in the retail sector.




Labor inspection

The higher costs of informality as a result of sirengthened labor inspection is another incentive
for labor formalization.

In LACs, strengthening of labor inspection during the 2000s.

010) finds positive effects on labor formalization. Almeida and Carneiro (2009) find
ols presented lower informality rates. They do not find negative
ienriqgue de Andrade et al. (2013) positive







M Var. Informality Gini Hourly Wages
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40% formal
8% POA+ employer
52% informal+ NOA+UFW

@ Wage-earners @ Non-professional OA w Professional OA @ Employer @ UFW




Proportion of informal salaried workers in total salaried employment
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»Close correlation  between
being an informal workers and
working in the informal sector.
Combination of low
productivity and non- fulfillment
of labor regulation.

» However, proportion of infog#ria
workers in the formal
Space to reduce informality
through labor law enforcement.



Concluding remarks

Despite this process, informality continues to be very higl
“working poor” phenomenon.

» “New forms of informalities”, digital labor platform, gig economy, disguised employment.

» Define and implement a mid and long-term economic development strategy, addressing
productivity and macroeconomic instability.

» Implement specific schemes for some activities/workers: low skilled, rural, domestic workers, construction,
own-account workers. High informality, high occupational and income instability @dnd lack of social
protection.



