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MICROECOMNOMETRIC DECOMPOSITIONS OF AGGREGATE VARIABLES

1. INTRODUCTION

Changes in an aggregate variable could be the consequence of changes in indivig
1dua|

characteristics and/or in the way these characteristics are linked to economic behavior, Take the
case of the unemployment rate, which can be expressed as a weighted average of the
unemployment rates of different monmomoaomﬂwm:mo groups with different propensities t0 be
unemployed. Changes in the unemployment rate could be due to changes in the share of each
group in the population and/or changes in the way sociodemographic characteristics are linked to
the probability of being uncmployed. To Sscparate out both components, microeconometric
decomposition techniques could be applied. It is a simple idea. Let ¥ be an aggregate variable
obtained as an average of an individual variable ¥;. Suppose that variable ¥; is a function of
individual characteristics X;, B being the corresponding parameters vector. The change in the
value of the aggregate variable Y is then determined by changes in individual characteristics Xi
and by changes in vector A The basic idea of the microeconometric decomposition technique
consists in simulating the value of ¥; at moment ¢ , keeping altematively fixed the individual
characteristics and the parameters at moment . If, for example, the value of Y simulated
according to the individual characteristics at moment and the parameters at ¢' is not significantly
different from the real value of ¥ at r’, it can be concluded that changes in individual
characteristics are not really important to explain changes in variable .

Microeconometric decomposition techniques have been mainly applied to the study of
discrimination (Blinder, 1973; Oaxaca, 1973; Oaxaca and Ramson, 1994) and inequality (Juhn,
Murphy and Pierce, 1993; Blau and Kahn, 1996; Bourguignon, Ferreira and Lustig, 1998). This

paper combines both strands by focusing on decompositions on means like the discrimination
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changed. In this context the increase in the aggregate rate of labor informality may be the r

iviti i i i informal
of increases in the share of occupations or activities with a high propensity to

arrangements. The higher rate of informality could simply be the consequence of an employment
structure biased towards positions, activities or sociodemographic groups with a higher
propensity to informality.

This article intends to evaluate the empirical validity of .Q:m argument using
microeconometric decomposition techniques. The aggregate informality rates required to
implement the methodology derive from estimations of the labor formal-informal individual
choice based on a model of equalizing differences for job amenities (sec Rosen, 1986).

The results of this article suggest that, even though the decp change in the employment

structure in Argentina is a significant factor, its role in the explanation of the labor informality
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rate is minor. The regional analysis arrives at the same conclusion. The large differenceg in the

productive and employment structure among regions give account of only a small fraction of the

substantial differences in the informality rates. .

The rest of the article is organized in the following way. Section 2 describes
e

methodology to characterize changes in aggregate variables. In section 3 an application to the

case of informality in Greater Buenos Aires is suggested, in section 4 a formal-informal -

model is estimated, and in section S the results of the decompositions are shown. Section 6

concludes with some final comments.
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2. THE METHODOLOGY

Let Y, be an aggregate variable at moment ¢ defined as the average of individual variables ¥j

@1 y=-3k
’ ' i=) 2

Suppose that the population can be classified intoJ groups formed by individuals who share the
same value of all the observable variables that potentially affect Y. In this case,
J
(2.2) Y,=20,Y,
Jj=!
whcre Y is the average of Y in group j and 0y indicatces the share of this group in the population

at moment £. The change in the aggregate variable between ¢ and ¢’ can be written as:

J J
(23) AY =Y, -Y, =) 6,AY,+)Y,.00,
=l J=1

The first term captures the cffect of the changes in Y in each group, while the second term seizes
the changes in the shares of each group. Although theoretically the implementation of (2.3) is
simple, in practice the number of observationally equal groups J may be too large - it can even
coincide with N -; and hence tum the amnoavmmmzo: senseless. Additionally, the groups present at
t will probably not exist at ¢', even with panel data, as the characteristics of individuals change
over time. These problems are particularly probable if there are many relevant characteristics, and
if each one has many categories (or worse, if they are continuous). The usual practice is to divide
the population into groups defined in terms of only some characteristics, which in tumn are
classified into few categories. The result is a distortion in the decomposition (2.3) as differences

within each of the groups are ignored.
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and unobservable factors &. Assuming that the form of . .
X, 8 parametet veckst ?:Q_ost doeg Taking ¢ as the base year this effect is computed as the difference between the value that would
: A written as: . .
change over fe fesnbe esulted if only the observable characteristics of the population had changed between and
not have r y
: ¢ and the value of the aggregate variable at 7. Analytically,
Y, =H(X,,B,.&) i . . . )
. ’ 1 1
. en  cr-LE@l.p)e)- L6 )s)
i=l i=1
The function H (), the parameters B+ and the random terms are unobservable, The usuy) o . , <o the
: Equation (2.7) isolates the effect of changing individual characteristics from  to £, keeping
f estimation implies assuming some functional form for H (), estimati . . .
procere ¢ S rest constant at time ¢ values. The same exercise can be done taking ¢” as the base period. In that
ic technique and obtaining th
parameters f through some econometric technique ing the unobservable factors (ang case, the characteristics effect (denoted as CE;) is computed as the difference between the
their rturns) asrsicuals. Formally, he iividasal walue of Hiycan Bo sy pressed observed aggregate variable in ¢’ minus the simulated value with time ¢ characteristics and time t’
23) Y, = EA\f B v +éy | parameters and residuals.
|
where A stands for estimated (or simulated in the case of the function H). From the preceding " Parameters effect
definitions and assuming for simplicity N,= Z_.u N, the change in the value of Y between tand ¢
: g phcity ; :
4 This effect captures the change in Y as a consequence of changes in parameters S, keeping all the
1< 1 . , . : .
(2.6) AY = MMO@C«:;F.T m....vl MMAQA\/\.:FT mL rest fixed. Taking ¢ as the base year it can be written as,
i=l =]
Th i . teristics of Ava mvm_ = PMZUABA\/\NZ§..V+hwvthC&bﬂ.ﬁ&.v+ .w...v
© aggregate variable can change basically due to changes in the observable characf N N

=l

i |
the population and to changes in the f parameters.

Q_E.wns_.w:a effect

/ - —
conczmzaoﬁgs.az
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_ By construction, R is zero in standard :
w- BY regression mogej

cstimatcd by OLS, which includc a constant. But even in models where R could be different from

zero (e.g. probit-MLE, median regression, etc.), in most practical cases it will be insignificant,
The only input required by the decomposition is a matrix of observed and estima od

aggregate variables. In the following sections, this methodology is illustrated with an application

{o a particular case: the increase of labor informality in Argentina. The methodology can be

easily extended to the study of other aggregate variables, such as the rate of unemployment, the

average wage, the rate of medical coverage or the rate of school attendance.

MO0 TRagso i g —_—
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3. INFORMALITY IN GREATER BUENOS AIRES

There are two altemative views of the concept of informality. The first one refers to marginal
jobs of low productivity and to subsistence economic units with low or null accumulation
capacity. The altenative view emphasizes the illegal or non-regulated character of the
employment relationship. In this article, the second notion of informality is adopted. Specifically,
an ma,ozsb worker is defined as a person who ano_ﬁmm.soﬂ to have retirement benefits in its main
job.!

Figurc 3.1 shows thc main phcnomenon to be studied in this article. According to
information from the Permanent Houschold Survey (EPH) of Argentina, the informality rate of
salaried workers in Greater Buenos Aires (GBA) grew rapidly and steadily during the eighties, it
stabilized in the first half of the nineties and returned to its ascending pattern from 1995 on.” The
percentage of informal salaried workers was around 20% in the early eighties. This figure grew to_
30% in the late eighties and to nearly 40% in the late nineties.’

The Greater Buenos Aires labor market has experienced considerable changes in the last
decades. Table 3.1 shows the wage-earners employment structure in four selected years: 1980,
1986, 1992 and 1998. The sociodemographic employment structure has changed in favor of

women, people older than 60 and workers with higher education. The productive structure, and

therefore that of employment, lias varied in favor of most services and against the industry. Table

! The perception of other social benefits derived from the labor relationship is highly correlated with the receipt of pemsion:
98% of the people who declare to have a mgu..i. right, states that (s)he receives an annual bonus, takes holidays, has work
insurance coverage and a right to claim severance payments if fired (GBA, 1998).

? The EPH contains questions on retirement benefits only for salaried workers, and therefore they are the only group studied
here. In any case, almost 75% of the workers in the Greater Buenos Aires area are wage earners, a percentage that has not
substantially changed in the past two decades.

? See Arango and Maloney (2000), Carpio, Klein and Novakosvski (2000) and Gasparini (2000) for more evidence on labor
informality in Argentina.
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Source: own calculations based on the EPH.

Changes in the employment structure can affect the rate of labor informality if the
propensity of informal labor arangements is different among different types of employment and
worker characteristics. Table 3.2 documents the substantial differences in informality rates
among groups. In particular, labor 53::»:.3. is relatively high for women and low seniority

workers and i i . .
0 part-time and small firms jobs, whose relative shares have increased in the last
two decades.

o

This pattern is con,
employment,

centrated in the 1980199, :
period: in the last Years large firms have slightly increased their share in

10
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Table 3.1
Distribution of salaried workers
| Greater Buenos Aires, 1980, 1986, 1992 and 1998

1980 1986 1992 1998
| Gender
f Men 0.66 0.62 0.62 0.60
Women 0.34 0.38 0.38 0.40
Age
_ 0-17 0.06 0.04 0.04 0.02
18-24 0.20 0.17 0.21 0.20
25-39 0.36 0.39 0.36 0.38
40-59 0.34. 0.35 0.34 0.34
60- 0.03 0.05 0.05 0.06
Marital status
Single 0.42 0.39 0.41 0.44
Married 0.58 0561 0.59. 0.56
Education
Primary school drop-outs 0.18 0.14 0.09 0.07
Primary school graduates 0.36 0.32 0.31 0.26
1igh school drop-outs 0.19 0.20 0.21 0.21
High school graduates 0.14 0.15 0.18 0.18
College drop-outs 0.07 0.09 0.10 0.14
College graduates 0.06 0.09 0.11 0.14
Sector
Low tech industry 0.12 0.12 0.11 0.07
Medium and high tech industry 0.24 0.20 0.16 0.13
Transport and utiliti 0.08 0.07 0.08 0.10
Construction 0.08 0.04 0.04 0.06
Retail and wholesale trade 0.14 0.14 0.17 0.16
Business and finsncial services 0.07 0.09 0.09 0.12
Public Administration 0.05 0.06 0.06 0.07
Social services 0.09 0.11 0.13 0.15
Other services 0.12 0.17 0.14 0.14
Size of the firm (employces)
1 0.08 0.09 0.10 0.09
From2t0§ 0.17 0.18 0.24 0.22
| From 6 1o 25 0.25 0.24 0.25 0.26
| From 26 to 100 0.21 0.21 0.20 0.20
W From 101 to 500 _ 0.5 0.14 0.12 0.14
| More than 500 0.14 0.14 0.09 0.09
| Seniority
M Until 3 months 0.11 0.10 0.12 0.15
{ From 1 to 6 months 0.07 0.06 0.06 0.07
| From 6 months to | year 0.13 0.12 0.14 0.13
. From | year to § years 0.33 0.30 0.29 -0.32
1 From 5 ycars to 10 ycars 0.15 0.18 0.16 0.15
From (| :ars to 20 years 0.11 0.14 0.15 0.13
More than 20 ycars 0.10 0.10 0.08 0.06
Weekly hours of work
From 1 to0 19 0.03 0.04 0.05 0.09
{ From 20 t0 29 0.06 0.07 0.08 0.09
| From 30 to 40 0.35 0.29 0.35 0.28
From 41 to 45 0.18 0.20 0.15 0.14
From 46 to 61 0.27 0.29 0.27 0.27
More than 62 0.12 0.11 0.11 0.13

Source: own calculations based on the EPH.
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; r salaried workers
ality rates fo
Informaty 1980, 1986, 1992 and 1998
Greater Buenos Aires, 1950, '
980 1986 1991 1998

————

020 024 032 0.8

Total

Gender 018 020 0.29 036
Men 024 031 0.36 0.40
Women

Age 056 077 0.87 0.94
o-17 023 036 0.42 0.52
18-24 017 0.18 0.27 032
2539 014 018 023 0.30
4059 030 037 039 046
60-

Moritol sttt 025 033 039 045
Sglc 016 019 026 032
Marricd

Fdwcation
Primary school drop-outs 030 0.36 0.44 [0.63

023 030 0.39 047
Primary school gradustes
" 019 027 0.41 0.41
High school drop-outs 19
1figh school gradustes 0.09 0.11 0. 0.30
P 010 013 023 02§
Collcge graduates 007 008 0.08 0.18

hﬂﬂﬁ, industry 023 0.28 027 0.44
Medium and high tech industry 0.12 0.16 0.27 0.29
Teansport and wilities 016 013 023 039
Qauﬁa 033 0.49 0.58 0.65
Retsil and wholesale trade 024 033 0.45 0.48
Business and finsncial services 009 0.13 022 022
Public Administratios 0.01 0.02 0.04 020
Social services 007 010 0.10 0.15
Other services 047 046 0.63 0.66

Size of the firm (employees)

1 067 075 0.76 085
From 210§ 046 053 0.66 0.69
From 6 10 25 018 021 0.30 039
From 26 10 100 006 007 0.09 0.16
From 101 10 500 005 003 0.07 0.10
More than 500 002 004 0.06 008

Semioriry
Until 3 months 0.64 0.66 0.6
From 3 to 6 months 0.45 0.55 050
From 6 months to | year 032 0.39 0.42 0.2
From | year to S years 020 024 035 038
From § years to 10 years 009 - -0.11 0.16 017
From 10 years to 20 years 0.08 0.1 0.15
More than 20 years 0.10 0.04 0.07 0.05

Weekly hours of work
From 110 19 0.54 0.74 0.74 082
From 201029 032 043 0.47 0.55
From 30 to 40 016 021 0.28 032
From 41 1o 45 017 016 022 024
ua._ 461061 020 023 0.30 032

ore than 62 020 0.23 0.35 039

Source: own calculations based on the EPH.
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Table 3.2 gives rise to an alternative explanation of the growth in the informality rate by
showing an increase in the share of informal workers in practically all the sociodemographic,
sectoral, and labor groups considered. Even with a fixed employment structure, these changes
naturally translate into a higher mqunmmm labor informality rate.

Summarizing, labor informality has strongly increased in the Greater Buenos Aires arca
during the eighties and nineties. This phenomenon appears to be the consequence of (i) changes
in the employment structure towards jobs with a higher propensity to informal arrangements and
(ii) generalized increases in informality within each group.

The decomposition methodology detailed in ‘section 2 helps us to evaluate the relative
importance of these two channels. The methodology requires the modeling of individual cheices

for labor informality.
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tion the labor informality choice is modeled and the empirical estimatjop, Strategy s
In this sectt

ed worker i with a separable utility function
5 Suppose a salar

presented

@.n Ui(x;.B;)=u(x;)+1;B;

where x; denotes the consumption of a numeraire good and B; m.m a binary variable tha indicates
whether or not the worker reccives social sccurity. The social protection is understood in 5 broad
sensc, including retirement payments, health insurance, holidays, severance payments, labor
insurance, family allowances, and other benefits. For simplicity, it is assumed that benefits are
the same for every worker but preferences for these benefits, represented by parameter L, vary
across individuals. The individual spends his/her labor wage W, on the numeraire good and social
security payments. The individual labor supply is elastic at the reservation wage W/,

Firms in this economy provide social benefits, which implies a wedge between the wage

and the labor cost. The provision of social protection does not only generate direct costs but also

implies a loss of flexibility in labor contracts, which implies lower profits. The cost of providing

benefits 10 a worker is labeled as C; and may vary among workers. In a non-regulated labor

market firms can entirely shift this burden, providing social benefits only to those workers who

are willing 1o pay for them through a wage reduction. Instead, if the government requires

compulsory benefits provision and the firms cannot elude the regulation, the shifling will be

partial. There ;
are workers who prefer not to have any social protection at cost C;. Consegquently,

e ———————

MENTO D TRABAL i~ g

MICROECONOMETRIC DECOMPOSITIONS OF AGGREGATE VARIABLES

the firm has to bear the difference between the cost of the benefits C; and the worker’s
willingness to pay for them D,.¢

The firms have a way to try to escape from the mandatory provision of social v._.oan:onn
labor informality. The cost of this policy Sa.wm from a positive probability p of being caught and
fined for having irregular labor agreements.” In this case, the firm does not only have to pay C;, a
part of which —the worker’s willingness to pay- can be recovered, but it must also pay a fine M.

When facing the decision of hiring another worker with D,<C;, the firm must compare the net

profits of hiring the new worker as a formal one

(42) VMP,(L)-W, =C,+D,

(where VMP{L) is the value of marginal product when L workers are already hired and i is the

marginal worker), with the net profits of hiring the new worker as an informal one
43) VMF,(L)-W/ - p(C, - D; + M)

From (4.2) and 2..3 arisk-neutral firm will offer social benefits to its worker i if

(4.4) D,>C,-

P u
i —'b

S The model is based on Rosen (1986) and de la Rica and Lemieux (1994).
5Dy is defined as the value such that u (yeD)+t=u(y,.

7 This probability can vary among workers. For simplicity, in the model p is kept constant.

15
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| to receive and accept a work offer with social benefits, it myg be the
dual to

Hence, for an indivi
case that
(, 2 u(W)-u(¥; - Ci+(pI1-p)M)
)
Except in the case of an expected fine p.M equal to zero, the proportion of covered individuals

il be greater than the one that would emerge from the case of voluntary protection. However,
wi

except when p.M is very large, this proportion will be less than 1, the result of a compulsory

protection without evasion.’

For empirical implementation the following stochastic structure can be assumed:
- (46) y=FX+py
T @ C=8Z+v,

where X and Z; are vectors of explanalory variables, £ and & are vectors of parameters and y; and

v are stochastic terms. A first order approximation to the RHS of (4.5) is

438 Yo+ 1 W] +7,C 4 7,p+7. M

Replacing (4.6), (4.7) and (4.8) in (4.5) yields

'
F-n:!e\g_! ent, if is
evasion, but still N.”Q....r-.. aw- ssible 10 prove that, with evasion, the number of workers is higher than in the case without

€ completely non regulated cese.

uo.u-nzaﬂgz.l s
1

L ==
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49 S=H=nVi2y ty W 47,82, +y,p+y M- F'X,

If the random term & is higher than the RHS of (4.9), the worker receives social benefits.
Assuming that 4; and v; are normally distributed, we have a probit model, which can be estimated
by maximum likelihood methods. This is a E:n\Q choice model where the dependent variable
equals 1 if the salaried worker receives social benefits from the firm and 0 otherwise.

The preceding model ignores the family structure within which the social coverage
decision is usually made. In particular, it is possible that the income efTect, which in this model
stems from the individual wage, is better captured by household income. For this reason and also

because of the lack of information regarding the individual reservation wage, in the estimations

" the equivalized household income is taken as the relevant income variable, instead of W

Gender, marital status, age (and its square) and education are included as individual

" sociodemographic characteristics that can affect the demand for social benefits. Additionally, the

size of the firm, job seniority, a dummy for part-time jobs and the sector of activity are included
to capture both the factors that modify the cost of protection provision and the probability of
being fined.

The results of the estimation are displayed in Table 4.1. Figures 4.1 to 4.4 take these
results to show the conditional probabilities of labor informality as a function of age, educational
level, size of the'firm and job seniority. The curve that relates informality with age is U shaped,
indicating higher probabilities of irregular jobs for younger and older workers (Figure 4.1). There
are no clear trends between years, apart from a sharp increase in the constant. Figures 4.2 to 4.4

reproduce the result of the increase in the constant over time. Controlling for other factors, the

1
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probability of informality has increased more for less educated workers (Figure 4.2), smaller

firms (Figure 4.3) and for workers with less seniority (Figure 4.4). However, these differentia]

changes seem to be minor when compared to the vertical shift of the curves.

Table 4.1
Models of the informality choice for salaried workers
Greater Buenos Aires, 1980, 1986, 1992 and 1998

— To%0 1992
Mode! T 2 3 1 3 1 2 3
o7 4i» 20 0546 0131 03% 0057 o013
——— oemy omc oy wom (5] 0w Q00 oo
waied o7 0009 000 o0m 0192 0031 0126 0.y
oei om  sem oo oy o oon oom
o115 oo oosE o4 0080 0133 002 103
.~ ety sme ore ooty oote sote ant7 oo
sl ol om0 000l 0002 0001 0001 0001 000
- sum S amm sow om0 oo 8000 om0
primmary school gradusse FIVIEEN SR 3 Y 0303 2055 027 0045 0020
.- Ll .,y L Ll oo eom o1 .
igh schod derp et D1 OIT3 e Fyr 2047 ©371 007  ooos
I o a0e avm ot am oire i
achord grauaste oms o5 0312 1032 0.406 089 05 03u
{ - 20 e suy ol o°ne e e
coliegr drop-omt ET R LIyl 094 05 080 0327  oom
o anl L3 e o LT om Lb ]
college gradume om 030 omS oo 0304 1400 0360 043
o _. ’xr any e o LA azio o
equiviiized homehold income 000 0069 0O7S o077 0000 0049 003 0047
" ase L1 L] oo s LA L
size of the firm 050 0537 Qa1 05 o419
L anee oy 0y ond|
senronry 21 o1m 0265 0281 02M
om L1 oma son o
s time job o5 076S osos 0441 0386
o oues o o P
comstam 1805 3218 270 2308 2953 2514 3944 3sy 2760 370 3608
o 3 .y ) 0336 0134 0348 o001 0241 o 033
Obwervations uST Des 266 3051 659 2348 1989 1989 3073 w0y 278s
Sectoral dummsies N No Yes No Yer No No Yes No No Yo
Log likeliood Se% s -un 57 1254 196 47 1809 1206 1124
Pyeudo R2 008 0303 032 0146 0369 0386 0127 0351 0397 0105 0346 0388

Note: Probit models estimated with maximum likelihood. The estimated standard deviations are shown under the
coefficients. Following Maloney (1999), selection bias is not taking into account.
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Figure 4.1
Probability of informality by age
Estimations based in model 3 of Table 4.1
Greater Buenos Aires, 1980, 1986, 1992 and 1 998

0~ — T ——
15 20 25 30 35 40 45 50 55 60 65 70
Age *
Figure 4.2

Probability of informality by education
Estimations based on model 3 of Table 4.1
Greater Buenos Aires, 1980, 1986, 1992 and 1998

. o8-
m o 1908
k-]
04 -
1992
02-
198 \ 5
) . ~
Pr-D Pri-G HS-D HS-G Col-D Col-

Education

i i i-G= Pri hool graduates, HS-D= High schodl
Note: Pri-D=Primary school drop-outs, Pri-G= Primary sc s -l
drop-outs, HS-G= :_Wr school graduates, Col-D= College drop-outs, Col-G= College gradual
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Figure 4.3
Probability of informality by size of the firm
Estimations based on model 3 of Table 4.1
Greater Buenos Aires, 1980, 1986, 1992 and 1998

0.8 -
£
.m 06 -
£
k-]
z
w 04 -
0.2 -
0
Note: 1=one employee, 2=from 2 to 5, 3=from 6 to 25, 4= from 26 to 100,
5=from 101 to 500 and 6=more than 500.
Figure 4.4
Probability of informality by job seniority
Estimations based on model 3 of Table 4.1
Greater Buenos Aires, 1980, 1986, 1992 and 1998
i B
0.8 -
05 -
B
04 -
0.2 -
0
1 2 3 4 5 6 7

Seniority

Note: 1=until 3 months, 2=from 3 to 6 months, 3=from 6 months to I year,
4=from | year to 5 years, S=from S years to 10 years, 6=from 10 ycars to 20 years
and 7=more than 20 years.
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5. RESULTS

To implement the decomposition of section 2 a matrix of observed and simulated informality
rates is required. Table 5.1 shows that matrix for the Greater Buenos Aires. In order to compute

it, the third probit model of Table 4.1 is used. According to Table 5.1 in 1980 the labor

informality rate was 18.9%." That rate would have been 22.4% if the parameters that link

.mzn__.ia__n_ characteristics to the labor informality decision had been those of 1986. With fixed

parameters at their valucs in 1980 and the population of 1986 the rate would have been 19.0%.

Table 5.1
Sinulated informality rates
Greater Buenos Aires, 1980, 1986, 1992y 1998

Parameters of year
1980 1986 1992 1998
1980 0.189 0.224 0.289 0.330
1986 0.190 0.218 0.285 0.323
1992 0.221 0.253 0.315 0.358
1998 0.230 0.267 0.325 0.371

Source: own calculations based on the EPH. Each informality rate is
obtained using the parameters of model 3 in Table 4.1.

Juation of the characteristics effect. Keeping

Reading the matrix 5.1 by column allows a first eva
of the

the parameters fixed in a given year, the individual and employment characteristics

reasing informality rates. This conclusion applies to

population have changed so as to gencrate inc
ted by the differences in characteristic

row, which gives an

s do not seem to

each column. However, the changes genera

be large. A different conclusion is reached when examining Table 5.1 by
rted in Figure 3.1, as they are obrained from @
bles of model 3 in Table 4.1.

® The rates of labor informality of Table 5.1 slightly differ from the ones rep2
of all the explanatory varia

sample composed only by peaple with observations
21 -
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idca of the parameters effect. In all the cases, the simulated labor informality rate m_.mz_.mom::w
grows between periods.

The results of the decompositions are shown in Table 5.2.” In columns (i) and (ii) the
initial year is taken as base year, in columns (iii) and (iv) the final year is the base year, and in
columns (v) and (vi) the average of the two simulations is reported. Column (vii) shows the
actual change in the rate of labor informality in each period. That rate, for instance, increased 9.6
percentage points between 1986 and 1992. The average of computing equation (2.7) changing the
base year gives a value of 3.2%, while the average of computing equation (2.8) changing the base

year is 6.5%."

Table 5.2
Decomposition of the informality rate
Greater Buenos Aires, 1980, 1986, 1992 y 1998

Initial year as base Final year as base Average Actual
Chamacteristcs  Parameters Characlerisiics  Parameters Characleristics Parameters n:m:mm
(0] @® (®) (iv) v () (vii)
80-86 0.001 0.035 -0.006 0.028 -0.002 0.032 0.029
86-92 0.034 0.067 0.029 0.062 0.032 0.065 0.096
92-98 0.010 0.043 0.013 0.046 0.011 0.044 0.056
80-98 0.041 0.140 0.041 0.140 0.041 0.140 0.182

Source: own calculations based on the EPH. See text fora description of the methodology.

From Table 5.2 it can be seen that the characteristics effect has always been lower than
the parameters effect. Additionally, it is interesting to see that, except for one case, all the effects
in all the periods are positive, that is, they contribute to the io_,n.w.a,a in labor informality. Between
1980 and 1986 the change in the parameters explains the whole increase in the informality rate,
In fact, the characteristics cffect is negative on average. The transformation of the productive and

employment  structure in Argentina  between 1986 and 1992 translated into a stronger

_—

10 . .
The residual effect is not reported, since it is negligible.
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is smaller in the 1992-1998 period.

Summarizing, although the change in the employment structure had an increasing effect
on the labor informality rate, its quantitative importance seems secondary compared to the
change in the parameters of the formal-informal individual choice, A significant increase in the
propensity to evade labor taxes seems to be the main force behind the increase in the rate of labor

informality.

Characterization of regional differences

There is a great variability in the rates of labor informality among the urban labor markets
covered by the EPH. Table 5.3 shows the percentage of informal salaried workers in October,
1997 in many Argentine cities.

The decomposition methodology provides a tool to evaluate the relevance of the different
sociodemographic, productive and employment structure among Argentine cities as a source of
differences in labor informality. To &5@:?.530 regions are considered: the South, the Greater

Buenos Aires and the Northwest (NOA).”

" Given equation (2.9) and in order to “smooth” the results, the analysis is focused on the average of the effects (columns (v)
and (vi)). .

12 The South includes the cities of Comodoro Rivadavia, Rio Gallegos and Tierra del Fuego (Ushuaia and Rio Grande). The
Northwest (NOA) includes Jujuy and Salta.

23
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Table 5.3
Informality rates for salaried workers
Argentine cities, 1997
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These presumptions are confirmed in Table 5.5. The differences in the sociodemographic and

employment structure of the different regions explain a significant, though minor part of the

differences in the rates of informality.

Table 5.5

Decompositions of the rate of informality

South, GBA and NOA regions, 1997

Cities informality rate
Comodoro Rivadavia 0.27
Gran Buenos Aires 0.37
Jujuy 043
La Pampa 0.31
La Plata 0.35
Neuquén = 0.33
Parand 0.33
Rio Gallegos 0.21
Salta 0.43
San Juan 0.38
San Luis 0.32
Santiago del Estero 0.46
Ticrra del Fucgo 0.21

Source: own calculations based on the EPH.
In Table 5.4 the informality rates in one region are simulated using the parameters of a
* probit model of the formal-informal choice of another region. The rate of labor informality in the
South is 22.8%. With the estimated parameters of NOA, that rate would have been much higher:

37.5%. This suggests again a strong parameters effect and a less important characteristics effect.

Table 5.4
Simulated rates of informality
South, GBA and NOA regions, 1997

Parameters of region

South GBA NOA
South 0.228 0.320 0.375
GBA 0.285 0.361 0.445
NOA 0.301 0.363 0.417

Source: own calculations based on the EPH.

OocuneEnTo pe TRABAJO N* 68
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. Initial region as base Final region as base Average Actual
Ci i Ch " = -~ ua
! c P difference
0] ® (%) ™) (v) () (vi)
South-GBA  0.057 0.092 0.041 0.076 0.049 ° 0.084 0.133
South-NOA  0.073 0.147 0.042 0.116 0.058 0.132 0.189
GBA-NOA 0.002 0.084 -0.028 0.055 -0.013 0.069 e.omm

Source: own calculations based on the EPH. See text for a description of the methodology.
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6. CONCLUDING REMARKS

This article shows the usefulness of microeconometric decompositions to examine the reasong
is

behind the changes in uwm:.wmm.n variables. These decompositions allow to separate out the effect
in

f changes in individual characteristics from the effect of changes in the parameters that Jink
o

hiss haracteristics to economic behavior. The methodology is used to evaluate the hypothesis

that changes in the employment structure explain much of the increase in the rate of labor

informality in Argentina during the 1980s and 1990s. The study concludes that the deep
transformation in thc cmployment structure in Greater Buenos Aires has had a significant, bu

minor, posilive efTect on the ratc of informality. According to the available evidence, this rate has

grown fo a great extent due to the increase in the propensity to evade labor taxes in practically aj|

the sociodemographic and labor categories considered.
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