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1. Introduction

The am of this pgoer is to dudy the evolution of labor market in Argentina and
Uruguay since Mercosur has come into effect. The establishment of Mercosur since 1991
has been associated with a Sgnificant increese in trade among member countries. This
increese in trade flows could potentidly have effected labor and wages decisons taken
by families and firms in these two economies In this paper we empiricaly document
these trade-rdated impacts and we asess whethe Mercosur has implied a more
integrated regiona labor market.

We dat in section 2 desribing the evolution of labor market inditutions in both
countries and we make an assessment whether regulaions, taxes and other policies
afecting labor have tended to converge since the establishment of the trade agreement.
The main conduson is that there has been no officid attempt to move in the direction of
integration of the labor markets across the MERCOSUR countries. This is a pending
issue in the integration agenda Wha is more, there are gppreciable differences among
the labor make inditution between Argentina and Uruguay and, more generdly,
between Argentina and the rest of the Mercosur members. Thus, an agenda that favors the

convergence of labor market indtitutions between the Mercosur countries is required.

Sction 3 gives an account of the behavior of trade flows both within Mercosur and
with the rest of the world. We show that regiond trade has increased substantidly and
dso that the compogtion of trade has changed sgnificantly. In particular, trade within the
area has been more diversified compared to that conducted with the ret of the world.

The impact of trade deveopments on production and employment dructures is studied
in section 4. There we show that the production and employment sructure of Argentina
and Uruguay has moved agang manufecturing and in favor of services In paticular,
industry employment fdl very ggnificatly snce the beginning of the ningies and this
can be in pat asocaed to the process of trade liberdization. Sll, Argentina and
Uruguay show different responses. While in the case of Argentina the fdl in employment



seems to be associated with increesng competition that indudtries faced with imports
coming from the rest of the world (with dmost no dgnificant effect, on average, from
Mercosr patnes), in the case of Uruguay, Mercosur imports ae negativdy and
sgnificantly corrdlated with industry employment. Thus, we conclude that in the case of
Uruguay Mercosur trade flows have been a determinant of industry job destruction.

In section 5 we andyze the trends in relative wages, both in terms of the differentid
by educationd levd as wdl as the evolution of inter-industry wages. We find thet in both
countries the risk premium asociaed to universty education has rased during the
ningties. As we indicate (based upon evidence reported in Gdiani and Sanguinetti (2000)
and in Sanguinetti et d (2001b)), in the case of Argentina pat of this increese can be
related to trade deepening, while in the case of Uruguay the association is wesk.
Regarding inter-industry wege differentids, udng micro-data wage regressons, we
edimate sector-gpecific wage premium.  We find a dear and dmilar pettern in the
rankings of sectors in both countries. Thus textile products wood production, retal
trade, hotd and restaurants and condruction are a the bottom of the ranking. On the
other hand, the financd and insurance services, dectricity gas and  waer,
communications, red dae sarvices and the chemicd indusry ae a the top of the

rankings.

In order to tex the hypothess that trade liberdization and Mercosur effected the
inter-industry wage differentids, we cdculaed the Spearman rank  corrdation
coefficients between the gructures of the wage premia during the period 1991/94 and the
period 1995/99. For both countries, we cannot rgect the hypothess that the ordering of
the inte-industry wage differentids is the same in both periods. In other words, we do
not find evidence that the Mercosur and the trade liberdization polices adopted during
the early 90s have had a noticegble impact in the wage premium by activity. On the other
hand, we do find some evidence tha Mercosur generaed a convergence process in the
inter-industry wage differentials between Argentina and Uruguay. An overdl assessment
of the impact of Mercosur in Argentina and Uruguay's labor markets is provided in the
concluding section.



2. Labor marketsingitutions

In order to outline the characteritics of labor market inditutions in Argentina and
Uruguay we compare the different regulaions applied in these economies to labor with
those in place in OECD countries We dhdl condder labor taxes trade unions and the
dructure of wage barganing, laws and regulations governing employegs rights, the
sodial security sygdem and the tretment of the unemployed worker. Findly, we briefly

discuss convergence in regulations the Mercosur area

2.1 Taxeson labor

Under this heading, we incdude payroll taxes, income taxes and consumption taxes.
Of course, this is to some extent an arbitrary choice snce some income taxes fdl on
cgpitd income and individuds who ae out of the labor force pay consumption taxes
However, taxation and labor typicaly operates via the wedge between the red cogt of a
worker to an employer and the red consumption wage of the worker. Congder a
representative firm in a dosed economy producing GDP. Then red labor cost per worker
is W/P where W is nomind labor cost per worker and P is the GDP deflactor (at factor
cost). The corresponding consumption wage, assuming workers consume GDP, is W(1-
t1)(1-t2)/P(1-t3) where t; is the payroll tax rate, t» is the income tax rate and ts is the
consumption tax rate. The tax wedgeis (Jty)(1-t2)/(1-t3) ? [1- (t1+t24t3)].

Thus, in generd, we may expect the labor market consequences of taxation to operate
via the sum of the three tax raes (t1.+t24t3). However, there are some exceptions. For
example, because unemployed individuds ae not ligble for payroll taxes but do pay
income and consumption taxes, the payroll tax rate done () is congdered important.
Furthermore, the above andyss is based on proportiond linear tax schedules. If, for
example, the income tax schedule is progressive, then margind tax raes may have an
impact, which is independent of the average tax rates, and the degree of progressvity

may be important.



In Table 1, we present some information on tax rates across the OECD and in
Argentina and Uruguay. In the firg column, we have the payrall tax rae defined as the
ratio of labor costs to wages (less unity). In the second, we add to this the average income
and consumption tax rates derived from aggregete tax and income data.

The key features of these numbers are fird, the enormous variation in payroll tax
rates dretching from Denmark, where the government levies no socid security taxes on
firms, to France and Itay with rates cose to 40 percent. Second while there is less
vaiaion in the other two columns, it is dear that the totd rates in Europe are, with the
exception of the UK, Switzerland and Portugd, higher by 10 to 20 percentage points than
the other countries, with the Nordic countries being the highet of the lot. This is the
consequence of higher levds of public expenditure in continentd Europe then elsewhere,
manly focused on more generous socid security and penson bendfits and the public
provison of hedth care and higher educaion. Findly, the payroll taxes in Argentina and
Uruguay are just above the median OECD rae, but the dtuaion regarding the tota tax
wedge differs between these two countries. while in Argentina the total tax wedge is well
bdow the continentad European levd and is smilar to the OECD countries outsde
Europe, in Uruguay the tax wedge approximates that of the continentd European
countries.



Tablel Tax rates on labor: 1989-96

Payroll ta}< rate (%) Total tax \?vedge (%)
t; (t; +to+13)

Austria 226 53.7
Belgium 215 49.8
Denmark 0.6 46.3
Finland 255 65.9
France 388 63.8
Germany (W) 230 53.0
Ireland 7.1 34.3
Italy 40.2 62.9
Netherlands 275 56.5
Norway 175 48.6
Portugal 145 37.6
Spain 332 54.2
Sweden 378 70.7
Switzerland 145 38.6
UK 138 40.8
Canada 130 2.7
(O 209 43.8
Japan 165 36.3
Australia 2.5 28.7
New Zedand - 34.8
Argentina (pre 1996) 330 49.2
(post 1996) 239 201
Uruguay (1989) 304 48.9
(2000) 301 517

Notes. (1) Center for Economic Performance (LSE) OECD data set. Defined as the ratio of labor costs to wages (less
unity). Note that this include pension and other mandated payments by employers. Argentina: employer mandated
payments as a percent over wages. Pension system 16, employees benefits: 7.5, Employment National Fund: 1.5,
employees health system (obras sociales): 6 and National Institute of Pensioned Socia Services (INSSJYP): 2. Since
1996, employees™ health system contributions were reduced to 5 percent while the other mandated payments have been
reduced between 30 and 80 percent depending on the geographical area We compute the payroll tax applying a
reduction of 30 percent. The figures pre-1996 are computed under the tax/wage legidation of 1995. Uruguay in 1986,
employer mandated payments as a percent over wages: Pension system 13, employees benefits 12.4, tax on nhominal
wages 1, employees health system 4. Since 2000 employer’ s contribution to the pension system were eliminated for
the manufacturing industry and reduced to 12.5 for the other sectors. At the same time, the employment benefit was
incremented to 14 percents and in 1996 was created a Employment National Fund with a contribution of 0.25 percent
by the employers. We compute the average payroll tax take as weight the participation of each sector in al economy.
(2) Center for Economic Performance (LSE) OECD data set. Defined as the sum of the payroll tax rate, the income tax
and the consumption tax rate. The latter are average rates derived from national income accounts including total tax
receipts from different types of taxes. See“Data sources’ in Bean et al (1986) for details. Argentina figures refer to
1995. t, is estimated from the aggregate information provided in Duran and Collar (1996), tables 2 and 3. t; Duran and
Collar (1996) table 2 provides the 1995 figures for indirect taxes as proportion of GDP. We multiply this figure by the
GDP to consumption ratio (at 1996 prices) to obtain the indirect tax rate. For Uruguay, we estimate the average
consumption tax from the structure of the consumption reported in the Survey of Income and Expenses the Household
(1995)



2.2 Trade Unions, wage bar gaining and minimum wages

Both Argentina and Uruguay have a tradition of srong trede unionism and centralized
wage barganing. In this subsection, we present some indicators of trade union activity in
these two countries Again, we will compare thee indictors with those of the OECD
nations to have a reference point. In the fird two columns of Table 2 we present the
percentage of employees who beong to a trade union and an indicaior of the percentage
of workers covered by collective agreements (3 means over 70 percent, 2 means 25-70
percent, 1 is under 25 percent). The man point that emerges here is that even if the
number of union members is very low, as in France and Span, it is dill possble for mogt
workers to have their wages set by union agreements. This occurs because, within firms,
nonunion workers typicaly get the union negotiated rate and because, in many countries,
union rates of pay ae legdly “extended’ to cover nontunion firms (see OECD, Jobs
Sudy, pat Ill, 1994, pl5 for deals). In Argentina around 45 percent of employees
belong to a union and haf the employees are covered while in Uruguay the percentage of
the employees tha belongs to a trade union is much lower; it is 18 percent. Additiondly,
in Uruguay, only 25 percent of the employees are covered by collective agreement. In
both countries, mogt of the covered workers work in large firms. Workers in amdl firms
(<25 workers) are typicdly not represented by a union (data obtained from the Household
Survey Supplement, 1990 and Cassoni, 1999).

An important aspect of union-based pay bargaining is the extent to which unions
andlor firms coordingte ther weage determingtion activities For example, in  both
Gamany and Jgpan, employers asocidions are activey involved in the preparation for
wage bargaining even when the bargaining itsdf may odengbly occur a the levd of the
individud firm. Coordingtion may be didinguished from centrdization, which refers
drictly to the levd & which barganing occurs, plant, firm, industry or economy. Of
course, economy-wide bargaining must be coordinated but highly coordinated bargaining
need not be centrdized (as in Jgpan or Switzerland). In the last three columns of



Table 2 we present indices of union coordinaion and employer coordinaion, and a
centrdization ranking due to Cadmfors and Driffill (1988). The coordination indices go
from a low level of 1 to a high levd of 3 whereas the most centraized economy has the
rank 1. The most coordinated and centrdized economies are those of Scandinavia and
Audria folloved by continentd Europe and Jgoan. The Anglo-Saxon economies,
induding that of Irdand, exhibit litle or no coordination, despite having quite high leves
of union dengity and coverage in some cases.

Turning to Argenting, we find that most workers whose pay is covered by a collective
agreement have ther wages delemined, a least initidly, by industry-wide bargains
struck between a nationd indugtry union and one or more employer’s federations. Further
wage agreements may be druck a lower levels right down to the firm levd usng the
indugtry-wide agreement as bads paticulaly in recent years (see Aldao Zgpiola & 4d,
1994, MTSS, 1995, 1997). There is no evidence of any coordination of barganing across
industries nor is there any coordination in the timing of the separate bargains. Turning to
Uruguay, until the early nineties wages were dso determined by industry-wide bargains
struck between a naiond indudry union and one or more employer’s federaions.
Nevertheless, dnce the mid-nineties, wage barganing has been decentrdized and now
mogt collective agreements are achieved a the firm levd. Only four industry sectors
continue barganing a the indudry levd: condruction, hedth, trangport and banking.
However, in the firg three sectors the State dill maintains a srong paticipation in the
determination of the wages.

Snce this notion of coordination is important, it is perhgos worth digressing at this
point on the issue of whether coordination/centrdization mekes any Sgnificant difference
to the workings of the labor maket. To put it bluntly, is there any evidence tha the
didinctions between high and low levds of coordingtion/centraization are red ones?
Fird, we have evidence that firm industry levd wages are more respondve to
firmiindustry leved shocks in  economies whee wege baganing is les oo
coordinated/centralized. Thus, in Layad e d (1991) chepter 4, table 4 we see that in US
firm wages are highly responsve to firm specific shocks, in Germany and the UK, thar
reponsveness is moderae and in the Nordic countries, ther responsveness is
negligible






Table 2Trade Unions and Wage Bargaining (1988-94)

1 2 3 4 5
Union Union Union Employer Centralization
Density Coverage  Co-ordination Co-ordination Ranking
(%) Index
Austria 46.2 3 3 3 1
Belgium 51.2 3 2 2 1
Denmark 714 3 3 3 4
Finland 72.0 3 2 3 5
France 9.8 3 2 2 11
Germany (W) 329 3 2 3 6
Ireland 49.7 3 1 1 12
Italy 38.8 3 2 2 13
Netherlands 255 3 2 2 7
Norway 56.0 3 3 3 2
Portugal 318 3 2 2 11
Spain 11.0 3 2 1 11
Sweden 825 3 3 3 3
Switzerland 26.6 2 1 3 15
UK 39.1 2 1 1 12
Canada 35.8 2 1 1 17
us 15.6 1 1 1 16
Japan 254 2 2 2 14
Austraia 404 3 2 1 10
New Zealand 448 2 1 1 9
Uruguay 18.0 1 1 1

Argentina 45.0 2 2 1 -

Notes: (1) OECD Jobs Study (1994), table 5.8, column 3. Trade union members as a percentage of all wage/saary
earners. Argentina: 1991/4, Feldman (1995). (2), (3), (4) Layard, et a (1991), annex 1.4 and OECD Employment
Outlook (1994a), pp. 175-85. Union coverage is an index, 3 = over 70% covered, 2 = 25-70%, 1= under 25%. Union
and Employer co-ordination in wage bargaining is an index with 3 = high, 2 = middle; 1 = low. Argentina: 1995, FIEL
(2997), column 2 only. For columns 3 and 4 see text. (5) Calmfors and Driffill (1988), table 3. A ranking of the
centralization of wage bargains with 1 being the most centralized.

A second piece of evidence on the didinctiveness of coordinated wage barganing
sysems is the fact that average wages are far more responsve to the state of the labor
market in countries where wage determindion is coordinated (see Layard, et ad 1991,
chepter 9, table 7). Fndly, and not surprigngly, higher centrdization/coordingtion is
associated with lower levels of earnings inequdity a given levels of union dendty and
coverage (see OECD, 1997, chapter 3, table 3.B.1).

The wage bargaining gructure is the most sdient labor market inditution. Indeed, the
evidence suggests that labor market performance is manly affect by the wage bargaining
dructure and the unemployment benefit sysem. Only Argentina have wage bargaining at
the levd of industry. In addition, in Argenting the level of coordinaion is the lowest
levdl posshle for this type of wage barganing dructure. This type of wage bargaining,
when coordination is not high, is prone to induce wage legpfrogging and, hence, a higher
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equilibrium unemployment rate. Contrary, in the ret of the Mercosur countries (Brazil,
Uruguay and Paraguay) and in Chile, wage bargaining is conducted at the firm levd.

Looking next a minimum wages, the picture here is by no means uniform, because
ome have stautory minimum weages wheress others rdy on extending collective
barganing agreements. In Table 3, we report the ratio of the minimum wage to average
earnings as well as an estimate of the percentage of workers a or near the minimum.

A number of points are worth noting. Firg, there is subgtantid variation in the raio of
the minimum to the average wage, dthough the number of workers affected depends dso
on the spread of the earnings didribution. Thus, it gopears that no one receives the
minimum wage in Sweden depite that it is over 50 percent of the average wage. By
contragt, around 4 percent of the workforce in the US is & or near the minimum wage
even though it is less than 40 percent of the average. Second, there are crucid differences
between countries on the gpplication of minimum wage rules to young people Thus, for
example, in New Zedand and the Netherlands the minimum wage for those aged under
20 isonly 60 percent or less of the adult rate. In the US and France, by contragt, there is

Table 3: The sgnificance of the minimum wage in the 1990s

Ratio of Minimum to Percent of workers at or near
Average Wage minimum
Austria 0.62 4
Begium 0.60 4
Denmark 0.54 6
Finland 0.52
France 0.50 11
Germany (W) 0.55
Ireland 0.55
ltaly 0.71
Netherlands 0.55 3.2
Norway 0.64
Portugal 0.45 8
Spain 0.32 6.5
Sweden 0.52 0
UK 0.40
Canada 0.35
us 0.39 4
New Zeaand 0.46
Uruguay 0.29 45
Argentina 0.31 5

Notes: Source: Dolado et a (1996) table 1. OECD Job Study part 11 (1994) cart 5.14. Argentina: Household Survey
(1997). The data include al the employees reporting wages for a 30 days period, over 18 years of age and exclude rural

and domestic workers.



hardly any such adjusment (details can be found in Dolado e d, 1996, table 1, and
OECD Jobs Sudy, pat I, 1994, pp. 46). Fndly, the dautory minimum wage in
Argentina and Uruguay is rather smilar to that in the US. It is st a a low level compared
to the average wage and some 5 percent of employees have pay raes a or near to the
minmum.

2.3 Laws and regulations gover ning employeesrights

Under this heading, we consder two sets of rules and regulaions, those tha might
come under the heading of the job security or employment protection, and those
governing standards at work such as regulations on working time.

Employment Protection

In Table 4, we report some information on European employment protection laws
adongsde those of Argentinaand Uruguay.



Table 4: Employment Protection (L ate 1980s, Argentina, 1997)
Indicators of the " strictness’ of employment protection legistation

Regular procedural Notice and severance pay for no-fault Difficulty of dismissals
Inconveniences Individual dismissals
Delay Notice period after ~ Severance pay after Trial At
Procedures to D Period 20y R
statof 9m 4y 20y 9m 4y 20y
notice
Scale Scde Scae
0to3 Days Months 0to3 Months 0to3
Austria 2.0 5.0 0.8 1.2 2.5 0.0 2.0 9.0 1.0 1.0 9.0 1.0
Belgium 1.0 3.0 2.0 3.6 114 0.0 0.0 0.0 0.0 3.3 12.5 0.0
Denmark 0.5 0.0 1.6 2.8 5.0 0.0 0.0 15 0.0 3.0 9.0 1.0
Finland 2.0 56.0 2.0 2.0 6.0 0.0 0.0 0.0 0.0 4.0 20.0 0.0
France 1.5 12.0 1.0 2.0 2.0 0.0 0.4 2.7 0.0 1.2 15.0 0.0
Germany 3.0 10.0 1.0 1.0 4.5 0.0 0.0 0.0 2.0 6.0 18.0 2.0
Greece 2.0 1.0 0.6 1.7 9.0 0.3 09 46 1.0 2.0 9.0 2.0
Ireland 1.5 3.0 0.2 0.5 2.0 0.0 0.5 3.9 0.0 12.0 24.0 1.0
Italy 1.5 0.0 0.3 1.1 2.2 0.7 3.5 180 0.0 0.8 325 3.0
Netherlands 3.0 35.0 0.6 1.0 5.3 0.0 0.0 0.0 1.0 2.0 53 1.0
Norway 15 3.0 1.0 2.0 5.0 0.0 0.0 0.0 2.0 1.0 15.0 2.0
Portugal 2.0 17.0 0.8 2.0 9.1 0.2 1.7 9.3 3.0 1.0 20.0 3.0
Spain 2.25 40.0 1.0 3.0 3.0 0.2 1.3 6.0 2.0 1.7 35.0 0.0
Sweden 2.0 7.0 1.0 4.0 6.0 0.0 0.0 0.0 1.0 6.0 32.0 0.0
Switzerland 0.5 1.0 1.0 2.0 3.0 0.0 0.0 0.0 0.0 3.0 30 0.0
UK 1.0 3.0 0.2 0.7 2.8 0.0 09 46 0.0 24.0 10.8 0.0
Argentina 0.0 3.0 1.0 1.0 2.0 1.0 2.0 10.0 0.0 3.0 20.0 0.0
Uruguay 0.0 3.0 0.0 0.0 0.0 1.0 4.0 6.0 0.0 3.0 6.0 0.0

Notes: (i) the variables tabulated under each key are as follows:

Procedur es: procedures to be followed when issuing aregular dismissal notice; 1 for a statement in writing to the employee of
reasons for dismissal, 2 for notification to athird party (works council or local employment exchange), and 3 when prior permission
for dismissal must be obtained from athird party.

Delay to start of notice: the delay between a decision to dismiss and the time that notice can become effective after following
required procedures in days (e.g. notification by registered letters assumed to involve 3 days).

Notice of period, 9m, 4y, 20y: thelapse between issuance of adismissal notice and the effective cessation of employment, in months
The columns refer to workers who have been with the employer 9 months, 4 years, and 20 years respectively.

Severance pay, 9m, 4y, 20y: alump-sum payment to the dismissed employee at the time of cessation of employment: the three
columns differ as for the “notice period” above.

D= definition of unfair dismissal: scored 0 when worker capability or redundancy of the job are adequate grounds for dismissal, 1
when social considerations, age or job tenure must, when possible, influence the choice of which workers to dismiss, 2 when
retraining to adapt the worker to different work must be attempted prior to dismissal, and 3 when worker capability can never be a
basis for dismissal.

Trial period: the maximum length of the period after hiring during which an appeal againg dismissa on grounds of unfaimess cannot
be made.

Compensation at 20y: the compensation payable to aworker who has been unfairly dismissed after 20 years with the employer.
Reinstatement: scored 0 if, following a court judgment of unfair dismissd, rengatement isnever granted, 1 if reingtatement is“rare’,
2 if reinstatement is “possible”, and 3 if the employee always has the option of reinstatement.

(ii) All rankings increase with the strictness of employment protection (the UK, with a 24-monthtrid peiod beforeunfar damissals
claims become possible, is ranked 1 for this variable). The summary rankings for each subheading in panel B are ranks of the
unweighted average of the ranks of each variable shown in Panel A and the overall rankingin Pand B istherank of the unweighted
average of the first 3 columns.

Source: Table 6.5, OECD Jobs Study, 1994. Argentina: the numbers are based on the 1974 Contract of employment law (20.744) as
modified by law 21.297 and the 1991 National employment law (24.013) and laws 24.465 and 24.467 on contracts.

Note that in dl these rankings, a higher number means a dricter sysem. As we can
see, Argentina and Uruguay have a reatively generous sysem of severance pay. On the
other hand, the actud procedures (eg. notice period, etc) ae draghtforward. Overdl,
Argentina and Uruguay lies about hdf way up the OECD ranking, wel beow the drict



systems of Southern Europe but offering more job security than is sandard in North
America

General Labor standards

Laws referring to the trestment of employees by companies incdude regulations on
working hours, anua leave, hedth and safety, employee representation rights, workers
compensation insurance as wdl as those on fixed term contracts and job security which
we have dready mentioned. In order to give an impresson of where Argentina and
Uruguay dand in relation to the OECD countries, we present in Table 5 a synthetic labor
dandards index as well as some background information on datutory leave and parentd
leave associaed with childbirth. The labor standard index is produced by the OECD and
refers to the strength of the legidation governing a number of aspects of the labor market.
Each country is scored from O (lax or no legidation) to 2 (drict legidation) on five
dmensons working hours, fixed term contracts employment protection, minimum
wages and employees representation rights. The scores are then summed, generating an
index ranging from O to 10. The ovedl impresson generated here is one of minima
labor market regulations and entittements in the US and UK and drict regulaion with
generous entittements in much of continental Europe. Argentina and Uruguay are around
haf way between these two extremes.
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Table 5: Employee Rights

1 2 3
Labor Standards Minimum Annual Duration of Parental Leave
L eave (week)? (weeks)

1985-93 1992 1995
Austria 5 5 104

Belgium 4 4 (260)°
Denmark 2 5 28
Finland 5 5 156
France 6 5 156
Germany (W) 6 3 156
Ireland 4 3 18
Italy 7 None 46
Netherlands 5 4 40
Norway 5 4.2 52
Portugal 4 3-44 40
Spain 7 5 52
Sweden 7 5.4 78
Switzerland 3 4 14°
UK 0 None 40
Canada 2 2 38
us 0 None 12
Japan 1 2 52
Australia 3 4 52
New Zeaand 3 3 52
Argentina 5 2 26
Uruguay 5 2 26

Notes: (a) In addition to public holidays that range from 8 daysin Switzerland to 13 in Austria. (b) thisis not comparable to the other
numbers since it refers to the career brake total, which can be allocated at will. (c) 1988.

(1) OECD Employment Outlook (1994 a), table 4.8, col. 6 extended by author. Thisisa synthetic whose maximum valueis 10 and
refersto labor market standards enforced by legislation on, successively, working time, fixed-term contracts employment protection,

minimum wages and employees representation rights. Each of theseis scored from O (Iax or no legidation) to 2 (strict legislation) and
the scores are then added up. Argentina: working time legislation is strict; fixed term contract regulaionsaresmilar to Portugd which
the OECD scores as 1; employment protection ranking is close to Netherlands and Norway, both scored as 1 by OECD; minimum
wages are really low, similar to the US federal minimum wage, scored as 0 by OECD; employee representation rightswescoreas 1.
(2) OECD Jobs Study (1994), Part |1, table 6.12. Argentinaand Uruguay: two weeks is the absolute minimum. In Argentina, as job
tenure increase the entitlement rises to 5 weeks when tenure exceeds 20 years. Rodriguez Mancin i (1996). (3) OECD (1995, table5.1
and Rhum (1996) tablel. Argentina: 26 weeks is the maximum entitlement although 13 of these weeksis paid at full salary by the
social security system. Martinez Vivot (1996).

Benefit System and Active Labor Market Policies

The key features of the unemployment benefit sysem are the amount of benefit and
the length of time for which the benefit is avaladle In the fird two columns of table 6,
we present the replacement rate (the share of income replaced by unemployment benefits)
and the duration of these benefits (four years means indefinite duration). Benefit systems
come in five man types. Bady exiget, as in Itdy. Misaly but indefinite, as in Britan,
Irdand, Audrdia and New Zedand. Averagely generous but fixed term as in Jgpan and
US. Generous but fixed term as in Scandinavia. And generous and long term or indefinite
as in much of continentd Europe. The Argentine and Uruguayan systems fit into the
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averagdy generous but fixed term caegory dthough it is important to recognize that the
coverage of the system is minimd in Argentina (around 9 percent of the unemployed, see
MTSS, 1996, 1997, 30 percent in the case of Uruguay). This aises because of the
redrictive rules on entittement (see Rodriguez Mancini, 1996). Indeed, the requirements
are drict but every unionized worker with some tenure would qudify. For that reason, the
coverage was higher in 1993, for example However, as the unemployment inflow has
become more dominated by employess ending fix-tem contracts and sdlf-employees, the
coverage of the system has been reduced to minimum levels.

In addition to the levd of benefits, the systems in place to get the unemployed back to
work are dso dgnificant. In column 3 of Table 6 we present a measure of the expenditure
on active labor market policies This indudes expenditures for the unemployed on labor
market training, assdance with job search and employment subddies The vaidble itsdf
is active labor maket spending per unemployed person as a percentage of GDP per
member of the labor force. This variable indicates a higher than average expenditure in
the unemployed in most European countries with Span and Irdand being notable

exceptions. Argentine expenditure of thistype is negligible.



Table 6. The benefit System 1989-94

1 2 3
Benefit replacement Benefit duration Active labor market policies
ratio (years) (1991)
Austria 50 2 8.3
Belgium 60 4 14.6
Denmark 90 2.5 10.3
Finland 63 2 16.4
France 57 3 8.8
Germany (W) 63 4 25.7
Ireland 37 4 9.1
Italy 20 0.5 10.3
Netherlands 70 2 6.9
Norway 65 1.5 14.7
Portugal 65 0.8 18.8
Spain 70 3.5 4.7
Sweden 80 1.2 59.3
Switzerland 70 1 8.2
UK 38 4 6.4
Canada 59 1 5.9
us 50 0.5 3.0
Japan 60 0.5 4.3
Australia 36 4 3.2
New Zealand 30 4 6.8
Argentina 50 1 0.6
50 0.5 -

L Uruguay
Notes: (1), (2) Mainly US department of health and socia services, Social security programs throughout the world, 1993. See Layard
et al (1991), annex 1.3for precise details of the definitions. 4 years= indefinite. Argentina: the 50 percent rate only appliesfor thefirst
four months. This decreases by 15 percent for the next four months and by 30 percent for the last four, the maximum entitlement being
for one year. Rodriguez Mancini (1996). The coverage of the Argentine system is minimal (? 9 percent).

(3) OECD employment outlook (1995). The variableis dated 1991 and measures current active labor market spending as % of GDP
divided by current unemployment. Expenditure on the disabled is excluded. Argentina: see Golbert (1997) for full details.
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2.4 Conver gence of thelabor market ingtitutionsin the M er cosur

Until now, there has not been any officda atempt to move in the direction of
integration of the labor markets across the MERCOSUR. This is a pending issue in the
integration agenda. What is more, there are apprecidble differences among the labor
market inditution between Argentina and Uruguay and, more genedly, between
Argentina and the ret of the Mercosur countries Thus an agenda that favors the
convergence of labor market ingtitutions between the Mercosur countries is required.

Mainly, Argentina needs to move to a more decentrdized level of wage bargaining.
There is a worldwide trend towards decentraization, notable not so much in the dedine
of centrd barganing as in the growth of bargaining a the firm or workplace leve (see
Ozaki, 1999). This rexults because uniform regulaions concerning wages and terms of
employment gpplied to unique Studions digort productivity (see Heckman, 1997). Thus,
higher competitiveness increesingly requires working out solutions to problems that ae
wel adgpted to the gpedfic drcumdances of the firm.  Additiondly, wage
decentrdization may hdp in achieving wage respondveness to shocks Decentraization
makesit easer to vary relaive wages.

Once Argentina moves in the direction of decentrdization in wage barganing, al
Mercosur countries will have smilar wage barganing dructures. The other dimension
where countries may need to introduce reforms to converge among them is the severance
payment sysem. Again, Argentina has a sysem more generous than the one in the rest of
the countries athough Uruguay dso has a generous system.

The man difficulty in the convergence of norms among the Mercosur countries may
resde in the fact that Argentina Unions are quite more strong and representative that the
Unions in the other countries This may explan why Argentina lacks the other countries
of the region in term of reforms,



3. Thebehavior of tradeflowsin Argentinaand Uruguay: Mercosur and Rest
of theworld.

Trade flows in Argentina and Uruguay have been subject to sgnificant changes during
the ningties in coincidence with the edablishment of Mercosur. Not only regiond trade
hes increesed but dso the compostion of goods and sarvices exchanged has suffered
important modifications. This, in turn, may have had consequences on the production and
employment patterns in both countries, issue that will be dudied in the next section. In
this section, as a background andyss, we andyze the main features of the trade dructure
in Argentina and Uruguay during the nineties, focusng on the compogtion of imports
and exports, to both Mercosur and the rest of the world.

3.1 Total trade Mercosur and rest of the world.

As a consequence of the trade liberdizations policies that these countries implemented
snce the beginning of the ningties totd trade flows have increased subgtantidly. This is
clearly the case for Argentina as shown in Table 7. For this country, the trade openness
indicator (export plus imports over 2GDP) dmost doubled between 1991 and 2000. In the
cae of Uruguay, we adso see a rase in this parameter though it increesed in a less
dramaic way. This may be explaned by the fact tha this country has had since the
beginning of the eighties, and relative to Argentina, lower barriers to trade”.

Table 7: Trade opennessindicator (exports+ imports)/(2 PIB)

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Argentina 5,3% 5,9% 6,3% 7,5% 8,4% 9,3% 10,3% 10,0% 8,7% 9,0%
Uruguay 15,6% 153% 14,3% 142% 13,8% 151% 16,3% 16,3% 13,9% 14,5%

Source: own elaboration based upon information provided by CEI.

! gill Uruguay implemented some liberdization policies afterwards (Senguinetti et d
(2001), Vaillant (1999)).



A more ggnificant change has occurred with the compostion of trade flows by
dedtination. As we see in Table 8, regiond trade has raised dgnificantly. In the case of
Argenting, the proportion of export and imports originated in MERCOSUR countries was
18% of totd imports and exports in 1991 and went up to 30% a the end of the decade. In
the case of Uruguay, we dso observe an increase in regiond trade though less sgnificant.
This is because Uruguay hed dready in 1991 a dgnificant proportion of its trade flows
conducted with  MERCOSUR countries, and this is in tun explaned by the dready
indicated fact tha Uruguay has followed a less protectionis trade policy snce the
beginning of the eghties.

Table 8: Evolution of Regional Trade: MERCOSUR export and imports as proportion of
total trade

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Argentina 183% 22,1% 258% 256% 27,7% 28,9% 302% 30,00 27,3% 30,2%
Uruguay 38,8% 379% 443% 49,0% 465% 454% 46,1% 48,4% 44,1% 44,1%

Source: Own elaboration based upon information provided by CEI.

We obsarve tha regiond trade, in particular exports, has aso risen when measured in
terms of GDP (see Table 9. Still, for the case of Argentina Mercosur sdes ill represent
a rdative smdl share of its totd output (around 4%). For the case of Uruguay, the impact
of Mercosur is indead much more sgnificant. The proportion of exports to GDP reeched
a vdue of 8% in 1998 (doubling that of Argenting) though it decreased in the following
years because of the recesson affecting its Mercosur partners.

Table 9: Mercosur Exportsin terms of GDP

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Argentina 1,4% 1,3% 1,9% 2,4% 3,5% 3,9% 4,3% 4,1% 3,3% 4,0%
Uruguay 5,8% 5,0% 5,5% 5,8% 5,7% 6,3% 7,2% 8,0% 5,3% 5,4%

Fuente: elaboracion propia en base al CEl, INE de Bolivia y Mrio. de Hacienda de Paraguay.



3.2 The compostion of export and import

To wha extend the increase in trade flows has ds0 been associated with changes in the
compodtion of trade by commodities? Is the structure of export and imports different when we look
a Mercosur and the rest of the world separately? To answer these questions we will look a more
disaggregate trade data using the Standard Internationd Trade Classfication (SITC).

The following tables show the evolution of export and import shares corresponding to the 1-
digit SITC aggregates for totd trade and for trade with Mercosur countries. Table 10 and 11 show
the data for Argentina. Regarding import gructure (Table 7), we observe a sgnificant decline in the
share of imports of crude materid, fue and lubricants, and chemica products. Clearly, this is rdaed
to the process of drong investment in naturd resources-related activities that took place since the
beginning of the ningties, and which produced a process of import subgtitution. On the other hand,
there was an increase in the import share of manufactured goods and machinery and equipmen.
Agan this lag phenomenon seems to be entirdy conggent with the comparaive advantages of
Argentine in the area of primary and naturd resources intensive products and manufactures. On the
other hand, a this levd of aggregetion, the pattern of evolution of import shares from Mercosur
countries does not differ very sgnificantly from that corresponding to total imports.

Table 10: Argentina imports shares

Total Imports Mercosur
1-digit SITC 1986 | 1991 | 1996 | 1999 |[1986] 1991] 1996 1999
0 - FOOD & LIVE ANIMALS 7% 5% 4% | 4% | 16%| 9%| 7%| 7%
1 - BEVERAGES AND TOBACCO 0% 1% 0% | 0% 0%| 0%] 0%| 0%
2 - CRUDE MATER.EX FOOD/FUEL | 11% | 7% 3% | 3% | 19%| 10%] 6%| 6%
3 - MINERAL FUEL/LUBRICANTS 9% 6% 4% | 3% 0%| 1%| 3%| 4%
4 - ANIMAL/VEG OIL/FAT/WAX 0% 0% 0% | 0% 0%| 0%] 0%| 0%
5 - CHEMICALS/PRODUCTS N.E.S 24% | 21% | 19% | 18% | 23%| 16%] 15%]| 14%
6 - MANUFACTURED GOODS 11% | 15% | 14% | 15% | 17%]| 27%| 24%| 23%
7 - MACHINERY/TRANSP EQUIPMT | 33% | 39% | 46% | 47% | 21%| 33%] 39%| 39%
8 - MISCELLANEOUS MANUF ARTS | 4% 6% 9% | 10% | 3%| 4%] 6%| 8%
9 - COMMODITIES NES 0% 0% 0% 1 0% 0%] 0%l 0%l 0%

Source: Own calculation from DATA INTAL



On the export Sde (see Table 11) the data suggest that export have diversfied during
the 1986/1999 period. Thus in 1986, 47% of totd exports were accounted by food and
live animas. This share decreased to 34% in 1999. The export items which increased its
paticipaion were minerd ffud and lubricants chemicds and machinery and trangport
equipment. When we look & regiond daa, we obsarve a dmilar patern but with a
dronger increese in the share of machinery and transport equipment, which goes from
11% in 1986 to 27% in 1999. It is naturd to reae this phenomenon with the specid
regime that has been in place in Mercosur, regulaing the regiond trade in cars and other

transport equipment.

Table 11: Argentina imports shares

Total Mercosur
1-digit SITC 1986 | 1991 1996 | 1999 | 1986] 1991 1996 1999
0 - FOOD & LIVE ANIMALS 47% | 39% | 39% | 34% | 45%]| 39%]| 28%| 28%
1 - BEVERAGES AND TOBACCO 1% | 2% | 1% | 2% 0% 1%] 1%| 1%
2 - CRUDE MATER.EX FOOD/FUEL | 13% | 13% | 8% | 8% 3% 5%| 4%| 4%
3 - MINERAL FUEL/LUBRICANTS 2% | 6% | 13% | 12% | 8% 8%]| 20%| 14%
4 - ANIMAL/VEG OIL/FAT/WAX 10% | 10% ] 8% | 10% | 5%| 3%| 2%| 2%
5 - CHEMICALS/PRODUCTS N.E.S 5% | 6% | 6% | 8% 9%| 11%| 8%| 12%
6 - MANUFACTURED GOODS 14% | 15% | 12% | 11% | 16%]| 15%] 9%]| 10%
7 - MACHINERY/TRANSP EQUIPMT 7% | 7% | 11% | 12% | 11%]| 16%] 25%| 27%
8 - MISCELLANEOUS MANUF ARTS 2% | 2% | 3% | 2% 3% 3%| 4%| 3%
9 - COMMODITIES NES 0% | 0% 1 0% 1| 2% 0%| 0%l Q% 0%

Source: Own calculation from DATA INTAL

Table 12 and 13 describe the data for Uruguay. From the import sde (tade 9) we
obsarve a ggnificant reduction in the share of minerds fud/lubricants (from 20% to
11%) and in chemicas, which has been compensated by an incresse in manufectured
goods and meachinery. This patern of evolution of import shares is smilar to thet
observed in Mercoaur.



Table 12: Uruguay imports shares

Tqtal Mercosur
1-digit SITC 1986] 1991 1996 | 1999] 1986] 1991] 1996] 1999
0 - FOOD & LIVE ANIMALS 8% 6% 9% 9% 12% 10% 14% 16%
1 - BEVERAGES AND TOBACCO 1% 1% 1% 1% 0% 1% 1% 2%
2 - CRUDE MATER.EX FOOD/FUEL 6% 5% 4% 3% 8% 6% 4% 3%
3 - MINERAL FUEL/LUBRICANTS 20% 16% 11% 11% 11% 7% 9% 8%
4 - ANIMAL/VEG OIL/FAT/WAX 0% 0% 1% 1% 1% 1% 1% 1%
5 - CHEMICALS/PRODUCTS N.E.S 23% 20% 17% 18% 20% 19% 16% 18%
6 - MANUFACTURED GOODS 13% 16% 16% 15% 19% 22% 22% 21%
7 - MACHINERY/TRANSP EQUIPMT 24% 30% 32% 31% 25% 30% 25% 22%
8 - MISCELLANEOUS MANUF ARTS 5% 7% 9% 11% 4% 5% 7% 10%
9 - COMMODITIES NES 0% 0% 0% 0% 0% 0% 0% 0%

Source: Own calculation from DATA INTAL

Regarding exports (see Table 13), a this levd of aggregation, the data does not
uggest a big gan in divedfication. Food and live animds was the main item in Uruguay
exports in 1986 (41%) and in 1999 (with even a lager share of 46%). Wha we do
obsarve is a dedine in the export share of crude materid (manly wool), which was
compensated with a raise in the export share of machinery and trangport equipment (from
2% in 1986 to 8% in 1999). When we look & the data corresponding to Uruguay exports
to Mercosur, we do find a srong process of diversfication. In 1986 export to Mercosur
where even more concentrated, that tota exports For example, Food and live animd
exports had a share equd to 57%. This proportion fel to 38% in 1999 while we have
sgnificant increases in machinery and equipment and in beverages and tobacco. Again,
as in the case of Argenting, the export structure to Mercosur of Uruguay shows a strong
increese in some manufactured products, like machinery and equipment, that are not that
important in overal exports



Table 13: Uruguay imports shares

Total Mercosur
1-digit SITC 1986 | 1991 | 1996 | 1999 | 1986 | 1991 | 1996 | 1999
0 - FOOD & LIVE ANIMALS 41% | 40% | 45% | 46% | 57% | 45% | 47% | 38%
1 - BEVERAGES AND TOBACCO 0% 0% | 1% | 3% 1% 0% 2% | 6%
2 - CRUDE MATER.EX FOOD/FUEL | 22% | 19% | 16% | 11% | 3% 5% 2% | 5%
3 - MINERAL FUEL/LUBRICANTS 0% 0% | 1% | 1% 1% 1% 3% | 3%
4 - ANIMAL/VEG OIL/FAT/WAX 1% 0% | 1% | 1% 0% 0% 1% | 2%
5 - CHEMICALS/PRODUCTS N.E.S 6% 7% | 5% | 6% | 16% | 16% | 11% | 16%
6 - MANUFACTURED GOODS 15% | 18% | 18% | 17% | 11% | 15% | 15% | 6%
7 - MACHINERY/TRANSP EQUIPMT | 2% 2% | 4% | 8% 5% 6% 8% |24%
8 - MISCELLANEOUS MANUF ARTS | 13% | 13% | 9% | 8% 5% | 11% | 11% | 0%
9 - COMMODITIES NES 0% 0% | 0% | 1% 0% 0% 0% | 0%

Source: Own calculation from DATA INTAL

3.3 Indicator of trade Diversification: Mercosur and rest of the world’.

The andyss developed above dready suggested that a process of diversfication in
trade flows might have occurred during the nindties in Argentina and Uruguay. To check
whether this has been the case on a more globa leve, below we present the estimation of
the Gini concentration indicator, gpplied to trade flows for both countries As we ds0
want to know whether the degree of concentration varies for regiond and non-regiond

trade, we have cdculated those indexes for MERCOSUR and rest of the world trade data.
concentration

Fgues 1 and 2 prent the edimations of the Gini

Argentinds exports and import.

2 This section draws heavily on Sanguinetti at a (2001).

indicators for

24



N\ N\

N

== merco =& resto

‘ N

The evidence for Argentina shows that, as we expected, exports toward Mercosur are
less concentrated compared to those to the rest of the world while on the import sde we
find the inverse phenomenon; a greater level diverdfication of those imports coming
from the rest of the world. Regarding the evolution of concentration, we see that the
export indicator for Mercosur behaved more eraicadly compared to that corresponding

5



to the resx of the world. More importantly, export diversfication within Mercosur raised
through time, though some diversfication occurred even before 1991. This may reflect
that, on the export Sde, considerable market access was obtained before 1991 through the
patid agreements Sgned between Brazil, Argentina and Uruguay. On the other hand,
import concentration decline dgnificantly after 1991 showing the effect of acrossthe-
board regiond (and unilateral) trade liberdization that took place sncethat yeer.

The evidence for Uruguay (see Figures 3 and 4) shows that on the export sde we dso
observe a greater leved of diverdfication of those going to Mercosur compared to sdls to
the rest of the world. The difference in the levd of the concentration indicators across
dedtinations seem to be less dgnificant (and have declined over time) than those found
for Argentina. On the import Sde, we don't find a clear difference in the concentration
indicators between regions. As we e in Fgures 4 the Gini index gives amilar vaues for
imports from the region and from the res of the world. Still, and smilar to Argenting, it
is observed a dgnificant decline in dl concentration indicators around the beginning of
the nineties, coinciding with the degpening of trade liberdization policies.
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4. Production and employment outcomesin Argentina and Uruguay
during thenineties Theevidence

In this section we want to associate the above indicated changes in trade patterns,
within which the surge of Mercosur have played a key role with changes in sectord
compogtion of production and employment in these economies. We dat andyzing the
evolution of production sructure for both countries. Aftewards, we andyze the change
in the employment sructure and the differences in the sectord requirements of human
cgpitd. Then we will try to messure trade rdlated job credtion and dedtruction. Findly,
we will andyze the consequences of this shift in praduction and employment structures

on relative wages across indudtries, occupations and skills,

4.1 Production patterns®

A- Argentina

The evolution of aggregate GDP for Argentina shows a marked contrast between the
eghties and the nineties. During the firsd decade GDP fdls 10% while in the nineties
GDP rases goproximady 37% (see figure 5). This result is not a surprise teking into
account the deep and far reaching reforms that the country has experienced since 1991
Within these reforms, inflation stabilization has had a drong impact in Spurring aggregate
demand, which has plunged dnce lae 1988 because of the hyperinflation process
auffered by the economy. Neverthdess, the strong growth that we observe since 1991
was not only a cyclica recuperdion from a low leve of output. Severd edimaions (see
Zaazaga (2000), Meoni (2000)) sugges that the potentid GDP of Argentina have
change its tendency during this period as a consequence of the increese in capitd
accumulation that was spurred by the reforms policies such as trade and investment
liberdization.

3 This and the next subsection are based in part on information presented in Sanguinetti et al (2001b)



Figure 5
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Beyond what has hagppen with aggregate GDP, from the point of view of this peper,
we ae interesed in andyzing the changes that may have occurred in the dructure of
production during these two periods. Table 14 presents the Sructure of GDP disaggregeate
a 1 digit of the ISIC since 1980.



Table14: GDP structure. Argentina (in %)

Agricult Electricity, Retailing Transport Financial Public
Year ure and Mining Industry Water and Construction and Hotel and . and real Administ total
Fishing Gas services telecqmum state ration
cation
1980 5.12 142 21.10 1.46 8.52 19.10 5.82 18.21 19.26 100
1981 5.51 1.46  19.39 1.54 7.80 18.18 5.72 20.20 20.20 100
1982 5.98 1.46  19.39 1.66 7.25 17.17 6.01 20.18 20.91 100
1983 5.90 145 20.20 1.72 6.93 17.45 6.03 19.55 20.76 100
1984 5.82 1.41 20.43 1.83 6.07 18.22 6.34 19.00 20.89 100
1985 6.11 1.46 19.71 2.00 5.53 17.37 6.64 19.67 21.52 100
1986 5.71 1.27  20.50 1.93 6.20 17.28 6.69 19.59 20.83 100
1987 5.42 1.33 20.18 1.98 6.92 17.00 6.74 19.35 21.07 100
1988 5.96 143  19.65 1.88 6.84 16.65 6.75 19.38 2146 100
1989 5.86 1.53 19.47 1.92 5.54 16.64 7.16 19.12 22.77 100
1990 6.53 161 19.25 2.12 4.52 17.05 7.12 18.59 23.22 100
1991 6.16 1.50 19.24 1.98 5.35 17.84 7.11 19.14 21.68 100
1992 5.67 1.53 19.72 1.98 5.78 18.17 7.33 18.90 20.91 100
1993 5.49 159 19.50 2.08 6.05 17.76 7.29 19.63 20.59 100
1994 5.56 1.71 19.18 2.17 6.03 17.85 7.57 20.24 19.70 100
1995 6.03 2.04 18.29 2.39 5.44 16.96 7.91 20.59 20.35 100
1996 5.65 2.02 1848 2.36 5.60 17.36 8.03 20.74 19.76 100
1997 5.26 1.89 18.68 2.37 6.04 17.83 8.27 20.61 19.04 100
1998 5.47 1.74 18.20 2.44 6.28 17.64 8.61 21.11 18.49 100
1999 5.72 1.70 17.28 2.60 5.93 16.97 8.75 21.79 19.26 100
2000 5.61 1.88 16.90 2.79 529 16.70 8.90 22.27 19.66 100

Source: INDEC.

Two trends are clearly observed from the data On one hand, industry has been losing
importance in terms of its paticpation in GDP. It was aound 20% in the beginning of
the 80s and ended up with a share near 17 % in year 1999- 2000. Sill mog of the dedine
in this participaion has occurred during the nindties in 1991-1992; indudry participation
was around 19.5; which was pretty close to the average of the eighties. The second clear
trend was the increase in participation in the sarvice sector. Its share was 43% of the GDP
in 1980 and increased to 48% in year 2000. Again, mog of the increese in this share has
happened during the nineties.  Within the service category the ones that increase the most
were dectricity, gas and water; trangport and telecommunication; and financid services
and sarvices to firms Clearly the rase in the firgd two activities is associated with the



mgor privaization policies adopted by Argentina a the beginning of the ningties on the
other hand, the expandon of financid services has been consequences of the dabilization
polices which implied a import increese in the degree of monetization of the economy
and specidly in finandid intermediiation.

Regarding the other sectors, primary, the least important of dl, experienced an erratic
behavior in tems of its share, reflecting the voldility of prices of these commodities.
Agriculture and fishing's share remain dable between the two extreme years of the
period while we obsarve temporary rises in some years in concordance with the behavior
of agriculturd prices On the other hand, we obsarve an increasng trend in mining, which
took place dnce the beginning of the nineties, though it was patidly reverted a the end
of the decade when internationa prices for these products suffered sharp declines.

Findly, condruction shows a dedlining tendency over the period, which was mainly
produced during the eghties The share corresponding to public sector activities has dso
remained stable between the extreme years of the period though it rose a the end @ the
eighties as a consequence of the sharp recession that affected the rest of the activities
during the hyperinflation episode.

B. Uruguay

The evolution of GDP in Uruguay during the last 15 years shows a gradud process of
recuperdtion of the economy after the dtagnation suffered in the firs haf of the eighties.
Thus between 1986 and 1991 the economy grew a an annud rae of 1.8%. Afterwards in
the nineties the growth rate accderated, reaching an average vaue of 4.1% between 1991
and 1990,

The dructure of production has adso undergone dgnificant changes in lagt two
decades as illudrated by the data presented in Table 15, where we show a disaggregation
of GDP by 1-digit sector of the ISIC classfication for selected years.



Table 15: GDP Structure. Uruguay (in %)

1986 1988 194 199

1 Agriculture/cattle 12.7 8.7 7.7 5E
2 Mining 01 01 0.2 0.z
3 Indugtry 20.7 26.5 183 16.C
4 Electricity, gas and water 3.6 2.6 31 3.
5 Condruction 2.7 3.6 5.7 5.6
6 Retalling ad hotdl services 126 146 165 13E
7 Trangportation and telecommunications 6.4 6.5 6.9 84
8 Hnandd Inditutions 183 211 228 26.2
9 Public sector and other services 140 16.2 188 20.€

Source: Banco Centra del Uruguay

As was the case in Argentina, manufacturing is the sector for which we observe the
mogt dgnificant fal in GDP participation between 1986 and 1999. Industry represented a
20.7% of GDP in 1986 and fdl to aound 17.0% in 1999. Agan, dmilaly with
Argenting, mog of the fal in the participation took place in the ningties, especidly in the
fird hdf of the decade. The other sector that losses participation is primary production
mainly by the reduction in paticipaion of Agriculture and catle (fishing and mining
activities are negligible in the case of Uruguay). The share of primary production was
127% in 1986 and went down to 55% in 1999. Compare to indudry, the dedine of the
share in this sector has been a more continuous process, which took place dong the
whole period.

The sectors where we find an expanson in production above the average are those
related with certain sarvices. This is notably the case of financid inditutions and services
to enterprises, for which the share went up fram 183% in 1986 to 262 in 1999
Condruction was adso ancther sector that increese its participation in tota production,
epecidly during the nineties The activity associatled with public sector and other
svices (sector 9) has dso expanded its production above the average, increesing its
share from 14.4% in 1986 to 21.3% in 1999. On the other hand, for retal, restaurants and
hotd services we find smilar shares in 1986 and 1999, though there was a temporary
raseinit a the end of the eighties and beginning of the nineties



4.2 Changesin the composition of employment and skill requirements across

sectors

To wha extend does the above change in the production dructure has been trandated
to the dructure of employment? In this section, we will look a this issue describing the
evidence on the sectord dlocation of labor across mgor industry and services sectors of

the economy.

4.2.1 Changesin the composition of the employment acr oss sectors

A. Argentina

The evidence from the Permanent Household Surveys shows that there is a sgnificant
decline in the employment share for dmogt dl manufacturing sectors during the period
under andyds For the aggregate of indudry, the reduction was equd to 10 percentege
points (see Table 14) and it occurred mostly during the ningies. This fdl was
compenssted by increeses in some sarvices sectors manly busness and financid
savices, which expanded overdl from 7.8% in 1985 to 11.5% in 1999. Table 13 shows
that the reduction in menufacturing employment is more important for Textile and
Footwear, fdling from 82% in 1985 to 35% in 1999. These sectors ae the usud
reference as an example of the negative impact of trade liberdization on employment.

Given tha the survey coverage is only urban, primary sector employment share is

Ubgantidly underestimated and, a a consequence, manufacturing and  sarvices
employment shares are overestimated.



Table 16: Employment share by selected sectors, Argentina

Sector 1985 1990 1994 1999

Primary products 0.3 0.4 0.4 0.4
Manufacturing Sector 26.1 24.0 21.3 17.3
Food Drinks and Tobacco 3.5 3.3 35 2.8
Textile and Footwear 8.1 6.2 4.1 3.4
Chemical Productos 3.1 3.1 25 2.9
Metalic products 6.3 6.1 6.3 4.6
Other Industries 5.1 5.2 49 3.5
Electricity, Gas and Water 0.2 0.8 0.7 0.4
Construction 6.9 6.2 7.1 7.6
Trade, Hotels and Restaurants 18.6 20.1 20.7 19.3
Major Trade 3.6 3.7 55 4.6
Retail trade 13.1 13.9 12.1 115
Hotels and Restaurants 1.9 2.6 3.1 3.3
Transportation and Communications 7.2 8.0 9.2 9.7
Transportation 5.8 6.4 6.6 6.6
Transportation related services and comunications 1.4 1.6 2.6 3.1
Bussinnes and Financial Services 7.8 7.2 9.2 11.5
Finance 1.6 2.3 2.8 2.8
Real estate and businnes services 6.2 4.9 6.5 8.7
Social and Personal Services 329 33.2 315 33.8
Public Administration and Defense 4.0 5.1 47 5.1
Teaching 5.2 5.7 6.3 7.0
Social and Health services 4.0 5.1 49 5.4
Other social services 3.8 4.0 3.7 4.4
Repair services 3.1 2.5 31 2.8
Housekeeping 8.2 9.2 7.6 7.8
Other personal services 4.6 1.6 1.2 1.4

Source: Authors calculations based on EPH

Fgure 6, taken from Gdiani and Sanguinetti (2000), shows the evolution of the
employment level for the 8 aggregates highlighted in the previous teble. As we can see
not only the manufecturing sector logt participation in totd employment, but dso there
was aggnificant dedinein the absolute level of employmernt.



Figure 6
Evolution of employment by sdlected sectors (thousands) Argentina
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B. Uruguay

Smilaly to Argenting in Uruguay manufacturing was the mogt affected sector in
tems of lot of employment (see Table 17). Agan, for this economy the bulk of the
decline is concentrated in the nineties. Between 1986 and 1990 the manufacturing sector
employment share remains reaively dable or even increases dightly. The 5-percentage
points decine in the share occurred between 1990 and 1999, which seems moderate

compared to the case of Argentine.



Table 17: Employment share by sectors, Uruguay.

Sectors 1986 1990 1994 1999
Agriculture, Hunting, Fishing 4.3 34 4.4 3.9
Mining 0.2 0.2 0.1 0.1
Manufacturing 206 211 192 159
Electricity, Gas and Water 17 1.5 1.2 1
Construction 51 6.6 7.3 8.4
Retail Trade, Restaurants and Hotels 178 178 19.2 19.8
Transportation, Storage and Communication 7 6 6 6.1
Financial and Bussinnes Services 45 4.8 59 6.5
Personal, Social and Comunal Services 388 385 36.6 38.3
Saurce authors elabharation based on FCH and information from BCLJ

The most dynamic sectors displaying increases in ther employment shares were
Condruction and Financid and Busness savices However, prdiminay and more
disaggregated computations show that the mgority of this increment is due to business
savices and not to financid services. The other sectors remained rdatively constant all

aong the period.

4.2.2 Human capital requirements across sectors

A- Argentina

In this section, we briefly summarize the changes in human capitd requirements
across different sectors. We will use three educationd levels defined as follows. People
with low educetion are those that have an incomplete secondary or lower leved of formd
education. We define the medium leved for those tha have completed the secondary
school and those that have darted but not completed a college degree. Findly, we reserve
the highest educationd level for those who have a complete college degree?.



Table 18 digplays the rdaive intengties for these three educationd levels across
activities. We observe subgtantia movementsin al sectors towards amore high skilled
intengve form of production. Thisis reflected in awidespread decline in the low
education intengty of employment across dl sectors. This process coincides with the
increase in relative supply of skilled workers that took place during this period (Gdiani
(1999)). On the other hand, we see that sectors that ranked among those with higher
human capitd requirementsin 1986, like Business and Financid Services or Persond and
Sodid Services, sill remained in thet condition in 1999°. This fact could have important
consequences on the relaive demand for skilled labor, if, asisthe case for Busness and
Financid Services, we observe apardld increase in the employment share of those
sectors. Thismay result in anincreasein the relaive demand for high skilled labor and

as a consequence arase in the wage premium.

4 Galiani (1999) shows that this is the relevant classification of educational skills when analyzing the
evolution of wages.

Here we neglect Primary Products given the urban coverage of the survey and other sectors with a very
small number of observations like Electricity, Gas and Water
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Table 18 :Human Capital requirements by sectors, Argentina

Education level

Sector 1986 1999

Low Medium High Low Medium High

Primary products 56% 25% 19% 59% 6% 35%
Manufacturing Sector 76% 21% 4% 60% 33% 7%
Food Drinks and Tobacco 84% 15% 1% 71% 26% 3%
Textile and Footwear 82% 17% 2% 68% 30% 3%
Chemical Productos 63% 29% 8% 49% 39% 12%
Metalic products 73% 22% 5% 50% 40% 10%
Other Industries 74% 22% 5% 65% 30% 5%
Electricity, Gas and Water 38% 62% 0% 55% 30% 15%
Construction 87% 9% 4% 83% 14% 3%
Trade, Hotels and Restaurants 73% 23% 3% 58% 36% 6%
Major Trade 65% 30% 4% 43% 45% 13%
Retail trade 74% 24% 3% 61% 34% 5%
Hotels and Restaurants 88% 12% 1% 67% 30% 3%
Transportation and Communications 73% 23% 4% 61% 33% 6%
Transportation T7% 19% 3% 69% 27% 4%
Transportation related services and com.  57% 36% 7% 44% 46% 10%
Bussinnes and Financial Services 29% 48% 24% 20% 50% 30%
Finance 33% 57% 10% 11% 65% 24%
Real estate and businnes services 27% 43% 30% 23% 45% 32%
Social and Personal Services 64% 21% 15% 48% 28% 24%
Public Administration and Defense 54% 33% 13% 39% 42% 18%
Teaching 17% 44% 39% 13% 33% 54%
Social and Health services 41% 21% 38% 28% 22% 50%
Other social services 63% 24% 13% 55% 35% 10%
Repair services 84% 15% 1% 69% 27% 4%
Housekeeping 97% 3% 0% 86% 12% 2%
Other personal services 73% 22% 5% 52% 43% 5%

Source: Authors calculations based on EPH

B- Uruguay

The change in human capitd requirements in Uruguay is very dmilar to tha of
Argentina On the supply Sde there is a Sgnificant rise of the educationd levd of the
labor force. Coinciding with this phenomenon, dmost dl sectors increese ther tetiary
labor intendty (see Table 19). We dso obsarve, that sectors that were more intensve in
tertiary level employment in 1986, manly savices sectors remaned dso very intensve
in the use of this factor in 1999 (eg. Red Edate and Busness savices, Finance and
Insurance and Socid services, ec). In addition, these sectors were those where



employment expanded the mos. We may suspect tha this change in reative demand
could have affected rdaive wages between skilled and unskilled workers.

Table 19 :Human Capital requirements by sector, Uruguay

Agriculture, hunting, mining 77.6 20 23 59.4 34.5 6.1
Food Drinks and Tobacco 57 40.5 25 35.3 59.7 4.9
Textile and Leather 49.6 47.6 2.8 318 65.4 2.8
Wood 46.3 52.7 0.9 29.3 68.3 2.5
Paper and pnaoer oroducts and oriit  35.2 57 7.8 17 69 14.1
Chemical products 43.2 51.8 6.7 23.7 60.4 15.8
Metalic nrodiicts. machines and el 38.5 58 45 26.4 67.5 6.1
Other manufacturing iindustries 38.1 58.6 33 17 75.7 7.3
Eletricity, Gas and Steam 43.1 50.1 6.9 18.7 60 21.4
Water and Hidraulic Projects 40 49.9 10 36.8 49.6 13.6
Construction 69.7 28.8 15 54.6 43 2.4
Major Trade 40.5 52.9 6.7 18.6 67.7 13.6
Retail Trade 40.8 55.2 3.9 19.7 70.8 9.5
Restaurants and Hotels 58.2 40.2 16 30.6 62 7.4
Transportation and Storage 49 48.8 23 312 61.6 7.2
Comunications 33 57 9.9 11.7 66.4 219
Finance and Insurance 13.2 74.5 12.3 35 57.2 39.3
Real Estate and bussiness service 14.9 66.8 18.3 10.2 54.9 35
Public Administration and Defense  42.5 49 85 27.2 57.9 14.9
Social Services and other Comun. 23.4 40.6 36 12.7 39.8 475
Entertaining 43.4 50 6.6 255 54.3 20.2
Personal Services 67.3 31.7 0.9 49.6 48.3 2.1

Source: authors calculations based on ECH microdata



4.3 Traderdated job creation and destruction in manufacturing activities.

To wha extend the dgnificant changes in employment patterns we documented in the
previous section ae relaed to changes in trade flows? Was the increese in foreign
competition faced by the manufacturing activities in Argentina and Uruguay asociaed
with a fdl in employment in those sectors? Did Mercosur trade flows played a centrd
role in this dynamics? In what follows we bring in some evidence to try to answer these
questions.

In Tables 20 and 21 we show the evolution of employment by manufacturing indugtry in
Argentina (Table 20) and Uruguay (Table 21). For the case of Argentina, we use the
twodigit 1SSC rev 3 dasdfications, which encompasses 21 sectors. In the case of
Uruguay, we use the two digit-ISIC rev 2 dassfications with only 8 manufacturing
activities As we see the fdl in employment (job dedtruction) has occurred in mogt
indugtry sectors in both countries. Overdl employment fdl 11% in Argentina between
1993 and 1998, while in Uruguay the reduction was around 23% between 1993 and 2000.
Sill we have an intereding variability across sectors. For example, in Argentina, Metd
Products and Rubber and Plagtic suffered very smdl dedines in employment (actudly, in
the cae of Pladic products employment raised), while in Petroleum Didillery and Audio,
Video and Communication Equipment we observed raes of decline that are above 30%
for the whole period. In the case of Uruguay, we see a Smilar phenomenon. For example,
in Baac Meds employment fdl only 2.3%, while textiles experienced a dedined in
employment of 54% between 1993 and 2000.

In order to associae this changes in employment across sectors with trade flows
we fird have to investigate whether the indudry in both countries have been more
exposed to import and export flows. Moreover, as we are paticularlly interested in the
potentid impact of Mercosur, we want to distinguish whether the grester levd of import
competition (or export orientation) is coming from (going to) Mercosur makets or the
res of the world. Thus Tables 22 and 23 present edimations of import and export



penetraions by dedtination for Argentina while Tables 24 and 25 present the same
estimations for Uruguay.

Table 20: Workers ocuppied index. Manufacturing Industry. Base 1993=100, by
sector. Argentina. Years 1993/1998

Porcentual
Manufacturing industry sector (1) 1993 1994 | 1995 | 1996 | 1997|1998 | variation
1993-98
General Level 100 97.1 91.3 88.0 89.3 883 -11.7%
Food and Beverages 100 100.0 952 911 91.6 88.0 -12.0%
Tobacco 100 89.9 823 725 794 672 -32.8%
Textil products 100 90.0 836 830 856 812 -18.8%
Apparel 100 921 835 779 77.3 789 -21.1%
Leather, footwear 100 97.0 86.6 852 858 852 -14.9%
Wood production (non furnitures) 100 98.8 89.8 869 91.3 929 -7.1%
Paper production and paper products 100 100.5 941 936 88.2 833 -16.7%
Printing and publishing 100 100.3 96.7 94.1 89.2 0912 -8.8%
Petroleum destilery 100 733 710 69.1 66.9 66.8 -33.2%
Chemical products 100 97.4 958 946 94.6 934 -6.6%
Rubber and Plastic products 100 96.0 98.7 97.9 103.0 102.5 2.5%
Non metal mineral products 100 95.0 87.1 84.0 86.7 839 -16.1%
Basic metals 100 96.3 93.3 93.0 92,6 930 -7.0%
Metal products (Non machinery and equipment) 100 97.0 904 86.4 95.7 988 -1.2%
Machinery and equipment 100 959 919 89.2 89.0 908 -9.2%
Computer , Accounting and Office Machinery 100 97.0 972 920 83.6 763 -23.7%
Engines and Electric equipment 100 949 879 822 852 846 -15.4%
Audio, video, TV, and communication equipment 100 89.1 716 648 66.8 66.2 -33.8%
Medical, Ophtalmic, watches, clocks,etc. 100 946 91.3 89.0 90.3 853 -14.8%
Motor vehicles and equipment 100 1035 948 858 87.6 910 -9.0%
Other Transportation equipment 100 87.0 702 73.0 81.0 833 -16.7%
Furnitures and manufacturing industries 100 939 830 804 84.1 87.0 -13.0%

(1) ISIC, Rev 3 classification
Source: INDEC, Encuesta Industrial Mensual.
Note: Encuesta Industrial Mensual is a national coverage survey
based on a sample of more than 3000 establishments with 10 or more persons ocuppied
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Table 21 Employment index: Manufacturing industry by sector. Base 1993=100. Ur uguay

Manufacturing sector 1993 1994 1995 1996 1997 1998 1999 2000 Variation
1993-2000
(%)

Chemicds products (including 100 919 830 773 76F 726 652 639  -36.1%

petroleum didtillery)

Food, beverages and Tobacco 10 946 888 861 8.1 85 783 781  -21.9%

Textile products, gppard and 100 82 722 629 64C 578 464 457  -543%

lesther

Paper production, paper 100 946 870 833 75€ 714 676 661  -339%

products, printing and publishing

Chemicals products (induding 100 981 926 895 87C 845 787 770  -230%

petroleum didillery)

Non metal minerd products 10 904 751 666 63 588 403 333  -66.7%

basic metdl 100 934 921 1210 128€ 1219 1134 977 -2.3%

metal products, machinery and 100 897 785 660 66€ 634 614 599  -40.1%

equipments

Source: INE



Table 22: Import penetration by I SIC sector, Argentina

1994 1995 1996 1997 1998 1999

Rest Rest Rest Rest Rest Rest

Merco ofthe Merco ofthe Merco of the Merco ofthe Merco of the Merco of the

sur world  sur world  sur world  sur world  sur world  sur world
15-MANUFACTURE OF FOOD PRODUCTS AND BEVERAGES 14% 20% 13% 2.0% 15% 22% 18% 24% 21% 26% 1.7% 23%
16-MANUFACTURE OF TOBACCO PRODUCTS 0.0% 01% 00% 0.1% 00% 01% 00% 0.1% 00% 02% 0.1% 02%
17-MANUFACTURE OF TEXTILES 43% 99% 49% 80% 7.0% 87% 10.3% 12.8% 115% 152% 10.1% 12.3%
18-MANUFACTURE OF WEARING APPAREL; DRESSING AND DYEING OF FUR 25% 84% 27% 6.9% 27% 48% 33% 6.2% 3.9% 78% 4.7% 91%
19-TANNING AND DRESSING OF LEATHER; MANUFACTURE OF LUGGAGE HANDBAGS SADI 1.3% 6.7% 1.7% 7.1% 24% 49% 36% 7.7% 53% 97% 6.9% 7.0%
20-MANUFACTURE OF WOOD AND OF PRODUCTS OF WOOD AND CORK EXCEPT FURNITUF 6.9% 6.9% 88% 88% 68% 7.6% 67% 7.1% 11.8% 111% 12.6% 10.4%
21-MANUFACTURE OF PAPER AND PAPER PRODUCTS 7.9% 145% 10.5% 20.4% 13.9% 20.5% 15.9% 27.3% 17.1% 29.2% 16.4% 23.9%
22-PUBLISHING PRINTING AND REPRODUCTION OF RECORDED MEDIA 06% 52% 06% 7.9% 05% 65% 06% 84% 08% 129% 0.8% 12.3%
23-MANUFACTURE OF COKE REFINED PETROLEUM PRODUCTS AND NUCLEAR FUEL 13% 37% 08% 57% 08% 50 04% 3.7% 03% 38% 07% 32%
24-MANUFACTURE OF CHEMICALS AND CHEMICAL PRODUCTS 6.0% 246% 9.2% 30.0% 87% 36.3% 10.8% 39.8% 11.0% 42.1% 10.8% 43.5%
25-MANUFACTURE OF RUBBER AND PLASTICS PRODUCTS 58% 133% 7.9% 20.6% 73% 162% 9.1% 24.0% 9.9% 28.6% 9.9% 25.3%
26-MANUFACTURE OF OTHER NON-METALLIC MINERAL PRODUCTS 31% 6.1% 39% 6.4% 42% 64% 48% 7.6% 59% 98% 57% 83%
27-MANUFACTURE OF BASIC METALS 8.8% 9.1% 95% 11.2% 95% 11.4% 12.8% 16.6% 14.5% 17.5% 13.9% 14.5%
28-MANUFACTURE OF FABRICATED METAL PRODUCTS EXCEPT MACHINERY AND EQUIPME  4.6% 11.3% 58% 16.0% 55% 152% 7.1% 19.0% 7.2% 23.6% 8.0% 22.3%
29-MANUFACTURE OF MACHINERY AND EQUIPMENT N.E.C. 12.0% 67.8% 10.5% 61.3% 13.7% 68.2% 16.7% 87.2% 17.7% 92.0% 16.7% 93.5%
30-MANUFACTURE OF OFFICE ACCOUNTING AND COMPUTING MACHINERY 8.1% 574.1% 12.8% 381.2% 30.8% 404.2% 27.4% 380.3% 44.8% 568.0% 57.1% 375.4%
31-MANUFACTURE OF ELECTRICAL MACHINERY AND APPARATUS N.E.C. 9.8% 53.1% 11.0% 56.0% 11.1% 55.5% 11.8% 65.7% 11.4% 89.0% 11.3% 70.8%
32-MANUFACTURE OF RADIO TELEVISION AND COMMUNICATION EQUIPMENT AND APPAR/  2.3% 110.0%  3.8% 100.6% 1.8% 46.0% 7.3% 97.2% 7.7% 115.7% 14.6% 112.7%
33-MANUFACTURE OF MEDICAL PRECISION AND OPTICAL INSTRUMENTS WATCHES AND € 7.8% 140.5% 10.3% 132.8% 11.1% 136.6% 9.4% 122.5% 14.2% 183.0% 16.6% 174.0%
34-MANUFACTURE OF MOTOR VEHICLES TRAILERS AND SEMI-TRAILERS 14.9% 21.9% 16.2% 21.7% 16.1% 19.9% 20.6% 23.2% 30.5% 32.8% 26.8% 28.7%
35-MANUFACTURE OF OTHER TRANSPORT EQUIPMENT 1.6% 103.2% 3.6% 79.0% 34% 76.2% 59% 89.0% 4.9% 96.7% 10.0% 229.3%
36-MANUFACTURE OF FURNITURE; MANUFACTURING N.E.C. 3.9% 30.0% 4.7% 28.4% 43% 232% 51% 27.0% 6.0% 36.2% 8.3% 42.4%
Total 49% 169% 54% 176% 59% 181% 7.6% 223% 88% 259% 7.9% 23.7%

Source: Own elaboration based on information provided by Data Intal and INDEC.



Table 23: Export Penetration by |1SIC sector, Argentina

[Total

1994 1995 1996 1997 1998 1999
Rest of Rest of Rest of Rest of Rest of Rest of
Mercos the Mercos the Mercos the Mercos the Mercos the Mercos the

[ (export/gross output) ur world ur world ur world ur world ur world ur world
15-MANUFACTURE OF FOOD PRODUCTS AND BEVERAGES 3.0% 178% 49% 24.0% 54% 29.2% 55% 293% 65% 29.9% 4.9% 30.1%
16-MANUFACTURE OF TOBACCO PRODUCTS 0.4% 0.2% 0.7% 0.4% 0.6% 0.3% 0.8% 0.4% 0.9% 0.4% 1.3% 0.3%
17-MANUFACTURE OF TEXTILES 19% 45% 48% 50% 35% 46% 45% 51% 44% 39% 35% 4.0%
18-MANUFACTURE OF WEARING APPAREL; DRESSING AND DYEING OF FUR 0.7% 4.8% 1.5% 10.6% 0.9% 8.8% 1.1% 7.6% 1.0% 5.2% 0.8% 4.0%
19-TANNING AND DRESSING OF LEATHER: MANUFACTURE OF LUGGAGE HANDB/ 6.6% 32.1% 10.2% 47.1% 6.3% 30.4% 8.0% 39.6% 84% 39.3% 7.3% 37.2%
20-MANUFACTURE OF WOOD AND OF PRODUCTS OF WOOD AND CORK EXCEPTI 0.7% 1.8% 2.7% 4.6% 4.7% 5.0% 4.2% 3.6% 4.4% 4.1% 3.9% 6.0%
21-MANUFACTURE OF PAPER AND PAPER PRODUCTS 14% 36% 47% 79% 51% 51% 73% 52% 83% 44% 6.7%  46%
22-PUBLISHING PRINTING AND REPRODUCTION OF RECORDED MEDIA 0.9% 1.8% 2.3% 2.6% 2.1% 1.8% 1.8% 1.1% 3.0% 1.5% 2.1% 1.6%
23-MANUFACTURE OF COKE REFINED PETROLEUM PRODUCTS AND NUCLEAR FL  3.3% 3.5% 3.4% 4.3% 6.0% 3.6% 6.4% 3.5% 4.7% 4.3% 6.9% 6.5%
24-MANUFACTURE OF CHEMICALS AND CHEMICAL PRODUCTS 4.7% 5.4% 7.1% 8.4% 7.2% 6.9% 7.7% 7.4% 10.0% 9.0% 11.3% 9.8%
25-MANUFACTURE OF RUBBER AND PLASTICS PRODUCTS 32% 11% 68% 23% 54% 16% 6.0% 1.7% 81% 31% 65% 41%
26-MANUFACTURE OF OTHER NON-METALLIC MINERAL PRODUCTS 1.3% 1.6% 2.6% 2.8% 1.8% 2.7% 1.9% 2.3% 2.2% 2.8% 1.6% 2.8%
27-MANUFACTURE OF BASIC METALS 1.4% 14.6% 2.7% 23.4% 23% 22.7% 3.3% 24.9% 44% 25.8% 4.6% 29.8%)
28-MANUFACTURE OF FABRICATED METAL PRODUCTS EXCEPT MACHINERY AND  1.0% 21% 20% 3.8% 25% 20% 23% 23% 26% 21% 2.4% 27%
29-MANUFACTURE OF MACHINERY AND EQUIPMENT N.E.C. 3.4% 3.9% 6.3% 5.6% 5.7% 5.1% 6.6% 4.4% 7.7% 6.5% 8.6% 8.2%
30-MANUFACTURE OF OFFICE ACCOUNTING AND COMPUTING MACHINERY 9.0% 504% 155% 23.0% 1.8% 23.6% 14% 86% 27% 152% 2.1% 85%
31-MANUFACTURE OF ELECTRICAL MACHINERY AND APPARATUS N.E.C. 3.5% 13.0% 3.8% 4.0% 4.0% 2.0% 8.6% 1.8% 8.8% 1.6% 7.5% 4.7%
32-MANUFACTURE OF RADIO TELEVISION AND COMMUNICATION EOQOUIPMENT ANl 2.3% 0.9% 6.4% 0.9% 1.6% 0.7% 2.6% 1.3% 2.3% 1.3% 2.1% 1.4%
33-MANUFACTURE OF MEDICAL PRECISION AND OPTICAL INSTRUMENTS WATCH 2.4% 14.1% 3.0% 64.6% 4.2% 7.6% 5.0% 6.3% 6.1% 12.3% 7.6% 11.0%
34-MANUFACTURE OF MOTOR VEHICLES TRAILERS AND SEMI-TRAILERS 9.6% 12% 21.0% 1.8% 183% 0.7% 249% -04% 36.4% 09% 28.0% 41%
35-MANUFACTURE OF OTHER TRANSPORT EQUIPMENT 1.5% 8.2% 39% 11.7% 1.9% 21.0% 1.7% 12.3% 13% 11.7% 6.6% 24.7%)
36-MANUFACTURE OF FURNITURE; MANUFACTURING N.E.C. 12% 189% 34% 68% 29% 56% 25% 51% 32% 70% 2.6% 13.7%

3.4% 8.8% 58% 12.5% 59% 11.7% 73% 11.7% 88% 12.8% 7.2% 14.5%

Source: Own elaboration based on information provided by Data Intal and INDEC.



Table 24 Import Penetration by 1SIC sector, Uruguay

1994 1995 1996 1997

ISIC sector Mercosur
31 Food, Beverages, Tobacco 3.9% 4.2% 5.1% 6.1%
32 Textil products, Appareal 8.1% 9.2% 11.2% 11.8%
33 Wood production (with furnitures) 52.9% 58.9% 68.6%  108.79%
34 Paper production and paper products and printing 11.2% 15.7% 15.9% 24.2%
35 Chemical products 43.9% 20.0% 21.9% 26.6%
36 Non metal mineral products 12.0% 18.3% 15.8% 20.4%
37 Basic metals 61.8% 62.4% 53.9% 51.4%
38 Metal products 69.5% 67.0% 93.5% 114.4%

Rest of the world

31 Food, Beverages, Tobacco 1.9% 2.0% 2.1% 2.6%
32 Textil products, Appareal 8.5% 8.5% 10.3% 13.4%
33 Wood production (with furnitures) 53.7% 64.9% 90.0% 124.69%
34 Paper production and paper products and printing 8.2% 8.2% 10.8% 13.7%
35 Chemical products 31.8% 20.7% 25.1% 26.5%
36 Non metal mineral products 9.4% 9.1% 12.3% 12.6%9
37 Basic metals 19.4% 15.2% 31.4% 20.4%
38 Metal products 101.6% 130.8% 1845% 235,39

Table 25: Export Penetration by 1SIC sector, Uruguay

ISIC sector Mercosur 1994 1993 1996 1997
31 Food, Beverages, Tobacco 9.9% 10.3% 14.4% 16.9%
32 Textil products, Appareal 10.4% 12.5% 14.2% 18.6%
33 Wood production (with furnitures) 19.3% 30.4% 27.9% 37.8%
34 Paper production and paper products and printing 6.5% 7.5% 10.0% 16.2%
35 Chemical products 14.6% 11.2% 11.4% 12.9%
36 Non metal mineral products 7.0% 7.9% 9.9% 14.9%
37 Basic metals 14.1% 15.6% 19.5% 21.7%
38 Metal products 34.8% 22.7% 23.7% 36.0%

Rest of the world

31 Food, Beverages, Tobacco 12.9% 12.9% 13.9% 17.4%
32 Textil products, Appareal 41.1% 46.2% 52.6% 51.4%
33 Wood production (with furnitures) 7.6% 13.9% 14.6% 20.9%
34 Paper production and paper products and printing 0.3% 0.9% 0.3% 0.8%
35 Chemical products 1.7% 1.1% 1.2% 1.7%
36 Non metal mineral products 5.3% 4.9% 4.9% 4.9%
37 Basic metals 0.9% 5.7% 6.0% 11.4%
38 Metal products 1.8% 2.3% 3.4% 3.69

The behavior of these indicators of import competition and export performance by
sector dso shows a great ded of variance across activities. In the case of Argentina we
see tha import penetration (Table 22) has increased condderably in sectors like
Computer, Accounting and Office Machinery; Engines and Electricd equipment; Audio,
Video, TV ad Communication Equipment; ec. In generd, we can say that import
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penetration raised the mogt in sectors intensve in technology and where natura resources
are not a complement factor of production. Regarding the geographica sources of those
imports, we see tha the domedic indudry faced drong competition from regiond
markets in the case of some labor intengve products like Textiles (dso Wood Products)
where dmogt hdf of the foreign supply came from Mercosur in 1999 (it was a lower
proportion in 1994). On the other hand, in the case of capitd-intendgve goods like
Mechiney and Equipment; Electricd Machinery; and Communications, the supply is
modly provided from extraMercosur makets The only capitd-intendgve product from
which the supply fran Mercosur is sgnificant isthat of Motor Vehides.

On the export Sde, Table 23 suggest that export penetration has improved in those
sectors where Argentina has clear comparative advantages like Food and Beverages,
Chemicds, Rubber and Pladic and Metd Products. Regarding degtination, we can divide
export products in three groups. Frd, those exports tha goes manly to internaiond
markets. Here we have manufactures of Food and Beverages and Legther. Then we have
products that go both to Mercosur and to the rest of the world. Here we have
Manufactures of Textiless Manufectures of Refined Petroleum; Chemicas and Plagtics.
Findly, we have items tha are exported manly to Mercosur and very little to the rest of
theworld. Inthislast category, we have Motor Vehicles.

For the case of Uruguay, import penetration (Table 24) is on average higher than
in Argentina. Still we dso find a greet ded of variability across sectors. As we may have
expected, given Uruguay comparative advantage in food products, import penetraion in
this sector is rather low, while export over gross production is reative high (Table 25).
We d=0 find tha Uruguay has a reative competitive textile industry as suggested by the
comparison of the import and export penetration indicators for this activity. On the other
extreme, activities like Metd Products Machinery and Equipment seem to be sectors
dominated by foregn supplie's The coefficet of import peneration has risen
ggnificantly during the nineties for these products. Regarding the origin and destingtion
of imports and exports, we see that, a this leve of aggregation, most manufacturing
sectors in Uruguay faced a amilar degree of competition both from Mercosur and from
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the rest of the world. The only two sectors in which we observed a dear digtinction is
Basc Metds where mogst imports come from Mercosur and Metd Products, Machinery
and Equipment where -2/3 of the imports are originated in the rest of the world. On the
export 9de, we see that Textiles are exported in a grester proportion to the rest of the
world, confirming the above-indicated datement aout the compditiveness of this
activity in Uruguay. Food products are exported in gmilar proportions to both markets.
The rest of manufacturing export activities have a clear Mercosur destination.

To wha extend this increese in import peneration and in foreign competition,
both from Mercosur and from the rest of the world, has been a source of job dedtruction?
Does the nead to increese productivity implied a fdl in employment dso in sectors that,
on the contrary, faced more export opportunities?. To answer these questions we have run
smple correation across sectors ad across time between change in employment and
import and export penetration. Table 26 and 27 presents the results for Argentina and

Uruguay, respectively.

Table 26: Correlation between changes in employment by sectors and trade,
Argentina 1994/1999

Imports and exports penetration: Mercosur
change in
employment
with mean of import and export penetration
export penetration -0.9%
import penetration -9.5%
Imports and exports penetration:rest of the
world
change in
employment
with mean of import and export penetration
export penetration -19.8%
import penetration -30.3%




Table 24 Correlation between trade penetration and employment (manufacturing industry),
Uruguay (1994/1997)

1- Rest of the world

with mean of import and export penetration

change in employment

export penetration -32.8%
import penetration -23.8%
2-Mercosur

with mean of import and export penetration
change in employment
export penetration -36.8%

import penetration -30.8%

The above results suggest that in the case of Argentina the increase in trade flows with
Mercosur countries has not been associated, on average, with a sgnificant process of job
destruction. As we see, both corrdaion coefficients are negetive but have a reaive smal
vdue Indead, export pendraion, and especidly import penetration, cadculaed using
trade flows with the rex of the world, is negaivey and Sgnificantly associated with job
degtruction in manufacturing. Thus, we conclude that in the case of Argentina the impact
of Mercosur on manufecturing employment was relaive smdl, while it is more visble

and dgnificant in the case of trade with the extra Mercosur countries.

For Uruguay, we don't find such a clear-cut didinction between the impact of
Mercosur and trade with rest of the world. In both cases, we find a negative and relative
dgnificant correlation, for both import and exports. If anything, it seems that the impact
of Mercosur on manufacturing employment is larger. Thus, we conclude that in the case
of Uruguay Mercosur trade flows have negaively dffected the levd of industry
employmen.



These results should be taken with caution though. They are Smple corrdations so
tha we ae not controlling for many other forces that may have induced different
manufecturing activities to change their employment levels. One such determinant that
was very important in the case of Argentina was the process of priveizetion of date
enterprises. This has affected very serioudy sectors like stedl and petroleum.



5. Trendsin relative wagesin Argentina and Uruguay
5.1 Evolution of thewage differentials by educational level

In this section, we sudy the evolution of the wage dructure in Argentina and
Uruguay. In the Argentineen case, the empirical evidence avalable is from Gregter
Buenos Aires, the main urban agglomerate® We messure wage differentids by
educationa atanment levds. We define the ensuing three kill groups unskilled (those
individuas who & mogst have atended high school but have not finished it), semi-skilled
(those that have finished high school) and skilled workers (those that have finished a
tertiary degree)’. Our study excludes sdlf-employess, owner-managers and  unpaid
workers because we are only interested in the study of the changes in the wage dructure.
The resullts of the estimation of the wage premia by gender are shown in the Figure 7.2

5 This market covers approximately half of the labor force of the country.

7 Gdiani (1999) shows that this is the relevant classification of educational skills when analyzing the
evolution of wages.

8 These estimations are derived from the coefficients of a wage equation where the dependent variable is
the logarithm of the hourly wages and among the covariates there is a set of educational dummies and a
quadratic function in potential experience. The equations are estimated separately by gender. The
dependent variable is the logarithm of the hourly earnings of the sampled individuals in their main
occupation. For employees, this variable is equivalent to the hourly wages. The schooling group g wage
premium in year t is the expected percentage increase in the wage of a worker whose level of educationisg
with respect to the expected wage of an unskilled worker. The yearly data is taken from the October wave
of the Household survey for Greater Buenos Aires (GBA). There are not data tapes available for the years
1983 and 1984.



Fgure 7: Skilled and semi-skilled workers wage premia
(Base category: unskilled workers)
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Source: Galiani (1999).

For the whole period, the main changes in the wage dructure are the following:
the semi-skilled group has become more like the unskilled group as time has passed, that
is, they have seen ther wages deteriorated reative to the unskilled group wages
Additiondly, the unskilled group has not seen its wages deeriorate rdative to the skilled
workers wages. For example, the mde skilled wage premium was 228 percent in 1980,
156 percent in 1991 and 211 percent in 1998 while the made semi-skilled wage premium
was respectively, 87, 44 and 48 percent.

Nevethdess, if the andyss is redricted to the evolution of wages during the
nineties, the period when trade liberdization was degpened, we see a somewhat different
picture. The wages of the semi-skilled group did not deteriorate rddive to the unskilled
group wages while both the unskilled and semi-skilled wages deteriorated reldive to the
skilled group wages Indeed, the skilledrunskilled wage premium increesed subgtantidly
during the 0s.

Fgure 8 illudraes the evolution of the wage premia for the manufacturing

sector.’ Due to sample size considerations, we presant only an average wage premium by

% These statistics are derived from the coefficients of a wage equation where the dependent variable is the

logarithm of the hourly wages and among the covariates there is a set of educational dummies, a quadratic
function in potential experience and a gender dummy. The dependent variable is the logarithm of the hourly
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skill group. It is manifest from the figure that the trends we observe in the manufacturing
sector during the ningties are Smilar to those we obsarve for the whole economy. We find
a dgnificant podtive trend in the college wage premium. On average, it incressed
aoproximatdly 7 percentage points per year during the nindties while the secondary
shool wage premium dightly decressed but not significantly.'® Thus overdl, we may
conclude that during the nineties, the trends in the wage dructure in the manufacturing
sector are quite Smilar to those for the whole economy.

Hgure 8 Skilled and semi-skilled workers wage premia
in the manufacturing sector, Argentina
(Base category: unskilled workers)
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Source: author’s elaboration.

For Uruguay, we use the microdata from household surveys for the period 1986-
1997. In this case, we had access to the whole datasat not only the main metropolitan area
50 the result extends more naurdly to a nationd (urban) interpretation. Table 27 diglays
the logarithmic change in hourly red wages for urban Uruguay for different periods and

earnings of the sampled individuals in their main occupation. The yearly data is taken from the October
wave of the Household survey for Greater Buenos Aires (GBA).

Indeed, like for the entire economy, the rise in the skilled workers wage premium started in 1992. It is
also worth noting that the 1995 value of this statistic is extremely high in the manufacturing sector.
However, it may be even due to sampling variability or measurement error.
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different educationd levdls. We can draw some interesing conclusons regarding the
evolution of reative wages The ovedl rae of growth in wages is amilar for both
periods (19861990 and 1991-1999) and will be our benchmak point of reference to
evduate the performance of wages for different educationd levels. It is interesting to note
that in the second hdf of the eighties Complete Primary and Complete Secondary were
the sectors with the largest wage increases, while higher educaiond level wages
peformed from moderate growth (Incomplete College) to disgppointing 1.1 (complete
college) and —0.5 (Professors). The picture is the exactly the opposte in the nineties with
higher educationa levels wages growing clearly faster than those corresponding to lower
of education like incomplete/complete primary and secondary.

Table 27: Logarithmic Changein Real Hourly Wages by educational level, Uruguay

Educationa level 1986/1991  1991/1999  1986/1999
Primary school 14.9 9.9 248
Incompl ete high school 114 6.2 175
Complete high school 181 4 21
Technical education 16.7 8.7 254
Teachers -05 25.8 253
Incomplete collage 9.2 18.3 275
Complete collage 11 32 31
Overdll 117 115 232

Source: Arimand Zoppolo (2000)

For Uruguay, we categorize the skill levels dightly differently that what we did for
Argentina. Thus, the high <kill group for Uruguay indudes complele as wel as
incomplete college workers.  Workers  with  complete and  incomplete  high  school
compoe the semi skill group. The remaning workers (those with & most complete
primary education) are in the low-skill group.

Fgure 9 shows the evolution of the wage premia in the manufacturing sector for
Uruguay. We observe that, for both men and women, there has been an incresse in the



college wage premia, especidly during the nineties Thus, the obsarved wage patterns are
very smilar in both countries

Fgure 9: Skilled and semi-skilled workers wage premia
in the manufacturing sector, Uruguay
(Base category: unskilled workers)
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5.2 Evolution of inter-industry wage differentials

In order to andyze the impact of Mercosur on the wage differentids between the

industries we congder the following regresson function

S

log( w,) ? ? ds,?, ?age,?, ?age’?, ? dsex,?, ? ? dsec,? 2 ¢, ?u, (1)
g

where dsig is a dummy varisble thet indicates schooling group g in period t, and 24 is a
schooling effect in period t; age; and age® represents a quadratic expression in the age
of individud i in period t, which is linear in the coefficients to be edimated. dsex;; is a
dummy vaidble indicating the gender of individud i and ?; is the gender impact on
wages in period t; ¢; is the intercept in period t (the period effect); and uj; is the error term
for individud i inthe t period. dsec is a dummy variable that indicate the sector to which
the individud beongs Thus when we edimate equaion (1), we dlow the coefficients of
the education, age and sex varigbles to be time variant whereas we assume a fix effect by
indugtry.

The dependent variable is the logarithm of the hourly eanings of the sampled
individuals in ther man occupations. The schooling groups are the unskilled group, the
smi-killed group and the <killed group defined previoudy. For Argenting, the micro
data on wages comes from the household survey for the period 1991-1999 for both waves
of the year (May and October). For Uruguay, we use the Continuous Households Survey
(ECH) corresponding to the 19991-1999 period.

We divide the sample period in two sub-peiods 1991/ and 1995/99. In this way,
we obtain an edimaion of the inter-industry wege differentids — controlling by persond
characteristics for early nineties and another one for the late nindties. Thee edimates
dlow us to compare the rdaive ordering (ranking) of these coefficients during the firg

years of Mercosur with the more recent years.



Table 28 shows the ranking of the inter-industry wage differentids for the periods
1991/94 and 1995/99 in both countries.

Table 28: Rank of inter-industry wage differentials (on 24 sectors)

Uruouav Argentina

Sectors 91-94 95-99 91-94 95-99

Primary products 24 24 5 2
Food, Beverages, Tobacco 11 16 20 19
Textil products, Appareal 22 23 23 22
\Wood production (with furnitures) 21 21 19 21
Paper production and paper products and printing 9 11 10 11
Chemical products 3 5 12 9
Non metal mineral products 18 19 7 18
Basic metals 5 3 17 7
[Metal products 10 15 14 13
Electricity, Gas and Water 6 4 6 10
Construction 19 17 13 17
[Major Trade 8 10 11 16
Retail trade 20 20 21 23
Hotels and Restaurants 17 18 24 24
Transportation 12 14 18 20
comunications 14 8 8 6
Finance 1 1 4 1
Insurances 2 2 1 3
Real estate and businnes services 4 7 9 14
Public Administration and Defense 15 12 16 8
Other social services 16 6 2 5
Teachina. Health service and other social services 7 9 22 15
repair services 13 13 15 12
House keeping and other personal services 23 22 3 4

Source: authors €aboration based on household surveys

There is a dear and amilar pattern in the rankings of sectors in both countries. Thus,
textile products, wood production, retail trade, hotd and restaurants and condruction are
a the bottom of the ranking. On the other hand, the financid and insurance services,
dectricity gas and water, communications, red date sarvices and the chemicd industry
are a the top of the rankings.



In order to test the hypothess that trade liberdization and the Mercosur affected the
inter-industry wage differentids, we cdculaed the Spearman rank corrdation
coefficients between the Sructures of the wage premia during the period 1991/94 and the
period 1995/99. In the pand A of the Table 29 we report the results. For both countries,
we cannot reect the hypothess that the ordering of the inter-industry wage differentiads
is the same in both periods. In other words, we do not find evidence that the Mercosur
and the trade liberdization policies adopted during the early 90s have had a noticesble
impact in the wage premia by activity sector.

Fndly, we are interested in andyzing if the Mercosur implied that the ranking of the
inter-industry wage differentids tended to converge between both countries. With this
god in mind, we compute the Spearman rank correation coefficient between the inter-
indugtry wage premia rankings of the Argentina and Uruguay. Pand B of the Table 29
shows that while a the beginning of the decade, the dructure the inter-industry wage
premia was different between both countries, a the end of the decade we cannot reected
the hypothess that the rankings are the same. In other words, there is certan evidence
that Mercosur generated a convergence process in the inte-industry wage differentias
between Argentinaand Uruguay.

Table 29: Spearman rank correlation coefficients for the Inter-industry wage

differentials
Panel A: timecorrelation (between periods 1991/94 and 1995/99)

91-94/95-99
Argentina 0.7887
Prob> [t| = (0.0000)
Uruguay 0.8957
Prob> |t| = (0.0000)
Panel B
Panel B: correlation between countries
91/94 0.2009
Prob > [t| = 0.3466
95/99 0.5148
Prob> [t| = 00101

Source: authors eaboration based on household surveys



6. Conclusions

In this work, we have andyzed the implications of Mercosur, and more generdly,
trade liberdization, on the labor markets of Argentina and Uruguay. We obtained severd
important results that we recepitulate here. In addition, we have presented a very
extengve review of the trade information of Mercosur.

Frdly, we conddered comparaively, the labor maket inditutions of Argentina and
Uruguay with references to the remaining Mercosur countries Brazil and Paraguay. We
find tha by fa, Argentina is the country with more dysunctiond labor market
inditutions. In terms of what matters, unions are more powerful in Argentina than in the
other countries Wage bargaining is a the indugtry levd in Argentina while in the other
countries it is manly a the firm levd. Wha is more, in Argenting the levd of
coordination is the lowest levd posshle for this type of wage barganing dructure. The
agentine type of wage barganing is prone to induce wage legpfrogging and, hence, a
higher equilibrium unemployment rate. Unfortunatdly, this is wha it is obsarved in this
country.

The sscond important inditution is the sysem of unemployment benefits. The
countries of Mercosur do not offer a generous system at dl. The reasons are wdl know:
the dud charecteridic of ther labor makets. Findly, dl this countries have generous
systems of severance payment even though the Argentine sysem is consderable more
generous than the sysem in the other countries (see, for example, Uruguay in the text).
Thus, Argentina needs urgently to move in the direction of the other countries of the trade
agreement in terms of its labor maket inditutions. Until now, however, there has not
been any officd atempt to move in the direction of integration of the labor markets
across the MERCOSUR. This is a pending issue in the integration agenda Thus, an
agenda tha favors the convergence of labor market inditutions between the Mercosur
countries is required.

Mainly, Argentina needs to move to a more decentrdized level of wage bargaining.
There is a worldwide trend towards decentraization, notable not so much in the decline
of centrd bargaining as in the growth of bargaining a the firm or workplace leve (see
Ozaki, 1999). This results because uniform regulations concerning wages and terms of
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employment gpplied to unique Studions digort productivity (see Heckman, 1997). Thus,
higher competitiveness increesngly requires working out solutions to problems that ae
wdl adagpted to the gpedfic drcumdances of the firm.  Additiondly, wage
decentrdization may hdp in achieving wage respongveness to shocks. Decentrdization
makes it eeser to vary reative wages.

In both Argentina and Uruguay, employment in the manufacturing sector has
decreased  subdantidly. For example we have showed tha the reduction in
manufacturing employment was more acute in the Textile and Footwear indudtry. These
sectors are the usud reference as an example of the negative impact of trade liberaization
on empoyment. Indeed, dl the evidence presented in this work suggest tha trade
liberdizetion in generd has impacted negdivdy on the employment of the
manufacturing sector.

In the cae of Argenting the increase in trade flows with Mercosur countries,
however, has not been associated, on average, with a ggnificant process of job
dedruction. Indead, export peneraion, and especidly import penetration, caculated
usng trade flows with the res of the world, is negaivey and dgnificantly associated
with job dedruction in manufecturing. Thus, we concdlude that in the case of Argenting
the impact of Mercosur on manufacturing employment was rdative smdl, while it is
more visble and dgnificant in the case of trade with the extra Mercosur countries. For
Uruguay, we don't find such a cdear-cut digtinction between the impact of Mercosur and
trade with rest of the world However, it ssems tha the impact of Mercosur on
manufacturing employment is larger. Thus, we condude that in the case of Uruguay,
Mercosur trade flows have negatively affected the level of industry employment.

Fndly, we were interested in andyzing if the Mercosur implied a change in the
inter-industry wage digribution. We asked the data to answer whether or not the ranking
of the inter-industry wage differentias tended to converge between both countries. We
find certain evidence that Mercosur generated a convergence process in the inter-industry
wage differentias between Argentina and Uruguay.

Thus, overdl, we find ggnificant impacts of Mercosur on the working of the labor
market: it affects prices and, to some extent, aso quantities.
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