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Preferences on Redistribution in
Fragmented Labor Markets in  
Latin America and the Caribbean
Sarah Berens

Abstract: This study investigates the extent to which labor market duali-
zation polarizes preferences on redistribution between formal and in-
formal sector workers in Latin America and the Caribbean. Differences 
in welfare state costs and benefits for these labor market groups are 
likely to fuel diverging incentives regarding welfare consumption. The 
article tests whether or not informal workers are driven mainly by eco-
nomic self-interest to increase gains from public welfare goods. The 
study employed a hierarchical model on pooled survey data from the 
Latin American Public Opinion Project (LAPOP) 2008 and 2010 to 
analyze the risk exposure of formal and informal workers and, subse-
quently, their preferences on redistribution. The analysis reveals that 
while economic self-interest is an influential factor for formal workers, it 
is (unexpectedly) much less so for informal workers. Also, an increased 
economically insecure environment, reflected by high unemployment 
rates, does not motivate informal workers to an exceptional degree to 
turn towards the state for redistribution, despite greater exposure to 
economic risk. Labor market dualization does not translate into polariza-
tion at the individual level regarding redistributive preferences in Latin 
America and the Caribbean.  
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1  Introduction 
In terms of social policy, the Latin American public is not a homogene-
ous entity with monolithic preferences. Serious income inequalities have 
created unhappy cleavages that run vertically through society, and there 
is also a central horizontal structural divide among the working popula-
tion: that between formal and informal employment. Latin American and 
Caribbean (LAC) countries foster a stratified labor market: insiders (for-
mals) contribute to the welfare state via payroll taxation, while outsiders 
(informals) may be able to free-ride on certain public welfare goods, but 
remain excluded from employment-related social services and do not pay 
income tax. Both formals and informals often share short-term horizons 
regarding their employment situation in LAC, but their costs and bene-
fits differ (e.g. Loayza and Rigolini 2011). Drawing upon insider-outsider 
theory (Lindbeck and Snower 1986), which considers how labor market 
institutions can create or reinforce dualization of the labor market in 
advanced industrial states (Saint-Paul 1996; Rueda 2006; Häusermann 
and Schwander 2012; Rueda, Wibbels, and Altamirano 2015), it is im-
portant to scrutinize whether dualization – and, consequently, polariza-
tion between significant labor market groups in terms of the scope of 
social policies that they prefer – is also taking place in low- and middle-
income democracies.  

As Häusermann and Schwander (2012: 28) emphasized, “welfare 
states may compensate for labor market segmentation, but – conversely 
– they may also perpetuate labor market inequalities or even reinforce 
occupational divides.” This situation can potentially lead to social cleav-
ages, polarization between the labor market participants, and political 
mobilization. While insiders can rely on social protection, outsiders lack 
the support required to cope with adverse life effects and the loss of 
income in old age. As Rueda (2006: 367) argued, labor market insiders 
and outsiders in advanced industrial states have different social policy 
preferences due to distinguishable costs and benefits. Burgoon and Dek-
ker (2010) supported this intuition, illustrating that flexible employment 
induces higher demand for social policies that increase unemployment 
benefits in contrast to secure employment. Therefore, the question is 
whether informal sector workers in developing countries have different 
preferences for redistribution than their formal counterparts. Do in-
formals as potential outsiders have a different take on the welfare state? 
Can we transfer insights from the insider/outsider debate of advanced 
industrialized nations to the context of less developed democracies? 
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As I show in this paper,1 the level of preferred redistribution does 
not – surprisingly – vary decisively between formal and informal wage 
earners. The attitudes of these workers toward redistribution are similarly 
high, despite their differences regarding cost and benefits, economic risk, 
dependency on family networks, and exposure to public institutions. 
This study further explores why this is the case. If we can detect differ-
ences in motivation toward the welfare state, we will also learn more 
about the design of social policies, voting behavior, and political compe-
tition in LAC. The present study is one of the first to systematically ex-
amine redistributive preferences of informal and formal sector workers 
as two distinguishable groups for a cross-section of Latin American and 
Caribbean countries (see also Castañeda-Angarita and Doyle 2015; Be-
rens 2015). Accordingly, I will start with a comparison of differences and 
similarities in terms of the socio-economic aspects and study the individ-
ual economic insecurity of these labor market participants, before analyz-
ing the redistributive preferences of the two groups.  

A classical point of departure in political economy research on re-
distributive preferences is economic self-interest, referring to the Melt-
zer-Richard (MR) model (1981). From a rational choice perspective, one 
would expect that economic self-interest plays a more fundamental role 
for informal wage earners because they have the opportunity to free-ride 
on certain public welfare goods that are non-contributory in nature. 
However, as Dion and Birchfield (2010) have demonstrated, economic 
self-interest matters less in low- and middle-income countries than in 
advanced industrial states. A second branch of research emphasizes the 
relevance of income insecurity and risk for social policy preferences 
(Moene and Wallerstein 2001; Rehm 2009; regarding Latin America: 
Carnes and Mares forthcoming). If informals face higher vulnerability, as 
suggested by case study evidence and statistics (Perry et al. 2007) and as 
tested in the regression framework below, an increasingly insecure envi-
ronment illustrated by higher unemployment rates should further stimu-
late their preferences for redistribution more strongly than the formals’, 
when the concept of insiderness is applicable to the latter.  

To test the theoretical framework, I analyze preferences for redis-
tribution based on pooled survey data from the Latin American Public 

1  Acknowledgments: I am grateful to the Latin American Public Opinion Pro-
ject (LAPOP) and its major supporters (the United States Agency for Interna-
tional Development, the United Nations Development Program, the Inter-
American Development Bank, and Vanderbilt University) for making the data 
available, and I thank the anonymous reviewers for helpful suggestions and 
comments. 
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Opinion Project (LAPOP) 2008 and 2010 with hierarchical modeling 
techniques. I demonstrate first that informal workers are significantly 
more likely to be at economic risk than their formal counterparts. How-
ever, formals and informals are not decisively polarized in their social 
policy preferences, which speaks against an insider/outsider divide re-
garding redistribution. In addition, informals do not have exaggerated 
expectations on redistribution. The analysis reveals that, in contrast to 
theoretical expectations from rational choice, informal sector workers are 
not driven by short-term economic self-interest. Also, an increased eco-
nomically insecure environment, reflected by higher unemployment 
rates, does not exceptionally motivate informals to turn towards the state 
for redistribution. Contrary to theoretical expectations, the insecure labor 
market position of informals is not translated into preferences for redis-
tribution.  

The remainder of the paper is structured as follows. Section 2 in-
troduces the institutional setup in LAC by drawing attention to the con-
cept of informality and elaborating on the welfare system. Section 3 
presents the theoretical argument regarding the preference structure of 
formal and informal wage earners. Section 4 explains the empirical strat-
egy, data structure, and the model followed by descriptive statistics of 
key characteristics of the two labor market groups. Finally, results and 
robustness tests are presented, followed by a discussion of the finding’s 
implications and the conclusion.

2 Institutional Setup: The Labor Market in 
Latin America and the Caribbean 

According to Portes and Hoffman (2003), the informal sector presents 
one of the largest groups in the Latin American class structure. It is also 
a politically active group (see Thornton 2000) despite the possible lack of 
collective action capacity (Tanaka 2010). The academic debate has pro-
duced several definitions of the informal economy; these range from 
Hart (1973), who defined informality by the labor market status of self-
employment, to more fine-grained definitions that include the regulatory 
framework (see Gerxhani 2004: 269). The International Labour Organi-
zation (ILO) classifies informal wage earners as those who are “not rec-
ognized or protected under the legal and regulatory framework” and who 
face “a high degree of vulnerability” with regard to job security, repre-
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sentation, or property rights (ILO 2002: 3).2 Considering this definition, 
we can apply the insider/outsider framework to the group of informal 
and formal sector workers, as recently emphasized by Rueda, Wibbels, 
and Altamirano (2015). 

Informal workers present a very heterogeneous group of individuals 
(see Portes and Hoffman 2003; Perry et al. 2007). Even though many of 
them belong to the low-income group, some informal workers also have 
above-average income. However, their extra-legal status in the economy 
means they face higher risks and vulnerability since they cannot legally 
enforce contracts. Employment-related protection such as unemploy-
ment insurance or severance pay is practically non-existent for informals, 
and the former is also negligible for formal workers in LAC.3 There are 
no long-term perspectives regarding the employment situation; conse-
quently, informals are much more exposed to risk than formals. Never-
theless, despite lower levels of social protection for informal workers, 
Perry et al. (2007: 181) noted that informal workers also pursue “private 
risk management strategies” such as relying on family networks to ‘in-
sure’ themselves against hardship, and withdrawing children from school 
to use their additional workforce to support the household income, even 
though such strategies can lead to long-term economic setbacks. In con-
trast, formal workers benefit from employment related social security 
and health care and restrictive labor market regulations such as severance 
pay (see Murillo, Ronconi, and Schrank 2011; Christensen and Wibbels 
2014; Rueda, Wibbels, and Altamirano 2015). The analysis below seeks 
to explain, first, whether informals perceive their status as risk-prone 
compared to formals and, second, whether they turn towards the state in 
times of need or whether they rather withdraw from the state turning 
towards private, informal insurance options. 

2  Cross-country data does not enable us to apply this very demanding definition 
of informal labor. I concentrate the analysis on individuals who indicate self-
employment on the one hand, returning to Hart’s (1973) definition and more 
recent work of Loayza and Rigolini (2011), and, on the other hand, on self-
employed individuals who also lack health insurance from an employer (for a 
further discussion, see Section 4). 

3  According to Murillo, Ronconi, and Schrank (2011: 796) unemployment insur-
ance in Latin America is only available in Argentina, Brazil, Chile, Colombia, 
Ecuador, Uruguay, and Venezuela. Access is usually limited to formal workers 
and replacement rates are very low. 
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2.1 The Welfare System in Latin America and the 
Caribbean

A brief overview on the welfare systems in Latin America and the Carib-
bean is needed in order to embed the theoretical framework into con-
text. Taking into account the debate on policy feedback, the level of 
welfare provision is influential for preference formation and vice versa 
(e.g., Brooks and Manza 2007). Social policy preferences are affected by 
the status quo of the welfare system and also the type of social services 
(see Holland 2014 for Latin America). Welfare systems in LAC are re-
gressive in nature and redistribute with an upward bias (cf. Lindert, 
Skoufias, and Shapiro 2006; Goñi, López, and Servén 2011). Welfare 
policy in Latin America started with the development of social security 
contributions (Haggard and Kaufman 2008), particularly with regard to 
pension systems, so social security contributions still comprise a large 
share of welfare effort. Figure 1 gives an overview of per capita expendi-
tures on health care and social security by country (CEPAL 2012) – the 
main social policy fields of social protection – and how they relate to 
preferences for redistribution at the aggregated level.  

The relationship is not clear-cut, which suggests the need to further 
differentiate the character of welfare state expenditures regarding access 
to benefits. The welfare system in LAC is frequently labeled as “truncat-
ed” (or “hyphenated”, which also means that formal employment has 
become less protected in recent times; see Barrientos (2009)). This is 
because benefits and social protection schemes are often based on for-
mal employment, which manifests in a gap between formal and informal 
workers. Social security follows a Bismarckian style in most Latin Ameri-
can countries; benefits are linked to employment-related contributions 
(see Huber and Stephens 2012; OECD, IDB, and The World Bank 
2014). However, in order to respond to the problem of coverage, most 
LAC states have introduced social assistance programs in recent decades, 
such as conditional cash transfers (CCTs), which provide non-con-
tributory social services for the poor, supporting them with health care 
and education (Lindert, Skoufias, and Shapiro 2006) and non-contribute-
ory pensions (Carnes and Mares 2014). CCTs are more progressive in 
nature than social security programs and they also reach the informal 
labor force, but the level of these benefits is still too low to reduce in-
come differences (Goñi, López, and Servén 2011).
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Figure 1. Social Expenditures by Country and Average Preferences for 
Redistribution (for 2010) 

Source:  CEPAL (2012) for 2010; LAPOP 2010; own calculations. 

Note: At approximately 5.9 on the vertical axis and 50 at the horizontal axis, the 
countries Nicaragua, Ecuador and Colombia have a similar combination of 
scores for per capita social security and health care expendituers. At approxi-
mately 5.7 on the vertical and 100 at the horizontal axis, the countries Jamaica 
and El Salvador have a similar combination of scores for health care expendi-
tures and El Salvador for social security expenditures. For approximately 5.3 
on the vertical and 50 at the horizontal axis, the countries Honduras and Boliv-
ia have a similar combination of scores for both per capital social security and 
health care expenditures. 

As Holland (2014) and Berens (2015) have illustrated, social policy pref-
erences are affected by the inclusiveness or exclusiveness of the welfare 
state and also the size of the informal sector, which means that the char-
acter of welfare policies must also be considered.

3 Theoretical Considerations 
State-led welfare provision and redistribution aims to treat social risks. 
Individual preferences on the scope and size of welfare provision depend 
on the individual’s status in the economy (Rehm 2009). Redistribution is 
a focal tool that states use to reduce income inequality (Meltzer and 
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Richard 1981), which is why it is appealing for low- and middle-income 
groups (as long as the median income is below the mean, regarding the 
middle-income group). However, redistribution also creates insurance by 
providing employment-related social services such as unemployment 
compensation, pensions, employee leave benefits, or occupational disa-
bility insurance. Hence, the need for insurance can be as equally im-
portant as pure monetary cost-benefit calculations, especially for higher-
income earners, which can make this group supportive of redistribution, 
according to Moene and Wallerstein (2001).  

From a rational choice perspective, demand for redistribution 
should be higher among informal sector workers as it comes at a much 
lower cost because of income tax evasion.4 These workers can also po-
tentially benefit by ‘free-riding’ on public welfare goods or specific non-
employment-related programs such as CCTs. Moreover, assuming that 
informals are at greater risk because of their lack of legal contracts and 
means to enforce rights (for example, the ability to demand employ-
ment-related protection such as severance pay when laid off), one can 
easily expect that informal sector workers have a greater demand for 
redistribution and welfare benefits (for example, health care, schooling, 
etc.) than formal sector workers. Put simply, informal wage earners’ 
redistributive preferences should outperform formal workers’ social 
policy preferences in terms of level when considering both the cost-
benefit ratio and the actual need for benefits and insurance, conceiving 
the groups as insiders and outsiders. 

H1: Preferences for redistribution are higher among informal 
workers. 

Next to this general difference in levels, we can disaggregate redistribu-
tive preferences of the two groups according to the individuals’ socio-
economic status. Building on seminal political economy theories on 
redistribution and social policy preferences from the OECD context, it 
can be assumed that individual preferences for redistribution are driven 
by several individual-level factors, including income (see Meltzer and 
Richard 1981; Finseraas 2009), education (Iversen and Soskice 2001; 
Cusack, Iversen, and Rehm 2006), age, political ideology (Huber et al. 
2006), uncertainty (Mares 2005), ethnicity (Alesina and La Ferrara 2005), 
and religion (Scheve and Stasavage 2006). Some of these factors are con-
siderably more relevant for formals than for informals. Following the 

4  Not only income tax is evaded; consumption tax such as value-added taxation 
(VAT) is also much easier to circumvent in the informal sector. 
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classical insights from political economy theory, economic self-interest 
should be the main driver for social policy preferences. Economic self-
interest aims at the individual’s “economic utility” (Dion and Birchfield 
2010: 317) that follows from public policies, which influence the amount 
of post-tax income. Hence, income at the household or individual level is 
the common proxy for economic self-interest (e.g., Corneo and Grüner 
2002; Finseraas 2009, but less explicitly), next to the level of education, 
as in Dion and Birchfield (2010). Higher education is linked with higher 
earnings and usually reduces preferences for redistribution, just as higher 
income. Individuals are considered to be rational actors in this school of 
thought (e.g., Corneo and Grüner 2002).  

Drawing on the classical median voter theorem of Meltzer and 
Richard (1981) (hereafter, MR model), the low-income formal wage earn-
ers should favor a larger welfare state as they are its direct beneficiaries.5 
Preferences for redistribution should decrease with increasing income so 
that high-income earners oppose redistribution. They should also oppose 
it from an insurance perspective, as they have private means for insur-
ance, which are usually less costly in LAC than the public solution. Be-
cause of the high rate of income inequality in LAC, one can assume that 
the middle-income group is closer to the low-income group, suggesting 
that the former would also favor increased welfare provision and greater 
redistribution, not only to reduce income differences, but also to provide 
insurance against hardship. In contrast, this reasoning also suggests that 
informal sector workers should favor increased welfare provision and 
redistribution across all income groups as it comes at much lower cost. 
High-income informals do not have to fear redistribution because they 
avoid taxation. It is therefore possible that informal workers pursue a 
utility maximizing rationale in order to receive maximum gains from 
redistribution. This is unlikely to be the case for formal workers given 
that an exaggerated demand, which means support for levels of redistri-
bution that lead to distortion and economic stagnation due to massive 
taxation, harms the system in the long run. As formal workers invest in 
the system with tax contributions, they are more likely to follow not only 
a utility-maximizing rationale, but also a welfare-maximizing rationale, 
which supports redistribution only up to a ‘reasonable’ degree. Subse-

5  Shortcomings in the MR model have been abundantly discussed in political 
economy research, relating to the macro mechanism of income inequality and 
welfare spending (cf. Kenworthy and McCall 2008). However, the relevance of 
income, among other factors, for redistributive preferences has so far been 
supported in the literature (see Corneo and Grüner 2002; Finseraas 2009). 
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quently, disaggregating social policy preferences by income group and 
following the MR rationale, I propose the following hypothesis: 

H2: Being part of low- and middle-income groups fosters a 
positive attitude toward redistribution of both formal and in-
formal workers. The income effect should be stronger for infor-
mal workers and across all income groups. 

Along with the important role of income for social policy preferences, a 
second branch of research advocates the explanatory power of risk ex-
posure for preference formation (Moene and Wallerstein 2001; Rehm 
2009; Cusack, Iversen, and Rehm 2006; Carnes and Mares forthcoming). 
Informal employment lacks legal means to enforce contracts and liabili-
ties, which means that transaction costs are considerably higher for in-
formal workers than for their formal counterparts (see Feige 1990). Bur-
goon and Dekker (2010) demonstrate that, in advanced industrial de-
mocracies, flexible employment increases job and income insecurity at 
the individual level (see also Cusack, Iversen, and Rehm 2006). Welfare 
preferences are not only based on immediate costs and gains reflecting a 
short-term perspective; considerations about future risks (such as em-
ployment loss) can also play a role. While individuals who work in the 
formal sector can rely on working contracts and labor market regulations 
such as severance pay, and eventually a pension, informals cannot fall 
back on any of these options. If individual risk is the main driver of the 
social policy preferences of informal wage earners, demand for redistri-
bution should remain high despite increasing levels of income or educa-
tion due to their vulnerable situation in the labor market. If informal 
workers also perceive their economic situation as more risk-prone, we 
can expect them to have a higher demand for redistribution. The more 
risky the environment, the higher is the need for insurance via redistribu-
tion.  

A simple indicator for risk exposure is the unemployment rate, as it 
increases pressure on the labor market when labor becomes more abun-
dant. Such a development can put informals at increased risk compared 
to formals because informal workers lack any forms of formal labor 
protection, such as employment contracts, and can therefore be laid off 
easily. Increasing problem pressure should induce higher demand for 
redistribution of both groups, but most strongly for informals who are 
more exposed to risk (see Christensen and Wibbels 2014 on labor regula-
tion and inequality in labor-abundant countries). As Barber, Beramendi, 
and Wibbels (2013) have shown, however, it is difficult for individuals to 
disentangle the redistributive and insurance effects of social policies, due 
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to the complexity of the issue; consequently, it is unclear at what point 
redistributive concerns rule out insurance motives or vice versa. Both 
rationales might apply and the theoretical framework elaborated here 
does not claim to adjudicate between the two motives. Along with the 
impact of income, risk exposure should also motivate the informals’ 
redistributive preferences. 

H3: A more economically insecure environment increases pref-
erences for redistribution. The effect should be stronger for in-
formal workers.  

The proposed influence of economic risk and self-interest depends on 
the type of welfare policy in place. A generous universal welfare state 
that supports individuals in need, independent of prior contributions, 
would mitigate the need for informals, while a very exclusionary system 
based on employment-related contributions6 should stimulate the welfare 
needs of labor market outsiders, as represented by informal workers.  

Before moving to the empirical part, two caveats need to be ad-
dressed. The proposed theoretical model is a simplified and static ver-
sion. The transitions between formal and informal sector and dual-
employment in both informal and formal sectors are not specified be-
cause of a lack of information in the survey used to study the proposed 
argument – even though this may be relevant for the empirical investiga-
tion and theoretical considerations. Formal and informal employment is 
permeable in Latin America and the Caribbean (see Schneider and 
Karcher 2010). Workers in LAC are able to switch between formal and 
informal employment over their life cycle. When formal workers assume 
that an imminent switch to informal working is highly likely, homoge-
nized preferences can be expected. However, a recent World Bank study 
by de la Torre, Messina, and Pienknagura (2012) noted that the labor 
markets in Latin America have become much less volatile in recent years 
and that individuals have longer job durations. As the data does not 
allow us to identify ‘swing’ workers, the labor market status of the re-
spondents at one particular point in time is measured, which needs to be 
kept in mind for theoretical and empirical implications.  

A further aspect that needs consideration is the path that leads to 
informal employment. It is likely that the reasons for informalization also 
influence social policy preferences (see Saavedra and Tommasi 2007). 
Tax evasion and discontent with public services might provide motiva-

6  Employment-based social security is still the most frequent system in Latin 
America, despite a recent trend towards non-contributory systems (see Carnes 
and Mares 2014; Carnes and Mares forthcoming; Huber and Stephens 2012). 
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tion for ‘going underground’ (see Torgler 2005) but this is probably only 
the case for informals who have the means to make such a free choice 
about the sector of employment. I assume these reasons have lower 
priority than motives such as survival when considering the entire group 
of informals. 

4 Empirical Setup 
I start the analysis by using a hierarchical varying intercept varying slope 
model with pooled survey data from the Latin American Public Opinion 
Project (LAPOP),7 which was conducted in 24 Latin American and Car-
ibbean countries in 2008 and 2010. I have used a hierarchical model 
because individuals are nested in countries, which means that observa-
tions lack independence. The hierarchical model is also effective at man-
aging different groups sizes, which is the case in the sample used here. 
Furthermore, a part of the research agenda is based on the understand-
ing of contextual effects on social policy preferences. I have used the 
survey from 2008 and 2010 because these two waves contain the items 
used to operationalize the dependent and independent variables.8 As a 
robustness test, I have added a fixed effects model with clustered stand-
ard errors to address a possible omitted variable bias at the macro level. 
Regarding case selection, only those years that are classified as 5 or high-
er at Marshall’s Polity IV scale (Marshall, Jaggers, and Gurr 2010) for a 
country are included, so that only democracies are part of the sample.9 

7  LAPOP conducted the survey in the following 24 countries: Mexico, Guatema-
la, El Salvador, Honduras, Nicaragua, Costa Rica, Panama, Colombia, Ecuador, 
Bolivia, Peru, Paraguay, Chile, Uruguay, Brazil, Venezuela, Argentina, Domini-
can Republic, Haiti, Jamaica, Guyana, Trinidad and Tobago, Belize, and Suri-
name. Due to the absence of data at both macro and micro levels, Guyana, 
Trinidad and Tobago (no party ideology and social assistance coverage infor-
mation), Haiti, and Suriname (no social assistance coverage information) were 
removed from the sample in the analysis of redistributive preferences so that N 
Level 2 is reduced (Table 3).  

8  The DV (ROS4) was added in 2008. The independent variable income (Q10) 
was readjusted regarding the income brackets in the 2012 LAPOP. 

9  I relax the recommendation of Marshall, Jaggers, and Gurr (2010) to use a 
threshold value of +6 due to data constraints. The survey year 2010 for Vene-
zuela and Haiti is excluded since the country was ranked -3 and 0 on the Poli-
ty2 scale; that is, those countries were not democratic. Ecuador, Suriname, 
Venezuela in 2008, and Haiti 2008 are on the verge of still being considered 
democratic, with a Polity value of 5. I have included the country years ranked 
with 5 in the analysis, as observations at level 2 are needed. 
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Only democracies are considered because the logic of redistributive 
preferences does not apply in the same way to authoritarian states.  

I started by testing whether informal workers are at greater econom-
ic risk than formal wage earners, which is a prerequisite for the theoreti-
cal framework to work, using economic insecurity and experience with 
employment loss as dependent variables (DV). Next, turning towards the 
analysis of redistributive preferences, I examined whether labor market 
status significantly influences redistributive preferences using the entire 
sample of formal and informal workers with a varying intercept varying 
slope regression model. Finally, I contrasted the social policy preferences 
of the two groups, studying the factors that drive their preference for-
mation with separate regression analyses. 

4.1  Dependent Variables 
Economic insecurity is measured using the question of whether or not 
individuals have sufficient salary to make savings, and the degree to 
which this affects the respondent negatively, on a range from 1 to 4 
(LAPOP Q10D). I recode the variable to a dummy with 1 (values 3–4) 
reflecting a perception of the economic situation as troubling and 0 (val-
ues 1–2) reflecting that the salary is sufficient to make savings. Addition-
ally, I test economic insecurity with the experience of employment loss 
(see Carnes and Mares forthcoming), which should be higher among 
informal workers (1 reflects employment loss in the last two years, 0 no 
employment loss).10 I use the LAPOP item ROS4 to measure preferences 
for redistribution: “The […] government should implement firm policies 
to reduce income inequality between the rich and the poor”. The scale 
ranges from 1 to 7, with higher values signaling higher levels of support. 
The item is frequently used in the welfare state literature that studies 
redistributive preferences (Alesina and La Ferrara 2005; Finseraas 2009; 
Rehm 2009, for the OCED context; Holland 2014 using LAPOP; Dion 
and Birchfield 2010 using a large set of surveys). The item illustrates 
redistributive preferences, as income redistribution by the state is the 
primary means of addressing income inequality. Redistribution creates 
winners and losers as it adjusts the pre-tax income structure by means of 
taxes and transfers so that the post-tax income distribution becomes 
smoother. The concept captures a central dimension of social policy 
regarding equity in the distribution of income.  

10  The item has been added to LAPOP in 2010. 
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4.2  Explanatory Variables 
The clandestine nature of informality means that measuring informal 
employment is a delicate matter. Schneider and Enste (2000) reviewed 
different measures of the informal economy, emphasizing the difficulty 
of the endeavor and showing that it is not possible to declare one meth-
od superior to the others. To identify informal wage earners in the sur-
vey, I rely on the item OCUP1A, which asks respondents which type of 
occupation they pursue. I follow the identification strategy of the World 
Bank researchers Loayza and Rigolini (2011), who have contributed 
seminal insights to the study of the informal economy (see also Loayza 
1996), using the survey category ‘self-employed’ to indicate informal 
employment. I also added an additional restriction based on the posses-
sion of employment-related health insurance. Arguably, self-employment 
is an incomplete measure as Loayza and Rigolini (2011: 1508) have dis-
cussed at length. Informals who are salaried employees are not consid-
ered. However, the authors also noted that “in most countries there is a 
strong association between self-employment and informal activity, as 
most self-employed workers tend to be low-skilled and unregistered 
workers” (Loayza and Rigolini 2011: 1508). Furthermore, the authors ran 
several robustness tests to scrutinize the reliability of this measure, com-
ing to a positive conclusion. The other categories of the item OCUP1A 
from which the respondent can choose are public employee, private 
employee, “owner or partner in a business,” or “unpaid worker” 
(LAPOP, OCUP1A). Hence, we can assume that professionals choose the 
category “owner or partner in a business” when they run their own 
company in the formal economy rather than choosing the category “self-
employed”. In order to increase the reliability of the measure, I have only 
classified as informal those respondents who are not only self-employed 
but also lack health insurance.11 Only formal workers have occupation-
based insurance (see Perry et al. 2007). Working individuals who indicate 
that they have health insurance were coded as formal workers. I excluded 
all respondents from the sample who are non-employed (such as house-
wives, students, retirees) in order to fully concentrate the analysis on 
formal and informal wage earners.  

Economic self-interest is proxied by household income. The survey 
item Q10 measures income deciles by indicating fixed income ranges to 

11  The health care insurance question differs in the 2010 survey (SAL2). The re-
spondents indicated whether they have a health insurance plan through social 
security, through the government, or a private plan or both (coded as 1 for hav-
ing health insurance).  
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the respondent. I created income dummies for the low-, middle-, and 
high-income groups (reference category: high income). The low-income 
group is coded to range from no income to the fourth decile, while the 
middle-income group ranges from the fifth decile to the seventh, and the 
eighth to tenth deciles represent the high-income group. Categories are 
not equal in size, as the low-income category contains more income 
deciles. I adopted this conservative approach in order to capture only the 
very rich in the highest category, and to include only the sound middle-
income workers in the middle-income category, given the skewed in-
come distribution in Latin America. 

I have used the unemployment rate to capture insecurity and prob-
lem pressure at the context level (World Bank 2015). Becoming unem-
ployed means an immediate income loss and thus presents a serious 
threat to most people (see Rehm 2009: 863). As discussed above, in-
creasing unemployment leads to an abundance of labor. In particular, 
when unemployment rates among the low skilled individuals rise, labor 
costs decline because wages can be lowered. Hence, the employment 
situation of informals can become particularly precarious as the level of 
unemployment rises. 

4.3 Control Variables 
At the micro level, I controlled for a set of socio-demographic variables 
that have become common in studies on social policy preferences. These 
include gender (female), age, number of children, education (years of 
schooling), urban, political ideology (left, center; right-wing serves as 
reference category),12 and religiosity (on the latter, see Scheve and Stasa-
vage 2006). I controlled for level of information as more informed indi-
viduals might develop a more sophisticated account of which social 
policies are in their interest. I created a dummy variable, with 1 indicating 
that someone is well informed because of higher media attention. I also 
included control variables at the macro level. However, as there are only 
24 observations at the country level, the number of degrees of freedom 
is considerably small, which means that the number of parameters at the 

12  Values from 1 to 3 are coded as left, 4 to 7 illustrates a center preference, and 
values from 8 to 10 represent a right-wing party preference. The approach is 
conservative, creating a larger category for the center so that left and right cap-
ture slightly more extreme positions. 
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macro level is limited.13 Therefore, a fixed effects model with clustered 
standard errors is used as robustness test to rule out the chance that 
findings at the micro level could be biased by unobserved heterogeneity 
at the country level.  

Additionally, the scope of the welfare state has to be factored in 
when studying social policy preferences, as discussed above. Therefore, I 
included information on public pension expenditures as a share of GDP 
from the recent OECD, IDB, and The World Bank (2014: Pensions at a 
Glance) report. I also used information on social assistance coverage for 
the total population from the ASPIRE dataset of the World Bank 
(ASPIRE 2015; as used in Holland 2014).14 The measure contains infor-
mation about coverage by social assistance programs in contrast to social 
insurance, but it lacks observations for many Caribbean states.15 I added 
a control for labor market rigidity using the “labor freedom” index from 
the Heritage Foundation (Heritage Foundation 2010). The index is based 
on information on minimum wage, severance pay, firing policies, rigidity 
of hours, hindrance to hiring additional workers, and the notice period 
(Heritage Foundation 2010). Higher values reflect a more flexible labor 
market (scale 0–100). Additional robustness tests were conducted on 
further macro controls, such as the level of income inequality (Gini in-
dex), trade openness to account for liberalization and economic pressure, 
and severance pay (data from the World Bank Doing Business report 
2013); these are provided as supplementary material.16 Several observa-
tions are missing because some questions (such as political orientation) 
were not asked in some countries and some items had low response rates 
(see fn. 7). An overview of the variables used in the models can be found 
in Table A (Appendix).  

13  A variable for the survey year 2010 was added to test whether the time period 
of the survey affects the outcome variable. As the variable is not significant in 
all models, it was dropped to save degrees of freedoms at level two. 

14  The data has some limitations regarding comparability across countries so that 
we need to interpret the findings with care. 

15  Moreover, as a robustness test I also employed social security and health care 
spending per capita provided by CEPAL (2012); this is provided as supplemen-
tary material. 

16  Inequality, trade openness, and labor market regulations did not significantly 
affect the redistributive preferences of the two labor market groups. The esti-
mation table is displayed in the Appendix Table B. 
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4.4 Model Specification 
As Steenbergen and Jones (2002) emphasized, the nested structure of the 
data means that the hierarchical model is required in order to receive 
correct standard errors. The intercept is not constrained, so that it may 
vary according to country. Furthermore, I let the labor status informal 
worker vary by country as random slope. The theoretical framework pro-
poses, in H1, that redistributive preferences of formals and informals 
depend on their status in the respective economy involving differences in 
access to welfare benefits and exposure to risk, so that a varying inter-
cept varying slope model needs to be applied. I relax the assumption of a 
latent variable structure, resulting from the categorical structure of the 
dependent variable, by using a linear model and treating y as a continu-
ous variable to reduce complexity.17 In accordance with Gelman and Hill 
(2007), the varying intercept varying slope equation is specified as fol-
lows18 (for i=1,…N (individuals) and j=1,…J (countries)): 

yi =�j + �1Incomei + �2Xi + �jInformalji + �i 

�j =�0 + �1 Unemployment Ratej + �2Uj + �j 

�j =�0 + �1Informalj + �j 

�j ~ N(0,��) 

The vector X includes a set of individual level predictors, as discussed in 
section 4.3, and U represents macro level controls. I grand mean stand-
ardized variables that are not dichotomized in the model in order to 
enable reasonable comparisons between the models (cf. Gelman and Hill 
2007) and I made use of survey weights. The intra-class coefficient (ICC) 
� for the DV is �DV_redist.=0.09, which means that country-level differ-
ences explain 9 percent of the variance in the DV. Since most variation 
in individual-level attitudes is explained by individual-level factors, the 
relatively low value is not surprising. 

17  To test the robustness of the findings, I use an ordered probit model, which 
takes into account the categorical structure of the dependent variable (the dis-
tance between the categories are not necessarily equal (Long 1997)). Findings 
for the ordered probit model for the variables of interest do not strikingly devi-
ate from the findings presented above, so that the more intuitive model is cho-
sen for the presentation of results. Estimation results are available on request. 

18  As the DVs for economic insecurity are dichotomous variables, a logistic hier-
archical varying intercept varying slope regression will be applied in section 6.1 
before I proceed with the linear model in the main part of the analysis. 
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5 Descriptive Statistics: Socio-economic  
Differences and the Preference
Differential 

In order to unpack preferences for redistribution of formal and informal 
workers in LAC, I start with a brief overview on descriptive statistics on 
income, levels of education, and political orientation of the two labor 
market groups and the preference differential regarding redistribution. 
The income distribution of informal wage earners is much more skewed 
towards the lower ends than it is for their formal counterparts. While the 
income distribution in LAC is already highly unequal (de Ferranti et al. 
2004), a further divide is established within the labor market, distinguish-
ing formals and informals by the level of income. The average informal 
worker is situated in the fourth decile, while the average formal worker is 
located in the fifth (see Table 1). Besides the tendency toward lower 
earnings, some informal workers also have above-average income. As 
Perry et al. (2007) emphasized, informal sector workers are relatively 
disadvantaged in terms of their opportunities to gain education. Gov-
ernments in LACs have increased their efforts to invest in education, and 
therefore human capital development, by means of social assistance 
programs such as CCTs, which are non-contributory in nature. However, 
the distribution is more left-skewed for formal wage earners and right-
skewed for informals, as illustrated in Table 1. It must be noted, though, 
that these general statistics disguise variation in the income distribution 
of the groups across countries.

Table 1. Average Income and Years of Education by Labor Market Group 

 Mean Mean 
  Formal Informal 
Income 5.334 3.751 
 (2.391) (2.115) 
Years of education 11.342 8.021 
  (4.136) (4.214) 

Source:  LAPOP 2008, 2010; own calculation. 

Note:  Income (Q10) ranges from 0 to 10; years of education (ED) ranges from 0 to 18 
years. Response variances are shown in parentheses. 

Moving toward political orientation of the two labor market compo-
nents, the picture becomes more diverse. Respondents are asked to place 
themselves on the left–right scale with regard to their political orienta-
tion (1 meaning far-left, 10 referring to the far-right). Individuals in LAC 
use the classical left–right scale to express their political orientation (see 
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Wiesehomeier and Doyle 2012 on the left–right dimension in LA; Har-
bers, de Vries, and Steenbergen 2013 on self-placement on the left–right 
scale in LA), even though there is variation in the meaning that individu-
als apply to the left–right semantic (Zechmeister 2006). There is a gen-
eral tendency to cluster in the center of the ideological spectrum in Latin 
America, so that high values for the center are not surprising. Keeping in 
mind the OECD literature on insider–outsider politics (e.g., Rueda 
2006), one could expect that informals (the potential outsiders) tend 
further to the left as leftist parties might increase the level of welfare 
services. However, this also depends on the party strategies of leftish 
parties, which can also include incentives to promote the status of insid-
ers only (see Rueda 2006; Häusermann and Schwander 2012). Right-wing 
parties could be also very appealing to outsiders as they usually pursue 
deregulation of the labor market, which, in the following, facilitates ac-
cess to formal employment for informals. I display the distribution of 
political orientation in Figure 2. 

Figure 2. Average Self-placement on Party Ideology Scale (1 = left to 10 = 
right) of Informal and Formal Workers by Country  

Source:  LAPOP 2008, 2010; own calculation. 

Formals do not have a constantly stronger left-wing political orientation 
(which presumably fosters their insider status), nor do informals general-
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ly place themselves on one end of the spectrum. On average, informals 
hold a more right-wing position in El Salvador, Nicaragua, Colombia, 
Ecuador, Peru, Chile, Uruguay, Brazil, Haiti, Jamaica and Suriname. 

Finally, I illustrate descriptive statistics on redistributive preferences 
of the two groups to show the degree of polarization. Figure 3 shows 
averages for the survey item “preferences for redistribution”. Given 
differences in welfare state costs and benefits for both labor market 
groups, it is surprising that the preference differential between formals 
and informals is low, as can be seen in Figure 3. However, it varies by 
country. Informal sector workers (dashed bars) have marginally lower 
preferences for redistribution in countries such as Chile, Suriname, Co-
lombia, Brazil, Guatemala, and El Salvador, while their demand is higher 
compared to the formal worker groups’ (grey bars) in Uruguay, Paraguay, 
Haiti, Costa Rica, and Nicaragua.  

Figure 3. Average Preferences for Redistribution by Labor Market Group 
and Country 

Source:  LAPOP 2008, 2010; own calculation. 

No pattern can be discerned from the descriptive statistics with regard to 
welfare regimes in these countries. According to Huber and Stephens 
(2012), Argentina, Brazil, Chile, Costa Rica and Uruguay have the most 
developed welfare systems, but redistributive preferences are not lower 
in these countries and the demand from informals is not constantly 
higher. To sum up, informal workers, on average, are poorer and have 
lower levels of education than formal workers. Political ideology varies 
by country, but does not show a clear group pattern. According to these 
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results, one could expect that informal workers have a greater demand 
for redistribution because their status in the economy appears to be 
more risk-prone, but this is not the case according to descriptive evi-
dence shown in Figure 3. The next section tests whether these apparent 
findings also hold in a regression framework. 

6 Results 

6.1 Economic Insecurity: Who is at Risk? 
In the OECD literature, outsiders are defined by the level of vulnerabil-
ity and uncertainty that this labor market group encounters (Häusermann 
and Schwander 2012; Rueda, Wibbels, and Altamirano 2015). These two 
features ‘travel’ well to informal wage earners in low- and middle-income 
economies. If informal employment resembles this understanding of 
labor market outsiderness, then we should also find higher income inse-
curity of informal workers. Controlling for gender, age, education, labor 
freedom and social protection (expenditures on public pensions as share 
of GDP is used as proxy) in a hierarchical varying intercept varying slope 
logistic regression (the DVs are dummy variables), I found a significantly 
higher likelihood to perceive higher income insecurity and to have expe-
rienced employment loss for informal workers (see Table 2).  

I have illustrated the average marginal effect of labor market status 
as predicted probabilities of perceiving the personal income situation as 
insecure (Figure 4). There is a 53 percent probability that informal work-
ers will evaluate the personal income situation as precarious, while the 
likelihood is significantly lower for formal workers (approximately 43 
percent) at the 0.1 percent level of significance. Nevertheless, even 
though informals have a significantly higher probability of economic 
insecurity, the likelihood for formal sector workers is also not negligible, 
demonstrating the generally high labor market risks for both groups. As 
illustrated in the second plot in Figure 4, it is also more likely that infor-
mal workers will have an interrupted employment history. In this latter 
case, however, the differences are less striking. The confidence intervals 
overlap to some degree, which shows that the groups are less significant-
ly different from each other. Both groups have unstable employment 
histories. 
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Table 2. Logistical Hierarchical Varying Intercept Varying Slope Regres-
sion: Economic Insecurity and Employment Loss Experience 

 (M1) (M2) 
  Economic Insecurity Employment Loss 
Micro Predictors   
Informal Worker 0.434** 0.268* 
 (0.068) (0.107) 
Female 0.246** -0.193** 
 (0.029) (0.0553) 
Age 0.002 -0.0249** 
 (0.001) (0.00220) 
Education -0.518** -0.121** 
 (0.016) (0.0305) 
Urban -0.188** 0.383** 
 (0.031) (0.0624) 
Macro Predictors -  
Labor freedom 0.076 0.0474 
 (0.073) (0.107) 
Public Pension Exp. -0.114 0.0795 
as share of GDP (0.074) (0.105) 
Constant -0.239** -1.381** 
 (0.089) (0.144) 
Random Effects Parameters  
Var(Informal) 0.083 0.157 
 (0.032) (0.072) 
Var(Constant) 0.121 0.220 
  (0.040) (0.077) 
N Level 1 25100 14342 
N Level 2 24 22 
Wald Chi2 1452.66 174.15 
Log-Likelihood -15952.03 -5161.93 
BIC 32005.4 10419.57 

Source:  LAPOP 2008, 2010; Heritage Foundation (2010); OECD, IDB, and The World 
Bank (2014). 

Note:  The DV for Model 2 is only available for 2010. + p<0.10, * p<0.05, ** p<0.01, 
*** p<0.001. 
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Figure 4. Predicted Probabilities for DV Insecure Economic Situation and 
Experience with Employment Loss (95 percent CIs) 

Source:  LAPOP 2008, 2010; own calculation. 

6.2 The Influence of Labor Market Status on  
Preferences for Redistribution 

Having shown that employment insecurity is significantly higher for 
informals than for formals, I then tested H1; that is, whether being either 
an informal or formal worker significantly varies redistributive prefer-
ences on a country-by-country basis. I did this using a hierarchical vary-
ing intercept varying slope model, allowing the variable informal worker 
to vary according to country. However, the average variance of the ran-
dom effect (informal worker) and the coefficient are both insignificant for 
redistributive preferences. Labor market status does not significantly 
affect preferences for redistribution, refuting hypothesis 1. The average 
marginal effect is 5.687 for informals and 5.692 for formals. Moving 
from the labor market status formal to informal reduces redistributive pref-
erences by 0.005. The marginal effect is not significant. Both formals and 
informals hold a very similar preference for redistribution, on average. 
Moreover, the Likelihood-Ratio test, which tests whether a random slope 
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for labor market status needs to be applied, is not significant,19 which 
means there is no significant variation between countries. Despite greater 
risk exposure and possibilities for informals to benefit from public non-
contributory welfare goods (increasingly available in several countries, 
see Carnes and Mares 2014) that come at much lower costs to them 
regarding the lack of income taxation, informals do not turn more 
strongly towards the state for redistribution. Instead of displaying the 
regression table, I have shown the finding graphically by displaying the 
random slopes for labor market status for the DV redistributive prefer-
ences where small variation of the random slope, though not significant, 
can be visualized. Figure 5 uses exact estimates for each country for the 
fully specified model20 (with 95 percent confidence intervals).  

The surprising lack of social policy polarization between the two la-
bor market groups could be explained by the growing precariousness of 
both groups in Latin America. As Barrientos (2009: 96) emphasizes, 
reforms of the welfare state in the 1990s and the focus on liberalization 
have “eroded the premium attached to formal employment” to some 
extent so that formals and informals have moved closer together. Con-
sequently, we need to ask whether formals and informals are also moti-
vated by the same factors in their social policy preferences. The next 
section addresses the black box of preference formation among the for-
mally and informally employed, unpacking the factors that drive redis-
tributive preferences of each group separately. The subsequent section 
proceeds with a simpler varying intercept and a fixed-effects model for 
each labor market group to test whether preferences for redistribution 
are determined by different factors as proposed in H2 and H3. 

19  The varying intercept model outperforms the more complex varying intercept 
varying slope model. 

20  The model is based on 22 countries and follows the same specification as in the 
models shown in Table 3 with an additional random slope for informal worker. 
Estimation tables are provided on request. 
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Figure 5. Random Slope of Informal Worker on Preferences for Redistribu-
tion

Source:  LAPOP 2008, 2010; own calculation. 

6.3 Redistributive Preferences of Formal and  
Informal Sector Workers 

Contrary to the theoretical expectations expressed in H2, the positive 
impact from low-income and middle-income earners on preferences for 
redistribution is only observable for the formally employed (see Table 3). 
Being in the lower or middle-income category fuels formal workers’ 
demand for redistribution, supporting the Meltzer-Richard rationale 
(keeping high rates of income inequality in LAC in mind). However, 
even though informal workers are more likely to belong to lower income 
groups and to be exposed to greater need than formal workers, low or 
middle income is not a driver of their redistributive preferences as it is 
for formal sector workers. Both coefficients are not significant (M4). 
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Table 3. Hierarchical Linear Varying Intercept Regression: Preferences for 
Redistribution by Labor Market Group 

 (M3) (M4) (M5) (M6) (M7) (M8) 

  Formal Informal Formal Informal Formal Informal 

Micro 
Predictors       
Low In-
come 0.134* 0.109 0.140* 0.096 0.139* 0.112 

 (0.060) (0.084) (0.057) (0.071) (0.060) (0.085) 
Middle 
Income 0.163*** 0.022 0.159*** 0.002 0.166*** 0.024 

(Ref: High 
Income) (0.034) (0.073) (0.036) (0.074) (0.034) (0.075) 

Education -0.005 0.088** -0.002 0.105*** -0.005 0.088** 
 (0.015) (0.030) (0.015) (0.028) (0.015) (0.030) 
Female 0.017 -0.053 0.015 -0.046 0.018 -0.050 
 (0.026) (0.048) (0.027) (0.051) (0.026) (0.047) 
Age -0.004 -0.002 -0.001 -0.002 -0.004 -0.003 
 (0.027) (0.032) (0.028) (0.031) (0.027) (0.031) 
Children 0.051+ 0.037+ 0.039 0.039+ 0.052+ 0.038+ 
 (0.026) (0.022) (0.027) (0.020) (0.026) (0.022) 
Urban -0.002 0.027 -0.008 0.036 -0.003 0.026 
 (0.048) (0.029) (0.041) (0.031) (0.048) (0.029) 
Religious -0.021 -0.066* -0.036 -0.072** -0.021 -0.067* 
 (0.026) (0.029) (0.024) (0.026) (0.026) (0.029) 
Informed 0.021 -0.020 0.022 0.006 0.023 -0.016 
 (0.058) (0.110) (0.066) (0.124) (0.058) (0.096) 
Ideological 
Position -      
Left 0.251** 0.001 0.278** 0.006 0.252* 0.000 
 (0.090) (0.087) (0.094) (0.095) (0.090) (0.089) 
Center -0.070 -0.244** -0.018 -0.220** -0.069 -0.245* 
(Ref: 
Right) (0.076) (0.089) (0.071) (0.077) (0.076) (0.090) 

Macro 
Predictors       
Unem-
ployment 
Rate 

0.039 0.058 -0.015 0.020   

 (0.107) (0.145) (0.108) (0.146) 
Labor 
Freedom 0.140 0.054 0.151 0.097   
 (0.137) (0.153) (0.138) (0.155) 
Public 
Pension 
Exp.  

0.103 0.123+     

 as share of 
GDP (0.076) (0.064)     
Social 
Assistance    -0.045 -0.126   
Coverage (0.110) (0.096) 
Fixed Effects - yes yes 
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 (M3) (M4) (M5) (M6) (M7) (M8) 

  Formal Informal Formal Informal Formal Informal 

Constant 5.559*** 5.782*** 5.586*** 5.791*** 5.919*** 6.153*** 
 (0.131) (0.116) (0.122) (0.101) (0.080) (0.091) 
Random Effects Parameters 
Var(Inter-
cept) 0.199 0.152 0.171 0.159   
 (0.104) (0.074) (0.114) (0.103) 
Var(Resi-
dual) 2.136 2.366 2.108 2.328   
  (0.107) (0.119) (0.108) (0.128) 
N Level 1 10814 8578 10140 7929 10814 8578 
N Level 2 22 22 20 20 22 22 
Wald Chi2 113.08 96.23 419.8 112.57 
Log-
Likelihood -17965.18 -13444.72 -16594.99 -12217.35   
BIC 35922.3 27043.4 33346.8 24587.3 38975.0 31803.3 

Source:  LAPOP 2008, 2010; World Bank (2015); Heritage Foundation (2010); ASPIRE 
(2015); OECD, IDB, and The World Bank (2014). 

Note:  Social assistance coverage data is missing for Haiti and Suriname. M7 and M8 
display OLS regressions with clustered standard errors and fixed effects. For 
presentation purposes country effects are not displayed. + p<0.10, * p<0.05, ** 
p<0.01, *** p<0.001. 

In contrast, model 4 displays a positive education effect for redistributive 
preferences of informal workers. Higher levels of education fuel prefer-
ences for redistribution at the 1 percent level of significance among in-
formal workers. A standard deviation increase of education raises prefer-
ences for redistribution by 0.09 units for informals. This finding is inter-
esting, given that one would expect less-educated people to express 
greater demand for redistribution, since they are the ones more in need. 
One could argue that this finding supports H2, as higher levels of educa-
tion symbolize higher earnings, so that better educated informals support 
redistribution in order to increase gains. However, investing in higher 
education is more risky for informal workers than for formals because 
the informals lack the legal means to enforce their rights, and therefore 
their investment does not necessarily pay back. Hence, investing in edu-
cation also increases informal workers’ risk exposure, despite greater 
employability with higher levels of education; therefore, the positive 
education effect might reflect the insurance needs of these informals. 
The missing effect following from income levels and the positive educa-
tion effect alludes to a long-term self-interest in terms of insurance for 
informal sector workers when education attainment is higher. The results 
for the micro-level findings are supported by the fixed-effects regression 
models (M7 and M8), which control for unobserved heterogeneity at the 
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country level. Therefore, H2 cannot be supported regarding the expecta-
tions for informals. 

Finally, left-wing ideology positively influences the redistributive 
preferences of the formally employed and does not affect informal 
workers. Religiosity has a robust negative effect on social policy prefer-
ences for informals, as Table 3 shows. Religiosity might be an indicator 
for stronger network ties and, thus, a hint toward the assumption that 
informal workers more strongly rely on social and family networks, and 
therefore turn less toward the state for welfare provision. However, this 
claim needs further empirical investigation.  

Turning toward macro-level components, greater uncertainty at a 
context level does not, surprisingly, push informal workers to turn to-
wards the state for increased redistribution (M4 Table 3). Therefore, H3 
cannot be supported either. An economically risky environment, reflect-
ed by the unemployment rate, does not, on average, significantly influ-
ence redistributive preferences of informals. This finding is surprising 
given the risk-prone status of informals in the economy and the above-
mentioned hint towards insurance needs when education is higher. Re-
garding the influence of welfare policies in place, we can detect a positive 
effect following from public expenditures on pensions as share of GDP, 
albeit only at the 10 percent level of significance. The more the state 
spends on public pensions, the higher the preferences for redistribution 
among informal workers. However, expenditures on public pensions 
include both contributory and non-contributory programs that either 
exclude or include informal workers; therefore, we cannot derive a clear 
explanation for this finding. Informals might become more supportive of 
redistribution as the state spends more on social protection programs 
that are non-contributory in nature. However, increased social assistance 
coverage – a measure that explicitly considers programs that are available 
for informals – does not significantly affect the informals’ preferences 
for redistribution. Further robustness tests (available as supplementary 
material) that take into account the Gini index, social security and health 
care expenditures, an alternative measure for pension coverage, trade 
openness and labor market regulations (severance pay) were added one 
at a time. These tests do not show significant effects and leave the main 
findings substantially unchanged (see Table B in the Appendix). 

6.4 Discussion 
The fact that we did not observe the expected effect according to in-
come and risk exposure via increased unemployment for informals may 
be a consequence of several factors. Firstly, informal workers present a 
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heterogeneous group involving voluntary and involuntary members who 
may have different interests when it comes to redistribution and the 
welfare state. The insider/outsider divide might only appear among a 
particular group of informal workers. A further disaggregation of data is 
needed, which is not feasible unless the appropriate individual level data 
is available. Second, we have so far lacked information about household 
composition. A household composed of informal and formal sector 
workers should lead to homogenized preferences, as a formal worker 
should have less polarized preferences toward an informally working 
spouse and vice versa. Third, an exaggerated demand for welfare provi-
sion and redistribution harms the welfare state in the long run. The like-
lihood that informals might be employed in the formal labor market in 
the future could explain why informal workers do not follow a utility 
maximizer rationale. Therefore, the temporal aspect also needs consider-
ation. We also need panel data to analyze ‘swing’ workers, who frequent-
ly switch between formal and informal labor market, as such changes 
might also affect redistributive preferences. Fourth, as pointed out 
above, liberalization of the labor market and privatization of social ser-
vices in the last two decades have undermined the privileged status of 
formal workers to some extent. The above analysis illustrates that inter-
rupted employment histories are common for both formals and in-
formals. Therefore, both insiders and outsiders have a relatively high 
need for welfare provision.  

7 Conclusion 
The Latin American working population cannot be treated as homoge-
neous entity and must be separated into its essential strata in order to 
analyze social policy preferences: formal (more secure) and informal 
(more vulnerable) employment. Taking into account the relationship 
between dualized labor markets and welfare systems of the OECD con-
text, the present article has explored the extent to which labor market 
segmentation also leads to polarization of the two labor market groups 
with regard to distributive politics. However, in contrast to what we 
expected from the insider/outsider debate, informal and formal sector 
workers have similar redistributive preferences. While formal wage earn-
ers are influenced by a mixture of factors that are also common to politi-
cal economy theories, such as economic self-interest and left-wing ideol-
ogy, what matters for informal wage earners produces a different picture. 
Contrary to expectations, informals are not driven by short-term eco-
nomic self-interested, reflected by income.  
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The study shows that informal workers are not exceptionally moti-
vated by economic utility reasons that aim for pure short-term benefit 
accumulation. Education positively influences preferences for redistribu-
tion of informal workers. The positive finding could allude to the insur-
ance needs of informals with higher levels of education, keeping in mind 
that informal workers have higher education costs because of their vul-
nerable status in the economy. More generally, however, a more risky 
environment does not particularly encourage greater welfare expectations 
of the informally employed. The fact that informal workers are not ex-
ceptional in turning toward the state for redistribution – that is, a lack of 
an insider/outsider divide on the issue of redistribution – is surprising, 
given the opportunities to benefit from public welfare goods and an 
increased trend to provide non-contributory welfare services by the state. 
The lack of polarization into an insider/outsider distinction might be a 
consequence of the porousness of formal employment and the declining 
‘premium status’ of formals (see Barrientos 2009). But the puzzling find-
ing might also indicate difficulties in identifying ‘real’ outsiders in the 
group of informals. The lack of strong income-related motives for social 
policy support by informal workers is a crucial aspect for party competi-
tion, analysis of socio-economic cleavage structures, and the design of 
social policies in LAC, especially since the classical class cleavage has 
been retreating in Latin America in recent decades (Roberts 2002). More 
fine-grained analysis is needed in order to tackle welfare expectations of 
informals, involving a disentangling of this very heterogeneous group 
that contains voluntary and involuntary ‘members’. Future research 
should observe preference formation over time that takes into account 
switches between formal and informal labor market and household 
composition to fully unpack long-term perspectives of formal and in-
formal workers. Research should also look at the causes for entering the 
informal sector, as some of these reasons might be related to the poor 
performance of the state to provide an adequate welfare system. 
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Appendix

Table A. Descriptive Statistics

Variable  Obs Mean Std. 
Dev. 

Min Max 

Pref. for Redistribu-
tion 25100 5.787 1.548 1 7 

Economic Insecurity 25100 0.471 0.499 0 1 
Employment Loss 14384 0.126 0.332 0 1 
Informal Worker 25100 0.447 0.497 0 1 
Formal Worker 25100 0.553 0.497 0 1 
Low Income 25100 0.344 0.475 0 1 
Middle Income 25100 0.513 0.500 0 1 
High Income 25100 0.134 0.341 0 1 
Female 25100 0.353 0.478 0 1 
Age 25100 38.98 12.845 16 98 
Children 25100 2.299 2.102 0 23 
Urban 25100 0.654 0.476 0 1 
Education 25100 9.979 4.453 0 18 
Religious 25100 3.025 1.355 1 5 
Informed 25061 0.573 0.495 0 1 
Party Ideology 19462 2.043 0.644 1 3 
Unemployment Rate 25100 6.687 2.767 2.8 14.2 
Labor Freedom 25100 56.949 15.670 26.1 84.5 
Public Pension Spend-
ing/GDP 25100 3.256 2.114 0.1 8.2 

Social Assistance 
Coverage 22209 44.819 18.125 4.739 83.17 

Year10 25100 0.577 0.494 0 1 
Source:  LAPOP 2008, 2010; World Bank WDI (2015); Heritage Foundation (2010); 

ASPIRE (2015); OECD, IDB, and The World Bank (2014).
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Table B. Robustness Test: Linear Hierarchical Varying Intercept Model: 
Preferences for Redistribution by Labor Market Group and further 
Macro Control Variables 

 (M1) (M2) (M3) (M4) (M5) 
  Formal Informal Formal Informal Formal 
Micro Predictors 
Low Income 0.132* 0.111 0.133* 0.109 0.161** 
 (0.061) (0.086) (0.061) (0.086) (0.059) 
Middle Income 0.163*** 0.021 0.163*** 0.022 0.177*** 
(Ref: High Income) (0.036) (0.074) (0.034) (0.074) (0.038) 
Education -0.001 0.089** -0.006 0.088** 0.006 
 (0.014) (0.030) (0.015) (0.030) (0.015) 
Female 0.015 -0.057 0.017 -0.052 0.022 
 (0.027) (0.047) (0.026) (0.047) (0.029) 
Age 0.002 -0.003 -0.004 -0.003 0.001 
 (0.027) (0.032) (0.027) (0.031) (0.029) 
Children 0.043 0.036+ 0.050+ 0.037+ 0.045 
 (0.027) (0.022) (0.026) (0.022) (0.030) 
Urban -0.019 0.029 -0.002 0.027 0.018 
 (0.047) (0.028) (0.048) (0.029) (0.041) 
Religious -0.026 -0.067* -0.021 -0.066* -0.036 
 (0.026) (0.029) (0.026) (0.029) (0.027) 
Informed -0.005 -0.011 0.027 -0.010 0.015 
 (0.062) (0.098) (0.058) (0.095) (0.058) 
Ideological Position 

Left 0.257** -0.005 0.251** 0.000 0.250* 
 (0.093) (0.089) (0.090) (0.089) (0.102) 
Center -0.059 -0.249** -0.069 -0.245** -0.072 
(Ref: Right) (0.078) (0.090) (0.076) (0.089) (0.085) 

Macro Predictors 
Labor Freedom 0.117 0.087 0.172 0.089 0.021 
 (0.151) (0.138) (0.147) (0.138) (0.098) 
Trade Openness -0.123 -0.008 
 (0.119) (0.072) 
Public Pension Exp.  0.084 0.131* 0.144 0.149+ 
 as share of GDP (0.085) (0.060) (0.089) (0.081) 
Gini - 0.021 0.008 
 -- (0.059) (0.051) 
Social Security (per 
capita) -    0.067 

 - (0.076) 
Health Care (per 
capita) -    0.085 

 - (0.072) 
Unemployment Rate - 
 - 
Severance Pay (after 
1 year) --     
 - 
Pension Coverage  -- 
 - 
Constant 5.570*** 5.788*** 4.561 5.386* 5.659*** 
 (0.140) (0.120) (2.897) (2.516) (0.115) 
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 (M1) (M2) (M3) (M4) (M5) 
  Formal Informal Formal Informal Formal 
Random Effects Parameters 
Var (Intercept) 0.233 0.153 0.194 0.148 0.063 
 (0.143) (0.076) (0.088) (0.067) (0.028) 
Var (Residual) 2.147 2.366 2.136 2.366 2.036 
  (0.111) (0.119) (0.107) (0.119) (0.094) 
N Level 1 10502 8560 10814 8578 9759 
N Level 2 21 21 22 22 17 
Wald Chi2 120.26 117.28 127.35 95.1 152.46 
Log-Likelihood -17323.6 -13414.0 -17882.2 -13445.0 -15752.1 
BIC 34804.6 26981.9 35922.3 27044.0 31651.1 

 (M6) (M7) (M8) (M9) (M10) 
  Informal Formal Informal Formal Informal 
Micro Predictors 
Low Income 0.173+ 0.115+ 0.096 0.162** 0.124 
 (0.093) (0.062) (0.085) (0.056) (0.089) 
Middle Income 0.045 0.157*** 0.015 0.177*** 0.049 
(Ref: High Income) (0.088) (0.034) (0.075) (0.037) (0.080) 
Education 0.079** -0.002 0.080** -0.002 0.087** 
 (0.028) (0.016) (0.031) (0.014) (0.030) 
Female -0.045 0.021 -0.037 0.022 -0.042 
 (0.049) (0.028) (0.052) (0.028) (0.048) 
Age -0.012 -0.002 -0.014 0.006 0.004 
 (0.035) (0.028) (0.031) (0.028) (0.031) 
Children 0.057* 0.050+ 0.041+ 0.030 0.035+ 
 (0.023) (0.028) (0.023) (0.027) (0.020) 
Urban 0.045 0.008 0.048* 0.006 0.028 
 (0.032) (0.047) (0.025) (0.045) (0.027) 
Religious -0.060* -0.024 -0.071* -0.030 -0.051+ 
 (0.029) (0.026) (0.029) (0.027) (0.028) 
Informed -0.071 0.025 0.000 0.027 -0.024 
 (0.095) (0.059) (0.111) (0.059) (0.112) 
Ideological Position 

Left 0.043 0.234* -0.041 0.228* 0.003 
 (0.095) (0.093) (0.081) (0.097) (0.090) 
Center -0.242* -0.078 -0.275** -0.076 -0.257** 
(Ref: Right) (0.099) (0.078) (0.089) (0.081) (0.095) 

Macro Predictors 
Labor Freedom -0.020 0.171 0.116 
 (0.104) (0.172) (0.164) 
Trade Openness - 
 - 
Public Pension Exp.  0.119+ 0.154** 
 as share of GDP - (0.066) (0.054) 
Gini - 
 -- 
Social Security (per 
capita) 0.093     
 (0.111) 
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 (M6) (M7) (M8) (M9) (M10) 
  Informal Formal Informal Formal Informal 
Health Care (per 
capita) 0.051     
 (0.114) 
Unemployment Rate - 0.074 0.070 0.099 0.074 
 (0.092) (0.108) (0.100) (0.144) 
Severance Pay (after 
1 year) - 0.077 0.081   
 (0.092) (0.097) 
Pension Coverage  - 0.022 0.029 
 (0.080) (0.071) 
Constant 5.872*** 5.670*** 5.865*** 5.640*** 5.880*** 
 (0.121) (0.091) (0.100) (0.119) (0.110) 
Random Effects Parameters 
Var (Intercept) 0.074 0.094 0.089 0.160 0.125 
 (0.032) (0.043) (0.039) (0.114) (0.080) 
Var (Residual) 2.228 2.116 2.360 2.071 2.284 
  (0.107) (0.105) (0.126) (0.100) (0.116) 
N Level 1 7683 9906 7254 10005 8121 
N Level 2 17 20 20 18 18 
Wald Chi2 258.07 138.17 136.92 157.6 1609.87 
Log-Likelihood -11608.4 -16937.4 -12127.0 -16269.6 -12483.4 
BIC 23359.9 34031.3 24405.2 32695.7 25119.9 

Source:  LAPOP 2008, 2010; World Bank WDI (2015); Heritage Foundation (2015); 
CEPAL (2012); Solt (2009) for Gini; Rofman, Lucchetti, and Ourens (2008) for 
pension coverage; World Bank (2013) for severance pay after 1 year. 

Note:  In Model 7 and 8, severance pay is used instead of labor freedom as alterna-
tive indicator for labor market rigidity and Model 9 and 10 test an alternative 
indicator for social security (pension coverage by Rofman, Lucchetti, and 
Ourens (2008)). + p<0.10, * p<0.05, ** p<0.01, *** p<0.001. 
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Preferencias redistributivas en mercados laborales fragmentados 
en América Latina y el Caribe 

Resumen: Este estudio investiga el grado de polarización que la dualiza-
ción de mercados laborales puede crear sobre las preferencias redistribu-
tivas entre trabajadores de los sectores formales e informales en América 
Latina y el Caribe. Los diferentes gastos y beneficios que produce el 
estado de bienestar en estos grupos del mercado laboral tienden a esti-
mular una divergencia en los incentivos para consumir bienestar. Este 
articulo analiza si los trabajadores informales son motivados principal-
mente por intereses económicos propios para incrementar sus ganancias 
a través del sistema de bienestar público. El estudio aplicó un modelo 
jerárquico en base a datos de encuestas agrupadas del Latin American 
Public Opinion Project (LAPOP) de los años 2008 y 2010 para analizar 
el riesgo de exposición de trabajadores formales e informales y, subse-
cuentemente, sus preferencias acerca de la redistribución. El análisis 
demuestra que mientras los intereses económicos propios son un factor 
influyente para los trabajadores formales, el efecto es (inesperadamente) 
mucho menor para trabajadores informales. Adicionalmente, un ambien-
te económicamente inseguro, reflejado en altas tasas de desempleo, no 
motiva a trabajadores informales a un grado excepcional de aprovecha-
miento de la distribución estatal, a pesar de su mayor vulnerabilidad a 
riesgos económicos. La dualización del mercado laboral no se puede 
entender directamente como polarización a nivel individual respecto a las 
preferencias redistributivas observadas en América Latina y el Caribe. 

Palabras claves: América Latina y el Caribe, preferencias redistributivas, 
sector informal, riesgo económico, mercado laboral 

 


