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1. Introduction

Over the past years, much has been said about the “informalization” of the Colombian labor
market. Many authors report that the number of informal workers is high and has been increasing
steadily. However, understanding the extent and nature of informality is not an easy endeavor for
various reasons.

First, it is not straightforward to define informality. In principle, informal employment refers to
employment that goes unreported, and thus, is not covered by the regulatory framework. In
particular, it is employment that evades the formal regulation, which in turn, leaves the worker
unprotected and vulnerable. However, some experts have argued that the definition should, instead,
focus on the overall working conditions of workers. For example, that informality should make a
distinction between jobs in terms of wages, working conditions, hours of work, training possibilities,
the work environment, etc. Other possible definitions, which have been widely used, include
distinctions between jobs in terms of the size of the firm and/or the type of occupation (e.g.
employees vs. self-employed) and economic sector. These distinctions pose some research
difficulties. For instance, while the first definition based upon regulation coverage does not
necessarily imply that all informal jobs are of “low quality” (in terms of working conditions, wages,
training opportunities, etc.)’, the second one based upon working conditions clearly does.

Second, the definition of informality is probably contingent on the specificities of the labor market.
As labor market regulation and overall characteristics of the labor market vary significantly across
countries, it is more difficult to find a generalizable definition of employment informality. Third, the
scarcity of data about formal regulation coverage and more general characteristics of the jobs people
hold, make it difficult to measure informality and most importantly, to compare different definitions
of informality.

! Funding from the World Bank is gratefully acknowledged; this article draws on work prepared for the Bank as part of a
larger study on informality in Colombia. The findings, interpretations, and conclusions expressed in this paper are
entirely those of the author and they do not necessarily represent the view of the World Bank. Any remaining etrors are
the authot’s responsibility. Cottesponding author: rbernal@uniandes.edu.co
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3 Note, however, that there will be some obvious correlations. For example, if the formal sector is legally regulated then
the minimum wage is binding and therefore, wages will tend to be higher in the formal sector than in the informal
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In this paper, we study the extent and nature of informality in Colombia by using a new source of
data. In particular, we use a new chapter on informality in the Encuesta Continna de Hogares (ECH)
from August 2006 to December 2006, which includes new questions deepening the information on
coverage of social protection benefits, labor market trajectories, and motivations for sector of
employment. Crucially, the availability of these new data allows us to measure informality in several
ways and understand the differences and implications of using various definitions. Using these data,
we show that using social security contributions as a measure of formality is sensible for various
reasons that we explain in detail. Basically, it adheres to the basic concept of informality as
employment that goes unreported and is not covered by the regulatory framework, it clearly
identifies vulnerable workers, it is highly correlated with several other widely used definitions of
informality and, as we show, is a good indicator that the individual has the entire package of benefits
associated with formal employment.

We then use this definition of informality to study the nature of this phenomenon in Colombia. In
particular, we characterize informal workers in various dimensions that include socio-demographic
characteristics, characteristics of the firm and job satisfaction measures. The main objective is to
understand what types of individuals belong to formal and informal sectors, study the incentives and
motivations of workers for belonging to one or other segment of the labor market (broadly defined
in terms of informality), and analyze the consequences of not being covered by the regulatory
framework. In doing this, we hope to gain some understanding about how different policy
interventions could influence individuals’ occupation choices and workers’” well-being.

This paper is organized as follows. In section 2 we present several definitions of informality and
compare them in order to identify a definition of informality to be used throughout the rest of the
paper that is comprehensive, robust, allows comparability with other international data and can be
measured with other sources of data in the country. In Section 3 we present a comprehensive
description of the informal market by characterizing segments of the labor market in terms of socio-
demographic characteristics of individuals, job satisfaction measures, and characteristics of firms.
Section 4 presents an analysis of the motivations of employees and independent workers and the
preferences for independent work over salaried jobs. Section 5 presents an analysis of social
protection coverage in the labor force and Section 6 concludes.

2. Defining Informality

The most common definitions of informality used in Colombia so far include: 1) the group of
employees and employers working in firms with less than 10 workers, unpaid family workers,
domestic household workers, and self-employed individuals who are not professionals or
technicians;' and 2) all employment not covered by health and/or pension contributions. Based
upon these definitions, the extent of informality in Colombia has ranged from 60% to 70% over the
last decade.” In this section, we present new definitions of informality, which is possible due to new
data collected in a new chapter on informality in the Encuesta Continua de Hogares (ECH). We
compare traditional definitions with new definitions, assess the extent of the overlap and
recommend a unique definition of informality.

* Formal definition of the National Department of Statistics (DANE).
5> See Nuiiez (2004), Gaviria (2004), Nufiez and Espinosa (2004) and Cardenas (2007).



In doing this we keep the following criteria in mind: (1) there seems to be consensus that the
definition of informality has to capture the normative dimension of employment, ie., it should
indicate whether or not the worker is covered by the legal regulatory framework; in this sense, it
identifies unprotected workers in a legal sense;’ (2) the chosen definition implies or is at least highly
correlated with other possible measures of legal employment and other widely used definitions of
informality; (3) allows comparability with other international data and (4) can be measured with
other sources of data in the country, so that it allows comparability with other analyses of
informality.

We first construct a list of twenty seven possible definitions of informality based upon the new data,
which include the traditional definitions. These are summarized in Table 1. We then narrow down
the choices based on basic descriptive statistics and analyze the association and extent of the overlap
among a selected set of definitions.

The definitions detailed in Table 1 basically include the following: 1) definitions constructed based
upon whether workers make social security contributions and/or whether they receive other
mandated and not mandated job benefits, and combinations of these (definitions 1 through 23 in
Table 1); 2) the availability of a formal contract, verbal or written (definitions 26 and 27 in Table 1);
and 3) definitions constructed based upon firm size (definitions 24 and 25 in Table 1).

In constructing the categories in numeral 1) we define “main mandated benefits” to be:
i) contributions to pension, ii) contributions to health,” and iii) availability of workplace accident
insurance (ARP for the spanish acronym). In addition, we define “other mandated benefits” to be: i)
the right to severance pay, i) paid vacation, iif) mid and end-of-year bonus and iv) transportation
subsidy (for employees with salary less or equal than 2 minimum wages). Finally, we define “other
non-mandated benefits” to be: i) family subsidy, i) food subsidy, iii) education subsidy, iv)
permanent travel expenses and v) other unspecified job benefits.

In Table 2 we present the percentage of the work force® that satisfies each of the definitions
presented in Table 1 by area (13 metropolitan areas, urban, rural and total) for the cumulative
semester total from August 2006 to December 2006. For example, the first number in the first
column indicates that 39.8% of the work force in the 13 main metropolitan areas makes
contributions for pension. If this is a measure of formal employment, that would imply an informal
(uncovered) sector of 60.2% of the work force. Note that definition # 24 (the traditional definition
of informality used by DANE’) indicates that approximately 55% of the work force in the 13 main
metropolitan areas (between August 2006 and December 2006) corresponds to employees and
employers working in firms with less than 10 workers, unpaid family workers, domestic household

¢ Cardenas (2007) defines informality as all employment that is not reported to official institutions. See also Nuiiez
(2004).

7 For contributions to pension and health, we make the following precision: in the case of employees we require that the
job they hold guarantees part or all mandatory contributions to health and pension, and in the case of employers or self-
employed we require that they make contributions to health, pension or both (depending on the specific definition). The
reason why we impose this requirement is that we want to make sure that we are characterizing the job as formal or
informal, and not the individual himself. For example, if an employee has a job that does not pay contributions to health
but he has health coverage to a Health Maintenance Organization (EPS for the Spanish acronym) through his spouse,
then this individual has an informal job but is still covered.

8 This includes employees, self-employed, employers, unpaid family workers and other unspecified workers.

9 National Department of Statistics.



workers, and self-employed workers who are not professionals or technicians. That means that the
size of the informal sector is remarkably similar based upon a measure of social security
contributions such as definition # 1 and a definition based upon occupation and firm size as the one
typically used by DANE.

It is clear from a preliminary glimpse at the data presented in Table 2, that some definitions are not
suitable. For example, definitions # 20 and 23 (highlighted in dark grey) are clearly too strict. In
particular, the number of workers that receive all “other non-mandated benefits” is zero according
to the data, as is the number of workers that receive all “main mandated benefits”, all “other
mandated benefits” and all “other non-mandated benefits”. This would imply an informal sector of
100% of the work force which is clearly implausible.

We then identify a second set of definitions (in light grey), which represent very small fractions of
the work force that would also imply an implausibly large informal sector. These include definitions
12 (if individual receives all “main mandated benefits” and all “other mandated benefits”), 18 (if
individual receives all “other mandated benefits”) and 22 (if individual receives all “main mandated
benefits”, all “other mandated benefits” and at least one “other non-mandated benefit”). In
particular, the percentage of the work force in each of these categories is around 2.4%, 3.1% and
2.1% respectively. Any of these would imply an informal sector of approximately 97% which is
clearly unrealistic.

Finally, we indentify a third set of definitions (in bold), which also represent small fractions of the
work force but not as low as our second set of definitions (in light grey). In particular, we include
definitions 8 (individual receives transportation subsidy), 10 (if individual has the right to paid
vacation), 14 (if individual receives all “main mandated benefits” and receives transportation
subsidy) and 16 (if individual receives all “main mandated benefits” and has the right to paid
vacation). For example, only 6.4% of individuals in the national work force receive all “main
mandated benefits” and also have the right for paid vacation. This would imply that the informal
sector is about 93.6%. Furthermore, this definition would imply that rural informality is about 98%,
clearly too high to be reasonable. Something similar happens with definitions 10 and 14. Only about
9.5% of the national work force has the right to paid vacation and 9.2% receive “all main benefits”
and also receive transportation subsidy. Both of these, would imply a total informal sector of
approximately 90% of the work force.

Although less critical in terms of implied size of the informal sector, definition 8 (which includes
individuals who receive transportation subsidy) might be less practical in the sense that only workers
with salaries lower than 2 minimum wages are eligible for transportation subsidy. This definition
would imply a total informal sector of 87% of the workforce.

The intuition that these definitions might not be suitable because of the large size of the informal
sector that they would imply is reinforced by results presented in Table 3. In this Table we show
statistical correlations between all the definitions of formality for semester totals at the national
level."” The correlation between two definitions indicates the degree of linear association between
the two, that is, how strongly the two definitions are linearly related. Intuitively, a high correlation
between two definitions of formality indicates that an individual that satisfies one definition is highly

10 Calculations for urban and rural areas separately and month by month are also available upon request.



likely to satisfy the other one as well. Thus, in a sense, these correlations provide a measure of the
extent of the overlap among the different definitions presented in Table 1.

Definitions 20 and 23 are not included in Table 3 given that these are empty cells. Note that a high
correlation between two definitions indicates that having a certain job benefit is a good indicator
that the individual might also have the other job benefit. In addition, we expect the definitions based
upon availability of job benefits to be negatively correlated with definitions 24 and 25 (based upon
firm size). That is, we expect that individuals who pay social security contributions and have the
right for mandated (and non-mandated) job benefits are less likely to work for small firms since
these are usually thought to be part of the informal sector.” In other words, very low correlations
(either positive or negative depending on the comparison) would indicate that a certain definition is
not a good indicator that the individual has other benefits or job characteristics associated with
formal employment.

We begin by focusing attention on cells highlighted in light grey (second set of definitions discussed
above) and bolded cells (third set of definitions discussed above). Indeed, we observe that
definitions 12, 18 and 22 are not very correlated with some of the other plausible candidates such as
paying contributions for pension (definition 1), paying contributions for health (definition 2) and
paying both (definition 3). Note that the correlations between the light gray definitions and
definitions 1 to 3 are not larger than 0.31. For example, the degree of correlation between definition
18 (receives all “other mandated benefits”) and definition 1 (makes contributions to pension) is only
0.31. This means that receiving all “other mandated benefits” is not very indicative of whether the
worker makes contributions to pension or not. Something similar happens when we look at the
correlation between the light gray definitions and other definitions of formality (based upon firm
size or the availability of a contract). In particular, these almost never exceed 0.5. This implies that
these definitions are not good indicators of whether the worker has other benefits or job
characteristics associated with formal employment.'?

Something similar happens with bolded definitions (8, 10, 14 and 16). Although correlations
between these and some of the other definitions are higher than those we observed in the case of
the light gray group, these are still only in the range of 0.5 to 0.6 in most cases. For example, in the
case of definition 10 (individuals with right to paid vacation), the correlation with the definitions
based upon social security contributions (definitions 1 to 3) is at most 0.5. Notably, definitions 10,
14 and 16 not only show a low degree of correlation with definitions that are related to social
security contributions but are not very correlated with the definitions based upon the existence of a
written or verbal contract (definitions 26 and 27) either.

In the case of definition 8 (individual receives a transportation subsidy) correlations are higher and
almost always higher than 0.5. However, as we have mentioned before the fact that this particular
mandated benefit only applies for workers with salaries less than 2 minimum wages makes it a less
appealing option.

" The implicit hypothesis being that small firms are less productive than bigger firms.

2 Note that, by construction, some of the light gray definitions are highly correlated among each other. For example, the
degree of correlation between definition 12 and 22 is 0.93 because obviously both include individuals who receive all
“main mandated benefits” and all “other mandated benefits”. However, what we emphasize is that correlation with all
other definitions is not high and in some cases actually very low, which does not make them very good candidates as
standard definitions of informality.



Finally we have highlighted in yellow, the row and column corresponding to definition 3 (the
individual makes contributions to pension and health). This definition seems very suited to measure
formal, legally recognized employment, in the sense that it should capture whether or not the
employee has a job tied to a typical set of rights and benefits guaranteed by the legal framework. As
can be observed in Table 2, around 26% of the national work force, or about 4 million 5 hundred
thousand workers, pay contributions to pension and health. This would imply a national informal
sector of around 74% which seems reasonable when compared to the traditional measure of
informality based upon firm size (67.5% using definition 24)."

It is important to make some clarifications about these numbers before proceeding. First,
informality rates typically made public or presented in recent research refer to calculations based
upon the ENH usually for 7 main cities instead of the national total. As can be observed in Table 2,
measures of formal employment in rural areas are significantly lower than in urban areas. For
example, while 38% of workers in the main 13 metropolitan areas make contributions to both,
health and pension, only about 10% do so in rural areas. Note that this would imply an informal
sector of about 62% in the 13 main metropolitan cities (very much in line with informality rates
usually published based upon the official definition used by DANE). However, when we refer to
national totals, this rate is significantly higher due, in particular, to the inclusion of the rural sector.
Second, there seems to be some evidence of seasonality in employment reports over the year.
Informality numbers typically reported in the literature correspond to calculations based upon the
second quarter of the year (April to June). Given that in this paper we use a chapter only available
from August 2006 to December 20006, this might also explain the fact that our informality rates are
slightly higher than those typically available.

In Table 3 we observe that definition 3 (makes contributions to pension and health) is highly
positively correlated with all definitions related to the availability of job benefits, mandated or not
(i.e., definitions 1 and 2, and 4 to 21) and also very highly correlated with definitions 26 and 27
which indicate whether the individual has a formal (written or verbal) contract. These correlations
fluctuate between 0.66 (with definition 17 -all “main mandated benefits” and end-of-year bonus) and
0.97 (with definition 1 -contributions to pension). In addition, it is also negatively correlated with the
definitions that use firm size (definitions 26 and 27) as expected."*

Interestingly, the correlations of definition 3 with all the others are stronger (either negative or
positive depending on the definition against with which it is compared) than in the case in which the
definition refers to contribution to pension only (definition 1) or contribution to health only
(definition 2)"°. This implies that making contributions to both, pension and health, is a better
indicator that the individual holds a job tied to a typical set of rights and benefits guaranteed by the

13 Note that definition #3 of formal employment is that which pays contributions to both, health and pension. The
complement is considered informal work. Thus, informal workers are those who pay contributions to only one of the
two (health or pension) or those who do not pay either.

14 The correlations of definition 3 with other potential definitions of formality defined on the basis of availability of job
benefits is almost always stronger than that of definition 27 based upon the existence of a written contract. For example,
making contributions to pensions and health is more strongly correlated with having workplace accident insurance, end-
of-year bonus, receiving all main benefits plus severance pay, etc. than having a written contract. However, the latter is
more strongly negatively correlated with firm size than definition 3.

15 See correlations reported in column 1 and column 2 relative to numbers reported in column 3.



legal framework than making making contributions to pension alone or making contributions to
health alone."

Another potential candidate, defintion 9 (individual has the right to severance pay), also exhibits
high correlations with other other definitions. In other words, having the right to severance pay also
seems to be a good indicator that the individual holds a job with other mandated and non-mandated
legal benefits, works for a large firm and has a formal contract. However using severance pay as a
measure of formal employment has a few disadvantages: i) information about the right to severance
pay is not readily available in other sources of data different than the chapter in the ECH that we
analyze in this paper, ii) the use of this definition would limit comparability with international data
given that definitions related to social security contributions have been widely adopted in other
countries, and iii) it would imply a size of the national informal sector that is higher; for example,
using this definition, the informal rate in the 13 main metropolitan areas would be around 72%, 17.5
percentage points higher than the official definition used by DANE' and 10 percentage points
higher than our most preferred definition based upon social security contributions.'®

Finally, in Table 4 we present additional evidence that making contributions to pension and health is
a very good indicator of the availability of other mandated job benefits. In particular, we show the
fraction of the work force that receives a given mandated benefit (row) that also receives one of the
other mandated benefits (column). The first column shows the percentage making contributions to
pension and health that also have each of the other benefits. For example, 78.4% of those who make
contributions to pension and health also also have ARP (Workplace Accident Insurance) and 78.2%
also have the right to severance pay. These numbers clearly indicate that making contributions to
pension and health seems to be a good indicator that the individual has the entire package of
benefits associated with formal employment. Crucially, almost 86% of individuals who make
contributions to both health and pension also have a formal written contract.

In sum, it seems reasonable to define formality by whether or not the individual makes contributions
for pension and health for the following reasons:

(1) it adheres to this basic concept of informality as employment that goes unreported and
thus, leaves the worker unprotected as it is not covered by the regulatory framework;

(2) this definition based upon social security coverage identifies vulnerable workers which
are naturally of interest to public policy;

(3) we showed that making contributions to pension and health is highly correlated with
some of the other definitions of formality including all others associated with the
availability of job benefits, the existence of a written contract, and definitions associated
with firm size which have been widely used in the country;

n Appendix 1 and 2 we present a similar table of cortrelations among different definitions of formal employment for
the urban and rural area separately. As expected, urban areas resemble quite closely the national results. However, rural
correlations exhibit some significant differences. Most notably, correlations among definitions that imply the availability
of job benefits are significantly lower than in urban areas, definition 3 (contributions to health and pension) is basically
uncorrelated with definitions based upon firm size and its correlation with whether the individual has a contract (written
or verbal) is significantly lower than in urban areas.

17 Total informality in the 13 main metropolitan areas according to the traditional definition used by DANE is 55% (see
definition 24 in Table 2).

18 The size of the informal sector in the 13 main metropolitan areas implied by definition 3 is 62% (see Table 2).



(4) results presented in Table 4 also indicated that making social security contributions is a
good indicator that the individual has the entire package of benefits associated with formal
employment;

(5) one can easily use other sources of data' to measure informality based upon this
definition;

(6) it easily allows comparability with international data given that informality definitions
based upon social security contributions have been widely adopted in other countries.

This definition implies a national informal sector of around 74% of the work force in 2006. As can
be observed in Table 2, the fraction of formal employment (measured by definition 3) in 13 main
metropolitan areas is 37.8%, in urban areas it is 31.2% and in rural areas it is around 10%, which
implies an informal sector of 62% in the 13 main metropolitan areas, 69% in urban areas and 90% in
rural areas.

In Table 5 we present the fractions of employees (only), self-employed workers and employers
respectively who satisfy each of the definitions of formality described in Table 1. The results are not
surprising: it is more likely that employees hold jobs with a typical set of rights and benefits
guaranteed by the legal framework than the total work force which also includes self-employed
workers and employers, and it is significantly more likely that both these latter categories of workers
are informal es defined by most of the alternatives.

For example, while 26% of the total work force makes contributions for pension and health, 43.4%
of employees do. Something similar happens for each definition related to the availability of
mandated and non-mandated job benefits (definitions 1 through 23). This would imply that the
informality rate among employees is around 56.5% compared with 74% for the entire work force.

Results in Table 5 also indicate that there is a very low fraction of self-employed workers that hold
an occupation tied to a typical set of rights and benefits guaranteed by the legal framework. For
example, only 4% of the self-employed make contributions for pension and health while this
fraction is 26% for the total work force. In addition, as expected, most self-employed individuals
report to be affiliated to small firms. Something very similar happens in the case of employers (third
panel in Table 5). A significant fraction of cells associated with the availability of job benefits
(definitions 1 through 23) are now empty compared with the case of employees. As in the case of
self-employed workers, non-empty cells correspond to definitions 1 through 7, which refer to the
contributions to health and pension and the availability of workplace accident insurance. For
example, 11.6% of employers make contributions to pensions and 29.4% make contributions for
health. These fractions correspond to 45.3% y 49.3% in the case of employees.

Interestingly, 1.17% of employers report to have the right for severance pay and 2.4% in the 13
main metropolitan areas in the country. This fraction is basically zero in the case of self-employed
individuals. Also, a significantly lower fraction of employers than self-employed individuals report to
have a formal contract, written or verbal. In particular, 1.8% employers report to have a written
contract while 2.6% of self-employed individuals do.

19 For example, Fedesarrollo’s Social Survey.



Quite clearly, the category of self-employed individuals and the category of employers differ
significantly in many dimensions from employees based on this categorization. In the following
section we explore these differences further.

3. Characterization of the informal sector

In this section, we present a preliminary characterization of the work force and, in particular, the
informal sector in Colombia based on the definition of informality described in Section 2. We first
show the extent of informality by segment of the work force and then proceed to analyze the
determinants of informal work in terms of socio-demographic characteristics, characteristics of the
firm and measures of job satisfaction and motivation. The main objective is to understand what
types of individuals belong to formal and informal sectors, and study the incentives and motivations
of workers for belonging to the formal or informal sector of the labor market.

We start by presenting the distribution of the working-age population by occupation. In the case of
the working force we treat formal and informal working individuals as different categories. These
results are shown in Table 6. Around 56.7% of the working-age population is economically active
cither working or looking for a job. The fraction of working-age adults that work is approximately
50%. The fraction of unemployed is around 6.8%. Finally, the fraction of economically inactive
adults is 43.2%.”

In panel (a) we present the distribution of economically active and inactive individuals, by category,
by area.”’ Note that we do not split up unpaid workers into formal and informal in the table. The
reason is that according to our definition of formality less than 4% of unpaid workers have a job
that guarantees part or all the contributions to health and pension. Given that the category of unpaid
workers is already small (only about 4% of all working individuals and 2% of the working-age
population) then separately characterizing formal and informal individuals does not seem extremely
relevant especially from the policy perspective. In addition, the fact that they are unpaid places them
already in a very vulnerable position. Thus, we classify @/ unpaid workers as informal employment.

The results indicate that around 2% of the working-age population corresponds to unpaid workers.
Around 27% (of working-age individuals) are employees, of which 15.3% are formal workers and
11.7% are informal.** Close to 17.6% of the working-age population are informal self-employed
while less than 1% report to be formal self-employed. This implies a rate of informality of around
95% among self-employed. A rate of formality of only about 5% seems quite small. However, we
think it is important to understand the motivations of this 5% of self-employed individuals for
contributing to the social security system. Self-employment amounts to a total 18.4% of the total
working-age population, which is more than two-thirds of total paid employees in the country. Thus,
it seems important in terms of policy to study this fraction of formal individuals.

Approximately 2% (of working-age individuals) correspond to informal employers and only about
0.22% are formal employers. This means that the rate of informality among employers is about 90%.

20 Using data from the 2005 Census, we calculate these fractions and obtain that 56% of the working-age population are
economically active, of which 49% are working and 7.2% are unemployed; and 44% are economically inactive (including
students and other inactive individuals).

2I' We do not show the category of “other unspecified worker”. These correspond to approximately 0.15% of the
working-age population.

22 This implies that approximately 56% of employees are informal.



In spite of the low fraction of formal employers, from the policy point of view, it seems relevant to
understand the motivations of this 10%; especially since this analysis could provide some interesting
insights about motivations for informality from the firm side.

All these categories amount to a total 50% of working individuals as a fraction of the working-age
population. Out of these, 12.7% correspond to formal working individuals and 37% correspond to
informal working individuals®. This would amount to an informality rate of around 74% as reported
in Section 2. In panel (b) we summarize total informality rates by area. The tabulations reported in
Table 6 also indicate that 6.8% of the working-age population or 12% of the economically active
population is unemployed. Finally, around 43.3% of the working-age population is economically
inactive. Out of these, 15.7% are students and the remainder 27.5% corresponds to individuals out
of the labor force who are not students either.

3.1 Socio-demographic and firm characteristics that determine the likelihood of informality

In this section we present a characterization of workers in the informal sector. In doing this, we
hope to gain some understanding about the type of individuals that belong to each labor market
category. We look at socio-demographic characteristics of workers and households as well as
characteristics of the firm or economic sector to which they belong. Showing descriptive statistics in
these variuos dimensions is informative® about how each characteristic is correlated with the
likelihood of being an informal worker, but they cannot tell us what its partial effect on informality
is (i.e., holding other characteristics constant), nor can they reveal the relative importance of the
different characteristics in determining the probability of working in the informal labor market. They
cannot provide a convenient way to examine interactive effects of different characteristics, either. To
address these issues, we proceed to multivariate analysis and implement a logistic regression of the
probability of being an informal worker on a set of explanatory variables. The results are presented
in Table 7. In column (1) we include only socio-demographic characteristics of workers as possible
determinants of the probability of being an informal worker; in column (2) we add characteristics of
the firm to the logit model.

The results indicate that men are around one percentage point less likely to be informal workers
than women (see column 2). As expected, older workers (any age) are less likely to be informal
workers than the youngest (less than 15 years of age, the excluded category) given that all workers
younger than 15 are actually informal. For that reason, the probability of working in the informal
labor market declines almost entirely with an increase in age with respect to the youngest (close to
100 percentage points). Note that with the exception of workers between 15 and 18 years of age, the
effects of age do not change much. In column (3) we present additional results in which we exclude
all workers younger than 15 from the sample.” Thus, the excluded category is now workers older
than 45 years of age. The likelihood of being an informal worker is higher for younger workers with
respect to workers older than 45. For example, workers between the ages of 25 and 44 years of age
are 2.3 percentage points more likely to be informal than those older than 45, while younger workers

23 That is, 35% informal paid workers plus 2.15% unpaid workers all of which we classify as informal as we explained
above.

24 Comprehensive desctiptive statistics are available upon request.

25 All workers younger than 15 are informal and thus the dummy I[age<15] cannot be included in the regression.
However, using I[age<15] as the excluded category produces strange results as we have discussed.
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between the ages of 15 and 18 are almost 13 percentage points more likely to be informal than the
oldest.

The head of the household is almost 5 percentage points less likely to be an informal worker than
other non-relatives that reside in the household. The spouse of the head of the household and
children of the head of the household are also less likely to be informal workers than other non-
relatives in the households. However, this difference is significantly smaller. For example, the spouse
of the head of the household is half percentage point less likely to be an informal worker than non-
relatives. On the other hand, grandchildren living in the household are actually more likely than non-
relatives to work as informal workers. In particular, it is almost 2 percentage points more likely that
they work in the informal labor market.

Urban workers are 1.6 percentage points (6 percentage points if one does not control for
characteristics of the firm) less likely than rural workers to be informal. More educated workers are
significantly less likely to be informal than workers with no education. This effect is stronger, the
highest the education level of the individual. For example, individuals with primary education are 7.6
percentage points less likely to be informal workers than individuals with no education while
workers with college education are 27 percentage points less likely to be informal with respect to
uneducated workers.

Ethnic minorities (afro-colombian and indigenous) are more likely to be informal workers than
white/mestizos. In patticular, an indigenous worker is 5.4 percentage points more likely to be
informal than a white/mestizo and an afro-colombian worker is about 2.2 percentage points more
likely to be informal. Workers in the lowest income quintile are 10 percentage points more likely to
be informal workers than the rest.” In addition, independent workers (self-employed, employers and
others) are nearly 17 percentage points more likely to be informal workers than employees.

The next set of explanatory variables refer to characteristics of the firm, rather than the individual,
and in particular, the economic sector and the size of the firm. Note that the incremental R-squared
is about 0.1170 (out of a total R-squared of 0.49), that means that individual characteristics seem to
be more quantitatively important than firm characteristics in explaining the likelihood of informality.
The results indicate that the likelihood of being an informal worker decreases with the size of the
firm. For example, individuals that work for firms with 2 to 5 workers are 4 percentage points less
likely to be informal than workers that work on their own and workers in firms with more than 30
workers are 41 percentage points less likely to be informal than workers that work on their own.

However, it is important to note that that nearly 17% of formal employees are actually affiliated to
firms with 10 workers or less and around 24% of informal employees work in firms with more than
10 workers. This is interesting in the sense that it suggests that although there is a high correlation
between making contributions to social security and working in small firms, it is not necessarily the
case that all informal workers work in small firms and vice versa, thus using the size of the firm to
measure informality might be inaccurate. In addition, if employment in small firms is usually

26 It is important to note, however, that informal employees are almost equally likely to belong to any of the five
income quintiles. The probability that an informal employee belongs to the bottom two quintiles is just as big as the
probability that she belongs to the upper three (48.5% vs. 51.5%). In other words, there is no strong evidence that
informal employees are particularly concentrated in the lower tail of the income distribution. However, it is significantly
more likely to belong to the bottom three quintiles conditional on being an informal self-employed worker than to the
upper tail of the distribution (60% vs. 40%).
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associated with less human capital investment opportunities, fewer promotion possibilities, and
sometimes worse working conditions, then this result also suggests that not all informal employment
is precarious as some informal employment takes place in large firms and not all formal employment
is of better quality as a significant fraction takes place in small firms.

Other results in Table 7 indicate that workers in the agriculture sector and workers in the
construction sector are significantly more likely to be informal workers than workers in the “other”
sectors”. For example, workers in the agriculture sector are 4.5 percentage points more likely to be
informal than workers of other sectors and those in the construction sector are 5.3 percentage
points more likely to be informal than those in other sectors. Interestingly, there does not seem to
be a statistically signficant difference in the probability of being informal if the worker belongs to
any of the other sectors, including retail and manufacturing.

In columns (4) and (5) we present results of the model for urban and rural areas separately. Some of
the results are quite interesting. Working men are significantly less likely than women to be informal
only in urban areas. However, gender is not statistically significant in explaining the probability of
being an informal worker in rural areas. The effect of age on the probability of being an informal
worker is similar in urban areas and rural areas. In both, urban and rural areas, the head of the
household is significantly less likely to be an informal worker with respect to other non-relatives in
the households. However, the effect is significanlty bigger in urban areas than in rural areas. In
particular, the head of the household is 5 percentage points less likely to be informal than other non-
relatives in urban areas while in rural areas the head is less than one percentage point less likely to be
informal. In addition, grandchildren of the head of the household are more likely to be informal
than other non-relatives but only in urban areas.

Tertiary education has a very big effect on the probability of being an informal worker both in urban
and rural areas. For example, college-educated workers are 32 percentage points less likely to be
informal than uneducated workers in urban areas and 40 percentage points less likely in rural areas.
Note, however, that although primary and secondary education also reduce the probaiblity of being
an informal worker, this effect is very small in rural areas compared with urban areas. For example,
workers with primary education are 10 percentage points less likely than uneducated workers to be
informal in urban areas while this effect is only about 0.3 percentage points in rural areas. That
means that in rural areas, only college educated workers are significantly less likely to be informal
while primary and secondary education only marginally decreases the probability of informality.

Ethnic minorities are significantly more likely to be informal with respect to whites and mestizos in
urban areas than in rural areas. For example, while an indigenous worker is 6 percentage points more
likely to be informal than a white or mestizo worker in urban areas this effect is only about 0.6
percentage points in rural areas. Poverty has a much bigger effect on informality in urban areas than
in rural areas. Workers that belong to households in the lowest income quintile are 12 percentage
points more likely to be informal in urban areas while this effect is only about 1.5 percentage points
in rural areas. Similarly, working independently is quantitatively more important in explaining the
probability of informality in urban areas than in rural areas. In particular, independent workers are
19 percentage points more likely (than all other workers) to be informal in urban areas while in rural
areas this effect is around 2.6 percentage points.

27 In other words, workers that belong to a sector different from the seven sectors specified in the table.
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The next set of variables refer to characteristics of the firm, rather than the individual. As informality
is a much more widespread phenomenon in rural areas than in urban areas, something similar to
what we just documented occurs in the case of characteristics of the firm, i.e., the effects of these
variables in rural areas on the likelihood of being an informal worker are quantitatively much smaller
than in urban areas. Note for example that the effects of the size of the firm on the likelihood of
being informal are significantly lower in rural areas. A worker affiliated to a large firm with more
than 31 workers is about 54 percentage points less likely to be an informal workers than an
individual that works by himself in urban areas. However, this effect is only about 9 percentage
points in rural areas.

The economic sector is only significant in explaining the likelihood of informality in urban areas
while it does not turn out to be a significant explanatory variable in the case of rural areas. In
particular, workers in the agriculture sector and the construction sector are significantly more likely
to be informal workers than workers in “other” sectors in urban areas. For example, a worker in the
agriculture sector is 5.5 percentage points more likely to be an informal worker in urban areas and a
worker in the construction sector is about 6.7 percentage points more likely to be an informal
worker than an individual working in all “other” sectors.

Finally, we present some descriptive statistics about average labor earnings by labor market segment
in Table 8. Note that about 84% of the total working population have monthly earnings equivalent
to two minimum wages or less. In particular, 28.7% earn less than half a minimum wage, 20% earn
something between half a minimum wage and one minimum wage and finally, 35.7% earn between
one and two minimum wages. About 8.6% of the working population earn more than five minimum
wages per month. Note that although our definition of informality is not constructed based upon
labor earnings, most formal workers (in any of the three categories) do, in fact, have labor earnings
above the minimum wage as one would expect. For example, only about 4.6% of formal employees
have monthly labor earnings that fall below one minimum wage.

The distribution of monthly earnings varies significantly across labor market categories. First of all,
as expected, there are differences between formal and informal workers for almost every category.
In particular, the distribution of labor earnings for informal workers is more skewed to the left than
the distribution for formal workers. For example, 60% of formal self-employed workers earn two
minimum wages or less while about 86% of informal self-employed workers do. On the other hand,
the fraction of formal self-employed workers that earn more than five minimum wages per month is
around 18% while the fraction of informal self-employed workers that do is only about 10%.
Employers tend to have higher earnings, but informal employers earn less than formal employers. In
particular, about 77% of formal employers earn more than two minimum wages every month while
only about 37% of informal employers do. Note that most formal employees (about 71%) earn
between one and two minimum wages every month. Approximately 65% of informal employees
earn less than that.

3.2 Job Satisfaction

In Table 9 we present the distribution of individuals by job satisfaction variables, for each segment
within the economically active population. These variables are based upon several self-reported
answers to questions regarding the perception of the worker about his job/occupation. First, we
look at the distribution of individuals by segment of the work force by perception of
underemployment. In other words, by whether the individual wishes to work more hours or not.
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The first row of the table indicates the fraction of the total working population that gave a certain
response to each of the job satisfaction questions. For example, the first number in the first row
indicates that 19% of all employed individuals wish to work more hours.

Note that in every case, informal workers (whether they are self-employed, employers or employees)
are more likely to report that they would like to work more hours than formal workers. For example,
approximately 24% of informal self-employed workers would like to work more hours while 16% of
formal self-employed would. Similatly, 20% of informal employees wish to work more hours while
11% of formal employees do. Also note that the likelihood of reporting underemployment is higher
among informal self-employed than among any other type of worker. Unpaid workers also have a
high perception of underemployment, in particular, about 20% of them report they wish to work
more hours.

One proxy for job satisfaction is the question regarding the desire to change jobs. Employers,
formal and informal, are among the most highly satisfied with their occupation. In particular, 93%
of formal employers report they do not wish to change jobs and 80% of informal employers do.
Informal workers, regardless of whether they are self-employed, employers or employees, are
generally more likely to be dissatisfied with their job/occupation than their formal counterparts. For
example, 47% of informal employees report they would like to change jobs while 23% of formal
employees do. Similarly, 45% of informal self-employed express a desire to change jobs while 31%
of formal self-employed workers do. The results also indicate that informal employees are the most
dissatisfied type of workers (measured by the desire to change jobs) followed by informal and formal
self-employed. Interestingly, most workers seem to be satisfied with their job/occupation (61%).

In the lower panel of Table 9 we show tabulations of the reasons why people report they want to
change jobs conditional on actually wanting to change jobs, by segment of the labor force. These
reasons are not mutually exclusive, and thus the total by row does not add up to 100. Among all
workers who report wanting to change jobs, most declare they want to do so because they would
like to increase their income (97%). Other important reasons include the fact that the worker feels
under-utilized (51%), the current job is temporary (40%) and the job is too demanding (39%).

Interestingly, the likelihood of wanting to leave a job due to low wages is not significantly different
between formal and informal employees. In particular, while 97% of informal employees report that
would like to change jobs in order to increase their income, about 95% of formal employees do.
This difference is higher, though, in the case of self-employed workers and employers. For example,
92% of formal self-employed workers report they would like to change jobs to increase their income
and 98% of informal self-employed do. Yet, this difference is not too big which suggests that the
evidence does not strongly point out to informal jobs being much worse in this sense.

Also very interesting, is the fact that formal workers are more likely to feel under-utilized in their
current job than informal ones. For example, 62% of formal employees who report they would like
to change jobs indicate that the reason is they feel under-utilized in their current job while 51% of
informal employees that want to change jobs do. The difference is even bigger between formal and
informal employers (71% vs. 44%). In addition, formal workers are also more likely to report that
they work too many hours and for that reason they would like to change jobs than informal workers.
For example, 36% of formal employees who want to change jobs report that this is the reason why
and 31% of informal employees who would like to change jobs do. Both of these facts suggest that
working conditions in informal jobs are not necessarily worse than in formal jobs. In this case,
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formal workers are more likely to feel under-utilized and feel they work too many hours than
informal workers.

Something similar happens when we look at “job too demanding” as a possible reason for wanting
to change jobs. Formal and informal self-employed workers as equally likely to report this as a
reason for wanting to leave, formal employees are actually more likely than informal employees to
do so and only in the case of employers is there a difference in favor of formal employers. An
important reason for informal workers compared to formal workers to want to change jobs is the
fact that their current occupation is temporary. For example, 46% of informal employees report this
as a reason for wanting to change jobs while 24% of formal employees do. In sum, although
informal workers are more likely to report they would like to change jobs, it seems like the leading
reason is the fact their job is temporary, and not other reasons related to the perception of worse
working conditions in the informal sector.

Next we present in Table 9 the answers to the question about the level of satisfaction with the
current job/occupation. Most individuals indicate they are satisfied regardless of the labor market
segment, even unpaid workers. In particular, 72% of unpaid workers report to be satisfied while only
25% report they are not satisfied with their job. Yet, the degree of satisfaction seems to be
correlated with informality status in the labor market. In every case, individuals are more likely to be
dissatisfied and less likely to be very satistied with their job if they are informal workers than if they
are formal workers. For example, 25% of informal employees report to be dissatisfied and only 3.2%
indicate they are very satisfied with their job, while 6.9% of formal employees are dissatisfied and
neatly 12% are very satisfied with their job. Yet again, employers seem to be highly satisfied with
their occupation and more so than other occupational categories. Only 3.6% of formal employers
report they are not satisfied with their job and nearly 24% report to be very satistied.

In the next panel of the Table we characterize segments of the work force by perception of the
worker about the stability of her job. Self-employed workers, formal or not, and informal employees
have a higher perception of job instability than all other workers. In particular, 42% of formal self-
employed, 50% of informal self-employed and 45% of informal employees report that their job is
either unstable or very unstable compared with only 13.5% in the case of formal employers and 17%
of formal employees.

There is a clear difference between formal and informal workers in terms of perception about job
stability, with informal workers reporting higher job instability in every case. For example, while
46% of informal employees report their job is either unstable or very stable only about 17.3% formal
employees do. Similarly, 26% of informal employers indicate their job is unstable or very unstable
and only 13.6% of formal employers do. Formal employers and formal employees have more
generally a good perception about the stability of their job than any other worker. In particular, 86%
of formal employers and 83% of formal employees report their job is either stable or very stable.
Interestingly, about 64% of unpaid workers indicate their job is stable while only 30% think it is
unstable.

Finally, we report differences in the perception about how compatible is the cutrent job/occupation
with family responsibilities by segment of the work force. Most individuals in the work force think
their job is compatible or very compatible with family responsibilities, with this fraction being 87%.
A higher fraction of unpaid workers report their job is compatible or very compatible than in any
other segment. Notably, there are no significant differences between formal and informal workers
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except perhaps in the case of self-employed. In this case, a higher fraction of informal self-employed
think their job is compatible or very compatible with their daily family responsibilities than in the
case of formal self-employed (89% vs. 82%).

In sum, we could say that although there are some important differences between formal and
informal workers in terms of job satisfaction, most of the reasons why this is the case are related to
the perception that informal jobs ate unstable and/or temporary and less so to teasons associated
with worse working conditions, such as, significantly lower pay, under-utilization of the worker, the
job being too demanding or working too many hours.

4. Motivations of workers

The new chapter about informality in the ECH includes questions about the motivations of
individuals to be a certain type of worker instead of another one. For example, it asks about the
reasons why the individual is an employee instead of a self-employed worker. Similarly, it inquires
about the reasons for working independently instead of as an employee. In this section we analyze
these motivation questions and assess whether they vary by labor market segment and by socio-
demographic characteristics of individuals. By studying the incentives and motivations of workers
for belonging to one or other segment of the labor market we hope to gain some understanding
about how different policy interventions could influence individuals’ occupation choices and
workers’ well-being.

4.1. Motivations of employees for not working as self-employed

In Table 10 we show the distribution of individuals’ motivations to work as employees rather than as
self-employed workers, by segment of the labor market. In addition, we cross these answers with
selected socio-demographic characteristics of workers (by column). The results indicate that the
most common response among employees is that the individual lacks the resources to be able to be
an independent worker (36.5% of employees). This fraction is remarkably similar when comparing
formal employees with informal ones (35% vs. 37%) —although still statistically significantly
different. The ranking of reasons varies significantly by type of employee, i.e., formal vs. informal.
For the former, the lack of resources to work as independent is the leading reason (35%) followed
by the availability of social security benefits (21.5%) and the fact that this was the only job the
individual could find (18%). In the case of informal workers, the main reason to be an employee
instead of a self-employed worker is that this was the only job the individual could find (45%),
followed by the lack of resources to work independently (37%) and at a very distant third the fact
that being independent is too unstable (6%).

The results reported in the same panel by row percentages confirm these results. It is significantly
more likely that individuals indicating that the reason why they are employees and not self-employed
is because this was the only job they could find are informal than formal (76% vs. 24%). Something
similar happens when the reason associated with being an employee is that it implies lower work
loads and less responsibility (63% informal vs. 37% formal) and when it is due to lack of resources
to work independently (58% informal vs. 42% formal). For all other motivations, it is more likely to
be a formal employee conditional on that response that an informal employee. For example, 61% of
individuals who respond that being independent is too unstable are formal employees while 39% are
informal. Similarly, 88% of individuals who indicate that they work as employees due to the
availability of social security benefits are actually formal employees while only 12% are informal.
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Interestingly, the distribution of responses between formal and informal workers is actually very
close in the case of reporting a higher pay as the reason why they are not self-employed but rather
employed. In particular, 53% of individuals who indicate this is the reason why they are employed
are formal while 47% are informal. This is, in fact, the motivation for which the difference between
formal and informal employees is lower, although as we have mentioned is not one of the most
important reasons reported by workers in general.

These results indicate important differences between informal and formal employees’ motivations.
In sum, formal employees are mainly motivated to be employees by the fact that they do not have
the resources necessary to work independently and because working as employees guarantees social
security benefits and more stability (yet, the fact that this was the only job they could get is still an
important motivation). On the other hand, informal employees are mainly driven to be employees
because they did not have any other alternative or because they did not have resources to work
independently.

In the lower panel of Table 10 we cross these motivations with selected socio-demographic
characteristics of workers (by column). Note that the ranking of motivations by gender remains the
same, both for formal and informal employees. However, formal men are more likely than women
to respond they work as employees because they lack the resources to work independently. On the
other hand, formal women are more likely than men to prefer employment over self-employment
because of the availability of social security benefits. In the case of informal workers, more men are
likely to report that they are employees because that was the only job they could find than women
(46% vs. 44%).

Second, we report the motivations by age of the worker. The most reported reason for being an
employee instead of a self-employed worker among the oldest (45 years of age or more) formal
workers is the availability of benefits (28.2%) followed by the lack of resources to be able to work
independently (27.2%). In addition, it is not as likely (compared with younger people) to report that
the reason is they could not find any other job (only 16% of older formal employees). For formal
employees between the ages of 25 and 44 the lack of resources to work as independent is the most
reported reason (37%), followed by the availability of social security benefits (20%) and the fact that
they could not find another job (17%). For younger formal workers between the ages of 19 and 24,
the lack of resources to work independently is still the most reported reason and the fact that they
could not find another job is the second one (24%). Finally, the ranking of answers among the
youngest formal workers resembles quite closely that of informal employees. In particular, most of
them report that the reason they are employees instead of self-employed workers is that they did not
find any other job (44%). In second place they report the lack of resources for working
independently (39%) and at a distant third the fact that it is more stable than independent work
(5.7%). Only about 5.6% report they work as employees due to the availability of social security
benefits.

Among informal workers the picture is slightly different. Informal workers are likely to report the
fact that they could not find another job as the most important reason why they work as employees
and not as self-employed workers at all ages, and as expected, the fraction decreases with age. For
example, 64% of workers younger than 15 report this is the reason why they are not self-employed
while 44% of informal employees older than 45 do. The lack of resources to work independently
comes in second place at every age.
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Additional results in Table 10 indicate that formal urban employees are more likely to report that
they work as employees due to the fact that they lack the resources to work independently (43%)
than formal employees in rural areas (34%) and informal employees (36% in urban areas and 38% in
rural areas). Also, urban workers (both formal and informal) are more likely to report that they work
as employees because they could not get another job than in rural areas (e.g., 22% vs. 17% in the
case of formal workers), while urban employees are more likely to indicate they do so due to the
availability of social security benefits than rural employees (e.g., 22% vs. 16% in the case of formal
workers).

The availability of social security benefits seems to be a more important reason to work as employee
for more educated workers than for less educated ones. For example, 26% of formal workers with a
college degree indicate this is the reason why the do not work independently while 8.6% of
uneducated formal employees do. Something similar happens among informal workers. On the
other hand, it is significantly more likely that uneducated workers report they are employees because
they did not find another job (29% of formal employees with no education and 60% of informal
employees with no education) than more educated ones (13% among formal college workers and
31% among informal ones).

Finally, we turn to the distribution of motivations by income quintile. Note that the fraction of
people that report they work as employees rather than being self-employed because they could not
find another job decreases with income. For example, 24.7% of formal employees in the lowest
income quintile report this is the reason why they do not work independently while 15% in the
highest income quintile do. Something similar happens among informal workers except the fractions
are higher than for formal employees. On the other hand, the fraction of people reporting that they
work as employees due to the availability of social security benefits increases with income (both
among formal and informal workers). For example, 16% of formal employees in the second income
quintile report this as a reason to work as employees, 22% in the fourth income quintile do and 25%
in the highest income quintile. Interestingly, there is no clear pattern between reporting higher pay as
a reason to work as employee by income, and again, the fraction of people reporting this as a reason
is not significantly different between formal and informal employees.

In sum, the availability of social security benefits does not appear to be the most important reason
to be employed rather than working independently, especially among some type of workers. Other
reasons, such as, the lack of resources to work independently or not having been able to find a
different job seem more relevant. Also interestingly, differences in pay do not seem to account for a
large fraction of the choices. In a sense, this hints to the presence of labor market barriers which are,
in turn, associated with individuals not being able to allocate to their most preferred segment.

4.2. Motivations of independent workers for not working as employees

In Tables 11 through 13 we show the distribution of individuals’ motivations to work as
independent workers (self-employed, employers, others) instead of employees, by segment of the
labor market. In addition, we cross these answers with selected socio-demographic characteristics of
workers. The results in Table 11 (% by column) indicate that the most prevalent answer among
independent workers is that this was the only job they could find (approximately 51% of all
independent workers report this as they reason why they work independently), followed by the
worker’s age (22%) and the fact that the worker is used to working independently (16%). In
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addition, about 14% of independent workers indicate that more flexible hours is a key factor and
11.5% report it is the availability of higher pay.

The results also indicate interesting differences between self-employed workers and employers. Most
self-employed workers, both formal and informal, report that the reason why they are self-employed
instead of employees is that this was the only job they could find (about 46.7% of formal self-
employed and 54.8% of informal ones). On the other hand, around 24% of informal employers do
(this is still the most reported reason among informal employers) and only about 8.9% of formal
ones indicate that this is the reason why they work independently. In the case of employers, a more
important motivation turns out to be the availability of higher pay. In particular, 36% of formal
employers report this motivation while 22.5% of informal employers do. The life cycle as a reason to
work independently does not make it in the top 3 list of reasons (as was the case for self-employed
workers). For formal employers, reasons like better prospects (19.5%), whishes to own her/his own
business (18.5%), and being used to independent work (15.1%) turn out to be more important than
age (10.6%). In the case of informal employers being used to working independently comes in third
(20.7%) and the worker’s age comes in fourth (19%).

In sum, answers like better prospects, more stability, wishes to own his/her own firm, family
tradition and a low preference for having a boss are significantly more prevalent among employers
than among self-employed workers. On the other hand, reports of working independently due to the
worker’s age and because was previously fired and could not find another job are more prevalent
among self-employed than employers.

There are also some interesting differences between formal and informal independent workers.
Formal independent workers are more likely to report higher pay, more stability and better prospects
as reasons for working independently than informal workers. On the other hand, informal
independent workers are more likely to report they work independently because this was the only
job they could find, due to his/her age, because it implies less responsibility, for family tradition, an
inherited business and because he/she is used to working independently than formal workers.

4.2.1. Motivations of self-employed workers

Next we present in Table 12, how these motivations for self-employment vary by selected socio-
demographic characteristics of workers by tabulating column percentages. The most prevalent
reason, for both men and women, to work as self-employed workers instead of employees is that
they could not find another job. However, informal women are more likely to indicate this is the
reason than formal men (52.5% vs. 42.7%) while informal men and women are equally likely to
respond this (54.9% vs. 54.6%). A higher fraction of women than men indicate that more flexible
hours is an important reason for working as self-employed. In particular, 19.7% of formal women
vs. 13% of formal men and 21.4% of informal women vs. 9% of informal men report this is the
reason why they work independently.

Self-employed workers older than 45 are almost equally likely to report that they work independently
due to their age than to report they do because this was the only job they could find. For example,
33.6% of formal self-employed workers indicate it is because of their age and 37% because this was
the only job they could find. Similarly, 41% of informal self-employed workers respond it is due to
their age and 48.8% report it is because they could not find another job. Age seems to be an
important factor for the youngest workers as well. For example, 85.4% of formal self-employed
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workers between the ages of 15 and 18 and 26.5% of informal self-employed workers in the same
age range report they work independently due to their age. Younger workers (except the youngest)
are also more likely to indicate that they work independently because they could not find another job
than older ones.

Workers between the ages of 25 and 44 are more likely to report flexible hours as a reason to work
independently than workers in any other age bracket. As a matter of fact, this turns out to be the
second most important reason among informal self-employed workers between the ages of 25 and
44 (17.2%), even more so than their age (9%), the fact that their used to working independently
(15%) or the availability of higher pay (11.7%). In the case of formal self-employed workers between
the ages of 25 and 44, more flexible hours comes in as the third most common response (17%) right
after the availability of higher pay (21.7%).

Rural formal self-employed workers are more likely to report that they work independently because
they were fired and have not been able to find another job than urban ones (17.2% vs. 9.5%) and
also more likely to report that it is due to flexible hours (15.7% in rural areas vs. 14.3% in urban
areas). Urban formal self-employed workers are more likely to report that this was the only job they
could find than their rural counterparts (47% vs. 42%) while the opposite is true in the case of
informal workers. In particular, 60.6% of informal rural self-employed workers indicate they work
independently because they could not find another job while 52.7% of urban informal workers do.

Among college graduates, not being able to find another job is by far the most reported reason for
working as self-employed workers, especially in the case of formal workers. In particular, 49% of
them report this is the reason while higher pay comes at a distant second with only about 19.7% of
college graduates in formal self-employment. Among less educated workers (primary and secondary
education) age is a more important factor than for college graduates. Most formal self-employed
workers with no education report they work independently because this implies higher pay than
working as employees. This is interesting, in the sense that it suggests that the formal sector is not
generating opportunities for uneducated workers that are comparable to what they could achieve
working independently (regardless of social security coverage).

Among informal workers, the relevance of age as a reason for working independently decreases
monotonically with education. Similarly, the fraction of people that respond that the reason why
they work independently is because they could not find another job decreases with education. For
example, 60% of informal self-employed workers with no education indicate this is the reason why
the work as independent workers while 41% of informal self-employed workers with college
education do. In addition, the importance of more flexible hours increases with education. About
17% of college graduates in the informal sector indicate they are self-employed because of the
flexibility in hours while only 4.3% of those with no education do.

Among formal self-employed workers, the likelihood of reporting that this is the only job they could
find as a reason to work independently decreases with income. However, note that this fraction is
relatively low in the case of the poorest (39% compared with 43% among the richest). The reason is
that a disproportionally large fraction of formal self-employed workers in the lowest income quintile
report they work independently because they were fired and have not been able to find another job
(22.2% compared with 10% among the richest). Among informal self-employed workers, the
likelihood of reporting that this is the only job they could find decreases monotonically with income.
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In particular, 63% of the poorest indicated this is the reason why the work independently while 38%
of the richest do.

Also the richest individuals (in the highest quintile) are more likely to report that they work
independently because this implies higher pay than the poorest (26.4% vs. 2.3% among the formal
self-employed). Something similar happens among informal self-employed individuals. The
likelihood of reporting that the flexibility in hours is the reason why they work independently
increases with income, and turns out to be a very relevant dimension for people in the highest
income quintile. For example, 18% of informal self-employed workers in the highest income quintile
indicated this was the reason compared with 11.2% of informal self-employed in the lowest income
quintile.

The relevance of the life cycle effect seems to be more relevant for the poorest than for the richest
(although this relationship is not monotonic). Note that 26% of formal self-employed workers in the
lowest income quintile indicate they work independently due to their age while 16% among the
richest do. Something very similar happens among informal self-employed workers. Finally,
individuals in the highest income quintile are more likely to report they work independently because
they prefer to own their business and because they like the idea of not having a boss than poorer
self-employed workers.

4.2.2. Motivations of employers

Finally, in Table 13 we show how the motivations for independent work vary by selected socio-
demographic characteristics of employers. Most male formal employers indicate they work
independently because this is associated with higher pay (38.7%). This fraction is significantly higher
than in the case of female formal employers (24%). Women (formal) are more likely than men to
report reasons like flexibility in hours (23.5% vs. 12%), more stability/better future (22% vs. 13.3%),
better prospects (22.8% vs. 18.5%), and the wish to own her own firm (23% vs. 17%) for working as
employers rather than employees.

The ordering of motivations for independent work for male informal employers and female
informal employers is very similar, except for the fact that women are significantly more likely than
men to indicate that more flexible hours is an important reason (18.6% of women vs. 11.3% of
men). Most men and women working as informal employers indicate the reason is this was the only
job they cound find (24% and 23.6% respectively). For men, the second most important reason is
the availability of higher pay (23.7%) followed by his age (19.2%). And for women, their age is the
second most important reason for working independently (19.3%) followed by more flexibility in
hours and higher pay (18.6%).

Formal employers between the ages of 25 and 44 are more likely to indicate they work
independently because of the availability of higher pay than older workers (40% vs. 32.7%) and less
likely to report that it is due to their age (3.7% vs. 16.7%). In addition, the former group is more
likely to indicate that the reason is they could not find another job than the latter group (11.9% vs.
6.1%).

Among informal employers, the youngest —between the ages of 15 and 18— are very likely to indicate

that they work independently because of the availability of higher pay (56%) and because they are
used to working independently (43%). For workers older than 19, not being able to find another job
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becomes a more relevant reason. For example, 24% of individuals between the ages of 19 and 24
and 24.6% of workers 25 to 44 years of age report this is the reason why they work as employers.
Age is the most important factor for informal employers older than 45, and significantly more so
than in the case of formal employers (29% vs. 16%). In addition, the availability of higher pay
becomes less relevant for the oldest compared to the youngest (18.8% vs. 27% of informal
employers between the ages of 25 and 44).

Urban employers are significantly more likely than rural employers to report they work
independently due to the availability of higher pay (for example, 36.5% vs. 13% among formal
employers). In rural areas, other reasons seem to be more important, such as, not being able to find
another job and not finding a job after being fired, age, and other unreported reasons. More flexible
hours seems to be more relevant among urban employers than rural ones.

The importance of the availability of a higher pay as a reason to work independently increases with
education, although this relationship is not monotonic among informal employers. For example,
26.7% of formal employers with primary education indicate this is the reason why they are
employers rather than employees while 38% of college graduates do. The relevance of not being able
to find another job decreases with education for both, formal and informal employers. The life cycle
seems to be more important for the less educated than the more educated. And more flexibility of
hours seems to be more important for college graduates than for other workers.

Among informal employers, the likelihood of indicating that the availability of higher pay is the
reason why they work independently increases with income. On the other hand, the probability of
reporting that the reason is they could not find another job decreases monotonically with income.
For example, 42% of informal employers in the lowest income quintile do while only about 13.5%
in the highest income quintile do. Also the relevance of age seems to be higher for the poorest than
for the richest, and more flexible hours seems to matter more for the highest quintile than for the
lowest although this relationship is not monotonic.

In the case of formal employers, things are less clear. For example, formal employers in the second
income quintile are more likely than everybody else to report the reason they work independently is
the availability of higher pay (51% vs. 27.6% in the lowest quintile and 37% in the highest quintile).
In this case, the richest workers are more likely to report that they could not find another job than
the poorest (contrary to what happens in the informal sector). In particular, 3.4% of formal
employers in the lowest income quintile vs. 10% of formal employers in the highest income quintile.
The third income quintile seems to behave quite differently from the others. Most formal employers
in this group indicate they work independently because of the possibility of better prospects (35%),
followed by the fact they are used to working independently (23.7%) and more stability and better
future (16.4%).

4.3 Preference for Independent Work

In addition to the motivation questions previously discussed, the survey also includes questions that
investigate the preferences of independent workers for formal jobs as employees. In particular, it
inquires whether independent workers would accept a job as employees and under what conditions.
In Table 14 we present the percentage of individuals in each labor force category (e.g., the fraction
of formal self-employed workers) that would take a job as employees if it offered benefits and lower
wage (than the current occupation) or the same wage as in the current occupation. It is important to
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note that the survey first asks whether the independent worker would take a job as employee if it
offered benefits but a wage lower than his current earnings, and then inquires about the possibility
of accepting the job if it offered the same wage but only to those who replied they would not accept
it for a lower wage.

The first number in the first panel indicates that 26% of all independent workers would accept a job
as employees with benefits even at a lower wage. In addition, 37% of all independent workers who
would not switch to a formal job if it offers a lower wage, would accept it if it offers the same wage
as his/her current occupation (i.e., an additional 27% of all independent workers). This means that
around 53% of total independent workers would actually accept a formal job, half of these would
accept it even if it offers a lower wage and half of these would accept it if it offers the same wage.
Interestingly, still 47% of independent workers would not want to work as employees even if, in
addition to the same earnings they currently make, they could get benefits. This implies that a
significant fraction of independent workers seem to report an actual preference for independent
work regardless of conditions.

Among self-employed workers, these fractions do not vary significantly depending on whether they
are formal or informal. For example, 27% of informal self-employed workers would accept a job
with benefits at a lower wage, and 28.7% of formal self-employed workers would. Among
employers, there is a difference between formal and informal ones. However, these fractions are
lower than in the case of self-employed workers. In particular, 16.7% of informal employers would
accept a job with benefits for a lower wage while only 11.5% of formal employers would. In
addition, 22.6% of informal employers who would not switch for a lower wage, would do it for a
wage that is equal to their current one. These results indicate that even among informal workers, a
huge fraction of independent workers would not accept a job with benefits even if it guarantees a
salary at least as good as their current earnings. This suggests that it is not necessarily the case that
most of these workers are in this labor force category (independent covered and uncovered workers)
but would rather be in another one (in particular, covered employees). It seems a significant fraction
of workers either voluntarily choose to be in a given category or do not report they would actually
like to be in a different one.

In Table 15 we show how the responses for preference for independent work correlate with selected
socio-demographic characteristics. We do this by implementing a logistic regression of the
probability that an independent worker would accept a formal job™ on a set of explanatory variables.
In the first column we include only socio-demographic characteristics of workers as explanatory
variables. In the second column we add characteristics of the firm.

The results indicate that male independent workers are significantly more likely than women to
indicate they would accept a formal job for lower salary or the same salary plus benefits. In
particular, men are 4 percentage points more likely to respond they would actually accept the formal
job than female independent workers. As documented before, it seems that, in fact, women are
more likely to be informal workers by choice as these occupations are associated with more
flexibility (in terms of hours) and are more compatible with family responsibilities. Older
independent workers are more likely to report they would accept a formal job than the youngest

28 For the logistic regression, we define the dependent variable to be 1 for all independent workers that report they
would accept a job as employees for a lower wage plus benefits and all independent workers that report they would
accept the job for the same wage plus benefits, 0 otherwise.
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(younger than 15 years of age). This effect increases with age except in the case of workers older
than 45. For example, independent workers between the ages of 19 and 24 are 27 percentage points
more likely to indicate they would accept a formal job than the youngest, and workers between the
ages of 25 and 44 are about 30 percentage points more likely to report they would accept the job.
On the other hand, workers with more than 45 years of age are only 20 percentage points more
likely than the youngest to report they would take the formal job.

Independent workers who are head of the household, spouse of the head of the household or other
relatives of the head are significantly less likely than non-relatives in the household to indicate they
would accept a formal job. For example, independent workers who are heads of household are 4
percentage points less likely than non-relatives to indicate they would accept a formal job if one was
offered to them. In addition, independent workers in urban areas are significantly more likely to
report they would accept a formal job than in rural areas. In particular, urban independent workers
are about 4 percentage points more likely to report they would accept the job than rural independent
workers. Independent workers with primary education and secondary education are significantly
more likely than uneducated independent workers to report they would accept a formal job (even if
it offered a lower wage). For example, independent workers with secondary education are 5
percentage points more likely than uneducated ones to have answered yes to the question. However,
college educated workers are as likely as uneducated workers to report they would accept the formal

job.

Independent workers who belong to an ethnic minority are significantly more likely to report they
would accept a formal job than whites and mestizos. The effect is quantitatively similar for both,
indigenous and afro-colombian independent workers. In particular, both are about 7 percentage
points more likely than whites and mestizos to report they would actually accept the formal job. In
addition, independent workers in the lowest tail of the income distribution are more likely to report
they would accept the job than independent workers in the top quintile of the income distribution.
For example, independent workers who belong to households in the lowest income quintile are 10
percentage points more likely to report they would accept a formal job than independent workers in
the top quintile.

Interestingly, employers are significantly less likely than unpaid and other independent workers to
report they would accept a formal job if one was offered to them. In particular, employers are about
17 percentage points less likely to report they would take the formal job. On the other hand, self-
employed workers are not significantly more or less likely than unpaid and other independent
workers to report they would accept the formal job. Recall that employers are also the workers with
highest levels of job satisfaction (see Table 10).

Independent workers affiliated to big firms (more than 20 workers) are significantly more likely to
report they would accept a formal job if one was offered to them than individuals who work on their
own. For example, independent workers affiliated to firms with more than 30 workers are 14
percentage points more likely to indicate they would accept the formal job than individuals who
work on their own. In the case of independent workers affiliated to firms with 11 to 19 workers the
probability is only marginally higher. However, the probability that an independent worker indicates
she would accept a formal job is not significantly different between workers in small firms (less than
10 workers) and individuals who work on their own. Finally, only independent workers in the public
services sector and the construction sector are significantly more likely to indicate they would accept
the formal job than independent workers in all “other” sectors.
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5. Social Protection Coverage

In this section we study some aspects of social security coverage of workers, in particular, the
motivations of individuals for making social security contributions, the reasons associated with
choosing not to be covered and the ways in which individuals plan to cope with unexpected shocks
to health or plan to guarantee a living when old. In terms of health coverage, we are interested in
understanding the extent to which individuals are covered even if they hold informal occupations,
and for what reasons.

5.1. Health Coverage

In Table 16 we present some data about health coverage. In particular, we show the fraction of
individuals in each labor force segment that are covered by a health plan (first row) and then we
proceed to show the type of health coverage (first panel), who makes health contributions in the
case of covered individuals (second panel), why uncovered individuals are not making contributions
for health (third panel) and finally, how uncovered individuals plan to cope in the event of an illness
(fourth panel).

Around 80.5% of all the working-age population have health coverage. This includes individuals that
make contributions, individuals affiliated to the subsidized regime and individuals who are
beneficiaries of relatives who are contributing. Given our definition of formality, all formal
individuals are covered by a health plan. Approximately 66% of unemployed individuals are covered,
75% of informal self-employed workers are, 77.6% of informal employers and 73.5% of informal
employees. In addition, 80.5% of students are covered and 83.2% of inactive individuals who are not
students are. This indicates that health coverage is actually high, even among informal workers.

About half of all individuals with health insurance are covered by the contributive regime while the
remainder are either covered by the subsidized regime or by special plans designed for the army and
some public employees like school teachers. Close to 45% of individuals that report to be part of the
contributive regime are actually beneficiaries of other household members who make contributions
(see third panel in the same table). This means that less than a third of covered individuals actually
make health contributions, while over two-thirds are either part of the subsidized regime or covered
by contributing household members. This distribution seems hardly sustainable in the long run.

From the total number of individuals who are covered, approximately 52% pay at least part of their
contribution for health. In particular, 31% pay part (and the employer pays the rest), 9% pay by
making a deduction from their pension, and 12% pay their entire contribution. The employer of the
individual pays all the contribution in 2.5% of cases and the remainder 45.3% are beneficiaries of a
relative who is contributing. The fraction of beneficiaries is, as expected, significanlty higher among
the unemployed (70% of covered individuals), unpaid workers (78.5%), students (98%) and
economically inactive (63%).

Note than among informal self-employed workers, about 56% are beneficiares but a significant
fraction of them pay their own contribution (around 33%) or deduct the contribution from their
pension (7%).” Covered informal employers are more likely to make contributions and less likely to

2 It is worth reminding the reader that our definition for formal employment is that which pays contributions to both,
health and pension. The complement is considered informal work. Thus, informal workers are those who pay
contributions to only one of these (health or pension) or those who do not pay either.
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be beneficiaries than self-employed workers. In particular, 46% of covered employers are
beneficiaries and the remainder pays at least part of the contribution. Interestingly, among informal
covered employees, only about a third are beneficiaries, 29.4% pays for their own contribution or
deducts the contribution from the pension and for the other 37% the firm pays at least part of the
contribution. This is interesting, in the sense that although these workers do not have pension
coverage (and that is why they are classified as informal workers), their employers still pay for their
health contributions.

Next we investigate the reasons why individuals do not make contributions for health. Note that
most of them (53.4%) do not contribute because they are beneficiaries of a contributing relative or
are affiliated to the subsidized regime. In addition, about 27% report they cannot afford it. The
remainder indicate reasons like the employer does not pay the contribution, the employer does not
require it, the current situation is temporary, etc.

Informal employees who do not make contributions for health are less likely to indicate they are
beneficiaries or are affiliated to the subsidized regime (48%) than informal self-employed workers
(56.7%) and informal employers (58%). Informal self-employed workers are more likely to report
that they do not contribute because they cannot afford it (31.7%) than informal employees (22%)
and informal employers (20%). An important fraction of informal employees who do not make
contributions indicate they don’t because either their employer does not require it (9%) or the
employer does not pay his part of the contribution (8.8%).

Finally, the last panel in Table 16 shows the different ways in which individuals who do not make
contributions for health plan to cope with unexpected health shocks. About half of these individuals
indicate they are covered by the subsidized regime and approximately 13.7% respond they will be
covered as they are beneficiaries of relatives who contribute (this adds up to a total 63%). About 5%
plan to use their savings in case they need to and a very significant fraction of around 12.5% indicate
they would rely on their children and friends. This fraction is higher in the case of unemployed
individuals (17%).

Informal employers are less likely to be affiliated to the subsidized regime (41.5%) than informal
employees (50.7%) and informal self-employed workers (50%) but more likely to be beneficiaries of
a household member (21% vs. 15% in the case of self-employed workers and 10% in the case of
employees). Also, employers are more likely to indicate that they could use their savings in the
presence of an unexpected health shock than self-employed workers and employees and less likely to
report they would rely on their children and friends in case of illness.

In Table 17 we report the monthly contribution of individuals who pay for health coverage, both as
a fraction of their earned income™ and as a fraction of total household income. Around 26% of
individuals who make contributions for health pay a monthly contribution of about 3%-4% of
monthly labor earnings. Another 23% pay around 4%-5% of labor earnings every month. Only
about 15% of individuals make contributions lower than 3% of labor earnings, with only 1%
reporting they make contributions equivalent to less than 1% of their salary. Finally, 18.6% of those
who pay for health coverage pay a monthly contribution between 6% and 10% of labor earnings,
and an additional 10% pay more than 10% of their earnings every month.

30 Note that for individuals who do not report earned income, e.g., unpaid workers, we cannot calculate this fraction.
Instead we calculate their contribution as a fraction of total household income in the lower panel of Table 17.
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As expected, self-employed workers pay monthly contributions that are higher than those reported
by employees because they do not share this expense with employers. For example, 39% of formal
self-employed workers pay a montly contribution of about 6% to 10% of labor earnings and an
additional 27% pay more than 10% of labor earnings, while only about 14% of formal employees
pay contributions that range from 6% to 10% of monthly labor earnings and 4% pay more than that.
Formal employees are more likely to make contributions in the range of 3%-4% of monthly earnings
(30%) and 4%-5% of the wage (27.4%) than their informal counterparts and independent workers
(regardless of whether they are formal or informal). These results are confirmed by the data reported
in the second panel of Table 17, except monthly contributions are lower as a fraction of total
household income.

Finally, in Table 18 we present a logistic regression for the probability of lacking health insurance as
a function of a set of explanatory variables that include socio-demographic characteristics of workers
and characteristics of the firms they work for. The first two columns show results for the national
sample. In particular, the first column includes all the working-age population and the second
column includes only working individuals so that we also observe characteristics of the firms they
work for. On the other hand, columns (3) and (4) include only the urban and rural working force
respectively.

The results indicate that men are more likely than women to lack health coverage. In addition, this
effect is stronger in rural areas than in urban areas. For example, men are 3.5 percentage points
more likely than women to lack health coverage while this effect is about 5.5 percentage points in
rural areas. Individuals between the ages of 19 and 24 are more likely to lack health insurance than
the youngest (younger than 18) but only in urban areas while older workers (older than 45) are
significantly less likely than the youngest to lack health coverage. The latter is also true in rural areas
but the effect is only marginally significant.

All related members of the household are significantly less likely than non-relatives in the household
to lack health insurance both in urban and rural areas. Note that urban workers are slightly more
likely to lack health insurance than rural workers (see column 2), however, when one includes the
entire working-age population in the regression, the opposite is true, urban workers are slightly less
likely than rural ones to lack health insurance. In particular, individuals in urban areas are about 0.6
percentage points less likely to lack health insurance than individuals in rural areas.

Educated workers are significantly less likely to lack health insurance than uneducated workers. In
addition, the effect is stronger the higher is the education level attained by the worker. For example,
workers with primary education are 4 percentage points less likely to lack health insurance than
uneducated workers while workers with college education are almost 11 percentage points less likely
than uneducated workers to lack health insurance.

Afro-colombians are slightly more likely to lack health insurance than whites and mestizos. In
particular, afro-colombians are around 1 percentage point more likely to lack health insurance.
Indigenous individuals are not significantly more likely to be uncovered than whites and mestizos.
Individuals that belong to the bottom of the income distribution are significantly more likely to lack
health insurance than individuals in the top income quintile. The effect, however, decreases with
income. For example, workers in the lowest income quintile are about 10 percentage points more
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likely to lack health insurance than workers who belong to the top income quintile’ while workers in
the fourth income quintile are only about 3 percentage points more likely to lack health insurance
that those in the top income quintile.

Independent workers are all significantly more likely than employees to lack health insurance. This
effect, however, is much larger in the case of other independent workers. For employers, self-
employed workers and unpaid workers the effect is in the range of 4 percentage points. In the case
of other independent workers the effect increases to about 8 percentage points. Workers affiliated to
large firms (regardless of whether they are independent or not) are significantly less likely to lack
health insurance than individuals that work on their own, and this effect increases with the size of
the firm. For example, the likelihood that a worker in a firm with 2 to 5 workers lacks health
insurance is less than 1 percentage point lower than that of an individual who works on his own.”
On the other hand, workers in firms with more than 30 workers are actually 16 percentage points
less likely to lack health insurance than individuals who work on their own. This effect is slightly
stronger in rural areas.

Finally, note that workers in the manufacturing sector are more likely to lack health insurance than
workers in all “other” sectors in urban areas but this effect is negative in rural areas. Workers in the
public services sector are significantly less likely to lack health insurance both in urban areas and
rural areas. And finally, rural workers in transportation, construction and retail are significantly less
likely to lack health insurance than workers in all “other” sectors. However, this effect is not
significant in the case of urban workers and is actually marginally positive in the case of construction
workers.

5.2. Pension Coverage

In Table 19 we present some data about pension coverage. In particular, we show the fraction of
individuals in each labor force segment that are covered by a pension plan (first row) and then we
proceed to show who pays for pension contributions in the case of covered individuals (first panel),
why uncovered individuals are not making contributions for pension (second panel) and finally, how
they plan to guarantee a living when old (third panel).

The first row in the table shows the fraction of individuals in each labor market segment that have
pension coverage. The results indicate that social security coverage in pensions is quite different than
in health. In particular, only about 30% of the total working population have pension coverage. An
additional 1.2% are already pension-holders. All formal employers are covered because that is exactly
our definition of informality. Only about 1.7% of informal self- employed workers have pension
coverage and an additional 1.8% are already pension-holders. Around 2% of informal employers are
covered and 4.2% are pension-holders. Among informal employees, pension coverage is about 7.6%
plus an addition 1.1% who are already pension-holders. Finally, approximately 1.4% of unpaid
workers are covered and 1% have already retired with pension.

In the second panel of the table, we show who pays for pension contributions in the case of covered
individuals. Around 71% of covered working-age individuals share the contributions with their

31 This effect is only significant in urban areas.
32 However, this effect is positive and marginally significant in the case of rural workers.
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employer. An additional 21% pay the entire contribution on their own and 6% receive all the
contribution from their employer.

As expected, almost all individuals who are covered pay at least part of the contribution or their
employer pays for it. In this sense, pension coverage differs completely from health coverage, as
alternatives such as being beneficiary of another household member or being affiliated to a
subsidized regime are not clear possibilities. That implies that the working population is quite
vulnerable in terms of old age protection and this turns to be the most important difference between
formal and informal workers, at least under the definition used in this paper.

It is interesting that a significant fraction of informal employees™ that have pension coverage receive
part or the entire contribution from their employer (39% + 6%). Also, as expected, most
independent workers (formal and informal) make contributions for pension on their own. For
example, 80% of covered informal self-employed workers pay their contributions, and around 75%
of informal employers do.

Most working individuals without pension coverage report they do not contribute because they
simply cannot afford it (around 70% of uncovered working individuals). An additional 5% report
their employer does not pay their part of the contribution and another 5% that their employer does
not require pension coverage. About 3.7% of uncovered individuals indicate they do not contribute
because they do not expect to actually receive a pension, even if they contribute. And around 3.4%
respond they do not contribute because they are still too young,.

The fraction of uncovered informal self-employed workers that report they do not contribute
because they cannot afford it (80%) is higher than in the case of informal employers (51%) and
informal employees (60%). An important fraction of uncovered informal employees indicate the
reason why they do not contribute is because their employer does not pay his part of the
contribution (11.7%) or because the employer does not require pension coverage (11.5%). Around
5% of uncovered informal employees indicate they do not contribute because simply most jobs
available are like that.

A significant fraction of uncovered informal employers indicate they do not contribute because they
do not believe they will actually receive a pension even if they contribute (12%) and an additional
11% indicate they do not because they are saving on their own for the future. An important fraction,
4.5%, expect their children and family to take care of them during the old age. An additional 14% of
uncovered informal employers indicate they do not contribute for other reasons.

In the third panel we report answers to the question about what they are doing to guarantee a living
when old. The question does not mention anything about pension coverage and it is an open-answer
question. Approximately 20% respond they are making mandatory contributions to a pension fund.
An additional 1.4% indicate they are making voluntary contributions to a pension fund and 7.6%
that they are saving. An overwhelming majority (63%) respond they are not doing anything about it.
Interestingly, about 4.3% indicate they are educating their children so that they can support him/her
when old.

33 If they have pension coverage but are informal, it means they do not have health coverage.
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As expected, most unemployed individuals are not doing anything about retirement (87%) while
only about 4.4% are either making mandatory contributions or voluntary contributions to a pension
fund. Similarly, a large majority of informal self-employed workers indicate they are not doing
anything about it (80%) and 8.1% report they are saving. An additional 7% report they are educating
their children so that they can take care of them when old.

A very important fraction of employers (both formal and informal) indicate they are saving for
retirement. In particular, 20% of formal ones and 25% of informal ones. An additional 13.8% of
formal employers are making investments in order to guarantee themselves a living when old, and
12.2% of informal employers are doing the same. Around 10% of informal employers indicate they
will rely on their children in the future and that is they reason why they are paying for their
education.

Informal employees are mostly not doing anything about their retirement (81%). Only about 5.7%
respond they are making mandatory contributions for pension and an additional 1% that they are
making voluntary contributions. Around 6.7% indicate they are saving for their future.

In Table 20 we report the monthly contribution of individuals who pay into pension, both as a
fraction of their earned income and as a fraction of total household income. The results indicate that
over 90% of individuals who make contribution pay less than 10% of their earned income every
month; similarly, almost everybody (98%) pay less than 10% of total household income every month
for pension contributions. In particular, 35.7% of contributing individuals pay between 3 and 4% of
their monthly earnings and 16.6% pay between 4 to 5% of their monthly wage. An additional 12%
pay a contribution between 2 to 3% of their income and 15% pay something between 6 and 10% of
their monthly labor earnings.

As one would expect, independent workers tend to pay higher monthly contributions given that they
are not sharing this expense with the employers as is the case for employees. For example, 39% of
formal self-employed workers pay something between 6 to 10% of their monthly earnings and 28%
pay more than 10% every month while only 11.9% of formal employees pay 6-10% of their montly
labor earnings for pension and only 3% pay more than 10%. It is interesting that an important
fraction of informal employers report they pay low monthly contributions to pension, and also that
less employers report paying high monthly contributions than self-employed workers. For example,
about 24% report they pay less than 1% of their labor earnings every month, and an additional 12%
indicate they pay something between 1 and 2% of their earnings. Also, 10% of informal employers
report they pay more than 10% of their monthly labor earnings for pension while 32% of informal
self-employed workers do.

Most formal employees pay a monthly contribution equivalent to 3 to 4% of their monthly salary
(41%) or between 4 to 5% of their earnings (18%). A very low fraction of formal employees indicate
they pay more than 10% of their earnings per month (3%) compared to all other occupational
categories.

The results presented in the second panel of Table 20 confirm these results. Around 18% report
they make monthly contributions equivalent to less than 1% of total household income and 31%
indicate their contributions are between 1 to 2% of monthly household income. An additional
18.7% report their expenses for pension coverage are about 2 to 3% of household income every
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month. Finally, about 6% report they pay something between 6 to 10% of household income and
only about 2% indicate they pay more than 10% in pension contributions every month.

Finally, in Table 21 we present a logistic regression for the probability of lacking pension coverage as
a function of a set of explanatory variables that include socio-demographic characteristics of workers
and characteristics of the firms they work for. The first two columns show results for the national
sample. In particular, column (1) includes only socio-demographic characteristics of workers as
explanatory variables while column (2) includes in addition characteristics of the firms they work for.
On the other hand, columns (3) and (4) include only the urban and rural working force respectively.

The results indicate that male workers are less likely than female workers to lack pension coverage.
However, the difference is not statistically significant in rural areas. In particular, men are about 2
percentage points less likely to lack pension coverage than women. As expected, the likelihood of
lacking pension coverage decreases with age. In other words, older workers are significantly less
likely than younger workers to lack pension coverage. For example, workers older than 45 years of
age are about 80 percentage points less likely to lack pension than the youngest workers (younger
than 15).

The head of the household, the spouse of the head of the household and children of the head of the
household are significantly less likely than non-relatives residing at home to lack pension coverage.
However, other relatives such as grandchildren are equally likely than non-relatives to lack it. In
particular, the head of the household is about 12 percentage points less likely than non-relatives to
lack pension coverage. In rural areas, this effect is only statistically significant in the case of the head
of the household. Workers in urban areas are significantly less likely to lack pension coverage. In
particular, a worker residing in an urban areas is around 3 percentage points less likely to be
uncovered than his rural counterpart.

The results also indicate that educated workers are significantly less likely than uneducated workers
to lack pension coverage. In addition, this effect increases with the educational attainment of the
worker. For example, while a worker with primary education is 8 percentage points less likely than
an uneducated worker to lack pension coverage, a worker with college education is about 38
percentage points less likely to lack it. Note, however, that the effects of education are significantly
lower in rural areas compared with urban areas. For example, the effect of tertiary education on the
probability of being uncovered is only 9 percentage points (with respect to uneducated workers) in
rural areas while it is about 41 percentage points in urban areas.

Workers that belong to ethnic minorities are more likely than whites and mestizos to lack pension
coverage. This effect is mainly driven by workers in urban areas, as the effects in rural areas are
quantitatively small. Also, poor individuals are more likely to lack pension coverage than the rich.
This effect decreases significantly with income. For example, workers in the lowest income quintile
are almost 20 percentage points more likely to lack pension coverage than individuals in the highest
income quintile while individuals in the fourth income quintile are only about 5 percentage points
more likely than the richest to be uncovered. Note, however, that the effects of income are much
smaller in rural areas than in urban areas and, in fact, statistically significant only for individuals in
the lowest and second lowest income quintiles.

All independent workers are significantly more likely than employees to lack pension coverage. This
effect is particularly big in the case of self-employed workers, although the effects are much larger in
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urban areas than in rural areas. For example, an urban self-employed worker is about 28 percentage
points more likely than an urban employee to lack pension coverage while in the case of a rural self-
employed worker this effect is only about 2.5 percentage points.

In regards to the characteristics of the firms that workers are affiliated to, the results indicate that the
likelihood of lacking pension coverage decreases with the size of the firm. For example, workers in
firms with more than 30 workers are 57 percentage points less likely to lack pension coverage than
individuals who work on their own. Workers in small firms with two to five workers are equally
likely than individuals who work on their own to be uncovered but only in urban areas. In rural
areas, the former are significantly less likely to be uncovered than the latter. Workers in the
manufacturing sector and the construction sector are significantly more likely to lack pension
coverage than workers in all “other” economic sectors in urban areas. However, the effect of
economic sector does not turn out to be significant in explaining the likelihood of pension coverage
in rural areas.

6. Conclusions

In this paper we have studied the extent and nature of informality in Colombia by using a new
source of data. In particular, we use a new chapter on informality in the Encuesta Continua de Hogares
(ECH) from August 2006 to December 2006, which includes questions deepening the information
on coverage of social protection benefits, labor market trajectories, and motivation for sector of
employment. The availability of these new data allows us to measure informality in several ways and
understand the differences and implications of using various definitions.

We show that using social security contributions as a measure of formality is sensible for various
reasons. Basically, it adheres to the basic concept of informality as employment that goes unreported
and is not covered by the regulatory framework, it clearly identifies vulnerable workers, it is highly
correlated with several other widely used definitions of informality and, as we show, is a good
indicator that the individual has the entire package of benefits associated with formal employment.

Around 26% of the national work force, or about 4 million 5 hundred thousand workers, pay
contributions to both, pension and health. This would imply a national informal sector of around
74%. The fraction of formal employment in 13 main metropolitan areas is 37.8%, in urban areas it is
31.2% and in rural areas it is around 10%, which implies an informal sector of 62% in the 13 main
metropolitan areas, 69% in urban areas and 90% in rural areas. The traditional measure of
informality based upon firm size™ used by the National Department of Statistics (DANE) implies a
national informal sector of about 67.5%. We should note that informality rates typically made public
or presented in recent research refer to calculations based upon the National Household Survey
usually for the seven main cities instead of the national total. As we have reported, measures of
formal employment in rural areas are significantly lower than in urban areas. For example, while
38% of workers in the main 13 metropolitan areas make contributions to both, health and pension,
only about 10% do so in rural areas. Note that this would imply an informal sector of about 62% in
the 13 main metropolitan cities (very much in line with informality rates usually published based
upon the official definition used by DANE). However, when we refer to national totals, this rate is
significantly higher due, in particular, to the inclusion of the rural sector.

3 The group of employees and employers working in firms with less than 10 workers, unpaid family workers, domestic
household workers, and self-employed individuals who are not professionals or technicians.
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We then use this definition of informality to study the nature of this phenomenon in Colombia. In
particular, we characterize informal workers in various dimensions that include socio-demographic
characteristics, characteristics of the firm and job satisfaction measures. The results reported in the
descriptive statistics as well as the logistic regressions™ indicate that young workers, females, other
relatives (like grandchildren) and non-relatives residing in the household, rural workers, uneducated
individuals, ethnic minorities and the poorest are more likely to be informal workers. For example,
men are around one percentage point less likely to be informal workers than women, workers
between the ages of 25 and 44 years of age are 2.3 percentage points more likely to be informal than
those older than 45, while younger workers between the ages of 15 and 18 are almost 13 percentage
points more likely to be informal than the oldest, workers with college education are 27 percentage
points less likely to be informal with respect to uneducated workers and indigenous workers are 5.4
percentage points more likely to be informal than white/mestizo workers while afro-colombian
workers are about 2.2 percentage points more likely to be informal.

As expected, individuals working in small firms are also more likely to be informal, as are workers in
the agriculture and construction sectors. In addition, we find substantial differences between the
urban and rural areas. Gender is not statistically significant in explaining the probability of
informality in rural areas. More generally, the marginal effects of most observed characteristics are
smaller in rural areas than in urban areas. Tertiary education has a very big effect on the probability
of being an informal worker both in urban and rural areas. College educated workers are 32
percentage points less likely to be informal than uneducated workers in urban areas and 40
percentage points less likely in rural areas. However, the effects of primary and secondary education
on the probaiblity of being an informal worker are very small in rural areas compared with urban
areas. For example, workers with primary education are 10 percentage points less likely than
uneducated workers to be informal in urban areas while this effect is only about 0.3 percentage
points in rural areas. That means that in rural areas, only college educated workers are significantly
less likely to be informal while primary and secondary education only marginally decreases the
probability of informality. Finally, even poverty is less important in explaining the probability of
informality in rural areas than in urban areas.

Although these preliminary results suggest more vulnerable individuals are more likely to be
informal workers, some additional evidence hints to two interesting facts. First, part of informal
employment seems to be in fact the result of lack of better opportunities while part of it seems to be
due to individual choices of workers. Second, some preliminary evidence indicates that informal jobs
are not necessarily of lower quality than formal jobs.

First, we provide evidence that about 50% of independent workers (covered or not) would not
accept a formal job with benefits either at a lower wage or at the same wage as their current
occupation. This is interesting, in the sense that although a significant fraction of independent
workers would rather work as formal employees with benefits (even if that implies a lower wage)
about half of independent workers would actually not. This evidence suggests that informality might
be in a large number of cases a personal choice and not always the result of lack of better
opportunities.

% This exercise allows us to uncover the partial effect of each observed characteristic of workers and firms on
informality is as well as the relative importance of the different characteristics in determining the probability of working
in the informal labor market.

33



More generally, male, older and urban independent workers are significantly more likely to report
they would accept a formal job even at a lower wage. Interestingly, the head of the household is
significantly less likely to report he/she would take the formal job than other non-relatives residing
in the household. Independent workers with primary education and secondary education are
significantly more likely than uneducated independent workers to report they would accept a formal
job. However, college educated workers are as likely as uneducated workers to report they would
accept the formal job, which, again, hints to independent work as being a choice rather than a result
of lack of better alternatives zz some cases.

In addition, a significant fraction of independent workers indicate they do not work as employees
because working independently implies a higher wage. Admittedly, this is less likely among informal
independent workers. Also, a significant fraction of workers, especially women, indicate they work
independently (and mostly among informal independent workers) due to the flexibility in hours.
However, most independent workers indicate they work independently because this was the only job
they could find. In sum, while a significant fraction of informality seems to be due to lack of
opportunities, especially for some workers, such as uneducated ones, part of it might be the result of
voluntary choices of workers that seek higher earnings, more flexibility in hours and/or more
compatibility with other responsabilities such as the family and school (like in the case of younger
workers and women).

Second, some of the results presented in the paper indicate that informal jobs are not necessarily of
lower quality than formal jobs and/or that some informal workers do not perceive their occupation
as being of lower quality in relevant dimensions. For example, even though the distribution of labor
earnings of informal workers is skewed to the left with respect to the distribution of earnings of
formal workers, an important fraction of informal workers have high labor earnings especially
compared with formal employees. For example, a significant fraction of employers (including
informal ones) have earnings above five minimum wages per month. In particular, about 25% of
informal employers earn more than 5 minimum wages while only about 7% of formal employees do.
In addition, the likelihood of having high monthly labor earnings (e.g., more than 5 minimum
wages) 1s higher among self-employed workers -both formal and informal- than among formal
employees (18.4% and 10.8% vs. 7%). In addition, about 46% of all individuals that earn more than
five minimum wages per month are actually informal self-employed workers, while only about 20%
are formal employees.

An important fraction of informal workers work for large firms and an equally important number of
formal workers work for small firms. In particular, around 24% of informal employees work in firms
with more than 10 workers and nearly 17% of formal employees are actually affiliated to firms with
10 workers or less. This result is interesting in the sense that it suggests that although there is a high
correlation between making contributions to social security and working in small firms, it is not
necessarily the case that all informal workers work in small firms and vice versa, thus using the size
of the firm to measure informality might be inaccurate. In addition, if employment in small firms is
usually associated with less human capital investment opportunities, fewer promotion possibilities,
and sometimes worse working conditions, then this result also suggests that not all informal
employment is worse in these dimensions as some informal employment takes place in large firms.

Some additional data about the level of satisfaction of workers with their occupation reveals

interesting information about the differences between formal and informal jobs. Although informal
workers seem to be more generally dissatisfied with their jobs than formal workers, the reasons why
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this is the case ate less related to earnings and/or inherent characteristics of jobs (such as hours,
perception of under-utilization of own capacities, level of requirements, etc.) and more so with the
notion of instability and the fact that informal occupations are more likely to be temporary than
formal ones.”

In particular, the likelihood of wanting to leave a job due to low wages is not significantly different
between formal and informal workers. For example, while 97% of informal employees who want to
change jobs report that would like to change jobs in order to increase their income, about 95% of
formal employees do. This difference is higher in the case of self-employed workers and employers,
but still low compared to other reported reasons for wanting to change jobs such as feeling under-
utilized (51% of informal employees vs. 62% of formal employees and 46% of informal self-
employed workers vs. 64% of formal self-employed workers), work less hours or the fact that the
job is too demanding. However, the differences are quite significant when the reason for wanting to
leave refers to the fact that the current job is temporary. For example, 46% of informal employees
and 24% of formal employees indicate this is the reason why they want to change jobs.

Finally, we report some interesting results about social security coverage, the reasons why people do
not make contributions and the ways in which uncovered individuals plan to cope with unexpected
health shocks and/or to guarantee a living during the old age. About 80.5% of all the working-age
population have health coverage. Around half of all individuals with health insurance are covered by
the contributive regime while the remainder are either covered by the subsidized regime or by
special plans designed for the army and some public employees like school teachers. Close to 45%
of individuals that report to be part of the contributive regime are actually beneficiaries of other
household members who make contributions but do not contribute themselves. In other words, less
than a third of covered individuals actually make health contributions, while over two-thirds are
either part of the subsidized regime or covered by contributing household members. This means
that although health coverage seems high among the working-age population, the system might be
hardly sustainable in the long run given this distribution of payers and beneficiaries.

We find that men are more likely than women to lack health coverage. In addition, this effect is
stronger in rural areas than in urban areas. Individuals between the ages of 19 and 24 are more likely
to lack health insurance than the youngest (younger than 18) but only in urban areas while older
workers (older than 45) are significantly less likely than the youngest to lack health coverage. The
latter is also true in rural areas but the effect is only marginally significant.

All related members of the household are significantly less likely than non-relatives in the household
to lack health insurance both in utban and rural areas. Individuals in urban areas are about 0.6
percentage points less likely to lack health insurance than individuals in rural areas. Educated
workers are significantly less likely to lack health insurance than uneducated workers. In addition,
the effect is stronger the higher is the education level attained by the worker.

When investigating the reasons why individuals do not make contributions for health, we find that
most of them (53.4%) do not contribute because they are beneficiaries of a contributing relative or
are affiliated to the subsidized regime. In addition, about 27% report they cannot afford it. The

36 Although most workers (both formal and informal) who report they would like to change jobs indicate they do
because they need higher income.
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remainder indicate reasons like the employer does not pay the contribution, the employer does not
require it, the current situation is temporary, etc.

The most predominant reason why people do not contribute to health and also the most common
answer to ways in which people plan to cope with health events is the availability of the subsidized
regime and/or the availability of health coverage through a contributing relative. Thus, even if health
coverage is high some unintended incentives imply that most individuals simply rely on alternatives
that do not requite them to make contributions to social security and/or do not need to look for
occupations that guarantee health coverage. Although, in principle this does not seem to be a
problem, the financial sustainability of the system is clearly at stake.

Interestingly, the evidence also suggests that there is an important fraction of partial coverage, i.e.,
individuals who have health coverage but do not have pension coverage and viceversa. For example,
75% of informal self-employed workers have health coverage but do not have pension coverage. On
the other hand, a small fraction of informal workers do have pension coverage but do not have
health coverage (e.g., 7.6% of informal employees have pension coverage). This implies that
measures aimed at “packaging” social security services might have an adverse effect on the degree of
formalization or the labor market instead of the positive impact these are intended to have.” The
reason is that partly covered individuals might then prefer an informal occupation over a formal
occupation if the formal occupation forces them to pay for a service they have revealed not to want.
Furthermore, independent workers who were contributing to at least one of the services might
choose to drop out altogether rather than having to pay for all the package.

In regards to pension coverage, we show that approximately 28.8% of the total working population
has coverage while an additional 1.2% are pension-holders. In 77% of these cases, the employer of
the worker pays at least part of the contribution, the remainder 23% pay for their contributions
themselves. Quite clearly, pension coverage is not nearly as extended as health coverage which
implies that the working population is highly vulnerable in terms of old age protection.

We show that male workers are less likely than female workers to lack pension coverage only in
urban areas. As expected, the likelithood of lacking pension coverage decreases with age. The head of
the household, the spouse of the head of the household and children of the head of the household
are significantly less likely than non-relatives residing at home to lack pension coverage. However,
other relatives such as grandchildren are equally likely than non-relatives to lack it. Workers in urban
areas are significantly less likely to lack pension coverage.

Educated workers are significantly less likely than uneducated workers to lack pension coverage. In
addition, this effect increases with the educational attainment of the worker. Notably, the effects of
education are significantly lower in rural areas compared with urban areas. Finally, workers that
belong to ethnic minorities, individuals that belong to the lowest income quintile and all
independent workers are more likely to lack pension coverage.

About 70% of uncovered individuals indicate they do not contribute because they simply cannot
afford it. An additional 10% indicate their employer does not pay the contribution or does not

37 An example of such a measure is the implementation of the “Planilla Unica” by which employers have to pay all non-
wage labor costs through a single portal rather than paying each service to the corresponding provider, thus partial
coverage is not an option.
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require the employer to contribute. Interestingly, 1.3% of individuals respond they would rather
have a higher wage than pay contributions to pension and an additional 3.7% report they do not
contribute as they do not believe they will actually get to receive a pension even if they contribute.
Finally, an overwhelming 63% of workers report they are not taking any action to guarantee a living
when old, while 7.6% report they save on their own and around 4.3% plan to rely on their children
when old.
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Table 1

List of definitions of informality

Definition of  |Description
Informality
1 If individual makes contributions for pension
2 If individual makes contributions for health
3 If individuals makes contributions for both, pension and health
4 If individual receives Workplace Accident Insurance (ARP)
5 If individual makes contributions for pension and receives ARP
6 If individual makes contributions for health and receives ARP
7 If individual makes contributions for pension and health, and receives ARP
If eligible individual receives transportation subsidy
9 If individual has the right to severance pay
10 If individual has the right to paid vacation
11 If individual has the right to mid and end-of-year bonus
12 If individual receives all "main benefits" and all "other mandated benefits'"
13 If individual receives all "main benefits" and at least one "other mandated benefit"
14 If individual receives all "main benefits" and transportation subsidy
15 If individual receives all "main benefits" and has the right to severance pay
16 If individual receives all "main benefits" and receives paid vacation
17 If individual receives all "main benefits" and receives mid and end-of-year bonus
18 If individual receives all "other mandated benefits"
19 If individual receives at least one "other mandated benefit"
20 If individual receives all "other non-mandated benefits"
21 If individual receives at least one "other non-mandated benefit"
22 If individual receives all "main benefits"" all "other mandated benefits" and at least one "other non-mandated benefit"
23 If individual receives all "main benefits"" all "other mandated benefits" and all "other non-mandated benefits"
24 If employee or employer working in a firm with 10 or less workers or works by himself
25 If employee or employer working in a firm with 5 or less workers or works by himself
26 If individual has a formal contract
27 If individual has a formal written contract

"“Main mandated benefits” include: i) contributions to pension, ii) contributions to health, and iii) availability of workplace accident insurance (ARP)

““Other mandated benefits” include: i) the right to severance pay, if) paid vacation, iii) mid and end-of-year bonus and iv) transportation subsidy (up to 2 minimum wages)
**Other non-mandated benefits” include: i) family subsidy, ii) food subsidy, iif) education subsidy, iv) permanent travel expenses and v) other non-specified job benefits.
*This definition coincides with the traditional DANE definition: the group of employees and employers working in firms with less than 10 workers, unpaid family

workers, domestic household workers, and self-employed individuals who are not professionals or technicians.



Table 2

Percentage of work force by definition

TOTAL SEMESTER AUG-DEC 2006
13 MET URBAN RURAL TOTAL
Work force size 8,059,897 13,003,830 4,285,034 17,288,864
inf 1 39.76 33.01 10.59 27.45
inf 2 47.02 39.82 13.31 33.25
inf 3 37.87 31.17 9.54 25.81
inf 4 36.03 29.10 7.47 23.74
inf 5 31.53 25.04 6.03 20.33
inf 6 33.16 26.52 6.47 21.55
inf 7 30.65 24.25 5.54 19.61
inf 8 22.03 16.74 2.23 13.14
inf 9 33.03 27.53 8.37 22,78
inf 10 13.07 11.51 3.44 9.51
inf_ 11 25.31 21.61 8.18 18.28
inf 12 4.12 3.12 0.28 241
inf 13 27.61 21.78 4.93 17.60
inf 14 15.84 11.77 1.43 9.21
inf_ 15 25.65 20.25 4.19 16.27
inf 16 9.85 8.04 1.49 6.42
inf_17 18.42 14.68 3.77 11.98
inf 18 5.11 3.97 0.40 3.09
inf 19 39.38 32.87 11.61 27.60
| mf2 | 000 000 000 000 |
inf 21 28.39 22.99 7.16 19.07
inf 22 3.58 2.68 0.23 2.07
inf_ 24 54.94 61.14 86.78 67.49
inf 25 40.89 46.89 64.35 51.22
inf_ 26 42.96 37.40 16.48 32.21
inf_ 27 39.01 32.83 9.77 27.11

Definitions described in Table 1.

Work force refers to the total number of employed (excludes the unemployed).



Table 3

CORRELATION MATRIX - DEFINITIONS OF INFORMALITY (SEMESTER, NATIONAL)

inf 1 inf 2 inf3 inf4 inf5 inf6 inf7 inf 8 inf 9 inf 10 inf 11 inf 12 inf 13 inf 14 inf 15 inf 16 inf 17 inf 18 inf 19 inf 21 inf 22 inf 24 inf 25 inf 26 inf 27

inf_1] 1.00

inf 2 0.84 1.00

inf 3] 097 0.87 1.00

inf 4] 077 074 077 1.00

inf_ 5] 085 073 085 092 1.00

inf 6 079 079 082 095 093 1.00

inf_7] 083 075 0.86 090 098 095 1.00

inf 8 [ 0.57 0.52 057 053 0.55 0.54 055 1.00

inf 9] 082 074 082 073 076 073 075 059 1.00

inf 10| 0.50 046 0.49 043 045 044 044 031 055 1.00

inf_11] 0.67 0.63 0.67 059 061 059 060 046 074 0.63 1.00

inf_ 12| 028 025 029 031 033 032 034 042 031 050 035 1.00

inf_13] 0.78 070 081 0.85 093 09 094 058 080 047 0.64 036 1.00

inf 14| 0.56 0.50 0.58 0.60 0.66 0.64 0.7 0.83 056 0.28 042 051 0.71 1.00

inf_15| 0.75 0.67 0.78 0.82 089 086 090 055 083 046 0.63 037 09 0.67 1.00

inf 16| 0.46 042 048 0.50 055 053 0.56 029 048 082 0.52 0.61 059 035 058 1.00

inf_17] 0.64 057 066 069 075 073 077 043 0.66 053 080 044 082 053 080 0.65 1.00

inf 18 031 027 031 028 029 028 029 048 035 056 040 0.88 031 044 033 053 038 1.00

inf_19] 082 076 081 073 074 073 073 0.67 090 057 0.80 028 078 056 075 046 0.64 | 032 1.00

inf 21| 0.72 0.66 072 0.65 0.68 0.66 068 056 077 050 070 [ 029 071 052 070 045 0.64 @ 032 0.78 1.00

inf_ 22 026 023 027 028 031 030 031 039 029 046 033 093 033 047 035 056 041 082 026 032 1.00

inf 24| -0.04 0.03 -0.06 -0.04 -0.06 -0.05 -0.07 -0.02 -0.07 -0.04 -0.03 -0.03 -0.08 -0.05 -0.08 -0.06 -0.07 -0.03 -0.02 -0.05 -0.03 1.00
inf_25| -0.08 -0.01 -0.09 -0.07 -0.09 -0.08 -0.09 -0.06 -0.10 -0.06 -0.07 -0.04 -0.10 -0.08 -0.10 -0.06 -0.09 -0.04 -0.08 -0.08 | -0.04 0.84 1.00
inf_ 26| 0.77 073 077 070 070 0.69 0.69 054 082 047 0064 026 0069 049 069 041 056 029 080 0.68 @ 024 001 -0.06 1.00
inf_ 27| 0.82 076 082 0.74 075 073 074 057 086 050 0.67 028 074 053 074 044 060 | 031 083 072 026 -0.07 -011 091 1.00

Definitions described in Table 1.




Table 4

PERCENTAGE OF WORK FORCE THAT RECEIVES BENEFIT "A" THAT ALSO RECEIVES BENEFIT "B"

BENEFIT A

Pension and Pension Health ARP Transportation Severance Paid Vacation End-of-year Written
Health bonus Contract

Pension and Health 100.00 94.03 77.63 83.01 83.39 88.66 85.81 83.19 81.52

Pension 100.00 100.00 77.63 85.87 85.92 91.55 88.67 85.72 84.59

Health 100.00 94.03 100.00 91.05 88.66 93.00 91.19 88.98 87.64

BENEFIT ARP 78.41 74.06 64.82 100.00 75.18 76.75 72.65 70.82 71.75

B Transportation 42.47 41.14 35.05 41.74 100.00 46.58 39.48 41.58 41.84

Severance 78.24 75.96 63.71 73.84 80.73 100.00 87.98 84.54 80.29

Paid Vacation 31.62 30.73 26.09 29.19 28.57 36.74 100.00 47.00 31.08

End-of-year bonus 58.90 57.08 48.91 54.68 57.82 67.83 90.30 100.00 57.47

Written Contract 85.56 83.49 71.41 82.10 86.23 95.49 88.50 85.19 100.00

% workforce receiving benefit 25.81 27.45 33.25 23.74 13.14 2278 9.51 18.28 27.11




Table 5

Percentage of workers by occupation by definition

Employees Self-employed Employers
URBAN RURAL TOTAL URBAN RURAL TOTAL URBAN RURAL TOTAL
Total-> 7,396,782 2,046,364 9,443,146 4,780,585 1,654,094 2,005,101 539,945 247,704 787,649
inf_1 52.18 20.51 45.32 4.71 1.38 1.38 1.15 0.29 0.97
inf_2 56.32 24.25 49.37 10.99 2.90 2.97 291 0.83 2.46
inf_3 50.16 19.11 43.43 3.62 0.75 0.86 1.02 0.09 0.82
inf_4 46.45 14.43 39.51 3.33 0.89 1.01 1.25 0.25 1.03
inf_5 41.58 12.25 35.22 1.74 0.06 0.24 0.71 0.05 0.56
inf_6 42.85 12.73 36.32 2.76 0.68 0.80 1.06 0.13 0.86
inf_7 40.31 11.58 34.09 1.65 0.32 0.43 0.66 0.05 0.53
inf_8 29.43 4.67 24.06 0.00 0.00 0.00 0.00 0.00 0.00
inf 9 48.11 17.50 41.48 0.15 0.02 0.06 0.12 0.00 0.10
inf_10 20.24 7.21 17.42 0.00 0.00 0.00 0.00 0.00 0.00
inf_11 37.98 17.12 33.46 0.00 0.00 0.00 0.00 0.00 0.00
inf 12 5.48 0.60 4.42 0.00 0.00 0.00 0.00 0.00 0.00
inf_13 38.13 10.32 32.10 0.07 0.00 0.03 0.09 0.00 0.07
inf_14 20.70 2.99 16.86 0.00 0.00 0.00 0.00 0.00 0.00
inf_15 35.44 8.77 29.66 0.07 0.00 0.03 0.09 0.00 0.07
inf_16 14.14 3.11 11.75 0.00 0.00 0.00 0.00 0.00 0.00
inf_17 25.81 7.89 21.93 0.00 0.00 0.00 0.00 0.00 0.00
inf_18 6.99 0.84 5.66 0.00 0.00 0.00 0.00 0.00 0.00
inf_19 57.50 24.29 50.31 0.16 0.02 0.06 0.12 0.00 0.10
inf 21 40.42 14.98 34.91 0.01 0.00 0.00 0.00 0.00 0.00
inf_ 22 4.71 0.49 3.80 0.00 0.00 0.00 0.00 0.00 0.00
inf_24 41.40 75.55 48.80 53.63 78.32 62.50 5.83 10.89 6.93
inf_25 24.35 47.05 29.27 53.63 78.32 62.71 0.66 11.94 7.80
inf_26 62.76 33.15 56.34 2.64 1.20 1.00 0.26 0.10 0.22
inf 27 55.38 19.78 47.66 2.12 0.59 0.50 0.17 0.07 0.15

Total semester August 2006 to 2007.

Definitions described in Table 1.




Table 6

Composition of Working-Age Adults
(% of Working-Age Population)

a. By Category (Number and % of working-age population)

Economically Active

Economically Inactive

Area Unemployed Formal Informal Formal Self- Informal Self- Formal Informal Unpaid Other OLF, student OLF, not a Total
Employee Employee employed employed Employer ~ Employer student
13 MET AREAS| 1,169,622 2,781,408 2,178,548 208,375 2,500,962 62,486 288,521 203,090 19,281 2,402,447 3,985,118 | 15,799,858
(7.41) (17.63) (13.81) (1.32) (15.85) (0.40) (1.83) (1.29) 0.12) (15.23) (25.20) (100)
URBAN 1,944,555 3,710,012 3,686,770 268,063 4,512,522 75,000 464,445 428119 40,888 4,003,746 6,721,197 | 25,855,317
(7.52) (14.36) (14.27) (1.04) (17.46) 0.29) (1.80) (1.66) 0.16) (15.49) (26.01) (100)
RURAL 427,925 391,089 1,655,275 15,372 1,638,722 2,436 245,268 325,492 11,380 1,496,865 2,905,783 9,115,607
(4.69) (4.29) (18.106) 0.17) (17.98) (0.03) (2.69) (3.57) 0.12) (16.42) (31.88) (100)
NATIONAL 2,372,480 4,101,101 5,342,045 283,435 6,151,244 77,436 709,713 753,611 52,268 5,500,611 9,626,980 | 34,970,924
(6.78) (11.73) (15.28) (0.81) (17.59) (0.22) (2.03) (2.15) (0.15) (15.73) (27.53) (100)
b. Total (% of working-age population)
Economically Active
Formal Informal Informality
Area Unemployed work force work force Rate
13 MET AREAS 7.41 19.34 32.77 0.63
URBAN 7.52 15.68 35.18 0.69
RURAL 4.69 4.49 42.40 0.90
NATIONAL 6.78 12.76 37.05 0.74




Table
Determinants of the Probability of Being an Informal Worker

(Marginal effects - evaluated at means)

7

Sample
National National with National, excludes Urban Rural
Dep. Var->Pr(informal=1) without firm firm controls workers<15 yrs
controls
1[Male] -0.0230  wrx -0.0099  krk -0.0256 Rk 10,0121 R 0.0002
(0.0019) (0.0013) (0.0021) (0.0026) (0.0011)
1[Age 15 - 18] -0.9319  wxx -0.9409  krk 0.1286 R 20,9223 ke .0.9974 PRk
(0.0009) (0.0013) (0.0017) (0.0010) (0.0006)
1[Age 19 - 24] -0.9871 ok -0.9906 Rk 0.0779 Rk .0.9873 ke .0.9990 Rk
(0.0003) (0.0009) (0.0022) (0.0004) (0.0003)
1[Age 25 - 44] -0.9989  wrx -0.9995  krk 0.0234 Rk 20,9993 ke 09867 Rk
(0.0001) (0.0001) (0.0024) (0.0002) (0.0020)
1[Age 45 +] -0.9989  wrx -0.9998  kwk -0.9996  FF - -0.9979
(0.0000) (0.0001) (0.0001) (0.0005)
1[Head] -0.0934  wrx -0.0467  krE -0.1035 w0 .0.0513 ke 0.0079  FRE
(0.0053) (0.0057) (0.0058) (0.0069) (0.0022)
1[Spouse] -0.0704  wrx -0.0051 -0.0778 ek -0.0033 -0.0056
(0.0070) (0.0059) (0.0077) (0.0071) (0.0039)
I[Child] -0.0612  wxx -0.0078 -0.0679 Rk -0.0085 -0.0002
(0.0063) (0.0058) (0.0070) (0.0069) (0.0021)
1[Grandchild] -0.0346  wrx 0.0198  ** -0.0383 0.0250  ** -0.0013
0.0115) (0.0082) (0.0127) (0.0098) (0.0064)
I[Other Relative] -0.0498  wrx 0.0036 -0.0551 ook 0.0057 -0.0007
(0.0076) (0.0061) (0.0083) (0.0073) (0.0028)
1[Urban] -0.0601 rork -0.0166  **F -0.0674 ok
(0.0027) (0.0046) (0.0031)
I[Primary Education] -0.1151 rork -0.0765  kwk -0.1270 Rk 20,1039 ke 0.0033 Rk
(0.0128) (0.0118) (0.0140) (0.0171) (0.0012)
I[Secondary Educaction] -0.2344  wrx -0.1350 Rk -0.2574 Rk 01680 e -0.0071 Rk
0.0116) (0.0106) (0.0124) (0.0140) (0.0023)
I[College] -0.5549  wrx -0.2735 Rk -0.5791 Rk 203210 ke 04064 FRE
0.0176) (0.0185) (0.0172) (0.0228) (0.0127)
I[Indigenous] 0.0543 rork 0.0545 ok 0.0609 ok 0.0605  *xx 0.0058  Hxx
(0.0052) (0.0051) (0.0059) (0.0069) (0.0009)
I[Afro-colombian] 0.0182 ork 0.0225 ok 0.0203 ok 0.0264 0.0024  **
(0.0031) (0.0032) (0.0035) (0.0039) (0.0010)
I[Lowest Income Quintile] 0.1177 ok 0.1082 ek 0.1322 ook 0.1237  kxx 0.0151 ok
(0.0017) (0.0018) (0.0018) (0.0021) (0.0019)
I[Independent or other|* 0.3265 Hohk 0.1681 ok 0.3547 ok 0.1915 0.0268  ***
(0.0026) (0.0030) (0.0026) (0.0034) (0.0029)
1[2 - 5 workers firm] -0.0400  kwE -0.0482  ¢x - .0.0022  *
(0.0039) (0.0034) (0.0012)
1[6 - 10 workers firm] -0.1858  kwk -0.2162  Fx -0.0094  FRE
(0.0081) (0.0091) (0.0031)
1[11 - 19 workers firm] -0.3130 Rk -0.3510  #Fx -0.0217 ek
(0.0105) (0.0110) (0.0064)
1[20 - 30 workers firm] -0.3884  krk -0.4235 ek -0,0493 PRk
(0.0110) 0.1111) (0.0128)
1[ 31 or more workers firm] -0.4097  okwE -0.5450 o  -0.0895 R
(0.0073) (0.0071) (0.0168)
I[Agriculture] 0.0446  wrk 0.0559  ** -0.0020
(0.0141) (0.0159) (0.0053)
I[Manufacturing] 0.0173 0.0256 -0.0070
(0.0182) (0.0217) (0.0124)
I[Private Services] 0.0108 0.0183 -0.0067
(0.0197) (0.0237) 0.0114)
I[Public Services] 0.0005 0.0068 -0.0111
(0.0205) (0.0240) (0.0163)
I[Transportacion/Communication] 0.0039 0.0097 -0.0041
(0.0200) (0.0237) (0.0102)
I[Construction] 0.0537 ok 0.0673  **x 0.0010
(0.0120) (0.0145) (0.0053)
I[Retail] -0.0018 0.0037 -0.0110
(0.0206) (0.0246) (0.0152)
Sample Work force Work force
Max Likelihood Function -42,978 -34,951 -33,525.00 -1,359.84
Number of obs. 119,670 119,670 109,596 10,066
Pseudo-R2 0.3737 0.4907 0.4822 0.4760

* Excluded category: employees



Table 8

Labor Earnings by Labor Market Segment (National)

(% by row)
Labor Earnings
1/2 MW- 1MW -

Segment <1/2 MW 1MW MW 2MW-3MW 3MW-4MW 4MW-5MW > 5MW
Total employed 28.7 20.0 35.7 4.8 1.9 0.4 8.6
Formal Self-employed 5.5 9.0 45.5 13.1 7.3 1.3 18.4
Informal Self-employed 43.6 24.3 18.3 2.1 0.8 0.1 10.8
Formal Employer 2.4 2.8 18.0 8.6 10.9 1.1 56.2
Informal Employer 11.9 14.6 35.9 8.0 4.4 0.4 24.9
Formal Employee 1.0 3.6 71.2 11.7 4.2 1.0 7.2
Informal Employee 36.3 29.1 28.2 1.7 0.7 0.2 3.8




Table 9

Characterization of the working-age population by segment (National)

By

Job Satisfaction

(% by row)

Wish to work more

Desire to change jobs

How satisfied are you with your job

How stable is the job

Compatibility of job with family responsabilities

hours
Segment Yes No Yes No Sa\t:ge d Satisfied sa:i(;]te d ur?;f:l};le Unstable ~ Stable S\t] ;3; inco:;;?tible Incompatible ~ Compatible Cor:l];zible

All employed 19.0 81.0 39.0 61.0 5.5 74.8 19.7 4.7 34.7 57.4 3.2 1.6 11.4 84.2 2.7
© Formal Self-employed 16.7 83.3 31.1 68.9 12.1 75.3 12.6 6.3 35.2 56.5 2.0 1.9 16.1 79.3 2.7
§ Informal Self-employed 24.6 75.4 44.9 55.1 29 72.6 24.5 6.5 44.1 48.2 1.3 1.4 9.6 86.2 29
—%‘ Formal Employer 3.7 96.3 7.5 92.5 23.7 724 3.9 4.1 10.1 70.7 15.1 0.4 10.4 83.5 5.8
‘Lé) Informal Employer 9.9 90.1 20.4 79.6 10.2 81.6 8.2 1.8 24.5 69.0 4.8 0.9 8.3 86.6 4.2
g Formal Employee 11.0 89.0 233 76.7 11.6 81.6 6.9 2.1 15.1 74.6 8.1 1.8 12.3 82.9 29
55 Informal Employee 19.9 80.1 47.3 52.7 3.2 71.5 25.2 5.0 41.2 52.3 1.5 1.9 14.0 82.0 2.1

Unpaid 19.8 80.3 41.3 58.7 1.7 727 25.6 4.0 30.4 64.3 13 13 4.7 90.9 31

Reasons for wanting to change jobs (not mutually exclusive)
Undet- Increase ~ Work less  Cutrentis Problemsat  Dislike Too Environme
Segment utilized income houts temporary work current job demanding  nt issues Other

All that want to change 51.3 97.0 28.7 39.5 6.5 22.3 39.2 17.0 6.4
L Formal Self-employed 64.0 91.9 29.3 44.7 5.6 16.8 38.0 14.0 10.8
:\:G Informal Self-employed 46.3 97.8 24.7 39.6 6.4 22.4 38.9 17.6 5.9
%‘ Formal Employer 71.6 87.0 40.8 8.2 21.4 25.9 38.9 1.9 17.8
é Informal Employer 44.6 94.2 32.5 22.6 8.5 15.6 49.2 22.6 4.1
g Formal Employee 62.2 94.3 36.1 24.6 7.4 19.3 43.9 21.6 7.8
o [1nformal Employee 51.3 97.0 31.3 46.6 6.4 23.8 38.7 15.4 6.0

Unpaid 61.2 94.4 19.7 33.1 3.7 24.2 27.6 10.5 7.3




Motivations of employees for not being self-employed (National)

Table 10

% by column % by row
L . Formal Informal Formal  Informal
Motivation Employees
’ employee employee | employee employee
Only job she could get 33.5 179 45.3 23.7 76.3
Independent work is too . .
unstable/needs fixed income 84 118 59 61.0 391
Better opportunities of being 47 77 25 705 29.6
promoted as employee
Higher pay as employee 23 2.8 20 52.7 47.4
Availability of social security benefits 10.6 21.5 23 88.0 12.0
Fack of resources to work as 365 351 376 23 577
independent
Lower work loads and less 0.9 0.7 10 37.6 625
responsibility
Other 3.0 2.5 3.4 36.4 63.6
t-tests for mean differences are significant at 1% in all cases.
Motivations by socio-demographic characteristics
(%o by column)
Formal Informal Formal Informal Formal Informal

Motivation Men Women Men Women | <15yrs 15-18 19 -24 25-44 > 45 <15 yrs 15-18 19 - 24 25 - 44 > 45 Utrban Rural Urban Rural
Only job he/she could get 183 17.4 46.2 43.8 - 44.1 241 16.9 16.6 63.7 583 47.3 42.8 43.9 22.4 17.4 52.5 41.9
Independent worlkis too 114 123 5.8 6.2 - 57 95 122 122 0.9 29 5.2 6.6 653 6.4 124 40 6.9
unstable/needs fixed income
Berter opportunitics of being 77 7.6 23 28 - 24 50 7.7 9.1 0.2 15 23 27 28 6.6 78 17 29
promoted as employee
Higher pay as employee 3.1 2.5 23 15 - 0.2 1.7 3.0 3.0 0.8 1.2 2.1 1.9 23 24 2.9 1.8 21
Availability of social security benefits 19.9 23.7 1.9 3.0 - 5.6 14.5 20.4 282 - 0.6 1.4 2.6 3.0 16.2 221 0.8 3.0
Lack of resources to work as 366 331 375 378 - 39.3 43 370 27.2 16.2 204 375 39.6 37.1 427 343 36.0 384
independent
Lower work loads and less 0.6 0.9 0.9 10 - - 12 0.7 0.6 27 18 0.9 10 0.6 05 08 11 0.9
responsibility
Other 25 2.5 32 3.8 - 2.7 2.7 22 32 155 4.4 3.4 2.8 3.9 27 2.5 2.3 4.0

Formal Informal Formal Informal

Motivation None Primary  Secondary  College None Primary  Secondary ~ College | Quintile 1 2 3 4 5 Quintile 1 2 3 4 5
Only job he/she could get 29.1 243 20.7 129 59.8 48.9 43.6 311 247 227 20.0 16.5 15.0 56.4 45.1 43.2 41.0 35.7
Independent worl i too 7.2 8.6 11.0 157 55 48 6.0 9.6 9.9 10.4 10.9 116 152 35 53 6.0 7.5 9.2
unstable/needs fixed income
Better opportunities of being 16 37 6.0 107 10 14 25 73 9.9 41 68 67 105 0.9 21 23 3.0 55
promoted as employee
Higher pay as employee 35 1.6 2.4 3.6 2.0 15 2.0 35 3.0 2.2 1.9 2.5 3.9 12 2.0 1.7 2.3 3.2
Availability of social security benefits 8.6 16.8 18.4 263 0.5 0.8 2.2 8.6 18.6 15.9 20.0 219 25.0 0.5 15 17 3.8 5.6
Lack of resources to work as 424 437 395 27.8 289 39.1 39.6 305 30.4 434 38.5 57.6 275 345 40.7 407 377 333
independent
Lower work loads and less -

S - 0.5 0.6 0.9 0.2 0.9 1.0 1.5 1.0 0.8 0.5 0.6 1.0 0.3 0.9 1.2 1.3 1.4

responsibility
Other 7.6 0.8 13 4.1 22 27 3.0 8.0 2.5 0.7 1.4 2.6 4.0 28 23 33 3.7 6.1




Table 11

Motivations of independent workers for not working as employees (National)

% by column

Motivation Independent | Formal self- Informal self- Formal Informal ' Other
workers employed employed employer employer  independent
Was fired and has not found another job 4.6 9.9 4.7 1.8 2.0 3.6
Only job he/she could get 51.0 46.7 54.8 8.9 23.9 61.5
Higher pay 11.5 19.9 9.6 36.0 22.5 2.0
Morte flexible hours 13.8 14.4 13.8 14.3 13.1 14.5
Due to his/her age 22.3 19.7 22.9 10.6 19.2 21.0
More stability or better future 2.7 4.9 1.9 15.1 6.8 2.2
Better prospects 5.1 7.9 4.1 19.5 10.9 1.3
Wishes to own his/her own firm 5.6 6.8 4.6 18.5 13.4 1.0
Less responsibility 2.3 0.7 2.4 0.9 2.7 4.6
Does not like having a boss 9.1 6.6 8.6 15.5 13.8 4.4
Family tradition 6.2 1.0 5.7 5.3 12.3 6.9
Inherited the business 1.6 0.7 1.3 1.7 4.6 1.3
Is used to working independently 15.8 9.7 15.6 15.1 20.7 7.0
Other reasons 10.0 7.6 10.4 4.4 6.0 29.4

Total by column does not add up to 100 since individuals may give up to two answers.




Table 12

Motivations of self-employed workers by socio-demographic characteristics
(%o by column)

Formal Informal Formal Informal Formal Informal

Motivation Men Women Men Women <15yrs 15-18 19 -24 25- 44 > 45 <15yrs  15-18 19-24 25-44 > 45 Urban Rural Urban Rural
Was fired and has not found another job 10.7 8.7 5.2 3.9 - - 6.4 9.2 11.0 0.0 1.2 3.6 5.4 4.4 9.5 17.2 5.6 2.4
Only job he/she could get 42.7 525 54.9 54.6 - 14.6 55.1 54.8 36.9 56.1 68.7 68.6 57.4 48.8 47.0 42.0 52.7 60.6
Higher pay 20.1 19.7 11.5 6.6 - - 19.4 21.7 18.1 1.3 2.7 8.9 11.7 7.9 20.1 16.6 10.5 7.2
More flexible hours 12.9 16.5 9.0 21.4 - - 15.4 16.9 11.5 16.9 14.0 16.3 17.2 9.8 14.3 15.7 14.7 11.5
Due to his/her age 216 17.0 21.2 25.6 - 85.4 0.2 8.9 33.6 322 26.5 2.3 9.1 41.0 20.1 133 24.0 19.9
More stability or better future 4.5 5.4 2.2 1.6 - - 3.8 6.0 3.8 - 0.6 1.3 2.5 1.5 4.4 13.0 2.0 1.7
Better prospects 8.9 6.5 4.6 33 - - 9.3 7.1 8.7 0.8 0.8 4.1 5.3 3.0 8.3 1.9 4.4 33
Wishes to own his/her own firm 8.7 4.1 4.6 4.6 - - 1.8 7.8 6.2 0.3 3.8 4.3 5.8 34 7.0 4.0 4.8 4.1
Less responsibility 0.9 0.4 2.2 2.6 - - 0.6 0.9 0.4 2.4 34 2.8 2.5 2.1 0.7 0.0 2.1 3.0
Does not like having a boss 7.5 5.3 9.8 6.8 - - 5.5 6.9 6.3 4.2 4.8 8.1 9.8 7.7 6.6 6.2 8.4 9.3
Family tradition 12 0.7 7.0 3.8 - - 1.0 0.2 1.9 8.1 4.4 5.3 4.8 6.8 0.9 3.4 33 12.5
Inherited the business 1.1 0.0 1.7 0.8 - - 35 0.5 0.5 0.2 0.8 1.4 13 1.5 0.4 5.1 0.7 3.2
Is used to working independently 11.0 7.7 182 11.5 - - 15.6 7.0 12.1 0.8 39 11.3 15.5 17.3 9.4 14.7 14.2 19.6
Other reasons 7.4 7.9 9.1 12.6 - - 6.0 7.4 8.0 15.7 17.3 13.2 11.1 8.8 6.9 20.6 10.4 10.5

Formal Informal Formal Informal

Motivation None Primary Secondary College None Primary ~ Secondary  College | Quintile 1 2 3 4 5 Quintile 1 2 3 4 5
Was fired and has not found another job - 5.5 9.7 10.2 2.6 3.5 5.6 8.3 222 9.5 7.8 8.3 9.9 35 4.1 5.5 5.5 4.8
Only job he/she could get 15.4 449 438 49.3 60.1 58.0 54.9 411 389 56.3 55.1 55.4 428 63.1 61.8 59.1 52.0 379
Higher pay 68.4 12.8 22.8 19.7 43 7.4 11.4 17.0 2.3 2.7 11.1 10.7 26.4 3.8 4.8 8.0 11.3 20.1
More flexible hours 3.1 8.1 15.3 15.3 6.1 10.7 17.0 215 9.2 201 15.7 11.0 15.3 11.2 12.3 13.1 14.0 18.7
Due to his/her age 8.9 38.0 22.8 14.7 34.2 272 18.2 15.9 26.0 14.3 27.1 275 16.0 28.2 25.8 19.6 20.7 20.7
More stability or better future - 4.2 3.2 6.0 0.7 1.7 2.0 4.0 2.4 16.9 0.4 21 5.9 1.3 1.0 1.7 2.4 3.2
Better prospects - 5.5 6.4 9.3 2.3 31 4.2 9.6 8.6 34 9.6 7.1 8.2 22 3.0 3.0 4.6 7.9
Wishes to own his/her own firm - 2.1 6.4 8.0 2.3 3.6 5.2 8.6 5.2 0.0 3.6 5.0 8.4 3.8 3.0 3.8 5.8 6.5
Less responsibility - 0.1 0.7 0.7 2.2 2.5 2.5 1.6 0.0 0.0 0.0 0.3 0.9 2.3 2.6 2.4 2.4 22
Does not like having a boss 7.4 8.5 5.9 6.6 7.9 8.8 8.8 8.4 6.6 6.3 1.9 7.0 71 6.8 6.8 8.8 9.7 10.8
Family tradition - 0.7 2.5 0.3 8.7 7.6 4.0 3.0 0.0 0.0 5.0 1.5 0.4 7.8 5.7 5.3 4.8 5.1
Inherited the business - 0.0 1.6 0.3 2.6 1.7 0.9 0.3 0.0 0.0 13 12 0.5 1.8 1.7 13 1.0 0.8
Is used to working independently 13.1 15.7 9.8 8.5 18.8 17.9 14.1 10.2 2.9 16.0 12.4 7.9 10.0 15.2 15.9 15.9 16.6 14.3
Other reasons - 6.6 4.7 9.5 7.9 10.8 10.3 12.3 7.4 2.5 7.0 8.9 7.6 11.6 11.4 10.3 10.3 8.7

Total by column does not add up to 100 since individuals may give up to two answers.



Table 13

Motivations of Employers by socio-demographic characteristics
(%o by column)

Formal Informal Formal Informal Formal Informal

Motivation Men Women Men Women <15yrs 15-18 19 -24 25- 44 > 45 <15yrs  15-18 19-24 25-44 > 45 Urban Rural Urban Rural
Was fired and has not found another job 2.3 - 2.1 1.6 - - - 0.6 2.9 - - - 2.0 2.1 1.4 14.8 2.7 0.6
Only job he/she could get 10.2 31 24.0 23.8 - - - 11.9 6.1 - 12 24.1 24.6 235 9.1 - 20.2 31.0
Higher pay 38.7 24.0 23.7 18.8 - - - 39.9 32.7 - 56.4 259 27.0 18.8 36.5 13.0 26.0 15.9
More flexible hours 11.9 235 11.3 18.6 - - 100.0 14.1 13.0 - - 201 16.6 10.2 14.3 10.6 15.6 8.3
Due to his/her age 11.2 7.8 19.2 19.3 - - - 3.7 16.7 - - 0.5 7.3 29.2 10.1 23.9 16.7 24.1
More stability or better future 13.3 219 6.4 8.0 - - - 14.8 15.4 - - 8.4 8.2 5.7 15.4 - 7.2 5.9
Better prospects 18.5 228 10.2 12.8 - 100.0 - 21.0 18.1 - 325 15.4 13.9 8.2 19.6 11.0 12.9 6.9
Wishes to own his/her own firm 17.3 23.1 14.0 11.3 - 100.0 - 19.5 17.6 - - 7.9 16.9 11.1 18.1 27.8 15.1 10.2
Less responsibility 0.4 3.0 2.3 37 - - - 1.8 0.2 - - 4.7 2.7 2.5 1.0 0.0 32 1.6
Does not like having a boss 15.5 15.0 14.9 10.2 - - 100.0 14.0 15.5 - 241 20.2 15.1 12.4 15.5 13.3 14.9 11.6
Family tradition 5.4 4.6 13.1 9.9 - - - 2.3 8.0 - - 3.8 10.9 13.8 5.0 14.4 6.5 234
Inherited the business 0.9 4.9 4.4 5.2 - - - 0.4 2.9 - - 18.6 3.0 5.3 13 13.5 2.2 9.1
Is used to working independently 159 11.1 4.4 52 - - - 14.3 159 - 43.6 9.9 19.7 21.9 15.2 9.4 17.6 26.6
Other reasons 3.9 6.1 224 15.3 - - - 4.5 43 - - 0.6 6.1 6.2 3.8 229 6.0 6.0

Formal Informal Formal Informal

Motivation None Primary Secondary College None Primary ~ Secondary  College | Quintile 1 2 3 4 5 Quintile 1 2 3 4 5
Was fired and has not found another job - 5.1 2.6 1.1 0.4 12 2.6 3.7 0.5 0.0 8.7 0.7 1.7 1.2 0.5 4.0 1.9 20
Only job he/she could get - 18.8 9.6 7.1 443 289 21.2 13.7 3.4 5.3 5.0 7.4 10.1 422 29.9 33.6 23.7 13.5
Higher pay - 26.7 33.8 37.9 16.1 18.3 28.7 25.8 27.6 50.8 12.1 39.3 373 12.1 12.6 15.4 24.7 295
More flexible hours - 14.8 6.7 17.2 9.4 10.2 14.4 212 8.3 43.0 12.5 19.2 12.8 10.7 6.7 8.3 13.9 16.5
Due to his/her age - 18.7 14.6 7.6 31.5 23.8 15.2 13.8 0.6 18.4 7.9 6.2 10.7 249 26.3 19.4 15.6 17.3
More stability or better future - 3.9 10.2 18.5 2.7 33 9.9 11.0 4.3 9.4 16.4 2.9 17.7 4.1 7.7 4.1 5.2 9.0
Better prospects - 7.4 18.1 21.6 1.9 9.7 12.7 15.1 7.5 0.0 35.6 9.0 21.8 6.4 5.9 8.7 12.1 13.6
Wishes to own his/her own firm - 15.2 16.6 19.6 4.2 9.9 16.3 212 37.0 9.4 13.0 8.8 17.8 12.3 13.8 7.2 13.0 15.8
Less responsibility - - 1.5 0.8 3.9 2.6 2.4 34 4.8 0.0 0.9 0.0 0.6 2.1 1.4 2.8 3.4 2.7
Does not like having a boss - 24.0 13.5 15.0 12.3 12.9 15.4 14.4 17.5 323 14.5 255 13.3 10.1 15.8 11.2 16.7 14.0
Family tradition - 16.4 7.1 3.0 19.0 16.8 9.1 6.6 9.8 0.0 0.7 8.5 5.0 17.5 16.8 16.6 8.9 9.7
Inherited the business - 0.0 1.0 2.3 6.3 5.9 3.9 2.9 1.4 0.0 15.6 6.2 0.0 5.4 4.8 7.7 6.7 2.4
Is used to working independently - 14.8 213 12.4 20.0 27.0 17.5 13.7 255 15.1 23.7 7.8 13.7 26.0 19.9 18.0 224 19.2
Other reasons - 11.7 4.4 33 6.6 7.6 4.6 5.6 3.1 4.6 7.1 17.0 3.1 4.6 6.2 8.1 5.6 6.0

Total by column does not add up to 100 since individuals may give up to two answers.




Preference for independent work (National)

Table 14

% by column

o Independent | Formal self-  Informal self- Formal Informal Other
Motivation .
workers employed employed employer employer independent
Would accept a job as employee with benefits
for lower wage 26.0 28.7 27.1 11.5 16.7 28.3
Would accept a job as employee with benefits
for same wage 37.1 41.4 39.1 12.5 22.6 44.7




Table 15
Determinants of the Probability that an Independent Worker would accept a Formal Job

(Marginal effects - evaluated at means)

Dep. Var-> Pr(accept job as employee with

benefits at less or equal wage=1) M @
1[Male] 0.0542 bk 0.0414 bk
(0.0052) (0.0057)
I[Age 15 - 18] 0.2319 Aofok 0.2245 Aofok
(0.0278) (0.0284)
I[Age 19 - 24] 0.2843 Aofok 0.2699 Aofok
(0.0247) (0.0257)
I[Age 25 - 44] 0.3095 otk 0.2956 ohk
(0.0323) (0.0337)
I[Age 45 +] 0.2067 bk 0.1985 roak
(0.0348) (0.0351)
I[Head)] -0.0467 Aok -0.0398 Aok
(0.0191) (0.0193)
I[Spouse] -0.0920 bk -0.0846 bk
(0.0200) (0.0202)
I[Child] -0.0173 -0.0188
(0.0198) (0.0199)
I[Grandchild] -0.0131 -0.0158
(0.0310) (0.0312)
I[Other Relative] -0.0512 ok -0.0493 Aok
(0.0210) (0.0212)
I[Urban] 0.0792 ook 0.0413 bk
(0.0084) (0.0105)
I[Primary Education] 0.0435 ook 0.0411 okok
(0.0097) (0.0097)
I[Secondary Educaction] 0.0568 bk 0.0532 ok
(0.0099) (0.0100)
I[College] 0.0208 * 0.0022
0.0114) (0.0116)
1[Indigenous| 0.0785 ok 0.0748 ok
(0.0147) (0.0148)
1[Afro-colombian] 0.0795 ook 0.0736 ook
(0.0082) (0.0083)
1[Quintile 1] 0.0994 ook 0.1018 ook
(0.0074) (0.0075)
1[Quintile 2] 0.1144 ook 0.1166 ook
(0.0071) (0.0072)
1[Quintile 3] 0.1059 bk 0.1060 bk
(0.0065) (0.0066)
1[Quintile 4] 0.0673 Aofok 0.0665 Aofok
(0.0064) (0.0064)
I[Self-Employed] -0.0230 0.0102
(0.0273) (0.0283)
I[Employer] -0.2192 ook -0.1729 Aofok
(0.0266) (0.0284)
I[Informal] -0.0106 0.0529 bk
(0.0105) (0.0114)
1[2 - 5 workers firm]| -0.0040
(0.0058)
1[6 - 10 workers firm] 0.0158
(0.0151)
1[11 - 19 workers firm)] 0.0412 *
(0.0224)
1]20 - 30 workers firm)] 0.0994 bk
(0.0242)
1[ 31 or more workers firm] 0.1454 ook
(0.0130)
1[Agriculture] -0.0660
(0.0534)
I[Manufacturing] -0.0509
(0.0528)
1[Private Services] 0.0137
(0.0519)
I[Public Services] 0.1958 bk
(0.0472)
I[Transportacion/Communication] 0.0411
(0.0514)
1[Construction] 0.1235 ook
(0.0478)
I[Retail] -0.0608
(0.0523)
Sample Independent Independent
Max Likelihood Function -35,553 -35,131.74
Number of obs. 53,535 53,535

Pseudo-R2 0.0354 0.0468




Table 16

Social Protection Coverage

(% by column)

Health Coverage T?tal Unemployed Formal Self- Informal Self- Formal Informal Formal Informal Unpaid Other OLF, student OLF, not a
WAP employed employed Employer Employer Employee Employee student
Has health coverage 80.5 66.1 100.0 74.9 100.0 77.6 100.0 73.5 72.6 73.0 80.5 83.2
Type of Health Coverage
Contributive (EPS) 50.01 35.15 99.99 33.94 100.00 54.25 95.31 37.33 33.07 37.21 47.13 45.14
Special (Army, public universities, etc.) 2.75 2.01 0.01 1.28 - 1.87 4.69 1.59 1.21 2.20 2.79 3.58
Subsidized (ARS) 47.18 62.79 - 64.67 - 43.81 - 60.95 65.71 60.04 50.07 51.22
If covered, who pays?*
Part him/het, part the firm 31.1 4.6 15.0 3.1 274 2.9 95.5 30.2 1.3 13.0 0.1 1.3
Deduction from pension 8.9 4.8 - 6.8 - 8.5 - 4.2 4.7 4.9 0.5 27.4
He/she pays entire contribution 12.1 19.0 81.7 32.7 68.0 40.9 - 25.2 14.6 23.8 1.7 7.4
Firm pays entire contribution 2.5 0.9 3.3 0.7 4.6 1.3 4.5 7.3 0.6 10.0 0.2 0.7
He/she is beneficiary 45.3 70.6 - 56.5 - 46.3 - 322 78.5 47.3 97.5 63.0
Why does not make contribution?
Health system is inefficient 0.7 n/a - 0.9 - 1.1 - 0.5 0.4 1.0
Bad quality of services 0.4 n/a - 0.4 - 1.5 - 0.3 0.3 -
Beneficiary / Subsidized regime 53.4 n/a - 56.7 - 58.4 - 48.5 55.9 45.4
Prefers higher wage 0.7 n/a - 0.6 - 0.4 - 1.0 0.2 4.7
Employer does not pay contribution 3.7 n/a - 0.5 - 0.2 - 8.8 0.1 4.0
Employer does not require it 4.1 n/a - 1.1 - 0.2 - 9.0 0.7 2.5
Does not know how to 1.0 n/a - 1.1 - 2.2 - 0.7 1.1 1.2
Cannot afford it 27.0 n/a - 31.7 - 20.8 - 22.2 25.3 26.7
Current situation is temporary 1.2 n/a - 0.7 - 0.7 - 2.1 0.3 5.5
Pays directly for his/her health expenses 14 n/a - 1.5 - 3.7 - 1.0 0.6 1.7
Has prepaid insurance 0.6 n/a - 0.6 - 1.4 - 0.3 0.5 0.2
He/she is unpaid worker 0.8 n/a - 0.1 - 0.1 - 0.1 11.5 -
Other reason 4.9 n/a - 4.0 - 9.2 - 5.4 3.2 7.2
How do you cope when ill?”"
Affiliated to subsidized regime 49.0 45.9 - 50.0 - 41.5 - 50.7 46.0 45.7
Beneficiary 13.7 13.7 - 15.2 - 21.3 - 10.1 18.8 13.8
Savings 4.8 4.0 - 4.7 - 11.0 - 5.0 1.6 24
Help from children and friends 124 17.3 - 10.9 - 6.2 - 12.0 18.8 16.8
Another type of insurance 1.5 1.4 - 1.3 - 2.5 - 1.5 0.8 1.5
Loan 4.0 - - 4.6 - 4.3 - 5.4 1.6 1.8
Selling house or other goods 0.2 - - 0.2 - 1.1 - 0.2 0.2 -
Selling items at a pawn house 0.8 3.9 - 0.3 - 0.7 - 0.2 0.3 -
Has not considered it 34 3.7 - 3.0 - 5.0 - 3.8 2.8 4.6
Does not have any resources 7.7 8.3 - 7.7 - 2.7 - 8.0 7.3 8.2
Other reason 2.5 1.8 - 2.0 - 3.8 - 3.2 1.8 5.1

" Excludes all individuals who belong to the subsidized regime

- L
Sample: workers who do not make health contributions




Social Protection Coverage

(% by column)

Table 17

Health Coverage Total Unemployed Formal Self- Informal Self- Formal Informal Formal Informal Unpaid Other OLF, OLF, not
employed employed Employer Employer Employee Employee student  a student
Monthly contribution
(% of earned income)
<1% 1.1 - 0.8 13 6.8 24.2 1.0 0.7 - -
1-2% 4.0 - 3.4 4.5 12.7 12.1 4.3 2.0 - 35
2-3% 10.3 - 5.5 6.8 10.6 14.3 11.7 6.2 - -
3-4% 25.7 - 9.5 10.6 18.8 6.7 30.0 14.6 - 11.2
4-5% 233 - 6.8 6.2 10.4 5.2 27.4 13.9 - 8.0
5-6% 6.9 - 6.9 9.0 6.8 3.9 7.1 6.2 - -
6-10% 18.6 - 39.8 30.0 14.0 23.5 14.6 28.1 - 38.1
>10% 10.1 - 27.3 31.5 19.8 10.0 4.0 28.3 - 39.2
Monthly contribution
(% of household income)
<1% 13.7 9.0 14.5 10.0 387 17.5 17.8 11.5 5.5 9.9 23.1 4.1
1-2% 24.4 10.3 311 19.6 23.0 25.5 31.8 19.2 17.5 8.7 229 9.3
2-3% 16.6 11.2 21.9 19.4 12.4 16.9 18.1 14.2 16.0 35.0 16.2 12.0
3-4% 13.6 12.0 11.3 12.7 4.5 11.4 15.2 14.0 12.0 23.0 114 10.6
4-5% 8.3 11.5 6.8 11.3 5.4 7.6 7.1 9.5 15.5 8.8 3.2 9.4
5-6% 4.7 5.6 3.9 6.1 3.5 3.6 3.2 5.7 4.1 8.0 2.7 8.0
6-10% 11.0 19.1 6.6 13.3 8.3 11.1 5.4 16.0 15.2 3.0 7.4 23.1
>10% 7.7 21.4 3.8 7.5 4.2 6.4 1.6 9.9 14.3 3.7 13.2 23.5




Table 18

Determinants of the Probability of Lacking Health Coverage

(Marginal effects - evaluated at means)

. National National Urban sample Rural sample
Dep. Variable-> No health coverage 1 1
sample sample
1[Male] 0.0254 Fhx 0.0364 HEH 0.0354 Hhx 0.0543 ok
(0.0018) (0.0024) (0.0024) (0.0139)
I[Age 15 - 18] 0.0296 ok 0.0193 * 0.0201 0.0017
(0.0039) (0.0114) (0.0126) (0.0322)
I[Age 19 - 24] 0.0824 Hhx 0.0457 HEH 0.0442 Hhx 0.0361
(0.0049) 0.0117) (0.0129) 0.0331)
T[Age 25 - 44] 0.0367 Hhx 0.0031 0.0017 -0.0005
(0.0043) (0.0098) 0.0108) (0.0305)
T[Age 45 +] -0.0469 ok -0.0456  wrx -0.0468 e -0.0500  *
(0.0041) (0.0091) (0.0099) (0.0304)
I[Head] -0.1410  #k* -0.0994 -0.0936  Hkx -0.1510  #k*
(0.0038) (0.0053) (0.0053) (0.0255)
I[Spouse] -0.1370 e -0.0949 e -0.0886  ** -0.1553  #k*
(0.0031) (0.0037) (0.0037) (0.0187)
I[Child] -0.0877 ek -0.0565  Fxx -0.0505 ek -0.1189  kkx
(0.0039) (0.0043) (0.0044) (0.0207)
1[Grandchild] -0.0435 R -0.0351 ek -0.0309 ek -0.0778  **
(0.0049) (0.0073) (0.0075) (0.0334)
I[Other Relative] -0.0434  Hkx -0.0238 R -0.0201 Ak -0.0561 ok
(0.0042) (0.0052) (0.0053) (0.0256)
I[Urban] -0.0062  ** 0.0095 H*
(0.0028) (0.0042)
I[Primary Education] -0.0312  wkx -0.0245 R -0.0210  wk* -0.0391 ok
(0.0033) (0.0041) (0.0046) 0.0127)
I[Secondary Educaction] -0.0709 e -0.0416 -0.0384 e -0.0490 e
(0.0036) (0.0044) (0.0049) (0.0144)
I[College] -0.1140  wk* -0.0789 -0.0739  wkx -0.1059  wkx
(0.0029) (0.0041) (0.0044) 0.0277)
I[Indigenous] 0.0053 -0.0019 -0.0007 0.0132
(0.0057) (0.0093) (0.0076) (0.0183)
I[Afro-colombian] 0.0144 Hokx 0.0093 ok 0.0038 0.0834
(0.0031) (0.0039) (0.0039) (0.0213)
1[Quintile 1] 0.1326 Hhx 0.1050 o 0.1137 Hhx 0.0321
(0.0035) (0.0049) (0.0052) (0.0196)
1[Quintile 2] 0.0974  *¥x 0.0753  *** 0.0726  *** 0.0503  **
(0.0034) (0.0042) (0.0042) (0.0204)
I[Quintile 3] 0.0794 Ak 0.0577 Aok 0.0562 ok 0.0281
0.0032) (0.0038) (0.0037) (0.0206)
1[Quintile 4] 0.0496  *** 0.0351 ok 0.0334  *¥* 0.0189
(0.0030) (0.0034) (0.0038) (0.0212)
I[Unemployed] 0.1824 b
(0.0044)
1[Self-Employed] 01530 #** 0.0402  *x* 0.0395  #** 0.0435  *¥*
(0.0032) (0.0061) (0.0029) (0.0125)
I[Employer] 0.1363 Hhx 0.0486 HEH 0.0170 Hhx 0.0344 *
(0.0092) (0.0062) (0.0065) (0.0205)
I[Unpaid] 0.1574 Hhx 0.0486 HEH 0.0528 Hhx 0.0522 Hhx
(0.0083) (0.0062) (0.0068) (0.0193)
I[Other] 0.1393 Hhx 0.0824 HEH 0.0824 Hhx 0.0702
(0.0276) (0.0230) (0.0238) (0.0826)
I[OLF Student] 0.0403 ok
(0.0039)
I[OLF Not Student] 0.0505 ok
(0.0029)
1|2 - 5 workers firm] -0.0053  ** -0.0086  *F* 0.0284 o
(0.0026) (0.0027) (0.0116)
1[6 - 10 workers firm)] -0.0400 -0.0419  wkx -0.0086
(0.0036) (0.0036) 0.0198)
I[11 - 19 workers firm] -0.0592 R -0.0596  Hkx -0.0281
(0.0042) (0.0039) 0.0277)
1[20 - 30 workers firm] -0.0831 Aok -0.0803  Hkx -0.0988  Hkx
(0.0036) (0.0035) (0.0286)
1[ 31 or more workers firm] -0.1643 R -0.1604 ek -0.1881 ok
(0.0025) (0.0026) 0.0157)
I[Agriculture] 0.0253 0.0380 -0.2769  *
(0.0275) (0.0303) (0.1443)
I[Manufacturing] 0.0421 0.0609 ** -0.1863 ok
(0.0286) (0.0310) (0.0540)
I[Private Services] 0.0270 0.0420 -0.1769 e
(0.0259) (0.0270) (0.0689)
I[Public Services] -0.0870 -0.0752  wkx -0.2254  wkx
(0.0149) 0.0162) (0.0318)
I[Transportacion/Communication] 0.0217 0.0378 -0.1778  wkx
(0.0269) (0.0292) (0.0556)
I[Construction] 0.0438 0.0629 * -0.1776
(0.0296) (0.0325) (0.0544)
I[Retail] 0.0202 0.0367 -0.1983  wkx
(0.0258) (0.0273) (0.0581)
Sample W-A P Work force Urban WF Rural WF
Max Likelihood Function -119,048.93 -53,284.06 -47,520.37 -5,678.32
Number of obs. 246,674 119,670 109,596 10,074
Pseudo-R2 0.0619 0.1105 0.1173 0.0375




Social Protection Coverage

(% by column)

Table 19

. Total Formal Self- Informal Self- Formal Informal Formal Informal .
Pension Coverage . Unemployed Unpaid Other
(Working) employed employed Employer Employer Employee Employee
Has pension coverage 28.8 n/a 100.0 1.7 100.0 1.9 100.0 7.6 14 4.8
Is already a pension-holder 1.2 n/a - 1.8 - 4.2 - 1.1 1.1 1.1
If covered, who pays?
Part him/her, patt employer 70.8 n/a 11.7 10.4 23.1 16.8 95.0 38.8 11.7 68.6
He/she pays entire contribution 21.3 n/a 84.6 79.7 74.3 75.4 - 53.3 77.9 31.0
Employer pays entire contribution 5.8 n/a 3.7 1.1 2.6 0.4 5.0 6.1 3.0 0.4
Does not pay 2.1 n/a - 8.7 - 7.5 - 1.9 7.4 -
Why does not make contribution?
Employer does not pay contribution 5.0 n/a - 0.6 - 0.3 - 11.7 0.2 6.9
Cannot afford it 69.4 n/a - 79.4 - 51.2 - 59.6 70.5 56.4
Prefers higher wage than benefit 1.3 n/a - 1.4 - 1.6 - 1.4 0.3 0.3
Employer does not require it 5.1 n/a - 1.1 - 0.2 - 11.5 0.6 6.6
He/she is still very young 34 n/a - 2.2 - 2.1 - 3.6 13.1 11.5
Doe}s not behcive he/she will actually get to 37 a/a i 47 i 11.9 i 15 23 16
receive a pension
Saves on his/her own 1.6 n/a - 1.5 - 10.5 - 0.6 1.1 2.0
Children/family will take care of him/her 1.6 n/a - 1.9 - 4.5 - 0.4 3.1 0.5
Most jobs ate like this 3.4 n/a - 2.3 - 3.7 - 4.9 1.7 1.2
Other reason 55 n/a - 5.0 - 14.0 - 4.7 7.1 13.0
What action taken to guarantee a living when
old?
Mandatory contributions to pension fund 20.3 3.7 70.4 1.2 65.9 1.5 79.3 5.7 1.3 4.1
Voluntary contributions to pension fund 1.4 0.7 13.2 0.7 15.4 0.6 2.9 0.9 0.1 0.1
Saving 7.6 2.0 7.6 8.1 20.3 24.6 8.8 6.7 41 8.1
Making investments 2.1 0.5 3.1 2.8 13.8 12.2 1.4 1.1 1.6 2.5
Pays for his own insurance 0.2 0.0 0.7 0.2 2.0 0.6 0.4 0.2 0.2 0.0
iifj:ﬁi/ her children so that they can 43 3.7 13 6.8 13 9.8 13 3.6 5.0 7.5
Other reason 1.0 2.3 0.4 1.1 0.5 1.6 0.4 0.7 2.3 3.2
Not doing anything about it 63.0 87.1 12.9 79.3 7.4 49.1 13.8 81.2 85.3 74.3




Social Protection Coverage

(% by column)

Table 20

Pension Coverage Total | Unemployed Formal Self- Informal Self- Formal Informal Formal Informal Unpaid Other
employed employed Employer Employer Employee Employee

Monthly contribution
(% of earned income)

<1% 1.3 n/a 0.8 1.3 6.8 24.2 1.1 1.6 n/a 0.0

1-2% 5.5 n/a 3.4 4.5 12.7 121 5.7 43 n/a 3.5

2-3% 11.9 n/a 5.4 6.7 10.6 14.3 12.8 8.9 n/a 0.0

3-4% 35.7 n/a 9.4 10.5 18.8 6.7 40.9 14.8 n/a 11.2

4-5% 16.6 n/a 6.7 6.1 10.4 5.2 18.3 11.7 n/a 8.0

5-6% 6.4 n/a 6.8 8.9 6.8 3.9 6.3 6.5 n/a 0.0

6-10% 15.4 n/a 39.4 29.7 14.0 23.5 11.9 27.8 n/a 38.1

>10% 7.3 n/a 28.1 32.4 19.9 10.0 3.1 24.4 n/a 39.2
Monthly contribution

(% of household income)

<1% 18.3 n/a 12.9 20.4 30.1 47.5 18.7 14.4 29.8 28.6

1-2% 31.1 n/a 22.3 31.8 30.7 18.4 33.0 20.3 10.2 3.7

2-3% 18.7 n/a 21.8 13.6 12.6 18.5 19.1 14.8 24.1 12.2

3-4% 14.8 n/a 16.2 11.2 43 0.9 15.4 10.9 13.8 32.4

4-5% 6.3 n/a 7.0 4.9 5.8 5.3 6.0 9.1 8.0 0.0

5-6% 2.9 n/a 5.8 5.1 0.7 7.0 2.4 5.8 0.4 1.3

6-10% 5.8 n/a 9.3 8.5 12.7 2.4 4.2 17.5 11.1 21.7

>10% 2.0 n/a 4.7 4.5 3.1 0.0 1.2 7.2 2.6 0.0




Table 21

Determinants of the Probability of Lacking Pension Coverage

(Marginal effects - evaluated at means)

X National National Urban sample Rural sample
Dep. Var.->Pr(No pension coverage) sample sample
1[Male] -0.0252 HoHk -0.0191 ok -0.0222 ok -0.0003
(0.0028) (0.0347) (0.0040) (0.0020)
1[Age 15 - 18] -0.3500 o -0.3038 * -0.3066 * -0.9950 Hokk
(0.1759) (0.1789) (0.1802) (0.0009)
1[Age 19 - 24] -0.7087 ok -0.6564 ok -0.6524 Hohk -0.9981 ok
(0.0973) (0.1148) (0.1087) (0.0005)
1[Age 25 - 44] -0.6079 ok -0.5748 kR -0.6024 Hohk -0.9945 ok
(0.0877) (0.0935) (0.0928) (0.0018)
1[Age 45 +] -0.8143 Hohk -0.7935 kR -0.8028 ook -0.9994 ok
(0.0877) (0.0754) (0.0708) (0.0003)
1[Head] -0.2127 Hokk -0.1202 kR -0.1306 ok -0.0173 kR
(0.0076) (0.0089) (0.0102) (0.0041)
I[Spouse] -0.1582 Hohk -0.0440 Hohk -0.0470 ook -0.0102
(0.0103) (0.0101) 0.0114) (0.0070)
I[Child] -0.1344 Hohk -0.0413 ok -0.0479 Hokk 0.0004
(0.0093) (0.0095) (0.0109) (0.0039)
1[Grandchild] -0.0968 ok 0.0123 0.0138 0.0003
(0.0182) (0.0155) 0.0177) (0.0106)
I[Other Relative] -0.1048 Hokk -0.0132 -0.0135 -0.0035
(0.0110) (0.0131) 0.0117) (0.0059)
1[Urban] -0.0849 Hohk -0.0282 ok
(0.0041) (0.0074)
I[Primary Education] -0.1126 Hokk -0.0828 Hohk -0.1007 ok -0.0047 ok
(0.0125) (0.0131) (0.0169) (0.0020)
I[Secondary Educaction] -0.2632 Hokk -0.1819 ok -0.2085 ook -0.0149 kR
0.0112) (0.0121) (0.0148) (0.0039)
I[College] -0.5645 Hohk -0.3813 ok -0.4102 ook -0.0894 ok
(0.0137) (0.0166) (0.0187) (0.0236)
1[Indigenous] 0.0655 ok 0.0796 ok 0.0847 ok 0.0094 R
(0.0087) (0.0098) (0.0126) (0.0019)
I[Afro-colombian] 0.0256 Fokok 0.0454 ok 0.0514 Hox 0.0045 Hk
(0.0047) (0.0052) (0.0061) (0.0020)
1[Quintile 1] 0.2073 Hohk 0.1972 kR 0.2183 ook 0.0275 ok
(0.0022) (0.0027) (0.0030) (0.0031)
1[Quintile 2] 0.1267 ok 0.1085 ok 0.1233 ok 0.0080 Hohk
(0.0026) (0.0034) (0.0039) (0.0019)
1[Quintile 3] 0.0916 ok 0.0843 ok 0.0973 ok 0.0031
(0.0028) (0.0035) (0.0041) (0.0020)
1[Quintile 4] 0.0523 ok 0.0505 ok 0.0589 ok -0.0014
(0.0030) (0.0036) (0.0042) (0.0025)
1[Self-Employed] 0.3911 ok 0.2565 ok 0.2870 ok 0.0254 R
(0.0028) (0.0039) (0.0043) (0.0027)
I[Employer| 0.1780 ok 0.1364 ok 0.1554 ok 0.0120 ok
(0.0019) (0.0032) (0.0038) (0.0014)
1[Unpaid] 0.1860 HoHk 0.1642 ok 0.1879 ok 0.0153 ok
(0.0020) (0.0036) (0.0044) (0.0016)
1[Other] 0.1646 Hohk 0.1759 ok 0.2071 Hohk 0.0100 Hohk
(0.0036) (0.0038) (0.0043) (0.0027)
1|2 - 5 workrers firm)] 0.0035 0.0066 -0.0044 ok
(0.0048) (0.0055) (0.0020)
1[6 - 10 workers firm] -0.1539 ok -0.1669 ok -0.0222 ok
(0.0085) (0.0092) (0.0059)
1[11 - 19 workers firm| -0.2952 kR -0.3145 ok -0.0400 kR
(0.0106) (0.0108) (0.0107)
120 - 30 workers firm| -0.3953 ok -0.4088 ok -0.0955 ok
(0.0107) (0.0105) (0.0216)
1| 31 or more workers firm] -0.5760 ok -0.5922 ok -0.1832 ok
(0.0065) (0.0063) (0.0275)
I[Agriculture] 0.1048 ok 0.1235 Hohk -0.0661
(0.0020) (0.0218) (0.0102)
I[Manufacturing] 0.0578 ok 0.0764 ok -0.0318
(0.0263) (0.0298) (0.0399)
I[Private Services| 0.0423 0.0594 * -0.0230
(0.0300) (0.0343) (0.0302)
I[Public Services] -0.0626 -0.0521 -0.0794
(0.0300) (0.0424) (0.0799)
I[Transportacion/Communication| 0.0307 0.0449 -0.0148
(0.0290) (0.0327) (0.0262)
I[Construction] 0.1103 ok 0.1336 ok -0.0047
(0.0180) (0.0207) (0.0171)
1[Retail| 0.0276 0.0429 -0.0343
(0.0303) (0.0345) (0.0398)
Sample Work force Work force Urban WF Rural WF
Max Likelihood Function -45,343.27 -37,178.28 -35,444.75 -1,674.21
Number of obs. 119,670 119,670 109,596 10,066
Pseudo-R2 0.3868 0.4972 0.4891 0.4592




Appendix 1

CORRELATION MATRIX - DEFINITIONS OF INFORMALITY (SEMESTER TOTAL, URBAN ONLY)

inf 1
inf 2
inf_3
inf_4
inf 5
inf 6
inf_ 7
inf_8
inf 9
inf_10
inf_11
inf_13
inf_14
inf_15
inf_16
inf_17
inf_19
inf_21
inf_24
inf_25
inf_26
inf 27

inf 1 inf 2 inf3 inf4 inf5 inf 6 inf 7 inf 8 inf 9 inf 10 inf 11 inf 13 inf 14 inf 15 inf 16 inf 17 inf 19 inf 21 inf 24 inf 25 inf 26 inf 27
1.00

0.83 1.00

0.98 0.85 1.00

0.79 0.75 0.79 1.00

0.85 0.72 0.85 0.94 1.00

0.79 0.77 0.81 0.98 0.94 1.00

0.84 0.73 0.86 0.93 0.99 0.95 1.00

0.57 0.52 0.58 0.53 0.55 0.54 0.55 1.00

0.81 0.74 0.83 0.74 0.76 0.75 0.77 0.60 1.00

0.50 0.45 0.51 0.44 0.45 0.44 0.45 0.31 0.55 1.00

0.67 0.62 0.68 0.59 0.61 0.60 0.61 0.47 0.75 0.64 1.00

0.79 0.69 0.81 0.87 0.93 0.89 0.94 0.59 0.82 0.49 0.66 1.00

0.56 0.49 0.58 0.62 0.66 0.64 0.67 0.84 0.58 0.29 0.43 0.72 1.00

0.75 0.66 0.77 0.83 0.89 0.85 0.90 0.55 0.86 0.47 0.64 0.96 0.67 1.00

0.46 0.40 0.47 0.51 0.55 0.52 0.55 0.29 0.49 0.84 0.54 0.59 0.35 0.58 1.00

0.63 0.55 0.65 0.70 0.75 0.72 0.75 0.44 0.68 0.54 0.83 0.81 0.53 0.79 0.65 1.00

0.82 0.76 0.83 0.74 0.75 0.74 0.75 0.69 0.90 0.57 0.79 0.81 0.58 0.78 0.48 0.65 1.00

0.71 0.65 0.73 0.66 0.68 0.67 0.69 0.57 0.77 0.51 0.72 0.72 0.54 0.71 0.46 0.65 0.78 1.00

-0.07 004 -009 -007 -010 -008 -0.10 -0.06 -0.12 -0.07 -0.08 -0.12 -0.08 -0.12 -0.08 -0.10 -0.08 -0.09 1.00

-0.03 008 -0.05 -0.04 -007 -005 -008 -002 -008 -005 -005 -009 -006 -010 -006 -0.08 -0.04 -0.06 094 1.00

0.80 0.76 0.81 0.72 0.73 0.72 0.73 0.56 0.84 0.48 0.66 0.72 0.52 0.72 0.43 0.58 0.82 0.69 -0.07 -0.02 1.00
0.84 0.78 0.85 0.75 0.76 0.76 0.76 0.58 0.87 0.51 0.68 0.76 0.55 0.76 0.45 0.62 0.84 072 -013 -0.08 093 1.00

Definitions described in Table 1




Appendix 2
CORRELATION MATRIX - DEFINITIONS OF INFORMALITY (SEMESTER TOTAL, RURAL ONLY)

inf 1 inf2 inf3 inf4 inf5 inf6 inf7 inf8 inf9 inf 10 inf 11 inf 13 inf 14 inf 15 inf 16 inf 17 inf 19 inf 21 inf 24 inf 25 inf 26 inf 27

inf 1| 1.00

inf 2 080 1.00  rur

inf 3] 096 084 1.00

inf 4 067 0.65 0.68 1.00

inf 5 074 0062 075 091 1.00

inf 6 068 068 071 096 092 1.00

inf 7073 063 076 090 099 093 1.00

inf 8§ 1 039 035 040 036 039 038 040 1.00

inf 9 074 0.69 076 059 060 060 0.60 038 1.00

inf 10| 039 040 040 031 032 033 033 019 044 1.00

inf 11| 0.63 0.61 063 052 055 053 055 033 064 060 1.00

inf 13| 0.67 058 070 0.83 091 086 092 043 0.65 036 0.59 1.00

inf 14| 036 031 037 044 048 040 049 082 035 014 029 053 1.00

inf 15| 0.62 054 064 076 083 0.79 085 040 072 034 053 092 049 1.00

inf_ 16| 037 032 038 045 049 047 050 0.17 037 0.67 041 054 021 052 1.00

inf 17 058 051 0.1 072 079 075 080 035 056 040 0.69 087 043 0.78 0.60 1.00

inf 191 075 073 077 059 061 0.60 060 043 0.84 054 083 0066 035 060 036 057 1.00

inf 21| 0.66 0.62 0.67 053 056 054 056 037 069 042 057 057 034 056 033 050 069 1.00

inf 24| 0.02 0.05 000 0.00 -0.02 -0.01 -0.02 -0.03 0.01 001 0.02 -002 -003 -002 -0.01 -002 0.04 0.02 1.00
inf 25| 0.04 0.08 003 0.02 000 0.01 000 -0.02 003 003 004 000 -003 -001 0.00 000 0.07 004 094 1.00
inf 26| 0.63 0.63 0.64 050 050 050 050 030 070 033 049 048 027 050 027 041 0064 053 0.09 012 1.00
inf 271 075 072 076 0.60 0.61 0.61 061 039 080 038 056 0060 036 062 034 050 072 061 -0.02 0.01 076 1.00

Definitions described in Table 1



