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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, inithg women and young people, a goal
embedded in the ILO Declaration 2008 $acial Justice for a Fair Globalization, ahd
which has now been widely adopted by the intermaticommunity.

In order to support member States and the socrahgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises faterrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wdrkn the Employment Policy Convention, 1964 (No2)l2nd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body's Employment andigbd?olicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasg@e of technical support and
capacity building activities, advisory services guldicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming lie tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwtad®s publications consist of
books, monographs, working papers, employment tepmd policy briefé.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmichload/dg_announce_en.pdf.

2 See the successive Reports of the Director-Getethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

¥ See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.






Abstract

This study attempts to explain the evolution of grby and income concentration in Chile
and Mexico. It focuses on the impact that changethé rates and pattern of economic
growth have had on poverty. These changes havegiroabout the following: i) a
reduction in the GDP elasticity of demand for lalaéi) the decline of the labour intensity
of GDP and an increase in its capital intensity;the decline or stagnation of tradable
sectors as a source of total GDP and total employmé the contraction of total demand
for labour. Since the rise in labour productivitasmnot accompanied by an increase in total
production, there was a sustained reduction ofGBé elasticity of employment, which
resulted in poverty. The growth path of the econalogs not, therefore, seem to have been
the main factor that contributed to the reductiopdverty observed in the years leading up
to the financial crisis of 2008-09. In the finalcBens, we explore the relation between
social policies and poverty alleviation.

The economic crisis severely affected Chile and ib@xn 2008 and 2009. It brought
increased unemployment and inflation in its waleglucing incomes and partially wiping
out the feeble gains in poverty alleviation andome distribution obtained during the
2002-07 period. We have updated, to the best eptesdible, the statistical content of the
study to capture the impact of the crisis on jamtion and poverty.
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1.

Introduction

In Latin America, poverty has become a highly sirespolitical issue. After twenty years
of structural reforms, economic stabilization aratle liberalization, growth has not been
as dynamic as expected; poverty and inequalitygirend conditions of employment do
not seem to be improving. Even during the periofdaccelerated growth, there were no
significant reductions in poverty, and neither weahere any major changes in the
concentration of income. Poor economic results labdur insecurity have resulted in a
“disenchantment with democracy”. The concern aljobt insecurity is universal and
perfectly understandable: work is the principatat the only source of income of the poor
- and because of their meagre income, they areyalalaliged to work. Many initiatives are
therefore in place to lessen poverty, ranging frin@ Millennium Development Goals
(MDGs) to various programmes throughout the worlthe International Labour
Organization (ILO) and the United Nations Developimerogramme (UNDP) have carried
out studies analysing the linkages between emplagneeonomic growth and poverty.

This study forms part of the ILO’s research progran conducted by the Recovery and
Reconstruction Department (EMP/RECON), and follaiws analysis established in the
studies examining these linkagek provides further evidence of the heterogeneftyhe
group of countries studied and reinforces the s significance of the conclusions
obtained from the programme. Chile and Mexico ai@dia-income developing countries,
with nearly 80 per cent of the population livingurban areas. The two countries embarked
upon the process of industrialization at the bdgimf the twentieth century and adopted
the import substitution model in the early 1950Kkil€€and Mexico differ in both the size of
their economies and in their paths of developmedtiastitution building.

To reduce poverty, growth is a necessary but ingefft condition. However, “...a
rigorous analysis of the role of employment in linkage between economic growth and
poverty reduction appears to be missing” (Islan§40Poverty alleviation depends on the
characteristics of the growth model and its cagéaitintegrate into the productive system
the labour reserves that, over the centuries, hagemulated in the majority of developing
countries. For growth to benefit the underprivi@gmpulation groups, it is necessary to
generate enough employment to simultaneously aliierincreases in the labour force and
to raise total labour productivity. This requires iacrease in physical and human capital
endowment per worker, and the transference of lalfimm low productive to more
productive activities. If these conditions were jtée virtuous circle outlined by Islam
(2004) would emerge: growth would raise the prodectapacity, which generates new
jobs and creates the possibility of further incesais productivity and wages.

To reduce poverty and income concentration, GDRvirehould create job opportunities
for the poor and fairly distribute the effects n€iieases in productivity. According to Hoff
et al. (1993), the efficiency of allocation depewdsthe distribution of wealth, because the
concentration of income and wealth go hand in haitd the concentration of political
power and the capacity to influence the designaditigs that discriminate against labour
(Lépez et al; 2008). Consequently, the high corretion of income in Latin America may
have negative effects on growth and distribution.

® The countries studied in the ILO programme aredatesh, Bolivia, China, India, Viet Nam,
Uganda, Indonesia and Ethiopia.



It is now 35 years since Chile launched its stmadtveforms, and 20 years since Mexico
did the same. Mexico has been part of the North Woae Free Trade Agreement

(NAFTA) since 1994, and Chile joined in 2002. Tleemomic path followed by both these

countries since their adhesion to NAFTA has noivdetd the expected results in terms of
poverty reduction and improvements in general Wwelhg.

In 1970 Chile was one the most egalitarian soddtieLatin America, with only 17 per
cent of population living in poverty and 6 per canextreme poverty. After 1973, income
concentration and poverty levels increased so nibahin 1990 almost 39 per cent of
population lived in poverty and 39 per cent in exte poverty. After 1990 poverty levels
started to decline systematically, thanks to snetheconomic growth - and once the social
policies implemented by the democratic regime sthiio bear fruit. In 2006, poverty
affected 13.7 per cent of the population and ex@r@averty 3.2 per cent. It took Chile 30
years to reach again the low levels of povertysteged in 1970. Despite the reduction in
poverty, income concentration remains well abowe lévels of 1970. In 1970, the Gini
coefficient was 50.1 per cent; it escalated to p@Ecent in 2005.

In 1970, the Mexican population had a higher ine@eof poverty than Chile, with nearly
34 per cent living in poverty and 18 per cent itr@xe poverty. These levels increased up
to 1996, when almost 53 per cent of the populatvere living in poverty and 22 per cent
in extreme poverty. After 1998, both poverty antrexe poverty declined, and by 2008
the levels were 34.8 per cent and 11.2 per cesperively. In 1970, the Gini coefficient
was 49 per cent, reaching 52 per cent in 20080k Mexico almost 35 years to undue the
social effects of the debt crisis and the lost deca

This study comprises seven chapters. Chapter Zidescthe trajectory of poverty and
employment during the 1970-2009 period and illuegdhe effects of the crisis upon these
variables. Chapter 3 describes the basic objectofethe reforms and compares the
principal elements of the economic evolution of IEhand Mexico from a long-term
perspective. Chapter 4 presents the results of amosaetric analysis exploring the
dynamics of employment and the sources of econgrogth. Chapter 5 analyses the
impact of the pattern of economic growth on thelatmarket, while Chapter 6 relates the
evolution of the economy and the labour markethi trajectory of poverty and income
concentration; and Chapter 7 presents conclusions.

1.1 The impact of the economic crisis

The global financial crisis affected Chile and Mexiduring the third quarter of 2008. As
elsewhere in Latin America, the crisis primarily thie real sector of the economy in both
countries. Mexican GDP contracted at a higherttada that of Chile, so that the impact on
employment and wages was more severe in Mexicoith@hile. In 2009, Mexican GDP
contracted by 7 per cent, while the correspondatg for Chile was 1.7 per cent (see Table
1.1). That same year, Mexican unemployment readh&dper cent - the same rate
registered in 1982 when the debt crisis had a greeffect on GDP. In Chile, the
unemployment rate in 2009 was 9.8 per cent, higihan in Mexico but lower than the
record levels it suffered during the 1981-82 crigédse impact on minimum wages has been
dramatic in both countries. It seems that neithexikb nor Chile have been able to prevent
the repetition of the severe economic downfallkaf tebt crisis and its repercussions on
employment and salaries. Table 1.1 attempts tooexqpthe channels of transmission of the
crisis to the economies of Chile and Mexico an@xplain why the effects vary so much
from one country to another.

The severity of the crisis is related to the chiaacf the external shocks that affected each
country and the particular characteristics of eaobnomy. As the International Monetary
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Fund (2009) indicates, Mexico was the hardest-tinemy in the Western Hemisphere,
because its economy suffered a sharper drop ir tilads — and on account of its high
trade integration and its dependence on the UrStedes. It was further affected by the
contraction of manufacturing exports, of which 9% ment are directed to the United
States. In addition it suffered from the fall intexxal prices and in the volume of oll
exported, as well as from the contraction of thmitiances from Mexicans in the United
States. Indeed, the contraction of the United Stat®nomy is the main factor behind the
fall in Mexican GDP, as this has impacted on itgats and remittances economy. Mexico
has also failed to benefit from the expansion ef @hinese demand for raw materials, as
have Chile, Brazil and other Latin American cowgriWhile tourism has declined by 16.8
per cent, the corresponding figure for Chile ise8 pent. What is more, Chile created the
stability fund from the boom in copper prices, whidexico failed to do when oil prices
were particularly high — and the former country iempented a countercyclical fiscal policy
of about 3 per cent of GDP, while Mexico was aféelcby fiscal crisis control expenditure
prioritizing anti-inflation policy. The credit creh had repercussions on internal demand
and the deceleration of foreign direct and portfativestments aggravated the impact of
the contraction of exports revenue. Both countdegalued their currencies. The positive
effect of devaluation on exports may not appearesgxternal demand will remain feeble
for quite some time.

Table 1.1 Effects of the global financial crisis in Mexico and Chile, rates of growth of GDP, employment
and labour incomes
MEXICO CHILE
Total GDP |GDP Capita MRS RMW Unmplyt. | Total GDP |GDP Capita] MRS RMW Unmplyt.

20000 66 5.1 6.0 0.7 3.4 45 3.2 1.4 7.1 9.7
2001  -0.2 1.2 6.7 0.4 3.6 3.4 2.2 1.7 3.8 9.9
2002 08 0.2 1.9 0.7 3.9 2.2 1.0 2.0 2.9 9.8
2003 14 0.3 1.4 0.7 4.6 3.9 2.8 0.9 1.4 9.5
2004 40 3.0 0.3 1.8 5.3 6.0 4.9 1.8 2.8 10.0
2005 3.2 2.2 0.3 0.1 4.7 5.6 4.4 1.9 1.9 9.2
2006 48 3.7 0.4 0.0 4.6 4.6 3.7 1.9 2.5 7.8
2007 3.2 2.2 1.0 0.7 4.8 4.7 3.7 2.8 1.8 7.1
2008 13 0.7 2.2 2.1 4.9 3.2 2.2 0.2 0.1 7.8
2009 6.7 7.7 0.6 -1.C 6.8 -1.8 -2.8 4.8 1.7 9.8

Source: Own elaboration based on: CEPAL/ECLAC, 2009b. MRS=Medium real wages; RMW=Real minimum wage.

2.

What is more worrisome is the long-term loss ofoime. It is predicted that Latin
American GDP in 2014 will be 3 per cent lower thhat projected before the crisis (IMF,
2009). In any case, the level of economic actiwtlf remain depressed and the recovery
may be a jobless one. In addition, if employmerd amages are not recovered, domestic
demand will remain feeble and effects of the recpvéll not be felt (ILO, 2009).

Evolution of poverty and employment

2.1 The long-term trajectory of poverty 1970-2009

As noted above, both Chile and Mexico reduced ttag@s of poverty and indigence in the
periods before the debt crisis - Chile up to 197@ Mlexico from 1970 to 1984 (Table 2.1).
The trajectories of GDP, productivity and employmbeave an important impact on the
incidence of poverty and indigence, as well ashengdattern of income distribution. It is



regrettable that due to a lack of adequate infdomatt is not easy to make a comparative
analysis of the trends in poverty and income cotmagon and for longer periods.
Information from 1970 is scattered and it has drdgome more systematic since 1990

The effects of the various crises suffered by Child Mexico and the costs of “the lost
decade” are clearly revealed by the patterns okepgvand indigence during the period
1985-95. Chile experienced a crisis in 1973 andheman 1982, while Mexico suffered
three crises (1982, 1986 and 1995/5); in both c@ms)tthe result was an increase in
poverty levels. In Chile, from 1970-90, the incidenof poverty and extreme poverty
escalated to 38 and 13 per cent, respectively. dridd, the increases in both poverty and
indigence were more severe, and by 1996, the incelbad reached 53 and 22 per cent of
the population, respectively (Table 2.1)

In Chile, poverty started to decline when the dembc government initiated distributive
fiscal reforms. These policies, accompanied by leighnomic growth, allowed the country
to reach once again — from 2003 to 2006 - the kwell of poverty recorded in 1970. Chile
succeeded in reducing the incidence of povertyiadijence by nearly 50 per cent, and
Mexico by one third. This cut in poverty had leesdo with economic growth and its
trickle-down effect than through relief programmasd remittances (ECLAC, 2006).
Growth in Mexico has been relatively less pro piban in Chile and the impact of poverty
programmes is less clear-cut than in Chile. Inatff€he National Council for Evaluation
of Social Development Policy (CONEVAL, 2009) suggethat the majority of social
programmes have regressive effects. Scott (2008)\Valencia et al. (2009) reached an
identical conclusion

Table 2.1 Incidence of poverty and extreme poverty in Chile and Mexico, 1970-2008
Chile Mexico
Poverty a/ Extreme poverty Poverty a/ Extreme poverty
Year Total Urban Rural Total Urban Rural Year Total Urban Rural Total Urban Rural
1970 17 12 25 6 3 11 1970 34 20 49 12 6 18
1987 38 37 45 14 13 16 1977 32 ND ND 10 ND ND
1990 38.6 38.5 38.8 13 12.5 15.6 1984 24 28 45 11 7 20

1994

27.6 27 31.1 7.6 7.1 9.9 1994 | 451 36.8 56.5 16.8 9 27.5

1996

23.2 22 30.4 5.7 5.1 9.4 1996 | 52.9 46.1 62.8 22 14.3 33

1998

21.7 20.7 275 5.6 5.1 8.6 2000 | 41.1 32.3 54.7 15.2 6.6 28.5

2000

20.2 19.7 23.7 5.6 5.1 8.4 2002 | 39.4 32.2 51.2 12.6 6.9 21.9

2003

18.7 18.5 20 4.7 4.4 6.2 2005 | 35.5 28.5 47.5 11.7 5.8 21.7

2006

13.7 13.9 12.3 3.2 3.2 3.5 2006 | 31.7 26.8 | 40.1 8.7 4.4 16.1

2008

2008 | 34.8 29.2 44.6 11.2 6.4 19.8

Source: Own elaboration based on ECLAC, Economic Development Division. Percentages of total population.

Chile has put a major effort into reducing ruravgxy and rural indigence. Urban poverty
has fallen by 13 percentage points since 1994 éuains higher than in 1970. Rural
poverty has decreased by 17.8 percentage poirdsinaB006 was half that of the level
registered in 1970. Rural urban migration may be @xplanation for this; another might be
the increase in exports of agricultural, forestngl dishery products, as well as processed
primary products (cellulose, wine, fruit, vegetabie fish preserves, etc.).

® ECLAC publishes data on poverty from 1990 in 8wzial Panorama of Latin Americin earlier
publications, data from 1970 are scattered, faamse in Oscar Altimir's earlier studies.

"It is unfortunate that Chile has not published r#ata on poverty, as has Mexico. That is the
reason why we have only updated the figures onnpder Mexico.



The high levels of poverty Chile registered in 138 in 1990 (38.0 and 38.6 per cent,
respectively) were cut by almost half in 2006, whieas mainly due to the dramatic fall in
rural extreme poverty, from 16 per cent in 1987d(46.6 per cent in 1990) to just 3.5 per
cent in 2006. One explanation of the reductionafesty in Chile is the positive evolution
of real wages. From 1990 to 2005, real medium Esapse at an annual rate of 6.8 per
cent, while minimum real wages expanded at an dmatg of 3.7 per cent from 1990 to
2003.

In Mexico, poverty only really started to go dowitea the crises of 1994-1995, when it
increased to levels well above those of 1970 (Taklg. In 1996, more than half of the
population lived in poverty and 22 per cent in erie poverty. This may be attributed
mainly to the collapse of GDP and employment, thessive devaluation of December
1994 and the inflation that ensued. Urban povestlydy 20 percentage points and rural
poverty by 22 points, but the rural-urban divideaéns sharp. Rural poverty still covers 40
per cent of rural population. Rural indigence im@st four times larger than urban extreme
poverty.

From 2000 to 2006 Mexico witnessed a significartlide in poverty, which came to an
end in the 2006-2008 period, when total povertydased by 4.8 percentage points (as
shown in Table 2.3, based on data published by QONE(2009) and the results of the
2008 National Survey of Household Income and Exjtere] published in mid 2009). It is
interesting to notice that CONEVAL gives higher pady levels than the Economic
Commission for Latin America and the Caribbean (BCl, as may be seen by comparing
Tables 2.1 and 2.2. CONEVAL revealed the seveifitthe worsening social conditions in
Mexico between 2006 and 2008; these were presesnt before the 2009 crisis that
affected the country with particular harshnesaldo illustrates the frailty of the effects of
the programmes to ease poverty, based mainly dntassferences.

According to CONEVAL, over fifty million Mexicansaccounting for 47.4 per cent of the
total population, lived in poverty in 2008. Thispresented an increase of 5.9 million
persons in only three years, out of which 5 millisare in the extreme poverty category
(Table 2.25.

Table 2.2 Incidence of poverty and extreme poverty in Mexico, 1992-2008

Year Thousands persons In % of total population
Food Capabilities Capital Food Capabilities Capital
1992 18579 25772 46139 21.4 29.7 53.1
1994 19018 26909 47045 21.2 30.0 52.4
1996 34654 43445 63967 37.4 46.9 69.0
1998 31682 39751 60671 33.3 41.7 63.7
2000 23722 31216 52701 24.1 31.8 53.6
2002 20140 27085 50406 20.0 26.9 50.0
2005 18954 25670 48896 17.4 24.7 47.2
2004 17915 25435 48625 18.2 24.7 47.0
2006 14428 21657 44678 13.8 20.7 42.6
2008 19459 26765 50551 18.2 25.1 47.4
? 06 - 08 5031 5108 5873 4.4 4.4 4.8

Source: CONEVAL (2009).

8 Unfortunately, there are not recent figures awdédor Chile.



One question emerges with respect to the contrpstiperiences of the two countries in
relation to urban and rural poverty. Chile has weloland concentration, with a Gini
coefficient of land property of 50 per cent, whigh relatively low by international
standards - according to Deininger y Olinto (20Dgspite the setback in the agrarian
reform carried out between 1976 and 1982, a momgaletpnd distribution exists,
characterized by a large number of modern and yighbductive medium and small
producers. In Mexico, we find a different pictuiide Gini coefficient is higher, at nearly
65 per cent. A dual sector has emerged with a rahmll number of large producers,
which use capital very intensively and producedxports or for industry (and received all
the stimuli created for the industry during the ISlomich et al., 1995). In such an
environment, the rural poor have always sufferedfan unequal access to land, financial
resource, irrigation, technology and education. rstign, especially international
migration, attenuates but does not eliminate disaation. Even after including
remittances and non-agricultural income, it isldral and size of the plots that explain why
rural poverty and extreme poverty remain so aciliieere is a significant negative
correlation between land concentration and growattd a significant positive correlation
between land concentration and income concentrataggesting that concentration of
wealth has growth-limiting effects and tends toemsify concentration of income. In
addition, a high level of land concentration (atlgeo assets) reduces the effects of policies
to stimulate aggregate growth such as investmentsuiman capital (Hoff, et.al,993).
Land concentration induces permanent effects omniiec concentration and poverty
(Frankema, 2006). Apart from the concentratiomnebme, it is the concentration of assets
that causes inequality of growth, by making it irsgible to access credit markets to
finance productive indivisible investments (Deiréngnd Olinto 2002).

2.2 Employment

Employment is the variable we consider central ndesstanding the link between GDP
growth and poverty, in line with the ILO studies employment and poverty. To better
understand that link, we have created two independ®odels to try and explain the
trajectory of employment in both Chile and Mexigte first model analyses the trajectory
of employment as a dependent variable and the foegsently used in growth models as
independent variables. The second model consittergactors explaining the growth of
GDP, since it is, accordingly to the first moddile tmost important variable behind the
trajectory of employment. We present the modeld veil the variables and results in
Annex 1 and 2.

In both countries, employment growth depends piilsnan the expansion of GDP and on
gross fixed capital formation (GFCF), which is st important factor for economic
growth. Nevertheless, in Mexico, the GFCF as paaggnof GDP has practically stagnated
during the past 25 years and investments per wadnkere declined. Chile registered
increases in both areas - and its GDP grew at tarddes from 1982 onwards, while the
Mexican economy faltered. Certain characteristies specific to each economy. For the
Mexican economy, the trajectory of the United Staéeonomy and imports are crucial,
whereas in Chile the most important growth factane internal, such as manufactures as
percentage of GDP and price stability.

2.3 Gross activity rate (GAR)

In addition to the previous analysis, it is necegsia order to understand the evolution of
the Chilean and Mexican labour markets and theedtajy of urban unemployment, to
observe the gross activity rate (GAR), i.e. thatiehship between the workforce (the
population over 12 years of age wanting to workdl dme total population. The rise in
participation rates is evident during the 1990€Inle and Mexico (Table 2.3).
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Table 2.3  Chile and Mexico: Gross activity rate (GAR) and urban unemployment rate (UUR)

Chile Mexico

UUR1 | GAR2] UUR1l| GAR2
1980 11,7 50,B 455 55]9
1990 9,3 54,1 27 58|5
1995 6,4 55,4 5pb 60|1
2000 9,9 54.b 3p 0
2008 7,7 52,4 49 58|7
2009 9,8 53,1 6.8 58|7
80 - 09 10,4 53,b 44 589
80 - 90 13,7 52D 41 5714
90 - 09 8,3 54.b 455 598

2008-0 8,8 52,¢ 5,9 58,¢

Source 1980-2008: Own elaboration based on: ECLAC: Economic Development Division. For the year 2009: INEGI, ENOE, Nov 2009; Chile, Central
Bank of Chile, database 2009.

Annual average growth in percentages.

In Mexico and Chile GAR increased from 1980 uphe mid 1990s, when the economies
of these countries were in crisis. It began deatjrdince again in the mid 1990s, when the
economies started to grow, especially in the Igtears of the decade. In Mexico GAR is
substantially larger and unemployment lower thanChile. The explanation of the
relatively low Mexican unemployment, even during ttrisis, is low incomes and the lack
of unemployment insurance (Ros, 2005). In briekréhis a diversified picture with
increasing levels of participation, which in Noveant2009 reached 53 per cent for Chile
and 59 per cent for Mexico (see Table 2.3).

Mexico shows a systematically higher participatiate in all age groups, but especially in
the 25-34 years age group for women and the 25eé®syage group for men (ECLAC,
2009a). Mexico has a relatively higher participatiates for workers in the 15-24 years age
group, which suggests an early entry into the labuarket and a lower rate of young
people attending school or training programmes tha@hile. Mexican young women (15-
24 years old) start working in larger proportiohgrt in Chile; and more women, aged
50years or more, keep working due to the lack ofad@ecurity.

2.4 Open urban unemployment rate (UUR)

After the economic crisis of 1981, Chile experigheedrastic increase in unemployment,
which rose to above 20 per cent in 1982. At thamtpthe Government introduced several
measures to bring it down (Edwards et al., 200@ar$ indexation to inflation was
eliminated, laws for the layoff of workers weredrhlized, and contributions to social
security were reduced. In addition, the rules fmiesprise bankruptcy and the opening of
new economic units were relaxed and the bankingesyavas deregulated. With these
reforms, but not necessarily as a consequence, plogment fell to a one digit figure; it
remained this way until 2008, and then exceedeget@ent in 2009. Chile combines lower
but increasing rates of participation with lowet mcreasing unemployment rates, which
registered negative annual average rates of grdwihg the 1990-2007 period.

No labour reforms have been approved in Mexico dwepng other reasons, to political
resistance in Congress and the strength of puetitos unions - some of them strong allies
of the Government, such as the public sector teachrions and unions of workers in the
state oil monopoly (PEMEX) and Telephones of MeiEELMEX). Nevertheless, there is
a de facto reform, resulting in a worsening of #liteiation of the labour market: a fast
increase in temporal jobs, on-call work and emplegtwith no social security.
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From Table 2.3, it is clear that Chile has a lo@&R®, which means that Chile keeps
larger labour reserves than Mexico. This make®#sjble to increase productive capacity
without risking wage inflation. Furthermore, thenas a drastic fall in unemployment
starting in 1982, which coincided with a decreasd5AR and lower pressure upon the
labour market. This decrease in GAR may well haeenb caused by abandoned
expectations of employment or because the risedagesw made it unnecessary for more
family members to join the labour force, which wibuhave increased the rate of
dependency.

The Mexican case seems to be different: urban ulwgment is lower than in Chile and
remained below 5 per cent until 2008; it then iasexl to 6.3 per cent in 2009 when GDP
fell by 8 per cent. Unemployment increased in tharg before and immediately after the
currency devaluations of 1982 and 1995, and aga®03. A more competitive exchange
rate promotes employment generation but reducdswages. Participation rates grew
constantly from 1980 to 1998, when they startelihfapari-passu with employment, a path
that may suggest that many people gave up hopadih§y work. The Mexican economic
crises had such a negative impact on the laboukendhnat it is nowadays questionable
whether the employment indicators give a true diagof the state of the economy. That
appraisal is evident from the relatively low rafautban unemployment during the crises of
1983, 1995, 2004 and 2009, when unemployment readawell below 8 per cent but
informal and precarious employment expanded. Theidde labour market adjusts to
shocks and crises through wage reductions, ancChilean labour market by means of
unemployment and wage reductions. These divergdjgsament routes may signal the
willingness of the Mexican labour sector, organiZetb powerful unions, to reach
agreements with the Government, and of the empoyeeaccept reduced minimum and
medium wages, both of which have been observeeiimgs of crisis (Lustig, 1992; Ros,
2005; Thorp, 1998; and Lépez, 2000). In Chile, lgimour reform and liberalization of the
labour market were intensive, which may explaindh@matic increases of unemployment
and the drastic fall in salaries. Urban unemployinmemoth countries tends to converge at
low levels.

2.5 Evolution of real salaries

With advances in education and the economic expardi exports ushered in by the new
economic model, it was expected that there wouldabgubstantial increase in labour
productivity and in employment and wages. Thesectff would be brought about by a
more basic change: As the economy opened to iriten@d competition, it would move
towards the production of goods with a comparatistleantage and more labour-intensive
methods requiring more labour, the relatively gfahfactor. As the process advanced, the
participation of the retributions to labour in imse would increase, while the participation
of capital contracted. That is, in developing coest liberalization would increase the
elasticity of labour, “...this will ensure that gldization will improve the elasticity factor
as well as growth” (Osmani, 2003). As we have alyediscussed, the effects of trade
liberalization on employment have not, for sevaedsons, been as expected in Latin
America Stallings, et., 2000). We shall analysestfiects on wages and incomes.

® GAR is defined as the economically active popalatas percentage of total population. That
excludes students and all social groups that dintegrate the labour market.



2.5.1 Evolution of real minimum and medium salaries

Both countries, with variations in time and inteépsshow the effects of the lost decade on
remunerations and a relatively larger recuperatiominimum salaries, starting in the early
2000s.

Figure 2.1 presents the evolution of the indexeal minimum wages (RMW) and medium
real salaries (MRS) for the period 1980-2007, witlar 2000 as the basis for the index;
Table 2.4 gives the annual average rates of change.

A dramatic fall in the RMW characterizes the eviontof the Mexican labour market. The
index of the minimum wages fell from 312 in 198®®in 2009, deteriorating at an annual
average rate of more than 3.8 per cent. Even dutiegperiod 2000-07 when GDP
expanded, minimum wages declined - although awarngace (annual rate -1.15 per cent)
( Figure 2.1). Mexican medium real salaries (MR8¥l somewhat better. They grew at an
annual rate of 0.2 per cent during the period 18809, a rhythm which accelerated after
2000 - reaching, for the period 2000-05, an avenage of growth of 1.3 per cent.
Nevertheless, we might conclude that even MRS didmprove in the last 25 years. The
2008-09 crisis hit Mexican minimum wages which feyt 0.7 per cent, while medium
wages increased by 0.6 per cent (ECLAC, 2009b).

In Chile, both categories of remuneration detetemtdrom 1982 to 1986. Chilean medium
real salaries increased during the 1980-2009 peati@esh annual rate of 2.2 per cent, slightly
lower than the increments registered for the mimmaages, a trend that would help to
reduce the impact of the economic downturn uponpib@rest workers (Figure 2.1). The
most critical years for Chilean salaries was th8219991 period, when minimum wages
had negative growth rates and medium salariestezgibthe lowest increment. During this
period, the Chilean economy registered the smadlestial expansion, suggesting a high
and negative elasticity of wages to GDP.

The past two years - 2008 and 2009 — have signalldifferent trend for Chilean wages
and salaries. In 2007 minimum real wages stagnaitey; decreased by 1.93 per cent in
2009, while medium salaries increased by 4.8 pet. de 2009, the minimum wage was
adjusted to 3.7 per cent below the inflation ratdculated to be 8.9 per cent. The critical
year 2009 puts an end to the 20 years’' trajectaring which the minimum wage
registered substantial increases (Marinakis, 2009).

Only intensive economic growth can stimulate soatale increments in labour incomes.
In all periods presented in Figure 2.1, salaried wages grew at a slower pace than the
economy, showing that labour rigidities did not stoain growth in the economies being
examined. The GDP elasticity of wages gives ancatthn of the relation between GDP
growth and wages. In the case of Mexico, the @liagtior minimum wages was larger than
for medium salaries, and always negative, demditgfrahat wages decrease when the
economy expands, while minimum real wages increase.



Figure 2.1

Chile and Mexico: Index of real minimum wages (RMW) and medium real salaries (MRS).
1980-2009; Index: year 2000=100
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Table 2.4

The trend of Chilean wages, presented in Table @#firms the improvement in the
quality of work in this country, which is later &k up in Chapter 5. In Mexico, the growth
in employment has been at the cost of salariehandot improved the quality of work. In
Chile, slower growth accompanied by higher elastifthe trend in 1982-91) induced the
contraction of minimum wages.

Average yearly growth rate of medium real salaries (MRS) and real minimum wages (RMW)
(percentages) and GDP elasticity, 1981-2009

Chile Mexico
81-91 91 -09 81-09 81 - 9¢ 96 - 0 81 -

MRS 0,99 2,89 2,10 -1,04 1,00 0,25
RMW 0,15 3,79 2,22 -6,58 -1,17 -3,89
GDP ?% 4,32 5,07 4,68 2,00 3,75 2,74
Elasticity Salaries-GDP

MRS 4,34 1,75 2,23 -1,93 3,76 10,99
RMW 28,31 1,34 2,11 -0,30 -3,19 -0,70

Source: Own elaboration based on: ECLAC, Economic Development Division.

3. The reforms

3.1 Some background aspects

Chile and Mexico are among the most liberal ecorsnaif the medium-income countries
in Latin America. Both countries have drasticabguced tariffs, eliminated non-tariff trade
barriers and reduced the economic role of the digtselling public enterprises — apart
from the key state companies producing copper ieCand oil and electricity in Mexico.

They have also deregulated transport, telecommtioitsa banks and financial institutions,
and cut back on public investments. To varying degr they have privatized social
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security and reformed health care and educatioe. NMlbxican Government has not yet
succeeded in passing legislation to reform the dabmarket, which the Chilean
Government achieved in the 1970s. Nevertheless,faaio labour reform has transformed
Mexican labour relations. The process of libergiorahas further opened up the country to
foreign capital flows. The movement of goods, sesiand capital is, therefore, practically
free. Although the adjustment and trade liberalirapolicies set out to improve welfare,
poverty and inequality reduction were not the n@incern of the reformers. The motto of
the new economic policy paradigm was “stabilizeyaiize, liberalize” (Commission on
Growth and Development 2008). These principlesaaitbe core of the agreements Mexico
and Chile signed with the United States.

Chile initiated the reforms in thearly 1970s in the wake of a deep political andadoc

transformation brought to an end by the militarygan September 1973. Mexico launched
its reforms in 1982 in response to the debt cri@isile (in 1973) and Mexico (in 1982)

were affected by fiscal, foreign trade and cur@tdounts deficits and inflation, and both
had unsustainable fiscal and current account defidiheir exports were declining in

volume and in value, and massive outflows of chpitained their reserves (Thorp, 1998;
Scott, 1996; Lustig, 1994). In 1973, Chilean inflat reached 173 per cent, which far
exceeded Mexican inflation when the debt crisisl@igd in that country (nearly 30 per
cent).

The Chilean economic model, initiated in 1974, wessfirst example of the outward liberal
model rationalized in the Washington Consensusy&ars later (Bulmer-Thomas 1996).
Chile provides thirty years of experience of theetal model, a period during which several
changes were introduced to correct errors or traowodate the economy to external
shocks. The democratic regime, which came into pdwel990, was committed to free
trade; it reassured investors’ confidence and dhuced distribution policies to reduce
poverty (Scott, 1996).

For 70 years, Mexico had a single-party politicggtem with strong presidential powers
and full control of the legislative and judiciarypwers. The President had considerable
political freedom to introduce the stabilizationogrammes, the structural reforms and
NAFTA. The liberalization process gathered pac&986 when Mexico negotiated its entry
to the General Agreement on Tariffs and Trade (GATdnd accelerated with the
implementation of NAFTA in 1994. Mexico constitutasunique example for evaluating
the effects of North-South regional economic ind¢ign and provides lessons to other
developing countries that have signed, or are tegu, similar trade agreements.

In theory, the successful liberalization of traddligges should bring about a sustained
expansion of the external coefficient to GDP. Assgnthat the export sector has higher
productivity than the rest of the economy, thosentdes that reallocate resources towards
exports should grow faster. The theory rests onateumption of full employment and
perfect markets and no movement of factors acrosatdes. Today capital moves freely
but the movement of labour is penalized.

Since liberalization and export promotion are tbmerstones of the new economic model,
we shall pay special attention to them (Fitzgerdl€96). While not overlooking the
importance of stabilization and adjustment measuwvesconsider that inflation control, the
balance in fiscal and external accounts and expgmbsvth are not the final aims of
economic policy but the means towards the real gydacreased social welfare and a
reduction in inequality and poverty.
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3.2 Atale of two countries: Chile and Mexico —lon  g-
term economic growth

Before analysing the economic performances of Caild Mexico, it is interesting to
examine them from a long-term perspective and tmpaye them with other Latin
American countries. By doing so, we shall illustrabme prevailing differences that may
help to explain present trends. Two growth pattenag be observed in Table 3.1. All Latin
American countries, apart from Venezuela, registé¢ineir lowest rate of economic growth
during the 1901-45 period (left panel, Table 3BY. contrast, the import substitution
period (1945-82) was the phase of the fastest enimnexpansion for Mexico, Brazil and
Colombia, while Chile marked its lowest growth.the second liberal phase (1982-2008),
Chile achieved the highest economic expansionsirhistory, while Mexico showed its
worst performance in 108 years.

To illustrate convergence, the right panel in Teblepresents growth rates in proportion to
the United States. It may be seen that the ecorsonfisome Latin American countries
converged with the United States during the impaottstitution period. However, during
the liberal periods (1900-45 and 1982-2006) theas divergence, since their growth rates
were lower than that of the United States. Chileiiqrove that poorer countries, when
they open their economies, tend to grow faster thiemer ones, while Mexico would
confirm the contrary.

Table 3.1 Average growth rate of per capita GDP of some Latin American countries: 1900-2008
Country Average Growth Rate % Relative to USA Average Growth Rate
1901 - 1945 | 1945 - 1984 198200¢ [1901 -2008| 1901 - 1945 1945 -1982 198D0¢ [1901 - 2008

Argenting 1.14 1.34 1.5p 1.4 0.44 1.1 0.79 0.49
Brazil 1.71 3.34 1.14 2.1o 0.64 2.8f 0.59 1.06
Chile 1.59 1.34 3.14 1.99 0.54 1.1 1.64 0.97
Colombit 1.59 2.14 1.69 1.93 0.54 1.8f 0.88 0.49
Mexica 1.11 2.94 0.68 1.9 0.41 2.5 0.35 o.is
Pert 2.44 2.19 0.9p 2.2 0.94 1.84 0.47 0.98
Uruguay 1.5B 1.34 1.84 1.48 0.6( 1.1 0.96 0.41
Venezuel 4.6] 2.2] 0.48 2.10 1.79 1.89 0.25 1.3
Total 8 countrie$ 1.72 1.91 1.38 1.46 0.64 1.65 0.72 0.85
USA 2.6 1.17 1.91 2.d6 1 1 il 1

Source: A. Maddison (http://www.ggdc.net/maddison/) and The Conference Board (http://www.conference-board.org/), consulted in Nov. 2009.

This contrasting path that emerged in the early0%98as continued to the present day:
Chile is converging towards the United States’ ecoic level and Mexico is distancing

itself from it. A quite controversial finding is @h the implementation of NAFTA did not

reverse that tendency. In 2008, the gap betweenMégican and the United States

economies was even wider than in 1994 when theeawrt was implemented. Chile,

which is a very open economy but had no trade aggae with the United States before
2003!° shortened the distance at considerable speed/-+tamslow down after 1998.

The relative trends of the two economies are taistd in Figure 3.1. In 1940,
Mexican GDP per capita represented 57 per certteofChilean GDP per capita in
purchasing power parity (PPP) terms. In 1982, tlexiban per capita GDP was 20
per cent higher than that of the Chilean. After itth@lementation of the reforms

9 The US-Chile trade agreement was signed in Juf® a06d came into force in January 2005.
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Figure 3.1

and NAFTA, the Mexican economy decelerated whike @hilean grew faster and
surpassed that of Mexico, restoring the ratio égsin 1940. The green line shows
the convergence between the economic levels ofwitbecountries, as the ratio of
the Mexican to the Chilean per capita GDP. Thetraglis depicts the ratio.

Evolution of per capita GDP of Chile and Mexico, 1940-2008

1990 $GK. Int dolla

Green (MX/CH)

Red (Chile) + 0.60

Black (Mexico)
2000 T 0.20

Source: A. Maddison — www.ggdc.net/maddison/, consulted on 10 September, 2009. In constant PPP, USD 2,000.

3.3 What factors have contributed to these
differences?

To try and explain the different paths followedthg Chilean and Mexican economies, we
shall present some of the changes that takenplace in each country. We shall begin by
describing the liberalization process and then ntepo the changes in export structure and
in some macroeconomic variables, such as prodtyctiwowth, fiscal and capital account
balance, public debt and inflation.

3.3.1The opening of the economies to external

competition

In general, reforms to foreign trade regimes wem@nmehensive. Chile started
implementing its liberalization process during t80s, at least ten years before Mexico.
Chilean liberalization was radical due to its umfionature. Maximum and average tariffs
in force in October 1973, were lowered from 220 8ddper cent, respectively, to 10 per
cent for the whole tariff universe in 1979; theates were retained until the 1982 crisis,
(French-Davis et al., 2003). Mexico reduced the imam rates from 100 to 20 per cent
between 1985 and 1990, while intermediate ratdsfifein 24 to 13 per cent, and it
compressed tariff dispersion from 18 to 4 per cknhoth countries, the non-tariff barriers
practically disappeared in the early years of #ferms (Edwards, 1994). The incentives of
the import substitution model were reduced or elmted (Edwards, 1998; Stallings 2003).

Since 2006, Mexican imports with its main partnerdnited States, Canada and Europe —
have been free. Almost 70 per cent of Chilean ingpenter duty-free (WTO, 2009). Chile
maintains a policy of null upgrading of tariffs, &iccordance with the degree of processing,
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and encourages investments only in activities dblecompete with imports. Mexico
protects agriculture relatively more than manufeeguand, within the former sector, tariffs
are higher for more processed goods. The samermpaterepeated in manufactures,
although to a lesser extent than in agriculture.

Mexico and Chile show high levels of exposure ternational competence, indicated by
the external coefficient of GDP (Table 3.2). In 80¢he external coefficient of Chilean
GDP was 86.2 per cent, and that of Mexican GDP p@r5cent. Chile even had a larger
external coefficient of GDP during the import sutiosion process, when it had higher
import tariffs than the majority of Latin Americaountries (Thorp, 1998; Bulmer-Thomas,
1994.). Another important element is that the Glrilexport coefficient has been higher
than the import coefficient and therefore, sinc8d,Lhile has had a positive trade balance
as percentage of GDP, which has increased congysteince 1985. Mexico shows a
persistent trade deficit, which is the result ofalaations. The large import coefficient of
the Mexican economy has resulted in a high-incotastieity of demand for imports that
stands at about 3.5 per cent. This makes it dlfficuachieve the high rates of economic
growth needed to generate employment for all thve @etrants to the labour force and to
preserve a moderate current account deficit. Therig of crisis and the contraction of
external trade are evident in the relatively lowaiues of the external coefficient in 2009.

Table 3.2  External coefficient of GDP in Chile and Mexico, 1980-2009

Year | Import Export Total Balance

Chile | Mexico] Chile | Mexico] Chile | Mexico] Chile | Mexico
1960 15,7 11,6 13,5 8,5 29,2 20,1 -2,p -3,p
1965 12,6 9,5 13,6 7,6 26,2 17,1 1,4 -1,p
1970 14,0 9,7 14,6 7,7 28,6 17,4 0,6 -1,p
1975 27,4 9,6 25,4 6,9 52,8 16,1 -2,0 2.
1980 27,0 13,0 22,8 10,7 49,9 23.Y -4.p -2B
1985 25,7 10,3 28,1 15,4 53,9 25.Y 2.4 5,1
1990 30,6 19,7 34,0 18,6] 64,5 38,8 3,4 -0
1995 27,1 27,7 29,3 30,4 56,4 58,1 2,2 2.¥
2000 29,7 32,9 31,6 30,9 61,9 63,9 1,9 -2
2006 30,9 45,6 45,6 31,9 76,9 65,1 147 -14,7
2007 34,4 47,1 48,7 31,6 81,5 65,6 1413 -14,5
2008 40,7 45,5 53,7 28,6 86, 59.% 130 -14d,9
200¢ 29,¢ 36,€ 43,C 23,7 65,¢ 52,€ 13,7 -12,¢

Source: Own elaboration based on information from the World Bank, World Development Indicators (WDI) and ECLAC, (2009b).

It is evident that the 2009 crisis has affecteddkiernal sector in both countries. Exports
have contracted due to the fall in the internatigmmeces of all commodities, and imports
have declined because of the reduced economicitadtivboth Chile and Mexico. The
reduction of the external coefficient does noteaeifla return to protectionist practices but
rather the drop in international prices and/or lre tvolume of external sales. The
devaluation of the currencies and the plunge inaf®mcan explain the contraction of
imports. Chile has managed to preserve it positage balance, while Mexico is showing
an increasing deficit - which signals the fragtieisture of its productive sector.

Since there is no theoretical definition of theilmal degree of openness, we cannot state
that either Chile or Mexico are “scarcely” or “vespen”, but we can reasonably conclude
that both have substantially advanced in openmsedsnitting production of tradable goods
to a greater and growing external competition. €rsrould normally be some evidence of
the effects of the openness of external trade o @@wth, productivity and productive
capacity, employment, value added and salariesshik be examining this.
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3.3.2Changes in the structure of exports and imports

There is a great difference between Chile and Mekicthe structure of exports. In 2008,
manufactures accounted for 79.5 per cent of Mexiaernal sales, some points down
from the record level registered in 2000. Of th&per cent belonged to the category of
intermediate and high technology, while 24.3 pemtosere high-technology goods. In
2006, Chilean exports were concentrated in primprgducts and resource-based
manufactures that represented 90 per cent of $atak, suggesting that Chile specializes
more than Mexico in exporting primary products ardource-based manufactures. The
gap with Mexico becomes wider is we consider expoftmedium- and high- technology
manufactures, which in Chile accounted for 5.2qaan of its total exports - while Mexico
registered 70.8 per cent. Mexico imports a largepertion of components to re-export
after processing. The trade balance in manufactisreboth countries was negative but

smaller in Mexico. The high deficit for Chile refks the tariff structure to which we
referred earlier.

Table 3.3 Chile and Mexico, structure of exports: 1987-2008
CHILE MEXICO
1987 | 1990 | 1995 | 2000 | 2006 1987 | 1990 | 1005 | 2000 | 2006 2007 2008
Exports
Primary Products 36.5 31.8 35.0 34.3 37.8 51.7 46.¢ 16.4 12.6 17.6 17.9 18.8
Manufactures 59.0 63.9 60.5 61.3 59.2 47.8 52.4 82.9 87.0 81.3 77.6 79.5
Resource based manufactures 54.8 58.0 53.2 51.7 52.6 14.0 13.C 8.3 5.¢ 8.0 8.2 8.8
Low technology 1.€ 2.4 2.8 3.0 1.4 6.5 7.1 14.1 15.3 11.3 10.3 9.9
Medium technology 2.4 3.0 4.1 6.0 4.8 24.1 27.¢ 39.9 37.7 36.6 35.5 35.1
Hihg technology 0.2 0.6 0.4 0.7 0.3 3.0 4.5 20.6 28.2 25.4 23.6 25.7]
Other 4.t 4.3 4.5 4.3 3.1 0.5 0.8 0.7 0.2 1.1 4.5 1.7
Total 100 100 100 100 100 100 100 100 100 100 100 100
Imports
Primary Products 16.2 171 13.9 21.2 25.3 148 13.1 6.3 5.t 6.6 6.9 8.4
Manufactures 81.4 81.2 84.2 77.2 74.0 84.0 75.% 85.8 90.9 91.4 86.5 89.4
Resource based manufactures 12.9 12.8 13.2 13.7 15.9 21.2 18.7 12.9 11.4 15.4 16.6 18.2
Low technology 124 11.0 151 155 13.0 8.8 121 18.7 17.8 148 13.6 131
Medium technology 46.3 46.1 44.3 33.9 33.2 38.3 31.C 34.6 37.4 36.9 35.6 34.4
Hihg technology 9.8 11.3 11.6 14.0 11.9 15.7 134 19.7 24.4 243 20.7 23.8
Other 24 1.7 19 15 0.7 12 11.¢€ 7.9 3.€ 2.0 6.6 21
Total 100 100 100 100 100 100 100 100 100 100 100 100
Trade Balance
Primary Products 20.2 14.7 21.1 13.1 12.5 36.9 33.7 10.1 7.1 11.0 11.0 10.4
Manufactures -22.4 -17.3 -23.7 -15.9 -14.8 -36.2 -22.9 -2.9 -3.9 -10.1 -8.9 -9.9
Resource based manufactures 41.9 45.2 40.1 38.0 36.7 -7.2 -5.8 -4.6 -55 -7.4 -8.4 -9.4
Low technology -10.8 -8.6 -12.3 -12.5 -11.6 -2.3 -5.1 -4.6 -2.5 -3.5 -3.3 -3.2
Medium technology -43.9 -43.1 -40.2 -28.0 -28.4 -14.1 -3.2 5.4 0.2 -0.3 -0.1 0.7
Hihg technology -9.6 -10.8 -11.3 -13.3 -11.6 -12.6 -8.9 1.0 3.t 1.1 29 2.0
Other 2.1 2.6 2.6 2.8 2.3 -0.7 -10.8 -7.2 -3.2 -0.9 -2.1 -0.4

Source:  Own elaboration based on ECLAC: Panorama of the Internacional Insertion of Latin America and the Caribbean, Statistical Annex,
consulted in September 2009.

3.3.3 Changes in the structure of production

Some interesting facts emerge when comparing thetste of GDP of the two countries
since 1960. First, we may observe the smaller iriton of agriculture and manufactures
in Chile compared to Mexico and, second, the lagjare of the Chilean mining and
construction sectors. In Chile, two tendencies aoticeable after 1973: the lower
recuperation of agriculture and mining as source$GDP; and the continued fall of
manufactures and the growth of construction andees. The share of the tradable sectors
in Chile was smaller in 2008 (27.4 per cent) thari973 (32.5 per cent). In Mexico, we
may note a permanent decline in the share of dgmey mining and manufactures, which
accounted for 31 per cent of total GDP in 2009 {@&»). Mexican manufactures explain
the larger contribution of Mexican tradable sector&DP since 1960.
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Trade-related sectors are not gaining weight instingcture of the economy of Chile and
Mexico, despite gains in productivity; this may ha#ributed to the limited growth of
production of tradable goods. By no means did @z ontribution to GDP of the Chilean
and Mexican tradable sectors (agriculture, livdstand manufactures) correspond to the
countries’ level of development. In 2008, thesd@scaccounted for 27. 4 per cent of GDP
in Chile, and for 31 per cent in Mexico. In Chitee contraction of the agricultural sector
stopped in 1973, but the recovery has not been dniglugh to reach the Chenery-Syrquin
norm (Chenery and Syrquin, 1986). In Mexico, treadency continues, although at a
slower pace. Manufacturing has fallen to 15 ang@2cent of the Chilean and Mexican
GDPs, respectively. The elimination of the anti-@tmias of the import substitution model
has not increased the share of exportable sectéosal GDP (Table 3.4).

Table 3.4  Structure of GDP by sectors, 1960-2008 (in percentages)
Period _ _ CHILE _ _ _ MEXICO _
Agric. Mining Manufac | Construc| Servic Agric. Mining Manufac | Construc |Servic
1960-1970 5.4 8.0 19.8 8.9 57.9 13.4] 2.9 21.% 5.6 56|6
1970-1980 5.0 8.0 19.6 6.5 60.9 9.7 2.7 22.1 6.1 589
1980-1990 5.7 9.0 17.2 6.5 61.6 8.1 3.7 21.2 5.5 616
1990-2000 5.8 7.0 16.9 7.3 63.0 7.2 3.3 23.4 4.9 612
2000-2008 5.2 7.0 17.1 6.8 63.9 6.4 3.0 23. 4.4 622
2004 5.3 6.9 17.0 6.5 64.3 6.6 3.0 23. 4.6 62.Y
2005 5.6 7.4 15.8 6.8 64.4 6.2 2.9 23. 4.6 63.1
2006 5.1 7.4 16.5 7.0 64.0 6.2 2.8 23. 4.7 63.0
2007 4.9 7.3 16.3 7.0 64.5 6.1 2.7 23. 4.7 63.4
2008 4.9 6.7 15.8 7.5 65.1 6.3 2.6 22. 4.6 63.9

Source:

Own elaboration based, for Mexico, on: Nacional Financiera: La Economia Mexicana en cifras (1978); INEGI: Estadisticas historicas de
Meéxico (1999); INEGI: Sistema de Cuentas Nacionales y Presidencia de la Republica, Informe de Gobierno, over several years. For
Chile: J. Braun, M. Braun and J. Diaz: Estadisticas histéricas, Documento de trabajo No. 187, Instituto de Investigaciones Econdmicas,

Universidad Catolica de Chile (2000).

One of the reasons for the low growth of incomes setlaries registered in both countries
is the “Dutch disease effect” - or the prematurelide of tradable sectors, which afflicts all
the economies rich in natural resources. This probdesults from external shocks, caused
by the volatility of external flows of either thén&ncial resources, the remittances of
workers abroad or the external prices of commagliBased on the Chenery-Syrquin norm,
we calculated that at Chile’s and Mexico’s actual papita GDP, agriculture should
contribute to between 12 and 15 per cent of tol2PGThe manufacturing share would
normally be close to 25 per cent. A strategy teseaectoral productivity - and hence to
improve job creation and salaries - might therefoeeenvisaged, which would involve
increasing the contribution of manufactures andécatiure to GDP and employment.

The pattern of change of the structure of total lesnpent by sectors confirms the decline
of tradable sectors. From 1960 to 2008, employrireagriculture and livestock in Mexico
fell from almost 46 per cent in 1960 to an averafy80.7 per cent throughout the 1970s.
The decline continued up to 2008, when it accoufed 7 per cent of total employment.
In mining, the reduction was from 1.3 per cent td @er cent, and employment in
manufacturing shrank from 15 per cent to 9.6 pet aéthe end of the period. In 2008, the
services sector concentrated 58 per cent of all@mpent, while construction accounted
for 15 per cent. In Chile, we see a similar trend atructure, with a lower participation of
mining and agriculture, and a larger one in theaieing sectors. The decline in Mexican
employment in agriculture was sharper than in Chiéertheless, Mexican productivity in
this sector stagnated, as we discussed earlieChife, the decline of employment in
agriculture accelerated after the implementatiorthef trade agreement with the United

States in 2004; a similar effect was registerddé@xico after 1994,
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Table 3.5

Structure of employment by sectors, 1960-2008 (in percentages)

CHILE MEXICO
Agric. Mining |Manuf. |Const. Serv. Agric. |Mining [Manuf. | Const. Serv.

1960-70 24,8 3.2 17,3 7.9 46,8 45,5 13 15,0 4,2 33,9
1970-80 17,8 31 15,8 6,1 57,2 30,7 1,2 131 7,3 47,6
1980-90 17,6 2,1 14,5 54 60,3 26,6 1,0 11,8 9,1 51,5
1990-2000 16,0 1,8 16,0 7.6 58,6 22,0 0,5 12,1 10,9 54,5
2000-08 13,0 13 13,9 7.8 63,8 18,9 0,4 11,2 13,0 56,2
2005 12,6 1,3 13,3 8,0 64,8 17,9 0,5 10,7 15,3 56,7

2008 12,2 1,3 13,5 8.4 65.1 17,0 0,4 9,6 15,0 58,0

Source:  Own elaboration based, for Mexico, on: Nacional Financiera: La Economia Mexicana en cifras (1978); INEGI: Estadisticas histéricas de
Meéxico (1999); INEGI: Sistema de Cuentas Nacionales y Presidencia de la Republica, Informe de Gobierno, over several years. For
Chile: J. Braun, M. Braun and J. Diaz: Estadisticas histéricas, Documento de trabajo No. 187, Instituto de Investigaciones Econémicas,
Universidad Catolica de Chile (2000).

Overall, the trajectory of the structure of GDP amaployment has not followed the path
expected from the theory, and there has been ransign of the high productivity tradable
activities in GDP and employment. In Mexico andI€hirom 1981 to 2008, employment

in tradable sectors declined from 40 per cent tfl temployment to 24 per cent and from
38.4 to 24 per cent, respectively. The sectorghalv was employment in construction and
services. Note should also be taken of the acdmlarin the decline of agricultural and

manufacturing employment after the reforms. In botlintries, but especially in Chile,

employment in services has the largest share ah ¢otployment and it is at least 20 points
higher than the Chenery-Syrquin norm suggests.

The services sector has segments of high prodtytatich as the banking system. Foreign
banks fully own and control the Mexican and Childaanks. Some important foreign

investments have been made in domestic retailfHmre is a very large segment of low
productivity and low income, which absorbs the bofkprecarious employment. Neither

Mexico nor Chile is an important exporter of seedcas is the case of India, China and
some Caribbean countries.

3.3.4 The growth of productivity of labour

In 1960, the Chilean productivity per worker wasiast half that of Mexico’s; by 2008, the
difference had levelled out and Chilean produgtivislmost equalled the Mexican
productivity per worker.

Figure 3.2 presents the evolution of productivigy prorker in both countries and confirms
the diverging path of the economies. This contngstiath, registered by Chile and Mexico,
is repeated in all other main economic sectors.

In Mexico productivity in manufactures grew duritlge import substitution process; it
decreased between 1981 and 1994 and recovered 888y only to fall again in the period
1999-2002. In 2008, productivity was still below819 Chile followed a different path.
After a sharp decline from 1972 to 1975, produttivin manufactures experienced a
volatile period (1975-1985), after which a sustdingrowth is evident. Nevertheless,
Chilean productivity in manufactures remains smdhan that of Mexico’s.
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Figure 3.2  Labour productivity in Chile and Mexico, 1960-2008, in constant USD 2,000 per worker

Source:
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Own elaboration based, for Mexico, on: Nacional Financiera: La Economia Mexicana en cifras (1978); INEGI: Estadisticas histéricas de
México (1999); INEGI: Sistema de Cuentas Nacionales y Presidencia de la Republica, Informe de Gobierno, over several years. For
Chile: J. Braun, M. Braun and J. Diaz: Estadisticas histéricas, Documento de trabajo No. 187, Instituto de Investigaciones Econémicas,
Universidad Catdlica de Chile (2000).

In both countries, productivity gains in manufaesiresulted from the relative decline of
the labour intensity of production and the relatstagnation of the share of the sector in
GDP. In Chile, the drastic fall in manufacturesleets the preference given to the
development of other exportable sectors such a&stigrand fishing. Nevertheless, we can
suggest that the growth pattern of the second mastuctive sector did not favour the
creation of jobs in manufactures at a higher tethpbtotal employment (Figure 3.3).

Figure 3.3  Chile: Manufacturing sector: Productivity per worker and sectoral participation in total

Source:

employment and total GDP, 1960-2008
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Own elaboration based on: J. Braun, M. Braun and J. Diaz: Estadisticas histéricas, Documento de trabajo No. 187, Instituto de
Investigaciones Econdmicas, Universidad Catdlica de Chile (2000).
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Figure 3.4

In Mexico, both productivity and employment in méaaiures grew together until 1970
(Figure 3.4). After that year, relative employmelgiclined and productivity per worker
increased.

Mexico: Manufactures sector: Productivity per worker and participation in total employment
and total GDP, 1960-2008
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Source:  Own elaboration based, on: Nacional Financiera: La Economia Mexicana en cifras (1978); INEGI: Estadisticas historicas de México
(1999); INEGI: Sistema de Cuentas Nacionales y Presidencia de la Republica, Informe de Gobierno.

We can conclude that the relative share of manurfestin total GDP, in total employment
and in productivity per worker increased after deations. The impact of the depreciation
of the peso was to reduce the real costs of domgstiors of production and to increase
the relative prices of imported goods - both intediate and final consumption goods.

Productivity gains in agriculture, the most laboutensive sector in both countries,
emerged from a drastic cutback in participatioenmployment, while the sector’s share in
GDP has remained almost constant during the page@s (see Figures 3.5 and 3.6). This
evidence contradicts Gutierrez et al. (2008) andykza et al. (2006), who suggest that the
greatest growth and poverty alleviation effectsunaghen the fastest growing sectors are
these with the highest labour intensity, especialjyiculture. This is more the case for
Chile than for Mexico, since the Chilean compamtimdvantage lies precisely in
agriculture, fishing and forestry. Chile is a sméltleralized economy, a price-taker country
that does not have to demand restrictions to emldéing production in which it has a
comparative advantage. Increasing the productiocexpbrtable goods with a comparative
advantage, in order to supply world markets, cduwldg about both a rise in productivity
and the creation of more jobs. The intensity of kvarould fall - and with it labour
elasticity - but total employment would expandwasshall see in the next chapter.
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Figure 3.5 Chile: Agriculture: Productivity per worker and participation in total employment and total
GDP, 1960-2008
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Source:  Own elaboration based on: Braun, M. Braun and J. Diaz: Estadisticas historicas, Documento de trabajo No. 187, Instituto de
Investigaciones Econdmicas, Universidad Catdlica de Chile (2000).

Chilean productivity in agriculture has performexat better than that of Mexico’s, which
has practically remained at the level registeretid@l. In 1960, Mexican productivity was
twice as high as that of Chile’s and these diffeesrbecame even more marked up to 1970.
By the time NAFTA had come into effect, in 1994ttbtevels of productivity were almost
identical. In 2006 Chilean productivity was 44 pent higher than in Mexico. A similar
trend occurred in mining, construction and services

According to Loayza et al. (op.cit. 2006), the gtlmmodel in the agricultural sector, up to
1982, did not benefit the poor. In Chile, employmignagriculture grew faster than total
employment after 1982, when the government revisedexchange policy, eliminated the
appreciation of the Chilean currency and revised thriff structure - giving more
protection to some agricultural processed goodsv Méour and social security reforms
were introduced, which somehow stimulated job @peain the sector. After 1999, the
relative decline of labour reappeared. In Mexice, aan observe the same process, which
started in the 1950s and has not stopped since #ihrough it decelerated after the
devaluations. Mexican agriculture faces strong agtitipn, even with its most significant
export products. Mexico competes with the Uniteak&t over many goods that are central
to Mexican production, such as beans, corn, soy)egneat, tomatoes, and a wide range
of fruits and vegetables. Given the intensive irdégn with United States, the Mexican
agricultural producers have less scope to incrpasduction, unless changes are made to
the US Farm Policy.
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Figure 3.6

Mexico: Agriculture: Productivity per worker and participation in total employment and in total
GDP, 1960-2008
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Source:  Own elaboration based on: Nacional Financiera: La Economia Mexicana en cifras (1978); INEGI: Estadisticas histéricas de México
(1999); INEGI: Sistema de Cuentas Nacionales y Presidencia de la Republica, Informe de Gobierno.

3.4 The evolution of some macroeconomic
fundamental variables

The highest achievement of the reforms is, accgrttinsome authors, the stabilization of
the economy via the contraction of inflation, fisdeficit and public debt (Table 3.6). Both

countries have cut inflation to a one-digit figuaad converged to the rate of inflation
prevailing in the United States and other developmghtries. The way to control inflation

was mainly the overvaluation of the national cucies. Chilean inflation, for the entire

period (1980-2008) has been lower, and the pridexmegistered for the period 2000-2007
was half that of Mexico. Keeping the national coog overvalued as a stabilization
instrument affects investments and impairs the groaf the more labour-intensive

activities, primarily agriculture (Montiel and Serv, 2006; Puyana and Romero, 2007).

Table 3.6 Chile and Mexico: The evolution of some macroeconomic variables
80-07 80-85 85-90 90-95 95-00 00-07]
Chile
Real effective exchange rate index (2000 = 100) 103.26 147.10 87.08 88.97 102.2 92.0
Consumer price index (2000 = 100) 12.71 23.56 21.28 15.94 5.67 3.08
Public and publicly guaranteed debt service (% Nf)G 3.89 5.87 7.09 3.88 2.37 1.67
Public and publicly guaranteed debt service (Yxpbets) 12.77 23.41 20.33 12.47 8.01 4.06
Mexico

Real effective exchange rate index (1990 = 100) 85.38 78.81 107.26 90.75 89.48 71.3§
Consumer price index (2000 = 100) 34.28 56.38 72.77 19.42 22.00 8.16
Public and publicly guaranteed debt service (% Nf)G 4.62 5.77 5.45 3.60 5.52 3.30
Public and publicly guaranteed debt service (Yxpbets) 19.97 31.83 24.46 17.79 16.53 11.43

Source: Own elaboration based on World Bank: World Development Indicators 2009.

As economies stabilize, better conditions for invesit and savings tend to emerge and
real wages improve alongside. Nevertheless, thecwsffof stabilization depend on the
instruments used to achieve it. In both countitas,clear that a revaluation of the national
currencies took place. The intensity of the reviidmawas different, as was the timing. The
Mexican real exchange rate index (1990=100) apatediby 13.5 per cent over the period.
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From 2000 to 2007, the appreciation of the Mexipaso (around 30 per cent) was higher
than in 1994 when the last crisis exploded (Tab®. Ihe appreciation of the Chilean peso
was less acute.

Thus, the impact of reducing inflation by appreaigthe currency could delete the benefits
to the poor of eliminating the inflation tax. Peetal. (2006) state that they did not find
negative effects from mild inflation on the incormadghe poor in Latin America. The poor
may have lost more from the loss of employment ttieay gained from price stability.
Chile managed to have higher rates of growth angédanflation, which was not the case
in Mexico - which had lower growth and relativeligher inflation trends.

Table 3.7 Chile and Mexico: The evolution of some macroeconomic variables
[ 80-0¢ | 80-8:] 85-9C ] 90-9% ] 95-0C | 00 - 0¢
Chile
Final consumption expenditure, etc. (% of GDP) 85,4 86,11 74,17 73,13 74,97 70,94
General government final consumption expenditure{%DP) 11,62 13,83 11,28 10,21 11.,4¢ 11,37
Gross domestic savings (% of GDP) 24,31 13,89 25|83 ,8724 25,03 29,06
Gross national expenditure (% of GDP) 97,19 102{06 ,0@6| 98,07 100,12 92,30
Gross fixed capital formation (% of GDP) 20,5 15,12 20,29 23,81 24,39 20,14
Gross savings (% of GDP) 18,55 6,14 17,74 23,00 22,43 22,1p
Mexico
Final consumption expenditure, etc. (% of GDP) 97,p 73,01 76,18 80,42 76,69 79,98
General government final consumption expenditure{%DP) 10,36 9,76 8,70 10,06 10,4p 11,48
Gross domestic savings (% of GDP) 22,41 26,p9 23|82 ,5819 23,31 20,06
Gross national expenditure (% of GDP) 99,843 96,p2 4™7| 102,52 100,19 101,79
Gross fixed capital formation (% of GDP) 19,7p 21,45 18,44 18,35 19,48 19,95
Gross savings (% of GDI 20,32 22,4¢ 20,67 17,4¢ 21,2¢ 20,0z

Source:  Own elaboration based on World Bank: World Development Indicators 2009; ECLAC, economic and statistics indicators, consulted at:
http: //websie.eclac.cl/sisgen/Consultaintegrada.asp?idAplicacion=6&id Tema=146&idioma=.

Despite the similarities between Chile and Mexitlasirated in Table 3.7, there are
important differences in the share of final constiompas percentage of GDP, and the
rather low proportion of savings. In the period @@B, Mexico’s final consumption
reached 80 per cent, while Chile’'s was 71 per aghich left a narrow margin for savings
and investments (Montiel and Serven, 2006). Mesigmbss national expenditure exceeded
100 per cent of GDP. The causes are manifold. Theewt allowed the Government to
have relatively high expenditure and, at the same,tlow rates of taxation, which left
relatively large disposable income and remittanGesaverage, for the last 18 years (1990-
08), total tax revenue in Chile represented 17 gesit of GDP, while in Mexico it only
accounted for 11 per cent. When oil rents are daxdii Mexican fiscal income jumped to 16
per cent of GDP - and to 19 per cent of Chilean GDEn adding copper revenue.

Gross fixed capital formation (GFCF) as a percentafj GPD is below the level for
developing countries (Isham et al.,1999). Accordimghese authors, for a country at the
level of development of Chile and Mexico, GFCF bhasepresent at least 24 per cent of
GDP (and public investments no less than 50 pefr aketinat) in order to maintain robust
growth and be competitive. Public investments aeded in sectors that are not attractive
to private investors on account of high risk or Imtes of return. Chile and Mexico both
registered GFCF of 20 per cent of GDP. Mexico hadrecord level of GFCF in 1981
(around 26.5 per cent of GDP), after a period staned growth since 1973. In Chile, the
peak was registered in 1996-97 (around 27.0 per @eBDP). The decline in the total
investments rate, from these record levels, follbvtlee trajectory of investments per
worker, which may in turn explain the differencasceuntered in total and sectoral
productivity growth (see Figure 3.7). Chile ovelkddexico in 1994.

In 2008, the investment per worker in Mexico raprged around 80 per cent of the figure
registered in 1980; this contrasts amazingly witfileZ which increased its investments per
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worker by 57 per cent from 1980 to 2008. The GFE€Rhe most important variable
explaining the GDP growth of the two countriesgation must therefore be paid to both
the levels and trends of investments. After regshe general macroeconomic and sectoral
trends of Chile and Mexico, we shall present thaulte of two models constructed to
identify the variables that explain GDP and emplegtrgrowth in each country.

Figure 3.7  Gross Fixed Capital Formation per worker. In constant USD 2,000 Dollars, 1980-2008
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Source: Own elaboration based on ECLAC: Historical series of economic statistics, 1950 — 2008.

4. The pattern of economic growth and the
nexus with employment

4.1 Some introductory comments

One of the most important links - perhaps the nmogbrtant - between GDP growth and
poverty is employment, and the employment elagtiof GDP provides the way to

visualize the strength and direction of this liBkasticity relates the growth of employment
to GDP growth. With greater elasticity, the capacif the economy to generate
employment increases and the possibilities of regupoverty improve. The value of the
elasticity depends on the level of developmentawhecountry. This and the allocation of
the factors of production constitute another patanfer measuring elasticity.

The labour elasticity of GDP guages the changdsdremployment level and not changes
in the rate of occupation; it does not take intastderation unemployment or the rate of
participation, and much less the labour reservaldndunder precarious employment,
underemployment and informal activities (Osman20Gutierrez et al., 2008; Sundaram
et al., 2002). If one economy grows at the rat&Gper cent and another at 1 per cent, but
they have the same GDP labour intensity, both wbeldonsidered “equivalent”, despite
the fact that the economy growing at 10 per cenegges more employment (Gutierrez et

al., 2008).
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Chile and Mexico have relatively low unemploymentiéhigh underemployment, a large
supply of labour, low incomes and a lack of unempient insurancé; in order for growth

to bring down poverty rates, labour demand mustefioee reduce hidden unemployment,
underemployment and informality. If these conditiavere met, there would be no changes
in the employment rate but the labour force wouloventowards more productive and
better-paid activities. Such a strategy implies, the one hand, that the growth of
employment must surpass that of the economy antheonther, that there is an increase in
permanent productivity to sustain long-term growEmployment elasticity of GDP is a
proxy of the labour intensity and its trajectory allows a detection of the pesiavhere
growth integrates higher increases of labour —whether it is more or less labour-
intensive. Employment elasticity of GDP reflect® tinverse of labour productivity. An
elasticity higher than unity implies a decline iroguctivity and an elasticity lower than
unity means that employment expansion is takingceplalong with an increase in
productivity (Islam, 2004). Productivity growth ifigs a reduction of labour elasticity and
intensity, if the product is constant or grows & productivity.

For these reasons, the promotion of intensive lagoawth should not be the only purpose
of a poverty reduction policy, since that would Ijnghe fall of productivity and
diminishing income (Islam, 2004). This is espegiathportant for small, open economies
engaged in international competition, which predemt productivity and ample labour
reserves. These economies should attempt, inrdtepface, to widen elasticity and labour
intensity and, secondly, to increase productivitptal labour elasticity depends on the
elasticity of the different economic activities anHeir total weight in GDP and
employment. Therefore, a sound growth strategy @aoimbine productivity increases in
activities of greater elasticity and in those witlgher labour intensity of the product,
provided that the increases in productivity aréertéd in a larger volume of the product
and employment (Islam, 2004; Khan 2005). This sgnatmay lead to a type of growth with
increased total elasticity, even if in some sectionsay decline. Any policy for raising the
productivity of the total economy should start greasing it in activities with a higher
employment component (Ul Haque, et al. 1995, Os2@88; Khan, A.R. 2005; Gutierrez,
et al., 2008; Loayza et al, 2006). Concentratinly @m nurturing the growth of the more
labour-intensive and less productive sectors ciuddease the employment elasticity of
GDP at lower growth rates of the economy. Thistegy however, may imply a higher
absorption of employment and lower income per tregatiper worker (Islam, 2004).

The shift of labour to higher productivity actiég makes us consider whether poor
workers — and those involved in low productivitydalow-income activities — have the
capacity to become part of the expanding highedyctivity sectors. And here we touch
upon the widening of the volume and quality of lalavhich Osmani calls thiategration
factor (Osmani, 2002). There are three considerationgtiven the activities with higher
productivity are experiencing an expansion in pobidun and employment; whether these
changes are reflected in better real average wagdsin higher income for the self-
employed; and whether the proportion of the popataiengaged in low productivity
activities is decreasing and their incomes are avipg. This would lead to a larger
participation of labour in total income and to ttesluction of income concentration and

™ The government of Mexico City introduced a temppranemployment subsidy, equivalent to one
minimum wage, payable,during six months only, axdlesively to the unemployed that had
previously been formal workers.

12 \Work intensity of GDP is defined as the employm@naportion involved in GDP.

24



4.2 Labour intensity of Chilean and Mexican GDP

consumption. To integrate the poor into higher pobity and high-growth activities is a

challenge and requires long-term investments indrugapital. New entrants to the labour
market, with higher degrees of education than tpeirents, can and should engage in
higher productivity and better-paid activities thdreir predecessors. This will induce

changes in the occupational structure of the lalimnee. Changes also come from training
programmes and active labour schemes, which al@amransference of workers. But the
main strategy is to generate constant increastbeivolume of the product, pari-passu with

the increases in productivity.

growth

Table 4.1 shows the figures for the growth of GERployment and the economically
active population (EAP), which are a basis for ghkting the employment elasticity of

GDP. The periods of time included in the table tase during which the most important
economic and political events occurred in each tgui the case of Chile, these events
include the return to democracy in the early 19%0%] the crisis, in 1981, of the rigid

liberal model installed in the early 1970s andriedification of some of its elements. For
Mexico, the relevant episodes are the debt crisidd980 and the implementation of

NAFTA.

In Mexico, labour elasticity was above unity durithg 1980-96 period, and employment
rose above GDP. This dynamic was broken from 1898008, when elasticity fell below
unity and the Mexican economy became less labdangive. Chilean labour elasticity has

remained below one and has registered slow incsease

Table 4.1  Growth rates of GDP, employment and the employment elasticity of the product. Hypothetical

GDP growth required to absorb the increase, in the economically active population, 1980-2009

Variable Chile Mexico
1980-1991 1991-2008  1980-200¢ 1980-1993 1993-2008 1088-2

GDP (annual growth %) 4.63 5.45 5.02 2.70 2.91 2.84
Employment (annual growth ¢ 3.07 2.73 2.85 3.39 2.29 2.85
Elasticity 0.66 0.50 0.57 1.26 0.79 1.00
EAP (annual growth %)* 2.78 1.70 2.12 3.77 2.28 291
Popul between 15-65 years** 2.10 1.69 1.86 2.70 291 2.84
GDP hipotet(Annual growth % 4.20 3.39 3.75 3.00 2.89 2.90
Observ GDP/Hipothetical GDP* 1.10 1.61 1.34 0.90 1.01 0.98

Source:

A. Madisson, at: http://www.conference-board.org/economics/downloads/TEDO7Il.xIs, consulted September 2009, and World Bank:
World Development Indicators 2008. Own calculation. * Observed growth. ** The growth rate of GDP needed to absorb all the growth of
the EAP at the observed labour elasticity GDP. ***Hypothetical growth of GDP to absorb the increments of population between 15 and 65

years old.

As the last line in Table 4.1 indicates, the obsdrGDP growth in Chile since 1980 is
larger than the growth needed to absorb the inanesyef the labour force maintaining the
actual quo of the labour market, which is by no nse@eal. In Mexico, during the entire
period, GDP growth was lower than that requirecalbsorb the increases in the labour
force. In both countries, the improvement of laboomditions requires a greater expansion

of the economy.

Figures 4.1 and 4.2 illustrate the relations betw&®P growth, employment growth and
the economically active population, which registemmportant decreases resulting from
lower demographic growth. In Chile, the fast growth both GDP and employment
surpassed the increments of the economically acg@pulation, suggesting higher
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Figure 4.1

participation rates. These dynamics changed inptréod 1991-95 - and by 1996-2000,
employment and the economically active populati@nenn equilibrium (Figure 4.1).

Chile: Annual average growth rates of GDP, employment and the economically active
population (EAP), 1981-2008

10

Annual average growth r.

80-85 85-90 90-95 95-00 00-08

—+— GDP —=— Enpl---a--- EAP
| |

Source: Own elaboration on the basis of data from the World Bank: World Development Indicators; The Conference Board, and ECLAC.

Figure 4.2

The balance between the economically active popula(EAP) and employment is
important, but it ignores the rate of unemploymantl informal employment. In Chile
unemployment remains at around 8 per cent of thenauically active population;
furthermore, the rate of participation has decréas®l 22 per cent of workers are attached
to the informal sector, as we shall see later éntéxt.

Mexico shows lower GDP growth, with changing dynesni during the 1980-95 period,
there was a trajectory of low and stable rates DP@rowth and a higher expansion of
employment, which slowed down in 1995. During t®9@-2000 period, GDP grew more
than employment and this rose above EAP, suggesiglmger participation. The period
2000-08 shows a decline in economic activity anthelabour intensity of GDP, reflecting
the replacement of labour by capital, mentionedral{&igure 4.2).

Mexico: Annual average growth rates of GDP, employment and the economically active
population (EAP), 1985-2008

Annual average growth r.

80-85 85-90 90-95 95-00 00-08

—+— GDP —s— Enpl.---a--- EAP

Source: Own elaboration on the basis of data from the World Bank: World Development Indicators 2009; The Conference Board; and ECLAC.
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4.3 The sectoral pattern of economic growth and
sectoral labour elasticity

For the movement of factors of production to bredgout gains in productivity and in
labour elasticity, there should first be a highevgh in those sectors with a higher labour
intensity, which in addition should show produdijvincreases. There should also be a
factor shift from the sectors of lower productivity those of higher productivity, which
should absorb labour while increasing productivatyd expanding total production. The
strongest effects of growth on poverty alleviatmscur when the fastest growing sectors
are these with the highest labour intensity, eglgcagriculture, which have to expand
production and productivity (Gutierrez et al.,200B)higher growth activities and those
that stimulate the expansion of the economy ardnlpigntensive in capital and less
intensive in the use of labour, the effect of gtowh poverty is bound to be limited. If, on
the contrary, the faster growing sectors are thesavith greater employment intensity, the
effects on poverty may be positive but minor. Theme increases in the volume of
production should replicate productivity increasééter all, enlarging the market for
national production is one of the central purpagesconomic liberalization.

In Mexico and Chile the poor work. There is no desof unemployment for the poor or

the extreme poor. If the poor move to higher ati@igior if the new entrants to the labour
force integrate in higher productivity jobs, theusture of employment will change in a
positive way. Labour-intensive growth is feasibiedeveloping countries with large labour
force reserves and sectors characterized by econdunalism. This situation cannot occur
in situations of full employment, where growth hasbe capital-intensive. Fast labour-
intensive growth will increase demand for laboud agsult in higher wages, requiring that
work moves from the sectors of greater labour sitgnagriculture and services, to those
of greater product growth and higher productivitin the following sections, we shall

analyse the labour elasticity of GDP in order tonpeehend the direction of the nexus of
growth in production and employment growth and ithpact on productivity. Tables 4.2

and 4.3 show the functioning of the nexus.

In Chile, as Table 4.2 illustrates, agriculturdahie sector with the highest labour intensity,
low and falling labour elasticity and the lowesbguctivity. The growth of the sector
recovered after 1973 but at a lower pace than 8P or the growth in services and
construction. Productivity growth started in 199@damay be attributed to the drop in
employment - and recently to the increases intational prices. Contrary to expectations
(Osmani, 2003, p.13, Gutierrez et al., 2008), tlwelwtion of Chilean agricultural
employment does not confirm that globalization é&ses employment in intensive labour
activities with a comparative advantage, which ttute the international specialization of
the country.
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Table 4.2  Chile: Changes in the structure of production, productivity and employment intensity of GDP.
Annual average rates of growth in percentages, 1961- 2006
Sector Variable 61 - 06 61-73 73-82 82-91 91 - 06
A% total GDP 4.41 3.44 1.70 4.27 5.77
A % total Prdvty 2.18 1.99 0.87 0.15 3.31
Agriculture A % employment 0.43 -2.44 0.34 4.99 -0.96
Labour Productvy 2807 1476 2098 2412 4567
A% PV 4.04 2.84 4.23 2.82 5.68
A% GDP 4.28 0.29 4.53 7.10++ 4.64
Empl. Elast. 0.286+ 8.272 0.074 0.704 -0.206
Empl share (%) 18.29 23.43 16.72 18.01 14.66
GDP share (%) 5.46 5.13 5.18 5.96 5.56
Labour intensity (%) 0.045 0.070 0.050 0.043 0.024
Mining A% employment 0.19 0.99 -2.59 2.60 -1.08
Labour Productvy 32633** 16056** 21008** 32679** 53626**
A% PV 4.85+ 1.41 9.55+ 4.41+ 7.16+
A% GDP 4.42 214 5.56++ 5.41 5.54
Empl. Elast. -0.087- 0.460 -0.466 0.480 -0.196
Empl share (%) 2.38 3.23 2.86 2.04 157
GDP share (%) 7.89 7.78 8.45 9.22 6.91
Labour intensity (%) 0.004 0.006 0.005 0.003 0.002
Manufacts A % employment 1.47 1.45 -0.26 4.68 0.59
Labour Productvy 9912 7722 8469 8370 13376
A% PV 2.66 3.34+ -1.11 -0.28 4.36
A% GDP 4.13 4.82++ -1.31 4.28 4.94
Empl. Elast. 0.311* 0.301 0.199 1.093 0.119
Empl share (%) 15.67 17.48 14.84 14.81 15.23
GDP share (%) 18.21 20.13 18.47 17.13 16.99
Labour intensity (%) 0.011 0.013 0.012 0.012 0.008
Construc. A % employment 2.92 1.87 -2.28 5.28* 3.76*
Labour Productvy 8768 7094 7899 8624 10673
A% PV 1.86 -0.15 5.49 -0.47 1.79
GDP share (%) 4.41 1.31 2.82 4.05 5.39
Empl. Elast. 0.494=+ 1.431¢ -0.808 1.306¢ 0.696¢+
Empl share (%) 6.92 7.95 5.39 5.50 7.77
GDP (%) 7.23 8.50 6.20 6.47 7.09
Labour intensity (%) 0.012 0.014 0.013 0.012 0.010
Services A% employment 3.03* 3.42* 4.91* 1.94 2.64
Labour Productvy 9164 8117 6989 7510 12253
A% PV 1.63 0.44 -2.50 2.30 3.27
A% GDP 4.59++ 3.82 2.08 4.02 5.95++
Empl. Elast. -0.216~ 0.894 2.359¢+ 0.484 0.443
Empl share (%) 56.74# 47.92# 60.19# 59.64# 60.76#
GDP share (%) 61.22## 58.46## 61.70## 61.22## 63.45##
Labour intensity (%) 0.012 0.012 0.014 0.014 0.009

» Elasticities calculated with ordinary least squares method. Data were changed to natural
logaritmus and were differentiaded to prevent spourious regressions.

Source:

* Fastest employment growth

** Higher productivity in constant US$ 2000
+  Fastest productivity growth

++  Fastest production growth

Highest labour elasticity
Largest share in sectoral employment

#
##  Largest share in sectoral GDP

Own estimations based on A Madisson at: http://www.conference-board.org/economics/downloads/TEDO7Il.xls., and World Bank: World

Development Indicators 2007.

Chilean agriculture demonstrates an increase idyatovity, a decline in labour elasticity
and a reduction in job creation during the perid@81-82 and 1991-2006. If there had been
a greater expansion of production, sectoral empémtrand salaries might have increased.
As Chile’s comparative advantage lies, besides nginin agriculture, the agricultural
sector should normally expand faster pari-passh pribductivity and employment since it
is directed to satisfy world demand. The sectohviliie greatest participation in GDP and
employment is services, which holds the fourth Istmgroductivity rate and the second
highest labour intensity. Services and constructiave the highest employment elasticity
of GDP and the highest employment growth. We caygsst that the expansion of the
services and construction sectors might have sasiéye impact on poverty reduction.

The leader in productivity is mining, which presenhe highest and fastest growing
productivity accompanied by the lowest absorptibremployment, as well as the lowest
employment elasticity and labour intensity of in@nThe very character of the mining
sector, with its extremely high capital intensipyevents major job creation - not least in
direct production. The expansion of the mining seeffects the economy mainly through
the increase of fiscal income and public expendjtwhich tend to be intensive in non-
tradable goods. The second higher labour prodigtisiin manufactures, which registered
the fastest growth during the period 1961-73. Pctidity gains are reflected in falling job

creation. Chile does not provide any special treatmo stimulate manufactures, as
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indicated by the tariffs structure. That may havedetrimental effect on economic
expansion since, according to Kaldor's Laws, martufas is the sector with the highest
potential for productivity growth and the strongestltiplying effects on total GDP.

The movement of the Chilean labour force has oftiethe path to improve the quality of
labour and increase labour incomes. Labour mowstfiom agriculture (the activity with
the lowest productivity and the highest labour risity) towards services, which has the
highest share of employment and higher productaitgt labour elasticity than agriculture,
and then afterwards towards construction. These $ectors do not have the high
productivity growth of manufactures. In order tdilce largest improvements in the quality
of work and in total productivity, manufactures,iglhconstitute the sector with the second
highest labour productivity, should absorb a larghare of the labour expelled from
agriculture. We consider, nevertheless, that aljuie has room to increase its share in
GDP while improving productivity. That would makiegossible to retain labour without
reducing labour incomes.

Mexico presents a somewhat different panorama €T4ld). As in Chile, the mining sector
has the highest productivity and capital intensatyd a limited labour elasticity and
intensity, despite the work overload that usualaracterizes state-owned enterprises
Mining has not been the sector of highest growkieept during the period 1979-85 when
production, productivity and employment increasee ¢o the discovery of the giant oil
field Cantarell.

Agriculture has the lowest productivity and prodity growth, the second largest share of
total employment, the highest labour intensity @ €conomy, and low and falling labour
elasticity. A most severe fall in agricultural emyainent took place during the period 1996-
2006, which brought about the contraction of tharshn total employment and in sectoral
GDP with no important increases in productivity.isTlsectoral evolution has not been
positive in terms of improving the income of thealypopulation.

13 According to Cole et al; (2004), the Chilean cappeustry is different from other Latin
American extracting activities, precisely becausatioduced national and international competition
and has important profits in productivity.

29



Table 4.3  Mexico. Changes in the structure of production, productivity and employment intensity of

Source:

GDP. Annual average rates of growth in percentages, 1961- 2006

Sector Variable 61 - 06 61 - 80 80 - 96 96 - 06
A % total GDP 4.40 6.73 2.42 3.64
A % total Prdvty 0.98 2.48 -0.67 0.95
Agriculture A% employment 0.78 0.23 3.14 -1.22
Labour Productvy 3939 3768 4197 3894
A% PV 1.42 3.16 -1.20 2.05
A% GDP 2.04 3.33 1.78 0.54
Empl. Elast. 0.363 0.068 1.761 -2.259
Empl share (%) 29.84 38.28 25.22 19.84
GDP share (%) 9.12 11.59 7.84 6.13
Labour intensity (%) 0.026 0.027 0.024 0.026
Mining A % employment 1.26 3.98 -0.90 -0.43
Labour Productvy 46786** 27410%* 63398 62643**
A% PV 2.90+ 4.16+ 7.76+ -1.74
A% GDP 3.19 8.53+4 4.43+H -2.98
Empl. Elast. 0.117- 0.466 -0.203 0.145
Empl share (%) 0.93 1.26 0.85 0.41
GDP share (%) 2.89 2.84 3.59 2.06
Labour intensity (%) 0.003 0.004 0.002 0.002
Manufacts A% employment 2.80 3.62 3.62 0.95
Labour Productvy 22177 19546 24745 23449
A% PV 1.77 3.57 -0.64 1.85
A% GDP 4.41 7.14 2.73 2.69
Empl. Elast. 0.244~ 0.507 1.328 0.354
Empl share (%) 12.80 14.10 11.84 11.70
GDP share (%) 21.79 22.00 21.68 21.75
Labour intensity (%) 0.005 0.005 0.004 0.004
Construc. A% employment 7.05*% 9.26* 6.03* 6.08*
Labour Productvy 9369 13134 7692 4430
A% PV -2.22 -0.45 -4.48 -2.32
A% GDP 4.22 7.94 1.25 3.18
Empl. Elast. 0.575=* 1.166¢ 4.829¢ 1.914+
Empl share (%) 8.52 5.75 9.49 12.54
GDP share (%) 5.33 5.86 5.33 4.37
Labour intensity (%) 0.013 0.008 0.014 0.023
Services A % employment 5.03 7.22 4.79 1.59
Labour Productvy 16518 17640 15907 14978
A% PV 0.07 0.03 -2.01 3.40+
A% GDP 4.93+H 711 2.49 4.91+H
Empl. Elast. 0.173- 1.015 1.926 0.323
Empl share (%) 47.95¢# 40.61# 52.62# 55.64#
GDP share (%) 60.90## 57.77## 61.60## 65.70##
Labour intensity (%) 0.006 0.006 0.006 0.007

= Elasticities calculated with ordinary least squares method. Data were changed to natural

logaritmus and were differentiaded to prevent spourious regressions.

* Fastest employment growth . Highest labour elasticity

** Higher productivity in constant US$ 2000 Largest share in sectoral employment
+  Fastest productivity growth Largest share in sectoral GDP

++  Fastest production growth

ﬁﬁ:

Own estimations based on A Madisson, at: http://www.conference-board.org/economics/downloads/TEDO7II.xls, and World Bank: World
Development Indicators 2007.

Several factors have contributed towards maintgitiive relatively elevated agricultural
labour intensity: first, the peasant population @oedr small landowners consider land an
insurance for the future and are reluctant to gekecond, focalized poverty and cash
payments to agricultural producers complement irc@md increase the relative price of
the land; and finally, remittances constitute arpomant source of income for poor
peasants.

Construction has the second highest labour interasitd the lowest productivity after
agriculture and registers the fastest increasesniployment. The impact of job creation in
construction upon the dynamics of the labour marketot highly significant due to its
relatively low share in total employment, but ityriaave positive effects in view of its high
labour intensity, (Loayza at al., 2006; Gutierrdzaé, 2008). Construction has large
employment elasticity and intensity - both showaxgrowth tendency - which translates
into an almost constant fall in productivity. Thieme, the effect on poverty may be at least
minor. Construction is distancing itself from thendces sector, which tends to demand
workers with higher qualifications than those cogrirom agriculture and rural activities.
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The services sector concentrates the largest sba@BP and employment. In the period
1996-06, it registered the fastest growth of GDB productivity and a low job creation

rate. The large productivity growth rates may beikatted, among other things, to the
privatization of the nationalized banks in the gd990s, which resulted in a considerable
reduction of personnel, the entrance of foreigrkbanto the Mexican banking system and
foreign investments in domestic retailing. The modmtion of the banks accelerated the
decline of labour intensity by introducing compiged technology and eliminating

hundreds of branches throughout the country. A laimirend has occurred with the

entrance of the large international commercial mhanto the retail market. Dualism in

retail trade has become more acute and small semesclosing down at a fast rate.
Machines are replacing labour in all sorts of ati&is, such as coffee servers in offices,
ticket collectors in car parks and cinemas, andrsdlhis analysis is also valid for Chile. In
the services sector, technology is replacing lesdifted labour.

Generally speaking, in Mexico, labour has movest fiom agriculture, the sector with the
lowest productivity, to construction, the sectothwihe second lowest productivity; and,
second towards the services, which has the largestd increasing - participation in
employment, and the third lowest productivity. M&auiures have lost relative
employment and absorbed very little of the labduiftesd from agriculture.

Given the weight of manufactures in total expo8 fer cent), we can assume that Mexico
has a comparative advantage in this sector. Ittavée expected that it would stand out for
its high rates of growth of production and prodvitfiand become the motor for growth.
This does not seem to be the case, as illustrajedrifure 4.4. In the first place,
manufactures have grown less than total GDP. Ontige period 1961-8 did the sector rate
of change surpass total GDP growth and registefatest increases in employment. Since
then, its weight in GDP had come to a standstilaaiund 22 per cent. Furthermore,
although labour elasticity and intensity are destin employment, in absolute terms, has
been generated, but at lower speed than totalrgdtion. The reduction in the contribution
of manufactures to 9.6 per cent of total employmemess intensive than the drop in total
value added, which suggests that manufacturesoanegl productivity in relative terms.
The weight of subcontracting (maquila) and of samiprogrammes for the temporary
imports for assembly and re-exportation purposes explain these paradoxical
developments. Subcontracting activities concen@at@er cent of manufacturing exports,
32 per cent of total employment but only close tpeB cent of total sectoral production
(Puyana and Romero, 2009). The aggregated valwiprbby these activities accounts for
3 per cent of GDP and the weight of manufacturdeta exports does not appear reflected
in its contribution to GDP or employment.
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Figure 44  Contribution of the Mexican manufacturing sector to total GDP, total employment and exports,

1960-2007
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4.4 The pattern of growth of the manufacturing sect  or
and the changes in sectoral labour elasticity

We have assessed the changes in the volume of giimauemployment and productivity
that took place during the period 1982-2000 infthe major economic divisions of GDP.
In this section, we shall identify the best perforgnbranches of the manufacturing sector
in terms of productivity and labour elasticity, agxbhmine whether labour has shifted from
the low to the high productivity branches. In tleidwing section, we shall explore the
labour movement within the manufacturing sector,tvad digits of the International
Standard Industrial Classification, according t® structure given by the UNIDO database.

The reason for going into a more detailed obsewmatdf the labour elasticity of
manufacturing is that manufactures are the sedtbrthve highest potential of productivity
growth and technological innovation and have intensultiplier effects (Kaldor, 1981).
In addition, exports of manufactures are the mgsiathic segment of international trade
and intra-industry trade. Indeed, the exchangenadbstrial components is the fastest
growing area of international trade (Haussman .e2805; Rodrik, 2006)Vith increasing
urbanization and income, the income elasticitylaf tliemand for manufactured goods is
larger and, to satisfy domestic demand, the matwdag sector must develop at a fast rate.
There is a need for a strong manufacturing sectoespond to higher urban employment
and increasing income in order to enhance the ¢grpatential of the economy. In China, it
was the growth of domestic demand, rather than expwhich caused the annual creation
of 8 million jobs during the period 1995-2005. “. etigrowth in domestic demand led to
three-times more employment gains than did expovesr 2000-2005” (Feenstra et al.,
2007)

Table4.4 presents the most important branches in tefn@Dd generation in Chile and

Mexico. Food production (31), chemistry, oil andgiics (35) and iron and non-ferrous
metals (37) are the most important branches ineCHilhe first two are the biggest
employers, while the iron and non-ferrous metaisbh has the highest productivity. Chile
shows constant increases in productivity in all miest important areas of activity. In

Mexico the largest contribution to GDP and emplogimeomes from metal works and
machinery (38), followed by food, tobacco, bevegfl) and chemistry, oil and plastics
(35). The productivity trend is less positive tharChile, since only two branches (37 and
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38) demonstrate constant increases, and secto@lgivity has expanded at a slower pace
than in Chile.

We calculated from UNIDO (2006) the weight of exgoin the principal manufacturing
activities, which signals the specialization of kr@ountry. In Chile, the most important
export activity is iron and non-ferrous metals (3With about 45 per cent of total
manufactured exports. In Mexico, the most expokrded activity is metal works and
machinery (38), which has a higher share of selctorts than in employment or GDP.
Mexican oil exports account for only 2 per centattl exports. This divergence shows a
higher Chilean dependence on natural resourcestmaqmrts. The relation between the
share in exports and in employment of branch (87)hile and branch (38) for Mexico
also shows the contrasting effect on job creatioth@se two specializations. In Chile, the
ratio of exports to employment is 45.6 to 4.7, whil Mexico it is 73.8 to 27.0. It is to be
expected that an increase in exports in Mexicoutjinobranch (38) would bring about
larger increases in employment than an export bimo@hile. The effects on poverty of an
export boom in Chile would depend on the way thevgdoment takes advantage of the

windfall.
Table 4.4  Chile and Mexico: Changes in the manufacturing sector, 1980-2000
Chile Mexico
Branchf Period Share in Share in Prodvty™ | Product Share in | Share in Prodvty* | Product*
product (%] emplyt (% product (%) emplyt (%
82-0( 10C 10C 35. 9.t 10C 10C 66.¢ 74.€
30 82-91 10C 10C 32.2 7.4 10C 10C 66.2 63.7
91-0( 10C 10C 38.€ 12.1 10C 10C 69.1 86.1
82-0( 27.4¢ 30.0: 32.4 2.64 22.8¢ 21.8z 70.€ 17.:
31 82-91 26.2( 28.8( 29.4 1.9¢ 21.2:2 19.0z 73.¢ 13.t
91-0( 29.01 31.4¢ 35.k 3.52 24.5¢ 24.5:¢ 69.€ 21.C
82-0( 20.61 12.9: 56.: 1.9z 19.6¢ 17.1¢ 76.1 14.t
35 82-91 20.9¢ 12.1C 56.2 1.5z 21.0: 17.5:% 79.C 13.:
91-0C 20.0¢ 13.91 55.4 2.4z 18.21 16.9:2 74.1 15.€
82-0C 23.1C 6.2< 134.¢ 2.1z 11.4¢ 6.14 125.1 8.2
37 82-91 25.2¢ 7.0 118.¢ 1.8¢ 13.47 7.41 120.2 8.5
91-0C 20.21 5.07 154.1 2.4t 9.21 4.8¢ 131.2 7.9
82-0C 8.51 14.8¢ 19.€ 0.8% 30.37 27.92 74.C 23.2
38 82-91 7.8¢ 14.6( 17.1 0.6C 28.4¢ 30.0¢ 63.8 18.Z
91-0C 9.4¢€ 15.3: 23.E 1.14 32.7( 26.0¢ 86.4 28.4
82-0C 0.1< 0.3¢€ 11.€ 0.01 0.3Z 0.7¢ 28.7 0.2
39 82-91 0.1C 0.3¢ 9.1 0.01 0.31 0.6< 33.1 0.2
91-0C 0.1t 0.4C 14.7 0.0z 0.3z 0.8¢ 24.¢ 0.3
Source:  Authors own elaboration based on UNIDO: Industrial Statistics Database, 2006; and World Bank: World Development Indicators 2008. In

percentages of the total sector. * Constant values in thousands, USD 2,000. ** Constant values in billions, USD 2,000. 31 = Food,
tobacco, beverages; 35= Chemistry, oil, plastics; 37= Iron and non ferrous metals; 38= Metal works and machinery; 39= Other
manufactures.

Table 4.5 presents the evolution of GDP, produgtiwlasticity and employment for the
manufactures sector and for the three branches tvéhfastest productivity growth in
Chile, Total manufacturing productivity expandedilehemployment decreased, which
produced a negative and falling labour elastidityese results coincide with the analysis of
the previous section, where we suggested that raeturés were not absorbing
employment and were not the main job generatore Jétond and third fastest growing
branches (36 and 37) did not share the same featgaes in productivity and negative
rates of employment growth and elasticity. Iron and-ferrous metals (37) had the highest
productivity per worker, but lost jobs. The chenhicdl, coal and plastics industry (35) and
food processing (31) were the only two branches did absorb employment, but their
productivity growth was below average. Due to @&sgé share of total employment and
GDP, the effects of the expansion of productiorthaf food industries imply important
gains in job generation. Its potential may be higice it represents one of the Chilean
export specializations.
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Table 4.5

Chile: Changes in the structure of the manufactures sector, branches with the fastest
productivity growth, 1980-2000

Product Empl/ent Producvty | + Empl | +Empl Elast]
Branch Period|] Growth % | Growth % | Growth % | Elast-GDH Pv
82-0C 3.81 3.01 1.37 1.0z -1.0z
30 82-91 3.9t 5.4z -1.2¢€ 1.37 -4.2¢
91-0C 4.4¢€ 0.4Z 4.97 0.1C 0.0¢<
82-0C 4.64 4.41 0.71 0.3¢ -0.6C
31 82-91 4.44 7.0z -2.2% 1.5¢ -3.1t
91-0C 5.62 1.27 4.9C 0.2% 0.2¢
82-0C 4.3¢ 2.6¢& 1.9¢ 0.31 -0.41
34 82-91 5.04 4.3¢ 0.54 0.87 8.07
91-0C 5.2¢ 1.4C 4.4¢ 0.27 0.32
82-0C 4.0C 5.44 -0.4:= 0.84 -0.84
35 82-91 2.5C 6.2¢€ -3.34 2.51 -1.8¢
91-0C 6.3€ 4.75 3.2C 0.7% 1.4€
82-0C 4.2z -0.1C 4.37 0.21 -0.04
37 82-91 4.9¢ 0.2¢ 4.81 0.0€ 0.0¢€
91-0C 3.4€ -1.1C 4.5z -0.3z -0.24

Source:  Own elaboration based on UNIDO, Industrial Database 2006. 31 = Food, tobacco, beverages; 35= Chemistry, oil, plastics; 37= Iron and
non-ferrous metals; 38= Metal works and machinery.

The total manufacturing sector in Mexico presentsixed picture (Table 4.6). The sector
grew during the period 1991-2000 at a healthy 4er pent annual average, while
employment had negative growth, resulting in fgliGDP employment elasticity and
volatile productivity growth. For the fast growing Mexican urban population, the
possibilities of finding a good job in the manufaatg sector are not highly promising. We
repeat here our comment about the feeble impattieofiramatic expansion of exports of
manufactured goods on employment and incomes, whitcbm Osmani’'s perspective -
may help to give a better idea of the effects obglization on work elasticity. In Mexico
(at least as far as the auto industry (38) is comezh globalization has not increased the
labour elasticity of production. In the regionswimich the auto industry is located, for
instance Puebla (where the German Volkswagen Hagya production line), inflation is
high, unemployment has increased, and agricultnderaanufactures, as well as even the
metal and machinery industries, have stagnatedafizyy2004). The Mexican automobile
industry is outstanding. Its history goes backhe Import Substitution Industrialization
(ISl) model and today it is the number one expoitealso has the second highest and the
fastest growing productivity per worker, while agnting for 33 and 25 per cent of total
manufacturing GDP and employment, respectively.imguthe period 1991-2000, GDP
increased by 6.4 per cent annually, but employroaht by 0.27 per cent, resulting in a
low labour elasticity. Productivity has displacethpgoyment. Consequently, the main
export activity may not have a significant impantpoverty reduction - in fact, it may even
be negative, if the contraction of agriculture amaghufactures is taken into account.
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Table 4.6

Mexico: The pattern of growth of the manufacturing sector. Productivity and work elasticity,
total and in the branches with the fastest productivity growth, 1981- 2000

Produc Empl/en Producvt * Empl Elast- *Empl
Branch Period Growth % Growth % Growth % GDP Elast-Pv
84-00 4.19 -0.67 2.31 -0.54 -0.77
30 84-91 3.66 -0.81 4.52 -0.22 -0.18
91-00 4.65 -0.86 0.96 -0.18 -0.90
84-00 4.77 1.33 0.78 -0.21 -0.58
31 84-91 4.84 2.20 3.59 0.45 0.61
91-00 5.21 0.41 -1.09 0.08 -0.38
84-00 2.57 -0.47 0.75 -0.90 -0.45
35 84-91 1.72 0.07 1.31 0.04 0.05
91-00 2.92 -1.56 0.54 -0.53 -2.89
84-00 0.62 -2.75 3.04 0.11 0.00
37 84-91 -1.98 -4.12 4.06 2.08 -1.02
91-00 1.99 -2.22 245 -1.12 -0.91
84-00 7.27 -1.29 5.69 -0.27 -0.30
38 84-91 8.44 -2.87 8.87 -0.34 -0.32
91-00 6.40 0.27 3.78 0.04 0.07

Source:  Own elaboration based on UNIDO: Industrial Database 2006. 31 = Food, tobacco, beverages; 35= Chemistry, oil, plastics; 37= Iron and
non ferrous metals; 38= Metal works and machinery.

* To periods 1982-2000, the elasticities were dakad with ordinary least squares method.

Data were changed to nat. logaritmus and diffeaedi to prevent spurious regressions.

Other fast growing manufacturing activities duritng period 1991-2000 were: food and
tobacco (31); chemistry, oil and plastics (35); ameh and non-ferrous metals (37).
However, as their elasticity was low and negatitlee impact of their growth on

employment and poverty was not high. Productivitgwgh may improve the salaries of the
employees already working in these branches, butewo jobs are created. Food, textiles
and apparel industries have traditionally been g job-creating activities - an

importance that may also be attributed to the wethby have in total consumption,

especially of low-income groups.

Generally speaking, the growth in manufactures probuctivity increases have not
brought about improvements in job generation, beeanf the rather weak expansion of
their production and contribution to GDP.

5. Economic growth and the labour market

5.1 General considerations about the evolution of t he
labour market

A knowledge of broader demographic trends is cémtraany study of the dynamics of
poverty and its relation to economic growth and leypent. High rates of demographic
growth undeniably affect the well-being of the plapion, in the same way that
dependency rates affect the capacity for domestuings. Higher demographic growth
demands increased investments to maintain congtentapital- labour ratio. And the
demand for investments in human capital is greatepopulations with high rates of
demographic growth.

Between 1890 and 1930, Chile made great stridesdncing illiteracy to 25-30 per cent of

the population above 15 years of age, while Mexicoomplished this during the period
1930-80 (Thorp, 1998). That difference underliné®res in the expansion of public
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education and improvements in productivity andanms of social cohesion. That being
said, over one hundred years were necessary fde @hd Mexico to reach levels of
literacy similar to those of the United States.ri#rb930 to 1970, there were no important
improvements in literacy levels, which might indeedahat during the import substitution
model no priority was given to basic education ({phnd998).

In this section, we shall analyse three aspecthefabour market: first, the demographic
trends, rates of participation and improvementsduacation; second, the evolution of urban
unemployment and unemployment, by education leegld;third, the changing structure of
employment.

5.2 The labour market

The transformations in the labour market during plaest six decades are the result of
several phenomena: the fall in the infant mortatiye and the increase in average life
expectancy; the drop in the birth rate and theease in the ageing population; and
improvements in education. Globalization has turacids into a hub of economic activity,
displacing agriculture. On account of these factord the liberalization of their markets,
Chile and Mexico are today more vulnerable to eatina@ycles and external shocks. This
is particularly true for Mexico because of its img&/e integration into one single market -
as the global financial crisis has proven (Swisiad Bayoumi, 2008; IMF, 2009). Mexico
is the Latin American country that has registefegl more intensive fall in GDP and the
largest increases in poverty, due to the globarfamal crisis of 2007-09. Chile’s GDP was
less affected by the crisis on account, among at#esons, of the larger diversification of
its external trade - both geographically and imteof products. In addition, Chile controls
short-term capital flows and established a solabitization fund. The 2008-09 financial
crisis affected the labour market in both countrimg Chile to a greater extent. In October
2009, the unemployment rate was 6.8 and 9.8 pdrigdviexico and Chile, respectively,
and medium real salaries stagnated in both cosntribile minimum real wages declined.

5.2.1 Growth of the working age population and of the
labour force

In 1980, the Mexican working age population wae fiimes larger than that of Chile; in
2008 the ratio was 6.2 - which indicates a larggraesion rate in Mexico. Something
similar, although more intense, happened to theualiorce or EAP, which started at a
ratio of 5.4 to the total population in 1980 andréased to 6.5 in 2005. These two
tendencies may indicate that Mexico has a highter o& labour participation and labour
intensity of GDP than Chile, a topic that will bepéored later in this text. The ratio for the
employed population and that of Chile increasedimnilar proportions from 5.82 in 1980
to 6.21 in 2008, implying a higher labour intensifyMexican production.

5.2.2 Investments in education

Investments in human capital are a crucial faaboerthance labour productivity and the
rate of economic growth (Zuluaga, 2007). HoweMeis assumption is not fully verified in
the region (Gutierrez et al., 2007; Ferndndez-Agas®l., 2005). Education affects the
capacity of a person to earn higher wages, therapyoving the welfare of the population
as a whole. Education is an escape route out ofrpgvallowing individuals to integrate
into the growth process of the economy, thus stheEmgng the link between growth,
employment and poverty reduction, (Khan, 2005; @ghy 2007). The human capital
theory suggests that society and individuals inwestducation in order to reap future
benefits (Schultz, 1961; Becker, 1962). Mincer @pQ9éxplored the theory that higher
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education provides higher returns and that rettwnsducation are higher for the lowest
income quintiles. The rate of returns declineghea top income quintiles. Therefore,
education would reduce the concentration of incd@eluaga, 2007f. We normally
expect higher education to be related to lower piepment and higher salaries, but we
shall examine this later in the text.

In general, the educational level of the econoryicattive population in Chile is higher
than that in Mexico. We would like to emphasizeumber of factors; both countries have
increased their level of education; and this l@fedducation is higher in urban than in rural
areas. While the gap has been reduced by onery€&inilie, it has increased by two years in
Mexico, reflecting, perhaps, one of the effectsttad intensive Mexican migration: it is
those who are better educated and fitter who alyvatigor places of origin and the country.
In addition, females are slightly more educatedhtih@en in urban and in rural areas.
Finally, Mexico reached a level of education in @@at had been reached by Chile ten
years earlier (ECLAC, 2009a). As a general rulejcational levels and attendance are
severely affected by economic crisis. People makeryeeffort to remain in school,
possibly shifting from private to public schoolsow@rnments ask universities to make their
classes bigger, and poor people sometimes keapcthillren at school to ensure they have
the free breakfast provided by public schools. Ugdhe burden of the crisis falls upon the
teachers as a result of declining real salarieg @ducational infrastructure suffers as a
consequence of falling investments.

Chile and Mexico have reduced the proportion of keos with zero to nine years of
education, and increased substantially the shatleose with ten or more years. However,
while 73 per cent of the Chilean workforce have texdor more years of education, only
46 per cent of the Mexican workforce are in thigadion. In this country, workers with six

to nine years of schooling are concentrated in d2gent of the Mexican economically
active population, while the corresponding figuog Chile is 19.2 per cent. (ECLAC,

2009a).

5.2.3 Unemployment and education

We also found divergences between Mexico and @illeis area. In the former, the lowest
unemployment rate is found among the populatiom w#ro to five years of education,
which is logical since the people in this categiorg under conditions of extreme poverty
and are forced to work. The second lowest unempéoymate concerns the better educated.
Chile presents the opposite picture: the educatad hhe lowest unemployment rate,
followed by the less educated. The highest unennpdoy rate in Mexico is found among
those who have six to nine years of education,enhilChile those with between 10 and 12
years of schooling have the highest rates of uneynmént. In the period 1990-07,
unemployment increased among the most educatelotincountries, the middle levels of
education registered the highest levels of unemmpémt. In Chile, total unemployment
reached its highest level from 2000 to 2005, sdyeaéfecting people with the lowest
educational level. In both countries the highesicational levels seems to provide more
help in finding employment.

4 Gains from education are not only pecuniary. Theee political and social effects of education
that are as much or even more important than thaceuic ones, but which go beyond the scope of
the present study.
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Table 5.1

Open urban unemployment rate by years of schooling, annual average rate of change

Years Total Between 0 and b From 6 to 9 From 10 to [L2 arfBolder
Contry| Mexico] Chile [ Mexicd Chile] Mexicd Chilel Mexico Child dético| Chile
84-06| 3.95 8.56 2.68 9.02 4.33 9.59 4.36 9.37 3.73 612
84-90| 3.50 10.90 1.60 9.80) 4.30 10.90 3.80 1290 2.40 7180
90-95| 4.40 7.35 3.30 7.25 4.95 8.1% 455 7.40 3.55 5[75
95-00| 3.60 8.97 2.47 11.07 3.90 10.93 3.83 9.40 3.53 5(87
00-08| 3.75 9.50 2.98 10.47 3.88 10.40 4.18 1040 3.60 6|80

Source: Own elab

oration based on: ECLAC: Social Panorama of Latin America, 2009, Statistical Annex, Box 20.

5.3 Emerging employment patterns

In Chile, the employment strategy for poverty rdauc introduced by the Government
aimed at: reducing the vulnerability of the lessi@ted to fall into unemployment and
poverty; bringing about changes in the labour fdogefurther increasing the levels of
education; and as a result of this education, eaging the transition of workers into
higher productivity activities. In Mexico, due tbet low levels of unemployment, such a
strategy would imply raising the quality of emplogm while maintaining the low levels of
unemployment. This requires, in the first placearges in the labour force by improving
education and training among the less educatedchadges in the demand for work,
reducing the high imported content of productiod arports. In both countries, increases

in production should go hand in hand with produttiincreases in order not to reduce
employment.

5.3.1 Employment in low productivity areas

The linkage between growth, employment and poveeguction is stronger when the
demand for labour in higher productivity areasushsthat workers move to these activities
from the lower productivity sectors or branchesthlit happens, the quality, and not only
the quantity, of employment improves and wages gvitw, suggesting that the integration
factor is working for the benefit of the poor (Osm&2003; Islam, 2004; Kahn, 2005). This

seems to be happening in Chile, whereas Mexicoepteshe opposite tendency (Table
5.2).

Once again, we shall illustrate the differencesvbeh the two countries. From 1990 to
2006, the proportion of Chilean workers engagelbw productivity jobs® grew smaller -
from 39.0 to 30 per cent of total employment; inXide it grew larger - from 43 per cent in
1996 to 46 per cent in 2004 - in line with the ewan of wages and productivity upon
which we commented earlier. The largest increasals place amongst, first, the Mexican
wage workers in the private sector, and second,ngmthe self-employed and the
agricultural non-paid family workers. This may bekained by the effect of the reforms
and the liberalization of the agricultural sectorNAFTA (Puyana and Romero, 2009; de
Ingco, 2002; Puyana, 2007). In 2008, employmeniou productivity areas in Mexico
descended to 44 per cent - still remaining highantin Chile. It is to be expected that in
2009 it will grow to record levels pari pasu withet increases in informal activities
(National Statistics Office (INEGI), 2009).

15 ECLAC defines employment in low productivity adties as employment in establishments with
less than five workers, non-paid family workers #ma self employed. See ECLAC (2007).
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Table 5.2  Evolution of urban population working in low productivity activities, in percentages of the
total occupied urban population, 1989-2008
Total Microenterprise Self empleoyes
Employers Wage Workers Domestic and unskilled worker
Total professional non professional | employment Total industry and trade and
and technical nor technical construction services

CHILE

1990 38.9 0.8 10.3 0.9 9.4 7.0 20.9 5.7 14.0
1994 34.6 1.8 9.4 0.8 8.6 6.1 17.4 54 111
1996 34.4 2.0 10.2 1.0 9.2 6.1 16.1 4.2 10.6
1998 34.3 2.6 10.7 1.0 9.7 5.8 151 4.1 10.0
2000 31.8 2.4 8.3 0.8 75 6.3 14.8 4.3 9.7
2003 31.7 24 7.9 0.8 7.1 6.5 14.9 4.8 9.3
2006 30.7 1.7 7.2 0.7 6.5 5.8 15.9 4.8 10.0
MEXICO

1989 2.8 2.7 18.9 3.0 125
1994 3.3 3.8 20.4 4.2 14.9
1996 43.6 3.8 15.7 12 14.6 3.6 20.5 38 15.7
1998 44.0 3.6 15.8 1.0 14.9 4.1 20.5 3.2 16.4
2002 47.1 33 18.3 13 17.0 4.6 20.9 4.2 16.1
2004 45.7 2.3 195 2.0 175 4.9 19.0 35 14.7
2005 42.8 2.4 171 16 155 45 18.8 3.2 15.1
2006 45.7 2.8 18.8 19 16.9 3.9 20.2 3.8 15.9
2008 43.7 3.4 20.5 1.8 18.7 4.6 15.1 2.7 12.1

Source:  Own elaboration based on: ECLAC: Social Panorama of Latin America, 2009, Statistical Annex, Box 18-18.1. The unedited Statistical

Annex was provided especially for this research by ECLAC in January 2009, for which we should like to thank them.

The trends in the Mexican labour market indicatd the drop in unemployment has been
accompanied by a deteriorating quality of the jobig created. Although the reduction of
low productivity employment in Mexico may not hagentributed to any cutback in
poverty, in Chile this may have been an importactdr. In both Chile and Mexico, the
proportion of women working in low productivity agties is considerable larger than for
men, reaching 38 per cent in the former country%hger in the latter.

Some of the differences in the labour dynamicshefttvo countries may be explained by
the reforms. In Chile, there have been increaspsaductivity as a result of policies geared
to particular sectors, especially agriculture. leXi¢o, economic growth and productivity
improvements have been less intensive. Since 18@0clear that the steady growth of the
Chilean economy has brought about improvementakiaur productivity and the quality of

the jobs created. Both trends are evident fronrédection, since 1990, of the proportion
of the economically active population working imi@roductivity activities (Edwards et al,

2002; and Edwards and Edwards, 2002).

5.3.2The weight of the informal sector in the labour

market

The weight of the informal sector in total employmhenay help to understand the
differences in the structure of the labour marleetd the trajectories in wages and salaries
of Chile and Mexico. Table 5.3 shows the differemcthe size of the informal sector of the
two countries. In Mexico, in 1998, the proportidhiformal’® employees as a percentage
of total employment was 2.5 times larger than inleCim the same year. Hernandez Laos
suggests that when the rural sector is considénedyiexican informal sector may reach 70
per cent, which is near the figure estimated fob&0y Puyana and Romero (2009). In

'8 Informal employment is defined as workers witheatial security and labour contract according
to, http://www.ilo.org/public/spanish/bureau/stathload/guidelines/defempl.pdf, item (5).
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Table 5.3

1998, the proportion of informal work amongst thexitan better-educated population
was as high as 30.9 per cent of total employeese whChile it accounted for only 7.44
per cent.

Chile and Mexico, informal sector as percentage of total employment, 1989-2006

Adults (25-64) Youths (15-24)
Total Gender Education Gender
Female| Male Low | Mediurh High Female Mal¢
Chile
1990 21.39 21.36 15.36) 27.9 13.4B 6.0p 36.89 3467
1996 22.03 22.55 17.02 31.5] 15.5f 7.9y 33.92 3193
1998 22.90 23.71 17.46) 33.94 17.1) 7.44 34.85 3544
2000 23.71 24.78 18.26 34.64 18.5f 9.18 39.05 3673
2003 22.45 24.12 17.00 32.34 18.3p 9.9p 39.01 3306
2006 20.21 22.64 14.18] 28.17 16.3B 9.1JL 30.89 3109
Mexico
1998 57.79 49.57 53.97 72.54 38.0f 30.92 59.55 6970
2000 54.80 43.37 51.83 70.41 38.3B 25.44 61.p6 68173
2002 58.83 51.66 54.98 74.64 44.14 27.96 62.64 73|54
2004 60.10 52.44 56.69 75.41 46.6R 32.49 68.R7 73131
2005 61.10 53.82 57.70) 77.03 47.4¢ 34.96 70.57 7350
2006 59.14 51.86 54.71] 75.6 47.0F 29.32 67.08 74183

Source: Own elaboration based on SEDLAC (http://www.depeco.econo.unlp.edu.ar/), consulted on December 2009.

This trajectory is alarming, and may indicate tha labour market in both Chile and
Mexico is moving towards a progressive informalishich covers all workers, especially
new entrants - even those with a university degBse2005 informality among workers

with a high level of education increased in Mexlmp 12 per cent, while in Chile the

corresponding increase was 64 per cent, despiteetbiams to the labour market and social
security policies designed to reduce informality reducing the cost of labour. Salaries
declined, or grew at a lower pace than the econamg,informality increased (Edwards et
al., 2002).

The proportion of informal work in Mexico - 60 peent of employment - is almost three
times higher than that in Chile; therefore, theerplayed by the informal sector in the

labour markets of each country should be differ€he existence of such a large informal
sector, especially in Mexico, suggests that bottnemies can be analysed by using the
models developed for dual economies, where twooeeatoexist: the modern and the
backward sector absorbs the labour that the moskector is unable to employ (Lewis,

1954; Romero and Fernandez, 2002).

Wages in the formal sector are determined for tlages in the informal sector. More
specifically, wages and rents in the formal se@wm fixed in relation to the average
productivity in the informal sector (Puyana and Roop 2009). Increases in total
productivity result from investments and from shiff factors from the backward sectors to
modern sectors, i.e., from informal to formal aitiés. As the theory suggests, an unlimited
supply of labour prevents wage increases, and gaipsoductivity are therefore translated
mainly into higher average capital returns. If nedsk are imperfect, due to a high
concentration of production and distribution, praility gains may not be reflected in
lower prices and in larger demand and productiamsequently, productivity gains may
imply job losses, as explained by Prabhat (2008)

5.3.3 Incomes of workers in low productive activities

In Mexico, the period of fastest economic expangib®95-2000), and average income
elasticity of employment elasticity above one, shoav decline in both minimum and
medium real wages. This may have been an effettteof 994-95 crisis, when employment
fell and real wages deteriorated due to the detialuaf the peso and the inflation that
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followed. In the period 2000-2003, Mexico had ey low economic growth and high
rates of increase in real medium salaries, suggeshat the supply of qualified work
lagged behind the expansion of demand. That se&usible considering the structure of
the population by years of schooling.

The average incomes and wages of workers in lowymtovity activities are, as expected,
lower than the remunerations of workers in high@dpctivity jobs. In total, the incomes
of workers in low productivity activities are 17rpeent below the average income of the
total Chilean workforce, while in Mexico the gap 28 per cent. In Mexico the gap has
widened and in Chile there has been a slight reslucECLAC, 2009a). The big
differences in income between employers and wageeeaare explained by the diversity
in the incomes of professional and technicians. détected two alarming tendencies in
Mexico: first, the increased proportion of emplayee low productivity activities; and
second, the reduction of their incomes, both irohite terms and in relation to average
incomes. Given that 44 per cent of the total Maxiegonomically active population is
engaged in low productivity activities, and thag ghare is increasing, the effects of wages
on poverty levels may be rather low. In Chile, trep is smaller and falling, indicating
improvements in the quality of jobs created.

5.3.4 Gender labour discrimination

The gap in wages earned by women and their grgatdicipation in low productivity
activities indicates discrimination against workimgmen, which is not diminishing despite
improvements in education - more significant amamgmen than among the male
population. We should like to emphasize, first} th& gender gap is larger in Mexico than
in Chile and, second, that conditions have not owed substantially for Mexican female
workers. In fact, the proportion of female workerdow productivity jobs has increased, as
indicated above. In 2008, the labour income ealneiexican women represented only
62 per cent of mens’ income. The gender gap innmecand wages is smaller in Chile.

The discrimination in the labour market by gendeevident when comparing the ratio of
female to male average wages and income, brokem dwmwyears of schooling, as
illustrated in Table 5.4. We should expect thatnasnens’ average years of schooling
increase, there would be less disparities. Howewemen with more than 13 years of
schooling face greater income discrimination thamen with a lower level of education,
and the gap in labour incomes and wages with ggedilicated men is wider. Difficulties
in occupying posts with higher responsibilities amtess to capital and to credit are the
main reasons for this outcome. The difficulty dftaining capital and jobs with higher
responsibilities is revealed also by the differebeaveen the wages for males and females,
which is lower than the income differentials. Oriage, a Chilean female worker earns 14
per cent less than her male counterpart, and thenga diminished by twenty percentage
points since 1990. Gender discrimination in Mexappears to be somewhat higher and
harder to reduce. In 2008, womens’ average labwmamie was 23 per cent lower than that
of mens’, but women with more than 13 years of stihg had a 48 per cent lower wage
than men.
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Table 5.4 Ratio of female to male average wages and income, by years of schooling, 1994-2008 (in

percentages)
Ratio of labour income Ratio of wages
Years education Years education
Total 0-3 4-6 7-9 | 10-14 Over 13 Totql 0-3 4- 7-9 10412 Owr 1
Chile
1994 68 98 70 69 69 55 70 84 68 64 7 5
1998 66 70 63 65 70 54 74 72| 64 7] 7 6
2000 60 75 69 68 67 48 71 82 72 73 7 6]
200§ 70 71 73 65 67 62 86 76| 75 79 7 71
México
1994 57 58 50 72 73 49 68 59 65 8] 8 5
199§ 58 69 68 68 67 47 72 63| 77 79 8 5
2000 58 67 59 55 72 49 72 67| 61 63 84 6
2004 63 59 59 69 74 52 78 66 67 79 8 64
200§ 63 48 59 68 72 56 76 61] 70 74 8 6
2008 62 66 65 66 68 52 77 69 65 7( 7 7

Source: Based on ECLAC: Social Panorama of Latin America 2009, Statistical Annex, Table 23.

6. What lies behind the reduction of poverty?

6.1 Looking for clues for the reduction of poverty in Chile

After acknowledging that both countries have reduyseverty in the past 10 years, we shall
now identify the ways and means each country depldy reach that goal. In so doing, we
shall focus on the last 25 years for which we hawmparable poverty and inequality data.
At first glance, we may discern two different expaces in economic growth. Tabe
suggests that on an annual average, during thedp@880-2008, the Chilean economy
grew faster (5 per cent) than that of Mexico (284 cent).

Table 6.1  Chile and Mexico: Annual average rates of change of GDP, poverty, indigence and income
concentration, 1980-2008

80-08 80-85 85-90 90-95 95-00 00-04
CHILE
Poverty -4.46 -3.28 -3.28 -6.24 -3.88 -5.1(
Indigence -6.52 -7.34 -7.34 -10.1( -3.43 -7.39
GINI 0.09 0.87 -0.45 -0.52 0.75 -1.23
GDP 5.02 2.31 6.81 7.88 5.27 4.22
MEXICO
Poverty 0.94 4.00 4.00 0.61 0.44 -1.89
Indigence -1.59 -1.25 -1.25 11.92 -7.21 -1.18
GINI 0.13 -0.92 3.10 0.13 0.03 -0.49
GDP 2.84 3.23 1.87 2.19 3.51 2.85

Source: Own elaboration based on: ECLAC, Economic Development Division, consulted at http://www.eclac.org/estadisticas/bases/.

Chile cut poverty and indigence in the period 12900, when the rates of economic
expansion exceeded 7 per cent per year, and ageingdhe period 2000-08 but at lower
rates of GDP growth - an effect of the poverty un during the preceding years. In
Mexico, the rates of GDP growth were below 2 pet ciring the period 1985-90, which
brought about increased poverty and extreme powvirdy surpassed the double-digit
figures. From 1990 to 2006, a period during whichremic growth recovered, both levels
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of poverty levels decreased, but at a lower paseeXplained abové during the period
2007-2008, even before the crisis, poverty andggrate increased substantially.

6.1.1 The growth-employment nexus and the reduction of poverty in Chile

Chile’s better performance in poverty reduction rbayascribed to higher rates of growth
and active distributive policies. It is normally pected that higher growth brings about
increases in employment and decreased unemploymamd that the GDP elasticity of
work will be positive. In Chile, the GDP elasticiof employment declined by over 60 per
cent during the period under consideration, i.enemic growth created less employment.
As GDP growth gathered pace, its labour elastidaigclined and unemployment
accelerated, suggesting productivity gains andcan@my that was becoming less labour-
intensive. Khan (2005) suggests that higher GDRtieley of employment “...is the
outcome of the overall incentive system affectihg thoice of labour intensity from
alternative techniques. A high elasticity meanst tttee overall incentive system is
employment friendly. A low elasticity means thate tloverall incentive system is
employment hostile” Khan (2005). We have, thereflareexplore what factors prevented
the Chilean economy from generating more employnaatdt reducing unemployment.
Table 6.2 presents the results obtained.

We estimated the partial elasticity of work witlspect to wages (Khan 2005; Sundaram, et
al., 2002) to explore the role of the labour castshe contraction of labour. During the
period 1980-2003, real average wages increasedoates rate than total employment and
total and per capita GDP. Therefore, wages wefetim® main cause for the faster
expansion of unemployment. From 1980 to 1985, wlhieihe registered its lowest rates of
growth of the entire period, elasticity of employrhevas above the unity, unemployment
grew and wages fell. The labour market adjusteduaimg both salaries and jobs. The
period of the fastest growth of total and per cag@DP was 1990-1995, when GDP
elasticity of work fell to 0.3 per cent, suggestihgt unemployment was low and that no
new labour resources were available. The partialiune wage elasticity of work does not
suggest that wages were key in the decline ofaheur elasticity of GDP. Minimum wages
and medium salaries increased, but less than mitac@DP - thus wages were not the
main reason for the reduction of the job elastioitproduction (see Table 6.2).

17 See Table 2.2.
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Table 6.2  Chile: The growth factor behind the employment elasticity of GDP

Source:

Variable Chile

80-08 80-85 85-90 90-95 95-00 00-04
A% Total GDP 5.02 231 6.81 7.88 5.27 4.22
A% GDP per capita 3.52 0.73 5.03 5.98 3.8 3.1p
A% employment 2.85 2.44 4.87 2.44 1.73 3.34
A% unemployment 3.42 20.19 -7.88 -0.04 6.4 -1.45
A% poverty -4.46 -3.28 -3.28 -6.24 -3.88 -5.1¢
A% indigence -6.52 -7.34 -7.34 -10.1 -3.43 -7.39
A% GFKF 8.58 2.52 15.12 12.33 5.92 9.82
A% Capital per worker GDP 2.18 0.09 1.90 5.32 3.48 0.89
A% GDP intenst of work -1.91 0.58 -1.78 -4.97 -3.24 -0.8¢4
GDP Elastic of employt. 0.57 1.05 0.72 0.31 0.33 0.7p
GDP Elastic of unemployt. 0.68 8.73 -1.16 -0.01 1.2p 40.3
Labour Elastic of medium wages 1.42 -2.0 3.82 0.56 0.88 2.12
Labour Elastic of minimum waggs 1.21 -0.54 3.0¢ 0.4p 00.3 1.24
GFKF Labour elasticity 0.33 0.97 0.32 0.20 0.29 0.34

Own elaboration based on A. Madisson at: http://www.conference-board.org/economics/downloads/TEDQ9I.xls; World Bank: World
Development Indicators 2009; World Bank and ECLAC Statistical Information Service at: www.eclac.org.

Total gross capital formation and the increaseaital per worker suggest that from 1985
onwards, the Chilean economy intensified the useapftal and reduced labour intensity,
despite the fact that average wages grew at a Ipaee than the economy. The evolution
of wages may be related to two factors: the in@@ashe share of informal employment as
a percentage of total employment that took pladehiile during the periods1998-2003; and
the reduction in the share of workers in low prdoMity activities, indicating an
improvement in the quality of the jobs created Hrecapacity of workers to integrate into
this process.

6.1.2 Growth, employment elasticity and poverty

reduction in Chile

How has poverty in Chile been affected by the tseimd GDP growth and the labour

elasticity of the economy? During the period 19802 Chile succeeded in reducing the
number of persons living in conditions of indigeraoed poverty. With poverty in decline,

we might expect that the elasticity of poverty tbRsgrowth should be negative - and that
was the case when there were very high rates of @DWth from 1990 to 2007. The ratio

of the rates of change of indigence to GDP grov¥ahthe whole period, was -1.30. It was
higher than for poverty, which coincided with thajéctory followed by minimum wages,
earned by poor or extremely poor people when thegmployed (see Table 6.3).
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Table 6.3  Chile: The factors behind the reduction of poverty and indigence, 1980-2008

Source:

Variable Chile

80-08 80-85 85-90 90-95 95-00) 00-04
A% Total GDP 5.02 2.31 6.81 7.88 5.27 4.23
A% GDP per capita 3.52 0.73 5.03 5.98 3.80 3.1p
A% employment 3.52 0.73 5.03 5.98 3.80 3.13
A% unemployment 2.85 2.44 4.87 2.44 1.79 3.34
A% GINI 0.09 0.87 -0.45 -0.52 0.75 -1.23
A% poverty -4.46 -3.28 -3.28 -6.24 -3.88 -5.1d
A% indigence -6.52 -7.34 -7.34 -10.10 -3.43 -7.3p
Ratio A%poveryt.A%GDP -0.89 -1.42 -0.48 -0.79 -0.74 -1.21
Ratio A% indigenceA%Total GDP -1.30 -3.17 -1.08 -1.28 -0.65 -1.74
Ratio A%povertyA%employ -1.27 -4.47 -0.65 -1.04 -1.02 -1.63
Ratio A%povertyA%unemploy -1.57 -1.35 -0.67 -2.56 -2.24 -1.53
Ratio A% indigenceA% employt -1.85 -10.00 -1.46 -1.69 -0.90 -2.37
Ratio A% indigenceA% unemployt -2.29 -3.01 -1.50 -4.14 -1.99 -2.21
Ratio A%indigenceA% GFKF -0.76 -2.91 -0.49 -0.82 -0.58 -0.75
Ratio A%povertyA% GFKF -0.52 -1.30 -0.22 -0.51 -0.66 -0.52

World Bank: World Development Indicators 2009; ECLAC Statistical Information Service at: www.eclac.org; and A. Madisson, at:
http://www.conference-board.org/economics/downloads/TEDO9I.xls.

Similarly, we expect the ratio of the rate of charmd poverty and indigence to be negative
when related to employment growth and positive wiedated to unemployment. We found

that during the period 1980-95, the ratios werehbmbsitive because employment and
unemployment as well as poverty and indigence manedtie same direction. Due to the

enormous increase in unemployment from1980 to 1885ratio was lower and indicated

the sensitivity of poverty to unemployment - antbtigh it to GDP growth. Unemployment

grew faster than employment and the other varigiesented in the first section of Table
6.3. In our understanding, unemployment was thenmeason for the increase during this
period. Poverty and indigence are sensitive tooaiag down in growth, as indicated by

the ratios calculated for the period when Chile gaing through a crisis (1980-85).

But even with low growth rates, such as those tegid during the period 1980-85, Chile
managed to reduce poverty, especially extreme povend unemployment. From 1990 to
2008, Chile had high and sustained growth ratesv@en 7.88 and 5.27 per cent), and
succeeded in making substantial cuts in extremeenppvand unemployment. This
economic growth was apparently needed to bring dopen unemployment and to start
curbing informal employment, ceteris paribus. Guggestion about the improvement in
the quality of jobs created and the progressivegiration of workers into better-paid jobs is
reflected in the negative and high value of theorat the changes in poverty and changes
in Gross Capital Formation (GKF), which indicatémtt as investments grew, poverty
declined (See Table 6.4). The increases in GKF@hdle experienced from 1985 onwards
relates to its fast productivity growth, wage andome improvements, and employment
generation (Scott, 1996).

6.1.3 Wages and poverty reduction in Chile

The evolution of poverty and indigence is, as aegalrule, inversely related to real wages.
That, at least, was the case in Chile - throughtitbe periods illustrated in

Table 6.4. The rates of growth of real medium afimum wages declined after the 1990-
95 period, and consequently the value of the raticeased. This diverging path of the rates
of change of poverty and wages may suggest th#tteagduction of poverty gathers speed,
the impact of salaries decline and other variabley contribute more intensively to the

reduction of poverty, such as employment growththededuction of unemployment.
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Table 6.4. Chile: Relations between poverty and real wages, 1980-2008

Variable Chile
80-08 80-85 85-90 90-95 95-00 00-04

A% Total GDP 5.02 231 6.81 7.88 5.27 4.22
A% poverty -4.46 -3.28 -3.28 -6.24 -3.88 -5.1d
A% indigence -6.52 -7.34 -7.34 -10.1$ -3.43 -7.39
A% real averg wages 2.01 -1.22 2.84 4.3 2.9¢ 1.7
A% real minim wages 2.36 -4.48 4.02 6.11 5.7 2.6B
Ratio A%poveryt.A% real aver wages -2.22 2.69 -1.14 -1.48 -1.30 -3.24
Ratio A%poveryt.A% real min. wages -1.89 0.73 -0.82 -1.01 -0.68 -1.90
Ratio A%indigen.A% real aver wages -3.25 6.02 -2.59 -2.31 -1.15 -4.69
Ratio A%indigen.A% real min. wages -2.76 1.64 -1.83 -1.64 -0.6p -2.15

Source: Own elaboration based on World Bank: World Development Indicators, 2009; ECLAC: Statistical Information Service at: www.eclac.org; and
A. Madisson at http://www.conference-board.org/economics/downloads/TEDO9I.xs.

6.1.4 Income concentration and poverty reduction in
Chile

The impact of economic growth on the distributidrircome is another way of trying to
determine the nexus between the evolution of GDPoverty. At the same level of per
capita GDP, higher income concentration leads gbdti poverty: “..countries with higher
inequality levels require a faster growth rate ¢thiave the same poverty reduction than
countries with low inequality” (Lépez and Perry,08). Similarly, inequality delays growth
and creates the conditions for the reproductiorpmferty (Stewart, 1992; Gofii et al.,
2007). In addition, inequality results in an ineiint allocation of resources (Deininger and
Olinto, 2000) and in higher pressures for inconsritiution, which may generate fiscal
deficits and slow down growth. Nevertheless, irséheircumstances, fiscal policy does not
distribute, and often inequality is higher aftexes and fiscal expenditure (Alesina, and
Perotti, 1996; and Alesina and Rodrick, 1994; Léped Perry, 2008).

Latin America is the region with the highest incos@ncentration in the world, second
only to sub -Saharan Africa (World Bank, 2008)that context, Chile and Mexico, with a
Gini coefficient that in 2005 reached 58.2 and 52e8pectively, rank amongst the Latin
American countries with a relatively high concetitna of both property and income

(Lopez and Perry, 2008). In the 1970s Chile wasy #rgentina, the country with the most
egalitarian income distribution. In 1970, the Gagiefficient of income concentration was
50.1 in Chile and 58.3 in Mexico. When the debsisrexploded, in 1982, the Chilean Gini
coefficient escalated to around 55 per cent, wthite of Mexico went down to 46 per cent.
In Chile, the increases in the concentration obme resulted from the economic model
introduced by the military regime; this consistedimty of the partial reversal of the land

reform, privatization, the radical liberalizationf ¢he foreign trade regimes, fiscal

adjustment — all of which engendered unemploym&hiese same factors explain the
growth of the Mexican Gini coefficient after thebdecrisis in the early 1980s. After the

period 1980-85, Chilean inequality started dectinimainly thanks to the distributive

policies initiated by President Aylwin, the headtbé first democratic Government after
the military regime. Table 6.5 shows that desgie distributive actions taken by Aylwin

and the following presidents, income concentratimreased by 0.78 per cent during the
period 1990-95, which had relatively lower annuarage rates of GDP. We expect the
rates of growth of the Gini coefficient and empl@mhto move in opposite directions and
the resulting ratio to be negative. That is gemetalie, but not for the period 1995-2000
when GDP decelerated in relation to the two previperiods and employment generation
was very low ( Table 6.5). During the 2000-08 péyithe ratios were once again positive,
thanks the considerable generation of employmedtoaspite the rather lower economic
expansion.
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It is assumed that a reduction in unemploymentddadess income concentration, and a
consequent positive ratio of changes in the Gimiffaent and unemployment - and this

indeed was the outcome throughout most of the geBut the period 1990-95 was an

exception, due to high rates of increases in tatadl per capita GDP. Employment

expanded at a faster pace than unemployment, asiididhum and medium real wages,

resulting in the decrease of the Gini coefficiatdspite the increases in unemployment.
Finally, we assume that the reduction of povertgt andligence is positively related to the

reduction of the Gini coefficient, and the ratiolde positive. This was the case for two
periods - 1990-95 and 2000-06. The first witnesbedhighest growth recorded, and the
second experienced lower growth; however, sinceitlseme concentration had been
reduced in the previous years, smaller rates oWilrovere required to further reduce

poverty (LOpez and Perry, 2008).

Table 6.5  Chile: Annual rates of change in the Gini coefficient of income, 1980-2008

Variable Chile

80-08 80-85 85-90 90-95 95-00] 00-0§
A% Total GDP 5.02 231 6.81 7.88 5.27 4.2
A% GINI 0.09 0.87 -0.45 -0.52 0.75 -1.23
A% poverty -4.46 -3.28 -3.28 -6.24 -3.88 -5.1(
A% indigence -6.52 -7.34 -7.34 -10.1 -3.43 -7.3p
A% employment 2.85 244 4.87 244 1.73 3.3
A% unemployment 3.42 20.19 -7.88 -0.04 6.47 -1.45
RatioA% GINI/A% GDP 0.02 0.38 -0.07 -0.07 0.14 -0.29
RatioA% GINI/A%employ 0.03 0.36 -0.09 -0.21 0.43 -0.37
RatioA% GINI/A%unemploy 0.03 0.04 0.06 12.00 0.12 0.85
RatioA% GINI/A% GFKF 0.01 0.35 -0.03 -0.04 0.13 -0.12
Ratio A% povertyA% GINI -50.21 -3.76 7.22 11.96 -5.16 4.16
RatioA% indigenceA% GINI| -73.33 -8.40 16.14 19.37 -4.56 6.02

Source:  Own elaboration based on Word Bank: World Development Indicators 2009; ECLAC: Statistical Information Service at: www.eclac.org; A.
Madisson at: http://www.conference-board.org/economics/downloads/TEDQ9I.xls.

6.2 What lies behind the reduction of poverty in Me  xico?
6.2.1The growth- employment nexus and the reduction of poverty in Mexico

Mexico presents a different picture: lower rategmwth, weak productivity expansion and
a labour market characterized by low unemploymdatlining real wages and growing
informality. Nevertheless, poverty, indigence amttoime concentration declined, as
illustrated previously. Table 6.6 presents the GiMaticity of work and the elasticities of
labour in relation to minimum and medium wages ndapital formation. For the entire
period under consideration, the Mexican economygtan annual rate of 2.84 per cent.
That is lower than Chile and below the rates somtbas consider as the minimum to
reach substantial reduction in poverty (Moreno-B&@08). In order to reduce poverty by
half, Mexico should grow at 5 per cent annuallyriréadez Laos, 1999).
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Table 6.6

Mexico: The growth factor behind the employment elasticity of GDP

i Mexico
Variable

80-08 80-85 85-90 90-95 95-00 00-04
A% Total GDP 2.84 3.23 1.87 2.20 3.52 2.84
A% GDP per capita 1.15 0.92 -0.13 0.32 1.91 1.7p
A% employment 2.85 3.78 3.73 1.95 3.06 1.74
A% unemployment 4.91 6.69 -8.14 19.61 4.74 5.40
A% poverty 0.94 4.00 4.00 0.61 0.44 -1.89
A% indigence -1.59 -1.25 -1.25 11.92 -7.21 -1.18
A% GFKF 3.89 0.47 3.45 1.97 6.30 4.78
A% Capital per worker GDP -0.02 -0.56 -1.8( 0.19 0.4 1.08
A% GDP intenst of work 0.08 0.69 1.91 -0.15 -0.3 -1.0p
GDP Elastic of employment 1.00 1.17 2.00 0.84 0.8y 0.3
GDP Elastic of unemployment 1.73 2.07 -4.34 8.94 1.36 019
Labour Elastic of medium wagej 12.04 -0.7 5.0 0.66 451. 0.83
Labour Elastic of minimum waggs -0.71 -0.61 -0.5p -0.36 -0.75 -5.20
GFKF Labour elasticity 0.73 8.11 1.08 0.99 0.49 0.3

Source:  Own elaboration based on World Bank: World Development Indicators 2009; ECLAC: Statistical Information Service at: www.eclac.org; A,
Madisson at: http.//www.conference-board.org/economics/downloads/TEDQ9I.xIs.

Unemployment appears to be more sensitive to clsaimy&DP, although in an inverse
direction. For instance, when the growth rate @& Mexican economy declined to an
annual 1.87 per cent during the 1985-90 periodmph@yment decreased by 8 per cent.
This might have been the result of the drastic ifalteal wages, which then boosted the
participation rate. This effect is consistent wiitle increase in the informal sector and the
proportion of workers in low productivity activise The low rate of investment per worker
also indicates rather weak productivity growth. €ary to what we have concluded for
Chile, Mexico is not moving towards an overall impement in the quality of work.
Employment has not moved from poor quality, lowdurctivity, and badly paid jobs to
better employment conditions (see table 6.6). T two periods (1990-95 and 2000-
08), during which real medium wages increasedlagher speed than total and per capita
GDP. However, real minimum wages dropped, as didPGdbour elasticity. The partial
labour elasticity of real minimum wages, illustchie Table 6.6 (line 5), is systematically
higher than that of real medium wages, with theepkon of the period 2000-08, when
there was a negligible reduction in the minimum &agd a very high increase in medium
wages - which may have triggered the 14 per camease in unemployment (see Table
6.6).

6.2.2 Economic growth, employment elasticity and poverty reduction in Mexico

In Mexico, the period 1990-95 was the most critizalterms of poverty and income
concentration (Table 6.7), when poverty levels éased by 230 per cent. Poverty and
indigence only declined in a sustained way afte®6l9Hernandez Laos, 1999). The
contraction of poverty accelerated during the me#600-06, which cannot be explained by
the rather weak growth rates of the economy, asated by the ratios of both variables to
GDP growth. The ratios between poverty reducticsh thie changes in employment had the
expected negative sign and their value tended de#@se, since the reduction in poverty
was higher than the increases in employment. Thatmot the case with unemployment. In
1990-95 a high increase in unemployment coincidéd @ mild reduction in poverty and
indigence, resulting in a large ratio of povertgdandigence) to unemployment.
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Table 6.7 Mexico: Some factors behind the reduction of poverty and indigence, 1980-2008

Variable Mexico

80-08 80-85 85-90 90-95 95-00 00-0§
A% Total GDP 2.84 3.23 1.87 2.20 3.52 2.84
A% GDP per capita 1.15 0.92 -0.13 0.32 1.9 1.7p
A% employment 2.85 3.78 3.73 1.95 3.04 1.7
A% unemployment 491 6.69 -8.14 19.61 4.74 5.49
A% GINI 0.13 -0.92 3.10 0.13 0.03 -0.49
A% poverty 0.94 4.00 4.00 0.61 0.44 -1.89
A% indigence -1.59 -1.25 -1.25 11.92 -7.21 -1.18
Ratio A%povertyA%GDP 0.33 1.24 2.14 0.28 0.12 -0.65
Ratio A% indigenceA%Total GDP -0.56 -0.39 -0.67 5.42 -2.05 -0.41
Ratio A%povertyA%employ 0.33 1.06 1.07 0.31 0.14 -1.03
Ratio A%povertyA%unemploy 0.19 0.60 -0.49 0.03 0.09 -0.34
Ratio A% indigenceA% employt -0.56 -0.33 -0.33 6.11 -2.36) -0.64
Ratio A% indigenceA% unemployt -0.32 -0.19 0.15 0.61 -1.5¢ -0.23
Ratio A%indigencetA% GFKF -0.41 -2.67 -0.36 6.06 -1.14 -0.25
Ratio A%povertyA% GFKF 0.24 8.58 1.16 0.31 0.07 -0.39

Source:  Own elaboration based on World Bank: World Development Indicators 2009; ECLAC: Statistical Information Service at: www.eclac.org; A.
Madisson at: http://www.conference-board.org/economics/downloads/TEDQ9I.xls.

6.2.3 Wages and the elasticity of poverty reduction in Mexico

As regards the relation between poverty reductimhaages, the picture is as follows. As
we mentioned in Chapter 1, real minimum wages pe#d after the introduction of the
new economic model, while medium real wages staghathat trend can be observed in
the first column of Table 6.8.

Table 6.8  Mexico: Relations between poverty and real wages, 1980-2008

Variable Mexico

80-08 80-85 85-90 90-95 95-00 00-09
A% Total GDP 2.84 3.23 1.87 2.20 3.52 2.84
A% poverty 0.94 4.00 4.00 0.61 0.44 -1.85
A% indigence -1.59 -1.25 -1.25 11.92 -7.21 -1.18
A% real averg wages 0.24 -4.83 0.74 3.01 -2.12 2.947
A% real minim wages -3.99 -6.18 -7.12 -5.63 -4.0Y -0.35
Ratio A%povertyA% real aver wages 3.98 -0.83] 5.42 0.2¢ -0.21 -0.45
Ratio A%poverty.A% real min. wages -0.24 -0.65 -0.56 -0.11 -0.11L 5.3p
Ratio A%indigen.A% real aver wagesg -6.72 0.26 -1.69 3.94 3.4Q -0.94
Ratio A%indigen.A% real min. wages 0.40 0.20 0.18 -2.13 1.77 3.4

Source:  Own elaboration based on World Bank: World Development Indicators 2009; ECLAC: Statistical Information Service at: www.eclac.org;
A. Madisson at: http://www.conference-board.org/economics/downloads/TEDQ9I.xIs.

During the period 1985-90, Mexican economic grow#s weak (1.87 per cent); minimum
wages collapsed by 7.1 per cent and medium saleréesased by 0.74 per cent. At the
same time, poverty and indigence increased. Thdindeof the real minimum wage
explains, at least partially, the rise in indigersce poverty that occurred from 1990 to
1995, even after economic growth had resumed. Tésigty of poverty in relation to
minimum wages suggests that wages and salarigwathe main reason for the evolution
of indigence or poverty, and they do not explaire tbthanges in employment or
unemployment.

6.2.4 Income concentration and poverty reduction in Mexico

The high income concentration in Mexico starteddezline quite late, in the present
century, when - for the first time since 1985 - @iai coefficient dropped. In 2000-08, the
GDP elasticity of the Gini coefficient was -0.17hish was lower than the value resulting

49



from the elasticity of the Gini coefficient in réilan to employment. The diverging signs of
these elasticities suggest that Gini is more resgento job creation than to the GDP
trajectory. Surprisingly, the value of the ratioueemployment was quite low and did not
present the expected sign since, during the pedoderned, unemployment grew at a rate
that exceeded the changes registered in the Gafficent or GDP. Unemployment does
not affect the Gini coefficient, as do the otherialles, because poor and extremely poor
people are not among the unemployed and becawméesahre relatively low. Considering
the characteristics of the Mexican labour market the labour force, distributive measures
are therefore extremely important to reduce incoraquality (see Table 6.9).

Table 6.9  Mexico: The evolution of the Gini coefficient of income concentration; annual average rates of
change, 1980-2008

Variable 80-08 80-85 85-90 90-95 95-00 00-08
A% Total GDP 2.84 3.23 1.87 2.20 3.52 2.84
A% poverty 0.94 4.00 4.00 0.61 0.44 -1.85
A% indigence -1.59 -1.25 -1.25 11.92 -7.21 -1.1
A% real averg wages 0.24 -4.83 0.74 3.01 -2.12 2.17
A% real minim wages -3.99 -6.18 -7.12) -5.62 -4.0Y -0.3b
RatioA% GINI/A% GDP 0.05 -0.28 1.66 0.06 0.01 -0.17
Ratio A% GINI/A%employ 0.05 -0.24 0.83 0.07 0.01 -0.27
RatioA% GINI/A%unemploy 0.03 -0.14 -0.38 0.01 0.01 -0.09
RatioA% GINI/A% GFKF 0.03 -1.97 0.90 0.07 0.00 -0.10
Ratio A% povertyA% GINI 6.99 -4.35 1.29 4.66 17.15 3.78
Ratio A% indigenceA% GINI -11.80 1.35 -0.40 90.49 - 2.41

Source:  Own elaboration based on World Bank: World Development Indicators 2009; ECLAC: Statistical Information Service at: www.eclac.org; A.
Madisson at: http://www.conference-board.org/economics/downloads/TED0II.xls.

6.3 Social expenditures and income concentration

Growth-generated resources are used by societyotade services to the poor to enhance
their capabilities (Osmani, 2003). The extent tachta proportion of taxes are earmarked
to finance thesocial provisiondepends upon each country’s social contract. Today
political changes have occurred that have altehedcontent of economic policies - and
society considers as normal levels of poverty acdme concentration that some years ago
would have been morally unacceptable. Precaridos amd low wages are accepted as the
expression of the market and as rational decistbresach person (Atkinson, 1999). In the
liberal model, low taxation is the requisgime qua noro guarantee high rates of return to
capital and, with the same objective, labour refbaimed at reducing the costs of labour.
The liberalization of trade and capital accountsehintensified the tensions between
mobile and immobile factors of production, betweapital and labour, and between highly
gualified and unqualified workers. The elasticifysoibstitution of unqualified labour by
better-educated workers has risen. All these psaselsave reduced the income elasticity of
the demand for labour (Bulmer-Thomas, 1996; Faiag 2004; Atkinson, 1999)

In this context, social expenditure aims at redgdine inequalities of primary income
distribution, and raising the quality of the labdarce “...so as to enhance their various
capabilities”. If accurately designed, public emgiture in education and health will
broaden the integrability factor that will increa%e.the correspondence between the
structure of opportunities that are opened up aerdstructure of capabilities possessed by
the poor” (Osmani, 2003).

The principal thrust of tax and fiscal reforms watended to: reduce the maximum tax

rates on capital and income; increase value addexst and eliminate the zero tax on food
and medicines. In addition, liberalization redudesdal income. The reduction of fiscal
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expenditure, especially public investments, mayinish growth capacity and the ability to
compete, with negative repercussions on employment.

Since 1990, public expenditure per head has ineceasChile and Mexico. Both countries
have given priority to funding education, and th&s increased more than expenditure on
health on several occasions (see Table 6.10). f@edpe fact that Mexican social
expenditure per head is higher than in Chile, iscentage of both GDP and total
expenditure is similar in both countries. This ismising since the Mexican population is
considerable larger.

In Chile, the greatest effort in social public emgiture was made during the period 1990-
2001 and decelerated thereafter (2004-05). In looilmtries, social expenditure, as a
percentage of GDP, remained constant, which sugdlat the resources devoted to the
accumulation of human capital grew alongside tr@nemy. This was particularly the case
in Mexico from 2000 to 2001 and in Chile from 20@42005. Social expenditure follows
the economic cycle and, in GDP downturns, socigkeriture may fall more sharply than
the economy (Table 6.10).

The increases in social expenditure as a propordbriotal expenditure are of little
relevance in evaluating its distributive effeciace total public expenditure has contracted
as a percentage of GDP. One way to measure thatdstavhich social expenditure is
distributive is to relate social expenditure aseacpntage of GDP to the proportion of
persons living in poverty or in extreme poverty ditions. If the quotient is higher than
one, distribution is taking place. If the quotiaguals one, social expenditure is neutral
(Steward, 1999). From the incidence of poverty xedepresented in Table 6.9, it is clear
that social expenditure as a proportion of GDRwger than the extreme poverty incidence
index and therefore is not distributive. If the wetion of total poverty is the target, social
expenditure should be several times larger thdrast been. Nevertheless, both countries
have put in motion other programmes for povertg\adition, which should be taken into
account if we want to have a full picture of thepat of social policies.

Table 6.10  Social expenditure in Chile and Mexico, per capita, and as a percentage of GDP and total
public expenditure, 1990-2008
Chile México
Education Health Total Education Health Total
Per capit Per capit
1990/1991 76.50 62.00 138.50 129.00 146.50 275.50
1994/1995 107.00 96.50 203.50 199.50 117.50 317.00
2000/2001 194.50 144.00 338.50 226.50 131.50 358.00
2004/2005 197.50 156.00 353.50 229.00 152.50 381.50
2006/2008 215.67 185.00 400.67 280.33 194.67 475.00
Percentage of GDP Percentage of GDP

1990/1991 241 1.95 4.36 2.60 2.94 5.54
1994/1995 2.61 2.36 4.97 3.94 2.32 6.26
2000/2001 3.93 291 6.84 3.91 2.28 6.19
2004/2005 3.54 2.80 6.34 3.80 2.52 6.32
2006/2008 3.57 3.07 6.63 4.03 2.80 6.83

Percentage of total public spending Percentage of total public spending
1990/1991 11.63 9.42 21.04 16.45 18.64 35.09
1994/1995 13.55 12.20 25.75 23.62 13.89 3751
2000/2001 17.61 13.03 30.64 24.65 14.37 39.01
2004/2005 18.14 14.32 32.46 21.74 14.44 36.18
2006/2008 18.26 15.72 33.98 21.43 14.88 36.31

Source: ECLAC, on the basis of information from the Commission's social expenditure.
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In general, throughout Latin America, fiscal polisymuch less distributive than in Europe
and other regions of the world. The deep roots atinL American economic and social
inequality go back to the colonial institutions, inkg the high concentration of land
property (Lewis, 2003; Engerman et al., 2000; Acgimet al., 2001; OECD, 2006). Assets
concentration should not be the only determinanhcdme distribution, and fiscal policy
should aim to reduce disparities and improve thgab#ities of all citizens to work and
obtain better living conditions. In Latin Americthis is not the case (Lopez and Perry,
2008). Direct and indirect taxes and cash transte® have little effect on market income.
Market income is “. largely determined by market rewards to the priassets and efforts
of individuals, and by the underlying distributiarfi those private assets” (Gofii et al.,
2007). Income, after taxes and transferences,nd knd in cash, is almost the same as
market income. In Chile and Mexico, the countrieshwthe most distributive fiscal
policies, the difference between the Gini coeffitief the market and disposable income is
1.5 per cent; in Europe the difference is 12 pet oa average (Goiii et al., 2007).

Fiscal expenditure on education, health and caststerences do help to reduce the Gini
index of income concentration. During the perio®@06, the reduction of the Gini was
0.32 in Chile and 1.22 in Mexico. Given the low GRRsticity of the Gini, we may
assume that the main factor for the reductionsequality were fiscal policies, mainly cash
transferences. These transferences support consamahd have little effect on the
concentration of assets. Some of these transfeseareegiven to poor families on condition
that their children regularly attend school and argd periodical health controls.
Programmes of this kind are investments in humapitalaand their effects on income
concentration and poverty are only measurable tredeneficiaries join the labour force.
In Mexico, more children who finish the secondachal programme “Oportunidades”
tend to migrate to the United States than those lvdve not been on the programme. These
programmes alleviate poverty but do not affect meaoncentration.

Distributive policies have played an important rolethe poverty reduction registered in
Mexico and in Chile. These programmes, togethen tine recovery of GDP growth, were
effective in Chile for bringing down the levelsiotligence by almost three-quarters at the
beginning of the present century. Mexico has redumere intensively the concentration of
income and only cut poverty by one quarter, at tmast. In the period 2005-6, the
incidence of poverty in Mexico was similar to thadtChile during the first years of the
1990s. Lower GDP, declining real salaries and wealductivity growth may help to
explain such a different outcome.

Overall, we can conclude that the main explanatwrthe reduction of poverty in Chile
and Mexico - but much more so in the case of tlterla are not the variables related to
growth and to the employment intensity of the ecoyoln effect, the labour intensity of
the product has declined in both countries. In &€hihere has been a relative increase in
productivity, but not so much as to be the motdnifme poverty reduction. In Mexico,
productivity has stagnated. Poverty reduction itateel to policy factors, such as
expenditure in health and education, despite tbetfet the redistributive elements of the
fiscal policy are not so strong.

7. Conclusions

This paper analyses the economic trajectories dfeGimd Mexico and the relations
between economic growth and poverty reduction tiinothe generation of employment.
Chile and Mexico are medium-income developing coest which liberalized their
economies after a severe economic crisis. Chilmalidled the import substitution model at
the beginning of the 1970s, and Mexico did the samtihe 1980s. Both countries have
fully liberalized the movement of goods and capitahd reduced the state interferences in
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the market by selling all the state companies afrarnh oil and copper. The North
American Free Trade Agreement (NAFTA), signed bg thnited States, Canada and
Mexico entered into effect in 1994; Chile joined 2005. After these reforms, both
countries registered a severe increase in povadyreequality.

In 1970 17 per cent of the population in Chileetivin poverty and 6 per cent in extreme
poverty. After 1973, income concentration and ptykxvels more than doubled. In 1990
almost 39 per cent of the population lived in powand 13 per cent in extreme poverty. A
systematic reduction in poverty levels started raft®90, once the social policies
implemented by the democratic regime started to fvad. In 2006, poverty affected 13.7

per cent of the population and extreme poverty 2 cent. In 2005, and despite the
reduction in poverty, the income concentration hvdt Gini coefficient of income of 58.5

per cent, remained above the 1970 level (50.1 qmat).c

In 1970, a higher poverty incidence affected theytation in Mexico, where nearly 34 per
cent lived in poverty and 18 per cent under extrgroeerty conditions. Poverty levels
increased up to 1996, when almost 53 per centeoptipulation lived in poverty and 22 per
cent in extreme poverty. After 1998, both poventyg @xtreme poverty declined. By 2008,
34.8 per cent of the population were living in pdyeand 11.2 per cent under extreme
poverty conditions. In 1970, the Gini coefficierasv49 per cent, and it reached 52 per cent
in 2008. Chile and Mexico have reduced povertyrtmitinequality.

The poverty reduction achieved by both countriesafaumber of years was not enough to
compensate for the almost two “lost decades” -taedinancial crisis that erupted in 2008-
09 reversed the trend; poverty and income condemrhave once again intensified.

The findings of the present study, which explaims tariables linked to the reduction of
poverty in Chile and Mexico, contribute to the imjamt ILO-SIDA studies on the
“growth-employment-poverty nexus”, under the ILO-DR programme “Promoting
Employment for Poverty Reduction”. Several of tkadusions drafted in this work match
the findings of some of the ILO-SIDA studies, suhthose carried out in India, China,
Bangladesh and others. We might therefore sugbasthe findings have a more general
application.

The Chilean and Mexican economies differ in maryeats but are similar in others. The
comparative analysis sets out to illustrate difieess and similarities and to find the
influence of each of them in the diverging patteythave followed. The Chilean economy
stagnated during the ISI process, while Mexico steged the highest rates of growth in
more than a century. After implementing the newnecoic model, the Chilean economy
started growing at rates never before registerdilsiMexican GDP decelerated and has
so far not recovered the rates it recorded duhegeriod 1950-80.

The population and economy of Chile are severatgismaller than those of Mexico. Chile
achieved low rates of population growth early ia third decade of the twentieth century,
and Mexico had high rates of demographic growthaiphe end of that century. At the

beginning of the 1970s, Chile had the lowest Ginliex of income concentration of any
country in Latin America, similar to that of the itbd States. Mexico had a higher income
concentration but reduced it up to 1985. With tben@mic reforms in the mid 1970s, Chile
embarked upon a radical liberal model, with a fl@tper cent tariff on imports and very
low income and personal taxes. However, it suffereldep economic crisis in 1982, which
forced the Government to revise the model. It ihiied reforms in the tariff tax schedules
and devaluated the currency. Years later, Chileodhiced partial control of capital

movements to harness capital flows volatility. Imet1990s and after the return to
democratic rule, the Government enforced socialicigsl to deal with the intense

concentration of income. On account of its highwgtorates during the past 15 years, its
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solid institutions and considerable poverty reductiexperts of multilateral organizations
and academic circles consider Chile an examplewdlbmanaged economy.

Mexico presents another story altogether. The ssboe governments since 1982 have
fully liberalized the Mexican economy, and it haseb deeply integrated into the US
economy. The growth rates of the economy have desappointing, well below the level
required to create formal employment and reducesqigy Minimum and medium real
salaries have declined considerably. Employmelutwsbecause of the considerable rise of
informal labour. Poverty has decreased somehoverfaban in Chile, because of the
remittances of the Mexicans working in the Unitedt&s and the programmes of poverty
mitigation. The fact that in 2009 the financial sisi hit Mexico harder than any other
country has put the model under severe scrutiny.

Contrary to what the structural reforms and libeeglon measures promised, the tradable
sectors are not gaining weight in the structurthefeconomies of Chile and Mexico. By no

means does the 2006 contribution to GDP of thee@hiland Mexican tradable sectors
correspond to the countries’ level of developménshows rather a premature decline in
their contribution, which does not correspond te tiormal process of development. The
decline of agriculture began in the 1940s, with ithport substitution model. For several

reasons, the reforms of the 1980s did not revdrisedecline. These reasons include: the
speed of liberalization; the urban bias of the maconomic policies; the chronic deficit in

public and private investments; and the distortddragricultural prices induced by the

policies of the developed countries. Today, atltbginning of 2010, it is evident that the

food crisis is the result of the economic policiegplemented in both developed and

developing countries.

For countries such as Mexico and Chile, there appodunities to reverse the

discrimination against agriculture and to incredbee sectoral contribution to GDP,

somewhere near the “Chenery ndrriligh agricultural prices do not imply that incsea

in production will reduce prices and incomes. Hgilag the volume of production and at
the same time increasing productivity will createptoyment and incomes in rural areas
and reduce poverty. It is possible - and advisabieformulate policies aimed at expanding
the agricultural sector, as a process of “agricaltinvolution, an increase in agriculture’s
share of employment when industries and related emmodhctivities failed to absorb

labour...” (Khan, 2005). GDP growth in agricultur@timaintains present employment and
increases productivity will raise incomes and,he tmid-term, reduce migration to urban
areas. With increased productivity, the process mait be negative at all. This strategy is
valid for both countries, but more urgent in theecaf Mexico.

Productivity is at the core of the differenceshe pattern of economic growth of the two
countries studied in the present work. Chile hasiagad to increase total and sectoral
productivity and outperformed Mexico. The causeshef diverging paths of productivity
are manifold. They include: reforms introducedhe Chilean banking system early in the
twentieth century; educational levels; and morerisive investments, both as a percentage
of GDP and per worker. Another important elemerthé geographical diversification and
the structure of Chilean foreign trade. Chileanagigpare more concentrated in resource-
based products. In addition, Chilean agricultureamplementary to that of its principal
markets: developed countries located in the namthegmisphere. Mexican agriculture
competes with US agriculture in the sense thatradpces the same tradable goods
(especially corn, wheat, rice, cotton, fruits aegetables) at different costs.

The changes of labour amongst sectors, and betwenprincipal divisions of the
manufacturing sector, do not indicate that labaurmigrating from low productivity
activities to the higher productivity sectors. &tf, the movement has been from agriculture
to construction, the sector with the second lowestiuctivity. In both countries, mining is
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the sector with the highest productivity but itdapital-intensive and, during the period
analysed, it did not generate employment. Manufastrank second in productivity but, as
in the case of mining, it has failed to absorb lab&hile registered improvements in the
quality of employment and labour incomes in thakareas that Mexico failed to do.

The new entrants to the fast growing urban laboanket are inflating the informal sector.
This does not imply, however, that poor workers] trose expelled from agriculture, have
the qualities required to integrate into the growtbcess. Therefore, productivity gains
from movements of factors of production are ratbeall and the impact on poverty is
limited. Taking the Standard International TradedSlfication (SITC) two-digit level of
the manufacturing sector, labour has not movedhéohigh productivity branches — or to
activities linked to the highest exports. All thedements explain why manufacturing has
not attracted labour in a more intensive way.

The long-term models analysing the variables erpigi the growth of employment and
GDP suggest that in both countries the principatdia behind employment are GDP
growth and investments as Gross Capital Format®kKFH) in percentages of GDP. In
Chile, growth and investments have been more intersnd sustained than in Mexico,
where investments stagnated at 19 per cent of GI¥Bstments per worker have increased
in Chile while declining in Mexico. Two other facty albeit not so significant, have
contributed to growth: education and inflation.Miexico, in addition to GKF, the growth
rates in the United States can have a strong imfli®n the growth tendencies of GDP and
employment. The import and export coefficients a@ significant. The share of
agriculture in GDP and the urban population asragmgage of the total is significant and
positive in Chile, while in Mexico the GDP and emghent respond more to imports and
primary education.

In both Chile and Mexico, the employment elasti@ofyGDP has been falling since the
1980s - and with it the labour intensity of the mmmy. The problem is that in Mexico

these changes occurred while productivity was stiigg and salaries declining. In

Mexico, the reduction of the labour intensity oé thconomy takes place in the framework
of very low (around 3 per cent in normal times) mpmemployment, while in Chile the

lowest rate of unemployment is around 8 per certhefworking force. One factor behind

the reduction of employment has been the contmaatfothe rate of participation in the

EAP, which is considerable higher in Mexico.

The increase in employment alongside the declinsatdries has resulted in a negative
wage elasticity of employment that has fallen dyitime period under examination. Salaries
are not therefore the main reason for the reduabibthe labour intensity of the two
economies. Capital intensity has increased in Gimte Mexico.

There are a number of factors that may explain weak nexus between growth,
employment and incomes in Chile and Mexico. Som¢hese lie in the structure of the
labour market, as well as the deep differenceddircational levels between women and
men and amongst rural and urban areas. Large saifttine working force are engaged in
low productivity activities and their earnings abelow those of workers in higher
productivity jobs. The problem is that the sharemoirkers in low productivity activities
has remained stable in Chile, despite high ratescohomic growth, and has increased in
Mexico, due to feeble growth.

Both countries have improved the educational lewe#lghe workforce. The economic

effects of investments in human capital have be#erent. In both countries, the reduction
in poverty relates to income concentration, in $kase that higher levels of income and
wealth concentration require faster rates of ecangmowth to reduce poverty.
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In Chile, economic growth has supported the redocif poverty in two ways: by
improving salaries thanks to increasing produgtivéind by providing the fiscal resources
to finance targeted and conditioned poverty prognasm While Chile has registered
increases in productivity and in salaries, Mexigaoductivity has not improved and
salaries have deteriorated more sharply in Mextien in Chile.

Since growth in Mexico has been sluggish, povestuction has more to do with factors
not directly related to the pattern of growth. Téndactors include: the remittances of
Mexican workers in the United States; the effectstie poverty-conditioned social

programmes; and the considerable decline in pdpualarowth rates. The fiscal policies
implemented in Mexico are not the result of a dog#ct to reduce poverty and inequality
through progressive taxation and fiscal expendiasethey are in Chile. The enormous
Mexican fiscal oil revenue has financed social prognes, which are marginal in the
structure of total public expenditure. Chile hasugea stabilization fund out of the copper
windfall to finance social expenditure and prevenbnomic stagnation, which helps to
explain Chile’s better economic performance in 2009

Whether the present model of social policies asdafi expenditure to reduce poverty and
inequality will survive economic contraction rem&ito be seen. The 2009 crisis resulted in
increased unemployment, contracted real salaries raduced fiscal income; it also
aggravated the food dependency situation. In asg,dae recommendation is to build the
conditions for the creation of better jobs on at@nable basis. Social policy should be a
central part of the economic model and not, as tbday, a complement to alleviate the
pervasive effects of economic growth on the majaftthe population.
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Annexes

Annex 1: The determinants of employment creation
in Mexico and Chile

To explore the long-term determinants of employngamteration in Chile and Mexico, we estimated a
model based on the Solow-Swan model, modified a@uegrto Mankiw, Romer and Weil (1990).
The following expression allows us to relate emplent generation to growth variables:

o:ﬂ+£o+”o+7lo+¢inw+6+
R e L s S i L s e e S e

In estimating the employment model for each of twe countries, the dependent variable is the

employed population (PO) and the independent viasadre the same as in the growth model, presented
below. We selected the most significant variables @rrected multicolinearity.

The variables for the models are:

GDP: Gross Domestic Product, expressed in dolia?9@0.

GFCF: Gross Fixed Capital Formation, expresseabilac of 2000.

PO: Occupied Population.

HPRI: Population enrolled at the primary level dtieation.

HSEC: Population enrolled at the secondary leveldofcation.

HTER: Population enrolled at the tertiary levekdiication.

KH: Human capital = HPRI+HSEC+HTER.

AGRO: Agriculture GDP as % of total GDP.

MANUF: Manufacture GDP as % of total GDP.

XP: Total exports as % of GDP.

MP: Total imports, as % of GDP.

GOVCONS: General government final consumption eggare as % of GDP.
COPPER: Copper price at the London Stock Exchange

INFL: Annual inflation.

Qil: Oil price.

USA: GDP of United States expressed in dollars0ff2

GDP_1: GDP in previous year, expressed in dolla2000. Lag variable.
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Table A.1. Variables explaining employment changes in Chile and Mexico, 1908-2004

Chile

Dependent Variable: DPO
Method: Least Squares
Sample (adjusted): 1967-2005

México

Dependent Variable: DPO
Method: Least Squares
Sample (adjusted): 1967-2005

Variable Coefficient t-Statistic Variable Coefficten  t-Statistic
C -0.024966 -1.66465 C 0.000432 0.056493
DFBKF 0.02212 2.638129 DPIB 0.538804 2.826323
DAGRO 0.01316 3.319606 DFBKF -0.095752 -1.679448
DPRODAGR -0.08087 -4.15662 DDHPRI 1.421382 2.901889
DPOBURB 2.881853 3.190384 DMP 0.004214 1.861162
DINFL -1.31E-05 -0.809125 DPRODAGR -0.128272 -2.403671
DMP -0.000255 -0.456873 DDPOBURB -19.10498 -6.570823
AR(5) 0.575909 9.343534 AR() -4.08E-01 -2.348781
R-squared 0.60933 R-squared 0.67808

Adjusted R-squared 0.521114
Durbin-Watson stat 1.825511
F-statistic 6.907262
Prob(F-statistic) 0.000056

Adjusted R-squared 0.605388
Durbin-Watson stat  1.642436
F-statistic 9.328174
Prob(F-statistic) 0.000004

Source: Own estimations based on data from World Bank, ECLAC, INEGI, Maddison, Universidad Catdlica de Chile.
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Annex 2:  The growth model estimated

To explore the long-term determinants of Chilead kiexican economic growth, we estimated a model
based on the Solow-Swan model, modified accordniylankiwv, Romer and Weil (1990). That is to

say, we estimate equation 1.

logY = B+¢elogK +nlogH + (- £-n)logL +gnd +¢Y,_, +X +&, (1)
The variables for the models are:

GDP: Gross Domestic Product, expressed in dolfa29@0.

GFCF: Gross Fixed Capital Formation, expresseailac of 2000.

PO: Occupied Population.

HPRI: Population enrolled at the primary level dtieation.

HSEC: Population enrolled at the secondary leveldoication.

HTER: Population enrolled at the tertiary levekducation.

KH: Human capital = HPRI+HSEC+HTER.

AGRO: Agriculture GDP as % of total GDP.

MANUF: Manufacture GDP as % of total GDP.

XP: Total exports as % of GDP.

MP: Total imports, as % of GDP.

GOVCONS: General government final consumption eggare as % of GDP.
COPPER: Copper price in the London Stock Exchange

INFL: Annual inflation.

Qil: QOil price.

USA: GDP of United States expressed in dollarsOit2

GDP_1: GDP in previous year, expressed in dolla2060. Lag variable.
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Table A.2  Factors explaining economic growth path in Chile and Mexico, 1980-2005

Chile

Dependent variable: DPIB
Method: Least Squares
Sample (adjusted): 1962-2005

Mexico

Dependent variable: DPIB
Method: Least Squares
Sample (adjusted): 1962-2005

Variable Coefficient t-Statistic Variable Coefficten t-Statistic
C 0.0227 3.18231 C -0.024654 -4.19119
DGFKF 0.307788 13.17904 DGFKF 0.243075 5.388893
DMANUF 0.0153 3.011834 DMP 0.004126 2.295466
DMP -0.004149 -2.742217 DUSA 0.438431 2.478561
DINFL -0.000128 -2.324304 DDGDP_1 0.631188 -7.890843
DCOPPER -0.011476 -0.675537 DAGRI 0.024357 1.958533
DUSA 0.234103 1.175743 DCOIL 0.015626 1.36
DINFL -0.000364 -1.917374
AR (2) -0.433745 -2.589309

Source: Own estimations based on data from World Bank, ECLAC, INEGI, Maddison, Universidad Catdlica de Chile.
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