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Economía informal y distribución del ingreso en Ecuador 
durante la pandemia del COVID-19

Resumen: Este trabajo busca analizar la evolución de la informalidad laboral en el Ecuador durante 
el coronavirus. El análisis utiliza micro datos de encuestas de hogares de 2019 y 2020 para contrastar 
la evolución de la tasa de informalidad y los ingresos. Se utiliza un modelo de descomposición de 
salarios para estimar la variación de los ingresos entre los dos períodos. Los resultados muestran 
una caída anual del 11 % en la población informal ocupada hace un año; sin embargo, la tasa de infor-
malidad aumentó en un 2 %. Este comportamiento se contextualiza con una disminución del 20 % en 
las horas trabajadas a la semana y del 29 % en los ingresos laborales por hora.

Palabras clave: Mercado laboral; Ecuador; desigualdad salarial; población económicamente activa; 
informalidad; coronavirus

Economia informal e distribuição de renda no Equador durante a 
pandemia de COVID-19

Abstrato: Este trabalho busca analisar a evolução da informalidade trabalhista no Equador durante 
o coronavírus. A análise usa microdados de pesquisas domiciliares de 2019 e 2020 para contrastar a 
evolução da taxa de informalidade e da renda. Um modelo de decomposição salarial é utilizado para 
estimar a variação da renda entre os dois períodos. Os resultados mostram uma queda anual de 11% 
na população informal que trabalhava há um ano; no entanto, a taxa de informalidade aumentou 
2%. Este comportamento é contextualizado por um decréscimo de 20% nas horas trabalhadas por 
semana e de 29% no rendimento do trabalho horário.

Palavras-chave:Mercado de trabalho; Equador; desigualdade salarial; população economicamente 
ativa; informalidade; coronavírus
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Introduction
The COVID-19 pandemic has ravaged many coun-
tries and economies and has become a global public 
health emergency. Containment and mitigation 
measures have been implemented as the virus tends 
to be easily transmitted. These measures are inten-
ded to stop the spread of the virus and save lives 
(Hsiang et al., 2020). However, the economic costs 
involved in this process have been very high. Deve-
loping countries may have less money, shallower fi-
nancial markets, limited fiscal capacity, and weaker 
institutional management of their health systems, 
thus feeling the impact more acutely.

When governments carry out cash transfer pro-
grams, they maintain consumption levels (World 
Bank, 2020). A World Bank report mentions that 
the size of fiscal incentive programs has changed 
considerably from one country to another over the 
years (World Bank, 2020). In Brazil, Chile, and 
Peru, the government hands out money to help 
people who have trouble paying their bills with a 
size close to 7 % of GDP.

Ecuador, for its part, has been one of the worst 
affected countries, with one of the ten highest mor-
tality rates in the world per million inhabitants. 
As a result, mitigation and prevention procedures 
have been implemented, including mobility res-
trictions, meetings, curfews, and the suspension of 
non-essential activities. These policies have led to 
a drastic decline in economic activity, which has 
decreased by 30 % through May, according to the 
Economic Monitoring Indicator of the National 
Statistics Institute (INEC)1. Employment has also 
been affected by these regulations. According to 
the same institution, the unemployment rate in-
creased to 13 % in May 2020 from 4 % in the same 
period of 2019, which may have a detrimental 
effect on Ecuador’s demonstrable success in redu-
cing poverty over the last three decades (Ocampo 
& Sabogal, 2018).

Similarly, the informal labor market could be 
impacted. By 2020, about 1.9 million workers were 
classified as informal, representing one-third of 

1 	 Taken from https://www.ecuadorencifras.gob.ec/
indice-de-nivel-de-la-actividad-registrada/

the labor force. The prominence of the informal 
sector requires an examination of its evolution and 
determinants during the coronavirus era. Unders-
tanding this characteristic is fundamental to de-
veloping public policies to mitigate this problem. 
Therefore, the purpose of this study is to analyze 
the evolution of informality in Ecuador and its in-
come fluctuations between January and May 2020. 
A contribution to the literature is made by exami-
ning the pandemic informal labor market, a rela-
tively new topic that has received little attention in 
Latin American countries, particularly Ecuador.

The paper is organized as follows. The second 
section, referring to the literature review, presents 
the different theories on how informal activities 
are clustered. The papers in the third section ad-
dress the study of labor informality in Ecuador 
and how it affects the country’s inhabitants, fo-
llowed by a list of Ecuador’s economic policies to 
curb informality. The fifth part emphasizes the re-
search process; it is divided into a presentation of 
the model used and the sources of the research. To 
conclude, the results of the quantitative tests and 
their respective conclusions are shown.

Literature Review
Informality is associated with unstable jobs, little 
human capital, small or sole proprietorships, la-
bor instability, no social security affiliation, and 
inadequate physical conditions of workplaces 
(Uribe, 2006).

The expression “informal sector” was used in 
1972 in an International Labor Organization (ILO) 
report on Kenya (inspired by an article by Hart, 
1970). Its conceptual contribution was to establish 
that the problem of employment in less developed 
countries was not unemployment, but the low wa-
ges of salaried workers who were forced to work 
on their account or in small commercial and ser-
vice enterprises, many of which were unregistered, 
unprotected, and unregulated. The Kenyan research 
identified an irregular labor market, pragmatically 
referred to as the “informal sector” (Tokman, 1987).

In Latin America, the term “informal sector” 
was coined and promoted by the Regional Em-
ployment Program for Latin America and the 



14 Héctor Alberto Botello Peñaloza ■ Isaac Guerrero Rincón

Revista Facultad de Ciencias Económicas  ■  Vol. 30(1) 

Caribbean (PREALC, for its acronym in Spanish). 
It defines informality as easily accessible activities 
based on own resources, family businesses, sma-
ll scale of operation, labor-intensive technology, 
skills acquired outside the formal education sys-
tem, and unregulated markets that welcome peo-
ple who cannot enter the formal sector due to their 
little or no specialization.

The preceding is consistent with ECLAC’s 
structuralist perspective. It considers informality 
as a social phenomenon resulting from the struc-
tural heterogeneity of less developed economies, 
where high productivity sectors coexist with low 
productivity sectors, giving rise to the occupatio-
nal structure of these countries (Allen et al., 2018). 
Therefore, structuralist analysis sees labor infor-
mality as a scarce development of the economic 
sector that prevents workforce from being fully 
covered, forcing the surplus population, whether 
skilled or unskilled labor, to work illegally, earn 
low wages, or, worse, lose their jobs. It is referred 
to in contemporary literature as the exclusion di-
mension of informality (Perry, 2008); in this struc-
turalist framework, several works by Lewis (1954) 
or Hart (1970) stand out.

The structuralist view presents economic dua-
lism (Doeringer & Piore, 1971). The modern sector 
encompasses activities with economies of scale in 
human capital and physical capital; the traditional 
or informal sector is that of low physical capital 
and less demanding labor training requirements. 
The informal sector tends to occur in small units 
with low productivity since it usually exceeds the 
equilibrium with the entry of workers. This situa-
tion does not allow achieving a level of efficiency 
in labor terms, creating a significant inequality 
gap between those who manage to enter the formal 
sector and those who are unable to do so regarding 
employment and per capita income. 

According to the structuralist approach, in-
formal jobs are the result of a lack of symmetry 
between demand and supply, both qualitative and 
quantitative, impacting the economic structure 
directly related to the labor market. The informal 
market receives surplus or unemployed labor from 
the formal market, allowing subsistence for the 

worker but eliminating the privileges of those who 
work formally (Arango & Hamann, 2013). The 
structuralist theory analyzes the existing gaps that 
keep labor demand lagging and explain the excess 
labor supply (Harris & Todaro, 1970). Table 1 pre-
sents the factors that show the behavior of demand 
and supply in the structuralist approach: 

Table 1. Factors affecting the informal market accor-
ding to the structuralist approach.

Demand Supply

Poor structural 
development of the 
economy (low economic 
diversification)

The demographic transition in its 
second stage. When the mortality 
rate has already decreased, but 
the birth rate is still high

Use of capital-intensive 
technologies Urban migration flows

The policy of reducing the 
size of the State, whose 
workers are formal

Greater participation of family 
members other than the head of 
household, especially women

Source: Rodríguez and James (2017)

Formal sector workers tend to improve their 
income over time, thanks to a more significant ac-
cumulation of human capital and work experien-
ce. This allows for companies’ greater productivity, 
increasing economies of scale. 

In this theory, a branch contributes its view 
of labor markets, called the creation of internal 
labor markets (ILB) in the modern sector, regu-
lating aspects such as hiring, promotions, and 
wage increases, through associations or unions 
that represent workers and speak to companies. 
“The internal labor market consists of a set of 
employment relationships structured within the 
company, incorporating a set of formal (as in 
unionized companies) and informal rules, which 
govern all their jobs and interrelationships” 
(Taubman & Wachter, 1986, p. 1526).

With the above, we could think of creating 
some rules of the game between employees and 
employers to seek mutual benefit. Employees 
expect greater stability with a long-term wage 
increase, while the company gets better perfor-
mance, workers’ commitment, lower hiring and 
training costs, and a better working environment. 
All the above takes a toll on the supply, building 
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a segmentation between the formal and informal 
market. For the secondary sector, the panorama 
is more difficult from a ILB point of view becau-
se workers’ salary depends on their competitive-
ness—which decreases their income—, a lack of 
social and health benefits, and non-compliance 
with legal and labor regulations. The informal sec-
tor does not have a share in the ILB due to its scar-
ce income and inadequate training of its workers, 
causing a low accumulation of human capital.

The institutionalist theory argues that infor-
mality is due to the high costs of establishing, 
managing, legalizing, and acting as an enterprise 
in a system of institutional legality, facing risks 
and situations that make the process of promo-
ting formality and decent working conditions 
even more difficult. People working for the go-
vernment or other groups covering taxes, labor, 
utility payments for economic activity, the en-
vironment, among others, establish this type of 
framework. Since agents can make their own 
decisions, they may opt for informality rather 
than dealing with all the costs and government 
corruption involved in setting up a legally incor-
porated business (Uribe, 2006).

The ILO, at the Fifteenth International Confe-
rence of Labor Statisticians in 1993, specified that 
informal sector enterprises are those unregistered 
or having a small number of workers, such as fewer 
than five, as they are unincorporated businesses 
that manufacture goods or services for sale or tra-
de (Ortiz et al., 2007). The term “enterprise” refers 
to companies that hire workers and individuals 
who work for themselves or other companies.

The OECD, for its part, refers to the “shadow 
economy” as those activities that are legal but hid-
den from the authorities to evade tax and social 
security payments, as well as administrative pro-
cedures, minimum wage, and safety standards, 
among others (García et al., 2008).

The high cost of financing or the restrictive cre-
dit market also hinder the formalization of busines-
ses, as documented in many developing countries 
(Botello, 2014), limiting the borrowing capacity by 
raising interest rates. Deficient or non-legalized 
economic units cannot borrow money to expand, 

invest, or undertake. Agents make cost-benefit de-
cisions, and their choices are either formal or in-
formal. The institutionalist theory results from a 
voluntary decision, where high transaction costs 
in the formal sector make entering the informal 
sector more attractive and valuable.

For Amin et al. (2019), one of the causes of in-
formality are taxes and regulations by the govern-
ment that hinder the creation of formal business. 
Formality is unattractive to those agents who are 
free in their decision-making and who, despite 
the benefits that the formal sector grants under le-
gality, are not inclined to work in it. Kelmanson 
et al. (2019) and Mejía and Posada (2007) list the 
costs of formality and informality presented in the 
literature.
a) Formality costs: The costs associated with the 
official registration of the firm in government 
systems.

	◾ Cost of access: Legalization and registration pro-
cedures, bribery, financial costs

	◾ Permanence costs: Taxes, utility fees, labor bene-
fits, and bureaucratic requirements

b) Costs of informality: By being outside the for-
mal economic system, they are marginalized from 
bidding processes or financing facilities 

	◾ Inability to access public goods provided by the 
government (legal, judicial, and police system)

	◾ Insecurity of property rights over capital and 
products

	◾ Contracts cannot be judicially guaranteed, deva-
luing them

	◾ Monitoring and transaction costs increase becau-
se contracts cannot be judicially backed

	◾ Access to credit is more costly because equity 
cannot be used as collateral for credit

Coase (1960, p. 121) refers to the fact that tran-
saction costs can be, in certain situations, barriers 
between agents, reducing market efficiency. Some 
of these could cause certain transactions not to be 
achieved, promoting the informal sector. Other 
authors such as Hamann-Salcedo et al. (2012) and 
Rodríguez and James (2017) have noted the adver-
se impact of transaction costs on the labor market. 
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Public policy must consider the fiscal burden 
and the effects of institution degradation. For 
good decision-making, it is necessary to know 
the existing cost systems—social, tangible, intan-
gible— and legislative regulation that reduces the 
negative externalities caused in a social environ-
ment (Rodríguez-Soto & Dussán-Pulecio, 2018). 
An institutional failure such as corruption directly 
influences the increase in informality. The institu-
tionalist vision advocates laissez-faire in markets 
and asserts that state intervention in the economy 
to obtain liberation in labor markets is not advisa-
ble since it increases transaction costs. 

Intellectuals become entrepreneurs and choose 
informality as a welfare option and not out of obli-
gation. On the contrary, according to the struc-
turalist view, informal workers are poor people 
forced to enter this sector (Rodríguez-Soto & Dus-
sán-Pulecio, 2018).

In the end, labor informality is due to the lack 
of formal jobs and the market’s inability to create 
jobs that make people happier. The modern private 
and public sectors cannot provide enough formal 
jobs, so the urban informal sector has become a 
way to obtain income to subsist precariously.

Ecuador’s informal labor market
From a general point of view, the causes of labor 
informality are structural to Latin American eco-
nomies (Arango & Posada, 2001; Sandoval, 2014). 
Since 1999, one out of three people willing to work 
formally cannot find a job. This level of informa-
lity makes Latin America one of the regions with 
the highest levels of informal workers compared to 
other similar regions (García & Cruz, 2017). This 
problem awakes the interest in investigating it in 
the country and its relationship with other rele-
vant variables of economic development.

Albornoz and Ricaurte (2011) and the World 
Bank (2012) explored informality from 2000 to 
2009, following up on different INEC methodo-
logies. They argue an improvement in informali-
ty indicators based on government public policies 
supported by oil royalties. Along the same lines, 
Maurizio and Vázquez (2015) find that the inten-
se formalization process has positively affected 

wage distribution, reducing inequality between 
groups. All the previous works highlight the need 
to reinforce the policies that have promoted for-
malization, especially facilitating the process of 
registering a new company in the public registry, 
reducing the tax burden on small businesses, im-
proving access to credit, and making labor regula-
tions more flexible.

In the case of the Latin American and Ca-
ribbean region, ECLAC (2020) estimates that a 
contraction of -1.8 % of GDP could increase the 
unemployment rate by ten percentage points, ri-
sing the number of poor people in the region from 
185 to 220 million, while extreme poverty would 
increase from 67.4 to 90 million people. Because 
of this, multilateral cooperation is recommended, 
as it will be essential to overcome the effects of the 
pandemic.

As far as Ecuador is concerned, Acevedo et al. 
(2021) an inverse relationship is observed between 
GDP per capita and informality rates by country 
around 2018 and 2019 for population aged 15 years 
and older in the labor market before the pandemic. 
Ecuador is within the ten countries in the region 
with informality rates above 50 % and lower GDP, 
explicitly reporting a rate of over 60 % with a GDP 
of $10,000–$15,000.

In Ecuador, the employment rate for people 
over 15 years of age is above 60 %, with a marked 
labor gap for men, and the population between 15 
and 19 years of age has the highest share in the 
rate. Concerning the population employed in the 
informal sector, the informality rate as a percenta-
ge of total employment is above 60 %, with a grea-
ter propensity to informality registered in rural 
areas and among the young population between 
15 and 24 years of age. There are also differences 
in the percentage of people working in companies 
with 1 to 5 workers, which represent, in an extre-
me case, 83 % of total employment in Ecuador. For 
their part, it is young people between 15 and 24 
years old who are at the top of Ecuador’s inactivity 
and unemployment rates.

Among the main changes between 2016 and 
2019 observed in Ecuador, there is a slight decrease 
(0.2 pp) in the percentage of unemployed working 
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age population (WAP) and a much more notable 
decrease (10.5 pp) in informal WAP. 

 Regarding the Ecuadorian labor market’s dy-
namics during 2020, the inactive WAP increased 
to 46 % for the second quarter, while the WAP with 
a formal job decreased to 15.3 % and the WAP with 
an informal job decreased to 33.9 %. These results 
are consistent with the ILO study (2020), which ar-
gues that changes in the labor market during the 
pandemic are not reflected in an increased unem-
ployment rate; rather, due to mobility restrictions 
and lockdown measures, a large proportion of the 
employed population exited (at least temporarily) 
the labor force, increasing the percentage of inac-
tivity. However, for the year’s third quarter, a sig-
nificant decrease in the inactive WAP (37.7 %) was 
observed, together with an increase in the percen-
tage of WAP with informal jobs. The WAP emplo-
yed in formal jobs maintained a downward trend 
for the third quarter of the year.

From the processing of household and em-
ployment surveys, we also found that, during the 
months of lockdown in 2020, women, people with 
fewer years of schooling, and the cohort aged 15 to 
24 years register the highest rate of transition from 
informality to inactivity in all countries.

Ruesga et al. (2020) seek to determine the cau-
ses that generate greater informality in Ecuador 
with the econometric estimation methodology 
of logit and panel models. For this, they use data 
from the National Survey on Employment, Unem-
ployment, and Underemployment (ENEMDU, for 
its acronym in Spanish), defining as dependent va-
riable the probability of belonging to the informal 
sector and as explanatory variables rural or urban 
area, educational level, income, agricultural eco-
nomic sector, sex, age, and role in the household.

As a result of the estimates made, it was found 
that informality is more prevalent in rural areas 
than in urban areas and that wages in the informal 
sector are lower than those in the formal sector. 
Likewise, it the representation of the male gender 
is more significant in the formal labor market than 
in the informal one, unlike women, most of whom 
belong to the informal sector. In general, and ba-
sed on the different models estimated, it was dedu-
ced that the study could focus on variables related 

to the area of residence, educational level, produc-
tive sector, income range, and sex to explain labor 
informality. Consequently, the authors conclude 
that there is a greater probability of belonging to 
the informal labor market if the individual is a wo-
man, works in the agricultural sector, resides in a 
rural area, has primary education, and earns less 
than the minimum wage.

In other nations, this issue has significantly im-
pacted the labor market. Coibion et al. (2020) and 
Lemieux et al. (2020) have been able to study this 
in the United States of America and Canada. They 
have demonstrated a considerable decline in em-
ployment (20 million), which is much more than 
the total number of jobs lost during the Great Re-
cession, a substantial decrease in the ability of wor-
kers to look for a new job, and a wage discrepancy 
between men and women. However, companies are 
rapidly implementing flextime policies. In addition, 
a considerable segment of the population has beco-
me economically inactive. Many parents must now 
assume primary responsibility for childcare.

This literature review only covers labor mar-
kets diametrically different from the Ecuadorian 
one. To contribute to this literature in Latin Ame-
rica and Ecuador, the methodological design with 
which this research aims to explore informality 
amidst the COVID-19 pandemic is shown below.

COVID-19 public policies in Ecuador
The Ecuadorian government has developed many 
policies. The first of these decrees restricted the 
mobility of people, especially children, adoles-
cents, the elderly, people with disabilities and di-
seases, who needed specialized workers. It also 
ordered quarantines of non-essential activities.

As a result, the economy has suffered. In May 
2020, the overall index of registered activities fell 
by 28 %. However, last year it was 8 %. The main 
economic sectors have been affected differently. 
For example, agricultural production fell by 11 % 
year on year, but industry and commerce plumme-
ted by about 36 % annually.

The government has adopted several measures 
to solve these problems. Table 2 lists the economic 
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Table 2. COVID-19-era policies that affected the labor market in Ecuador

Area Policy Start Date

Teleworking
All public and private companies must implement policies for teleworking during the 
health emergency. The suspension of normal working hours/conditions is extended for all 
workers until April 5.

2020-03-21

Teleworking
The suspension of normal working hours/conditions is extended for all workers until April 
12. Starting April 13, a traffic light system will be implemented with different restrictions, 
depending on the province: red, orange, and green.

2020-04-02

Other labor 
protection policies

There are currently no policies in place for paid sick leave, unemployment insurance, and 
discrimination prevention in the context of COVID-19. 2020-03-12

Reduction of 
working hours

Reduction of working hours in the public sector to six hours, except in the health sector, 
armed forces, and police. The reduction for educators will be only one hour. This measure 
is expected to allow the public sector to save salaries of $980.

2020-05-19

Reduction of 
working hours

The Humanitarian Support Act will be in effect until 60 days after the end of the State 
of Emergency. Regarding working hours and salaries, the law establishes that private 
companies may reduce working hours by up to 50 % and salaries by 45 %.

2020-06-22

Source: ECLAC (2020). COVID-2019 Observatory for Latin America and the Caribbean.

Among the consequences of not reducing labor 
costs, layoffs can cause rigidities in the formal la-
bor market (Mondragón et al., 2012). Some econo-
mists have also noted why tax refunds and higher 
public spending would cause higher indebtedness, 
leading to a crowding-out effect (World Bank, 
2020). 

Materials and methods
Regarding the methodology used in the research, 
first, we analyzed the data on unemployment, in-
formality, and inactivity of the EAP in Ecuador to 
determine the trends and origins of their variation. 
Next, a parametric model is used to determine the 
possible variations in the income of the informal 
population caused by COVID-19.

Measurement of labor informality 
in Ecuador
INEC classifies informal workers into two groups. 
The first comprises employed persons who work 

in companies that do not have a Single Taxpayer 
Registry (Registro Único de Contribuyentes-RUC, 
in Spanish). The second are employed persons who 
earn less than the minimum wage or work fewer 
hours than the legal working day during the refe-
rence week.2

The above coincides with the structuralist view, 
where social exclusion develops a pattern related 
to the informal economy. A worker’s employment 
circumstances depend on his or her income, pro-
ductivity, and education.

The primary data source used in this paper 
is the microdata from the Employment Survey, 
which considers probability sampling from the na-
tional and provincial levels. Due to the COVID-19 

2 	 The methodology can be found at https://www.
ecuadorencifras.gob.ec/documentos/web-inec/
Estudios%20e%20Investigaciones/Trabajo_em-
pleo/4.%20REM-Actualizacion_metodologica_em-
pleo_informal.pdf

decrees, especially those affecting the labor market. 
In summary, Ecuadorian legislation encourages te-
leworking and allows a 50 % reduction in working 

hours. Unlike other countries, the Ecuadorian la-
bor market is unique. The administration has not 
allowed bonuses or suspension of vacations.
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If we replace 1 in 2 and assume, E(ui = 0) we 
have:

 					             (3)

The algebraic decomposition presented by Day-
mont and Andrisani (1984) can be performed to 
understand all the effects that can be extracted 
from the above equation:

 					         
					              (4)

These three terms represent the various inte-
ractions between the coefficients, variables, and 
expected income values. Equation (5) represents 
a triple decomposition. The first term refers to 
endowment impacts, such as human capital, ex-
perience, and firm characteristics. The second 
measures coefficients based on comparison grou-
pings. In general, the control characteristic is the 
temporal change between 2019 and 2020. The last 
one is based on the interactions of the two terms.

The predicted values of labor income are estima-
ted independently using ordinary least squares. The 
predicted value for each group is then determined.

It should be mentioned that, within the econo-
mically active population, labor share may have 
changed due to the pandemic. Heras (2020) and 
Coibion et al. (2020) support this evidence. Conse-
quently, a correction to the sample selection should 
be made. Their approach uses the two-stage sample 
selection correction procedure based on Heckman 
(1979), where a probabilistic equation is calculated 
on the individual’s labor share based on his or her 
socioeconomic characteristics, which motivate this 
decision. We included in this work the number of 
children, the household’s location, and whether the 
individual is married, assuming the existence of a 
set of coefficients that are not discriminatory, but 
are crucial to finding differences in the predictors. 
Suppose that is a hypothetical coefficient that can be 
replaced in Equation (5), as follows:

health emergency, the survey frequency was redu-
ced in 2020. It was only conducted in May-June by 
telephone call3.

Model
This study aims to find out whether the wage dis-
tribution within the informal labor market chan-
ged significantly between 2019 and 2020, the years 
of the epidemic. Therefore, economists divide the 
wage gap into two parts: one explained by standard 
personal and occupational variables (such as age), 
and the other unexplained (Goraus & Tyrowicz, 
2014).

Blinder (1973) decomposes the Mincerian 
equation parametrically. For example, he consi-
ders employee endowment characteristics, such 
as education and experience, and the imputed 
residual of control variables, such as nationality, 
gender, and race. To determine whether the wage 
distribution changed between May 2019 and May 
2020, one must look at the wage distribution in 
May, before and during the pandemic.

The procedure is as follows: First, select a con-
tinuous dependent variable (Y) and a set of cate-
gorical or continuous predictors (X). The Mincer 
equation is the basic equation (1974). Regarding 
the establishment of control groups, the treatment 
variable is the period covered by the survey, where 
zero weighting will be given if the survey was not 
conducted in May 2020. These factors are sum-
marized in the equation below.

 		

					             (1)

A and B are the groups to be controlled. The di-
fference is within the expected wage value. The di-
fference is found within the expected wage value.

					             (2)

3 	 For an account of the specific methodology of this 
research, see https://www.ecuadorencifras.gob.
ec/enemdu-telefonica/

=  ′ + | ( = 0)| ,

= ( ) ( )

( = 0)

= ( )´ ( )´

= [ ( ) ( )]´ + [ ( )´( )] + [ ( ) ( )]´( )

= [ ( ) ( )]´ + [ ( )´( )] + [ ( ) ( )]´( )
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 					              (5)

From Equation (6), two effects can be extrac-
ted; the first part is the inequality that is explained 
by the differences in the predictors. The second 
effect is the union of the last two terms:

 					   
					              (6)

These components are attributed to the part 
not explained by the predictors and to discrimi-
nation. However, it considers the effect of unspeci-
fied variables within the model. The procedure for 
this second decomposition tends to be more com-
plex since the hypothetical beta must be calculated. 

Oaxaca (1973), for example, assumes that βA = β* 
and βB = β*. The groups are interleaved, with Group 
A being the treatment group and Group B the base 
group. Another assumption derived from Oaxa-
ca (1973) is one-way discrimination. Concerning 
Equation (7):

 					               (7)

Results and discussion
Table 3 shows the variability of the period studied, 
reflecting how unemployment has increased for all 
rural and urban areas. The national total has tri-
pled from 366 thousand people to one million. In 
relative terms, unemployment has climbed from as 
high as 13 % in June 2020 compared to 4.45 % in 
the same period of the previous year. Urban areas 
have higher unemployment (16.8 %) while it has 
not exceeded 6 % in rural areas. 

Table 3. Number of people in the labor market in Ecuador. June 2019 vs 2020

 Category
Total Urban Rural

Jun-19 Jun-20 Jun-19 Jun-20 Jun-19 Jun-20

Working Age Population 
(WAP) 12,316 12,491 8,573 3,743 8,705 3,786

Employed 7,866 6,596 5,125 2,741 4,279 2,317

Unemployed 366 1,010 303 64 865 144

Economically Inactive 
Population 4,084 4,885 3,146 939 3,561 1,325

Source: Authors’ calculations based on INEC data.

According to the non-full employment crite-
rion for the informal population 1.9 million wor-
kers were counted under this identification in May 
2020. The preceding represented a drop of 11 % 
compared to one year ago. This trend is distributed 
as follows by area: in the rural sector, there was a 
reduction of 139 thousand people (-11 %) compa-
red to the urban area with 114 thousand (-9 %); by 
gender, a total of 1.1 million male workers were re-
ported compared to 781 thousand female workers. 

This variation in the informal population was due 
to the significant reduction of women. 

Figure 1 shows how in the urban sector the de-
crease was 129 thousand and 123 thousand in the 
rural sector. The informal male population remai-
ned as of May 2020 at the same levels as in 2019 
and 2018. This permanence of the phenomenon of 
informality can be supported by the statements of 
Sandoval (2014), given the structural weakness of 
the Latin American productive apparatus. 

= [ ( ) ( )]´ ∗ + [ ( )´( ∗)] + [ ( ) ( )]´( ∗)

= [ ( ) ( )]´ ∗ + [ ( )´( ∗)] + [ ( ) ( )]´( ∗)

= [ ( ) ( )]´ ∗ + [ ( )´( ∗)] + [ ( ) ( )]´( ∗)

= [ ( )´( ∗)] + [ ( ) ( )]´( ∗)

= [ ( )´( ∗)] + [ ( ) ( )]´( ∗)

=

= ´ ̂ + ´ ( ̂ ̂ )
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Figure 2 presents the trends of informality by 
gender in Ecuador in relative terms. In May 2020, 
29 % of Ecuadorian workers were informal, repre-
senting a slight increase of 2 % compared to the 
same period in 2019. Figure 2 details the rate of 
those employed in the informal sector by gender 

and area in May 2018, 2019, and 2020. The two re-
sults show a higher rate for women (28 %) versus 
men (25 %). However, the employed male popula-
tion had a significant increase since 2019. The rates 
have remained constant in the rural area, avera-
ging 34 %.

Figure 1. Number of informal workers by gender and area. May of each year.
Source: Authors’ calculations based on INEC data.

Figure 2. Informality rate by gender and area. May of each year. 
Source: Authors’ calculations based on INEC data.
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As in the case of the formal population, the 
hours worked have been significantly reduced 
for the informally employed population. Table 4 

shows an average decrease of 20 % for all types of 
occupations.

Table 4. Weekly hours worked by gender. May of each year.

Occupation category
Men Women

2019 2020 2019 2020

Private employee 42.33 38.43 41.11 36.71

Self-employed 38.84 29.46 35.12 27.78

Laborer or day laborer 39.12 30.91 35.58 28.89

Total 39.55 31.45 36.79 30.86

Source: Authors’ calculations based on INEC data.

Nevertheless, these differences in informality 
and unemployment rates are contextualized by the 
variations of the economically active (EAP) and 
inactive (EIP) population. From Table 3, it can be 
inferred that between June 2019 and 2020, the EAP 
decreased by 7.6 %, and the EIP increased 19 %. 
The former decreased by 626 thousand people, 
and the latter increased by 800 thousand. The to-
tal WAP did not change significantly overall (+1.4 
percent or 174 thousand individuals), indicating 

that a more significant proportion of the economi-
cally active population became part of the inactive 
population because of the pandemic. This would 
have resulted in an unemployment rate of 17 per-
cent instead of the current 13 percent.

According to microdata from the INEC Hou-
sehold Survey shown in Table 5, most of the active 
population turned to home occupations with an 
increase of 299 thousand people (19 %) and stud-
ying with 249 thousand (17 %). 

Table 5. WAP activities. May of each year.

Activity 2018 2019 2020 Abs. Var. Var. %

Working 7,648,773 7,865,786 6,595,606 -1,270,180 -16.1

Looking for a job 330,097 366,163 1,009,583 643,420 175.7

Retired pensioner 365,532 424,450 651,162 226,711 53.4

Student 1,433,910 1,423,473 1,673,033 249,560 17.5

Household occupations 1,613,341 1,555,750 1,855,230 299,480 19.2

Disabled 445,656 470,519 594,744 124,225 26.4

Other 186,538 210,052 111,217 -98,836 -47.1

Total 12,023,846 12,316,194 12,490,574 174,380 1.4

Source: ’Authors’ calculations based on INEC data.
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Variations in the tasks performed by workers 
during the pandemic, on the other hand, varied 
dramatically by the gender of workers. The emplo-
yed female population decreased by 690 thousand, 
or 20 percent, between May 2019 and May 2020, ac-
cording to Table 6. The employed male population 

decreased by 12 percent, or 579 thousand, between 
May 2019 and May 2020. Females gained ground 
in home occupations (+293 thousand). The num-
ber of male job seekers rose 202 percent between 
2019 and 2020, from 173 thousand to 347 thou-
sand unemployed men.

Table 6. WAP activities by gender. May of each year.

Men Women

Activity 2019 2020 Variation 2019 2020 Variation

Working 4,563,264 3,983,753 -579,510 3,302,522 2,611,852 -690,670

Looking for a job 173,489 524,625 351,136 192,674 484,958 292,284

Retired pensioner 214,399 347,612 133,213 210,051 303,549 93,498

Student 690,038 821,642 131,604 733,435 851,391 117,956

Household 
occupations 11,820 17,910 6,090 1,543,930 1,837,320 293,390

Disabled 258,599 349,796 91,197 211,920 244,948 33,028

Other 112,449 63,800 -48,649 97,603 47,417 -50,186

Source: Authors’ calculations based on INEC data.

The results obtained at this level are consistent 
with those obtained by Coibion et al. (2020) and 
Lemieux et al. (2020) in North America and Ca-
nada and other researchers. In summary, there 
has been a significant increase in unemployment, 
mitigated to some extent by a shift from active to 
inactive population over the past few years and de-
creased informality.

Income
The Oaxaca-Blinder model estimated the wage 
change between May 2019 and May 2020. It uses 
the hourly labor income of informal workers as the 
dependent; the decomposition results are shown in 
Table 7.

Table 7. Wage decomposition by year.

Differential Coef. Std. Err. z P>|z|

Log (Ing_hora)2020 1.23 0.02 62.88 0.00

Log (Ing_hora)2019 1.51 0.01 170.68 0.00

Diff. -0.29 0.02 -13.41 0.00

Descom.

Explained 0.0030 0.0076 0.3900 0.6930

Unexplained -0.2904 0.0206 -14.1200 0.0000

Source: Authors’ calculations based on INEC data.
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Between 2019 and 2020, hourly labor earnings 
of informal wage earners are projected to decline 
by 29 percent. Because the null hypothesis that 
the coefficient associated with variation equals 
zero is rejected at a rate of 1 percent, this differen-
ce is statistically significant. Since the explained 
component of the decomposition is not statisti-
cally significant, the discrepancy can be explai-
ned by the effect of the unexplained part of the 
decomposition.

Most of the difference is due to the variables 
not included, such as those related to time varia-
tion (-60 %). The variables incorporated into the 
model produce a positive variance of 31 percent of 
the unexplained portion, a significant variation. 
Aspects such as age, location, and type of activi-
ties performed are the most positive contributors. 
These factors should be considered for future for-
malization processes. According to Maurizio and 
Vázquez (2015), such processes are necessary to 
improve the wage inequality structure within 
countries.

These results seem to identify the time diffe-
rence between estimates as the cause of informal 
workers’ drop in hourly earnings. Coronavirus mi-
tigation may have reduced the wages of informal 
workers by as much as 31 %, given the reduced job 
possibilities.

Conclusions
The COVID-19 pandemic has seriously affected 
Latin American economies. In August 2020, Ecua-
dor counted nearly 110,000 infected and 6,500 
dead. The government has undertaken several 
restrictions on mobility and economic activity in 
response. These measures have weakened the eco-
nomy and significantly impacted the labor market. 

About whether there have been significant 
changes in wage distribution within the informal 
labor market in 2019–2020, the year of the pande-
mic in Ecuador, we observed a 2 % increase in the 
informality rate, which in May 2020 stood at 29 %. 

In absolute terms, this represents a population 
of 1.9 million informal workers, an annual reduc-
tion of 20 %. These results were due to the drop in 
the number of employed workers who are part of 

the EAP and have migrated to the inactive popula-
tion. In another scenario, the unemployment rate 
would not have been 13 % but 17 %. The transition 
from work to inactivity has been very different for 
men and women. The former devoted themselves 
to job search, while the latter took on household 
chores. These conclusions are like those drawn by 
Acevedo et al. (2021) on the weakness of the Ecua-
dorian labor market and the transition of speci-
fic populations within the economically active 
population. 

Regarding wages, the empirical results coincide 
with the predictions of the Mincerian model and 
the structuralist scenarios of informality. The em-
pirical data are consistent with the model, which 
predicts a decrease in wages as the labor market 
adjusts to changes in labor supply and demand. 
Similarly, Ruesga et al.’s (2020) results on the de-
terminants of informality are consistent with the 
variables that contribute to explaining wage varia-
bility in the model. 

Continuing with the results, the hourly wage 
of the informal population fell on average by 29 %. 
Supply and demand shocks by the pandemic trig-
gered this movement, while workers’ endowments 
mitigated its consequences. As defined in Gamero 
and Pérez (2020), these shocks pose a challenge for 
governments, given that it cannot be anticipated 
whether they are transitory in structure or will re-
main, thus causing changes in the wage structure 
of Ecuador’s employees. In the United States, the 
COVID-19 effects have been noted in a massive re-
signation of workers while finding bottlenecks in 
the labor supply in some sectors (Coombs, 2020). 

While addressing health challenges, policy-
makers will need to carefully consider the effica-
cy and socioeconomic effects of containment and 
mitigation programs. Mass detection and control 
should also be used to restrict the spread of the vi-
rus. Ecuador has responded by restricting mobili-
ty. Public policy should respond by making direct 
and significant payments to the most vulnerable to 
reduce the impact on consumption.

However, in many developing countries, 
fiscal space and multipliers are limited and 
monetary transmission is inadequate. Macroeco-
nomic policy in developing countries should avoid 
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procyclicality, maintain public services, and help 
those in need. The global nature of COVID-19 re-
quires international coordination regarding eco-
nomic policy, health care, science, containment, 
and mitigation. Government action and public 
service delivery must be well designed.
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Annex
In terms of overall fit, the Mincerian model esti-
mated by ordinary least squares with selection bias 
correction is acceptable considering that the value 
of the F statistic rejects at 5 % the null hypothe-
sis that the model as a whole is not significant. In 
turn, all the introduced variables presented statis-
tical significance levels of 5 %, and according to 
the adjusted R2, the model explains 13 % of the 
variance of the dependent variable. This model 
was configured as a log-lin; in this sense, the coe-
fficients show how the natural logarithm of hourly 
labor income varies, given a change of one unit in 
the independent variables. In the case of the ca-
tegorical variables, the coefficient measures how 
labor income varies as a percentage, with one cha-
racteristic taking another as a base.
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27Informal Economy and Income Distribution in Ecuador During the COVID-19 Pandemic

Revista Facultad de Ciencias Económicas  ■  Vol. 30(1) 

Annex 1. Results of the Oaxaca Blinder decomposition model.

Variable Characteristics Coef. Std. Err. P>|t| Base

Gender Woman -0.0608122 0.0176986 -3.44 0.00 Man

Age Continued -0.0020996 0.0005494 -3.82 0.00 Continuous

Area Rural -0.0717067 0.0211198 -3.4 0.00 Urban

Occupation Clerks -0.1137766 0.0859131 1.32 0.19 Company 
directors

Occupation Private employee 0.3002948 0.0279803 10.73 0.00 Government 
employee

Laborer or day 
laborer 0.2497868 0.0551613 4.53 0.00

Employer 0.4531752 0.0535158 8.47 0.00

Marital Status Widower -0.1201148 0.0321913 -3.73 0.00 Married

Single -0.0685517 0.020322 -3.37 0.00

Education None -0.3734552 0.0927251 -4.03 0.00 Primary

Domain Basin 0.0863953 0.0471155 1.83 0.07

Rest of the 
country -0.1146587 0.024762 -4.63 0.00

Where Others’ housing 0.3440897 0.0370783 9.28 0.00 Local

Own home -0.0090734 0.0288066 -0.31 0.75

Own farm -0.0032705 0.0449544 -0.07 0.94

Farm on other 
people’s land 0.2786902 0.0607089 4.59 0.00

Activity Mining -0.2968306 0.0501894 -5.91 0.00 Agriculture

Industry -0.1754891 0.0479206 -3.66 0.00

Commerce -0.1802328 0.0700286 -2.57 0.01

Transportation -0.09924 0.0596301 -1.66 0.10
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Variable Characteristics Coef. Std. Err. P>|t| Base

Real estate -0.0979881 0.0622057 -1.58 0.12

Financial services -0.1518122 0.0346344 -4.38 0.00

Education -0.0051986 0.0437157 -0.12 0.91

Personal services 0.3404198 0.0820943 4.15 0.00

Other activities -0.1816448 0.0649585 -2.8 0.01

Year 2020 -0.2903648 0.0185289 -15.67 0.00 2019

Gender Constant 1.97186 0.0598974 32.92 0.00 Base

Number of obs 9,970

F(26, 9943) 63.39

Prob > F 0.00

R-squared 0.1422

Adj R-squared 0.1399

Root MSE 0.76383

Source: Authors’ calculations based on INEC data.


