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Abstract

This synthesis of the effects of the Latin American depression of
1980-86 on the poor covers Argentina, Brazil, Chile, Costa Rica,
and Mexico. It reviews the economic background to the present
situation-decades of rapid development, crisis, and depression-
and the social consequences of the depression for employment, the
rural-urban balance, wage trends, social services, and social indica-
tors. A concluding section suggests that the effects of the crisis on
the poor are extremely serious, and that it would be unwise to wait
for resumed growth before reforming government agencies deal-
ing with education, health, nutrition, and other social services. The
emphasis must be on targeting the most vulnerable groups in soci-
ety (an approach which has been successful in Chile and Costa
Rica) and on reallocating public social services to favor the poor
instead of the middle classes.





This report deals with evidence gathered on-the social cost of the
depression which engulfed Latin America and the Caribbean five
years ago. With the exception of Brazil, which by the end of 1986
will have recovered its 1980 level of per capita gross domestic prod-
uct (GDP), and Colombia, which borrowed less than the other coun-
tries, the region has failed to regain the ground lost in the early
1980s. Unless world trade picks up significantly and commodity
prices, which affect nearly 80 percent of the region's exports,
improve considerably, prospects are for continued stagnation in
incomes per capita in the majority of the region's countries. It is
therefore of great importance for the future as well as for the past
to know who bore the brunt of income reductions and, more gen-
erally, what happened to the poorer famnilies, who even before the
collapse of the early 1980s accounted for 30-40 percent of the popu-
lation.

The information presented here is from five countries, which
together account for nearly 260 million of the region's 400 million
people. The evidence is contained in working papers produced
during the past twelve months on Argentina, Brazil, Chile, Costa
Rica, and Mexico.

The selection of countries was made on the basis of data avail-
ability. Some of the most acute cases of deterioration-for example,
Bolivia and Peru-are therefore not included. But a few countries-
Barbados, Colombia, and Paraguay, for example-suffered less
than the countries covered in this study.

Drafting an overview such as this presents great difficulties.
First, although many of the data exist for all countries, each study
focused on particular aspects. Even before the depression of the
1980s the region was characterized by tremendous diversity. The
crisis has affected countries (and governments have reacted to the
crisis) in very different ways. Hence, the social impact of the crisis
is of kaleidoscopic diversity. Second, what data exist are often of
poor quality. This is particularly true of information about the rural
sector (where the poorest families live), the informal sector, and
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mobility. Little was known before the crisis about trends in the
distribution of income (although it was well known that distribu-
tion in all but a handful of countries was very skewed indeed).
With massive capital flight from many countries, attempts to trace
income distribution have become nearly impossible. All that can be
said is that capital flight has benefited a relatively small segment of
the population, while average incomes have fallen, and that this
has tended to make the distribution of income even worse than it
already was. For these reasons this report does not have much to
say about distribution per se. Its focus is, rather, on trends such as
employment and unemployment, wages and social spending,
which taken together provide a composite picture of the poor.

Last and most important, perhaps, statistics fail to capture the
psychological dimension of what is happening in Latin America.
For several decades there has been forward movement in most
countries. Even though poverty continued to be pervasive, more
people were finding better jobs than ever before, and an increasing
share of the population was having access to clean water, educa-
tion, and medical services of some sort. At least as important,
parents saw their children having a better start in life than they had
had themselves. The depression has bfought much of this progress
to a halt. Indeed, the physical deterioration in basic infrastructure,
including schools and hospitals, and the mounting excess of unem-
ployed or underemployed persons will call for more than a weak
pickup in economic growth if hopes are to be rekindled. And these
pent-up needs continue to increase as investment remains
depressed.

The overvieW begins with a brief introduction that paints a broad
picture of where Latin America was going before the crisis, docu-
ments the macroeconomic aspects of the crisis, and concludes with
a few words on macroeconomic prospects. The main section docu-
ments the major social consequences of the crisis: trends in
employment and unemployment, in the structure of employment
and in real wages, in the rural-urban balance, health and nutrition,
social sector spending by governments, and other social indicators.
The last section offers some thoughts about the future. The main
conclusion is that much can be done to improve the social situation
without further straining very limited budget resources.
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The Backdrop

Decades of Rapid Development

Between World War II and the depression of the 1980s Latin Amer-
ica was one of the fastest-growing areas in the developing world.
Indeed, between 1960 and 1980 only a few developing countries,
including the successful Southeast Asian economies, expanded at
a faster rate. Rapid development was based on immense natural
resources (notably minerals, agricultural land, and energy) and a
talented population. Of course, different countries performed dif-
ferently. Brazil, where a third of the region's population lives,
outperformed others. But some countries did very well, and the
gap in per capita GDP between Latin America and the United States
narrowed over the decades preceding the crisis of the 1980s.

Growth went hand in hand with considerable social improve-
ments. Between 1960 and the late 1970s life expectancy at birth,
perhaps the most important indicator of welfare, increased from
56 to 64 years, which is not far below the average for European
rniddle-income countries. Clean water had been made accessible to
more people-from less than 40 percent to more than two-thirds of
the growing population-and the share of the labor force in agricul-
ture had fallen from one-half to one-third.' By the late 1970s most
children attended primary school. And while income distribution
remained extremely skewed in all but a very few countries, the
income share of the lowest four deciles did not shrink; thus most of
the poor saw their standard of living improve at about the same
pace as the entire population.

Crisis and Depression

Rapid progress was achieved through the mobilization and alloca-
tion of resources. Powerful external forces helped propel the Latin
American economies: a rapidly expanding world economy, a rea-
sonably strong demand for primary commodities, a substantial
transfer of financial resources from the industrialized countries to

1. By the early 1980s the share of the rural population in the sample countries was
Argentina, 16 percent; Brazil, 29 percent; Chile, 18 percent; Costa Rica, 55 percent;
and Mexico, 31 percent.
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Latin America, and low real interest rates in the world's capital
markets. After the first oil shock of 1973 the world economy slowed
abruptly. The oil-importing countries of Latin America attempted
to maintain reasonably rapid economic growth by taking advan-
tage of the massive supply of capital which had to be recycled out
of the sparsely populated oil-exporting countries; this was rational
in light of negative real interest rates. The oil-exporting countries
of the region took advantage of their greatly enhanced creditwor-
thiness in the eyes of foreign banks to try to speed up their rate of
expansion.

The bubble burst in the wake of the second oil shock (1979) when
the industrialized countries, which had barely recovered from the
first shock, were thrown back into recession. During the next few
years, real interest rates soared as the leading countries of the
Organisation for Economic Co-operation and Development (oEcD)

shifted their policies and began major efforts to arrest inflation.
Demand for Latin American exports collapsed; eventually even the
price of petroleum declined sharply. Interest payments on the debt
accumulated during the recycling years became a tremendous
drain on export earnings and on domestic savings, largely because
most of the debt was at variable interest rates. At the same time,
the supply of capital from the rest of the world all but dried up.
Consequently, starting in 1982, the region began to transfer
resources to the rest of the world on a massive scale (representing
between 25 and 30 percent of exports of goods and services not
including capital flight).

The result was, first, a sharp drop in output. Argentina began to
experience this in 1981; Bolivia, Chile, and Costa Rica in 1982; and
others (Brazil, Ecuador, Mexico, Paraguay, Peru, Trinidad and
Tobago, Uruguay, and Venezuela) in 1983. Altogether, per capita
GDP of Latin America and the Caribbean as a whole dedined by 11
percent during 1981-83. Because of sharply deteriorating terms of
trade and the sharp increase in interest payments, income per capita
(that is, output adjusted for changes in the terms of trade and for
net factor payments abroad-mostly interest) fell even more
sharply. Since 1983 only Brazil and, to a more limited extent,
Colombia have managed to reverse the trend. Brazil's per capita
income still remains below its 1980 level, however; that of the rest
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of the region stagnated in 1984 and declined by a further 1.5 per-
cent in 1985. During 1985-86 the collapse of the Organization of the
Petroleum Exporting Countries (OPEC) was reflected in very
adverse terms of trade effects on the region's main oil exporters
(Ecuador, Mexico, and Venezuela) and in income drops in these
countries. In sum, what was a recession in the industrialized coun-
tries has been translated into a depression in Latin America, with
the exception of Brazil and Colombia.

The decline in income was reflected in reduced consumption and
sharply lower savings and investments. Because of the large out-
flow of interest payments, national savings (that is, domestic sav-
ings net of factor payments abroad) available for investment
declined even more precipitously. The fall in national savings and
the sharp reduction in net capital inflows translate into very low
levels of investment. In the region as a whole investment declined
by one-third between 1981 and 1984. In Mexico total investment
fell by 36 percent during this period, and investment in plant and
equipment declined by one-half. In Argentina, where the 1980-81
crisis exacerbated a long process of economic decline, investment
fell from slightly over 20 percent of GDP (1971-81) to 12.6 percent in
1985; in 1984 investment in machinery and equipment amounted
to only-3.9 percent of GDP. These figures refer to gross investment.
Net investment (after depreciation) is lower still. The reality behind
these numbers is progressive deterioration of the stock of capital-
highways, sewerage systems, railroads, ports, hospitals, schools,
and so forth-over the past six years.

The governments of the region have made considerable efforts to
adjust to the new realities. They have begun, in essence, a long
process of attacking inefficiency and waste and of changing poli-
cies which they can no longer afford. Domestic currencies have
been depreciated by 25-40 percent in real terms since 1980-82 in
Argentina, Brazil, Chile, Colombia, Ecuador, Mexico, and other
countries; public sector deficits have been reduced; and export and
efficient import substitution projects have been undertaken,
among other things. Unfortunately, these efforts were not suffi-
cient, partly because world demand, except in 1984, has remained
sluggish, and partly because it takes time, sometimes years, for a
supply response to be generated. As a result, adjustment has been



6 POVERTY IN LATIN AMERICA

through import cuts rather than through employment-creating
export expansion.

What are the prospects? In 1986 Brazil will once again be the
exceptional case; its economy is expected to grow by 6-7 percent.
The rest of the region is likely to experience continued stagnation,
with some countries (Barbados, Chile, Colombia, and Peru)
improving per capita GDP by about 2 percent, while half of the
countries are likely to show further declines (the most severe will
be in Ecuador, Mexico, Trinidad and Tobago, and Venezuela). By
the end of 1986 per capita GDP wiU be 9 percent below the 1980 level
(13.5 percent without Brazil).

Under optimistic assumptions some countries are likely to find
themselves in 1990 with per capita GDP barely exceeding the level
of 1970 (Argentina, Chile, and Peru) or lower (Bolivia). The exter-
nal forces which facilitated development in the 1960s and early
1970s are no longer favorable. World trade is not expanding rap-
idly; prospects for primary commodities are unfavorable. Real
interest rates-particularly set against low export prices-continue
to be high. The flow of external capital has not increased and the
negative transfer of financial resources continues out of Latin
America. Under these circumstances it is reasonable to expect that
per capita consumption and employment will grow very modestly
if at all in most of the region's countries. unless external circum-
stances change substantially. Except in Brazil and Colombia, Latin
America's development effort has been set back by more than a
decade. The very real possibility that rapid growth will fail to
resume in the next five years makes a review of the present circum-
stances of the poor even more relevant.

The social effects of the depression are dominated by the contin-
ued rapid growth in population. In spite of reductions in fertility
the region's population is still growing by 2.3 percent each year.
Even in Argentina and Chile the population is growing by 1.6
percent a year. In Ecuador it is growing by 2.6 percent a year, and
in Honduras by 3.5 percent. Since the onset of the depression
the region's population has increased by about 15 percent. The
working-age population has increased even more. Meanwhile few
new jobs have been created in the formal sector of the region's
economies.
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Social Consequences of the Depression: The Facts

Who are the poor? In most Latin American countries the majority
of the poorest people live in the rural areas. In Mexico, for exam-
ple, the three bottom deciles of the income distribution scale are
entirely rural (table 1). In Brazil 70 percent of the lowest four dec-
iles were rural households in the mid-1970s (table 2). Only in the
most highly urbanized countries are most of the poor to be found

Table 1. Mexico: The Structure of Income Distribution
Income Percentage of Relative
decile population Category Sector incomea

1 10.0 Self-employed Rural 0.30

2 6.0 Self-employed Rural 0.34
0.5 Employer-owner Rural 0.40
3.5 Wage-earner Rural 0.40

3 10.0 Wage-earner Rural 0.40

4 0.5 Wage-earner Rural 0.44
9.5 Self-employed Urban 0.50

5 2.2 Self-employed Urban 0.54
7.8 Wage-earner Urban 0.60

6 10.0 Wage-earner Urban 0.64

7 9.4 Wage-earner Urban 0.67
0.6 Employer-owner Urban 0.70

8 0.1 Employer-owner Urban 0.74
0.5 Wage-earner Urban 1.60
1.2 Self-employed Rural 1.80
5.7 Self-employed Urban 2.10
2.5 Wage-earner Urban 2.20

9 10.0 Wage-earner Urban 2.24

10 8.1 Wage-earner Urban 2.25
0.2 Employer-owner Rural 2.60
1.7 Employer-owner Urban 3.60

32.4 Total Rural 0.40

67.6 Total Urban 1.30

a. Relative to average income at the national level.
Source: National Statistical Institute, Income and Expenditure Household Survey

(1977).
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Table 2. Brazil: Ranking of Occupational and Regional Groups by Income
Level, 1974-75

Nonagriculture Agriculture
Mean Number of Mean Number of

income familks income families
Occupational (thou- (thou- (thou- (thou-
categorya Regionb sands) sands) Region sands) sands)

Total 9,219 6,263
Manager Rio 169.1 78

SP 167.2 82
MG 143.4 19
NE 137.9 37

Employer or
professional MG 136.3 62

SP 123.1 204
Rio 120.7 87

Manager South 120.4 34
Employer or

professional South 108.5 117
Middle

management SP 79.1 235
Shopkeeper SP 71.8 159
Employer or

professional NE 67.9 84
Middle

management Rio 67.7 139
South 57.6 116

Farmer SP 54.5 102
Middle

management MG 54.0 68
NE 52.1 96

Farmer MG 45.2 150
Rio 45.1 23

Shopkeeper South 44.4 117
Employee

(nonmanual) SP 43.3 405
Shopkeeper Rio 42.9 57
Farmer South 42.5 286
Self-employed SP 38.2 261
Workshop SP 36.8 121
Employee

(nonmanual) South 35.7 179
Workshop South 35.5 96
Employee

(nonmanual) MG 34.4 123
Rio 34.2 254

Shopkeeper MG 34.0 96
Workshop Rio 31.0 49

MG 30.9 43
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Nonagriculture Agriculture
Mean Number of Mean Number of
income families income families

Occupational (thou- (thou- (thou- (thou-
category, Regionb sands) sands) Region sands) sands)

Employee
(manual) SP 25.6 1,337

Self-employed Rio 24.9 169
South 24.5 195

Small farmer SP 23.2 174
Employee

(nonmanual) NE 23.0 200
Employee

(manual) Rio 21.0 685
Small farmer South 20.2 930
Employee

(manual) South 19.2 714
Self-employed MG 17.8 180
Shopkeeper NE 17.3 343
Employee

(manual) MG 16.3 526
Small farmer MG 16.0 439
Farmer NE 15.9 487
Small farmer Rio 14.8 41
Workshop NE 14.4 147
Farm laborer SP 12.6 400
Employee

(manual) NE 11.9 848
Self-employed NE 10.8 457
Farm laborer South 9.9 329

Rio 9.0 71
MG 7.5 480

Small farmer NE 7.3 1,239
Farm laborer NE 5.5 1,112

Note. Blanks indicate data were not available or are not applicable. Occupation is
of head of household. Income is annual household income in August 1974 cruzei-
ros; exchange rate = 3 cruzeiros per U.S. dollar.

a. Manager: senior managers, generaUy with professional qualifications. Em-
ployer or professional: includes self-employed professionals. Middle management:
includes supervisory positions requiring high school education. Shopkeeper:
indudes owners of service establishments. Farmer: middle and large farners who
employ wage labor. Employee (nonmanual): low-level office workers, store and
service employees. Workshop: artisan, repair shop, and other manual activities.
Self-employed: owner of unregistered, nonfarm establishment. Small farmer: does
not hire labor. Farm laborer: main source of income is wages.

b. Rio: Rio de Janeiro. SP: Sio Paulo. MG: Mihas Gerais. NE: Northeast.
Source: National Household Expenditure Survey.
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in the cities. And even there, the incidence of poverty is greater in
the rural areas. In Argentina, according to the 1980 population
census, the smaller the urban settlement, the larger the percentage
of families with unmet basic needs; rural areas have the highest
rate. In Chile three-quarters of the rural population belong to the
two poorest deciles, although the absolute number of urban poor is
twice that of the rural poor. But Argentina, Chile, and Uruguay,
the most heavily urbanized countries in the region, are the excep-
tion. Among the rural population the poorest are usually landless
laborers who purchase all or a large part of their food. In the urban
areas the poorest are self-employed Tather than wage earners. And
among wage earners, manual workers-often in construction, the
most likely entry point for migrants from the rural areas-are the
poorest. Of course the unemployed are also among the poorest, as
well as persons "working" in public make-work programs such as
those in Chile.

Employment

Employment and unemployment data are unreliable, especially for
comparisons between countries or over time. Furthermore, both
concepts need clarification. "Employment" refers to formal sector
employment in most countries, that is, to persons who are
recorded as being employed. This leaves out the informal sector as
well as many people working in agriculture. Still, the concept of
employment is useful because it captures the better jobs. Although
some people working in the informal sector are well-off, they are a
minority. Likewise, "unemployment" usually refers to persons
working only a few hours a week or (in rare cases) not at all. In the
absence of a safety net such as widely available unemployment
compensation, the population of Latin America must work or else
depend on relatives. Hence, unemployment data need to be com-
plemented with information about the degree of underemploy-
ment; many of the working poor, who may have lost their jobs, are
in that category.

UNEMPLOYMENT AND UNDEREMPLOYMENT. As noted, in the absence
of safety nets open unemployment is a rare thing. AS societies
evolve and family solidarity wanes, however, and as economic
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conditions strain the diminished family solidarity that still exists,
open unemployment rises. More than any other indicator, per-
haps, the rise of open unemployment shows how severe the crisis
is. In Mexico, for example, the labor force increased from 22.7
million in 1981 to 24.7 million in 1984, yet gainful employment
remained at 20.1 million (dipping to 19.6 million in 1983, then
recovering to the 1981 level). Not a single job was created during
these years (on a net basis), while the labor force kept on increasing
by 2.8 percent each year. Consequently, open unemployment went
up from 2.7 million in 1981 to 4.6 million in 1984. Open unemploy-
ment was particularly acute among young people. In Monterrey,
for example, 26 percent of those who were twelve to nineteen years
old and in the labor force and 14 percent of those aged twenty to
twenty-four were unemployed during 1983. If those not actively
seeking employment are added, the unemployment rate was
almost 8 percent in Mexico City in 1983, quite a high figure. In
other metropolitan areas rates were even higher, exceeding 13 per-
cent in Guadalajara and Monterrey. These data are corroborated by
the trend in job offers in Mexico's three major newspapers: the
number fell from 593,000 in 1981 to 241,000 in 1984.

In Brazil, too, open unemployment had traditionally been mini-
mal in the absence of a safety net (for example, in 1978 unemploy-
ment may have reached 2.3 percent of the labor force), but it rose
substantially during the crisis. In 1984 the rate was 7.1 percent
nationwide, nearly 6.8 percent in Sao Paulo, 8.3 percent in Belo
Horizonte, 6.7 percent in Rio de Janeiro, and 7-9 percent in Porto
Alegre, Salvador, and Recife. The difference between Brazil and
most other countries is that Brazil did emerge out of stagnation,
and consequently unemployment fell dramatically during 1985 and
1986. Nevertheless, the crisis was very painful; for example, con-
struction employment in Sao Paulo during 1981-84 was 30-50 per-
cent below the 1978 level.

Chilean unemployment has been by far the worst in the region.
Long-standing structural reasons (which have not been satisfacto-
rily analyzed) have been compounded by a government policy
which kept real wages high from 1979 until the second half of 1982,
when wage indexation was abolished. The unemployment rate
rose from the already high level of 10-11 percent (1980-81) to 19.6
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Table 3. Brazil: Changes in the Structure of Employment
(annual percentage growth)

1960-76 1981-84
Heads of All

Category household Category uworkers

Total 3.0 Total 3.3
Agriculture 0.6 Agriculture 4.1
Other 5,3a Other 3.0

Manufacture and Formal sector employees
construction 7.4 (including public

Transport and commerce 3.5 enterprises)b -0.6
Personal services 3.2 Government employeesb s.5
Government and social Informal sectoeb 6.5

services 5.8 Unemployed 11.8
Others 4.5

a. Annual percentage growth for all workers in this category was 5.7 percent.
b. 1981-83.
Sources, 1960 Census; 1976 National Household Surveys; table 4.

percent in 1982 and then declined to the still high level of 13 per-
cent (last quarter of 1985). Unemployment hit blue-collar workers
hardest, more than one-quarter of them during 1982-83 and about
the same proportion of persons in the lowest 40 percent on the
income scale. By the end of 1984 unemployment among the poor
was still 22 percent, when the national rate was down to 14 per-
cent. Even these extraordinary figures understate the hardship of
the poorest Chileans. The government established make-work pro-
grams as a minimum safety net. Before the crisis 5-6 percent of the
labor force-some 200,000 persons-worked in these programs. In
1982 the number doubled, and it peaked in 1983 at nearly half a
million, or 13 percent of Chile's labor force. Enrollment declined to
282,000 by 1985 and 220,000 in 1986. If one considers 60 percent of
those "working" in these programs as unemployed, Chile's job-
less rate peaked at 27 percent in 1982. Clearly the government
make-work programs include a high proportion of the country's
poorest persons. Thus, the incidence of unemployment among the
poorest-after adjustment for these programs-will be greater
among the poorest than among blue-collar workers in general.
Unemployment declined somewhat when GDP went up in 1984.
Total employment increased quite rapidly (by 4.1 percent overall
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and by 5 percent in the urban areas), which suggests that the
abolition of wage indexing has greatly stimulated job creation.

In Costa Rica open unemployment, defined very narrowly,
increased from 5-6 percent before the crisis to 9-10 percent in
1982-83 and settled around 6-7 percent thereafter. In Argentina
open unemployment remained relatively low (4-5 percent in
Greater Buenos Aires and about 6 percent in other cities).

DtENDS IN LABOR FORCE COMPOSITION. In addition to increasing
unemployment and underemployment, the depression has caused
shifts in the composition of the labor force. The case of Brazil is
particularly interesting in this respect. 2 Table 3 suggests that the
labor force grew at about the same rate during the growth period
(1960-76) and the crisis period (1981-84), or about 3 percent a year.
The major difference between the two periods is the rate of labor
force absorption in agriculture. Between 1960 and 1976 four out of
every five farm households that would have been created through
natural population growth moved to the cities; consequently, agri-
cultural employment increased by only 0.6 percent a year, while
agricultural production expanded rapidly. In stark contrast, dunng
the crisis agricultural employment seems to have gone up by 4.1
percent a year, that is, one-quarter faster than the total labor force.
This suggests that the collapse of employment creation in the cities
may have forced many would-be migrants to remain in the rural
areas.

Employment also increased in the informal sector and in govern-
ment during the crisis. Table 4 shows that employment in the
informal sector was particularly-inportant and equaled thatiagri-
culture or in the entire formal sector outside agriculture. Although
income data are not available, it is likely-'that expansion in the
informal sector reflected some worsening of income levels. To sum
up the changes in employment patterns during 1981-83, out of an
addition of 3.4 million persons to Brazil's labor force, 1.8 million

2. The data must be interpreted with an unusual degree of caution. Not only are
agricultural manpower data particularly unreliable in developing countries, but also
in the case of Brazil it has been necessary to use population data from the census for
1960 and from other sources (household surveys and labor statistics) for later years.
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Table 4. Brazil: Structure of Labor Force and Employment (1981-84)
(millions of workers)

Category 1981 1982 1983 1984

Laborforce
Total 47.5 49.9 50.9 52.4
Rural 14.0 14.5 15.0 14.9a
Urban 33.5 35.4 35.9 37.6a

Employment
Total 45.5 47.9 48.5 50.2
Agriculture 13.3 14.1 13.1 15.0
Nonagriculture 32.2 33.8 35.4 35.2

Formal sector 15.4 15.6 15.2 n.a.
Public servants 1.8 2.0 2.0 n.a.
Employers 1.0 1.0 1.1 n.a.
Informal sector 13.3 14.8 15.1 n.a.

Unemployed 2.0 2.0 2.5 2.2
Unemployment rate

(percent) 6.0 5.5 6.9 6.2

n.a. Not available.
a. Figures through 1983 include the government employment program tor the

Northeast; the figure for 1984 is not adjusted for this.
Sources: National Household Surveys and Annual Surveys of the Organized

Labor Market (RAis).

found jobs of one kind or another in the informal sector, 1 million
found employment in rural activities, and 0.5 million became (or
remained) unemployed. In 1984 an even larger proportion of new
entrants found occupations in agriculture.

The same general trends can be observed in other countries. In
Mexico the proportion of wage earners among those employed fell
from 83 percent in 1982 to 76 percent in 1985. The share of the self-
employed (including employers-owners) and unpaid fanily labor
rose correspondingly from 17 to 24 percent of the total. ThisAis
consistent with declines in manufacturing and construction
employment and an increase in service employment, while total
employment remained the same in 1984 as in 1981. Similarly, in
Argentina the proportion of self-employed persons increased,
albeit at a slower rate than in Mexico. In Chile the share of service
employment increased during the crisis while that of manufactur-
ing and construction decreased. Costa Rica provides an interesting
illustration of reaction to crisis: participation rates increased as real
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wages declined sharply, and nonheads of households entered the
labor force in an attempt to maintain family income.

The Rural-Urban Balance

As noted, agricultural employment has suffered less than urban
employment. Indeed, during the crisis agricultural employment
went up in Mexico and Brazil and remained roughly constant in
Chile. This reflects not only the lack of urban employment oppor-
tunities but also the good performance of agriculture relative to
other sectors. Good agricultural performance can be attributed at
least in part to government adjustment policies, notably the sharp
real devaluations and the relaxation of agricultural price controls
which had been designed to keep food prices down in the cities.

As a result, in Brazil-the only documented instance in our sam-
ple-the internal terms of trade improved for farmers and wors-
ened for the urban populafion. Improvements were particularly
striking in agricultural producers' purchasing power for such com-
mon manufactured goods as clothing and -footwear. Such trends
are of particular importance in countries where substantial num-
bers are still employed in the rural areas.

A mixed picture emerges from the country studies. Agricultural
production did relatively well during the crisis, increasing its share
in GDP in Brazil, Chile, and Mexico. At.the same time, real agricul-
tural prices increased, and farmers therefore found themselves rel-
atively better off. However, farm laborers, who must purchase
most or all of the food their families consume and who form the
very poorest group in society, were hit by the crisis: real agricul-
tural wages declined (by over 30 percent in Mexico and in Brazil) as
real food prices increased. This is consistent with continued (albeit
reduced) rural-urban migration. Of course, a similar deterioration
occurred in the real income of the poorest urban consumers, who
spend a very high share of their income on food.

Wage Trends

Wage statistics are particularly difficult to interpret. Averages often
mask actual trends. For example, when employers dismiss work-
ers, as has been the case throughout Latin America, they tend to
retain a cadre of well-trained higher-level personnel. Thus the
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average wage index may rise, while the wages of unskilled workers
drop because the weight of the latter diminishes. As a rule the
narrower the coverage of wage statistics the more meaningful they
are. This makes it difficult, of course, to document general trends.
Legal minimum wages might in some countries provide a general
indicator of trends for lower-paid workers, but they are not a reli-
able guide because of discrepancies between legal minimum wages
and actual wages paid.

Despite all these caveats, a fairly clear pattern emerges. In most
countries real wages have fallen, often very sharply; for example,
the average real wage of a central government employee in Uru-
guay (not one of the countries in the sample) has fallen by half. In
some countries there has been some recovery, in others not.

Argentina does not fit the pattern because its decline in economic
activity preceded the 1981-82 crisis. The real wage was at the low-
est level in 1982-the year of the South Atlantic war. Subsequent
recovery was greater in the private than in the public sector! while
in the latter it was better in the parastatal enterprises than in the
central government. Throughout the period wages remained far
lower than they had been up to 1975.

In Chile the full indexing of wages between 1979 and 1982 set a
floor to wage settlements and explains a continuing rise in real
wages through 1981 regardless of the increasingly slow growth of
the economy. In 1982 Chile's gross domestic income fell by 19
percent. Wages, however, fell by only 3 percent in real terms, and
this goes a long way toward accounting for the enormous unem-
ployment. At the time average wages went down by 3 percent,
white-collar wages remained at the 1981 level, while blue-collar
wages declined by 7 percent. There is no breakdown between blue-
collar and white-collar wages after 1982, but in 1983 real wages fell
by 10 percent and stabilized thereafter. Chile may be a case in
which the relative stability of the average wage index masks a shift
in the composition of the labor force as low-paid workers are dis-
missed and higher-paid employees increase their share of the total.
It is even possible that averages might be consistent with a deterio-
ration in top salaries.

In Mexico the minimum wage declined sharply in real terms, and
average wages declined even more. The 1981-83 decline was great-
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est in agriculture (31.3 percent) and community, social, and per-
sonal services (30.8 percent), and smallest in electric power (12.5
percent), transport and communications (22.6 percent), and, sur-
prisingly, construction (24.4 percent). The overall average drop
was 28.2 percent, followed by a further slight drop in 1984. The
sectoral figures should be viewed with! some skepticism because of
the weak statistical base, especially in agriculture and in the large
informal sector. Furthermore, the actual contraction may have
been lessened by virtue of increases in wage supplements of vari-
ous kinds. There is little doubt, nevertheless, that the share of
wages in national income declined substantially between 1981 and
1984.

Brazil's income per capita began to grow at slower rates after
the first oil shock and declined after 1980 (by 14 percent through
1983). Recovery began in 1984, and since then the economy has
been growing rapidly-8.3 percent in 1985 and 6 to 7 percent in
1986-but precrisis levels of per capita income (as opposed to GDP)

have yet to be attained. Agricultural wages and wages for unskilled
construction workers rose rapidly with the commodity boom and
flattened out after 1975. Even then unskilled construction workers
were earning only US$1.40 a day in the Northeast and US$2.65 in
Sao Paulo. Casual rural laborers' earnings peaked in 1980 when
they averaged US$2.35 a day nationwide. Thereafter real wages
fell by about one-third (through the first half of 1985). Clearly, farm
laborers and unskilled workers in the cities form a very large
group of very poor people whose incomes fell sharply. Except
for the unemployed they are the poorest and have been hard hit.
Farm laborers alone account for 15 percent of all Brazilian house-
holds and nearly 40 percent of agricultural households. The
number of unskilled construction workers is not known. The
unemployed, as noted, represented about 7 percent of the labor
force in 1984.

In Costa Rica average wages fell nearly 40 percent between 1979
and 1982. Declines were sharpest in basic services (43 percent) and
least in agriculture (35 percent) and industry (33 percent). Helped
by massive infusions of U.S. aid and financial assistance from
other sources, wages recovered rapidly after 1982, and by 1985 had
come back to near their precrisis levels.
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Social Services

Information on the provision of social services is hard to come by,
since it is scattered amrong many agencies. According to a study by
Fuller, governrment spending on education in Mexico went down
from 5.5 percent of'GDP in 1982 to 3.9 percent' in 1983.3 Old-age
pensions paid out by the Mexican Social Security Institute have
been falling increasingly behind the (declining) index of average
wages. With 1978 taken as the base year, the index of pensions had
fallen 24 percent below the average wage by 1984. Unfortunately,
the paucity of data makes it hard to say more about the provision of
social services by the Mexican government.

In Argentina the need has arisen for a large-scale National Food
Program (PAN), administered by the Ministry of Health and Social
Affairs. It consists of the periodic distribution of PAN food packages
and of various social services such as cooperative development,
community purchases, expansion of water supply, maternal and
child health services, and education. The highly visible program
currently covers about 5.5 million of the country's 30 million peo-
ple and involves the daily packaging and distribution of about
1,000 tons of food covering about 30 percent of the needs of an
average family of four. It is said that packages are distributed to
poor families identified in-two PAN census surveys, the latest of
which was in September 1985. But precise information about the
program is difficult to obtain. Nevertheless, even if there is consid-
erable leAkage to families who might not need the free food pack-
ages, the sheer number of recipients in one of the world's best
endowed agricultural countries conveys a dramatic image of the
social cost of the 1981-82 crisis. In addition, although the aged are
numerous and increasing in number (there are 2.7 million retirees
and pensioners), retirement benefits declined from 71 percent of
the average wage to 47 percent in 1985.

In Costa Rica social programs are highly developed and were not
affected nearly as much by the crisis. Nevertheless, there has been
a sharp drop in social spending. Central government health and

3. Bruce C. Fuller, "Review of Public Investment in Mexico: The Financing of
Education," Education and Training Department, The World Bank, Washington,
D.C., 1985.
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education expenditure declined by 23 percent between 1979 and
1983, more than 30 percent per capita.

The Brazilian trends in social services are unclear. The only rea-
sonably reliable statistics refer to water connectons. Between 1970
and 1980 coverage increased from 33 to 55 percent in spite of rapid
population growth (in the Northeast coverage went up from 12 to
32 percent). By 1983 coverage had increased substantially (65 per-
cent nationwide, 41 percent in the Northeastl and indications are
of further progress in 1984 (66 percent national coverage, 43 per-
cent in the Northeast).

Table 5. Chile: Social Fiscal expenditure
(millions of 1976 U.S. dollars)

Social
Expen-

Regional diture
Social Social Educa- develop- per

Year Health welfare Housing security tion menP Total capita

1974 220.02 51.80 206.01 246.83 454.14 32.16 1,210.96 120.78

1975 159.68 105.63 84.15 254.72 341.92 35.58 981.68 96.28

1976 134.28 149.97 74.15 223.84 345.30 56.91 984.45 94.92

1977 154.59 136.53 81.23 299.40 422.23 48.75 1,142.73 108.30

1978 161.30 173.59 62.59 318.45 426.14 47.97 1,190.04 110.88

1979 152.89 113.18 68.55 347.50 444.94 45.46 1,172.52 107.40

1980 196.79 201.10 76.70 415.12 471.89 45.49 1,407.09 126.72

1981 208.24 388.97 73.89 558.50 567.42 49.22 1,846.24 163.47

1982 196.87 478.01 26.99 648.17 579.81 23.24 1,952.39 169.96

1983 162.58 540.60 41.44 628.83 497 17 18.04 1,888.66 161.62

1984 160.70 487.10 75.20 801.20 510.20 14.10 2,048.50 172.46

a. Social welfare includes contributions to the Ministry bf Labor institutions

(excluding social security funds) such as the Regiohal Development National Fund,

National Scholar Aid and, Scholarship Council, National Kindergarten Council,

National Emergency Bureau, and Minimum Employment Program. It also includes

contributions to firemen's units.

b. Regional development expenditure indudes resources assigned to regions and

intended basically for health, housing, and education and the alleviation of extreme

poverty.
Source: Ministry of Finance, Budget Direction.
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The Chilean case is particularly interesting because it represents
a successful attempt to focus government social spending on the
poorest segments of the population. By slashing government
spending on upper-income groups and targeting expenditure on
the poorest, it has been possible to provide the most urgently
needed social services in spite of the grave economic crisis. Table 5
suggests that per capita social expenditure increased by 36 percent
in dollar terms between 1980 and 1984, with a slight dip in 1983,
while total social expenditure increased by 46 percent during that
period. The fastest increase (140 percent) was in social welfare,
induding the government make-work programs; social welfare
programs account for 24 percent of total government social spend-
ing. Social security spending almost doubled as part of a drastic
reform which initially increased the burden on public finance. But
education spending (which in 1984 accounted for one-quarter of
social spending) increased by only 8 percent and public health
spending went down by 19 percent. The overall increase in govern-
ment social spending is all the more remarkable because total gov-
ernment spending was reduced during the crisis as part of the
adjustment effort. Success in targeting social spending on the
poorest groups was achieved at the expense of the groups immedi-
ately above the poverty line. There has been little investment in
facilities catering to the lower middle classes in recent years. Nev-
ertheless, Chile's performance in targeting social spending is une-
qualed in the region, and substantial improvements in efficiency
have been achieved in the delivery of social services to the poor.

Social Indicators

Information about trends in education, health, and nutrition is also
woefully inadequate. This section pulls together what little evi-
dence has been found. One should not expect to find clear signs of
arrested or reversed progress in health and education because of
cuts in government spending. Many forces are at work which
determine health and education levels; these levels are difficult to
measure in the best of circumstances, and there are lags between
changes in "input" and changes in "output" however defined.
Furthermore, the preceding section reviews only government
spending and leaves out private health and education facilities.
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There is evidence in Mexico (but not in Argentina), however, that
the decline in incomes has been accompanied by a reduction in
private school enrollment.

What does the fragmentary evidence suggest? In Chile there has
been continuous progress through 1984 (the year of most recent
data) in general mortality, infant mortality, and neonatal mortality
(infants who die at less than twenty-eight days old). Nutritional
surveys show a declining trend in malnutrition among children
under six years old (as well as for each of the subcategories: slight,
moderate, and advanced malnutrition), with a slight increase in
1983 and a subsequent improvement in 1984. Rates are among the
lowest in the developing world, with total malnutrition affecting
8.4 per thousand children in 1984. Education statistics, however,
show a reduction in primary school enrollment rates in 1982 (the
latest year for which such data exist) since 1980. Because school
drop-out rates are far higher for the poor than the rest of the
population (evidence exists for 1979), it can be assumed that the
lower primary school enrollment rate is related to poverty.

Evidence for other countries is far more sketchy. In Argentina
infant mortality apparently continued to improve through 1982,
the latest year for which data are available. The effects of the
decline in the quality of medical care, which has been reported
over the past decade, cannot be documented. Child malnutrition is
a serious problem in Argentina, especially in the rural areas and on
the outskirts of cities where the poorest families live. There is,
however, no evidence of trends over time. School drop-out rates
do not seem to have worsened.

In Brazil, in contrast, infant mortality seems to have increased in
1983 and 1984 after a long decline. The nationwide rate went up
from 65.8 per thousand children under one year in 1982 to 73.7 per
thousand in 1984. The rates continued to improve slightly in the
Southeast and Center-West, but have deteriorated in all other
regions, especially in the Northeast where the effects of the reces-
sion were compounded by a major drought (fror 93.1 to 116.1 per
thousand) and in the North (from 81.3 to 98.6 per thousand). A
survey of the Sao Paulo area suggests that infant mortality
increased during 1984, largely because an outbreak of measles
killed infants who were weaker than earlier cohorts; health among
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children in the industrial suburbs deteriorated; and school failures
and the drop-out rate increased. Studies carried out in 1973-74 and
1985 show a clear relation between poverty and the prevalence of
anemia among children under five years of age, and suggest a
higher prevalence in 1985 than in 1973-74 among poorer families; it
is not clear, however, whether the two studies were conducted in a
comparable fashion. The incidence of malnutrition is also undoubt-
edly associated with income levels, but again there are no time
series data covering the crisis period.

In Costa Rica infant mortality remained stable (at a low level)
during the crisis, and life expectancy at birth continued its steady
increase through 1985. There was a slight decline in per capita
intake of calories, protein, fat, carbohydrates, and calcium, espe-
cially in the rural areas, but there is no evidence of negative effects
on health. School drop-out rates increased somewhat up to the
tenth grade during 1979-82 and declined subsequently. High
school drop-out rates peaked in 1982 and declined only slightly
thereafter, a trend consistent with increased labor force participa-
tion by nonhousehold heads noted earlier.

The lack of social statistics is particularly acute in Mexico. It
appears that infant mortality continued to decline through the cri-
sis, but little is known about changes in nutrition. A nutrition
monitoring system known as SISVAN is now being set up, and
fragmentary data indicate that the depression has affected nutri-
tion patterns. A study carried out in 1984 in a Veracruz housing
complex (lower-middle-class) suggests that purchases of beef,
milk, pork, sugar, and canned goods decreased while consumption
of potatoes, eggs, and chicken went up, without adverse nutri-
tional consequences. A 1983 survey conducted in Mexico City pro-
vides evidence of drops in consumption of oil, sugar, meat, eggs,
beans, fruit, vegetables, milk, bread, and fish. The sharpest drop
in cooking oil consumption was in the poorest stratum; 11.4 per-
cent of the poorest households eliminated meat from their diet
altogether, 7.5 percent eliminated milk products, and 6.5 percent
eliminated fish. From this slim evidence one can reasonably infer
that the depression has caused lower-middle-class persons to
change the composition of their diet in favor of cheaper foods, and
that there have been absolute cuts in the essential food intake of
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the urban poor. The effects of replacing generalized subsidies (for
example, on tortillas) by more targeted subsidies (food stamps and
low-price sales by government stores) are not documented because
the shift occurred only in early 1986.

Prompt Action Is Needed

The preceding section documents the most immediate effects of
the depression: high unemployment and underemployment,
growth of the informal sector, declining real wages, and the first
signs of worsening social indicators in some of the countries. What
remains hidden are the effects of the collapse of investment and
the resulting physical deterioration of hospitals and schools; these
conditions will emerge only gradually. Eventually the delayed
effects may prove to be considerable, and unless action is taken
soon to arrest deterioration, losses may prove to be pervasive and
difficult to reverse in the face of continued rapid population
growth. The longer remedial action is delayed, the costlier it will
become.

The examples of Chile and Costa Rica demonstrate that it is
possible to protect the poor from the adverse effects of reduced
national income on health. This was achieved by targeting the
most vulnerable groups in society, which was possible because
reasonably efficient bureaucracies existed in the social areas. Link-
ing food distribution and primary health care has shown great
benefits. For instance, in Chile the National Food Program (PNAC)

administered by the Ministry of Health has been one of the main
factors behind the rapid decline in infant mortality rates. Food
distribution, in addition to improving the nutrition of both mothers
and children, has attracted poor families to the health centers.
Under the PNAC program, enriched food is distributed monthly to
pregnant mothers and poor children under six years of age. At the
time that food is distributed, pregnant mothers are checked and
children under two years of age are also measured and weighed. If
undernutrition is detected, additional food is given to the family.
Besides being cost-effective now, the program is helping to reduce
future medical costs.

The general message which comes across, however, is that it is
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much harder to maintain, let alone improve, the lot of the poor in
the absence of economic growth. Much was written during the
high-growth years of the 1960s and 1970s about the alleged nega-
tive effects of Latin American development on the poor. In retro-
spect, these studies have been found to be largely without
foundation;4 the present depression shows, unhappily, that
growth had been beneficial to the poor and that it is economic
decine and stagnation which have worsened their already precari-
ous livelihood. Even the distribution of income appears to have
worsened as a result of the crisis. Those who were able to send
capital abroad benefited, often immensely, in relation to the rest of
society, while the poor became poorer because of the rise in unem-
ployment and the sharp decline in real wages.

The lesson, then, is that a resumption of growth is by far the
most certain way to stabilize and eventually improve the condition
of the poor. This report cannot discuss fuUly the policies required to
achieve sustained growth. It suffices to mention one crucial aspect:
resumed growth will depend on export expansion. Latin Ameri-
ca's exports have not increased in value since 1980. The volume of
exports has been increasing, but prices have declined, entirely off-
setting volume gains. Eighty percent of Latin America's exports
consist of primary commodities (before the collapse in the oil price,
these exports were divided about half and half between petroleum
and other commodities). But prospects for commodity prices are
not encouraging. To resume sustained growth will require a tre-
mendous effort on the part of the Latin American countries to
boost exports of manufactured goods and a corresponding willing-
ness on the part of their trading partners to allow imports of these
goods. Even if the pace of economic policy reform were accelerated
in the Latin American countries, the weight of commodity exports
is such that the sustained, rapid growth of exports may remain an
elusive objective during the next five years. In view of the contin-

4. See, for example, Peter Gregory, The Myth of Market Failure: Employment and the
Labor Market in Mexico (Baltimore, Md.: Johns Hopkins University Press, 1986);
Miguel Urrutia, Winners and Losers in Colombia's Economic Growth of the 1970s (New
York: Oxford University Press, 1985); and Guy Pfeffermann and Richard Webb,
"Poverty and Income Distribution in Brazil," Review of Income and Wealth, ser. 29,
no. 2 (June 1983).
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ued resource drain attributable to external debt service and the
actual pace of economic reform in most countries, it is unrealistic to
expect consumption and incomes per capita to rise much during
the next few years.

The only wise course of action is to consider a reform of govern-
ment social agencies without further delay, rather than to wait for
growth to resume before attacking the social problems of the poor.
Because of the extreme stringency of budgets and the continuation
of large government subsidies to middle- and upper-income
groups, a twofold approach is recommended: (a) determined
efforts, to improve the often dismal efficiency of the social agencies,
so as to release resources to be focused on the poor; and (b) some
redirection of efforts-for example, away from university educa-
tion and in favor of primary education-to benefit the most vulner-
able groups in society. Because of political resistance by the present
beneficiaries of free or subsidized social services (notably the mid-
dle classes) and because it is hard to achieve improvements in
entrenched bureaucracies, progress may be slow. But this is no
reason not to make a determined effort. Support by external aid
agencies might give greater impetus to such efforts. Meanwhile, in
the immediate future governments should focus on the nonwage
current expenditures in health and education and ensure that at
the very least there is no further backsliding. Textbooks, drugs,
and the like are veTy small items in the budget, yet shortages can
cripple whole segments of delivery systems.
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