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PREFACE 

1. This report presents the final results and conclusions of a two-year program developed by 
a World Bank team in Argentina, to analyze the determinants of informality and its impact on 
poverty and equity. Informality in the labor market has become a central concern for policy 
makers and the society at large in Argentina. The long upward trend in informal employment 
until recent year has been viewed as a deterioration in working conditions that is behind the 
sustained rise in poverty and inequality in the last quarter of the twentieth century. While some 
of the possible causes for the rise in informality have been studied, their relative importance 
remains unclear and its links with poverty and inequality have not been examined in detail.  

2. In response to an expressed interest of the Argentine Government, the Bank agreed to 
develop a joint analytical program that, for two years, focused on filling important knowledge 
gaps on the causes and impacts of informal employment. Before this program, the dialogue and 
collaboration in the social arena between Argentina’s government and the Bank focused on 
emergency support including the implementation and Bank financing of the Heads of Household 
workfare program to reduce the impact of the 2001-2002 economic crisis on the most vulnerable 
groups. As the crisis receded, the Government began to shift attention to medium and longer 
term social and labor policies.  

3. A primary objective of the program is to deepen the shared work with the Argentine 
government and civil society on socio-economic development and equity issues. The aim has 
been to analyze and propose policy options for the labor market that respond to the 
Government’s priorities, are technically sound, and provide an open menu for discussion. The 
study of informality in the labor market is not an empty field in Argentina. Many local analysts 
have studied its causes and consequences, and this report built on this work. A key aspect of the 
program was to draw on the extensive local analytical studies on the issues and sustain an active 
interaction with government counterparts and civil society through technical workshops, 
meetings and other outreach efforts. 

4. As the review of existing literature shows, there are some gaps in the knowledge of the 
causes of informality and its links with poverty and inequality. The project aimed at filling some 
of the most important ones, including collecting new survey data, revisiting the assessments of 
the links between macroeconomic and structural reform policies and labor informality, and 
examining the link between the social protection system and the labor market. Work on these 
areas was initiated in late 2005, and empirical data and background reports became available 
between late 2006 and early 2007. 

5. One of the most significant limitations to better understand informality in Argentina is a 
lack of reliable data on its determinants at the micro level. To start filling this gap, the Bank, in 
collaboration with the Ministry of Labor and INDEC designed and implemented a special survey 
module that was attached to the fall 2005 Encuesta Permanente de Hogares Continua (EPHC) in 
Buenos Aires Metropolitan Area. The data was successfully collected and was a critical source 
for this report, as it provided significant insights to the determinants and causes of informality. 
However, this new dataset still has limitation (especially with regards to geographical coverage 
and the lack of historical series), and further work to expand it would be critical to assess the 
impact of current and future policies. 

 



 

6. Collaboration between national authorities and the Bank team went beyond the collection 
of the new survey module. During the two-year period, both parties organized and participated in 
multiple discussions and activities. Among them, there were two public seminars (one at the 
University of Buenos Aires and one at the Ministry of Labor), several workshops to discuss the 
design and results of the survey, and two shared publications (a report on the survey results and a 
forthcoming book, to disseminate key results of the program). These activities greatly enhanced 
the dialogue between the Bank and its counterparts in the administration, facilitating the process 
of preparing new Bank operations and supervising ongoing ones. 

7. This report focused on discussing the evolution, determinants, and policy options to 
reduce labor informality in Argentina and its impacts. By developing a common base of 
diagnoses with the government, the program set a path for further discussions and collaborations. 
Following this process, the Ministry of Labor has already asked the Bank to collaborate on a new 
program that will focus on labor markets, social protection, and income distribution, looking for 
policies that would result in better and more effective policies to increase equity in Argentina.  

 

 



 

EXECUTIVE SUMMARY  

1. Labor market informality in Argentina increased substantially in the two decades prior 
to 2003. The fraction of salaried workers in Greater Buenos Aires (GBA) doubled, rising 
from 20 percent in 1980 to over 40 percent in 2003. Because labor informality has a 
number of negative effects, its rise has been a major concern for policymakers. Workers in 
informal jobs face limited access to social protection and typically have low-quality jobs 
that are poorly paid. Widespread labor informality is also associated with reduced 
investments in innovation, training, and human capital, reducing prospects for growth. 
Additionally, labor informality undermines the rule of law and can trap workers and small 
firms in a vicious cycle of low productivity and precarious employment. This report 
examines the evolution and characteristics of informal labor in Argentina, analyzes its 
determinants and impacts on social welfare, and considers policy responses.  

2. The findings in this report come out of the analytical program on labor markets and 
labor informality developed by a World Bank team as part of a two-year joint collaboration 
with the Ministry of Labor and Social Security (MTESS).1 Together with the National 
Statistical Institute (INDEC), the World Bank and MTESS designed and implemented a 
survey on informal labor that is the basis for part of this report. Data was collected during 
late 2005 in the Buenos Aires metropolitan area as a module of the Continuous Permanent 
Household Survey (EPH-C). 

3. While the concept of “informality” has been understood in a number of different ways 
in the literature, this report focuses primarily on a social protection definition of informal 
employment. In this light, an “informal worker” is an individual who is employed—either 
in salaried employment or as an independent worker—and not making contributions to the 
social security system.  

4. During the 1980s and 1990s, the rate of informal employment rose more in Argentina 
than in any other country in Latin America. This increase in overall informal employment 
took place among salaried employees rather than independent workers and was 
concentrated among mid-sized to large firms. Evidence reviewed in this report suggests 
that the most important contributors to the rise in informal employment were 

• the macroeconomic policy environment, particularly the succession of crises and 
the overvalued domestic currency in the 1990s, which contributed to low growth 
and a bias against the demand for unskilled labor; 

• structural policy reforms; and 
• the introduction of temporary employment contracts, which were partially 

exempted from social security contributions, coupled with weakened enforcement 
of labor legislation.  

5. Among the factors that were less significant in the rise in informal work include 
changes related to 

                                                 
1 The views and comments of the report do not necessarily reflect the position or opinions of any entity of 
Argentina’s government or of its officials. 
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• payroll taxes and minimum wages;  
• trade liberalization and technological change;  
• employment shifts from manufacturing to services;  
• the composition of the workforce, including increased labor force participation by 

women; and  
• the propensity for informal labor among particular worker subgroups. 

6. Additional key finding from the report include the following: 

• Since 2003, the trend of increasing informal salaried employment has reversed, and 
formal salaried employment has gained ground. The reversal appears to be driven 
by two factors: strong economic growth, particularly in sectors that are intensive in 
unskilled labor, and the stepping up of labor law enforcement. 

• Compared to countries at similar levels of development, labor informality remains 
high in Argentina. The percentage of the labor force covered by social security is 
about 30 percentage points below that of countries with similar incomes per capita. 
However, the level of independent employment in Argentina is in line with that of 
countries at the same level of development. 

• Informal employment in Argentina is heterogeneous and is not restricted to firms 
that are themselves entirely “informal.” In GBA, 30 percent of informal employees 
work for firms that are at least partly formal. An additional 18 percent of informal 
employees are hired by households directly. The rest of informal workers are 
divided roughly equally between independent work and employment in informal or 
family enterprises.  

• Most people who work in informal salaried jobs are informal because they are 
unable to obtain more desirable formal jobs. In the survey conducted for this report, 
about 95 percent of informal salaried workers said their lack of social security 
coverage was the sole decision of the employer. Only a negligible percentage said 
that they were informal as a result of agreements with their employers to not make 
social security contributions in exchange for an increase in compensation.  

• In contrast, informal independent employment consists of two groups: a majority 
that prefers to be independent and a second group of workers who are independent 
because they could not obtain formal salaried jobs. Among informal independent 
workers, about 43 percent said they were independent because they were unable to 
obtain a salaried job. The rest offered a variety of different motivations for being 
independent: a preference to be an entrepreneur, opportunities for advancement, 
and the desire for flexibility and autonomy.  

• Informal salaried workers earn significantly less than formal salaried workers, and 
their relative earnings fell during the 1990s and early 2000s. The formal-informal 
wage gap is not fully explained by differences in workers or job characteristics. 
Additionally, in self-rated welfare assessments, informal workers are clearly worse 
off than comparable workers with formal employment. Independent workers also 
earn less on average than formal salaried workers. This gap, however, is largely 
attributable to differences in skills, job characteristics, and preferences. Self-rated 
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welfare assessments suggest that much of the earnings disadvantage of independent 
workers is compensated by the autonomy and flexibility of independent work.  

• The rise in informal labor has rendered the state less effective in providing social 
protection, especially for the poor. Informal workers say they are largely unable to 
make up for their lack of social protections through private means. As labor 
informality has reduced the number of participants in contributory social insurance 
schemes, it has eroded their sustainability. In response, authorities have stepped up 
efforts to provide basic protection for informal workers by facilitating access to 
existing programs and introducing new non-contributory schemes. Although recent 
coverage initiatives have had positive impacts, social protection policy could be 
improved through an integrated approach based on rules that are explicit, non-
discretionary, more transparent, and sustained. The approach could also offer built-
in incentives that ensure the long-term institutional consolidation and financial 
sustainability of the social protection system. 

7. Lessons from the Argentine and international experience suggest that addressing labor 
informality requires a range of policy measures. Suggested measures include the 
following: 

• monetary and fiscal policies that sustain growth, price stability, and international 
competitiveness; 

• improved enforcement of sound labor and tax laws; 
• initiatives to strengthen education, training, and innovation; 
• integration of contributory and non-contributory social protection programs; and 
• policies which bolster the investment climate. 
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OVERVIEW CHAPTER. MAIN FINDINGS AND POLICY CONSIDERATIONS 

I. After increasing significantly during the 1980s and 1990s, the level of informal 
employment has fallen since 2003. Considering the labor force as whole, the rate of 
social security coverage in Argentina is below that of countries with similar levels of 
income per capita. 

1. For purposes of analysis, this report divides workers into three categories: 1) formal 
salaried workers, 2) informal salaried workers, and 3) independent workers. A worker is 
considered “informal” if social security contributions are not being made on his or her 
behalf. Figure 1 shows the evolution of the shares of employment in these three categories 
in total urban employment.  Because the Encuesta Permanente de Hogares (EPH) survey 
changed substantially in 2003, the period 1992–2003 is distinguished from 2003–2006. 
The share of informal employees rose by about 5 percentage points in urban areas 1992–
2003. In contrast, independent work fell slightly during the second part of the 1990s and 
rose again during the crisis, remaining roughly constant during that period at 
approximately 27 percent of urban employment. 

2. Over the longer term, the share of informal employees in GBA employment grew by 
13 percentage points 1980–2003 at the expense of formal salaried employment, while the 
share of independent work remained constant. The stability of independent work is 
remarkable given the many changes in the Argentine economy over the last twenty-five 
years. Considering salaried workers alone, the fraction that is informal doubled from 20 
percent in 1980 to over 40 percent by 2000. This rise in informal employment is the largest 
observed in Latin America during the 1980s and 1990s (Perry et al, 2007). 

Figure 1: Evolution of the Structure of Employment in Urban Argentina 
Percent of Workers in Each Employment Category 
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Source: Own estimates based on the EPH and EPH-C covering sixteen urban zones. The data series for 1992–2003 
and post–2003 are not comparable due to significant changes in the survey design. Informal salaried rates were 
computed excluding the beneficiaries of the Jefes y Jefas del Hogar program if the work requirement of the program 
was their main occupation. If these are included, there is an increase in the share of informal employees during the 
2001-02 crisis. 
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3. There has been a reversal of rising informal employment since 2003. From 2003 to 
2006, the share of formal salaried employment increased 4 percentage points in urban 
Argentina and 5 percentage points for GBA, while the rate of independent employment 
remained unchanged. The reversal appears to be driven by two factors: and strong 
economic growth, particularly in sectors that are intensive in unskilled labor, and the 
stepping up of labor law enforcement by the Ministry of Labor and Social Security. The 
improvement in the share of formal employment is concentrated among women, young 
workers, high school graduates, and workers in service industries. At the end of 2006, 45 
percent of urban workers were formal employees, 33 percent were informal employees, 
and 22 percent were independent. 

4. The main objective of this report is to understand the changes in labor informality over 
time in Argentina, not to explain differences between Argentina and other countries. 
However, it is useful to note how levels of labor informality in Argentina compare to those 
of similar countries. Relative to countries with comparable levels of income, Argentina’s 
social security coverage rate is low, while its level of self-employment is on par. Figure 2 
shows that across countries, the level of self-employment declines with income, and 
Argentina is close to the international trend. In contrast, the fraction of the labor force that 
is without social security coverage in Argentina is about 30 percentage points above the 
relevant trend. This figure includes independent workers, salaried workers, and the 
unemployed. Although coverage is likely to improve with recent policy efforts, this 
underscores the mid- to long-term challenge in providing basic social protections. 

Figure 2: Self-employment and Uncovered Employment in Argentina and the World 
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Source: Own elaboration based on Perry et al (2007). 
 
II. Informal employment encompasses a range of circumstances and workers. Most 
people who work in informal salaried jobs are informal because they are unable to 
obtain more desirable formal jobs. In contrast, informal independent employment 
consists of two groups: a slight majority that prefers to be independent and a second 
group of workers who are independent because they could not obtain formal salaried 
jobs. 

 2  



 

5. One of the main contributions of the work behind this report has been the collection in 
close collaboration with the Argentine government of a special module on informal 
employment in GBA, as part of the EPH survey at the end of 2005. This module is the 
most detailed source of information on labor informality in Argentina. The main findings 
are as follows:  

• Informal employment in Argentina is heterogeneous and is not restricted to firms 
that are themselves entirely “informal.” In GBA, 30 percent of informal employees 
work for firms that are at least partly formal. An additional 18 percent of informal 
employees are hired by households directly. The rest of informal workers are 
divided roughly equally between independent work and employment in informal or 
family enterprises.  

• Informal salaried employment is largely a result of exclusion from more desirable 
formal salaried jobs, while informal independent employment comprises a slight 
majority component driven by a variety of motives and a significant involuntary 
component. About 95 percent of informal salaried workers in GBA said they lacked 
social security benefits because of a decision made by their employer rather than a 
mutual agreement to increase their current earnings. Fifty percent of those in 
informal independent work indicated voluntary motives (e.g., entrepreneurship, 
flexibility, autonomy) as the main reason to be in their current job, although 43 
percent reported being unable to obtain salaried jobs. Consistent with international 
evidence, almost half of GBA workers said that they preferred independent work to 
salaried work. 

• Occupational history data, based on retrospective questions, reveals a low degree of 
mobility across employment categories. Close to six out of ten formal salaried 
workers and about half of the informal salaried report having been in their current 
job category their entire work life. Most independents state that they have 
transitioned into a salaried job at least once before, while fewer than one-third have 
always been independent. This shows much less mobility than is observed in short-
run panel data, which suggests that while most workers tend to be stable in their job 
category, a minority moves more frequently between job categories. 

III. Increases in poverty, inequality, and labor informality since the early 1990s go hand 
in hand. However, there is no clear causal relationship between changes in labor 
informality and changes in poverty and inequality. 

6. The growth in labor informality has taken place against a backdrop of rising poverty 
and inequality. Poverty and inequality rose steeply 1994–98, a period during which labor 
informality rates also grew. Poverty and inequality rates also surged before and during the 
2001–02 crisis. Since 2003 they have dropped to approximately the levels of the mid-
1990s, coinciding with the fall in labor informality rates.  

7. The increase in poverty rates has largely taken place among households headed by 
informal employees and independent workers. Figure 3 presents the poverty rates for 
households by employment category of the household head, as well as the incidence of 
informal employment among the poorest 20 percent of families. Households headed by 
informal employees and independent workers have consistently had higher poverty rates 
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than those headed by formal employees, and the gap widened significantly 1992-2003. The 
poverty spike of the crisis affected all groups, but households headed by formal employees 
recovered much faster after 2003 than those headed by informal employees and 
independent workers. 

8. At the same time, the increase in labor informality rates 1992-2003 and the subsequent 
decline were mostly concentrated among lower- and to a lesser extent middle-income 
families. In 2003, 20 percent of workers in the 20 percent poorest households held formal 
salaried jobs, down from 45 percent in 1992. 

9.  Direct causal links between labor informality and poverty are not clear cut. While 
greater labor informality may have caused part of the increase in poverty, increasing 
poverty may have driven more people into informal work. Also, it could be that both were 
driven by other forces, including changes in the economy and the labor market and 
sluggish overall productivity growth. 

10. In any case, growth in the ranks of the informally employed cannot account for the rise 
in income poverty in the 1990s. This conclusion follows from regression-based micro-
simulations that show that changes in the shares and earnings of informal employees and 
independent workers relative to formal salaried workers can only account for a small part 
of the increase in poverty between 1993 and 1998. Other changes in the skills and 
demographic structure of the labor force and the earnings structure—particularly the 
overall downward earnings trend of unskilled workers—account for the bulk of the rise in 
poverty. 

Figure 3: Poverty and Informal Employment, 1992–2006 
Urban Argentina (16 Urban Zones) 
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Source: Own estimates based on EPH and EPH-C. Low income refer to the 20 percent poorest families. 

11. Labor informality does not appear to be the major driving force behind the sharp rise in 
income inequality during the 1990s. The Gini coefficient rose from 0.45 in 1992 to a peak 
of 0.53 in 2003, and then declined to 0.48 in 2006. One way to assess the contribution of 
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the rise in informal work to rising earnings inequality is to decompose the latter into three 
separate accounting components: (i) an “income effect” due to changes in the relative 
mean earnings of the groups; (ii) an “allocation effect,” due to changes in the relative size 
of each group; and (iii) a “pure inequality effect,” due to changes in the earnings inequality 
within each of the three groups. Figure 4 shows that around 71 percent of the change in 
earnings inequality between 1993 and 2003 can be attributed to “pure inequality effects”, 
i.e. to a worsening earnings distribution within the three groups. Another 20.7 percent was 
due to the growing earnings gap between the three groups and the remaining 8.6 percent to 
the changes in relative size of the groups. This suggests that increasing labor informality 
was not a major contributing factor to increased inequality. 

12. The results of these simple 
accounting decompositions are 
corroborated by regression analyses, 
which can be used to attribute 
changes in inequality to a number of 
factors, including changes in the rate 
of labor informality and relative 
informal earnings. Between 1993 and 
1998, changes in the shares and in the 
relative earnings of independent and 
informal employment account for 
only 12 percent of the overall increase 
in the Gini.  In sum, the increase in 
informal employment and in formal-
informal earnings disparities has not 
been a main factor behind rising 
income inequality in Argentina. 

Figure 4: Contribution of Informal Employment 
to the Rise in Income Inequality in Urban 

Argentina, 1993–2003  

Allocation 
effects, 8.6%

Pure 
inequality 

effects, 
70.7%

Income 
effects, 
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IV. The rise in informal salaried 
employment has multiple explanations that appear to be more related to Argentina’s 
policy regimes rather than to structural changes in the economy affecting only specific 
sectors or workers. 

 
Source: Own estimates based on EPH. 

13. A number of potential explanations have been offered for the rise in labor informality. 
These are summarized in Table 1 and discussed in the text below. 

14. As different groups of workers and productive sectors have different propensities to 
engage in informal employment, changes in the employment structure may be behind the 
increase in the size of informal employment. Table 2 shows the results of regression-based 
micro-simulations that can be used to assess this hypothesis with available data for urban 
Argentina 1993-2000. This decomposes the change in the share of informal employees in 
total salaried employment into three factors: (1) changes in workforce characteristics; (2) 
changes in the propensities of particular subgroups to be informal; and (3) an overall trend 
toward informal employment.2 Results are similar for various other sub-periods as well as 
for GBA during the 1980s. 

                                                 
2 Because independent employment rates remained roughly at the same level during the last decades, the 
analysis is restricted to salaried workers. See also Gasparini (2003). 
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Table 1: Summary Evaluation of Importance of Potential Explanations of the Increase in 
Labor Informality in Argentina During the 1980s and 1990s 

 
Potential Explanations Significance Main type of evidence or description of evidence 

 
• Macroeconomic 

environment 
Significant • Econometric analysis of the joint dynamics of 

employment and earnings variables. 
• Poor enforcement of 

labor law 
Significant • Enforcement was decentralized during periods of 

increasing labor informality, and federal 
enforcement improved during the recent period 
of declining labor informality. 

• Introduction of 
short-term contracts 

Significant  
(in short term) 

• Analysis of formal/informal employment by job 
tenure before and after introduction of short-term 
contract regime. 

• Privatization Significant 
 (in short term) 

• Analysis of public and private employment in 
privatized sectors (and other sectors) before and 
after privatization. 

• Trade and technical 
change 

Somewhat 
significant 

• International evidence and microeconomic 
decompositions using household survey data. 

• Distrust of state 
institutions 

Somewhat 
significant 

• Trust in institutions is associated with tax 
compliance, and survey data shows that trust in 
institutions is low in Argentina. 

• Changes in 
composition of labor 
force 

Not significant • Microeconomic simulations using household 
survey data. 

• Changes in 
composition of 
economy 

Not significant • Microeconomic simulations using household 
survey data. 

• Increases in 
minimum wage 

Not significant • The minimum wage was too low to have had an 
effect on labor informality. 

• Changes in 
unionization rates 

Not significant • According to survey-based estimates, 
unionization rates have not changed 
substantially. 

• Slow productivity 
growth 

Uncertain • Evidence on the path of productivity over time is 
mixed, and the links to labor informality are 
unclear. 

Source: Author’s analysis in Chapter 2 

15. The results demonstrate that the increase in the informal share of salaried employment 
is due principally to a generalized tendency, affecting most sectors and workers in the 
economy, rather than to group-specific shifts. About 88 percent of the change in this share 
can be attributed to an overall trend toward informal employment.  
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Table 2: Decomposition of Changes in the Percentage of Employees Who 
are Informal, Urban Argentina, 1993–2000 

  
Change in the 
informal share 

% 
contribution 

   
Total change, pct points (1+2+3) 7.1 100.0% 
 
1.Due to Changes in Group Shares 

(Workforce Characteristics)    
  Firm Size -0.1 -1.8% 
  Gender -0.1 -1.0% 
  Age Groups 0.1 0.6% 
  Level of Education 0.2 2.4% 
  Household Composition 0.0 -0.5% 
  Demographic 0.0 0.9% 
  Productive Sector -0.1 -1.5%
  0.0 -0.9% 
   
2.Due to Changes in Group 

Propensities   
  Firm Size 0.8 12.1% 
  Gender -0.4 -5.2% 
  Age Groups 0.8 10.9% 
  Level of Education -3.7 -53.6% 
  Household Composition 2.5 33.5% 
  Demographic 1.3 18.8% 
  Productive Sector -0.3 -3.8%
  1.0 12.7% 
   
3.Due to Overall Trend  6.2 88.0%  

  Source:   Own estimates based on EPH survey data (sixteen main cities). 

16. Although the rise in informal employment of the last two decades affected most worker 
groups and economic activities, young workers and mid-size establishments showed a 
rising propensity for informal salaried work. While the share of informal employment 
increased for all firm sizes, medium-sized firms experienced the highest relative increase, 
going from 24 percent in 1993 to 41 percent in 2003.  The informal employment rate in 
larger firms increased from 8 percent in 1993 to 16 percent in 2003, and rose by 7 
percentage points among small firms. Note, however, that since about half of the labor 
force works in firms with one to five employees, the dynamics of these firms and their 
workers are tightly linked to the overall labor informality trend. 

17. Changes in group propensities to be informal tended to slightly increase the level of 
labor informality (explaining 12.7 percent of the overall increase 1993-2000). This was due 
largely to the increased tendency to be informal of female heads of household and workers 
living in large families. However, changes in propensities associated with particular 
subgroups tended to decrease levels of labor informality. In particular, the declining 
propensity to be informal of workers with more education, controlling for other individual 
and job characteristics, worked to decrease levels of labor informality.  
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18. There are several reasons for the generalized increase in the share of labor informality 
within different groups. Overall, available evidence suggests that the generalized rise in 
labor informality is related to a mix of factors.  

19. One factor that may have contributed to the rise in labor informality has been 
Argentina’s changing macroeconomic environment. The decomposition analysis discussed 
above demonstrates that the increase in labor informality has largely taken place on an 
economy-wide basis and is not restricted to only workers in certain sectors or those with 
particular characteristics. The most important economy-wide developments during the 
period of rising labor informality were the high level of macroeconomic volatility and, in 
the 1990s, the Convertibility regime. The fact that the rise of labor informality was 
economy-wide and that it took place during a period of unusual macroeconomic 
developments provides indirect evidence that these factors contributed to the increase in 
labor informality. Arias and Sosa-Escudero (2007) detail additional evidence that is 
consistent with the hypothesis that informal employment in Argentina has been a valve of 
adjustment in the labor market in an unfavorable macroeconomic context. Their 
econometric analysis suggests that unemployment in Argentina tends to induce individuals 
to accept lower pay as informal salaried workers in periods of nominal wage rigidities. The 
results conform to previously reported labor survey evidence indicating that informal 
salaried employment mainly results from firm decisions that push workers toward informal 
salaried work amid a lack of better employment options.  

20. Evidence also suggests that privatization may have been associated with short-term 
increases in informal work during the early 1990s. Figure 5 depicts the breakdown of 
public and private employment for the sectors where privatization was largely 
concentrated: electricity, natural gas, water, telecommunications, and transportation. Public 
sector employment in these sectors averaged 2.3–2.5 percent of total GBA employment 
1989–1991 before major privatizations. Public sector employment composed virtually all 
formal work (panel (a)). After privatization, it fell to nearly zero. Further, following 
privatization, already substantial private employment in these sectors jumped from 5 to 7.5 
percent of GBA employment in 1992 and to 9 percent in the mid-1990s. As a share of total 
GBA employment, informal salaried employment in privatized sectors increased from 1.0 
percent in 1991 to 3.0 percent in 1996. Over the same period, informal employment as a 
share of total GBA employment increased from 24.0 to 28.4 percent.  

21. It seems reasonable to conclude that because public sector employment was largely 
formal, eliminating jobs in privatized firms before and after privatization contributed to 
some of the short-term increase in informal salaried employment. However, given that over 
time there may have been a reallocation of employment and capital across sectors after 
privatization, the long-term impacts on labor informality are unclear. 
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Figure 5: Employment Patterns in Privatized Sectors in GBA, 1989–2003, as a Percentage 
of Total Employment 

a) Public Employment in Privatized Sectors b) Private Employment in Privatized Sectors 
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Source: Own estimates based on EPH data. 
Note: Figures shown are for the following sectors: electricity, natural gas, water, telecommunications, and 
transportation. Calculations exclude observations with missing values for whether the employer was public or private.  

22. Evidence suggests that other structural economic changes contributed to but were not a 
primary determinant of the rise in informal labor. Goñi and Maloney (2007) analyze the 
effects of tariff changes, import penetration, and real exchange rates at the sector-level on 
formal labor employment, using EPH GBA data 1980–2001. They find that trade 
liberalization (measured by tariffs and import penetration) accounts for no more than 19 
percent of the decline in the formal employment rate. Likewise, while there is significant 
evidence of the negative impact of technological change on the earnings of unskilled 
workers relative to skilled workers, there is no clear association with informal labor per se. 
The hypothesis linking sluggish productivity growth to rising informal labor has not been 
carefully analyzed. 

23. A variety of evidence suggests that the minimum wage was not a driving force behind 
increases in informal labor. If the minimum wage kept wages above their market 
equilibrium level, the minimum would be “binding” for formal salaried workers, so many 
would earn the minimum. However, during the 1990s, the minimum wage was binding for 
many more informal workers than formal workers (Maloney and Mendez, 2003). 
Moreover, between 1992 and 2003, during the period that labor informality increased 
substantially, the minimum remained low relative to the median wages for all workers and 
even for youth and unskilled workers (below 50 percent). Using difference-in-difference 
analysis, Khamis (2007) finds only a small positive effect on informal wage employment 
and no effect on formal employment from minimum wage increases for 1993–2004. 
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24. One important factor that coincided with privatization and has received attention as a 
possible trigger for the rise in labor informality is labor law reforms in the early to mid-
1990s that introduced special regimes of temporary labor contracts. These reforms were 
intended to reduce unemployment and increase formal employment by lowering 
employers’ costs for hiring workers. They were expected to allow employers to screen new 
workers and “graduate” strong workers from short-term contracts to long-term formal jobs. 
These workers are classified by the social protection criteria used in this report as 
“informal,” even though their work relationships were legal and some may have been 
considered formal from a tax point of view.  

25. Evidence strongly suggests that part of the growth in informal salaried work in the late 
1990s was associated with the 1995 reforms. Figure 6 shows the evolution of salaried 
formal and informal employment for workers with up to three months tenure (left graph) 
and at least one year tenure (right graph) to provide some sense of these reforms’ effects. 
In the figure, the relevant period when reforms were in place was 1995–1998. In the three 
years before the reforms (1992–1994), both formal and informal short-tenure employment 
was fairly stable. During the reform period, informal short-tenure employment grew by 79 
percent between 1994 and 1997, while formal short-tenure employment first plunged 
between 1994 and 1995—when it became easier to use the special contracts—and then 
increased by about 50 percent 1995–1998.  

26. Since the object of the policy was to create formal employment in the long term, one 
needs to also examine the patterns of unemployment and long-tenure employment over and 
beyond 1994–1998. As seen in Figure 6, total long-tenure formal employment increased 
modestly between 1995 and 1998 and remained steady thereafter. However, this period 
saw increases in both unemployment and labor force participation rates, leaving some 
ambiguity as to the potential impact of policy reforms on total employment trends. Further, 
the number of informal employees with longer tenure (more than one year on the job) grew 
beyond 1998 (being 50 percent higher in 2000 than in 1994) when promotion contracts 
were eliminated and social security exemption for the trial period was scaled back to one 
month. The heightened level of informal short-tenure employment also persisted after 
policies were no longer in place so these workers did not “graduate” to formal jobs.  

Figure 6: Formal and Informal Salaried Urban Employment Levels by Job Tenure 
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27. The fact that the growth in labor informality was similar for short- and long-tenure 
employees suggests that reforms had no lasting long-term effect, if one assumes that labor 
informality among longer tenure employees was not affected by labor policy reforms. 
However, it is very difficult to attribute this to the temporary contracts policy. The reforms 
may have indirectly affected labor informality rates even for longer tenure employees. One 
possibility is that employers used the special regimes to swap workers periodically to fill 
vacancies at lowered labor costs. 

28. Anecdotal evidence suggests that temporary contracts policies came about with a 
relaxation of labor enforcement during the period and ultimately changed social norms so 
that they favored informal work. As policy makers focused on generating positive 
incentives, enforcement strategies were downplayed for several years—first by reducing 
the budget and staff of the national office charged with this responsibility; and later by 
transferring some of these responsibilities to the provinces in the mid 1990s. The latter 
policy diminished incentives for good performance of the labor inspection function as the 
provinces were to bear the burden of inspecting firms without “enjoying” the benefits of 
neither the revenues collected for the penalties nor the contributions made by the inspected 
firms (Ronconi 2007). 

29. Another major labor policy reform aimed at inducing employment creation through 
lowered hiring costs was a reduction of payroll taxes. In a recent evaluation of this policy, 
Galiani and Cruces (2007) conclude that it had no impact on total employment levels and 
instead translated into an increase in formal wages. They attribute this to labor demand that 
is very insensitive to tax changes—particularly with regard to the decision to hire or not 
hire a worker. They did not study the impact of this policy on informal labor, but evidence 
from other countries suggests this policy can increase formal employment. While there are 
not careful assessments of the impact of the payroll tax-reduction policy on informal labor 
in Argentina, it is clear that, at best, this policy was unable to offset other factors driving 
up informal salaried labor. 

30. Firing costs are another aspect of labor regulations that many analysts pinpoint as an 
important determinant of formal employment creation. By some measures, Argentina has 
some of the toughest firing restrictions in Latin America (World Bank, 2007). However, 
this conclusion can change significantly with variations in the measures of separation costs 
(for example, the average tenure in formal employment) and when considering labor 
productivity in the metric of labor costs. 

31. While there is international evidence linking firing costs to lower formal employment, 
it is not definitive and this link remains an open empirical question in Argentina. In their 
cross-country study, Heckman and Pagés (2004) do not find a relationship between the 
level of employment (both formal and informal) and dismissal regulations intended to 
increase job security. Some studies for other countries have found that firing regulations 
have had a negative effect on overall formal employment.  

32. Perry et al (2007) find evidence that stringent hiring and firing regulations are related 
to higher labor informality. Argentinean firms reportedly constrained by labor regulations 
evade a higher fraction of taxes and/or social security contributions. Though suggestive, 
this evidence is based on firms’ self-reported perceptions—not actual measures—and relies 
on cross-section relationships. Thus, it can be subject to a variety of biases. In particular, 
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the survey was conducted when the double indemnities policy (which temporarily doubled 
firing costs for pre-existing hires to prevent further increases in unemployment during the 
2001–2002 economic crisis) was still operative. This may have adversely affected firms’ 
perceptions.  

V. Informal employees and most independent workers do not receive equal pay for 
equal work in comparison with formal salaried workers. Many independent workers may 
be compensated by the non-pecuniary benefits of their work. 

33. Informal salaried workers in Argentina face an average hourly earnings disadvantage 
of 48 percent relative to formal salaried workers. Independent workers face a 37 percent 
disadvantage in average hourly earnings compared with formal salaried workers, ranging 
from 58 percent in low-paying jobs to 22 percent when comparing top earnings performers 
with the best-paid formal salaried workers. This variation in earnings gaps reflects the 
heterogeneity of independent workers, which encompass professionals, semi-skilled 
workers (e.g., salespeople, taxi drivers), and unskilled workers in precarious jobs (e.g., 
street vendors, small artisans). 

34. Worker characteristics are important in explaining earning differentials between 
informal, formal salaried, and independent workers. Informal workers tend to be younger 
and less educated and work in smaller firms and sectors like commerce and construction, 
all of which result in lower earnings. Individuals with low work attachment and/or a 
preference for autonomous and flexible work schedules may be excluded from formal 
salaried employment or voluntarily seek the flexibility of independent employment even if 
this means they earn less.  

35. The report finds strong evidence of a significant earnings and welfare disadvantage of 
informal salaried workers in Argentina, while much of the earnings disadvantage of many 
independent workers appears to be compensated for by the non-pecuniary benefits of 
autonomous work. This evidence comes from a decomposition of the earnings gaps, results 
of which are shown in Figure 7. It breaks down estimated earnings gaps for workers with 
low, median, and high pay into the portion attributed to informal workers’ less favorable 
characteristics (shaded areas) and the fraction due to unequal pay for these characteristics 
(dotted areas). 
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36. Between two-thirds and 40–50 
percent of the earnings disadvantage of 
informal salaried and independent 
workers in low to median paying jobs is 
not due to measured differences in 
credentials and demographics (Figure 4). 
This fraction remains large at 42 percent 
as one moves up to the best-paid 
informal salaried jobs. This unequal pay 
results from a compression of the base 
earnings for informal salaried and 
independent work since there are not 
significant differences in the returns to 
education and work experience across 
employment categories. In contrast, the 
earnings advantage of the best-paid 
formal salaried workers over the best-
paid independent workers is a result of 
differences in their characteristics rather 
than unequal pay. These results suggest 
segmentation between informal and 
formal salaried workers in the 
Argentinean labor market, especially 
among those at the bottom of the 
earnings scale. 

37. These “unexplained” earnings gaps 
could reflect unobserved productivity 
differences between workers. The 
analysis presumes that workers’ position 
in the earnings distribution remains intact 
when they switch sectors. However, workers may find advantageous niches for their skills 
across job categories. Some may actually lose out in the earnings rankings if their 
unobserved skills are less rewarded in a formal job. In such cases, the aforementioned 
earnings comparisons would not give a true measure of the potential change in earnings 
that workers would derive from moving across sectors. 

Figure 7: Decomposition of Formal-Informal 
Earnings Gaps in Urban Argentina at the 
Bottom, Middle, and Top of the Earnings 
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Source: Own estimates based on 2005 EPH-C survey data 
(sixteen main cities). 

38.  Arias and Khamis (2007) use data from the 2005 informality module and better suited 
econometric methodologies to analyze the participation and earnings performance of 
workers in the formal and informal sectors in Argentina. They estimate earnings 
differentials by comparing workers who at the margin are indifferent between jobs fit to 
their skills and preferences in the three sectors. Their results corroborate that informal 
salaried work implies large earnings penalties compared with formal salaried work. 
Workers with informal-like characteristics (observed and unobserved) would experience 
substantial earnings gains were they to move to formal salaried jobs. Earnings gaps are too 
large to be due to compensating earnings differentials, suggesting that there is 
segmentation between informal and formal salaried employment. 
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39. In contrast, the same authors found little difference in the earnings of formal salaried 
and independent workers after accounting for the sorting of workers based on preferences 
and the returns to their observed and unobserved characteristics. Workers with 
independent-like characteristics would receive similar earnings were they to move to 
formal salaried jobs. The absence of compensating differentials suggests that the perceived 
advantages and disadvantages of independent employment tend to cancel each other out.  

40. One way to further assess whether informal-formal earnings disparities reflect actual 
differences in welfare is by considering individuals’ own perceptions of their welfare. 
Table 3 presents regression-based estimates of the impact of informal salaried and 
independent employment on self-rated welfare assessments, using 1997 living conditions 
survey (Encuesta de Desarrollo Social). The informal salaried have at least a 50 percent 
greater chance of considering themselves poor compared with formal salaried workers, 
holding other factors constant. In contrast, independent workers, on average, consider 
themselves as poor as formal salaried workers. These confirm the significant welfare 
disadvantage of informal salaried workers in Argentina while suggesting that for many 
independent workers earnings gaps appear to be compensated for by the advantages of 
autonomous and flexible work. 

Table 3: Impact of Informal Work on Self-rated Wellbeing in Argentina, 1997 
(% change in risk of self-rated poverty for work category compared to formal workers)  

 (1) (2) (3)   
Independent worker -1.4% 1.9% -0.5%   
Microenterprise employee 21.9% - -   
Salaried 6–39 employees 14.1% - -   
Salaried 40–100 employees -3.8% - -   
Informal salaried - 51.1% -   
Temporal employee - - 58.0%   
A family member is employed:       

in large firm -17.0% - -   
as formal salaried - -17.7% -   
with a permanent contract - -16.4%    

Source: Own estimates based on the 1997 Encuesta de Desarrollo Social. 
Note: Figures in bold are not statistically significant at a 10 percent confidence level. Based on logit 
regressions that control for incomes (own and family per capita), education, and other demographic and socio-
economic individual and family characteristics.  
The comparator categories in each column are: (1) employee in firms with > 100 employees, (2) formal 
employees (those making pension contributions), (3) permanent contract employees.

41. An important finding also shown in Table 3 is that indirect access to social protection 
correlates with higher self-rated welfare. Individuals who live in families where some 
member has social security benefits are about 17 percent less likely to rate themselves as 
poor. This result also holds if access to benefits is proxied by employment in large firms or 
by having a permanent labor contract. Thus, workers seem to attach an important welfare 
valuation to having access to social protection.  

VI. Labor informality has eroded the effectiveness of traditional social protection 
schemes. The long term institutional consolidation and sustainability of the social 
protection system remains a challenge. 
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42. The increase in informal employment over the last two decades reflects a growing 
truncation of the welfare state in Argentina. In 2006, more than half of urban households 
had no member employed in a formal job—and thus were largely outside the contributory 
system of social protection. This number increased by almost 10 percentage points 1992–
2003. Rising labor informality curtailed access to traditional unemployment protection, 
pension and health insurance, and family allowances, which were all tied to regulated 
employment. This poses major challenges to public policy in Argentina, as the State has 
become less effective in providing social protection, especially for the poor. 

43. In response to this situation, emergency social assistance programs and non-
contributory social insurance schemes have been introduced (Figure 8). Authorities have 
developed income transfer programs for unemployed workers and vulnerable groups such 
as Trabajar in the late 1990s, Plan Jefes in the early 2000s, and more recently Seguro de 
Capacitacion y Empleo (“Seguro”) and Plan Familias. Old-age benefits, traditionally 
restricted to workers with a history of contributing to the pension system, were also 
expanded through Plan Mayores, a means-tested cash transfer for the poor elderly created 
in 2003; an increase in the number of non-contributory pensions granted by the Federal 
Government; and, since 2005, the “moratoria provisional,”, which allowed individuals 
with no or insufficient contributions to obtain a pension. The latter resulted in an increase 
of 1.4 million in the number of retirees and almost full coverage of the elderly. New 
programs were also put in place to provide access to medical care (Nacer) and 
prescriptions (Remediar) to families outside the traditional health insurance scheme. 

44. These policies, while effective in terms of expanding coverage, were generally a 
response to the social emergency and have been adopted on an ad-hoc basis, accumulating 
layers of reforms. They are not always part of an integrated long-term strategy. Income 
transfer programs in Argentina generally lack an automatic indexation rule to adjust 
benefits, and adjustments are adopted discretionally by authorities, resulting in distorted 
benefit structures. Frequent changes in programs, such as recent changes in the pension 
system and family allowances, are not publicly discussed in a participatory process, 
resulting in uncertainty and doubts about the sustainability of policies by the population. 

45. Moreover, in the face of labor informality, it is important that the design of the social 
protection system be carefully designed so as to achieve financial sustainability and 
institutional consolidation. The combination of labor informality, population aging, and 
ad-hoc policy have affected the capacity of social insurance programs to self-finance. The 
share of contribution revenue in total social insurance expenditures in Argentina fell from 
above 90 percent in 1992 to 40 percent ten years later, and while it increased in recent 
years, it still remains below 60 percent. Additionally, many beneficiaries do not have 
complete contributory histories.  

46. Well-intended efforts to extend social protection to those out of formal employment 
have fragmented the social protection system, and may—due to a lack of incentive 
compatibility with contributory programs—create disincentives for labor formality. Such 
disincentives come from the fact that social assistance programs are free or highly 
subsidized and sometimes conditional on working informally, while formal benefits 
require payroll tax contributions to gain the right to social security benefits. These 
incentive effects are likely to operate most strongly among workers at the margin of formal 
and informal employment decisions, and are likely to be more important in countries like 
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Argentina with moderate-to-high levels of both social security and social assistance 
coverage.  

47. Gasparini et al (2006) found that the Jefes and Jefas program had a negative, albeit 
small, impact on some unemployed groups for whom the transfer—practically tied to not 
having a formal job—was attractive relative to their wage opportunities in a formal job. 
Spouses and secondary household workers would have to pay for health insurance even if 
they already had coverage through the household head or another family member. This 
double payment is essentially a plain tax that can discourage formal employment. In a 
recent study, Galiani and Weinschelbaum (2007) found evidence supporting this 
disincentive effect in a sample of countries in the region. While negative incentives need 
not translate into actual undesired behaviors and might be an acceptable side effect of 
policies that overall increase social welfare, there are clear tradeoffs that could be 
minimized with good policy design. 

Figure 8: Beneficiaries of Income Transfer Programs in Argentina, 1992–2006 
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CONSIDERATIONS FOR PUBLIC POLICY  

48. Addressing the complexity and diverse nature of labor informality and its 
consequences requires a range of policy interventions. Clearly, there is no silver bullet to 
reduce labor informality. The appropriate path is to both pursue policies that will reduce 
labor informality over time while at the same time providing needed social protection to 
informal workers. What follows is an outline of some of the specific policy issues that 
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appear most relevant for Argentina, the efforts of the Argentine government in these areas, 
and how these could be strengthened. The three main themes are: (1) policies to foster 
sustained and shared economic growth with increases in productivity; (2) adequate labor 
market policies with strengthened, even-handed enforcement; and (3) a long-term strategy 
for social protection. 

49. Different policies may address different aspects of labor informality. For example, 
enforcement is more strongly suited to addressing labor informality among medium to 
large firms, while addressing skill mismatches through better education and training is 
important to reduce all forms of informal labor. 

50. Among the important steps for sustained reductions in labor informality is maintaining 
sound macroeconomic policy and other conditions for sustained and shared economic 
growth. International and Argentine experiences suggest that one important element of 
achieving sustained growth is maintaining sustainable monetary and fiscal policies. 
Policies could raise productivity in the formal sector through an improved investment 
climate and through the support of innovation and human capital accumulation. 
Strengthening the national innovation system and upgrading the workforce through higher 
quality education and training are also central to promoting productivity growth and 
permitting more workers to find better jobs in a more dynamic formal sector.  

51. The Argentine government has instituted policies to capitalize on the favorable external 
environment and sustain the high rates of economic growth of the past five years. In 
maintaining a stable growth path and improving productivity growth in the medium term, 
it is important to promote investments that address supply and infrastructure bottlenecks 
and support improvements in the business regulatory framework. Ongoing efforts to 
strengthen the education system emphasize boosting school attainment of children from 
poor families (such as the Familias program), improving the quality of education, and 
providing labor training to facilitate labor market reinsertion (such as the Seguro de 
Capacitación y Empleo program). 

52. To ensure that economic growth results in less labor informality and better working 
conditions for workers, it is also critical to establish and enforce labor market policies and 
regulations; labor enforcement, in particular, could be further strengthened. As noted 
previously, in the 1980s and 1990s labor market policies focused on improving incentives 
for hiring. Attempts to reduce the burden of labor legislation in the early 1990s by creating 
special classes of less protective contracts turned out to be problematic. Evidence suggests 
that bypassing regulations and applying lax enforcement may have created a parallel, 
unregulated labor market that displaced formal contracting, led to higher job turnover 
(diminishing incentives for firm training), and contributed to a “culture of informality.” 
The elimination of these special classes of less protective contracts in the late 1990s was 
therefore a positive development. 

53. While the relationship between firing costs and informal hiring in Argentina remains 
an open empirical question, the recent elimination of the “doble indemnizacion” policy is a 
positive development. While this measure did not affect those hired after 2002, it changed 
the cost of employment restructuring for those firms contemplating new labor-saving, 
productivity-increasing technologies, which can foster creation of better jobs in the long 
term. 
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54. Keeping unemployment protection through severance pay is a way of circumventing 
the limitations of the unemployment insurance scheme in Argentina. In this regard, as 
detailed in World Bank (2007), Argentina, like many other countries in the region, 
continues to focus on protecting jobs rather than protecting workers. Some countries in the 
region and around the world are increasingly aiming to provide unemployment protection 
by offering income replacement to those who lose their job for any reason and promoting 
their rapid reentry into the labor force through innovative financial arrangements.  

55. Peru, Colombia, Ecuador, and to some extent Brazil expanded severance pay into 
individual savings accounts from which workers can withdraw the funds plus the interest 
income accumulated upon job loss. These are self-insurance mechanisms because there is 
no pooling of risk across workers. Another alternative is Chile’s unemployment insurance 
program, which complements individual savings accounts with a solidarity scheme that 
provides partial insurance to unemployed workers with insufficient funds in their accounts. 

56. While the minimum wage was not an important driver of informal labor during the 
1990s—due to the fact that its level remained low—recent increases warrant moderation. 
Increases in the minimum wage have brought the current level to a substantial fraction of 
the median wage. International experience suggests that further increases from current 
levels may have negative effects on formal employment. It would be advisable for caution 
to be exercised in further increasing the minimum wage, making sure they are 
productivity-driven as the economy continues to grow.  

57. In general, overly ambitious regulations can harm workers. Regulations that mandate 
benefits that firms can absorb and for which workers willingly pay can improve the welfare 
of workers without affecting the labor market. Excessive regulations that go beyond what 
workers and firms are willing to pay will offer strong protections to some workers while 
excluding others through unemployment and informal jobs. Excessive restrictions on wage 
adjustment and job reallocation (hiring and/or firing for just cause and firms’ economic 
restructuring) may curtail new technology adoption and resource reallocations, which are 
both critical to the kind of long-term productivity growth that leads to more quality 
employment creation and higher wages. 

58. Once an adequate regulatory regime, which ensures essential protections, is enacted, it 
is important to enforce it firmly and consistently. The combination of weak enforcement 
and overly strong de jure regulations may undermine the rule of law and cultivate a social 
norm of non-compliance with public programs, taxes, and regulations (Perry et al, 2007). 
Survey evidence reveals that overall trust in and satisfaction with public institutions in 
Argentina remained very low in the 1990s. Using micro data surveys in Chile and 
Argentina, Bergman (2002) argues that, in Chile, higher confidence in public institutions 
generates trust in the state’s ability to use public resources to fund social policies and fight 
poverty. In turn, this results in higher compliance and willingness to abide by the rules. 
This highlights that improving the quality of policy making and the perceived efficiency, 
fairness, and accountability of state institutions is also an important element of the broad 
agenda to sustain reduced labor informality. 

59. The strengthening of labor enforcement in Argentina warrants further attention. The 
federal government has relied on collaboration with provincial authorities to implement 
enforcement policies. These efforts could be expanded by allocating more resources and 
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enhancing the labor audits function, particularly better aligning the incentives for 
provincial labor offices to carry out labor enforcement activities. More generally, 
institutional strengthening of the Labor Ministry and coordination of other relevant public 
agencies (e.g., ANSES, Minister of Social Development) can help it take on this role. The 
compilation of systematic data would allow identification of the full potential of this policy 
through assessments of how much of total labor informality is due to weak enforcement. 

60. The main challenge for social protection policy is to build on an integrated long-term 
strategy that ensures the long-term institutional consolidation and financial sustainability 
of the social protection system that takes into account the high degree of informality. In 
Argentina, the debate between those who support integration of social protection programs 
under a common strategy and those who promote stronger differentiation between social 
insurance and social assistance is far from settled. Academics, analysts, and even 
government officials remain divided on the issue. Some have argued that a revision of 
current programs is needed to integrate them into a single model that, with varied tools, 
provides basic universal protection to all citizens. This proposal would imply a progressive 
integration of institutions, and an approach to finances and access to benefits that is not 
linked to the labor market. Others support the idea that contributory social insurance 
schemes should be protected and reinforced, keeping them separated from social assistance 
programs that provide minimum income support or are seen as emergency programs. In 
this view, the combination of sustained economic growth and better enforcement would 
lead to a long-term decline in labor informality and the expansion of social insurance 
coverage. 

61. Several aspects of program design can be improved. The rules governing income 
transfer programs in Argentina (whether existing or new) can be made clearer and more 
consistent. Only those already enrolled in Jefes can join the new income transfer schemes, 
and Moratoria was open for a limited time. If these programs are part of a long-term 
strategy, then they will have to be opened to new beneficiaries in the future. It would 
desirable to have transparent exit rules from the onset and an automatic indexation rule to 
adjust benefits so as to avoid discretionality and distorted benefit structures. Changes in 
programs, such as those recently within the pension system and family allowances, could 
be publicly discussed in a participatory process. This can dispel uncertainty and doubts 
about the sustainability of policies by the population. Moving the social protection system 
toward a less discretionary model, where rules are explicit, followed, and maintained over 
long periods, would likely result in more consistent and improved outcomes in terms of 
social welfare. 

62. Moreover, in the design and implementation of policies, it is important to strive for a 
careful integration of contributory and non-contributory schemes that ensures incentive 
compatibility and avoids disincentives for labor formality. While negative incentives need 
not translate into undesired behaviors and may be an acceptable side effect of policies that 
increase social welfare, there are clear trade-offs that can be optimized with good policy 
design. 

63. These issues pose particular challenges for reaching the 75 percent of independent 
workers who are not contributing regularly to social security. Since the enforcement of 
compliance for these workers is difficult, policy design has to evaluate incentives, 
capacity, and workers’ willingness to pay for the social protection benefits that formal 
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wage earners enjoy. Recent policy innovations in these areas in countries like Chile and 
Uruguay provide lessons that inform the development of policies that may fit Argentina’s 
context and challenges. 

64. One of the World Bank’s goals with this analytical program is to contribute to an open 
and fact-based public debate that could result in policy proposals that positively impact 
household welfare, and are feasible in terms of fiscal sustainability, labor market effects, 
and political economy. Collaboration between Argentina’s technical staff at the Ministry of 
Labor, INDEC, and the World Bank, together with a dialogue with independent 
researchers and experts on the field, was facilitated by the support of authorities and 
officials in Argentina and at the World Bank. The results of this joint effort include 
documents and activities developed since 2005, in addition to a climate of trust and 
collaboration that facilitated dialogue and opened spaces to continue the Bank’s support of 
Argentina’s social policy design and implementation. It is hoped that this effort and this 
report can continue to inform discussions of the future of social and employment policy 
among members of the Argentine society. 
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1. INFORMAL EMPLOYMENT, POVERTY AND INEQUALITY IN 
ARGENTINA 

Informality has been considered from a variety of different approaches: a labor 
market and social protection lens, a business lens, and a state lens. After 
reviewing international definitions, this report adopts a three-way categorization 
of employment, dividing the employed population into 1) formal employees, 2) 
informal employees, and 3) independent workers, with formality defined in terms 
of social security contributions. The share of all workers who are informal 
employees in Greater Buenos Aires and urban Argentina grew during the 1980s 
and 1990s, while the share of independent workers remained unchanged. The rate 
of informal employment declined 2005-2006, as the economy recovered from the 
2001 crisis. The increase in informal employment has been relatively larger 
among low-income households and medium-size firms. More than half of 
households receive the majority of their income from informal and independent 
work. Informality rates are highest among 15-25 year olds and those with less 
than primary education, along with workers in non-professional self-employment, 
microenterprises, construction, primary activities, and commerce. The increase in 
informal salaried work has affected most sectors and workers in the economy, 
although informality rates among employees have increased more rapidly for 
some particular subgroups: women, young adults, less-educated workers, 
employees of large and medium-sized firms, and those working in the public 
administration, defense, education, and health sectors. 

1.1 This chapter examines informality trends and profiles and considers the links between 
changes in informality, poverty, and inequality in Argentina. The first section describes why 
informality is of interest to policymakers and the different approaches that have been used to 
study the issue. The second section explains international definitions of informality. Section 
three describes the employment categories used in this report. Section four places levels and 
changes in informality in Argentina in an international and regional context. Section five reviews 
trends in informality in Argentina in more detail, considering both individual and household 
measures of informality. Section six examines changes in poverty and inequality overall, 
discusses how poverty and informality are related, and considers the extent to which changes in 
informality explain the growth in inequality over time. The final section gives a new snapshot of 
informal employment at the national level using the 2001 census, which covers rural areas and 
has data on social security coverage for independent workers. The final section also examines to 
what extent the overall change in informal employment reflects changes related to particular 
subgropus vs. a generalized trend in the labor market.  

1.2 Informal work has been examined with a variety of different approaches. The 
informal sector has become a substantial point of interest in Argentina and throughout Latin 
America and the Caribbean. Some policy makers and analysts view informality as both a cause 
and consequence of many of the region’s ills. The sector is associated with low productivity, low 
wages, lack of social protection, over-regulation of markets, tax evasion, and the truncation of 
the welfare state. Despite significant reforms to trade, labor, and business regulation, informality 
has become more common in several countries, including Argentina. This has led to a recent 
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flurry of analyses on the issue.1 Because various lenses are used to examine informality, there is 
no consensus on definitions, causes, welfare implications, and policies to address informality. At 
least three different approaches have been used: 

• The labor market and social protection lens of informality emphasizes the issues of quality 
or “decent” jobs and access to social protection mechanisms. This lens focuses on the fact 
that informal workers typically receive lower wages and lack access to benefits like health 
insurance, pensions, unemployment protection, and maternity provisions.  Informality is 
equated with a truncated welfare system that excludes much of the population.  

• The business lens focuses on how firms weigh the costs and benefits of participation in 
formal institutions (i.e., evasion of taxes and regulation) and the productivity implications of 
their decisions. Informal firms are unplugged from the circuits of the formal economy, 
including credit, large markets, property rights, and security, which in turn hinders their 
productivity and growth.  

• Finally, viewed through a state lens, informality relates to the state’s capacity to undertake its 
tasks of coercion (tax collection, regulatory enforcement), public goods provision 
(infrastructure, order) and redistribution (ensuring equal opportunities, insurance, safety nets, 
and balancing the power between firms and workers).  

1.3 Informality can have undesirable social and economic impacts. First, it undermines the 
provision of public goods financed by taxes. Second, it may preclude firms from accessing 
formal credit and larger markets, thus potentially reducing productivity and firm growth. Third, 
with curtailed access to health, old age, and unemployment protection, informal workers are 
more vulnerable to shocks. Fourth, pervasive informal practices undermine the rule of law, open 
more opportunities for corruption, and hinder effective regulation. When informality is related to 
poor regulations or rent-seeking, identifying its drivers may pinpoint where productivity-
enhancing reforms are needed.2 Thus, addressing informality can be a way to unleash a country’s 
potential for economic growth. 

1.4 In terms of public policy, it is essential to understand the role of informality in the broad 
development process. On the one hand, informality may wane with economic development.3 If 
informality simply reflects low overall productivity in the formal economy, improving 
productivity could be the focus of policy efforts. On the other hand, there may be “informality 
traps.” Low levels of productivity and inadequate institutions may lead to non-compliance and 
participation in formal arrangements, in turn resulting in low productivity growth and lower 
enforcement capacity—a self-reinforcing vicious circle of high informality, low prosperity, and a 
truncated and weak state. In this case, there could also be a role for specific interventions that 
address productivity-informality traps (such as support to small business, differentiated labor 
regimes) and align collective beliefs around higher levels of formality (such as revamping 
enforcement efforts and increased accountability and legitimacy of state institutions).  
 
1 For instance, an ongoing Flagship report of the World Bank Latin American department examines informality in 
an integrated framework such as the one described here. 
2 Besley et al (2004) for India find that areas with greater enforcement of labor laws experienced lower productivity 
growth, a result echoed in Almeida and Carneiro (2005)’s recent work in Brazil. 
3 This has been shown for self-employment (Loayza and Rigolini (2006), Loayza, Oviedo and Servén (2005), 
Maloney (2001)) 
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1.5 Cutting across these perspectives is the question of whether the informal sector is 
fundamentally disadvantaged or largely reflects voluntary choices of workers and firms given the 
constraints and opportunities they face. In one view, nformality results from barriers to mobility 
across sectors, occupations, or locations which generate unequal advantages and low-level 
earnings traps. Workers and firms would prefer the higher benefits of the formal sector but are 
excluded by a rationing process. Another view portrays informality as resulting from workers 
weighing the private costs and benefits of being informal.4 This approach highlights the 
motivations of independent workers (self-employed and micro-entrepreneurs) to be autonomous, 
take initiative and risks, and have flexible work schedules. It also sees informal salaried jobs as 
entry points to the labor market for youth, unskilled workers, and women who gain flexibility to 
balance work and household responsibilities. In this view, many informal jobs reflect workers’ 
choices, taking into account their preferences, skills, other means of social protection, and 
competing earnings prospects, while firms consider their productivity and the costs and the 
benefits entailed by formality (affected by entry regulations, labor laws, and the investment 
climate in general). 

1.6 Underlying these views are alternative hypotheses as to the main causes of informality. 
Some observers see informality as a reflection of the dual nature of Latin American economies 
(coexistence of modern and pre-capitalistic economic activity) rooted in its colonial history.5 
Increased competition in globalized markets creates pressure for cost reduction, and informal 
subcontracting is a way of sidestepping regulations or bargaining with unions. Other possible 
culprits are excessive labor, tax, and business regulations which force non-compliance with legal 
obligations and undermine public confidence in inefficient public services and social security 
systems. For others, informality is a consequence of the forces of development, chiefly deficient 
overall productivity in developing economies, labor supply shifts (demographic trends), sectoral 
shifts (from manufacturing to small scale services, tradables to non-tradables), and technical 
change (changes in demand for skills, government enforcement and service delivery capacity). 

1.7 The discussion above suggests that the causes and impact of informality need to be 
analyzed in the larger context of the relationship between individuals, firms, and the state. A 
review of existing literature on informality in Argentina unveils all of these possible views of the 
phenomenon. Although this report primarily adopts a labor market and social protection lens, it 
keeps in mind this broader conception of informality.  

INFORMALITY: DEFINITIONS IN THE INTERNATIONAL CONTEXT 

1.8 Informality: operational definitions. Informality has evolved to become an overarching 
concept comprising many dimensions and approached by many different lenses. Measuring 
informality with any particular lens requires 1) a statistical definition of informality, 2) a set of 
attributes that allow distinguishing “formal” from “informal’ and 3) appropriate sources of data. 

1.9 Ever since the term “informal sector” was first coined by Hart (1973) and the ILO’s 
Kenya Report (1972), its limits and operational use have been subject to debate. Those studies 
were the first efforts to set informality boundaries either based on the individual (Hart) or on the 

 
4 Maloney (1998, 2004), Saavedra and Chong (1999), Levenson and Maloney (1996). 
5 Heckman and Pages (2004), Loayza (1996), De Soto (1989) and Djankov et al (2002). 
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enterprise (ILO). The latter approach was followed in Latin America by PREALC (Programa 
Regional de Empleo para America Latina y el Caribe) and established by the ILO (1991), which 
defined the informal sector as economic units with little or no capital that use primitive 
technologies and unskilled labor and have low productivity (Orsatti, 2003). Similarly, Maloney 
(2004) characterizes the informal sector as consisting of small-scale, semi-legal, often low-
productivity, frequently family-based, pre-capitalistic enterprises. 

1.10 Making this type of “productivity” definition operational with available data is 
problematic. Low productivity might be unobservable, capital endowments are not usually 
reported in surveys, and some features like “primitive technologies” and “pre-capitalistic 
enterprises” are difficult to define in quantitative terms. 

1.11 More recently, the “productivity” 
definition of informality has been 
complemented with the “social protection” 
definition, which focuses on the lack of 
labor protection and social security benefits 
of informal employment. These two 
definitions are not necessarily in conflict. 
Rather, they reflect views of the labor 
market through different lenses.  

Figure 1.1:  Informal Employment:  

1.12 The ILO (2003)7 has used the broad 
term “informal economy” to capture both 
aspects of “informalization” of 
employment. As Figure 1.1 shows, this 
means making operational both views 
according to the observation unit. The ILO 
clearly distinguishes between the “informal 
sector” and “informal employment.” The 
informal sector is defined following the 
“productivity view” by the type of 
production unit (rows), while informal 
employment is defined according to the “social protection” view by job status (columns). 

The  ILO Conceptual Framework 
Job by status in employment 
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workers Employers 

Contributing 
family 

workers  
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cooperatives 
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Households(b) 
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Source: Hussmanns (2004)6  

Note: (a) As defined by the Fifteenth International Conference of 
Labour Statisticians 1993 (excluding households employing paid 
domestic workers). 
(b) Households producing goods exclusively for their own final use 
and households employing paid domestic workers. 
Note: Cells shaded in dark grey refer to jobs, which, by definition, 
do not exist in the type of production unit in question. Cells shaded 
in light grey refer to formal jobs. Un-shaded cells represent the 
various types of informal jobs. 
Informal employment: Cells 1 to 6 and 8 to 10. 
Employment in the informal sector: Cells 3 to 8. 
Informal employment outside the informal sector: Cells 1, 2, 9 
and 10.

1.13 An important feature of this framework is that “informal employment” can be found both 
within and outside the “informal sector.”  Likewise, employment in the “informal sector” 
comprises all jobs in informal enterprises, irrespective of their employment status. Informal 
sector enterprises are defined as production units operated by single individuals or households 
that are not constituted as separate legal entities independently of their owners. This definition is 
usually made operative by establishing a certain size threshold below which it can be estimated 
that separation does not hold and is conducive to little capital accumulation and low productivity. 
Note that this definition does not follow firm registration criteria (namely, tax payment and 
compliance with business regulation) like those used for the World Bank Doing Business 

 
6 Haussmans, R. (2004). “Defining and measuring informal employment”, OIT. 
7 Seventeenth International Conference of Labour Statisticians, November-December 2003. 
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Indicators (World Bank, 2005). In Argentina, productivity-based measures of the informal sector 
have generally defined informal production units to be “family units” (those operated by non-
professional own-account workers with or without contributing family workers) and 
“microenterprises,” defined as productive units with no more than five employees.8  

1.14 By the ILO definition, the term “informal job” is distinct from “informal employment” 
and “informal sector.” Specifically, an “informal job” can either be a case of “informal 
employment” or “employment in the informal sector.”  In terms of the matrix shown in Figure 
1.1, “informal jobs” are those of own-account workers and employers employed in their own 
informal enterprises (cells 3 and 4); contributing family workers (cells 1 and 5); employees 
holding informal jobs, whether employed by formal or informal enterprises (cells 2, 6 and 10); 
members of informal producers’ cooperatives (cell 8) and own-account workers engaged in the 
production of goods exclusively for own final use by their household (cell 9).  

1.15 The above definition further requires country-specific criteria for defining labor 
legislation protection. In Argentina, definitions based on labor market status have generally used 
social security contributions as an indicator of job registration.9 Throughout this report, 
preference is given to the registration criterion as the main informality attribute.  

1.16 Defining informality following the social security criterion has the advantage of ensuring 
that a consistent definition can be used across surveys. It also gives preference to sources of data 
other than enterprise-based “informal sector surveys.”10 Therefore, as long as they provide 
information on employment registration, labor force surveys and population censuses are the 
most appropriate instruments for measuring informality. In Argentina, the 1991 National 
Population Census collected information on social security tax payments of salaried workers 
only. The Encuesta Permanente de Hogares (EPH), the continuous urban labor force survey, 
provides the same kind of information. The 2001 Population Census broadened this view and 
collected information on social security payments for all individuals employed irrespective of 
their job category. The special EPH informality module conducted in the last quarter of 2005 
with the support of the World Bank also provides this information for Gran Buenos Aires (see 
Annex 1.1 on the details and questionnaires). 

EMPIRICAL IMPLEMENTATION OF DEFINITIONS OF INFORMALITY 

1.17 This report uses primarily a three-way categorization of employment, dividing the 
employed population into three groups: formal employees, informal employees, and independent 
workers. Independents are defined as the self-employed (with no employees) and those who are 
owners of micro-enterprises which employ 5 or fewer people. Formality is defined in terms of 
making contributions to the social security system. Family workers with zero income are 

 
8 Beccaria, L., J. Carpio, Orsatti, A. (1999). “Argentina: informalidad laboral en el nuevo modelo económico”,  
Informalidad y exclusión social. J. Carpio, E. Klein and I. Novacovsky. Buenos Aires, Fondo de Cultura Económica. 
9 Orsatti, A., Calle, R. (2003), La situación de los Trabajadores/as Informales en el Cono Sur y el Área Andina. 
Argentina, Brasil, Chile, Paraguay, Uruguay, Colombia, Perú, Venezuela, OIT.  
10 More appropriate for measuring the value added size of the informal sector. See, for example, the Mexican 
Encuesta Nacional de Micronegocios (ENAMIN–2002) and the Brazilian Pesquisa de Economia Informal Urbana 
2003. 
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included among the informal employees.11 In terms of the ILO categories shown in Figure 1.1, 
informal employees are those in cells, 1, 2, 5, 6, and 10; independent workers are those in 3, 4, 
and 9, plus any other own-account (self-employed) workers. The three-way categorization 
involves several choices: 1) a distinction between independents and employees, 2) the use of a 
definition of informality rooted in social protection rather than productivity, 3) the particular 
choice of social security contributions to identify the formally employed, and 4) the grouping of 
the self-employed together with small enterprise owners. 

1.18 Independent workers are distinguished from employees for two reasons. First, 
independent workers typically differ in their motivations and skills. They tend to be individuals 
who prefer not to have a boss, who display entrepreneurial skills, and who attach high value to 
the non-pecuniary benefits of independent work, such as greater time flexibility.12 Second, the 
most common source of labor force data in Argentina, the Encuesta Permanente de Hogares 
(EPH), collects social security contribution information for employees but not for business 
owners and the self-employed. Thus, it is not possible to establish “formality” for independents 
in terms of social security contributions.13 

1.19 The use of a definition of informality rooted in social protection rather than productivity 
is motivated by multiple factors. Informality defined in terms of social protection, which 
involves public benefits and rights enforced by the administrative and court systems, is naturally 
of primary interest to public policy. A social protection definition is relevant to the questions of 
labor regulation because it identifies individuals who are working outside the established 
regulatory framework. Additionally, definitions of informality linked to productivity, while 
useful for some purposes, pose substantial analytical challenges. Productivity-based definitions 
are typically based in part on education and/or earnings. Clearly, it is not possible to 
meaningfully study the relationship between informality and earnings or education if informality 
is defined in terms of those variables.  

1.20 A number of different social protection criteria could be used to define a formally 
employed person. The criteria should capture whether or not the employee is registered with the 
authorities and has the typical set of rights and benefits tied to legally recognized employment. 
The EPH and other surveys collect information on whether employees receive various job 
benefits. The overlap in these benefits is show in Table 1.1. The table displays the percentage of 
employees receiving benefit A (shown by columns) who also receive benefit B (shown by rows). 
The first column shows the percentage currently making social security contributions that also 
have each of the other benefits. The table shows, for example, that 99.3 percent of those who 
make social security contributions also have the right to severance pay. Making social security 
contributions is a good indicator that the employee has the entire packet of benefits associated 
with formal employment. Thus it is sensible to define formality by whether or not the employee 
makes social security contributions. 

 
11 The term “informal salaried employment” is used in this report to refer to those who are “informal employees” 
and does not include the self-employed. “Informal employees” include employees in family enterprises who do not 
receive a monetary compensation for their work. 
12 For discussion of the motivations of the self-employed in Latin American countries, see Maloney (2004). 
13 Note that the analysis of the employed also excludes the beneficiaries of Jefes de Hogar who report that their 
main activity is unpaid work to fulfill the requirements of the program. 
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Box 1.1: Definitions of Informality in Previous Studies in Argentina  
Previous studies in Argentina have a used a variety of different criteria to define informality. Monza (1999)14 
defines the informal sector by a) excluding employment in households (domestic workers); b) excluding public 
sector employment (considered formal by definition); c) excluding certain GDP divisions (assumed to be formal); 
d) excluding high skilled own-account workers; e) excluding salaried workers in firms other than microenterprises; 
f) inferring the number of owners by the information on salaried workers; and g) adjusting for hourly income. 
Using this definition and based on EPH, Monza estimates that Argentine urban informal sector went from 18.2% of 
total employment in 1991 to 20.5% in 1995; and declined to 19.1% of total employment in 1998.  

Using 1991 Census data, Beccaria et al (1999) calculated that family units accounted for 28.4% of total 
employment and microenterprises represented 19.1% of it, resulting in an informal sector size of 47.5% of total 
employment.  

SIEMPRO (2000)15 based on Encuesta de Desarrollo Social 1997 used same categories to find that family units 
accounted for 22.3% of total employment and microenterprises represented 17.6% of it, resulting in an informal 
sector size of 39.9% of total employment. 

Pok and Lorenzetti (2004) use the last non-continuous EPH observation (May 2003) and elaborate a definition of 
informality linked to income, firm size, social security payment, and type of labor contract. Based on this 
definition, they calculate that informal employment reaches 45.8% of total urban employment. If domestic workers 
are added (most of them women), the informality in Argentina becomes 52.5% of total urban employment. 

The Ministry of Labor, Employment and Social Security has recently evaluated non-registered wage employment 
(MTESS, 2004)16 comprises 53.4% of total private sector employment and 10.1% of public sector employment 
(21.6% of unregistered public sector employees contribute to social security by themselves). Among private sector 
informal workers, the study singles out three groups: domestic workers (24%), wage workers in microenterprises 
(49%) and wage workers in firms other than microenterprises (27%). 

Source: Varias authors as stated above. 

 

Table 1.1: Employment Benefits are Highly Correlated: 
Percentage with Benefit A that Receive Benefit B 

Social Security Health 
Insurance

End-of-the-
Year 

Bonus
Vacation Unemployment 

Insurance
Severance 

Pay

Social Security 100.0% 97.5% 99.3% 99.1% 98.7% 91.3%
Health Insurance 98.4% 100.0% 98.6% 98.6% 98.0% 90.9%
End-of-the-Year Bonus 96.8% 95.2% 100.0% 99.4% 96.4% 89.3%
Vacation 96.3% 94.8% 99.0% 100.0% 96.0% 89.1%
Unemployment Insurance 99.0% 97.3% 99.1% 99.1% 100.0% 91.5%
Severance Pay 99.3% 97.9% 99.6% 99.8% 99.3% 100.0%

% of All Employees with the 
Benefit 62.6% 61.6% 63.7% 63.5% 61.7% 58.1%

B

A

 
           Source: Own estimates based on 2003 EPH. 

 

 
14 Monza, A. (1999). “La evolución de la informalidad en el área metropolitana en los años noventa. Resultados e 
interrogantes”. Informalidad y exclusión social. J. Carpio, E. Klein and I. Novacovsky. Buenos Aires, Fondo de 
Cultura Económica. 
15 SIEMPRO, Sistema de Información Monitoreo y Evaluación de Programas Sociales (2000). “Trabajadores 
informales”. Buenos Aires. 
16 MTESS (2004), “Diagnóstico del empleo no registrado”, Subsecretaría de Programación Técnica y Estudios 
Laborales, Serie Estudios/1, Buenos Aires. 
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1.21 Finally, there is the question of how to consider those who work only for themselves and 
do not employ others, versus micro-entrepreneurs who have employees. In this report these are 
grouped together as “independent workers,” both because they typically share similar 
motivations and because the line between the two groups is thin in practice. Micro-entrepreneurs 
may be reluctant to acknowledge that they have employees because of the related tax 
implications, and there is anecdotal evidence that for this reason some micro-entrepreneurs 
report themselves as self-employed in the EPH. 

Box 1.2: Data Sources for Measuring Informality 
The Encuesta Permanente de Hogares (EPH) is the main household survey in Argentina. It is administered by the 
National Institute of Statistics and Census (INDEC). The EPH has been conducted regularly in Greater Buenos Aires 
(GBA) since 1980 and in a wider selection of urban areas of the country since 1992. Its aim is to measure the 
changes of employment indicators, as well as to compile socio-demographic data, including gender, age, marital 
status, migration, and education among others. It covers 31 large urban areas which are home to 71% of the 
Argentine urban population. Since the share of urban areas in Argentina is 87.1% (one of the largest in the world), 
the sample of the EPH represents around 62% of the total population of the country. The analysis in this report 
focuses on the 16 main urban areas since 1993, because they are present in all the quarters used.  

A major change in the EPH took place in 2003 when a new questionnaire and survey calendar were introduced. The 
new survey is known as the Encuesta Permanente de Hogares Continua (EPHC) and is carried out continuously over 
the whole year, rather than in two rounds (May and October) like the old EPH. The EPHC is intended to improve the 
reporting of labor variables and incomes, in particular those related to informal jobs and public programs. The 
EPHC includes some new questions to capture incomes from vouchers, tips, and other items not included in regular 
wages. It is also richer in the questions on incomes from self-employment, public programs, charity and child labor. 
The EPHC also differs from the EPH in how non-response and inconsistency in the income answers are handled.The 
change from the EPH to the EPHC introduces a break in the time series analysis of trend in poverty, inequality, and 
labor market incomes. Although the old EPH and EPHC were both conducted in the second quarter of 2003, the 
microdata from the EPHC for that quarter has not been released. Consequently, it has not yet been possible to 
conduct a rigorous comparison of the EPH and EPHC. Some conclusions, however, can be drawn from observed 
breaks in the series and limited statistics INDEC has published using the EPHC. Poverty rates appear to not have 
been affected substantially by the methodological changes. Labor force variables, in contrast, do show substantial 
changes. This is not surprising given that the labor force questions in the new EPHC are very different from those in 
the EPH.  

Because the labor market variables from the EPH and EPHC are not strictly comparable, the analysis throughout this 
report examines separately changes up through May 2003 and since the fourth quarter of 2003. The econometric 
analysis of changes over time uses only the EPH data through May 2003. 

 

With the objective of deepening the understanding of informal labor in Greater Buenos Aires, the World Bank, the 
Ministry of Employment and Social Security and INDEC designed and implemented a special survey module on 
informal employment as part of the fall 2005 EPH in the Buenos Aires Metropolitan Area. The survey covered four 
main sets of issues: i) reasons and motivations for being in the current employment category and for participation or 
not in social security; ii) the informality of the productive units, and the motivations to participate or not in formal 
institutions; iii) retrospective questions on work-history transitions between the different occupational categories; 
and iv) access to social protection mechanisms other than social security. These data are described and discussed in 
chapter 3. 
Source: Various authors as stated above. 
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INTERNATIONAL COMPARISONS AND THE  
SOCIAL PROTECTION LENS IN A REGIONAL PERSPECTIVE 

1.22 Argentina’s level of self-employment and its share of employees in informal jobs are 
in line with international patterns given its level of development. The main objective of this 
report is to understand the changes in informality over time in Argentina, not to explain 
differences between Argentina and other countries. However, it is useful to note how levels of 
informality in Argentina compare to those of similar countries. High rates of self-employment 
and informal work, however defined, are common in the developing world. Indeed, the process 
of development can be partially characterized as one of the formalization of work. Figure 1.2 
illustrates this phenomenon across countries. In all figures, the data point for Argentina is 
highlighted.  Panel (a) shows for several Latin American countries the proportions of all workers 
are informal (i.e. who lack social security coverage), for both independent and salaried workers. 
Separately, Panel (b) shows self-employment rates (self-employed as percentage of labor force) 
for the world as a whole and for Latin America and the Caribbean.  Argentina’s level of self-
employment is in line with worldwide patterns for a country at is level of income. Only a handful 
of countries with income per capita similar to Argentina’s have rates of self-employment a few 
percentage points lower, and, in fact, Argentina exhibits lower rates that some much richer 
countries. Further, the gap between Argentina’s self-employment rate and workers’ reported 
intrinsic preference for independent work is in line with international patterns (Perry et al 2007). 

1.23 In contrast, the incidence of uncovered employment (both informal salaried and 
independents) is about 10 percentage points above the average of all other countries with similar 
income per capita (Perry et al 2007). Since the rate of self-employment is not out of line this 
essentially reflects the high incidence of informal salaried labor.  

1.24 Another measure of informality comes from the World Bank’s Enterprise Surveys, which 
ask firm managers about the typical extent to which companies in their sectors underreport sales 
for tax purposes. The average response across firms for each country, shown in Panel (c), 
provides a rough measure of business tax evasion. There is a wide range of underreporting, from 
less than 5 percent in Chile to 40 percent in Panama. Argentina rate of underreporting of 15 
percent is among the lowest in the region. 

1.25   Finally, Panel (d) shows size of the shadow economies as a percentage of GDP for 17 
Latin American countries, as estimated by Schneider (2005). The shadow economy figure 
measures the fraction of market-based legal production of goods and services deliberately 
concealed from public authorities. In 1999/2000 the smallest shadow economies were in Chile 
and Argentina. 
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Figure 1.2: Selected Measures of Informality for Countries in Latin American and the Caribbean 

 
(a) Distribution of Informal Workers in Urban Areas 

Contributing to a Social Security System in Latin America1
(b) Share of Labor Force in Self-Employment 
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Source: “Informality: Exit and Exclusion”, Flagship 2007, World Bank. 
Notes:  
(1) In Ecuador, Mexico, and Venezuela, coverage of independent workers is proxied by having a tertiary education. Argentina denotes 
Greater Buenos Aires. 
(2) Self-employment is measured as the percentage of self-employed workers in the total labor force. 
(3) This is the percentage of sales that businesses do not report for tax purposes, calculated from 2006 Enterprise Surveys 2006.  
(4) "The shadow economy includes all market-based legal production of goods and services that are deliberately concealed from public 
authorities for the following reasons: (1) to avoid payment of income, value added or other taxes, (2) to avoid payment of social security 
contributions, (3) to avoid having to meet certain legal labor market standards, such as minimum wages, maximum working hours, 
safety standards, etc., and (4) to avoid complying with certain administrative procedures, such as completing statistical questionnaires or 
other administrative forms." (Schneider 2005)  
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1.26 In contrast to most countries in the region, urban Argentina experienced a sharp rise in 
the share of employees in informal work during the 1990s. (Note that data presented in this 
chapter for Argentina is only for urban areas.) Argentina is traditionally recognized as one of the 
most “advanced” countries in the region in terms of social security coverage, a group that 
includes Costa Rica, Chile, Uruguay and Brazil. Increases in share of employees in informal 
work also took place can be also observed in other advanced countries (Uruguay, Chile and 
Costa Rica), but the profile and magnitude of the decline in those countries differs (Figure 1.3).  

Figure 1.3:  Shares of Employees in Informal Work (Social Protection Definition) 

1.27 Unlike in other countries, a substantial increase in informal salaried labor occurred in 
urban Argentina among workers of midsize firms. In urban Argentina and elsewhere, the share of 
employees who are informal is highest for workers in small firms (Figure 1.4). 
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Source:  Rofman and Lucchetti, 2006 
Note: Data for Argentina and Uruguay is only urban. Data corresponds to the following years: Argentina 1995 - 2004; Bolivia 
1999 - 2002; Brasil 1995 - 2002; Chile 1996 - 2003; Colombia 1996 - 1999; Costa Rica 1995 - 2004; Ecuador 2000 - 2004; 
Guatemala 1998 - 2000; Mexico 1998 - 2002; Nicaragua 19998 - 2001; Paraguay 1999 - 2004; Peru 1999- 2003; El Salvador 
1995 - 2003; Uruguay 1995 - 2004; Venezuela 1995 - 2004 
 

1.28 Informal employment is correlated with poverty across Latin America. In all 
countries, the share of employees who are without social security coverage is highest for the 
poorest. The recent evolution of coverage rates by income show a worsening trend for many of 
the countries under consideration, with inequality increasing. In urban Argentina, the share of 
employees who are informal has increased across the income distribution but most dramatically 
for those in the poorest quintile (Figure 1.5). 
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Figure 1.4:  Shares of Employees in Informal Work (Social Protection Definition) by Size of Firm * 
Latin America and the Caribbean, 1990s vs. 2000s 
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Source: Rofman and Lucchetti, 2006 
Note: Data for Argentina and Uruguay is only urban.  
* Small (S) refers to 5 workers or less, medium (M) to 6 to 50, and large (L) is more than 50 workers, with some country specific 
variations due to data restrictions. 
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Figure 1.5: Shares of Employees in Informal Work (Social Protection Definition)  

by Quintile of Income 
Latin America and the Caribbean, 1990s vs. 2000s 
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EVOLUTION OF INFORMAL SALARIED EMPLOYMENT AND INDEPENDENT WORK  
IN URBAN ARGENTINA 

1.29 The share of all workers who are informal employees in Greater Buenos Aires and 
urban Argentina grew during the 1980s and 1990s, while the share of independent workers 
remained unchanged. The rate of informal employment declined 2005-2006, as the 
economy recovered from the 2001 crisis.  Figure 1.6 shows the size of the three groups—
formal salaried, informal salaried, and independent—over time. Separate figures are shown for 
the period up through 2003 and for the period since 2003, when the EPH was modified 
substantially (see Box 1.1). The figures show that the share of workers who are independent has 
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remained roughly constant over time at approximately 27 percent both for GBA and for urban 
areas in general. With the 2003 changes in the survey, the share of workers who are independent 
dropped slightly, and it stood at 26 percent at the end of 2006. This stability of independent work 
over time is remarkable given the multiple changes Argentina’s economy has experienced in the 
last 25 years.  

1.30 In contrast, the fraction of all workers who are informal employees has increased over 
time. This fraction rose in the mid-1990s, remained flat during the latter part of the decade, and 
then rose dramatically during the crisis. Overall, the share of all workers who are informal 
employees rose 5.1 points for urban Argentina 1992-2003 and 13.2 points for GBA 1980-2003. 
This share shows a break with the introduction of the new survey in the fourth quarter of 2003. 
For urban Argentina, the share of all workers who are informal employees jumps from 28.5 
percent to 34.4 percent. This change is almost certainly chiefly the consequence of the change in 
survey design.  The share of all workers who are formal employees shows a decline which is the 
mirror image of the increase in the informal employee share.  

1.31 Over the course of 2005 and 2006, the share of all workers who are informal employees 
in urban Argentina fell by four percentage points. While the decline itself is neither large nor 
surprising given the economy recovery that has taken place, it represents a substantial deviation 
from the long-term growth rate in the share of 0.8 percentage point per year. It is unclear whether 
this represents a change in the long-term trend. Some argue that the drop is related to the change 
in the growth pattern, whereby growth has been concentrated in labor intensive sectors as a result 
of the drop in the real exchange rate. It also appears that there have been increased efforts to 
enforce labor laws, which may have decreased informality.  

1.32 Dealing with the vulnerability associated with informal work and independent work is 
largely the norm for urban Argentine households. Informality shares at the level of individual 
workers fail to capture the impact informality has on Argentine society more broadly. 
Households in which no worker is formal are likely to have no social protection. Similarly, 
households in which some members are independents or work in informal jobs are likely to face 
higher risk in terms of the household’s total income. For these reasons, it is interesting to 
consider various household-level measures of informality. 

1.33 One such measure is the percentage of households with at least one member in a 
particular employment group.17 Figure 1.7 shows this information over time, for urban 
Argentina. As observed in the figure, the general trends for household-level and individual-level 
measures of informality and independent work are very similar. Most notable is the fact that the 
fraction of households with at least one formal salaried worker declined through 2003, although 
the trend has recently reversed. 

 
 
 
 

 
17 Unlike the individual-level measures, the household-level measures do not sum to 100 percent across the three 
groups. This is because some households are in more than one group.  
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Figure 1.6: Evolution of Formal Employment, Informal Employment, and Independent Work  

Urban Argentina  
% of Workers in Each Employment Category 

1992-2003 2003-2006 
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Greater Buenos Aires  

% of Workers in Each Employment Category 
1980-2003 2003-2006 
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    Source: Own estimates based on EPH and EPHC. 
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Figure 1.7: Composition of Households in Terms of Informality and Independent Work 

Urban Argentina 
Percentage of Households with at Least One Member in a Particular Employment Group 

1992-2003 2003-2005 
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 Source: Own estimates based on EPH and EPHC. 

1.34 Another way to examine the extent of informality for households is by analyzing the 
percentage of household income that comes from non-formal sources (independent workers or 
informal employees). Figure 1.8 shows the percentages of urban households that have received at 
least 25 percent, between 26 and 75 percent and more than 75 percent of their incomes from non-
formal sources. These percentages have remained roughly constant over time. 

Figure 1.8: Informality and Sources of Household Income 
Urban Argentina  

% of Households with at Least 25%,between 26% and 75%, and more than 75% of Income  
from Informal Employees and/or Independent Workers 

1992-2003 2003-2005 
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 Source: Own estimates based on EPH and EPHC. 
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POVERTY AND INFORMAL EMPLOYMENT 

1.35 The increase in poverty rates that took place up to the crisis was chiefly driven by 
increased poverty among households headed by informal employees and independents. 
Figure 1.11 presents poverty rates for households by the employment category of the household 
head. Households headed by informal employees and independents have consistently had higher 
poverty rates than those headed by formal employees, and up until the period before the crisis, 
their poverty rats grew. In contrast, until the crisis, poverty rates for households headed by 
formal employees remained largely unchanged. Specifically, in 2000, the poverty rate for 
households headed by formal employees was at 14 percent, just barely above the 1992 level of 
12 percent. In contrast, the poverty rate for informal employees was double its 1992 level, and 
poverty for independents had risen from 11 percent to 28 percent. All three groups experienced a 
huge increase in poverty in 2002 and declining poverty rates 2003-2006. 

Figure 1.9: Headcount Poverty Rates 
Urban Argentina, 1992-2005 

Figure 1.10: Income Inequality 
Gini Coefficient of Per Capita Income  

Urban Argentina, 1992-2005 
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Source: Own estimates based on EPH and EPH-C and INDEC. 
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Figure 1.11: Headcount Poverty Rates by Employment Category of Household Head 

Urban Argentina 
(i) Moderate poverty (ii) Extreme poverty 
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    Source: Own estimates based on EPH and EPH-C. 
 
1.36 Informal work is the dominant form of employment among workers in poor 
households, but the causal relationship between poverty and informality is uncertain. 
Figure 1.12 shows the employment composition of workers for low-income (1st and 2nd 
quintiles), middle-income (3rd and 4th quintiles), and high-income (5th quintile) households. 
Although the informality rate (fraction of all employees who are informal) grew for all income 
groups 1992-2003, the growth was by far the greatest for workers in low-income households. In 
2006, 53 percent of workers in low-income households worked as informal employees. Only 20 
percent of workers in low-income households are formal, a huge drop from 45 percent in 1992. 
Substantial growth has also taken place in informality among middle-income households, to the 
point that in 2006, 34 percent of their workers were in informal jobs. 

1.37 Independent work, has also been least common among high income households, although 
the differences by income group are modest. In 2006, independents represented a larger fraction 
of workers in low income households (28 percent) versus high income households (19 percent.) 
There has been a drop in the fraction of workers in high-income households working in self-
employment. The apparent drop in independent work rates for all groups in 2003 is almost 
certainly a consequence of changes in the survey methodology with the EPH-C. 

1.38 The growth in informality rates over time is strongly associated to poverty. This does not 
mean, however, that increased informality has caused the increase in poverty. Regression-based 
micro-simulations, which take into account changes in the skills and demographic structure of 
the labor force and in the earnings structure, suggest that Argentina’s poverty rate would still 
have increased significantly even if the share of informal salaried and independent employment 
and the informal to formal earnings gap had remained the same over the 1990s. These 
conclusions follow from regression-based micro-simulations of Bustelo (2006) who shows that 
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changes in the shares and the earnings of informal employees and independent workers relative 
to formal salaried workers can only account for a small part of the poverty increase during 1993-
1998. Other changes—particularly overall earnings trends of unskilled workers—account for the 
bulk of the rise in poverty. Thus, the growth of the ranks in the informal employed was not a 
primary factor behind the rise in income poverty in the 1990s, both reflect underlying trends in 
the labor market and the overall economy.  

1.39 There are several possible explanations for the observed correlation between poverty and 
informality rates. This can result from: (i) predominantly informal households becoming poorer 
during the 1990s; (ii) predominantly formal, poor households becoming more informal; and (iii) 
predominantly formal, non-poor households, becoming more informal and poor. In other words, 
while increased informality per se may have caused part of the increase in poverty, it is also 
possible that the increasing poverty has driven more people into informal work, or that they are 
both driven by other intermediating factors such as sluggish overall productivity growth. 

Figure 1.12: Informal Employment Has Increased Among Low and Middle Income Urban Households  
Composition of Households by Employment Group 

Urban Argentina, 1993-2005 
(i) Low Income Households 
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(ii) Middle Income Households (iii) High Income Households 
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Source: Own estimates based on EPH using 15 urban cities and EPH-C. 
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INEQUALITY AND INFORMAL EMPLOYMENT 

1.40 The growing gap in incomes between independents, formal employees, and informal 
employees is not the main driver of increasing inequality. It is possible to consider how 
changes in independent work and informality rates over time may have affected income 
inequality. This is done in three ways in this section. First, changes in the relative wages of 
independents and formal and informal employees are examined. Second, inequality is 
decomposed  by employment group at multiple points in time. Third, the change in inequality 
between 1993 and 2003 is decomposed into subgroup components.18 

1.41 Figure 1.13 shows the evolution of the wages of independents and informal employees 
relative to those of formal employees. The figures show the ratios of wages at the second decile, 
the median, and the eighth decile. The figures illustrate several points. First, the wages of 
independents and informal workers are lower than those of formal workers and have deteriorated 
over time. The decline of independents’ relative wages is substantial, while the decline for 
informal workers wages is modest. Second, there is substantial dispersion in the relative wages 
of independents. While the wages of those in the second decile of the independents are only 43 
percent of those of their formal employee counterparts in 2006, the ratio of wages in the eighth 
decile is 82 percent. Third, the dispersion of independent worker wages (relative to formal 
wages) has increased over time, which is indicated by the growing gap between the relative 
wages of those in the second and eighth deciles. This suggests that inequality has grown both 
within and between the three groups. 

1.42 It is also possible to assess the change in inequality more formally using inequality 
decompositions. Decompositions at a particular point in time show the portion of overall 
inequality that is due to inequality between groups and the portion due to inequality within 
groups. The level of between-group inequality is the total inequality which would prevail in the 
hypothetical circumstance that all households within each group had income at the group mean. 
The groups considered for the decomposition are the same three used for the employment 
analysis—independent workers, formal employees, and informal employees—although in this 
case they are based on the employment of the household head. 

 

 

 

 

 

 

 

 
18 Details of the decomposition calculations are available in a technical note available at 
http://siteresources.worldbank.org/INTPA/Resources/tn_measuring_inequality.pdf 
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Figure 1.13: Relative Hourly Earnings of Informal Salaried Employees 
and Independent Workers Have Declined 

Ratios of Hourly Earnings for Formal, Informal, and Independents at 2nd, 5th, and 8th Deciles 
Urban Argentina 
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Source: Own estimates based on EPH and EPH-C. 
Note: Wage data excludes income from the Jefes y Jefas de Hogar program. 
 
1.43 Table 1.2 shows results from this decomposition at four different points in time. The 
decomposition is performed for two Generalized Inequality measures of inequality, with 
parameter values of zero and one. The latter inequality measure is also known as the Theil index. 
Overall, inequality as measured by either index has increased markedly since 1993. In all years, 
inequality is chiefly a within-group phenomenon. However, the portion owing to the gap 
between groups does increase over time, from 4.8 percent in 1993 to 10.7 percent in 2003. The 
data for 2005 shows a further increase to 17.9 percent. This apparent increase may be due in part 
to the changes in survey design that took place with the introduction of the EPHC. Nonetheless, 
it is clear that between-group inequality grew at a time that overall inequality grew as well. In 
other words, a growing portion of inequality is due to the increasing gap between employment 
groups.  

Table 1.2: Decomposition of Levels of Inequality  
Urban Argentina, 1993, 2000, 2003, and 2005 

 
GE(0) Inequality GE (1) Inequality (Theil Index) 

Year Total Within 
Groups

Between 
Groups

Within 
Groups

Between 
Groups

1993 0.269 0.256 0.013 95.2% 4.8%
2000 0.355 0.319 0.036 89.9% 10.1%
2003 0.405 0.362 0.043 89.3% 10.7%
2005 0.391 0.321 0.070 82.1% 17.9%

Level Percentage
Year Total Within 

Groups
Between 
Groups

Within 
Groups

Between 
Groups

1993 0.285 0.273 0.012 95.7% 4.3%
2000 0.351 0.318 0.033 90.6% 9.4%
2003 0.397 0.357 0.041 89.8% 10.2%
2005 0.371 0.306 0.065 82.5% 17.5%

PercentageLevel

Source: Own estimates based on EPH and EPH-C. Note: GE: Generalized Entropy Index. 
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1.44 Another way to consider the relationship between informality and inequality is to 
decompose the change in inequality that took place between 1993 and 2003. This yields three 
separate effects: 1) a “pure inequality effect,” due to within-group inequality changes, 2) 
“allocation effects,” due to changes in the number of people within each group, and 3) “income 
effects,” due to changes in the relative mean incomes of different groups. As with the static 
analysis, the groups in question are the three employment groups used throughout the report.19  

1.45 Results from this decomposition are shown in Table 1.3. Overall, inequality grew from 
0.27 to 0.41, a rise of 0.14. Most of the change—70.7 percent—was due to within-group 
inequality changes, 20.6 percent was due to changes in the relative group means, and just 8.6 
percent stemmed from changes in the number of people within each group. This decomposition 
reveals several key conclusions. First, although the growth of the ranks of the informal employed 
contributed to the growth in inequality, the quantitative size of this impact was small. Second, 
the relative changes in average income by group (i.e. the relative decline of informal employee 
incomes) also tended to increase inequality, but again by only a small amount. The increase in 
overall inequality was chiefly due to changes in inequality within each group. 

Table 1.3: Decomposition of Changes in Income Inequality in Between 1993 and 2003 
Urban Argentina 

Component
Contribution 

to Change % of Total Description of Component

Pure inequality effects 0.10 70.7% Changes due to within group inequality changes
Allocation effects 0.01 8.6% Changes due to changes in # of people within each group
Income effects 0.03 20.6% Changes due to relative changes in group means
Total Change in GE(0) 0.14 100.0%  
Source: Analysis of EPH. 

1.46 The impact of informality on the Gini measure of inequality was also examined by 
Bustelo (2005) using a microdecomposition technique which allocates changes in overall 
inequality of labor income to changes in several factors. Unlike the simple inequality 
decompositions presented above, Bustelo’s approach controls for changes in a variety of other 
characteristics, allowing for a narrower focus on the effects of changes in employment groups. 
The employment groups are defined using the three-way categorization used in this report. The 
technique distinguishes between the inequality effects of changes in hours worked and changes 
in hourly wages. For hourly wages, it also differentiates between the effects of changes in 
characteristics—education, gender, region, sector, and employment group—and changes in the 
returns to those individual and job characteristics. 

1.47  Results from the analysis are shown in Table 1.4. The table shows the decomposition for 
the period 1993-98, using two different approaches. In one approach, the decomposition is 
performed using ordinary least squares (OLS) regression, which assumes that the dispersion in 
wages (within-group inequality) is the same for all groups of workers. The other is based on 
quantile regressions (QR), which allow returns to vary across percentiles of the distribution, i.e. 

 
19 The decomposition is only possible for the Generalized Entropy inequality measure with parameter value of zero. 
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it allows for different changes in within-group inequality in different groups.20 (See Annex 1.1 
for details.) 

1.48 The first line of columns 1 and 3 of the table shows the total increase in the Gini 
coefficient. Subsequent lines show the portions of the total change attributable to changes in 
labor hours and changes in hourly wages. The changes in hourly wages are further broken down 
to changes in returns and changes in characteristics shown by subcomponent. Columns 2 and 4 
show the contribution of each factor in terms of percentages of the overall inequality change. 

1.49 In the OLS results, changes in the three employment groups explain only a very small 
portion of the change in inequality. Together, changes in the relative sizes of the three groups 
(i.e. changes in characteristics) and changes in the relative returns to independent work and 
informal employment explain a negligible 7 percent of the overall increase in inequality.  

1.50 In the quantile regression results, changes related to independent and informal 
employment explain a slightly larger portion of the overall change. Changes in the returns to 
employment categories explain 15 percent of the overall change. This is a consequence of the 
fact that the quantile analysis allows the returns to each variable to vary across the distribution.21 
Inequality in Argentina grew both within and across employment groups during the 1990s, where 
the groups are independent workers, the formal employed, and the informal employed. The 
quantile analysis effectively attributes part of the change in within-group inequality to changes in 
returns across the distribution. 

Table 1.4 How Much Do Employment Category Changes Matter for Inequality? 
Decomposition of the Increase in the Gini Coefficient, 1993-1998 

Absolute value % Absolute value %
Total observed change in inequality 6.1 100 6.1 100

1. Labor hours effect 1.5 24 N.A N.A

2. Wages effect …
Due to changes in returns to:

Education 0.7 11 0.7 11
Employment category 0.3 6 0.9 15
Other -0.3 -4.8 1.7 28.7

Due to changes in characteristics:
Education 0.2 4 1.0 16
Employment category 0.1 2 -0.2 -3

3. Residual 3.5 58 1.9 32

Labor income

93-98
OLS

93-98
QR

 
        Source: Own estimate based on 1993 and 1998 EPH data. 
        Note 1: OLS is ordinary least squares regression and QR is quantile regression. 
        Note 2: Other grouped the gender gap, the regional, and sector of activity effect. 

 
20This is within-group inequality, controlling for observed characteristics.  
21 Specifically, in the quantile regression analysis, the returns vary across the conditional distribution of income, 
controlling for all the variables used in the analysis. 
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1.51 These results can be seen in Figure 1.14, which shows the earnings returns to independent 
work and informal employment across the conditional income distribution. The returns are 
shown separately for household heads and other family members. In all cases, the returns 
increase as one moves up the conditional income distribution. That is, earnings disparities are 
smallest between the best-paid formal salaried employees and the best-paid informal salaried 
workers, given observed characteristics. At the top of the distribution independent workers have 
higher earnings than their formal salaried worker counterparts. Additionally, the returns line has 
grown steeper over time. This indicates that the difference between those at the top and bottom 
in returns to independent work (or informal employment) has increased over time. This 
corresponds to an increase in within-group inequality in the three employment groups 
(independents, formal employees, and informal employees).  

Figure 1.14  Relative Returns of Being Independent and Informal Employed 
Quantile Regression Estimates, Urban Argentina 
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      Source: Own estimate based on 1993, 1998, and 2001 EPH data. 

 
1.52 In summary, both the simple inequality decomposition analysis presented earlier and the 
analysis of Bustelo (2005) point to similar general conclusions. The increase in the relative size 
of the informal sector and the relative decline of informal earner incomes have tended to increase 
inequality, but the overall increase in inequality is not chiefly associated with informality. 
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Changes in other observable factors also play a minor role. Changes in the returns to education, 
for example, are responsible for just 11 percent of the increase in inequality. The overall increase 
is largely driven by in increase in the returns to unobservable determinants of earnings, such as 
unobserved worker productivity, which are captured in the residual term of Table 2.3. 

THE EVOLUTION OF THE PROFILE OF INFORMAL EMPLOYMENT IN ARGENTINA 

1.53 This section describes the nature of the changes in the rates of informal salaried and 
independent employment, focusing particularly on changes between 1993 and 2003. It discusses 
the overall trends for different subgroups and also summarizes the results from regresion 
analyses of the propensity towards informal work of different subgroups. The regresions allow to 
uncover to what extent the overall change in informality reflects changes in the sizes and 
propensities for informal work of particular subgroups versus a generalized trend. More detailed 
results and description of the methodology can be found in Annex 1.2.  

1.54 As noted earlier in this chapter, the informal salaried rate rose substantially for both men 
and women during the 1990s. Informal salaried employment rose across all age groups, but 
especially among youth and young adults, and for all education groups other than those with a 
university diploma. Although informal salaried employment rose is firms of all sizes, medium 
size firms experienced the largest increase. Informal salaried employment expanded in sectors as 
well, with the largest increases taking place in sectors that historically have had the lowest 
informality rates: public administration, defense, education, and health. 

1.55 The upward trend in the informal salaried rate observed between 1993 and 2003 reversed 
itself from the last quarter of 2004 through 2006. The fall in informal salaried work occurred in 
some of the groups that showed an increasing trend during 1993–2003: women, teenagers and 
young adults, workers who have finished high school, and the employees of public and service 
sectors. 

1.56 With a regresion approach, it is possible to understand the extent to which particular job 
and worker characteristics are associated with the rise in informal salaried labor, controlling for a 
wide set of characteristics. A key result of the regresion analysis is that, controlling for other 
characteristics, female workers did not become more prone to informal work during the 1990s 
and early 2000s. Additionally, while women with small children are more likely to be 
independent, there was no change over time in his propensity. Likewise, again controlling for 
other characteristics, single women appear are prone to informal salaried employment, but this 
tendency remained roughly constant over time. 

1.57 The regresion analysis shows that the age pattern of propensity to informal employment 
did change somewhat over time. Youth and young adults (15 to 35 years old) became more 
prone to be informal employees, while older workers (46 -65 years old) became more likely to 
work as independents. Another finding that emerges from the analysis is that better educated 
workers (secondary or more) are more likely to have formal salaried jobs, while workers with 
low educational attainment are more likely to become informal employees or independent 
workers. These patterns remain relatively stable throughout the period. 
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1.58 In terms of economic sector, workers in agriculture and services (hotels and transport) 
sectors showed an increasing likelihood to be informal salaried over time. Workers in 
construction, trade, and finance sectors were increasingly likely to become self-employed.  
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2. EXPLAINING TRENDS IN INFORMAL EMPLOYMENT IN 
URBAN ARGENTINA 

This chapter examines the possible causes of changes in the level of 
informal employment in Argentina. Among the main findings of this 
chapter is that the shift in informality rates cannot be explained by 
changes in the composition of the workforce or in the propensities for 
particular worker subgroups to be informal. Some evidence suggests that 
macroeconomic policy along with privatization may have partially 
contributed to the rise in informality. Technical change and trade 
liberalization may also have played secondary roles. In terms of labor 
regulation and enforcement, although changes in unionization rates and 
the minimum wage do not appear to have substantially affected 
informality, other labor regulation changes—particularly the introduction 
of new temporary contract regimes—appear to have increased informality 
rates in the short-term, although their long-term impact is less evident. 
Finally, while informality is related to tax evasion, driven in part by lack 
of confidence in public institutions and weak enforcement of labor laws, 
there is no clear indication that such phenomena can explain changes 
over time in informality rates. 

2.1     The 1980s and 1990s have been periods of substantial economic change in 
Argentina. The key inflection point was the early 1990s, when the country accelerated the 
program of trade liberalization begun in the 1980s and combined it with a fixed exchange 
rate regime, privatization of government-owned industry, and changes in labor market 
regulations. 

2.2     During the 1980s, the Argentine economy saw an acceleration of the pattern of 
“stop and go” that had characterized developments since the mid-70s. The decade began 
with a period of relative stability, brought about by the policy of pre-announced changes 
in the exchange rate (known as “La Tablita”). The policy proved unsustainable and was 
abandoned in 1981, leading to a wave of inflation. Following the end of the military 
dictatorship and the return of democracy in 1983, the new government initially pursued 
an expansive policy, but when inflation accelerated, it attempted to control inflation via 
the “heterodox” Austral Plan. Facing difficult political pressures, the government was 
unable to maintain fiscal discipline and had to abandon the Austral Plan in 1987, which 
led to accelerating inflation and ultimately hyperinflation in 1989 and 1990. 

2.3     The 1990s witnessed a sea change in economic policy in Argentina. The 
presidency of Carlos Menem embarked on a program of economic transformation, 
spearheaded by the Convertibility Plan which was launched in April 1991, and fixed the 
Argentine peso at an exchange rate of one-to-one. Convertibility was to be the foundation 
on which the economy policy regime would be transformed. This regime included 
privatization, trade liberalization, and some attempts to deregulate labor markets. 
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2.4     As documented in Chapter 1 of the report, during both decades, the fraction of 
employed persons in informal salaried work increased. Although the consistency of these 
changes over time might appear to imply that they were caused by a single factor, 
evidence suggests that they were driven by a number of factors with varying importance 
at different points in time. This chapter considers a number of candidate explanations, 
grouped under five headings: Economic Structure and Demographic Change; 
Macroeconomic Policy and Privatization; Trade Liberalization; Regulations, Payroll 
Taxes and Institutions; and Tax Evasion, Enforcement, and Public Confidence. These 
possible factors are summarized below. 

• Economic Structure and Demographic Change. The changes in informality across 
both decades may have been driven by changes in the size of different subgroups in 
the labor force (defined by gender, age, education, sector, etc.) and the propensities of 
particular subgroups to be informal. Alternatively, the changes may have been part of 
a generalized upwards trend. 

• Macroeconomic Policy and Privatization. The Convertibility program and the 
resulting overvalued domestic currency in the 1990s may have changed the demand 
for informal labor, either by shifting demand from tradable to non-tradable sectors, or 
by making formal salaried wages more rigid, decreasing the attractiveness of formal 
labor to employers. Additionally, privatization of public firms may have caused an 
increase in rates of informal salaried work by reducing a previously stable source of 
demand for formal work. Public sector work is largely formal, and so formal sector 
employment may have declined when nearly privatized firms shrank their 
employment rolls. 

• Trade Liberalization. Given increased competitive pressures due to trade 
liberalization in the 1980s and 1990s, in the presence of rigidities in formal 
employment, firms may have resorted to informal hiring to lower labor costs. 

• Regulations, Payroll Taxes, and Institutions. Changes in labor law in the 1980s 
and particularly the 1990s were pursued to generate greater “flexibility” in the 
labor market and reduce hiring costs, with the goal of increasing employment. 
The non-wage costs of employment to employers—payments for social security, 
severance payments, family allowances, and health insurance—were higher in 
Argentina than in many other countries in the LAC region, and the government 
sought to reduce such costs in order to attract investment and thus generate more 
employment. 

• Tax Evasion, Enforcement, and Public Confidence. Compliance with labor 
regulations are a consequence of both social norms and the deterrence effect of 
enforcement mechanisms. Social norms for compliance may be eroded if the 
public loses confidence in government. Consequently, high levels of informality 
may be due to poor enforcement and low confidence in public institutions. 
Likewise, changes in enforcement or attitudes over time could lie at the root of 
increased levels of informality. 

2.5     Given the very large number of candidate explanations for changes in informality 
and the complexity of change that have taken place since the early 1980s, the story 
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behind the changes is ultimately a patchwork of explanations. Due to data limitations and 
the fact that many of the changes outlined above occurred simultaneously, it is a 
challenge to isolate their individual effects. This chapter reviews existing and new 
evidence on the various factors in order to assess their relative potential roles, but it does 
not attempt to comprehensively weight the importance of each factor. 

ECONOMIC STRUCTURE AND DEMOGRAPHIC FACTORS 

2.6     The labor force in Argentina has undergone substantial evolution since 1980. 
Major developments include a shift towards a service economy, the decreasing 
importance of unions, rising female labor force participation, higher educational 
attainment, and an increase of the proportion of workers in small firms. In this context, it 
has been suggested that the overall increase in informal salaried employment may be due 
to the net impact of changes in the labor force composition.  

2.7     Decomposition analysis shows, however, that changes in the worker characteristics 
and the propensities to be informal of workers in certain groups are only a second-order 
factor in explaining increases in overall informality. The decline in formal employment 
registration is due principally not to group-specific shifts but to a broader trend across 
groups.  

2.8     This conclusion arises from a micro-decomposition of the overall change in 
informal salaried employment by population subgroup. These subgroups break the labor 
force down by gender, age, education, household composition, demography, and 
economic sector. The decomposition attributes the total change in informal salaried 
employment to three factors: 1) changes in workforce characteristics in terms of the sizes 
of different subgroups, 2) changes in the propensities of particular subgroups to be 
informal, and 3) a generalized trend in informal salaried employment1. The 
decomposition is described in more detail in Box 2.1. To explore the long term trends, 
data for Greater Buenos Aires was analyzed for the following years: 1980, 1987, 1993, 
and 2000. Additionally, urban patterns between 1993 and 20002 were studied using data 
for the 16 main studies covered in the EPH. 

2.9     Between 1980 and 2000, the share of salaried employees who are informal almost 
doubled, growing from below 20 percent in 1980 to 26 percent in 1987, 33 percent in 
1993, and 39 percent in 2000.  Table 2.1 shows the main factors that explain these 
variations. The first row of each column depicts the observed difference in the effect 
between the two years. For instance, the share of employees who are informal rose 19.6 
percentage points between 1980 and 2000 (highlighted column). The subsequent rows 
present in detail the main three effects: characteristics, propensities, and the generalized 
trend. 

                                                 
1 Since as seen in Chapter 1, independent employment rates remained roughly at the same level during the 
last decades, this analysis is restricted to salaried workers. 
2 The final year considered in the analysis is 2000, in order to avoid considering temporary shifts associated 
with the 2001-02 crisis and the introduction of the Heads of Household program. However, in analysis 
through 2003 (not shown), the results are very similar.  
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Box 2.1: Microeconometric Decompositions of Aggregate Variables:  

an Application to Labor Informality in Argentina 
Microeconometric decompositions were used to analyze the factors behind the increase in the informal salaried 
employment rate (the fraction of salaried employees who are informal). The first step is to use probit models to 
estimate the individual probability to be informal as a function of variables including gender, age, education, marital 
status, household composition, and migration status. An employee’s informal status is thus taken to be a function of 
individual characteristics, the estimated parameters (propensities), and unobserved variables. 

The decomposition analysis involves simulating the informal salaried employment rate at a time t as a function of 
individual observable characteristics and parameters using the estimated probit equation. A counterfactual informal 
employment rate at time t1 is generated by taking some characteristics or parameters as if they had the values of 
time t2. This counterfactual rate is then compared to the actual distribution observed in t1.  The difference between 
the two distributions can be attributed to the change in the selected determinants between t1 and t2. This allows 
isolation of the contribution of changes in: 1) observed individual characteristics, 2) propensities of some specific 
groups to become informal salaried, and 3) a generalized trend that might reflect macroeconomic, sociological, 
cyclical, or other economy-wide trends. 

Gasparini (2002) conducted a similar analysis for Greater Buenos Aires during the 1980s and the 1990s.  This is an 
extension of his work in the following aspects: 1) analysis for major urban areas for the 1990s and early 2000s; 2) 
separate analysis of the contribution of individual explanatory factors (e.g., education, gender, sectoral shifts) to the 
overall change in the informality rate; and 3) extending the Greater Buenos Aires analysis until 2003. The 
calculations follow the methodology of Yung (2004), which is an extension of the Blinder- Oaxaca Technique for 
binary models. 
Source: Author’s analysis. 

 

2.10     Changes in workforce 
characteristics (Figure 2.1). Changes in 
the workforce characteristics in Greater 
Buenos Aires (GBA) account for only a 
0.6 percentage point rise in the percentage 
of salaried workers who are informal. This 
is chiefly due to the allocation of jobs 
across different firm size and the increased 
labor force participation of women, who 
traditionally have higher rates of informal 
work. The contribution of these factors 
accounts for only about 11 percent of the 
total change. On the other hand, other 
changes in the workforce actually worked 
in the direction of lowering the informality 
rate. The shares of young workers, married workers, and workers with more education all 
grew between 1980 and 2000, and workers in all three groups are less likely to be 
informal. The results for other periods are qualitatively similar. 

 

 

Figure 2.1: Contributions of Changes in the 
Workforce Characteristics to Change in Overall 

Informality Rate, 1980-2000 
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Source: Own estimates based on EPH survey data (GBA)  
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Table 2.1: Decomposition of the Increase in the  Informal Salaried 
Employment Rate 

(Fraction of All Employees Who Are Informal)  Greater Buenos Aires, 
1980-2000 

 1993-2000 1980-2000 

 

Effect on 
informal 
salaried 

employment 
rate 

% of 
total 

change 

Effect on 
informal 
salaried 

employment 
rate 

% of 
total 

change 

Changes in Characteristics of 
Salaried Workforce     

Gender 0.001 2.0% 0.005 2.6% 
Age -0.001 -1.8% -0.002 -1.2% 
Level of Education -0.005 -7.9% -0.009 -5.0% 
Household Composition 0.000 -0.8% 0.000 -0.1% 
Demography 0.000 -0.5% -0.001 -0.5% 
Productive Sector 0.001 1.4% -0.004 -1.5% 
Firm Size 0.001 1.7% 0.017 8.3%
Total Characteristics Effect  (1) -0.003 -5.9% 0.006 2.6% 
Changes in Propensities of 
Subgroups of Salaried 
Employees to be Informal 

    

Gender -0.003 -4.9% -0.009 -4.7% 
Age 0.015 23.1% 0.010 5.3% 
Level of Education -0.048 -76.8% -0.038 -19.4% 
Household Composition 0.037 58.5% 0.036 18.2% 
Demography 0.009 15.8% 0.001 0.8% 
Productive Sector -0.005 -7.4% 0.022 11.3% 
Firm Size 0.011 17.7% 0.011 5.7% 
Total Propensities Effect (2) 0.016 26.0% 0.033 17.2% 
Effect of Generalized Trend in 
Informal Salaried 
Employment Rate (3) 

0.050 80.1% 0.157 80.3% 

TOTAL CHANGE IN 
INFORMAL SALARIED 
EMPLOYMENT RATE 
(1)+(2)+(3) 

0.062 100.0% 0.196 100.0% 

Source: Own estimates based on EPH survey data (Greater Buenos Aires) 

2.11     Changes in the propensities to informality. The change in the propensity of 
certain groups to be informal had a positive but minor effect on the share of salaried 
employees who are informal, accounting for about 17.2 percent of the total change. With 
the changes in propensities alone, the percentage of salaried employees who are informal 
in 2000 would have been only 3.3 percentage points higher than that observed in 1980. 
This result arises from the increased tendency to do informal work of female heads of 
household, single women, and workers in construction, hotels, and transportation, as well 
as workers in middle size firms. Declines in the informality propensities of women, 
youth, and workers with higher levels of education tended to bring down the share of 
salaried employees who are informal (Figure 2.2). 
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2.12     Generalized trend. Most of the 
change in the informality rate is not 
explained by changes in the size of 
particular subgroups and their propensities 
to be informal. Instead, the change is due to 
a generalized trend, which accounts for 80 
percent of the actual increase in informality 
in GBA during 1980-2000. This leaves 
essentially the entire change in informality 
as a residual in this analysis, meaning that it 
is not explained by the variables examined 
in this microdecomposition. This suggests 
that the overall increase in informality is 
due to a generalized trend of non-
compliance with labor legislation that 
reflects economy-wide macroeconomic, 
sociological, and cyclical forces. 

Figure 2.2: Contributions of Changes in the 
Propensity of Some Groups to be Informal to 

Change in Overall Informality Rate, 1980-2000 
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Source: Own estimates based on EPH survey data 
(GBA)  

2.13     Table 2.2 displays the microdecomposition results for urban Argentina. In 
general, the estimations are consistent with those for GBA. Changes in salaried 
employment structure had a negligible effect on the surge in informal salaried jobs, while 
the proclivity of some specific groups to become informal had only a small effect.  

2.14     These results are consistent with those found by Gasparini and Bertranou (2005), 
Gasparini (2002) and Gasparini (2000). Those analyses found that informal salaried 
employment has increased in the economy overall and not primarily due to structural 
shifts in the economy. They find that of the 18.2 percentage point increase in the informal 
salaried employment rate for GBA during 1980-1998, less than a quarter of the change 
can be attributed to changes in characteristics. The changes associated with higher levels 
of informality include increases in labor shares for women, low seniority workers, and 
those in part-time and small-firm jobs. In general, informal salaried employment rates 
increased for all employees. Similar analysis for 1992-2000 for urban Argentina shows 
that of the 8.3 percentage point increase in informality over the period, only 0.4 
percentage point (5%) can be attributed to changes in characteristics.  

2.15     The findings from the decomposition analysis presented here are consistent with 
those for other Latin America countries. Gasparini and Tornarolli (2006) performed 
similar microdecomposition analysis for several countries. They find that although 
informality rates have increased, for Brazil, Chile, El Salvador, Paraguay, and Uruguay, 
structural changes alone would have lead to a decrease in informality. Only for 
Venezuela have structural changes contributed to the expansion of informality. Similarly, 
in an analysis of Chile, Contreras, Puentes, and Sanhueza (2006) argue that changes in 
worker characteristics alone over the last 40 years would have led to a much larger 
decrease in informality than actually observed.  
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Table 2.2 Decomposition of the Increase in the  Informal Salaried Employment 
Rate  

(Fraction of All Employees Who Are Informal)  
Urban Argentina 1993-2000 

 

Effect on 
informal 
salaried 

employment 
rate 

% of total change 

Changes in Characteristics of  
Salaried Workforce   

Gender -0.001 -1.8% 
Age -0.001 -1.0% 
Level of Education 0.001 0.6% 
Household Composition 0.002 2.4% 
Demography 0.000 -0.5% 
Productive Sector 0.000 0.9% 
Firm Size -0.001 -1.5%
Total Characteristics Effect  (1) 0.000 -0.9% 

Changes in Propensities of Subgroups of Salaried 
Employees to be Informal   

Gender 0.008 12.1% 
Age -0.004 -5.2% 
Level of Education 0.008 10.9% 
Household Composition -0.037 -53.6% 
Demographic 0.025 33.5% 
Productive Sector 0.013 18.8% 
Firm Size -0.003 -3.8%
Total Propensities Effect (2) 0.010 12.7% 

Effect of Generalized Trend in Informal Salaried Employment 
Rate (3) 

0.062 88.0% 

TOTAL CHANGE IN INFORMAL SALARIED 
EMPLOYMENT RATE (1)+(2)+(3) 0.071 100.0% 

Source: Own estimates based on EPH survey data (16 main cities). 

2.16     In sum, the hypothesis that Argentina’s increase in informal salaried employment 
was driven by changes in worker characteristics and higher propensities among certain 
groups to be informal is inaccurate. Subsequent sections of this chapter consider other 
possible explanations for the generalized trend of increased informality. 
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Box 2.2: A Case Study of Informality in the Clothing Industry 

A recent report commissioned by the ILO, Gallart (2006) takes a closer look at one of the paradigmatic 
cases of informality in Argentina: the clothing industry. Based on open interviews with workers and firm 
owners, this document draws some of the stylized facts and views of informality. The main findingscan be 
classified into those concerning the demand side (firms), the supply side (workers), institutional variables 
(taxes and contributions), and cultural factors. 

The study finds a high incidence of informality among small firms in the textile industry. For such firms, 
regulations are considered to be costly and time consuming. Informality of firms appears to be driven 
primarily by a desire to evade inspection and the need to comply with regulations. Uncertainty of product 
demand of these firms is also identified as a factor driving informality. 

Informal textile workers interviewed for their study voice preferences for formal employment (with 
benefits) but are unable to acquire such jobs. The author point out that informality is lower among jobs for 
which higher qualifications are required (i.e. designers). 

The study also notes that the unbundling of taxes and social security contributions may be responsible for 
generating “grey” employment, involving partial compliance with regulations. The study suggests that 
payment of taxes tends to be prioritized over contributions. 

Finally, the report argues that some cultural and ethnic factors are in part responsible for high levels of 
informality in the clothing industry. Migrants carry-out different work and production strategies. For 
example, Korean and Bolivian communities use family relations as the main source of work force 
recruitment. 
Source: Gallant (2006) 

MACROECONOMIC POLICY AND PRIVATIZATION 

2.17     The large shifts in macroeconomic conditions and policies that have taken place 
in Argentina since the early 1970s have altered the labor market in ways that may have 
affected the demand for informal labor. In particular, the fixed exchange rate 
implemented in 1991 combined with trade and capital market liberalization had a number 
of effects possibly relevant to informality.  Evidence for the importance of 
macroeconomic factors as a driver of informality in Argentina comes partially from 
indirect evidence. The fact that the rise of informality was economy-wide and that it took 
place during a period of unusual macroeconomic developments provides indirect 
evidence that these factors contributed to the increase in informality. Additional support 
comes from a variety of theoretical and empirical work, discussed below. 

Macroeconomic Determinants 

2.18     The debate on whether informal workers are rationed out or voluntarily accept to 
enter the sector has been linked to the behavior of the sector over the business cycle. As 
noted in Chapter 1, this can be traced broadly to two views of whether workers are 
pushed towards (exclusion/segmented markets view) or drawn into (integrated market) 
informal work as an economy contracts or expands. The “integrated markets” view would 
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suggest that the growth of Argentina’s informal salaried sector during the 1990s could be 
explained in part as the consequence of a consumer demand shock, driven by improved 
expectations of future income in light of the improving macroeconomic situation, 
disproportionately directed at the informal-labor intensive non-tradables sector. 

2.19     The segmentation view predicts that informal employment is countercyclical, 
consistent with the sector functioning as a safety net for displaced workers during 
economic deceleration or crises, while in the integrated view it may behave pro-cyclically 
to the extent that certain booms may open up business opportunities in sectors with a 
higher propensity to operate informally.3 The degree to which prices are rigid can also 
affect the relative size of the informal sector since informal work contracts are flexible, 
i.e. the employer can more easily hire, fire, and change wages. For instance, firms may 
resort to hiring informal salaried work in the face of a negative productivity shock in 
order to adjust labor costs (both wages and non-wage components). Similarly, self-
employment may be more attractive to workers than salaried work during periods of high 
price instability.4 

2.20     In Argentina, the combination of a fixed exchange rate which resulted in very low 
inflation and the greater vulnerability to external shocks creates a scenario which could 
explain a rise in informality. Bour and Susmel (2000) point out that under Convertibility, 
most of the decade was characterized by low inflation and even deflation. While they do 
not offer a formal model, they point out that without inflation, formal sector salaries and 
non-wage costs could only decline in real terms through nominal declines.5 
Consequently, employment would tend to shift to the informal sector, where nominal 
salaries can adjust downward more easily and firms can avoid all or most of non-wage 
costs. This phenomenon would be most pronounced during a recession, which would put 
downward pressure on formal salaries and employment. Even during a period of 
economic growth employers might shift employment to the informal sector, in 
anticipation of future negative shocks which would require downward adjustments. 

2.21     Existing empirical studies indicate that the segmentation view has the most 
potential explanatory power in Argentina, although the integrated markets view help 
understand the behavior of a subcomponent of informal employment. In a recent study 
focused on Argentina, Arias and Sosa-Escudero (2007) find evidence that both informal 
salaried and independent employment are countercyclical, although independent 
employment is less so and tends to show larger swings under periods of high price 
instability. Figure 2.3 summarizes some results from the study. Independent work is 
significantly more persistent than informal salaried employment, consistent with the 
relative stability of self-employment over time in Argentina. Based on econometric tests 
of the joint dynamics of unemployment, the two types of informal employment, and their 

                                                 
3 Note that “pro-cyclical” could alternatively be defined in terms of employment rather than output. 
4 Unlike salaried workers (both formal and informal), the self-employed can adjust the nominal price of 
their services upwards during periods of high inflation and are therefore less vulnerable than salaried 
workers to the erosion of the values of their incomes in real terms. This is the case to the extent that the 
self-employed do not have long-term contracts for the goods and services they produce.  
5 This maybe due to a variety of factors from institutional rigidities (unions, minimum wages), social norms 
of fair pay, to efficiency wages. 
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relative earnings, the authors conclude that the results support the exclusion view of 
informal salaried employment, while independent employment behaves as a two-tier 
sector, with a majority component that enter voluntarily and stay there longer and a 
second smaller component that serves as a safety net during economic deceleration or 
crisis. (See Box 2.2 for a fuller discussion of Arias and Sosa-Esudero’s analysis.) 

2.22     Loayza and Rigolini 
(2006) also discuss the extent to 
which changes in informality 
follow the business cycle. In their 
model, informality reacts counter-
cyclically to the business cycle as 
more workers are willing to take 
formal salaried jobs during an 
economic expansion that affords 
paying the fixed regulatory cost of 
formality. For their empirical 
analysis, they examine self-
employment (taking it as a proxy 
of “informality”), which they find 
to be counter-cyclical in most 
countries, with stronger cyclicality 
in wealthier countries. In 
particular, their evidence suggests 
that self-employment in Argentina 
is only mildly counter-cyclical, 
consistent with Arias and Sosa-
Escudero’s findings. In other 
words, the number of self-
employed shrinks modestly during 
boom periods and expands during 
downturns.  

2.23     In another pair of studies 
focused on Latin America, Fiess, 
Fugazza, and Maloney (2002, 
2006) show that rates of 
informality can increase during a 
period of economic growth (i.e., 
behave pro-cyclically). They argue 
that if informality is largely 
concentrated in the nontradables 
sector, while formal jobs are more 
often in tradable sectors, standard 
small-economy models that focus 
on the response of these two 
sectors to cyclical shocks offer insights into the cyclical behavior of the informal sector. 

Figure 2.3: Informal Salaried and Independent 
Employment are Countercyclical 

 Informal salaried employment

Coefficient t-statistic
Dependent variable: Informality Rate
Effect of:
Lagged informality rate 0.65 3.45
Formal-informal earnings ratio 0.03 0.86
Unemployment Rate 0.58 6.59
Dependent variable: Relative Wage
Effect of:
Lagged informality rate -3.28 -1.90
Formal-informal earnings ratio -0.67 -1.58
Unemployment Rate -2.04 -2.20
Dependent variable: Unemployment Rate
Effect of:
Lagged informality rate 0.58 2.30
Formal-informal earnings ratio 0.09 1.41
Unemployment Rate 0.79 6.48

Independent employment
Dependent variable: Independent Rate
Effect of:
Lagged independent rate 0.93 2.66
Formal-independent earnings ratio 0.06 1.36
Unemployment Rate 0.25 0.93
Dependent variable: Relative Wage
Effect of:
Lagged independent rate -5.62 -2.07
Formal-independent earnings ratio -0.64 -1.91
Unemployment Rate -5.18 -2.48
Dependent variable: Unemployment Rate
Effect of:
Lagged independent rate 0.95 1.86
Formal-independent earnings ratio 0.11 1.68
Unemployment Rate 1.47 3.84

Source: Arias and Sosa-Escudero (2007) using EPH 1980-2003 
data.Sample: individuals between 15 and 64 years old 
Definitions:  
A. Informal: lacking contributions to social security in current job 
B. Independent: self-employed (professionals and non-
professionals) and owners of micro firms (<6 employees)  
C. Informality rate: fraction of all workers who are informal salaried 
D. Independent rate: fraction of all workers are independent 
E. Unemployment rate: fraction of labor force that is employed 
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Like Loayza and Rigolini, for their empirical work, Fiess, Fugazza, and Maloney 
measure “informality” in terms of self-employment. Their statistical evidence appears to 
fit the patterns observed over time in Mexico where time series analysis shows that the 
self-employment sector share and the relative earnings of the self-employment co-move 
together for most periods (except during the tequila crisis), while for Colombia and Brazil 
there is evidence of both pro-cyclical and anti-cyclical movements. However, again 
defining “informality” in terms of self-employment, the authors do not find pro-cyclical 
movements for Argentina. 

2.24     There are a number of reasons why the Fiess, Fugazza, and Maloney model does 
not fit the observed changes in informal salaried employment rates in Argentina. The 
model implies that when the ranks of the informal salaried workers grew in the 1990s, the 
relative wages of informal workers should have grown as well. But in fact, their relative 
wages declined.  Also, it is not the case in Argentina that informal salaried workers are 
concentrated in non-tradable sectors. Rates of informal salaried employment in 
manufacturing, for example, were only slightly lower than informality rates in service 
sectors throughout the 1990s.6 While helpful in explaining circumstances in other 
countries of the region for self-employment, the dynamics implied by the Fiess, Fugazza, 
and Maloney model do not fit well the Argentine experience of rising informality in the 
salaried labor force. 

Box 2.3: Informality Dynamics: An Analysis Using Panel Vector Auto-Regressions 
Arias and Sosa-Escudero (2007) implement a panel vector auto-regression (PVAR) approach to study the 
dynamics of labor informality, relative informal-formal wages and unemployment rates. The very short 
time span of panel data in Argentina based on household level data is overcome by constructing cohorts of 
individuals that can be followed over long period.  In essence, this strategy relies on a “pseudo panel” 
where each observation corresponds to a specific cohort in a given year. For example, the authors construct 
informality rates at a specific year for a given cohort, say, the informality rate in 1998 of individuals who 
were born in 1965. This is done for the period covering 1985-2003. The cross-sectional variation is 
provided by the coexistence of different cohorts at each period. 
 
The authors test for the coexistence of competing causal theories for the dynamic interrelations. 
Specifically, the segmentation view, by which informal workers are pushed towards informality, would 
predict that changes in relative wages follow rather than precede movements in the informal salaried rate, 
and that the latter co-moves with the unemployment rate. Thus, higher unemployment would tend to induce 
individuals to accept lower pay as informal salaried workers, and exogenous reductions in informality (say 
due to stricter enforcement) could increase unemployment. On the contrary, the integrated or voluntary 
view postulates that workers are drawn into self-employment by attractive movements in the earnings in 
independent activities relative to formal salaried employment, so that changes in relative earnings precede 
increases in self-employment. These distinct predictions are clearly testable with the right data at hand. 
Source: Arias and Sosa-Escudero (2007) 

 
                                                 
6 For example, as a percentage of all workers in the sector, informal salaried employees constituted 22.1 
percent of manufacturing workers in 1992. In comparison, informal salaried workers were 25.4 percent of 
service sector workers. Note that self-employment rates are, however, much lower in manufacturing: in 
1992, 16.5 percent compared to 33.4 percent in services. The “service sector” is defined here to include all 
sectors other than manufacturing, primary product production, public administration, and defense. 
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Box 2.3: Informality Dynamics: An Analysis Using Panel Vector Auto-Regressions (cont’d) 
Overall, the results are consistent with the idea of the exclusion view of informal salaried employment as 
lower quality jobs, while independent employment is largely driven by voluntary choice of workers (that is 
persistent) although with a minor subgroup of workers that maybe excluded from more desirable formal 
salaried jobs (that moves with the economy cycle). This is supported by the following findings: 
 
1) Both informal salaried and independent employment are countercyclical. Moreover, independent 
employment tends to show larger swings under periods of high price instability. This is compatible with the 
idea that during economic expansions the opportunity cost of informal is higher, and that during noisy price 
environment independent employment offers more flexibility to accommodate real earnings movements. 
 
2) The results indicate that informal salaried and unemployment mutually cause each other (positively) in a 
Granger sense, but that this is not true for unemployment and independent employment. This means that 
exogenous shocks that induce unemployment (informal salaried employment) are followed by increases in 
informal salaried employment (unemployment). In contrast, exogenous shocks to self-employment do not 
help predict unemployment.  
 
3) The results show that both informal salaried work and independent employment Granger-cause relative 
formal-informal earnings, negatively, that is shifts in the relative shares of either kind of informal 
employment are followed by declines in their relative earnings (and the converse). Quite strikingly, 
exogenous shocks to relative formal-informal earnings do not help predict movements in and out 
informality. This is consistent with the push hypothesis of what drives informality, rather than the pull view 
which sees workers being drawn into informal employment by better earnings prospects. 
 
4) However, in the case of independent work, the findings of countercyclical behavior and lack of 
(Granger) causality from relative earnings to self-employment are consistent with: a) the involuntary 
component of this sector expanding or shrinking with the business cycle while, as theory predicts, the 
voluntary component can not unambiguously be signed in the cycle (since it depends on the type of boom 
on tradable led expansions the opportunity cost of being self-employed tends to go up while on non-
tradable booms it goes down); b) individuals with entrepreneur qualities may be drawn into self-
employment attracted by good business opportunities but in equilibrium the average relative earnings in the 
sector need to go down as more individuals enter the sector. 
 
5) The results show that independent work is significantly more persistent than informal salaried 
employment, that is, the former seems a relatively more permanent state (consistent with idiosyncratic 
motives) than the latter (consistent with lower tenures). 
 
Source: Arias and Sosa-Escudero (2007) 

 

2.25     A separate hypothesis about the links between informality and the macroeconomy 
is that the increase in informal salaried employment was driven by low or negative 
productivity growth. The World Bank’s Country Economic Memorandum (2005) reviews 
estimates of productivity growth for Argentina and finds drops in total factor productivity 
(TFP) during the 1980s, when informality increased. During the 1990s, when informality 
also increased, TFP also increased although some estimates suggest only modestly.7 
Sluggish productivity growth since the early 1980s due to weak physical and human 

                                                 
7 Coremberg (2007) highlights problems in the National Accounts data which are particularly severe at 
points of structural change in the economy. The author argues that TFP growth in the 1990s was lower than 
estimates based on the official National Accounts data. 
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capital accumulation and innovation might have favored the expansion of informal labor 
as a way to adjust production costs and manage competition.  

Privatization 

2.26     Motivated in part by the fiscal burden posed by state-owned enterprises with 
bloated payrolls, the Argentine government embarked on a program of privatization in 
the early 1990s. In some cases, in order to make the public-owned firms more viable for 
potential investors, layoffs occurred before the firms were sold. In other cases, the new 
private owners reduced the work force. Because public sector employment is largely 
formal, the elimination of jobs in privatized firms immediately before and following 
privatization might have contributed to the overall increase in informal salaried 
employment. Table 2.3 shows the size of the privatizations in terms of government 
proceeds and the dates of the privatizations. The bulk of the privatizations took place in a 
few sectors: oil, gas, electricity, communications, and transportation. 

Table 2.3: Privatization of Federal Publicly Owned Enterprises, 1990-1999 
Sector Privatized Total Revenue (millions of US$) Dates of Privatization 
Oil and gas production 
Electricity 
Communications 
Gas transport and distribution 
Transportation (airlines, rails, ships) 
Petrochemical and oil derivatives 
Banks and finance 
Steel 
Other 
Railways 
Highways 
Ports 
Airports 
Radio and television 
Water and sewerage 
Mail service 
Total revenue 

7,594 
3,908 
2,982 
2,950 

756 
554 
394 
158 
126 

Concession 
Concession 
Concession 
Concession 
Concession 
Concession 
Concession 

19,422 

1990-99 
1992-98 
1990-92 
1992-98 
1990-94 
1991-95 
1994-99 

1992 
1991-99 
1991-95 
1990-93 
1990-94 

1998 
1990-91 

1993 
1997 

Source: Ennis and Pinto (2005), based on records from the Argentina Ministry of the Economy. 
 
2.27     Direct employment in the privatized firms did decline markedly. Firm-based data 
shows large declines in employment for some of the larger privatized firms. (See Table 
2.4). For the seven major firms for which data is available, employment declines between 
the late 1980s and 1997 totaled more than 150,000, with a drop of 75,000 for the railway 
company alone. As a share of total employment, employment in these seven firms 
dropped from 2.32 to 0.66 percent. 

2.28     Examining employment changes in the firms themselves provides an incomplete 
picture of the effects of privatization on aggregate employment for multiple reasons. 
First, there may be broad effects of privatization due to a resulting reallocation of capital 
and labor across sectors. This type of effect is difficult to examine empirically because 
there is no way to attribute changes in other sectors to privatization. Second, there may be 
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effects within the sectors where privatization takes place, because the newly privatized 
firms may increase their subcontracting of work, and new firms may emerge in the 
privatized sectors. This type of effect is more amenable to empirical analysis. In the 
following discussion, changes in the level and composition within privatized sectors are 
considered. 

Table 2.4: Employment in Privatized Firms as a Proportion of Total Employment and 
Change in Total Employment 

 Employment Employment as % of 
Total Employment 

Company 1987-90 1997 Change 1987-90 1997 
AA (airline) 
ENTEL (telecommunications) 
FFAA (railway) 
GE (natural gas) 
OSN (water) 
SEGBA (electricity) 
YPF (oil) 

10,283 
45,882 
92,000 
9,251 
9,448 

21,535 
34,870 

4,840 
29,690 
17,000 
3,462 
4,251 
7,945 
5,700 

-5,443 
-16,192 
-75,000 

-5,789 
-5,197 

-13,590 
-29,170 

0.11 
0.48 
0.96 
0.10 
0.10 
0.22 
0.36 

0.04 
0.27 
0.15 
0.03 
0.04 
0.07 
0.05 

Total 223,269 72,888 150,381 2.32 0.66 
Source: Ennis and Pinto (2005), based on various sources. 
Notes: 
AA=Aerolíneas Argentinas 
ENTEL=Empresa Nacional de Telecomunicaciones 
FFAA=Ferrocarriles Argentinos 
GE=Gas del Estado 
OSN==Obras Sanitarias de la Nación 
SEGBA=Servicios Eléctrificos del Gas Buenos Aires 
YPF=Yacimientos Petrolíferos Fiscales  
 
2.29     There are in fact numerous accounts of subcontracting occurring with newly 
privatized firms, often with some of the same individuals previously employed by the 
public firm. The privatized YPF oil company subcontracted work to 210 companies 
formed by 5,300 former workers at the firm.  Similarly, the privatized railway company 
subcontracted repair work to cooperative enterprises, and the new telecommunications 
companies, which had laid off approximately 10 percent of the employees, rehired most 
of them through service contracts. (Kikeri 1998, Petrzzini 1996). 

2.30     It is possible that these subcontracting relationships generated informal 
employment, if the subcontracting firms directly employed some workers in informal 
relationships or if they in turn subcontracted work to other firms which used informal 
labor. While direct evidence on employment changes in informal firms is not available, 
some suggestive information can be gathered from the EPH. Figure 2.4 shows the 
breakdown of public and private employment for some of the most important privatized 
sectors: electricity, natural gas, water, telecommunications, and transportation. Note that 
it is not possible to identify privatized firms or their subcontractors directly in the EPH; 
the data in the figures corresponds to the sectors where privatization was concentrated. 
Part (a) of the figure shows public employment in privatized sectors. During 1989-1991, 
before the launch of the major privatizations, public sector employment in these sectors 
totaled 2.3-2.5 percent of total national employment and was virtually all formal work. 
With the privatizations, public employment in these sectors fell to nearly zero after 1991. 
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Part (b) of the figure shows private employment in private sectors. In the years 1989-91, 
there was already substantial private employment in these sectors (for example, bus and 
taxi services that have always been chiefly private.) Private employment in these sectors 
included a mix of independent, formal salaried, and informal salaried employment. 
Following the privatizations, private employment in these sectors jumped from 5 to 7.5 
percent of overall employment in 1992 and then reached 9 percent of overall employment 
in the mid-1990s.8 

Figure 2.4: Employment Patterns in Privatized Sectors in Gran Buenos Aires, 1989-2003, as 
a Percentage of Total Employment 

a) Public Employment in Privatized Sectors b) Private Employment in Privatized Sectors 
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Source: Own analysis of EPH. 
Note: Figures shown are for the following sectors: electricity, natural gas, water, telecommunications, and 
transportation. Calculations exclude observations with missing values for whether the employer was public 
or private.  

2.31     The time series pattern is compatible with the hypothesis that privatized firms 
replaced their own employees with subcontracted work. This may have taken place with 
some lag; total employment (public plus private) in privatized sectors was lower in 1992-
93 than 1989-1991, but was higher in 1994 and afterwards, due to increased private 
sector employment. The time series evidence also shows that as a share of total GBA 
employment, informal salaried employment in privatized sectors increased, rising from 

                                                 
8 Note that due to data limitations, this analysis is not comprehensive of the full effects of privatization 
nationally. Not all sectors where privatizations took place are included in this analysis. In particular, this 
analysis does not include the oil sector. The analysis also uses data from Gran Buenos Aires only, in order 
to provide a view of employment before privatizations took place; expanded EPH coverage began only in 
1992. The analysis begins in 1989 because that was the first year in which the EPH included a question 
regarding whether the employer was a public enterprise.  
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1.0% in 1991 to 3.0% in 1996. Over the same period, informal employment as a share of 
employment in all sectors together increased from 24.0% to 28.4%.  

2.32     While suggestive, this evidence does not provide definitive proof that 
privatization caused an increase in informality. It is possible that the informality increase 
took place in firms that were not subcontracted from the privatized firms. Additionally, as 
noted earlier, this analysis does not capture indirect employment effects due to a 
reallocation of resources across sectors. Nonetheless, the analysis does suggest that at 
least in the least short-term, privatization may have contributed to some of the increase in 
informal work.  

TRADE LIBERALIZATION 

2.33     Trade liberalization offers another candidate explanation for why the ranks of 
informal workers increased. During the period 1980-1999, as the informality rate grew, 
tariffs were halved9 and import penetration doubled10 (see Figure 2.5). Thus, very 
broadly, the time trend suggests a possible relationship between trade and informality. 
Conceptually, however, the impact of trade on informality is ambiguous. On the one 
hand, cheaper imports and the appreciation of the currency that accompanied the trade 
reforms may put downward pressure on domestic prices, driving local firms out of 
business and/or pushing them toward cheaper means of production in the informal sector, 
leading to an increase in relative demand for informal labor in order to lower labor costs. 
On the other hand, lower barriers to trade may also encourage the import of technology 
and capital from abroad, thereby increasing the relative demand for complementary 
skilled labor that tends to be more formal. Moreover, firms linked to external markets 
tend to operate with larger degrees of formality. 

2.34     Another hypothesis is that the increase in trade created competitive pressures 
which led firms to increasingly subcontract work to informal enterprises and the self-
employed. This is suggested by Beccaria, Carpio and Orsatti (1999). The subcontracting 
hypothesis is part of the analysis of informal labor rooted in world systems theory (see 
for example Portes, Castells and Benton 1989). Subcontracting has been not been 
examined closely in the economic literature of informal labor in Argentina, largely 
because there is little data on subcontracting patterns in the economy as a whole.  

2.35     Empirically, the evidence from other countries does not suggest large adverse 
effects of trade on informality.   Industries that are more exposed to trade tend to pay 
higher wages and be more formal given the human capital of their workers. Furthermore, 
in Mexico, NAFTA has been show to have decreased informal employment (Aleman-
Castilla 2006). For Brazil (Bosch, Goni and Maloney 2006) and Colombia (Goldberg and 
Pavcnik 2003) trade has been shown to have a small positive effect on informality. 

 

                                                 
9 See Galiani and Porto (2006) for details on the generation of the tariffs data. 
10 See Olarreaga, Castro and Saslavsky (2006) for details on the generation of import penetration data. 
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Figure 2.5 Changes in Mean Tariffs, Skilled Wage Premia, Import Penetration, and 
Informal Salaried Work: Greater Buenos Aires, 1980-1999 
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Sources: Porto and Galiani (2006) for mean tariff and wage premia;  Gasparini (2002) for informal 
salaried work; and Olarreaga et al. (2006) for import penetration 

 
2.36     Overall, changes in trade patterns in Argentina since 1980 can explain only a 
small portion of increases in the size of informal salaried employment. Goñi and Maloney 
(2007) analyze the effects of changes in tariffs, import penetration, and real exchange 
rates at the sector-level on formal labor employment, using household survey data for 
Greater Buenos Aires from 1980 to 2001. They find that trade liberalization (measured by 
tariffs and import penetration) played a relatively small part in the determination of the 
levelof formal employment in Argentina, accounting for no more than 19 percent of the 
overall fall in formal employment. When changes in the real exchange rate are taken into 
account as well, trade variables account for 13-30 percent of the decline in industrial 
formal employment.11 As a whole, this evidence suggests that trade opening was not a 
primary determinant of the level of informal employment. 

REGULATIONS, PAYROLL TAXES AND INSTITUTIONS 

Labor Legislation, Payroll Taxes, and Enforcement 

2.37     Several authors have suggested that the growth in informality is linked to changes 
in labor laws and taxes and/or their enforcement (see for example, Perry et al 2007). 
Basic economic theory would suggest that higher rates of labor taxation and some labor 

                                                 
11 The results from Goñi and Maloney (2007) are potentially consistent with those of Galiani and Porto 
(2006).  The latter authors estimate unskilled earnings elasticities with respect to tariffs of 0.4,11 which 
implies that a reduction of 50 percent in tariffs (in the period 1980-2002) induces a reduction in unskilled 
wages of 20 percent. At standard wage elasticities, this would lead to an increased demand for unskilled 
labor of 8 percent. If we assume that this unskilled labor was also informal, then this rise is consistent with 
the magnitudes estimated above, accounting for roughly 16 percent of the actual observed increase. 
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regulations will formal employment. Heckman and Pagés (2004) use cross-country data 
to examine the effects of labor regulation on employment empirically.12 Overall, they 
find no clear relationship between employment and regulations intended to increase job 
security. They do, however, find the robust result that higher tax rates for social security 
contributions are associated with lower employment rates. 

2.38      The cross-country evidence implies that reductions in social security taxes should 
increase total employment, and theory would strongly suggest that this should come 
about partially as a shift from informal to formal work. However, the experience in 
Argentina does not match the expectations of theory and the cross-country empirical 
work. Informality has increased even during periods when social security contribution 
rates have dropped. Since 1980, there have two major reductions in social security 
contribution rates. The first one was introduced for three years at the beginning of the 
eighties, suspending the payment of employer’s contributions. The second event lasted 
from 1994 to 2000 and applied differential reduction rates on the employer’s contribution 
of the firms operating in provinces distant from the capital. (Employee contributions were 
also temporarily reduced for a short period in the midst of the latest economic crisis.) 
Despite the expected effects of the policy, informality rates grew throughout both the 
1980s and 1990s.  

2.39     Several authors have highlighted this apparent paradox, suggesting that there is no 
evidence that the key variables of the labor market are governed by fiscal incentives. 
Gasparini (2001) points out that the propensity to informality has grown in a context of 
“…important reductions on labor costs, both in terms of taxes and regulations”. 
Exploiting the regional differences in the reduction of contribution rates, Rofman (1999) 
observes that neither the employment nor the unemployment rate seems to have a 
systematic relationship with the policy variable. Moreno (2006), controlling for a series 
of competing hypotheses, finds a negative and systematic relationship between informal 
employment in the private sector and contribution rates, the reverse of what theory and 
international empirical evidence would suggest. Likewise, Cruces et al. (2007) use 
official data from the pension system to examine how changes in payroll tax rates are 
related to changes in formal wages and employment 1995-2001. Like Rofman (1999), 
they exploit regional variation in payroll tax rates. The find evidence that higher tax rates 
are partially passed on to workers as lower wages, but their analysis shows no significant 
effect of tax rates on formal employment. As a whole this evidence strongly suggests that 
changes in payroll tax rates have not driven the increases in informality.  

2.40     Bour and Susmel (2000) take a broad empirical look at the impact of labor 
regulations and taxes in Argentina. They examine punishments for evading labor law (on 
the part of employers) and show that legislated penalties have increased since 1990. The 
authors put together a year-by-year series of tax rates and labor regulations and compare 
them to the changes that have taken place in rates of informality for salaried employees. 
They show that the increase in rates of informal salaried employment during 1980-88 

                                                 
12 Note that the Heckman and Pagés analysis examines the effect of labor regulations and taxes on the ratio 
of total employment to population. Total employment includes both formal and informal employment.  
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took place during a period of rising taxes on labor and increased regulation. However, the 
increase in informality 1995-99 was during a period of declining taxes. 

2.41     The same authors also consider the costs and benefits of being informal from the 
worker’s perspective in terms of the present value of various job-related benefits 
(excluding health insurance). The analysis shows that while a married worker with two 
children has a positive net expected present value from being a registered worker, for a 
single worker the contributions are larger than the benefits. This is compatible with the 
finding from Galiani and Weinschelbaum (2006) that secondary workers are more likely 
to be informal if the household head or his/her spouse is a formal salaried worker. Much 
of the positive benefit in terms of benefits comes from unemployment insurance, but 
construction workers and public employees do not qualify for unemployment benefits. 
Construction workers face the least advantageous position: they pay contributions but do 
not receive benefits in the national unemployment system since they are part of a separate 
unemployment fund.  

2.42     One important innovation in Argentina’s tax system in the late 1990s was the 
introduction the monotributo, which applies to many of the self-employed. The simplified 
system replaces income taxes, the VAT, and social security contributions for small-scale 
self-employed workers. Presumably, the introduction of the monotributo system should 
have increased social security registration of self-employed workers, but the limited 
available evidence suggests that any such effect has been small. (See Box 2.2 for a fuller 
discussion of the monotributo.) 

2.43     One aspect of labor law that has been changed repeatedly concerns the level of 
mandated severance payments. One would generally expect that in the long run, higher 
severance payments, by making formal employees more costly, would tend to reduce 
formal employment in favor of informal employment, although the magnitude of such 
effects is highly uncertain. Required severance payments are determined by formulas tied 
to the worker’s salary and job tenure.  By some measures, Argentina has among the 
highest firing restrictions in Latin America and other regions (World Bank 2007). 
However, this conclusion can change significantly with variations in the measures of 
separation costs (for example, the average tenure in formal employment) and when 
considering labor productivity in the metric of labor costs (MTESS 2003, Heckman and 
Pages 2004). Legislated severance payments were reduced for most cases in 1998, 
doubled as an emergency measure during the crisis in January 2002, and then reduced to 
pre-crisis levels in 1997. 

 

 

 

 

 

 65



 

Box 2.4: Informality and the Monotributo in Argentina 
Like other countries where the tax administration is not strong enough to manage a large number of small 
contributors, Argentina adopted in the late 1990s a simplified scheme for small-scale contributors that 
replaces income taxes, VAT, and social security contributions for self-employed workers. Following a 
model developed in 1997 by Brazil, Argentina created in 1998 the Monotributo, a scheme that comprised 
two components: one that replaced taxes, and the other replacing social security. The new scheme was 
expected to reduce costs for the administration and reduce evasion and informality, due to the 
simplification of the system and the reduction in payments for those who joined. The Monotributo has been 
subject to a large number of revisions and reforms in its seven years of life: more than fifty regulatory 
changes have been enacted. 

The history of Monotributo has three clearly differentiated periods. From 1998 to 2000 the system 
concentrated on small-scale self-employed workers. In this period, Monotributo was seen as a tax scheme, 
and the pension component was relegated to a minor role. In 2000 a reform expanded the relevance of the 
social security component, increasing the proportion of total payments directed to the pension system, 
establishing the right of Monotributistas to receive a pension benefit, allowing contributors to join a health 
insurance plan, and allowing owners of small business to include their employees as Monotributistas. A 
new reform in 2004 forced many professional groups of the self-employed to join in and expanded the 
participation of the taxation component. 

The revenue from Monotributo has been reduced. The tax component has been stable, at around 1% of total 
tax revenues of the National Government. The social security component has had a larger incidence, at 
around 3% of total contributions. The number of current contributors has varied over time. At the onset, 
nearly 500,000 workers registered in the system (approximately 3% of the labor force), but this number 
slowly declined over time. A new increase occurred when the 2000 reform was enacted, as the number of 
payers grew from below 400,000 to more than 600,000, but it then started to decline again. As the system 
was again reformed in 2004, contributors went from an average of 360,000 in the first semester of 2004 to 
670,000 in the second semester and have remained stable since then. 

Information on the participants profile is limited. Nearly 70% of enrolled workers indicated that they are 
service providers, and only 30% registered as good producers, a percentage that has declined from the 
original 41% in 1998. The Monotributo has eight predefined categories, and each worker must select one, 
based on their annual earnings. The proportion in the lowest two categories has slowly increased from 
68.7% in 1998 to 78.4% in 2006, despite the lack of adjustment in the categories’ ranges. This means that 
more than two-thirds of participants declare that they earn less than AR$2,000 a month.  

There are several financial incentives to join the system, as self-employed workers pay a reduced 
contribution to social security and income taxes, especially among those with relatively higher income. 
However, there are also some disincentives with regards to the VAT, since neither they nor their customers 
can claim tax credits for VAT. On the social protection side, Monotributo contributors are promised the 
right to a basic retirement benefit and access to health insurance. However, these two programs appear to 
be underfinanced, creating a sustainability risk. 

Data on this regime’s impact on informality is sparse and unclear. In theory, the program should have 
attracted some workers that would otherwise continue to avoid all taxes and contributions, thus expanding 
formality in the economy. However, is not clear whether this group is joining the “formal sector” 
permanently or only making a few payments and then stopping. Also, individuals joining the system might 
have come from another formal status, such as employees or registered self-employed, in which case the 
impact would neutral. The available data shows that the total number of independent workers contributing 
to social security, either as self-employed or as monotributista, has been stable at around 16-18% of total 
contributors since 1997, an tendency that might indicate that the impact on formality has been small. 
Source: Sabaini and Geffner (2006) 
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2.44     While there is some international evidence linking binding firing costs to lower 
formal employment, it is not definitive and this link remains an open empirical question 
in Argentina. In their comprehensive review and own study of the economic effects of 
employment protection legislation in a sample of developed and developing countries, 
Heckman and Pagés (2004) did not find a clear relationship between the level of 
employment (both formal and informal) and dismissal regulations intended to increase 
job security. Some studies have found a significant negative effect of firing regulations 
on overall formal employment, for instance Saavedra and Torero (2004) for Peru and 
Kluger (2004) for Colombia, and on the self-employment rates of women and unskilled 
workers relative to other demographic groups in Chile (Montenegro and Pages 2004). 
More recently, in their study of the effects of job security and labor dispute regulations in 
India, Pages and Ahmad (2007) found that laws that increase job security or the cost of 
labor disputes substantially reduce registered sector employment and industry output, 
especially in labor-intensive industries such as textiles. Using cross-country panel 
industry data, Micco and Pages (2006) that employment protection regulations hurt 
formal employment more in sectors of activity exposed to higher volatility in demand or 
supply shocks.  

2.45     However, the evidence for Argentina is thin. Using enterprise survey data and 
firm-level regressions for various countries in the region, Perry et al (2007) find some 
evidence that stringent hiring and firing regulations are related to higher informality. 
Both for the pooled sample and for three individual countries—Argentina, Colombia, and 
Mexico— firms reportedly constrained by labor regulations evade a higher fraction of 
taxes and/or social security contributions. In particular, Argentinian firms stating that 
those regulations significantly affected their hiring and firing decisions exhibit rates of 
revenue and worker underreporting that are 2 and 5 percentage points larger, respectively, 
than those of other firms, controlling for other possible measured determinants of 
informality. In most cases, and especially in Argentina, the cost of severance payments is 
the aspect of labor market regulations firms most frequently report as the biggest obstacle 
to hiring more workers. Though suggestive, this evidence is based on firms’ self-reported 
perceptions—not actual measures—and relies on cross-section relationships, and thus can 
be subject to a variety of biases. In particular, the survey was conducted when the double 
indemnities policy (“doble indemnizacion” which temporarily double firing costs for pre-
existing hires to prevent further increases in unemployment during the 2001-02 economic 
crisis) was still operative which may have adversely affected firms’ perceptions (this was 
just recently eliminated). As with other labor regulations, theory does not predict a clear 
cut relationship between firing costs and informal hiring, so further careful empirical 
analyses are needed to support the policy significance of this link in Argentina. 

2.46     To the extent that high rates of informality reflect simply an evasion of labor 
laws, improved enforcement could reduce informality. Work by Ronconi (2005) suggests 
that increased enforcement of existing labor laws could reduce informality without 
harming overall employment. In 1996-98, the rates of citation for violation of labor law 
were higher in Jujuy and Ciudad de Buenos Aires, which are the two jurisdictions in 
which labor laws are enforced by federal, rather than provincial authorities. Ronconi 
argues that enforcement is stronger in those jurisdictions because federal authorities have 
stronger incentives to enforce labor laws. Provincial authorities in other provinces bear 
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the costs of enforcement but do not benefit from consequences of enforcement, because 
tax revenue collected from registered workers goes to the national government. In more 
recent work. Ronconi (2007) shows that at the provincial level, a greater number of labor 
inspectors is associated with higher compliance with labor regulations without reducing 
employment. He exploits the fact that the number of inspectors in a province increases in 
election years to instrument for the number of inspectors. The estimated causal effect of 
an additional labor inspector is the addition of 220 formal employees per year, with a 
smaller drop in the number of informal employees. A rough analysis suggests that the 
benefits of hiring more labor inspectors exceeds the costs. 

Business Regulations 
 
2.47     The burden of government regulation is often hypothesized to be a major cause of 
informality. According to the World Bank’s Doing Business report for 2006 Argentina 
ranks 85th in the world in terms of the ease of starting a new business. The regulatory 
requirements faced by small- and medium-sized enterprises are detailed in Chapter 4 of 
World Bank (2002).  The four steps of registration are 1) commercial registration, 2) 
acquisition of operational permits and licenses at the municipal level, 3) compliance with 
tax regulations, and 4) labor and social security registration. Registration is complex and 
expensive. Giordano et al. (2003) also discuss laws and enforcement of registration 
requirements and also tax rates and how they relate to informality. They argue that firm 
registration rates are reduced by the complexity of registration and tax procedures and 
that informality rates in Argentina would be lower with progressive payroll taxation.  

Union Membership 

2.48     It is conceivable that changes in union power or membership could have had 
some effect on rates of informality. Given the nature of union membership in Argentina, 
only formal workers (those registered for social security) can be members of unions.13 
High union membership in the economy as a whole could potentially increase rates of 
informality if union contracts raise formal wages above the market equilibrium. At the 
same time, unions may serve as a check on informality if unions supplement the 
enforcement power of the state, acting as within-firm monitors of labor law enforcement. 
Consequently, changes in union membership or power could have influenced informality 
rates in either direction. Given, however, that it appears from the best available estimates 
that there has been little movement in union membership rates since the 1970s in 
Argentina, it is very unlikely that changes in union membership have substantially 
affected informality through either mechanism.14 

2.49     Union membership, however, is only one measure of union power. The 
relationship between union membership, policies, and labor market outcomes is complex, 
particularly in a country like Argentina where unions have a strong voice in political 
                                                 
13 According to Marshall and Groisman (2005), while there are some exceptions, in general union fees are 
collected by the employer and can only be only collected for employees who are also registered for social 
security.  
14 See Marshall and Groisman (2005) for a detailed review of various estimates of unionization rates for 
Argentina over time. 
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decisions. It is generally believed that union influence declined during the 1990s in 
Argentina (Natalicchio, 2007). To the extent that the waning of union power led to lower 
wages for unionized formal workers, one would expect that rates of informality would 
have declined rather than increased as they did during this period. As suggested above, it 
is possible that the decline in union power reduced the ability of unions to act as a check 
on informality within unionized firms, but there is no direct evidence that this is the case.  

Minimum Wage 

2.50     Changes in minimum wage have the potential to influence the informality rate. At 
the most basic level, the minimum wage can affect informality by increasing formal 
wages, thereby driving a wedge between formal and informal wages and reducing formal 
employment.15 As Maloney and Nuñez (2003) point out, the minimum wage can have 
additional complex effects on the wage distribution, beyond those on formal salaried 
workers near the minimum wage. In many countries, the minimum wage has both 
“numeraire” and “lighthouse” effects that spill over to the informal sector. The numeraire 
effect is the bunching of wages at round multiples of the minimum wage, due to the fact 
that the statutory minimum wage is often used as the numeraire for wage negotiations. 
The lighthouse effect refers to the concentration of informal workers (for whom the 
minimum wage is not enforced) at the minimum. Using 1998 EPH data, Maloney and 
Mendez find strong evidence of both effects in Argentina. Likewise, Khamis (2007) 
examines the effects of changes in the minimum wage 1993 and 1994 on wages and finds 
positive effects on both formal and informal wages, with a larger effect for informal 
wages.16 These complex effects of the minimum wage could either amplify or reduce its 
effects on the informality rate. 

2.51     Several pieces of empirical evidence, however, suggest that the minimum wage is 
unlikely to be a major driving force behind the increases in informality in Argentina. 
First, if the minimum wage was keeping wages above their equilibrium level, one would 
expect that the minimum would be “binding” for formal salaried workers, i.e. that there 
would be a substantial number receiving the minimum. However, Maloney and Mendez 
(2003) show using 1998 data that the minimum wage is binding for a large number of 
informal workers but few formal workers.  

2.52     Second, if the minimum wage were a substantial driver of informality, one would 
expect that a hike in the minimum wage would cause an increase in informal employment 
and also a decline in formal employment. Using difference-in-difference analysis, 
Khamis (2007) finds only a small positive on informal wage employment and no effect 
on formal employment from minimum wage increases in 1993 and 2004.  

 

                                                 
15 Note that this is parallel to the effect of the minimum on employment implied by standard neoclassical 
theory and examined empirically in a wide literature. See Neumark and Wascher (2007) for a recent 
review.  
16 Other studies which examine the employment and wage effects of the minimum wage in Argentina 
include Fiszbein (1992), FIEL (2000), Szretter (2004) Kostzer (2006), SEL Consultores (2006), Kristensen 
and Cunningham (2006) and Maloney and Nunez (2003).  
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Figure 2.6: Value of Minimum Wage  
and Shares of Workers by Category Earning Less Than the Minimum Wage 
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Source: Own calculations based on EPH and EPH-C. 
Note: Earnings figures for 1992-2003 (I) were calculated using the October EPH, except for 2003 (I) which 
is from the May round of the EPH.  Figures for 2003 (II) and 2004-2006 are based on data from the second 
semester of each year of the EPH-C. Note that it is likely that changes between 2003 (I) and 2003 (II) 
partially reflect the methodological changes in the wage earnings data is collected between the EPH and 
the EPH-C. Calculations include both part-time and full-time workers and are based on full-time 
equivalent monthly wages. The Argentine minimum wage law (which stipulates the minimum in monthly 
terms) applies to part-time workers, based on their full-time equivalent monthly wages. Real minimum 
wage values are expressed in year 2000 pesos. 

2.53     Third, the timing of changes in informality also makes it unlikely that the 
increased minimum wage was a major cause of increases in informality in the 1990s. 
After the minimum wage increased in 1992, the share of workers in informal salaried 
work actually declined slightly between 1993 and 1994 (see Figure 2.6). Subsequently, 
the share of informal salaried workers grew, with no change in the minimum wage. For 
the minimum wage change to be responsible, it would have to be credited with a lagged 
effect of several years. It is possible that the effect of increasing the minimum wage 
might lag by one or two years, as employers slowly replaced formal with informal 
workers, but it seems unlikely that the effects would arrive five years later or more. 
Analysis of minimum wage changes in Brazil, for example, by Fajnzylber (2001), 
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showed that the employment effects of minimum wages changes dissipated rather than 
increased over time. 

2.54     A fourth piece of evidence that points away from the minimum wage as a key 
driver of informality is the fact that during the 1990s, only a small number of independent 
and informal salaried workers were working for less than the minimum wage. (The 
number of workers earning below the minimum wage reached substantial levels only 
after the minimum was increased starting in 2003.) Through the 1990s the number of 
informal salaried workers and independents earning less than the minimum wage grew. 
Consider the possibility that all informal salaried workers earning below the minimum 
would have been formal if the minimum wage had been completely eliminated during the 
1990s. Even if this were the case (and there is no evidence of such effects), the minimum 
wage would only explain a very small fraction of the overall growth in informality during 
the 1990s.17 

2.55     A fifth reason it is unlikely that the minimum wage has been an important driver 
of the increase in informality is that between 1992 and 2003, during the period that 
informality increased substantially, the minimum remained relatively low relative to the 
median wage. Between 1992 and 2003, the minimum was at most 37 percent of the 
median for all workers and less than 50 percent of median wages for young and unskilled 
workers (see Table 2.5). This is low compared to other countries in the region (see Figure 
2.7). Countries where research has suggested the minimum wage may have substantial 
effects on employment are those like Colombia where the minimum wage is well above 
50 percent of the median wage (IDB, 2004). 

2.56     Since 2003, the minimum wage has been raised to a substantial fraction of the 
median, with the result that a substantial numbers of workers—formal, informal, and 
independent—earn less than the statutory minimum. In 2006 the minimum wage reached 
80 percent of the overall median, and above the medians of both young and unskilled 
workers. The experience during this period provides a final piece of evidence that the 
minimum wage is unlikely to be a major driver of high informality rates. If the minimum 
wage had been a major cause of high informality rates, one would expect that the 
dramatic increases since 2003 would have greatly increased informality. Instead, rates of 
informality declined slightly over 2003-2006.18 Nonetheless, that fact that recent 
increases have left large numbers of workers earnings less the minimum wage suggests 
that moderation in future upward adjustments would be advisable. 

 

                                                 
17 This discussion refers to the primary effects of the minimum wage on employment, considering it as a 
simple price floor for formal wages. It is possible that there could be negative secondary effects on 
employment due to the numeraire and lighthouse effects that boost informal wages and/or formal wages at 
points above the minimum.  
18 This discussion is based on a casual examination of the time series. Unfortunately, the increase in the 
minimum wage coincided with the change in EPH methodology, greatly complicating efforts to closely 
examine the effects of the increase. Additionally, informality rates in early 2003 were at elevated levels due 
to the 2001-2002 crisis, and it is possible that in the absence of the minimum wage increase, informality 
rates would have declined in 2003. 
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Table 2.5: Monthly Minimum Wage as a Percentage of Median, for All Workers and for 
Subgroups 

 All Workers Young Workers 
(age<25) 

Unskilled Workers 
(without completed 
primary education) 

 
Nominal 
Minimum 

Wage 

Median 
Wage 

Minimum 
as % of 
Median 

Median 
Wage 

Minimum 
as % of 
Median 

Median 
Wage 

Minimum 
as % of 
Median 

1992 (October) 97 518 19% 408 24% 440 22% 
1993 (October) 200 600 33% 466 43% 506 40% 
1994 (October) 200 692 29% 553 36% 572 35% 
1995 (October) 200 666 30% 500 40% 536 37% 
1996 (October) 200 642 31% 500 40% 520 38% 
1997 (October) 200 646 31% 500 40% 500 40% 
1998 (October) 200 626 32% 462 43% 500 40% 
1999 (October) 200 604 33% 460 44% 485 41% 
2000 (October) 200 593 34% 440 45% 460 43% 
2001 (October) 200 572 35% 416 48% 438 46% 
2002 (October) 200 546 37% 415 48% 416 48% 
2003 (May) 200 556 36% 416 48% 435 46% 
2003 (2nd half) 290 550 53% 369 79% 414 70% 
2004 (2nd half) 450 625 72% 443 141% 480 130% 
2005 (2nd half) 630 800 79% 595 134% 603 132% 
2006 (2nd half) 800 1000 80% 750 107% 753 106% 
Source: Own calculations based on EPH. 
Note: Figures for 1992-2003 were calculated using the October EPH, and those for 2003-2006 are based on 
data from the second semester of each year. Calculations include both part-time and full-time workers and 
are based on full-time equivalent monthly wages. The Argentine minimum wage law (which stipulates the 
minimum in monthly terms) applies to part-time workers, based on their full-time equivalent monthly 
wages. 
 

Figure 2.7: Monthly Minimum Wage as a Percentage of Median Worker Wages, Across 
Countries in Latin America, 1996-2001 
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Source: IDB(2004) based on countries official data. 
Note: The wage used for comparison is the median wage for workers between 26 and 40 years old that 
work for more than 30 hours in the reference period of the surveys. Data is from 1996-2001. 
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Temporary Contracts 

2.57     Changes in labor law in 1991 and 1995 that provided for short-term labor 
contracts have received particular attention as possible triggers for the growth in 
informality. The reforms introduced fixed-term contracts and also provided for special 
short-term contract regimes for small firms and young workers. These contracts relaxed 
or eliminated non-wage benefit requirements, including social security registration. These 
policies were intended to reduce unemployment and increase formal employment as 
workers were expected to “graduate” from these short-term contracts to long-term formal 
jobs. Hopenhayn (2004) notes that although relatively few workers took contracts under 
the 1991 reforms, the 1995 reform substantially increased job turnover rates.  The 
different stages of the reforms are discussed in Annex 2.1 and are described in detail in 
Marshall (2004). The highlights and their dates are as follows: 

• 1991—Employment Law introduces a number of “promotion” employment contracts 
targeted to the unemployed, young workers, and work for new activities. The 
contracts partially or completely exempt workers from social security payments. Few 
workers were hired under these contracts, probably because the contracts could only 
be used if validated by collective bargaining agreements. 

• March 1995—two major changes take place: 

1) Promotion employment contracts under the 1991 law for “small” firms become 
exempt from requirements that they be validated through collective bargaining 
agreements and that they be registered with the unified labor authority. Small firms 
are defined by the law as those with up to 40 employees and with sales below a 
ceiling set by an advisory committee. 

2) New regulations exempt workers from social security payments during a “trial 
period” of three months, which can be extended up to six months by collective 
bargaining agreements. 

• September 1998—Promotion employment contracts are eliminated, and the period 
during which trial period contracts are exempt from social security payments is 
reduced to one month, extendable up to six months by collective bargaining. 

• June 2000—The social security exemption for temporary contracts is eliminated 
completely. 

2.58     The first key point in this chronology is March 1995, when three-month trial 
period contracts were introduced, and the requirements that promotion contracts be 
registered with authorities and validated by collective bargaining agreements were both 
eliminated for small firms. The second key point is September 1998, when promotion 
contracts were eliminated and the social security exemption for trial period contracts was 
scaled back to just one month. Thus, during the period March 1995-September 1998 it 
was legal and relatively easy for firms to hire workers and initially not pay their social 
security contributions. These workers are classified by the criteria used in this report as 
“informal” but in fact the work relationships were legal. 
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2.59     Although the precise type of contract is not specified in the EPH, it is possible to 
get some sense of the possible effects of these reforms by examining changes in 
employment by job tenure. Figure 2.8 shows salaried employment in formal and informal 
work by year for those with three months or less tenure. Note that the data presented here 
was collected in October of each year. Thus the period during which the reforms in 
question were in place corresponds to 1995, 1996, and 1997 in the figure. In the three 
years before the reforms (1992-94), both formal and informal short-tenure employment 
was fairly stable.  During the reform period, informal short-tenure employment grew 
markedly, rising in 1997 to a level 79 percent above its 1994 level. In contrast the number 
of informal employees with more than one year of tenure grew by just 22 percent 
between 1994 and 1997. While not definitive, this pattern suggests that part of the growth 
in “informality” 1994-97 was associated with the 1995 reforms. 

Figure 2.8: Formal and Informal Salaried Employment Levels by Job Tenure 
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Source: Own calculations based on EPH. 
Note: Employment levels shown are for the EPH based on survey weights.  

2.60     The heightened level of informal short-tenure employment persisted even in 1998 
and beyond, when the promotion contracts were eliminated and the social security 
exemption for the trial period was scaled back to just one month. It did decline in 2000, 
but remained 56 percent above its 1994 levels. At the same time, the number of informal 
employees with longer tenure (more than one year on the job) also grew by 56 percent 
between 1994 and 2000. If one assumes that informality among longer tenure employees 
was not affected by the 1995 reforms, the fact that the growth in informality was similar 
for short- and long-tenure employees would suggest that the reforms had no significant 
long-term effect. 

2.61     However, it is conceivable that the reforms indirectly affected informality rates 
even for longer tenure employees, by changing social norms for informal work. Olmedo 
and Murray (2002) argue that “the new legislation lies at the core of the process of 
formalization of informal labor in Argentina,” and that “the new legislation promotes 
precarious employment .... The new labor laws undermine the idea of permanent work 
with a modicum of economic welfare, social protection (especially in the fields of 
medical care, old age security and educational opportunities), and job security.” In their 
view, moves to make the labor market more flexible undermined the existing structure of 
heavily regulated employment and led to an informalization of labor in general. 
Anecdotal evidence does suggest that labor enforcement was relaxed during this period. 
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2.62     The goal of the temporary contract policy was ultimately to increase long-term 
formal employment by lowering the costs to employers of hiring workers initially. 
Employment patterns over the period 1994-98 are ambiguous, with increases in both 
unemployment and the labor force participation rate. The total volume of formal 
employment with more than one-year job tenure was in fact slightly higher in 1998 than 
in 1994. It is very difficult, however, to attribute this change to the temporary contracts 
policy. Evaluating the effect of the policy on total employment is difficult because the 
policy may have had complex effects on hiring and firing patterns, leaving no clear 
control group. A full evaluation of the impact of the temporary contracts is beyond the 
scope of this report.   

Tax Evasion, Enforcement, and Public Confidence 

2.63     High rates of informality may be in part a consequence of tax evasion or non-
compliance with state regulations in general. In the simplest economic framework, people 
pay taxes and comply with regulations due to fear of getting caught and being punished. 
In this model, payment of taxes and compliance with regulations increases as the 
likelihood of getting caught and punishment for non-payment/non-compliance increases. 
Cross-country studies show, however, that variation in enforcement and punishment 
cannot explain the variation in tax and regulation compliance. This suggests that 
compliance is in part driven by social norms, which may be linked to broader attitudes 
towards the rule of law and the state. 

2.64     Tax evasion and informality could be potentially related if firms face a need to 
maintain consistent records to present to tax authorities, showing a reasonable balance 
sheet of income and expenses. Firms that underreport their sales and income for tax 
purposes may consequently also need to underreport the size of their workforces.  

2.65     Evidence that informality is related to non-compliance with taxes can be drawn 
from the World Bank’s Investment Climate Surveys, which ask responding firms to 
describe the tax compliance of the “typical firm” in their sector. Specifically, the surveys 
ask about the percentage of total sales and percentage of the total workforce declared for 
tax purposes.19 The intent is to generate a proxy for the responding firm’s compliance, 
without asking the responding firm to report its own illegal behavior. Figure 2.9 shows 
average rates of underreporting of sales and workforce by national subregion for Latin 
American countries, with Argentine subregions labeled. The figure shows that across 
subregions overall and within Argentina, there is a strong correlation between within-firm 
informality (workforce underreporting) and sales underreporting. Likewise, at the level of 

                                                 
19 Specifically, the questions are “Recognizing the difficulties many business establishments face in fully 
complying with taxes and regulations, what percent of total annual sales would you estimate the typical 
firm in this establishment’s line of business declares for tax purposes?” and “Recognizing the difficulties 
many business establishments face in fully complying with labor regulations, what percent of total 
workforce would you estimate the typical firm in this establishment’s line of business declares for tax 
purposes?” The sample includes mainly manufacturing firms but also includes firms in service sectors. 
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firms, workforce and sales underreporting are correlated at a level of 0.62 in the pooled 
sample and 0.58 for Argentina.20 

Figure 2.9: Sales Underreporting vs. Workforce Underreporting by Subnational 
Region for Latin American Countries 
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Source: Own analysis of Investment Climate Assessment Surveys 

2.66     The high correlation between underreporting of sales and underreporting of the 
workforce suggests that these two phenomena are related. In fact, the strong correlation 
remains after accounting for common determinants of evasion of both payroll and 
VAT/income taxes.21 While only suggestive, the correlation is consistent with the idea 
that labor informality is strongly related to firms’ decisions to evade taxes, and more 
generally, the same factors which contribute to low compliance with taxes may also be 
responsible for high rates of informality. It is, however, very difficult to disentangle the 
causality. It may be that firms which evade VAT/income taxes also underreport their 
payroll (thus leaving some employees as informal) in order to achieve consistency in 
their overall records. 

2.67     The correlation of sales and workforce underreporting at the subregional level 
may also reflect collusion among firms. Firms within a particular area may coordinate to 
evade together in order to decrease costs and increase profitability in all firms. 

2.68     Tax compliance is conventionally viewed as a result of deterrence mechanisms, 
i.e. the ability of the government to effectively detect and punish citizens who disobey the 
tax laws. Substantial evidence from cross-country comparisons, however, shows that 
variation across countries in tax compliance cannot be explained by the deterrence model. 

                                                 
20 Countries included in this analysis are Argentina, Bolivia, Colombia, Mexico, Panama, Peru, Paraguay, 
and Uruguay.  
21 This statement is based on analysis of the determinants of evasion using SUR regressions. 
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Evidence suggests that tax compliance is driven in large part by voluntary compliance 
associated with social norms. For Latin American as a whole, tax compliance is 
associated with greater perceived effectiveness and legitimacy of the state (World Bank 
2007). In a detailed comparison of Chile and Argentina’s experiences with tax 
compliance, Bergman (2003) concludes that Chile’s greater success is linked to a 
combination of political, economic, and sociological explanations. Enforcement 
mechanisms are important, he suggests, in terms of how they influence taxpayers’ 
subjective attitudes towards paying taxes. He says that short-term measures in Argentina 
aimed at increasing collection had limited success because they were unable to change 
taxpayers’ entrenched behavior. 

2.69     Similarly, it has sometimes been suggested that Argentina’s difficulties with tax 
compliance and/or its high rates of informal employment are a consequence of low public 
confidence in public services and the social security system, which has resulted in part 
from repeated economic crises and weak political institutions. (Figure 2.10). Argentines 
do in fact have a relatively low level of confidence in government institutions. In 2005, 
only 18 percent, 26 percent, and 26 percent of Argentines reported having confidence in 
political parties, Congress, and the judiciary, respectively. However there is no clear 
evidence of deterioration in confidence in public institutions over time, other than during 
the crisis. It is an open question as to whether the systematically low level of confidence 
is related to the time trend toward higher levels of informal work. 

Figure 2.10: Public Confidence in Public Institutions in Argentina 
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Conclusions 
 
2.70     There are a large number of candidate explanations of the growth in informality in 
Argentina since the early 1980s. Although it is not possible to definitively identify the 
importance of each possible driver, it is possible to rule out several possible explanations 
and to identify a number of factors which appear to have been partially responsible—at 
least at particular points in time. The analysis presented in this chapter shows that the 
changes in informality cannot be explained by changes in the composition of the 
workforce or in the propensities of particular worker subgroups to be informal. Some 
evidence suggests that macroeconomic policy along with privatization may have partially 
contributed to the rise in informality. Technical change and trade liberalization may also 
have played secondary roles. Additionally, changes in unionization rates and the 
minimum wage did not substantially affect informality, but other labor regulation 
changes like the introduction of temporary contract regimes appear to have increased 
informality rates. Most of these factors increased informality in the short-term, but it is 
less clear if and how they had long-term effects on the informality rate. The long-term 
increase may be in part due to cumulative changes in labor regulations and enforcement 
which generated a “culture of informality” or changes in the social norms linked to tax 
evasion and attitudes towards the state.  
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3. INFORMAL WORKERS IN GREATER BUENOS AIRES: PROFILE, 
MOTIVATION AND TRANSITION 

 
With the objective of deepening the understanding informality in Greater Buenos 
Aires, the INDEC in cooperation with the World Bank and the Ministry of 
Employment Work and Social Security of Argentina introduced a new module in 
the EPH survey at the end of 2005. Based primary on this new information this 
chapter characterizes informal workers, their reasons and motives to be so and 
the probability of moving across occupational categories. The principal findings 
are the following. Informality is a widespread phenomenon in GBA with 45% of 
the working labor force in such position. Although, they are principally employed 
in informal units of production (44%), a sizable proportion works in formal units 
(30%), 18% does it in households generally as domestic service. The study of the 
motives and reasons for being informal and/or independent reveals that almost all 
salaried workers are informal not by choice but because they face a situation of 
exclusion. Among independent workers the lack of contribution to the social 
security system is principally due to the impossibility of facing the “cost”. The 
simultaneous study of occupational category and formality condition indicates 
that independent workers are intrinsically more inclined to be informal. As in 
other countries, there exists a mismatch between preferences and occupational 
choice; nonetheless formal independents are the most satisfied with their 
condition. The occupational transitions show a significant flow of salaried 
workers between formality and informality. Finally, the study of occupational 
history reveals that formal salaried are the most stable with 6 out of 10 having 
been in that condition for their entire past labor experience. On the contrary more 
than two thirds of independents have been salaried before. Overall and contrary 
to other countries in the region, this chapter suggests that informality in GBA is 
principally a situation of exclusion and not a choice.   

3.1 Using information from the EPH survey and specially that contained in the new module 
of informality introduced in 2005, this chapter studies the reasons and motivations of informality 
in Greater Buenos Aires. 

3.2 Informality has been studied from different perspectives but much of the debate has 
focused on the rationale or “razon the ser”of it. Conceptually, in one extreme is the exclusion 
view. In it, the labor market is considered to be segmented and informal workers precluded to 
become formal facing a disadvantaged situation. On the other extreme is the voluntary exit view. 
In this case, although having the opportunity to be formal, workers and/or firms voluntary choose 
not to be so. Thus, informality emerges as the result of agents’ maximization with no bad 
normative implication 

3.3 The two views of informality are not mutually excluding. In most of the cases, 
preferences and constraints coexist. Nonetheless, because policy implications are different it is 
important to examine which one predominates in the economy. This chapter studies this topic 
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examining the characteristics of informal workers, the reasons and motivations to belong to such 
category and the in-and-out movements of formality. 

3.4 Among the reasons supporting the exclusion view is the low productivity of firms and 
workers. For this reason, the first section presents an informality profile to reveal the magnitude 
of the phenomenon and the relation with productivity proxies, education and age for workers and 
firm size for firms. Additionally, the section also shows the incidence of informality by gender. 
According the voluntary exit view, women would tend to prefer more flexibility for their 
housekeeping and childbearing responsibilities. 

3.5 The second section of the chapter moves forward in the direction to disentangle which 
view is more appropriate for GBA. The new module asks workers for reasons to be salaried or 
independent; and formal or informal. Some of the motives can be classified as pure constraints 
with no choice for the worker. The relative importance of them as well the mismatch between 
preferences and current occupation are analyzed.  

3.6 Finally, the third section studies the movement of workers across different labor 
categories (i.e. informal salaried, formal salaried, informal independent and formal independent). 
The analysis of transitions shed additional light about the phenomenon. Firstly, the short-run 
movements are contrasted with the long run labor history. Then, wage improvements due to 
moving to a formal employment are considered. All sections are consistent with the idea that the 
exclusion view is more suitable for GBA. 

The 2005 EPH module was implemented in order to collect more in-depth information on 
informality than was available in previously existing data sources. Before the module, the main 
sources of information on informality were the standard EPH and the national censuses. The 
2001 National Population Census is particularly valuable because it offers national coverage and 
collects social security contribution information not only for salaried workers (as does the 
standard EPH), but also for independent workers. While the 2005 EPH module is now the best 
source of information on informality for most purposes, the census is useful for considering the 
profile of informality at the national level and for looking at worker subgroups that are too small 
to be examined with the EPH. To supplement the material in this chapter, Annex 3.1 presents a 
detailed analysis of informality in census data. 

INFORMAL WORKERS: CHARACTERISTICS AND DETERMINANTS 

3.7 In the forth quarter of 2005 the INDEC in cooperation with the World Bank and the 
Ministry of Work, Employment and Social Security of Argentina introduced a new module in the 
EPH survey with the objective of deepening the understanding of labor informality in Greater 
Buenos Aires. The information contained in this new survey allows a more precise 
characterization of informality with respect to both, salaried and independent workers.  

3.8 As discussed in chapter 1 the criteria to define informality is not unique. In this chapter it 
is circumscribed to the workers and units of production out of the norms that regulate them being 
possible in this way to distinguish informal employment from informal sector as the recent 
changes by the ILO suggest. Operationally, this is possible due to the new informality module of 
the EPH. Previously to 2005, this survey had no questions about firms being impossible to 
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identify informal sectors and it had no information about the registration of independent workers 
leaving incomplete the identification of informal employment. 

Table 3.1: Informality Definition 

Occupational category Identification criteria Classification

Independent He or she has registered 

Salaried of the public sector
Independent Never registered

Salaried of the private sector The worker is employ by a family household Household

Independent He or she has registered 
Salaried
Domestic service
Independent Never registered
Salaried
Domestic service
Without salary workers

Formality of the worker

He has rights to receive social protection benefits
Formal worker

He has not rights to receive social protection benefits Informal worker

Productive unities that emit bills and/or keep accountability books 
and/or have an accountant and/or have a registered worker

Formal productive 
unity

Formality of the productive unity

Productive unities that do not emit bills or do not keep 
accountability books or do not have an accountant and have not 

Salaried of the private sector

Salaried of the private sector
Informal productive 

unity

  
Source: “La informalidad laboral en el Gran Buenos Aires”, 2007, Ministerio de Trabajo, World Bank and INDEC 

3.9 Table 3.1 summarizes the definition of informality. The upper half is the criteria for 
defining informality/formality based on the unit of production side meanwhile the down half 
does it based on the workers side. For independent workers both definitions are identical given 
that in this group the unit of production and the worker constitute the same entity. 

3.10 The unit of production definition recognizes three categories: formal, informal and 
household. The last one is not precisely a unit of production and so, it doesn’t have a legal 
identity as an employer. Nonetheless, it is important to consider it because it absorbs 8% of total 
workers. On the other hand, firms are considered informal if they satisfy none of the legal 
requirements (declaration of sales, registration of workers, accountancy books) 

3.11 The definition of informality based on the worker side is based on the registration to the 
social security system for salaried workers and on the registration of his or her activity for 
independents. Hence, it is possible to find informal workers in formal firms. But, on the contrary 
it is impossible to find formal workers in informal firms because the registration of a single 
worker implies the firm to be considered formal.   
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3.12 Following the definition of 
informality previously explained figure 3.1 
shows the proportion of informal workers. 
It can be observed that they constitute 46% 
of the working labor force revealing the 
importance of the phenomenon.  

3.13 Figure 3.2, for its part, follows the 
definition of informality based on the unit 
of production. In this case, 20% of workers 
are in firms out of the legal norms, 8% 
employed in households and close to 7 out 
of 10 in firms that satisfy some legal 
requirement.   

3.14 Table 3.2 combines both 
definitions, the one focused on the unit of 
production and the one focused on the 
registration of the worker. It can be 
observed that a sizable proportion of 
informal workers are in formal units of 
production (13.7% of all workers are 
informal in formal units while 19.9% are 
informal in informal units). When the 
employer is a household the worker is 
almost always informal  

Figure 3.1. Share of Formal and Informal Workers 

46% 54%

Formal Workers Informal Workers

 
Source: “La informalidad laboral en el Gran Buenos Aires”, 2007, 
Ministerio de Trabajo, World Bank and INDEC 

Figure 3.2: Share of Workers in Formal and 
Informal Units of Production 

21% 70%
9%

Formal unit Informal unit Household

 
Source: “La informalidad laboral en el Gran Buenos Aires”, 2007, 
Ministerio de Trabajo, World Bank and INDEC  

3.15 The incidence and distribution of 
informality according to gender is shown in figure 3.3. Half of working women are informal 
compared to 42% in the case of men. Among informal workers the fraction of men is greater 
than the fraction of women (55% to 45%), a fact that is partially explained for the higher 
participation rate of the formers.  
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Table 3.2: Distribution of Formal/Informal Workers According the Unit of Production 

 

Formal unit Informal 
unit Households n.a. total

en % en % en % en % en %

Formal workers 52.1 0.0 0.3 0.9 53.3
Informal workers 13.7 19.9 7.9 3.6 45.1
n.a 0.0 0.0 0.0 1.6 1.6

total 65.8 19.9 8.2 6.1 100.0

Workers

units of production

 

Informal workers only

30%

44%

18% 8%

Formal unit Informal unit Households n.a.

 

Source: “La informalidad laboral en el Gran Buenos Aires”, 2007, Ministerio de Trabajo, World Bank and INDEC 

 

Figure 3.3. Incidence of Informality by Gender
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3.16 Figure 3.4 is analogous to figure 
3.3, but in this case the incidence and 
distribution is classified according to age 
groups. The incidence along the life cycle 
presents a U-shape being the workers with 
less than 24 years the most affected group 
with 62% of then not registered, the 
incidence then declines to 41% for the 25-
49 year-olds and increases for the elders to 
45%. Among informal workers, most of 
then (53%) correspond to those in central 
working ages, 20% to workers with less 
than 24 years old and 26% with fifty or 
more year olds.  

0

 
Distribution of Informal Workers by Gender 

45%

55%

Female Male
 

Source: “La informalidad laboral en el Gran Buenos Aires”, 2007, 
Ministerio de Trabajo, World Bank and INDEC :  

3.17 Finally, figure 3.5 shows the 
relation between informality and the level 
of education. The pattern is clearly 
negative; more years of education 
accomplished are associated with lower 
levels of informality.  In one extreme are 
the workers who, at most, finished primary 
school. The incidence for them is 64%. In 
the other extreme are workers who finished 
college. Among then only 18% are not 
registered.  

 

3.18 Looking at the distribution within informality it can be observed that 42% have finished 
at most primary school, 22% started secondary school but didn’t finish it, 17% finished 
secondary school and quit studies, 12% started the university but did not completed it and 8% 
completed superior studies.  
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Figure 3.4:Incidence and Distribution of 
Informality by Age Groups 

 
Figure 3.5: Incidence and Distribution of 
Informality by Educational Groups 
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Source: “La informalidad laboral en el Gran Buenos 
Aires”, 2007, Ministerio de Trabajo, World Bank and 
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Source: “La informalidad laboral en el Gran Buenos Aires”, 
2007, Ministerio de Trabajo, World Bank and INDEC  

 

3.19 Figure 3.6 shows the proportion of 
informal units of production according to the 
size of the firm, considering only the private 
sector. It can be observed that microfirms and 
small units, likely to be less productive and 
with greater problems to afford registration, 
have higher probability of being informal.  

3.20 The registration to the Social Security 
System is associated with the occupational 
category. Figure 3.7 indicates that salaried 
workers are more prompt to contribute to it 
than independent workers.  

 

Figure 3.6: Fraction of Informal Firms by Firm 
Size 
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3.21 What is associated with the 
occupational category and the registration 
of the worker? Multiple factors, some of 
them related with the characteristics of the 
worker, some others with the characteristics 
of job or/and the firm. The EPH survey 
provides a set of them but there are always 
unobservable elements (e.g. attitude towards 
risk, confidence in the social security system, 
and so on). For this reason a jointly analysis 
of the probability of being independent or 
salaried worker and of being registered or 
not, is performed. The bivariate probit model 
estimated allows not only to isolate the 
impact of some determinant, say education, to 
the rest (firm size, age, etc) but to study the common unobservable elements influencing the 
occupational category and the registration of the worker. Box 3.1 explains in more detail the 
methodology. 

Figure 3.7.: Registration of Workers and 
Independence of the Job 

 

0% 20% 40% 60% 80% 100%

Salaried w orkers

Independent
w orkers

don't contribute contribute

Source: “La informalidad laboral en el Gran Buenos Aires”, 
2007, Ministerio de Trabajo, World Bank and INDEC 

3.22 Depending on the variables included as regressors there are three model specifications. 
The first one contains two groups of variables. First, demographic characteristics of workers, 
included in it for both equations are age, education, gender, marital status, migration condition, 
household size, child presence in the household and the condition of head of the household. 
Additionally, the educational level of other household members, the presence of retirement 
benefits and the household structure (monoparental or not) are included only in the contribution 
to the social security system equation. The second group of variables is the job and firm 
characteristics; industry and tenure are included for both equations.  

3.23 The second model specification is identical to the first one but it incorporates the firm 
size as a regressor in the contribution to SS equation. The third model expands even more the set 
of independent variables incorporating this time information from the new module of 
informality. More specifically, in both equations variables related with occupational history 
(whether the worker has ever been formal salaried, informal salaried and/or independent), 
preferences for being salaried/independent, constraints (couldn’t find another job) and 
motivations for being an occupational category (better income opportunities) are included (see 
annex 3.2 for the complete result of the regressions) 

3.24 Based on this last and more extended model, figure 3.8 shows the predicted probabilities 
to contribute the social security system for both independent workers and salaried workers. The 
straight lines correspond to a typical worker with baseline characteristics1. The bars are the 
conditional probabilities (to contribute given that is a salaried worker or to contribute given that 
 
1 We define the baseline worker as a worker that has between 36-45 years old and his educational level is secondary incomplete. 
He is male, married, non migrant and household head. The person works in the trade sector, has between 1 and 5 years of tenure, 
has ever held a job as formal salaried, the rest of the household members have retirement benefits, has preference for salaried 
employment and works in a medium firm size. 
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is an independent worker) when a selected characteristic is substituted with respect to the 
baseline. For example, a “typical” salaried worker has close to 60% (upper straight line) of 
probability to contribute to the SS, meanwhile a “typical” independent worker has less than 40% 
(lower line). If instead of being male the baseline worker is female but the rest of the 
characteristics remains the same, then for salaried workers the propensity declines to 45% (first 
solid bar) and for independents to 35% (first hollow bar) The rest of the variables are interpreted 
in the same way. 

Box 3.1: The Bivariate Probit Model 
The bivariate probit model also known as the seemingly unrelated probit model consists of a jointly 
estimation of conditional probabilities. It can be written as follows.  

              ),()Pr( 111 μβXfrworkesalariedbeing =  

              ),()Pr( 222 μβXfregisteredbeing =  

86

The right hand side of the first equation contains the elements that influence the probability of being a 
salaried worker. The vector X1 contains observable characteristics and the vector μ 1 unobservable 
ones; β 1 is the estimable parameter and is associated with the contribution of each observable element 
in X1. 

The second equation can be interpreted in an identical way. In this case, the object of study is the 
probability of being registered. Again, X2 are observable and μ 2 unobservable determinants.  

The estimation of the model uses the maximum likelihood method assuming that the unobservable 
components μ 1 and μ 2 are jointly normally distributed requiring simultaneous estimation of both 
equations. 

There are two advantages in the bivariate probit model compared with the estimation of the equations 
separately. First, the precision is higher but second and more importantly, it provides a measure of the 
correlation of unobservables. If this is positive, it indicates that are elements contributing in the same 
direction to being independent and informal. On the contrary, if it is negative, these unobservable 
elements operate in opposite direction; and, no correlation indicates that unobservable determinants are 
either different or operates independently. In other worlds, the correlation of unobservables allows to 
expose whether workers are intrinsically more inclined to be informal. 

The model should be interpreted carefully. It constitutes a reduced form in which not only preferences 
but also constraints are operating. For example, the fact that low skilled workers are more likely to be 
informal, as the results below show, may not necessary reflect a choice, it may indicate a situation of 
exclusion they face. The following section moves in the direction to disentangle this  

Source:  Author’s estimations 

3.25 A clear pattern that emerges from figure 3.8 is that independently of the worker’s 
characteristic or the firm’s characteristic the propensity to contribute to the social security 
system is higher for salaried workers. Looking closely at the characteristics, it can be observed 
that this probability tends to be increasing with age and education. Among the variables included 
from the new module of the EPH the motives for being in the current occupation seems to be the  

 



 

most relevant. Workers who couldn’t 
find another job are those with the 
highest probability to contribute to 
the SS meanwhile those who chose 
the job for better opportunities are 
among the least likely to contribute to 
it.  

Figure 3.8: Probability of Contributing to the Social 
Security System – Differences by Characteristics and 

Groups 
(i) Workers characteristics probabilities 

3.26 Finally, panel ii of figure 3.8 
not surprisingly shows that 
construction workers tend to be more 
informal. In general these are short 
term jobs (one or two years) .On the 
other hand, the sector with the highest 
level of formality is the public one 
including defense, education and 
health. The firm size has a very 
important impact being those working 
in small units of production the least 
likely to be formal and those working 
in large units the most likely ones.  
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3.27 The analysis of observable 
characteristics is only part of the 
picture. As mentioned before there 
may be some unobservable elements 
that make independent workers 
intrinsically more (or less) incline to 
be informal. Although it is impossible 
to recognize what are those elements, 
it is possible to identify its presence 
by observing the correlation of the 
unobservables in both equation, that 
studying the probability of being 
salaried or not and that studying the 
probability of contributing to SS or 
not.  
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Source: Authors estimations based in the EPH, IV trimester, 2005 and 
Informality module, GBA. 
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3.28 Table 3.3 presents the correlation of unobservables for the three different specifications 
previously explained2. For model 1 the coefficient is 0.46 indicating there are important elements 
excluded that simultaneously have an impact on being independent and on being informal. 

Table 3.3: Are Independent Intrinsically More Inclined to be Uncover? 
Correlation Between Unobservable Factors that Affect the Propensity of Being Salaried and 

Contributing to the Social Security System 

     0.462       -0.006        0.131   
  [11.65]***   [-0.12]       [2.53]** 

Model 1: Included 
Basic EPHC 

variables

Model 2: Included 
Basic EPHC variables + 
information of firm size

Model 3: Model 2 
and included 

information of the 
informality module

Rho (Correlation coeficcient)
 

Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
Note The complete model is presented in Annex 3.1 
 

3.29 In model 2 by simply incorporating the firm size the correlation disappears. A plausible 
interpretation is that the inclusion of this variable indicates that independents and workers in 
small firms are equally prompted to be registered, being for this group the unobservable elements 
that determine the occupational category irrelevant for the formality/informality probability. 
Nonetheless, in the third model after incorporating the information of the new module 
(principally preferences and reasons for being in the current occupation) the correlation becomes 
once again positive and significant. How is that possible? The answer is that some of the 
covariates incorporated should have an opposed influence in the likelihood of being independent 
and being formal that in the second model offset the still unobservable elements in the third one. 
Looking closely at the coefficients in the regression (see Annex 3.2) it can be observed that the 
impossibility of finding another job plays this role. It positively influences the probability of 
being salaried but negatively of being formal. 

MOTIVATIONS AND REASONS FOR BEING INFORMAL 

3.30 Informality could be a voluntary situation or the result of exclusion. For instance, among 
salaried workers, some of them may be willing to negotiate not to be registered in exchange of a 
wage increase and make the firm save the costs of it. On the other hand, workers may not have a 
choice. Because of tax evasion or/and the impossibility of tolerating higher costs, firms may 
offer jobs with the only condition of not registering them in the social security system. 

3.31 Figure 3.9 (i) indicates that only 4% of informal salaried workers had the opportunity of 
being formal but rejected it, the rest had not choice, at least with that employer. The principal 
reason for rejecting the formality condition is because the wage would be too low (42%). Other 
important reasons are: the idea that benefits don’t worth the cost (12%) and the lack of 
confidence in the social security system (8%) 

 
2 The possible rank of this coefficient is [0,1] where the value 0 denotes non correlation and the value 1 denotes 
perfect correlation. 
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Figure 3.9: Reasons to be Informal - Informal Salaried Population 
 

(i) The worker is in his current job because… (ii) The worker agrees to work uncover because… 
% all responses - Primary reason 

4

96

He was proposed to recieve 
benefits but, he agree to 
work uncover  in order  to 
have better salary and‐or 
higher benefits

The employee 
would not take him 
other way

 

8
12

38

42

The social security system 
is not reliable

Is not worth the discount 
for the benefits he might 
received

Other

The salary would be too 
low in other way

Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 

3.32 Figure 3.10 (i) indicates that 8 out of 10 formal independent workers currently 
contributes to the social security system meanwhile only 4% of informal independent does. The 
principal reported reason not to contribute is the impossibility of affording it, being this motive 
more important for informal workers (81%) compared to formal workers (63%). 

3.33 Figure 3.11 shows that formal independent are those more likely to save by their own 
(17%), formal salaried is the second group (9%) and finally informal independent and informal 
salaried (6% and 4%). 

3.34 What are the reasons for being independent/salaried? As explained in the previous 
section the occupational category is associated with the propensity to contribute to the social 
security system, being the independent workers more likely not to contribute. Among the 
determinants of occupational choice that the literature on the topic recognizes are: capital 
indivisibility together with credit constraints, entrepreneurial ability and attitudes towards risk 
(see Informality Flagship 2007) 
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Figure 3.10: Reasons to be Informal - Independent Population 
 

(i) % of independent workers that contribute 
to the Social Security System 

(ii) Reasons that workers give for not 
contributing to the Social Security 
System 
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
 

Figure 3.11: Beside the Retirement Plan, have Additional Savings to Afford the Eldest?
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
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Figure 3.12: Preference for Independent and Salaried Employment by Category Group 

% of Workers 
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 

3.35 Figure 3.12 indicates the preference for being independent or salaried in relation to the 
current occupation category. It can be observed that formal independent are the most satisfied 
with their current status (86%) followed by informal independents (65%). Salaried workers are 
less satisfied with their occupational status, 36% of formal salaried prefer to be independent and 
41% of informal salaried do.  

3.36  The distribution of the motives/reasons for being in the current occupation is presented 
in figure 3.13. Among formal salaried workers the principal reason for being in such category is 
because they have better opportunities than being independent with 31% of them declaring it as 
the principal reason. Then a sizable proportion (22%) couldn’t find another job and the 
remaining reasons are that independent work is unstable (19%), earn more than as independent 
(13%) and have been unable to become independent (11%). Taken together the workers who 
couldn’t find another job and the ones that hasn’t been able to become independent as those that 
are salaried for a constraint and not for their own decision, they represent 33% 

3.37 Looking at informal salaried (figure 3.13 ii), it is observed that close to half of then are 
salaried because they couldn’t find another job and 15% because they have been unable to 
become independent. Together account for 63% of them that are salaried by a constraint and not 
by choice, twice the faction of formal salaried in that position.  

3.38 Figure 3.14 is analogous to figure 3.13 but with the focus on independent workers. For 
formal ones, the principal reason for being in their current job is the better opportunities they 
have as independent (31%) seconded by the possibility they have of becoming independent 
(27%) A non wanted reason appears in third place with 14% of formal independent workers in 
that position because they couldn’t find a job as salaried. 

3.39 In the case of informal independent workers the situation is different. Here the 
impossibility of finding a salaried job is the principal reason for being in such category (43%). 
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Figure 3.13: Distribution of the Motivations/Reasons for Being in the Current Job as Salaried 

Worker 
% of all Responses 

(i) Formal Salaried (ii) Informal salaried 
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Earns more than as independent
Independent work is unstable
Have been unable to become independent
Could not find another job

 
Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
Note: Formal firms defined as firms that have at least some workers registered, …. 

 
Figure 3.14: Distribution of the Motivations/Reasons for Being in the Current Job as Independent 

Worker 
Main Reason 

(i) Formal Independent (ii) Informal independent 
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
Note: Formal firms defined as firms that have at least some workers registered, 
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PATTERNS OF TRANSITIONS IN AND OUT FORMAL/INFORMAL EMPLOYMENT 

3.40 This section studies the movements of workers across different occupational categories 
analyzing both short run transitions using matched panels and long run occupational history 
using the new informality module.  

3.41 Unfortunately, previous to 2005 independent workers could not be characterized as 
formal or informal, this is a limitation because as shown before they are approximately split in 
equal proportion in these categories. For this reason, figure 3.15 contains only three categories 
salaried formal (F), salaried informal (I) and self employed (SE). This figure shows the 
standardized probabilities of moving from one category to another, for males and females 
separately.  

3.42 The lowest transition rates are between formal salaried and self employed, less than half 
compared to other transitions. With respect to males, a remarkable aspect is that flows from 
formality to informality are approximately the same as those in the reverse direction. For females 
this is not the case, flows from formality to informality are stronger. For both genders the most 
frequent transitions are across salaried informality and self employment  

Figure 3.15: Probabilities of Transition Among Sectors of Employment 

(i) Males  (ii) Females 

 

0.0

0.5

1.0

1.5

2.0

F, SE F, I I, SE

From / To To / From

Argentina (1993-2001)

 
Source: Bosch and Maloney (2005, 2007). 
Note 1: Probabilities are standardized by final sector job turnover  
Note 2: For Argentina, a panel covers the area of Greater Buenos Aires, which accounts for approximately 60 
percent of Argentina’s urban employment. The authors employ panels from May 1993 to October 2001. 
 

3.43 With respect to the labor history, using retrospective information from the new module, 
figure 3.16 reports the fraction of workers in each current occupation that has ever been in 
another category. A pattern that can be observed is the relative stability of formal salaried 
workers, close to 6 out of 10 have always been in that category. Informal salaried employees also 
present stability half of them have worked their entire life as informal.  

3.44 Turning into independents, it can be observed that the majority of them have transited 
into a salaried job at least once before. Less than one third has been independent all the time.  

3.45 Comparing short-run transitions (figure 3.15) and long-run labor history (figure 3.16) it 
seems that the later shows lower occupational mobility than the former. This may indicate that 
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workers who have previously moved from one occupational category to another are the most 
likely to continue moving, and other workers tend to be stable in their jobs as the long-run 
history suggests.    

Figure 3.16: Informal Employment and Work-Life Occupational History 
% Workers in Current Occupational Group 
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
Note: Each cell gives the percentage of workers currently in each occupational group that have held employment in the 
other occupational groups at some moment during their work-life. 
 

3.46 Figure 3.17 splits the sample by gender. For females and males, the pattern is similar 
although the stability is higher for the formers. Among formal salaried workers, 62% of women 
have been always in that category and 55% in the case of men. Among informal salaried, the 
same applies 61% for women and 45% for males and also the proper occurs among 
independents, 35% against 30%. 

3.47 Figure 3.18 shows occupational transitions for different age groups. The youngest 
workers have lower probabilities of having been in another category. This is natural giving that 
their labor history is relatively short. Within this group (15 to 25 years old) 84% of informal 
workers have always been in their category contrasting with formal salaried and independent 
workers that have remaining in their category in approximately 65% of the cases. This fact 
reveals that workers entering into the labor force tend to firstly find informal salaried jobs and 
then move to formal salaried jobs (25%) or to independent jobs (22%). 

3.48 Among 26 to 45 year-olds, it can be observed that informal salaried and independent 
workers share the same probability of having been formal salaried (30%).  

3.49 For 46 to 65 year-olds the pattern is different, the fraction or informal salaried workers 
and independent workers that have previously been formal salaried significantly increases for 
this age group. This may reflect that some people continue working after the social security 
system considers them retired.    
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Figure 3.17: Informal Employment and Work-Life Occupational History by 
Gender 

% Workers in Current Occupational Group 
(i) Female (ii) Male 
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
Note: Each cell gives the percentage of workers currently in each occupational group that have held 
employment in the other occupational groups at some moment during their work-life. 
  

3.50 Table 3.4 relates occupational history with the level of education. Among formal salaried 
workers the probability of having stayed always as formal is increasing with the level of 
education, 48% for those with primary education, 58% for those with secondary and 63% for 
those with superior education.  

3.51 For informal salaried workers the probability of having been always informal presents an 
inverted U-shape with education and the probability of having been a formal worker shows U-
shape. 

3.52 Finally among independent workers those with superior studies are the ones with highest 
probability of having been always such. This may reflect that they are in that situation for their 
own choice and not by a constraint or imposition. 

3.53 Figure 3.19 presents the gains and losses of occupational mobility. It shows the 
percentage increment in wages according to the category of the worker in 2005 and 2006. It can 
be observed that among independent workers in 2005, those who remained as such in 2006 
experienced a wage increment of 20%, those who become informal salaried workers saw an 
increment of 23%, but more importantly, those who could become formal salaried experienced a 
wage increment of 60% reflecting the great advantage of entering in this category.  

 

 

 

 

 95



 

 

Figure 3.18: Informal Employment and Work-Life Occupational History by Age Group 
% Workers in Current Occupational Group 

(i) 15 to 25 year olds (ii) 26 to 45 year olds 
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(iii) 46 to 65 year olds 
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
Note: Each cell gives the percentage of workers currently in each occupational group that have held employment in the 
other occupational groups at some moment during their work-life. 
 

3.54 Among informal salaried workers the situation is similar; remaining as such translates 
into a wage increment of 20%, becoming independent in a wage increment of 30% suggesting 
that this movement is voluntary. But, as in the previous case, those who could find a job as 
formal salaried did better incrementing their hourly wage close to 40%.  

3.55 Finally, the flip side of the coin is reflected among formal salaried workers in 2005. The 
wage increment for those staying in this category in 2006 is 20%. But, those who became 
independent or informal salaried experienced a much lower increase (13% and 7% respectively) 
reflecting the relative lost of leaving the formal category, and suggesting that these changes are 
not voluntary.  
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Table 3.4: Informal Employment and Work-Life Occupational History by Educational Level 
% Workers in Current Occupational Group 

Formal salaried only 48 28 40
Informal salaried only 27 51 15

Independent only 12 8 28
More than one category 13 13 17

Total 100 100 100

Formal salaried only 58 26 33
Informal salaried only 22 56 16

Independent only 10 8 31
More than one category 10 10 20

Total 100 100 100

Formal salaried only 63 30 42
Informal salaried only 21 49 11

Independent only 10 8 34
More than one category 6 14 12

Total 100 100 100
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
Note: Each cell gives the percentage of workers currently in each occupational group that have held employment in the 
other occupational groups at some moment during their work-life. 
 

 

Figure 3.19: Percentage Wage Increment 2005-2006 
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FINAL COMMENTS 

3.56 Using information from the new module of informality introduced in the EPH survey in 
2005, this chapter examined the characteristics of informal workers, the reasons and motivations 
to belong to such category and the in-and-out movements of formality.  

3.57 Informality is a widespread phenomenon in Greater Buenos Aires with 45% of the 
working labor force in such position. They are principally employed in informal units of 
production (44%) but a sizable proportion works in formal units 18%, 8% does it in households 
generally as domestic service 

3.58 The patterns of informality along the life cycle shows a u-shape being the youth the more 
affected (61%) declining in central age (41%) and increasing again for elders (45%). With 
respect to education, the incidence of informality is higher for low skilled workers; a 65% for 
those with primary education or less contrasts with an 18% for those with completed superior 
education. 

3.59 The simultaneous study of occupational category and formality condition indicates that 
independent workers are intrinsically more inclined to be informal. 

3.60 The study of motives and reasons for being informal and/or independent reveals that 
almost all salaried workers are informal not by choice but because they face a situation of 
exclusion. Among independent workers the lack of contribution to the social security system is 
principally the impossibility of facing the “cost” although a significant proportion of formal 
independents don’t contribute because don’t trust in the social security system. 

3.61 Finally, the study of occupational history reveals that formal salaried are the most stable 
with 6 out of 10 having been in that condition for their entire past labor experience. On the 
contrary more than two thirds of independents have been salaried before. 
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4. INFORMALITY, EARNINGS AND WELFARE IN URBAN 
ARGENTINA 

Since labor is the main asset of the poor, well-functioning labor markets are 
essential for poverty reduction and social equity. The analysis in this chapter 
indicates that informal salaried and independent workers in Argentina do not 
receive equal pay for equal work, although there is also substantial variation in 
earnings performance among independent workers. The earnings disadvantage of 
informal salaried ranges from 40 percent in the low-paying jobs to 25 percent in 
high-paying jobs for any skills set, and is not due to a lower measured 
productivity. Independent workers face a similar disadvantage in average 
earnings and in the low-paying jobs, but the best-paid independent workers enjoy 
remunerations to their skills similar to the best-paid formal salaried in micro-
firms. About two-thirds of the earnings disadvantage of the informal salaried and 
independent workers in low-paying jobs is due to factors other than measured 
productivity differentials, although is not related to inequity in the returns to 
human capital. Further analysis suggests that the earnings gap for independent 
workers is related to selection into self-employment on the basis of intrinsic 
preferences for independent work. Further evidence from self-rated welfare 
assessments confirm the significant welfare disadvantage of informal salaried 
workers, while suggesting that much of the earnings gaps for independent 
workers may be compensated by non-pecuniary benefits such as autonomous and 
flexible work. 

4.1 As suggested in Chapter 1 informal employment in Argentina is intimately linked to the 
level and evolution of poverty and to a lesser extent income inequality.  This Chapter examines 
the nature of this correlation with urban 2005 EPH data by addressing the following questions: 
How large are the earnings differentials between informal and formal work? What are the main 
sources of informal-formal earnings gaps? Does informal employment in itself imply lower 
earnings? Are all informal jobs “bad jobs” in terms of carrying lower earnings for a worker’s 
skills? Do these earnings gaps offer a good indication of actual differences in welfare between 
informal and formal workers?. The Chapter assesses the extent to which Argentine urban 
workers are able to leverage their skills into “good” jobs in the informal or formal economy. 

4.2 The Chapter first characterizes the significant variation in informal-formal labor earnings 
gaps arising from the heterogeneity of informal workers. Next, it determines whether informal 
workers receive equal pay for equal work by isolating the impact of informality on earnings 
along the entire remuneration scale. It examines differences in the returns to human capital 
(schooling, work experience) in informal and formal jobs along the earnings scale. It establishes 
the portion of informal-formal earnings gaps attributed to differences in observed worker 
characteristics and to disparities in how the labor market rewards these characteristics. Finally, 
the Chapter discusses how informality correlates with income poverty and with an individual’s 
self-rated welfare (propensity to consider himself poor) and derive monetary estimates of the 
potential value of differences in unmeasured non-pecuniary (flexibility, autonomy) 

 99



 

characteristics of informal jobs for different groups of workers (e.g., women/men, the 
skilled/unskilled).  

THE HETEROGENEITY OF INFORMAL EARNINGS IN URBAN ARGENTINA 

4.3 An analysis of labor earnings in the informal sector must account for the considerable 
heterogeneity in the sector. As noted before, the self-employed encompass a diverse range of 
people, including both highly paid professionals (e.g., doctors, lawyers, teachers), semi-skilled 
workers with some technical competencies (e.g., artisans, construction laborers, taxi drivers) and 
unskilled workers in precarious jobs or under a semi-dependent work relationship (street 
vendors, small artisans under subcontracting). The informal salaried sector largely comprises 
workers in small enterprises (e.g., women in stores/ beauty salons, small scale artisans), young 
apprentices (e.g., in repair shops, stores) as well as older unskilled workers in wide-ranging 
occupations. Of course, within the formal salaried category we also find a spectrum of 
occupations and gradient of skills. Therefore, the formal/informal dichotomy does not capture 
the diversity of jobs and earnings variation present in the labor market.  

4.4 This issue has long been recognized in the informal sector literature in Argentina. As in 
the international literature we can distinguish two strands of studies. One strand views this 
heterogeneity as an expression of the segmentation of the labor market arising from economic 
dualism.1 This portrays the core of the informal sector as a source of jobs in pre-capitalist (e.g., 
mercantile) activities with little capacity for capital accumulation and thus low productivity. It is 
a refuge for workers who cannot obtain employment in the modern formal sector where adequate 
capital and technology result in higher productivity. Workers would prefer the higher benefits of 
the formal sector but are rationed out. This may occur because firms, due to low productivity or 
under pressure for cost reduction, refuse to pay for benefits or use informal subcontracting to 
sidestep regulations and unions. Or it may result from barriers to mobility across sectors, 
occupations, or locations. These in turn generate unequal advantage and low-earnings traps. 

4.5 Another strand dismisses the view of the sector as employment of last-resort and 
emphasizes the voluntary character of informality. This highlights the motivations of 
independent workers (self-employed and micro-entrepreneurs) to be autonomous, take initiative 
and risks, and have flexible work schedules.2 In this view many informal salaried jobs reflect 
firms and/or workers’ choices given their preferences, skills, availability of other means of social 
protection (i.e., health insurance through a spouse or family member), competing earnings 
prospects, productivity levels and the costs and the benefits entailed by formality (affected by 
entry regulations, labor laws, and other aspects of the investment climate).3 For instance, 
informal salaried jobs may serve as entry points to the labor market for youth and unskilled 
workers who build up important skills for subsequent employment, and for women who gain 
flexibility to balance work and household responsibilities. In either case, some workers may see 

                                                 
1 See, for instance, MTSS (2005), Beccaria et al (2000), Monza (2000), Portes (2000) and Tokman (2000). This 
view is aligned with segmented labor market models like that of Harris and Todaro (1970). 
2 See reference in Box 1.2 (Chapter 1) and at the end of this chapter. This view is aligned with Maloney (2004). 
3 See, for example, Mondino and Montoya (2004), Hopenhayn (2004), Olmedo, and Murray (2002), Bour and 
Susmel (2000). Heckman and Pages (2004) for comparative evidence from several LAC countries 
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little opportunity cost in working informal and/or are willing to forego some of the benefits of 
formality in exchange for the non-pecuniary benefits they derive from informal jobs. 

4.6 This heterogeneity in the prototype of informal workers reflects in wide earnings 
variation. Figure 4.1 compares the distributions of hourly earnings for formal, informal salaried 
and independent workers using the EPH-C 2005 (2nd semester). Panel (a) contains the frequency 
distributions (i.e., smoothed histograms) showing the earnings levels where most workers are 
concentrated in each group (i.e., near the peaks). Panel (b) presents the cumulative distributions 
which show the fraction of workers at or below any given level of earnings (i.e., the percentiles 
of wages). For instance, 80 percent of the informal salaried earn $5 pesos or less per hour, while 
70 percent of independent workers and 45 percent of formal salaried are at or below this 
threshold. In contrast, the bottom 45% informal salaried and self-employed earn $2.5-$3 pesos. 

Figure 4.1: Distribution of Hourly Earnings for Formal, Informal Salaried and Independent 
Workers, 2005  
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Source: Own estimates based on EPH 2005 data. 

4.7 The earnings disadvantage of informal workers in Argentina is larger in the low-
wage jobs. Three significant results arise from the comparisons. First, although the formal 
salaried have an earnings advantage at any level of remuneration (their distribution is further to 
the right) informal-formal earnings gaps are larger for workers in low-wage jobs (the 
distributions are further apart at the bottom).  Second, informal salaried and independent workers 
in the bottom 40% of their pay scale are equally disadvantaged (their distributions overlap) but 
the latter have a clear advantage in the high-wage jobs. Third, the earnings distribution for 
independent workers is more dispersed, consistent with the international evidence of higher 
earnings variation in independent activities. Moreover, there are two clear tiers of low and high-
wage workers (shown in circles), consistent with the heterogeneous composition of the group. 

4.8 Table 4.1 quantifies the gaps in earnings for jobs of low, median and high remuneration 
within each group.4 Clearly, differences in average hourly earnings understate the earnings 
disadvantage of informal salaried and independent workers in low-wage jobs. By end of 2005, a 
low-wage informal salaried worker earned about 50 percent less than a low-wage formal salaried 
                                                 
4 A low-wage formal job gets the wage ceiling of the bottom 20% formal workers (the 20th percentile of the formal 
salaried distribution) while a high-wage formal job gets the wage floor of the top 20% formal workers (the 80th 
percentile). 
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employee. This earnings disadvantage is just slightly lower for informal salaried workers at the 
middle and the top 20% of their earnings scale. Independent workers face a somewhat larger 
earnings disadvantage in the low-wage jobs, which falls progressively to about 19 percent for 
workers at the top of their pay scale. The low-wage informal salaried are in fact slightly better 
off than low-wage independent workers but earn one third less in the top pay jobs.  

Table 4.1: Hourly Earnings and Unconditional Earnings Gaps 
Formal, Informal Employees, and Independent Workers, 2005 

 
Low- 

wage jobs 
Median-

wage jobs 
High- 

wage jobs 
Average-
wage jobs 

Hourly earnings $ARS     
Formal Salaried 3.57 5.44 9.11 6.80 
Informal Salaried 1.67 2.84 5.00 3.87 
Independent 1.50 3.41 7.35 5.29 
Earnings difference (%)     
Informal/Formal salaried -53.3 -47.8 -45.1 -43.1 
Independent/formal salaried -58.0 -37.3 -19.3 -22.3 
informal salaried/Independent 11.1 -16.7 -32.0 -26.8  

Source: Own estimates based on the 2005 EPH (2nd semester). 
Note: The high, medium and low pay correspond to the 80th, 50th, and 20th percentiles of earnings for each group, 
that is, they represent the top 20 percent workers with the highest earnings, the bottom 20 percent with lowest 
earnings, and workers with median wages. Average pay are mean earnings. 

4.9 However, these earnings gaps do not prove that formal sector jobs are superior per se. 
The lower earnings of informal workers may be due to their disadvantage in productive attributes 
(both observed and unobserved) rather than to having an unregistered job. To isolate the 
formality earnings premium one must compare earnings of workers with similar observed and 
unobserved characteristics and that just differ in having a formal or an informal job. 

4.10 One approach is to compare the earnings of workers in jobs requiring broadly similar 
skills. In this spirit Lepore and Schleser (2006) compare earnings of self-employed and salaried 
workers within similar occupational groups (four-digit detail SIC) with the 2004 EPH. They 
distinguish three groups of self-employed: professionals (10 percent of the sample), workers with 
craft, vocational and practical skills (78 percent), and the unskilled in “subsistence jobs” (12 
percent). They found that the earnings of the first group were similar on average to those of 
salaried workers in similar professional occupations. They argue that this group might conform 
to voluntary motivations. The informal salaried professionals also earn similar average wages; 
however, their average earnings are about 25 percent lower because on average they work fewer 
hours. Meanwhile the semi-skilled self-employed and informal salaried earn about 40 percent 
less on average than formal salaried workers in comparable occupations. Finally, the average 
earnings of the unskilled self-employed are similar to the informal salaried in analogue 
occupations (50 percent lower than the semi-skilled self-employed). They conclude that the 
semi-skilled and unskilled self-employed are so by “necessity” and would presumably prefer 
formal salaried jobs, and that unskilled low-wage workers face a precarious employment 
situation whether they are salaried or independent. 
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4.11 While informative the previous approach does not provide a definitive basis for assessing 
whether informal workers receive equal pay for equal work and equal skills. This is best 
accomplished through regression analysis to measure the gap in earnings between formal and 
informal workers with the same education, work experience, gender, job attributes, and other 
unmeasured characteristics. These results are discussed next. 

DO ALL INFORMAL WORKERS RECEIVE EQUAL PAY FOR EQUAL WORK? 

4.12  In order to properly tackle this question we must consider two issues: i) netting out 
differences in observed and unobserved characteristics correlated with earnings and that can 
cause an individual to be employed as formal, informal salaried, or independent; ii) the 
significant heterogeneity of informal workers and thus in their earnings. 

4.13 As we saw in Chapter 3, informal workers tend to be younger and low educated and work 
in smaller firms and sectors like commerce and construction, all of which are cause for lower 
earnings. The inclusion of observed worker and job characteristics in the earnings regressions 
readily purges earnings gaps of these spurious correlations.  

4.14 Even among workers with the same credentials, experience, and line of work some earn 
more than others due to, say, their innate abilities or because they landed jobs in more productive 
firms. That is, there are low-paying and high-paying jobs among doctors, teachers, carpenters, 
salespeople, as well as in construction, manufacturing, large and small firms. Gaps in average 
earnings between informal and formal workers with the same observed characteristics may 
misrepresent the situation of those with earnings below or above the average pay for their skills. 
We therefore measure earnings differences between formal and informal workers that have the 
same characteristics and in the same positions of the pay scale fit to their skills and job category. 
For instance, we measure the earnings gap between the best-paid formal-salaried and the best-
paid self-employed with the same skills set (see Annex 2.1 for details on quantile analysis).5 

4.15 Figure 4.2 shows the estimated earnings gaps controlling for observed worker and job 
characteristics. We estimate separate gaps for micro-entrepreneurs and the self-employed, and 
present the results with and without adjustments for the employment sector and firm size of the 
workers (taken to be 1 for the self-employed) to gauge at the role of demand and firm factors. 

4.16 The earnings disadvantage of informal workers in Argentina is not due to a lower 
observed productivity, and is indeed much larger in the low-paying jobs for any skills set. 
Although the earnings gaps are reduced after adjusting for observed differences in several 
worker and employment characteristics they remain very high. There is substantial heterogeneity 
in earnings performance particularly among independent workers. The main results are: 

• On average informal salaried work carries a 28 percent earnings penalty relative to 
formal salaried employment, which ranges from 39 percent at low-paying jobs to 25 
percent at the high-paying informal jobs.  

                                                 
5 The chapter uses the term low, high-paying jobs loosely to refer to the conditional percentiles of the earnings 
distribution. 
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• The self-employed face a similar earnings disadvantage in average wages and in the low-
paying jobs, but their top earnings performers fare almost as well as the best-paid formal 
salaried workers in micro-firms and in the same economic sector. 

• Microentrepeneurs have similar average earnings than formal salaried workers in micro-
enterprises but this masks a large variation in the earnings scale: they earn 6 percent less 
in low-paying employment but make 40 percent more in the high-paying occupations.  

• Much of the apparent earnings 
disadvantage of independent workers 
owes to their employment in smaller 
firms and lower-earnings sectors. This 
is particularly true in high-paying 
employment: the best-paid self-
employed earn 26 percent less than the 
best-paid formal salaried with identical 
skills, but this falls to 19 percent when 
comparing workers within the same 
sector and to only 5 percent when 
comparisons are limited to registered 
salaried workers in micro-firms.  

• The earnings disparities arising from 
informal-formal employment are 
quantitatively more important than 
those related to firm size or economic 
sector. Employment in a micro-
enterprise (including the unipersonal) 
rather than in medium-size and larger 
firms carries earnings penalties of 10 
and 17 percent, respectively, which are 
roughly constant along the earnings 
scale. Earnings gaps across economic 
sectors are of similar magnitude. 

Figure 4.2: Earnings Gaps Between job 
Categories at the Bottom, Middle and top of 

the Earnings Distribution 
Earnings gap relative to formal salaried, 

regression-adjusted
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Earnings gap relative to formal salaried, 
adjusted also by economic sector
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Earnings gap relative to formal salaried, 
adjusted also by  sector and firm size
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Source: Own estimates based on 2005 EPH-C (All 
aglomerados). 

4.17 The previous earnings gaps measures 
may be understating or overstating the actual 
disadvantage of certain groups of informal and 
independent workers. Workers of certain 
characteristics may be paid differently or find 
advantageous niches across job categories. 
Many women may forego the higher earnings 
of being employees in exchange for the 
flexibility of self-employment. Informal jobs 
may carry a lower reward in manufacturing 
where small-scale production tends to be less 
productive, while pay may be similar across all 
categories in service jobs where economies of 
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scale are less important. More importantly, the returns to observed skills (education, work 
experience) may be different. Schooling returns may be higher for the formal salaried since 
education is generally more productive in activities employing more skills and physical capital. 
However, informal occupations prevalent in small-scale activities require lesser cognitive skills 
and may offer low-educated workers compensatory practical skills that enhance the productivity 
of their schooling. Returns to education might be higher for independent workers since they can 
optimize the use of their credentials in their economic activity with the flexibility of small size 
and lesser division of labor. The returns to work experience can also differ for similar reasons. 
Although many of these differences are hard to ascribe to segmentation or to voluntary sorting of 
workers, they have implications on life-cycle incomes.6 In light of all this, earnings regressions 
are estimated separately for each of the three job categories to determine who lose out the most 
or perhaps gain from informal work. 

4.18 Moreover, the above earnings gaps can be affected by the spurious correlation induced by 
unobserved worker characteristics that affect earnings and cause selection (either by choice or 
rationing) into formal, informal salaried or independent work. The most talented individuals may 
be more likely to obtain formal salaried employment because of better prospects for mobility in a 
career as wage earner. Individuals with more entrepreneurial ability are more likely to succeed as 
independent workers. On the other hand, those with low work attachment and little adherence to 
authority or rigid work schedules may be excluded from formal salaried employment or 
voluntarily seek the flexibility of self-employment even at the cost of lower earnings. In general, 
the occupational structure in part reflect differences in individual tastes for work (e.g., 
industriousness, preference for flexible work schedules and/or being one’s own boss), the value 
attached to social protection (quality of health, unemployment, old age benefits), as well as 
constraints to being in either sector (lack of capital, connections) and the costs of non-
compliance with state regulations (e.g., penalties, social stigma). To deal with these selection 
biases with cross-section data like the EPH, we proxy unobserved factors by measures of the 
relative probabilities that individuals work as formal, informal salaried or independent (see 
Chapter 3), and include these in the earnings regressions. See Annex 4.1 for detailed results. 

4.19 First, consider whether the returns to human capital are different across job categories. 
Figure 4.3 shows the returns to education for formal, informal salaried and independent workers 
at the bottom, middle and top of each group’s pay scale given worker characteristics. Panel (a) 
shows the returns without adjusting for differences in the propensities of informal sector 
participation, and panel (b) depicts the adjusted returns (presented in half the scale to better 
visualize existing gaps). The coefficients show the hourly earnings premium of moving from no 
schooling to university completion for individuals in different points of a group’s pay scale given 
other worker characteristics. For instance, the return to tertiary education (without selectivity 
correction) for the best-paid formal salaried workers is 1.8. That is, the earnings floor of the 20% 
best paid formal salaried college graduates (holding other characteristics constant) is 1.8 times 
larger than the earnings floor of the best paid 20% formal salaried workers with less than primary 
schooling. 

                                                 
6 The economics literature offers various rationales for lower returns to experience in independent work. While pay 
raises based on seniority are used in wage work to induce the best workers to remain in the firm the self-employed 
have less incentives to shirk in the job (or quit). Also, since independent workers often have a sunken investment at 
the start-up of their businesses they may not be able to move out of a poor performing activity quickly. 
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Figure 4.3: Returns to Each Level of Education Across job Categories at the Bottom, Middle and 

top of the Earnings Distribution 
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Source: Own estimates based on 2005 EPH-C (All aglomerados). 
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4.20 Returns to education are similar for informal, formal salaried and independent 
workers after accounting for individual propensities of employment in each job category. 
The informal sector does not seem to hinder the productive use of education by Argentines. 
Returns to schooling are not an important source of the observed informal-formal earnings gaps 
differentials. The main salient results are: 

• Returns appear to be much higher for independent workers and lower for the informal 
salaried (left Panel), but after adjusting for differences in individual propensities to 
formal or informal work the returns become very similar across groups (right Panel). 
With the sector-selection adjustment returns fall the most for independent workers and 
for the formal salaried at the completion of secondary and tertiary education. Thus, the 
well educated workers in independent work tend to have high unobserved productivity. 

• If anything the informal salaried and independent workers get somewhat higher returns 
for lower levels of education and tertiary in the bottom and middle of the pay scale (right 
Panel). But the differences are largely statistically or economically insignificant. 

• The returns to basic and the first years of secondary education are very low and constant, 
increase slightly with secondary completion, and soar for tertiary education, with no 
major differences along the pay scale. The average returns are 2-4 percent per year for 
those reaching only the basic-secondary cycles compared to 8-10 percent for college 
graduates. The returns to education in Argentina are among the lowest (even for tertiary) 
in the region (IDB, 2004; World Bank, 2006), although this is not unaligned with its level 
of development and educational progress. 

4.21 Overall, the results suggest that the lower informal earnings result primarily from the 
compression of the base earnings of unskilled informal salaried and independent workers. 
Workers enjoy a similar payoff to their educational investments whether they work as informal, 
formal salaried or independent. In particular, the incentives to invest in education are large and 
similar for everyone who can access a university education in Argentina. However, the schooling 
returns are low when it is cheaper to invest (up to secondary education) and become attractive 
when costs (both direct costs as well as foregone earnings from work) are hard to afford. Thus, 
families with predominantly informal labor, whom as we saw in Chapter 2 are predominantly 
poor, will have a hard time to invest in the education of their children and youth sufficiently for 
them to escape poverty. Thus, the main channel through which informal employment can hinder 
human capital accumulation in Argentina is household liquidity constraints rather than below 
average returns to education for informal workers.  

4.22 Returns to work experience are also largely similar across job categories; 
differences arise only at older ages or are not of practical significance. Figure 4.4 presents 
the returns to work experience. As with education, the adjustment for participation propensities 
yields very similar returns. Only in the high-paying jobs the informal salaried receive lower 
earnings for each year of work experience than the formal salaried. But the differences are small, 
for example, 10 years of work experience increase earnings of an informal salaried worker by 16 
percent compared to 23 percent for the formal salaried. The implied earnings differences are less 
meaningful for the majority of informal salaried workers since they are predominantly young 
with low job tenure (only 14 percent have spent more than 5 years in their current job). The 
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results also (see Annex 4.1) suggest that earnings-experience profiles are somewhat flatter for the 
self-employed, that is, they do tend to earn than salaried workers at older ages although the 
differences become more meaningful at the end of the work life.7   

4.23 Next consider whether workers are paid differently in each job category across genders or 
economic sector. Figure 4.5 gives a snapshot of the most significant results. The top left panel 
illustrates the predicted hourly earnings of men and women for stylized characteristics.8 The 
subsequent panels show the percentage earnings differential (in all cases gains) workers obtained 
if they were working in low, median, and high-paying jobs in other economic sectors. Commerce 
and social and personal services are not shown since earnings are largely similar to 
manufacturing along the earnings scale (also bars do not show when the differential is zero). 

Figure 4.4: Returns to Work Experience Across job Categories at the Bottom, Middle and top of 
the Earnings Distribution 
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Returns to work experience
(selection corrected)  
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Source: Own estimates based on 2005 EPH-C (All aglomerados). 
Nota: Las líneas de pobreza se indican en incrementos de 10 por ciento.  

4.24 The earnings penalty of informal salaried and independent work is similarly large 
for all workers in low-paying jobs; some workers find niches with lesser disadvantage in 
some sectors or occupations in the upper part of the informal pay scale. The large earnings 
disadvantage of informal salaried and independent workers in low-paying jobs does not vary 
significantly across gender, marital status, region of residence or most employment sectors. In 
median or higher pay jobs, however, there is much variation. Moreover, informal-like 
unobserved attributes (i.e., leaning workers towards informal work) are paid less in formal 
salaried jobs but most workers would still experience earnings gains if they were to switch to 
formal salaried employment. The main noticeable results are (Figure 4.5): 

                                                 
7 Fig. 4.4 corresponds to the linear terms in the earnings regression. The quadratic terms yield flatter earnings-
experience profiles for the self-employed, consistent with the idea that employers should pay less than the marginal 
productivity to workers when they are young, and more when they grow older, to avoid shirking in the job. 
However, the differences in the quadratic coefficients are not large. 
8 These correspond to single individuals, with less than primary education, no work experience, working in 
manufacturing, and living in Greater Buenos Aires. Taking other characteristics as the basis of comparison does not 
alter the conclusions regarding comparisons of earnings across sectors. 
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• Independent workers in the high-paying jobs fare equal (women) or better (men) than the 
best-paid formal salaried. Females fare relatively worse than men in self-employment and 
as small owners, with earnings gaps ranging from 40 percent in the low-paying jobs to 25 
percent in jobs of median or higher pay. The gender earnings gap is 15 percent for 
informal salaried single women and 8 percent for the formal salaried along the pay scale. 

Figure 4.5: Returns to Gender and Economic Sector Across job Categories at the Bottom, Middle 
and top of the Earnings Distribution 
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Source: Own estimates based on EPH survey data (16 aglomerados). Baseline earnings in the top left graph are for a worker 
with primary incomplete, no work experience, living in Greater Buenos Aires. 

• The earnings penalty of informal salaried work is largest in manufacturing, primary 
economic activities, commerce, transport and hospitality jobs throughout the pay scale 
(43% of total informal salaried employment), and for independent workers in the low-
paying jobs in these sectors. Independent workers with jobs of median or higher pay in 
social and personal services, finance, business and the real estate sectors (24% of total 
independent employment is in these sectors), and the informal salaried employed in these 
sectors and public administration (47% of the total) do manage to undercut the formal 
salaried earnings advantage by 50 to 25 percent, respectively. 
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• Unobserved worker attributes are rewarded differently across job categories. Informal-
like unobserved characteristics (such as short labor market trajectories or preference for 
work flexibility) face earnings penalties in formal salaried work. That is, individuals with 
a higher propensity to informal salaried or independent work would not get the full 
formality earnings premium (although they would still earn more) if they were to switch 
to formal salaried jobs.  Moreover, these workers would be worse-off in absolute terms 
(i.e., would get a lower level of earnings) if they were to swap informal salaried and 
independent work.  On the contrary, individuals with formal-salaried like unobserved 
characteristics are able to switch across job categories without any earnings penalty. 

 
4.25 The foregoing results confirm that observed and unobserved worker characteristics and 
how the labor market rewards them across job categories are both important to explain informal-
formal earning differentials in Argentina. One way to quantify their relative contribution is by 
decomposing the portion of the earnings gaps due to between-group differences in worker/job 
characteristics (endowments) or to differences in how these characteristics are remunerated 
(returns) across job categories. When differences in the returns predominate there are grounds to 
suspect labor market segmentation or the existence of barriers that prevent workers from access 
to the best possible job for their skills.9 Figure 4.6 shows the results of this decomposition. The 
predicted earnings gaps (in logs) at low, median and high pay jobs are given by the height of the 
bars. The shaded areas reflect the portion attributed to informal workers’ less favorable 
characteristics while the rest represents the fraction due to unequal pay for these characteristics.  

4.26 The bulk of the informality earnings gap in urban Argentina reflects unequal pay for 
similar work, which results in unequal job opportunities especially in the bottom of the 
earnings scale. About two-thirds of the earnings difference between formal and informal 
employees in low-paying jobs is due to the overall lower remuneration to the skills of the latter 
in the labor market. This fraction falls to 54 and 42 percent in the median pay and high-paying 
jobs (Figure 4.6). The contribution of unequal pay is similar for independent workers in the low-
paying jobs, falls to 37 percent in median pay jobs, and turns insignificant at the top. That is, all 
of the earnings advantage of the best-paid formal salaried workers over the best-paid 
independent workers is due to differences in their characteristics rather than unequal pay. 
Whereas these results may still suffer from failure to fully account for unobserved productivity 
differences between workers (missing explanatory variables), the magnitude of the gaps do 
suggest the presence of segmentation in the Argentinean labor market.10 

 

                                                 
9 For more on labor market segmentation theory, see Magnac (1991). The wage gap decomposition technique was 
first presented by Oaxaca (1973). For more on wage decompositions, see Oaxaca and Ramson (1994).  
10 The results here differ from the findings of Pradha and Quintin (2006) who found no evidence of systematic 
differences in earnings between formal and informal salaried workers. They use 1993-95 EPH data and propensity 
scores methods to deal with the problem of bias due to self-selection of low productivity workers into the informal 
sector. While the methods used here are different, it is likely that the results might reflect the difference in time 
periods. As shown in Chapter 2, the informal-formal salaried earnings gap has widen considerably in the last 10 
years. Thus, it is possible that segmentation may be a recent phenomenon in Argentina’s labor market. 
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4.27 However, these differences in earnings 
may not imply one to one gaps in welfare 
between workers in the three groups. These 
conditional income comparisons fail to capture 
the difference in the value of non-pecuniary 
characteristics of jobs. In the case of 
independent workers this includes the non-
payment of taxes, more flexible work 
schedules, autonomous work, and better 
mobility expectations. As noted before, 
independent work allows women to better 
balance home and work responsibilities. Some 
of these may also be relevant motivations for 
informal salaried work, although much less so. 
The latter, however, may receive on-the-job 
training on competencies that would not be 
offered to them in formal salaried jobs due to 
young age, work detachment (women) or low 
education levels. Yet there is the fact that the 
majority of non-formal salaried workers lack 
social benefits and social protection for health 
risks and old-age. This may implied a welfare 
cost depending on the welfare value attached to 
them or if the risk of these losses going 
uncovered could impose an external cost to the 
society. 

4.28 Again, the above “unexplained” 
earnings gaps cannot be interpreted as evidence 
of segmentation in the labor market. They may 
as well provide an order of magnitude of the 
pecuniary value that informal job amenities 
may have for informal salaried and 
independent workers net of the implicit value 
of the benefits of formal salaried jobs. As such 
they provide inconclusive evidence to 
discriminate against these alternative 
hypotheses. 

4.29 Moreover, the results may still suffer 
from biases arising from the failure to fully 
account for unobserved productivity 
differences between workers. In fact, even if it 
accounts for self-selection into the sectors, the 
analysis still assumes that workers’ position in 
the earnings distribution remains intact when they switch sectors. That is, it presumes that an 
informal worker positioned at the bottom of the informal earnings distribution would remain at 

Figure 4.6: Earnings Cost of Informality in 
Argentina, Oaxaca Decompositions at the 
Bottom, Middle and top of the Earnings 

Distribution 
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the top of the formal salaried distribution were he to take a formal salaried job. However, when 
comparative advantage is present some workers could emerge as top earnings performers for 
their skills in the informal sector but if they were to move to a formal job they may actually lose 
out in the earnings rankings if their unobserved skills are less rewarded in that sector. The 
decision to participate in the formal sector would depend on the expected return for the 
individual to both observed and unobserved characteristics. In this case the above comparisons of 
high-earnings workers in the informal and formal sector would not give a true measure of the 
potential change in earnings change that either would derive by moving across sectors. This 
complicates the estimation through conventional regression methods.  

4.30 Arias and Khamis (2007) use recently developed econometric methodologies (e.g., 
Heckman and Vytlacil 2001, 2005; Heckman, Urzua and Vytlacil 2006) to properly deal with 
these issues and analyze the relevance of labor market comparative advantage in the participation 
and earnings performance of workers in the formal and informal sectors in Argentina. To correct 
for selection biases they use variations in the enforcement of labor legislation across Argentine 
provinces and workers’ reported preference for salaried or independent work as factors that 
affect employment sector participation but not the earnings returns to formality or informality. 
The methods yield a whole range of earnings differentials as a function of workers’ propensity to 
formal or informal employment, by comparing workers who are at the margin indifferent 
between jobs fit to their skills and preferences in the three sectors. A summary of the results are 
presented in Table 3.6. This presents a distinct set of summary parameters to answer different 
policy questions: i) The average treatment effect (ATE), i.e., the mean earnings gain from 
formality for a randomly selected worker; ii) The treatment on the treated (TT), i.e., the mean 
earnings gain from formality derived by those with characteristics similar to workers currently in 
formal jobs; iii) The treatment on the untreated (TU), i.e., the mean earnings gain (or loss) for 
those in informal (salaried on independent) jobs were they to switch to formal salaried jobs.11 
These are alternative measures of the mean earnings gain from having a formal occupation for 
workers with the same set of observed and unobserved characteristics, who are indifferent 
between a formal and an informal job and are found participating in different sectors. 

                                                 
11 As shown by Heckman and Vytlacil (2001, 2005) these parameters can be derived from an estimate of the 
marginal treatment effect (MTE) using local instrumental variables (LIVs). The results shown her are robust to 
different empirical specifications and alternative IVs. 
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Table 4.2: Impact of informality on Earnings in Argentina, Estimated Log Earnings 
Differences, Treatment Parameters 

 

Formal 
salaried vs 
informal 
salaried 

Formal 
salaried vs 
self-
employed 

Informal 
salaried vs 
self-
employed 

    
Treatment on the Treated 2.088* 0.187 -0.449 
 [0.187] [0.443] [0.426] 
Treatment on the Untreated 1.892* -0.122 -0.989** 
 [0.204] [0.245] [0.510] 
Average Treatment Effect 2.002* 0.105 -0.600* 
 [0.105] [0.291] [0.244]  

Source: Own estimates based on EPH survey 2005.  
Note: Standard errors in Brackets. *Significant at 5%, **Significant at 10%. 

4.31 The results corroborate the mixed view of the Argentine labor market and support the 
importance of comparative advantage in workers selection into formal salaried and self-
employment. On the one hand, the results reveal little difference in the earnings of formal 
salaried and independent workers once one fully account for the sorting of workers based on 
preferences and the returns to their observed and unobserved skills. All three treatment 
parameters are statistically insignificant. The ATE is positive, however, this reflects a 
combination of a positive earnings effect for workers whose characteristics make them more 
prone to formal salaried work (TT) and a negative effect for those workers who have more self-
employed-like characteristics. That is, workers with independent-like characteristics (observed 
and unobserved) would receive lower earnings were they to move to formal salaried jobs, 
although the effect is not statistically significant. The results are again consistent with worker’s 
primarily voluntary motivations to be independent in Argentina. These results are in contrast to 
the findings from quantile earnings estimation and suggest that the sorting of workers based on 
differences in tastes for type of work and the returns to unobserved skills is of major importance 
for those entering self-employment. This again underscores the importance of considering 
differences in the non-pecuniary qualities of independent work as revealed by the motivational 
analysis of Chapter 2. The absence of compensating differentials suggest that the perceived 
amenities (i.e., flexibility) and disamenities (e.g., risk) of self-employment tend to cancel out. 

4.32 On the contrary, for informal salaried workers both the TT and the TUT parameter 
estimates are positive and large so that informal salaried work imply very large earnings 
penalties compared to formal salaried work. Although the full results suggest some heterogeneity 
in the full comparison of earnings of formal and informal salaried workers, the summary 
treatment parameters are very similar so that workers with informal-like characteristics 
(observed and unobserved) would experience roughly similar earnings gains were they to move 
to formal salaried jobs. To the extent that these are derived from comparing identical workers at 
the margin of indifference between the two sectors, they provide measures of differences in 
earnings arising from non-pecuniary characteristics of jobs that affect sector choice or from labor 
market disequilibria or segmentation. The magnitude of earnings gaps seems very large to arise 
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from compensating earnings differentials and suggest the presence of segmentation between 
informal and formal salaried employment. This is consistent with the evidence cited above on the 
involuntary nature of individual reasons for being informal salaried in Argentina. The next 
section presents an analysis of subjective response data that attempts to establish more definitely 
whether the value of non pecuniary job characteristics fully compensate for the lower earnings of 
informal workers in Argentina.  

 

INFORMALITY AND SELF-RATED WELFARE 
 
4.33 One way to assess whether the informal-formal earnings disparities reflect actual 
differences in welfare is by considering individuals’ own perceptions of their welfare. The 1997 
living conditions survey (Encuesta de Desarrollo Social) in Argentina contains measures of 
subjective wellbeing by asking individuals (15-65 year olds) “Do you consider you or a member 
of your family to be…. very poor, poor, non-poor, rich”. These are used to examine the link 
between informal-formal occupational status and expanded notions of welfare beyond incomes. 
Workers are classified according to two groups: those answering rich or non-poor and those 
answering poor or very poor. Regressions are then estimated relating these responses to a large 
number of individual and family characteristics including the job category variables, and 
comparing these with the results from similar regressions of income poverty status of the 
individual according to conventional poverty line analysis. 

4.34 Before discussing the results it is useful to establish some facts on the data. Table 4.2 first 
presents a comparison of the self-rated and income poverty classifications. While in 1997 
Argentines tended to consider themselves poorer than suggested by their level of income, there is 
a very level of coincidence in the classifications: 65 percent of individuals self-rated their status 
similarly to what conventional income poverty dictates.  

Table 4.3: Income and Self-rated Poverty in Argentina, 1997 

            
    Income 
    Non-poor Poor Total 

Coincidence 

Non-poor 45.05 13.75 58.80 
Poor 21.49 19.71 41.20 Self-rated 
Total 66.53 33.47   

64.76 

 
Source: Own estimates based on the 1997 EDS. 
Note: Self-rated poverty is based on household survey responses. See text. Income poverty is based on INDEC’s 
1997 regional poverty lines and family per capita incomes. 

4.35 Figure 4.7 then compares the incidence of income and self-rated poverty according to the 
education level and labor market status of respondents. There is a strikingly similar correlation in 
the case of education: both poverties are lower among the well-educated. There is also 
considerable coincidence in the case of occupational status, although some noteworthy 
divergences are already apparent. The gap between the self-rated and income poverty rates of the 
self-employed is much smaller than among the informal and formal salaried. Moreover, small 
owners tend to self-rate less poor than their income would suggest.  
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Figure 4.7: Income and Self-rated Poverty in Argentina by Education and 
Occupational Group, 1997 
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Source: Own estimates based on the 1997 Encuesta Desarrollo Social. 
Note: Self-rated poverty is based on household survey responses. See text. Income poverty is based 
on INDEC’s 1997 regional poverty lines and family per capita incomes. 

4.36 Tables 4.3 and 4.4 present selected results of the multivariate regression analyses. The 
coefficients represent the impact of the variables on the propensity of individuals to consider 
themselves poor (figures in bold indicate that the effect is zero at conventional statistical 
significance). The main conclusions are summarized below. 

4.37 The impact of being an informal salaried employee on Argentines’ self-rated 
poverty is identical to its impact on income poverty. The informal salaried consider 
themselves poorer than formal salaried workers, holding other factors constant including own 
labor income and the incomes of other family members. Thus, the informal salaried have a lower 
level of self-rated welfare that can not be explained on the basis of their individual and family 
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characteristics (proxies for wealth, living conditions, etc). Moreover, the informal salaried tend 
to self-rate as poor as their family income indicates, all other factors held constant. Thus, 
incomes offer a good proxy for the actual welfare situation of informal salaried workers. As can 
be seen in Table 4.4, this result is strikingly robust to different definitions of informal salaried 
employment. 

4.38 Contrary to the results for the informal salaried, independent workers consider 
themselves equally poor than formal salaried workers although they are more likely to be 
income-poor. As shown in the tables independent workers have a higher risk of being income-
poor that the formal salaried, all other factors constant. However, independent worker status 
exerts no influence on self-rated poverty. That is, independent workers report having similar 
levels of welfare than the formal salaried comparison group. Since the regressions hold other 
individual and family characteristics constant, other factors should be at play to compensate 
independent workers for their lower levers of earnings. In particular, their favorable subjective 
welfare ranking may reflect the significance of the above mentioned non-pecuniary aspects of 
employment for this group. 

Table 4.4: Impact on the Propensity to Self-Rate Poor and be Income Poor, Argentina 
1997 

  Normalized Logit regression coefficients 
           
  Self-rated Incomes  Self-rated Incomes 
  Poverty  Poverty 
Secondary education -0.214 -0.100  -0.206 -0.092 
Tertiary education -0.514 -0.243  -0.487 -0.218 
           
Microenterprise owner -0.452 0.151  -0.452 0.141 
Independent 0.061* 0.265  0.058 0.244 
Microenterprise employee 0.169 0.225      
Salaried 6-39 employees 0.102 0.082      
Salaried 40-100 employees 0.000 -0.065      
Informal salaried    0.260 0.274 
  

Source: Own estimates based on the 1997 Encuesta Desarrollo Social. 
* Coefficient is not statistically significant at 10% confidence level.    
Note: coefficients are normalized so that they measure the relative weight of each explanatory variable on the 
total variation explained. 

4.39 In order to have a quantitative notion of the value attached to independent work, Table 
4.5 presents some calculations derived from the econometric results. These reflect the difference 
between the actual average labor incomes of various groups of workers and the level income 
required to make them borderline of self-rating poor. That is, these are measures of the “excess 
income” above the amount individuals in each group need to reach a level of welfare that puts 
them with a 50:50 chance of self-rating poor. The negative values for the informal salaried 
indicate that they actually have an income deficit, that is, they earn less than what is needed to be 
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equally likely to self-rate poor or non-poor. The fact that independent workers have lower values 
than the formal salaried means that they derive a similar level of self-rated welfare with less 
income. This is suggestive of the significance of non-pecuniary benefits of independent work. 

4.40 The previous result is also consistent with an important finding shown in Table 4.4:  
access to social protection correlates with higher self-rated welfare. Individuals who live in 
families where some member has social security benefits are about 17 percent less likely to self-
rate poor. This result also holds if access to benefits is also proxied by employment in large firms 
or by having a permanent labor contract. Thus, Argentines seem to attach an important welfare 
value to having access to social protection. 

Table 4.5: Impact on the Propensity to Self-Rate Poor, Argentina 1997 

Relative Risk (% change relative to the base category) ---Logit Regressions-- 
 

 (1) (2) (3)   
Independent worker -1.4% 1.9% -0.5%   
Microenterprise employee 21.9%       
Salaried 6-39 employees 14.1%       
Salaried 40-100 employees -3.8%       
Informal salaried   51.1%     
Temporal employee     58.0%   
A family member is employed:       

in large firm -17.0%       
as formal salaried   -17.7%     
with a permanent contract   -16.4%    

Source: Own estimates based on the 1997 Encuesta Desarrollo Social. 
Note: Figures in bold are not statistically significant at a 10% confidence level. Regressions control for incomes 
(own and family per capita), education, and other demographic and socio-economic individual and family 
characteristics. The comparator categories are: (1) employee in firm with > 100 employees, (2) formal employee, 
(3) permanent employee. 
 

4.41 Taken together the evidence in this chapter confirms the low quality attributes of 
informal salaried jobs in Argentina in terms of carrying significantly lower earnings and lack of 
benefits and social insurance. This is especially true for workers in the bottom 50 percent of the 
informal salaried pay scale.  This lends support to the view that informal salaried workers are 
excluded from higher quality formal salaried jobs. In median or higher pay jobs there is much 
variation consistent with some workers finding less disadvantageous niches in some sectors or 
occupations. 
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Table 4.6: Differences Between Actual Labor Incomes and the Level of Income Needed 
to Avoid Self-Rating Poor, Argentina 1997 

    (per family member)   
  Self-employed Informal Salaried Formal Salaried 
Men  30.67 -244.99 110.12 
Women 62.89 -290.44 146.69 
Married 34.87 -262.39 105.6 
Non-married 57.63 -278.96 165.53 
Primary -161.86 -474.13 -143.34 
Secondary 134.58 -103.66 160.44 
Superior 301.29 102.93 315.31  

Source: Own estimates based on the 1997 EDS. 
Note: Estimates based on the logit regression of self-rated poverty. Positive (negative) values indicate that 
average labor incomes exceed (fall short) the self-rated poverty income threshold of individuals. 

4.42 The existence of a sizeable earnings differential between informal and formal salaried 
workers has implications for the functioning of the Argentine labor market. This can create 
‘queues’ for formal salaried sector jobs given that they are comparatively better-paid across the 
spectrum of low and high paid jobs in the labor market and have social benefits. It may, for 
instance, be a product of the labor market not being flexible enough to equalize wages through 
arbitrage. This is consistent with the evidence on asymmetric transitions between informal and 
formal salaried jobs presented on Chapter 3. Or it may reflect a serious problem of generalized 
evasion that must be addressed at least in part with tighter enforcement. An important question to 
investigate is the extent to which these differentials induce sectoral attachment and give rise to 
‘wait’ unemployment in Argentina. 

4.43 Independent employment of low to median pay also seems to be of lower quality, while 
the high-paying independent work is comparable with high-pay formal salaried jobs. However, 
the previous results on self-rated welfare differentials suggest that non-pecuniary factors may be 
to a large extent compensating independent workers for their lower earnings. This is consistent 
with the cited results on survey responses to motivations for being independent, and with similar 
evidence for México and Brazil (Maloney 2005). The fact that a fraction of independent workers 
enjoy higher –although presumably more variable – incomes but are not contributing to social 
security poses the question of how much will they be willing to pay for the social protection 
benefits that formal wage earners enjoy (which as indicated above are positively valued by 
Argentines). 

4.44 Thus, the issue of employment protection and old-age security in Argentina merits an 
analysis that considers the incentives to participate in the social security system of workers with 
different preferences regarding job flexibility, with different concerns with respect to their future, 
with different intertemporal discount rates and who may derive different levels of welfare from a 
particular benefit package. Workers may have a different willingness to pay or accept lower 
take-home earnings in exchange for such benefits depending on their preferences, the cost and 
quality of the services (both real and perceived) provided by the public and private sectors and 
the characteristics of alternative sources of services and benefits not related to the labor contract 
(e.g. informal insurance mechanisms, social networks, etc.).  
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5. INFORMALITY AND SOCIAL PROTECTION IN ARGENTINA 

 
This chapter focuses on the challenges that informal labor poses for social 
protection in Argentina.  The increase in informality since the early 1980s has left 
many workers and their families unprotected. A complete recovery of formality to 
the 1970s levels is unlikely in the short term, which means that it would be 
desirable to provide some minimum basic protection against risks for workers in 
informal jobs. Recognizing this, Argentine authorities have stepped up efforts to 
provide basic protection to the informal labor force, by facilitating access to 
social insurance programs and introducing new non-contributory schemes.  
Despite the positive impacts of recent initiatives on coverage, a serious challenge 
remains to consolidate these advances and ensure that social protection policies 
become non-discretionary, explicit, more transparent, and sustainable remains. 
To achieve this, it would be advisable for the system to consider the role of built-
in incentives, regulations and enforcement practices, to advance in the long term 
institutional consolidation and financial sustainability of the social protection 
system (contributory and non-contributory). In the longer term, policies could 
focus on improving the social insurance schemes and generating efficient 
programs to protect those that were affected by informality temporarily. 

5.1.  The purpose of this chapter is to discuss the links between informality and social 
protection policies, consider alternative strategic approaches to provide social protection to a 
wider population, recognizing the long-term effects of informality. This chapter discuses how 
changes in informality have affected the effectiveness of the latter. In particular, the chapter 
considers the rationale of linking access to social protection programs to labor contracts, the 
impacts of this linkage on social protection effectiveness and sustainability, and the effect of 
recent policy reforms aimed at extending social protection coverage.  

5.2. Social protection policies and labor informality are closely connected, since the design 
and performance of policy instruments focused on each of them usually have a direct impact on 
the other. In Argentina, as in most other countries in Latin America and around the world, the 
main social protection programs are designed to work through the formal labor market. Pensions, 
unemployment insurance, health insurance, and others are offered to workers and their families 
as part of their labor contracts, and financing of these programs was provided through payroll 
taxes on employers and employees. This design feature makes these programs highly vulnerable 
to short term or structural problems in the labor markets, since these problems may affect the 
programs ability to protect workers and their families and their sustainability. The counterpart of 
this relation is that social protection programs may also affect informality prevalence, since they 
generate a set of incentives (or disincentives) to participate in the formal sector for workers and 
employers. In the context of this report, this chapter focuses on the effects of informality on 
social protection, recognizing that the complex interrelation between labor markets and social 
protection may easily create vicious or virtuous circles for policy makers. 
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Box 5.1: Defining Social Protection  

Social protection policies aim at providing individuals and families with adequate protection against social risks. In its 
2001 Social Protection Strategy Paper, the World Bank defined them as “…the set of public interventions aimed at 
supporting the poorer and more vulnerable members of society, as well as helping individuals, families and 
communities to improve their risk administration…” Other authors have continued in this line. From the ILO, 
Bertranou (2005) has defined it as “…the set of interventions from public and private institutions that intend to alleviate 
households and people from the burden implied in a series of risk or needs…”.   
The literature on Social Protection shows differences in conceptual frameworks and approaches, ranging from 
traditional views that clearly separate social insurance from social assistance policies to more integrated views. Large 
scale social protection policies around the world were introduced in the early twentieth century, following a 
Bismarckian model, in the form of income replacement schemes for the elderly, financed with participants’ 
contributions. Later on, other programs were included to deal with other risks and age groups. These programs usually 
co-existed with relatively small poverty alleviation programs. Many analyses of social protection policies start by 
clearly separating these policies, as those in the first group are considered insurance schemes (where workers buy their 
right to receive protection) and those in the second group are considered transfer schemes (where individuals receive 
protection due to an implicit or explicit societal preference ).  

More recent analytical frameworks have moved away from this division, focusing on the need to manage or 
compensate the effects of social risks, using a wide set of policy tools. These approaches -such as the “Social Risk 
Management Framework” (Holzmann and Jorgensen, 2001), the “Life Cycle Model” (Arriagada and Hall, 2000) or the 
“Comprehensive Insurance Framework” (De Ferranti et al, 2001)-  consider that societies need to protect their members 
from different risks, and that the challenge is to find an optimum mix of tools to provide this protection more 
effectively. With this goal, different tools to prevent, reduce, or compensate loses due to social risks are used, including 
public and private pooling and transfer schemes, financed by participants’ contributions or general taxes, depending on 
the size and probability of the loss (Gill, Packard and Yermo, 2005; Baeza and Packard, 2006).  

In Latin America, the persistent inequities and fragmentation in social protection policies has led many analysts and 
policy makers to focus on the problems of exclusion and sustainability. Until recently, most social protection programs 
in Latin America were contributory, limiting access to those in the formal labor markets and their families. In a widely 
recognized book, Mesa Lago noted that the combination of low coverage and deficit ridden pension systems created a 
strong regressive income distribution effect (Mesa Lago, 1978). More recently, other authors have referred to the 
“truncated welfare state” (De Ferranti, 2000; Fiszbein, 2006) to describe the social protection systems that offer 
generous, subsidized benefits to a small part of the population, and little or no protection to the poorest.  

The limits of Social Protection, in terms of what risks are covered and what programs are included, are also blurred and 
open to debate. By strictly applying some of the definitions discussed in this box, a wide array of policies and programs 
would be considered part of it. However, a more strict definition commonly used, and applied in this report, restricts the 
scope of Social Protection to programs and policies that involve income transfers and actions in the areas of poverty 
reduction, unemployment, and old age income security.  
Source: Various authors as stated in the text 

SOCIAL PROTECTION IN ARGENTINA 

5.3. Social protection policies in Argentina were originally structured with a contributory 
basis but have progressively lost that orientation, as programs became increasingly financed by 
general revenue, and new emergency social assistance programs and non-contributory social 
insurance schemes were introduced. Social protection appeared in Argentina at the beginning of 
the 20th century in the form of pension programs. Pioneer pension funds for some guilds 
extended later on into a national system financed through the contributions made by both 
employer and employees, in the form of payroll taxes. Other contributory income transfer 
programs (such as family allowances and unemployment insurance) had similar trajectories. 
Health insurance also started as a fragmented, union-led development, but it never went through 
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a national consolidation process and, today, there are many independent, union-managed 
insurance schemes protecting specific groups. In recent decades, the financial problems of social 
insurance schemes forced important transfers from general revenue funds to avoid bankruptcy, 
and new, non contributory programs rapidly expanded to provide basic protection to workers and 
families affected by the 2001-2002 crisis. According to ANSES, the share of total social security 
revenues that came from taxes other than social security contributions increased from 18% in 
1994 to 52% ten years later1. 

Box 5.2: Social Protection in Argentina at the end of the 20th century 

Social Protection in Argentina includes several traditional Social Insurance schemes and some Social Assistance 
programs. The former comprises a national pension system and nearly a hundred smaller, provincial level occupational 
pension schemes, a union-ran health insurance system, a national unemployment insurance and a family allowances 
program. Social Assistance used to be a small area for the National Government, with few, poorly funded programs, 
until the early 2000s. 

The national pension system is organized as a multi-pillar scheme. It includes a basic PAYGO system, run by a 
government agency, and a second-pillar funded scheme, run by commercial management firms. Coverage is around 50 
percent of the labor force, when the national scheme and the smaller programs are considered. By the end of 2006, 
nearly 70 percent of the elderly received a pension benefit, a proportion that had declined since the early 1990s.  

The contributory health insurance scheme is run mostly by union related autonomous providers. Workers are assigned 
to a provider depending on the industry that employs them, with little space for competition or worker’s choice. While 
there has been no institutional integration, policies in the last decade slowly pushed providers to offer similar basic 
coverage, through an officially defined minimum coverage program. A system of subsidies across providers operates to 
sustain the weaker ones.  

The Unemployment Insurance is a rather restrictive scheme that provides benefits to some workers fired from a formal 
job, for a limited time. Restrictions to qualify, particularly the requirement to have lost formal employment, result in 
very low coverage of the universe of unemployed workers. Initiatives to reform it have been drafted, but reforms were 
not approved in Congress, in recent years. 

Finally, the family allowances program provides benefits to the children of low-income formal salaried workers, among 
other smaller benefits. This program is not really a social insurance scheme, since there is no risk to be insured against, 
but it operates as a small redistributive system among formal workers.  

For decades, social assistance was limited to small programs, usually food distribution schemes, and a non contributory 
pension system, with limited access. As unemployment and informality began to grow in the 1990s, new workfare 
schemes were created. In the mid 1990s the first large scale (as compared with previous initiatives) program, called 
“Plan Trabajar” organized a system of public works at the local level, reaching nearly 200,000 beneficiaries. When the 
2001 crisis resulted in serious social and political unrest, a large-scale income transfer program was created, providing 
benefits to as much as 2 million heads of households, or nearly 20 percent of Argentina’s population. This program, 
called “Jefas y Jefes de Hogares”, rapidly became the second most important social protection policy in Argentina, after 
the pension system. “Jefes” is now under a transition towards a more structural policy. 
Source: Own author’s analysis 

 

5.4. Linking social protection programs to employment was an effective way to finance and 
target them, as long as labor informality was low. However, the rising informality made this 
arrangement less sustainable and effective. During the mid-1970s, less than 20 percent of 

                                                 
1 Tax revenues in 1994 were composed of income taxes, VAT and taxes on personal goods. By 2005 other 
earmarked taxes have been included among ANSES’ revenues (cigarettes, gasoline, etc.) 
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salaried workers were informal, but this rate grew to nearly 50 percent in three decades2. This 
growing informality affected access to current benefits, such as unemployment or health 
insurance, but also expected benefits, as in the case of pensions. Partly because of this, pension 
coverage among the elderly declined since the early 1990s, as shown in Figure 5.1. The 
increasing informality resulted in lower coverage of social protection programs, especially 
among those who most needed it. 

Figure 5.1: Percentage of the Elderly Covered by Pension Systems in 
Argentina  
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   Source: Rofman and Luchetti, 2007 

5.5. Governments implemented policies aimed at reducing informality since the early 1980s, 
when its growth became evident. Early on, policies focused on creating incentives for employers 
and employees to become formal by reducing contribution rates to social security. Since the 
early 1980s, policies aimed at reducing informality and unemployment through changes in social 
protection programs have been common3. In most cases, these policies focused on the labor costs 
of social protection, thus lowering payroll taxes, creating promotional regimes for specific 
industries or groups of workers, or reducing administrative costs of participating in the system. 
In other cases, incentive policies consisted of strengthening the link between contributions and 
benefits, as in the case of the pension reform of 1994 that introduced individual accounts. As 
discussed in Chapter 2, the assessment of the impact of these policies is a very complex task due 
to the difficulty of isolating the relevant counterfactuals given other policy changes and trends in 

                                                 
2 The accounting of some beneficiaries of the Plan Jefes as informal salaried workers (those that did not have 
another informal job, mainly previously inactive women), as  well as a methodological change in the household 
survey (moving from a ‘permanent’ to ‘continuous’ methodology) explains nearly 6 percentage points of the 
increase from 2000 to 2003. 
3 At least three episodes are worth documenting. First, at the early 1980s employer’s contribution was radically 
suspended for a period that lasted less than two years. In the early 1990s a reduction of contributions was 
implemented, with a differential rate across geographical regions, and temporary contracts with no social security 
contributions were authorized, as discussed in chapter 2. This process was held on an off until the end of the decade. 
Third, in the midst of the economic crisis of 2001-02, employee contributions have been reduced as an attempt to 
increase their purchasing power. The latter was applicable for the already reduced number of formal workers, 
though. 
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the economy. In any case, overall, these policies were unable to reverse the rising trend in labor 
informality, but had important impacts on the social protection programs, by affecting their 
sustainability and coverage. 

Box 5.3: Recent Changes in Social Protection Programs in Argentina 

After the worst of the crisis subsided, Argentina’s authorities began to consider alternative policies to reform the social 
protection programs. Several changes have been introduced in the social protection programs since 2003. These 
reforms include some aimed at expanding coverage of the programs, others looking for a more effective long term 
impact of the programs, and others that aimed at adjusting benefits to make them more adequate to reduce poverty 
incidence. Both types of policies have affected the insurance and assistance components of social protection. 

The number of beneficiaries of non-contributory social protection programs skyrocketed in 2002, with the introduction 
of Plan Jefes, with nearly 2 million beneficiaries. Since the program stop taking new beneficiaries and some of those 
receiving the transfer began to leave the program (either because they got a formal job, they stopped qualifying for 
benefits, or they were transferred to one of the new programs) the total number of beneficiaries declined in following 
years (falling below 1 million in early 2007). In 2003 a new program called “Plan Mayores” was introduced, aiming at 
providing a basic income to poor elderly. Beneficiaries of this program were later transferred to the non contributory 
pension scheme, which also expanded its coverage by reducing the delays in processing applications. More recently, 
the Government issued a new law for a “moratoria previsional” a program that allowed individuals to claim years of 
service as independent workers before 1994 and pay the corresponding overdue contributions under generous financial 
terms. In practice, this program allowed individuals with insufficient or no years of contributions to social security to 
retire with a reduced benefit. As a result, nearly 1.4 million new beneficiaries were included in the system, a figure that 
represents 75 percent of the number of retirees by late 2005. Finally, a small change in the unemployment insurance 
program expanded access, by reducing the length of contributions history required to qualify for the benefit. 

The second group of policies, aimed at adjusting the programs designed to alleviate poverty incidence in the long term 
include two new social programs, called Plan Familias and Seguro. These two programs were designed to provide an 
exit strategy for “Jefes”, and beneficiaries of this program are being slowly transferred to the new ones. Familias is a 
conditional cash transfer program, aimed at families with three or more children and supporting investments in human 
capital, through education and health. On the other hand, Seguro is a program aimed at facilitating the reentering of 
unemployed workers to the labor market, by providing training, job placement services, among other services. 

Finally, the third group of policies is aimed at adjusting the benefits level, to make them more relevant for participants. 
Both Familias and Seguro offer a benefit of about 50 percent higher than Jefes. Family allowances were adjusted, and 
unemployment insurance benefits were also increased. However, the main policy in this area has been the minimum 
benefit for the national pension system. Through a strategy of continuous increases over a relatively short period, the 
minimum benefit grew by more than 150 percent between early 2003 and late 2006, much faster than average benefits. 
As a result, the benefit scale was compressed, and by early 2007 nearly 70 percent of beneficiaries of the pension 
system received the minimum benefit. While benefits in several programs have increased in recent years, it is important 
to note that there is no automatic indexation scheme for any income transfer program, a problem that creates a high 
degree on uncertainty in the programs. Plan Jefes benefits did not change since its creation, and increases in the benefits 
of social insurance schemes have been discretional, without a clear rule and systematic assessments of the implications 
for future fiscal sustainability? 
Source: Own author’s analysis 

5.6. Recognizing the impacts of informality on workers’ welfare, other initiatives have aimed 
at providing social protection to workers without formal employment protections. While working 
on strategies to reduce informality, authorities began in the 1990s to implement alternative social 
protection programs that were not based on formal labor market contracts for access or 
financing. The development of income transfer programs for unemployed workers, such as 
Trabajar in the late 1990s, Plan Jefes in the early 2000s, and Seguro de Capacitación y Empleo 
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(“Seguro”) more recently are clear examples of this trend4. Old age benefits, traditionally 
restricted to workers with a history of contributions to social insurance, were also expanded 
through Plan Mayores, a means-tested cash transfer for the elderly living in poor provinces 
created in 2003. This was complemented with an increase in the number of non contributory 
pensions granted by the Federal Government and, since 2006, a relaxation of contributory 
requirements to obtain a retirement benefits, through a “moratoria previsional” that allowed 
individuals with no or insufficient contributions to obtain a pension from the contributory 
program (see Box 5.3).  

SOCIAL PROTECTION IN A CONTEXT OF LABOR INFORMALITY 

5.7. The recent improvement in formal employment and the introduction of the “moratoria” 
program had an important impact on the social protection system in Argentina. The number of 
contributors to the national system, that had been stagnant during most of the 1990s and sharply 
declined with the 2001 crisis, as rapidly recovered and was close to 6.5 million by mid 2007, 
nearly 40 percent higher that the 1990s average. Similarly, the number of beneficiaries of the 
pension system, which had slowly declined since the early 1990s, had a dramatic recovery with 
the “moratoria”. At the same time, the introduction of the “Jefes” program, followed by 
“Seguro” and “Familias” represent important advances in providing protection to younger 
individuals and families who continue to be unable to access the formal system benefits, either 
because they are unemployed or they work in low paying informal jobs. 

5.8. While these improvements have been important, it is not clear whether they are enough to 
ensure wide access to social protection and sustainable policies. Cash transfer like Seguro and 
Familias are in essence the non contributory counterparts of formal unemployment insurance and 
family allowances, respectively. Similarly, the Moratoria created a space for including more 
beneficiaries in the pension system. However, these policies have been implemented with 
restrictions. Only those already enrolled in Jefes can join the new income transfer schemes, and 
Moratoria was open for a limited time.  

5.9. The pace and sustainability of the recent decline in informality has become a central issue 
in the debate around the design and performance of social protection policies. As noted in 
Chapters 1 and 3, the incidence of labor informality has grown steadily since data to track it are 
available; reaching almost half of the wage earners and about three fourth of independent 
workers. Only recently this trend has reversed, possible as a consequence of strong economic 
growth and tighter enforcement. In addition, labor costs in recent years have been lower in dollar 
terms after the peso devaluation, an important difference from the situation in the early 1990s 
under the convertibility plan when the economy and informality grew together. The number of 
wage earners contributing to social security has grown 50 percent since 2002. While this is a 
very positive development for the future of contributory programs, the percentage of informal 
workers is still large, and there is a need for policies to provide protection to those workers and 
their families at least in the short to medium term. 

5.10. If the declining trend in informality is not sustained in the medium term, then the policies 
to provide protection to those excluded from the contributory schemes may need to be more 

                                                 
4 Other social protection programs, such as “Familias” are explicitly targeted to reduce poverty among especially 
vulnerable populations, and have no link to the labor market. 
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carefully considered, as they would become a permanent component of the social protection 
system. Their integration in the contributory scheme would be critical, and their design would 
have to define whether the benefits will be universal or targeted to those with greatest economic 
hardship, and whether they will provide flat transfers or benefits that complement households’ 
income up to a minimum level. The implementation, management, and financing of such 
programs would not be simple, and careful consideration to these and other relevant dimensions 
(including impacts on incentives over the labor market) would be necessary. 

5.11. The fiscal dimension of social protection is also critical. Social insurance programs in 
Argentina are nominally contributory, but an important proportion of revenues do not come from 
contributions, and many beneficiaries do not have complete contributory histories. The 
combination of labor informality, population aging, and policy decisions have affected the 
capacity of social insurance programs to self-finance. Since the early 1980s, social insurance 
programs received transfers from general revenue to finance benefits, since collected 
contributions were insufficient. The magnitude of these transfers had important variations during 
the period, partly due to changes in policies and partly as an effect of the economic cycle. In 
addition, an important number of beneficiaries in the pension system did not contribute as 
required.  

 
Figure 5.2: Contribution Revenue as a Percentage of Social Insurance Expenditures in 

Argentina  
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Source: Own estimates based on data from ANSES 

5.12. Expanding social protection programs beyond the formal labor force would require fiscal 
efforts that merit careful evaluation. Nearly four million Argentineans are 65 year old or older. If 
the goal were to provide a basic universal pension of, say approximately twice the poverty line, 
the required funding today would amount to the total of all pension expenditures paid by the 
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national system in 20065. On the other hand, the cost of benefits paid under the moratoria 
program was estimated to represent approximately 30 percent of pre-existing pension benefits, 
showing that not all reforms are equally costly or effective in terms of expanding coverage. 
These simple calculations just aim to illustrate that the amount of fiscal resources is significant, 
and of course have to be balanced against the financing needs for other growth and equity 
enhancing investments in human capital and infrastructure that can promote sustained quality job 
creation. Many political, social, institutional and economic aspects would also have to be 
considered.  

5.13. Since social protection goes beyond pension systems, adopting a conceptual approach to 
consider the risks and needs of different social groups would help to define an integrated 
strategy. People are affected by different risks as they go through different ages, and require 
specific policies and programs to minimize or compensate them. Balancing these competing 
needs is a difficult task that requires an integrated approach, to avoid discretional policies that 
respond to pressure groups actions, contradictions among policies or programs6, or short term 
urgencies. 

CONCLUSION 

5.14. Informality is not only affected by social protection policies, but it also affects them, 
particularly through the linkage established by contributory social insurance schemes. Social 
protection policies in Argentina have been traditionally structured as contributory schemes as 
they used the participation in the labor market as an indirect targeting tool. As informality 
reduced the number of participants in these schemes, it affected social protection programs by 
reducing their impact, weakening their revenue base and, ultimately, damaging their fiscal and 
political sustainability. 

5.15. Recognizing this problem, Argentina’s authorities have worked to reduce informality, 
with mixed success. In fact, some policies (especially in the early 1980s and late 1990s) tried to 
increase formality by reducing social security contributions. As a result, these policies had a 
negative impact on the fiscal sustainability of social insurance programs, which was expected to 
be compensated by higher participation in the contributory schemes. Since these policies were 
unable to reverse the rising trend in informality, their negative financial impact weakened the 
social insurance programs.  

5.16. In parallel, efforts to provide basic protection to those outside the formal labor force have 
increased recently. Authorities have advanced reforms to reduce the impact of sustained 
informality on the population’s welfare, by facilitating access to social insurance programs and 
introducing new non-contributory schemes. At the height of the 2001-02 crisis, massive income 
transfer programs were implemented to prevent a major social and economic disaster. More 

                                                 
5 As of December 2006, INDEC estimated that a male adult aged 60 or more needed $245 a month, and a female 
aged 60 or more needed $191a month to be considered not poor. 
6 In some cases, non contributory programs may create disincentives to employment in general or to participate in 
schemes that do require contributions if they are poorly designed. This problem can be acceptable in an emergency 
situation, but has to be considered when designing long term, structural policies. For instance, Gasparini et al (2006) 
found that, in some cases, the Jefes and Jefas program might have had a small negative impact on some groups of 
the unemployed for whom the transfer was attractive relative to their wage opportunity in a formal job. While this 
finding does not invalidate the value of the program, it indicates that longer term policies merit careful evaluation. 
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recently, authorities have focused on migrating the remaining beneficiaries of the emergency 
program towards a set of new, more carefully designed CCT and employment support programs. 
The most recent and radical expansion of social protection was the introduction of a special 
program that allowed more than one million elderly citizens to obtain a pension benefit, 
regardless of their past contributory history. As a result, the total number of retirees grew by 70 
percent, and coverage among the elderly became close to 100 percent. This, however, has created 
some future fiscal liabilities that will require financing from general taxes. 

5.17. While some recent initiatives have had positive impacts on coverage, they do not seem to 
respond to an integrated long term strategy, but appear to be focused on responding to short-term 
demands. Not a single income transfer program in Argentina has an automatic indexation rule to 
adjust benefits with inflation, wage growth, or another indicator, and adjustments are adopted 
discretionally by authorities, resulting in distorted benefit structures. Also, frequent changes in 
several programs, such as the pension system or the family allowances scheme do not respond to 
an explicit strategy and long term vision, and are not publicly discussed in a participatory 
process, resulting in policies difficult to understand for the general population. 

5.18. The main challenge for the near future is to develop an integrated approach that 
recognizes the structural character of labor informality and to provide adequate protection to all 
citizens, regardless of their labor status. As the causes of informality are multiple and respond to 
different processes and determinants, it is clear that there are no simple answers to this problem. 
It would be advisable for strategies to focus on progressive improvements in several fronts, 
including formalization of the labor force (through adequate alignment of incentives and 
enforcement for workers and their employers), and facilitating access to social programs to those 
who are excluded of formal markets, with sustainable policies that minimize disincentives to 
labor supply or participation in formal employment.  
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6. CONCLUSIONS AND CONSIDERATIONS FOR PUBLIC POLICY 

 
6.1 Using existing and new microdata and empirical studies, this final report of a two-stage 
analytical program examines conceptual aspects of labor market informality in Argentina, its 
determinants, and its impact on poverty, equity, and welfare. As part of the collaboration 
between the Bank and the Ministry of Labor, Employment and Social Security (MTESS), most 
of the results included in this report have been discussed in preliminary form in technical 
workshops held in Buenos Aires during 2006-2007 among team members of the Bank, the 
MTESS, and INDEC, and also in a public seminar-launch (July 2007) of the new informality 
module and the joint Bank-MTESS report on the main results of the survey, which was widely 
attended by officials and academics from other entities. This section outlines some of the key 
policy considerations that the Bank team sees as emerging from the findings of the study, the 
discussions in Argentina, and the international experience. 

6.2 As informality has reduced the number of participants in contributory social insurance 
schemes, eroding the effectiveness and the fiscal and political sustainability of traditional social 
protection programs, authorities have stepped up efforts to provide basic protection to the 
informal labor force (especially the poor) by facilitating access to social insurance programs and 
introducing new non-contributory schemes. Despite the positive impacts of recent initiatives on 
coverage, they were generally a response to the social emergency and have been adopted on ad-
hoc basis, accumulating layers of reforms. Frequent changes in programs, such as recently with 
the pension system and family allowances, are not publicly discussed in a participatory process, 
resulting in uncertainty and doubts about the sustainability of policies by the population. 
Moreover, informality and ill-designed non-contributory programs can jeopardize the financial 
sustainability and institutional consolidation of the social protection system. Social protection 
policy in Argentina today still lacks an integrated long-term strategy that rests on non-
discretionary, explicit, more transparent and sustained rules, and careful built-in incentives. 

6.3 The first overall conclusion is that addressing the complexity and diverse nature of 
informality and its consequences requires a wide range of policy interventions. Clearly, 
there is no single silver bullet to reduce informality, but rather a wide range of policy 
interventions. The international experience suggests that a central focus of public policy is to 
maintain macroeconomic stability along with sustained and shared economic growth, while 
fostering quality job creation through measures that support innovation, improve the investment 
climate (for firms of all sizes), education quality, job training, the quality and fairness of 
institutions, labor and tax regulations as well as their enforcement. The need to provide social 
protection for those outside formal employment underscores the importance of integrating 
contributory and non-contributory social protection schemes.  

6.4 Different policies may address different aspects of informality. For example, enforcement 
is more strongly suited to addressing informality among medium to large firms, while addressing 
skill mismatches through better education and training is important to reduce all forms of 
informal labor. 
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6.5 Below is an outline of some of the specific policy issues that appear most relevant for 
Argentina, the efforts of the Argentine government in these areas, and how these could be further 
strengthened. The three main themes are: 1) policies to foster sustained and shared economic 
growth with increases in productivity, 2) adequate labor market policies, with strengthened, 
even-handed enforcement, and 3) a long term strategy for social protection. 

6.6 The most critical step for sustained reductions in labor informality is maintaining 
sound macroeconomic policy and other conditions for sustained and shared economic 
growth. In light of the findings that informal employment follows closely the past stop-and-go 
nature of economic growth in Argentina, achieving significant reductions in informal 
employment will require, first and foremost, sustaining the recent strong economic growth which 
has already reversed informality trends. The international and the Argentine experience suggests 
that one of the important factors for sustained growth is prudent and sustainable monetary and 
fiscal policies that help ensure price stability and a competitive exchange rate, which are also 
important in themselves since informality in Argentina has often flourished both in periods of 
volatility and in periods of price rigidity (Chapter 2). Without sustained growth it will also be 
difficult to finance non-contributory social protection programs for those who lack the skills and 
means to obtain formal employment with adequate pay. 

6.7 A second key area is that of policies to raise productivity in the formal sector 
through an improved investment climate and the support to innovation and human capital 
accumulation. In the longer term, sustained increases in Argentina’s sluggish overall 
productivity will be needed for a strong and sustained creation of better quality jobs that pay 
higher wages with adequate social benefits. A key condition for this is an investment climate that 
permits all firms to expand and create more and better-paid jobs, particularly micro-
entrepreneurs that are currently outside the formal economy, due to high entry costs or low 
perceived benefits (see Chapter 3). Strengthening the national innovation system and upgrading 
the workforce through higher quality education and training are also central to promoting 
productivity growth and to permitting more workers to find better quality jobs in a more dynamic 
formal sector. When such improvements go hand-in-hand it is possible to achieve a balanced 
growth in the demand and supply of more skilled workers and thereby avoid depressing the 
returns (and incentives) to invest in education, for instance, secondary schooling (which are 
already lower in Argentina than in most other LAC countries; World Bank 2006). 

6.8 The Argentine government has embarked in a variety of policies to capitalize on the 
favorable external environment and sustain the high rates of economic growth of the past 5 years. 
Among the main challenges to maintaining a stable growth path and improving productivity 
growth in the medium term is the need to promote investments that address supply and 
infrastructure bottlenecks and to support improvements in the business regulatory framework. 
There are important ongoing efforts to strengthen the education system with an emphasis on 
boosting school attainment of children from poor families (such as the Familias program), 
improving the overall quality of education, and providing labor training to facilitate labor market 
reinsertion (such as the Seguro de Capacitación y Empleo program). Some of the key challenges 
and policy options in some of these areas are reviewed in World Bank (2006). 
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6.9 To ensure that economic growth results in lower informality and better working 
conditions for workers, it is also critical to put in place and enforce adequate labor market 
policies and regulations; labor enforcement, in particular, could be further strengthened. 
As noted before, in the 1980s and 1990s labor market policies focused on improving the 
incentives to facilitate formal jobs creation for employers and employees. Many of these policies 
have changed in recent years. A proper assessment of the impact of these policies is a very 
complex task due to the difficulty of isolating the relevant counterfactuals given other policy 
changes and trends in the economy. It is clear, however, that labor market policies did not 
achieve the intended effect of reversing the rising trend of unemployment and informal labor. 
Other factors, such as low and volatile economic growth with low labor intensity, were more 
dominant in driving unemployment and informality rates. 

6.10 As noted in Chapter 2, the attempts to reduce the burden of labor legislation in the early 
1990s by creating special classes of less protective contracts turned out to be particularly 
problematic. The available evidence suggests that by bypassing of existing regulations and lax 
enforcement they seem to have effectively created a parallel, unregulated labor market that 
displaced formal contracting, led to higher job turnover (diminishing incentives for firm 
training), and may have contributed to a “culture of informality.” Their elimination in the late 
1990s was therefore a positive development. 

6.11 While the relationship between firing costs and informal hiring in Argentina remains an 
open empirical question, the recent elimination of the “doble indemnizacion” policy is a positive 
development. While this measure did not affect those hired after 2002, it changed the cost of 
employment restructuring for those firms contemplating new labor-saving, productivity-
increasing technologies, which can ultimately foster the creation of better quality jobs in the long 
term. 

6.12 In reality, keeping unemployment protection through severance pay is a way of 
circumventing the limited scope of the unemployment insurance scheme in Argentina. In this 
aspect, as detailed in World Bank (2007), Argentina, as many other countries in the region, 
continues to focus on protecting jobs and not as much in protecting workers. Some countries in 
the region and around the world are increasingly aiming at providing unemployment protection 
with schemes that offer income replacement to those who lose their job for any reason while 
promoting their rapid reentry to the labor force through innovative financial schemes. Such 
schemes may help accelerate the current positive trend of formal employment creation and are 
more feasible and prudent in the current context of strong economic growth and falling 
unemployment, since any change in the risk of losing a job is shadowed by the higher chance of 
finding a job.  

6.13 For instance, Peru, Colombia, Ecuador, and to some extent Brazil expanded severance 
pay into individual savings accounts from which workers can withdraw the funds plus the 
interest income accumulated upon job loss. These are self-insurance mechanisms because there 
is no pooling of risk across workers. Another alternative is Chile’s unemployment insurance 
program, which complements individual savings accounts with a solidarity scheme that provides 
partial insurance to unemployed workers with insufficient funds in their accounts. The use of 
collective programs requires identifying who becomes and who remains unemployed which 
implies higher administration costs in the presence of a large informal sector. 
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6.14 While the minimum wage was not an important driver of informal labor during the 
1990s, as its level remained quite moderate, the recent significant upward revisions warrant 
moderation. Increases in the minimum wage in recent years have brought the current level to a 
substantial fraction of the median wage. International experience suggests that further increases 
from the current levels might have negative effects on formal employment. This begs for careful 
assessment of further increases in the minimum wage, making sure they are productivity-driven 
as the economy continues strong growth, and closely monitoring for rising unemployment 
among the young and unskilled to keep it at viable levels, and provided that the minimum wage 
is effectively enforced. 

6.15 A key principle to keep in mind is that overly ambitious regulations might end up hurting 
workers. A regulation can increase the cost for employers or discourage regulated labor 
depending on the need and ability of employers to shift the costs to workers by pressing 
unemployment, lower pay or curtailed benefits. Regulations that mandate benefits that firms can 
absorb and for which workers have a high willingness to pay can increase the welfare of workers 
without affecting the labor market. Excessive regulations that go beyond what workers and firms 
are willing to pay or contribute will offer strong protections to some workers at the expense of 
excluding others through unemployment and informal jobs. Moreover, sound labor market 
regulations and policies are important for long-term productivity growth. Excessive restrictions 
on wage adjustment and job reallocation (hiring and/or firing for just cause and firms’ economic 
restructuring) may curtail new technology adoption and resource reallocations which are both 
critical to the kind of long-term productivity growth that leads to more quality employment 
creation and higher wages. 

6.16 Once an adequate regulatory regime, which ensures essential protections, is enacted it is 
important to enforce it consistently, firmly and evenhandedly. The combination of weak 
enforcement and overly strong de jure regulations may undermine the rule of law and cultivate a 
social norm of non-compliance with public programs, taxes and regulations (Perry et al 2007). 
While the lack of confidence in the pension system is not cited by Argentinian workers as a 
prominent reason to opt out of social security, other survey evidence reveals that overall trust and 
satisfaction with public institutions in Argentina remained very low in the 1990s (Chapter 2). 
Using micro data surveys in Chile and Argentina Bergman (2002) argues that, in Chile, higher 
confidence in public institutions generates higher trust in the state ability to use public resources 
to fund social policies and to fight poverty and this, in turn, results in higher compliance and 
willingness to abide by the rules. This highlights that improving the quality of policy making and 
the perceived efficiency, fairness, and accountability of state institutions is also an important 
element of the broad agenda to sustain reductions of informality. 

6.17 One area that warrants further attention is the strengthening of labor enforcement. 
Again, there is anecdotal evidence that the relaxation of labor enforcement during the 1990s 
contributed to the rise in informality, and that the tightening of labor enforcement through the 
intensification of federal inspections, along with decisions favorable to labor in recent years 
appear to have contributed to reverse the rising informality trend. Unfortunately, there is 
currently not systematic comparable historical data to demonstrate the scope of improvement. 

6.18 Rather than modifying the system of responsibilities, the federal government has relied 
on collaborating with the provincial authorities to implement these enforcement policies, with 
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reasonable success. These efforts could well be expanded by allocating more resources and 
enhancing the labor audits function, particularly better aligning the incentives for provincial 
labor offices to carry out labor enforcement activities. More generally, institutional strengthening 
(staffing, training, technical assistance) of the Labor Ministry (at the federal and provincial level) 
and coordination of other relevant public agencies (e.g., ANSES, Minister of Social 
Development) can help it take on this important and increasingly more complex role. The 
compilation of systematic data would allow to identify the full potential of this policy through 
assessments of how much of total labor informality is due to weak enforcement. 

6.19 The main challenge for social protection policy is to build on an integrated long-
term strategy that ensures the long term institutional consolidation and financial 
sustainability of the whole social protection system (contributory and non-contributory). 
The pace and sustainability of the recent decline in labor informality has become a central issue 
in the debate around the design and performance of social protection policies. The recent fall in 
informal labor is a very positive development for the future of contributory social protection 
programs. However, the pace of reduction implies that the incidence of informal work will likely 
remain significant over the next couple of decades so that policies to provide protection to those 
workers and their families are necessary at least in the short to medium term. This begs the 
consideration of policies that achieve a careful articulation of the contributory and 
noncontributory schemes with the right incentives and a long term view. 

6.20 In Argentina, the debate between the proponents of the integration of social protection 
programs under a common strategy and those who promote stronger differentiation between 
social insurance and social assistance is far from being settled. Across academics, analysts, and 
even government officials, there is a clear divide in positions. Some have argued that a deep 
revision of current programs and the fiscal effort made by the state to finance them is necessary 
to integrate them into a single model that, with varied tools, provides basic universal protection 
to all citizens. This proposal would imply a progressive integration of institutions, and an 
approach to finances and access to benefits that is not linked to the labor market. Others support 
the idea that contributory social insurance schemes should be protected and reinforced, keeping it 
separated from social assistance programs that provide minimum income support or are seen as 
emergency programs. In this view, the combination of sustained economic growth and better 
enforcement should lead to a long term decline in labor informality and concomitantly the 
expansion in social insurance coverage. 

6.21 Since social protection goes beyond pension systems, adopting a conceptual approach to 
consider the risks and needs of different social groups would help to define an integrated 
strategy. People are affected by different risks as they go through different ages, and require 
specific policies and programs to minimize or compensate them. Balancing these competing 
needs is a difficult task that requires an integrated approach, to avoid discretional policies that 
respond to pressure groups actions, contradictions among policies or programs, or short term 
urgencies. 

6.22 Relevant political, social, institutional and economic aspects are important to consider in 
defining the long-term strategy. Policies could be defined as universal or targeted to those with 
greatest economic hardship. The decision of when to provide flat transfers or benefits that 
complement households’ income up to a minimum level merits careful consideration of the 
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challenges to the implementation, management, and financing of such programs as well as their 
impacts on labor market incentives. In particular, it is important to assess carefully the fiscal 
efforts required to expand social protection programs beyond formal labor force. Simple 
calculations illustrate that the amount of fiscal resources would be significant, and, of course, 
have to be reckoned with the financing needs for other growth and equity enhancing investments 
in human capital and infrastructure that can promote sustained quality job creation. 

6.23 Several aspects of program design could be improved. The rules governing income 
transfer programs in Argentina (whether existing or new) can be improved to make them clear 
and consistent. Only those already enrolled in Jefes can join the new income transfer schemes, 
and Moratoria was open for a limited time. If these programs are part of a long term strategy, 
then they may have to be opened to new beneficiaries in the future and have transparent exit 
rules from the onset. Moreover, it is desirable generally to have an automatic indexation rule to 
adjust benefits so as to avoid discretionality and distorted benefit structures. Changes in 
programs, such as recently with the pension system and family allowances, could be publicly 
discussed more extensively in a participatory process. This can dispel uncertainty and doubts 
about the sustainability of policies by the population. Moving the social protection system 
towards a less discretionary model, where rules are explicit, followed, and maintained over long 
periods would result in more consistent and better outcomes. 

6.24 Moreover, in the design and implementation of policies is important to strive for a careful 
articulation between the contributory and non-contributory schemes that ensures incentive 
compatibility and avoid disincentives to labor formality. While negative incentives need not 
translate into actual undesired behaviors and might be an acceptable side effect of policies that 
overall increase social welfare, there are clear trade offs that can be minimized with good policy 
design. 

6.25 As discussed before, some of the important issues are accounting for workers’ mobility 
into and out of formal employment during their careers and across their life cycles, providing 
minimum portability of benefits (particularly health insurance) for workers who move in and out 
of formal employment, and flexibility to allow families to choose their optimal coverage (i.e., the 
choice to pay for family health insurance only once when more than one household member is 
formally employed). 

6.26 These issues pose particular challenges for reaching to the 75 percent of independent 
workers who are not contributing regularly to social security. Since the enforcement of 
compliance for these workers is difficult, policy design has to evaluate the incentives, capacity, 
and their willingness to pay for the social protection benefits that formal wage earners enjoy. The 
recent policy innovations in these areas of countries like Chile and Uruguay can provide some 
lessons that inform the development of policies fit to Argentina’s particular context and 
challenges. 

6.27 A clear goal of the World Bank with this analytical program is to contribute to an open 
and fact-based public debate, which could result in policy proposals that can have positive 
impacts on households’ welfare, and are feasible in terms of their fiscal sustainability, labor 
market effects, and political economy. The collaboration between Argentina’s technical staff at 
the Ministry of Labor, INDEC and the Bank team, together with an active dialogue process with 
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independent researchers and experts on the field was facilitated by the strong commitment and 
support of authorities and officials in Argentina and the World Bank. The results of this joint 
effort were not only the different documents and activities developed since 2005, but a climate of 
trust and collaboration that facilitated the dialogue and opened spaces to continue the Bank’s 
support of Argentina’s social policies design and implementation. It is hoped that this effort and 
the report can continue to inform the discussions of the future of social and employment policy 
among members of the Argentine society. 
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ANNEXES 

ANNEX 1.1: EXPLAINING CHANGES IN INCOME DISTRIBUTION 

Microeconometric simulations of counterfactual distributions are helpful to characterize past 
distributional changes and to simulate the distributional impact of changes in economic factors 
and public policies. The idea is to simulate the distribution of labor income at time t as a function 
of individual observable characteristics affecting wages and employment, the parameters that 
determine the effect of these characteristics on market hourly wages and employment outcomes 
(participation and hours of work), and unobservable characteristics. A counterfactual distribution 
in time t1 is generated taking some of its determinants (parameters or distribution of 
characteristics) as if they were those of time t2 and this counterfactual distribution is then 
compared to the actual distribution observed in t1. The difference between the two distributions 
can be attributed to the change in the selected determinants between t1 and t2. This allows 
isolating the contribution of changes in: (i) observed household characteristics (endowments), (ii) 
the returns to those endowments, and (iii) unobserved heterogeneity in the returns. 

Bustelo (2006) estimate regressions for a reduced form of a labor supply model with two 
equations, one for the number of hours of work and one for wages. The explanatory variables 
include the typical measures of workers’ human capital (education and experience, proxied by 
age and its square), demographic characteristics such as gender and ethnicity, job characteristics 
(sector of activity and labor-informality indicators), and geographical location. The earnings 
equations are estimated separately for household heads and non-heads, both in rural and urban 
areas. The decompositions and simulations are carried out for the periods 1997-02 and 2004-
2015 and focus on the effects of changes in the educational structure, the returns to education, 
the gender and regional earnings gaps, and unobserved earnings determinants. 

The decomposition analysis is enriched with estimates of quantile earnings equations, which are 
used to generate counterfactual distributions when the whole family of returns to education 
(varying across quantiles) changes or for changes in each of the return quantile coefficients. This 
procedure, used throughout the report, may provide a richer characterization of the relationship 
between the dependent and explanatory variables under analysis, in this case giving a more 
complete picture of past and predicted changes in the income distribution generated by economic 
and social changes or policy interventions. Particularly, when simulating changes in the 
educational structure, we can simulate the new individual wage from upgrading education 
according to the wage-education profile of the particular percentile to which the individual 
belongs. See Bustelo (2006) for details. 
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A Primer on Quantile Regressions 

The technique of quantile regression (Koenker and Basset (1978)) is used extensively in the 
background studies for this report since it provides a richer characterization of the effect of the 
explanatory variables (X) on the conditional distribution of the dependent variable (e.g., the 
distribution of earnings, of firm size). When there is sizeable unobserved heterogeneity in the 
data, mean linear regression models provide only a limited characterization of this distribution 
and of the role of explanatory factors. For example, we can estimate regression lines for various 
percentiles of the adjusted (conditional) wage distribution (the distribution of earnings that 
results if all workers had the same observable characteristics). For instance, median regression 
(the 50th quantile) splits the sample in half (half of the residuals above and below the regression 
line) and gives the same results as Ordinary Least Squares (OLS, mean regression) when the 
wage distribution is symmetric. This allows unobserved wage determinants to interact with 
measures of observed skills. This interaction is captured by regression coefficients that vary 
across percentiles of the adjusted wage distribution. This way we can recover different impacts 
of the explanatory variables throughout the entire distribution without imposing any prior 
assumptions, such as normality or constant variance of regression errors. Results are also robust 
to outliers in the wage data. 

Suppose that X is a dummy variable for gender (women=1), the quantile regression coefficient 
measures the gender wage gap between woman and an otherwise similar man (e.g., same 
education and experience) at the same conditional quantile of the wage distribution. For 
example, the coefficient in the 90th percentile would yield the wage disadvantage faced by 
women in the top 10 percent best paid jobs of any given level of observed skills while the 10th 
percentile coefficient yields the gap for women in the bottom 10 percent of jobs of the earnings 
scale. Now suppose that X consists of years of formal education. OLS provides a single estimate 
of the returns to education, the average for the whole population. Individual returns to education, 
however, may depend on some unobservable factors, like education quality, unmeasured skills, 
or labor market connections, and hence may differ across workers (Figure A.1.1.1). In fact, 
recent studies for several countries suggest that returns are higher for workers at the top of the 
distribution. Moreover, it is possible for the returns to education to increase for workers in the 
upper quantiles of the wage distribution and decline for those in the bottom quantiles, leaving the 
average return unchanged (Figure A.1.1.2). Quantile regressions allow assessing these important 
potential differences. 
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Figure A.1.1.1: Differences in Returns to 
Education 

Figure A.1.1.2: Different Changes in  
Returns Over Time 
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ANNEX 1.2: THE EVOLUTION OF THE PROFILE OF URBAN INFORMAL 
EMPLOYMENT 

In order to characterize changes in the profile of informal employment we resort back to the EPH 
urban data. We consider the evolution of the share of independent workers, informal and formal 
employees by gender, age, education and economic sector for the comparable period 1993-2003. 

The informality rate rose substantially for both men and women since the early 1990s. As 
shown in Figure A.1.2.1 the structure of employment by gender has exhibited a significant 
change.  In the early nineties men worked 
primarily in formal salaried and 
independent jobs, but over time has 
become more engaged in informal salaried 
occupations, thus reducing the proportion 
of formal salaried workers.  

Figure A.1.2.1: Informal Employment Increased 
for Men and Women, Urban Argentina 1993-2003 
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On the other hand, increases in female 
labor participation has been associated with 
increases in their informality rate. Figure 
A.1.2.12 shows that women employment 
has changed towards jobs with informal 
arrangements. The share of informal 
employees among women went up from 28 
percent in 1993 to 39 percent in 2003. This 
increase came largely at the expense of a 
fall in the share of self-employment in total 
urban employment. Source: Own estimates based on EPH survey data (16 urban areas) 

Informal salaried employment rose across all age groups, but especially among youth and 
young adults; while it remained steady among older workers. Between 1993 and 2003 the 
age structure of the labor force did not experience big changes, but there might still be important 
variations in the formal/informal/self-employed composition within age-groups. Indeed, the 
proportion of informal salaried employment increased among all age groups, especially for youth 
and young adults (15 percentage points), while the proportion of formal salaried jobs remained 
constant for older groups (Figure A.1.2.2). The increasing share of young (15-35) and upper 
middle age (46 – 55) workers in informal salary employment came largely at the expense of 
formal salaried employment. For the middle age and older workers the share of formal salaried 
employment remained unchanged, while the share of self-employment fell. 

As stated before, the age composition of the labor force did not vary significantly between early 
1990s and early 2000s. The main changes were: (i) a slight downtrend in participation of 
teenagers (less than 17 years old); and (ii) a moderate upward trend for older age groups (more 
than 60 years old) to delay retirement or reenter the labor force following retirement. 
Nonetheless, the latter groups remain a minority in the labor force. 
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Figure A.1.2.2: The Informal Employment Share Increased for all the Age Groups, Especially 
Among Younger Workers , Urban Argentina 1993- 2003 
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Source: Own estimates based on EPH survey data (16 urban areas) 

The proportion of informal salaried employment increased for all workers without a 
university diploma. Between 1993 an 2003, the rate of informal salaried workers rose 
substantially (around 10 percentage points) for workers without a high school diploma. The 
increase in the share of informal salaried among low educated workers was accompanied by a 
slight increase in independent work and a steep reduction in the share of formal salaried jobs. 
Informal employment increased for better educated workers (those with secondary complete or 
some tertiary education) at the expense of both independent and formal salaried employment. 
Finally, workers with a tertiary degree did not present variations in the rate of formal salaried 
employment, thus the increase in the share of informal employees occurred at the expense of 
independent work (Figure A.1.2.3). 

Informal employment expanded in most economic activities. The sectors that showed the 
highest increase were paradoxically the sectors that used to be more formal: public 
administration, defense, education, and health. In 1993, 23 percent of workers in this sector used 
to be informal employees (59 percent formal and 18 percent self-employed). This increased 
gradually to 30 percent by 2000 and continued to increase but more steeply to 38 percent by 
2003. As discussed in Chapter1, this result is related to the introduction of the Jefes and Jefas 
program, whose beneficiaries are more likely to report employment in this sector. The other 
sectors that also experienced increased in informal employment were: industry and commerce. In 
the construction sector the proportion of self–employed rose sharply at the expense of a fall in 
the share of formal salaried employment (Figure A.1.2.4). 
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Figure A.1.2.3: Informal Employment Rose Especially for Low Educated Workers, Urban 
Argentina 1993- 2003 
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Although, informal employment rose across the whole spectrum of firm size, medium size 
firms experienced the highest increase. (Figure A.1.2.5)  The percentage of informal workers 
in medium size firms was 24 percent in 1993 and increased swiftly to 41 percent by 2003.  
Similarly, the rate of informal salaried workers in large firms doubled from 8 percent in 1993 to 
16 percent in 2003.  Finally, the share of informal salaried employment increased by 7 
percentage points in small size firms. The latter result is critical because around 50 percent of the 
labor force works in firms with 1 to 5 employees.  

To summarize, several results emerge from the preceding analysis. First, the upward trend in 
informal employment occurred in the majority of socio-demographic groups. Second, the 
increase in informal employment was more marked among women, young adults, and low 
educated workers. Third, the increasing tendency towards informal employment has been 
relatively larger among middle and large size firms.  
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Figure A.1.2.4: Informal Employment Increased 
Especially for Public, Defense, Education and 
Health Sectors, Urban Argentina 1993 - 2003 

Figure A.1.2.5: Informal Employment Rose Across 
the Spectrum of Firm size, Urban Argentina 1993-

2003 
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Who is behind the recent decline in informal employment? The upward trend in the 
informality rate between 1993 and 2003 has been reversed since the last quarter of 2004. The fall 
in the share of informal employees in urban employment has been mainly occurred in some of 
the groups that showed an increasing trend during 1993–2003: women, teenagers and young 
adults (15 to 25 years old), workers who have finished high school, and the employees of public 
and service sectors (See Table A.1.2.1).  

Table A.1.2.1 Evolution of the Share of Informal Employees in Urban Employment, 2003-2005 
 

Selected Groups of workers 2003_4 2004_4 2005_4 

Women 46.0 % 45.3 % 42.3 % 

Age Group: 15-25 61.2 % 60.6 % 55.8 % 

Educational Level: secondary complete 34.6 % 32.9 % 31.5 % 
Sector: public administration, defense, education, health 34.9 % 26.9 % 17.5 % 

              Source: Own estimates based on EPH Continua Survey Data (National) 
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WHO BECAME MORE PRONE TO URBAN INFORMAL SALARIED EMPLOYMENT? 

 The previous analysis is useful to understand the evolution of the incidence of urban informal 
employment for particular groups.  However, it does not allow to pinpoint exactly at what are the 
individual or job characteristics directly responsible for the rise in informal employment. Since 
workers possess a combination of these characteristics, their individual role gets confounded. For 
example, the fact that the informality rate increased among young workers may reflect the fact 
that many often start out as apprentices in small firms which generally hire without benefits. 
Also, the increase of informality in the personal and social services sector may reflect the greater 
insertion of women who also show a rising informality trend. 

This section resorts to econometric analysis to disentangle the role of these multiple factors (see 
Box A.1.2.1). It discusses the evolution of the relative propensities to be informal salaried and 
self-employed relative to being a formal employee in urban areas. The analysis allows isolating 
the propensities of each socio demographic group to informal/independent work controlling for 
the role of other characteristics. The results are discussed next. 

Female workers did not become more 
prone to informal work during the 1990s 
and early 2000s, controlling for other 
factors. Women exhibit a higher 
propensity to informal salaried 
employment. However, this has fallen over 
time. The movements during and after the 
economic recession appear to be a 
continuation rather than a break of the 
tendency.  On the other hand, Argentinean 
women seem to be equally likely to be 
independent and formal salaried; and this 
tendency remained during the period 
(Figure A.1.2.6). 

Figure A.1.2.6: The Proclivity of Women to be 
Informal Salaried Did Not Increase, Urban 

Argentina 1993-2003 
Propensity Relative to formal Employment 

Results (not shown) indicate distinct trends 
depending on women’s marital status and 
the presence of small children in the 
household. Women with small children are more likely to be independent, with no clear trend 
over the period. Similarly, single women appear more prone to informal salaried employment but 
do not show a consistent pattern over time. 
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Box A.1.2.1: Measuring the Relative Propensities of Informal Salaried and  
Independent Work 

To find the relative propensities to be informal salaried and independent compared to formal workers, 
econometric estimations were carried out for each year using EPH data from 1993 to 2003. Relative risk 
ratios were estimated with multinomial logit models.  This methodology is often used to model the choice 
among mutually exclusive alternatives. In this case the dependent variable is a qualitative polytomous 
variable with three mutually exclusive alternatives:  being informal salaried, independent or formal salaried 
worker. The choice among those alternatives was modeled as a function of some socio demographic and 
economic variables such as: gender, age, education, marital status, household composition, migration, region, 
and pension coverage of other household members. The model also applies if propensities are thought of as 
“employability” indexes, i.e. reflecting the willingness of employers to hire someone as informal salaried 
rather than formal salaried. It is important to state that risk ratios are relative to the likelihood of being formal 
employee (referent group).  
 
How to interpret the results?  If the RRR (Relative Risk Ratio) of women being an informal employee is 
equal to 1.5 women are 1.5 times (or 50 percent) more likely than men to be informal salaried when all other 
characteristics in the model are held constant. Thus, if the proportion of women in the labor force increases, 
these would be expected to become employed as informal employees. On the contrary, if the RRR is equal to 
0.5 women would be 50 percent less likely than men to be informal employee. 

 

Youth and young adults (15 to 35 years old) became more prone to be informal employees, 
while older workers (46 -65 years old) remained or became more prone to work 
autonomously. Figure A.1.2.7 depicts the relative risk ratios by age group where the baseline 
category is middle age workers (35 to 45 years old). The younger workers show an upward 
inclination to informal salaried employment, especially the 15 to 25 years old.  In general, 
younger workers are more prone to be formal employees than independent workers. During the 
nineties those close to retirement were more likely to be informal salaried, but with the economic 
downturn of the early 2000s they increasingly turned into independent work. 

Workers with higher educational attainment are more likely to hold formal employment, 
and this tendency remains stable throughout the period. Figure A.1.2.8 shows the relative 
risk ratio by level of education where the workers without primary completion are the baseline 
category. Better educated workers (secondary or more) show a higher proclivity to formal 
salaried jobs, while workers with low educational attainment are more likely to become informal 
employees or independent workers. It is noteworthy that formal employees with low educational 
achievement are mainly older individuals (56 to 66 years old) that work in middle size firms 
devoted primarily to construction, public administration, defense, and social services.  There is 
not clear trend in the relative propensities of informal-formal salaried work across educational 
groups, while workers with at least a secondary education became less likely to engage in 
independent work. 
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Figure A.1.2.7: Young Workers are More Prone to be Informal Salaried, While Older Workers 
are More Likely to be Independent Employees, Urban Argentina 1993 - 2003 
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Age Group : 26 – 35 years 
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Age Group : 46 – 55 years Age Group : 56 – 65 years 
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Source: Own estimates based on EPH survey data (16 urban areas). Baseline Category: age group 36-45 

Figure A.1.2.8: Workers with High Levels of Education are More Likely to be Formal  
Employees, Urban Argentina 1993-2000 
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The tendency to informal salaried employment changed evenly across economic sectors 
during the period.  Workers in agriculture and services (hotels and transport) sectors showed a 
progressively higher tendency to become informal salaried. While workers in construction, trade, 
and finance sectors were more prone to become self-employed. In the public administration, 
defense, and health sectors workers had a remarkable tendency to formal occupations during the 
nineties, but following the 2001 economic downturn this changed toward a higher propensity to 
informal salaried employments. 

Interestingly, there is little evidence of occupational assortative matching within 
Argentinean households. This means, that other members of the household are more prone to 
formal salaried jobs when the family heads are also holding jobs with social security benefits, 
with no clear trend over time. A similar pattern is observed among spouses, although since 2001 
workers whose spouse had social security benefits become less likely to be formal salaried. This 
is consistent with evidence from other countries in the region (Pages et al 2005).  

Finally, controlling for other characteristics, internal migrants workers have a remarkably strong 
trend towards formal employment during the period. In contrast, immigrants that used to have a 
higher propensity to self employment during the nineties became increasingly more likely to be 
informal employees. 

Summarizing, the results indicate that the increase in informal employment in Argentina has 
affected the majority of socio-demographic groups, with few exceptions such as the university 
educated and older workers. The informalization of employment has been higher among women, 
young adults, and low educated workers, and noticeable among workers in middle and large 
firms, public administration, defense, education, and health. In addition to a generalized trend 
towards more informal employment young workers and medium to large size firms show a clear 
trend of rising propensity to informal salaried employment. The chapter concludes with an 
analysis of transitions in and out informal employment. 
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ANNEX 2.1. CHANGES IN EMPLOYMENT LAW IN ARGENTINA IN THE 1990S. 

A number of changes were made to employment laws over the course of the 1990s.1 During 
1991-98, several reforms designed to make the labor market more “flexible” were introduced, 
and these were partially rolled back between 1998 and 2000. The reforms dealt with temporary 
contracts and social security contributions (1991, 1995, 1998, 2000), dismissals (1991, 1998), 
and non-wage labor costs in general (1994).  

1991 Employment Law 
 
The 1991 reform introduced a large number of changes. It reintroduced a maximum for the 
compensation paid to laid-off workers. It also introduced four different types of “promoted” 
temporary contracts, which were partially or completely exempted from paying social security 
contributions. The four contracts were as follows: 

• “Employment promotion,” Fomento de Empleo, contracts for unemployed workers. 
These contracts exempted employers from paying half of payroll taxes for social security 
and the family allowance program, the national employment fund, and the health care 
scheme for retired workers. 

• Skilled young workers contracts, Práctica Laboral para Jóvenes, for workers up to 24 
years of age with technical or professional skills. 

• Unskilled young worker contracts, Trabajo Formación, for unskilled workers looking for 
their first job. Both types of young worker contracts were exempt from payroll taxes 
other than the national employment fund and health care contributions. 

• Temporary contracts for new activities. These contracts rebated tax contributions for 
social security by 50%.  

The use of the temporary contracts under the 1991 law was greatly limited by the fact that the 
contracts had to be agreed to by unions in collective bargaining agreements. There were other 
restrictions as well: the contracts could not be used if collective lay-offs had taken place in the 
previous year, and the workers hired through the contracts were required to be in addition to the 
previous year’s number of employees. The law also limited the proportion of a firm’s employees 
that could be hired under such contracts: 100% for firms with 5 or fewer workers, 50% in firms 
with 6-25 workers, and 30% in larger firms. Hopenhayn (2004) notes that few workers were 
hired under the 1991 special contracts. 

1995 Labor Law Modifications 
 
Reforms in March, 1995 made a number of important changes. First, Law 24465 formalized 
part-time contracts, which had previously been allowed, but without a separate legal status. The 
same law stipulated a trial period for new employees (período de prueba) of three months, which 
could be extended up to six months by collective bargaining agreements. During this period, the 

 
1 This annex draws heavily from Marshall (2004). 
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employee was required to make health insurance and family allowance payments, but was not 
required to contribute to the social security program, the health program for retirees, or the 
national employment fund. 

The same law also introduced two new contractual forms: an apprenticeship contracts (3 months-
2 years) for unemployed workers aged 14-25 and a special temporary contract (5 months – 2 
years) for workers older than 40, disabled workers, veterans of the Malvinas/Falklands war, and 
all women.  

Additionally, a separate law dealing with small firms (Law 24467) greatly liberalized the terms 
of the “promotion” contracts established under the 1991 laws. “Small” firms, defined as those 
with up to 40 workers and those with sales not exceeding an upper limit determined by an 
advisory committee, became exempt from requirements that such contracts be registered with the 
unified labor authority, validated through collective agreements, and include compensation paid 
by the employer at termination. 

1998 Reforms 
 
Changes in September, 1998 eliminated the “promotion” contracts established in 1991 and 
reduced the trial period (during which social security contributions were not paid) to just one 
month, but allowed such periods to be extended up to six months by collective bargaining. Other 
changes were made with the objective of reducing the cost of dismissals particularly for recently 
hired employees, by modifying requirement for advance notice of dismissal and the calculation 
of dismissal payments. Despite the intent of the law Becarria and Galin (2002) show that the 
overall result was to increase the cost of dismissal due to economic reasons. 

2000 Changes 
 
In 2000, the exemption from social security contributions for those during the trial period was 
eliminated. The trial period maintained, however, exemption from advance notice, expression of 
the cause of dismissal, and compensation for termination of the contract. The time for the trial 
period was extended to three months and could be extended up to six months for large firms, and 
up to 12 months for small firms (as defined in the 1995 law). The law also created incentives for 
the expansion of permanent employment, offering rebates on social security contributions when 
workers with temporary contracts were hired on a permanent basis. Rebates were larger for 
women, workers age 45 and older, and young workers age 24 or less.  
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ANNEX 2.2 THE MICROSIMULATION ANALYSIS OF CHANGES IN THE INFORMAL 
SALARIED RATE 

Individual data from the EPH survey was used to estimate the micro-econometric 
decompositions. We defined dummy variables that encode several socio demographic attributes. 
The following list encompasses all the variables used in the analysis:  

 
Gender 

• Women 
 

Age Groups 
• 15 to 25 years old 
• 26 to 35 years old 
• 36 to 45 years old (baseline category)  
• 46 to 55 years old 
• 56 to 65 years old 

 
Educational Level 

• Primary Incomplete (baseline category) 
• Primary Complete  
• Secondary Incomplete 
• Secondary Complete 
• Tertiary Incomplete 
• Tertiary Complete 

 
Household Composition 

• Household Size  (non dummy variable) 
• Household Head 
• Presence of children (less than 6 years old) 
• Women and Presence of Children (Interaction) 
• Other household member has retirement benefits 
• Household head and/or couple have/has retirement benefits 

 
Demographic variables 

• Marital status: single 
• Marital status: divorced 
• Single women (interaction) 
• Divorced women (interaction) 
• GBA region (baseline category only for Urban Argentina estimations) 
• Northeast region (only for Urban Argentina estimations) 
• Northwest region (only for Urban Argentina estimations) 
• Cuyo region (only for Urban Argentina estimations) 
• Pampean region (only for Urban Argentina estimations) 
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• Patagonian region  (only for Urban Argentina estimations) 
 
Firm Size 

• Small (baseline category) 
• Medium 
• Large 

 
Productive Sector 

• Agriculture 
• Industry (baseline category) 
• Construction 
• Commerce 
• Hotel services and transport 
• Financial services 
• Public Administration, Defense, Education, and Health 
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Table: A.2.2.1: Detailed Decomposition Results for GBA 

 
  1980 1987 1993 2000 1980 2000 
Total GAP 0.061 100% 0.062 100% 0.196 100.0% 
 
CHARACTERISTICS EFFECT  
Gender       
  women 0.003 4.7% 0.001 2.0% 0.005 2.6% 
Age Groups             
 15 to 25 -0.003 -5.6% -0.001 -2.3% -0.003 -1.6% 
 26 to 35 0.000 0.2% 0.000 0.4% 0.001 0.3% 
 46 to 55 0.000 0.0% 0.000 0.0% 0.000 0.0% 
 56 to 65 0.001 1.0% 0.000 0.1% 0.000 0.1% 
Level of Education             
 Primary Complete 0.001 2.5% 0.002 2.7% 0.004 1.8% 
 Secondary Incomplete -0.001 -1.8% 0.000 0.6% -0.001 -0.6% 
 Secondary Complete -0.001 -1.0% -0.001 -1.2% -0.003 -1.6% 
 Superior Incomplete -0.002 -3.1% -0.002 -3.0% -0.006 -2.9% 
 Superior Complete -0.002 -3.7% -0.004 -7.0% -0.003 -1.7% 
Household 
Composition             
 Head of Household 0.000 -0.1% 0.000 0.0% 0.000 0.1% 
 Household with kids  0.000 -0.5% 0.000 -0.2% -0.001 -0.3% 
 Interaction: Women - Kids 0.000 -0.1% 0.000 -0.2% 0.000 -0.1% 
 Household Size -0.001 -1.6% 0.000 -0.6% 0.000 -0.1% 
 Other member has 
retirement benefits 0.000 -0.1% 0.000 0.4% 0.000 0.0% 
 Interaction: head and-or 
couple with other member 
has retirement benefit 0.000 0.2% 0.000 -0.2% 0.001 0.3% 
Demographic             
 Marital Status: Single -0.002 -2.9% 0.000 0.1% -0.001 -0.5% 
 Marital Status: Divorced 0.000 0.6% 0.000 0.3% 0.002 0.8% 
 Single Women 0.001 1.7% 0.000 -0.5% 0.000 0.2% 
 Divorced Women 0.000 -0.8% 0.000 -0.4% -0.002 -1.0% 
Productive Sector             
 Agriculture 0.000 0.0% 0.000 0.0% 0.000 0.1% 
 Construction -0.002 -3.7% 0.000 0.7% -0.001 -0.6% 
 Trade 0.000 0.4% 0.000 0.0% -0.001 -0.4% 
 Hotel services and 
transport 0.000 -0.1% 0.001 0.9% 0.000 0.2% 
 Financial Services 0.000 -0.8% 0.000 -0.7% -0.002 -0.9% 
 Public Administration, 
defense, education, and 
health -0.001 -1.8% 0.000 0.5% 0.000 0.1% 
Firm Size             
 Medium size firms -0.001 -1.5% 0.003 5.2% 0.002 0.8% 
 Large size firms 0.005 7.5% -0.002 -3.5% 0.015 7.5% 
              
PARAMETER EFFECT 
Gender             
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  Women 0.010 16.7% -0.003 -4.9% -0.009 -4.7% 
Age Groups             
 15 to 25 0.005 9.0% 0.008 12.3% 0.010 5.2% 
 26 to 35 0.003 4.3% 0.003 4.6% 0.000 0.0% 
 46 to 55 0.000 -0.8% 0.003 4.4% 0.004 2.0% 
 56 to 65 0.000 -0.2% 0.001 1.8% -0.004 -1.9% 
Level of Education             
 Primary Complete 0.005 7.9% -0.020 -31.9% -0.012 -6.0% 
 Secondary Incomplete 0.002 3.9% -0.008 -12.4% -0.001 -0.7% 
 Secondary Complete -0.005 -7.8% -0.005 -8.5% -0.007 -3.6% 
 Superior Incomplete 0.004 5.8% -0.005 -8.4% -0.003 -1.5% 
 Superior Complete 0.000 -0.7% -0.010 -15.6% -0.015 -7.6% 
Household 
Composition             
 Head of Household 0.013 21.8% 0.012 19.0% 0.016 8.0% 
 Household with kids  -0.007 -12.1% 0.003 5.1% 0.004 1.9% 
 Interaction: Women - Kids 0.001 1.5% -0.006 -10.4% -0.002 -1.0% 
 Household Size 0.047 76.5% 0.019 30.6% 0.016 8.4% 
 Other member has 
retirement benefits 0.006 10.0% -0.001 -1.9% 0.002 1.1% 
 Interaction: head and-or 
couple with other member 
has retirement benefit -0.007 -12.3% 0.010 16.1% 0.000 -0.2% 
Demographic             
 Marital Status: Single -0.002 -2.6% 0.002 3.9% -0.014 -7.0% 
 Marital Status: Divorced -0.002 -3.3% -0.002 -3.4% -0.005 -2.6% 
 Single Women 0.008 13.6% 0.009 15.2% 0.014 7.1% 
 Divorced Women 0.005 8.0% 0.000 0.1% 0.006 3.3% 
Productive Sector             
 Agriculture -0.001 -1.2% 0.001 0.9% 0.000 0.1% 
 Construction 0.001 2.0% -0.003 -4.4% 0.000 -0.1% 
 Trade 0.002 2.9% -0.005 -7.7% 0.005 2.7% 
 Hotel services and 
transport -0.007 -11.4% 0.005 8.1% 0.006 3.0% 
 Financial Services 0.005 8.2% -0.010 -15.8% 0.003 1.7% 
 Public Administration, 
defense, education, and 
health -0.013 -21.7% 0.007 11.5% 0.008 3.9% 
Firm Size             
 Medium size firms -0.006 -9.6% 0.007 12.0% 0.004 2.2% 
 Large size firms -0.011 -17.8% 0.004 5.7% 0.007 3.5% 
Generalized Trend 
Effect 0.012 20.0% 0.050 80.1% 0.157 80.3%  

Source:  Own Estimations based Household Surveys 
 

 
 



 

 

ANNEX 3.1: THE PROFILE OF INFORMAL EMPLOYMENT IN (ALL OF) ARGENTINA 

 
In the last forty years, Argentina has experienced a major change in its productive and 
employment base as the economy has diversified and shifted from manufacturing to services. 
Broadly speaking, the occupational structure has remained remarkably stable: salaried workers 
have consistently comprised 70 percent of employment over the last four decades. With data 
from the 2001 census it is possible to sketch a profile of informal employment at the national 
level for all workers. National census data indicates that 4 out of 10 workers in Argentina are 
informal in the sense of not having coverage of the social security system. Rates of informality 
among all workers are lowest in urban areas (39 percent), higher in semi-rural areas (50 percent), 
and highest in rural areas (64 percent). Therefore, informality is more widespread than suggested 
by figures from the EPH surveys, which only cover large urban areas. Informality rates are 
highest among 15-25 year olds (63 percent) and those with less than primary education (65 
percent), along with workers in non-professional self-employment (74 percent), microenterprises 
(64 percent), construction (68 percent), primary activities (62 percent), and commerce (50 
percent). Urban data from the EPH indicate that there is a generalized trend towards more 
informal employment in most of the employed population. Informality rates among employees 
have increased more rapidly for some particular subgroups: women, young adults, low-educated 
workers, and workers in large and medium-sized firms, public administration, defense, 
education, and health sectors. 

This Annex examines changes in the Argentinean economic and employment structure in recent 
decades. The first section provides a brief discussion of long term changes in the national 
economic and employment structure as a backdrop for the patterns of increased informal 
employment observed in recent years. The second section gives a new snapshot of informal 
employment at the national level using the 2001 census data that covers rural areas and also has 
data on social security coverage for independent workers. The final section uses the available 
urban household survey data to examine to what extent the overall change in informal 
employment reflects changes in the sizes and propensities for informality of particular subgroups 
or a generalized trend in the labor market.  

LONG-TERM CHANGES IN ARGENTINA’S ECONOMIC AND EMPLOYMENT STRUCTURE 

During the last half century, the Argentine economy experienced a deep process of structural 
change. Argentina’s GDP structure has changed dramatically since 1960, when manufacturing 
generated 31.1 percent of output and 25.6 percent of total employment, while primary activities 
and personal services generated 16.6 percent of GDP and 19.2 percent of employment. In 1960, 
good-producing sectors accounted for 54.1 percent of GDP and 52.1 percent of total 
employment. Forty years later, the Argentine economy has diversified (no sector accounts for 
over 25 percent of GDP) and largely shifted from a manufacturing services economy. In 2001, 
services accounted for almost 68 percent of GDP and 73 percent of total employment. These 
changes are summarized in Figure A.3.1.1. 
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Figure A.3.1.1.:  The Evolution of Employment and GDP by Major Division, Argentina 1960 
2001 
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Note: In 1960, Social, Community and Personal Services were labeled “Services”; Miscellaneous Activities include “Other 
Services”. 
Sources: All data from National Population Censuses. 1960 from CONADE (1964)2 1970 from INDEC (1974)3; 1980 from 
INDEC (1983)4 1991 from INDEC (1994)5 and 2001 own calculations based on INDEC (2006)6  
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Sources: All data from GDP at constant prices. 1960 and 1970 (1970 prices) from BCRA, Gerencia de Investigaciones y 
Estadísticas Económicas, Depto. Cuentas Nacionales; 1980 and 1991 (1986 prices) from Dirección Nacional de Cuentas 
Nacionales (www.mecon.gov.ar/secpro/dir_cn/default1.htm) and 2001 (1993 prices) from Ministerio de Economía y 
Producción, República Argentina (www.mecon.gov.ar).  

 
2 CONADE, Consejo Nacional de Desarrollo (1964). “Censo nacional 1960, población: población mayor de 14 años, 
económicamente activa y ocupada, clasificada por sexo, rama de actividad y categoría de ocupación”. Buenos Aires. 
3 INDEC (1974). Censo Nacional de Población, Familia y Viviendas 1970. Resultados obtenidos por muestra: total 
del país, Buenos Aires. 
4 Censo Nacional de Población y Vivienda 1980. Serie D, Población, Resumen Nacional. Buenos Aires. 
5 INDEC (1994). Censo Nacional de Población y Vivienda 1991. Resultados Definitivos. Características Generales. 
Total del País.  Serie C. Buenos Aires. 
6 INDEC (2006). Base Usuarios Censo 2001 v1.2. Buenos Aires. 
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Underlying this general trend are 
contrasting patterns of variation in the 
share of GDP and employment across 
economic sectors, with implications for the 
labor intensity of production, particularly:  

Figure A.3.1.2. Evolution of Employment by 
Occupational Category, Argentina 1960 2001 
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• Long-term declines took place in the 
agriculture and manufacturing shares of 
both output and employment. 

• The employment share of the Social, 
Community and Personal Services 
sector rose three times more (14 
percentage points) than its GDP share 
(5 percentage points). 

Source: All data from National Population Censuses.  
Figure A.3.1.3: Evolution of Employment by 

Region, Argentina 1960 2001 • The share of employment in the 
Commerce sector increased even 
though its GDP share remained 
constant after a decline in the 1960s. 

0%

10%

20%

30%

40%

50%

60%

Cuyo Region Great Buenos
Aires

Nordeast
Region (NEA)

Norwest
Region (NOA)

Pampean
Region

Patagonean
Region

1960 1970 1980 1991 2001

• The Finance, Insurance and Real Estate 
sector shows a modest rise in its 
employment share (8 percentage 
points) contrary to its significant 
increase in GDP share (18 percentage 
points) during the 1970s and 1990s. Source: All data from National Population Censuses. Note: In 

1960, GBA corresponds only to the city of Buenos Aires.  

Despite these major sectoral shifts in 
economic activity and employment, the regional and broad occupational composition of 
employment has changed only slightly during the last 40 years (Figure A.3.1.2). Salaried 
employment has remained approximately 70 percent of total employment during the last four 
decades. The share of workers who are self-employed increased by 7 percentage points between 
1960 and 1980, while the share of workers who are owners halved between 1960 and 1970. The 
national share of independent employment has remained fairly constant since 1980.7

 

Figure A.3.1.3 also shows that overall employment remains concentrated in Greater Buenos 
Aires and the Pampas Region8. In 1960, the two regions accounted for 74.6 percent of total 

 
7 It is important to note that census data is not strictly comparable over time, due to various changes in the census 
questionnaire. In particular, there is evidence that changes in the questionnaire in 1991 may have affected the 
distribution of employment categories. The 1991 data show a sharp decrease in salaried workers, and increases in 
the number of self-employed, owners, and family workers. None of these changes are evident when contrasting 1991 
EPH results and 1991 census results in selected comparable cities (Groisman 1999). Thus, the growth in the 
proportion of owners, self-employed workers and family workers may be due to changes in the 1991 census 
questionnaire and not to real structural changes in employment.   
8 Notice that GBA corresponds only to the city of Buenos Aires in 1960. Sources have not allowed disaggregating 
Buenos Aires’ surroundings from the rest of Buenos Aires Province. This is the reason for analyzing both GBA and 
the Pampas Region together. 
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employment, while this proportion was 5 percentage points less in 2001. The only noticeable 
change in the rest of the country has been the increase in the Patagonia Region employment 
share, which has doubled throughout the last 40 years and was 5.2 percent of total employment 
in 2001. 

The sectoral shift from agriculture and manufacturing to services is not unique to Argentina. 
Similar trends have taken place in many countries. Nonetheless, some observers in Argentina 
believe they are related to the rise in informality. Coupled with the shrinking size of 
manufacturing, the share of employment with union membership has gone down. The shift 
towards commerce and other services has caused an expansion of small-scale production 
activities with low productivity levels. As a result, the costs of monitoring the benefits mandated 
by labor legislation have increased, which in turn may have increased the attractiveness of 
informal employment and underground economic activities. Some authors have noted that 
changes in the pattern of sectoral labor demand could also have affected informality by reducing 
small business opportunities, particularly in manufacturing (Carpio and Novacovsky, 1999:15). 
This hypothesis is examined later in Chapter 4 of the report. 

The employment structure in Argentina. Argentine employment is 90 percent urban. Women 
represent 37.5 percent of total employment and migrants are only 5.2 percent. Figure A.3.1.4 
shows the structure of Argentine employment based on the 2001 Census according to GDP 
sectors, employment categories, and regional structure. Among sectors, the Mining sector and 
the Electricity, Gas, and Sanitary Services sector have the highest rates of salaried employment. 
Independent workers (self-employed workers and owners) are particularly present in 
Construction, Trade, Agriculture, and Finance and Real State.  

There is some variation in employment structure by region (Figure A.3.1.5). The Northeast 
Region has the highest proportion of self-employed (25 percent), followed by the Northwest 
Region (NOA) (22 percent). 

Figure A.3.1.4: The Sectoral Structure of Employment, Argentina 2001 
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Source: Own calculations based on INDEC (2006).  
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Figure A.3.1.5: The Regional Structure of Employment, Argentina 2001 

Employment Structure by Region 2001  
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Unfortunately, it is not possible to develop comparable long-term estimates of changes in social 
contribution rates (which underlie the main definition of informality used in this report) from 
population census data. Before 1991, no such information was collected in the census, and in 
1991 such data was only collected for wage earners. Thus, the EPH urban data discussed in 
Chapter 2 is the best source of information on changes in informality over time. It is possible, 
however, to use the 2001 census to obtain a comprehensive snapshot of informal employment 
patterns at the national level. This characerization is presented in the following section. 

WHO ARE THE INFORMAL WORKERS IN ARGENTINA? 

The 2001 National Population Census included a question on social security contributions that 
was asked to all workers. The question asked whether the employee had “deductions” in her/his 
wage in order to pay social security (“Por ese trabajo, ¿le descuentan para jubilación?”). If the 
answer was no or “unknown,” the respondent was asked if he/she made direct payments to social 
security (“¿En ese trabajo, aporta por sí mismo para la jubilación?”).9

The 2001 Population Census has several advantages over the EPH for analyzing informal 
employment. First, it provides national coverage, includes rural areas, and collects information 
on social security contributions for all workers, not just salaried employees. The census can also 
be used to examine the profile of informal employment for groups of workers who are not well 
represented in the EPH. 

How widespread is informality in Argentina? By the social protection definition of informality, 
4 out of 10 of all workers in Argentina (urban and rural) are in informal jobs. Informal 
 
9 There are some limitations to the 2001 census data. First, there are widely known drawbacks in census data quality 
related to the qualifications of enumerators (mostly school teachers applied the questionnaire) and the peculiarities 
of the 2001 crisis. The 2001 census yielded higher unemployment rates than comparable EPH figures, particularly 
among informal workers (Groisman, 2004). This is probably due to a wider reference period and the difficult 
economic circumstances at the time of collecting census data. It in turn implies a downward bias in the 2001 census 
enumeration of informal workers. 
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Figure A.3.1.6: Informal Employment According to Social Security Coverage, Argentina 2001 
Main employment by contributing Status 
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Source: Own calculations based on INDEC (2006).  

employment is comprised of unregistered wage workers (23 percent of all workers); non-
professional self-employed workers (14 percent) and microenterprise owners (2 percent). 
Informal employment rates are 39 percent in urban areas, 50.1 percent in semi-rural areas, and 
63.9 percent in rural areas. In rural areas, 63 percent of total employment is concentrated in the 
Agriculture, Forestry and Fishing sector, which has an informality rate of 68 percent. 

Figure A.3.1.6 shows the breakdown of informality for several employment categories. 
Informality rates are the highest among non-professional self-employed workers (74 percent) and 
microenterprise wage workers (64percent). Owners and professional self-employed workers have 
the highest social security contribution rates (approximately 80 percent). While microenterprise 
owners themselves have high contribution rates, contribution rates for microenterprise 
employees are much lower. 

Microenterprise owners are 6 percent of total employment and their wage workers account for 23 
percent. Non-professional self-employed workers represent 18 percent and family workers 3 
percent of total employment. This means that according to the ILO productivity definition the 
“informal sector” broadly defined accounted for half of total employment in Argentina in 200110. 

Although no perfect, Table A.3.1.1 shows the considerable degree of overlap between the ILO’s 
productivity-based definition of the “informal sector” (based on variables that acted as proxies 
for certain units of production) and “informal employment” defined based on social security 
contributions. Census figures show that 67 percent of the employment in the “informal sector”, 
according to the ILO productivity criteria, does not contribute to social security, and thus is 
informal according to the registration criteria. In the same fashion, 8.5% of employment in the 
formal sector, according to the ILO productivity criteria, does not contribute to social security. 

 
10 Informal sector includes in this case domestic work. 
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Where are the informal workers in Argentina? (Figure A.3.1.7). Informal workers are 
concentrated in Social, Community and Personal Services (11 percent of total employment), 
Commerce (9 percent) and Agriculture, Forestry and Fishing (4 percent). Construction has the 
highest informality rate (67 percent of all employment in this sector), followed by Agriculture, 
Forestry and Fishing (53 percent). Transportation, Communications, Commerce and 
Manufacturing show average informality rates, while Mining and Utility Sectors have low 
informality rates (10 percent and 12 percent respectively).  

 
Figure A.3.1.7: Informal Employment by Economic Sector, Argentina 2001  
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Source: Own calculations based on INDEC (2006). 

 

Table A.3.1.1 Overlap Between Informality Definitions: Productive and Social Security 
Contributions 

  

Main Employme
Not Registererd

ercentage of 
total workers in 
each category) 

n Categories (p
 

Wage workers (Public Sector) 12% 
Wage workers (Private sector, > 5 employees) 19% 
Owners (> 5 employees) 22% 
Own-account workers (professionals) 20% 

Formal ILO 
(productivity 

based) Fo  (Prormal ILO ductivity based) 8.5% 
Wage workers (Private sector, < 5 employees) 64% 
Owners (< 5 employees) 39% 
Own-account workers (other) 74% 
Fa ers mily work 93% 

Informal ILO 
(productivity 

based) 

Informal ILO (productivity based) 67%  
                        Source: Own estimates based on EPH Continua survey data (National) 
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Figure A.3.1.8 shows that informal employment is highly correlated with establishment size11. 
Indeed, there is a dramatic fall in the rate of informal employment when firms pass the five 
employee threshold and become mid-size; informality among wage workers declines from 64 
percent to 20 percent. Only 2.5 percent of small firm workers contribute to social security by 
themselves. These patterns do not originate in any special labor legislation for small firms. 

Figure A.3.1.8: Informal Employment by Firm Size, Argentina 2001  
Employment by Major Division and Contributing 
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Greater Buenos Aires and the Patagonia Region have the lowest rates of informality, while in the 
Northeast (NEA) and Northwest (NOA) Regions, the rate of informality is around 50 percent. 
However, the bulk of informal workers are concentrated in the Pampas Region: 15 percent of 
total informal employment is generated in this region (Figure A.3.1.9). 

Figure A.3.1.9: Informal Employment by Region,  Argentina 2001  
Employment by Major Division and Contributing Status 
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Source: Own calculations based on INDEC (2006). 

 
11 Self-employed workers are not included in these figures. 
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Who are the informal workers in Argentina? Informal workers are overrepresented among the 
very young and older workers. This is true both for non-contributing and non-wage workers 
(Figure A.3.1.10). The young comprise a quarter of all informal workers, and about one third of 
prime-age workers are informal. This is a concern since this is the time when social security 
contributions are needed to ensure eligibility for old-age benefits. 
 

Figure A.3.1.10: Informal Employment by Age Groups and Educational Credentials, Argentina 
2001 
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Contributing Status by Educational Credentials 2001 Employment by Educational Credentials 2001 
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Educational attainment is strongly correlated with informality12. The incidence of informality is 
five times as large among those with less than complete primary school (61 percent) than among 
those with a university diploma (12 percent). Diplomas matter a lot: informality incidence falls 
significantly with degree completion. The informality share falls by 9 percentage points with 
primary school completion and 16 percentage points with tertiary completion. Informal jobs 
among the low educated (less than secondary school) represent 37 percent of total employment. 
Since informality gradients are the strongest for education and firm size, this is suggestive of the 

 
12 Due to more detailed Census data, educational credentials have been differentiated between attained levels, which 
give a better picture than the more standard years of schooling analysis. 
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importance of firm and workers’ productivity levels in securing social protection attached to 
jobs.  

Women show higher rates of salaried employment than men (81 percent as against 68 percent). 
Among self-employed workers and owners, men contribute to social security at higher rates than 
women. Migrants have lower chances than native workers of becoming contributing wage 
workers; their informality rate is 52 percent as opposed to 38 percent of native workers (Figure 
A.3.1.11).  

Figure A.3.1.11: The Structure of Informal Employment by Personal Characteristics 2001 
(Gender, Native and Migrant Employment by Contributing Status) 
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ANNEX 3.2: DETAILED RESULTS FROM ANALYSIS OF SPECIAL EPH INFORMALITY 
MODULE 

 

Table A.3.2.1: Distribution of the Motivations/Reasons for Being in the 
Current Job as Salaried/Independent Worker 

Most cited % all responses
Formal Salaried

Could not find another job 50.7 22.4
Independent work is unstable 42.7 18.9
Earns more than as independent 29.3 12.9
Better mobility opportunities/prospects 69.3 30.6
Have been unable to become independent 25.5 11.2
Other 8.9 3.9

Informal Salaried
Could not find another job 86.5 47.2
Independent work is unstable 24.0 13.1
Earns more than as independent 19.0 10.4
Better mobility opportunities/prospects 18.3 10.0
Have been unable to become independent 27.0 14.8
Other 8.4 4.6

Formal Independent Primary reason
Could not find job as salaried 25.8 13.5
Autonomy/ no boss 28.3 5.4
Flexible hours / less responsibility 32.7 4.8
Family tradition 19.8 9.2
Better mobility opportunities/prospects 57.1 30.7
Has been able to become independent 65.2 27.3
Other 11.0 9.1

Informal Independent
Could not find job as salaried 58.2 43.1
Autonomy/ no boss 16.9 3.6
Flexible hours / less responsibility 30.8 7.4
Family tradition 12.2 5.0
Better mobility opportunities/prospects 29.1 13.9
Has been able to become independent 42.6 14.6
Other 15.3 12.5  

Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
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Table A.3.2.2: Distribution of the Motivations/Reasons for Being in the 

Current Job as Salaried/Independent Worker by Gender 

Female Male
Formal Salaried

could not find another job 21.9 22.8
independent work is unstable 19.4 18.5
earns more than as independent 12.4 13.3
better mobility opportunities/prospects 31.2 30.3
have been unable to become independent 10.4 11.8
Other 4.8 3.4

Informal Salaried
could not find another job 50.3 44.7
independent work is unstable 12.3 13.7
earns more than as independent 9.5 11.1
better mobility opportunities/prospects 8.3 11.3
have been unable to become independent 14.6 14.9
Other 4.9 4.3

Formal Independent
could not find job as salaried 12.0 14.2
autonomy/ no boss 4.1 6.0
flexible hours / less responsibility 11.2 1.9
family tradition 8.8 9.4
better mobility opportunities/prospects 23.4 34.1
Has been able to become independent 29.2 26.5
Other 11.4 8.0

Inormal Independent
could not find job as salaried 31.0 50.2
autonomy/ no boss 2.2 4.4
flexible hours / less responsibility 14.3 3.3
family tradition 4.3 5.4
better mobility opportunities/prospects 12.6 14.7
Has been able to become independent 20.7 10.9  

Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
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Table A.3.2.3: Distribution of the Motivations/Reasons for Being in the 
Current Job as Salaried/Independent Worker by Educational Level 

Formal Salaried
could not find another job 25.6 24.2 19.3
independent work is unstable 17.5 18.5 19.9
earns more than as independent 13.8 12.4 13.0
better mobility opportunities/prospects 30.8 30.6 30.6
have been unable to become independent 10.7 11.6 11.2
Other 1.7 2.8 6.0

Informal Salaried
could not find another job 52.4 46.7 38.0
independent work is unstable 12.9 12.1 15.5
earns more than as independent 9.2 10.8 11.7
better mobility opportunities/prospects 8.1 10.6 12.5
have been unable to become independent 15.3 14.8 13.6
Other 2.1 4.9 8.7

Formal Independent
could not find job as salaried 24.4 17.4 7.9
autonomy/ no boss 4.8 7.2 4.7
flexible hours / less responsibility 1.2 2.4 7.3
family tradition 9.5 8.5 9.4
better mobility opportunities/prospects 21.8 30.3 33.9
Has been able to become independent 31.6 30.8 24.1
Other 6.8 3.3 12.8

Inormal Independent
could not find job as salaried 49.9 43.0 25.7
autonomy/ no boss 4.2 2.8 3.4
flexible hours / less responsibility 1.3 8.3 21.5
family tradition 4.0 4.3 8.7
better mobility opportunities/prospects 12.1 15.1 16.7
Has been able to become independent 12.7 17.5 14.2
Other 15.9 9.1 9.8

Primary level Secondary level Superior level

 
Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
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Table A.3.2.4: -Bi-Probit Models – Probability of Being Salaried and Contributing to the SS. 

Age 15-25 (baseline category= age 36-45)      0.449       -0.159        0.404       -0.237        0.288       -0.161   
    [3.99]***    [-1.63]       [3.48]***    [-2.17]**     [2.14]**    [-1.37]   

Age 26-35      0.262        0.037        0.249       -0.009        0.289        0.028   
    [3.26]***     [0.48]       [3.05]***    [-0.11]       [3.14]***     [0.30]   

Age 46-55     -0.119       -0.024       -0.111        0.083       -0.056        0.113   
   [-1.53]      [-0.31]      [-1.40]       [0.91]      [-0.64]       [1.15]   

Age 56-65     -0.555       -0.099       -0.588        0.071       -0.600        0.125   
   [-6.23]***    [-1.04]      [-6.46]***     [0.69]      [-5.80]***     [1.10]   

Primary Complete (baseline category: primary incomplete)      0.032        0.291       -0.003        0.302        0.109        0.279   
    [0.25]       [2.22]**    [-0.03]       [2.36]**     [0.75]       [2.10]** 

Secondary Incomplete      0.019        0.447        0.002        0.443        0.131        0.370   
    [0.14]       [3.21]***     [0.02]       [3.16]***     [0.87]       [2.57]** 

Secondary Complete      0.130        0.812        0.089        0.783        0.367        0.689   
    [0.96]       [5.88]***     [0.64]       [5.62]***     [2.36]**     [4.79]***

Superior Incomplete     -0.217        0.801       -0.234        0.751        0.147        0.599   
   [-1.50]       [5.37]***    [-1.58]       [5.00]***     [0.88]       [3.82]***

Superior Complete     -0.334        0.995       -0.341        0.958        0.020        0.737   
   [-2.41]**     [6.62]***    [-2.40]**     [6.22]***     [0.13]       [4.50]***

Female     -0.151       -0.426       -0.126       -0.410       -0.317       -0.428   
   [-1.43]      [-4.11]***    [-1.16]      [-3.48]***    [-2.61]***    [-3.33]***

Household with kids less than 7 years old      0.103        0.012        0.100       -0.075        0.035       -0.082   
    [1.89]*      [0.22]       [1.82]*     [-1.31]       [0.56]      [-1.30]   

Interaction: Women and presence of children     -0.075       -0.028       -0.070        0.030        0.000        0.037   
   [-0.91]      [-0.37]      [-0.83]       [0.35]       [0.00]       [0.40]   

Household size     -0.054       -0.062       -0.056       -0.066       -0.073       -0.051   
   [-2.94]***    [-3.58]***    [-2.96]***    [-3.45]***    [-3.40]***    [-2.40]** 

Single (baseline category: married)      0.329       -0.052        0.359       -0.068        0.273       -0.117   
    [2.78]***    [-0.47]       [2.97]***    [-0.56]       [1.99]**    [-0.91]   

Divorced, Widow     -0.104        0.166       -0.089        0.230       -0.107        0.127   
   [-0.72]       [0.92]      [-0.60]       [1.22]      [-0.63]       [0.67]   

Interaction: single woman      0.162        0.563        0.102        0.531        0.099        0.629   
    [1.01]       [4.19]***     [0.62]       [3.51]***     [0.54]       [3.86]***

 Interaction: divorced woman      0.393        0.130        0.332        0.101        0.373        0.193   
    [2.00]**     [0.63]       [1.66]*      [0.46]       [1.65]*      [0.85]   

National migrants (baseline category: non migrant)      0.204        0.102        0.198        0.003        0.142        0.024   
    [2.57]**     [1.37]       [2.47]**     [0.04]       [1.56]       [0.26]   

Foreign migrants     -0.024       -0.121       -0.041       -0.092       -0.003       -0.005   
   [-0.24]      [-1.19]      [-0.38]      [-0.82]      [-0.03]      [-0.04]   

Household head     -0.145       -0.019       -0.124       -0.010       -0.076       -0.107   
   [-1.74]*     [-0.24]      [-1.47]      [-0.11]      [-0.79]      [-1.11]   

 Agriculture sector (baseline category: Manufacture sector)     -0.156       -0.068       -0.164       -0.003       -0.208       -0.089   
   [-0.52]      [-0.28]      [-0.51]      [-0.01]      [-0.63]      [-0.27]   

Construction sector     -0.925       -0.710       -0.941       -0.385   -1155     -0.418   
   [-8.25]***    [-5.96]***    [-8.16]***    [-2.94]***    [-8.76]***    [-3.01]***

Trade sector     -0.772       -0.367       -0.774        0.021       -0.900       -0.004   
   [-9.69]***    [-5.12]***    [-9.46]***     [0.25]      [-9.55]***    [-0.04]   

Public SS. Sector 6069      0.255   6100     -0.002   6258     -0.091   
   [37.79]***     [0.89]      [50.37]***    [-0.01]      [28.34]***    [-0.22]   

Financial Sector      0.085       -0.200        0.102       -0.202       -0.011       -0.118   
    [0.72]      [-2.10]**     [0.85]      [-1.85]*     [-0.08]      [-1.02]   

 Public Administration, defense, education, and health sector      0.129        0.168        0.125        0.100        0.007        0.158   
    [1.54]       [2.35]**     [1.46]       [1.25]       [0.08]       [1.83]*  

Less than 1 year of tenure (baseline category: more than 5 years)      0.240   -1071      0.250   -1076      0.131       -0.925   
    [3.03]***   [-14.72]***     [3.05]***   [-13.19]***     [1.38]     [-10.63]***

Between 1 and 5 years of tenure     -0.016       -0.502       -0.019       -0.503       -0.061       -0.423   
   [-0.26]      [-8.32]***    [-0.30]      [-7.40]***    [-0.84]      [-5.78]***

Head and-or couple has retirement benefit                  -0.122                    -0.006                    -0.004   
                [-1.00]                   [-0.04]                   [-0.03]   

Other member has retirement benefits                   0.261                     0.149                     0.171   
                 [2.70]***                  [1.41]                    [1.54]   

 Monoparental household                  -0.123                    -0.227                    -0.187   
                [-1.50]                   [-2.46]**                 [-1.94]*  

Educational capital of the household                   0.011                     0.013                     0.004   
                 [1.54]                    [1.56]                    [0.49]   

Small size firms (baseline category: Large size firms)              -1518              -1409
               [-17.68]***                [-15.48]***

Medium size firms                  -0.736       -0.726   
                [-9.42]***    [-8.72]***

Has been formal salaried workers     -0.354       -0.238   
   [-3.26]***    [-2.21]** 

Has been informal salaried workers     -0.160       -0.327   
   [-1.55]      [-3.24]***

Has been independent workers     -0.329       -0.320   
   [-3.42]***    [-3.03]***

Beside the retirement plan, have others savings      0.045        0.074   
    [0.43]       [0.59]   

Preference for salaried employment      0.840        0.061   
                [13.66]***     [0.98]   

Could not find another job                   0.428       -0.551   
    [6.66]***    [-8.18]***

Better income opportunities      0.252        0.356   
    [4.04]***     [5.87]***

Constant 1145      0.389   1126 1210      0.882   1678
    [6.00]***     [1.93]*      [5.70]***     [5.42]***     [3.46]***     [6.00]***

Rho (Correlation coeficcient)      0.462                    -0.006        0.131   
   [11.65]***                 [-0.12]       [2.53]** 

Chi-square 3598 5970 2622
Number of observations 3403 3200 2931
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0=Independent

1=Salaried   
0=Independent

1= Contribute to SS.          
0=Non contribute to SS.

1= Contribute to SS.            
0=Non contribute to SS.

1= Contribute to SS.           
0=Non contribute to SS.

Model 2 (Basic  model+ variable of firms size)

1=Salaried   
0=Independent

Model 1 (Basic EPHC variables) Model 3 (Model 2 +  variables of informality 
module)
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Table A.3.2.5: Probability of Contributing to the Social Security System – Differences by Characteristics 
and Groups 

Baseline worker 80.86 58.04 48.33 32.53 9.71 9.43 59.77 50.73
Age 15-25 (baseline: Age 36-45) 87.72 51.66 46.37 41.35 5.29 6.99 52.86 43.07
Age 26-35 87.74 59.14 52.93 34.81 6.21 6.05 60.33 50.65
Age 46-55 79.29 62.39 50.91 28.39 11.49 9.22 64.20 55.47
Age 56-65 60.74 62.87 40.09 20.65 22.78 16.48 66.00 58.02
Primary Incomplete (baseline: Secondary incomplete) 77.09 43.36 34.96 42.13 8.40 14.51 45.35 36.65
Primary Complete 80.26 54.43 45.13 35.13 9.31 10.44 56.23 47.14
Secondary Complete 86.61 69.89 61.55 25.07 8.34 5.04 71.06 62.33
Superior Incomplete 81.30 66.70 55.52 25.77 11.17 7.53 68.30 59.75
Superior Complete 77.70 71.55 56.95 20.75 14.61 7.70 73.30 65.49
Single (baseline: Married) 87.40 53.44 47.78 39.62 5.66 6.94 54.67 44.92
Female (baseline: Male) 71.08 41.70 31.36 39.72 10.34 18.59 44.12 35.75
Single woman 82.32 61.89 52.26 30.06 9.64 8.04 63.48 54.50
Manufacture sector (baseline: Trade sector) 96.19 58.19 56.40 39.79 1.79 2.02 58.64 46.98
Agriculture sector 94.12 54.71 52.10 42.02 2.61 3.27 55.35 44.37
Construction sector 73.18 41.62 32.12 41.07 9.51 17.31 43.88 35.44
Public SS. Sector 100.00 54.62 54.62 45.38 0.00 0.00 54.62 0.00
Financial Sector 96.09 53.55 51.89 44.20 1.65 2.25 54.00 42.34
 Public Administration, defense, education, and health sector 96.25 64.23 62.23 34.02 2.00 1.75 64.66 53.28
Less than 1 year of tenure (baseline: between 1 and 5 years) 85.64 38.26 33.87 51.78 4.40 9.96 39.55 30.62
More than 5 years of tenure 82.48 73.44 61.71 20.77 11.73 5.79 74.82 66.93
Has been informal salaried worker (baseline: has been formal salaried) 85.69 54.52 47.89 37.80 6.63 7.68 55.89 46.34
Has been independent workers 81.51 54.81 46.06 35.45 8.75 9.74 56.51 47.34
Preference for independent employment (baseline:preference for salaried emp.) 51.29 55.64 30.59 20.70 25.05 23.66 59.64 51.43
Could  find another job (baseline:could not find another job) 67.17 77.45 53.47 13.71 23.98 8.84 79.60 73.06
It was not for better income opportunities  (baseline: better income opportunities) 73.26 43.92 33.85 39.41 10.07 16.67 46.21 37.65
Other member has not retirement benefits (baseline: Other member has retirement bene.) 80.86 51.44 43.00 37.85 8.43 10.71 53.18 44.05
Small size firms (baseline: Medium size firms) 0.00 31.54 26.72 54.13 4.81 14.33 33.05 25.15
Large size firms 0.00 82.34 67.55 13.31 14.80 4.35 83.54 77.30
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA. 
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Figure A.3.2.1: Informal Employment and Work-Life Occupational History by 
Educational Level 

% workers in current occupational group 
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Source: Authors estimations based in the EPH, IV trimester, 2005 and Informality module, GBA.Note: Each cell gives 
the percentage of workers currently in each occupational group that have held employment in the other occupational 
groups at some moment during their work-life. 
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ANNEX 3.3: THE PERMANENT HOUSEHOLD SURVEY INFORMAL SECTOR 
MODULE 

During the early discussions between Ministry of Labor officials and World Bank team 
members, it became clear that a serious restriction to generate a reliable analysis of informality in 
Argentina was the lack of appropriate data, especially at the micro level. The main source of 
labor market and household statistics in Argentina is the Permanent Household Survey (EPH), a 
continuous survey with quarterly releases that is applied in 28 urban areas of the country. While 
the quality of this survey is appropriate for the analyses proposed, it suffered fro man important 
shortcoming, as it is mostly focused on characteristics of employed workers, in particular wage 
earners. As such, EPH does not have information on the self-employed status, nor on motivations 
for participating on the Social Security system, or other areas that were of interest for this report.  

After analyzing different alternatives to obtain reliable statistical information to expand the 
analysis, the Bank team and the Ministry of Labor staff agreed that the best approach would be to 
ask the National Statistical Institute (INDEC) to include several specific questions in the EPH, at 
least for a quarter. After several meetings with INDEC officials, we concluded that, due to 
budgetary and operational reasons, the most reasonable course of action was to include a special 
module in the questionnaire used in Buenos Aires Metropolitan Area during the last quarter of 
2005. The cost of this module was approximately US$50,000 fully financed by the World Bank. 

The module contents and design was developed jointly by the Bank team members, Ministry of 
Labor officials, and INDEC technical staff, between July and August 2005. A pilot test was run 
by INDEC in August 2005, and final adjustments were made in agreement of all involved parts.  

A Module as part of EPH. The EPH allows characterizing informal workers according to their 
qualifications, the type of productive unit, income, and registration condition in the case of wage 
workers. Therefore, it does not capture independent workers’ contributing status, showing a 
serious limitation to measure informal employment. The Informal Sector Module collects this 
information, allowing for an accurate measurement of informality. 

EPH is designed according to employment categories (owners, own-account workers, wage 
workers and family workers) that are revealed through different ‘tracks’ respondents follow to 
answer the Employment Questionnaire. Strictly, two informal sector modules were designed to 
match these tracks: one intended for wage workers –with specific questions according to 
contributing status (Module B); and the other intended to independent workers –owners, own-
account workers and ‘captive’ own-account workers (Module A).  

The objectives of the module were a) To inform debate and policy design on informal 
employment in Argentina; b) To characterize informal employment, particularly through tackling 
the extent and reasons of non contribution to social security.  

Both modules follow the following structure:  

• Identification and specific questions; 

• Motivations; 

• Questions related to the productive unit, particularly its formality (tax payments/ compliance 
to regulations, including an assessment of compliance to labor regulations); 
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• Worker contributing/registration status; 

• Occupational transitions. 

The Informal Sector Module was collected during the last quarter of 2005 in the Buenos Aires 
Metropolitan Area. Out of 4042 surveyed individuals (from 3041 households) the module was 
responded by 4015, producing a very low non response rate. The field work was completed in 
early January 2006 and the processing of survey forms began immediately. As of early May 
2006 all data had been processed, and basic consistency checks were run. On May 2006 a 
provisional data set, including all questions in EPH and the informality module were delivered to 
the Bank, and the final consistency analysis (executed jointly by the World Bank, the Ministry of 
Labor and INDEC) began. Expectations of team members and counterparts are that the data will 
be ready for analysis in early July 2006.  
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ANNEX 4.1: DESCRIPTIVE STATISTICS 

Table: A.4.1.1: Main Labor Market Characteristics 
 

     
Variables All  Formal Salaried Informal Salaried Independent Workers 
     
log hourly labour income 1.38 1.73 1.04 1.18 
age 38.92 38.99 35.77 44.40 
potential experience 22.31 21.02 20.35 28.22 
education     
years of education 10.63 11.96 9.44 10.18 
primary incomplete 0.23 0.16 0.29 0.27 
primary complete 0.08 0.03 0.12 0.11 
secondary incomplete 0.18 0.13 0.23 0.17 
secondary complete 0.20 0.24 0.17 0.18 
university complete 0.14 0.17 0.11 0.11 
university incomplete 0.17 0.26 0.07 0.16 
sectors     
Primary 0.01 0.01 0.02 0.01 
Manufacturing 0.14 0.16 0.13 0.13 
Construction 0.09 0.04 0.10 0.17 
Commerce 0.23 0.16 0.21 0.40 
Public services 0.07 0.08 0.07 0.06 
Financial services 0.09 0.10 0.06 0.10 
Public administration 0.08 0.15 0.04 … 
Education, Health, services 0.29 0.30 0.37 0.14 
regions     
GBA 0.54 0.55 0.54 0.52 
Pampeana 0.22 0.22 0.22 0.23 
Cuyo 0.07 0.07 0.07 0.07 
NOA 0.10 0.08 0.11 0.11 
Patagonia 0.02 0.04 0.02 0.02 
NEA 0.04 0.04 0.05 0.05 
urban areas     
La Plata 0.03 0.03 0.03 0.02 
Bahia Blanca 0.01 0.01 0.01 0.01 
Rosario 0.05 0.05 0.05 0.05 
Santa Fe 0.02 0.02 0.02 0.03 
Parana 0.01 0.01 0.01 0.01 
Posadas 0.01 0.01 0.01 0.01 
Resistencia 0.01 0.01 0.02 0.01 
Cdro. Rivadavia 0.01 0.01 0.00 0.00 
Mendoza 0.04 0.04 0.04 0.05 
Cordoba 0.01 0.01 0.01 0.01 
Concordia 0.06 0.05 0.06 0.07 
Formosa 0.01 0.01 0.01 0.01 
Neuquen 0.01 0.01 0.01 0.01 
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S. del Estero 0.01 0.01 0.01 0.02 
Jujuy 0.01 0.01 0.02 0.02 
Rio Gallegos 0.00 0.01 0.00 0.00 
Catamarca 0.01 0.01 0.01 0.01 
Salta 0.02 0.02 0.02 0.03 
La Rioja 0.01 0.01 0.01 0.01 
San Luis 0.01 0.01 0.01 0.01 
San Juan 0.02 0.02 0.02 0.02 
Tucuman 0.03 0.03 0.04 0.04 
Santa Rosa 0.01 0.01 0.00 0.00 
Ushuaia 0.01 0.01 0.00 0.00 
Ciudad de Bs As 0.14 0.18 0.11 0.12 
Partidos del GBA 0.41 0.38 0.43 0.40 
Mar del Plata 0.02 0.02 0.02 0.02 
Rio Cuarto 0.01 0.01 0.01 0.01 
tenure     
less than 1 month 0.05 0.01 0.09 0.05 
1 to 3 months 0.07 0.03 0.13 0.06 
3 to 6 months 0.06 0.04 0.11 0.04 
6 to 12 months 0.07 0.06 0.10 0.06 
1 to 5 years 0.35 0.31 0.42 0.31 
more than 5  years 0.41 0.55 0.14 0.49 
Personal and other characteristics     
Female 0.44 0.41 0.52 0.34 
Married 0.60 0.64 0.50 0.69 
Single 0.29 0.26 0.38 0.18 
Separated 0.11 0.10 0.12 0.13 
female/married 0.22 0.21 0.25 0.20 
female/single 0.13 0.13 0.17 0.07 
female/separated 0.08 0.07 0.10 0.07 
Migrants (other provinces) 0.18 0.17 0.19 0.18 
Migrants (other countries) 0.05 0.03 0.05 0.06 
children (6 or below) in hhs 0.49 0.44 0.56 0.45 
children (6 or below) in hhs/women 0.19 0.15 0.26 0.13 
head of household 0.51 0.55 0.39 0.62 
household size 4.09 3.79 4.46 4.00 
other household members formal 0.25 0.30 0.18 0.33 
          
Sample size 3268 13398 12301 6984 
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ESTIMATING SELECTIVITY CORRECTED INFORMAL-FORMAL EARNING GAPS 

 
We apply the methodology of the study by Tannuri-Pianto, Pianto and Arias (2004) who 
estimates differences in earnings in the informal, formal and self-employed sectors in Bolivia 
taking into account the fact that workers’ decision to participate in a sector is affected by 
differences in earnings levels, which in turn are correlated with their characteristics (observable 
and unobservable). Average earnings do not capture the relative positioning of workers in the 
conditional wage distribution, as the informal sector is very heterogeneous. The study uses 
quantile regressions to compare workers with the same rank in the sector specific earnings 
distributions. 
 
Quantile Mincer earnings equations are estimated together with multinomial choice models to 
correct for workers’ self-selection into each sector using a two-stage procedure (Fitzenberger, 
2003). In the first stage, the probability of participation in the formal/informal/self-employed 
sectors is determined with a multinomial logit. This allows to consider simultaneity in the choice 
of sector. The second-stage quantile Mincer equations include correction factors related to the 
probabilities of participating in each sector. This corrects sector-specific earnings equations for 
selection bias that cause participants to join a sector even when they have a low probability of 
being in that sector. The results are then used to compute Oaxaca-type decompositions of the 
earnings gaps to measure the fraction explained by differences in worker characteristics and 
differences in their returns across sectors. The analysis employs the 2005 EPHC-C 2nd semester. 
 
The variables included in the Mincer and multinomial regressions can be seen in the tables 
below. The identifying variables in the choice models include availability of pension coverage 
through other family members (spouse or other), number of children and its interaction with 
gender, household size, and tenure in the current job. 



 

EARNINGS DETERMINANTS 

Table A.4.1.2: Results Selectivity Corrected Quantile Regression- Coefficients (Coeff.) and Bootstrap Standard Errors 
(BSE) 

          
 Formal Salaried Informal Salaried Independent 
                
Quantile 20% 50% 80% 20% 50% 80% 20% 50% 80% 
                
            
=1 si primaria completa 0.028 0.091** 0.053 0.251*** 0.049 0.046 0.251** 0.277*** 0.134* 
 [0.64] [2.48] [1.04] [2.87] [1.23] [0.96] [2.26] [3.71] [1.71] 
=1 si secundaria incompleta 0.197*** 0.254*** 0.228*** 0.296*** 0.135*** 0.156*** 0.312** 0.362*** 0.290***
 [4.26] [6.62] [4.21] [3.25] [3.29] [3.10] [2.54] [4.45] [3.47] 
=1 si secundaria completa 0.310*** 0.368*** 0.375*** 0.451*** 0.263*** 0.247*** 0.295** 0.444*** 0.310***
 [6.58] [9.49] [6.90] [4.66] [5.94] [4.64] [2.21] [4.96] [3.42] 
=1 si superior incompleta 0.572*** 0.660*** 0.656*** 0.714*** 0.586*** 0.600*** 0.502*** 0.608*** 0.549***
 [11.57] [16.31] [11.41] [6.91] [12.19] [10.33] [3.51] [6.08] [5.58] 
=1 si superior completa 0.736*** 0.866*** 0.910*** 0.978*** 0.877*** 0.956*** 0.868*** 1.051*** 0.868***
 [14.95] [21.31] [15.69] [8.52] [16.26] [14.66] [5.61] [10.00] [8.32] 
potential experience 0.014*** 0.021*** 0.023*** 0.016*** 0.017*** 0.016*** 0.016* 0.020*** 0.020***
 [5.98] [11.06] [8.14] [3.13] [6.30] [5.01] [1.71] [3.04] [2.96] 

potential experience squared -0.000** 
-
0.000***

-
0.000*** -0.000** 

-
0.000*** -0.000* -0.000* -0.000** 

-
0.000***

 [2.53] [6.26] [4.54] [2.20] [3.90] [1.73] [1.71] [2.51] [2.98] 

mujer 
-
0.071***

-
0.082***

-
0.103***

-
0.157***

-
0.145***

-
0.144***

-
0.499***

-
0.290***

-
0.282***

 [3.02] [4.21] [3.53] [3.15] [5.49] [4.52] [4.08] [3.61] [3.47] 
marital1 0.025 0.048*** 0.066** 0.121*** 0.061** 0.043 0.145 0.053 0.110* 
 [1.13] [2.69] [2.45] [2.62] [2.51] [1.47] [1.41] [0.81] [1.68] 
mujer_casada 0.132*** 0.088*** 0.073** -0.009 0.089** 0.110** 0.109 0.027 0.05
 [4.38] [3.57] [1.97] [0.11] [2.26] [2.33] [0.73] [0.29] [0.54] 
sectors== Primarias 0.08 0.183*** 0.420*** 0.072 -0.001 -0.018 0.047 0.380** 0.297** 
 [1.47] [4.08] [6.57] [0.62] [0.02] [0.28] [0.25] [2.47] [2.31] 
sectors==Construccion 0.108** 0.160*** 0.076 0.235*** 0.202*** 0.171*** 0.194 0.142 -0.135
 [2.15] [3.93] [1.34] [2.66] [4.49] [3.10] [1.27] [1.37] [1.25] 
sectors==Comercio -0.044 -0.032 -0.063* 0.02 0.043 0.025 -0.079 -0.072 -0.111
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 [1.54] [1.35] [1.85] [0.32] [1.32] [0.63] [0.66] [0.88] [1.30] 

sectors==Svs Publicos 0.061** 0.138*** 0.184*** -0.143** 
-
0.149*** -0.094** 0.104 0.149* 0.024

 [1.98] [5.48] [4.74] [2.08] [4.12] [2.12] [0.80] [1.65] [0.26] 
sectors==Svs financieros 0.046 0.076*** 0.147*** 0.209*** 0.248*** 0.219*** 0.319** 0.412*** 0.319***
 [1.57] [3.20] [4.22] [2.80] [6.21] [4.64] [2.57] [4.66] [3.47] 
sectors==Adm Publica 0.027 0.005 0.028 0.242** 0.231*** 0.255*** … … … 
 [0.90] [0.19] [0.80] [2.36] [4.43] [4.02] … … … 
sectors==Educacion,salud,svs -0.009 -0.004 -0.041 0.109* 0.153*** 0.193*** 0.177 0.443*** 0.498***
 [0.37] [0.18] [1.42] [1.67] [4.50] [4.76] [1.47] [5.53] [6.49] 

Pampeana 
-
0.056***

-
0.063***

-
0.064*** -0.039

-
0.129***

-
0.119*** -0.078

-
0.237***

-
0.317***

 [3.69] [5.03] [3.49] [1.04] [6.44] [4.93] [1.25] [5.44] [7.07] 

Cuyo 
-
0.140***

-
0.129***

-
0.121***

-
0.220***

-
0.271***

-
0.322***

-
0.253***

-
0.415***

-
0.561***

 [7.10] [7.94] [5.09] [4.52] [10.42] [10.07] [3.27] [7.56] [9.80] 

NOA 
-
0.206***

-
0.177***

-
0.147***

-
0.502***

-
0.487***

-
0.444***

-
0.374***

-
0.547***

-
0.668***

 [11.41] [11.99] [6.79] [11.67] [21.24] [16.13] [5.02] [10.87] [12.71] 
Patagonia 0.107*** 0.187*** 0.246*** -0.052 0.026 -0.014 0.03 0.076 0.244***
 [4.55] [10.38] [9.81] [0.67] [0.67] [0.31] [0.22] [0.86] [2.62] 

NEA 
-
0.297***

-
0.249***

-
0.235***

-
0.538***

-
0.539***

-
0.459***

-
0.659***

-
0.637***

-
0.673***

 [13.76] [14.23] [9.14] [10.71] [20.08] [14.02] [7.74] [10.89] [11.03] 
Constant 0.920*** 1.107*** 1.449*** -0.151 0.505*** 0.873*** 0.107 0.668*** 1.660***
  [14.04] [21.23] [19.33] [1.31] [8.99] [12.53] [0.30] [2.81] [6.41] 
Lambda Formal -Informal -0.102** -0.078** -0.071 … … … … … … 
 [2.49] [2.34] [1.47] … … … … … … 
Lambda Formal - Self-
Employed -0.056 -0.105** -0.126** … … … … … … 
 [1.09] [2.50] [1.99] … … … … … … 
Lambda Informal - Formal … … … 0.262** 0.247*** 0.299*** … … … 
 … … … [2.14] [3.90] [3.83] … … … 
Lambda Informal- Self-
Employed … … … -0.178

-
0.182***

-
0.240*** … … … 

 … … … [1.32] [2.60] [2.79] … … … 
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Lambda Self-Employed-
Formal … … … … … … 0.660*** 0.354*** 0.093
 … … … … … … [4.73] [3.73] [0.97] 
Lambda Self-Employed- 
Informal … -0.201** 

-
0.409***
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… … … … … 
-
0.712***

  … … … … … … [6.43] [5.03] [2.25] 
                
Number of Observations 12366 12366 12366 6827 6827 6827 3024 3024 3024
Pseudo R2 0.1636 0.2138 0.2333 0.1413 0.1801 0.221 0.1902 0.2065 0.2239 

Source: 
Note: Absolute value of t statistics in brackets 
* significant at 10%; ** significant at 5%; *** significant at 1% 
 

 



 

PROBABILITY OF WORKING AS INFORMAL EMPLOYEE OR INDEPENDENT WORKER- URBAN 
WORKERS 

Table A.4.1.3: Results Multinomial Logit Estimation- Relative Risk Ratios (RRR) 
and Standard Errors 

Multinomial Logit
Relative Risk Rat  
 Informal Indepe
 Salaried Work
potential experienc * 1.03
 [4.54] [4.46] 
potential experienc 1 
 [4.09] [1.32] 
=1 si primaria com 0.9
 [2.75] [0.32] 
=1 si secundaria in 1.0
 [3.80] [0.69] 
=1 si secundaria c 0.75
 [11.28] [2.42] 
=1 si superior inco 1 
 [11.40] [0.00] 
=1 si superior com 1.1
 [13.36] [0.81] 
mujer 1.462*** 1.132 
 [5.25] [1.40] 
sectors== Primaria  1.22
 [1.51] [0.94] 
sectors==Construccion 2.590*** 7.286*** 
 [12.74] [21.55] 
sectors==Comerci ** 3.65
 [8.93] [17.79] 
sectors==Svs Pub 1.1
 [6.41] [1.08] 
sectors==Svs finan 1.770*
 [0.17] [6.31] 
sectors==Adm Pub 0 
 [8.15] [0.00] 
sectors==Educacio 3
 [3.74] [5.25] 
ten==less than 1 y  1.64
 [41.61] [7.37] 
ten==1 to 5 years 6*** 1.38
 [28.50] [6.05] 
migrantes_int 0.857*** 0.80
 [3.16] [3.38] 
migrantes_ext .203** 0.88
 [2.08] [1.02] 
ninos6_h 1.016 0.784*** 
 [0.50] [5.86] 
ninos6_h_mujer 961 1.300*

 (Argentina, 2nd semester 2005)  
ios  

ndent
ers 

e 0.976** 5*** 

e squared 1.000*** 

pleta 0.789*** 68 

completa 0.708*** 8 

ompleta 0.353*** 9** 

mpleta 0.323*** 

pleta 0.259*** 06 

s 1.255 8 

o 1.603* 6*** 

licos 1.532*** 17 

cieros 0.988 ** 

lica 0.529*** 

n,salud,svs 0.804*** 0.6 7*** 

ear 8.166*** 2*** 

3.55 4*** 

9*** 

1 8 

0. ** 
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 [0.83] [4.36] 
tam_hh 1.059*** 1.259*** 
 [5.26] [16.76] 
single 1.451*** 0.886 
 [5.87] [1.27] 
separated/widow 52** 0.92
 [2.05] [0.53] 
mujer_soltera .564*** 0.72
 [6.39] [2.44] 
mujer_separada 947 1.02
 [0.38] [0.11] 
Pampeana 1.134*** 1.099* 
 [2.92] [1.66] 
Cuyo 1.092 1.288*** 
 [1.29] [2.94] 
NOA 1.296*** 1.504*** 
 [4.19] [5.27] 
Patagonia 0.482*** 0.449*** 
 [6.24] [4.54] 
NEA 1.280*** 1.390*** 
 [2.78] [2.92] 
djubila_hh 0.608*** 0.98 
 [8.00] [0.21] 
=1 si jefe 0.885** 0.742
 [2.34] [4.25] 
djubila_hh_jc 1.179** 2.066*** 
 [1.98] [6.44] 
Observations 23056 2305

1.2 4 

0 4** 

0. 2 

*** 

6  
Source: 
Note: Absolute value of z statistics in brackets;* significant at 10%; ** significant at 5%; *** significant at 1%; 
Pseudo R-squared: 0.2012; LR chi2(68): 8849.9 
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