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Abstract 

In the first half of the nineties, Colombian labor legislation faced profound 
transformations. Initially, the reforms seemed to produce positive effects as 
unemployment fell continuously, to below 8% in 1994. However, since 1995, 
unemployment has increased steadily, reaching in the last quarters the highest 
levels ever recorded: almost 20%. The latter is explained by two types of factors. 
First, lower GDP growth, generated by growing macroeconomic imbalances –such 
as fiscal and current account deficits-, and social disorder and institutional disarray. 
Second, the persistence of a number of structural factors affecting the labor 
market: higher relative price of labor with respect to capital, real exchange rate 
appreciation, increase in the wage differential, increase of payroll taxes, rising 
participation rates particularly for females and the historically high level of the 
“natural” rate of unemployment. Therefore, a strategy to create new working posts 
and reduce the extremely high unemployment rates should combine policies 
aiming at enhacing growth controlling the fiscal deficit and restructuring the 
composition of expenditure in favor of investment  and at dampening the causes 
that tend to maintain the mismatch between supply and demand in the labor 
market. Efforts should also be made in order to further flexibilise the labor market. 
 

1. Introduction 

In the first half of the nineties, the Colombian labor legislation faced one of the 

most profound transformations in the country’s economic history.  Initially, the 

reforms seemed to produce a significant positive effect, as unemployment fell in 

1994 to its historical minimum less than 8 percent.  From late 1994, however, 

unemployment increased continuously and reached in 1999 dramatic levels: during 

this period unemployment peaked at 19.8 percent.  This is highest rate ever 

recorded since labor-market statistics began to be processed in the country.  The 
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natural question that arises is, ¿what has caused this steady and unparalleled 

deterioration of the Colombian labor market?   

While the observed rate of unemployment may be around 20 percent of the 

labor force participation, or labor supply, the so-called “natural” rate of 

unemployment has been estimated at around 11 percent for the 1980-1997 period. 

The natural rate is explained by profound structural factors affecting the labor 

market. The difference between the observed rate and the natural rate is called 

cyclical rate, and depends crucially on economic activity and the economic cycle. 

In this paper we deal, in turn, with both components of the unemployment rate.   

There is a clear connection between the increase in unemployment and the 

deceleration of the economy’s growth rate since 1996. In per-capita terms, 

Colombia will complete in 1999 four years with zero growth. In fact, from 1996 the 

growth rate of the Colombian GDP has been, not only below the historical Post-

War average, but also below the region’s average.  This has no precedents in the 

country’s economic history. 

Colombia’s low growth rate can be explained by two kinds of factors.  On 

one hand, the slow growth rate is related to the growing macroeconomic 

imbalances; in particular to the large and deteriorating Government deficit since 

1994, accompanied by the rising current account deficit.  The need to finance both 

deficits has exerted high pressures on domestic interest rates, and, consequently, 

on private investment and growth.  These negative macroeconomic developments 

were further affected in 1998 by the international financial crisis which increased 

the costs, and limited the supply of, foreign resources to the region. This crisis 

deepened an economic situation that already was extremely difficult, and 

deteriorating at a relatively high speed. These are the basic macroeconomic 

causes of the lower GDP growth.    

A second type of causes that seem to be affecting the economy’s growth 

rate are related to social disorder and institutional disarray.  Such variables have 

clearly begun to affect economic performance, although their influence took longer 

than analysts expected to openly affect the country’s growth rate. Since the early 

eighties, high and expanding violence made Colombia, according to several 
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statistics, the world’s most violent country.  Along with increasing violence, 

Colombia also faced a severe weakening of the judiciary and legal systems, and 

the development of rampant corruption in the public sector.  Moreover, in the last 

four years, Colombia experienced the inability of the Armed Forces to contain the 

expansion of left-wing guerrillas into various sections of the territory.  

There is no consensus on the causes of high violence rates, the weakening 

of judiciary and rising corruption; the explanations are manifold, and go beyond the 

scope of this paper. There is a clear thing, tough; the costs and risks of doing 

business in Colombia have been rising at least since the early eighties, and had a 

dramatic turn for the worse in the last few years. In this context, the support from 

public opinion President Pastrana has received in his, so far, failed attempt to start 

negotiations with the guerrillasa very risky maneuver tending to end by a quick 

stroke several decades of confrontation is understandable.   

Besides lower growth rates, there are other reasons that help explain rising 

unemployment in Colombia. Several labor-market specific factors also explain the 

economy’s inability to satisfy people’s desire to work, in an increasing global 

economic environment.  It is possible that these factors, which are strictly attached 

to the labor market, may also explain the lower GDP growth rate.  With the 

“Apertura”, the cost of labor increased, not only relative to the price of capital, but 

also relative to the price of labor in competing economies.  This process was 

catalyzed by the appreciation of the real exchange rate during the nineties.  In turn, 

higher public expenditure was one of the main reasons for the real exchange rate 

appreciation; it has been estimated that the share of public expenditure in the GDP 

increased by 8 percentage points in the nineties.   

The higher relative price of labor with respect to capital and the real 

exchange rate appreciation affected the labor market in several ways.  First, the 

lower cost of tradable goods, including the cost of capital, induced a more intensive 

use of capital, thus tending to increase the capital-labor ratio.  As labor productivity, 

particularly in industry, increased significantly, the demand for labor relative to the 

demand for capital tended to fall.  Second, the rising demand for capital also 

increased the demand for production factors that are complementary to the new 
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productive capacity, basically highly qualified labor.  As a consequence, there was 

an increase in the wage differential between blue and white-collar workers (skilled 

and un-skilled).  Due to the increasing capital-labor ratio, some analysts have also 

argued that the elasticity of employment to GDP has fallen significantly since the 

“Apertura” was enforced.  

Another critical effect of exchange rate appreciation on the labor market was 

the increase in real wages, particularly in the tradable sector.  With a completely 

flexible labor market the exchange rate appreciation would have not been a 

problem, as a contracting tradable sector would have been more than offset by an 

expanding non-tradable sector.  In fact, this was precisely what happened, as a 

construction boom fueled by a speculative bubble was partly responsible for the 

massive creation of employment, until the bubble exploded in the mid nineties.   

Another important source of higher labor costs was the significant increase, 

due to changes in legislation in the nineties, of payroll taxes. They went up from 10 

to 18.12 percent of basic wages as a consequence of the Laws 50 and 100, which 

increased employers’ health and pension contributions.   The total effect was a 

significant increase in total labor costs, especially in the tradeable sector.  

Other factors that have tended to increase unemployment over time are 

increasing participation rate particularly for females, and the historically high 

level of the so-called “natural” rate of unemployment. The magnitude of the natural 

rate of unemployment depends upon several factors among which are the inability 

of the educational and training systems to retain students, the incapacity of such 

systems to supply labor with the qualification productive sectors demand, low 

schooling enrollment particularly in tertiary education, the lack of adequate 

informational systems to match labor demand with labor supply, and the low labor 

geographical mobility that appears to exist in Colombia.   

The second part of this paper deals with the major labor reforms introduced 

during the nineties.  The third part illustrates the evolution of the economy’s growth 

rate and assesses the causes of lower rates from mid nineties, as well as its 

impact on employment figures.  In the fourth part, attention is turned to the 

description and analysis of the labor market.  We also present a picture of who are 
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the unemployed, desegregating for gender, income level, educational qualification 

and age.  Policy implications of the previous analysis, and the main conclusions 

are presented in part five.   

 

2. Labor market reforms in the nineties 

While Latin America was facing one of the deepest economic crises in the 

1980sthe “lost decade”Colombia managed to grow in per capita terms and 

keep inflation under control.  Compared to other economies of the region, 

Colombia “won”, not “lost” the 1980s.  Even though the Colombian economic 

model seemed to perform relatively well in this period, in the early nineties a wide 

and profound economic reform program started to be implemented, very much in 

the spirit of the reforms that were then being introduced in most of the countries of 

the region.   

The reforms, which came to be known as the “Apertura,” were not the 

consequence of an economic crisis.  They were possibly catalyzed by another 

crisis, perhaps a deeper and more serious one: the social and political deterioration 

that has affected Colombia, especially since the early 1980s, an institutional 

deterioration associated to the expansion of the illegal drug trade and rampant 

violence. In 1989-90 three presidential candidates were assassinated and drug 

lords murdered scores of policemen and judges. Soon after, and while facing an 

open war against the so-called “Medellín Cartel”, the government of President 

Gaviria led a period of economic reform that is unparalleled in Colombian 

economic history. 

The reforms were comprehensive.  Not only did they open the current 

account of the balance of payments, they also liberalized the capital account, labor 

market, financial sector, introduced profound reforms to the health and pension 

systems, and granted independence to the Central Bank.  Parallel to the economic 

reform process, a major transformation of the political organization of Colombia 

was attempted via the introduction of a new Constitution, which was drafted and 

signed by a popularly elected Constitutional Assembly in 1991.  The central aim of 

the new charter was an effort to open the political process to groups and segments 
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of the population that were considered to be, in some ways or another, excluded 

from political participation. The new Constitution introduced mechanisms of 

“participatory” or direct democracy in Colombia’s polity.  

The labor legislation was an integral part of the Apertura process.  Rigidities 

in the labor market were considered to be a serious obstacle to the 

internationalization of the economy, and deemed to be an impediment to assigning 

labor to the activities with the highest returns. At microeconomic level, they were 

regarded as a serious obstacle to the economy’s productivity growth and 

international competitiveness.  Until 1990, the Labor Code made the labor market 

highly inflexible, created unnecessary over-costs, and was a source of uncertainty 

for employers as well as for employees.  As a consequence, labor legislation was a 

barrier for employment creation, induced the widening of informal employment, and 

was a constant source of labor market instability.  In the early nineties, it was 

estimated that nearly two thirds of total employment was not covered by the legal 

regime; one third (two million employees per year) would quit the formal sector 

every year, and around 100,000 employees were being fired just before completing 

10 years doing the same job.  The average length of private sector employment 

barely reached 4,5 years (Hommes et al, 1994).   

It was found that there were three basic causes of labor market over-costs 

and instability.  First, the so-called “forced re-hiring,” which meant that, depending 

upon the discretion of a judge, it was mandatory to re-instate former employees 

that had been fired without just cause.  Following the judge’s decision, the 

employer had to pay the employee the salaries that he or she would have earned 

while being unemployed.     

Second, the previous labor legislation forced the employers to be 

responsible for the pension contributions to employees laid off after ten years in 

the same firm.   Third, in order to estimate the size of the firms’ severance 

payments the old legislation used to take into account the employee’s last salary 

and considered a 12 percent interest rate on accumulated balances (retroactive 

severance payments).  This system was very costly to the firms as it counted 

inflation twice and was highly regressive tending to favor high-salary employees.  
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The net effect of the legislation on firms was that those that offered more stability to 

their workers were hit most.  As a result, there was an incentive to terminate the 

contracts just before workers completed ten years in the firm.   

For the Gaviria Administration labor reform was a priority.  The Government 

passed, and Congress approved, the new labor legislation in Law 50 of 1990.  The 

main features of the new legislation are the following.  First, the so-called “forced 

re-hiring” was eliminated; second, the rule that forced firms to bear the pension 

obligations of workers who had been fired after ten years in the firm was also 

eliminated.  Third, Law 50 of 1990 created a new system of severance payments, 

whereby firms estimate every year workers’ unemployment savings and deposit 

them in an account at an specialized financial fund supervised by Fogafin, a public 

regulatory body.  These funds invest, in turn, their resources in the financial system 

for a competitive return.  As a consequence, firms are no longer forced to create 

and utilize severance payments reserves as a source of financing.   

Fourth, the new labor code defined more precisely what was meant by 

salary, so that involved rights and obligations became clear for all parties.  For 

workers earning more than ten times the official “minimum” wage the possibility of 

earning the so-called “integral” wage was created.   This meant that severance 

payments and bonuses began to be paid along with the basic salary on a monthly 

basis.   The new law also changed labor legislation by liberalizing the maturity 

structure of short-term labor contracts.     

These reforms seemed initially to work as the economy expanded and 

unemployment fell in 1994 to its lowest level since labor statistics began to be 

processed. The story thereafter however changed dramatically 

 

3. The deceleration of the economy’s growth rate and higher 

cyclical unemployment 

The Colombian economy grew on average at a relatively high and stable rate 

during most of the post war period: 5 percent per year until the mid nineties.  Since 

1996, however, there has been a clear trend change yielding significantly lower 

growth rates.  Average growth during 1996 - 1998 amounts to 1.7 percent, which 
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means that measured in per capita terms the economy has not expanded during 

this period.  Moreover, in 1999 the economy will contract.  

These numbers are exceptional in the sense that the economy will complete 

four years growing below its historical average, but also growing below Latin 

American average (Table 1).  Colombia’s economy has failed to take advantage of 

the expansion of the world economy in recent years, which has been led by the US 

economy.  The crucial question that arises is, therefore, ¿what explains the lower 

GDP growth rates since 1996?   

There are two types of factors that help answer this question.  One is within 

the sphere of the economy, and is basically explained by the large and expanding 

macroeconomic imbalances observed in Colombia in the nineties.  The second 

goes beyond the sphere of the economy, at least in the traditional view of 

economic analysis, and is related to the high and growing risks and costs of doing 

business in Colombia.   

Regarding economic aspects, Graphs 1 and 2 show the evolution of the 

Government’s fiscal deficit and current account deficit of the balance of payments 

in the nineties.  The fiscal accounts, which reached a balanced budget in 1994, 

deteriorated continuously and in 1998 there was a deficit equivalent to 4,5 percent 

of GDP.  The current account deterioration began earlier, in 1992, and surpassed 6 

percent of GDP in 1998.  

Naturally, the consolidation of both deficits was possible because there were 

resources available in the international market to finance them.   For several years, 

the world was willing to finance the current account deficit, and the total external 

financing needs of the economy, either in the form of new loans, roll over of 

existing debts, or in the form of direct foreign investment.  In fact, FDI, which was 

negligible in the early nineties, reached an amount of US$5 billion in 1997. 

The expansion of the public sector deficit was in turn catalyzed by the 

availability of foreign and domestic resources needed to finance it.  Public 

expenditure as a proportion of GDP increased 8 percentage points in the nineties.  

Notwithstanding the reasonsjustified or unjustifiedthat explain this trend, a 

significant amount of the economy’s savings was to be devoted to finance the 
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growing public sector deficit.  With a monetary policy consistent with the objective 

of steadily reducing the rate of inflation which in the early nineties was above 30 

percent the fiscal expansion put pressure on real interest rates and tended to 

depress private investment and economic activity  (Graph 3). Given the 

deterioration of the current account and the mounting external financial needs, 

particularly after Asian and Russian crisis, high interest rates remained high also 

due to expectations of an exchange rate devaluation.    

With a high and growing fiscal deterioration, monetary policy had no other 

alternative than being much tighter than it would have been otherwise.  It was the 

familiar perverse policy mix: expansionary fiscal policy and tight monetary policy.  

The contractionist monetary policy helped delay the balance of payments crisis, 

and notwithstanding the budget deficit, was successful in halving the rate of 

inflation during the decade.  Given the size of the budget deficit, a negative 

consequence of the policy mix was, of course, high real interest rates, diminishing 

growth and higher cyclical unemployment (Graphs 4 – 6). 

High interest rates are largely responsible for the deceleration in the GDP’s 

growth rate.  In our opinion, however, high interest rates are not enough of an 

argument to explain the downward trend that seems to have occurred since 1996.  

The second half of the nineties in Colombia have also been a period characterized 

by an unusual degree of institutional turmoil and disarray.  Besides the political 

crisis of the Samper Administration who was accused of receiving drug-traffic 

money to finance the presidential campaign Colombia turned into one of the 

most violent countries in the world.  In fact, the levels of violence had been 

increasing since the early eighties, a period which coincides with the expanding 

illegal drug trade.  Graph 7 clearly captures this trend.  This graph contains two 

variables: a measure of violence explained by the homicide rate per 100,000 

inhabitants, and another variable which shows the number of inmates per 100,000 

inhabitants.  The homicide rate indicates that violence in Colombia has tripled in 

the last twenty years.  During the seventies the homicide rate was around 25, 

which was not significantly higher than the region’s average.  In the nineties, this 
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rate climbed up to nearly 80, which not only is it the highest in the world, but also 

triples the country with the second highest rate.   

The inmates rate in Graph 7 tries to capture, however imperfectly, the 

efficiency of the judiciary system through time. In the early 80’s, Colombia had a 

prisoners rate of 140 per 100,000 inhabitants. As violence expanded, the prisoners 

rate collapsed to around 80 in the early 90’s. In the last years, this rate has tended 

to increase, but, unfortunately, the reversal in the downward trend does not mean 

that the most dangerous criminals are being captured, tried, convicted, and put in 

prison. According to a recent estimate, there are around 45,000 known assassins 

walking loose on Colombian city streets.  The recent upward trend in this variable 

reflects the fact that petty criminals and offenders are being put in jail.  Just to 

make one comparison, the inmate rate in the US is 414 per 100,000 inhabitants, 

with a homicide rate of 12 per 100,000 inhabitants.   

In summary, the facts leave no doubt about the collapse since 1996 of 

Colombia’s GDP growth rate relative to the historical average, and also with 

respect to the countries of the region.  There are both macroeconomic and 

institutional reasons to explain this behavior.  One the consequences of lower 

growth has been mounting unemployment.  However, a lower rate of growth of 

GDP does not exhaust the causes of the dramatic increase in the rate of 

unemployment in recent years.  At the microeconomic level, the evolution of crucial 

variables of the labor market should also be assessed.   

 

4. The conditions of the labor market and the “structural” rate of 

unemployment 

As mentioned in the introduction, notwithstanding the labor market reforms of the 

first half of the nineties, presented in part 2 above, the rate of unemployment 

reached in 1999 the highest levels ever recorded.  In this part, attention is 

concentrated on the deeper structural factors generating the high rates of 

unemployment in Colombia. While the observed rate of unemployment may be 

around 20 percent of the labor force participation, or labor supply, the so called 

“natural” rate of unemployment has been estimated at around 11 percent during 
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the period 1980-97, with a tendency to increase in the last years  (Nuñez and 

Bernal, 1998).  With a different methodology, which calculates the so-called salary 

curves or wage functions, Nuñez and Sanchez (1998) reach estimates of about the 

same magnitude.   

The natural rate of unemployment has two components; there is the proper 

“structural” rate, and the so-called “frictional” rate.  Structural unemployment exists 

because of the mismatch between labor demand and supply due to a number of 

factors such as the qualification of the labor force, gender, and others.  Frictional 

unemployment is simply the minimum possible level of unemployment that exists 

as workers search for a new or a first job.  This kind of unemployment is affected 

by the quality of the informational systems and devices that allow the agents to 

know and assess the labor market variables.  

In what follows, attention is drawn to three aspects of the structural rate of 

unemployment.  First, the evolution of the participation rate; second, the path 

followed by labor costs in the nineties; and finally, a description of the unemployed 

in terms of age, gender, educational level, and income level.   

There is a clear upward trend in the labor force participation rate.  Graph 8 

suggests that the labor force participation rate was 53 percent in the early eighties; 

this rate has increased up to 61 percent in the late nineties. It shows that the 

overall labor force participation rate is being mainly driven by the female rate. This 

is a trend that is observable elsewhere in developing economies, and is closely 

associated with the increasing enrollment of women in education and training.   

In the nineties, as labor costs increased, firms found it more expensive to 

hire workers.  With the deregulation of the capital account and the lifting of 

restrictions on imports, including lower tariffs and the elimination of direct controls, 

the cost of labor increased relative to capital2.   Also, given the real exchange rate 

appreciation, consequent upon the significant increase of public expenditure and 

capital flows, the cost of labor in Colombia also increased, not only relative to 

capital, but also relative to the cost of labor in competing economies.  This upward 

                                                           
2  Allowing foreign direct investment in Colombia reduced immediately the cost of capital by 
permitting access within the economy to agents  (foreign investors) with almost free access to the 
world capital market.   
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trend in the cost of labor in Colombia was exacerbated by the burden imposed 

upon firms by the Labor Reform (Law 100) and the Social Security Reform (Law 

50), which increased the so-called non-wage labor costs.   

Graph 9 presents the path of the employers’ health and pension contribution 

in the nineties for wages with full social benefits, and for the so-called integral 

wages. The graph indicates that after Law 100 of 1993 such contributions 

increased from 10 to 18.2 percent of basic wages.  Total non-wage costs, including 

other contributions (to the Family Welfare Institute, to the National Training 

Institute, and to the so-called Compensation Houses) increased from 43 to 52 

percent of the basic wage between 1991 and 1996 (Cardenas and Bernal, 1998).   

The lower relative cost of capital induced a more intensive use of capital, 

thus tending to replace capital for labor and increasing the capital-labor ratio.  It 

has been estimated that industry’s average labor productivity increased 31 percent 

between 1990 and 1997 (ILO, 1998).   As a consequence, the demand for labor 

relative to the demand for capital tended to fall.   Meanwhile, as the demand for 

capital increased, so did the demand for factors complementary to the newly 

acquired capital, basically highly qualified labor.  As a result, not only did labor 

begin to be replaced with capital but also unskilled labor began to be replaced with 

highly skilled labor.  This has been reflected in the nineties by an increasing wage 

differential between blue and white-collar workers.  Due to the increase in the 

capital-labor ratio, some analysts have also argued that the elasticity of 

employment to GDP fell significantly consequent upon the Apertura (Reyes, 1996).  

If this turns out to be corroborated, it might have critically important consequences 

upon labor market generating policies.  For it may mean that it would be necessary 

to grow faster in the future in order to generate the same labor employment of the 

past.  Additionally, it may also imply that efforts should concentrate less on the 

cyclical causes of unemployment and more on its structural causes.   We shall 

come back to this discussion in part 5.    

As mentioned above, the cost of labor increased, not only relative to capital, 

it also increased relative to the cost of labor in our trading partners.   This 

happened for two reasons.  First, because of the higher non-wage costs just 
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mentioned.  Graph 10 presents for a number of Latin American economies the 

employers’ social security contributions as a share of the basic salary.  It shows 

that Colombia has the third highest employers’ social security contributions in the 

region. The second main cause for explaining higher labor costs in the nineties is 

the evolution of real exchange rate. The causes of the real exchange rate 

appreciation in Colombia in the nineties have been the subject of a heated debate3. 

In general, the real exchange is positively correlated to public sector expenditure, 

terms of trade, capital flows, and an index of total factor productivity relative to the 

economy’s trading partners.  The real exchange rate appreciation during this 

period was specially exacerbated by the evolution of public expenditure in the 

economy.  With a fully flexible labor market, the exchange rate appreciation should 

have not been a problem for employment as contracting tradable sectors would 

have been more than offset by expanding non-tradable sectors.   

In fact, this was precisely what occurred, as a construction boom was largely 

responsible for massive direct and indirect employment creation in the first half of 

the nineties.  Unfortunately for the labor market, the construction boom came to an 

end, and this sector has suffered a recession from the mid nineties, while the 

exchange rate appreciation has not been reversed.  Graph 11 and Table 2 

illustrate the magnitude of increasing labor costs in the manufacturing sector.   As 

a result of the pressures that increased labor costs, industry’s total “dollar” wage 

bill doubled between 1990 and 19974.    

Responding to the dramatic increase in labor costs, firms began to replace 

capital for labor, increasing labor productivity by 31 percent between 1970 and 

1997.  In this way, manufacturing industry allowed an increase of unit labor costs 

by only half the increase in the wage bill, that is, by 50 percent between 1990 and 

1997.   Meanwhile, measured in domestic currency, the wage bill increased by 

around 60 percent.   In an econometric exercise, Montenegro (1997) finds 

                                                           
3  For example, see the articles recorded in Montenegro (1997).  
4  This variable records industry’s wage bill divided by an index of the real effective exchange 
rate estimated by Colombia’s Central Bank.  According to this estimate, the real exchange rate 
appreciated 20 percent in the nineties.  Estimating the real exchange rate appreciation in terms of 
the evolution of the price of tradables relative to the price of nontradables, the real appreciation 
amounts to 30 percent between 1990 and 1997.   
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evidence indicating that real product wages in tradable sectors are explained by 

the same fundamental variables that account for variations in the real exchange 

rate.  In particular, public expenditure has an important say in increasing the 

average real product wages in both manufacturing and coffee sectors.   

Thus far, several factors have been illustrated, which have increased 

structural unemployment in Colombia in the nineties.  This exercise must be 

complemented by figures showing who are actually the unemployed in terms of 

age, gender, educational qualification, and income level.   In the following analysis, 

attention is concentrated not so much on the evolution of unemployment for the 

different categories through time, but rather on the levels of unemployment that 

each of those categories gives rise to.  

Graph 12 shows the unemployment rate by gender, indicating that the 

female rate of unemployment has systematically been above the male rate.  

Several studies have also shown that, for the same level of qualification, female 

wages are lower than males’  (Nuñez and Sanchez, 1998).   Graph 13 neatly 

captures the fact that the young bear the higher levels of unemployment.  

Unemployment for those of ages between 15-19 years old has been 25 

percent on average, and has never reached levels below 20 percent since 1982.  

Meanwhile, for those above 30 years of age, the unemployment rate has 

systematically moved below levels of 10 percent. The volatility of the 

unemployment rate is also higher for the younger participants in the labor market.  

As the overall unemployment rate increased to 16 percent in mid 1998, the 

unemployment rate of the youngest group shown in Graph 13 reached 37 percent.   

Labor skill, in terms of schooling level and training, is also a variable that 

affects critically the unemployment rate.  This is shown in Graph 14. These 

numbers indicate that the highly skilled labor faces the lowest unemployment rates, 

namely people who have 16 or more years of schooling.   As the number of 

schooling years diminishes, the unemployment rate increases, reaching the 

highest levels with the group that has not completed secondary education.   

Meanwhile, the most unskilled group, which has completed at most 5 years of 

education, faces an intermediate rate of unemployment.    
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Finally, Graph 15 shows the unemployment rate by income level.  These are 

undoubtedly the most striking figures, for they clearly show a positive correlation 

between income level and the rate of unemployment: the poor face the highest 

rates of unemployment, and the rich the lowest.  Graph 15 also shows that the 

lowest decile has had, almost always, an unemployment rate of 30 percent or 

more, peaking at 47 percent at the end of 1998. Meanwhile, unemployment rate of 

the richest decile is practically non-existent.   

 

5. Summary and Conclusions 

The unemployment rate in Colombia has increased steadily since 1995, reaching 

in the last quarters the highest levels ever recorded (15.9% in 1998:4 and 19.8 in 

1999:2).  Both lower GDP growth and the persistence of a number of structural 

factors affecting the labor market explain the rising unemployment.   As a 

consequence, a strategy designed to the creation of new working posts and the 

reduction of the extremely high unemployment rates should combine policies 

aiming at the generation of growth and at dampening the causes that tend to 

maintain the mismatch between supply and demand in the labor market.   

For growth to resume at rates at least as high as the post war period 

average, the fiscal and monetary policy mix utilized in recent years should be 

emphatically altered.  The budget deficit should be reduced drastically and quickly 

so that a more accommodating monetary policy could be implemented in order to 

maintain interest rates at low and sustainable levels, without generating a foreign 

exchange crisis.   So far, the Government has attempted to reduce the deficit via a 

severe contraction in public investment and higher tax revenues.  In order to 

promote growth the expansion rate of the public sector deficit must be controlled; 

although this will help significantly, it is not enough.  The composition of public 

expenditure should also be altered, via a reduction of public consumption and 

increasing public investment on projects and sectors with the highest returns, 

ideally in tradable sectors. Also, the size of the government must be reduced in 

order to achieve a more efficient bureaucracy and a more efficient investment of 

public resources. 
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If the low level of interest rates prove to be sustainable over time, the rate of 

growth of GDP should resume again.  This would be very good news for the 

creation of employment; unfortunately, not as good as it would have been back in 

the eighties.  For, as a consequence of the increasing capital-labor ratio, the 

income elasticity of employment has fallen in the nineties.  This means that in order 

to generate the same levels of employment that used to be generated in the past, 

GDP will have to grow much faster in the future.   

According to recent estimates, even if the economy grows at the rates 

contemplated by the Planning Department for the Government’s Development 

Plan, which are relatively optimistic, the unemployment rate would be around 14 

percent in the year 2,002 (NPD, 1998).  In terms of policy options, this would mean 

that the attention and efforts of the authorities should be devoted to a large extent 

to face the structural causes of unemployment.  This necessity increases as the 

labor force participation rate shows a tendency to increase over time. 

Attacking the causes of structural unemployment implies narrowing the 

mismatch between labor supply and demand. Structural unemployment in 

Colombia has been calculated at around 6-7 percent of the people actually 

employed or seeking employment. Prioritizing, to reduce the structural rate of 

unemployment efforts should be focalized toward increasing enrollment rates and 

improving the quality of education for the poor, particularly for young women 

between 16 and 24 years old.  Apart from fulfilling a critical social objective, 

improving education and training should prepare the human capital that firms 

require.   

In this direction, educational policies should aim at obtaining two basic 

objectives.  First, at increasing enrollment rates at all levels of the system, 

particularly in tertiary education.  With the apertura the supply of highly qualified 

workers has not kept place with the demand, thus increasing the wage differential 

between high and low trained workers.  The enrollment rate in University education 

in Colombia is just 15 percent, while in other countries from the region, such as 

Chile, it is above 30 percent.   
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Second, although enrollment rates in primary and secondary education are 

relatively high, the quality varies enormously depending on who actually receives 

that education.  There is a correlation between income level and quality of 

education.  The poor clearly get the education with the lowest quality.  This 

explains why there are so many poor who have studied some years or have 

completed secondary education and face unemployment rates higher than richer 

boys and girls who studied the same numbers of years in better quality schools. 

There is a big quality gap between public and private education in Colombia, 

especially regarding primary and secondary education.  

Notwithstanding the efforts made in the nineties in order to reduce the 

rigidity of the labor market, Colombia presents one of the most rigid labor 

legislations in Latin America.  In a sample of 21 countries, Colombia shows the 

third highest index of labor market legislation rigidity; as a consequence of this, 

Colombia also shows one of the highest levels of labor market informality  (IBD, 

1998).  Colombia’s labor market rigidity is related to high over-time work costs, 

high severance payment costs, and inflexible lay off regulations.    In a global 

economy, reducing labor market rigidity and costs in absolute terms is not enough 

if competing economies diminish them even further.   So, an important effort should 

be made in order to further flexibilise the labor market. Measures that might help in 

that direction may include:  

 Granting maternity leave to both parents; presently only mothers enjoy this 

right. This would end a discrimination against women in the labor market. 

 Reforming the legislation so that employers and employees may be allowed to 

agree to wages below the minimum wage level, should they decide to do so.   

 Revising the legislation that impedes the wages and salaries’ increase to be 

below the annual rate of inflation. 

 Allowing  “integral” wages for wages lower to the present minimum, which is 10 

times the official minimum wage. 
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These measures should be complemented with others aimed at reducing non-labor 

costs.   Not only have they increased significantly in the nineties, some categories 

of these costs are among the highest in Latin America5. 

Finally, all of these measuresboth macro and micromay turn out to be 

useless unless the security situation of Colombia improves promptly and 

significantly.  In a world of expanding impersonal markets, extended in time and 

space, the protection of property rights and contracts is as important as the 

formation of the human capital.  But beyond the direct effects on the economy, 

resolving or not resolving the security situation in Colombia may determine whether 

Colombia is about to enter into the twenty first century, or, to return to nineteenth.  

 

                                                           
5 This is true for social security and parafiscal contributions. 
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Graphs and Tables 

 

Source: IMF. 

Source: NPD Colombia 

 

 

Table 1.   Average GDP Growth Rate
For Latin American Countries

Gross Domestic Product
Country 1981-1990 1991-1997 1996-1997 1996-1998 1998
Argentina -0,7% 5,5% 5,8% 5,6% 4,0%
Bolivia 0,2% 3,9% 4,0% 4,4% 4,5%
Brazil 1,3% 2,8% 3,3% 2,1% 0,5%
Chile 3,0% 7,0% 6,9% 6,0% 4,0%
Colombia 3,7% 4,1% 2,6% 1,8% 0,2%
Ecuador 1,7% 3,5% 2,8% 2,2% 1,0%
Mexico 1,8% 2,9% 6,1% 5,7% 4,5%
Peru -1,2% 5,4% 4,8% 3,6% 1,0%
Venezuela -0,7% 2,9% 1,8% 0,9% -1,0%
Latin America 1,0% 3,5% 4,4% 3,7% 2,3%
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Source: NPD Colombia  

 

Source: NPD Colombia 

 

G raph 2. Current Account Balance 
 Percentage of G DP
C olom bia: 1990-1998
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Graph 3. Monthly Real Interest Rate 
Colombia: 1981-1999
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Source: NPD Colombia  

 

 

Source: NPD Colombia 

Graph 4. Real Interest Rate vs. Unemployment Rate
Colombia 1984-1998
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Graph 5. GDP Growth Rate vs. Unemployment Rate
Colombia: 1990-1998
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Source: NPD Colombia  

 

Source: Institute of Legal Medicine, NPD Colombia  

Graph 6. GDP Growth Rate vs. Employment Rate
Colombia: 1990-199
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Graph 7. Violence and Impunity
  Colombia: 1977-1998
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Source: NPD Colombia  

 

Source: ILO 

 

 Graph 8. Participation Rate - Gender 
Colombia: 1982-1998
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Graph 9. Unemployment Rate and Non-Labor Costs
Colombia: 1983-1998
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Source: Social Security Programs Throughout the World – 1995. US Dept. 

Human Health Services. 

 

Source: ILO 

Graph 10. Employers´ Contribution to Social Security
Latin America - 1995

0

5

10

15

20

25

30

Mex Col Bra Bol Par RD Sal Trin Bah Bar Peru Chile

Table 2. Colombia: Manufacturing Industry (a)
Unit Labor Cost and its' Components 1990-1997

A. Index: Average Base 1990=100 1990 1991 1992 1993 1994 1995 1996 1997

Product Wage Bell (PWB/CPI) 100 98,3 100,2 104,2 106,1 109,5 110,7 114,2
Relative Prices Effect (CPI/PPI) 100 102,5 110,0 116,3 124,9 129,7 134,7 141,2
Real Labor Cost (PWB/PPI) 100 100,8 110,2 121,2 132,5 142,1 149,1 161,3
Real Labor Cost in US$ (PWB/PPI)/(RER) 100 103,8 119,5 130,7 153,7 162,2 174,2 202,6
Labor Productivity (Q/E) 100 99,3 102,8 106,1 113,8 121,1 121,3 131,3
Labor Market Effect (PWB/IPC)/(Q/E) 100 99,0 97,4 98,3 93,2 90,5 91,2 87,0
Unit Labor Cost (PWB/IPP)/(Q/E) 100 101,5 107,1 114,3 116,4 117,4 122,9 122,8
Real Exchange Rate Index (RER) 100 97,1 92,2 92,7 86,2 87,6 85,6 79,6
Unit Labor Cost / RER 100 104,5 116,2 123,3 135,1 133,9 143,6 154,3

(a) Manufacturing Industry without coffee processing.
PWB: Total Employment Product Wage Bell Index. Source: NASD, Monthly Manufacturing Sample.
E: Total Employment Index (temporary and permanent; employees and workers). Source: NASD, Monthly Manufacturing Sample.
CPI: Consumers Price Index. Source: NASD.
PPI: Industrial Producers Prices Index. Source: Bank of the Republic. 
Q: Real Production Index. Source: NASD, Monthly Manufacturing Sample. 
RER: Real Multilateral Exchange Rate Index. Source: Bank of the Republic. 
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Source: ILO 

 

 

Source: NSD – NPD. Total Seven Cities 

Graph 11. Real Labor Cost in US$, Real Labor Cost in pesos,
and Unit Labor Cost in US$

Index 1990=100                                 Colombia: 1990-1997
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Graph 12. Quaterly Unemployment Rate - Gender
Colombia: 1992-1998  

3%

5%

7%

9%

11%

13%

15%

17%

19%

21%

92-
02

92-
04

93-
02

93-
04

94-
02

94-
04

95-
02

95-
04

96-
02

96-
04

97-
02

97-
04

98-
02

Males Females Total



 

 27

Source: NSD – NPD. Total Seven Cities  

 

Source: NASD – NPD Total 7 cities. 

Graph 13. Quarterly Unemployment Rate - Age Groups
Colombia: 1982-1998
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Graph 14. Quarterly Unemployment Rate - Schooling 
Level

   Colombia: 1982-1998
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Source: NASD – NPD Total 7 cities. 

 

 

 

 

 

 

 

 

 

Graph 15. Quaterly Unemployment Rate - Income 
Level

Colombia: 1982-1998
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