
have been ones of net emigration, not net immigra-
tion. The largest net emigration rates in the 1990s
were in English-speaking countries in the region:
Trinidad and Tobago, Suriname, and Jamaica expe-
rienced emigration rates of approximately 10 per
1,000 population (Figure 3.18). Mexico and several
Central American countries also had high net emi-
gration rates (between two and six per thousand),
although much lower than those of the English-
speaking countries.

Latin American emigrants have increasingly
favored the United States as their prime destina-
tion. By 2000, more than 55 percent of all immi-
grants in the United States were from Latin
America, and about half of these were from Mexi-
co. Although intraregional migration within Latin
America has never been extensive, some important
movements of workers have taken place in some
periods, especially between neighboring countries.
At the beginning of the 1990s, about 5 percent of
the population of Venezuela was foreigners, many
of them low-skilled workers from Colombia, who
had come in the 1960s and 1970s, attracted by the
oil boom (Figure 3.19). 

Argentina has also attracted many Latin
American immigrants, mainly from the other
Southern Cone countries. During periods of good
economic performance, Argentina has become a
magnet for Paraguayans, Bolivians, and other
workers from the Southern Cone. In Central Amer-
ica, Costa Rica is a magnet for low-skilled workers,
mainly from Nicaragua. But apart from these mag-
nets, Latin America has small foreign-born popula-
tion shares compared with Canada and the United
States. The share of foreigners in all of Latin Amer-
ica is only 1.4 percent (0.6 percent excluding
Argentina and Venezuela); that of Canada and the
United States combined is 8.9 percent.

Although the United States has never lost its
importance as the principal destination for Latin
American emigrants, they have started to explore
new options, such as Australia, Canada, Japan, and
some European countries (especially Spain, Italy,
and the United Kingdom). In addition, adverse eco-
nomic conditions in Latin America and improved
conditions in Europe have contributed to some
return migration on the part of descendants of pre-
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Figure 3.17  Net Migration Rate by Region, 2000
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Figure 3.18  Net Migration Rate by Country, 1990s 
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Figure 3.19  Foreign Population by Origin

 (Percent)

Source: Clark, Hatton, and Williamson (2003).
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vious European immigrants.21 A similar pattern has
emerged for Asian descendants.

Although significant numbers live in Europe,
the overwhelming majority of Latin Americans
outside the region (88 percent) live in the United
States. Thus, explaining emigration from Latin
America is largely a matter of explaining emigra-
tion to the United States. Table 3.4 reports flows of
legal immigrants into the United States since 1971.
The Latin American total rose two and a half times
between 1971-80 and 1991-2000, from 1.8 to 4.3 mil-
lion. Although U.S. immigration from all regions
increased markedly over the three decades, the
numbers arriving from Latin America far exceeded
those arriving from Europe and Africa. And while
the numbers arriving from Latin America in the

1970s exceeded those for Asia by only a small mar-
gin, by the 1990s they were about 70 percent larg-
er. Legal immigration is, of course, only part of the
story. Estimates for the stock of illegal immigrants
in the United States (Table 3.5) show that these are
even more concentrated among Latin Americans
and that the numbers doubled between 1990 and
2000.

Latin American immigrants entering the
United States are more likely to be labor-market-
oriented adults compared with their home popula-
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Table 3.4  Latin American Immigrants in the United States, 1971-2000

(Thousands)

Country of origin 1971–80 1981–90 1991–2000 1997 1998 1999 2000

Latin America 1,813.8 3,460.6 4,319.2 348.9 288.2 304.1 384.6
Mexico 637.2 1,653.3 2,251.4 146.9 131.6 147.6 173.9
Caribbean 759.8 892.7 996.1 105.3 75.5 71.7 88.2

Cuba 276.8 159.2 180.8 33.6 17.4 14.1 20.8
Dominican Republic 148.0 251.8 340.9 27.1 20.4 17.9 17.5
Haiti 58.7 140.2 181.8 15.1 13.4 16.5 22.4
Jamaica 142.0 213.8 173.5 17.8 15.1 14.7 16.0
Trinidad and Tobago 61.8 39.5 63.3 6.4 4.9 4.3 6.7

Central America 132.4 458.7 531.8 43.8 35.7 43.2 66.4
Costa Rica 12.1 15.5
El Salvador 34.4 214.6 217.4 18.0 14.6 14.6 22.6
Guatemala 25.6 87.9 103.1 7.8 7.8 7.3 10.0
Honduras 17.2 49.5 66.7 7.6 6.5 4.8 5.9
Nicaragua 13.0 44.1 97.7 6.3 3.5 13.4 24.0
Panama 22.7 29.0 23.9 2.0 1.6 1.6 1.8

South America 284.4 455.9 539.9 52.9 45.4 41.6 56.1
Argentina 25.1 25.7 24.3 2.0 1.5 1.4 2.3
Brazil 13.7 23.7 52.3 4.6 4.4 3.9 7.0
Chile 17.6 23.4 16.9 1.4 1.2 1.1 1.7
Colombia 77.6 124.4 131.0 13.0 11.8 10.0 14.5
Ecuador 50.2 56.0 76.4 7.8 6.9 8.9 7.7
Guyana 47.5 95.4 73.8 3.3 5.7
Peru 29.1 64.4 105.7 10.9 10.2 8.4 9.6
Venezuela 7.1 17.9 29.9 3.3 3.1 2.5 4.7

Europe 801.3 705.6 1,311.4 119.9 90.8 92.7 132.5
Asia 1,633.8 2,817.4 2,892.2 265.8 219.7 199.4 265.4
Canada 114.8 119.2 137.6 11.6 10.2 8.9 16.2
Africa 91.5 192.3 383.0 47.8 40.7 36.7 44.7
Oceania 48.0 3.7 5.1

All countries 4,493.3 7,338.1 9,095.4 798.4 660.5 646.6 849.8

Source: U.S. Census Bureau (various years).

21 In Europe, the definition of immigrant depends on the nationality
of the parents (for instance, a person with two French parents would
be granted French citizenship, no matter where he or she was born);
in the United States and Canada, citizenship depends on the indi-
vidual’s country of birth. 



tions: 76 percent of immigrants are of working age,
compared with only 61 percent of the home popu-
lation. This self-selection of labor-force-oriented
adults has been true of international migrations
since the early nineteenth century, and migrations
have always self-selected young adults (Williamson
2001). Within this pattern, there is considerable
variation by sending country. The Dominican
Republic, El Salvador, Colombia, Nicaragua, and
Peru are among the Latin American countries that
have sent immigrants with the highest adult shares.
Perhaps more relevant, however, is the difference
between the adult share of emigrants and that of
the sending country. There are large differences
for Nicaragua (35.4 percent difference), El Salvador
(23.1 percent), Guatemala (20.8 percent), Hon-
duras (20.5 percent), and Haiti (18 percent). One of
the countries with the weakest adult self-selection
is Mexico, which seems to be due to the combina-
tion of two events. First, Mexico has one of the old-
est U.S. immigration experiences, stretching back
to the 1950s and 1960s. Second, the “family reunifi-

cation effect,” which became a part of U.S. immi-
gration policy with the 1965 Act, has affected the
age of Mexican immigrants.

Self-selection by skill is even more dramatic
than by age. Latin Americans with legal immigra-
tion status in the United States have, on average,
considerably higher levels of education than is true
for their home country population.22 For instance,
the percentage of Latin Americans living in the
United States who have completed at most second-
ary education is more than double (sometimes
triple) the percentage in the country of origin.
Although Latin American immigrants in the United
States are more educated and more likely to be eco-
nomically active than their compatriots at home,
they are less educated, on average, than the Amer-
icans they join. 
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Table 3.5  Estimates of Undocumented Immigrants in the United States, 1990–2000

Increase
Country of origin 1990 2000 (percent)

Latin America 2,746 5,833 112
Mexico 2,040 4,808 136
El Salvador 298 189 -37
Guatemala 118 144 22
Colombia 51 141 176
Honduras 42 138 229
Ecuador 37 108 192
Dominican Republic 46 91 98
Brazil 20 77 285
Haiti 67 76 13
Peru 27 61 126

Other countries 754 1,167 55
China 70 115 64
Philippines 70 85 21
India 28 70 150
Korea 24 55 129
Canada 25 47 88

Total 3,500 7,000 100

Note: Previous estimates for 1996 indicated that there were 50,000 illegal immigrants from Jamaica, 50,000 from Trinidad and Tobago, and 70,000 from Nicaragua.
Source: U.S. Immigration and Naturalization Service, 2000.

22 Note that these numbers do not take into account that more than
50 percent of illegal immigrants in the United States come from Latin
America (mostly from Mexico) and that this fact could influence some
of these patterns.



Factors That Affect Migration

Examination of the determinants of U.S. immigra-
tion rates from a variety of countries sheds light on
what drives emigration from Latin America com-
pared with other source regions. This topic has
been studied in recent years by a team of
researchers headed by Jeffrey Williamson at Har-
vard University (see Clark, Hatton, and Williamson
2003). Their database includes 81 source countries
(for which explanatory variables can also be docu-
mented), 22 of which are in Latin America, cover-
ing 1971-98. These source countries accounted for
82.5 percent of all U.S. immigration during this peri-
od. The dependent variable is the number of (legal)
immigrants accepted into the United States who
were born in another country as a proportion of
that country’s population.23 The explanatory vari-
ables are those suggested by theories of migration,
which are explained at greater length elsewhere
(Clark, Hatton, and Williamson 2003; Hatton and
Williamson 2002). Table 3.6 presents a regression
equation that is estimated including all 81 source
countries, and another that is estimated only for the
22 Latin American countries in the sample. 

Relative income between the sending country
and the United States is, of course, central to the
migration decision. The regressions in Table 3.6
include the ratio of the source country purchasing-
power-parity-adjusted GDP per capita to that of the
United States. The coefficient is negative, as
expected, and highly significant. Furthermore, the
coefficient implies that a 10 percent increase in
U.S. income (the leader surging ahead) or a 10 per-
cent decrease in source country income (the fol-
lower falling behind) leads to a 15 percent rise in
immigration from that country. However, the
migration decision also depends on the relative
returns to skills, not just income differentials, and
hence the income effect must be deflated by rela-
tive skill levels. This is done using the ratio of the
number of years of education of those age 15 and
older in the source country relative to the United
States, and, as expected, this variable has a negative
impact on immigration. Holding income constant,
a rise in the source country’s average education
level by 10 percent (equivalent to 0.55 years of

schooling averaged across all sending countries)
reduces the immigration rate by 7 percent.24

Migration theory also suggests that differences
across countries in the returns to skills will select
migrants from different parts of the skill distribution
(Borjas 1987, 1991), which has come to be called the
Roy model (Roy 1951). Roy model effects are cap-
tured here by the ratio of the Gini coefficient, a sta-
tistic describing the distribution of household
income, in the source country relative to that in the
United States. If a sending country has more inequal-
ity than the United States (which is the case for Latin
America), then those at the top of the income distri-
bution will have less incentive to emigrate, while
those at the bottom will have more and vice versa.  If
inequality is similar in the source and destination,
then, provided the destination has higher average
income, there is an incentive to emigrate throughout
the income distribution. Thus, unless poverty con-
strains poor potential immigrants from leaving the
sending country, the immigration rate to the United
States should follow an inverted U-shaped function of
relative inequality. The results in Table 3.6 strongly
support this hypothesis, with the peak immigration
rate occurring at a ratio of 1.12, which is close to the
point where inequality is about the same in the des-
tination and source countries. In the Latin American
case, this finding may need to be reinterpreted in
terms of the qualification about poverty, namely,
that poverty is likely to constrain the emigration of
the very poor residing at the bottom of the income
distribution in the sending country. 

Unless return migration is very inexpensive,
the discounted present value attached to any long-
distance move should be higher at younger ages
because the returns would be spread over a longer
future working life.25 Thus, source countries with
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23 Since this rate is bounded at zero, the variable actually used in
the regressions is the log of that rate. The estimation technique is ran-
dom effects, which exploits both the cross-section and time-series
variation in the data.
24 This does not imply that more education diminishes emigration
rates, but rather only that GDP per capita differentials are explained
in part by schooling differentials, and that the analysis must take this
factor into consideration. If income differentials were instead docu-
mented by earnings differentials for individuals with the same level
of schooling, it might affect the results on the schooling variable.
25 If return migration is very inexpensive, migration is less likely to
be permanent and more likely to be repeated.
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Table 3.6 Immigration in the United States, 1971–98: Random Effects Regression Results

All source regions Latin America
Variable (81 countries) (22 countries)

Constant –8.72 –10.64
(15.6)*** (10.1)***

GDP per capita ratio (source/United States) –1.49 –2.55
(7.6)*** (5.7)***

Schooling years ratio (source/United States) 0.69 1.11
(3.0)*** (3.1)***

Gini coefficient ratio (source/United States) 2.54 5.83
(5.8)*** (5.3)***

Gini coefficient ratio (source/United States) squared –1.16 –2.31
(6.3)*** (5.6)***

Share age 15–29 in source population 0.52 4.09
(0.7) (2.8)***

Immigration stock/source population (t-1) 7.18 8.43
(3.4)*** (4.2)***

Immigration stock/source population (t-1) squared –39.7 –34.69
(4.1)*** (4.1)***

Distance –0.21 –0.24
(3.5)*** (2.5)***

Landlocked –0.46 –0.52
(1.7)* (1.1)

English speaking 1.63 2.01
(6.4)*** (4.1)***

Civil war 0.22 0.11
(4.7)*** (1.7)

Eastern Hemisphere, 1971–78 –0.32
(9.3)***

Western Hemisphere, 1971–78 –0.19 –0.19
(3.6)*** (3.8)***

Immigration Reform and Control Act, 1989-91 0.07 0.06
(7.5)*** (7.2)***

Dummy 1992–98 0.13 –0.1
(4.1)*** (1.8)*

Eastern Europe –0.12
(0.3)

Africa –2.00
(5.0)***

Oceania 0.51
(0.8)

Middle East 1.31
(3.0)***

Asia –0.12
(0.3)

Canada –1.27
(1.4)

Mexico 1.15
(1.4)

Central America 0.72 –0.51
(1.6) (0.8)

South America 0.06 –0.98
(0.2) (1.3)

Caribbean 1.33 –0.14
(2.6)*** (0.2)

R2 time series 0.20 0.44
R2 between countries 0.76 0.88
R2 overall 0.71 0.84
Number of observations 2,268 616

* Significant at 10 percent.
*** Significant at 1 percent.
Note: The dependent variable is the percentage of the source country population that are immigrants in the United States. Absolute values of t-statistics are in parentheses.
Source: Clark, Hatton, and Williamson (2003).



larger cohorts of young people should generate
more migrants and higher emigration rates. In
Table 3.6, the coefficient on the share of population
age 15-29 is positive as expected, but it is not sig-
nificant for the full sample of 81 countries (the
opposite is true for Latin America alone). 

Most observers also stress what has come to
be called the “friends and relatives effect.” An
established stock of previous migrants from the
same source country generates network effects
that lower the costs and reduce the risks of migra-
tion and, through remittances by previous
migrants, may even supply the initial investment
necessary to finance the move by new migrants.
Table 3.6 documents this friends and relatives
effect, and, since this effect is sometimes thought
to be nonlinear, the squared term is also included.26

The values of the coefficients imply that the stock
effect is most powerful at low levels and that it
diminishes as the stock increases. At the average
stock/population ratio, raising the expatriate stock
by 1,000 generates an additional annual inflow
from the source country of about 10 immigrants a
year. This is a powerful influence indeed, with
strong historical persistence.

Other country characteristics also matter. For
example, distance from the destination, the gravi-
ty effect, is measured in Table 3.6 by the distance
from Chicago in thousands of miles. The coeffi-
cient indicates that an additional 1,000 miles
between the sending country and the United States
reduces the immigration rate by 21 percent.27

Whether the country is landlocked also has a large
negative effect, although it is not quite significant
at conventional levels. Even more important is
whether the source country is English speaking, a
factor that increases the number of immigrants
from the sending country almost threefold. Politi-
cal upheavals and violence, the most important
source of which is civil wars, also have a signifi-
cant effect, increasing the number of immigrants
to the United States by about 22 percent. 

U.S. immigration policy also matters in deter-
mining immigrant source, and Table 3.6 accommo-
dates this with a series of dummies. Prior to 1978
there were separate quotas for the Western Hemi-
sphere (chiefly Latin America) and the Eastern

Hemisphere (the rest). The dummy for 1971-78
reflects the merging of these two quotas into a
worldwide quota in 1979. The effect from 1979
onward seems to have been positive, especially for
countries in the Eastern Hemisphere, despite
some decrease in the overall quota. 

The legalization of illegal immigrants (which
is recorded as part of total immigration) under the
Immigration Reform and Control Act of 1986
(effective 1988) is captured by a variable that rep-
resents the estimated stock of illegal immigrants
by source country in 1980. This influence is
applied only to 1989-91, when the program was in
effect.28 This effect varies across countries, with
the largest impact on Mexico, where it doubled the
immigration rate. The dummy for 1992-98 (for all
source countries) is intended to reflect the expan-
sion in the immigration quota that took effect fol-
lowing the Immigration Act of 1990 (effective
1992). This increased the number of immigrants
by 13 percent (compared with the expansion of
about 20 percent in the quota).

The analysis also includes regional dummies.
Here the excluded region is Western Europe, so the
coefficients on the other regions reflect differences
from that benchmark. For the most part, the coeffi-
cients on regional dummies are small, suggesting
that the fundamentals can by themselves explain
regional differences in U.S. immigration rates.
Notable exceptions are the large negative intercept
for Africa and the fairly large positive intercept for
the Middle East. Within the Americas, there are
large coefficients for the border states—Canada and
Mexico—and for the Caribbean. These results
reflect the effects of contiguity as well as the place
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26 A lag is introduced on the premise that the friends and relatives
effect has to be in place before the migrant makes the move.
27 The gravity effect can be seen in Figure 3.18; countries in the
Southern Cone (Argentina, Brazil, Chile, and Paraguay), which are
farthest from the United States, have the lowest emigration (or high-
est immigration) rates. Of course, some of these countries have had
relatively high wages, which also helps explain their high foreign-
born population shares (Figure 3.19).
28 The reason for using the estimated number of illegal immigrants in
1980 and not a later date is that legal immigration status was offered
to those who had been living in the country since 1982 or longer.



in the United States (Chicago) from which distance
is measured.29

Migration rates to the United States vary enor-
mously in Latin America. What accounts for this
variance? Are the same fundamentals at work as
for the world at large? The second column in Table
3.6 reports estimates for the 22 Latin American
countries. These are remarkably similar to those in
the first column for all 81 countries. Hence, it
appears that in general, Latin American emigration
to the United States is driven by the same forces as
for U.S. immigration as a whole, although the
forces themselves may, of course, be larger or
smaller. 

However, there are some differences in the
magnitudes of the estimated coefficients that are
worth stressing. The most notable difference
between Latin America and the rest is the large and
significant effect of the share of population age 15-
29. This regional difference may be explained by
the fact that long-distance moves from Asia and
Africa may more typically be family affairs, an
issue that future research needs to explore. In any
case, this result implies that an increase in the pro-
portion of the population age 15-29 from, say, 25 to
30 percent would increase the typical Latin Ameri-
can country’s U.S. immigration rate by 20 percent.
Furthermore, the coefficients on income and
schooling differences are larger for Latin America.
Thus, a 10 percent increase in U.S. relative income
increases immigration from the typical Latin
American country by 25 percent. A 10 percent
increase in U.S. relative education reduces immi-
gration from the typical Latin American country by
11 percent. These effects are much larger than the
effects for all sending regions combined. 

The other coefficients are similar to those
estimated for the full set of countries with the
exception of the dummy for 1992-98, which is neg-
ative. This may reflect the effect of the increased
favorable weight given to skills in the 1990 Immi-
gration Act or it may simply reflect an increasing
number of Latin Americans choosing illegal entry
into the United States. 

Inequality effects are also more powerful for
Latin America, but the maximum immigration rate,
where the Gini coefficient ratio is 1.26, is still fair-

ly close to one. This inverse U shape implies that
immigration to the United States is lower from
those Latin American countries that are very equal
or very unequal compared with the United States,
and higher for those in between (that is, most like
the United States). Note, however, that this is not
quite the same as saying that Latin American
immigrants into the United States came from
middle-income groups. 

Because Latin American income distributions
are more unequal than that in the United States,
migration should select from the bottom of the
sending country’s distribution, that is, mostly the
very poor should move. However, there is also the
"poverty trap" to consider. First, the very poor are
unlikely to have the resources necessary to invest
in the long-distance move to the United States. Sec-
ond, the roughly constant absolute cost of migra-
tion across prospective migrants implies that the
cost would be proportionately greater for poorer
potential migrants. If either or both of these trap
effects dominate, then higher poverty rates in the
source country should serve to diminish U.S. immi-
gration from that country. 

Thus, although the migration incentives may
be great for those at the bottom of the income dis-
tribution, poverty makes it impossible. At the top of
the income distribution, there may be no financial
constraint on emigration, but there is also far less
incentive to move. Thus, it may be those in the
middle of the sending country’s distribution that
actually emigrate. This is exactly what Chiquiar
and Hanson (2002) find for Mexico in the 1990s,
when U.S. immigrants came from the middle and
top of the Mexican wage distribution. This issue is
important and deserves further research on
whether more liberal U.S. immigration policy
would help to diminish poverty in Latin America.

Emigration: Blessing or Curse?

Since Latin America has the highest emigration
rates in the world, it is important to discuss the

Changing Patterns in the Supply of Labor

101

29 Measuring distance from Los Angeles rather than from Chicago,
for example, the intercept for Canada would be less negative and
the intercept for Mexico would be less positive, but that for the
Caribbean would be more positive. 



effects of this phenomenon on the labor market.
Can emigration help explain some of the ills of the
labor market that were described in chapter 1?

The most notable effect of emigration in the
source countries is the flow of remittances from
migrants to their families. Remittances to Latin
America and the Caribbean from abroad surpassed
32 billion dollars in 2002. The largest recipients
were Mexico (10.5 billion dollars), Colombia, El Sal-
vador, and the Dominican Republic (each with
between 2 and 2.4 billion dollars). 

Until recently, researchers and development
agencies tended to underplay the importance of
remittances or emphasize their potentially negative
aspects. They feared that those receiving remittances
would have no incentive to participate in the labor
market or invest in income-generating activities. Fur-
thermore, they thought that over time emigrants
would lose contact with their home communities,
leaving wives and children behind. Although some of
these problems may exist, recent work on remit-
tances reveals a far more complex picture. In the
absence of adequate social insurance systems to pro-
tect families from the hardships of labor markets,
remittances are an important source of income (see
Box 3.2). Even if remittances are devoted to con-
sumption only, their multiplier impact can be sub-
stantial, which has an effect on employment
generation (Ouaked 2002; Samuel and Torres 2001).

The effects of emigration on the labor supply
are less obvious than would appear at first sight. The
direct effect is negative, but indirect effects may go
in either direction depending on the participation
response of family members remaining in the
source country. Since family income may increase
due to remittances, the labor force participation of
the remaining members may decline, reinforcing
the direct effect. But the family may substitute for
the migrant in the local labor market if working
opportunities improve and if the reduction in family
size frees up time previously devoted to household
activities. For example, in El Salvador during the
civil war, the income effect dominated other effects,
with the result that the reduction in labor supply
exceeded the direct decline due to migration.
Because of economic dislocation resulting from the
war, these effects eased the unemployment problem

rather than creating a labor shortage problem. In
Puerto Rico, massive migration of low-skilled work-
ers to the United States accounts for a minimum of
one-fourth and probably much more of the long-
term upward trend in real earnings. Migration has
also contributed to reduce the rate of unemploy-
ment and the wage gap (Borjas and Freeman 1992).

However, not all the effects of emigration are
positive. Since workers are attracted by the higher
education returns in the destination country, emi-
gration often takes the form of a "brain drain." The
political and economic conditions of some countries
have provided additional impetus to this process. In
Latin America, a massive exodus of professionals
took place in the 1960s and 1970s when military
regimes in several countries targeted universities
and other academic centers.

A continuous exodus of professionals affects
many Caribbean countries, and probably con-
tributes to widen the wage gap: there are 3.7 times
more Jamaicans with some tertiary education living
in the United States than in Jamaica. Although not
as extreme, the cases of the Dominican Republic,
El Salvador, Guatemala, and Mexico are also worry-
ing. In these four countries, the number of immi-
grants in the United States who have some tertiary
education represent between 16 and 40 percent of
the pool of those with similar education levels resid-
ing in their own countries. These ratios are the high-
est of the 24 labor-exporting countries recently
studied by Adams (2003). 

Along with Mexico, the Philippines and India
are the largest suppliers of workers with tertiary
education to the U.S. labor market. However, in the
Philippines and India, those in the United States rep-
resent just 11.7 and 2.8 percent, respectively, of the
local population with similar skills.30 Therefore, it is
clear that migration is severely reducing the supply
of skills in some Latin American countries. But
international experience shows that when profes-
sional migrants return, or when they set up net-
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30 Coefficients for the Philippines and India would increase to 15.3
and 4.3 percent, respectively, if immigration to other developed coun-
tries were considered. These cases pale by comparison with Jamaica;
there is roughly the same number of workers with tertiary education in
Jamaica as in OECD countries (excluding the United States).
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Box 3.2 Money Sent Home: Latin America’s Largest Aid Program

Although Latin America’s economic hardships in 2002 have
been widely recognized, less obvious is the fact that millions of
the region’s emigrants, particularly in the United States, have
mitigated the blow by sending home billions of dollars in direct
assistance to their families.

According to the Multilateral Investment Fund (MIF), an
affiliate of the Inter-American Development Bank (IDB), Latin
American and Caribbean migrants living in industrial nations
sent an unprecedented $32 billion to their home countries in
2002, a dramatic increase compared with $23 billion in 2001.
These resources alleviated a great deal of suffering in the
region during a recession year.

To put these amounts in perspective, in 2002 they rough-
ly equaled direct foreign investment and outstripped overseas
development aid to Latin America from all sources. In some
countries, remittances make up more than 10 percent of the
gross domestic product. Mexico received $10.5 billion in
2002, reflecting the large number of immigrants from that
country throughout the United States, particularly in California
and other border states. Three-quarters of remittances to Latin
America and the Caribbean come from the United States.
Important sums are also sent from Canada, Japan, Spain, and
other European nations.

It is not the rich, but the poor who send the most money
home. The typical remittance is around $250 to $300 a month,
which represents a significant percentage of an immigrant’s
salary. Multiplied by millions, these sums add up to a major
economic force. They help put roofs over heads, food on tables,
and children through school. Some immigrants even manage to
invest in real estate in their homelands or small businesses run
by relatives. Experts believe that if demographic and economic
trends persist, remittances will continue to mount. For this
decade alone, Latin America and the Caribbean could receive
more than $300 billion.

All this is happening at no cost to taxpayers, so why not
leave well enough alone? The answer is simple: because the
existing system is far from perfect. Last year, immigrants who
sent money to Latin America and the Caribbean paid about $4
billion in transaction fees, mostly to money transfer companies
that dominate this business. For every $100 an immigrant sent
home, $12 went to financial intermediaries.

This level of service fee for Latin American emigrants
sending home money from abroad is the highest in the world,
and clearly unacceptable. It is 50 percent higher than fees
charged for sending remittances to other areas of the world,

such as India and the Philippines. If the costs of remittances
dropped by two-thirds, billions of dollars more could reach
some of the most needy people in the Western Hemisphere.
The IDB believes that this is a reasonable and achievable
goal.

Part of the solution is more competition. In recent years,
the entry of new players in the market for remittance services
has helped drive down costs, especially in major urban mar-
kets. Commercial banks and credit unions have started to
engage Latin American immigrants with services that are
increasingly tailored to their needs.

Another part of the solution will stem from expanding
access to modern banking services to Latin Americans on
both sides of the U.S. border. A recent report on remittances
and Latin American immigrants conducted by the MIF and the
Pew Hispanic Center shows that people who send money to
Latin America tend to have little information on the alterna-
tives to wire transfers. Many of them have no experience
whatsoever with banks and are wary of formal financial insti-
tutions.

Fortunately, several U.S. federal agencies are pooling
their resources to improve financial literacy among Latin Ameri-
can immigrants and help them open bank accounts. In some
cases, these agencies are partnering with Mexican consulates to
provide service to hundreds of people at public events. In one
morning, a Mexican immigrant can obtain an ID card, known as
the matricula consular, a taxpayer number from the U.S. Internal
Revenue Service, and financial literacy materials in Spanish from
the U.S. Federal Deposit Insurance Corporation, and open an
account through a local bank representative.

Certainly more needs to be done in Latin America,
where banks have traditionally focused on wealthy individuals
and are just starting to court people who receive remittances.
The IDB and MIF are giving priority to financial institutions that
work with people of modest means, for example, assisting Mex-
ican and Salvadoran credit unions in putting in place the regu-
lations and technology that will allow them to take part in the
remittance distribution business. It is hoped that these capital
flows will grant many millions of Latin Americans access to the
sort of financial services—automatic teller machines, savings
accounts, credit cards, and loans—that most people in the Unit-
ed States take for granted.

Source: Adapted from the article by Enrique V. Iglesias original-
ly published in San Francisco Chronicle, May 1, 2003.



works between their home and destination coun-
tries, they are likely to foster the transfer of technol-
ogy, which could result in increased labor
productivity. The mobility of skilled labor also bol-
sters the ability of the source country to attract glob-
al investment and trade linkages, with similar
effects (Ouaked 2002).

EDUCATION

Education is the basis of workers’ ability to gener-
ate income and have a satisfactory career and is
therefore the most important quality dimension of
the supply of labor. The positive relationship
between schooling and earnings is well document-
ed in the microeconomics literature for developed
as well as developing countries. There has been
intense discussion on whether the earnings of edu-
cated workers reflect their inherent abilities or
instead reflect the increases in productivity associ-
ated with education. If the most able workers are
those who can complete higher levels of education,
education may be a way to signal higher ability. If
this were an important part of the story, expansion
in education would not necessarily lead to more
productivity. However, recent research suggests
that higher earnings do indeed demonstrate that
education imparts knowledge and skills that
increase workers’ productivity (Krueger and Lin-
dahl 2001). Given this relationship, low education-
al attainment of the labor force could be a leading
cause of low labor earnings and a high level of
poverty (IDB 1998, 2000). 

Education Outcomes 

Low levels of education, poor quality, and deep
inequalities characterize education outcomes in
Latin America. Educational attainment in Latin
America lags behind attainment in other regions.
Using estimates from the Barro and Lee (2000) data
set on education, Figure 3.20 shows that the popu-
lation age 25 and older in Latin America on average
attained approximately 6 years of schooling in
2000. With averages of more than 11 years in Cana-
da, Sweden, and the United States, attainment in

these countries is twice the Latin American aver-
age. There is, of course, dispersion in average
schooling levels within Latin American and the
Caribbean; Guatemala (3.1 years) has the lowest
average attainment and Barbados (8.5 years) has
the highest. 

The share of population with at least complete
secondary schooling is a simple indicator of the
availability of skills. Canada, Japan, South Korea,
Sweden, Taiwan, and the United States have at least
double the skill availability compared with most
Latin American and Caribbean countries. For exam-
ple, 42 percent of adults age 25 or older in Taiwan
have completed at least secondary school, whereas
the average for Latin America is 22 percent. Among
the countries with the lowest share of workers with
completed secondary schooling, in Brazil, El Sal-
vador, Guatemala, Honduras, and Nicaragua, less
than 15 percent of the adult population has com-
pleted secondary school. 

Of particular concern, not only are attainment
levels low, but progress has also been slow, especial-
ly in recent decades. The average years of schooling
for the population older than age 25 in Latin Ameri-
ca increased from about 3 years in 1960 to 4.5 years
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Figure 3.20  Educational Attainment for Population Age 25 or Older

Source: Barro and Lee (2000).
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in 1980 and 6 years in 2000. Thus, the average years
of schooling increased less than 1 year per decade in
the region in 1960-80 and in 1980-2000.

Some countries have been more successful
than others; Argentina, Chile, Mexico, Panama, and
Peru increased their schooling by one year per
decade between 1980 and 2000. In others, such as
Colombia, Guatemala, Paraguay, and Venezuela,
average years of schooling grew at a dismal rate.
This is particularly troubling because some of these
countries were already among the worst performers
in 1980. 

Although measures of the quality of schooling
in Latin America are scarce, they all point to the
same conclusion: the quality of schooling in the
region is very low. Only a few countries participate
regularly in internationally comparable achieve-
ment tests, making comparisons across countries
and regions difficult. However, on the few occa-
sions when a Latin American country has partici-
pated, students have performed below other
countries, particularly relative to those in East
Asia.31 Colombia and Mexico participated in the
International Mathematics and Science Study in
1996. Colombia ranked 40th out of 41 countries and
Mexico refused to release the results. Similarly,
Chile participated in the same test in 1999 and fin-
ished 35th out of 38 countries, below any partici-
pating Asian, Eastern European, or Middle Eastern
country. 

Moreover, the only test that allows for com-
parison across countries within Latin America—
although it is not comparable with countries
outside the region—indicates that most countries
would achieve even lower levels on internationally
comparable tests. In 1998, UNESCO’s Latin office
developed the first regionally comparable test in
the subjects of language and mathematics
(UNESCO/OREALC 1998). The results indicated
that Chile was among the best performers in the
region (after Argentina and Cuba in math scores
and after Argentina, Brazil, and Cuba in language).
The Dominican Republic, Honduras, Peru, and
Venezuela were the lowest performers in both
math and language tests. 

Opinion surveys applied to firms in 75 coun-
tries confirm that the quality of public schools in

Latin America is very low. Out of 20 Latin Ameri-
can countries considered by the Global Competitive-
ness Report of 2001, only the public schools in Costa
Rica, Jamaica, Trinidad and Tobago, and Uruguay
were performing at quality levels comparable with
those of countries in Eastern Europe or East Asia
and the Pacific. These opinion surveys also point to
another serious problem in the Latin American
education systems: profound inequality. According
to the firms surveyed, differences in the quality of
schools available to rich and poor children are
greater in Latin America than in any other region
(see Figures 3.21 and 3.22). 

This is not the place to discuss the causes of the
failures of the education system in Latin America.
Suffice it to mention that several studies have identi-
fied as potential culprits the low level of education
expenditure per student, lack of mechanisms of con-
trol and accountability in most education systems,
inadequate pay for teachers, and credit constraints
and other barriers that drive parents to take their
children out of school (IDB 1996, 1998). 

Lack of Education

Unemployment, low wages, and the increasing
wage gap are often attributed to the failures of the
education system. The deficiencies are so acute
and palpable that there is little doubt that such is
the case. But is it? Unemployment is easily dis-
missed: unemployment rates are usually lower
among less educated than educated people, and
increases in unemployment, where they have
occurred, have affected both low-skilled and high-
skilled workers, as discussed in chapter 1 and a pre-
vious section of this chapter. The other two
arguments—namely, that lack of education is the
main reason behind low productivity and the
increasing wage gap—deserve further discussion. 

Lack of education is often at the root of the
problem of low labor productivity and poverty.
However, it may not be the main reason for these
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31 For more information on the quality of education in Latin Ameri-
ca, see PREAL (2001). 



problems because workers’ productivity depends,
to a large extent, on factors outside the control of
workers. If the economic and institutional environ-
ment discourages investment and innovation, or if
finance and basic infrastructure are absent, labor
productivity will be impaired and efforts to
increase the level of education will not be an effec-
tive way to improve labor outcomes.

To grasp the relative importance of education
vis-à-vis these other factors as alternative causes of
low labor productivity, define a worker to have
"low productivity" if he or she earns less than $1 an
hour in the primary job.32 The $1 threshold must
be adjusted in each country to reflect differences in
the cost of living. This definition of low productivi-
ty is both simple and meaningful because it con-
nects neatly with standard poverty measures.33

Table 3.7 shows the share of low-paid workers
among urban males age 30-50 for 12 countries in
the region at the end of the 1990s. In this sample,
more than 45 percent earn less than the $1 thresh-
old in Bolivia, El Salvador, Nicaragua, and Peru,
while fewer than 25 percent have hourly earnings
below $1 in Argentina, Chile, Costa Rica, Mexico,
and Panama. 

These figures suggest that wages and produc-

tivity levels are very low for a large share of work-
ers in most countries. This is only partly the result
of lack of education, because in some countries a
large proportion of workers with relatively high lev-
els of education have very low levels of productivi-
ty. In Bolivia, 41 percent of workers with secondary
education and 18 percent with four years of uni-
versity education earn less than $1 an hour. These
percentages are similarly high in Nicaragua and
Peru. By contrast, in Mexico only 5 percent of
workers with secondary education and 1 percent
with university schooling are poor according to this
measure.  

To examine whether increases in education
can solve the problem of low wages in the short
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32 Results are computed based on income from the primary job.
However, except when otherwise mentioned, the results do not differ
much when they are based on a more comprehensive measure of
income that includes all jobs. 
33 Thus, considering that the average worker in the region works an
average of 44 hours a week and shares his or her income with two
dependents, earnings of less than $1 an hour (adjusted for purchas-
ing power parity, PPP) result in per capita household income of less
than PPP$2 a day, a standard measure of moderate poverty. Duryea
and Pagés (forthcoming) show that the proportion of workers earn-
ing less than PPP$1 an hour is correlated with the share of moder-
ate poverty at the country level (the correlation coefficient is 0.84).

Figure 3.22 Equality in the Quality of Schools 

 (Index 1-7)

Note: The survey asked respondents to rank schools as follows: The difference in the 
quality of schools available to rich and poor children in your country is (1=large, 7=small). 
Source: World Economic Forum (2001).
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 (Index, 1-7)

Note: The survey asked respondents to rank schools as follows: Public (free) schools in 
your country are (1=of poor quality, 7=equal to the best in the world). 
Source: World Economic Forum (2001).

1 1.5 2 2.5 3 3.5 4 4.5 5 5.5 6

Nicaragua
Bolivia

Guatemala
Venezuela
Honduras

Ecuador
Peru

Paraguay
El Salvador

Dominican Republic
Panama
Mexico

Chile
Brazil

Colombia
Argentina

Jamaica
Uruguay

Costa Rica
Trinidad and Tobago

Latin America and the Caribbean
South Asia

Middel East and North Africa
East Asia and Pacific Islands

Eastern Europe
Developed countries



run, it is useful to simulate the results of making
secondary school universal. This can be done by
computing the effect on incomes and the share of
poor workers if all workers who had completed less
than secondary school in the late 1990s had actual-
ly completed secondary school. It should be noted
that this simulation ignores the possible reduction
in the returns to secondary school caused by an
increase in the supply of skilled workers. There-
fore, it must be interpreted as an upper limit on the
scope for the change in education to directly affect
hourly wages in the short run. The results appear
in Figure 3.23.

While the share of poorly remunerated work-
ers would fall by more than half in Brazil,
Guatemala, and Mexico, in four countries (Bolivia,
El Salvador, Nicaragua, and Peru), 30 percent or
more would still earn below the threshold. Even in
Uruguay, almost 20 percent of the workers would
still qualify as having low productivity. Taking the
average across countries, the percentage of low-paid
workers would fall by about one-third, that is, from
33 to 23 percent of all workers. Although such a
reduction is impressive, it would take an extraordi-
nary effort to achieve. In some countries, such as

Argentina, Chile, Costa Rica, Panama, and Peru, this
increase could be achieved in two decades if current
progress were maintained in the future, or in one
decade if progress in education attained the levels
achieved in East Asia. However, in other countries,
the required progress in education is huge. In Brazil,
it would be necessary to increase average years of
education by at least four years, which at historical
rates of progress would require another 40 or 50
years.

These results highlight the fact that lack of
education can only partly be blamed for the low
productivity and wages that affect many workers in
Latin America. Expansion in education alone will
not lift everyone’s productivity and earnings above
the poverty level in a short time span. In order for
expansions in education to have a large effect on
individual incomes, the effect of every additional
year of education on wages (the so-called returns to
education) would have to be large. But this is not
where the problem lies. 

Despite widespread failure in the quality of
education and the poor results obtained on inter-
nationally comparable exams, in Latin America the
percentage increase in earnings associated with
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Table 3.7 Male Workers Age 30–50 Earning Less than a Dollar an Hour

(Percent)

Education level

All Four or more
education Secondary years of higher 

Country Year levels Primary complete education

Argentina 1999 17.00 15.32 7.54 5.66
Bolivia 1999 45.62 65.70 41.30 17.60
Brazil 1999 34.80 47.40 15.70 2.70
Chile 1998 21.38 38.90 16.80 2.40
Costa Rica 1998 18.55 30.60 14.70 2.20
El Salvador 1998 49.63 69.20 35.90 6.30
Guatemala 1998 39.92 29.81 8.56 0.33
Mexico 1998 15.89 27.70 5.10 1.00
Nicaragua 1998 53.96 71.00 43.50 14.00
Panama 1999 17.64 33.20 15.10 2.70
Peru 2000 45.83 72.80 48.10 19.00
Uruguay 1998 30.35 28.37 18.16 8.09

Source: Duryea and Pagés (forthcoming), based on household surveys.



one extra year of primary, secondary, or tertiary
education is quite high. Table 3.8 presents the esti-
mated returns to one year of education across
countries.34 In the 12 countries in the sample, the
median return to one additional year of primary
schooling is 7 percent, while the median return to
secondary and tertiary schooling is even higher (9
and 16 percent, respectively).35 By comparison,
Krueger and Lindahl (2001) report average returns
to schooling across all schooling levels from 3 per-
cent in Sweden, to 6-7 percent in Canada, 9 percent
in the United States, and 13 percent in Austria. 

Large returns to schooling are only a neces-
sary but not sufficient condition for education to
have a large effect on poverty level wages. After all,
returns to schooling are measured in percentage
rates. This implies that the final impact on absolute
wages depends on the base to which that percent-
age applies. Since in Latin America a worker with-
out education or skills may earn little in absolute
terms, a relatively large increase in the wage (in
percentage terms) as a result of education may still
leave the worker with low wages. 

The hourly wages of a worker without educa-
tion or experience is a reflection of the productivi-
ty that an unskilled worker is able to obtain with
other factors of production, such as physical capi-
tal, or public goods, such as institutions or infra-
structure. Therefore, wages reflect the quality of

the institutional and economic setting in which
workers live and produce. To gauge the importance
of the environment, consider the effect of a hypo-
thetical simulation in which countries could instan-
taneously achieve the economic and institutional
conditions of Mexico—the country with the best
underlying conditions in the sample—as measured
by the earnings of a person without education or
labor market experience. The share of poor work-
ers would decline substantially: Peru’s share of low-
paid jobs would drop dramatically, from 46 to 9
percent, while El Salvador’s share would decline
from 49 to 20 percent. 

These results demonstrate that lack of educa-
tion cannot be considered the sole explanation for
the problems of low productivity and wages that
affect a large proportion of workers in several Latin
American countries. This does not imply that
efforts to expand education are worthless in the
short run, but rather that they need to be support-
ed by an improvement in the underlying econom-
ic and institutional conditions. In the long run, a
better-educated workforce should attract invest-
ments in capital and technology leading to higher
growth and productivity.

But could lack of education be singled out as
the main reason behind the problem of the increas-
ing wage gap described in chapter 1? The wage gap
between workers with complete tertiary education
and those with complete secondary education has
been growing 1.4 percent a year according to the
estimates in Table 3.9.36 In two decades, that would
represent an increase of 32 percent, but some
countries have had much larger increases. Accord-
ing to estimates by de Ferranti and others (2003, p.
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34 See Duryea and Pagés (forthcoming) for a description of the
methodology used to estimate returns to schooling in Latin America.
35 The coefficients do not measure returns, but wage effects, since in
order to capture returns to education, it would be necessary to sub-
tract foregone earnings and other costs of education. The results do
not change qualitatively when improvement in the quality of educa-
tion is included in the analysis.
36 The estimates presented here differ somewhat from those in chap-
ter 1 because the data coverage and estimation methods are not
identical. However, both sets of estimates as well as those by de Fer-
ranti and others (2003, p. 50) reach the same conclusion: returns to
tertiary education (relative to secondary) have increased. (See Box
1.4 in chapter 1 for a further explanation of alternative methods of
estimation.)

Figure 3.23  Scenarios for Reducing Low-productivity Jobs 

     (Percentage of workers earning less than $1 an hour)

Source: Duryea and Pagés  (forthcoming).
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50), during the 1990s, “the relative wages of work-
ers with tertiary education increased by an incred-
ible 72.9 percent in Colombia, by 48.3 percent and
45.4 percent in Mexico and Bolivia, and ‘only’ by
19.7 percent and 11.7 percent in Argentina and
Brazil.” By contrast, the relative wages of workers
with complete secondary education with respect to
workers with complete primary education have not
shown a clear trend; the share with secondary edu-
cation has increased in Bolivia and Mexico (until the
mid-1990s), but declined in Argentina, Brazil, Chile,
and Colombia.

The relative supply of educated workers is, to
some extent, the reason for this contrasting pattern
between the relative wages of workers with tertiary
education vis-à-vis those with secondary education
on the one hand, and the relative wages of the latter
with respect to those with primary education on the
other. Thus, although the relative supply of workers
with tertiary education (vis-à-vis that of secondary)
has been falling at a rate of 0.1 percent annually, the
relative supply of workers with secondary education
(vis-à-vis that of primary) has been expanding at the
astonishing rate of 4.3 percent. Therefore, there is
some weight to the argument that slow progress in
education is behind the increasing wage gap. Notice,

however, that the argument holds true only if slow
progress in tertiary education is the problem. But
progress in tertiary education has been slow only in
relative terms, not because it has remained stagnant
in absolute terms. Therefore, the widening gap could
also be seen as the result of progress in secondary
education. Compared with international patterns,
most Latin American countries lag behind in sec-
ondary education, not in tertiary education (IDB
1998). Therefore, the increasing gap is a natural
result of the region’s efforts to catch up with those
patterns.

Furthermore, the increasing gap may be a by-
product of the higher (although still mediocre)
rates of economic growth in the region, especially
up to the mid-1990s. Although relative wages and
the relative supply of labor are related in the
expected way, the relationship is surprisingly
weak. In Figure 3.24, the relative wage of workers
with tertiary education tends to fall as the relative
size of this group of workers increases. However,
the relationship is barely significant at the 10 per-
cent level and the elasticity is very low: the relative
supply of workers with tertiary education would
have to double to reduce the wage gap by 15 per-
cent. The reason is that relative wages are not only
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Table 3.8  Returns to Education and Experience, Urban Male Workers Age 30–50

(Percentage change in hourly wage)

Hourly earnings of
Returns to a worker without

Primary Secondary Tertiary Five years of schooling or
Country Year education education education experience experiencea

Argentina 1999 5 8 17 22 0.48
Bolivia 1999 5 3 13 18 0.44
Brazil 1999 12 15 22 18 0.28
Chile 1998 7 12 24 9 0.50
Costa Rica 1998 6 6 19 14 0.54
El Salvador 1998 5 8 20 20 0.29
Guatemala 1998 8 13 14 17 0.37
Mexico 1998 7 10 15 18 0.55
Nicaragua 1998 9 13 15 10 0.30
Panama 1999 6 8 16 10 0.51
Peru 2000 10 9 15 9 0.24
Uruguay 1998 9 9 15 22 0.31

a Earnings are in purchasing-power-parity adjusted dollars.
Source: Duryea and Pagés (forthcoming), based on household surveys.



a matter of relative supply, but also of relative
demand, which is probably influenced by econom-
ic growth and other factors that affect the demand
for skills.

To gauge the importance of relative demand,
Table 3.10 shows how the relative wages of workers
with tertiary education have increased as relative
supply has declined. However, the decline in sup-
ply was too small to explain the price increase,
which could happen only if, for some reason,

demand was tilting toward more use of skilled than
unskilled workers. The last two columns in the
table measure the importance of changes in rela-
tive demand using a standard production function
and a range of elasticities common in the literature
on this subject (for a technical explanation, see the
appendixes in chapter 6). While the relative supply
of workers with tertiary education has been falling
0.1 percent a year, the relative demand for those
workers has grown between 1.9 and 2.4 percent.
Clearly, changes in demand are behind the widen-
ing wage gap. The same reasoning explains why
the wages of workers with secondary education
have not fallen relative to those of workers with
less education: although the relative supply of
workers with secondary education has increased at
an annual rate of 4.3 percent, relative demand has
been at least as dynamic.

The reasons behind the fast increase in the
relative demand for skills are not clearly under-
stood. It is likely that economic growth induces a
higher demand for skills. When an economy grows
vigorously, new firms are created, investment
rises, and the variety and quality of all types and
goods and services expand. In this process, the
demand for labor could grow faster for skilled than
unskilled workers. Empirical evidence lends some
support to this hypothesis. According to the esti-
mates in Table 3.10, the relative wages of workers
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Figure 3.24  Relative Supply and Relative Wages of Workers 

 with Tertiary Education in Latin America
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Table 3.9 The Wage Gap in Latin America

Relative demand trend

Gap Wage gap trend Relative supply trend Elasticity = –2 Elasticity = –1.33

Tertiary education vs. secondary 0.014 –0.009 0.019 0.024
education (3.99)*** (1.80)* (2.32)** (1.72)*

Number of observations 70 70 70 70

Secondary education vs. primary –0.001 0.043 0.042 0.085
education (0.22) (10.24)*** (6.38)*** (7.41)***

Number of observations 70 70 70 70

* Significant at 10 percent.
** Significant at 5 percent.
*** Significant at 1 percent.
Note: Each coefficient comes from a separate regression with country fixed effects. Absolute values of t-statistics are in parentheses.
Source: IDB calculations based on data from a panel of household surveys for 12 countries between 1986 and 1999.



with tertiary education (with respect to those with
secondary education) tend to increase 3.3 percent
for every 10 percent increase in GDP per capita
(after controlling for changes in relative supply).
More precisely, the estimates suggest that perma-
nent (rather than cyclical) changes in GDP per
capita may have an effect on wage gaps. 

Since the relative supply of workers with ter-
tiary education has been almost stagnant (the share
of workers with secondary education has increased
faster than that of college graduates), the results in
Table 3.10 would suggest that the widening wage
gap observed in the past decade was mainly due to
economic growth. However, the estimates also sug-
gest that other factors, apart from economic
growth, could explain the increasing demand for
skills. In fact, the estimates are unable to distin-
guish between the influence of permanent increas-
es in GDP per capita and a common time trend for
all countries, which could reflect trends in techno-
logical change or other factors. 

Furthermore, the estimates implicitly assume
that the supply and demand for skills are inde-
pendent forces, but it is not unlikely that the
demand for skills is influenced by supply. A possi-
ble reason is that the productivity of skilled workers

is enhanced when there are more workers with sim-
ilar abilities and education around them. If that
were the case, the increasing wage gap could at
least partly be a result of the changing educational
composition of the labor supply. Chapter 6 discuss-
es this and other hypotheses to explain the widen-
ing wage gap.

To summarize, although increasing the level
and quality of education is desirable for good rea-
sons, it is not a silver bullet against unemployment,
low productivity, and the widening wage gap. If
nothing else changed in the functioning of labor
markets, more education probably would lead to
more rather than less unemployment, and would
not solve the problem of low productivity that
affects millions of workers in countries with inade-
quate economic or institutional environments. It is
not even clear that greater efforts to increase the
supply of skills at the tertiary level would reduce
the wage gap in a substantial way. This chapter
offers a word of caution against the expectation that
education will suffice to alleviate the ills of Latin
America’s labor markets. However, education
should not be discarded as a source of productivity
and economic growth or as a means of improving
social development. 
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Table 3.10 Relative Wages and the Relative Supply of Workers with Tertiary Education in Latin America, 1986–99

Variable (1) (2) (3) (4)

Relative supply (tertiary/secondary) –0.163 –0.149 –0.114 –0.121
(1.83)* (1.69)* (1.25) (1.26)

GDP per capita PPP (log) 0.326 0.079
(3.09)*** (0.45)

GDP per capita trend 0.386 0.089
(2.95)*** (0.21)

GDP per capita detrended 0.291 0.267
(0.94) (0.86)

Trend 0.011 0.009
(1.78)* (0.73)

Number of observations 70 70 70 70
R2 0.79 0.80 0.80 0.80

* Significant at 10 percent.
*** Significant at 1 percent.
Note: The dependent variable is relative wages. All variables are in logarithms. All regressions include country fixed effects. Absolute values of t-statistics are in
parentheses.
Source: IDB calculations.



CONCLUSION: CHANNELING LABOR
SUPPLY TRENDS

The supply of labor is rising fast in Latin America
and the Caribbean due to the combination of demo-
graphic trends and higher female labor force par-
ticipation. Although in some English-speaking
countries and a few Central American countries
large emigration flows are mitigating growth in the
supply of labor, most countries in the region are
going through a period of fast expansion in the
number of workers, most of whom are relatively
young. The process of deceleration of the labor
supply has started already in a few countries, but it
will take several decades before most of the region
moves to a phase of low labor supply growth. In the
meantime, the labor force will gradually become
older, more gender balanced, more urban, and
more educated, trends that are already apparent
almost everywhere.

Fast labor supply growth should not be seen
with anxiety, but as a potential source of economic
and social benefit. The region is currently enjoying
a window of demographic opportunity in which the
share of those of working age in the total popula-
tion is increasing. This implies lower costs of edu-
cation and social security per family and as a share
of total public expenditures, which should lead to
better opportunities for increasing savings and
incomes. As young dependency rates decline, a
larger share of women will join the labor market,
further helping increase income per capita levels.
Meanwhile, as already observed in some countries,
the labor force participation rates of the young will
tend to decline, as families will be able to afford
more years of education for their children. 

However, these gains will not be automatic.
Whether they are reaped depends to a large extent
on the institutions and policies in place. Of special
importance will be the set of labor regulations and
institutions that can influence labor force partici-
pation decisions and improve the ability of the new
entrants to find productive jobs. Reaping the bene-
fits of the demographic bonus will also depend on
the support that the macroeconomic and institu-
tional environment provide to families, companies,
and governments to increase their saving rates and

create a financial cushion for the foreseeable
increase in the share of retirees.

Traditional mechanisms for protecting labor
in Latin America were designed to provide stability
to formal employment rather than to encourage
the involvement of women in economic activities
or stabilize income from labor and other social pro-
tection for all workers. While policies that lead
companies to discriminate against women should
be avoided in principle, the economic costs of these
policies increase with the size of the female labor
force. Examples are restrictions on part-time hir-
ing, rigid work schedules, high severance pay-
ments, and high maternity costs to be paid by firms
(rather than the social security system). Women
may seek more flexible working arrangements or
may have higher rates of job separation if they also
have primary responsibility for child or elder care.
Well-intended but ultimately misguided protection
efforts reduce their employment possibilities and
should be replaced when possible by collective pro-
tection mechanisms against unemployment, ill-
ness, and old age. The high minimum wages in
effect in some countries also cause discrimination
against women and against workers with less edu-
cation. (These policies and institutions are further
discussed in chapters 7 and 8.)

In order for women to be incorporated into
more productive economic activities, they must be
freed up from household tasks. The lack or unreli-
ability of water, electricity, and sewage services
limits women’s participation and lowers their pro-
ductivity potential. The incorporation of women
into regular employment is also limited by lack of
help with childcare and health services for chil-
dren.37 As this chapter has shown, there is no basis
for arguing that higher female labor force partici-
pation takes place at the expense of men’s labor
possibilities. Reducing women’s household chores
would benefit everyone.

Labor creation in many Latin American coun-
tries is constrained by high entry costs to new
firms. As chapter 2 shows, a fluid process of cre-
ation and destruction of jobs is part and parcel of
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37 For a discussion of these policies, see IDB (1998).



any dynamic economy and should not be
restrained for fear of causing job instability. In
order to assimilate large numbers of entrants into
the labor market, hiring must be eased by facilitat-
ing the creation of new firms. A worldwide study of
75 countries finds that some Latin American
nations are among those that require the most pro-
cedures to start a business (Djankov and others
2000). Typically, prospective firms need to com-
plete more than 10 separate procedures to start
operations in Latin America, while developed
countries require only three procedures. Theoreti-
cally, these requirements guarantee that labor and
tax rules are enforced, and that worker and con-
sumer rights are protected. However, in practice,
cumbersome procedures have the opposite effects,
and by granting implicit protection to incumbent
firms, too many procedures distort the process of
destruction and creation of jobs. This worsens the
working possibilities of new entrants and all those
who require greater job mobility and flexibility.

By restricting job creation and mobility, many
Latin American countries may be squandering the
opportunities of the current phase of fast growth of
the supply of labor. This phase should also be an
opportunity to increase savings to cover future
pension costs. Traditional pension systems in Latin
America operate on a pay-as-you-go basis in which
today’s workers cover the pensions of workers from
previous generations who are now retired, with the
implicit commitment that when today’s workers
reach retirement, the workers of the future will pay
for them. But this mechanism does not impose the
same costs on all generations. Today’s working gen-
erations are large in comparison with the number
of those retired, and are therefore contributing too
little. But they will also be large in comparison with
the size of future generations, which means that,

with the current pay-as-you-go system still in place
in many countries, they will become a heavy bur-
den for future generations of workers. The coun-
tries that are still enjoying the demographic bonus
ought to take advantage of it to pay for pensions by
generating the savings that will make it possible to
cover such expenses in the future. 

Good use of the savings potential during the
period of demographic opportunity is essential not
only to avoid imposing a heavy burden on future
workers, but also to increase the basis of productive
capital with which they will work. Chapter 6 shows
that capital-labor ratios are low and stagnant in
Latin America, limiting labor productivity. Exploit-
ing the savings potential of the demographic
opportunity requires a sound macroeconomic
environment and efficient and secure mechanisms
for channeling those resources toward productive
investments.

Part of the increased savings potential of fami-
lies during the period of demographic opportunity
will be devoted to improving their children’s educa-
tion. From a macroeconomic point of view, this will
also be facilitated by the decline in the ratio of chil-
dren to taxpayers. In order to take advantage of this
opportunity, there must be better organization of
education systems on the supply side, enabling
them to respond to the changing needs of families,
and support mechanisms to help pay the costs
incurred by low-income families in sending their
children to school on the demand side. Programs of
this type, such as Mexico’s Progresa (recently
renamed Oportunidades) have proved to be an effec-
tive way of improving school attendance, while facil-
itating parents’ work activities (see IDB 2002b).
Although only part of the solution, better education
systems will be essential to remedy the current ills
of Latin America’s labor markets. 
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Appendix Table 3.1  Household Surveys

Early Late
Country 1990s 1990s Survey

Argentinaa 1992 2001 Encuesta Permanente de Hogares
Bolivia 1999 Encuesta de Condiciones de Hogares de Vida
Brazil 1993 1999 Pesquisa Nacional por Amostra de Domicílios
Chile 1992 1998 CASEN
Colombia 1993 1999 Encuesta Nacional de Hogares
Costa Rica 1993 1998 Encuesta de Hogares de Propósitos Múltiples
Ecuador 1998 Encuesta de Condiciones de Vida
El Salvador 1998 Encuesta de Hogares de Propósitos Múltiples
Guatemala 1998 Encuesta Nacional de Ingresos y Gastos Familiares
Honduras 1992 1999 Encuesta Permanente de Hogares de Propósitos

Múltiples
Mexico 1992 2000 Encuesta Nacional de Ingresos y Gastos
Nicaragua 1993 2001 Encuesta Nacional de Hogares de Medición de

Calidad de Vida
Panama 1991 2000 Encuesta de Hogares
Paraguay 1998 Encuesta Integrada de Hogares
Peru 2000 Encuesta Nacional de Hogares sobre Mediciones

de Niveles de Vida
Uruguaya 1992 2000 Encuesta Continua de Hogares
Venezuela 1993 1999 Encuesta de Hogares por Muestreo

a The sample covers only urban areas.




