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Evaluation of Frpioyment and Unemployment Statistics
for E1 Salvador

Peter Gregory

Estimates of Employment and Unerployment Currently Available

Up until 1980, estimates of employment and unemployment were b;sed on
househiold surveys carried out throughout the national tervitory. On the
basis of these surveys, unemployment rates of 3.8, 6.7, and 16.1 percent were
reported for the years 1978, 1979, and.l980 respaectively. For the years since
1980, the estimates of unemployment have come from the Planning Mindstay's (MIPLAN)
Population Division (Direccién de Poblacién) . The unamployment rates for the

subsequent years have been estimated as follaws:

1981 25 percent 01983 33.23 percent
1982 31.25 pexrcent 1984 33.34 percent

. 1885  32.65 percenc
I the.;:e.recmt-un@nploynrmt'rates are reliable, they weuld have to he considered
truly alamming. Indead, one might wonder how a soci ety with a thixd cof its
labor force in a state of open un@mp.loyment could maintain any senblance of so-
cial and political stability. While there is no question that the people of -kl
Salvador have suffered a significant decline in jncoune, there are qrounds for
questioning whether the unemployment rates cited above are an accuraie reflection
of those that have actually held. In my opinion, these are more likely to repro-
.sent a sdnsta.nt;ial overstatement <'Jf the true rates of cpen unemploywrent. This con-
clusion derives from a consideration of the manner in which the unemployment. figures
ware developad.

Since 1980, all of the estimates of emloyment and unemployn-nt represent
projections that incorporate a number of assurmpticns about thz grosth of the la-
bor force and the structure of the econarny. As a basc against which these pro-
jections are applied is the employirent and unemployment data yielded by the last

. (}:\ v -.!"'J’u,uc.)
Fousebold survey undertsken during the carly mont};s/ of 1980, when agricultural
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activity and amployment are at seasonally low levels. Subsequent changes in an-
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ployment are estimated by reference to changes in sectoral output as these appear
in the national income measures. The anplo'yment level so derived is then sub-
tracted from the estimated labor force that is derived from the base population
of the 1971 census and a rate of growth in popu_létion of batween 2.5 and 3 per-
The difference represents unemployment.

cent per year. / Several objections cca.n be raised regarding this procedure.

First, oconsider the estin\atesb;éhanges in output over time. The national
incame statistics are based on measures derived from the modern sector alone.
The structure of the econcfx-.;r as bétween formral and informal sectors is assumed
to have remained constant since the last economi census was taken in 1978. Thus,
informel sector output is assumed to have increased at the same rate as that of
the formal. jin fact, it seems more likely that the :xf.ﬁformal sector has weathered
the econamic ¢risis better than the formal and has grown relative to the formal.
Certainly it is universally acknowledged that amployment has expanded in the in-
formal éector as the formal sector suffered a decline and more recently a slow
recovery. What remains in doubt is whether the output of the informal sector
also stagnated or declined while emplcyment increased, thus yielding a substan-
tial drop in productivity a_J}d incare of participants.

There are straws ihsdmswggrat that support the hypothesis that output in
the informal sector did not necessarily follow the trend of the formal. For
example, the Ministry'of labor's survey of 1,029 firms in the industrial sector
stratified by size of enterprise reported declines in employment that were in--
versely mla;ted to the size of the énterprise. Thus, ketween 1978 and 1982, esta-
blishments with more than 200 employees reported a 22 pafcent decline in employ-
ment while those with between 5 and 9 employees actually reported a 3.7 percent
increase. It is quite possible that the declines in the larger enterprises re-
flect the declining fortunes of the Central American Camon Market rather than
the decline in damestic demand. To the extent that smaller enterpri;es, including
those in the informal sector, are oriented toward satisfying damestic demand, out-

put lavels there need not follow those of the regional «xport sector.
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One may also speculate about charges in the pattern of demand for final goods
during a period in which real incomes veere falling. It is possible that con-
sumers might substitute goods of lower qllaiity and price produced in the informal
sector for.those of the formal. Such a shift in demand would imply an increase
in output in the infommal relative to the formal sector. Thus, the assumption
of constancy in the structure of the economy would lead to an underestimate of
the growth (or overestimate of the decline) in GDP and an underestimate of the
productively engaged labor force. The other side of the coin, of course, is
that for any assumed size of the labor force, the unemployment rate would be
overstated.

Second, it is quite likely that estimates of the size of the labor force
are e_xaggerated. As noted earlier, these were derived from the population base
given by the 1971 census and a presumed rate of growth. It is now acknowledged
by the Population Division of MIPLAN that the earlier forecasts overstated the
growth of population as a result of a failure to take into account the rise in
mortality rates stemnipg from th: escalation of violence since 1979 and of the
sharp increasc in anigratic'm. It is now estimated that a mmb:ﬁ: approaching a
half million have emigrated. Migration experience throughout the world gives
rise to the expectation that the migrant stream is heavily weighted by young
people of labor force age. Thus, labor force estimates that fail to take into
consideration these two factors will have the effect of overstating its size as
well as that of the rate of unemployment.

(The importance of the migration phencamenon became apparent during several
of cur formal interviews. For example, the president of construction contrac-
tors association reported that the industry was suffering a severe shortage of
skilled labor in spite of a sharp decline in constrmtion activity. Skilled la-
bor has been migrating abroad in large numbers. This was confirmed by the presi-
dent of one of the major trade unions of the industry in an interview reported
in the local rress in which he camplained that the mcancies created by the mi-

grating tradesmen were being filled by workers from among the displaced population
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to the detriment of the establisbed membership of the union. . Smilarly, repre-
sentatives of the manufacturers association noted that their mcanbers' wele repor-
ting the departure of experienced arrployges for other countries, mainly the U.S.
Informal conversations with Salvadorans reveals a widespread acguaintance with
LUmerous caées of known departures of friends, relatiQeé, or villagers.u)

Third, the appropriateness of the results of the 1980 survey as a baseline
for projéctions imay also be open to question. As I noted above, fhat survey was
undertaken during months of low agricultural activity with the result that -the
rate of unemployment reported for the agricultural labor force was at a high
level of 26.3 percent. Since agricultural workers made up about 40 percent of
the labor force, the overall rate of 16.1 percent is heavily weighted by that
seasonal phenomenon. Thus, to treat the seasonal un.employment rate as represen-
tative of the annual average rate is to departL from a base that overstates the
unemployment of 1980 (or, conversely, understates the employment level). Thus,
all subsequent assigned values will also be distorted.

(I leave aside for the mament the whole question of how seasonal interruptions
in employment in the niral setting should be treated. .Can it be assumed that all

' . in peak seasons
time not occupied in agricultural production/is availal?le for fruitful cmloyment
in other productive pursuits? If not, what proportion would bz so available? If
the objective is to evaluate the economic welfare of the rural population, factors
other than employment may be equally significant, e.q., physical outpu.t levels.
and the intermal terms of trade.)

In short, the estimation procedures employed would appear to yield overesti-
mations of the supply of labor and an underestimation of the demand for labor, thus

leading to an exaggerated notion of the open unemployment rate.

Empirical Straws in the Wind

In the absence of systematic household surveys, it is to be expected that

estimaces of employment and unemployment will be made on the basis of projections

A

from some baseline. However, such projections should be evaluated by reference
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to other sources of information that may make it possible to test the con-
sistency cf the projection with other known econamic measures. In the brief
time I have spent in El Salvador, it would be unreasonable to expect that I could
unearth all o the data that might be useful in testing the validity of the “cf-
ficial" employment/unemployment estimates. However, the infonnation I have
uncovered supports the contention reported above that those estimates are un-
duly pessimistic. Let me review the information I have accumulated. In so doing,
I can also illustrate the kinds of infonnatiop thatcan be useful in assessing
labor market tendencies in the abéencé of direct measures deri;»/eci fram surveys.

Iet us consider first the agricultural sector. On the basis of caments
made by a numbe.r. of individuals, one shouid expect to find a véry sharp increase
in the degree of underutilization of the rural labor force. Several individuals
pointed to the sharp decliné in the area devoted to cotton production from a peak
of approximately 150,000 manzanas (ménzana = .699 hectares) to 30,000. Since
cotton is a labor intensive crop, requiring approximately 89 mandays per manzana,
the aeéline in labor rgquireme.nts would presumably be very substantial. In addi-
tion, it is stated tha'i:.éoffee harvestings have fallen by half from their peak
levels attained in the late 1970s. Since the labor requirements of }mxve‘stj_ng
are also very substax)tiai, the fall in output has meant a sharp decline in the
duration of the harvesting season. However, a' review of published statistics for
the agricultural sector suggest that these —perceptims are not entirely accu-
rate. What is relevant for the evaluation of the evalmtion of labor market condi-
tions since 1980 is the acreage or production levels of that year, not of scme
peak year that preceded 1980.

much of

In the case of cotton,/the decline in area plantrd antedates 1Y80. In the
1980/81 crop year, 83.2 thousand manzanas were plantei. Th.is declined to 38.0
thousand manzanas in the 1985-86 crop year, a substnatial decline, to be sure,
but much snaller than that offered in support of calamitous declines in the demand

for labor. In the case of ccffee, the harvest of 1988-81 amounted to 3.85 million
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quintales, a quantity below the peak of 4.2 millions realized in the late 1970s.
However, since 1980, harvestings have declined only modestly from the 1980-8L
level. In the two subsequent years, harvests wére in the 3.6 to 3.8 million
quintales range, dipping to only 2.5 million range in" 1985-86, but largely to
climatic factors that destroyed part of the crop. For the curregiﬁgear, haxves-
tings are estimated to amount to 3.6 millioﬁ quintales. Thus, the low level of

| last year would appear to be an abzrration that is not representative.

Furthermore, there is taking place a change in the structure of output. While
output of these two labor intensive crops.did decline, that 6f others expanded.
The acreage devoted to sugar, another labor intensive crop, has expanded from
38 thousand in 1980-81 to 60 thousand manzanas in 1985-86. Other labor intensive
crops are also expanding iIn acreage, e€.g., melons and watermelons (though from a
very low base) ,bananas, rice, while others are recovering from the lows experienced
earliér in this decade. What the net change in agricultural labor requirements
has been since 1980, I am not in a position to estimate; However, it does not
seem likely that the decline has been 30 precipitous as to yield an average un-
employnent rate currently on the order of the 3? percent attributed to the sec-
tor. Furthermore; this value does not take into account the probable decline in
the labor force of the sector associated with the displacement of approximately
a half million rural ﬁopulation from areas affected by the insurgency.

Turning now to information rélating to the non—agricultural sector, availarle
data suggest that the estimated deéline in employment is exaggerated. The Planning
Ministry estimate for the.absolute level of non-agricultural employment in 1985
is almost 150,000 short of the 1980 level.. Yet, accrording to data supplied by
the Social Sccurity Institute, the number of persons covered by the retireggfg
benefits of the systom had recovered the 1980 level by the latter part of xxg/yoar
and now exceeds by 10-15 percent year—ago levels., Thus, evén if the distribution
of employment as between the formal and informal sector had remained constant, this
would suggest that 1985 levels of employment approximated those of 1980 r “her than

lying so far below. Ard if a relatively greater rate of increase has character-
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ized informal sector employment, then 1985 employment levels would be expected
to have been greater than thosé of 1980.

Another source of information raises. a questipn regarding the reasonableness
of the estimated unemployment rate. One might have expected that the population
displaced from cambat areas would represent a disadvantaged group in the labor
market because of its relatively low levels of human capital as well as of lac
of contacts and information in the areas of resettlement. Yet, an extensive

' undertaken in mid-1985
survey of the displaced populatiorn/ reports only a 9.3 percent rate of unemploy-

among household heads
ment/as campared to a 5.5 percent rate prJ.or to dlsplacem.nt Most of this po-
pulation has been resettled in proximity to urban centers and has been integrated
largely into the urban labor market, although same 16 percent still. reported ag-
riculture as .the sector of employment. Almost 30 percent reported holding per-
manent jobs, while%he households with one member employed in non-reqular employ-
ment 31 percent had more than one member so employed. The before~ and after—dis-

placament occupational distribution of the heads of houschold is as follows:

Occupation Percentage distributicn

- Before After
Unamployed 5.5 Q.3
Farmer 50.5 16.2
Artisan 5.5 5.6
Skilled worker 2.6 6.6
Laborer 1.2 2.9
Day laborer 19.9 35.9
Domestic 6.1 7.8
Vendor 2.9 5.9
Other 5.6 9.9

Since the survey did not collect earnings information, we have no way of evaluating
the quality of the employments held. However, the abowe distribution is hardly
indicative of‘cro"vding into a narrow range of urban activities. In one sense, the
high degree of employment among this group is remarkable in view of the fact that
it receives a significant non-wage subsidy in the formof food and medical atten-—

tion. (Contracting Corporation of America, Baseline Swvey of the Displaced

Population. )



Another straw in the wind that piques my curiosity is thé reported

changes in the consumption of electricity by class of consumer. Between 1980
and 1984, for example, a sharp decline in consumption of 16 percent is reported
for the industrial sector. Over the same interval, ircreases of 19 and 16 per-
cent are ruported for residential and conmgrciai consumers. In view of falling
'- real inco:r;:a.:r::, onc would not normally expect such a vigomué growth in these ca-
tegories. One possible factor increasing such usage may be the expansion of
informal sector productive activities that take place in the hawe or existing
d:trmercial establistments. ’I‘hése observations, in short, would give same support
to my earlier comments about the probable expansion of informal sector productive
activity reiative to formal.

Fc;r purposes of assessihg labcr market trends, though not for assessing
the reasonableness of any paxtlcular level of unemployment, is the change in

listed with

the volume of job vacancies/and placements effected by the Employment $ kvice of
the Ministry of Labor. Over the period of the early 1980s, these seem to chart
rather accurately the direction of change. Vacancies and placements shcw a
decline through 1982 énd a subsequent recovery. (As in other countries, the
nuber of job applicants appears to 'oed;-ﬁzﬁxt;ction of the number of posted vacan-—
cies.) Wnile the quantitative importance of these listings is very small, their
fluctuations may provide a mirror of changes. taking place in the broader labor
.ma.rket. Similarly, the trends in the number of worlers covered by the social
security system are also suggestive. These are disaggregated by sector of cmploy-
ment. Caution must be exercised in interpreting month-to-month changes due to the
treatment of arrearages in payments by employers, however. The number of covered
workers is based on the month in which payment is received . Thus, the rcceipt
of two months' levies would inflate the number of registered workers for that
month. A moving average of covered workers over sewveral months might prove to

Ed

be a more reliable basis for charting employment chames in the formal sector.



Finally, there is a quarte.rly survey of industric_tl fims, undertaken by
the Ministry of Ii’lanning, that seeks to establish the direction of change, as
well as some magnitudes, in several variables, such as output, employment, in-
ventories, etc. In addition, it seeks out an evaluation by firms of the outlook
for many of the same variables for the caming quarter and year. For example,
the results for the fourth quarter of 1985 indicate widespread and significant
increases in output and employment over the preceding quarter, about 20 percent
in each. In spite of the fact that this quarter represents a seasonal high,
firms were very optimisitic abouﬁ the first qua:cter of 19.86, forecasti‘ng a
further increase in output (5 percent) and no change in employnent. 1986 was
expected to be better year than 1985. (Encuesta de Coyuntura, Evolucion y Expec—
tativas Industriales)

How useful such surveys can be for assessing employrent trends depends on
several factors that I have not been able to evaluate. First of all, it depends
on the representativeness of the sample and a large measure in stability in the
identity of the reporting firms. According to the 1985, Q IV report, the sample
numbefs 210 manufacturing firms drawn from a universe of 1,149.Responses, however,
were received from only 151 fimms. Quarter to quarter variability in the response
ratio and in the identity of responding firms could make it more difficult to
interpret the findings. Second, the usefullness of such a survey would have to
be tested by determining how accurate past fesponses have been, particularly the
fims' forecasts for succeeding quarters. Since the survey does not yet have a
long life, the. basis for systematiéally testing its validity may not yet exist.
As indicative of the possible problems, however, is the sharp differences between
the Q I, 1986 expectations of the firms with respect to production and the pre-
liminary indicators of industrial production for that gquarter issued by the Cen-

substantial
tral Bank. Of 11 industrial groups, 8 reported/reductions in output during the
fram the level of Q I, 1985.
first quarter/ Furthermore, industrial consumption of electric energy declined
‘by 6 percent. Had expected output levels been achieved, one would have expected

these to have excecded year-ago levels. Of course, the cconcmic indicators



may also prove to be preliminary in nature and subject to considerab le
revision, In short, this survey of xﬁanufacturing firms could prove to be a

useful indicator of immediately past trends if its rcliability can be established.

Short-Term Measures for Supplementing Existing Information

~ The most prcmising development for g;roviding a reading of labor market
conditions.is the completion of a household enployment survey during the final
quarter of 1985. The tabulation of the results by MIPIAN is awaiting the deli-
very of a new computer with sufficient capacity to manage the information. It is
expected that preliminary tabulations will be available in August. I have re-
viewed the questionnaire that was applied and find that it is quite well con-
structed and thorough. Apparently, the Ministry had the assistance of a con-
sultant fram PREAIC (the ILO's Latin American office on employment) in preparing
the questionnaire.

The one wezkness that I detect is the absence of personnel skilled in labor
market analysis to undertake an analysis of the data. It may be worthwhile to
consider engaging a person with such skills to review the initial tabulations
and to detemine whether a .more detailed analysis might be worthwhile. It should
be noted, however, that this survey will be u;eﬁll only for purposes of indicating
relative distributions of the labor force over various categories. In the ah—
sence of a population census or an accurate estimate of the size and distribu-
tion of the population, the proper expansion factor for projecting the sample
results to the universe is indeteminable.

However, the sampling division of MIPL2N beliewes that considerable improve-
ment can be made in the sampling frame on which the survey is based. The division
head, Sr. Mauricio Alens, believes that such a revisim 1s possible and that it
could contribute a substantial improvement in the relfability of the survey re-
sults. I am in no position to evaluate the extent of the improvement that can

be made in the absence of a camplete population censws. I would suggest that



an expert in sample design, perhaps fram the US Census Bureau, be asked to
review the current sampling methodology and the possibilities for effecting
é significant improvement. The cost of devéloping an improved sampling frame
is estimatéd at between 1 and 1.5 million colones.

Coviously, the wisdam of undertaking such an expenditure depends on whe-
ther the Ministry will be able to continue to carry out periodic household sur-
veys. Apparently, it is hoped that that will be possible on at least an annual
if not a semi-annual basis (thus capturing the principal seasonal variations
in labor market activity). The Sampling Division would like to maintain a per-
manent staff for purposes of effecting the survey, utilizing the same persons
for interviewing and coding, thus providing continuous employment and maintaining
the acquired skill in effecting the survey. This would clearly be optimal, since
there is considerable amount of learning involved in properly applying the inter-
view schedule and interpreting the responses for coding purposes. Thus, the re-

and comparability
liability/of the results would depend on maintenance of a high degree of sta-
bility in a well trained staff. '

The regular administration of such a survey would clearly xepresent the op-
timal way of maintaining a continuing monitoring of labor market conditions. The
cost of each such survey appears to me to be quite modest, on the order of one
million colones for data collection and processing. If MIPiAN is reluctant td
cammit thé resources to a biennial suwrvey, USAID might consider sharing the
cost. Since many of the houschold surveys in the past have been multi-purpose
in character, they could also be used to address cther issues as well.

While I have discussed this measure as a short-term response, it should be
obvicus that it represents the optinél long-term approach as well. (I have con-
sidered it under "short-term" responses only because such a survey has been al-
ready campleted and because the Ministry apprently is considering the feasibility
oﬁ reqularizing them.) While all of the other kinds of information that are

available are useful and indicative of directions of change in employment condi-
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tions, none are able to provide an accurate quantitative measure of change.
In particular, they overlocok activity in the informal sector. For purposcs
of this sector, a household survey is likely to be the only reliable way of
determining employment conditions in that critical sector.

It should be mentioned that there is a program for the pramotion of small
enterprises (PROPEMI, a division of FUSADES). They undertook a survey of small
and micro-enterprises with a view to determining what needs they had, eg. financing,
technical assistance, skill enhancement, etc., and to undertake to response to
those needs. These are all enterprises that would be considered "informal" sector
producers and provicd=rs of services. Over time, this entity could becane a valuable
source of information leading to an improved urderstanding of the role of the
informal sector in the econamy. Alternatively, its universe of firms could
serve as a basis of special surveys designed to illuminate various aspects of
their operation. (The concept of "firm" is used loosely here, since PROPLAMI
considercd any small unit, including itinerant vendors, as firms.) However, it
is unl'ikely that such a survey would cast much more light on the employment con-
ditions of the informal sec;tor than would a well-executed and designed househiold

survey.



A List of Persons Interviewed and their Institu-
tional Affi;iation

Mauricio Allens Umana

Raymundo Alvarado
Guillermo Guandique

Edgar Soto

Mario Molina
Mercedes Llort
José Luis Avalos:

Henry Quezada

Soto Gamez

Lic. Alberto Padilla

Lic. Rigoberto Garcfa Velado

Lic. Pastor Sanchez

Kenneth Ellis
Mike Wise
David Thawson

Jefe de Unidad de Investigaciones
Muestrales
Ministerio de Planificacidn

Direccitn de Poblacitn
Ministerio de Planificacitn

Camara Salvadorena de la Industria
de la Construccién (CASALLO)

Jefe de Secci6n de Estadisticas

Instituto Salvadereno del Seguro
Social (ISSS)

FUSADES
"

PROPEMI (FUSADES)

Direcci6n General de Econcmfa

Agropecuaria (MAG)

Oficina de Planeacifn Agropecuaria
(Ospa)

Cémara de Coanercio Salvadorena

Asociacién Salvadorena de Industriales

(AST)

Banco Central

USATD
u
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