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Abstract

This paper analyses employment transitions and workers' skills in Brazil using a random sample from the
universe of formal labour contracts covering the period from 2003 to 2018. We develop a novel procedure
to derive a measure of occupational distance and internationally comparable skill measures from occu-
pations’ task descriptions in the country under analysis based on machine learning and natural language
processing methods, but without usual ad hoc classifications. Our findings confirm that workers who use
non-routine cognitive skills intensively experience the highest employment growth rates and wages. Their
labour market exit risk is relatively low, occupational and sectoral changes are least common and, in the
case of occupational switching, non-routine cognitive workers tend to find occupations that are higher-paid
and closer in terms of their task content. Against the same characteristics, routine and non-routine manual
workers are worse off in the labour market. Overall, there have been signs of routine-biased technological
change and employment polarization since the 2014 Brazilian economic crisis.
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» Introduction

In the first decade of the 20th century, wage inequality fell in 15 out of 16 Latin American countries. Brazil
was a case in point: the Gini index fell from 0.48 to 0.44 between 2002 and 2015 (Messina and Silva 2021;
Almeida, Ehrl and Moreira 2021). The reduced urban, gender and racial wage gaps, however, were due pri-
marily to one-off level effects that could hardly be repeated (Ferreira, Firpo and Messina 2017; Firpo and
Portella 2019). Furthermore, income redistribution programmes that were simpler to implement and had
broad societal support had already been established during a period of solid economic growth. For this
reason, commentators such as Holland and Schneider (2017) have argued that perhaps the “easy” phase
of income redistribution in Latin America is over and, if so, the political and labour market challenges to
reduce inequality are even greater.

For Brazil, the current prospects look all but bright. Firstly, before being hit by the Covid-19 pandemic, the
country suffered a historic economic recession and since then has not recovered its GDP level of 2013.
Notwithstanding the uncertainty over when the Brazilian economy will get back on track, recent experience
from the United States of America shows that a recovery may not necessarily re-establish lost jobs (Jaimovich
and Siu 2020; Hershbein and Kahn 2018; Graetz and Michaels 2017). Consistent with the hypothesis that
technological change is skill-biased, these papers suggest that firms restructure during a downturn, sub-
stituting routine occupations with machines or digital technologies.

This paper studies the employment and wage changes in the formal Brazilian labour market between 2003
and 2018. We are particularly interested in how workers’ skills are related to employment transitions. Our
aim is to gain a better understanding of the labour market dynamics in a middle-income country during
economic crises and secular (technology-related) changes. Given that these phenomena are mostly stud-
ied in developed countries, ' the present paper will explore whether patterns of job transitions, skill-biased
technological change and polarization observed in rich countries are also present in Brazil.

As afirst step, we present aggregated statistics regarding employment changes and transitions. Subsequently,
worker-level regressions show how skills are related to occupation changes, sector changes, occupation-
al distance, wage changes and labour market exit risk. To tackle these questions, we rely on an adminis-
trative registry of all formal employment contracts between 2002 and 2019, the RAIS (Relagdo Anual de
Informacgdes Sociais). Taking a 10 per cent random sample from this database leaves us with over 50 mil-
lion observations of 6.4 million men and women from all sectors.

We introduce two novel methods to measure skills and occupational distance based on Machine Learning
and Natural Language Processing (NLP) techniques. The first technique generates skill intensity scores that:
(a) are highly comparable across countries; (b) have modest data requirements; (c) do not rely on cross-coun-
try occupation matching and (d) replicate an international standard. We use the frequently used skill cate-
gories, non-routine cognitive (NRC), routine cognitive (RC), non-routine manual (NRM) and routine manual
(RM), as introduced by Autor, Levy and Murnane (2003). In comparison, existing approaches can be classified
into three groups: those derived from a combination of the tasks originating from the United States and
an occupational crosswalk (Goos, Manning and Salomons 2014; Arellano-Bover 2020; Ehrl and Monasterio
2021); a discrete classification based on an ad hoc classification of a few occupations (Bachmann, Cim and
Green, 2019); or a continuous measure derived from the ad hoc classification of tasks as shares in occu-
pations in the spirit of Spitz-Oener (2006). All methods have their strengths and weaknesses, but the ma-
jor problem for our study is that they are not adapted to low- and middle-income countries. Our method
provides a continuous skill measure that is essentially based on the task descriptions of occupations in the
country under consideration, in the present case the Brazilian Classification of Occupations (Classificacdo

1 See, for example, Goos (2018), Autor, Levy and Murnane (2003), Acemoglu and Autor (2011), Bachmann, Cim and Green (2019),
Carrillo-Tudela et al. (2016), Cortes et al. (2020), and Spitz-Oener (2006).



07/

» ILO Working Paper 65

Brasileira de Ocupagdes, CBO). As a unique feature, our method replicates rather than relabels existing skill
measure definitions. This simple procedure is thus readily applicable to any other country.

The second methodological contribution is a calculation of occupational distance, that is how different any
pair of occupations is in terms of the content of their tasks. This variable is then applied to evaluate occu-
pational changes in the context of human capital and productivity losses, as previously done by Gathmann
and Schénberg (2010). Again, this technique renders country-specific measures and can be applied when-
ever a national occupational dictionary with task descriptions is available.

As expected, cognitive skill scores increase over the wage distribution and manual skill scores decrease.
Additional metrics also suggest that our skill measures are in line with evidence from other countries. Overall,
the results confirm that workers' skills are related to employment transitions. Using moderator variables in
our regression reveals substantial heterogeneity across workers' skills with respect to workers’ age, tenure
and firm size. In particular, we observe that workers with intensive use of NRC skills experience relatively
low probabilities of occupational and sectoral switching. Their labour market exit risk is relatively low and,
in the case of an occupational change, NRC workers tend to find close, higher-paid occupations. In terms
of these characteristics, RM and NRM workers are clearly worse off.

Overall, there have been signs of routine-biased technological change (RBTC) and employment polarization
since the 2014 Brazilian economic crisis. Middle-skilled occupations in the manufacturing sector show the
largest relative employment losses during the recent recession, from 2013 to 2018. Moreover, when occu-
pations are ranked by their mean wage, we observe employment gains at the lower and upper end of the
distribution, while occupations in the middle of the wage distribution suffered employment losses. There
is also a clear tendency of middle-wage workers using more and more NRC skills. Further, in line with the
RBTC and automation hypothesis, RM skilled workers seem to be more vulnerable than NRM workers. For
example, RM workers tend to move to more distant occupations when workers change occupations or sec-
tors. RM workers also show the lowest transition rates to occupations that rely on different, higher-paid
skill types and they have the lowest direct job-to-retirement transition probability.

The rest of the paper is organized as follows: section 1 provides a review of the related literature. Section 2
presents the data and methodological approach. In particular, it explains in detail how skill measures and
occupational distance are derived, proposes some hypotheses regarding skills and employment transitions
and shows the econometric specifications used to test them. Section 3 contains descriptive statistics, re-
gression results and robustness checks. The results are summarized and discussed in Section 4. Section 5
presents the conclusions. The appendix provides further details about the derivation of the skill measures
and contains additional tables and figures.
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» 1 Literature Review

1.1 Skills and occupations

The task-based approach has deepened our understanding of labour markets. The impacts of technological
change, innovation, outsourcing and business cycles can be quite distinct according to workers' skills. The
task content and skill requirements are also related to the disappearance and emergence of occupations,
and employment growth. Due to the heterogeneity across skills, workers with the same formal education
can have completely different trajectories during business cycles.

Autor, Levy and Murnane (2003) is the starting point of the contemporary analysis of occupations as a bun-
dle of tasks. In their simple model, “computer capital” would substitute routine tasks (manual or cognitive)
and be complementary to non-routine tasks. This hypothesis became known as RBTC. The testable predic-
tions of the model are that an exogenous reduction in the price of computer capital would reduce the de-
mand for labour in routine tasks and increase the demand for labour in non-routine tasks. The analysis of
the changes in the tasks of each occupation showed that they did indeed shift in the directions predicted
by the model. Autor, Levy and Murnane (2003) also introduce the classification of tasks in a two-by-two ma-
trix: routine vs. non-routine and manual vs. cognitive. In this study, we will follow their typology. Spitz-Oener
(2006) backs up the predictions by Autor, Levy and Murnane, (2003) and shows that analyses focused on
occupations conceal changes in tasks within each occupation over time. Using keywords to classify tasks,
she found similar results to the United States for Germany since 1979, namely there was a general increase
in occupational complexity and the demand for analytical and interactive activities has gained importance
in the mix of tasks performed by the workers.

Based on these insights and further evidence on the labour market dynamics in the United States, Acemoglu
and Autor (2011) developed a model that became the workhorse of task-based empirical analysis by clari-
fying the concepts of tasks, skills and occupations.? In a nutshell, performed tasks generate products, and
occupations are composed of tasks. Skills are the endowments workers require to perform tasks. Both the
task composition of occupations and the skill endowments of workers are endogenous and can be changed
over time. This framework allows the allocation of tasks by skill to be determined by technology and relative
prices. The distribution of tasks across skills occurs in a Ricardian way. The allocation takes place accord-
ing to the comparative advantages of the skills in performing the tasks. However, the cut-off points for as-
signing tasks to skills are determined endogenously in the model. Thus, the model's main contribution is
to facilitate studies of the less obvious consequences of price changes, endowments and production tech-
nologies. Acemoglu and Autor (2011) also update Autor, Levy and Murnane’s (2003) skill categories to the
more recent O*NET database.

The task-based approach has proven valuable for understanding the current phenomenon of disappear-
ing middle-skill occupations in developed countries. Recent technologies, such as computers and robots,
have thus far substituted routine tasks, as the RBTC predicts. In the longer term, machines will not be lim-
ited to simple tasks, advancing over more complex, analytical and creative ones. 3 As a result, Acemoglu
and Restrepo (2017) point out that advances in artificial intelligence and robotization may further increase
inequality and polarization.

2 The papers by Autor, Katz and Kearney (2008), Goos (2018), Acemoglu and Restrepo (2017) are seminal contributions to this research
area.

3 3Seethe discussion around automation predictions in Frey and Osborne (2017), and its overstatements in Arntz, Gregory and Zierahn
(2017) and Georgieff and Milanez (2021).
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As long as routine tasks performed by high-skilled workers are substituted, their productivity increases. As a
consequence, the remaining workers will be more valuable to firms and should observe growing returns to
non-routine skills augmented by capital. At the same time, the supply of dislocated medium-skilled workers
rises, lowering the relative wages of routine task-intensive occupations. Finally, low-skilled workers perform
NRM labour market polarization: wages and employment increase at two extremes of the skill distribution. 4

To date, the evidence on job (and wages) polarization in Brazil is mixed. Maloney and Molina (2019) study
the impact of technological change in several middle-income countries, including Brazil, and observed some
signs of polarization. Yet Ariza and Bara (2020) report that the employment change curve over the wage
distribution is flat. According to Firpo and Portella (2019), other factors must have contributed to offset po-
larization trends. Ferreira, Leite and Litchfield (2008) estimate that the main factor responsible for the fall in
wage inequality was the decline in return for experience. Firpo and Portella (2019) suggest that age-biased
technical change or skill obsolescence explain this fact. This means that the skills of older people cannot
keep up with the new tasks that arise. AlImeida, Corseuil and Poole (2017) analyse the impact of comput-
ers and the internet on the Brazilian labour market and find evidence in favour of polarization. Herdeiro,
Menezes-Filho and Komatsu (2019) identify a more complex temporal dynamic of polarization, as techno-
logical advances favoured middle-skilled workers between 1981 and the late 1990s, However, between 2004
and 2015, this trend was reversed and the relative demand for middle-skilled workers began to decline.

In Brazil, some task-based studies exist, however with different focus and skill measurement methods. For
example, Ehrl and Monasterio (2019) and (2021) study the (long-term) effects of skill concentration in local
labour markets. Neves Jr., Azzoni and Chagas (2017) estimate the skill premium by city size. Albuquerque et
al. (2019) and Maciente, Rauen and Kubota (2019) predict the impact of automation on the Brazilian labour
market, and Adamczyk, Monasterio, and Fochezatto (2021) on the public sector. Ehrl (2018) analyses the het-
erogeneous effects of intermediate goods importing on the skill structure within firms. Arellano-Bover (2020)
explores how on-the-job learning depends on workers' skills. These papers either apply Maciente's (2013)
mapping between O*NET and Brazilian Occupational Classification (Classificacdo Brasileira de Ocupac&es
- CBO) or define discrete skill measures using occupation groups.

1.2 Career changes, business cycles and skills

Automation, RBTC and other forces cause changes in the task set of occupations prompting some individ-
uals to switch occupations. As is well known, these changes do not always occur without frictions. Recent
literature uses individual data and the task-based approach to understand transitions between jobs and
their impact on wages and the length of unemployment, among others.

Gathmann and Schdnberg (2010) build a model of employment switches that takes into account task-spe-
cific human capital, also using Autor, Levy and Murnane’s (2003) classification. They tested it on German
administrative data at four points in time (1979, 1985, 1991/92, and 1998/99) and found that 40 per cent of
wage growth stems from the accumulation of human capital within the same set of tasks. Moreover, they
identify that workers have larger wage reductions when they move to occupations with tasks that are more
distinct from the ones they previously held. Bachmann, Cim and Green (2019) also examine long-term trends
in the German labour market between 1974 and 2018, and identify an accelerating polarization tendency
that is more relevant than short-term effects stemming from economic cycles. Again, workers in routine
occupations are most likely to lose their jobs and struggle to get out of unemployment. Worse still, these
problems of routine workers have become more severe over the decades.

4 The polarization of the labour market has been blamed not only for direct economic problems but even for the resurgence of pop-
ulism (Guriev 2018).
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Regarding the United States labour market, Cortes (2016) observes similar results to the papers with German
data. The author highlights that workers who migrated from RC to NRC occupations reap gains, while those
who moved from RM to NRM occupations are worse off than those who remained in the same occupation
class. Likewise, Ross (2017) identifies that a fall in routine tasks in the same occupation leads to falling wag-
es, while an increase in abstract tasks affects wages upwards. Furthermore, the returns from routine tasks
fell while abstract tasks rose over time, lending support to the RBTC hypothesis.

Arellano-Bover (2020) show that young OECD workers who faced recessions, despite an education upgrad-
ing effect from postponing labour market entry, still had shortfalls in their skills two decades later. And,
among these, the ones who suffered the most were those with parents with little schooling. The endur-
ing persistence of these adverse effects lends even more relevance to the issues examined in this study.
Additionally, Lazear and Spletzer (2012) and Carrillo-Tudela et al. (2016) show that shifts between occupa-
tions are pro-cyclical. When the economy is growing, turnover increases because workers migrate to high-
er-wage occupations. During a crisis, the gains from occupational changes are lower, and employees tend
to avoid change and wait for the economy to recover.

The task-based approach is also helpful to understand the phenomenon of jobless recoveries. As early as
2003, Bernanke (2003) argued that during economic recoveries, the mismatch between workers’ skills and
available jobs would increase. The current consensus is that those engaged in routine tasks once again tend
to lag, accelerating the job polarization process in developed countries (Jaimovich and Siu 2020; Hershbein
and Kahn 2018; Graetz and Michaels 2017). However, more research is needed as Graetz and Michaels (2017)
find that outside the United States, modern technology is not responsible for jobless recoveries.

Wiczer (2015) presents a search and matching model that takes into account job-specific skills. In his mod-
el, wage loss for workers who change occupation is proportional to the skill-distance between occupations.
This causes workers to seek employment in occupations similar to those they held and employers to seek
workers in the same occupation. This mechanism creates a long tail of unemployment duration that in-
creases the long-term unemployment rate. Wiczer (2015) then estimates the skill-distance between occu-
pations in the United States. His calibrated model explains more than two thirds of long-term unemploy-
ment between 1995 and 2013.

As far as we know, in-depth studies on occupational transitions in middle-income countries are rare. Parra
and Christian (2021) analyse workers’ jobs and occupational switches in Vietnam. Their study is one of the
few papers that took transitions between formal and informal labour markets into account.
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» 2 Data, variable definitions, and methodology

2.1 Data

The main data source for this research is the Annual Social Information Report (Relagdo Anual de Informacdes
Sociais - RAIS) produced by the Brazilian Ministry of Economics. RAIS is an administrative register of em-
ployer-employee data covering the population of formally employed workers in the public and private sec-
tors. It is widely recognized as the most reliable source of information about the formal labour market in
Brazil (Dix-Carneiro 2014). We are able to draw a 10 per cent random sample from the population of work-
ers based on the last digit of their PIS (Programa de Integrac¢do Social) identification number. This unique
number makes it possible to follow workers over time. Our analysis focuses on male and female employees
between 20 and 60 years of age with complete information in the selected variables. > Our sample and the
present estimates are therefore representative of the entire formal Brazilian labour market.

The informal sector represents almost half of the labour force in Brazil. Of course, it would be ideal if our
data also included informal workers, but studies have shown that the informal sector in Brazil acts as a
buffer for the unemployed in face of adverse labour demand shocks (Dix-Carneiro and Kovak 2019). Like
unemployment rates, informality is counter-cyclical and the transition rates from unemployment to infor-
mal jobs are twice as high as those from unemployment to formal jobs (Ulyssea 2020; Dix-Carneiro et al.
2021). In other words, the boundaries between unemployment and the informal sector are quite fluid and
more comparable to each other than to formal jobs in the highly regulated formal labour market. Thus,
this study deals with the internal dynamics of workers in the formal labour market, and its inflows and out-
flows, irrespective of whether they are unemployed or working in informal activities.

The data are organized in the form of employment spells. That is, the number of observations per work-
er-year corresponds to the number of non-overlapping formal employment relations. Labour market en-
try and exit are permitted at any time during the longest possible observation period from 2003 to 2019.
The present analysis takes into account workers’ wages, the number of hours worked per week, their oc-
cupation, tenure on the job, education level and their employers' size, sector, legal nature and geograph-
ical location. Since we are mainly interested in how workers’ characteristics relate to employment transi-
tions, the last year is only utilized to calculate change variables (such as occupation change, wage growth
and employment distance). The final full sample from 2003 to 2018 contains 50,082,074 observations from
6,358,348 individuals. As usual, the administrative data do not provide information about why an individual
leaves the formal labour market. There is, however, a variable that indicates why the labour contract ended,
which allows us to calculate the share of retired or deceased workers. Besides, left- and right-censoring of
employment trajectories require careful treatment. On the one hand, duration analysis (for the probabili-
ty of leaving the formal labour market) is adequate for this situation. On the other, to analyse occupation
changes, we follow the convention in the literature and restrict the sample to workers with at least two con-
secutive employment spells. See, for example, Bachmann, Cim and Green (2019) or Cortes et al. (2020). In
this consecutive employment sample, we end up with 46,923,670 observations from 5,433,062 individuals.

A key feature of this paper is the derivation of skill measures that are unique and specific to Brazil. To this
end, we combine information from the well-known United States O*NET based skill measures with the de-
tailed task descriptions in the Brazilian Occupational Classification (CBO) from the year 2002. The CBO de-
scribes the occupations and organizes them in a hierarchy, making it possible to systematize information

5 Because our empirical strategy requires that workers' skills can be related to their employment trajectories, only workers with no
more than one job at the same time are considered. Due to the particularities and low transition propensities, members of the armed
forces are excluded as well.



12

» ILO Working Paper 65

regarding the workforce according to the occupational characteristics and the nature and content of the
work involved. It describes the functions, duties and tasks that make up each occupation, and the content
of the work in terms of the set of knowledge, skills and training required for the performance of responsi-
bilities for each occupation (CONCLA, 2019). The details of our skill derivation procedure are explained in
Section 2.3.

2.2 Occupational distance measure

In order to find a continuous metric for the distance between a pair of occupations, we proceed in two steps.
Firstly, we apply Natural Language Processing (NLP) algorithms to find weights that express the relevance
of each word in the Activities Matrix ® which describes the tasks inherent to each occupation. Secondly, we
chose a distance measure and use the weights from the previous step to derive the occupational distance
matrix. Previous studies, such as Gathmann and Schonberg (2010), use a distance metric based on the ab-
solute difference between analytical tasks scores. Instead, we proceed by comparing directly the weights
of words that describe each occupation’s tasks.

The Term Frequency-Inverse Document Frequency (TF-IDF) method calculates the relative weights of words
describing the tasks. The idea of the TF-IDF is that the derived weights increase proportionally to the fre-
quency of occurrence of a word in a given text extract in relation to the number of texts that contain the
word. Following NLP jargon, corpus is a collection of documents, document is a text object, and text object
is a sequence of words. In this subsection, corpus is the set of CBO activities descriptions and the docu-
ments are these descriptions. Given the set of occupations’ activities D, a word W in the activity description,
d € D, the calculation of the corresponding weight (weight,, ;) according to the TF-IDF method is given by

, _ 10|
welghtwld =fy q4.109 7 0
w,D

wheref, 4 is the relative frequency of W in d, defined as the number of occurrences of each word relative
to the total number of words in the activity descriptiond. 7|D| is the total number of activities descriptions
andf, p is the number of activities in D in whichw appears. High values of weight,, 5 imply thatw is anim-
portant word ind (first term), but not very common in D (second term) in equation (1). In that sense, high
TF-IDF weights signal that the word w serves well to discriminate between the task sets of occupations.

Alimitation of the TF-IDF method is the incapability to identify the grammatical variations of the same word,
especially regarding verbs (Qaiser and Ali 2018). Spellings such as “analysed”, “analyse”, or "analysing” are
treated as being different words. In order to avoid this issue, a stemming procedure is carried out before
applying the TF-IDF method. Therefore, inflections of the same term are converted to a single common
root. In addition, stop-word removal discards phrase-connecting words, such as conjunctions, numbers
and special characters that have no semantic value for the analyses.

The resulting vector, Wy = (weight; 4... weighty, ), collects the TF-IDF weights of all words from 1 to W,
as W being the number of different words that appear in the Activities Matrix. The matrix W = (W7... W)
ends up with 2,322 words describing 2,641 occupations. This matrix is 99 per cent sparse since most of the
terms are not shared between occupations, which is common in TF-IDF analysis.

5 The CBO Activities Matrix contains an average of ten task descriptions for each of the 2,474 different occupations when the most
disaggregate 6-digit classification is used. For example, the occupation “truck driver” (code 782510) lists tasks such as “transport con-
tainer”, “load vehicle”, “deliver cargo”, “handle cargo with safety”, “inspect mechanical parts”, and so on.

7 The TF-IDF formula in equation (1) is based on Ramos (2003), however, instead of using the absolute frequency of words, we prefer
the relative frequency as it makes the measure more sensitive to terms that define an activity while remaining insensitive to the num-
ber of activity descriptions pertaining to occupations.
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We apply the cosine similarity measure to derive distances between occupations as vectors in high dimen-
sional sparse matrices. The cosine similarity computes the angle between two vectors, that is the weights
of words that compose the activities of two given occupations. Because the cosine measure is insensitive
to the absolute length of each document, it works well for sparse matrices. & Based on Aggarwal (2015),
the cosine similarity measures for any pair of occupations i and J is defined as

ZW: 1weight,, ;- weight,, ;

S weight2 ;- [5¥_ weight2

Cos,-,- = (2)

Therefore, we have a symmetric matrix reflecting the bilateral similarity between occupations. C0Sij is a
continuous measure in the interval [0, 1], where occupations with value 1 are identical to each other in
terms of tasks, and occupations with 0 do not share words describing their tasks. Finally, to have a direct
measure for the distance between occupations, we use OccDist ; = Iog(l / Cos,-j) in the following analysis.

2.3 Skill measures

Our aim in this section is to derive a novel methodology to generate skill measures that (a) are highly com-
parable across countries, (b) have modest data requirements, (c) do not rely on cross-country occupation
matching, and (d) replicate an international standard.

Our method of skill measurement has three advantages over the previous ones. The first advantage is that
we do not need ad hoc lists of words related to each type of task. Second, the method does not assume
that the occupations perform the same activities across countries. Third, our method can measure the skills
even of occupations that are not listed in a database such as O*NET. A large number of Brazilians work in
occupations that cannot be found in O*NET, such as elevator operators in commercial buildings (CBO 5141-
05 - Ascensorista) or bus ticket/money collectors (CBO 5112-15 - Cobrador).

We have chosen to follow the skills categories introduced by Autor, Levy and Murnane (2003) which were
then adapted to the O*NET data by Acemoglu and Autor (2011). This will be the only relevant ad hoc de-
cision in the following methodology. In order to replicate the United States data-based skills, we use the
O*NET as an initial stepping stone. The remainder of the procedure relies exclusively on the Brazilian CBO
data. The derivation of skill measures is carried out in five steps:

1. Build a dictionary of verbs from the O*NET that are associated with occupations with the high-
est skills in each of the groups (NRC, RC, NRM, and NRM);

Translate these verbs to Portuguese by means of a deep learning translation service;

Derive weights of these Portuguese verbs by means of an NLP technique;

Apply these weights by skill to the text tasks descriptions of the CBO occupations;

v N

Normalize skill measures.

Our choice skill measures are the four categories from Acemoglu and Autor (2011), namely: NRC, RC, NRM
and RM. ? Having calculated the original task measures of Acemoglu and Autor (2011), we rank occupations

8 The Euclidian distance, the most common distance metric in Machine Learning, is not suitable for a high dimensional sparse matrix
(Aggarwal, Hinneburg and Keim 2001).

®  Minor adaptations and corrections are made to increase the meaningfulness of skills in the Brazilian context. Appendix A lists the
task requirements that define these skill categories.
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by their skill score and select the top 10 per cent of occupations. Repeating this procedure for all four skill
categories defines the selected occupations’ elements whose words are then translated into Portuguese.
This resulted in around 6,100 tasks.

The conversion of the task file from English to Brazilian Portuguese is done with DeepL Pro, a neural ma-
chine learning translation service. '°® The task descriptions contain information about contexts that would
be undesirable for our purposes. For example: “clean a car” and “design a car” contain verbs associated
with different skills, but the noun “car” would have the same weight as the verbs and would harm the clas-
sification. Therefore, we prefer to extract only the verbs from the task descriptions.

In this subsection, we use two corpora: verbs that are associated with skills in O*NET and the verbs in the
activities descriptions by occupation in CBO. From the 96,900 words in the translated task descriptions of
O*NET, 996 verbs have correspondence in the CBO task descriptions. The matrix V contains the weights
(as defined below) for the 996 verbs (columns) in the four skill categories i € {NRC, RC, NRM, RM} (rows).
Our final skill scores for each occupation are the result of the following matrix product:

Skill = V*Occup (3)

where the matrix Occup is defined by the raw count of the 996 verbs (rows) in the 2,478 CBO occupations
(columns). "

The usual way to identify the weights of terms in a document for V is through the TF-IDF method (see sec-
tion 2.2). Here, however, TF-IDF has not turned out to be the best option. The reason is simple: if a verb is
present in all four skill categories, the value of the IDF is 0, and obviously TF-IDF is equal to 0. 2 For exam-
ple, if a given verb Wy appears 100 times in total with the following distribution: 90 times in the RM skill cat-
egory, eight times in NRM, and once both in RC and NRC, the TF-IDF value of the verb Wy will be zero. The
same value would be obtained if Wy appeared with equal frequency in the four skills. Thus, relevant infor-
mation about the distribution of the verb Wy would be lost.

To overcome the distortion that TF-IDF would cause, we replace the IDF with the repeat rate (RR) to meas-
ure the relevance of the verbs in the CBO occupation descriptions (NLP documents in this subsection).
Although the index was created for other purposes, it fulfils our objectives. '* The RR of a verb is the sum
of squares of the ratio between the count of verb Wy in each skill and the total count of the same verb. It is
a concentration index based on the distribution of a verb between skills. The minimum value of the RR is
0.25 (4 x 0.252) for a verb that is equally distributed among skills and the maximum value of 1 is obtained
if the verb is observed in just one skill. The intuition is that if a verb is homogeneously distributed by skills
it is not useful for discriminating between skills and vice versa.

©  Deepl uses a proprietary algorithm with convolutional neural networks. In blind tests, professional human translators considered
the DeeplL translations better than those by Google, Amazon and Microsoft services (see https://www.deepl.com/en/quality.html).

" The number of CBO occupations differ from the previous section because a few CBO occupations contain verbs for which there is
no translation from the O*NET verbs. In these cases, the skill scores are missing. To avoid the artificially resulting gaps in workers’
labour market transitions, we replace the missing values with the average skill scores of the corresponding more aggregate 5- or
4-digit occupation classification.

2 NLP technical terms may create misunderstandings between the use of the term “document” in this subsection and in the previous
one. In measuring the distance between occupations, “documents” referred to activities descriptions. In the skills measurement sub-
section, it refers to the verbs associated with each of the four skills.

3 The repetition rate is identical to the Hirschman-Herfindahl index in Economics or the Simpson (1949) index in Biostatistics. Its origins
are controversial. Hirschman explicitly defended the merits of its creation (Hirschman 1964), while 19th century authors had already
preceded him. According to Good (1982), Alan Turing created it independently at Bletchley Park while working on the decryption of
the Enigma machine. Simpson, who also worked there, avoided attributing the authorship to Turing because this could be consid-
ered leaking secret information. We decided to choose the term “repeat rate” as a tribute to Alan Turing and because it reflects the
intuition of the index. See Rousseau (2018) for a more thorough discussion of the origins of the index.



15

» ILO Working Paper 65

The main advantage of the TF-RR over TF-IDF is that it is more suitable for asymmetric distributions. If
a verb is perfectly distributed across our four skills, then RR = 0.25 and IDF = 0. In the numeric example
above, with a very asymmetric distribution, the RR would equal 0.83 (0.92 + 0.082 + 0.012 + 0.012) while
IDF would still be 0. For the mathematical definition of TF-RR, the reader is referred to the Data Appendix
A.A2. Ultimately, the combined TF-RR procedure provides the weights that are used as elements in the ma-
trix V according to the product of TFwk and RRw. As before, TF is defined as the relative frequency of a verb
Wy in the total number of verbs in skill k.

To facilitate the interpretation of the descriptive statistics and regressions, skill scores are standardized such
that the sum of the four categories is equal to one in each occupation. The final scores can therefore be in-
terpreted as shares. For example, NRC= 0.25 means that a quarter of the average workload in this occupa-
tion is executed using NRC skills. A characteristic feature of our skill definition is that the scores differences
across occupations are relatively small, see Table 1. The reason is that even occupations with the highest
NRC scores require some RC activities (such as making phone calls) or RM skills, like typing on a computer.

2.4 Model

2.4.1 Transition regressions and testable hypotheses

The research question in this paper is: how are skills related to labour market transitions in Brazil? In par-
ticular, the following hypotheses will be tested in our regressions and duration analysis:

[H1]Workers' previous skill endowments affect the probability of transitioning to a different occupation.
[H2] Workers' previous skill endowments affect the probability of transitioning to a different sector.
[H3] Previous skill endowments affect the distance between occupations in case of an occupation change.

[H4] Previous skill endowments affect the wage differential when workers move to a different occupation.

[H5] Previous skill endowments affect the probability of a worker experiencing a period out of the for-
mal labour market.

[H6] The size of these marginal effects depends on workers’ age, tenure, employer size and the busi-
ness cycle.

The dependent variables that allow us to assess hypotheses H1 to H6 are defined according to the differ-
ence in the employment outcome of worker i in the current period t and the sequential employment spell
(which must not necessarily be in year t + 1). We use the following variables:

e AOcc4 is an indicator variable for whether we observe that a worker has a different 4-digit occupation
in the following employment spell.
e AOcc? is defined similarly to the previous definition but based on 2-digit occupations.

e AOcc4 1isanindicator variable for whether we observe that a worker moves to a different 4-digit occu-
pation with a higher average wage. Average wages are defined as the mean log wage for a given year
and 4-digit occupation based on the observations in our sample.

e AOcc4 lis an indicator variable for whether we observe that a worker moves to a different 4-digit oc-
cupation with a lower average wage.

e ASect indicates whether a worker will move to a different sector.
e 109(OccDist) is the log of the inverse of the occupational distance defined in equation (2).

e AWage is the difference between the log wage in the next and current employment spell.
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e OFLM is an indicator variable for whether a worker experiences a period of at least one month out of
the formal labour market between the current and the next employment spell.

Our baseline employment transition regressions take the following form

Y=+ BXi+ Y Y, Skill§ + Dg + D, + Dy + € (4)
k

where the vector of control variables X+ includes worker i's number of working hours, level of education,
tenure, gender, age and firm size. Ds, D,, and D are dummies for sector, federal state and year, respective-
ly. The coefficients of interest Yy then indicate how the current skill levels are linked to employment transi-
tions of observably equivalent workers in the near future.

In line with the definitions above, we use NRC, NRM, and RM skills in the regressions, while RC skill is the
omitted reference category. In case the dependent variable is an indicator, we apply logit regressions; oth-
erwise, equation (4) is estimated with pooled OLS. Additionally, we also include interaction terms between
the worker’s skill level and moderator variables such as worker i's age, tenure, employer size, GDP growth
and residence in the federal state. Standard errors are clustered at the occupation level because the ex-
planatory variables of interest - workers’ skills - vary only across occupations. This procedure yields more
conservative results than clustering at the worker level.

2.4.2 Duration analysis

The most appropriate way to analyse the probability of leaving the formal labour market is via duration
analysis. This type of approach estimates the probability of leaving, given that this event has not occurred
before, conditional on the set of observable variables (Lancaster 1979). The exit probability at timet upon
survival to time t is known as the hazard rate. If the duration time t follows a Weibull distribution, which is
the most frequently used in the literature, the hazard rate 6 takes the following form

EZp=a+BXip+ Y V,SKill £+ Ds+ Dy + Dy + € (5)
k

0(t] Zip) = ptP~1- exp(§Zy) (6)

where Zj; is composed of the same control variables defined in equation (4) and P is a parameter that indi-
cates whether the exit probability has an increasing, decreasing or constant form. The parameters of the
duration model are obtained by maximum-likelihood estimation, where standard errors are also clustered
at the occupation level.

According to the nature of our worker panel, the survival data includes multiple records per subject with
continuous-time measurement and the possibility of multiple exits. The exit event is defined as leaving the
formal labour market for at least one month. Because we cannot distinguish whether the individual be-
comes unemployed, self-employed, or gets a job out of the formal labour market, we consider only exits
for individuals that eventually return to the formal labour market. If an individual does not return to the
formal labour market, we have no way of knowing the direction of his or her transition into a lower or high-
er wage, or distant occupation.
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» 3 Results

3.1 Descriptive statistics

3.1.1 Skill scores and workers’ characteristics

The descriptive statistics section presents aggregate trends in the Brazilian labour market that contribute
to the understanding of the subsequent analysis of employment transitions at the worker level. The follow-
ing results are derived from the full sample of the RAIS data from 2003 to 2018.

First, it is crucial to check whether our novel skill measures produce adequate results. The continuous skill
measures’ mean values in the most aggregated occupation groups are certainly plausible. There are nine
groups, excluding police and military professionals, and taking into account both groups of industrial work-
ers (discrete and continuous processes) in CBO.

Table 1 shows that the groups with the highest wages - professionals, managers and technicians - present
the highest scores in NRC skills. These occupations are responsible for abstract and highly specialized tasks,
intensive in hard and soft skills since most of the work is done by interacting with other people. Managers
and technicians have the highest scores in RC skills as well. Besides, administrative and service occupations
mostly require RC and, to a lesser extent, NRC skills. As expected, the highest scores on NRM skills belong
to workers in maintenance, service and manufacturing 2 (continuous processes). Manufacturing 1 (discrete
processes) and agricultural workers score highest in RM skills as those workers mainly perform repetitive
tasks in controlled environments, with little or no necessity for improvisation.

» Table 1. Skill scores by occupations.

Manag. Profes. Techn. Admin. Manuf. 1 Maint. Manuf. 2 Service Agric.

(1) (2) (3) (4) (5) (6) (7) (8) 9)

NRC 0.28 0.29 0.27 0.25 0.21 0.22 0.22 0.24 0.23
(0.01)  (0.02) (0.02) (0.01) (0.03)  (0.02)  (0.02) (0.02)  (0.03)

RC 0.29 0.28 0.28 0.29 0.25 0.25 0.25 027 026
(0.01)  (0.02) (0.02) (0.01) (0.02)  (0.01)  (0.02) (0.02)  (0.02)

NRM  0.24 022 0.4 0.24 0.24 0.27 0.27 0.25 0.2
(0.02)  (0.01) (0.02)  (0.01) (0.03)  (0.01)  (0.02)  (0.01) (0.03)

RM 0.19 020 022 0.22 0.30 0.26 0.27 024 027
(0.02)  (0.02) (0.02) (0.01)  (0.05)  (0.02)  (0.03)  (0.03) (0.02)

Note: the cells show the mean and standard deviation (in parenthesis) for the skill measures (non-routine cognitive (NRC), rou-
tine cognitive (RC), non-routine manual (NRM) and routine manual (RM)) by 1-digit occupations over the entire observation pe-
riod 2003-2018. Calculations are based on the full sample and apply weights for employment duration and hours worked. The
1-digit occupations are ranked according to their mean wage in descending order, namely: directors and managers; science and
arts professionals; medium-level technicians; administrative service workers; workers in the production of industrial goods and
services (1), workers in repair and maintenance; workers in the production of industrial goods and services (2); service workers
and sellers; and agricultural workers.

Source: elaborated by the authors.
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Figure 1 provides another way to compare the plausibility of our skill measures to previous findings from
other countries. Following Autor, Katz and Kearney (2008), the figure shows how the skill scores vary across
the wage distribution in 2018. Additional information for previous years is provided in the Appendix (see
Figure B1). RM and NRM intensive occupations dominate at the lower end of the wage distribution, exhib-
iting a negative and decreasing slope over the wage distribution. NRC skills show a mirror-inverted pattern,
beginning at a low level and rising at an accelerated slope over the upper half of the wage distribution.
RC skills are most frequently used in occupations between the 20t and the 80t percentile. While the RC
skill intensity is also increasing in wages, it is almost flat for the most part in the middle of the distribution.
Regarding the evolution over time, Figure B1in the Appendix indicates that skill intensities of high- and mid-
dle-wage workers remained quite constant. The most pronounced change is that low-wage employment
now uses fewer NRC skills, whereas NRM skills are becoming more important. There is also a clear tenden-
cy of middle-wage workers to increasingly use NRC skills, in line with the RBTC hypothesis.

» Figure 1. Skill scores over the wage distribution in 2018.
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Source: elaborated by the authors.

It is informative that the skill intensities over the wage distribution are similar to the United States expe-
rience. Autor, Katz and Kearney (2008), for example, report that NRC skills are monotonically rising, NRM
skills are markedly decreasing, while RC skills are most frequent in middle-wage occupations. These pat-
terns are as expected and are not related to taking the United States task descriptions in the O*NET as a
starting point for our method. The observed patterns in Figure 1 reflect that NRC skills require a large in-
vestment in human capital (such as a university degree). Consequently, the return to these skills is highest
and occupations with high NRC requirements are located at the top of the wage distribution.

The pattern in Figure 1 and the order of relative wages are in line with other studies of the Brazilian la-
bour market. Controlling for observed and unobserved characteristics in a fixed-effects model, Detoni,
Freguglia and Corseuil (2020) find higher returns for NRC intensive occupations, followed by RC, RM, and
NRM skills. Sulzbach (2020) shows the increasing value of tasks related to cognitive skills since 2003, while
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routine skills saw a decreasing wage compensation. This evidence is in line with RBTC, that is advancing
automation substitutes previous routine tasks performed by humans, and therefore degrades their wag-
es (Acemoglu and Autor 2011).

In order to evaluate how the socioeconomic characteristics of workers relate to their skills, we define dis-
crete skill groups following Goos and Manning (2007) and Cortes (2016), among many others. These cate-
gories are listed in Data Appendix 1. Table 2 shows the descriptive statistics by comparing occupational and
socioeconomic characteristics of each skill group between 2003 and 2018. * NRC workers receive higher
wages, followed by RC, RM, and NRM workers. This ordering remains stable through 2018, but all occupa-
tional groups experienced real gains over our observation period. In particular, NRM and RM occupations
gained 33.8 per cent and 29.9 per cent higher real wages than in 2003. This catching up may not be a sign
of high demand but rather be influenced by the important adjustments of the minimum wage, which grew
by 76.5 per cent in real terms since 2003.

Regarding gender, men dominate the RM occupations in both years, scoring 83 per cent on average. On
the other hand, women increased their participation in the three remaining categories and are predom-
inant in NRC, RC, and NRM occupations. The most relevant effect of the increased female labour market
participation can be seen in NRM jobs, which had 58 per cent of its positions occupied by men in 2003, de-
creasing to 47 per cent in 2018. These NRM occupations encompass service and cultural services workers,
technicians in transport services and agricultural producers.

™ The values in Table 2 refer to the consecutive employment sample that will be used for most of the regression analysis below.
Notwithstanding, the full sample yields very similar patterns.
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» Table 2. Descriptive statistics by skill groups: 2003-2018.

2003 2018

NRC RC NRM RM NRC RC NRM RM

(1) (2) (3) (4) (5) (6) (7) (8)

wage per hour (BRL) 126.34 55.70 31.90 39.71 150.28 65.30 42.68 H1.57
(164.91) (77.16)  (36.26) (40.43) (179.78) (76.86) (36.71)  (44.09)

male 0.49 0.44 0.58 0.83 0.46 0.40 0.47 0.83
(0.50) (0.50) (0.49) (0.37) (0.50) (0.49) (0.50) (0.38)

age (years) 36.08 32.52 34.98 33.47 39.76 37.91 41.31 40.21
(8.82) (8.81) (8.97) (8.77) (9.32) (9.89) (9.73) (9.53)

tenure (month) 87.27 64.90 53.97 47.23 92.27 T4.34 72.24 64.21
(86.98) (74.35)  (59.07)  (55.98) (96.14) (86.21) (78.65) (71.70)

occupation change 0.17 0.15 0.15 0.17 0.10 0.11 0.09 0.11
(0.38) (0.36) (0.36) (0.38) (0.30) (0.31) (0.29) (0.32)

oce. change (2-digit) 0.14 0.13 0.10 0.12 0.08 0.09 0.05 0.08
(0.35) (0.34) (0.30) (0.32) (0.28) (0.29) (0.22) (0.28)

sector change 0.06 0.07 0.07 0.10 0.05 0.07 0.07 0.09
(0.23) (0.26) (0.26) (0.30) (0.22) (0.25) (0.25) (0.28)

log occ. distance 2.21 2.35 2.40 2.49 2.22 2.30 2.28 2.51
(0.92) (0.90) (0.87) (0.98) (0.88) (0.91) (0.84) (0.95)

employment

share (in %) 12.8 31.8 17.8 37.6 16.7 32.3 20.8 30.1
observations 270k 670k 374k 791k 482k 931k 598k 878k

Note: the cells show the mean and standard deviation (in parenthesis) for selected employment transition indicators in 2003
(columns (1) to (4)) and in 2018 (columns (5) to (8)) for each of the discrete skill groups: non-routine cognitive (NRC), routine cog-
nitive (RC), non-routine manual (NRM) and routine manual (RM). Inflation is adjusted by the official consumer price index (IPCA)
to 2018 prices. Calculations apply weights for employment skill duration and hours worked and are based on the consecutive
employment sample.

Source: elaborated by the authors.

Likewise, the evolution of workers’ age reflects, at least partly, the demographic transition in Brazil (IBGE
2018). All skill groups exhibit a higher average age in 2018 in comparison to 2003. Additionally, the most pro-
nounced increase in average age occurs between 2013 and 2018, suggesting that firms primarily dismissed
younger, less experienced workers during the economic recession. Workers in non-routine, cognitive-in-
tensive occupations have longer employment tenure, increasing from 87.3 months in 2003 to 92.3in 2018.
RM workers are most prone to employment changes, that is to say that they present the lowest average
tenure. Analogous to age, tenure shows a crescent trend that has accelerated since 2013 for all skill groups.

The variable “occupation change” in Table 2 shows the fraction of workers that moved into a different 4-dig-
it occupation. '> We can see that occupational changes became less frequent over the years. In 2003, 17
per cent of NRC workers transitioned to another occupation, whereas only 10 per cent did in 2018. The
same pattern is seen for RM, RC, and NRM workers. The wide definition that considers occupation group

5 Recall that, according to the definition of our consecutive employment sample, the variable occupation change is equal to one in
yeart if a worker is observed in a different occupation in either yeart ort + 1. The skill group refers to a worker’s occupation be-
fore moving to the different one.
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changes based on a higher level of aggregation (the 2-digit CBO classification) shows the same declining
pattern. In both cases, the change occurs gradually over time and does not seem to be influenced by the
business cycle. The sector change variable presents a stable pattern over time, ranging from 5 per cent for
NRC workers to 10 per cent for the RM skill group. The log occupational distance suggests that, without
accounting for other observable characteristics, RM workers move the farthest away from the previous
occupation. The mean occupational distance in 2003 for RM workers was 2.49, increasing slightly to 2.51
in 2018. NRM and RC workers decrease their mean occupational distance. NRC workers present a stable,
relatively low occupational distance.

3.1.2 Employment changes and transitions

Figure 2 shows the employment change by occupational groups between 2003 and 2018, in total, and for
three sub-periods. Over the last two decades, the largest relative change has been observed for the pro-
fessional group, with a growth of 51 per cent relative to 2003, followed by 44 per cent growth for managers
and 35 per cent in service occupations. In general, all aggregated groups increased the number of formal
employees, in line with the 34 per cent increase of our 10 per cent random sample, which grew from 1.8
million in 2003 to 2.4 million full-time equivalent workers in 2018.

The three graphs for the subperiods in Figure 2 show that the Brazilian economy experienced a period of
rapid GDP expansion between 2003 and 2009, with a mean growth rate of 4.2 per cent. The 2008 financial
crisis did little harm to the economy, as GDP growth decelerated only slightly to a mean of 3.3 per cent be-
tween 2008 and 2013, before the economy plunged into a severe recession from 2014 onward (IBGE 2019b).
The business cycle helps to explain the patterns of employment change shown in Figure 2. Between 2013
and 2018, occupations in manufacturing of continuous processes (manufacturing 2) suffered the strongest
retraction of 30 per cent in employment, followed by maintenance workers and manufacturing of discrete
processes (manufacturing 1). The recession was severe in sectors such as construction and transformation,
falling to 85 per cent and 70 per cent of their production level in 2014, respectively (IFI 2018). Between 2003
and 2013, in contrast, all 1-digit occupation groups grew.

Concerning the whole period, agriculture seems to be an outlier, and in fact this sector is usually excluded.
Nevertheless, agriculture is an important component of the Brazilian economy and we aim to be as inclu-
sive as possible in the present analysis. The relative stability of agricultural employment can be explained
by the fact that Brazil is among the most productive and competitive agro-exporters worldwide thanks to
state-driven innovation, large properties and continuous expansion of its agricultural frontier over the last
decades that has made land available for commercial agriculture (Hopewell 2016). Interestingly, back in
1970, Brazil was a net importer of agricultural goods. Agriculture is directly responsible for (only) 5.3 per
cent of GDP but employs 15 per cent of the country’s labour force (IBGE, 2019a, 2019b).
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» Figure 2. Employment changes by occupation group, 2003-2018.
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Note: the 1-digit occupations are ranked according to their mean hourly wage in 2003. See Appendix Table 1 for the precise
definition of the occupation groups. Calculations are based on the consecutive employment sample and apply weights for em-
ployment duration and hours worked.

Source: elaborated by the authors.

Jobs in agriculture and services (such as food service workers, security guards, cleaners, hotel and house-
keepers and sales attendants) are often referred to as “low-skill” occupations; manufacturing, maintenance,
and administrative workers as “medium-skill” occupations; and managers, professionals and technicians as
“high-skill” workers ¢ (Autor 2019). Using these categories, Figure 2 shows that low-skill occupations grew
on average between 2003 and 2013 and fell slightly over the period 2013-2018. The high-skill occupations
followed the same pattern but grew at higher rates. Middle-skill occupations, in contrast, present a pattern
of steadily declining growth, culminating in a heavy contraction of up to -20 per centin 2013-2018. In sum,
Figure 2 shows the first sign of employment polarization with low-skill and high-skill occupations growing
relatively more than medium-skill occupations.

6 While this may be the right classification for the majority of those workers, some occupations, such as production managers, direc-
tors, and supervisors obviously require a high degree of NRC skills. The primary sector in Brazil and other heavily exporting nations
receive substantial R&D investment, and consequently there are numerous researchers and engineers employed in agriculture-re-
lated companies. These examples illustrate that a more parsimonious classification of skills (like the discrete one we use alternative-
ly) does not do justice to all workers and occupations.
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Figure 3 describes the changes in employment shares along with the wage distribution over the last two
decades, following the seminal work of Autor, Katz and Kearney (2008). The total change and the break-
down for three sub-periods allow us to analyse whether Brazil experienced employment polarization sim-
ilar to developed countries. Only the most recent period, 2013 to 2018, shows employment growth in oc-
cupations at the top and bottom of the wage distribution and a retraction in medium-income occupations.
This is additional evidence of wage polarization since the left and right tails of the wage distribution are
increasing relative to its middle.

Over the last observation period (2013-2018), the Brazilian formal labour market resembles the change in
the United States labour market between 1990 and 2000. In both countries, employment losses are most
pronounced between the 40t and 60t wage percentile. The magnitude of the most extreme aggregate

changes in a single percentile in Brazil, range from +8 per cent to -3.5 per cent, while those reported by
Autor, Katz and Kearney (2008) over a period twice as long are between -13 per cent and +16 per cent.

» Figure 3. Employment changes over the wage distribution 2003-2018
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Note: The figure shows the employment changes in 4-digit occupations ranked according to their 2003 mean wage using a lo-
cally weighted smoothing for the entire observation period, as well as three different subperiods, as indicated in the above four
graphs. Wages are deflated to 2018 prices using the IPCA. Calculations are based on the entire RAIS sample and apply weights
for employment skill duration and hours worked.

Source: elaborated by the authors.
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The polarization pattern is not seen when we consider other time intervals, like 2003 to 2008, 2008 to 2013,
or the full period. Although high-skilled employment is continually expanding, the low-skilled occupations
experienced negative growth rates and changes in the middle of the skill distribution were close to zero.
Jaimovich and Siu (2020) and Hershbein and Kahn (2018) show that in the United States, routine-biased
technical change and jobless recoveries go hand in hand. Increasing automation of routine and manual
tasks can accelerate these trends. That is, Brazilian firms may have used the recent recession as an “op-
portunity” to displace and substitute middle-skill workers. It remains to be seen whether the employment
polarization in Brazil is a transitional phenomenon related to the economic downturn or the beginning of
a secular trend that arrived later than in developed countries.

Lastly, we can look at transitions between occupations in different skill groups, as well as transitions into or
out of the labour market and into retirement. Table 3 shows a transition matrix based on the discrete skill
classification. The share of workers who remained in the same classification in 2003 and 2018 range from
27 per cent for NRM to 34.2 per cent in RM occupations. In general, routine skilled workers are less likely
to move into another occupational group. Transitions from manual to cognitive occupations and vice-ver-
sa are least common.

» Table 3. Transition matrix between skill groups 2003-2018

~ 2018 ... TR . A
2003 —__ NRC RC NRM RM OFLM Retired
3y @ @6 @ (5) (6)
NRC 284 102 25 39 462 8.9
RC 106 303 46 5.1 14.3 5.1
NRM 3.1 74 267 9.1 486 5.1
RM 28 5.1 |

1.2 19.9 3.3
7.1

- OFLM 157 329 229 1.4

Note: the cells show the percentage of workers from a given skill category (non-routine cognitive (NRC), routine cognitive (RC),
non-routine manual (NRM), and routine manual (RM) in 2003 (column 1) that are either out of the formal labour market (OFLM),
employed in the same or in another skill group (row 1) in 2018, or retired in or before 2018. Per definition, the row sum is equal
to 1. Calculations are based on the entire sample and apply weights for employment skill duration and hours worked.

Source: elaborated by the authors.

Although the observation period spans 16 years, the share of transitions out of the formal labour market
is strikingly high. About 46 per cent of the NRC workers in 2003 were outside the formal labour market in
2018. Another 8.9 per cent of all NRC workers observed in 2003 moved into retirement by or before 2018.
So overall, the effects of aging, self-employment (in the growing gig-economy) and increasing unemploy-
ment, among others, contribute to the fact that 55 per cent of all NRC workers are not in the formal labour
market 16 years later. The high turnover is only slightly affected by transition periods within a calendar year,
because the RAIS data allow us to observe the individual over the entire year and not only at a specific date.

The differences in the job-to-retirement rates are also remarkable. Among the RM skilled, only 3.3 per cent
moved from formal employment directly into retirement. For RM and NRM workers, the rate is higher (5.1
per cent) but still much below that of the most skilled NRC workers. Two more observations from Table 3
confirm that the RM workers are the most vulnerable group. Their transition rate out of the formal labour
market is highest at 49.4 per cent and, despite being the largest group in terms of the aggregate employ-
ment share (30-37 per cent), only 27 per cent of those who were not observed (OFLM) in 2003 but entered
the labour market in one of the following years were in a RM occupation in 2018. This picture is in line with
RM workers being hardest hit by the economic recession (see Figure 2). In general, the transition matrix
reveals a high job market turnover. This is a known problem in the Brazilian economy that deteriorates
productivity and wages. Rocha, Pero and Corseuil (2019) indicate that the annual turnover rate at the firm
level in Brazil fluctuates around 45 per cent, ranging from 38 per cent to 64 per cent. The high turnover
negatively impacts productivity by reducing specific learning in organizations.
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3.2 Propensity to change occupation and sector

This section analyses how skill endowments influence the probability of workers moving into different oc-
cupations or sectors. That is, we aim at providing answers to the testable hypotheses H1, H2 and H6 listed
in section IIL.D. In the next section, the consequences of these changes on wages and occupational dis-
tance are explored further.

Table 4 presents the results from the logit regressions where the binary dependent variables are the two
definitions of occupation change and if a worker migrates to a different sector. The upper part of the table
reports the marginal effects of the continuous skill variables. The lower part shows the predicted change
probabilities for workers with average characteristics in each discrete skill group. "7

7 These regressions are based on the consecutive employment sample. This choice disregards occupation changes that occur after a
period out of the labour market of more than one month. In this way, the estimations will neither be biased due to right censoring
of employment spells nor confounded by the impacts that the worker experiences out of the labour market, such as unemployment
stigma or educational upgrade. In even columns, the sample is additionally restricted to workers who change sectors.
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» Table 4. Occupation change, sector change and skill endowments

dep. var.: AOcc4 AQOcc2 sector change
sample: CE CE & ASect. CE CE & ASec. CE
(1) (2) 3) (4) (5)
marginal effects
NRC 0.541 0.340 0.304 0.494 0.119
(0.345) (0.685) (0.343) (0.831) (0.163)
NRM 0.448 -0.904%* 0.061 -1.307* 0.482%**
(0.288) (0.511) (0.300) (0.739) (0.174)
RM 0.386 0.351 0.095 0.259 0.187
(0.277) (0.561) (0.248) (0.602) (0.120)
N 39,086,764 5,220,179 39,086,764 5,220,179 39,086,764
LL -18,319,130 -3,092,822 15,527,561 -3,384,799 -13,856,998
Pscudo R2 0.049 0.058 0.051 0.054 0.098
predicted probabilities
NRC 0.160%** 0.623%%* 0.128%%¥ 0.530%%* 0.089***
(0.005) (0.017) (0.004) (0.015) (0.002)
RC 0187+ 0.684°%*** 45 b 0.581+** 0. 120%*=
(0.009) (0.020) (0.005) (0.016) (0.003)
NRM 0:18TFTE 0.667*** 0.132%** .522%** 0:1333*F
(0.006) (0.015) (0.006) (0.013) (0.004)
RM Q219%%* 0.688*** Q158> 0.568*** Q.164%*=
(0.008) (0.018) (0.008) (0.017) (0.004)

Note: the upper part of the table presents the marginal effects of skill scores on the probability of either moving to a different
occupation or sector applying logit regressions according to equation (4). The lower part of the table presents the predicted
probabilities for workers from each of the four discrete skill groups (non-routine cognitive (NRC), routine cognitive (RC), non-rou-
tine manual (NRM), and routine manual (RM)) with average characteristics. The dependent variables in columns (1) to (4) assume
the value 1 if an occupation change between the current and the next employment spell is observed. Columns (1) and (2) use
the 4-digit occupation classification, whereas columns (3) and (4) are based on the wider (2-digit) occupational classification. The
estimation in columns (2) and (4) are similar to columns (1) and (3), respectively, but the sample is further restricted to workers
who change sectors. In column (5), the dependent variable indicates whether the worker switches to a different sector and the
consecutive employment (CE) spell sample is used as in columns (1) and (3). The estimations control for workers' tenure, gender,
age and age squared, education, number of hours worked, type of employment contract, firm size and legal nature, as well as
year, sector, and federal state fixed effects. Standard errors in parenthesis are clustered at the occupation level. * denotes sig-
nificance at ten, ** at five and *** at 1 per cent level.

Source: elaborated by the authors.

The first column of Table 4 shows that higher NRC skills are positively related to the probability of moving
to a different job. This relation is stronger than for any other type of skill, yet none of the marginal effects
is statistically significant. Once the observable individual characteristics are taken into account, an aver-
age worker in a typical NRC job has an occupation change probability of 16 per cent. RC and NRM workers
change occupations at slightly higher rates (19 per cent), whereas RM workers are most likely to switch
occupations (22 per cent). Note that these predicted probabilities are higher and of a different order than
the unconditional observed probabilities in Table 2. That is, characteristics such as workers' age, tenure,
sectoral affiliation, employment contract type and firm size result in the lowest occupational and sectoral
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change probabilities for NRC workers. In contrast, NRM skills seem to be best employed in the same occu-
pation, especially when one moves to a different sector. '8

More precisely, column (2) shows that workers who use 10 per cent more NRM skills have a 9 per cent low-
er occupation change probability, ceteris paribus. By conditioning the sample based on sectoral change,
we observe a jump in predicted probabilities to above 62 per cent for all skill groups. The differences in
predicted probabilities across skill groups are less pronounced in this case. As in the previous estimations,
NRC workers are most likely to maintain their previous occupation in the new sector, and RM workers are
more likely to switch jobs as they change sector. However, column (5) shows that NRM skills seem to boost-
er sectoral switching the most. So, in this case, the work activity of NRM (predominantly service jobs) seems
to be much more relevant than the sector in which it is applied. The high occupational and sectoral change
probabilities of RM workers seem to stem from their unfavourable labour market position, including low
wages, higher job instability and unemployment rates.

» Table 5. Occupation change, sector change, skill endowments and moderators

dep. var.: occupation change sector change
moderator var.: tenure age AGDP, firm size tenure age AGDP, firm size
(1) @) (3) (4) (5) (6) (7) (8)
NRC @low 0.284 0.377 0.549 0.676 0.046 0.128 0.169 0.355*
(0.404)  (0.361)  (0.339)  (0.487) (0.231) (0.178) (0.161) (0.206)
NRC @ high 0.632* 0.770%* 0.580* 0.417 0.256* 0.219 0.156 -0.046
(0.332)  (0.351)  (0.350)  (0.334)  (0.156)  (0.151)  (0.162)  (0.190)
NRM @low 0.425 0.519* 0.496* 0.935%%  (.744%** ).560%** (Q.57TFEE  0.028FF*
(0.329)  (0.301)  (0.286)  (0.411) (0.239) (0.198) (0.177) (0.265)
NRM @ high 0.425 0.438 0.500% 0.081 0.292%* 0.567T***  (.546%** 0.203
(0.285)  (0.309)  (0.296)  (0.278)  (0.131)  (0.151)  (0.175)  (0.155)
RM @low 0.429 0.418 0.390 0.531 0.308%* 0.255% 0.233%* 0.429%**
(0.322)  (0.208)  (0.271)  (0.411)  (0.170)  (0.133)  (0.118)  (0.146)
RM @ high 0.233 0.366 0.434 0.283 0.092 0.198* 0.233* 0.031
(0.275) (0.275) (0.285) (0.242) (0.121) (0.111) (0.120) (0.138)
LL -18,288k  -18314k  -18,321k  -18,319k -13,844k -13,862k -13,863k -13,859k
Pseudo R2 0.050 0.049 0.049 0.049 0.099 0.098 0.098 0.098

Note: the table shows the marginal effects of the skill measures (non-routine cognitive (NRC), routine cognitive (RC), non-routine
manual (NRM), and routine manual (RM)) evaluated at the lowest and highest tertile of the moderator variable's distribution.
These marginal effects are derived from logit regressions according to equation (4) with interactions between the skill meas-
ures and a moderator variable, as indicated in the second row. The dependent variables assume the value 1 if an occupational
or sectoral change between the current and the next employment spell is observed. The estimations control for workers' tenure,
gender, age and age squared, education, number of hours worked, type of employment contract, firm size, legal nature, as well
as year, sector, and federal state fixed effects. The consecutive employment (CE) spell sample is used and the number of obser-
vations is equal to 39,086,764 in all estimations. Standard errors in parenthesis are clustered at the occupation level. * denotes
significance at ten, ** at five, and *** at one percent level.

Source: elaborated by the authors.

Table 5 reveals some heterogeneity across skills for the moderator variables of age, tenure, GDP growth,
and firm size. Higher tenure seems to increase the probability of NRC workers assuming different occupa-
tions and sectors. For example, column (2) indicates that NRC workers in the lower tertile of the age distri-
bution have a marginal effect on the occupation change probability equal to 0.37, which increases to 0.77

'8 When we include fewer control variables in the estimations in Table 4 (only age, gender and year fixed effects), the coefficients tend
to be lower but in the same order relative to each other. Thus, controlling for observable worker characteristics seems to disclose
the differences among skills more clearly. Restricting the sample to male workers tends to magnify the coefficients’ size. For exam-
ple, apart from the significant coefficients in Table 4 the NRC coefficients in columns (1) and (3) become significant at the 10 per cent
level.
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in the upper age tertile. In other words, when an average worker aged 28 increases their NRC skill set by
10 per cent, the occupation change probability increases from 16 per cent to 19.7 per cent, while the prob-
ability for a worker aged 43 would increase to 24.7 per cent. This observation seems to be in line with the
age-biased technical change in Brazil, highlighted in Firpo and Portella (2019) whereby some of the older
NRC workers, whose skills are particularly complemented by new technologies, would rather switch to a
different occupation and constantly face the need for adjustments in their job. Contrarily, higher tenure and
higher manual skills seem to decrease the propensity for sectoral switching. GDP growth does not seem
to change the marginal effects of skills in a relevant way. Lastly, firm size appears to decrease the marginal
effects of either skill type, both regarding occupational and sectoral changes.

3.3 Consequences of occupation changes

Tables 6 and 7 show how skills relate to the distance between occupations and to wages when workers
switch occupations according to hypotheses H3, H4 and H6. Note that these findings complement our pre-
vious observations from the Transitions Matrix between skill groups in Table 3. The difference is that the
regressions in Table 6: (a) make workers more comparable with each other, (b) apply the continuous skill
measures, and (c) consider only job-to-job transitions. Similar to the observations in Table 5, the skill meas-
ures’ coefficients are insignificant in the baseline specification because the apparently substantial hetero-
geneity between workers leads to high standard errors. Once we use interaction regressions or distinguish
whether workers move to higher or lower-paying occupations in Tables 6 and 7, we uncover some signifi-
cant heterogeneity among workers.

» Table 6. Distance after occupation changes

dep. var.: log occupational distance
sample: AOccd.t AOccd.]l  ASect. AQOccd.
var. mediator tenure age GDP firm size
(1) (2) (3) (4) (5) (6) (7)
NRC -4.345 -4.812% 0.021 -1.642 T.T(2%x% -3.458 3.588
(2.950) (2.893) (2.393) (2.452) (2.858) (2.606) (2.954)
NRM -2.933 -6.489** -1.989 -2.696 3.735 -3.993 2.099
(3.261) (2.519) (2.391) (2.659) (2.421) (2.666) (2.249)
RM 2.241 -0.761 3.842%* 2.671 10).724%** 1.226 5.95 7>
(2.255) (2.397) (1.811) (1.989) (2.181) (2.134) (2.106)
var 0.040%** 0.209*** 0.026 2.188%**
(0.011) (0.043) (0.025) (0.780)
var * NRC -0.069%*%*%  .0.351%** -0.07 -3.591%*
(0.019) (0.076) (0.048) (1.471)
var * NRM -0.046***  -0.239*** -0.008 -3.027***
(0.017) (0.057) (0.034) (0.963)
var * RM -0.052%**%  _(.294*** -0.03 -2.385%*
(0.014) (0.053) (0.029) (0.984)
I 4231257 3371208 3536374  T602465 7602465 7602465 7602465
F 38 19 26 32 35 33 33
R2 0.07 0.059 0.07 0.061 0.061 0.059 0.06

Note: the table presents the estimated coefficient of skill measures (non-routine cognitive (NRC), routine cognitive (RC), non-rou-
tine manual (NRM), and routine manual (RM)) and their interaction effects with a moderator variable as indicated in the third row
applying OLS regressions according to equation (4). The second line indicates whether the sample consists of workers changing
occupations (columns (4) to (7)) or occupations and sectors (column (3)) or changing to an occupation with higher or lower av-
erage wage in columns (1) and (2), respectively. The dependent variable is the log of the occupational distance. The estimations
control for workers' tenure, gender, age and age squared, education, number of hours worked, type of employment contract,
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firm size and legal nature, as well as year, sector an*d*federal statg*ﬁ*xed effects. Standard errors in parenthesis are clustered at
the occupation level. * denotes significance at ten, ** at five and at one per cent level.

Source: elaborated by the authors.

The results in columns (1) to (2) in Table 6 indicate that having more non-routine skills decreases the occu-
pational distance. Once we account for interactions among skills and age, tenure and firm size, the majori-
ty of marginal interaction effects also become significant. For example, columns (4) and (7) in Table 6 show
that the pure effects of age and firm size on occupational distance are positive, while their interaction with
skills is negative. That is, having more non-routine skills allows older, more tenured workers to find closer
occupations. The same is true for workers that have worked in large companies. It is indeed intuitive that
workers who have accumulated more experience on the job or in the labour market would want to utilize
those abilities in a similar occupation whenever feasible. The business cycle does not seem to affect occu-
pational distance, and neither shows any heterogeneous effect across skill types. Finally, column (3) shows
that workers with more RM skills move to more distant occupations once they change occupation and sector.

Regarding wage changes following a job-to-job transition, Table 7 indicates that only the NRC skills show a
positive relation, independent of whether the worker moves to an occupation with higher or lower average
wage. When workers change sectors and occupations, the differences between skill groups are insignifi-
cant. Extending those regressions with the four interaction terms used previously, Table 7 shows that nei-
ther firm size, tenure nor age show meaningful or significant estimates. Only regional GDP growth seems
to magnify the wage changes of non-routine skills. In line with the observed employment changes and de-
mand for skill, we observe that during expansionary periods wage increases are higher for NRC workers,
whereas the marginal return to RM skills is almost zero.

» Table 7. Wages after occupation changes

dep. var.: log wage change
sample: AOccd.t AOccd.| ASect. AOccd.

(1) (2) (3) (4) (5) (6) (7
var. mediator tenure age GDhP firm size
NRC 0.58T "% 0.385% 0.296 0.039 -0.059 0.118 -0.295

(0.177) (0.214) (0.314) (0.261) (0.385) (0.258) (0.433)
NRM 0.183 -0.226 -0.030 0.0568 -0.027 -0.1 (.004
(0.149) (0.202) (0.310) (0.296) (0.325) (0.274) (0.442)
RM 0.161 0.302 0.285 0.178 -0.358 0.242 0.067
(0.150) (0.198) (0.255) (0.221) (0.298) (0.221) (0.387)
var. -0.001 -0.009 -0.014%* -0.093
(0.001) (0.007) (0.006) (0.111)
var. * NRC 0.005%* 0.009 0.026** 0.248
(0.002) (0.012) (0.010) (0.172)
var. * NRM -0.002 0.002 0.029*** 0.008
(0.002) (0.009) (0.009) (0.163)
var. * RM 0.002 0.019%* 0.004 (.089
(0.002) (0.009) (0.007) (0.158)
N 4,231,257 3,371,208 3,536,374 7,602,465 7,602,465 7,602,465 7,602,465
F 341 186 320 307 279 293 266
R2 0.032 0.04 0.061 0.035 0.034 0.035 0.034

Note: the table presents the estimated coefficient of skill measures (non-routine cognitive (NRC), routine cognitive (RC), non-rou-
tine manual (NRM), and routine manual (RM)) and their interaction effects with a moderator variable as indicated in the third row
applying OLS regressions according to equation (4). The second line indicates whether the sample consists of workers chang-
ing occupations (columns (4) to (7)) or occupations and sectors (column (3)) or changing to an occupation with higher or lower
average wage in columns (1) and (2), respectively. The dependent variables are the log wage change. The estimations control
for workers' tenure, gender, age and age squared, education, number of hours worked, type of employment contract, firm size
and legal nature, as well as year, sector and federal state fixed effects. Standard errors in parenthesis are clustered at the occu-
pation level. * denotes significance at ten, ** at five and *** atone per cent level.
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Source: elaborated by the authors.

It is important to note that the present approach does not identify marginal wage returns as Gonzaga
and Guanziroli (2019) derive from Mincerian wage regressions. Evidence from Brazil and the United States
indicates that NRC wages receive the highest marginal returns, particularly in agglomerations (Ehrl and
Monasterio 2019). The present approach only allows us to check whether otherwise observably equivalent
workers instantly receive a systematically higher or lower wage in a novel or different occupation, depend-
ing on their current skill level. Another caveat is that the present estimates are conditional on changing
jobs, inside or in other company. RAIS captures changes in job titles and wages annually, even if the worker
remains with the same employer. However, the sample may not be representative of the entire population
due to selection bias, as the probability of job changes is related to skills, as shown in Table 5.

3.4 Duration results

This section presents how skills are related to the formal labour market exit probability given that the work-
er re-enters at a later time. That is, the following duration analyses test and largely confirm hypotheses
H5 and H6. The reader should bear in mind that the period out of the labour market may either be unem-
ployment, voluntary time-out or in the informal sector. Temporary illness or injury leave is not accounted
as a labour market exit.

P Table 8. Risk of transition out of the labour market with moderator variables

dep. var.: hazard rate

moderator var.: age tenure AGDP firm size
(1) (2) (3) (4) (5)
NRC 0.730 -5.668%* -1.485 0.731 1.433
(1.085) (2.444) (2.202) (1.024) (1.831)
NRM 2.099* -1.662 2.91 2.053%* 6.945%**
(1.145) (2.756) (2.362) (1.052) (1.776)
RM 1.930%* -1.96 2.588 1.856%* 2.916*%*
(0.834) (2.082) (1.822) (0.800) (1.309)
var -0.120%** -0.024 -0.007 0.687
(0.037) (0.044) (0.018) (0.471)
var ¥ NRC 0.192%** 0.098 0.000 -0.471
(0.060) (0.066) (0.034) (0.915)
var ¥ NRM 0.113%* -0.053 0.01 -2.620%%*
(0.057) (0.075) (0.031) (0.712)
var * RM 0.116** -0.041 0.017 -0.583
(0.048) (0.056) (0.023) (0.699)
N 50,082,074 50,082,074 50,082,074 50,082,074 50,082,074
LL -7,255,895  -7,256,886  -7,187,685  -7,255,807  -7,247,139
AIC 14,512,013 14,513,998 14,375,397 14,511,844 14,494 504
BIC 14,513,759 14,515,775 14,377,191 14,513,653 14,496,282

Note: the table presents the estimated coefficients of the skill measures (non-routine cognitive (NRC), routine cognitive (RC),
non-routine manual (NRM), and routine manual (RM)) from equation (6) and its extension with interaction terms using the mod-
erator variables specified in the second line according to the duration model in equation (6). The estimations are based on the
complete sample and include the workers’ tenure, gender, age and age squared, education, number of hours worked, type of
employment contract, firm size and legal nature, as well as year, sector and federal state fixed effects. Standard errors in paren-
thesis are clustered at the occupation level. * denotes significance at ten, ** atfive and *** at one per cent level.
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Source: elaborated by the authors.

Table 8 displays the estimated coefficients & according to the model specified in equation (6). That is, var-
iables with positive coefficients increase a worker’s hazard rate, ceteris paribus. Thus, the first column in-
dicates that workers who use manual skills intensively have a greater exit risk than the reference category
of RC workers. For a different interpretation of the results, recall that the hazard rate representation can
be derived as exp(&). So, for example, the elasticity of the hazard rate with respect to RM skill is equal to
6.9 = exp(1.93). Occupations that require 10 p.p. more RM skills have a 69 per cent higher hazard rate.

Column (3) reveals substantial interaction effects between skill endowments and the age profiles of workers.
Onthe one hand, higher age, per se, and having higher NRC skills seems to decrease the exit probability. On
the other hand, the combination of being more specialized in either NRC or manual skills and being older
increases the labour market exit risk. This result could be due to older, more experienced workers having
stronger preferences for self-employment or retirement. The business cycle and tenure, however, are ap-
parently unrelated to the labour market exit risk of employees with different skill types. Lastly, column (5)
shows that manual skilled workers are more protected from losing their job when they work in large firms.
There seems to be no interaction between NRC skills and firm size.

3.5 Robustness

Our findings are robust with regard to the definition of our skill measures. First, there are no qualitative
modifications regarding Acemoglu and Autor’s (2011) choice of O*NET task elements of each skill meas-
ure. Our two minor changes were necessary to correct one obvious problem of O*NET and one adapta-
tion to the Brazilian labour market (see Data Appendix A.A1). The methodology for measuring skill rests
on only one ad hoc choice: the percentile of occupations for each skill group that feeds the NLP algorithm
that extracts the verbs matched to the CBO. The results presented above are based on the top 10 per cent
of occupations. Selecting only the occupations closest to the top increases the risk of leaving out verbs rep-
resenting each skill. On the other hand, too low a cut-off point would include occupations with verbs not
characteristic of the four skills we considered. Notwithstanding, the qualitative results hold with different
cut-off points at, for example, 5 per cent and 15 per cent.

The results are also robust to the choice of the English-to-Brazilian Portuguese translation algorithm. We
ran initial tests with the “Google translate” function from Google Calc. Overall, the results are robust, but
DeeplL Proyields the best translations because it considers the context of the occupation description more
accurately.

Moreover, the regression results hold when: (a) the sample is restricted to full-time employees; (b) workers
who change jobs more than three times over the observation period are excluded; (c) when instead of [Occ4,
the wider definition of occupation change (JOcc2) is used; and (d) the definition of sector and occupation
changes is conditional upon moving to a different firm. As mentioned previously, the findings are also ro-
bust against changes in the set of control variables, as well as to restricting the sample to male employees.
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» 4 Discussion

After two decades of falling inequality and rising wages, the recent economic recession, aggravated by the
Covid-19 pandemic, brings uncertainty as to whether the improvements in the Brazilian labour market,
particularly the reduction in inequality, can be sustained. The Brazilian economy may suffer a slow and
jobless recovery with wage and employment polarization. This scenario should prompt policymakers to
understand the interplay between skills and occupational transitions to increase workers' welfare. To sum
up the main findings from the different areas of our analysis, we provide a brief characterization of work-
ers by the relative intensity of skills.

NRC workers clearly receive the highest wages, have higher tenure and are equally divided between men
and women. They show the highest probability of direct job to retirement transition and have the lowest
predicted probability of occupation switching. Sectoral switching for these workers is also the least com-
mon. Their new occupation is relatively close to the previous one unless it is in a different sector and, con-
sequently, wages tend to increase. Their formal labour market exit risk is relatively low, particularly for
young employees.

NRM workers receive the lowest wages and are mainly employed in maintenance occupations. They have
the highest probability of switching sectors while remaining in the same occupation and, when they change
occupations, the distance between jobs is small. Upon changing occupations, their wages tend to increase,
particularly when the economy is expanding. Labour market exit risk is highest, particularly for older em-
ployees.

RM workers’ wages and tenure are relatively low and the share of men in these occupations is above 80
per cent. They show the largest occupational distances in new occupations and have the highest predicted
occupational and sectoral switching probabilities. They are primarily employed in manufacturing and ag-
ricultural jobs, and their labour market exit risk is high, particularly for older employees. Their probability
of job-to-retirement transition is the lowest.

RC workers' wages are higher than in manual skilled occupations but still well below NRC jobs. The RC-
intensive occupations are dominated by women workers. (Un)conditional probabilities of occupational and
sectoral switching for these workers are intermediate, in line with our choice of RC as the reference cate-
gory in the regressions. When compared to other workers, their occupational distances and wage chang-
es are also intermediate. The skills of RC workers apply to a wide array of occupations but, above all, in ad-
ministrative and service jobs.

In general, our data and skill measures confirm that NRC workers receive the highest wages, while NRM
workers receive the lowest. All types of workers experienced rising real wages over the period 2003-2018,
but their ordering remained stable. RC and RM intensive occupations are more present in the middle of
the wage distribution, which helps to explain the polarization trends.

The debate about whether the Brazilian labour market is polarizing in a similar way to developing econo-
mies has been inconclusive thus far. We present additional evidence of polarization conditional upon the
time frame analysed. The pattern of relative loss of employment in middle-skill occupations emerged only
since 2013, during years marked by a severe recession, especially in the industrial and construction sec-
tors. As the labour market grew, we observed decreases in low-wage occupations, a constant middle and
employment increases at the right of the wage distribution. Polarization may become more evident if the
Brazilian economy does not go through another period of sustained growth.
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Additionally, displaced routine workers move far in the occupational space and are likely to suffer productiv-
ity losses. This suggests that their skills are less and less valuable over time. In comparison, when the better
off NRC workers move, they end up in similar and higher paid occupations. These workers are well protected
when they age, since they exhibit the higher propensities to transition into retirement. The welfare losses of
RM workers are more alarming because, on average, their pre-crisis living standards were already worse.
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» Conclusion

We have provided evidence that skill endowments are related to the probability of a worker leaving the
formal labour market and transitioning to a different occupation or sector. Workers' skills also seem to
play a fundamental role in explaining the distance in terms of tasks between two occupations and related
wage changes. By and large, we document that NRC workers are in the most privileged position in all the
analysed areas. In particular, their skills protect them relatively well against job losses, even during an eco-
nomic recession. Our estimations also reveal large heterogeneity among workers of the same skill type.
Studies that focus more on differences between sectors and education, etc., are likely to uncover further
subtle repercussions of workers' skills.

Our assessment of the Brazilian labour market covers two decades of profound changes and economic cri-
sis. We aim at comprehensively documenting the relationship between skills and employment transitions in
this period. There is still a large relevant research agenda for low and middle-income countries, where the
lack of knowledge about such channels is even more severe. Future research can improve upon differen-
tiating the diverse mechanisms by which different shocks - related to technology, outsourcing or demand
- impact the labour market in developing countries.

In line with previous findings, the data indicate that (routine) manual workers are heavily impacted by eco-
nomic downturns, even in the long run. To minimize such impacts, efforts to stimulate human capital ac-
cumulation for this population group are highly recommended. Studies based on the task-approach found
that training programmes have the potential to increase workers' performance on non-routine analytical
and soft skills (Tamm 2018; Gorlitz and Tamm 2016). The impact of those programmes on employment or
wages, however, does not seem as promising. On the one hand, international evidence shows that suc-
cess is not trivial and depends on the details of the design and implementation of these programmes. On
the other hand, training measures tend to be more successful in low- and middle-income countries (Kluve
et al. 2017), particularly when firms are involved in defining the content of the courses (Petterini 2016;
O'Connell et al. 2017).

Lastly, we document evidence that supports the RBTC and the fundamental changes that computerization
and automation technologies bring to the labour market. These technologies displace middle-skill workers,
intensive in routine activities, in favour of both low-skill jobs not worth automating and high-skill workers
that are complemented by automation. Studies for automation in the Brazilian labour market consider that
atleast 45 per cent of employment, most of it intensive in low-skill manual occupations, is susceptible to au-
tomation in the near future (Albuquerque et al. 2019; Kubota and Maciente 2019; Adamczyk 2021). However,
at least until now, automation technologies remain prospects, not showing clear trends of employment
destruction and massive technological unemployment, as referred to by Autor (2015) or Willcocks (2020).
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Annex

A.1 Task measurement

The skill requirements by occupation are estimated by means of a novel technique suited to the Brazilian
labour market. Previous studies for Brazil (Ehrl and Monasterio 2019; Arellano-Bover 2020; among others),
calculated skills by occupation based on a mapping between Brazilian and United States occupations and
the task scores from the O*NET. Kubota and Maciente (2019) avoided CBO-O*NET mapping and discrete
occupational categories. The authors have built an ad hoc dictionary of keywords associated with automa-
tion, based on the classification of activities according to their routine requirements and cognition as pro-
posed for Germany in Spitz-Oener (2006).

Acemoglu and Autor (2011, p. 1163) is our starting point for converting O*NET task requirements to opera-
tional measurements. Their classification includes the element “4.A.3.a.3 Controlling Machines and Processes
(not including computers or vehicles)” in the RM task measure. There are two major problems with repli-
cating this in our study: (a) “A.3.a.3 Controlling Machines and Processes” explicitly excludes the handling
of machines and computers, but the occupations that achieve the highest importance scores are airline
pilots and computer programmers. ' This obvious contradiction may have gone unnoticed by Acemoglu
and Autor (2011); (b) in the Brazilian economy, RM tasks are much more physical than in the United States
since its capital endowments are relatively lower. A direct application of Autor and Acemoglu’s classification
would not take this into account. Therefore, we chose to change their measure for the routine tasks to cor-
rect these shortcomings and limitations. Our paper makes the following change to the manual routine ac-
tivities measure: instead of "Controlling Machines and Processes", we have included the element 1.A.3.a.3
Dynamic Strength. Therefore, our measure of task requirements by skill is as follows:

1. Non-routine cognitive (NRC)
4.A.2.a.4 Analysing data/information

4.A.2.b.2 Thinking creatively

4.A.4.a.1 Interpreting information for others

2. Routine cognitive (RC)
4.A.4.a.4 Establishing and maintaining personal relationships
4.A.4.b.4 Guiding, directing and motivating subordinates
4.A.4.b.5 Coaching/developing others' routine cognitive
4.C.3.b.7 Importance of repeating the same tasks
4.C.3.b.4 Importance of being exact or accurate

4.C.3.b.8 Structured v. unstructured work (reverse)

' The following occupations are among those that O*Net ranks highest in this element and are related to airplanes, computers and

vehicles: first place 3-2011.00 Airline Pilots, Copilots, and Flight Engineers; fourth place 51-4041.00 Machinists; thirty-sixth place 51-
9162.00 Computer Numerically Controlled Tool Programmers.
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3. Routine manual (RM)
4.C.3.d.3 Pace determined by speed of equipment
4.C.2.d.1.i Spend time making repetitive motions

1.A.3.a.3 Dynamic strength

4. Non-routine manual (NRM)
4.A.3.a.4 Operating vehicles, mechanized devices or equipment
4.,C.2.d.1.g Spend time using hands to handle, control or feel objects tools or controls
1.A.2.a.2 Manual dexterity
1.A.1.£.1 Spatial orientation

A.2 Building a dictionary of verbs and skills

After recalculating the task measures, we selected the occupations that reached the top 10 per cent in
each skill. The elements associated with each of these occupations composed the file to be translated into
Portuguese. This resulted in 6,100 tasks.

Table A1 lists the top ten most frequent verbs in each skill. A visual inspection of these verb lists suggests

that the procedure we created for this study makes sense. Even without an ad hoc verb list, we have ob-
tained verbs that intuitively correspond to skills.

» Table A1. 10 most frequent verbs in each skill (in English)

Non routine cognitive Routine cognitve Non routine manual Routine manual

develop keep repair adjust
evaluate set up inspect operate
prepare determine install determine
maintain check maintain cut

advise realize determine assemble
participate ensure replace secure
{‘(lll(lll[’t (‘\’illllilt[‘ secure (51()2111
analyze provide operate maintain
determine monitor clean check

get get perform start

Source: elaborated by the authors.
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» Table A2. A random sample of frequency of stems by skill in top_skills_verbs

skill word_stem n
routine_cognitive dirig 19
routine_cognitive projet 18
nonroutine_manual aplic 18
nonroutine_cognitive  rastr 2
nonroutine_manual discut 1
routine_cognitive selet 1
routine_manual pent 2
nonroutine_cognitive  descrev 6
routine_manual conceb 2
nonroutine_manual sent 1
nonroutine_cognitive  ler 10
(i) Fiii) Kiss)

Source: elaborated by the authors.

The same process of filtering verbs was done with respect to the CBO activities descriptions. This resulted
in a list of more than 132,000 thousand verbs listed in task descriptions of all 2,487 CBO occupations. We
named this file cbo_verbs_occupations. Table A3 presents a sample of this dataset. We selected only the
verbs that both files cbo_verbs_occupations and top_skills_verbs had in common. There were 996 verbs

that fulfil this restriction.
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» Table A3. Random sample of frequency of stems by CBO code in cbo_verbs_occupations

CBO code word_stem number

261815 ambient 1
239430 express 2
848415 equip 1
821230 acident 1
612715 grad 1
524315 segu 1
622210 armaszen 1
352320 registr 6
318120 consult 1
223204 public 2
) ) {oea)

Source: elaborated by the authors.

A.2.1 Introducing TF-RR

Our aim is to use the data from top_skills_verbs to evaluate the importance of each skill in each CBO occu-
pation. A simple count of the frequency of verbs associated with each skill is not a good choice. After all,
the verbs in the top_skills_verbs contain a count of the frequency of verbs per skill, and therefore assigning
a verb to a single skill would lose information.

In general terms, our measure of skill by occupation of CBO is the result of the following matrix product.
Skill = W * Occup
Where:

e W : Matrix / skills by J verbs based on top_skills_verbs dataset;
e Occup : Matrix M verbs by N CBO occupations based on cbo_verbs_occupations dataset;
e Skill: Matrix with measure of the intensity I skills by N occupations.

In our case:

e /=M=996: number of verbs jand m;
e |=4:i€{rcnrc,rm, nrm};
e N =2487: number of CBO occupations.

raw count of verb jin skill i
" raw count of verbs in skill i

=

’( raw count of verb j in skill JZ
J

;S\ raw count of verb j in all skills

1/l=smr=s1l
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tf-rry; = tf *

Our matrix Wjj in eq A1 is:

thrry thrmy L.ty
tf-rer tf'rrzz tf'rrzj
- tf-rrgy thrry; L. therry
tf'rr41 tf'rr41 tf'rr4j

where tf-rr, is the tf-rr of skill i, term j. If skill i has no verb j, then tf-rr=0.

The elements of the Occup (Eq. A1) matrix are much simpler.

Occup,,; Occup,, ... Occup,,

Occup = | OCCUPy; OCcup,, ... Occupy,

Occupj1 Occupj1 Occuij

where Occup,, is the raw count of verb j in the description of CBO occupation n.

A.3 Definition of discrete skill groups

Our classification of discrete skill groups according to CBO 2002 1- and 2-digit occupations is similar to the
one by Cortes et al. (2020) with minor adaptions according to the skill values from the O*NET:

1.

Non-routine cognitive (NRC): managers and professionals, science technicians encompassing the 1-and
2-digit occupations [1, 2, 30-32)];

Routine cognitive (RC): teachers, advanced technicians in administration and others, administrative ser-
vices and sales [33, 35, 39, 4, 52)];

Non-routine manual (NRM): technicians in transport services, in cultural services, service workers, ag-
ricultural producers [34, 37, 51, 61)];

Routine manual (RM): workers in agriculture, production, craft, repair [62-64, 7-9)].
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Additional figures

» Figure B1. Skill scores over the wage distribution 2003-2018
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Source: elaborated by the authors.
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Additional tables

» Table C1. Skill scores by skill categories

NRC RC NRM RM

(1) (2) (3) (4)

NRC 028  0.25 0.23 0.22
(0.02) (0.02) (0.02) (0.02)

RC 028 029 026  0.25
(0.02) (0.01) (0.01) (0.02)

NRM  0.24 0.24 0.26 0.26
(0.02) (0.01) (0.02) (0.02)

RM 0.21 0.22 0.24 0.27
(0.02) (0.02) (0.02) (0.03)

Note: the cells show the mean and standard deviation (in parenthesis) for the skill scores (rows) over the
entire observation period 2003-2018 for the skill categories (columns) non-routine cognitive (NRC), routine
cognitive (RC), non-routine manual (NRM), and routine manual (RM). Calculations and based on the entire
sample and apply weights for employment spell duration and hours worked.

Source: elaborated by the authors.
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» Table C2. Transitions Matrix between skill groups by subperiod 2003-2018

5608 2008 NRC RC NRM RM OFLM retir.
1y @ @ @ (5) (6)
NRC 514 13.6 25 51 251 2.3
RC 88 552 42 58 245 14
NRM 2.6 89 463 115 200 17
RM 22 53 39 607 267 12
OFLM 1.4 310 205 36.1 0.9
2013 . :
08 NRC RC NRM RM OFLM retir.
NRC 542 112 21 45 266 2.5
RC 94 533 48 58 2651 16
NRM 2.6 89 487 103 279 16
RM 24 54 45 589 217 11
OFLM 124 323 219 330 0.3
2018 NRC RC NRM RM OFLM retir
2013 - - ‘ A AR
NRC 528 94 20 29 303 26
RC 73 513 46 39 311 L7
NRM 19 61 497 53 355 16
RM 19 44 48 522 356 11
OFLM 16.1 343 244 249 0.4

Note: the cells show the percentage of workers from a given skill category (non-routine cognitive (NRC), routine cognitive (RC),
non-routine manual (NRM) and routine manual (RM)) in the initial year (column 1) that are either out of the formal labour market
(OFLM), employed in the same or in another skill group five years later, or retired in or before that year. Per definition, the row
sumis equal to 1. Calculations are based on the entire sample and apply weights for employment skill duration and hours worked.

Source: elaborated by the authors.
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