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Development Centre

The Development Centre of the Organisation for Economic Co-operation and Development
was established by decision of the OECD Council on 23 October 1962 and comprises
23 member countries of the OECD: Austria, Belgium, the Czech Republic, Finland, France,
Germany, Greece, Iceland, Ireland, Italy, Korea, Luxembourg, Mexico, the Netherlands,
Norway, Poland, Portugal, Slovak Republic, Spain, Sweden, Switzerland, Turkey and the
United Kingdom as well as Brazil since March 1994, Chile since November 1998, India
since February 2001, Romania since October 2004, Thailand since March 2005, South
Africa since May 2006 and Egypt, Israel and Viet Nam since March 2008 and Colombia
since July 2008. The Commission of the European Communities also takes part in the
Centre’s Governing Board.
The Development Centre, whose membership is open to both OECD and non-OECD
countries, occupies a unique place within the OECD and in the international community.
0HPEHUV¿QDQFHWKH&HQWUHDQGVHUYHRQLWV*RYHUQLQJ%RDUGZKLFKVHWVWKHELHQQLDO
work programme and oversees its implementation.
The Centre links OECD members with developing and emerging economies and fosters debate
and discussion to seek creative policy solutions to emerging global issues and development
challenges. Participants in Centre events are invited in their personal capacity.
A small core of staff works with experts and institutions from the OECD and partner
FRXQWULHV WR IXO¿O WKH &HQWUH¶V ZRUN SURJUDPPH 7KH UHVXOWV DUH GLVFXVVHG LQ LQIRUPDO
expert and policy dialogue meetings, and are published in a range of high-quality products
for the research and policy communities. The Centre’s Study Series presents in-depth
analyses of major development issues. Policy Briefs and Policy Insights summarise major
conclusions for policy makers; Working Papers deal with the more technical aspects of
the Centre’s work.

For an overview of the Centre’s activities, please see www.oecd.org/dev
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FORE
WORD
Foreword

Employment has a key role to play in reducing poverty and improving well-being. In the context
of the OECD Development Centre’s Programme of Work 2007-2008, this study sheds new light
on an old topic: how can we deal better with the reality of labour markets in developing countries
with a view to achieving the Millennium Development Goals? The study synthesises and builds
on three country reports – Informal Employment in Romania; Internal Migration and Labour
Markets in China; and Integrating the Employment and Social Development Agendas in Mexico.
It also draws on insights from an international policy dialogue event on “Creating more and
better jobs: What do we know, what can we do?”, jointly organised in Rabat, Morocco, by the
OECD Development Centre and the World Bank in May 2008. The result is a report that makes
concrete recommendations on how to provide incentives for formalisation while improving
productivity and social protection for those who will remain informal for a long time to come.
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Preface

7KH¿QDQFLDODQGHFRQRPLFFULVLVWKDWVWDUWHGLQKDVGHHSLPSOLFDWLRQVIRUHPSOR\PHQWDFURVV
the planet. It is virtually certain that both jobs and wage levels will suffer in many developing
countries. Most workers in the developing world are employed informally: without access to
developed social security mechanisms, they are particularly vulnerable and face increasingly
severe risks. Their numbers are likely to grow in times of economic crisis, as informal employment
plays the role of a buffer, providing families with an alternative source of income. Some of them
DUHYHU\YLVLEOHWKHYDVWDUUD\RISHWW\WUDGHUVVKRHVKLQHUVDQGFDVXDOODERXUHUVWKDW¿OOWKH
streets of the cities of the world. Many are less obvious: skilled professionals evading regulation,
industrial outworkers, piece-rate factory workers and a myriad of different occupations.
As part of its 2007-2008 Programme of Work, the OECD Development Centre set out to
encourage peer learning on the impact of social policies on development and well-being. The
work undertaken through case studies in China, Mexico and Romania and through extensive
data collection presented here provides a rich new data set on informal employment across
the developing world. This work complements the OECD Development Centre’s Gender,
Institutions and Development Data Base, which features social institutions as key determinants
for employment outcomes along gender lines. It also puts the wealth of knowledge generated
by recent research into the context of its implications for policy. As such, the conclusions found
in this book are a major contribution to facilitating evidence-based policy dialogue in an area
hitherto characterised by preconceived notions and sketchy evidence.
7KHDXWKRUV¿QGWKDWLQIRUPDOHPSOR\PHQWLVWKHQRUPUDWKHUWKDQWKHH[FHSWLRQLQPRVW
developing countries. Moreover, growth has not reduced the proportion of people working
informally. However, there is great mobility in labour markets, even in low-income countries,
and that mobility can be an avenue to improved livelihoods if better jobs are created. The
authors propose a policy framework built around three objectives: creating more and better jobs,
providing better incentives for formality, and protecting and promoting informal workers.
:KHUHSHRSOHKDYHFKRVHQWROHDYHWKHIRUPDOVHFWRUWKH\QHHGLQFHQWLYHVWRUHMRLQLW%HQH¿WV
VKRXOGEHOLQNHGWRVRFLDOFRQWULEXWLRQOHYHOVZKLOHDGPLQLVWUDWLYHSURFHGXUHVVKRXOGEHVLPSOL¿HG
While reducing informal employment also implies strengthening enforcement mechanisms,
policies also need to address those who have no choice but to work informally.
Employment is a permanent feature on the development agenda. As policy makers get to
grips with the evolution of labour relations and the transformations that globalisation brings
to them, they will face new challenges. The OECD Development Centre will contribute to
meeting these challenges in its overarching Global Economic Outlook programme by analysing
the impact on employment in the developing world of shifts in the centre of global economic
gravity. Understanding how employment policies can lead to wider distribution of wealth and
the creation of stable, sustainable development is critical to achieving fairer globalisation and
more coherent societies. This is in the interests of both OECD and non-OECD countries; that
is, of all citizens of the planet.
Javier Santiso,
OECD Chief Development Economist and
Director, OECD Development Centre
Paris
January 2009
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7KH¿QDQFLDODQGHFRQRPLFFULVLVWKDWVWDUWHGLQLVERXQGWRKDYHSURIRXQGLPSOLFDWLRQV
IRU HPSOR\PHQW DFURVV WKH SODQHW $V HFRQRPLF JURZWK VORZV GRZQ FDSLWDO ÀRZV GU\ XS
and export markets weaken in many developing countries, it appears certain that both jobs
and wage levels will suffer. This volume shows that most workers in the developing world
are employed informally: without access to developed social security mechanisms, they are
particularly vulnerable and face increasingly severe risks. Their numbers are likely to grow in
times of economic crisis, as informal employment plays the role of a buffer, providing families
with an alternative source of income.
In the context of the unfolding crisis it is important that the commitment to poverty reduction
– as stated in the Millennium Development Goals (MDGs) – is maintained. To make employment
work to reduce poverty, the challenge is not only to create jobs, but also to create better jobs:
WKRVHWKDWRIIHUDGHTXDWHSD\DQGDVXI¿FLHQWOHYHORIVRFLDOSURWHFWLRQ-REVLQWKHLQIRUPDO
sector frequently fail to offer just that. In many parts of the world, being employed informally
constitutes the norm, not the exception. Informal employment refers to jobs or activities in the
production and sales of legal goods and services which are not regulated or protected by the
state. On a worldwide average, more than half of all jobs in the non-agricultural sector can be
considered informal. In some regions, including sub-Saharan Africa and South Asia, this rate
reaches at least 80 per cent. As shown in this study, informal employment constitutes a large
and growing segment of the world’s labour markets. Its persistence limits the effectiveness
of employment as a tool for poverty reduction and has serious repercussions on social and
economic development.
For developing countries, high rates of informal employment mean narrow tax bases and
LQVXI¿FLHQWFDSDFLW\WRDGGUHVVSUHVVLQJVRFLDOREMHFWLYHVVXFKDVWKHSURYLVLRQRIKHDOWKDQG
unemployment protection. They also imply an inadequate use of available human resources as
LQIRUPDOMREVDUHEHOLHYHGWREHDVVRFLDWHGZLWKORZHUHI¿FLHQF\DQGSURGXFWLYLW\)RULQGLYLGXDOV
being informally employed often means being locked in low-paid, high-risk and precarious
activities – a situation particularly challenging in the developing world considering that labour
is by far the most important productive asset of the world’s poor.

IS INFORMAL NORMAL?
:KHQLQIRUPDOHPSOR\PHQWZDV¿UVWUHFRJQLVHGLQWKHVWKHGLVFXVVLRQIRFXVHGRQDVPDOO
VHWRIORZLQFRPHFRXQWULHV,QHI¿FLHQWSXEOLFLQVWLWXWLRQVFXPEHUVRPHUHJLVWUDWLRQSURFHVVHV
and a general distrust of the government – all factors that spur the creation of a market outside
a country’s formal structures – were seen as the epitome of under-development. Furthermore,
it was assumed that these factors – and hence informal employment – would disappear in the
course of economic development.
The reality today looks different. Informality is increasingly becoming normal, not least in
middle and even high-income countries. In some cases, the share of jobs performed outside
a country’s formal structures may be more than half of all non-agricultural jobs, and up to
ISBN: 978-92-64-05923-8 - © OECD 2009
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90 per cent if agricultural jobs are included – in spite of economic growth. The development
in selected countries in Southeast Asia and Latin America is telling in this respect: over the
last 30 years, growth in these countries was accompanied by increasing, not falling, informal
employment (see Figure 0.1).

Figure 0.1. Informal Employment and GDP in Latin America and Southeast Asia
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Even in OECD countries a growing tendency to an “informalisation” of working conditions
creates informal employment, partly because of increasing international competition in the
course of globalisation. An example in this respect is the recent phenomenon of “false selfemployment”, whereby individuals sub-contract every day to the same employer – voluntarily
or not – and thus operate as self-employed contractors to bypass the legal requirements of a
normal working relationship.

INFORMAL EMPLOYMENT: PROBLEMATIC AT BOTH
THE INDIVIDUAL AND SOCIETY LEVELS
Many people depend on informal employment for a living, but informal employment has
serious consequences at the levels of both the individual and society. Beyond earning levels,
LQIRUPDOHPSOR\PHQWPDNHVEDVLFULJKWVYXOQHUDEOHDQGGLI¿FXOWWRGHIHQG$VVXFKLWFDQEH
a major cause of poverty in dimensions other than income. Most of those who work informally
DUHLQVXI¿FLHQWO\SURWHFWHGIURPWKHYDULRXVULVNVWRZKLFKWKH\DUHH[SRVHGLOOQHVVRUKHDOWK
problems, unsafe working conditions and possible loss of earnings.
At the level of society, pervasive informal employment undermines the ability of the state to
ensure that workers have fair working conditions, including appropriate working hours and
safety regulations, and receive adequate pay – in the sense of equal pay for equal jobs or skills.
3HUVLVWHQWO\KLJKOHYHOVRILQIRUPDOLW\IXUWKHUPRUHUHGXFH¿VFDOUHYHQXHVDQGWKHDELOLW\WR
develop social security systems based on taxes and contributions.
ISBN: 978-92-64-05923-8 - © OECD 2009

EXECUTIVE SUMMARY

,QDGGLWLRQWKHVL]HDQGFRPSRVLWLRQRILQIRUPDOHPSOR\PHQWKDYHDQLQÀXHQFHRIWKHJURZWK
pattern of an economy. Whether or not informal employment represents a “drag on productivity”
or could at least temporarily be an “engine of growth” is debatable. For example, many observers
argue that a high degree of informal employment may reduce the competitiveness of an
HFRQRP\DVLQIRUPDO¿UPVi) prefer to stay small; ii) have less access to inputs; and iii) cannot
engage in formal business relationships, factors which consequently reduce their productivity.
Others emphasise that in emerging economies, such as China, informal employment allows
WKHQHFHVVDU\ÀH[LELOLW\WRSURGXFHLQQRYDWLYHHQWUHSUHQHXUVZKRERRVWJURZWK'LVUHJDUGLQJ
WKHYDOLGLW\RIWKHVHWZRRSSRVLQJYLHZV±LHVPDOO¿UPVFKDUDFWHULVHGE\ORZSURGXFWLYLW\
YVLQQRYDWLYHHQWUHSUHQHXUVZLWKKLJKOHYHOVRIÀH[LELOLW\±LWLVZLGHO\DFFHSWHGWKDWLQIRUPDO
employment is an important issue to which policy makers need to respond.

INFORMAL EMPLOYMENT IS CLOSELY LINKED
TO POVERTY
In spite of its growing importance even in OECD countries, informal employment remains
particularly problematic in developing countries. The majority of the 1.7 billion poor in the world
depend exclusively on their labour for survival, emphasising the key importance of employment
for poverty reduction and economic development.
A general lack of formal employment and the limited coverage and effectiveness of social
security systems imply that the poor often have to undertake any type of job in order simply
to sustain themselves and their families. Dismissed workers frequently have to move to the
¿UVWDYDLODEOHMREHYHQLILWLVRIDORZHUTXDOLW\WKDQWKHRQHWKH\KDYHMXVWORVW
0RUHRYHUFHUWDLQJURXSVVXFKDV\RXQJSHRSOHDQGZRPHQUHTXLUHVSHFL¿FDWWHQWLRQDVWKH\
are over-represented among the informally employed. Women seem to be especially susceptible
WRLQIRUPDOHPSOR\PHQW8QWLOUHFHQWO\UHVHDUFKHUVDQGSROLF\PDNHUVFRQFHQWUDWHGFKLHÀ\RQ
gender differences in labour market participation and the barriers women face in employment.
Although this remains an important concern, a second dimension of labour market outcomes
should be added: gender differences in the quality of jobs and inequality in terms of access to
good, secure and well-paid jobs. Understanding why women are over-represented in informal
work is of primary importance in the design of more effective policies that allow a country’s
workforce – including women – to engage in productive activities.
Even though it is becoming increasingly the norm in low and middle-income countries, informal
employment cannot therefore be accepted from a development perspective. However, simply
abolishing micro-enterprises or informal wage work is also not a sustainable policy response.
2Q WKH FRQWUDU\ VXFK PHDVXUHV ZRXOG FDXVH VLJQL¿FDQW VRFLDO FRVWV DQG UHSUHVHQW D KXJH
challenge for public expenditure.

REASONS FOR INFORMAL EMPLOYMENT
,QIRUPDOHPSOR\PHQWRFFXUVLQYDULRXVW\SHVDQGVKDSHVPDNLQJLWGLI¿FXOWWRJUDVSWKLVFRPSOH[
phenomenon. Similarly, levels of informal employment vary widely across countries, reaching
the highest shares in sub-Saharan Africa, followed by Southeast Asia and Latin America.
What are the reasons for this situation? Informal employment can be a result of both people
being excluded from formal jobs and people voluntarily opting out of formal structures. In many
middle-income countries, for example, incentive structures are conducive to driving individuals
and businesses out of the formal sector. In Latin America, formal workers are often required to
pay for a mandatory bundle of programmes, some of which they do not even want. Likewise,
PDQ\EXVLQHVVHVRSWRXWRIIRUPDOVWUXFWXUHDVDUHVXOWRILQHI¿FLHQFLHVLQEXVLQHVVUHJLVWUDWLRQ
and social security administration.
ISBN: 978-92-64-05923-8 - © OECD 2009
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Economic development also plays an important role in determining the prevalence of informal
employment. Episodes of rapid economic expansion often coincide with sharp increases in
informality. However, sustainable economic development can also contribute to the reduction of
informal employment. Long-term increasing per capita income, for example, is clearly associated
with lower levels of informality. Is economic development therefore driving informality, or is
the use of informal channels, conversely, fostering growth? The answers to these questions
are complex.
In some countries, the use of informal channels may indeed have positively affected economic
development. If cumbersome registration procedures and other administrative red tape
undermine the creation of formal businesses, for example, informality may be a tool to unleash
entrepreneurial behaviour. Informal minibuses in South Africa are a prominent example of how
the evasion of formal structure (e.g. route concessions, licence requirements, safety regulations)
has contributed to the establishment of a multi-million-dollar industry.
In other instances, the use of informal structures may be driven less by a voluntary decision than
necessity. For many people informal employment is an important livelihood strategy and thus
plays a critical role in order to alleviate poverty and social hardship. Besides the fact that being
informally employed usually also means being without adequate social protection, informality
also traps people in unproductive and precarious jobs. In these instances, the lack of formal
structures is rather a reason for, not the solution to, lagging economic development.

WHAT CAN WE DO?
$VVXJJHVWHGLQWKHERRN¶VWLWOHLQIRUPDOLW\FDQEHH[SHFWHGWRLQÀXHQFHODERXUPDUNHWVIRU
many years to come. Governments should face this reality and incorporate informal employment
into their policy making. The overall focus of policy interventions should rest on providing jobs
that are more productive and offer adequate social protection. To better link employment,
growth and poverty reduction, the following factors play a crucial role: a macroeconomic
framework that guarantees stability, while not toning down public investment, to improve social
protection; structural policies aiming at promoting sectors with a high potential for creating
formal employment as well as easing mobility; and poverty alleviation policies that provide
improved risk management and social protection, in particular for the poor.

TOWARDS A THREE-PRONGED STRATEGY
Effectively addressing informal employment needs to start by reinforcing the advantages of
the formal sector. Where people have chosen to leave the formal sector, they need to be given
LQFHQWLYHVWRUHMRLQLW%HQH¿WVVKRXOGEHOLQNHGWRVRFLDOFRQWULEXWLRQOHYHOVZKLOHDGPLQLVWUDWLYH
SURFHGXUHVVXFKDVEXVLQHVVDQGZRUNHUV¶UHJLVWUDWLRQVVKRXOGEHVLPSOL¿HG$SDUWIURPSRVLWLYH
incentives, reducing informal employment also implies strengthening enforcement mechanisms.
However, policies also need adequately to address those who have no choice but to work
informally. Such people need a different approach from those who voluntarily opt out of the
formal sector. Poverty-alleviation programmes can tide over people whose options for entering
the labour market are limited.
A better understanding of the complexity of informal employment and a more nuanced approach
WRDGGUHVVWKHVSHFL¿FQHHGVRILQIRUPDOZRUNHUVDUHXUJHQWO\QHHGHG,QIRUPDOHPSOR\PHQW
comprises different phenomena that require distinct policy approaches. Is Informal Normal?
WKHUHIRUHFDOOVIRUDWKUHHSURQJHGVWUDWHJ\WKDWVKRXOGEHDGDSWHGGHSHQGLQJRQWKHVSHFL¿F
VLWXDWLRQLQDFRXQWU\7KHIROORZLQJFRPSRQHQWVFDQEHLGHQWL¿HG

ISBN: 978-92-64-05923-8 - © OECD 2009

EXECUTIVE SUMMARY

1) For the world’s poor, working informally is often the only way to participate in the labour
market. Policies should consequently try to unlock these people from their low-productivity
activities, enable them to be more productive and provide them with opportunities to climb
WKHVRFLDOODGGHU6SHFL¿FUHFRPPHQGDWLRQVLQFOXGHDFWLYHODERXUPDUNHWSROLFLHVVXFKDV
training and skill-development programmes, that reopen the doors to formality.
2) If informal employment is a deliberate choice to avoid taxes or administrative burdens,
JRYHUQPHQWVVKRXOGDLPWRHVWDEOLVKHI¿FLHQWIRUPDOVWUXFWXUHVWKDWKDYHWKHSRWHQWLDOWR
encourage people to join or rejoin the formal market. Countries should aim to introduce
IRUPDOVWUXFWXUHVWKDWFDQRIIHUWKHVDPH RUKLJKHU OHYHOVRIWKHÀH[LELOLW\DQGHI¿FLHQF\
that informal channels occasionally may provide. In this way, informal workers, who
frequently have strong innovation and growth potential, can more effectively contribute to
the overall competitiveness of a country. Needless to say, targeting those who voluntarily
opt out of the formal sector also involves the establishment of credible enforcement
mechanisms. Is Informal Normal? therefore advises countries to spend more resources
on labour inspections, for example, which will help identify law-breakers and increase
compliance with a country’s rules and regulations.
3) ,QPDQ\ORZLQFRPHFRXQWULHV¿QDOO\LQIRUPDOHPSOR\PHQWLVPDLQO\DFRQVHTXHQFHRI
LQVXI¿FLHQWMREFUHDWLRQLQWKHIRUPDOHFRQRP\Is Informal Normal? thus also recognises
the need for a general push for more employment opportunities within the formal sector.
Governments should support small businesses to comply with formal requirements and
encourage large companies to create formal employment opportunities.

THE BIGGER PICTURE – BUILDING TRUST
IN THE STATE
Informal employment is back on the policy agenda after many reforms in the past have failed
WRGHOLYHUVXFFHVVIXOUHVXOWV,QSDUWLFXODUSROLFLHVZHUHLQVXI¿FLHQWO\WDUJHWHGDWWKHGLIIHUHQW
W\SHVRILQIRUPDOHPSOR\PHQWWKDWZHFDQREVHUYHWRGD\&OHDUO\¿QGLQJWKHULJKWEDODQFH
between guaranteeing social security for those who are excluded from formal structures and
encouraging those who voluntarily left the formal sector is of primary importance.
Policies can go a long way, but they are no substitute for trust. Informality is above all an
expression of the lack of trust in public institutions, the negative perception of the role of the
VWDWHDQGWKHOLPLWHGXQGHUVWDQGLQJRIWKHEHQH¿WVGHULYHGIURPVRFLDOVHFXULW\,WLVEDVLFDOO\
a sign of a broken social contract. Long-term sustainable change requires a transformation of
people’s attitudes and beliefs. More innovative policies, such as information campaigns on the
EHQH¿WVRIIRUPDOZRUNDQGWKHULVNVRILQIRUPDOLW\FDQJUDGXDOO\FKDQJHSHRSOH¶VRSLQLRQV
While these things will not happen overnight, governments need to pave the road with the
right policies and regulations now.
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ABSTRACT
The main aim of this volume is to initiate a policy dialogue on how to deal with this phenomenon.
It makes three main contributions to the policy debate. First, it presents comparable data on
WKHHYROXWLRQRILQIRUPDOHPSOR\PHQWDQGLWVPRVWVLJQL¿FDQWFRPSRQHQWVIRUDZLGHDUUD\
of countries and over time. Second, it discusses what determines informal employment, its
persistence over time, and its gender dimension. It also considers the strategies of individual
workers in seeking to increase their earnings within informal employment and across the divide
between informal and formal employment. Third, it argues for a three-pronged strategy better
to deal with informal employment and its consequences.
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THE RATIONALE FOR THIS VOLUME
The economic crisis of 2008 has deep implications for employment across the planet. It is
LPSRVVLEOHQRZWRSXWDQDFFXUDWH¿JXUHRQLWVHIIHFWEXWLWDSSHDUVFHUWDLQWKDWERWKMREV
and wage levels are going to suffer in many countries. The crisis brings to an end a period of
UHODWLYHO\VWURQJDQGVXVWDLQHGJURZWKDFFRPSDQLHGE\WKHFUHDWLRQRIPDQ\PRUHMREV:RUOG
employment in 2007 was almost one third higher compared with 1990 (ILO, 2008).
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'HVSLWHWKHVHVXFFHVVHVLQWKHODVWGHFDGHLQFUHDWLQJPRUHMREVLQWKHFRXUVHRIHFRQRPLF
expansion, welfare gains vary widely between countries and individuals. An increasing concern,
DOOWKHPRUHLPSRUWDQWGXULQJDQHFRQRPLFGRZQWXUQLVZKHWKHUWKHVHMREVDUH³JRRG´MREV
that can provide a minimum standard of living and protection against risks. Indeed, the ILO
DQGRWKHUVDUJXHWKDWWKHQHZO\FUHDWHGMREVDUHRIWHQ³EDG´MREVORFNLQJSHRSOHLQWRDYLFLRXV
circle of low pay, high risks and limited mobility. As further developed in this study, a large
PDMRULW\RIEDGMREVDUHFORVHO\OLQNHGWRLQIRUPDOHPSOR\PHQW
,QIRUPDO HPSOR\PHQW UHIHUV WR MREV RU DFWLYLWLHV LQ WKH SURGXFWLRQ DQG VDOHV RI OHJDO JRRGV
and services which are not regulated or protected by the state1. Most of the world’s workers
are informally employed. According to the latest data available, in the average country over
55 per cent of non-agricultural employment is informal. Moreover, in sub-Saharan African or
South Asian countries, proportions are higher and closer to 80 per cent – 83 per cent of Indian
non-agricultural workers are informally employed – or even 90 per cent, as is the case of Chad,
with 95 per cent informal employment in non-agricultural activities.
7KHTXDOLW\RIWKHMREVFUHDWHGLVDNH\FRQFHUQIRUGHYHORSLQJFRXQWULHVEXWDJURZLQJLVVXHLQ
GHYHORSHGFRXQWULHVDVZHOO,QGHHGLWLVQRWRQO\DQLVVXHRIWKHTXDOLW\RIQHZMREVFUHDWHG
In developed countries, where formal employment predominates, the recent trend towards a
VKLIWIURPIRUPDOMREVLQWRLQIRUPDORQHVSUHVHQWVDQDGGLWLRQDOFKDOOHQJH7KHWUDQVIRUPDWLRQRI
labour relations arising from the globalisation of value chains and the prevalence of outsourcing,
especially in the case of industrial activities, has far-reaching effects on the employment
conditions of workers across the world.

Why Should We Care About Informal Employment?
'LVWLQFW DUJXPHQWV FDQ EH SXW IRUZDUG SRYHUW\ UHGXFWLRQ HI¿FLHQF\ DQG SXEOLF ¿QDQFH
concerns.
First, equity and poverty reduction considerations.,QIRUPDOMREVDUHRIWHQSUHFDULRXVKDYH
low productivity and are of a low general quality. Most of the informally employed are exposed
to various risks – health, safety at work, loss of earnings – without adequate protection. This
is true in particular for most of those working on their own account and of wage employees
within the informal sector. Unable to afford spells of unemployment, many people in developing
countries use informal employment as a survival strategy. Moreover, certain groups, such as
WKH\RXQJDQGZRPHQVHHPWREHRYHUUHSUHVHQWHGZLWKLQWKLVFDWHJRU\RIMREV4XLWHDSDUW
IURPHDUQLQJVOHYHOVLQIRUPDOHPSOR\PHQWLVDOVRDVVRFLDWHGZLWKYXOQHUDELOLW\LQWKH¿HOGRI
EDVLFULJKWVDQGDOLPLWHGFDSDFLW\WRGHIHQGWKRVHULJKWV$VVXFKLWFDQEHDPDMRUFDXVHRI
poverty in areas other than that of simple income.
:LWKWKHDGRSWLRQLQRIWKH0LOOHQQLXP'HYHORSPHQW*RDOV 0'*V E\PRUHWKDQKHDGV
of state and government leaders, the reduction of poverty has become a key issue for policy
makers in developing and developed countries alike. The debate about how best to achieve
WKH0'*VKDVDOVRSURPSWHGLQWHUHVWLQORRNLQJDJDLQDWWKHUROHRIHPSOR\PHQWLQSRYHUW\
reduction (Islam, 2006; Cook et al., 2008; Lundström and Ronnas, 2006) and examining ways
WRFUHDWHQRWRQO\PRUHMREVEXWDOVREHWWHURQHV 3DFLDQG6HUQHHOV 2.
Second, productivity considerations. There is no consensus in the literature on whether or not
LQIRUPDOHPSOR\PHQWUHSUHVHQWVD³GUDJRQSURGXFWLYLW\´RUFRXOGDWOHDVWWHPSRUDULO\SUHVHQW
an engine of growth. One side of the argument is that a high degree of informal employment
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UHGXFHV WKH FRPSHWLWLYHQHVV RI WKH HFRQRP\ DV LQIRUPDO ¿UPV SUHIHU WR VWD\ VPDOO RU DUH
compelled by the threat of inspections to do so, have less access to inputs (credit, training),
cannot engage in formal relationships and accordingly also exhibit a lower productivity (OECD,
/HY\/D3RUWDDQG6KOHLIHU ,QHPHUJLQJHFRQRPLHVVXFKDV&KLQDRQWKH
other hand, informal employment is sometimes seen as a positive phenomenon (admittedly a
temporary one) and an engine of growth. Hu (2004) argues that informal employment growth
VLQFHWKHHDUO\VKDVEHHQWKHPDLQGULYLQJIRUFHRIMREFUHDWLRQLQ&KLQDDQGLVVHHQDV
H[WUHPHO\ÀH[LEOHG\QDPLFDQGLQQRYDWLYH:KLOHWKLVGHEDWHLVQRWVHWWOHG\HWWKHOLQNEHWZHHQ
productivity and informal employment is an important one that deserves close attention.
7KLUGSXEOLF¿QDQFHFRQVLGHUDWLRQV3HUVLVWHQWDQGKLJKOHYHOVRILQIRUPDOLW\UHGXFHWD[
revenues and the ability to develop contribution-based social security systems. Furthermore,
WKRVHZRUNHUVZKRDUHUDWLRQHGRXWRUH[FOXGHGIURPIRUPDOMREVDQGZKRGHSHQGRQLQIRUPDO
employment, either as micro-entrepreneurs or informal wage workers, for income generation
represent a huge challenge for public expenditure (OECD, 2004). Ultimately, the prevalence of
LQIRUPDOHPSOR\PHQWLVQRWRQO\D¿VFDOLVVXHLWFDQEHLQWHUSUHWHGDVDVLJQRIDG\VIXQFWLRQDO
social contract between the state and its citizens. The state is not delivering the public goods
in the quantity and quality desired by its citizens, while in parallel citizens are evading taxes,
social security contributions and the like in actions which undermine the capacity of the state
to deliver those goods.

INFORMAL EMPLOYMENT: WHAT’S NEW?
Rediscovering the Importance of Employment for the GrowthPoverty Nexus
0DQ\VWXGLHVDQDO\VLQJ³SURSRRUJURZWK´¿QGWKDWIXQFWLRQLQJODERXUPDUNHWVDUHHVVHQWLDOLQ
transforming growth into effective poverty reduction (Osmani, 2005; Islam, 2006; Lundström
and Ronnas, 2006). Most of the nearly 1.7 billion extremely poor people in the world3 depend
on their labour for survival as it is often their only asset. The opportunities they have to use
WKHLUODERXUSURGXFWLYHO\DUHDFUXFLDOHOHPHQWLQGHWHUPLQLQJKRZWKH\ZLOOEHQH¿WIURPJURZWK
or suffer from a downturn. That said, it is increasingly recognised that it is not good enough
VLPSO\WRSURYLGHPRUHMREV0DQ\ZRUNHUVDUHORFNHGLQWRORZSD\KLJKULVNDQGSUHFDULRXV
DFWLYLWLHVRIWHQUHODWHGWRLQIRUPDOHPSOR\PHQW7KHLVVXHOLHVQRWVRPXFKLQKDYLQJDMREEXW
LQKDYLQJDEDGMRE8QHPSOR\PHQWUDWHVLQDFRXQWU\VXFKDV,QGLDDUHORZHUWKDQWKRVHRI
most OECD countries and most of the non-employed are relatively better off as they can afford
not to work. Most people, though, have to work to earn their living and with an estimated
SHUFHQWRIQRQDJULFXOWXUDOMREVTXDOLI\LQJDVLQIRUPDODQGPDQ\RIWKHPEHLQJRISRRU
TXDOLW\WKHUHLVDQHHGWRPDNHWKHVHMREVEHWWHUHVSHFLDOO\IRUZRPHQDQG\RXQJSHRSOH4.
The International Labour Organization (ILO) (2008) estimates that there are 190 million people
out of work in the world, but as many as 487 million workers living under the international
RQHGROODUDGD\SRYHUW\OLQH7KHJUHDWPDMRULW\RIWKHVHDUHLQIRUPDOO\HPSOR\HGDQGZRUN
in the informal sector.

Informal Employment Concerns Very Heterogeneous Groups
The economic literature, both theoretical and empirical, has evolved substantially from the view
RILQIRUPDOHPSOR\PHQWDVDQXQGLVWLQJXLVKHGPDVVRIXQGHUHPSOR\HG³UHVHUYH´ZRUNHUVLQWKH
spirit of the Lewis (1954) model. It is now accepted, and indeed embedded in the successive
DWWHPSWVWRHVWDEOLVKDFRQVHQVXVGH¿QLWLRQWKDWLQIRUPDOHPSOR\PHQWUHIHUVWRDYHU\ZLGHO\
varying set of employment relations. As data on the earnings of informal workers from developing
countries have become available and been studied, the heterogeneity of informally employed
workers has become evident (Chapter 2). The recognition that not all informal workers are
poor, unproductive workers, without access to more productive forms of employment, matters
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not only for accurately describing informal employment, but also for determining what policies
to adopt to improve welfare and reduce poverty.
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7KHUHDUHPDQ\SRVVLEOHFODVVL¿FDWLRQVRIZRUNHUVZLWKLQLQIRUPDOHPSOR\PHQW6XEGLYLVLRQV
of it have been proposed that account for differences in work conditions or employment status.
7KH :RPHQ LQ ,QIRUPDO (PSOR\PHQW *OREDOL]LQJ DQG 2UJDQL]LQJ :,(*2  QHWZRUN DQG LWV
PHPEHUVKDYHSURSRVHGVHYHUDOFODVVL¿FDWLRQVEDVHGHLWKHURQWKHSODFHRIZRUNRUWKHVWDWXV
of employment (www.wiego.org/). In particular, distinguished by status of employment, the
LQIRUPDOO\HPSOR\HGFDQEHIXUWKHUFODVVL¿HGLQWRVHYHUDOJURXSV$PRQJWKRVHVHOIHPSOR\HG
it is possible to distinguish: i) an entrepreneurial class among the self-employed; ii)DPDMRULW\
of micro-entrepreneurs and own-account workers with no intention of, or scope for, potential
growth; and iii) unpaid family workers. Among informal wage employees, there is also a wide
range of workers; including iv) regular wage employees in the informal sector; v) casual and
day labourers in the informal sector (particularly in agriculture and construction); vi) other wage
employees, including in formal sector enterprises, without employment-based protection. Finally,
a category of workers who are neither fully dependent wage workers nor fully independent selfemployed workers can be singled out, including vii) industrial outworkers and other dependent
contractors.

Why Does Informal Employment Persist? Old and New Controversies
Based on available information, informal employment today accounts for up to 47 per cent
RIWRWDOQRQDJULFXOWXUDOHPSOR\PHQWLQ:HVW$VLDDQGLQ1RUWK$IULFDWRSHUFHQWLQ
sub-Saharan Africa, more than 50 per cent in Latin America, nearly 70 per cent in South and
6RXWKHDVW$VLDDQGSHUFHQWLQWUDQVLWLRQHFRQRPLHV6R³LQIRUPDOLVQRUPDO´GHVFULEHVYHU\
accurately a key feature of today’s labour markets in the world.
It is interesting to note that in the early 1970s a debate had already begun about informal
employment, often focusing on the informal sector and informality and its impact on the economy
(Hart, 1973). Over the years, a number of different schools of thought have emerged, giving
rise to discussion about the nature and the raison d’être of the informal sector and informal
HPSOR\PHQW0RUHWKDQWKUHHGHFDGHVODWHUVRPHSURJUHVVKDGEHHQPDGHLQGH¿QLQJDQG
PHDVXULQJWKH³,QIRUPDO6HFWRU(OHSKDQW´ 0HDGDQG0RUULVVRQ 0XFKOHVVKDVEHHQ
achieved when it comes to understanding the persistence of informality and what this means
for policy making (Maloney, 2004). Recent evidence, however, points to the need to revisit the
representation of the realities that such a concept encompasses, in terms of theories, modelling
and policy prescriptions. Many of the early debates on informality focused on the relationship
EHWZHHQWKHIRUPDODQGLQIRUPDOVHFWRUV)RXUVW\OLVHGSRODUYLHZVFDQEHLGHQWL¿HG
1) The dualist school sees the informal sector as a set of marginal subsistence activities that
have no link to the formal sector (Hart, 1973). In that view, informal work is the only
option for surplus labour in the sense of the Lewis (1954) model. Informal activities are
seen as operating in separate spheres and in segmented labour (and product) markets.
2) 7KHVWUXFWXUDOLVWVFKRRO 0RVHU&DVWHOOVDQG3RUWHV VHHVLQIRUPDODFWLYLWLHV
as subordinated to the formal sector and therefore as a means for formal enterprises to
reduce their costs.
3) The legalist school, associated in particular with the work of de Soto (1989, 2000),
highlights the role of excess regulation or the cost of formal sector activity in driving
potential entrepreneurs to operate informally.
4) Finally, a parasitic school (associated with Lewis, 2004) puts the emphasis on the illegality
of informal activities and presents them as a means to gain an unfair advantage in their
FRPSHWLWLRQZLWKIRUPDOFRXQWHUSDUWV:KLOHLQHVVHQFHFORVHO\UHODWHGWKHOHJDOLVWLFDQG
parasitic strands of literature differ markedly, depending on whether the emphasis is placed
on excessive regulation on the part of the state (de Soto, 1989) or parasitic behaviour on
the part of informal entrepreneurs (Lewis, 2004).
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The type of interaction between the formal and the informal sectors is critical to understanding
the effects of policy on the economy as a whole. Using the stylised views above, it is possible
to see how the assessment of a particular policy would vary. As an example, it is possible to
imagine policies that would make subcontracting easier: for example, through value added tax
9$7 H[HPSWLRQV'XDOLVWVZRXOGWDNHDEHQLJQYLHZRIIRUPDOVHFWRUHQWHUSULVHVVXEFRQWUDFWLQJ
WRWKHLQIRUPDOVHFWRUDVWKLVZRXOGSURYLGHQHZRSSRUWXQLWLHVIRULQIRUPDOVHFWRU¿UPVSRVVLEO\
leading to increases in wages for the workers. On the other hand the parasitic school would
RSSRVH VXFK D PRYH DV LW UHVXOWV LQ LWV YLHZ LQ LQIRUPDO ¿UPV EHQH¿WLQJ IURP WKHLU LOOHJDO
status. Structuralists would also oppose it, but for quite different reasons: such a policy would
enshrine the unequal links between sectors, and would therefore be unlikely to have a positive
effect on informal workers.
:KLOH LQ WKH SDVW WKH IRFXV RI WKH GHEDWH KDV EHHQ YHU\ PXFK RQ DQ DVVHVVPHQW RI WKH
implications for society as a whole of informal employment, the debate since the 1990s has
moved on to discuss the causes of informal employment, taking a micro-perspective and looking
DWWKHPRWLYDWLRQRILQGLYLGXDOV7KHNH\TXHVWLRQLVZKHWKHUSHRSOHRU¿UPVYROXQWDULO\H[LW
IURPIRUPDOLW\RUDUHH[FOXGHGIURPWKHIRUPDOHGL¿FHRIULJKWVDQGREOLJDWLRQV7ZRGRPLQDQW
VFKRROVRIWKRXJKWFDQEHLGHQWL¿HGDFFRUGLQJWRWKHDOWHUQDWLYHVSURSRVHGLQWKH:RUOG
Bank publication: Informality: Exit and Exclusion 3HUU\ et al., 2007).
The exit or voluntaryYLHZDUJXHVWKDWWKHPDMRULW\RIHQWUHSUHQHXUVDQGWRDOHVVHUGHJUHHRI
HPSOR\HHVFKRRVHWRZRUNLQIRUPDOO\DVWKHUHVXOWRIZHLJKLQJWKHFRVWVDQGEHQH¿WVEURXJKW
by formality. Empirical analysis along these lines has been carried out mostly in studies on
/DWLQ$PHULFD 3HUU\et al., 2007; Maloney, 2004). This view can focus on the evasion of taxes
(Lewis, 2004) but in its more complete version the recent literature also highlights the reality
WKDWLQGLYLGXDOVRU¿UPVWKDWDUHYROXQWDULO\LQIRUPDOPD\FKRRVHWREHVRQRWRQO\WRHYDGH
WD[EXWIRUPDQ\RWKHUUHDVRQV7KHVHIDFWRUVPD\EH¿QDQFLDOVXFKDVFRPSOLDQFHFRVWVRU
WKHYDOXHIRUPRQH\RIVRFLDOVHFXULW\VHUYLFHVRUQRQ¿QDQFLDOVXFKDVJUHDWHUIUHHGRPLQ
self-employment or entrepreneurship.
In sharp contrast, the exclusion view claims that informal workers are denied access to formal
MREV7KLVYLHZLVFRQVLVWHQWZLWKWKHGXDOLVWVFKRROZKLFKIRFXVHVRQODERXUPDUNHWVHJPHQWDWLRQ
but also with the legalistic school (de Soto, 2000) for which the origin of the segmentation is
the prohibitive cost of formality imposed on a subset of the population. Ultimately, the crux of
the debate rests on the relative importance of incentives and segmentation in the raison d’être
of informal employment.
Recently, a third view has emerged combining aspects of both exclusion and exit. Fields (2005)
and others argue that in urban informal labour markets in developing countries there exist an
³XSSHUWLHU´DQG³ORZHUWLHU´ RUIUHHHDV\HQWU\VHFWRUIROORZLQJ)LHOGV>@ 7KHXSSHUWLHU
has access requirements that make it unavailable to workers in the lower tier. This upper tier
comprises the competitive part, i.e. those who voluntarily choose to be informal, and the lower
tier consists of individuals who cannot afford to be unemployed but do not have access to more
productive employment in either the formal or the informal sector. Such a two-tiered view of
the informal sector highlights the existence of segmentation within informal employment.

THE POLICY AGENDA: TOWARDS A THREE-PRONGED
STRATEGY
This volume argues for a three-pronged strategy towards informal employment: i) creation of
PRUHIRUPDOMREVii) providing incentives to become formal to those who are located in the
upper tier of informal employment; iii)JLYLQJWKHQHFHVVDU\PHDQV OHJDO¿QDQFLDOVRFLDO 
to those who are excluded from the formal labour market, to enable them to become more
productive, while at the same time helping them in improving their risk management through
providing basic social services and fostering institutions for social security.
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This strategy deviates substantially from a conventional approach to growth and poverty
UHGXFWLRQZKLFKIRFXVHVH[FOXVLYHO\RQJURZWKDVDQREMHFWLYHRIVWUXFWXUDOSROLFLHVDQGVLWHV
poverty solely in the social policy realm, to be addressed through handouts and other social
assistance interventions. It also differs markedly from views of informal activities that aim to
³IRUPDOLVH´WKHVHFWRUQDUURZO\IRFXVLQJRQWKHHIIHFWRIEXVLQHVVDQGODERXUUHJXODWLRQVDQG
their enforcement.
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7KLVVWXG\DUJXHVIRUDQLQWHJUDWHGIUDPHZRUNLQZKLFKVSHFL¿FSROLF\UHVSRQVHVVKRXOGGLIIHU
PRUHDFFRUGLQJWRWKHW\SHRILQIRUPDOHPSOR\PHQWSUHYDOHQWWKDQWRWKHVSHFL¿FFRXQWU\
context. The key point is the need for policy makers to have two different policy packages when
dealing with each of the different tiers. For the lower tier – and this tier will comprise in most
developing countries more than half of the working population – a productivity/social protection
agenda is required. Increasing productivity, improving skills, enhancing upward mobility and,
PRVWLPSRUWDQWO\FUHDWLQJJRRGMREV±MREVWKDWSURWHFWZRUNHUVIURPIDOOLQJLQWRSRYHUW\±WDNH
precedence. The agenda for the upper tier looks different. Here there is a need to provide
appropriate incentives through lower transaction costs related to business creation and operation
DQGLQFUHDVHGEHQH¿WVRIIRUPDOLVDWLRQDQGOHQGLQJFUHGLELOLW\WRHVWDEOLVKHGUHJXODWLRQ
The study says that it is important to note that the transition to formal employment will take
DYHU\ORQJWLPHDQGWKDWLQPDQ\FRXQWULHVRIWKHZRUOG³LQIRUPDOLVQRUPDO´ZLOOUHPDLQWKH
reality for decades to come. The key challenge is to increase productivity and social protection
in informal employment while at the same time making easier the transition towards formal
employment. To put this strategy into practice means to differentiate clearly between the
XSSHUWLHUSDUWRILQIRUPDOHPSOR\PHQWDQGWKHORZHUWLHU:LWKLQWKHXSSHUWLHUIRUPDOLW\KDV
WREHFRPHPRUHDWWUDFWLYHWKURXJKDUHGXFWLRQRIFRVWVDQGDQLPSURYHPHQWRIWKHEHQH¿WV
IRUWKHORZHUWLHUWKHFUHDWLRQRIPRUHDQGEHWWHUMREVLVWKHPDLQFRQFHUQ
Finally, the report argues that informal employment needs to be seen in the larger context
RIDQHHGWREXLOGRUUHSDLUDVRFLDOFRQWUDFWEHWZHHQWKHVWDWHDQGLWVFLWL]HQV$UHGH¿QLWLRQ
– indeed often theGH¿QLWLRQ±RIWKHVRFLDOFRQWUDFWEHWZHHQWKHVWDWHDQGLWVFLWL]HQVLVDW
stake. To achieve this, the report argues for more policy coherence and a whole-of-government
DSSURDFKWKDWDGGUHVVHVLQIRUPDOHPSOR\PHQW,QSDUWLFXODULWFDOOVIRUDVWURQJHUUHÀHFWLRQRI
HPSOR\PHQWLVVXHVDQGRXWFRPHVLQWKH3RYHUW\5HGXFWLRQ6WUDWHJ\3DSHUV 3563 SURFHVVDQG
more generally, for better co-ordination between employment, social and economic policies.

OUTLINE
7KLVYROXPHFRYHUV¿YHWRSLFVi) the size and evolution of informal employment; ii) determinants
and causes of its persistence; iii) the gender dimension of informal employment; iv) the role
of mobility; and v) policy implications.
,Q&KDSWHU-DFTXHV&KDUPHVSUHVHQWVDQRYHUYLHZRIWKHVL]HRILQIRUPDOHPSOR\PHQWDVZHOO
as trends in the last three decades, relying on both already collected and new data. This chapter
SUHVHQWVDWKRURXJKSLFWXUHRILQIRUPDOHPSOR\PHQWLQWKHGHYHORSLQJZRUOG7KH¿QGLQJVDUH
sobering: informal employment constitutes a remarkably high proportion of employment in
many countries for which data are available. Moreover, although there is no consistent trend
for all countries, overall informal employment in non-agricultural activities is increasing in a
great many cases. Chapter 2 also collects data on the characteristics of informal employment
LQWHUPVRIMREVWDWXVDQGHDUQLQJVVHSDUDWHO\IRUPHQDQGZRPHQ7KH¿QGLQJVVKRZWKDW
earnings differentials between formal and informal work depend dramatically on the status of
workers. In particular, they differ markedly between informal entrepreneurs and employees.
7KHIRUPHUVHHPWREHQH¿WIURPWKHLULQIRUPDOVWDWXVZKLOHWKHODWWHULQWKHEHVWRIFDVHV
have earnings comparable to the prevailing minimum wage, and in certain cases much lower.
Having shown that informal employment is persistent, and even increasing, the study turns to
the light recent evidence has shed on the phenomenon of informal employment. In Chapter 3,
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David Kucera and Theodora Xenogiani discuss the relationship between growth and the prevalence
of informal employment. They review theories and evidence that underpin the view that there
is dualism within informal employment. The authors suggest that once the diversity that exists
within informal employment is recognised, the way that certain forms of informal employment
are complementary to economic growth provides one answer to the puzzling persistence of
informal employment.
Chapter 3 also examines what accounts for the persistence of informal employment by exploring
WKUHHGLIIHUHQWK\SRWKHVHV7KH¿UVWHPSKDVLVHVWKHDPRXQWDQGSDWWHUQRIJURZWKWKHVHFRQG
LGHQWL¿HV ODERXU PDUNHW LQVWLWXWLRQV DQG UHJXODWLRQV DV D PDLQ IDFWRU H[SODLQLQJ SHUVLVWLQJ
informal employment, while the third concentrates on broad institutions and culture. In respect
of labour institutions and regulations in particular, the authors advocate going beyond the
debate about regulation versus deregulation, and thinking rather about the optimal design and
LPSOHPHQWDWLRQRIODERXUUHJXODWLRQVLQFRXQWU\DQGWLPHVSHFL¿FFRQWH[WV
Chapters 4 and 5 study two topical themes in informal employment that are of particular interest
LQSDLQWLQJDSLFWXUHRIZKRLVLQIRUPDOO\HPSOR\HGLQWKHGHYHORSLQJZRUOGDQGZK\:RPHQ
DUHRIWHQRYHUUHSUHVHQWHGLQORZTXDOLW\RIWHQLQIRUPDOMREV,QSDUWLFXODULPSRUWDQWJHQGHU
differences exist in terms of sector of employment and pay, as well as non-monetary payoffs.
In Chapter 4, David Kucera and Theodora Xenogiani seek to explain why this is so and what
FDQEHGRQHDERXWLW:RPHQDUHIRXQGWREHRYHUUHSUHVHQWHGLQWKHZRUVWIRUPVRILQIRUPDO
employment, if not necessarily in informal employment taken as a whole. The factors that underlie
the blatantly unequal outcomes between men and women in informal employment appear to be
the same as those that are responsible for the low labour force participation rates found among
women in the developing world. They include discrimination – shaped by informal institutions
and social norms – in particular in forms that limit women’s access to the labour market, and
unequal access to resources (education, land, capital, networks). Finally, structural changes,
driven in particular by globalisation, determine how many participate in labour markets and how.
3ROLF\LPSOLFDWLRQVLQFOXGHUHFRPPHQGDWLRQVWKDWDUHYDOLGDOVRIRUPHQLQWHUPVRILPSURYLQJ
HGXFDWLRQRXWFRPHVPRELOLW\DQGDFFHVVWRODERXUPDUNHWV+RZHYHUVSHFL¿FJHQGHUHGSROLFLHV
WKDWUHDFKRXWWRZRPHQDQGWDNHLQWRDFFRXQWWKHVSHFL¿FEDUULHUVWKH\IDFHDQGKRZWKHVH
change over a woman’s life, can further enhance the options open to women.
In a second topical chapter, attention is drawn towards the role of mobility. As panel data have
become available in a limited number of developing countries, studies have found that mobility
in developing country labour markets is quite high, including between formal and informal
work, dispelling views of labour markets in low and middle-income countries as stagnant and
LQHI¿FLHQW,Q&KDSWHU-DVRQ*DJQRQORRNVDWIRUPVRIPRELOLW\DQGWKHLULPSOLFDWLRQVIRU
workers. The apparent paradox that average earnings in informal employment are penalised while
PRYHVIURPIRUPDOWRLQIRUPDOHPSOR\PHQWDUHXVXDOO\SULYDWHO\EHQH¿FLDOFDQEHUHFRQFLOHG
by acknowledging the diversity of informal employment. This interpretation also suggests that
mobility can be welfare-enhancing even within informal employment. Focusing on improving
WKHTXDOLW\RIMREVDQGLQSDUWLFXODUWKRVHWRZKLFKSRRUSHRSOHKDYHDFFHVVKDVLPSRUWDQW
implications for how both the poor and informal workers are regarded by labour and social
policy. The chapter pays particular attention to geographical mobility, including both internal
and international migration, as a response to poor working conditions.
Finally, Chapter 6 presents a policy strategy for development that integrates policy lessons
drawn from the literature and from experiences in both developing and OECD countries. It
proposes a three-pronged strategy to deal with informal employment. This strategy has three
basic aims: i)FUHDWLQJPRUHJRRGIRUPDOMREVii) protecting and promoting those without access
to formal work; and iii) establishing incentives – through better service and enforcement – for
PRUHMREVWREHFRPHIRUPDO
Accordingly, three policy approaches are presented: a fundamental approach to enhance
MREFUHDWLRQDVHFRQGGLUHFWHGWRZDUGVWKHORZHUWLHURILQIRUPDOHPSOR\PHQWEDVHGDURXQG
measures to increase the productivity of those workers and provide them with means better to
GHDOZLWKULVNLQFOXGLQJVRFLDOSURWHFWLRQDQG¿QDOO\DWKLUGDSSURDFKXVLQJFDUURWVDQGVWLFNV
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to enhance the incentives to become formal for those in the upper tier of informal employment,
including employers in the informal sector. The key underlying hypothesis is that while a oneVL]H¿WVDOODSSURDFKZLOOQRWZRUNWKHLQJUHGLHQWVIRUHDFKFRXQWU\¶VUHFLSHDUHQRWDOOWKDW
different. In fact, policy approaches need to correspond to the form of informal employment
and such forms are recognisable from one country to the next. However, the mix needs to be
DGMXVWHGWRVXLWFRQGLWLRQVLQHDFKFRXQWU\
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NOTES
1. &KDSWHU LQ WKLV YROXPH GLVFXVVHV LQ GHWDLO WKH GH¿QLWLRQ RI LQIRUPDO HPSOR\PHQW DQG
the statistical process of turning abstract concepts into observable and measurable
quantities.
2. International organisations and research institutes dealing with poverty, aid and employment
KDYHVHWXSVSHFL¿FSURJUDPPHVDQGLQLWLDWLYHV)RUH[DPSOHWKH2(&'3RYHUW\1HWZRUN
set up a dedicated Task Team in 2006 on employment, poverty reduction and growth and
WKH:RUOG%DQNLQLWLDWHGLQD7UXVW)XQGRQLQIRUPDOLW\
3. $FFRUGLQJWRWKHRQHGROODUDGD\SRYHUW\OLQH DGMXVWHGWR86'LQSULFHVVHH
Chen and Ravallion, 2008).
4. 7KH ,/2 ODXQFKHG LQ -XQH  ZLWKLQ LWV ³GHFHQW ZRUN´ DJHQGD D IRFXV RQ JHQGHU
equality.
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CHAPTER
TWO

Concepts, Measurement and Trends
Jacques Charmes

ABSTRACT
Measuring informal employment has remained a challenge and requires the use of a variety
of sources and methods, including the use of data for self-employment as a proxy indicator.
Although patterns are not uniform, informal employment persists at a high level in all parts of
the developing world, with the highest level seen in sub-Saharan Africa where more than twothirds of people in the non-agricultural sector are working in informal jobs. Important gender
differences can be seen in informal employment, with patterns in job status and earnings
differing distinctly between men and women. Moreover, the differences in earnings between
formal and informal work depend on the job status with informal entrepreneurs being better
off relative to informal employees.
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IS INFORMAL NORMAL? TOWARDS MORE AND BETTER JOBS IN DEVELOPING COUNTRIES

INTRODUCTION
The concept of informal employment has become widely accepted in the analysis of labour markets
in developing countries. The controversies and debates around its importance, determinants
and policy implications referred to in Chapter 1 result to some degree from different concepts,
GH¿QLWLRQVDQGPHDVXUHPHQWDSSURDFKHV7RUHVROYHWKHVHDPELJXLWLHVWKLVFKDSWHULGHQWL¿HV
recent progress in harmonising the measurement of informal employment at the international
level. If the trends in informal employment and in its main components are to be assessed
WKHFRQFHSWVXVHGIRUGH¿QLQJLQIRUPDOLW\DVZHOODVIRUPHDVXULQJLWVFKDUDFWHULVWLFVQHHG
WREHFODUL¿HG
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The particular contribution that this chapter brings to the discussion is the publication of new
data related to informal employment and self-employment, their trend over time and gender
component, as well as new data about earnings and wages. By so doing, the chapter is laying
the groundwork for the chapters that follow. While important progress in respect of data quality
and availability has been made, one major conclusion from this chapter is to underline the need
for further improvements. Existing data-sets are often still scattered, quality issues remain
and some data published are already out of date. For some new phenomena such as informal
employment in formal sectors and false self-employment, or for the different categories of
workers within informal employment, no international comparable data yet exist.

CONCEPTS
The informal sector as a concept continued to be controversial in academic circles long after it
ZDVGLVFRYHUHGLQWKHHDUO\V +DUW,/2 DQGLQWHUQDWLRQDOO\GH¿QHGE\WKH
International Conference of Labour Statisticians in 1993 (15th ICLS, ILO, 1993a and 1993b). The
FRQWURYHUV\FHQWUHGRQWKHIDLOXUHRIWKH³LQIRUPDOVHFWRU´DVGH¿QHGWRFDSWXUHWKHGUDPDWLF
increase of unprotected jobs within the formal sector itself. Eventually, the 17th ICLS (2003)
SURYLGHGJXLGHOLQHVIRUWKHGH¿QLWLRQDQGPHDVXUHPHQWRI informal employment, a concept
capturing unprotected jobs in both the formal and informal sectors1.
7KHGH¿QLWLRQRILQIRUPDOHPSOR\PHQWLVFRQFHUQHGZLWKWKHFKDUDFWHULVWLFVRIMREVUDWKHUWKDQWKH
economic units to which they belong. 7KHRSHUDWLRQDOFULWHULDIRUGH¿QLQJLQIRUPDOHPSOR\PHQWDUH
mainly that the job has no written contract and lacks social protection. The guidelines approved
by the 17th ICLS provide more substantive characteristics of this type of work. Besides informal
VHOIHPSOR\PHQWWKHJXLGHOLQHVGH¿QHLQIRUPDOZDJHMREVDVWKRVHLQZKLFK
“the employment relationship (…) is not subject to national labour legislation, income
WD[DWLRQVRFLDOSURWHFWLRQRUHQWLWOHPHQWWRFHUWDLQHPSOR\PHQWEHQH¿WV DGYDQFHQRWLFHRI
dismissal, severance pay, paid annual or sick leave, etc.). The reasons may be the following:
non-declaration of the jobs of the employees; casual jobs or jobs of a limited short duration;
MREV ZLWK KRXUV RI ZRUN RU ZDJHV EHORZ D VSHFL¿HG WKUHVKROG HJIRU VRFLDO VHFXULW\
contributions); employment by unincorporated enterprises or by persons in households; jobs
where the employee’s place of work is outside the premises of the employer’s enterprise
(e.g. outworkers without an employment contract); or jobs for which labour regulations
are not applied, not enforced, or not complied with for any other reason.”
The criteria are to be determined “in accordance with national circumstances and data
availability”.
The 1993 ICLS resolution provides a VXEVWDQWLYHGH¿QLWLRQ of the informal sector as:
“consisting of units engaged in the production of goods or services with the primary objective
of generating employment and incomes to the persons concerned. These units typically
operate at a low level of organisation, with little or no division between labour and capital
ISBN: 978-92-64-05923-8 - © OECD 2009

CONCEPTS, MEASUREMENT AND TRENDS

as factors of production and on a small scale. Labour relations – where they exist – are
based mostly on casual employment, kinship or personal and social relations rather than
contractual arrangements with formal guarantees.”
The RSHUDWLRQDOGH¿QLWLRQUHIHUVWRWKHFKDUDFWHULVWLFVRIHFRQRPLFXQLWV&ULWHULDIRUGH¿QLQJ
the informal sector are: the legal status of the economic unit (unincorporated enterprises, not
corporations); non-registration of the unit; non registration of its employees; size (fewer than
¿YHRUWHQSHUPDQHQWHPSOR\HHV DQGDWOHDVWVRPHSURGXFWLRQIRUWKHPDUNHW*LYHQWKLVODVW
FKDUDFWHULVWLFKRXVHKROGSURGXFWLRQH[FOXVLYHO\IRURZQ¿QDOXVHDQGWKHXQSDLGFDUHHFRQRP\
are excluded from the scope of the present study.
7RVXPPDULVHWKHGH¿QLWLRQVDQDVVHVVPHQWRIWKHVL]HDQGWUHQGVRILQIRUPDOHPSOR\PHQW
DQGRILWVPDLQFRPSRQHQWVFDQXVHWKHIROORZLQJGH¿QLWLRQV
— Informal employment in the informal sector as comprised of:
ŀ

Self-employed: own-account workers, employers, contributing family workers.

ŀ

(PSOR\HUVDQGSDLGHPSOR\HHVLQPLFURHQWHUSULVHVZLWKIHZHUWKDQ¿YHZRUNHUVRU
employees.
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— Informal employment in the formal sector as comprised of:
ŀ

3DLGHPSOR\HHVZLWKRXWVRFLDOSURWHFWLRQLQHQWHUSULVHVZLWK¿YHZRUNHUV RUHPSOR\HHV 
or more.

ŀ

Paid domestic workers without social protection.

Hussmanns (2001) has proposed a useful and detailed framework to understand the coverage
and meaning of the two concepts which is reproduced in Diagram 2.1 and explained on the
next page.

Diagram 2.1. Components of the Informal Sector and of Informal Employment
Production
units by
type

Jobs by status in employment

Own-account
workers
Informal

Formal

Employers
Informal

Formal
sector
enterprises
Informal
sector
enterprisesa

3

Householdsb

9

4

Formal

Contributing
family
workers
Informal

Employees
Informal

1

2

5

6

Formal

7

Members of
producers’
co-operatives
Informal

Formal

8

10

Notes:
a) As defined by the 15th International Conference of Labour Statisticians (excluding households employing paid domestic
workers).
b) Households producing goods exclusively for their own final use and households employing paid domestic workers.

In Diagram 2.1, cells shaded in light grey refer to formal jobs. Unshaded cells represent the
YDULRXVW\SHVRILQIRUPDOMREV&HOOVVKDGHGLQGDUNJUH\UHIHUWRMREVZKLFKE\GH¿QLWLRQGR
not exist in the type of production unit in question.
In summary, informal employment is captured by jobs in cells 1 to 6 and 8 to 10. Employment
in the informal sector is captured by cells 3 to 8, which include formal jobs in informal sector
enterprises (cell 7). Informal employment outside the informal sector is captured in cells 1,
2, 9 and 10.
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MEASUREMENT, SOURCES AND PROXIES
Because informal employment is measured through individual or job characteristics,, labour
abour
force surveys are the best data sources for measuring it. Recent labour force surveys, especially
WKRVHWKDWKDYHEHQH¿WHGIURPWHFKQLFDOVXSSRUWIURPWKH,/2KDYHLQFOXGHGDQDGHTXDWH
adequate VHW
set
of questions to measure both informal employment and informal sector employment.
Employment in the informal sector has been measured through direct surveys since the 1980s.
Before this period, it was measured (and is still measured in those countries where labour force
surveys are lacking) by indirect methods called “residual methods”, which consist of subtracting
registered employment from total employment, industry by industry.

30

These methods are also used for measuring informal employment where labour force surveys
have not yet included the questions necessary to identify this category. Many ad hoc surveys have
been conducted at various periods in developing and transition countries for the measurement
of informal sector and informal employment (see Charmes, 2004). It is also in these ad hoc
surveys that data on income and salaries in the informal sector can be found, to be compared
with the legal minimum wage, the average wage in the public and/or the private sector or
with the GDP per worker (for comparison purposes between countries and over time) as well.
Furthermore, the ILO bureau of statistics has been collecting data on informal employment and
informal sector employment from a questionnaire survey sent to member countries (in 2004).
While data on employment in the informal sector are now available for a large number of
countries, data on informal employment are only available for selected countries in more
recent periods. For this reason, the use of proxies is still necessary for understanding trends
in informal employment, especially trends over the past four decades.
Self-employment is such a proxy, or indicator, for informal employment. Self-employment is the
complement to wage employment (employees) in total employment and comprises own-account
workers, employers, contributing family workers and members of producers’ co-operatives. The
growth of wage employment has traditionally been taken as an indicator of modernisation, as
LWFRUUHVSRQGVWRWKHLQWHJUDWLRQRIODERXULQWR¿UPV7KHJURZWKRIVHOIHPSOR\PHQWVLPLODUO\
FDQEHLQWHUSUHWHGDVDQLQGLFDWRUIRUWKHJURZLQJLPSRUWDQFHRIOHVVFRGL¿HGODERXUUHODWLRQV
and therefore of informalisation. Self-employment is only a proxy because it comprises workers
who are formal, such as (self-employed) professionals, whose number, however, is small in
developing countries. Figure 2.1 observes the strong correlation between self-employment
and informal employment and supports the use of self-employment as a useful indicator for
informal employment.
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Share of self-employed in total non-agricultural employment

Figure 2.1. Self-Employment and Informal Employment
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Source: See Tables 2.1 and 2.3.
12 http://dx.doi.org/10.1787/533140181104

Self-employment has been measured in population censuses since the early 1960s and in labour
force surveys since the 1980s. As a proxy for the main component of the informal sector, the
concept of self-employment is the most suitable for measuring the trends over the past four
decades. Data are available for more than 110 countries, compiled from the database of the
United Nations Population Division for population censuses (United Nations, 1994) and from
the database LABORSTA from the ILO bureau of statistics, completed by national sources.
Useful tables are those cross-classifying the employed population by industries (International
6WDQGDUG,QGXVWULDO&ODVVL¿FDWLRQ,6,& RUE\RFFXSDWLRQV ,QWHUQDWLRQDO6WDQGDUG&ODVVL¿FDWLRQ
RI 2FFXSDWLRQV ,6&2  DQG E\ HPSOR\PHQW VWDWXV ,QWHUQDWLRQDO &ODVVL¿FDWLRQ E\ 6WDWXV LQ
Employment, ICSE) and by gender.
The main challenge is to classify paid employees and, if possible, employers by formal/informal
sector or formal/informal employment. The characteristics of the economic unit in which paid
employees work are, therefore, needed. Very few countries collect both sets of variables
necessary to measure both informal employment and the informal sector.
'LVDJJUHJDWLQJ¿JXUHVIRULQIRUPDOHPSOR\PHQWDQGVHOIHPSOR\PHQWEHWZHHQDJULFXOWXUHDQG
non-agriculture (rather than rural/urban) is of primary importance because it makes it possible
to take into account major structural changes in developing countries (see Box 2.1).
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Box 2.1. Informal Employment Excluding or Including Agriculture?
There are several reasons why informal employment – although including agricultural activities
E\ GH¿QLWLRQ ± LV PHDVXUHG H[FOXGLQJ DJULFXOWXUH DQLPDO KXVEDQGU\ ¿VKHU\ DQG IRUHVWU\ 7KH
¿UVWUHDVRQLVWKDWWKHFULWHULDIRUGH¿QLQJWKHLQIRUPDOVHFWRU WKRXJKLWLVOHVVWUXHIRULQIRUPDO
employment) are not adapted in the case of agriculture and usual data collection systems do
not often distinguish formal and informal (or modern and traditional) agriculture. The second
reason is that the shift from agricultural to non-agricultural activities is a sign of modernisation.
Therefore, we must distinguish between agriculture and non-agriculture (rather than rural/urban)
to take account for major structural changes in developing countries: to be acknowledged and
understandable, the trends in informal employment as well as in self-employment must distinguish
between agriculture and non-agricultural activities. This is because the shift from the former to the
latter results in a decrease of agricultural self-employment or agricultural informal employment
and an increase of non-agricultural informal employment or non agricultural self-employment.
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,QPDQ\FRXQWULHVVRPHJDSVSHUVLVWLQWKHDSSOLFDWLRQRILQWHUQDWLRQDOGH¿QLWLRQVDQGLWLV
therefore necessary to use categories that are not strictly comparable. For instance, the time
series prepared for most countries in Latin America by the “Panorama Laboral” of the ILO
UHJLRQDORI¿FHGRQRW¿WH[DFWO\ZLWKWKHLQWHUQDWLRQDOGH¿QLWLRQEHFDXVHWKH\DUHEDVHGRQ
size of the unit and not the legal status.
And there are still many countries where indirect methods of estimation are the only means for
assessing the size of informal employment. In particular, the “residual method”, traditionally
implemented by national accountants in their attempt to build labour input matrices for imputing
SURGXFWLRQ WR VSHFL¿F FDWHJRULHV RI HPSOR\PHQW ZDV ZLGHO\ XVHG LQ WKH V DQG LQ WKH
1980s.
Details for the methodologies used for the data presented in this study are available in
Annex 2.A2 (informal employment) and Annex 2.A3 (self-employment).

TRENDS AND CHARACTERISTICS
(VWLPDWHVRILQIRUPDOHPSOR\PHQWKDYHH[LVWHGVLQFHLWZDV¿UVWWHQWDWLYHO\GH¿QHGLQWKHPLG
1970s. Most of the estimates for the 1970s and 1980s result from the application of indirect
methods based on the comparison between total employment and employment in registered
establishments or activities. From the end of the 1980s ad hoc informal sector surveys based
on mixed household/establishment data collection were launched, as well as adapted labour
force surveys or household surveys.
As seen in Figure 2.2, on average, informal employment accounts for more than 47 per cent
of total non-agricultural employment in West Asia and in North Africa, and more than 70 per
cent in sub-Saharan Africa, more than 50 per cent in Latin America, nearly 70 per cent in South
and Southeast Asia and 24 per cent in transition economies.
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Figure 2.2. Share of Informal Employment in Non-Agricultural Employment
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Note:
The box chart shows the range of informal employment as share of total non-agricultural employment by region, based on
the latest available observation for each country. The edges of each box correspond to the upper and lower quartiles, with
the vertical line inside indicating the median value for each region. The ‘whiskers’ outside the box show the upper and lower
adjacent values of the data. The outlier value in Latin America is Haiti.
Source: See Table 2.1.
12 http://dx.doi.org/10.1787/533451351643

The share of informal employment in total non-agricultural employment is presented in Table 2.1.
Albeit not uniform, the data show an upward-oriented trend of informal employment in all regions
(for the last period, however, the number of observations is too small to be representative in
some regions).
Sub-Saharan Africa is characterised by the highest levels of informal employment, increasing
regularly and rapidly over time, from 70 per cent of non-agricultural employment in Burkina Faso
in mid-1985 to 77 per cent in 1994. Informal employment reached a high point of 94.1 per cent
of total non-agricultural employment in Mali at the end of the 1990s (from 63.1 per cent at the
end of the 1970s, 78.6 per cent at the end of the 1980s and 90.4 per cent at the beginning of the
V EHIRUHGURSSLQJWRSHUFHQWLQSUREDEO\EHFDXVHRIFKDQJHVLQWKHGH¿QLWLRQ
Another example of rapid growth of informal employment is Guinea, from 64.4 per cent at the
beginning of the 1980s to 71.9 per cent in the early 1990s and 86.7 per cent at the end of the
1990s. In these countries informal employment has been the main, if not the sole, source of
employment creation, absorbing the labour surplus resulting from population growth.
Trends in North Africa are more mixed: they are in general an example of the countercyclical
behaviour of informal employment and of its components. The case of Tunisia is typical in
this regard: after a period of rapid growth during the early 1970s, followed by a decline at
the end of the 1970s, informal employment increased again in the late 1980s as a result of
ISBN: 978-92-64-05923-8 - © OECD 2009
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the structural adjustment programmes, then the take-off of industrialisation in the 1990s reLQLWLDWHGDUDSLGJURZWKRILQIRUPDOHPSOR\PHQWXQWLOWKHHQGRIWKHGHFDGHZKLOHWKH¿JXUH
has declined in the 2000s.
In Latin America, the share of informal employment in non-agricultural employment peaked at
54.2 per cent in 1995-99 and remains high where data are available for 2000 onwards, with
FRQVLGHUDEOHLQFUHDVHVVHHQLQ(FXDGRU3DQDPDDQG9HQH]XHODEXWDOVRVLJQL¿FDQWUDWHVRI
decrease in Mexico and Brazil.
Similar trends are observed in South and Southeast Asia, but at a higher level. Informal
employment was 69.9 per cent of total non-agricultural employment in the period 1995-99: high
rates of increase can be observed in India, Indonesia and Pakistan. Thailand, as an emerging
economy, experienced a decrease in informal employment over the whole period, even if a
VPDOOLQFUHDVHZDVREVHUYHGGXULQJWKH¿QDQFLDOFULVLVRIWKHHQGRIWKHV,QWest Asia,
the small sample in past decades does not make it possible to assess the trends: the share of
informal employment was at 43.2 per cent in the mid-2000s.
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Recent measures in transition economies show a level of informal employment at an average
of 24.1 per cent in the 2000s, ranging from 8.6 per cent in Russia to 44.4 per cent in
Kyrgyzstan.

Table 2.1. Share of Informal Employment in Total Non-Agricultural Employment
E\¿YH\HDUSHULRGDQGE\FRXQWU\DQGUHJLRQ
1975-79

1980-84

1985-89

1990-94

North Africa
Algeria

21.8

Morocco

25.6

38.4

Egypt

58.7

35

47.3
41.3
67.1

39.3

47.1

35.0

37.3

55.2

45.9

76.0

Benin

92.9

Burkina Faso

70

Chad
Guinea

64.4

Kenya
63.1

Mauritania

69.4

Mozambique
Niger

47.5
44.8

Sub-Saharan Africa

Mali

2000-07

42.7

56.9

Tunisia

1995-99

77
74.2

95.2

71.9

86.7

61.4

70.1

71.6

78.6

90.4

94.1

81.8

80
73.5

62.9

Senegal

76

South Africa
Zaire (now Democratic
Republic of Congo)
Zambia

50.6
59.6
58.3

Latin America

54.2

Argentina

47.5

53.3

Bolivia

56.9

63.5

Brazil

60

60

Chile

35.8

Colombia

38.4

Costa Rica

44.3
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Dominican Republic

47.6

Ecuador

53.5

El Salvador

56.6

Guatemala

74.9

56.1

Haiti

92.6

Honduras

58.2

Mexico

55.5

59.4

50.1

Panama

37.6

49.4

Paraguay

65.5

Peru

67.9

Venezuela

38.8

South and
Southeast Asia

46.9
69.9

India

76.2

Indonesia

39.2

77.9

Pakistan

39

64.6

Philippines
Thailand

57.4

73.7

83.4

70.5

72

51.4

51.5

West Asia
Iran

49.4

35
43.2

43.5

48.8

Lebanon

51.8

West Bank and Gaza
Strip

43.4

Syria

41.7

Turkey
Yemen

42.9

30.7

30.9

33.2

57.1

51.1

Transition countries

24.1

Kyrgyzstan

44.4

Moldova
Romania
Russia

21.5
5.4

22.0
8.6

Sources: Charmes (2002), for the ILO Women and Men in the Informal Economy, 2002. For the most recent period: Heintz and
Chang (2007) for the ILO, and for West Asia: Charmes (2007 and 2008). For detailed sources, see Annex 2.A4.
12 http://dx.doi.org/10.1787/533451351643

Table 2.2 below shows the composition of non-agricultural informal employment by status in
employment (self-employment/wage employment) for the 1990s and the 2000s for selected
countries. Unfortunately this type of disaggregation is not possible for most estimates from
the 1970s and the 1980s and also for some recent estimates. The number of countries for
which data for several years are available is small, and consequently it is possible to present
representative trends for these indicators only for the past two decades. Tables 2.4 and 2.5
present these indicators in a gender perspective.
During the 1990s, sub-Saharan Africa was the region with the lowest share of wage employment
in informal employment (28.3 per cent). The regional average would be even lower if Kenya
and South Africa were not taken into account (15.7 per cent). South and Southeast Asia show a
much higher share (42.6 per cent) of paid employment in informal employment. Latin America
has a share of 38.8 per cent for paid employment. Finally, informally paid employees represent
37.7 per cent of informal employment in North Africa and with a similar regional average in
West Asia (but substantially lower if Turkey is not considered).

ISBN: 978-92-64-05923-8 - © OECD 2009

IS INFORMAL NORMAL? TOWARDS MORE AND BETTER JOBS IN DEVELOPING COUNTRIES

After the year 2000, it appears that the share of paid employment in informal employment
LVRQWKHULVHLQ1RUWK$IULFDDQGVXE6DKDUDQ$IULFD)RU0RURFFRWKH¿JXUHLVSHUFHQW
(against 18.7 per cent in the 1990s) and 64.5 per cent for Egypt (against 50.3 per cent); Mali
shows 81.8 per cent of informal employment and only 21.9 per cent of paid employees and
South Africa with 79.2 per cent of paid employees in informal employment (against 74.8 per
cent in the 1990s). In Latin America, the share of paid employees in informal employment
increased in Mexico and Panama, but the ratio decreased in Brazil and Venezuela. In Western
Asia, informal employment has grown in Iran and Turkey, but decreased in Yemen. Finally,
transition countries show very high shares of informal paid employment (56.7 per cent) for a
relatively modest (but increasing) size of informal employment.

Table 2.2. Informal Employment by Status in Employment
countries and regions, 1990s and 2000s
Regions/Countries

36

% self-employed in
informal employment

Years

1990s

North Africa

62.3

Algeria

66.6

Morocco

81.3

Tunisia

51.6

2000s

% paid employees in
informal employment
1990s
37.7
33.4

67.8

18.7

49.7

Sub-Saharan Africa

71.7

28.3

Benin

95.4

4.6

Burkina Faso

86.9

13.1

Chad

92.7

7.3

Guinea

95.0

5.0

Kenya

42.0

58.0

Mali

35.5

50.3

78.1
72.8

Mozambique

63.3

South Africa

25.2

Latin America

61.2

32.2

48.4

Egypt

Mauritania

2000s

64.5

21.9
27.2
36.7

20.8

74.8

79.2

38.8

Argentina
Bolivia

81.3

Brazil

41.5

18.7

Chile

52.4

47.6

52.8

58.5

Colombia

38.2

61.8

Costa Rica

55.2

44.8

Dominican Republic

73.8

Ecuador
El Salvador

47.2

26.2
45.4

65.2

54.6
34.8

Guatemala

60.2

39.8

Haiti

68.5

31.5

Honduras

71.7

Mexico

53.7

52.1

46.3

47.9

Panama

65.5

56.5

34.5

43.5

28.3

Paraguay
Peru
Venezuela
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South and Southeast Asia

57.4

42.6

India

52.3

47.7

Indonesia

63.0

37.0

Philippines

48.3

51.7

Thailand

66.0

34.0

West Asia
Iran

65.7

Lebanon

74.5

34.3

46.8

West Bank and Gaza Strip

25.5
53.2

62.0

38.0

Syria

65.5

34.5

Turkey

10.7

37.3

89.3

62.3

Yemen

89.2

88.6

10.8

11.4

Transition countries
Kyrgyzstan

53.4

Moldova

32.1

46.4
67.9

Russia

44.2

55.8

Sources: Charmes (2002), for the ILO Women and Men in the Informal Economy, 2002. For Western Asia: Charmes (2007) and
(2008). For detailed sources, see Annex 2.A4.
12 http://dx.doi.org/ 10.1787/533470660737

Non-Agricultural Self-Employment
At the global level, non-agricultural self-employment increased continuously in absolute and
relative terms from the 1970s through the 1990s, with somewhat more ambiguous trends
after 2000 when data availability is limited. Self-employment represented 22.5 per cent of
total non-agricultural employment in the 1970s, 26.8 per cent in the 1980s, 31.3 per cent in
the 1990s and it is expected to remain at this level in the 2000s, when the data for West and
Central Africa become available.
In Africa, the most rapid increases in non-agricultural self-employment are observed in North
Africa (from 28.6 per cent in the 1990s to 35.1 per cent in the 2000s), and in Southern Africa
(from 12.2 per cent to 32.8 per cent during the same period). The lack of recent data for West
and Central Africa, two regions where informality rose during the 1990s (to 49.6 per cent and
SHUFHQWUHVSHFWLYHO\ GRQRWDOORZIRUDGH¿QLWLYHSLFWXUHRIUHFHQWWUHQGVLQWKHUHJLRQ
In Latin America, non-agricultural self-employment is generally declining in South America (from
40.8 per cent in the 1990s to 36.5 per cent in the 2000s) and also dropping back in Central
America from 38.0 per cent to 28.8 per cent), so that overall at regional level, a decrease of
more than 8 percentage points is observed (from 41.8 per cent to 33.7 per cent).
In Asia, self-employment is increasing, from 32.5 per cent to 33.1 per cent during the last
decade, in East as well as in Southeast Asia (especially in Cambodia, from 49.4 per cent in the
1990s to 56.9 per cent in the 2000s). Emerging economies of Southeast Asia, which experienced
a fall in self-employment in the 1990s, are experiencing an increase in the 2000s (Thailand,
Singapore and Hong Kong, China), while others (Philippines, Indonesia, Korea) continue along
their downward trend. Further data for individual countries can be found in the supplementary
database, published alongside this volume.
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Figure 2.3. Share (per cent) of Self-Employed in Non-Agricultural Employment
60

38

Per cent of self-employed in non-agricultural employment

50

40

30

20

10

0
Years 70

Developed regions

Years 80

Africa

Years 90

Years 2000

>ĂƟŶŵĞƌŝĐĂ

Asia

Source: See Table 2.3
12 http://dx.doi.org/10.1787/533180710606
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23.4

22.5

22.3

WORLD
World without Africa
(Central and West)
28.5

31.3

23.6

52.5

24.4

24.7

23.4

51.5

34.2

22.2

33.1

36.5

28.8

33.7

32.8

45.7

39.2

35.1

36.7

13.2

11.4

22.4

9.6

14.4

10.6

12.8

2000s

For regional groupings used above, see Annex 2.A5.
Figures in italics are averages based on an incomplete set of countries.

13.0

40.1

33.2

18.6

32.5

54.8

40.8

38.0

41.8

69.0

12.2

49.6

50.4

52.3

28.6

47.7

10.7

10.6

23.6

8.5

14.2

7.2

11.3

1990s

23.1

23.7

14.4

35.6

40.3

22.5

26.9

33.3

27.6

25.3

27.6

48.4

45.8

54.7

20.0

41.9

16.1

36.8

9.7

10.8

16.7

7.1

11.1

3.5

9.6

1970s

24.1

29.0

6.4

37.7

37.8

20.5

23.6

29.9

29.4

29.8

29.6

87.7

25.5

76.3

45.6

68.7

23.3

59.9

9.2

8.9

16.7

5.2

9.7

2.7

8.7

1980s

29.6

32.2

9.9

53.7

39.6

23.2

31.1

66.9

45.3

48.5

49.5

74.0

15.9

52.9

61.1

56.9

29.6

50.6

9.0

8.0

19.4

6.5

11.3

6.1

9.3

1990s

43.2

31.6
28.9
20.4
13.2
22.1
13.8
23.3

7.7
9.8
41.6
41.1
42.8
47.9

17.8
27.8
39.7
13.6
5.5
25.6
26.8

33.5
18.5
37.2
53.8
20.1
24.0
23.7

31.0
41.0

30.2
35.8

37.2

27.3

28.7

3.8

8.8

35.9

28.2

15.0

32.4

34.9

33.5

32.8

50.6

19.9
31.0

43.6

56.4

42.2

18.6

38.2

30.4

31.2

22.4

34.9

37.8

20.7

21.3

18.1

28.3
29.5

26.5

31.2

24.4

39.2

8.5

29.1

1980s

6.5

29.1

9.7
10.6

1970s

2000s

35.3

34.8

5.9

17.7

47.2

47.8

25.4

56.3

41.6

52.0

47.4

38.1

56.4

29.5

43.7

40.8

20.6

35.9

36.8

33.3

31.0

34.2

32.8

35.6

34.5

1990s

40.0

40.5

19.0

15.7

42.6

43.5

31.0

45.7

43.0

44.7

38.4

47.4

42.9

22.8

34.8

45.1

45.5

41.3

47.3

44.6

47.3

45.6

2000s

% of women in total non-agricultural
self-employment

Source: International compilation of population censuses and labour force surveys, by J. Charmes, prepared for the ILO programme “Improving the Quality of Women’s Employment”, based
on ILO (1990), completed with the UN (1994), and for the recent period (years 2000s) on LABORSTA, the ILO database available on-line, IL0 (2008).
12 http://dx.doi.org/10.1787/533488150022

Note:

26.8

19.5

33.9

22.6

26.2

38.4

28.9

28.9

West Asia

29.2

South America

28.7

28.8

South Asia

25.1

Central America

33.6

28.0

Latin America

72.9

Southeast Asia

40.0

- West Africa

12.3

49.3

21.8

17.6

- Southern Africa

28.1

33.9

- Central Africa

28.1

East Asia

15.9

- East Africa

51.1

Asia

28.5

Sub-Saharan Africa

23.3

46.2

31.4

19.2

Caribbean

27.0

North Africa

10.1

10.0

Africa

10.9

11.6

- Rest of Western Europe
Other developed
countries

21.8

20.6

- Southern Europe

6.8

12.5

9.4

13.3

Western Europe

3.4

10.8

1980s

- Northern Europe

3.5

11.0

1970s

Eastern Europe

Developed regions

% of self-employed in
female non-agricultural employment
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GENDER AND EMPLOYMENT TRENDS
Women’s share in total non-agricultural self-employment rose from more than 25 per cent in
the 1970s to more than 40 per cent globally in the 2000s. Data presented in Figure 2.4 and
Tables 2.4 and 2.A1 (Annex 2.A1) show that during the 1990s in sub-Saharan Africa, women’s
participation in informal employment was generally higher than men’s. A regional average for
sub-Saharan Africa shows that in the 1990s 84.1 per cent of women employed outside agriculture
were in informal employment, against 63 per cent of men. In Latin America also, women in
the 1990s were relatively more often employed in informal activities than men (56.2 per cent
against 47.1 per cent).

40

In South and Southeast Asia, the gap between women and men was very narrow in the 1990s
with only 2 percentage points separating women from men in the regional average. But in West
Asia, where all countries show relatively low levels of participation in informal employment,
lower levels are observed for women than for men (except in Lebanon). In Yemen, for example,
the gap was nearly 20 percentage points in the 1990s and increased to 22 percentage points in
2004. The gap between women and men is also very considerable in the West Bank and Gaza
with more than 26 percentage points in 2006. Over the period, Turkey was the only country
that improved the indicator: from 19.1 per cent for women against 29.1 per cent for men in the
1990s to 32.2 per cent against 33.4 per cent for men in the 2000s. Lebanon is the only country
in the region where women’s participation in informal employment is higher than men’s.
The characteristics we observe in North Africa are similar to those of West Asia, with 43.3 per
cent of women working in informal employment, against 49.3 per cent for men. New data for
transition countries in the 2000s show quite low, but probably increasing, levels of participation
in informal employment, with the exception of Kyrgyzstan where levels are already high, with
more than 40 per cent of both men and women in informal employment. These countries show
lower levels for women, a typical characteristic for economies emerging from generalised wage
employment with gender equality.
Table 2.4 shows that in sub-Saharan Africa and in Latin America after 2000, informal employment
contributes more to total non-agricultural female employment than to male employment, as the
¿JXUHVDUHV\VWHPDWLFDOO\KLJKHUIRUZRPHQ,WLVWKHFRQWUDU\LQ1RUWK$IULFDDQGLQ:HVW$VLD
as well as in transition countries, but not for the same reasons. In North Africa and in West Asia,
cultural reasons explain the relatively low share of women in total employment, be it formal or
informal. In transition countries, on the contrary, there has always been a relatively high share
of women within formal wage work, which led in the process of economic restructuring and
privatisation to relatively high rates of women in informal paid employment, but to relatively
lower rates compared with men in total informal employment.
With respect to the composition of informal employment, there are signs of a slight tendency
of increasing involvement of women in self-employment in Latin America, as well as in South
Africa and Turkey; in Egypt, and probably in poor African countries, an increase in informal paid
HPSOR\PHQWLVREVHUYHG,WLVKRZHYHUGLI¿FXOWWRFRQFOXGHGH¿QLWHO\RQWKHWUHQGV
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Figure 2.4. Share of Informal Employment in Total Non-Agricultural
Employment by Country and Gender
(in percentages) latest available period
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Sources: Charmes (2002), for the ILO Women and Men in the Informal Economy, 2002. For the most recent period: Heintz and
Chang (2007); and for West Asia: Charmes (2007, 2008). For detailed sources, see Annex 2.A4.
12 http://dx.doi.org/10.1787/533180763815
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Table 2.4. Informal Employment by Gender, Employment Status, Countries and
Regions, 2000s

Regions/Countries

Years

Informal
employment in %
of non agricultural
employment
Women

Men

Self-employed
in % of informal
employment
Women

Men

Paid employees
in % of informal
employment
Women

Men

North Africa
Egypt

2006

38.6

46.5

46.7

33.2

53.3

76.7

Mali

2004

89.2

74.2

85.4

69.0

14.6

31.0

South Africa

2004

64.9

51.0

21.9

19.8

78.0

80.2

59.5

55.4

55.3

57.0

44.7

43.0

Sub-Saharan Africa

Latin America

42

Brazil

2003

52.3

50.2

44.6

59.8

55.4

40.4

Ecuador

2004

76.9

73.2

53.6

38.8

46.6

61.2

Mexico

2005

53.5

47.8

54.0

50.6

46.0

49.4

Panama

2004

50.4

48.7

49.8

61.4

50.2

38.6

Peru

2004

72.0

65.1

57.1

61.1

43.1

38.9

Venezuela

2004

52.1

47.5

72.9

70.3

27.1

29.5

30.8

45.3

39.2

51.0

60.9

49.0
48.2

West Asia
Lebanon

2004

40.0

55.6

25.1

51.8

74.9

West Bank and Gaza

2004

20.2

46.8

63.4

61.9

36.6

38.1

Turkey

2004

32.2

33.4

29.2

39.2

71.1

60.8

Transition countries

22.3

27.2

39.9

46.4

59.9

53.6

2003

40.9

47.1

55.3

52.2

44.7

47.6

Moldova

2004

18.4

25.0

22.3

40.0

77.2

60.0

Russia

2004

7.6

9.6

42.1

46.9

57.9

53.1

Kyrgyzstan

Sources: based on tabulations by Heintz and Chang (2007) for the ILO. For West Asia: Charmes (2008). For detailed sources,
see Annex 2.A4.
12 http://dx.doi.org/10.1787/533505356887

The share of self-employed women in total female non-agricultural employment, as detailed
in Table 2.3, has been generally higher than men’s and on the rise over time. At the world
OHYHOWKH¿JXUHURVHIURPSHUFHQW DJDLQVWSHUFHQWIRUERWKVH[HV LQWKHV
to 29 per cent (against 26.8 per cent for both sexes) in the 1980s to 32.2 per cent (against
31.3 per cent) in the 1990s. It seems, however, that this trend has stopped in the 2000s: the
indicator is at 23.7 per cent (world level without Central and West Africa), against 24.4 per
cent for both sexes.
For AfricaWKHVKDUHRIVHOIHPSOR\HGZRPHQLVDOVRDQGYHU\VLJQL¿FDQWO\KLJKHUWKDQPHQ¶V
and on the rise for North Africa, where it characterises the new tendency of women to enter
the labour markets through this employment status, especially in Egypt and Morocco (with an
opposite trend for Tunisia where women’s entry into the labour market passes through wage
employment in the formal sector): at sub-regional level, the ratio increased from 16.1 per cent
in the 1970s to 41.1 per cent in the 2000s (against 19.2 per cent and 35.1 per cent respectively
for both sexes). Similar trends are observed in sub-Saharan Africa (with differences of 4 to
5 percentage points between women and men).
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Latin America LVDOVRFKDUDFWHULVHGE\VLJQL¿FDQWO\KLJKHUIHPDOHUDWLRVLQWKHVEXWWKH\
seem to be downward-oriented in the 2000s, especially in Central America.
As for Asia, female ratios have been upward-oriented since the 1980s (from 23.6 per cent
to 33.5 per cent in the 2000s), especially in South Asia (from 37.7 per cent in the 1980s to
53.7 per cent and 53.8 per cent in the 1990s and 2000s) and in West Asia (from 6.4 per cent
in the1980s to 20.1 per cent in the 2000s).
Finally, the observed trends in female self-employment have increased women’s share in total
non-agricultural self-employment which rose from 25.6 per cent in the 1970s to 40.5 per cent
globally in the 2000s. This step toward more equality between women and men has been
particularly rapid in developed countries (increasing from 29.1 per cent in the 1970s to 45.6 per
cent in the 2000s), especially in Western Europe (26.5 per cent to 44.6 per cent) and in other
developed countries (28.9 per cent to 45.1 per cent). This indicator has increased in North Africa
(from 13.2 per cent to 22.8 per cent), in East Africa (from 13.8 per cent to 47.4 per cent), in
Latin America (from 32.8 per cent to 44.7 per cent) and in Asia (from 17.8 per cent to 31 per
cent. During the last period, however, it declined in all sub-regions of Asia except in West Asia
(5.9 per cent to 19.0 per cent). The indicator can be interpreted in different ways: while in
developed regions and transition countries it may mean more independence for women who
get access to private businesses, it can be a sign, in developing countries, of more informality
and more precariousness.
It is important to note that among the self-employed own-account workers represent 63.8 per
cent of total self-employment globally (a ratio which drops down to 59.3 per cent for women).
High ratios for own-account workers mean low ratios for contributing family workers, a status in
employment which is one of dependency. The lowest ratios of own-account workers are observed
in North Africa (37 per cent for women against 44.1 per cent for both sexes) and in West Asia
(36.6 per cent for women against 47.2 per cent for both sexes), then in East Asia (respectively
42.9 per cent against 49.9 per cent), with gaps of more than 7 to 10 percentage points. The
highest ratios are in Northern and Western Europe (respectively 85 per cent against 85.9 per
cent, and 66.5 per cent against 66.1 per cent) and, more curiously, in Central America.
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Figure 2.5. Share of Own-Account Workers among the Self-Employed, 2000s
(percentages)
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Source: See Table 2.3.
12 http://dx.doi.org/10.1787/533236024214

Income and Wages
Work in the informal sector was originally assumed not to be rewarding for its entrepreneurs
and workers. However, more recently, empirical evidence (Charmes, 2002) has shown that small
entrepreneurs in the informal sector are earning several times the legal minimum wage and even
several times the average wage in the formal sector, while paid employees – in general younger
than in the total population of wage workers – are earning approximately the equivalent of the
legal minimum wage. Although these results cannot be generalised and also bearing in mind
WKDWSUR¿WVDQGZDJHVLQWKHLQIRUPDOVHFWRUFDQQRWEHGLUHFWO\FRPSDUHGWRZDJHVLQWKHIRUPDO
VHFWRUEHFDXVHWKH\GRQRWLQFOXGHVRFLDOFRQWULEXWLRQVDQGVRFLDOEHQH¿WVLWPXVWEHQRWHG
that the following Table 2.5 (and additional Tables 2.A3 and 2.A4 in Annex 2.A1) only cover the
micro and small enterprises of the informal sector. Data on wages in informal employment in
the formal sector are scarce and generally not representative because the sources that can be
used are enterprise surveys, which omit to declare informal workers, or labour force surveys,
which rarely identify informal wage earners separately. Moreover, informal sector surveys
often publish data on income for the whole population of informal sector participants without
distinguishing between owners, wage workers, contributing family workers or apprentices.
They also most often cover urban areas or major cities or even only capital cities, rather than
the whole country.
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Table 2.5. Average Monthly Income and Wages paid by Small Entrepreneurs in
the Informal Sector of Various Developing Countries at the end of the 1990sbeginning of the 2000s (in local currency and as multiples of the legal minimum wage)

Countries

Year

Local
currency

Legal
minimum
salary (or
average
wage*)

Income
In local
currency

Wage

multiples of
minimum
salary (or
average
wage*)

a

In local
currency

multiples of
minimum
salary (or
average
wage*)

0.2*

North Africa
Egypt

2004

EGP

1 487

1.8

195

Morocco

1997

MAD

1 510

825*

2 492

1.7

1 556

1.0

Morocco

2003

MAD

1 826

7 843

4.3 (2.7*)

1 186

0.6

Tunisia

1997

TND

169.3

669.9

4.0 (2.2*)

186

1.1

Tunisia

2002

TND

206

617.6

3.0

219

1.1

1992

FCFA

13 904

41 412

3.0

23 216

1.7

23 901

1.7

1995-96

FCFA

25 600

40 987

1.6

16 408

0.6

6 158

2.6

6 496

2.7

17 208

3.2

8 046

1.5

Sub-Saharan Africa
Benin
Street vendors
Chad
Ethiopia (urban)

1996

ETB

Kenya

1999

KES

2 363

1992-93

MRO

5 312

Mauritania
Three main towns
Secondary towns

105.5

All urban

51.4

26 647

5.0

6 906

1.3

22 258

4.2

6 289

1.2

18 038

0.9

Mali

1996

FCFA

20 965

120 757

5.8

Niger

1995

FCFA

18 000

26 360

1.5

Brazil (urban)

1997

BRL

612.5*

Colombia (urban)

1996

Mexico (urban)

1998

Latin America
565b

(0.9)

1 040c

(1.7)

240

1.6d

1.5

4.2e
MXN

419.1

(0.4)

690.3

1.7

South and Southeast Asia
India
Indonesia

1999-2000
1998

INR
IDR

1 498
281 038

2 003d

1.3

1 413d

0.9

e

8 035

5.4

e

1 656

1.1

2 765f

1.8

1 642f

1.1

843 114

3.0J

West Asia
1 495

1 486

1.0

Lebanon

2004

LBP

Turkey (urban)

2000

TRL

114.3 million

197.1

1.7

Turkey

2002

TRL

236 million

4 706

19.9

±

±

280
277

0.2

±

1.8

Notes:
* figure refers to average wage; ± figure refers to GDP per worker.
a) Apprentices and family workers excluded.
b) Main activity.
c) Main and secondary activities.
d) Own-account.
e) Employers of micro-enterprises (fewer than 10 workers).
f) Own account and employers combined.
J In multiple of the average wage of production workers under supervisory level.
Sources: Charmes (2002), for the ILO Women and Men in the Informal Economy, 2002. For Western Asia: Charmes (2008). For
detailed sources, see Annex 2.A4.
12 http://dx.doi.org/10.1787/533507884373

ISBN: 978-92-64-05923-8 - © OECD 2009

45

IS INFORMAL NORMAL? TOWARDS MORE AND BETTER JOBS IN DEVELOPING COUNTRIES

Table 2.5 shows that the incomes of small entrepreneurs in the informal sector are systematically
higher than the legal minimum wage: from 1.5 times in Niger (1995) to 4.3 times in Morocco
(2003) and 5.8 times in Mali (1996), though an exception needs to be made for Turkey
WLPHV ZKLFKZDVH[SHULHQFLQJYHU\KLJKLQÀDWLRQGXULQJWKLVSHULRG+RZHYHUWKHOHJDO
minimum wage – where it exists – might have not followed the cost of living. A comparison
with the average wage in the formal sector, or in the public sector, could be more valid and
interesting. Unfortunately this information is rarely available in developing countries. Compared
to the average wage in the formal sector, the entrepreneurs’ incomes are still higher: from
1.8 times in Egypt (2004) to 2.7 times in Morocco (2003).

46

Two other observations can be derived from Table 2.5. First, secondary activities (or multiple
jobs) allow informal sector operators to double their incomes, as shown in urban Brazil where
the entrepreneurs’ income represents 0.9 times the average salary, but this indicator rises to
1.7 times with the secondary activities. It should also be noted that the category of informal
entrepreneurs is very heterogeneous, with own-account workers on the one hand, and small
employers on the other. In India, for example, the informal sector entrepreneurs earned
1.8 times the legal minimum salary in 1999-2000, but the indicator dropped to 1.3 times for the
own-account workers, and jumped to 5.4 times for the employers. The same gap is observed
LQXUEDQ&RORPELD DJDLQVWLQ 7KLVLVFRQ¿UPHGE\7DEOH$ $QQH[$ 
which refers to the survey carried out in seven capital cities of West Africa and shows that
while employers are earning the equivalent of the average wage in the formal private sector,
the own-account workers are only earning the equivalent of half this wage.
Looking now at wages (excluding apprentices and “unpaid” family workers), Table 2.5 shows that
the legal minimum wage seems to be a reference in most countries in that the average wage
in the informal sector is very often quite close to this minimum. It ranges from 0.6 times the
minimum wage (in Morocco 2003) to 1.8 times in Turkey (2002), with many of the observations
around 0.9, 1, 1.1 or 1.2. Not only are the paid employees in the informal sector younger than
their counterparts in the formal sector (because they seek rapidly to open their own microenterprise), but also the tendency of employers is to declare their workforce at the minimum
salary in order to pay the minimum social contributions (in case of controls).
Surprisingly, the paid employees of the informal sector in the capital cities of West Africa are
earning the equivalent of 0.6 times the average wage of the formal private sector, which is more
than own-account workers earn (0.5) while the informal sector employers earn the equivalent
of this same average wage. See Table 2.A3 (Annex 2.A1) for further details.

CONCLUSION
5HFHQWHIIRUWVWRGH¿QHDQGPHDVXUHLQIRUPDOHPSOR\PHQWKDYH\LHOGHGDQLQFUHDVLQJDPRXQWRI
data on the issue at the national level in all regions. However, the systematic compilation of data at
the world level shows that there are still many obstacles to drawing up a statistical picture of the
SKHQRPHQRQDQGRILWVWUHQGV&RXQWULHVGRQRWXVHKDUPRQLVHGGH¿QLWLRQVEHFDXVHLWWDNHVWLPH
to include new concepts and new questions in the regular statistical surveys and censuses.
,QVSLWHRIWKHVHGLI¿FXOWLHVWKHJHQHUDOSHUVSHFWLYHLVWKDWRIDQXSZDUGRULHQWHGWUHQGRI
informal employment, especially in poorer countries of sub-Saharan Africa, with an increase
in informal employment in the formal sector of the economy. This latter trend indicates an
expansion of the instability of wage work and a restriction of social protection, which faces
REVWDFOHVLQH[WHQGLQJLWVEHQH¿WVWRZRUNHUV
The generalisation of regular labour force surveys in all developing countries with inclusion
RIDVHWRITXHVWLRQVRQLQIRUPDOLW\ EHQH¿WRIVRFLDOSURWHFWLRQFKDUDFWHULVWLFVRIHFRQRPLF
units) will allow, in the years to come, a better and more comprehensive capture of informal
employment: a phenomenon which has come to represent, in many countries, the normal
situation of most workers and which constitutes for policy makers a dilemma and, increasingly
in the future, a challenge.
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ANNEX 2.A1. ADDITIONAL DATA TABLES
Table 2.A1. Share of Informal Employment in Total Non-Agricultural
Employment,
by country, region and gender (in percentages), 1990s and 2000s
1990-99

2000-07

Women

Men

Women

North Africa

43.3

49.3

Men

Algeria

40.6

43.1

Morocco

46.8

44

Tunisia

39.2

53.2

Egypt

46.5

56.9

38.6

47.2

Sub-Saharan Africa

84.1

63.0

77.1

62.6

Benin

97.3

87

Chad

95.2

59.9

Guinea

86.7

65.6

Kenya

83.1

59.1

South Africa

58.4

43.6

64.9

51

Latin America

56.2

47.1

59.5

55.4

Bolivia

74.4

55

Brazil

67.3

54.7

52.3

50.2

Chile

43.9

30.9

Colombia

44

34.1

Costa Rica

48

42.1

Dominican Republic

49.7

46.5
76.9

73.2

68.6

45.7

47.8

Mali

89.2

Ecuador
El Salvador

47
74.2

Guatemala

69.4

46.5

Honduras

65.5

73.6

Mexico

55

54.3

53.5

Panama

40.8

35.5

50.4

48.7

72

65.1

52.1

47.5

Peru
Venezuela

47.3

46.7

South and Southeast Asia

72.7

70.2

India

85.7

82.9

Indonesia

77.2

78

Philippines

73.4

70.8

Thailand

54.3

49.1

West Asia

31.1

43.4

35.4

44.4

Lebanon

60

44.4

West Bank and Gaza Strip

20.2

46.8

Syria

34.6

42.8

Turkey

19.1

29.1

32.2

33.4

Yemen

39.7

58.2

29.3

52.8

Transition countries

22.3

27.2

Kyrgyzstan

40.9

47.1

Moldova

18.4

25

Russia

7.6

9.6

Sources: Charmes (2002), for the ILO “Women and Men in the Informal Economy”, 2002. For the most recent period: Heintz
and Chang (2007), and for West Asia: Charmes (2007 and 2008). For detailed sources, see Annex 2.A4.
12 http://dx.doi.org/10.1787/533525870513
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Table 2.A2. Female Informal Employment by Status in Employment,
Countries and Regions, 1990s

Regions/Countries

North Africa
Algeria
Morocco

% selfemployed
in total
informal

% paid
employees
in informal
employment

Share
of women
in total
informal
employment

1994-98

42.2

71.7

28.3

19.7

80.9

19.1

16.8
29.6

1997
1995

40.6

88.6

11.4

Tunisia

1994-95

46.8

50.6

49.4

18.5

Egypt

1998

39.2

66.8

33.2

14.0

Sub-Saharan Africa

48

Years

% informal
employment
in non
agricultural

1992-2000

81.1

70.9

29.1

52.3

Benin

1992

43.3

98.4

1.6

59.7

Chad

1993

97.3

99.0

1.0

52.7

Guinea

1991

95.2

97.5

2.5

35.7

Kenya

1999

86.7

32.6

67.4

60.3

South Africa

2000

83.1

26.8

73.2

53.2

1995-00

59.2

57.5

42.6

46.5

Latin America
Bolivia

1997

84.1

91.5

8.5

51.2

Brazil

1996

74.4

31.8

68.2

46.9

Chile

1996

67.3

38.7

61.3

46.1

Colombia

1996

43.9

36.4

63.6

49.7

Costa Rica

1997

44.0

48.6

51.4

39.6

Dominican Republic

1997

48.0

63.3

36.7

37.4

El Salvador

1997

49.7

71.0

29.0

57.9

Guatemala

1989

68.6

64.6

35.4

51.8

Honduras

1997

69.4

77.1

22.9

56.4
39.0

Mexico

2000

65.5

53.3

46.7

Panama

1997

55.0

46.9

53.1

43.8

Venezuela

1997

40.8

66.2

33.8

38.1

Asia

1994-2000

19.1

53.4

46.6

28.6

India

1999-2000

56.2

56.8

43.2

20.0

Indonesia

1998

85.7

69.6

30.4

37.6

Philippines

1995

77.2

63.2

36.8

46.3

Thailand

1994

73.4

67.8

32.2

47.4

Syria

1994

54.3

56.6

43.4

10.6

Turkey

1996

34.6

6.3

93.7

9.9

Sources: Charmes (2002), for the ILO Women and Men in the Informal Economy. 2002. For detailed sources, see Annex 2.A4.
12 http://dx.doi.org/10.1787/533605336567
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55.0
91.8
52.4
48.7
87.9
40.7
77.6

Ouagadougou (Burkina Faso)

Abidjan (Côte d’Ivoire) (Economic capital)

Bamako (Mali)

Niamey (Niger)

Dakar (Senegal)

Lomé (Togo)

7 cities

75.4

34.3

110.8

102.2

77.0

83.7

59.0

56.9

36.8

19.4

50.0

32.5

40.2

41.6

23.2

32.3

Informal
own-account
workers’
income
(3)

45.2

22.4

44.3

40.7

39.5

54.5

28.7

29.6

(3)
in multiples of
(1)
=
(6)

0.6
0.4
0.5
0.8
0.7
0.6
0.5
0.5

(2)
in multiples of
(1)
=
(5)

1.1
1.1
0.9
1.5
2.1
1.3
0.8
1.0

b

b
c

204 776

106 250

51.9

538.1

289

d

218c

37.2

157

148

867

Women

67.7

741.2

94.4d

306

72.6

87.5

86.2c

253

64.0

232
58.1

65.7
75.5

196

Women/Men
%

1 320

Men

Wages

Sources: Charmes (2002), for the ILO Women and Men in the Informal Economy 2002. For West Asia and North Africa: Charmes (2008). For detailed sources, see Annex 2.A4.
12 http://dx.doi.org/10.1787/534080466327

Notes: Average monthly income and wages in national currency.
a) Main activity. b) Main and secondary activities. c) Own-account workers. d) Employers of micro-enterprises (fewer than ten workers).

Turkey (2000 urban)

67.0

75.6d

63.2

50.8

b

Lebanon (2004)

1 522

57.0
56.0a

88.9

1 019

1 298

664a

660

7 817

82.6

81.3

53.3

Women/Men
%

Haiti (2000)

Mexico (1994 urban)

Colombia (1996 urban)

Brazil (1997 urban)

Kenya (1999)

633

372a

523

Tunisia (2002)

683

8 724

Men

Entrepreneurs’ income

4 452

555

Ethiopia (1996 urban)

4 649

Morocco (2002)

Women

Tunisia (1997)

Countries

0.6

0.6

0.5

0.8

0.8

0.6

0.5

0.6

(4)
in multiples of
(1)
=
(7)

Source: Afristat (2004).
12 http://dx.doi.org/10.1787/533610182123

Workers’
salaries in the
informal sector
(4)

Table 2.A4. Gender Gap in Income Levels from Enterprise and Wages in the Informal Sector

Note: in thousands of FCFA.

49.9

Cotonou (Benin)

Countries

Informal sector
Workers’
salaries in the
employers’
private formal
income
sector (1)
(2)

Table 2.A3. Income and Wages in the Informal Sector of Seven Capital Cities of West Africa, 2001-02
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ANNEX 2.A2. METHODOLOGICAL NOTE ON TABLES
ON INFORMAL EMPLOYMENT

BY COUNTRIES, REGIONS AND SUB-REGIONS (TABLES 2.1 AND 2.2)
'DWD RQ LQIRUPDO HPSOR\PHQW KDYH EHHQ HVWLPDWHG ZLWK YDULRXV PHWKRGV DQG GH¿QLWLRQV
according to the periods of time.
,QIRUPDOHPSOR\PHQWEHLQJGH¿QHGDVWKHQRQFRYHUDJHE\VRFLDOSURWHFWLRQLWLVPHDVXUHGE\
the response to the question on coverage in labour force surveys. However, it is only recently
that labour force surveys have included this type of question. Previously labour statisticians
assumed that registered employment was equivalent to protected employment and the use of
the “residual method” which consists of subtracting registered formal employment from total
employment for the various industries was systematically implemented.

50

During the 1970s and the 1980s, and until recently for some countries, data on informal
HPSOR\PHQWZHUHREWDLQHGLQWKLVZD\:LWKSURJUHVVDQGLPSURYHPHQWVLQGH¿QLWLRQVDQG
data collection, direct data have been obtained from labour force surveys, which have more
often included appropriate questions for capturing informal employment, especially questions
on social protection coverage.
5HFHQWO\WKHDGRSWLRQRIJXLGHOLQHVIRUWKHGH¿QLWLRQDQGPHDVXUHPHQWRILQIRUPDOHPSOR\PHQW
by the 17th ICLS in 2003 has facilitated the compilation of harmonised data through labour force
VXUYH\VDQGWKHUHVSRQVHWRWKHTXHVWLRQRIWKHEHQH¿WRIVRFLDOSURWHFWLRQ,QWKHPRVWUHFHQW
SHULRGODERXUIRUFHVXUYH\VKDYHFRPHWRLQFOXGHWKHFULWHULDIRUGH¿QLQJLQIRUPDOHPSOR\PHQW
(most Latin American countries, Thailand, Algeria), and some of them have simultaneously
LQFOXGHG WKHFULWHULDIRUGH¿QLQJWKHLQIRUPDOVHFWRU $OJHULD5XVVLD ZKLFKDOORZVDPRUH
detailed knowledge of the composition of informal employment.
Before the approach to “informal sector” measurement was recommended through mixed
household/establishment surveys (in the early 1990s) and through labour force surveys (in
the early 2000s), the “residual method” was systematically implemented, subtracting formal
registered employment from total non-agricultural employment: Algeria (1977, 1985), Tunisia
(1975, 1980), Egypt (1976, 1986), Morocco (1982), Mali (1976), Niger (1977), Mauritania
(1980, 1988), Senegal (1980), Burkina Faso (1985), Guinea (1984), Kenya (1990) and Iran
 *HQHUDOO\WKH¿UVWHVWLPDWHDYDLODEOHLQDFRXQWU\LVWKH³UHVLGXDO´RQHDOORZLQJ
policy makers and statisticians to become aware of the size of the segment of the labour force
and to convince them of the necessity to implement a survey of the phenomenon.
,QDVHFRQGSHULRGWKH¿UVWPL[HGKRXVHKROGHVWDEOLVKPHQWVXUYH\VEHFRPHDYDLODEOH0DOL
(1989), Mexico (1989), Niger (1994), Kenya (1999), India (1999-2000), Morocco (1999-2000);
in other countries, improvements of establishment surveys and micro-enterprise surveys are
preferred, leading to improved residual estimates: Tunisia (1997, 2002).
In all cases, the elaboration of “labour inputs matrices” in the framework of national accounts
allows a better assessment of all components of employment, because of imperfections of data
collection due to incomplete geographical coverage, for instance.
For a detailed description of the labour input matrix (an improved “residual method”), see:
CHARMES J. (2006), Measurement of the Contribution of Informal Sector and Informal Employment
WR*'3LQ'HYHORSLQJ&RXQWULHV6RPH&RQFHSWXDODQG0HWKRGRORJLFDO,VVXHV, Paper presented
at the 9th meeting of the Delhi Group on Informal sector Statistics, New Delhi, 11-12 May.
and
CHARMES J. (2007), Use of data for National Accounts purposes, Chapter 10 of the Handbook for
Measurement of Informal Sector and Informal Employment, ILO-WIEGO.
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ANNEX 2.A3. METHODOLOGICAL NOTE ON TABLES
ON NON-AGRICULTURAL SELF-EMPLOYMENT
BY COUNTRIES, REGIONS AND SUB-REGIONS (TABLE 2.1
AND TABLE 2.A1 IN ANNEX 2.A1)

At world level and for most countries, the only sources of data on self-employment have been
the population censuses undertaken every ten years, and sometimes with longer intervals in
African countries. For the 1970s and 1980s, they are therefore the main source of data on
self-employment. In some countries it was years before the results were published, and in
the particular case of data on employment it has frequently been the case that they were not
published at all, because the results were not of good quality or because, at that time, the
required tabulation was considered as not important enough to justify computation and analysis.
Very often the data were collected, analysed and published, but not with the required crossFODVVL¿FDWLRQRIHPSOR\PHQWVWDWXVE\LQGXVWULHVDQGJHQGHU7KLVLVZK\WKHLQIRUPDWLRQLVQRW
available for each country for at least one year in a decade. In particular, population censuses
remain the main, if not the only, source for Central and West Africa, and consequently, the data
have not yet been made available for the 2000s.
In the 1990s (and even in the 1980s), labour force surveys have started to be carried out
on a yearly basis, and even on a quarterly basis in many emerging economies of Asia (India,
Thailand), Latin America (Mexico, Chile, Argentina), North Africa and also in transition countries,
so that several sources have existed for a decade.
In Tables 2.1 and 2.A1, the population censuses are the main sources for the decades of the
1970s and 1980s, based on the compilation of the various rounds of population censuses
prepared by the ILO in 1990 and completed by the compilation of the UN Population Division in
its 'HPRJUDSKLF<HDUERRN1994. Labour force surveys became the main sources of data in the
1990s and 2000s. The ILO statistics bureau, as the institution in charge of the compilation of
labour force statistics, has prepared and regularly updated the database LABORSTA, making the
cross-tabulation of employment status by industries and gender available on line for the users.
It has been the main source used for the 2000s. These various sources have been completed
by national sources (for Algeria for example), because the data bases are not always updated
on time or because the countries do not transmit rapidly their results to the UN institutions.
However, these various databases and sources do not provide the required indicators directly.
Table 1C of LABORSTA for example usually deals with active population (or labour force) rather
WKDQ HPSOR\PHQW VR WKDW LW KDV EHHQ QHFHVVDU\ WR FDOFXODWH WKH ¿JXUHV IRU HPSOR\PHQW
especially for agricultural and non-agricultural employment, by adding up the various industries
RUE\VXEWUDFWLQJDJULFXOWXUHIRUHVWU\DQG¿VKHULHVIURPWRWDOHPSOR\PHQW6LPLODUO\LWZDV
necessary to add up the various categories of status in employment (or to subtract wage or
SDLGHPSOR\PHQWIURPWRWDO WRJHQHUDWHWKHVHOIHPSOR\PHQW¿JXUHV
Finally, data are available in the 1970s (i.e. from 1970 to 1979, depending on the year of
availability for each country) for 75 countries, for 73 countries in the 1980s (from 1980 to
1989), for 80 countries in the 1990s (from 1990 to 1999) and for 63 countries in the 2000s
IURP  WR   2QH RI WKH PDMRU GLI¿FXOWLHV LV WKDW WKH VDPSOH RI FRXQWULHV E\ VXE
region is not exactly the same from one decade to another. It is particularly the case for Africa
where labour-force surveys are not yet generalised and where the results of the 2000 round
of population censuses are still awaited.
There are two options for dealing with this issue:
— either to keep the same countries in the sample from decade to decade (with the necessity
IRUWKHFRXQWU\WRIXO¿ODWOHDVWWKUHHRXWRIIRXUGHFDGHVRUWKHWZRODVWGHFDGHVRUWKH
¿UVWDQGWKHODVWGHFDGHV 
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² RU WR PDLQWDLQ WKH WDEOH DV FRPSOHWH DV SRVVLEOH DQG WR GHOHWH RU HYDFXDWH WKH ¿JXUHV
that seem invalid (for instance, according to LABORSTA non-agricultural self-employment
in Ecuador 2006 has jumped to 80 per cent, because the labour force survey covers only
the main cities and is not comparable with the source for this country in the 1990s) and
to note in italics the regional averages that should not be taken into account because of
LQFRQVLVWHQFLHVRULQVXI¿FLHQWQXPEHURIFRXQWULHVLQWKHVDPSOH
This second option has been preferred, provided that many new data will be available for Africa
in the next period.
Regional, sub-regional and world averages are non-weighted averages: each country has the
same weight whatever the size of its labour force or of its population.
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ANNEX 2.A4. SOURCES OF DATA FOR TABLES 2.1 TO
2.4 AND 2.A1, 2.A2 AND 2.A3
North Africa
CHARMES, J. (1988), (PSORL HW VHFWHXU LQIRUPHO HQ $OJpULH 
UNDP - OPS, CENEAP.

Algeria

CHARMES, J. (2004), 6HFWHXU,QIRUPHOHWHPSORLLQIRUPHODX0DJKUHEXQ
pWDWGHVOLHX[HWGHVFRQQDLVVDQFHVSDUUDSSRUWjG¶DXWUHVH[SpULHQFHV
dans le monde, Centre de Recherche en Economie Appliquée pour le
Développement (CREAD), Colloque international sur « La question de
l’emploi en Afrique du Nord : Tendances récentes et perspectives 2020 »,
Algiers, 26, 27 and 28 June.
MOHAMED, S. and J. CHARMES (eds.) (2006), ,QIRUPDOLVDWLRQGHVpFRQRPLHV
PDJKUpELQHV8QHVWUDWpJLHG¶DGDSWDWLRQjODFULVHGXWUDYDLORXXQH
OLPLWHDX[SROLWLTXHVDFWLYHV" Editions du CREAD, Algiers.
CHARMES, J. (2008), “Statistics on Informal Employment in the Arab
Region”, Chapter 3 of *HQGHU(TXDOLW\DQG:RUNHUV¶5LJKWVLQWKH,QIRUPDO
Economies of Arab States, ILO Regional Office for the Arab States and
CAWTAR (Center of Arab Women for Training and Research), Beirut and
Tunis, 116p. (pp. 54-72).
ROYAUME DU MAROC, MINISTÈRE DE L’HABITAT, DE L’EMPLOI ET DE LA FORMATION
PROFESSIONNELLE, (1997),(QTXrWHVXUOHVHFWHXULQIRUPHOORFDOLVpHQPLOLHX
urbain, EDESA, Rabat.

Morocco

Tunisia

Egypt

DIRECTION DE LA STATISTIQUE (2003), (QTXrWHQDWLRQDOHVXUOHVHFWHXULQIRUPHO
QRQDJULFROH, Rapport des premiers résultats, Rabat.
CHARMES, J. (2008), “Micro and Small Enterprises in the Middle East
and North Africa (MENA) in a Comparative Perspective. A Synthesis of
the MSEs Surveys conducted in Turkey, Lebanon, Egypt and Morocco
from 2001 to 2004”, Economic Research Forum, Project “Promoting
Competitiveness in the Micro and Small Enterprise Sector in the MENA
Region”,, Cairo.
INSTITUT NATIONAL DE LA STATISTIQUE (2001), Le secteur des micro-entreprises
HQ7XQLVLH$QDO\VHGHVUpVXOWDWVGHODVHFRQGHHQTXrWHQDWLRQDOHVXU
OHVDFWLYLWpVpFRQRPLTXHV(1$(, Tunis.
INSTITUT NATIONAL DE LA STATISTIQUE (2006), Le secteur des micro-entreprises
HQ7XQLVLH$QDO\VHGHVUpVXOWDWVGHODVHFRQGHHQTXrWHQDWLRQDOHVXU
OHVDFWLYLWpVpFRQRPLTXHV(1$(, Tunis.
CHARMES, J. (2008), “Micro and Small Enterprises in the Middle East
and North Africa (MENA) in a Comparative Perspective. A Synthesis of
the MSEs Surveys conducted in Turkey, Lebanon, Egypt and Morocco
from 2001 to 2004”, Economic Research Forum, Project “Promoting
Competitiveness in the Micro and Small Enterprise Sector in the MENA
Region”,, Cairo.
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Sub-Saharan Africa
PEESI, BIT-PNUD-INSAE (1992), (QTXrWH VXU OH VHFWHXU LQIRUPHO XUEDLQ
1992, BIT, Cotonou.
MALDONADO, C. (1994), $QDO\VHGHVUpVXOWDWVGXUHFHQVHPHQWQDWLRQDOGHV
pWDEOLVVHPHQWV pFRQRPLTXHV XUEDLQV GX %pQLQ BIT-PNUD-INSAE-PEESI,
Geneva.

Benin

MALDONADO, C., C. CASSEHOUIN and D. MUSTAPHA (1996), $QDO\VHGHVUpVXOWDWV
GHO¶HQTXrWHGHVXQLWpVpFRQRPLTXHVGXVHFWHXULQIRUPHOXUEDLQGX%pQLQ
BIT-PNUD-INSAE-PEESI, Geneva.
INSAE (2000), $QDO\VHGHVUpVXOWDWVGHO¶HQTXrWHDXSUqVGHVPLFURHQWUHSULVHV
du secteur informel, Cotonou.
INSAE (2002), /¶HPSORL OH FK{PDJH HW OHV FRQGLWLRQV G¶DFWLYLWp GDQV
O¶DJJORPpUDWLRQGH&RWRQRX3UHPLHUVUpVXOWDWVGHO¶(QTXrWH(PSORL
INSAE.
CHARMES, J. (2008), Situation et perspectives de la population active et de
O¶HPSORL DX %pQLQ  Ministère du Plan, de la Restructuration
Economique et de la Promotion de l’Emploi, PNUD, Cotonou.
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Burkina Faso

CHARMES, J. (1989), 7UHQWHFLQT DQV GH FRPSWDELOLWp QDWLRQDOH GX VHFWHXU
LQIRUPHODX%XUNLQD)DVR  /HoRQVG¶XQHH[SpULHQFHHWSHUVSHFWLYHV
G¶DPpOLRUDWLRQ (Thirty-five years of national accounts of the informal sector
in Burkina Faso (1954-89). Lessons of an experiment and perspectives
of improvement), Ministère du Plan et de la Coopération, PNUD-DTCD,
Ouagadougou.
CHARMES, J. (1996), /HVHFWHXULQIRUPHODX%XUNLQD)DVR(YROXWLRQVXUORQJXH
SpULRGHHWVXLYLFRQMRQFWXUHOMinistère de l’Economie, des Finances et du
Plan, GTZ.
CHARMES, J. (1994), /HVHFWHXULQIRUPHOGDQVO¶pFRQRPLHWFKDGLHQQH3UHPLqUHV
HVWLPDWLRQVHWSURJUDPPHG¶HQTXrWHVMinistère du Plan et de la Coopération,
DSEED, N’Djamena.

Chad

Ethiopia

RÉPUBLIQUE DU TCHAD, DIRECTION DE LA STATISTIQUE DES ETUDES ECONOMIQUES ET
DÉMOGRAPHIQUES (DSEED) (1998), (QTXrWHVXUOD&RQVRPPDWLRQHWOH6HFWHXU
Informel au Tchad ECOSIT 1995-96, N’Djamena, PNUD-DAES, projet
CHD/91/003.
CENTRAL STATISTICAL AUTHORITY AND MINISTRY OF LABOUR AND SOCIAL AFFAIRS (1997),
5HSRUWRQ8UEDQ,QIRUPDO6HFWRU6DPSOH6XUYH\'HFHPEHU Addis
Ababa, Statistical Bulletin No. 174.
CENTRAL STATISTICAL AUTHORITY (1999), Statistical Report on the 1999 National Labour
Force Survey, March 1999, Statistical Bulletin No. 225, Addis Ababa.
MINISTÈRE DU PLAN ET DES FINANCES (1992), (QTXrWH VXU OHV ,QIRUPDWLRQV
3ULRULWDLUHV (6,3 5DSSRUW)LQDO$QQH[HV6WDWLVWLTXHV, Projet d’Appui au
Développement Socio-Economique (PADSE), Enquête Permanente auprès
des Ménages, Conakry.

Guinea

CHARMES, J. and Y. WILLAERT (1994), 3DXYUHWpHWYXOQpUDELOLWpHQ*XLQpH(WDWGHV
FRQQDLVVDQFHVSURJUDPPHVG¶DFWLRQLQVWUXPHQWVGHVXLYLHWG¶pYDOXDWLRQ
Ministère du Plan et des Finances, Projet d’Appui au Développement SocioEconomique (PADSE).
DIRECTION NATIONALE DE LA STATISTIQUE (1996), (QTXrWHLQWpJUDOHVXUOHVFRQGLWLRQV
GHYLHGHVPpQDJHVDYHFPRGXOHEXGJHWHWFRQVRPPDWLRQ 5DSSRUW)LQDO
Projet d’Appui au Développement Socio-Economique (PADSE), Conakry.
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Kenya

CBS-ICEG-K-REP (1999), National Micro and Small Enterprise Baseline Survey
1999, Survey results, Nairobi.
RÉPUBLIQUE DU MALI, DIRECTION NATIONALE DE LA STATISTIQUE ET DE L’INFORMATIQUE (DNSI),
(1994), (QTXrWH QDWLRQDOH VXU OHV DFWLYLWpV pFRQRPLTXHV GHV PpQDJHV
HQTXrWHVHFWHXULQIRUPHO  Bamako, projet PADEM MLI/90/007.
OBSERVATOIRE DE L’EMPLOI ET DE LA FORMATION (1997), (QTXrWH QDWLRQDOH VXU OH
secteur informel, Mali 1996, Bamako.

Mali

CHARMES, J. (1998), (PSORL HW TXDOLILFDWLRQV DX 0DOL 3ULQFLSDOHV VRXUFHV
G¶LQIRUPDWLRQFRQQDLVVDQFHVDFWXHOOHVEHVRLQVGHVXWLOLVDWHXUVHWSURMHWV
de suivi. Rapport pour l’Observatoire de l’Emploi et de la Formation (OEF)
du Mali. Communication aux journées sur l’emploi et la formation, Ministère
de l’Emploi, de la Fonction Publique et du Travail, Office National de la
Main d’Oeuvre et de l’Emploi, Observatoire de l’Emploi et de la Formation,
Bamako, 23-25 March.
CHARMES, J. (1992), /D FRQWULEXWLRQ GX VHFWHXU LQIRUPHO j O¶HPSORL HW DX
produit national en Mauritanie, 1977-92, Ministère du Plan, projet DSA,
Nouakchott.
OFFICE NATIONAL DE LA STATISTIQUE (1994), (QTXrWH VXU OH VHFWHXU LQIRUPHO j
1RXDNFKRWW1RXDGKLERXHW.DpGL5pVXOWDWV, Vol. 2: Emploi dans les
secteurs Commerce, Services et Artisanat, Nouakchott.

Mauritania

OFFICE NATIONAL DE LA STATISTIQUE (1996), (QTXrWH VXU OH VHFWHXU LQIRUPHO j
1RXDNFKRWW1RXDGKLERXHW.DpGL5pVXOWDWVVol. 3: Facteurs d’exploitation,
recettes et consommations intermédiaires, Nouakchott.
OFFICE NATIONAL DE LA STATISTIQUE (1997), (QTXrWHVXUOHVHFWHXULQIRUPHOHQ
mileu urbain (2qPHSKDVH 5pVXOWDWVVol. 4: Caractéristiques des secteurs
Commerce, Services et Artisanat, Nouakchott.
OFFICE NATIONAL DE LA STATISTIQUE (1997), (QTXrWHVXUOHVHFWHXULQIRUPHOHQ
milieu urbain (2qPH SKDVH  5pVXOWDWV Vol. 5: Emploi dans les secteurs
Commerce, Services et Artisanat, Nouakchott.
OFFICE NATIONAL DE LA STATISTIQUE (1999), (QTXrWHVXUOHVHFWHXULQIRUPHOHQPLOLHX
urbain (2qPHSKDVH 5pVXOWDWV Vol. 6 : Valeur ajoutée des établissements
informels, Nouakchott.

Mozambique

Niger

ARDENI, P.(1997), “The Informal Sector and Economic Policy in Mozambique”,
in AFRISTAT (1997), /HVHFWHXULQIRUPHOHWODSROLWLTXHpFRQRPLTXHHQ$IULTXH
subsaharienne, Vol. 3 (pp. 153-171).
CHARMES, J. (1987), &RQWULEXWLRQ GX VHFWHXU LQIRUPHO j O¶HPSORL HW j OD
SURGXFWLRQDX1LJHU(VVDLVG¶HVWLPDWLRQHWSHUVSHFWLYHV Ministère du Plan,
Direction de la Statistique et de l’Informatique, Niamey.
RÉPUBLIQUE DU NIGER, DIRECTION DE LA STATISTIQUE ET DES COMPTES NATIONAUX (1997),
Enquête Nationale sur le secteur informel, 1995, Niamey, projet PADEM
NER/89/011.

Senegal

CHARMES, J. (1989), (FRQRPLHQRQHQUHJLVWUpHVHFWHXULQIRUPHOHWFRPSWDELOLWp
QDWLRQDOHDX6pQpJDO, Direction de la Statistique, PAGD, Dakar.

South Africa

STATISTICS SOUTH AFRICA (2002), The Contribution of Small and Micro Enterprises
WRWKH(FRQRP\RIWKH&RXQWU\D6XUYH\RI1RQ9$75HJLVWHUHG%XVLQHVVHV
in South Africa, Pretoria.

Zaire (now
Democratic
Republic of
Congo)

CHARMES, J. (1989) with D. Naudet, 6HFWHXUDUWLVDQDOHW&RPSWDELOLWp1DWLRQDOH
DX =DwUH 5pVXOWDWV GH O¶HQTXrWH OpJqUH VXU OH VHFWHXU LQIRUPHO XUEDLQ GH
la production et des services. 1989. Institut National de Statistique, PNUD
- PRAIGEFI.
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Latin America
Argentina

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Bolivia

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Brazil

IBGE (1999), (FRQRPLD ,QIRUPDO 8UEDQD  %UDVLO Rio de Janeiro,
Vol 1, 345p.
OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.
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Chile

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Colombia

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Costa Rica

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Dominican
Republic

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Ecuador

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

El Salvador

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Guatemala

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Haiti

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Honduras

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.
INEGI (2000), (O (PSOHR HQ HO 6HFWRU ,QIRUPDO 8UEDQR HQ 0H[LFR HQ OD
Decada de los Noventa, Aguas Calientes.

Mexico

INEGI (2000), &XHQWD6DWpOLWHGHO6XEVHFWRU,QIRUPDOGHORV+RJDUHV
1998, Mexico.
INEGI (2002), Encuesta Nacional de Empleo 2000, INEGI , Secretaria del
Trabajo y Prevision Social, Mexico.
OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Panama

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Paraguay

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Peru

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.

Venezuela

OIT (various years), Panorama Laboral, America Latina y el Caribe, Lima.
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South and Southeast Asia

India

GOVERNMENT OF INDIA, NATIONAL SAMPLE SURVEY ORGANISATION (NSSO) (2001), Informal
sector in India 1999-2000, Salient Features, NSS 55th round July 1999-June
2000, New Delhi.
NATIONAL SAMPLE SURVEY ORGANISATION (2001), 1RQDJULFXOWXUDO :RUNHUV LQ
,QIRUPDO6HFWRUEDVHGRQ(PSOR\PHQW8QHPSOR\PHQW6XUYH\
NSS 55th round July 1999-June 2000, New Delhi.
BADAN PUSAT STATISTIK, (1999), Contribution of the Small Scale, Medium and
/DUJH (QWHUSULVHV WR *'3 DQG /DERXU $EVRUSWLRQ (in Indonesian). Final
report, BPS, Jakarta.

Indonesia

Philippines

CHARMES, J. (2001), 7KH,QIRUPDO6HFWRUDQ(QJLQHIRU*URZWKRUD6RFLDO
,QVXUDQFHIRUWKH3RRU",WV5ROHLQ(FRQRPLF*URZWKDQG'XULQJWKH5HFHQW
)LQDQFLDO&ULVLVLQ(DVW$VLDLQWKH/LJKWRI6RPH(XURSHDQ9LHZVRQWKH
Informal Sector, ASEM/Asian Development Bank/World Bank, Conference on
Social exclusion, social capital and the East Asian crisis, Manila, 5-7 November
2001, published under the title “Social Policy and the Informal Sector” in
MARSHALL, K. and O. BUTZBACH (eds.) (2003), 1HZ6RFLDO3ROLF\$JHQGDVIRU
(XURSH DQG $VLD &KDOOHQJHV ([SHULHQFH DQG OHVVRQV, The World Bank,
Washington, D.C., pp. 307-313.
CHARMES, J. (2001), 7KH,QIRUPDO6HFWRUDQ(QJLQHIRU*URZWKRUD6RFLDO
,QVXUDQFHIRUWKH3RRU",WV5ROHLQ(FRQRPLF*URZWKDQG'XULQJWKH5HFHQW
)LQDQFLDO&ULVLVLQ(DVW$VLDLQWKH/LJKWRI6RPH(XURSHDQ9LHZVRQWKH
Informal Sector, ASEM/Asian Development Bank/World Bank, Conference on
Social exclusion, social capital and the East Asian crisis, Manila, 5-7 November
2001, published under the title “Social Policy and the Informal Sector” in
MARSHALL, K. and O.BUTZBACH (eds). (2003), 1HZ6RFLDO3ROLF\$JHQGDVIRU
(XURSHDQG$VLD&KDOOHQJHV([SHULHQFHDQGOHVVRQV, World Bank, Washington
D.C. pp. 307-313.
NATIONAL STATISTICAL OFFICE (1996), Formal and Informal Labor Force Market,
1994 Labor Force Survey, NSO, Bangkok.

Thailand

CHARMES, J. (2001), 7KH,QIRUPDO6HFWRUDQ(QJLQHIRU*URZWKRUD6RFLDO
,QVXUDQFHIRUWKH3RRU",WV5ROHLQ(FRQRPLF*URZWKDQG'XULQJWKH5HFHQW
)LQDQFLDO&ULVLVLQ(DVW$VLDLQWKH/LJKWRI6RPH(XURSHDQ9LHZVRQWKH
Informal Sector, ASEM/Asian Development Bank/World Bank, Conference on
Social exclusion, social capital and the East Asian crisis, Manila, 5-7 November,
2001, published under the title “Social Policy and the Informal Sector” in
MARSHALL, K. and O.BUTZBACH (eds.) (2003), World Bank, Washington D.C.,
pp. 307-313.
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West Asia

Iran

58

HEDAYAT, M. (1988), /¶HPSORLGDQVOHVHFWHXUQRQVWUXFWXUpHQ,UDQ, INSEE,
Service de Coopération, Paris.
CHARMES, J. (2008), Informal Employment in Iran: Size and Contribution to
GDP, World Bank, Washington, D.C.

Lebanon

CHARMES, J. (2008),
2008), “Micro and Small Enterprises in the Middle East and
North Africa (MENA) in a Comparative Perspective. A Synthesis of the MSEs
Surveys Conducted in Turkey, Lebanon, Egypt and Morocco from 2001 to
2004”, Economic Research Forum, Project “Promoting Competitiveness in
the Micro and Small Enterprise Sector in the MENA region”,, Cairo.

West Bank
and Gaza

CHARMES, J. (2008), “Statistics on Informal Employment in the Arab Region”,
Chapter 3 of *HQGHU(TXDOLW\DQG:RUNHUV¶5LJKWVLQWKH,QIRUPDO(FRQRPLHV
of Arab States, ILO Regional Office for the Arab States and CAWTAR (Center
of Arab Women for Training and Research, Beirut and Tunis (pp. 54-72).

Syria

CHARMES, J. (2008), “Statistics on Informal Employment in the Arab Region”,
Chapter 3 of *HQGHU(TXDOLW\DQG:RUNHUV¶5LJKWVLQWKH,QIRUPDO(FRQRPLHV
of Arab States, ILO Regional Office for the Arab States and CAWTAR (Center
of Arab Women for Training and Research, Beirut and Tunis (pp.54-72).
STATE INSTITUTE OF STATISTICS (2001), 8UEDQ ,QIRUPDO 6HFWRU 6XUYH\ 
Preliminary Results (in Turkish), Haber Bülteni, Statistics Bulletin, Ankara.

Turkey

Yemen

STATE INSTITUTE OF STATISTICS (2003), (PSOR\PHQWLQ6PDOODQG8QLQFRUSRUDWHG
Enterprises 2000, Ankara.
CHARMES, J. (2008), “Micro and Small Enterprises in the Middle East and
North Africa (MENA) in a Comparative Perspective. A Synthesis of the MSEs
Surveys conducted in Turkey, Lebanon, Egypt and Morocco from 2001 to
2004”, Economic Research Forum, Project “Promoting Competitiveness in
the Micro and Small Enterprise Sector in the MENA region”,, Cairo.
CHARMES, J. (2008), “Statistics on Informal Employment in the Arab Region”,
Chapter 3 of *HQGHU(TXDOLW\DQG:RUNHUV¶5LJKWVLQWKH,QIRUPDO(FRQRPLHV
of Arab States, ILO Regional Office for the Arab States and CAWTAR (Center
of Arab Women for Training and Research, Beirut and Tunis (pp.54-72).
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Transition countries

Kyrgyzstan

HEINTZ, J. and G. CHANG (2007), Statistics on Employment in the Informal
Sector and Informal Employment: a summary of updated estimates from the
ILO Bureau of Statistics database, Paper prepared for the ILO, Employment
sector, Geneva.
CHARMES, J. (2002), Informal Employment, Informal Sector and the NonObserved Economy in Moldova. A Tentative Assessment of their Size,
Contribution and Trends in 2000.Report of a mission at the Department of
Statistics and Sociology, ILO, for Eurostat and INSEE (TACIS programme),
DSS-INSEE.

Moldova

CHARMES, J. (2003), co-author Employment in the Informal Economy in the
Republic of Moldova, Department for Statistics and Sociology, ILO, TACISEU, Chisinau (in English and Romanian).
CHARMES, J. (2004), 6HFWHXULQIRUPHOHPSORLLQIRUPHOpFRQRPLHQRQREVHUYpH
PpWKRGHVGHPHVXUHHWG¶HVWLPDWLRQDSSOLTXpHVDX[pFRQRPLHVHQWUDQVLWLRQ
/¶H[HPSOHGHOD0ROGDYLH séminaire du ROSES, Paris I.

Romania

STÃNCULESCU, M. (2006), “Informal Economy and Unregistered Work in
Romania”, paper presented at the (8,/23URMHFWRQ6RFLDO'LDORJXHDVD
7RROWR$GGUHVV8QUHJLVWHUHG:RUNLQ7XUNH\, 4 November.
PARLEVLIET J. and T. XENOGIANI (2008), “Report on Informal Employment in
Romania”, 2(&''HYHORSPHQW&HQWUH:RUNLQJ3DSHU No. 271, Paris.

Russia

GOSKOMSTAT (2002), Employment in the Informal Sector in the Russian
Federation, 2001 (in Russian).

ISBN: 978-92-64-05923-8 - © OECD 2009

59

IS INFORMAL NORMAL? TOWARDS MORE AND BETTER JOBS IN DEVELOPING COUNTRIES

ANNEX 2.A5. REGIONAL GROUPINGS USED FOR DATA
ON SELF-EMPLOYMENT
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Eastern Europe

Bulgaria, Croatia, Czech Republic, Hungary, Lithuania, Poland, Romania,
Russia, Slovakia, Slovenia.

Northern Europe

Denmark, Finland, Netherlands, Norway, Sweden.

Southern Europe

Greece, Italy, Portugal, Spain.

Rest of Western
Europe

Austria, Belgium, France, Germany, Ireland, United Kingdom.

Other developed
countries

Australia, Canada, Japan, New Zealand, United States.

Northern Africa

Algeria, Egypt, Libya, Morocco, Tunisia.

Eastern Africa

Comoros, Ethiopia, Kenya, Mauritius, Mozambique, Tanzania.

Central Africa

Burundi, Central African Republic, Cameroon, Congo, Chad, Democratic
Republic of Congo Rwanda, Sudan.

Southern Africa

Botswana, Lesotho, Madagascar, Malawi, South Africa, Zambia.

West Africa

Benin, Burkina Faso, Gambia, Ghana, Guinea, Guinea Bissau, Liberia,
Mali, Niger, Togo.

Central America

Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicaragua,
Panama.

South America

Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Paraguay, Peru,
Uruguay, Venezuela.

Caribbean

Cuba, Dominican Republic, Haiti.

East Asia

China; Hong Kong, China; Korea.

Southeast Asia

Cambodia, Indonesia, Malaysia, Philippines, Singapore, Thailand.

South Asia

Bangladesh, India, Iran, Nepal, Pakistan, Sri Lanka.

West Asia

Bahrain, Kuwait, Iraq, Jordan, Lebanon, Oman, Qatar, Syria, Turkey,
United Arab Emirates, Yemen.

ISBN: 978-92-64-05923-8 - © OECD 2009

CONCEPTS, MEASUREMENT AND TRENDS

NOTE
1. ,QWHUQDWLRQDO GH¿QLWLRQV RI WKH informal sector and of informal employment have been
adopted respectively as resolutions and guidelines by the International Conference of
Labor Statisticians (ICLS) in 1993a, 1993b 2002 and 2003. The reports of these three
conferences as well as the discussions and recommendations of the International Expert
Group on Informal Sector Statistics (also known as the Delhi Group) are the main sources
for recent knowledge on the subject and for applying the most up-to-date international
GH¿QLWLRQVRILQIRUPDOHPSOR\PHQWDQGLWVFRPSRQHQWV
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CHAPTER
THREE
Persisting Informal Employment:
What Explains It?
David Kucera and Theodora Xenogiani

ABSTRACT
Why do informal employment and its associated poverty persist? It might be thought that
economic growth would bring a switch into more formal and therefore secure jobs but it is far from
clear that this is necessarily the case. Some observers suggest that there are not enough formal
jobs to go round; others that the informal sector is more dynamic; yet others that regulations
and bureaucracy are disincentives to a move into the formal sector. Part of the answer may lie
in the existence of two distinct informal labour markets with some workers voluntarily opting
for the informal sector. The relationships between growth, poverty and informal employment
are complex and becoming more so with the emergence of global commodity chains. Does
growth encourage informality or does informality spur growth? There are reasons to believe
that growth may not be enough to reduce informal employment.
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INTRODUCTION
Informal employment presents policy makers with a challenge. It is associated with poverty
and with a lack of social and labour law protection yet at the same time it is emerging in forms
that are complementary with economic growth. This chapter seeks better to understand the
determinants of informal employment, something that is indispensible for policy guidance. In
spite of the strong relationship across countries between higher per capita incomes and lower
shares of informal employment in richer countries, the chapter argues that economic growth
E\LWVHOILVLQVXI¿FLHQWWRDFKLHYHDVXEVWDQWLDOUHGXFWLRQLQLQIRUPDOHPSOR\PHQW
7KHRULHV XVHG WR H[SODLQ LQIRUPDO HPSOR\PHQW FDQ EH FODVVL¿HG LQWR WZR VHWV WKRVH WKDW
emphasise growth performance and patterns and those that concentrate on institutions. For
WKH¿UVWVHWRXWSXWJURZWKLQWKHIRUPDOVHFWRUKDVEHHQLQDGHTXDWHZLWKWKHFRQVHTXHQFH
that employment has grown in the informal sector as the labour force has expanded (what
Betcherman [2002] refers to as the “no-growth” hypothesis). Alternatively, growth in the formal
sector might generate low levels of employment because of the technology used within an
industry or because that growth is being driven by more capital-intensive industries. Finally,
it may simply be that the informal sector is more dynamic than the formal, leading to a
disproportionate increase in informal employment.
The second set of hypotheses focuses on institutions. These include labour market institutions
and regulations and the protection and formalisation of property rights. It includes, in addition,
emerging forms of informal employment, such as those within formal establishments and global
supply chains. If the persistence of informal employment is to be understood, both its extent
and composition need to be accounted for.

64

WHAT DO THE DATA SAY? PERSISTING INFORMAL
EMPLOYMENT, GROWTH AND POVERTY LINKAGES
There is a strong negative relationship across countries between per capita incomes and
proportions of non-agricultural informal employment (Figure 3.1): that is, poorer countries
generally have more informal unemployment.
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Figure 3.1. Informal Employment is Negatively Related to GDP Per Capita
(most recent data available)

Share of informal employment in total non-agricultural employment
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Source: Table 2.1 and Penn World Tables (Heston et al., 2006).
12 http://dx.doi.org/10.1787/533243376536

Though historical data on informal employment are lacking, such data are available for shares
of self-employment (one of the main components of informal employment), which show the
same negative relationship with per capita incomes going back to the 1970s (Figure 3.2). As
FDQ EH VHHQ LQ WKH ¿JXUH WKH UHODWLRQVKLS KDV EHHQ TXLWH VWDEOH RYHU UHFHQW GHFDGHV 7KH
negative relationships shown in Figures 3.1 and 3.2 are consistent with the view that over
time economic growth leads to less informal employment. The basic underlying dynamic is that
economic growth, and economic development more broadly, are characterised by the growth
of formal jobs, with workers shifting to formal employment from informal employment (both
agricultural and non-agricultural).
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Figure 3.2. A Stable Cross-Sectional Relationship between Self-Employment
and GDP Per Capita
1980
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Yet regional trends in shares of informal employment tell a more nuanced story (Figure 3.3).
In none of the regions considered has there been a marked trend decline in shares of informal
employment. Similar patterns hold for individual countries such as India, where the solid
economic growth of the 1990s was accompanied by a rising share of informal employment.
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Figure 3.3. Informal Employment and Growth Across Regions
Sub-Saharan Africa
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This evidence suggests that, at least in the medium term, economic growth does not necessarily
lead to a fall in informal employment.
Mirroring the negative relationship across countries between per capita incomes and shares
of informal employment is a positive relationship between poverty and shares of informal
employment (Figure 3.4).
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Figure 3.4. Poverty and Informal Employment
Share of informal employment in total non-agricultural employment
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That latter relationship is also suggested by a consideration of the two poorest regions of the
world, sub-Saharan Africa and South Asia. In these regions, the vast majority of workers are
in informal employment and the vast majority of people live in extreme poverty, to the point
where there is inevitably a very substantial overlap between the two. Indeed, a key reason
why persistent informal employment is so troubling is that it is so commonly associated with
poverty.
Why, then, is informal employment so extensive and persistent, and how does this tie in with
poverty and economic development more generally? Theories providing fundamental insights
LQWRWKHVHTXHVWLRQVDUHFRQVLGHUHGQH[W

DUAL LABOUR MARKETS
Theoretical Underpinnings
Lewis’s seminal paper on the “dual economy” (1954) addresses employment dynamics between
what he referred to as the “capitalist” and “subsistence” sectors of the economy. Particularly
relevant here is the argument that the expansion of the capitalist sector is made possible by
the shift of unskilled workers from the subsistence to the capitalist sector in the context of the
“unlimited” supply of unskilled workers in the subsistence sector. In respect of constraints on
the expansion of employment in the capitalist sector, limiting its capacity to absorb workers
from the subsistence sector, Lewis writes that: “The real bottlenecks to expansion are … capital
and natural resources.”
ISBN: 978-92-64-05923-8 - © OECD 2009
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Though much of Lewis’s discussion of the subsistence sector addresses agriculture, he also
presents a familiar picture of urban informal employment, even though the paper predated
such terminology:
³7KHSKHQRPHQRQ>RI³GLVJXLVHG´XQHPSOR\PHQW@LVQRWKRZHYHUE\DQ\PHDQVFRQ¿QHG
to the countryside. Another large sector to which it applies is the whole range of casual
jobs – the workers on the docks, the young men who rush forward asking to carry your
bags as you appear, the jobbing gardener … petty retail trading.”
These are Lewis’s examples for the urban self-employed, whereas for urban wage earners, Lewis
wrote, “most important… is domestic service.” The Lewis model is relevant, in this sense, for
WKLQNLQJDERXWIRUPDODQGLQIRUPDOHPSOR\PHQWHTXDWLQJFDSLWDOLVWZLWKIRUPDODQGVXEVLVWHQFH
with informal.
Drawing on their research in sub-Saharan Africa, Harris and Todaro (1970) developed a formal
(in the theoretical sense) model of labour market dualism. The Harris-Todaro model provides
an account of why the number of rural-to-urban migrants could exceed the number of available
urban jobs, resulting in open urban unemployment. In this model, entry-level urban wages are
hypothesised to be above both agricultural earnings and a hypothesised market-clearing level.
Discussing policies to reduce urban unemployment, Harris and Todaro proposed a two-fold
policy package combining restrictions on rural-urban migration with limited wage subsidies or
direct employment by governments.
Though the Harris-Todaro model did not explicitly address informal employment, it nonetheless
SURYLGHGWKHIRXQGDWLRQIRUVXEVHTXHQWWKHRULHVDERXWLW)LHOGV  H[WHQGHGWKH+DUULV
Todaro model in several directions, most relevantly by incorporating an urban informal sector.
Fields (2005a) used the Harris-Todaro model to evaluate the effects of three policies – “modern
sector job creation”, “modern sector wage restraint” and “rural development” – on unemployment
DQGE\LPSOLFDWLRQRQLQIRUPDOHPSOR\PHQW,QWKLVFRQWH[W)LHOGV¿QGVWKDWPRGHUQVHFWRU
wage restraint can result in either higher or lower unemployment, depending on whether the
GHPDQGIRUODERXULVVXI¿FLHQWO\HODVWLFRULQHODVWLF0RGHUQVHFWRUMREFUHDWLRQUHVXOWVLQKLJKHU
unemployment and rural development in lower unemployment.
There is, then, a striking contrast between the policy implications of the Lewis and the HarrisTodaro models: in the Lewis model, the expansion of formal employment results in less
informal employment; in the Harris-Todaro model, the expansion of formal (non-governmental)
employment results in more informal employment. In the Lewis model, in other words, the
cause of persisting informal employment is too few formal jobs and the cause of too few formal
jobs is the lack of capital.
An important insight resulting from the Harris-Todaro model is that rural development matters not
just because it can reduce urban informal employment (restricting rural-urban migration could
do the same) but because it does so by reducing rural poverty. Yet broader economic growth
and development are historically characterised by both urbanisation and industrialisation, with
productivity increases in industry driving productivity increases and employment growth in the
economy as a whole (Pieper, 2000). Because of agglomeration economies, where economies of
scale and networks lead to geographical clustering, industry is concentrated in urban areas1.
Economic growth and development have also been associated, historically at least, with a rising
share of formal employment.
Taken together, these points suggest that the Lewis model may provide a more useful foundation
for addressing the dynamics between formal and informal employment in many developing
country contexts. The experience of the East Asian Tigers comes to mind in this regard, where
the number of formal jobs created largely offset the number of rural-urban migrants. It is not
surprising that research on informal employment is most extensive in developing regions where
informal employment itself is most extensive. Yet a deeper understanding of the persistence of
LQIRUPDOHPSOR\PHQWPD\UHTXLUHJUHDWHUDWWHQWLRQWRWKHODERXUPDUNHWG\QDPLFVRIGHYHORSLQJ
regions that were better able to combine urbanisation and industrialisation with low levels of
urban unemployment and informal employment.
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Lewis focused on the demand side, but what about supply side considerations, such as levels
of educational attainment? On this point, Lewis (1954) wrote that “if the capital is available
for development, the capitalists or government will soon provide the facilities for training more
skilled people.” His view is worth bearing in mind, but at the same time increasing educational
attainment can itself affect the demand side, for example by attracting foreign direct investment
in an open economy context.

Dualism Within the Informal Sector
The contributions noted in the previous section share the assumption that informal employment
is undesirable and that reducing it is an important policy objective. At the same time, the fact
that informal employment has many faces was not just recognised but indeed emphasised in
the earliest studies referring explicitly to an “informal sector” (e.g. Hart, 1973).
An essential work on voluntary informal employment is Fields (1990), but the issue has received
renewed attention with the work of Maloney and others (e.g. Maloney, 2004; Bosch et al., 2007).
Fields developed the idea of dualism within urban informal employment characterised by “easyentry”, or “lower-tier”, and “upper-tier” informal employment, based on his research in urban
Costa Rica and Malaysia. Fields found that many upper-tier informal workers previously worked
in formal employment, where they gained the skills and savings to set up their own informal
enterprises. Though Fields emphasised that upper-tier informal employment is “voluntary”, he
also refers to its “constrained voluntary nature”, explaining that “given the constrained choices
available to them, a great many of informal sector workers are in that sector voluntarily”.
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Maloney’s (2004) description of voluntary informal employment is similar to that of Fields in many
UHVSHFWVEXWGLIIHUVLQHPSKDVLVLQJIRUPDOVRFLDOSURWHFWLRQERWKDVDGH¿QLQJFKDUDFWHULVWLF
of formal employment and for its role in creating incentives to work informally. For example,
LQDVFHQDULRLQZKLFKDQHQWLUHIDPLO\LVHOLJLEOHIRUPHGLFDOEHQH¿WVDVORQJDVRQHPHPEHULV
formally employed, there is less incentive for additional members to be formally employed. That
DVVXPHVZRUNHUVSD\IRUWKHVHEHQH¿WVLQVRPHIRUPDQGWKDWWKHIRUPDODQGLQIRUPDOMREV
LQTXHVWLRQDUHEURDGO\FRPSDUDEOH$QRWKHUVFHQDULRLVWKDWZRUNHUVPD\HVFKHZPDQGDWRU\
contributions to pension schemes because of their upfront cost relative to an uncertain future
UHWXUQ0RUHJHQHUDOO\WKHOHVVHI¿FLHQWWKHGHOLYHU\RIIRUPDOVRFLDOSURWHFWLRQWKHZHDNHULV
the incentive to participate.
Voluntary informal employment poses a challenge to conceptions concentrating on “easy-entry”
informal employment. Maloney (2004) suggests that it also poses a challenge to the ILO’s
GH¿QLWLRQRI³GHFHQWZRUN´+HZULWHV
“This view of the voluntary informal entrepreneur has important implications for how we
think about good vs. bad jobs, ‘unprotectedness’ and precariousness. The International
/DERXU2UJDQL]DWLRQIRULQVWDQFHGH¿QHVµGHFHQW¶ZRUNDVMREVFRYHUHGDQGSURWHFWHGE\
formal labour institutions.”
Yet in its last major report on informal employment, the ILO (2002) also emphasised the
heterogeneity of informal employment in a manner consistent with the notion of voluntary
informal employment, saying there was “no simple relationship between working informally and
being poor, and working formally and escaping poverty.” The implication is that some informal
workers are not in poverty and that some formal workers are, and therefore that some informal
jobs are better paid than some formal jobs. So it is unsurprising that some workers might prefer
informal to formal work: and that is what is meant in these debates by voluntary informal
HPSOR\PHQW7KHTXHVWLRQLVQRWZKHWKHUWKHUHH[LVWVVRPHYROXQWDU\LQIRUPDOHPSOR\PHQW
in developing countries but rather how widespread it is and how this might vary for countries
at different levels of development.
Much of the evidence on voluntary informal employment comes from Latin America, in particular
from Argentina, Brazil and especially Mexico. These three countries have micro-panel data,
making it possible to trace the movement of workers between formal and informal employment.
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<HWWKHVHDUHDPRQJWKHPRVWGHYHORSHGRIGHYHORSLQJFRXQWULHVUDLVLQJWKHTXHVWLRQRIKRZ
PHDQLQJIXOWKHLU¿QGLQJVDUHIRUSRRUHUGHYHORSLQJFRXQWULHVDQGUHJLRQV)LHOGV b) makes
this point, writing that “perhaps most informal entrepreneurs are in the upper-tier in Mexico,
but I doubt this is the case in India, Bolivia and Kenya2.”
Indeed there are several reasons to suspect that there might be a generally positive relationship
between the ratio of voluntary to involuntary informal employment and levels of economic
development. In other words the poorer the country, the lower the proportion of voluntary
informal employment.
More developed countries generally have stronger unemployment insurance systems, and thus
open unemployment can more readily provide an alternative to involuntary informal employment
when jobs are lost. It should be remembered, too, that the share of informal employment is
highest in the poorest developing regions, particularly in sub-Saharan Africa and South Asia.
In India, for example, the share of informal non-agricultural employment was 83 per cent for
the late 1990s, as noted in Chapter 2. Similarly, the share of employment in the “unorganised
sector” was 77 per cent in urban areas and 95 per cent in rural areas in 1999-2000 (Sakthivel
and Joddar, 2006)3. In sub-Saharan Africa and South Asia, it is less likely that a family member
will be in formal employment and so the possibilities for other members to opt out of formal
employment while receiving formal social protection (in cases of extension to family members)
are more limited.
More fundamentally, voluntary informal employment implies a choice: namely that purportedly
voluntary informal workers could work in formal employment if they so wished. Clearly the
possibilities for this are exceedingly limited when the share of formal employment is very low.
Even in countries where the share of formal employment is higher, while any given ostensibly
voluntary informal worker might be able to work in formal employment individually, not all
could do so at the same time. In this sense, estimates of the share of voluntary informal
employment can be illusory.
Poorer developing countries and regions also have such high shares of informal employment and
rates of poverty that there is necessarily much overlap between the two. In 2004, the USD 2
a day poverty headcount ratio was 22 per cent in Latin America and the Caribbean, compared
to 72 per cent in sub-Saharan Africa and 77 per cent in South Asia (World Bank, 2007b). It is
problematic to regard informal workers in poverty as voluntary. From these considerations it
follows that the concept of voluntary informal employment may be least relevant where informal
employment is most pervasive.
This brings the discussion back to the “constrained voluntary nature” of purportedly voluntary
informal employment. For voluntary informal employment to be a meaningful notion, it is
LPSRUWDQWWRFRQVLGHUWKHTXDOLW\RIWKLVHPSOR\PHQWDVZHOODVIRUPDOHPSOR\PHQWDOWHUQDWLYHV
in an absolute, not just relative, sense. There are good and bad jobs within the formal sector,
dualism within both formal and informal sectors. Indeed, it was just such concerns that motivated
WKH,/2¶VGH¿QLWLRQRILQIRUPDOHPSOR\PHQW +XVVPDQQV 
These points are illustrated in Figure 3.5, showing hypothetical distributions of formal and
LQIRUPDOZRUNHUVE\WKHTXDOLW\RIWKHLUMREVDQGDVVXPLQJFRPPHQVXUDELOLW\DPRQJWKHIXOO
UDQJH RI MRE TXDOLW\ FKDUDFWHULVWLFV LQFOXGLQJ VRFLDO SURWHFWLRQ $W ERWK SRLQWV  DQG  WKH
HTXLYDOHQWTXDOLW\RIMRELVDYDLODEOHWRIRUPDODQGLQIRUPDOZRUNHUVZKRWKHUHIRUHPD\EH
indifferent as to whether they are in formal or informal employment. At point 1, however, formal
and informal workers are below the poverty line, whereas at point 2 they are above it. The
difference between points 1 and 2 should be central to discussions of purportedly voluntary
informal employment. This holds for decent work more generally, many aspects of which are
GH¿QHGLQDQDEVROXWHUDWKHUWKDQUHODWLYHVHQVHIRUH[DPSOHUHJDUGLQJPLQLPXPZRUNLQJ
age and maximum working hours (cf. Anker et al., 2002).
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Figure 3.5. Job Quality Distribution for Formal and Informal Workers
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Source: Authors’ own illustration.
12 http://dx.doi.org/10.1787/533376445435
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Dualism within the informal sector is also addressed by Ranis and Stewart (1999), who develop
a formal model of “traditional” (or “stagnant”) versus “modernising” (or “dynamic”) components
of the informal sector as well as estimates of the size of these components in the Philippines
and Thailand. The two components overlap to some extent with Fields’ upper-tier and easyentry informal employment, but Ranis and Stewart also emphasise possible production linkages
between the modernising component of the informal sector and the formal sector.
In this approach, the relative size of the modernising versus traditional components of the
informal sector is determined by the growth and organisation of the formal sector and economic
growth more generally. For the Philippines in the 1980s, for instance, the authors observe a
growth in the traditional and a decline in the modernising components; for Thailand, they observe
the opposite. They attribute this divergence to the contrasting macroeconomic performance of
the countries, as well as the organisation of the formal sector in Thailand that lent itself to the
establishment of production linkages with the modernising component of the informal sector.
The approach taken by Ranis and Stewart usefully illustrates how economic growth can affect the
composition of informal employment – that is, the relative share of traditional and modernising
informal employment. It also helps consideration of how informal employment can persist and
even grow in the face of economic growth, given the production linkages between formal and
informal establishments. In this sense, the modernising component of the informal sector is akin
to informal employment in formal establishments and global commodity chains. Yet economic
growth might also cause an expansion of the traditional component of the informal sector, as
KHUHWRRWKHUHDUHSURGXFWLRQOLQNDJHVZLWKJOREDOFRPPRGLW\FKDLQVW\SL¿HGE\KRXVHKROG
production in the lower tiers of chains (Carr and Chen, 2001). In other words, both traditional
and modernising informal employment can be complementary to economic growth and so
account for the persistence of informal employment in the face of economic growth.
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Formal Property Rights and Cultures of Evasion and Compliance
De Soto (2000) takes the view that informal employment persists in developing countries
because informal workers generally do not have a legal title to their de facto property, particularly
land and housing. Put another way, the system of formal property rights is weak in developing
countries. It is argued that if informal workers were granted a legal title to their property, they
could use this as collateral to obtain formal loans for investment in their businesses. As with
Lewis, the lack of capital is seen as a key constraint in the expansion of formal employment.
%XWZKHUH/HZLVORRNHGWRFDSLWDOLVWV¶SUR¿WVDVDVRXUFHRILQYHVWPHQWGH6RWRORRNVWRWKH
potential of informal workers themselves. Elaborating his views, de Soto (2000) refers to six
EHQH¿FLDOHIIHFWVRIDV\VWHPRIIRUPDOSURSHUW\ULJKWV
² ¿[LQJWKHHFRQRPLFSRWHQWLDORIDVVHWV
— integrating dispersed information into one system;
— making people accountable;
— making assets fungible;
— networking people;
— protecting transactions.
7KHUHDUHDQXPEHURIFRXQWHUDUJXPHQWVWRGH6RWR¶VYLHZVRQWKHEHQH¿WVRIDV\VWHPRI
formal property rights. It is argued, for instance, that de Soto overstates the potential of legal
titles on property to generate new investment. Moreover, property rights are often contested,
and many informal workers are largely without assets, either land or property (Woodruff, 2001;
&XOSHSHU &RQFOXGLQJKLVFULWLTXHRIGH6RWR¶VYLHZVRQIRUPDOSURSHUW\ULJKWV:RRGUXII
 ZULWHV³7KHUHLVDOPRVWFHUWDLQO\VRPHWKLQJWRZKDWGH6RWRVD\V«7KHTXHVWLRQLV
How much? The answer awaits better data, and better analysis of the data.”
While de Soto’s approach may be faulted for its emphasis on formal property rights, it nevertheless
provides a useful complement to Lewis’s approach in allowing that the informal as well as the
formal sector may be a source of investment that drives economic growth and the growth of
formal employment. The point is well made by Fields (2004), who writes:
“Lewis…assumed that the link from savings through investment through capital formation
WKURXJK HFRQRPLF JURZWK WRRN SODFH RQO\ LQ WKH FDSLWDOLVWLF VHFWRU DQG RQO\ YLD SUR¿WV
:KDWLIFDSLWDOLVWVXVHWKHLUSUR¿WVIRUFRQVSLFXRXVFRQVXPSWLRQLQYHVWPHQWVLQ6ZLVVEDQN
accounts and purchases of Florida real estate? And on the other hand, what if the poor use
their surplus to add fertiliser to the family farm, put a proper roof on the family house and
invest in the human capital of their children? For whom is the marginal propensity to form
growth-producing capital higher? The answer is by no means evident, at least to me.”
De Soto (1989a) also argues that informal employment persists in developing countries because
RIWKHWLPHFRQVXPLQJOHJDOVWHSVUHTXLUHGWRFUHDWHDIRUPDOHVWDEOLVKPHQW7KLVYLHZUHFHLYHV
support from an empirical study described in the section on formal labour market institutions
and regulations (Djankov et al., 2002).
In motivating his own theories on the causes of informality in Latin America, de Soto (1989b)
wrote, “Many outsiders look at the economies of Latin America and assume that social or cultural
DWWLWXGHVXQLTXHWRWKHUHJLRQDFFRXQWIRUWKHIDFWWKDWVRPDQ\SHRSOHGRQRWSDUWLFLSDWHLQWKH
formal economy”. His views are in a sense a reaction against cultural explanations of informality
and an endeavour to provide a more concrete account. Yet explanations based on cultures of
evasion and compliance persist and merit consideration.
One account is provided by Levi (1988), who argues that voluntary compliance is a form of
LPSOLFLWVRFLDOFRQWUDFWWKDWGHSHQGVRQWZRIDFWRUV¿UVWWKHTXDOLW\DQGTXDQWLW\RISXEOLFJRRGV
provided by governments in return for payments made by citizens; and, second, the extent to
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ZKLFKIHOORZFLWL]HQVFRPSO\ZLWKUHJXODWLRQV7KH¿UVWRIWKHVHIDFWRUVLVFOHDUHQRXJKEXWWKH
VHFRQGEHJVWKHTXHVWLRQRIZKDWGHWHUPLQHVWKHH[WHQWWRZKLFKIHOORZFLWL]HQVFRPSO\
6LPLODUO\)XJD]]DDQG-DFTXHV  DUJXHWKDWWKHUHDUH³REMHFWLYH´DQG³VXEMHFWLYH´FRVWV
of being in the informal economy. Objective costs are determined by the probability of being
caught and punished. Subjective costs are more nebulous, described as the “psychic costs”
of being in the informal economy that differ from individual to individual. In order to inform
policy, it is important to know what determines these “psychic costs”, just as it is important to
know why fellow citizens comply with tax regulations.
One way of thinking about the limitations of the cultural approach is to imagine that in regions with
high shares of informal employment a culture of compliance became universal. It is not evident
that such a change could plausibly result in substantially higher shares of formal employment,
suggesting that the causes of persistent informal employment are of a more tangible nature. As
with “voluntary” informal employment, the cultures of evasion and compliance line of argument
may be least relevant where informal employment is most prevalent and exists not evasively,
but openly and indeed inescapably.
By contrast, de Soto’s emphasis on the lack of capital provides a concrete account of persisting
informal employment that usefully complements Lewis’s approach in looking to the informal
sector as an additional source of investment. Both provide demand side explanations, for which
the cause of persistent informal employment is too few formal jobs caused in turn by a lack
of investment.

FORMAL LABOUR INSTITUTIONS AND REGULATIONS
AND INFORMAL EMPLOYMENT
74

/DERXU LQVWLWXWLRQV DQG UHJXODWLRQV DUH RIWHQ LGHQWL¿HG DV WKH FDXVH RI SRRU HPSOR\PHQW
performance in both developed and developing countries. This view, focusing on negative
XQLQWHQGHG FRQVHTXHQFHV KROGV WKDW ODERXU LQVWLWXWLRQV DQG UHJXODWLRQV DUH QR PRUH WKDQ
sand in the workings of labour markets. In a survey addressing key studies for developing
countries, Freeman (2005) argues that the debate surrounding this claim is inconclusive for
two reasons. First, he writes that “many adherents to this claim hold strong priors that labour
markets operate nearly perfectly in the absence of institutions and let their priors dictate their
modelling choices and interpretation of empirical results.” Second, the evidence itself, mostly
based on cross-country statistical analysis, is inconclusive.
What follows is a necessarily selective survey of a large literature on formal labour institutions
and regulations and informal employment. To ensure that the selection is not itself the result of
“priors”, it is based largely on the World Bank’s Informality: Exit and Exclusion (2007b). Though
the World Bank report focuses on Latin America and the Caribbean, it contains a wide-ranging
survey of the relevant empirical literature and so provides a useful point of comparison for
the reading of this literature. Though some of these studies treat different aspects of labour
institutions and regulations together, as far as possible studies on job security costs, union effects,
JHQHUDOUHJXODWLRQVRQ¿UPVDQG¿UPHQWU\DQGPLQLPXPZDJHVDUHDGGUHVVHGLQRUGHU

Institutions and Regulations
Law and Employment (2004), edited by Heckman and Pagés, surveys and compiles a number
of studies on the impact of labour regulations in Latin America and the Caribbean. The volume
is noteworthy for its emphasis on studies analysing micro-data (representing individuals). Most
relevant are studies evaluating the effect of “job security costs” (cost of dismissing a worker)
on formal employment in Argentina, Barbados, Brazil, Chile, Jamaica, Peru, and Trinidad and
Tobago.
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)RU WKHVH VHYHQ FRXQWULHV VWDWLVWLFDOO\ VLJQL¿FDQW UHODWLRQVKLSV EHWZHHQ KLJKHU MRE VHFXULW\
costs and fewer jobs are found only in Argentina and Peru. But what are the implications of job
security costs for informal employment? For Argentina, the answer is ambiguous, as different
GH¿QLWLRQVRILQIRUPDOHPSOR\PHQWVKRZPRYHPHQWVLQRSSRVLWHGLUHFWLRQVGH¿QHGDVZRUNHUV
in informal establishments, the share of urban informal employment decreased in the 1990s;
GH¿QHGDVZRUNHUVZLWKRXWVRFLDOVHFXULW\FRYHUDJHWKHVKDUHLQFUHDVHG4. The case of Peru is
more straightforward. In the 1990s, job security costs fell while formal employment increased
(Saavedra and Torero, 2004). Yet by all measures urban informal employment increased
even more rapidly, meaning that falling job security costs occurred alongside a rising share of
informal employment5.
5DWKHUWKDQEHLQJDQRPDORXV3HUXW\SL¿HVWKHUHODWLRQVKLSEHWZHHQFKDQJHVLQMREVHFXULW\
costs and shares of informal employment in Latin American and Caribbean countries as well as
OECD countries. The relevant study is Heckman and Pagés-Serra (2000). This estimates the
effects on shares of self-employment (non-agricultural) of job security costs, measured as the
cost of dismissing a worker according to law, expressed in multiples of monthly wages. This
is a cross-country panel data analysis evaluating samples of Latin American-Caribbean and
OECD countries from 1990 to 1999. Regressions driven mainly by variation across countries
(OLS) show a positive relationship between job security costs and shares of self-employment.
,QFRQWUDVWUHJUHVVLRQVGULYHQE\FKDQJHRYHUWLPH ¿[HGHIIHFWV VKRZWKHRSSRVLWHDQGVXFK
longitudinal evidence provides the better test of policy impact. The longitudinal evidence is also
VWURQJHULQWHUPVRIERWKWKHHVWLPDWHGVWUHQJWKDQGVWDWLVWLFDOVLJQL¿FDQFHRIWKHUHODWLRQVKLS
(Table 3.1). As with Peru, changes in job security costs in Latin American-Caribbean and OECD
countries are associated with opposite changes in shares of informal employment: that is,
UHGXFLQJ¿ULQJFRVWVLVDVVRFLDWHGZLWKDKLJKHUVKDUHRILQIRUPDOHPSOR\PHQW

Table 3.1. Estimated Effect of Jobs Security Costs on Shares of SelfEmployment
OLS

Fixed effects

OECD plus LAC

1.37 (5%)

-8.43 (1%)

LAC

1.09 (10%)

-8.34 (1%)
Source: Heckman and Pagés-Serra (2000).
12 http://dx.doi.org/10.1787/533623165325

Union Power
Galli and Kucera (2004) estimate the effects of trade union rights on shares of employment in
formal and informal establishments in a cross-country panel data analysis evaluating a sample
RI/DWLQ$PHULFDQFRXQWULHVIURPWRDFFRUGLQJWRWKH,/2GH¿QLWLRQ7KH\¿QG
that countries with stronger “civic rights” for workers tend to have lower shares of informal
employment.
In addition to the study in Law and Employment (Paes de Barros and Corseuil, 2004), Brazil
is also the subject of a study by Bosch et al. (2007) that endeavours to determine the causes
of the increase in the share of informal employment in the 1990s, particularly in light of trade
liberalisation and the constitutional reform of 19886. The study estimates the effects of “union
power” on the share of urban formal employment, job creation and job destruction in a crossLQGXVWU\SDQHOGDWDDQDO\VLV ZLWKWLPHDQGLQGXVWU\¿[HGHIIHFWV IRU%UD]LOIURPWR
with union power measured by union enrolment rate in an industry. The study also evaluates the
HIIHFWVRIRYHUWLPHFRVWVDQG³¿ULQJFRVWV7´5HVXOWVIURPWKHDXWKRUV¶³SUHIHUUHGVSHFL¿FDWLRQ´
show that higher union enrolment is associated with higher shares of formal employment (p. 20).
Moreover, the estimated positive and negative effects of union enrolment, overtime costs and
¿ULQJFRVWVRQIRUPDOMREFUHDWLRQDQGGHVWUXFWLRQFDQFHOHDFKRWKHURXWRYHUWLPH8.
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,QVSLWHRIWKHVH¿QGLQJVWKHDXWKRUVZULWHWKDW³:HHVWDEOLVKWKDWWUDGHOLEHUDOLVDWLRQSOD\HG
DUHODWLYHO\VPDOOSDUWLQWKLVLQFUHDVH>LQVKDUHVRILQIRUPDOHPSOR\PHQW@EXW¿QGVXJJHVWLYH
evidence that several dimensions of Constitutional reform, in particular regulations relating to
¿ULQJFRVWVRYHUWLPHDQGXQLRQSRZHUH[SODLQPXFKPRUH´
Similarly, the authors write that: “A small fraction of this [rise in informality] is driven by trade
OLEHUDOLVDWLRQDQGWKHUHPDLQGHUVHHPVGULYHQE\ULVLQJODERXUFRVWVDQGUHGXFHGÀH[LELOLW\
arising from Constitutional reform.”
Figures 3.6 and 3.7 show union enrolment rates and real manufacturing wages in Brazil during
this period9. Hourly compensation costs in manufacturing (including non-wage labour costs) also
declined markedly in Brazil during this period, as did aggregate real wages in both rural and
XUEDQDUHDVDIWHUWKHPLGV ,/2,QVWLWXWRGH3HVTXLVD(FRQ{PLFD$SOLFDGD>,3($@
2006). It is not evident how to reconcile the authors’ conclusions with the sharp downward
declines in these measures.

Figure 3.6. Union Enrolment Rate, Brazil, 1986-99 (%)
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12 http://dx.doi.org/10.1787/533412258341
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Figure 3.7. Real Manufacturing Wage Index, Brazil, 1994-2002 (2000 = 100)
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Regulation Effects
The economic effects of labour regulations in India are addressed by Besley and Burgess (2004).
7KHDXWKRUVFRQVWUXFWDQLQGLFDWRUHTXDOWRSOXVRUPLQXVRQHRIFKDQJHVLQODERXUPDUNHW
regulations related to the Industrial Disputes Act (IDA) and employ it in a cross-state panel data
DQDO\VLVIRUWKHWRSHULRG7KHDXWKRUV¿QGWKDW³SURZRUNHU´DPHQGPHQWVWRWKH,'$
ZHUHDVVRFLDWHGZLWKORZHURXWSXWDQGHPSOR\PHQWLQIRUPDOPDQXIDFWXULQJ¿UPVDQGKLJKHU
RXWSXWLQLQIRUPDOPDQXIDFWXULQJ¿UPV10. The study (and others using the Besley and Burgess
indicator) has come under a number of criticisms, most extensively from Bhattacharjea (2006).
Regarding problems with the indicator, for example, Bhattacharjea writes of “inappropriate
FODVVL¿FDWLRQ RI LQGLYLGXDO DPHQGPHQWV VXPPDU\ FRGLQJ RI LQFRPPHQVXUDEOH FKDQJHV DV
either +1 or -1, and misleading cumulation over time” and also notes that the indicator does
not account for judicial interpretation of the IDA and that the IDA is only one of at least 45 Acts
addressing labour at the national level. In addition, Bhattacharjea writes that “the results of
their [Besley and Burgess’] econometric analysis are extremely fragile”, for instance with regard
WRPRGHOVSHFL¿FDWLRQ
Loayza and Rigolini (2006) estimate the effects of “credit, labour and business” regulations on
shares of self-employment (urban and rural) in a cross-country panel data analysis for the mid1980s to 2004, evaluating samples of both developed and developing countries11. For the full
VDPSOHRIFRXQWULHVWKHVWXG\¿QGVDERUGHUOLQHVWDWLVWLFDOO\VLJQL¿FDQWUHODWLRQVKLS SHU
cent) between stronger regulations and more self-employment. However, for samples of only
developing countries or only countries in Latin America and the Caribbean, the relationship is
WKHRSSRVLWHWKRXJKQRWVWDWLVWLFDOO\VLJQL¿FDQW,QVKRUWZHDNDVWKHUHODWLRQVKLSLVIRUWKHIXOO
sample of countries, for samples of developing countries it is non-existent. That is, this study
does not provide solid evidence that stronger regulations lead to more informal employment.
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The World Bank report (2007b) refers to Djankov et al. (2002) along with Friedman et al. (2000)
as regards the statement that: “A substantial body of literature sees the size of the informal
sector to be determined substantially by regulatory distortions or corruption”. Yet Djankov et
al. can be read as an example of the potentially negative repercussions of badly designed and
implemented regulations rather than “regulatory distortions” as such. Across 85 developed
DQGGHYHORSLQJFRXQWULHVIRUWKHVWXG\¿QGVDVWURQJSRVLWLYHFRUUHODWLRQEHWZHHQWKH
QXPEHU RI SURFHGXUHV LQFOXGLQJ ODERXU DQG VRFLDO VHFXULW\UHODWHG SURFHGXUHV  UHTXLUHG WR
VWDUWDFRPSDQ\DQGWKHVL]HRIWKH³XQRI¿FLDOHFRQRP\´PHDVXUHGDVDVKDUHRI*'3DQGD
share of the labour force12. However, the number of such procedures indicates the extent to
ZKLFKVWDWHVHQGHDYRXUWRUHJXODWHODERXUWKURXJK¿UPHQWU\ WKDWLVKRZLWUHJXODWHVODERXU 
rather than either the overall strength of labour regulations or de facto working conditions in a
FRXQWU\&DQDGDDQG&KLQDSURYLGHDWHOOLQJFRPSDULVRQIRU&DQDGDUHTXLUHVRQO\WZRSURFHGXUHV
to start a company – zero for labour and social security-related procedures – whereas China
UHTXLUHV±¿YHIRUODERXUDQGVRFLDOVHFXULW\UHODWHGSURFHGXUHV
Friedman et al¶V  PDLQ¿QGLQJVUHIHUWRFRUUXSWLRQDQGWD[HVZKLFKWKH\VXPPDULVH
as follows: “Across 69 countries [developed and developing for the 1990s], higher tax rates
DUHDVVRFLDWHGZLWKOHVVXQRI¿FLDODFWLYLW\DVDSHUFHQWDJHRI*'3EXWFRUUXSWLRQLVDVVRFLDWHG
ZLWKPRUHXQRI¿FLDODFWLYLW\13”. Friedman et al¶V¿QGLQJVOHDYHRSHQWKHSRVVLELOLW\WKDWKLJKHU
taxes might be associated with stronger regulations – on the hypothesis that associated costs of
UHJXODWLRQVDUHSDLGIRUIURPWD[HV±DQGWKXVVWURQJHUUHJXODWLRQVZLWKOHVV³XQRI¿FLDO´DFWLYLW\
7KH¿QGLQJVDUHDOVRDWRGGVZLWKWKHFXOWXUHVRIHYDVLRQDQGFRPSOLDQFHDSSURDFKIRUZKLFK
RQHZRXOGH[SHFWKLJKHUWD[HVWREHDVVRFLDWHGZLWKPRUHXQRI¿FLDODFWLYLW\QRWOHVV

Minimum Wages

78

Both Maloney and Nuñez Mendez (2003) and Arango and Pachón (2004) use micro-data for
&RORPELDDQG¿QGWKDWKLJKHUPLQLPXPZDJHVDUHDVVRFLDWHGZLWKOHVVHPSOR\PHQWDQGPRUH
unemployment. While these studies do not focus on the distinction between formal and informal
employment, they nonetheless estimate weaker effects on self-employment than other forms
of employment, consistent with the view that minimum wage increases lead to higher shares
of self-employment.
Colombia provides a useful warning that badly designed and implemented labour regulations
can have negative repercussions. For example, the minimum wage in Colombia was already
among the highest in the region when it was further raised in the midst of the deep recession of
the late 1990s, during which the unemployment rate more than doubled to a historical high of
20 per cent. But the case of Colombia is not representative. A study on Brazil by Lemos (2007),
IRUH[DPSOHSURYLGHVHYLGHQFHWKDWKLJKHUPLQLPXPZDJHVKDGWKHLQWHQGHGFRQVHTXHQFHRI
UHGXFLQJHDUQLQJVLQHTXDOLW\ZLWKRXWWKHXQLQWHQGHGFRQVHTXHQFHRIUHGXFLQJHPSOR\PHQW
either for workers in general or for vulnerable workers. More generally, the effect of minimum
wages on formal employment depends on a range of factors in addition to the state of the
economy, including the difference between minimum and prevailing wages14.
This empirical evidence is recapitulated in Table 3.2. Some of the statistically strongest results
in the literature show a positive relationship between the strength of labour institutions and
regulations and shares of formal employment. Most of the studies show essentially no relationship.
In short, the empirical evidence does not support the view that formal labour institutions and
regulations are a cause of persisting informal employment.
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Table 3.2. Empirical Studies on Formal Labour Regulations and Informal
Employment
Citations

Overview

Heckman and Pagés (2004)

Statistically significant relationships between higher job security costs and
less formal employment are found in only two of seven Latin American and
Caribbean countries evaluated, Argentina and Peru. Yet these findings do
not have clear-cut implications for informal employment. For Argentina
in this period, the share of informal employment diverged by different
measures; for Peru, the share of informal employment increased by all
measures, even though job security costs fell.

Heckman and Pagés-Serra
(2000)

For samples of OECD and Latin American-Caribbean countries, OLS results
(driven mainly by cross-country variation) show a positive relationship
between job security costs and shares of self-employment; fixed effects
results (driven by change over time) show a stronger negative relationship
between job security costs and shares of self-employment, consistent
with the case of Peru noted above.

Galli and Kucera (2004)

For a sample of Latin American countries, stronger “civic rights” for
workers are associated with higher shares of formal employment.

Bosch et al. (2007)

The authors attribute the rising share of informal employment in Brazil
in the 1990s to “rising labour costs” and “regulations relating to firing
costs, overtime and union power”. Yet this conclusion is not supported by
the study’s econometric analysis nor by the patterns of declining union
enrolment rates and labour costs.

Besley and Burgess (2004)
and Bhattacharjea (2006)

Besley and Burgess (2004) find that “pro-worker” amendments to India’s
Industrial Disputes Act are associated with less formal manufacturing
output and employment and more informal manufacturing output,
EXW WKHLU LQGLFDWRUV DQG DQDO\VLV KDYH EHHQ H[WHQVLYHO\ FULWLTXHG E\
Bhattacharjea (2006) and others.

Loayza and Rigolini (2006)

For a sample of developed and developing countries, stronger “credit,
labour and business” regulations are associated with more selfemployment (10 per cent statistical significance), but not in samples of
developing countries only, where the relevant coefficient estimates are of
opposite sign (though statistically insignificant).

Djankov et al. (2002)

For a sample of developed and developing countries, the number of
SURFHGXUHV UHTXLUHG WR VWDUW D FRPSDQ\ LV DVVRFLDWHG ZLWK D ODUJHU
“unofficial” economy, measured as a share of GDP and a share of the
labour force. Yet the number of procedures is more indicative of the means
by which a country regulates rather than the strength of regulations or de
factoFRQGLWLRQVHJZKLOH&KLQDUHTXLUHVILYHODERXUDQGVRFLDOVHFXULW\
UHODWHGSURFHGXUHVWRVWDUWDFRPSDQ\&DQDGDUHTXLUHVQRQH

Friedman et al. (2000)

For a sample of developed and developing countries, higher taxes and less
corruption are associated with a smaller “unofficial” economy, measured
as a share of GDP. Yet stronger regulations may be associated with a
smaller “unofficial” economy on the hypothesis that the associated costs
of regulations are paid for from taxes.

Maloney and Nuñez Mendez
(2003) and Arango and
Pachón (2004)

In the midst of the historically deep recession of the late-1990s,
minimum wages in Colombia were increased, which was associated with
more unemployment and less employment, with weaker effects on selfemployment than other forms of employment.

Lemos (2007)

Higher minimum wages in Brazil are associated with reduced earnings
LQHTXDOLW\EXWQRWZLWKORZHUHPSOR\PHQWHLWKHUIRUZRUNHUVLQJHQHUDO
or for vulnerable workers.
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GLOBALISATION, PRECARIOUS JOBS AND INFORMAL
EMPLOYMENT
There are many possible causal channels linking globalisation and informal employment.
Following the distinction made by Ranis and Stewart (1999) between traditional and modernising
components of the informal sector, globalisation can increase production linkages between
formal and informal establishments, for example through subcontracting in global supply chains.
This could cause an expansion of modernising informal employment. Yet it might also cause
an expansion of traditional informal employment, in that a sizeable share of employment in
labour-intensive export-oriented industries is in households (as well as being disproportionately
female) (Carr and Chen, 2001).
Carr and Chen (2001) refer to several possible linkages between globalisation and informal
HPSOR\PHQW 7KH\ DUJXH WKDW JOREDOLVDWLRQ KDV UHVXOWHG LQ LQWHQVL¿HG FRPSHWLWLRQ OHDGLQJ
¿UPVWRUHO\LQFUHDVLQJO\RQORZHUFRVWLQIRUPDOZRUNHUVZKHWKHUWKURXJKWKHVXEFRQWUDFWLQJ
arrangements of multinational corporations (MNCs) or through informal employment relationships
within formal establishments. On the other hand, MNC establishments in developing countries
WHQGWRSD\EHWWHUZDJHVDQGKDYHEHWWHUZRUNLQJFRQGLWLRQVWKDQORFDO¿UPV %URZQet al.,
2003). Moreover, the presence of MNCs may facilitate access to international markets for locally
EDVHG ¿UPV +DQVRQ   ,Q WKLV VHQVH JOREDOLVDWLRQ FRXOG EH DVVRFLDWHG ERWK ZLWK WKH
JURZWKRIIRUPDOZDJHHPSOR\PHQWDQGLPSURYHGSURVSHFWVIRUORFDOH[SRUWRULHQWHG¿UPV
whether formal or informal.

80

Foreign direct investment represents the activities of MNCs, yet Carr and Chen (2001) also
DGGUHVVVKRUWWHUPFDSLWDOÀRZV7KH\DUJXHWKDW¿QDQFLDOFULVHVUHVXOWLQJIURPYRODWLOHVKRUW
WHUPFDSLWDOÀRZVKDYHUHVXOWHGLQDGHFOLQHLQIRUPDOHPSOR\PHQWDVOHDVWLQWKHLPPHGLDWH
DIWHUPDWKRIWKHVHFULVHV&RQVLVWHQWZLWKWKLVYLHZSRLQWDUHWKH¿QGLQJVRIDVWXG\RQ.RUHD
showing a large increase in non-regular employment (much of it informal) in the wake of the
ODWHV¿QDQFLDOFULVLVZKLFKSHUVLVWVWRWKHSUHVHQW /HHDQG/HH 
Global economic growth has slowed in recent decades compared with the immediate post:RUOG:DU,,GHFDGHVLQFOXGLQJLQPXFKRIWKHGHYHORSLQJZRUOG7KHFXUUHQWJOREDO¿QDQFLDO
FULVLVJUHDWO\H[DFHUEDWHVWKLVFRQFHUQZLWKPDQ\FRXQWULHVIDFLQJWKHSURVSHFWRIÀDWRUHYHQ
negative growth for the foreseeable future. On top of this, informal employment is emerging
in different forms, such as within formal establishments and global commodity chains. These
developments are associated with the broader growth of various forms of irregular employment,
involving casual, contract and temporary workers as well as workers in disguised employment
relationships.
The concern that these forms of informal employment are growing led the ILO in 2003 to adopt
DQHZGH¿QLWLRQRILQIRUPDOHPSOR\PHQW +XVVPDQQV 158SGDWLQJLWVSULRUGH¿QLWLRQ
EDVHGRQHPSOR\PHQWLQLQIRUPDOHVWDEOLVKPHQWVDSDUWLFXODUFRQFHUQRIWKHGH¿QLWLRQLV
informal employment in the formal establishments. Though working in formal establishments,
such workers may lack social protection and protection from national labour legislation and
PD\QRWHQMR\WKHHPSOR\PHQWEHQH¿WVUHFHLYHGE\UHJXODUZRUNHUV
%HFDXVHWKH,/2¶VGH¿QLWLRQZDVRQO\UHFHQWO\DGRSWHGWKHUHDUHLQVXI¿FLHQWGDWDDWSUHVHQW
to assess the overall extent and growth of informal employment in formal establishments. Yet
WKHPRUHDQHFGRWDOREVHUYDWLRQVWKDWPRWLYDWHGWKHGH¿QLWLRQVXJJHVWWKDWWKLVPD\EHDQ
important cause of persisting informal employment. There is the possibility, in this sense, that
even when the share of employment in formal establishments increases, the share of informal
employment may remain stagnant.
Global commodity chains are distinguished between buyer-driven and producer-driven chains, the
former in such industries as apparel and footwear and the latter in automobiles and electronics
*HUHI¿ *OREDOFRPPRGLW\FKDLQVKDYHDOVREHFRPHLPSRUWDQWLQDJULFXOWXUHLQFOXGLQJLQ
QRQWUDGLWLRQDODJULFXOWXUDOH[SRUWV%HFDXVHRIWKHLUIDUÀXQJGHFHQWUDOLVHGQDWXUHLWLVGLI¿FXOW
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to assess the number of workers in global supply chains, particularly informal workers. By all
accounts, though, the number is large and growing (e.g. Carr and Chen, 2001; Barrientos.
IRUWKFRPLQJ3RVWKXPDIRUWKFRPLQJ *HUHI¿  IRUH[DPSOHUHIHUVWRWKH
employment aspects of the off-shoring of production as “the great global jobs shift”.
&DVHVWXGLHVRIHPSOR\PHQWLQJOREDOFRPPRGLW\FKDLQV¿QGWKDWLQIRUPDOZRUNHUVDUHIRXQG
throughout the chains, ranging from the upper tiers, where companies often complement a
core of formal workers with contract labour and outsourced production, down to the lower tiers,
where informal workers are especially prevalent (Barrientos, 2009). These studies also found
that efforts to improve working conditions through “voluntary” initiatives organised by nongovernmental organisations (NGOs) and trade union campaigns have been largely ineffective
in reaching informal workers. Governments, too, have been challenged in this regard, both
as regards enforcement and labour legislation that may not provide protection to informal
workers, leading to “important regulatory gaps” (Posthuma, 2009). Not only are informal
workers pervasive throughout global commodity chains and prospects for improving their
working conditions uncertain, but possibilities for upgrading into higher value-added activities
also appear limited (Posthuma, 2009).
*OREDOFRPPRGLW\FKDLQVSURYLGHXSSHUWLHU¿UPVZLWKFRVWÀH[LELOLW\DQGULVNVKLIWLQJFRPSHWLWLYH
advantages. Because of this, these chains are likely to continue to spread, along with informal
employment within them. The growth of such informal employment will thus likely prove an
ever more pressing policy challenge in coming years, for which economic growth does not
appear to provide a ready answer.

CONCLUSION
A central concern of this chapter is the linkage between economic growth and the reduction of
informal employment. Historically, economic growth and economic development more broadly
have been associated with more formal and less informal employment. In recent decades,
however, global economic growth has slowed. More than that, the linkage appears to have
weakened in recent years as a result of the emergence of new forms of informal employment,
such as that within formal establishments and global commodity chains.
As the literature on dualism within the informal sector makes clear, informal employment has
many different faces. Yet many types of informal employment (upper-tier and easy entry,
modernising and traditional) may be linked to formal establishments through global supply
chains. Rather than being supplanted in the face of economic growth, these forms of informal
employment can be complementary with economic growth. This holds for informal employment
in formal establishments as well.
To what extent have these developments weakened the linkage between economic growth and
the reduction of informal employment: that is, to what extent will informal employment persist
HYHQLQWKHIDFHRIVROLGHFRQRPLFJURZWK"7KHVHDUHFOHDUO\TXHVWLRQVRIGHJUHHDQGWKHUH
is at present a dearth of systematic evidence on the extent and growth of emerging forms of
informal employment. The anecdotal evidence suggests, however, that these developments
may pose serious challenges to growth-oriented policies for reducing informal employment.
7KRXJKQHFHVVDU\JURZWKVHHPVQRWWREHVXI¿FLHQW
The chapter situates these developments among a number of the more prevalent explanations
of informal employment. It is argued that Lewis (1954) continues to be useful for thinking
about why informal employment persists. In Lewis’s approach, the fundamental problem is too
few jobs in the formal sector (capitalist sector, in his terminology), caused in turn by too little
investment by the formal sector. We argue too that his approach is usefully complemented
by de Soto’s (2000), particularly regarding the latter’s emphasis on the informal sector as a
source of investment.
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The chapter also surveys empirical evidence on the effects of formal labour institutions and
regulations on informal employment. The predominant direction of this evidence is clear,
suggesting the coherence of simultaneously endeavouring to reduce informal employment
DQG LPSURYH WKH TXDOLW\ RI IRUPDO HPSOR\PHQW WKURXJK ODERXU LQVWLWXWLRQV DQG UHJXODWLRQV
%XW WKH H[FHSWLRQV ±UDLVLQJ PLQLPXP ZDJHV LQ WKH PLGVW RI D GHHS UHFHVVLRQ UHTXLULQJ D
large number of procedures to start a new company – are instructive. Taken as a whole, the
evidence suggests that the debate should be not about regulation versus deregulation as such,
but rather about the optimal design and implementation of labour regulations in country and
WLPHVSHFL¿FFRQWH[WV
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NOTES
1. Agglomeration economies are also relevant for services, so economic development based
more on services does not necessarily resolve the problem.
2. 6XSSRUWLQJWKLVYLHZIRUH[DPSOHDUHWKH¿QGLQJVRIDVWXG\RQ&{WHG¶,YRLUHHVWLPDWLQJ
that about twice as many urban workers want to work in formal employment than actually
do and that about three times as many urban workers are in the lower tier of informal
employment than want to be (Günther and Launov, 2006). Even the case of Mexico remains
unsettled, as a study by Duval Hernández (2006) takes a different approach to analysing
WKHPLFURGDWDDQG¿QGVHYLGHQFHWKDWDODUJHPDMRULW\RIXUEDQLQIRUPDOZRUNHUVLQ0H[LFR
are involuntary.
3. ,QGH¿QLQJHPSOR\PHQWLQWKH³XQRUJDQLVHGVHFWRU´6DNWKLYHODQG-RGGDU  ZULWHWKDW
this is: “essentially based on the following variables: a) employment status of workers:
salaried/regular labourers, casual wage workers and self-employed workers; b) type of
enterprise; c) number of workers; d) type of job: part-time/temporary, etc; and e) coverage
of provident fund”.
4. This resulted from a compositional shift in employment from informal to formal establishments
alongside declines in social security coverage in both informal and formal establishments
*DOOLDQG.XFHUD (PSOR\PHQWLQLQIRUPDOHVWDEOLVKPHQWVLVGH¿QHGDORQJWKHOLQHV
RIWKH,/2GH¿QLWLRQLQFOXGLQJHPSOR\HHVLQVPDOO¿UPVWKH QRQSURIHVVLRQDO VHOI
employed, and workers in domestic service. The index of job security costs constructed by
Heckman and Pagés-Serra (2000) shows no change for Argentina over the 1990s.
5. Saavedra and Torero’s data refer to Lima. See Heckman and Pagés-Serra (2000) and Galli
and Kucera (2008) for corroborating evidence.
6. Data from Bosch et al. show an overall increase in the share of urban informal employment
(self-employed and informal salaried workers) of about 10 percentage points from 1990 to
ZLWKDVOLJKWGHFOLQHIURPWR%DVHGRQDOWHUQDWLYHGH¿QLWLRQVRILQIRUPDO
employment, Gasparini and Tornarolli (2007) and Ernst (2008) present different trends in
informal employment in Brazil. From 1990 to 2003, Gasparini and Tornarolli show a peak in
WKHVKDUHRIXUEDQLQIRUPDOHPSOR\PHQWLQE\D³VRFLDOSURWHFWLRQ´GH¿QLWLRQ ZRUNHUV
with pensions linked to employment), with an overall increase of about 7 percentage
SRLQWV RYHU WKH SHULRG DQG D SHDN LQ  E\ D ³SURGXFWLYH´ GH¿QLWLRQ XQVNLOOHG VHOI
HPSOR\HGXQSDLGDQGVDODULHGZRUNHUVLQVPDOOSULYDWH¿UPV ZLWKDQRYHUDOOLQFUHDVH
of about 2 percentage points. From 1992 to 2004, Ernst shows a peak in 1999 in the
VKDUHRIQRQDJULFXOWXUDOLQIRUPDOHPSOR\PHQWE\DQHPSOR\PHQWVWDWXVGH¿QLWLRQ VHOI
employed, unregistered, unpaid, and subsistence workers), with an overall increase of
about 2 percentage points over the period.
7. Proxied respectively by the share of employees working more than the post-reform legal limit
RIKRXUVDQGWKHDYHUDJHMREWHQXUHRI¿UHGZRUNHUV$ORQJZLWKWKHXQLRQHQUROPHQW
rate, these variables are constructed as industry annual averages for the pre-1988 period
multiplied by a dummy variable with a break at 1988/1989.
8. 7KDW LV FRHI¿FLHQW HVWLPDWHV RQ FRQWHPSRUDQHRXV DQG ODJJHG RQH \HDU  YDULDEOHV DUH
FORVHLQPDJQLWXGHDQGRIRSSRVLWHVLJQ7KLVKROGVPRVWVWURQJO\IRUFRHI¿FLHQWHVWLPDWHV
RQIRUPDOMREFUHDWLRQEXWDOVRIRUWKHHVWLPDWHGHIIHFWVRIRYHUWLPHDQG¿ULQJFRVWVRQ
shares of formal employment.
9. Bosch et al.’s union enrolment data are constructed from the Brazilian National Household
Survey for “individuals of 18 to 65 years of age, economically active in the formal sector,
and earning a positive wage”. For all wage earners based on this same survey, the union
enrolment rate declined much less, from 22 per cent in 1988 to 20 per cent in 2002
(Cardoso, 2004).
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10. 7KH DXWKRUV GH¿QH IRUPDO ¿UPV DV UHJLVWHUHG ¿UPV ZULWLQJ WKDW ³¿UPV DUH UHTXLUHG WR
register if either i) they have more than ten employees and electric power; or ii) they have
more than 20 employees and do not use electric power”.
11. The study uses an index developed by the Fraser Institute that addresses in one bundle the
³UHJXODWLRQRIFUHGLWODERXUDQGEXVLQHVV´7KH¿YHODERXUUHJXODWLRQFRPSRQHQWVRIWKH
LQGH[DGGUHVV³LPSDFWRIPLQLPXPZDJH´³KLULQJDQG¿ULQJSUDFWLFHV´³FHQWUDOLVHGFROOHFWLYH
EDUJDLQLQJ´³XQHPSOR\PHQWEHQH¿WV´DQG³XVHRIFRQVFULSWVWRREWDLQPLOLWDU\SHUVRQQHO´
Note that 10 of the 15 components of the “credit, labour and business” index are not based
on coding of regulations but rather on survey responses (Fraser Institute, 2008).
12. 7KHDXWKRUVGH¿QHWKHVHDV³6L]HRIWKHVKDGRZHFRQRP\DVDSHUFHQWDJHRI*'3´EDVHG
largely on data from Schneider and Enste (2000) and “Share of the labour force employed
LQWKHXQRI¿FLDOHFRQRP\LQWKHFDSLWDOFLW\RIHDFKFRXQWU\´ZLWKGDWDIURP6FKQHLGHU
(2000) and the Global Urban Indicators Database (2000) (Djankov et al., 2002).
13. Similarly with Djankov et al  GDWDRQ³XQRI¿FLDO´DFWLYLW\FRPHIURP6FKQHLGHUDQG
Enste (1998).
14. For comprehensive discussions of the workings and impacts of minimum wages in developing
countries, see Saget (2006) and Eyraud and Saget (2008).
15. Similar concerns about “the increasingly widespread phenomenon of dependent workers
who lack protection” led to the adoption in 2006 of the ILO’s Employment Relationship
Recommendation (R198), which provides guidelines on what constitutes an employment
relationship (ILO, 2008).
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CHAPTER
FOUR

Women in Informal Employment:
What Do We Know and What Can We Do?
David Kucera and Theodora Xenogiani

ABSTRACT
Hundreds of millions of women work around the world but the types of job they do are often
informal, of lower quality, worse paid and more precarious than those performed by men. They
face cultural, social and legal obstacles. They are often casualties of economic structuring. But
strategies exist to help by empowering women through education, the provision of childcare
DQG PLFUR¿QDQFH 3XEOLF ZRUNV DQG HPSOR\PHQW JXDUDQWHH VFKHPHV FRXSOHG ZLWK VRFLDO
protection schemes targeting the most vulnerable groups, have a role to play in empowering
women through employment and good jobs. Women’s organisations in informal employment
are crucial for the protection of their rights.
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INTRODUCTION
Work has a major role to play in helping in the empowerment of women. It means that they
can become earners, and employment can boost their self-esteem and their integration into
the societies in which they live. If women can have access to high quality jobs not only is their
own well-being affected for the better, but household welfare can improve and there can be
important consequences for the health and education of their children.
8QWLOIDLUO\UHFHQWO\JHQGHUFRQVFLRXVDQDO\VLVRIHPSOR\PHQWRXWFRPHVFRQFHQWUDWHGRQWKH
low participation of women in the labour force and on the policy interventions to increase it, in
particular in developing countries. This changed considerably, especially during the 1980s, as
more women joined the labour market, participating in it actively and taking up jobs previously
held by men (Standing, 1999; Beneria, 2001a). That trend continues today, although to a
lesser degree. Indeed, women’s participation in the labour force remained stable at 53 per cent
between 1997 and 2007 (ILO, 2008a). But participation does not tell the entire story. A second
dimension of labour market outcomes needs to be added: that of job quality.
This chapter shows that women in developing countries are over-represented in low quality,
often informal jobs. There are important gender differences in the quality of jobs, with women
not having the same access to good, secure and well-paid work as men, this being especially the
case in developing and less developed countries. Being in informal employment – particularly
in low-paid and hazardous jobs – makes women more dependent and more vulnerable to
poverty.
Against this backdrop, this chapter aims to examine the reasons behind the gender differences
in employment outcomes and discusses policy options to address the particular challenges that
women face in the labour markets. Are labour market policies equally effective in improving
MRE TXDOLW\ IRU ERWK PHQ DQG ZRPHQ" $UH PRUH VSHFL¿F SROLFLHV QHHGHG WR DGGUHVV WKHVH
challenges? This chapter paints a comprehensive picture of employment outcomes across
gender lines in terms of types and quality of jobs and discusses the main factors behind the
over-representation of women in worse jobs as well as the impact of policy and the options for
addressing these outcomes.
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CHARACTERISTICS AND FEATURES OF WOMEN
IN INFORMAL EMPLOYMENT
In developing countries, women are over-represented in the most vulnerable jobs in informal
employment, for example being contributing family workers. Moreover, although generally
both men and women have lower earnings on average when working informally, earning gaps
between formal and informal workers are larger for women than for men.
Table 4.1 provides details about gender patterns related to employment status. It gives the most
recently available gender-disaggregated data on employment status (employees, employers,
own-account workers and contributing family workers) for a wide selection of countries. Some
interesting features emerge. On a cross-sectional basis there is a wide diversity between
countries in terms of the access of women and men to waged and salaried work and it is not
SRVVLEOHWRGUDZDQ\¿UPFRQFOXVLRQDVWRZKHWKHUWKHUHH[LVWVDJHQGHUGLVSDULW\LQWHUPVRI
access to formal jobs.
Therefore, there is no clear-cut evidence that women are systematically more likely than men
to be in informal employment. However, when the composition of informal employment is
considered, there is evidence that women are over-represented in the lower tier of informal
employment (Table 4.1 and Figure 4.2).
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Argentina
Bolivia
Botswana
Brazil
Bulgaria
Colombia
Costa Rica
Croatia
Egypt
Ethiopia
Hungary
Indonesia
Iran, Islamic Rep. of
Latvia
Lithuania
Madagascar
Malaysia
Mauritius
Mexico
Moldova, Republic of
Morocco
Nicaragua
Oman
3DNLVWDQ
3DQDPD
3KLOLSSLQHV
3RODQG
Romania
Serbia
South Africa
Thailand
Trinidad and Tobago
Turkey
:HVW%DQNDQG*D]D6WULS

Country

2000
2000
2001
2001
2002
2002
1999
2001
1998
1999
2004
2006
1996
1999
1999
2003
2007
2004
1999
2000
2002
2006
1996
2002
2003
2004
2000
2000
2006
2007
2003
2002
2002
2002

<HDU

77.5
42.4
84.6
65.2
93.1
52.0
76.2
92.8
88.4
19.8
90.8
47.5
61.6
95.9
94.5
43.0
1.4
86.6
65.8
91.3
62.9
53.6
98.2
65.2
79.8
60.3
91.3
96.2
93.4
82.1
59.5
84.9
86.2
85.7

Women
69.5
56.7
88.2
61.1
88.5
49.5
72.6
86.8
72.8
46.2
84.4
56.4
63.1
92.9
90.4
62.9
5.2
79.0
71.4
88.4
53.2
63.7
95.4
59.2
68.6
72.6
85.5
91.3
84.5
84.1
64.6
77.3
70.9
64.1

Men

Employees

5.3
4.0
4.7
5.3
4.5
6.4
9.0
6.7
10.6
1.2
4.3
4.5
4.0
4.3
2.5
5.5
79.3
4.0
6.0
1.6
3.5
4.8
1.1
1.4
3.3
2.6
4.6
2.5
5.9
15.0
5.9
5.5
9.3
4.7

Men
1.6
11.3
0.7
3.6
1.1
8.2
3.4
0.4
3.5
23.9
0.4
15.7
14.4
0.1
0.5
15.9
5.5
4.1
9.9
0.2
3.7
0.0
0.2
13.8
1.9
6.7
0.8
0.4
0.5
0.6
15.4
1.3
6.2
4.9

0.6
4.4
0.3
1.8
0.6
3.6
1.2
0.3
2.8
8.3
0.2
2.7
1.0
0.1
0.5
8.4
1.6
0.7
3.3
0.2
4.6
0.0
0.1
7.7
0.5
2.8
0.4
0.3
0.5
0.3
7.1
0.3
3.5
4.5

Contributing Family
Workers
Women
Men
18.3
44.8
11.8
15.0
3.9
37.2
16.3
3.5
5.8
54.6
6.3
35.4
18.2
1.8
2.7
33.1
10.5
8.2
22.3
7.7
14.4
36.5
1.0
20.3
16.9
31.2
5.4
2.0
3.6
0.6
23.2
10.7
5.5
8.7

Women
24.6
34.0
6.7
21.9
6.1
40.3
17.3
6.2
13.8
42.0
11.0
36.4
28.4
2.5
5.8
21.8
13.9
16.1
19.2
9.6
25.1
28.0
3.4
31.7
27.6
21.9
9.4
5.7
9.1
0.3
22.3
15.6
16.3
26.7

Men

Own Account Workers

0.0
0.1
0.0
13.9
0.2
0.2
0.0
0.1
0.0
1.3
0.1
0.0
5.2
0.0
0.4
1.9
0.0
0.1
0.0
0.5
18.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.3
0.2
1.0
0.0
0.0

Women
0.0
1.0
0.0
10.0
0.3
0.3
0.0
0.1
0.0
2.2
0.0
0.0
3.5
0.2
0.5
1.4
0.0
0.2
0.0
0.2
13.6
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.3
0.1
1.2
0.0
0.0

Men

Other / Not defined

Source: OECD Development Centre based on Laborsta (2008): see Chapter 2 for detailed sources and methods.
12 http://dx.doi.org/10.1787/533721731247

2.6
1.4
2.9
2.4
1.7
2.4
4.1
3.2
2.3
0.4
2.4
1.4
0.7
2.1
1.8
6.1
82.5
1.0
1.9
0.3
0.9
2.2
0.0
0.7
1.4
1.9
2.5
0.8
2.5
16.4
1.6
2.1
2.1
0.6

Women

Employers

Table 4.1. Employment by Status and Gender (percentage out of total)
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Figure 4.1 gives more details about the types of jobs women and men are doing within
employment. The four diagrams depict the share of working women and men outside agriculture
by employment status. The 45-degree lines represent equality across gender lines. Women
are less likely to be employers and more likely to be contributing family workers in the great
majority of countries. The picture changes considerably if the distribution of own-account workers
is considered: here men in most of the countries reviewed outnumber women.

Figure 4.1. Women are Over-Represented in the Most Vulnerable Jobs
Women and men by employment status
as percentages of employed women and men (respectively)
B - Employees

A - Employers
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This pattern is consistent with earlier evidence. Based on a review of a wide range of empirical
literature, a hierarchy of job statuses in the informal economy was constructed by Chen et al.
(2004). Ranked by average earnings, these job statuses are:
1) employers;
2) own-account operators;
3) employees of informal enterprises;
4) other informal wage workers
5) industrial outworkers/home-workers;
6) unpaid family workers.
Data on earnings and wage gaps between men and women from Chapter 2 are presented in
Figure 4.2. The data presented are for different points in time depending on their availability
IRU HDFK FRXQWU\ )LJXUH VKRZV WKDW RYHUDOO WKHUH DUH VLJQL¿FDQW JHQGHU JDSV LQ ERWK
entrepreneurs’ incomes and wages. Women entrepreneurs in Brazil, Turkey and Morocco earn
about half as much as their male counterparts. In Tunisia, the gender gap in entrepreneurs’
incomes is much lower, at about 11 to17 per cent. In terms of wages, substantial gender gaps
are found in Ethiopia, Morocco and Tunisia, where women earn about 32 to 36 per cent less
than men.

Figure 4.2. Earnings and Wage Gap Between Women and Men in Selected
Countries
100

Women's earnings/wages as a share of men's

90
80
70
60
50
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40
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10
0
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urban)

Colombia Lebanon
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urban)

Entrepreneurs’ income

Turkey
(2000
urban)

Ethiopia
(1996
urban)

Kenya
(1999)

Mexico
(1994
urban)

,ĂŝƟ
(2000)

Wages

Note: Average monthly income and wages in national currency. (1) Main activity (2) Main and secondary activities (3) Ownaccount workers (4) Employers of micro-enterprises (fewer than ten workers)
Source: Charmes (2002), for the ILO Women and Men in the Informal Economy, 2002. For Western Asia and Northern Africa:
Charmes (2008).
12 http://dx.doi.org/10.1787/533436703025
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There is an additional element of gender segregation emphasised by Chen et al. (1999) that
also contributes to the aggregate gender earnings gap, and that is within these six informal
job statuses. From this Chen (2006) concludes that:
“Women tend to work in different types of activities, associated with different levels of
HDUQLQJWKDQPHQ±ZLWKWKHUHVXOWWKDWWKH\W\SLFDOO\HDUQOHVVHYHQZLWKLQVSHFL¿FVHFWRUV
of the informal economy”.
One example given is street vendors, of whom men are more likely to sell non-perishable goods
from pushcarts or bicycles whereas women are more likely to sell perishable goods from baskets
or the ground. Another example is domestic work, which employs a very high proportion of
women. These are among the most vulnerable informal workers, typically working very long
hours without social protection, even though such protection is legally mandatory for domestic
workers in many countries (Lee et al., 2007; Mesa-Lago, 2007).

Earnings Gaps
Surveys of the literature also show that earnings gaps between formal and informal workers are
greater for women than for men and also that returns to education within informal employment
are lower for women than for men (Chen et al*DOOLDQG.XFHUD )XQNKRXVHU
(1996) examines patterns of employment and earnings in the formal and informal1 sectors in
¿YHFRXQWULHVLQ&HQWUDO$PHULFD &RVWD5LFD(O6DOYDGRU*XDWHPDOD+RQGXUDVDQG1LFDUDJXD 
His results suggest there is a higher gender earnings gap in the informal sector compared with
the formal one. The estimated male-female differential in the informal sector is about 25 per
cent and is as high as 40 per cent in Nicaragua, whereas the gender earnings gap in the formal
sector is around 10 per cent. In other words, the earnings penalty of informal work tends to
be greater for women than for men.
Evidence of gender earnings gaps is also found in Bangladesh, South Africa and Tanzania
(Chen et al., 2004). In particular in Bangladesh, “men own-account workers earn more than
three times the earnings of women own-account workers, while male employers earn about
four times more than female ones”. Differences can be also found in terms of hours worked
and other dimensions of work conditions (Chen et al., 2004): underemployment, seasonality
of work, occupational health hazards, multiple activities.
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While the described over-representation of women in the most vulnerable sectors of informal
employment jobs is widely acknowledged, the debate about the determinants and reasons
behind is far less settled.

WHAT EXPLAINS GENDER DIFFERENCES IN INFORMAL
EMPLOYMENT PREVALENCE AND OUTCOMES?2
Informal Institutions
Informal institutions, i.e. evolved practices with stable rules of behaviour that are outside the
formal system (Sen, 2007), determine to a large extent the types of jobs that are available to
women and the particular working conditions associated with them. They are omnipresent in
human interaction, from the most private sphere of sexuality to the public forums of economic
DQGSROLWLFDOOLIH,QIRUPDOLQVWLWXWLRQVFDQH[HUWWKHLULQÀXHQFHLQWZRZD\VGLUHFWO\ZKHUH
traditions, customs and social norms can constrain women’s activities – for example by not
allowing them to start their own businesses, by refusing to allow them to do jobs in which they
are in contact with, or are managing, men, or by simply forbidding them to leave the house
alone; and indirectly, where there are restrictions on women’s access to resources such as
education, credit and information that are essential if they are to compete with men for formal
employment. In both cases, constraints on women’s movements and the activities available
ISBN: 978-92-64-05923-8 - © OECD 2009
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WRWKHPOHDGWRDQH[FOXVLRQRIZRPHQIURPHQWUHSUHQHXULDODFWLYLWLHVWKDWDUHRIWHQWKH¿UVW
step towards independence, self-esteem and freedom of choice.
Women from poor households can be particularly affected by informal institutions as they
may have to choose between self-employment, which pays less but allows them to combine
ZRUNZLWKIDPLO\FDUHDQGZDJHGZRUNZKLFKPD\SD\PRUHEXWFRQÀLFWVZLWKWKHLUIDPLO\
responsibilities and the social restrictions placed on women’s mobility (Morrisson and Jütting,
3IDX(I¿QJHU&KHQet al., 2005; Beneria, 2001b). To give an example, a survey
in Morocco in 1997-98 showed that 85 per cent of women said they needed the permission of
their husband or guardian to leave the house (World Bank, 2004).

Women’s work, women’s lack of rights
The often hidden role of informal institutions in shaping employment outcomes for women becomes
fairly visible when the type of work mainly performed by women is considered, in particular in
agriculture. Helping out with farming, most often in an informal way, is still seen as a woman’s
obligation to the family in many developing countries. This is, according to some, the result of
women’s lack of control over agricultural resources (Rebouché, 2006). The patriarchal nature
of most rural societies does not provide women with the same rights to land as it does men. In
most Muslim countries, for example, inheritance laws and government land-grant programmes
favour men (Lastarria-Cornhiel, 2006; Agarwal, 2003), and other religions, e.g. Hinduism, do not
recognise women’s rights to land. Even in countries and religions that recognise women’s rights
WRSRVVHVVODQGVLJQL¿FDQWLVVXHVUHPDLQDERXWWKHLUDELOLW\WRFODLPWKHVHULJKWV&RQVHTXHQWO\
women have access to land only through the land market, for which savings and/or credit are
needed. In addition, marriage rarely helps a woman to become a joint owner of land (Chen et
al., 0RUHRYHULQVRPHFRXQWULHVDVLQ.HQ\DZRPHQDUHVWLOOGHQLHGSURSHUW\ULJKWVWR
land upon divorce or separation from their husbands or even following the death of their spouses.
7KLVLVEHFDXVHLQKHULWDQFHODZV ZKHWKHURI¿FLDORUWUDGLWLRQDO OD\GRZQWKDWSURSHUW\SDVVHV
to the deceased’s male child rather than to his daughter or to his wife (Rebouché, 2006). Even
when women do own land, male family members often take control over it. Informal institutions
and practices are in some cases reinforced by formal legislation. For example, the labour laws
RIPDQ\FRXQWULHVLQWKH0LGGOH(DVWDQG1RUWK$IULFD 0(1$ UHJLRQFOHDUO\GH¿QHWKHW\SHV
of jobs women may do as well as the hours and conditions of work (World Bank, 2004).

Box 4.1. Measuring Informal Institutions – The GID Database
To help governments choose effective policies that will improve women’s labour market
SHUIRUPDQFHWKH2(&''HYHORSPHQW&HQWUHFUHDWHGWKH*HQGHU,QVWLWXWLRQVDQG'HYHORSPHQW
'DWDEDVH *,'  &RPSLOHG IURP YDULRXV VRXUFHV WKH GDWDEDVH SURYLGHV FRPSDUDWLYH GDWD IRU
160 countries on the socio-economic status of women. Its true innovation is the inclusion of
institutional variables that range from intra-household behaviour to social norms. Information on
cultural and traditional practices is coded so as to measure the level of discrimination, making
WKH *,' D XQLTXH WRROER[ IRU D ZLGH UDQJH RI DQDO\WLFDO TXHULHV DQG DOORZLQJ D FDVHE\FDVH
DGDSWDWLRQWRVSHFL¿FUHVHDUFKRUSROLF\TXHVWLRQV
$LGHIIHFWLYHQHVVDQGWKH0LOOHQQLXP'HYHORSPHQW*RDOVFDOOIRUFRKHUHQWDQGLQFOXVLYHVWUDWHJLHV
that address the institutional obstacles preventing social and economic development. By identifying
cultural and traditional practices that discriminate against women, from forced marriages and
IHPDOHJHQLWDOPXWLODWLRQWRUHVWULFWLRQVRQLQKHULWDQFHDQGRZQHUVKLSULJKWVWKH*,'KHOSVGHVLJQ
effective policies for sustainable development. In order to address women’s over-representation in
informal employment, the underlying causes of discrimination need to be addressed. Building new
classrooms, for example, will make no difference for gender equality if girls are simply not allowed
WRHQWHUWKHP7KH*HQGHU,QVWLWXWLRQVDQG'HYHORSPHQW'DWDEDVHLVRSHQWRUHVHDUFKHUVDQG
SROLF\PDNHUVDOLNHDQGFDQEHDFFHVVHGIUHHRIFKDUJHDWWKH*,'¶VKRPHSDJHDW www.oecd.

RUJGHYJHQGHU*,'.
Further reading:
JÜTTING, J. et al. (2008a),³0HDVXULQJ*HQGHU ,Q (TXDOLW\´, Journal of Human Development and
Capabilities, Vol. 9, Issue 1, pp. 65- 86.
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Barriers to women’s access to formal employment are likely to be transmitted from one generation
to the next. As women earn less in informal work than in formal work, they are confronted with
much lower bargaining power than their husbands when it comes to the household’s allocation
of resources, including expenses for the education of children. Several studies emphasise that
ZRPHQ¶VLQVXI¿FLHQWSDUWLFLSDWLRQLQGHFLVLRQPDNLQJLQWKHKRXVHKROGFDQORZHUWKHLQYHVWPHQWLQ
WKHHGXFDWLRQRIWKHLUGDXJKWHUV +HLQW]DQG3ROOLQ$JDUZDO$JDUZDO JLYLQJ
ULVHWRDYLFLRXVF\FOHZKLFKLVGLI¿FXOWWREUHDN&KHQet al. (2005), point out that the transfer of
informal activities between generations can also follow cultural norms and patriarchal traditions.
,QFDVWHVSHFL¿FRFFXSDWLRQVLQ,QGLDIRUH[DPSOHZRPHQIROORZLQWKHKHUHGLWDU\RFFXSDWLRQ
of their family or social group, which is passed on from one generation to the next.
To sum up, informal institutions can both directly and indirectly impact on the economic role of
women. The following paragraphs develop further how better education, access to healthcare and
productive resources have an impact on women’s chances to participate in the labour market.
While looking at these factors is very important, one should always be bear in mind that often
informal institutions might be at the heart of the problem. Addressing the symptoms by, for
instance, increasing female enrolment rates while not addressing high female drop-out rates
due to traditional forms of labour sharing in households might not be good enough.

Access to Resources
Education
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Literacy and numeracy are essential skills if the individual is to be able to compete in the labour
market and are becoming increasingly important in today’s information society (Clark, 2003). Not
surprisingly, women with basic skills in literacy and numeracy have a better chance of winning
access to formal employment (Jütting et al., 2008b; Leach, 1999; Clark, 2003). Furthermore,
education enables women to change their status within informal work and even to move from
informal to formal activities over the course of their lives (Jütting et al., 2008b). Women may
start as informal contributing family workers, and, after having accumulated additional human
capital, are then able to move on to paid work in the informal sector, to become self-employed
in the informal sector or even to gain a foothold in the formal workforce (Jütting et al., 2008b).
This indicates that not only education but also experience, vocational training and life-long
learning are important for women to have a choice between formal and informal work, and a
FKRLFHEHWZHHQJRRGDQGEDGMREV/HDFK  FRQ¿UPVWKHLPSRUWDQFHRIH[SHULHQFHDQG
further learning by emphasising that school, in many developing countries, does not provide
girls with relevant marketable skills but still focuses on traditionally feminine skills that offer
OLWWOHRSSRUWXQLW\IRUDVXVWDLQDEOHLQFRPH)XUWKHUPRUHLQDQHPSLULFDODQDO\VLVIRU.HQ\D
Atieno and Teal (2006) point out that women with high levels of education and experience are
more likely than men to have a public sector job which offers relatively high levels of social
protection and pay3. The fact that public employment is traditionally one of the main destinations
IRUHGXFDWHGZRPHQLQWKHODERXUPDUNHWVRIPDQ\FRXQWULHVDOORYHUWKHZRUOGFRQ¿UPVWKLV
¿QGLQJ -WWLQJet al., 2008b).
'HVSLWHVLJQL¿FDQWHIIRUWVGXULQJWKHODVW\HDUVLQFORVLQJWKHHGXFDWLRQJHQGHUJDSLPSRUWDQW
JHQGHUGLIIHUHQFHVLQHGXFDWLRQDODWWDLQPHQWSHUVLVW'H¿FLHQWLQYHVWPHQWLQJLUOV¶HGXFDWLRQDQG
basic skills fundamentally limits their access to formal employment opportunities and pushes
women towards informal employment, as their only survival labour market strategy. According
WRWKH81(6&2,QVWLWXWHIRU6WDWLVWLFV  ZRPHQPDNHXSWZRWKLUGVRIDOOLOOLWHUDWHVLQWKH
world. It must be noted that over the course of the last decades, the educational gap between
boys and girls has been closing, but in many developing countries the educational system is
simply not appropriate for girls, who lack both the time and freedom to attend school (Leach,
1999). The World Bank (2001) underlines that the mere provision of schools is not enough to
improve girls’ access to education and that it is necessary to consider girls’ needs in a larger
context: toilet facilities for them, short distance from their villages, provision of transport to
school, etc.
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The link between education and poverty is often handed down from one generation to the
next, with mothers playing a major role. Heyzer (2006) indicates that educational poverty is
often transferred to their children by mothers. Lastarria-Cornhiel (2006) shows for Ecuador,
&RORPELD6RXWK$IULFDDQG.HQ\DWKDWJLUOVDUHRIWHQSXOOHGRXWRIVFKRROHDUO\WRKHOSPHHW
basic survival needs of the family. While mothers are away at work, daughters must take over
the housework and care for younger children. Their educational disadvantages keep girls from
GHYHORSLQJVNLOOVWKDWZRXOGHQDEOHWKHPODWHURQWRFRPSHWHLQWKHIRUPDOODERXUPDUNHW 81
2005). Hence, women’s lower education pushes them towards informal work, bad working
conditions and low pay.

Land, credit and information networks
Access to land, credit and information networks is extremely important for women if they are
to improve their chances in the labour market, whether this is waged employment, farming
or self-employment. The 2008 World Development Report (World Bank, 2008) highlights the
important differences in women’s access to land compared with that of men. A sample of
countries in Latin America has shown that only 11 to 27 per cent of all landowners are women.
Even in countries where women account for a large share of agricultural production, such as
8JDQGDWKH\RIWHQKDYHQRRURQO\OLPLWHGULJKWVRQWKHODQG :RUOG%DQN 
As indicated, institutions – formal and informal – shape the access to land and often grant
only limited, if any, rights to land to women. Consequently, in most developing countries there
is a deep contrast between female land control and ownership and their contribution to land
development (Agarwal, 2003; Rebouché, 2006). Furthermore, privatisation of land rights,
commercialisation of community resources (communal land, forests, water) and increasing
ODQGVFDUFLW\ IRUH[DPSOHLQVRXWKHUQ1LJHU KDYHVLJQL¿FDQWO\ZHDNHQHGZRPHQ¶VFODLPWR
land, a factor which pushes women further into certain forms of informal activities (LastarriaCornhiel, 2006).
1RW OHDVW EHFDXVH RI LQVXI¿FLHQW DFFHVV WR ODQG RZQHUVKLS ZRPHQ IDFH YDULRXV FRQVWUDLQWV
LQ WKHLU GHFLVLRQV WR HQJDJH LQ IRUPDO HQWUHSUHQHXULDO DFWLYLWLHV (VLP DQG .XWWDE  
Restricted land laws for women and their related poor resources often mean women have
restricted access to capital (Lastarria-Cornhiel, 2006; Agarwal, 2003; ILO, 1998a .DEHHU
2008). Furthermore, socio-cultural barriers frequently hinder women’s access to credit and to
HQWUHSUHQHXULDODVVLVWDQFHDQGFRQVXOWDQF\ (VLPDQG.XWWDE )LQDOO\PHQDOVRKDYH
EHWWHUDFFHVVWRSURGXFWLYHDVVHWVDQG¿QDQFLDOFDSLWDOUHODWLYHWRZRPHQEHFDXVHWKHUHWXUQV
of their entrepreneurial activities are often higher than those of women, who engage mainly in
survivalist activities with limited returns. Men have better tools of the trade and operate from
better work spaces and consequently they produce or sell higher volumes and different ranges
of goods and services. Because of their limited returns, women often rely on informal sources
RI¿QDQFHVXFKDVIULHQGVDQGIDPLO\DQGFRQVHTXHQWO\ULVNKDYLQJRQO\OLPLWHGFRQWURORYHU
their enterprises (ILO, 1998a). Evidence from Botswana (Ntseane, 1999) shows that women are
occasionally successful in setting up their own businesses but often face major constraints and
barriers not only in terms of access to credit but also because of the patriarchal structures.
Another important factor in determining women’s selection into formal and informal activities is
their degree of access to information networks. In many countries, social norms prevent women
from entering networks that offer formal employment opportunities or support entrepreneurial
activities. Hence, women rely on networks mediated to them through relationships to men in
order to acquire professional contacts, information and support (Chen et al., 2005). Furthermore,
WKH ODFN RI FRQWDFWV LQ ¿QDQFLDO PDUNHWLQJ RU FOLHQW QHWZRUNV SUHYHQWV ZRPHQ¶V DFFHVV WR
other opportunities offered by these institutions, such as consultancy, training, education or
information (ILO, 1998a). Because of the limited access to networks, informal work is often
the only option to generate income.
At the same time, the informality of women’s work also hinders their access to professional
networks and institutional approaches that facilitate the access to resources. For example,
women who work informally are excluded from formal sector workshops that organise collective
ISBN: 978-92-64-05923-8 - © OECD 2009
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renting of expensive tools and equipment or offer technical consultancy and legal coverage
(VLPDQG.XWWDE 0RUHRYHUWKHLUOLPLWHGLQWHJUDWLRQLQWRSURIHVVLRQDOQHWZRUNVIXUWKHU
hinders their participation in mechanisms of collective decision making, e.g. trade unions, work
councils or other formal organisations of workers (Beneria and Floro, 2004).
*HQGHUGLIIHUHQFHVLQMRETXDOLW\DQGLQIRUPDOHPSOR\PHQWDUHUHODWHGWRDQXPEHURIHFRQRPLF
factors, including economic structure, trade liberalisation and migration. The following sections
discuss them separately.

Economic Structure and Changes
Women in informal employment and the economic structure
Shifts in economic structure have a profound impact on the differing positions of women and
men in the labour market. Because of structural constraints (e.g. less access to education and
skill development), women can frequently adapt less easily to changing demands in the labour
market. As a consequence, they tend to be crowded into agriculture in developing countries;
into manufacturing in fast-growing countries; and into services in industrialised countries.
When the share of the agricultural sector started to decline in the 1970s, men increasingly left
agriculture for better-paid work. At the same, time the involvement of women in agricultural
activities began to rise in many countries. This “feminisation of agriculture” (World Bank,
2008) has had important consequences: in many developing countries women are now overrepresented in farming activities, and work in agriculture is the most common form of female
employment and the largest source of income for women (Lastarria-Cornhiel, 2006; Esim and
.XWWDE$JDUZDO+H\]HU 
As a rule of thumb, the proportion of informal employment is greater in the agricultural sector
than in the non-agricultural sectors. In fact, in developing countries almost all female activities in
DJULFXOWXUHFDQEHFRQVLGHUHGWREHLQIRUPDO 3DUOHYOLHWDQG;HQRJLDQL/DVWDUULD&RUQKLHO
(VLPDQG.XWWDE8QQLDQG5DQL ,QVRPHRIWKHIRUPHU&RPPXQLVWFRXQWULHV
in Central and Eastern Europe, as for example in Romania, the introduction of the market
economy in the 1990s has sharply decreased the options for women in formal employment
and so they have been pushed into different forms of informal employment, such as crossborder trade, craft work, food-processing, piece-rate home-work and home-based services,
DQGVXEVLVWHQFHIDUPLQJ 3DUOHYOLHWDQG;HQRJLDQL(VLP 
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Different types of work within agriculture
Furthermore, differences exist in terms of the activities women perform within agriculture
compared with men. Women largely work to contribute to their family’s income, whereas
men in informal agricultural activities tend to work as own-account farmers. In developing
countries, on average 69.1 per cent of those working as contributing family workers are women
against 30.9 per cent of men, whereas 71 per cent of men are self-employed in informal work
in agriculture against 29 per cent of women (Jütting et al., 2008b). Moreover, women tend to
work in subsistence farming and in smallholder production, in traditional agro-export agriculture
FURSVJURZQRQSODQWDWLRQVVXFKDVFRIIHHVXJDURUFRFRD DQGLQWKHODERXULQWHQVLYH¿HOGRI
QRQWUDGLWLRQDODJURH[SRUWDJULFXOWXUH KRUWLFXOWXUHFURSVVXFKDVYHJHWDEOHVÀRZHUVIUXLWV 
whereas men in agriculture tend to work in machinery-driven, large-scale production of nontraditional agricultural exports and tend to be involved in supervision and management (LastarriaCornhiel, 2006; Chen, 2004). Consequently, informal work in agriculture is characterised by
strong gender-based differences in status and income when compared with informal work in
the non-agricultural sectors. Women’s informal work in agriculture is often low paid, unpaid or
paid in food rather than wages (Jütting et al., 2008b5HERXFKp (VLPDQG.XWWDE  
VKRZWKDWLQWKH:HVW%DQNDQG*D]DZRPHQLQDJULFXOWXUHVWLOOPDLQO\SHUIRUPXQSDLGIDPLO\
labour, whereas women’s informal activities in non-agriculture are mainly remunerated.
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Additionally, in many regions in Africa, Latin America and Asia, the proportion of women in
informal work is also increasing in non-agricultural sectors. In the growing regions in South
Asia for example, more and more women work in manufacturing as well as in services, both
VHFWRUVZLWKDVXEVWDQWLDOSUHYDOHQFHRILQIRUPDOHPSOR\PHQW 8QQLDQG5DQL $VLQ
agriculture, the informal activities that women usually perform are quite different from those
of men. Women are more likely than men to be pushed into informal work in export-oriented
light manufacturing (e.g. clothing, textiles, leather, footwear, electronics) where they perform
simple manual tasks and labour-intensive operations (Chen et al., 1999). The need for lowskilled and low-paid workers favours female informal employment without offering them status
EHQH¿WVRUWKHFKDQFHWRDFFXPXODWHWHFKQLFDOVNLOOV 6WDQGLQJ6HJXLQRDQG
Beneria, 2001a; Chen et al., 2005). Lastarria-Cornhiel (2006) also shows that own-account
women in Ahmedabad City in India tend more to be home-workers, whereas own-account men
work more as street vendors and often own their own businesses.
*HQGHUGLIIHUHQFHVLQLQIRUPDOHPSOR\PHQWDUHOLQNHGWRDGLVWLQFWLRQEHWZHHQUXUDOYHUVXVXUEDQ
employment. Naturally, much of the difference between women’s and men’s representation
in rural versus urban informal employment is determined by each group’s representation in
agricultural versus non-agricultural activities. However, increasingly important in rural areas
are off-farm activities, many of them household-based and informal. Off-farm activities account
for between 30 to 40 per cent of rural incomes in Asia, Latin America and sub-Saharan Africa
(Wisana, 2006). These activities include the processing and packaging of food, beverage and
tobacco products; textile and apparel production; construction and the production of construction
materials; and a wide range of services (Carr, 1984).
Finally, gender differences may also be explained depending on whether employment is
LQ WKH SXEOLF RU WKH SULYDWH VHFWRU 3XEOLF VHFWRU HPSOR\PHQW LV JHQHUDOO\ FKDUDFWHULVHG DV
IRUPDO HPSOR\PHQW RIIHULQJ UHODWLYHO\ VHFXUH HPSOR\PHQW ZLWK VRFLDO SURWHFWLRQ EHQH¿WV
(e.g. Hussmanns, 2005). There has been a decline in the share of public sector employment
in many countries going back roughly to the late 1980s. The degree to which women are
particularly affected by the decline in the share of public sector employment is not clear and
GHSHQGVRQWKHUHODWLYHYXOQHUDELOLW\RIPHQDQGZRPHQWRMREORVVDVZHOODVWKHLUDELOLW\WR¿QG
RWKHUIRUPDOHPSOR\PHQW%DVHGRQGDWDJRLQJXSWRRQHVWXG\¿QGVDULVHLQWKHIHPDOH
share of public employment in a sample of developing countries (Standing,1999). Consistent
with this, another study of ten Latin American countries shows that women’s representation
in informal employment from 1990 to 2000 was either stable or declining, even in the face of
RYHUDOOGHFOLQHVLQWKHVKDUHRISXEOLFVHFWRUHPSOR\PHQW *DOOLDQG.XFHUD 7KHSXEOLF
sector has thus been an important source of formal employment for women while the decline
in public sector employment does not appear to have contributed to an over-representation of
women in informal employment.

Trade liberalisation, technological change and economic restructuring
Trade liberalisation has brought important changes to domestic labour markets in terms of
UHDOORFDWLRQRIODERXUDFURVVFRXQWULHVVHFWRUVDQGDFURVVW\SHVRIMREV )UHHPDQDQG.DW]
5HYHQJD*DVWRQDQG7UHÀHUDQG*URVVPDQDQG 4. It has
not only affected women’s participation in the labour market but also the types of jobs women
hold and the conditions under which they work. Overall, trade liberalisation and associated
FKDQJHVRIHFRQRPLFDFWLYLWLHVKDYHFUHDWHGEHQH¿WVIRUZRPHQEXWWRDOHVVHUGHJUHHFRPSDUHG
with men. This being said, while job opportunities have greatly improved in the moment of
an economic expansion, risks and vulnerabilities also increased in particular in a moment of
economic downturn.
Trade liberalisation can impact on female employment and working conditions in various ways.
On the one hand, it has expanded opportunities for women through sectoral allocation of work
WRZDUGVH[SRUWOHGLQGXVWULHVDQGVSHFL¿FW\SHVRIVHUYLFHVEHQH¿WLQJZRPHQ VHH1RUGDV
2003; Joekes, 1999, for a review of the related literature). According to trade theory, trade
liberalisation will lead to the expansion of employment in labour-intensive industries in developing
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countries. Since women are often over-represented in those sectors of the economy, they are
H[SHFWHGWREHQH¿WIURPWUDGHOLEHUDOLVDWLRQ2QWKHRWKHUKDQGPDQ\RIWKHQHZMREVFUHDWHG
and taken by women are of low quality; most of them are informal and offer low pay and bad
working conditions. In addition, it is also believed that women may be more hurt by the adverse
effects of trade liberalisation and import competition, compared with men.
Joekes (1999) argues that women may also gain from trade liberalisation in terms of higher
wages, if these are compared to their earnings in the sectors (e.g. agriculture, domestic
services and small-scale commerce) where they were mostly found before changes induced
by liberalisation. In addition he argues that export companies in the formal sector conform to
minimum wage legislation and hence pay fair wages to men and women. To take the example
of manufacturing, trade liberalisation at least in early years led to a large increase in the share
RIHPSOR\PHQWLQH[SRUWOHGPDQXIDFWXULQJZKLFKKDVEHQH¿WHGZRPHQ7KHFUHDWLRQRI([SRUW
3URFHVVLQJ=RQHV (3=V RIIHUHGRSSRUWXQLWLHVIRUMREFUHDWLRQHVSHFLDOO\IRUZRPHQLQODERXU
intensive industries such as garments, footwear, electronics, clothing and toys (ILO, 1998b;
-RHNHV1RUGDV :RPHQLQ6RXWKHDVW$VLDUHSUHVHQWDYHU\VLJQL¿FDQWVKDUHRI
informal manufacturing, especially in garment shops, shoe factories, craft industries but also
IDUPLQJ DQG EXLOGLQJ *KRVK   $Q LPSRUWDQW SDUW RI WKH ZRUN LV RIWHQ VXEFRQWUDFWHG
to domestic companies which further subcontract to home-workers, many of them women.
Evidence from Bangladesh, based on a computable general equilibrium model (Fontana and
Wood, 2000), shows labour relocation from agriculture to manufacturing, and employment and
wage gains for women. Ozler (2000) shows a positive relation between exports and the share
RIIHPDOHHPSOR\PHQWDWWKH¿UPOHYHOLQ7XUNH\IRUWKHSHULRG
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With respect to agriculture, trade liberalisation tends to favour medium and large producers.
Women, mainly holders of small plots of land, lose out when their farming land is taken to
produce export-oriented agricultural goods. Constraints in women’s access to credit, transport
and storage facilities (Baden, 1998) further limit their ability to increase their production and
gain from trade. The situation is even more acute in horticulture, a form of agriculture dominated
E\ZRPHQDQGRQWKHULVHVLQFH 81XSWRSHUFHQWRIZRUNHUVDUHZRPHQ 
Large corporations dominate and hence women are often found on large-scale farms working for
low wages and in bad conditions. Women working in this sector might be even more vulnerable
than those in manufacturing as there are more health risks associated with the agricultural
ZRUNDVZHOODVWKHVHDVRQDOQDWXUHRIWKLVZRUN*LGHRQ  DUJXHVWKDWLQFUHDVHGIHPDOH
employment rates in low quality jobs have created new health risks for women. This problem
is even more acute as many of these workers lack basic health protection coverage. In the
VHUYLFHVVHFWRUZRPHQKDYHEHQH¿WHGDWOHDVWWRVRPHGHJUHHIURPWKHH[SDQVLRQRIMREVVXFK
as those in call centres. However jobs in this sector are also of poor quality, with low wages
DQGPLVVLQJEHQH¿WVDVWKHOHYHORIZRUNHUV¶XQLRQLVDWLRQLVIDLUO\ORZ
Finally, trade-related factors have led to a deterioration of work conditions for some women.
First, changes in the nature of work and the increasing demand for skills are expected to have
a negative effect on low-skilled women and those with incomplete access to information and
limited mobility. Second, the relocation of foreign investment to cheaper regions and countries
around the world, coupled with the crisis in the garment industry, can also explain the loss of
an important number of jobs in Asia, very often held by women. Finally, globalisation has been
associated with lower subsidies for domestic non-tradeable goods that are usually produced
by women (Standing, 1999).
7R VXP XS ZRPHQ KDYH EHQH¿WHG DW OHDVW LQ VRPH ZD\ IURP WUDGH OLEHUDOLVDWLRQ DQG WKH
changing characteristics of economic activity, but it is possible that their limited access to
resources and institutional and societal factors, determined to a large extent by informal
LQVWLWXWLRQVKDYHQRWDOORZHGWKHPWREHQH¿WDVPXFKDVPHQ0RVWLPSRUWDQWO\ZRPHQDUH
QRWDKRPRJHQRXVJURXSDQGVRPHPLJKWKDYHEHQH¿WHGZKLOHRWKHUVDUHORVLQJ:KHWKHU
ZRPHQEHQH¿WPRUHRUOHVVUHODWLYHWRPHQGHSHQGVRQWKHVSHFL¿FFRXQWU\FKDUDFWHULVWLFV
in terms of economic structure, its abundance in labour, the position of women in the labour
PDUNHWDQGVRFLHW\WKHVWDJHRIGHYHORSPHQWDQGWKHÀH[LELOLW\RIODERXUPDUNHWV
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Migration
Migration impacts on informal employment for women in two ways. First, through the labour
market status of female migrants in the destination country and second through the impact of
male migration on labour market outcomes of the women left behind.
$FFRUGLQJ WR WKH 81)3$   LQ  WKHUH ZHUH DERXW PLOOLRQ ZRPHQ PLJUDQWV
corresponding to 49.6 per cent of total migrants and to an increase of 3 percentage points
between 1960 and 2005. The largest increase (Morrison et al., 2007) is observed in Oceania,
/DWLQ$PHULFDDQGWKH&DULEEHDQ$IULFDDQGWKHIRUPHU6RYLHW8QLRQ5. Migration status and
hence the labour market status of migrants in the destination country are strongly determined
E\PLJUDWLRQSROLFLHV,QHDUO\SHULRGVLQPLJUDWLRQKLVWRU\IDPLO\UHXQL¿FDWLRQSROLFLHVDOORZHG
women to follow their husbands who migrated for work purposes. Hence women were mainly
reduced to lives as housewives because of the limited work options that were granted in the
destination country. The creation of female migrants’ networks, the lower cost of migration
and the empowerment of women in terms of participation in economic and social life led to the
sharp increase of the number of female migrants that we experience today. Now many men
migrate in turn as accompanying family members, following their wives’ migration.
Despite this “feminisation of migration”, women’s lower education in some countries, as well as
the barriers some face in terms of access to land, credit and information networks, may prevent
WKHPIURPIXOO\EHQH¿WLQJIURPPLJUDWLRQ7KHUHDUHYDULRXVZD\VLQZKLFKIHPDOHPLJUDWLRQLV
linked to informal employment and the quality of jobs that women hold. First, female migrants
can themselves be informally employed in the destination country. The probability of informal
work is in general higher for migrants than for native residents, especially if it concerns illegal
migration. This is even more the case for low-skilled workers, among whom many are women.
As women are less likely than men to be able to use their own land resources and cash to
cover the cost of migration, they are more constrained in their migration destination choices.
As a consequence, discrimination against women may lead to higher representation of female
migrants in informal employment, both relative to male migrants and natives. Supporting
evidence from internal migration in Colombia (Florez, 2003) shows that migrant women from
rural areas are more likely to be in informal employment and in particular in the subsistence
part of the informal sector than local women and men (whether migrants or locals).
Migration also impacts on women’s labour market options if it is not the women migrating, but
their husbands. Male migration to urban labour markets increases women’s responsibilities in the
rural labour market and in particular in farming activities (World Bank, 2008). Moreover, business
start-ups by returning migrants and their families (Mesnard and Ravallion, 2001; Leichtman,
2002; Wahba, 2004) create opportunities for work for household members, in particular for
women who manage small businesses in the case of absence of male family members and/or
become contributing family workers. In addition, remittances sent home by male migrants
have an effect on women’s labour supply (OECD, 2007), and they can alter labour allocation
and decisions within the households, in the form of reduced work hours or change in the type
of work. Finally, male out-migration can have an empowering effect on women through their
SK\VLFDODQG¿QDQFLDOLQGHSHQGHQFH ,QWHUQDWLRQDO2UJDQLVDWLRQIRU0LJUDWLRQ ,20  DV
ZHOODVWKHLUVHOIHVWHHPDVFRQWULEXWRUVWRWKHFRPPXQLW\=DFKDULDKet al. (2002) show that the
VRFDOOHG³*XOIZLYHV´WKDWLVWKHZLYHVRIPDOHPLJUDQWVLQWKH*XOIUHJLRQJDLQLQGHSHQGHQFH
autonomy, status, management skills and experience in dealing with the world outside their
homes following their husbands’ departure.

HOW TO ACHIEVE BETTER JOBS FOR WOMEN?
Building Capacity and Promoting Productivity at Work
Several studies emphasise that education is an important factor in determining the selection of
women into formal and informal activities (Jütting et al., 2008b81&KHQ/HDFK
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1999). However, important gender differences exist worldwide not only in basic education but
DOVRLQWDNHXSUDWHVRIYRFDWLRQDOWUDLQLQJDQGDSSUHQWLFHVKLSVFKHPHV*HQGHUGLIIHUHQFHVDOVR
exist in the impact of these programmes on employment prospects and earnings, with women
RIWHQEHQH¿WLQJOHVVWKDQPHQ7KLVHYLGHQFHLVQRWFRQ¿QHGWRGHYHORSLQJFRXQWULHVEXWLV
also supported by data in developed countries. For example apprenticeships have a smaller
impact on women than men in many countries around the world (for a review of the literature
see Ryan, 2001). Technical and vocational education (TVE) “appears to have a limited impact
on changing gender patterns of employment” (Adams, 2007).
)RUGHYHORSLQJFRXQWULHV.DEHHU  DUJXHVWKDWZRPHQDUHOHVVOLNHO\WRUHFHLYHYRFDWLRQDO
training compared with men. In addition, even in cases where women were as likely as men
WRUHFHLYHWUDLQLQJWKHUHZHUHVLJQL¿FDQWGLIIHUHQFHVLQWHUPVRIWKHDPRXQWRIWUDLQLQJWKH\
UHFHLYHG .DEHHU   SURYLGHV D GHWDLOHG UHYLHZ RI WKH OLWHUDWXUH DQG VKRZV WKDW WKLV LV
LQGHHGWKHFDVHLQ1LJHULDDVZHOODV&{WHG¶,YRLUH8JDQGDDQG*XLQHD6. Adams (2007) gives a
detailed description of how cultural factors determine women’s participation in TVE programmes
in male-dominated sectors and hence their subsequent employment in these sectors.
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The described shortcomings and limitations can be overcome with careful design and
LPSOHPHQWDWLRQ (QFRXUDJLQJ HYLGHQFH LQ WKLV VHQVH FRPHV IURP HYDOXDWLRQV LQ 3HUX DQG
&RORPELDDQG%XOJDULD3RODQGDQG6ORYDNLD7KH3UR-RYHQ7SURJUDPPHLQ3HUXLVDODERXU
WUDLQLQJSURJUDPPHIRUSRRU\RXQJSHRSOHLQXUEDQDUHDV¿UVWLQWURGXFHGLQ$FDUHIXO
evaluation by Ñopo et al. (2007) shows that the programme has been extremely successful in
WHUPVRIWKHVXEVHTXHQWODERXUPDUNHWRXWFRPHVRIZRPHQSDUWLFLSDWLQJLQLW3UR-RYHQQRW
only promotes equal participation among men and women but also offers special subsidies to
young women with children. Ñopo et al. show that the programme increases employment rates
of women more than those of men, and the overall effect (taking into account employment
UDWHV RFFXSDWLRQDO ¿HOG KRXUV RI ZRUN DQG ZDJHV  LV IRXQG WR EH ³VXEVWDQWLDOO\ KLJKHU IRU
females than for males” (Ñopo et al., 2007). Another training that targets disadvantaged young
people in Colombia is the Jóvenes en Acción scheme, introduced between 2002 and 20058 and
offering standard training and on-the-job training as well as additional stipends for women with
children. The evaluation of the scheme by Attanasio et al.  VKRZVWKDWWKHEHQH¿WVZHUH
KLJKHUIRUZRPHQERWKLQWHUPVRIHPSOR\PHQWDQGRIZDJHV.DW]  DUJXHVWKDWSDUWRI
the success of the Jóvenes en Acción programme is that it was operated by non-governmental
RUJDQLVDWLRQV 1*2V ORFDWHGLQWKH\RXQJSHUVRQ¶VQHLJKERXUKRRG%RWK-yYHQHVHQ$FFLyQ
DQG3UR-RYHQZHUHYHU\ZHOOWDUJHWHGDQGSURYLGHGOLQNVZLWKSULYDWHVHFWRUODERXUGHPDQG
ZKLFKDFFRUGLQJWR.DW]  DFFRXQWVIRUSDUWRIWKHLUVXFFHVV,QDGGLWLRQWKH\ZHUHEHWWHU
adapted to women’s needs and focused on providing the skills required for the types of tasks
ZRPHQXVXDOO\XQGHUWDNH3URJUDPPHVWKDWRIIHUSRVWWUDLQLQJJXLGDQFHFDUHHUFRXQVHOOLQJ
and job placement can be also extremely useful, especially for women with no prior labour
market experience9.

Childcare policies
A major obstacle to better jobs for women is the scarcity of childcare provision. This relationship
is substantiated by studies of informal women workers in Angola, Bangladesh, Costa Rica,
*XDWHPDODWKH3KLOLSSLQHVDQG=DPELD VXUYH\HGLQ&DVVLUHUDQG$GGDWL 7KHFKDOOHQJH
RIEDODQFLQJIDPLO\UHVSRQVLELOLWLHVZLWKSDLGZRUNKDVDUJXDEO\EHFRPHLQFUHDVLQJO\GLI¿FXOW
as a result of the breakdown of traditional family support (resulting in part from internal and
international migration) and the increased number of female-headed households. Moreover,
the scarcity of childcare provision can contribute to the growth of informal employment in that
it creates demand for informal domestic workers as childcare providers (ibid.).
An in-depth study of existing childcare programmes in 13 developing countries was undertaken
by Cassirer and Addati (2007). Each of these programmes was established to address the needs
of a wide range of informal women workers, including domestic workers, vendors, workers in
DJULFXOWXUHDQG¿VKLQJDQGKRPHEDVHGZRUNHUV7KHSURJUDPPHVYDU\FRQVLGHUDEO\LQWKHLU
design and implementation mechanisms, such as the extent to which they rely on parents’
contributions and co-operate with partner institutions including national and local governments,
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HPSOR\HUVWUDGHXQLRQVDQG1*2V$NH\FKDOOHQJHIRUWKHVHSURJUDPPHVLVWKHLU¿QDQFLDO
sustainability, particularly given the generally low earnings of informal workers. Cassirer and
Addati argue that, in a number of cases, the sustainability of these programmes rested on their
being supported by multiple partner institutions.
Some of the schemes reviewed by Cassirer and Addati (2007) were successful as women reported
that “childcare enabled them to work more productively, with fewer interruptions to attend to
children’s needs and fewer concerns about children’s safety”. In addition in some schemes,
women reported higher earnings associated with the childcare facilities (Nairobi and Chile). The
ORFDWLRQRIWKHFKLOGFDUHIDFLOLWLHVZDVLGHQWL¿HGDVLPSRUWDQWLQGHWHUPLQLQJRXWFRPHV

Microfinance
7KHRULJLQVRIPLFUR¿QDQFHDUHFRPPRQO\DVVRFLDWHGZLWKWKH*UDPHHQ%DQNLQ%DQJODGHVK
HVWDEOLVKHGLQWKHV7KH*UDPHHQ%DQNSURYLGHVORDQVZLWKRXWFROODWHUDOUHTXLUHPHQWVWR
small groups of poor workers, the majority of them women. The basic model has subsequently
EHFRPH YHU\ LQÀXHQWLDO ZLWK PLFUR¿QDQFH SURJUDPPHV QRZ RSHUDWLQJ LQ PDQ\ GHYHORSLQJ
FRXQWULHV7KHUHDUHVHYHUDOPLFUR¿QDQFHSDUDGLJPVGLIIHULQJLQWKHLUFULWHULDIRUVXFFHVVDQG
PRGHVRIRSHUDWLRQ7KHVHKDYHEHHQUHIHUUHGWRDVWKH³¿QDQFLDOVHOIVXVWDLQDELOLW\´WKH³SRYHUW\
alleviation” and the “feminist empowerment” paradigms, though different programmes may
FRPELQHVHYHUDOHOHPHQWVRIWKHP 0D\RX[ 0LFUR¿QDQFHLQYROYHVQRWRQO\PLFURFUHGLW
but insurance and savings facilities, and the last of these may be particularly important for the
poorest women (Burjorjee et al., 2002).
The ¿QDQFLDOVHOIVXVWDLQDELOLW\SDUDGLJPis argued to be “dominant within most donor agencies”
(Mayoux, 2000). In one sense, this paradigm could be argued to work in women’s favour in
receiving loans, given that women tend to have higher repayment rates. However, one concern
with this paradigm is that it may tend to overlook the needs of the poorest women, for whom
returns to investments may be lower (Burjorjee et al., 2002). A particular concern here is the
opportunity cost of time for poor women to join local groups that form the basis of most MFIs
PLFUR¿QDQFHLQVWLWXWLRQV :HLQEHUJHUDQG-WWLQJ  KDYHVKRZQWKDWSRRUZRPHQLQ
particular simply do not have the time to spend to participate actively as their opportunity
costs are too high.
TheSRYHUW\DOOHYLDWLRQSDUDGLJPVHHVPLFUR¿QDQFHDVDQDOWHUQDWLYHRUFRPSOHPHQWWRWUDGLWLRQDO
poverty alleviation programmes rather than an investment in the narrow sense of the term, as
LQWKH¿QDQFLDOVHOIVXVWDLQDELOLW\SDUDGLJP)RUH[DPSOHWKLVSDUDGLJPPD\IRFXVRQVPRRWKLQJ
IDPLOLHV¶LQFRPHDQGFRQVXPSWLRQSDWWHUQVLQWKHIDFHRIF\FOLFDORUVHDVRQDOÀXFWXDWLRQV
In the IHPLQLVWHPSRZHUPHQWSDUDGLJPPLFUR¿QDQFHLVVHHQDVSDUWRIDEURDGHUSDFNDJHRI
improving women’s economic, social and political status, and is associated with the development
of participatory women’s organisations. In assessing these approaches Mayoux (2000) writes
WKDW³8QOHVVSRYHUW\UHGXFWLRQDQGHPSRZHUPHQWJRDOVDUHH[SOLFLWO\LQWHJUDWHGWKURXJKRXW
SURJUDPPHGHVLJQDQGLPSOHPHQWDWLRQPLFUR¿QDQFHPD\KDYHOLWWOHSRVLWLYHLPSDFW´
,QHYDOXDWLQJEHVWSUDFWLFHLQPLFUR¿QDQFHSURJUDPPHVDUHSRUWE\WKH8QLWHG1DWLRQV&DSLWDO
'HYHORSPHQW)XQG 81&') VWDWHV
³([SHULHQFHKDVVKRZQWKDWLQFUHDVLQJZRPHQ¶VDFFHVVWRPLFUR¿QDQFHKDVZLGHUDQJLQJ
EHQH¿WVQRWRQO\IRUZRPHQ¶VZHOOEHLQJEXWDOVRIRUWKHZHOIDUHRIWKHIDPLO\DQGWKH
health of the larger economy” (Burjorjee et al., 2002).
<HWWKHUHSRUWDOVRFDXWLRQVWKDWODUJHUORDQVPDGHE\PLFUR¿QDQFHLQVWLWXWLRQVDUHGLVSURSRUWLRQDWHO\
taken out by men rather than women. Moreover, there is a positive correlation between the
EHQH¿WVIURPPLFUR¿QDQFHDQGFOLHQWV¶LQLWLDODVVHWVZKLFKFDQSHUSHWXDWHJHQGHULQHTXDOLW\
JLYHQ WKDW WKRVH RI ZRPHQ DUH JHQHUDOO\ VPDOOHU 7KH UHSRUW DOVR DUJXHV WKDW PLFUR¿QDQFH
institutions need to account for the greater constraints on women’s time and mobility in
SURYLGLQJVHUYLFHV$JDLQDVZLWKWKHRWKHUSROLFLHVSUHVHQWHGWKHVSHFL¿FGHVLJQLVFUXFLDOIRU
WKHVXFFHVVRIDVSHFL¿FSURJUDPPH
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Providing Better Protection
Workers’ organisations play a fundamental role in improving their welfare. They contribute to
enhancing the capacity of women as well as providing them with means for improving social
protection. The relevance of such organisations for informal workers is potentially wide-ranging,
DVVXJJHVWHGE\VWXGLHVRIRUJDQLVDWLRQVRILQIRUPDOZRUNHUVLQ6RXWK$IULFD *ROGPDQ
Devenish and Skinner, 2004). These organisations represent the interests of members to local
JRYHUQPHQWVPDQDJHWKHQXPEHURIPHPEHUVRSHUDWLQJLQDQDUHDUHVROYHFRQÀLFWVDPRQJ
PHPEHUV FRRUGLQDWH RUGHUV DQG EXON EX\LQJ IDFLOLWDWH DFFHVV WR EHQH¿WV DQG FUHGLW DQG
savings facilities, and organise education and training, in addition to engaging in negotiations
and collective bargaining.
3HUKDSVWKHEHVWNQRZQRUJDQLVDWLRQRILQIRUPDOZRPHQZRUNHUVLVWKH6HOI(PSOR\HG:RPHQ¶V
Association (SEWA) in India, with nearly a million members in 2006. As with workers’ organisations
in South Africa, SEWA is engaged in a wide range of activities, including the provision of childcare
DQGKHDOWKFDUH *DOOLQDQG+RUQ 7KHIDFWWKDW6(:$LVQRWWLHGWRDUHFRJQLVHGHPSOR\HU
FUHDWHGGLI¿FXOWLHVLQLWVEHLQJIRUPDOO\UHFRJQLVHGDVDXQLRQERWKQDWLRQDOO\DQGLQWHUQDWLRQDOO\
6(:$ <HW6(:$DGGUHVVHGWKLVFRQFHUQDQGUHFHLYHGOHJDOUHFRJQLWLRQDVDXQLRQE\
WKH ,QGLDQ JRYHUQPHQW LQ  DQG MRLQHG WKH ,QWHUQDWLRQDO &RQIHGHUDWLRQ RI 7UDGH 8QLRQV
,&)78 LQ6(:$KDVVHUYHGDVWKHPRGHOIRU6(:$7XUNH\6(:$<HPHQDQGWKH6HOI
(PSOR\HG:RPHQ¶V8QLRQ 6(:8 LQ6RXWK$IULFD ,/2 6(:$DOVRSOD\HGDUROHLQWKH
DGRSWLRQRIWKH,/2+RPH:RUN&RQYHQWLRQ & RI *DOOLQ 
'RPHVWLFZRUNHUVDUHDPRQJWKHPRVWGLI¿FXOWWRRUJDQLVH\HWXQLRQVRIGRPHVWLFZRUNHUV
– some claiming membership extending to the thousands – have been established in East
Asia, South Asia, sub-Saharan Africa, and Latin America and the Caribbean. As an example
of the potential effectiveness of these unions, the National Federation of Domestic Workers in
3HUXZDVLQVWUXPHQWDOLQWKHSDVVDJHLQRIOHJLVODWLRQSURYLGLQJGRPHVWLFZRUNHUVZLWK
social security and healthcare coverage, vacation time and an eight-hour working day. Also
established was a confederation of national unions of domestic workers in Latin America and
WKH&DULEEHDQ *DOOLQDQG+RUQ 
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6WUHHWYHQGRUVZRXOGDOVRVHHPGLI¿FXOWWRRUJDQLVHEXWKHUHWRRWKHUHKDYHEHHQVXFFHVV
stories. The National Association of Street Vendors in India (NASVI) claimed to represent 168 000
street vendors from 20 states of India in 2003 (ILO, 2007). A confederation of eight national
XQLRQVRIVWUHHWYHQGRUVLQ/DWLQ$PHULFDDQGWKH&DULEEHDQZDVHVWDEOLVKHGLQ *DOOLQDQG
Horn, 2005). StreetNet, established in Durban, South Africa in 2002, is an international alliance
of membership-based organisations of street vendors, including unions, co-operatives and
associations (StreetNet, 2008). The number of membership-based organisations representing
street vendors compiled by StreetNet is noteworthy: 120 in Africa, 40 in Asia and 113 in Latin
America.
)LQDOO\WKH:RPHQLQ,QIRUPDO(PSOR\PHQW*OREDOL]LQJDQG2UJDQL]LQJ :,(*2 LVDJOREDO
research-policy network that seeks to improve the status of the working poor, especially women,
LQWKHLQIRUPDOHFRQRP\:,(*2KDVJDLQHGVRPHFRQVLGHUDEOHLQÀXHQFHLQEULQJLQJLQIRUPDO
employment to the debate of researchers, policy makers and donors.
These examples suggest that the legal and logistical obstacles to organising informal women
workers are surmountable, providing a potentially important path to better jobs for women.

Employment guarantee schemes and public works
A wide variety of employment guarantee schemes exist throughout the world (see Antonopoulos,
IRUDQRYHUYLHZ 7KHODUJHVWRIWKHVHLV,QGLD¶V1DWLRQDO5XUDO(PSOR\PHQW*XDUDQWHH
6FKHPH 15(*6 ZKLFKSURYLGHVXSWRWHQGD\VRIHPSOR\PHQWEHQH¿WVWRUXUDOKRXVHKROGV
XSRQUHTXHVWDWWKHQDWLRQDOPLQLPXPZDJH3DVVHGLQ15(*6VWDUWHGWREHLPSOHPHQWHG
on a nationwide basis in 2008 (The Economist, $QLPSRUWDQWSUHFXUVRUWR15(*6ZDV
WKH(PSOR\PHQW*XDUDQWHH6FKHPHRIWKH6WDWHRI0DKDUDVKWUDEHJLQQLQJLQWKHHDUO\V
in which earnings were paid as piece rates.
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Insofar as women are disproportionately represented among the poor, one indicator of the
effectiveness of these programmes is that women are well represented within them. In the
VWDWHRI5DMDVWKDQXQGHU15(*6SHUFHQWRISDUWLFLSDQWVDUHUHSRUWHGWREHZRPHQ The
Economist, 2008). Similarly, the Jefes3URJUDPPH 3URJUDPPHIRU8QHPSOR\HG0DOHDQG)HPDOH
Heads of Households), implemented in Argentina following the economic crisis of 2001-02, was
also effective in this respect, with about 75 per cent of participants being women as of 2005
(Tcherneva and Wray, 2007). Summarising the effects of Jefes on women in Argentina, Tcherneva
DQG:UD\ZULWH³6RPHRIWKHEHQH¿WVZRPHQUHSRUWDUHZRUNLQJLQPRWKHUIULHQGO\MREVJHWWLQJ
QHHGHGWUDLQLQJDQGHGXFDWLRQKHOSLQJWKHFRPPXQLW\DQG¿QGLQJGLJQLW\DQGHPSRZHUPHQW
through work”. These examples suggest that employment guarantee schemes can indeed be
RIEHQH¿WWRZRPHQSURYLGHGWKDWWKH\DUHDGHTXDWHO\GHVLJQHGDQGLPSOHPHQWHG
Overall, there are major problems in reaching out to women, and in particular women in more
disadvantaged groups, for at least two main reasons. Women’s limited access to information
and/or misunderstanding of the eligibility and conditions of the scheme are often suggested as
explanations of the limited success of these programmes. In addition, public work schemes often
require physical work and hence may be less appealing to women. Furthermore, women can be
less represented in public work programmes that require long journeys to work, given the social
constraints imposed on them by social and cultural norms and their family responsibilities.
3XEOLFZRUNVDQGHPSOR\PHQWJXDUDQWHHVFKHPHVRIIHUVHYHUDOOHVVRQVOHDUQWDQGH[DPSOHVRI
good practice. If the main constraints on women’s participation are cultural norms and customs,
then projects that target solely women (or even women-only components of projects) can help.
If the issue is more about family constraints and the non-availability of childcare facilities,
then the distance of the programme from women’s houses matters most. In addition on-site
provision of childcare facilities can also help overcome these constraints. Finally broad access
to information and clear presentation of the requirements and conditions of participation are
FUXFLDOIRUZRPHQ .DEHHU 6XFFHVVIXOSURJUDPPHVLQDWWUDFWLQJWDUJHWLQJZRPHQVXFK
as the rural maintenance programme in Bangladesh use for instance loudspeakers to inform
people about the programme and women were offered access of women-only projects, hence
addressing issues related to cultural norms and restrictions. Reaching out to women is at least
as important as the effectiveness of the programme.

Social protection schemes
A large number of social protection schemes around the world either target or extend to informal
workers. They comprise a large range of activities, from health and life insurance to pensions
and childcare or also education and health-related conditional cash transfers. Lund and Srinivas
(2000) review many of these schemes in Bangladesh, Bolivia, Colombia, India, Japan, the
3KLOLSSLQHV6RXWK$IULFDDQG=LPEDEZHZKHUHDV3HUU\et al. (2007) provide rich information
on such schemes in Latin America10. Information on various types of social protection schemes
LVDOVRSURYLGHGE\.DEHHU  2YHUDOOWKHTXDOLW\RIWDUJHWLQJDQGWKHSURJUHVVLYLW\RI
WKHVHVFKHPHVYDU\VLJQL¿FDQWO\
$FFRUGLQJWR.DEHHU  ZRPHQPD\EHQH¿WPRUHWKDQPHQIURPVRFLDOSHQVLRQVFKHPHV
and cash transfers. This will be the case if women live longer and/or because female-headed
households depend more on social pensions compared with male-headed ones. A large set of
LQWHUHVWLQJH[DPSOHVRIVFKHPHVWDUJHWLQJZRPHQGLUHFWO\RULQGLUHFWO\DUHUHYLHZHGLQ.DEHHU
  )RU H[DPSOH WKH 3UHYLGrQFLD 6RFLDO LQ %UD]LO ZKLFK H[SDQGHG LQ  WR SURYLGH
universal entitlement to a basic pension to the elderly and those in informal rural employment,
was successful in extending its coverage, especially among women workers in the informal
HFRQRP\DQGIHPDOHKHDGHGKRXVHKROGV8QLYHUVDOVRFLDOSHQVLRQVLQ1DPLELDVHHPWREHPRUH
important for women than men as more female-headed households depend on the pensions
DVWKHLUPDLQLQFRPHVRXUFHWKDQPDOHKHDGHGKRXVHKROGV=DPELD¶VVRFLDOFDVKWUDQVIHUIRU
the ultra-poor is another example of a well targeted scheme that covers a large number of
women. Finally, Bangladesh recently introduced a social assistance programme for widows and
destitute women. Conversely, India’s state social assistance programme, which was introduced
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LQDQGLQFOXGHVIDPLO\EHQH¿WVDPDWHUQLW\VFKHPHDQGDQROGDJHSHQVLRQVFKHPHKDV
not successfully managed to extend coverage to women, who only constitute 37 per cent of
the total.
7KH¿QDQFLDOVRXUFHVRIWKHVHVFKHPHVDQGWKHLUPDQDJHPHQWYDU\ZLGHO\7KHUROHRIWKHVWDWH
is most often very important, but recently initiatives have emerged that engage the private
sector, and trade unions and civil organisations. The interventions can come from the state
and the formal sector of the economy, but can also be based on the informal community (Lund
and Srinivas, 2000). Indeed, involving community-based organisations in social protection is
DQRWKHUDSSURDFKWKDWKDVUHFHQWO\DSSHDUHG$FFRUGLQJWR.DEHHU  FRQFOXGLQJWKHVH
SDUWQHUVKLSVEHWZHHQWKHVWDWHDQGWKHSULYDWHVHFWRUFDQEHYHU\EHQH¿FLDODQGPD\WKHUHIRUH
be desirable. The state can not only channel development funds to social protection but also
create incentives for the private sector to participate in the markets for social protection. Other
emerging actors in this arena are the trade unions and occupation-based cooperatives, as well
DVPLFUR¿QDQFHLQVWLWXWLRQVWKDWPRYHIURPWKHVROHSURYLVLRQRIFUHGLWWRPRUHGLYHUVL¿HG
ORDQVDQG¿QDQFLDOSURGXFWV)LQDOO\IRUPDOXQLRQVKDYHPDGHWKHLU¿UVWVWHSVLQH[WHQGLQJ
their services to the informal sector. Overall, the provision of social protection involves various
ministries and hence co-ordination among them is needed (Shepherd et al., 2004, cited in
.DEHHU 

CONCLUSION
This chapter has shown that women are over-represented in the most disadvantaged positions
within the informal sector. This has important implications for their earnings and their access
WRVRFLDOSURWHFWLRQDQGRWKHUZRUNUHODWHGEHQH¿WV2YHUDOOLPSRUWDQWGLIIHUHQFHVEHWZHHQ
men and women are found in terms of their endowments, the types of jobs open to them and
the constraints they face. It appears that the same factors that are responsible for the limited
participation of women in the labour force are often also those responsible for their overrepresentation in low quality and informal jobs.
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First, informal institutions and discrimination shaped by cultural and social norms introduce
important constraints on the types of jobs women can do and the conditions of work. In addition,
informal institutions also limit women’s access to resources, such as education, land, credit
and information networks, which further limit the opportunities women have in the labour
market. These factors impose constraints on the way and the extent to which women adapt
WRDQGEHQH¿WIURPDODERXUPDUNHWFKDQJHLQGXFHGE\JOREDOLVDWLRQ6HFRQGO\WKHDFFHVV
to resources (credit, land, communication, etc.) matters a great deal for female labour force
outcomes. Finally the economic structure and continuing changes in the context of globalisation
determine how many women participate and in which types of jobs.
3ROLFLHVDGGUHVVLQJJHQGHUGLVSDULWLHVZLWKUHVSHFWWRODERXUIRUFHRXWFRPHVVKRXOGH[SDQGWKH
work options women have in the formal sector, improve mobility towards better jobs, enhance
productivity and improve the conditions of work for those in informal jobs with limited options
elsewhere, through, among other things, the provision of social protection. The policy discussion
in the previous section has shown that interventions in different moments of a woman’s life
are necessary. Early interventions aiming to increase access to education and training on the
one hand, and change stereotypical views of the gender roles of the young generations on the
other, can increase a woman’s chances of getting a good job. Later interventions in the form
RIHPSOR\PHQWVSHFL¿FVFKHPHVPLFUR¿QDQFHDQGFKLOGFDUHSROLFLHVFDQIXUWKHULQFUHDVHWKH
options open to women. Finally, for those women who have no other choice but jobs in the
informal sector, schemes to expand social protection to them, as well as workers’ organisations,
can improve their conditions of work.
)URPWKHGLVFXVVLRQLQWKHSUHYLRXVVHFWLRQLWEHFRPHVFOHDUWKDWWKHGHVLJQRIVSHFL¿FVFKHPHV
is an important factor in determining the participation of women and subsequently the success
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of the programme. A few conclusions can be drawn from existing schemes around the world.
First, and very importantly, reaching out to women – and particularly to the most disadvantaged
among them – is not straightforward. Hence special provisions should be made for women,
given their limited access to information and networks. Innovative and more women-friendly
PHWKRGVVXFKDVWKRVHXVHGLQWKH,QGLDQ(PSOR\PHQW*XDUDQWHHVFKHPH XVHRIORXGVSHDNHUV
with the objective of reaching out to a larger number of people), can be successful in attracting
women. Second, special provisions should be made to satisfy the constraints women face with
respect to their family responsibilities and limited geographic mobility, offering them options
of work close to their house and childcare facilities. Finally co-ordination is necessary, not only
among policy actors but also between them and social partners such as women’s organisations
that know better the needs of women and the constraints they face.
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NOTES
1. ,QIRUPDOVHFWRULVGH¿QHGWRLQFOXGHWKH³VHOIHPSOR\HGGRPHVWLFVIDPLO\ZRUNHUVZDJH
DQG VDODU\ ZRUNHUV LQ ¿UPV RI IRXU RU IHZHU SHUVRQV H[FHSW SURIHVVLRQDO DQG WHFKQLFDO
occupations” (Funkhouser, 1996: p. 1739).
2. 7KLV VHFWLRQ KDV ODUJHO\ EHQH¿WHG IURP LQSXWV E\ $QJHOD /XFL FRQVXOWDQW WR WKH 2(&'
Development Centre.
3. 6WXG\EDVHGRQWKH.HQ\DQ/DERXU)RUFH6XUYH\ ODWHV PXOWLQRPLDOORJLWUHJUHVVLRQ
analysis for occupational outcomes: utility of labour market outcome (non-participation,
participation formal sector, participation informal sector) as a function of education, gender
and experience.
4. 7KHGHEDWHFRQWLQXHVRQZKHWKHUWUDGHOLEHUDOLVDWLRQKDVVLJQL¿FDQWHIIHFWVRQLQWHUVHFWRUDO
DOORFDWLRQ RI ODERXU :KHQ VHFWRUV DUH EURDGO\ GH¿QHG WKHUH LV FRQVHQVXV WKDW WUDGH
liberalisation has brought important structural changes within sub-sectors in manufacturing
and services (Wacziarg
Wacziarg and Wallack, 2004).
)..
5. 7KLVLVWRVRPHH[WHQWGXHWRWKHEUHDNXSRIWKH6RYLHW8QLRQ
6. Impact of education on probability of getting a public sector job and a lower wage effect
for women, compared to men.
7. It provided training to 42 000 16-24 year olds between 1996 and 2003.
8.

“It
It provided three months of in-classroom training and three months of on-the-job training
to 80 000 young people between the ages of 18 and 25 in the two lowest socio-economic
VWUDWDRIWKHSRSXODWLRQ´ .DW]S 

9. .DW]  GLVFXVVHVWZRVXFKSURJUDPPHVLQUXUDO,QGLDWKH%DDWFKLW3URMHFWDQGWKH
%KDUDWL\D<XYD6KDNWL7UXVW
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10. Examples of such schemes include: mutual health insurance schemes in West Africa, universal
health insurance or pension schemes (national pension system in Japan), extension of
existing statutory schemes, the Mexican Seguro popular, the Asociacion Mutual “Los Andes”
$08$1'(6 LQ&RORPELD&RRSHUDWLYHOLIHPXWXDOVHUYLFHVDVVRFLDWLRQ &/,0%6 LQWKH
3KLOLSSLQHV *UDPHHQ .DO\DQ LQ %DQJODGHVK WKH 6HJXUR XQLYHUVDO GH VDOXG GHO LQVWLWXWR
SROLWHFQLFR7RPDV.DWDUL ,37. LQ%ROLYLDWKH6(:$LQWHJUDWHGVRFLDOVHFXULW\VFKHPHLQ
,QGLDWKHVRFLDOKHDOWKLQVXUDQFHQHWZRUNLQJDQGHPSRZHUPHQWLQWKH3KLOLSSLQHVDQGWKH
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CHAPTER
FIVE

Moving Out of Bad Jobs – More Mobility,
More Opportunity
Jason Gagnon

ABSTRACT
One way for the poor to improve their living standards is to move from bad jobs to better ones.
That can involve switching within sectors, between them, or from one place to another. This
mobility is not an option for everyone and many barriers exist: nor is it necessarily the case that
leaving one job for another will automatically bring extra earnings. But there is more mobility
in informal employment than might be expected and overall in many cases mobility for the
poor does increase their earnings. Integrated policy frameworks spanning employment, social
policies and migration are needed in order to ease the transition to better jobs.
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INTRODUCTION
This chapter looks at the ways that the poor can improve their earnings and standard of living if
they are ready to move: between jobs in the informal sector; between the formal and informal
sectors in both directions; and by physically changing from one place to another.
Three broad questions emerge.
— Can labour mobility help poor people get out of bad informal jobs and, if so, what are the
conditions under which mobility leads to an increase in earnings and so has an impact on
poverty?
— What conditions need to exist for mobility to lead to a better standard of living?
² :KDWFDQSROLFLHVGRWRLQÀXHQFHWKHHQYLURQPHQWLQZKLFKODERXUPRELOLW\WDNHVSODFHWR
ease voluntary mobility?
The mobility of individuals between various states or categories of employment in the labour
market may take several forms, notably from one job to another or from one place to another.
To determine what happens when people change jobs and whether they earn more or less,
researchers typically observe individuals over a period of time to see whether their incomes rise
RUIDOODQGZKHWKHUWKHVHFKDQJHVWDNHSODFHLQVLGHRURXWVLGHWKHZLGHO\LGHQWL¿HGGLYLVLRQRI
the labour market into formal and informal sectors.
7KLVFKDSWHULVVSHFL¿FDOO\FRQFHUQHGZLWKZD\VWRLQFUHDVHLQGLYLGXDOHDUQLQJVWKURXJKWKH
mobility of the poor in developing countries. It discusses policies that make it possible for
workers to move out of bad jobs and into better ones. The framework used in this chapter
considers moves by individuals between four different states in the labour market: i) inactivity;
ii) informal work in a bad job; iii) informal work in a good job; and iv) formal work. It looks
at the contribution to changes in income following shifts between these states. The aim is to
determine who has more economic mobility and who has less.
0DQ\RIWKHVWXGLHV¿QGVXUSULVLQJO\KLJKPRELOLW\EHWZHHQVHFWRUVLQGHYHORSLQJFRXQWULHVEXW
WKH\GRQRWQHFHVVDULO\¿QGVLPLODUUHVXOWVLQWHUPVRISD\6RPH¿QGWKDWPRYHVIURPIRUPDO
jobs to informal jobs mean a drop in income while movement in the opposite direction brings
¿QDQFLDOJDLQ2WKHUVWXGLHVVKRZWKDWWRHDUQPRUHWKHUHLVQRWQHFHVVDULO\DQ\QHHGWROHDYH
informal employment. Informal jobs are therefore not necessarily bad jobs, although there is
much overlap. Moves both within the informal sector, as well as moves between different labour
market segments, may lead to increases in well-being.
The questions of whether mobility can increase earnings and of the forms of mobility under which
this takes place have important implications for policy. If moving from informal to formal is critical
in increasing earnings, then the focus should be on creating formal jobs and accompanying the
transition to formality. But if people can earn more irrespective of the formal-informal division
RIWKHODERXUPDUNHWZKLFKLVDQLPSRUWDQW¿QGLQJLQWKLVFKDSWHUDQGLIJRYHUQPHQWSROLFLHV
seek to increase earnings and the job opportunities of individuals in their countries, they should
aim to do so in both the formal and the informal sectors.
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This chapter contains three major elements. First, using evidence pointing to increases in
earnings mobility in developing countries, it is shown how mobility, informality and poverty
are linked and how they affect the incomes of the poor. Second, it shows that job mobility
and spatial (or geographical) mobility are prevalent in developing countries. It also offers an
overview of factors which may determine the individual’s ability to move and also the factors
which may inhibit their movement to better paying jobs. Finally, policies in the labour market,
in the education sector, in social security provision and on migration are reviewed to see how
they may affect the mobility of individuals, with the aim of helping people move into better
jobs and get paid more, with the end result that poverty is reduced.
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MOBILITY, INFORMALITY AND POVERTY
Different Sorts of Mobility
Labour mobility, by which is meant the ease with which workers move between employment
DFWLYLWLHVLVUHJDUGHGDVDQLQGLFDWRURIDKLJKGHJUHHRIRYHUDOOODERXUPDUNHWÀH[LELOLW\ZLWKLQ
a given country (Nickell, 1997). Greater mobility can be seen as a means for better matching
between workers and jobs. If it can lead to increased returns for the poor, it therefore also
constitutes a key element of a poverty reduction strategy. This observation builds on the
notions and evidence of labour markets presented in Chapter 3 and formulates a framework
within which individuals may shift between labour market states and where mobility does not
necessarily have to mean crossing the boundary between formal and informal labour markets.
/DERXUPRELOLW\FDQEHGH¿QHGDVLQGLYLGXDOFKDQJHVLQODERXUPDUNHWDFWLYLW\6XFKFKDQJHV
can come about in many ways and take many forms. Two broad categories are job mobility
and spatial mobility.
Job MobilityFRQFHUQVPRYHVEHWZHHQMREV7KH\FDQWDNHSODFHZLWKLQD¿UPRUHQWHUSULVH
through either moves sideways or upward promotions. The category also includes moves between
¿UPVZKLFKFDQVLPLODUO\EHVLGHZD\VRUXSZDUG-REPRELOLW\FDQEHIXUWKHUVSOLWEHWZHHQ
LQGXVWULDOPRELOLW\DQGRFFXSDWLRQDOPRELOLW\7KH¿UVWUHIHUVWRFKDQJHVEHWZHHQLQGXVWULHV
(e.g. agricultural to manufacturing industries) and the second to changes in work occupation
(e.g. building worker to brick-layer) (for example in Moscarini and Thomsson, [2008] on mobility
in the US). This category also embraces movements in and out of active employment, including
moves into and out of the labour force (not actively searching, discouraged searchers, not-ofage or retired) and unemployment (actively searching but not employed).
Spatial Mobility is about geographical movement. Such transitions can cover very short
distances and micro-level adjustments, such as moves from urban peripheries to city centres.
But they can also cover longer distances, within a country (internal migration) or between
countries (international migration).
An analysis of labour mobility in developing countries should not ignore moves between informal
jobs. A key feature of labour mobility in developing countries is the possibility of moves not
RQO\DFURVVGH¿QHG labour market segments, such as that between formal and informal jobs,
EXWDOVRZLWKLQLQIRUPDOHPSOR\PHQW0RELOLW\LVLPSRUWDQWLQLPSURYLQJWKHHI¿FLHQF\RIODERXU
markets but also has distributional consequences. In particular, and when poverty reduction
is a major policy objective, moves from bad jobs to good jobs1 and the policies that can foster
them are of particular interest.

A New Look at Informality, Poverty and Mobility
As was argued in Chapter 3, a division may exist not only between formal and informal
employment in the labour market, but also one between an upper and a lower-tier informal
sector (Fields, 1990). This chapter follows that view of the labour market, in arguing that the
good job/bad job division cuts across formality. Indeed, earnings distributions for formal and
informal jobs largely overlap, as shown for Mexico by Maloney (1998) and Laiglesia et al. (2008),
though the lowest earners are typically found in the informal sector2.
This has two implications. First, it is necessary to analyse labour dynamics within informal
employment rather than treating it as a residual sector. Second, informal employment contains
both bad and good jobs, so that transitions involving informal employment should be distinguished
according to job quality within informal employment3.

ISBN: 978-92-64-05923-8 - © OECD 2009

117

IS INFORMAL NORMAL? TOWARDS MORE AND BETTER JOBS IN DEVELOPING COUNTRIES

Diagram 5.1. Labour Market Transitions

TRANSITION DIAGRAM

INFORMAL UPPER-TIER
EMPLOYMENT

FORMAL EMPLOYMENT

INFORMAL LOWER-TIER
EMPLOYMENT

NOT WORKING

Source: author’s own compilation.
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Earnings Mobility and Poverty: Can Mobility Lead to Increased
Earnings?
What are the effects of job mobility and spatial mobility on the earnings mobility of individuals?
Put another way, this section considers who moves and why they move, and whether their
incomes rise or fall, and to what degree, when they leave their existing jobs. For this purpose,
earnings mobility refers to changes in individual earnings. Increases in earnings originate from
three possible sources: i) increases in hours worked; ii) increases in productivity and; iii) changes
in returns for a given level of productivity (Paci and Serneels, 2007). Earnings mobility may
also be negative, especially when it concerns moves from either informal or formal employment
to unemployment, or even ambiguous when they concern individual earnings which do not
normally appear in tangible form (i.e. housework).
ISBN: 978-92-64-05923-8 - © OECD 2009

MOVING OUT OF BAD JOBS – MORE MOBILITY, MORE OPPORTUNITY

An important feature of earnings mobility in developing countries is the evidence linked to the
phenomenon of “unconditional convergence”: a situation in which individuals with the reported
lowest initial incomes, earnings or consumption are those ones who gain and experience the
most positive mobility over time4. Beyond the evidence on convergence, a study of South
Africa shows that it is not necessary to acquire a formal sector job in order to achieve earnings
gains; a majority of earnings gains due to mobility were achieved within the informal sector
(Cichello et al., 2005).
7KH¿QGLQJWKDWHDUQLQJVGLVWULEXWLRQVIURPERWKIRUPDODQGLQIRUPDOHPSOR\PHQWODUJHO\RYHUODS
is consistent with the view of an upper and lower-tier segment within informal employment.
7KHHYLGHQFHSUHVHQWHGRQHDUQLQJVSUHPLXPVIRUDWOHDVWSDUWRIWKHLQIRUPDOVHFWRUUHÀHFWV
the experience of some subgroups of individuals entering the informal sector voluntarily and
choosing to be mobile between formal and informal sectors.
This competitive upper-tier segment is commonly associated with informal self-employment,
such as that shown in Mexico (Maloney, 1999). Self-employed micro-enterprise owners may yield
better outcomes and voluntarily work in the informal sector, while those with waged informal
work may yield lower earnings. A study on Argentina (Arias and Khamis, 2008) demonstrates
that there are no wage differences between formal workers and informal self-employed workers
LQ$UJHQWLQDEXWWKDWLQIRUPDOVDODULHGHPSOR\PHQWFRPHVZLWKDVLJQL¿FDQWZDJHSHQDOW\
Premiums may therefore exist for some types of moves and not others, and associated notably
with moves into self-employment5.
Mobility patterns are consistent with the existence of two different segments in informal
HPSOR\PHQW$FFRUGLQJO\3DJpVDQG6WDPSLQL  ¿QGKLJKPRELOLW\IURPLQIRUPDOVDODULHG
to formal salaried employment, and little mobility between self-employment and formal salaried
in three Latin American countries and three economic transition countries, suggesting strong
matching based on preference for the latter two employment states. Lehmann and Pignatti
(2008) also point to evidence of earnings premiums associated with voluntary moves into the
informal labour market in Ukraine, but that the voluntary segment itself is considerably small
compared with the overall informal sector. Finally, Packard (2007) also shows that the informal
self-employed segment is fairly competitive in Chile, with new entrants regularly pushing out
marginally productive workers6.
It is important to note that mobility is not necessarily associated with increasing earnings per
se. On the contrary, moves to informal wage employment often lead to a drop in earnings. In
Argentina, Mexico and Venezuela, workers who moved from formal wage employment to informal
wage employment experienced a decline in monthly earnings on average, while the reverse move
produced the opposite effect (Duryea et al., 2006). Other empirical studies have also pointed to
earnings mobility within and across segmentation but with major differences across countries.
Marcouiller et al. (1997), for instance, show that while characteristics of informal workers are
relatively similar across Mexico, El Salvador and Peru, results from wage regressions differed.
Mexican data revealed a wage premium associated with informal work, while data from the
other two countries did not. Why such differences may exist between countries is important
for policy making and will be covered in the next section of the chapter.
A mobility pattern where individuals move from the lower tier of informal employment to salaried
formal employment and then to the upper tier of informal employment, often as entrepreneurs
or as self-employed, is consistent with the evidence presented above. But there is also evidence
of certain segments of informal work being segmented and acting as poverty traps. Extended
duration in the informal sector has been shown to yield lower returns for moves into the formal
sector (Saha and Sarkar, 1999). It may be, in this case, that after long droughts in the informal
labour market, moves within the informal sector are more advantageous. This is linked to what
6]HUPDQDQG8O\VVHD  ¿QGLQ%UD]LODQGGXEWKH³LQIRUPDOLW\WUDS´$VWKHSUREDELOLW\RI
transiting out of informal employment declines rapidly over time, an individual not leaving the
informal labour market soon enough risks remaining there for an extended amount of time7.
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Box 5.1. The Case of Mexico
An OECD Development Centre case study on Mexico reveals interesting trends on earnings mobility
there. Using the Mexican Family Life Survey (MxFLS) panel dataset for the years 2002 and 2005,
WKHVWXG\FRQ¿UPVWKDWEDGMREVLQWHUPVRIORZHUHDUQLQJVDQGKLJKHUSRYHUW\DUHIRXQGLQWKH
informal sector, despite longer working hours for individuals. Informal waged workers yielded the
lowest earnings with MXN 1 379 (Mexican pesos) on average with income for the self-employed
0;1 DQGWKHIRUPDOZDJHGZRUNHUVPDUNHGO\KLJKHU 0;1 2QHSRVLWLYH¿QGLQJ
for informal waged workers was that, on average, they had a shorter journey to work than formally
waged workers. As might be expected, self-employed workers had the shortest commute.
Earnings changes between two states of employment (formal-informal) between 2002 and 2005
show that those moving from formal jobs to other formal jobs experienced the biggest gains
followed by those moving from informal to formal jobs, those remaining in informal jobs and
¿QDOO\WKRVHPRYLQJIURPIRUPDOMREVWRLQIRUPDOMREV6LPLODUUHVXOWVZHUHIRXQGIRUZRPHQDV
for men, except that moves to informal jobs in general yielded losses. Moreover, moves by women
from informal to formal yielded the largest gains and even larger than those for men. The study
also found similar results when considering non-economic variables such as those pertaining to
mental health. Mental health symptoms were most severe for those entering or remaining in the
informal sector.
Finally, the study demonstrated that levels of informality may change considerably depending on
GH¿QLWLRQVDSSOLHGIRULQIRUPDOHPSOR\PHQW,QIRUPDOHPSOR\PHQWLQWKH0[)/6LVHVWLPDWHGDW
SHUFHQWZKHQXVLQJWKHUHJLVWUDWLRQFRQWUDFWGH¿QLWLRQSHUFHQWZKHQFRQVLGHULQJVRFLDO
security coverage and 53 per cent when considering the size of the company.
Source: Laiglesia et al. (2008).

The analysis above has limited itself to mobility and increases in earnings, to explain general
increases in welfare. Undoubtedly, other forms of welfare-enhancing factors may be linked
with mobility, such as educational and health outcomes, career development and recognition.
Elements such as job stability, occupational hazard and access to social security are also sure
to be of major importance.
While it may be true that mobility may not automatically lead to an increase in earnings,
evidence generally points to high earnings mobility within and between sectors in developing
countries for the poor. It also highlights a dualistic feature within the informal sector. The
upper-tier segment of the informal sector is associated with positive earnings movement and
voluntary entry. It is small and competitive. In the lower-tier, free-entry informal labour market,
individuals are highly vulnerable to negative shocks and face a rationing problem in quitting
informal employment. The next section reviews determinants and economic conditions which
PD\LQÀXHQFHZKHWKHULQGLYLGXDOVEHQH¿WIURPEHLQJPRELOH

MOBILITY OF INDIVIDUALS: STRATEGIES, EFFECTS
AND BARRIERS
120

Why and How People Move
,QGLYLGXDOVLQGHYHORSLQJFRXQWULHVPD\JDLQ¿QDQFLDOO\E\FKDQJLQJMREVDQGWKHVHMREFKDQJHV
do not necessarily have to cross the formal/informal divide of the labour market to be positive.
This section reviews evidence of labour mobility in developing countries. It gives an overview
of aggregate and individual determinants of mobility as well as of how institutions, economic
shocks and economic shifts may affect labour mobility. It then turns to individuals who do not,
or cannot, move and the barriers some of them face in improving their employment options.
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Setting industrialised economies as a benchmark, it can be seen that job mobility forms part
RIWKHVWDQGDUGVHWRIHI¿FLHQWODERXUPDUNHWSULQFLSOHVLQWKHVHFRXQWULHV 1LFNHOO DV
expected. Yet evidence also points to notable differences even between many of these countries
(Ours, 1990).
Table 5.1 also shows that this is the case for developing countries. Intensity levels of mobility8
for three South American countries are presented, backing the notion that job mobility is also
prevalent in developing countries and that rates differ from country to country, even between
seemingly similar countries (Bosch and Maloney, 2005). Gong and van Soest (2002) show that
in Mexico, mobility between the formal and informal sectors is actually very large compared with
other OECD countries, and in some countries such as Ethiopia, mobility rates between these
sectors is growing (Bigsten et al., 2007). Moreover, a study on Brazil has shown that job mobility
between informal and formal labour markets exhibits similar characteristics as in job-to-job
mobility in the US, indicating that in particular cases, segmentation may not be an impediment
(Bosch et al., 2007). Conclusively, it can be seen that individuals in developing countries do
indeed move fairly frequently, especially when their economic situation is not optimal.

Table 5.1. Geweke, Marshall and Zarkin (1986) Mobility Indexes
Argentina
Male
Female
Mobility of
workers
(Standard
Errors)

Brazil

Mexico

Male

Female

Male

Female

0.5724

0.6515

0.6973

0.7742

0.7724

0.8224

(0.0111)

(0.0132)

(0.0057)

(0.0068)

(0.0037)

(0.0042)

Note: Reproduced from Table 4 in Bosch and Maloney (2005).
Source: Computations are based on 10 000 Monte Carlo draws.
12 http://dx.doi.org/10.1787/533735112538

One method used to observe the intensity of mobility between sectors is to produce transition
PDWULFHVGHULYHGIURPSDQHOGDWD,QWKLVZD\ZHFDQREVHUYHWKHODERXUPDUNHWSUR¿OHRIWKH
same individual over time. Sandefur et al. (2007) have examined mobility for Ethiopia, Ghana and
Tanzania, through the construction of transition matrices, showing the proportion of individuals
UHPDLQLQJLQWKHVDPHMRERUFKDQJLQJVHFWRU7KH\¿QGUHODWLYHO\OLWWOHPRELOLW\7KHLUVWXG\LV
however, marred by short time windows for the panel; in two of the three cases, panel surveys
were conducted twice within a year. This shows that not all studies using transition matrices
¿QGKLJKPRELOLW\EXWDOVRKLJKOLJKWVWKHQHHGIRUEHWWHUDQGORQJHUSDQHOGDWDDVMREPRELOLW\
may be part of a longer term strategy and not necessarily noticeable using short-term data.
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Box 5.2. The Mexican Case – Transition Between Sectors
For a good example of job mobility intensity rates across segmented labour markets, we return
to the Mexican case study conducted by the OECD Development Centre, where the percentage of
informal employment has decreased between 1995 and 2007, but where the absolute number of
informal workers is still increasing.
Using the Mexican Family Life Survey waves in 2002 and 2005 and following the same individuals
in both years, transition matrices between three labour market states (formal, informal, without
a job) were constructed.
7KHUHLVDVWULNLQJOHYHORIWUDQVLWLRQEHWZHHQIRUPDODQGLQIRUPDOVHFWRUMREVDVGH¿QHGKHUHE\
contract status. Only 66 per cent of formal workers in 2002 were still holding formal sector jobs
in 2005, with about 18 per cent moving to an informal job and the remainder not working at all.
Informal workers too exhibited high mobility, with nearly 20 per cent of them moving to a formal
sector job. Notably we observe a relatively higher labour market exit rate for informal workers,
ZLWKQHDUO\SHUFHQWH[LWLQJWKHODERXUIRUFHE\8VLQJGLIIHUHQWGH¿QLWLRQVRILQIRUPDOLW\
yields similar trends.

Transitions in and out of the formal sector:
(among individuals aged 20 to 60 years old)

Individuals with or without labour contract
2005
Formal
Informal
Without job
(percentages)

Status in 2002
Formal
Informal
Without job
Total

65.5
19.7
7.1
23.9

18.2
42.1
7.1
18.8

16.3
38.2
85.8
57.3

Total
100
100
100
100

Note: Weighted data.
Source: Mexican Family Life Survey. First and second waves (2002, 2005).
12 http://dx.doi.org/10.1787/533743345417
Source: Laiglesia et al. (2008).

0DQ\LQGXVWULDOLVHGFRXQWU\VWXGLHVSRLQWWRWKHLPSRUWDQFHRILQVWLWXWLRQVLQLQÀXHQFLQJODERXU
mobility (i.e. Ours [1990]). The context is similar for developing economies. Haltiwanger et
al.  DQDO\VHDVDPSOHRILQGXVWULDOLVHGDQGHPHUJLQJHFRQRPLHVDWWKH¿UPOHYHODQG
¿QGZKHQFRQWUROOLQJIRULQGXVWU\DQG¿UPVL]HWKDWJUHDWHUKLULQJDQG¿ULQJFRVWVUHGXFHMRE
WXUQRYHU=HQRX  DOVR¿QGVWKDWUHGXFLQJHQWU\FRVWVIRU¿UPVLQGHYHORSLQJFRXQWULHV
SURPRWHVIRUPDOHPSOR\PHQW+HDOVR¿QGVWKDWSROLFLHVZKLFKVXEVLGLVHWKHKLULQJSURFHVV
decrease informal employment while policies which subsidise wages increase it. Individuals
may also be attracted by prospective job satisfaction associated with successful transition into
HQWUHSUHQHXUVKLS)XUWKHUPRUHWKHSHUFHLYHGUHODWLYHEHQH¿WVRIXQUHJLVWHUHGDFWLYLW\PD\VLPSO\
outweigh the risks associated with detection (Arabsheibani et al., 2006). In fact, when a control
for taxes on entrepreneurial earnings in South Africa is applied, the wage penalty associated with
working in the informal labour market disappears (El Badaoui et al., 2008). For these reasons,
individuals may opt out of the formal sector and transit into informal employment.
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Economic transition, economic shocks and sectoral shifts play a large role in determining mobility
between sectors. In downturns, the formal sector may shrink and force many individuals to
transit either into unemployment or informal employment. Informal employment then acts as a
buffer to the shock. A comprehensive review by Horton et al. (1991) for instance showed that
in 12 country case studies, aggregate shifts of labour from formal to self-employment evolved
DV D IRUPRIODERXU PDUNHW DGMXVWPHQWGXULQJGLI¿FXOWHFRQRPLFSHULRGV7KLV IDFWLV DJDLQ
evidenced in Khamis (2008) for Argentina during the 1999-2002 crisis; unemployed workers were
PRUHOLNHO\WR¿QGHPSOR\PHQWLQWKHORZVNLOOHGODERXULQWHQVLYHLQIRUPDOVHFWRULQ$UJHQWLQD
Between 1993 and 2001 in Argentina, 3.5 per cent of the population between the ages of 15
and 64 transited from unemployment to employment or from employment to unemployment.
ISBN: 9789264044692
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Moreover, within the subset of the employed, approximately 12 per cent transited between formal
sector jobs and informal sector jobs in a six-month time frame (Inter-American Development
Bank, 2004). However, in times of rapid expansion the reverse does not necessarily hold. The
Bosch and Maloney (2005) study on Mexico showed that the growth period following the Mexican
peso crisis accompanied transition into informal self-employment.
Job mobility can, moreover, result from sectoral economic shifts, such as that resulting from
the intense transition period experienced in Eastern Europe during the 1990s (Jovanovic and
0RI¿W0XQLFKet al., 2005). Evidence from seven Eastern European countries points to
the fact that, in the advanced stages of transition, moves into entrepreneurship are prevalent,
although mainly undertaken by middle-aged and educated males (Dutz et al., 2001). In the
early stages of transition the informal sector serves as a buffer in times of recession, and
formal employment is often strictly preferred to informal employment when it is salaried
informal employment and not informal self-employment (Pagés and Stampini, 2007; Bernabè
and Stampini, 2008). For instance, in the early stages of transition the formal sector may not
be large and dynamic enough to accommodate all individuals preferring to work in the formal
sector. In the Dutz et al. (2001) study the evidence did not show preference for entry into selfemployment for CIS countries, where transition efforts are still lagging compared with Eastern
(XURSHDQFRXQWULHVGHPRJUDSKLFSUR¿OHVFKDQJHGOLWWOHZLWKWKHUDWHRIHQWUHSUHQHXUVKLSLQ
the CIS countries. Moreover, evidence from Ukraine shows that the number of the involuntarily
informally employed is overwhelmingly greater than the voluntarily informally self-employed
(Lehmann and Pignatti, 2008). Box 5.3 presents evidence found in an OECD Development
Centre case study on the economic transition of Romania.

Box 5.3. Economic Transition and Mobility in Romania
The OECD Development Centre report on Romania gives three primary reasons for the persistence
of informal employment rates in Romania and the mobility of workers between informal and
formal sectors in the country.
First, the economic transition of Romania, through economic restructuring and privatisation, has
led to a general move of individuals into informal work. Combined with transition, poor economic
growth as well as general increases in poverty and inequality contributed to dimming the prospects
of job creation. Romanian emigration may also contribute to levels of informal employment, as
many engage in circular movements between origin and receiving country and work informally for
short periods of time when back in Romania.
Second, institutional factors in Romania have forced or led many to opt for informal work. Regulations
on the labour market, the tax and social security system structure, general bureaucratic nuances
combined with corruption are thought to have contributed to this.
Third, social institutions and norms in Romanian society have also played a part in maintaining
or leading individuals to the informal labour market. Aspects in this category include the general
culture of non-compliance, the lack of trust in public institutions, the negative perception of the
state and a general misunderstanding of the social security system.
The combination of these three determinants has led many Romanians to enter voluntarily the
informal sector to work.
Source: Parlevliet and Xenogiani (2008).
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What Factors Help People Move?
/RRNLQJ DW WKH FKDUDFWHULVWLFV RI PRELOLW\ LV LPSRUWDQW DV LW SURYLGHV DQ LGHQWL¿DEOH SUR¿OH
of who is likely to move and who is less likely to move, key notions when prescribing policy
affecting mobility and poverty. There are several ways to look at the issue, generally by
observing individual or aggregate and institutional characteristics. This section will summarise
the evidence of individual characteristics which appear to enable and facilitate workers to move
in the labour market.
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The characteristics of the mobile worker in developing countries are not dissimilar to those
found in developed economies. Education and characteristics raising potential human capital
drive positively the prevalence of mobility. In general, educated males tend to be more mobile
when they are of prime working age. Developing country evidence also points to an important
networking component of mobility. Individuals in certain social classes, ethnic groups or with
certain education levels seem to be better connected and thus able to move within the upper
ranks of the labour market. Additionally, Kumlai (2008) shows that in Thailand, low-paid
workers are more susceptible to movement, possibly because they see opportunity to climb
the earnings scale.
A very important determinant of individual mobility is investment in human capital, which has
been useful in explaining why and how individuals transit between various labour market states
ERWKZLWKLQDQGDFURVV¿UPV %DUWHODQG%RUMDV-RYDQRYLFDQG0LQFHU)DUEHU
1994; Neal, 1999; Topel, 1986 and 1991). Several interpretations have been advanced, the most
FRPPRQEHLQJWKDWWUDQVLWLVIDFLOLWDWHGE\IRUPDOHGXFDWLRQJHQHUDORU¿UPVSHFL¿FWUDLQLQJ
HPSOR\HUVSRQVRUVKLSDQGLQYHVWPHQWLQMREVHDUFK &UHHG\DQG:KLW¿HOG $FFRUGLQJ
to classical human capital theory, workers choose their desired level and type of training and
this in turn determines individual wages as well as their future prospects for mobility.
The mobility induced by the investment in human capital can itself take shape in various forms:
HLWKHUZLWKLQD¿UP LHDSURPRWLRQRUDFKDQJHRIRFFXSDWLRQ DFKDQJHRIHPSOR\HURUD
FKDQJHRIHPSOR\PHQWVHFWRU:RUNHUVZKRKDYHXQGHUWDNHQ¿UPVSHFL¿FWUDLQLQJDQGWKRVH
with longer tenures in their jobs are most likely to experience upward mobility in their jobs,
ZLWKDQDVVRFLDWHGLQFUHDVHLQWKHLUHDUQLQJVDQGDUHKHQFHOHVVOLNHO\WRFKDQJH¿UPV)RUWKLV
reason, job-to-job mobility is much lower among older workers compared with younger ones.
Those who invest more in general training and education are more mobile as their accumulated
KXPDQFDSLWDOFDQEHDSSUHFLDWHGDQGFRPSHQVDWHGRXWVLGHWKHLU¿UP,QGLYLGXDOVFKRRVHDQ
optimal career path depending on their own preferences, expressed by the utility they derive
from every possible outcome and their individual characteristics, including education and
KXPDQFDSLWDOLQYHVWPHQW,IWKHH[SHFWHGEHQH¿WVLQWKHFXUUHQWMREDUHORZHUWKDQWKRVHLQ
alternative job options, workers may decide to move.
Evidence from Slovenia, for instance, shows that education plays a major role in voluntary labour
mobility as well as exits from unemployment during transition periods (Orazem and Vodopivec,
1997). Sorm and Terrell (2000) also examine labour mobility and labour market dynamics in the
&]HFK5HSXEOLFGXULQJWKLVSHULRGDQG¿QGWKDWHFRQRPLFUHVWUXFWXULQJLPSURYHGHI¿FLHQF\LQ
WKHORFDOODERXUPDUNHW7KHLU¿QGLQJVVXJJHVWWKDW\RXQJLQGLYLGXDOVDQGVLQJOHPHQZHUHPRVW
likely to be involuntarily mobile (change jobs or become unemployed), whereas the relatively
more educated were less likely to change jobs and more likely to exit unemployment or job
inactivity. In Georgia as well, queuing for a formal job while remaining unemployed is largely
a device for educated individuals (Bernabè and Stampini, 2008)9.
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In many developing countries, the lack of transition into formal sector jobs may be due to the
short supply of highly skilled individuals. It is often believed that the existence of the informal
sector implies a reserve army of workers easily at the disposal of the formal sector. Andersen
and Christensen (2006) show this is not necessarily the case in Bolivia where the public sector
and the formal private sector compete for a limited number of individuals with the required
QHFHVVDU\VNLOOV7KHLU¿QGLQJVVXJJHVWWKDWVNLOOHGZRUNHUVPD\TXLWWKHLUMREVYROXQWDULO\ZKLOH
job separations for unskilled workers may be involuntary. Benhassine et al. (2006) have also
shown using matched employer-employee data for 11 African countries that the education-wage
JDSLVGXHPRUHWRRFFXSDWLRQDOVHOHFWLRQWKDQ¿UPVHOHFWLRQ VRUWLQJDFURVVRFFXSDWLRQVLV
PRUHLPSRUWDQWLQH[SODLQLQJWKHJDSWKDQVRUWLQJDFURVV¿UPV 7KHVWXG\DOVRFRQ¿UPVWKDW
returns to experience in Africa are large. Skilled and experienced workers are hence a scarce
commodity in developing countries, and in high demand.
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Box 5.4. Mexico Revisited – Transition Conditional on Human Capital
The Mexican case study portrays the important case of transition between informal and formal
sectors conditional on education levels. It is known from employment data in Mexico that more
educated individuals tend to be in the formal sector
The two tables below furthermore display transition matrices between various labour market
states, for two classes of education levels: individuals with six years or less of formal education
DQG LQGLYLGXDOV ZLWK PRUH WKDQ VL[ \HDUV RI IRUPDO HGXFDWLRQ 7KHUH DUH WZR ¿JXUHV ZKLFK DUH
VWULNLQJ7KH¿UVWLVWKDWWHQXUHLQWKHEHVWMREVLGHQWL¿HGKHUHE\VDODULHGMREVZLWKFRQWUDFWLV
highest for the educated group: 62.5 per cent of educated individuals were in this category in
DQGUHPDLQHGLQLWLQZKLOHWKLV¿JXUHZDVSHUFHQWIRUWKHOHVVHGXFDWHGJURXS
7KH VHFRQG ¿JXUH VKRZV WKDW ZKLOH PRELOLW\ LV KLJK IRU ERWK JURXSV ZKDW FRXOG EH WHUPHG DV
bad mobility is more prevalent for the less educated, while the opposite holds for the educated
group. Of less educated individuals 26 per cent transited from salaried jobs with contracts to
salaried jobs without contracts, nearly twice as many as made the opposite transition (14 per
cent). For the educated group only 14.9 per cent transited into salaried jobs without contracts
while 23.4 per cent moved to more secure salaried jobs with contracts. In general, less educated
individuals also transited more into inactive employment status.
Transitions in and out of formal employment: percentage
of individuals with or without labour contracts
(among individuals with six years or less of education)
2005
With labour
Without labour Without labour
Status in 2002
contract and
contract and
contract and
salaried
salaried
self-employed
(percentages)
With labour contract and
45.7
26.0
8.7
salaried
Without labour contract and
14.0
43.8
15.6
salaried
Without labour contract and
2.8
14.7
53.2
self-employed

Not
working

Total

19.7

100

26.6

100

29.3

100

Not working

1.2

5.8

8.5

84.5

100

Total

7.2

14.7

17.1

61.0

100

Not
working

Total

14.0

100

20.7

100

21.8

100

70.3

100

37.4

100

Transitions in and out of formal employment: percentage
of individuals with or without labour contracts
(among individuals with more than six years of education)
2005
With labour
Without labour Without labour
Status in 2002
contract and
contract and
contract and
salaried
salaried
self-employed
(percentages)
With labour contract
62.5
14.9
8.6
and salaried
Without labour contract
23.4
41.1
14.9
and salaried
Without labour contract
9.3
14.5
54.4
and self-employed
Not working
13.1
7.5
8.7
Total

30.1

16.0

16.5

Note: Weighted data, based on Mexican Family Life Survey. First and second waves (2002, 2005).
Source: Laiglesia et al. (2008)
12 http://dx.doi.org/10.1787/533768565575
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Migration and Informal Employment
The arguments so far have centred on labour mobility without considering movements over
space or distance. Spatial mobility, in the form of migration, accounts for an important part of
the observed movement in developing countries and is an important employment strategy for
poor individuals and households. Therefore another characteristic of the informal labour market
includes recently arrived, transitory and circular migrants. Several empirical papers provide
evidence of informally employed rural-to-urban migrants such as Meng (2001) for China and
Florez (2003) for Colombia.
According to classical economic theory, movement into the informal sector is relatively more
common for migrants than non-migrants10. Dualistic models of informal labour markets set
out to explain the apparent paradox of high rates of migration and relatively poor outcomes
for migrants. The Harris and Todaro (1970)11 model tells us that migration can become a twoVWHSSURFHVVZLWKPLJUDQWVQRWIRUWXQDWHHQRXJKWR¿QGDIRUPDOVHFWRUMRETXHXLQJZKLOH
making a living in the informal sector. The migration of individuals to cities often accompanies
economic development, as proximity produces better synergies between economic agents.
In such dualistic models (Lewis, 1954; Harris and Todaro, 1970), the informal sector feeds
subsistence living and eventually disappears with the advent of industrialisation. This turns
out to be a rather one-dimensional approach to explaining migrant informality in urban areas.
Among the assumptions of the model, individual productivity in informal work is zero and
primarily for subsistence. Traditional dualistic approaches to the labour market fail to account
for the competitive, upper-tier informal labour market and the possibility of voluntary entry.
Recent research provides evidence that in some countries, migrant-induced informal labour
markets are dynamic and productive. Cornwell and Inder (2004) point to South African evidence
WKDWPLJUDQWVDUHUHPDUNDEO\DGHSWDW¿QGLQJHPSOR\PHQWJLYHQWKHULVNVDQGVDFUL¿FHVWKH\
KDYHPDGHWRPLJUDWHWKH\DUHOLNHO\WREHKLJKO\PRWLYDWHGWR¿QGZRUN0HQJ  DOVR
shows that internal migrants in China are not necessarily temporarily entering the informal
sector as they wait to transit into the formal sector. Rather, he shows that regardless of
whether migrants are self-employed or receive informal wages, both are often better off than
in the formal sector. Evidence also points to higher mobility between employers and sectors
for migrants than non-migrants; in China it is almost six times that of urban workers (Knight
and Yueh, 2004).
While typically rural-to-urban migration may be thought of as forming part of the development
process, evidence points to the prevalence of other forms of internal migration. Thus, while
internal migration may have once taken the form of one-way schemes, the evidence shows
that today migration is increasingly temporary. In both developed and developing countries,
a sizeable number of migrants engage in either circular behaviour, returning to rural areas
or moving from rural to other rural regions, perhaps for seasonal reasons. As the duration of
these episodes is often short, many migrants remain in the informal sector before returning
or moving on.
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This could be a response, based on preference, to easier travel and increasing information,
PDNLQJLWVLPSOHUIRUPLJUDQWVWRFHDVHHFRQRPLFRSSRUWXQLW\'H%UDXZ  ¿QGVWKDWLQ
Viet Nam, seasonal migration contributed to household moves out of labour-intensive crops
WRPRUHSUR¿WDEOHFDSLWDOLQWHQVLYHFURSV,WFRXOGRQWKHRWKHUKDQGDOVREHDFRQVHTXHQFH
of migration policy or land rights policy, as in China (Rupelle et al., 2008). Additionally, while
counter-urbanisation12 has been documented in developed economies, the developing world has
also begun to experience urban-to-rural migration. Beauchemin et al. (2004) document such
trends in Côte d’Ivoire and Burkina Faso as do Andrzejeweski et al. (2006) in Ghana. These
cases suggest that internal migrants may remain informal, operating temporarily between
both urban and rural regions. Policy has also played a role in inciting individuals to engage in
urban-to-rural migration; Ciupagea et al. (2004) argue that urban-to-rural migration in Romania
followed important land reforms; the incentive to reinvest in land encouraged urban dwellers
to leave the cities.
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Zohry (2005) gives an account of entry into informal labour markets from internal migration
in Egypt. Many internal migrants in Egypt engage in circular migration (or labour circulation)
behaviour, keeping one foot in both regions (or more) while remaining informal. One reason
for this is that temporary migrants typically do not change their legal place of residence. This
PDNHV LW GLI¿FXOW WR LQIHU UDWHV RI LQWHUQDO PLJUDWLRQ RU UDWHV RI HQWU\ LQWR LQIRUPDO ODERXU
PDUNHWVDQGWKXVSXWLQSODFHHIIHFWLYHSROLF\PHDVXUHV+H¿QGVWKDWWHPSRUDU\PLJUDQWVDUH
very poor and often young males, in contrast with Andrzejeweski et al. (2006) who show that
circular migrants in Ghana are educated and display no differences along gender lines.
These cases show that internal migration is prevalent yet contains major differences between
groups. For instance, while migrants may display higher mobility in urban labour markets than
their resident counterparts, this mobility may stem from either voluntary or consequential
motives. The mobility of migrants in China, as in the Knight and Yueh (2004) paper cited above,
may be high because migrants are simply not able to obtain tenure in any job, and therefore
must continuously change jobs. Moreover, migrants in China may also not be necessarily looking
for a formal job because the chances of obtaining one are slim, and thus investment in job
VHDUFKLVPRUHSUR¿WDEOHLQWKHLQIRUPDOVHFWRU
These cases also show that, while earnings mobility from internal migration may be positive
(for example de Brauw [2007] on Viet Nam), it should be remembered that many migrants are
forced into the informal sector, where they are not protected by the state, earn less than urban
dwellers and must deal with the tremendous social and psychological costs associated with
being away from their home in an uncertain environment. Looking solely at migrant individuals
who experienced a change in employment situation a year after an initial survey took place
in Australia, Hugo et al.  ¿QGWKDWWKRVHZKRFKDQJHGHPSOR\HUVGHFODUHGWKHPVHOYHV
DV EHLQJ OHVV VDWLV¿HG ZLWK WKHLU HPSOR\PHQW WKDQ WKRVH ZKR KDG FKDQJHG RFFXSDWLRQ EXW
remained with the same employer. Moreover, as migration implies a household strategy, the
impact this has on household members left behind, who must now deal with the loss of a
productive household member, should not be forgotten.
International migration is also a way to improve livelihoods. International migration may have
a sizeable impact on informality in developing countries within South-South regional unions.
De Vreyer et al. (2007) show that international migration within the West African Economic
Monetary Union (WAEMU) zone often leads to informal sector work (at least more likely than
for non-migrants), with the majority of migrants being less educated than non-migrants. In
contrast, for migrants going to richer countries, education is often an important determinant
for labour mobility (see Larson and Mundlak, 1997). Zohry (2005) also adds that increases in
border constraints are a major factor in determining the type of migrant and the sector into
which he or she self-selects. He makes the case for Egypt by pointing to differing migration
policy in Libya and Jordan; in Libya, the relative ease at the border enables Egyptian migrants
to engage in circular behaviour – and thus in informal sectors – while in Jordan, a costly work
visa is required, forcing a certain level of formalisation.
,UUHJXODUPLJUDWLRQKDVEHHQSDUWLFXODUO\VLJQL¿FDQWLQ¿OOLQJODERXUPDUNHWVKRUWDJHVLQUHODWLYHO\
low-paid service sectors in international cities, much of which is informal (Baláz et al., 2004).
In Berggren et al. (2007), it is shown that the increasingly stringent migratory system has led
to an increase in irregular migration in European OECD countries, with most of these migrants
remaining in the informal sector. Munck (2007) adds that this change has led to an increase
LQWUDI¿FNLQJIRUIRUFHGODERXUIXUWKHUMHRSDUGLVLQJWKHZHOIDUHRIWKHVHPLJUDQWV,UUHJXODU
migration to the informal sector is also particularly high in the USA where, according to Passel
(2005), the numbers exceeded 11 million individuals in 2004, without including regular migrants
choosing to work informally.
Another channel by which international migration may positively impact earnings mobility within
the informal sector in the sending region is through return migration. Many recent studies
(Arif and Irfan, 1997, and Ilahi, 1999, on Pakistan; McCormick and Wahba, 2001, on Egypt;
Carletto et al., 2007, and Piracha and Vadean, 2008, on Albania) have provided evidence of
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individuals leaving informal sector jobs, migrating internationally, and then returning to their
home country to set up a business. These types of occupational changes into self-employment
often lead to higher earnings.
Job and spatial mobility can therefore provide opportunities for individuals in developing
countries to seize better opportunities of employment; evidence shows both forms of mobility
accompanying positive earnings mobility, given the right mix of incentives and policy. However,
for certain individuals, being mobile is not a possibility and the informal sector remains their
only outlet for employment. The next section will look at existing barriers to mobility which
may make good jobs inaccessible for certain individuals.

Barriers to Mobility
The analysis so far has focused on individuals with the ability to be mobile, and has dealt with
how and why mobility may lead to positive earnings mobility. The other side of the story deals
with individuals who are not able, or less able, to be mobile and therefore barred access to better
jobs. In general, individuals facing such barriers form the lower tier of the informal sector. The
biggest barrier to mobility is the lack of good and productive jobs. The rationing of these jobs
means that many individuals will never have the option of obtaining them. Good jobs are not
necessarily only those in the formal sector; the better paid, competitive upper-tier informal jobs
are also subject to entry barriers, in particular in the form of skills and capital accumulation.
A second reason is the high cost of job search, especially in the absence of unemployment
insurance. If good jobs are rationed, then searching for one comes with high opportunity cost
DV¿QGLQJDPDWFKPD\WDNHPRQWKV0RVWLQGLYLGXDOVLQGHYHORSLQJFRXQWULHVFDQQRWDIIRUG
WRGRVRDQGSUHIHUWRZRUNDWOHDVWIURPD¿QDQFLDOSHUVSHFWLYHGRLQJDQ\PHQLDOWDVN7KH\
may search for an upgrade part-time rather than devoting full time attention to this task. Rama
(2003) and Bernabè and Stampini (2008) show this to be the case in Sri Lanka and Georgia
respectively, with wealthier individuals able to queue for good jobs. Evidence of this is consistent
with labour market segmentation. For the poorest this may send them into a poverty trap
and reinforce their employment situation or lack of it; Bosch and Maloney (2005), moreover,
point to evidence that spells of individual duration in unemployment or lower-tier jobs can be
a determinant of long-term immobility.
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Finally, the level of immobility may simply be a result of self-selection resulting from available
FDSLWDO7KHDPRXQWRIKXPDQEXWDOVR¿QDQFLDOFDSLWDOUHTXLUHGWRHQWHUEHWWHUSDLGVHJPHQWV
RIWKHODERXUPDUNHWPDNHVLWGLI¿FXOWIRUPDQ\WRDFFHVVWKHVHMREV,QLWLDOFRQGLWLRQV DQG
changes in these), such as the employment status of the household head (Cichello et al., 2003b)
or the value of household assets (Barrett and Carter, 2007) can make individuals particularly
vulnerable to poverty and immobility. Other factors have been associated with lower mobility
rates, such as large initial household size, poor initial education, poor initial asset endowment,
poor initial employment access (Klasen and Woolard, 2005, on South Africa), gender and race
(Michaud and Vencatachellum, 2003, on South Africa). In support of this view, Chankrajang
et al. (2008) provide evidence that entrepreneurs in the formal sector in Ecuador are not
necessarily those with the highest levels of wealth, and in fact show that the case may indeed
be the reverse: that those who are voluntarily in the informal sector have relatively high wealth.
Similarly, those who may transit into informal sector jobs may be those with the means to do
so. Therefore the factors that predetermine a higher likelihood of being in bad informal work
also affect the likelihood of moving out of bad informal jobs.
In the absence of these three barriers, are there policies or norms which may lead to a
disadvantaged system or discrimination for certain individuals? Some individuals face a plethora
of barriers in moving to better jobs. Generally, barriers to mobility in this sense can come from
a country’s social institutions and cultural norms, its legal and institutional climate, geographic
barriers or migration policies and/or the lack of infrastructure.

ISBN: 978-92-64-05923-8 - © OECD 2009

MOVING OUT OF BAD JOBS – MORE MOBILITY, MORE OPPORTUNITY

First, discrimination in the labour market can result either from social institutions (or norms)
or from policy (or lack of it). Chapter 4 brought an important component of the informal
employment-poverty nexus to the fore: that of gender. Men in general can be more mobile than
women. In household migration decisions, for instance, the human capital of men is perceived to
be higher than that of women (and thus also their ability to generate income for the household)
and therefore it is men who are sent to migrate for work. Many other studies also show that
PHQJHQHUDOO\DUH¿QDQFLDOO\DGYDQWDJHGPRUHHGXFDWHGDQGWKXVGLVSOD\JUHDWHUUDWHVRI
labour mobility to better jobs (for instance, Bosch and Maloney, 2005). Bernabè and Stampini
(2008) demonstrate that in Georgia women are more likely than men to move to less desirable
jobs or exit the labour force altogether.
)XQNKRXVHU  ¿QGVWKDWSUHODERXUPDUNHWFKDUDFWHULVWLFVDUHHYHQPRUHLPSRUWDQWIRU
women than for men in determining mobility. Women become especially immobile after marriage;
in many developing countries, marriage comes with the extra household task of childcare and
general household management. Wives are often tied to their husband’s location and job status,
ZKLFKPD\QRWDOZD\VEHWKHEHVW¿WIRUKHUVNLOOVHW HJ2IHNDQG0HUULOORQWKH86 
Arntz and Assaad (2005) have linked this argument to female job immobility and thus lower
earnings in the case of Egypt13.
Given their socially imposed care workload, women may prefer to opt for employment which
LVPRUHFRPSDWLEOHZLWKWKHLUHYHU\GD\OLYHV$QGHUVHQDQG0XULHO  ¿QGWKDWLQ%ROLYLD
women have a strong preference for the informal self-employment sector, with nearly half of
employed women in their sample with this characteristic14. What is more surprising, however,
is that women make on average 40 per cent less than men in this sector, mostly because they
operate on a smaller scale and have less access to capital. While there appear to be strong
barriers to overcome to gain greater access to capital (unrealistic terms, few opportunities), the
DXWKRUVDOVR¿QGWKDWZRPHQKDYHOLWWOHLQFHQWLYHWRJURZWKHLUEXVLQHVVDVWKH\IDFHUDSLGO\
decreasing returns to capital.
Other forms of discrimination can also emerge in the labour market. Old age can be a source of
immobility; the elderly have typically shown lower rates of job mobility in developed countries
(Groot and Verberne, 1997; Huffman and Feridhanusetyawan, 2007; Jorgensen and Taylor,
2008) than their younger counterparts, but also lower levels of pay (Arunatilake and Vodopivec,
 $VLQGLYLGXDOVJURZROGHU¿QDQFLDOLQFHQWLYHVWRPRYHVKULQNDQGWKHFRVWVRIPRYLQJ
increase. In developing countries, this immobility may play a detrimental role for non-migrating
household members left behind in rural regions. For instance, the mass migration of rural
Chinese to the coast has left many elderly folk behind to deal with agricultural duties and other
household management chores, while remaining in the lower tiers of informal employment.
Finally, discrimination on the labour market may also come in the form of race, ethnicity and
physical disability.
The legal and institutional climate of a country might also lead to the inability of certain individuals
to be mobile in labour markets. Mobility may rest with institutional restrictions on movement.
This is the case in China, for instance, where the Hukou V\VWHPRIUHJLVWUDWLRQPDNHVLWGLI¿FXOW
for rural individuals to obtain good jobs in urban areas (Box 5.5). Combined with the restriction
of movement, the lack of a portable social security system diminishes the incentive of many
individuals to move, as social security access features importantly in individual welfare. Other
legislated distorting practices may also affect the opportunity to seize job opportunities, such as
rigid property rights or housing market legislation. Complicating the issue is the fact that these
formal institutions interact closely with informal institutions and norms, previously covered.
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Box 5.5. Migration Policy and Discrimination in China
An OECD Development Centre case study on two rural counties in China15 revealed the degree
and impact of migration from rural to urban regions of China. Both counties have seen continued
growth of migration rates to economic centres, with currently more than 40 per cent of the
SRSXODWLRQFODVVL¿HGDVPLJUDQWVLQHDFKFRXQW\
0RVWPLJUDQWVDUHPHQZLWKMXQLRUPLGGOHVFKRROHGXFDWLRQDQGPRVW¿QGZRUNLQORZVNLOOHGMREV
such as construction. The returns to migrating are high compared with opportunities back home
and a large percentage of their savings is remitted back home. Although migrant employment
is increasingly stable compared with previous years, and also compared with opportunities back
home, most migrants have little intention of staying in the cities in the long term and plan to
return and invest their savings and put to use their accumulated human capital. Many engage in
temporary and circular migration movements.
0LJUDWLRQ SROLF\ LQ &KLQD LV KLJKO\ LQÀXHQFHG E\ WKH FRXQWU\¶V Hukou registration system. The
V\VWHPHVVHQWLDOO\FODVVL¿HVLQGLYLGXDOVDVEHLQJUXUDORUXUEDQZKLFKWKHQGHWHUPLQHVZKHUHWKH\
KDYHDFFHVVWRSXEOLFVHUYLFHVDQGFRQVHTXHQWO\WKHLUOHYHO7KLVKDVKDGPDMRUUDPL¿FDWLRQVLQ
solidifying segmentation in the Chinese labour market; individuals with urban Hukou registrations
have been able to access better formal jobs, which provide better pay, occupational safety, better
conditions and social security. Migrants, on the other hand, self-select into the informal labour
market and engage in circular migrant behaviour, so as to keep their rights to political participation
in their region of origin and over their land in the community from which they originally came. This
decision clearly compromises their welfare while they are in urban areas, as trying to obtain a good
job in an urban region of China with a rural Hukou status can undoubtedly lead to disadvantages
(Gagnon et al., 2008).
Source: OECD and Development Research Centre of the State Council, China (2009) for country case study on China.

THE ROLE OF POLICIES AND INSTITUTIONS
IN EXPANDING MOBILITY AND OPPORTUNITY
Governments have a number of tools with which to help people into better jobs and out of poverty.
One of these is a set of measures to create both demand and supply, provide job assistance
and help small businesses. There is some dispute as to how effective these programmes have
EHHQ(GXFDWLRQDQGWUDLQLQJDUHDOVR¿HOGVZKHUHJRYHUQPHQWVDUHDFWLYH6RFLDOSROLFLHVWR
help those must vulnerable have a role to play, not least in helping migrants. Initiatives to
lessen the rural-urban divide and to make life easier for migrants should be fostered.

Labour Market Policies
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Active labour market policies (ALMPs), common in OECD countries, can have an important
LQÀXHQFHRQWKHXSZDUGPRELOLW\RILQGLYLGXDOV,QJHQHUDOWKHVHSROLFLHVVHHNWRLQFUHDVHWKH
quality of the labour supply (e.g. training), increasing and creating new demands for labour
(e.g. employment subsidies) and improving general matching mechanisms or job-assistance
VFKHPHV HJSXEOLFHPSOR\PHQWVHUYLFHV 7KH\DOVRWDUJHWPRUHJHQHUDOEHQH¿WVDVVRFLDWHG
ZLWK ODERXU PDUNHW SDUWLFLSDWLRQ VXFK DV WKH EHQH¿WV DVVRFLDWHG ZLWK LQFOXVLRQ LQ ZRUNLQJ
society. While ALMPs generally target the formal sector, the general purpose is to improve the
SUREDELOLW\RILQGLYLGXDOV¿QGLQJDgood job while increasing overall productivity and individual
earnings. As developing country contexts undoubtedly pose a different set of labour market
G\QDPLFVVRPH$/03IUDPHZRUNVPD\EHGLI¿FXOWWRDSSO\LQWKHVHFRXQWULHV %HWFKHUPDQ
et al., 2000). In light of this, Albrecht et al. (2006) observe that even if ALMPs are targeted
towards the formal sector, they can have important spillover effects on the informal sector.
ALMPs aim to maintain or increase employment rates through job creation (demand) by
supporting public works, self-employment, wage subsidies and training (supply), yet a primary
role for improving labour mobility lies in public employment services (PES). Mobility incentives
and other employment services can reduce structural labour market imbalances between jobs
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and unemployed job-seekers by improving matching and sorting mechanisms between workers
and employers; they serve as a sort of brokerage function between the two. These mechanisms
are relatively inexpensive and offer high rewards; by providing job seekers with information
on work opportunities (even informal), they can shorten unemployment spells. In developing
country contexts, community organisations are often in a position to play this mediating role
in the informal sector.
ALMP programmes which can affect mobility include micro-enterprise development programmes
VXFKDVORDQV¿VFDODGYDQWDJHVDQGODERXUKLULQJIDFLOLWDWLRQ7KLVW\SHRILQWHUYHQWLRQDIIHFWV
relatively older and better educated individuals, although surveys demonstrate that participation
rates are low among the unemployed (Abrahart et al., 2000 on Middle Eastern and North African
(MENA) countries). Nevertheless, in the developing country context, governmental institutions
and non governmental organisations (NGOs) alike could help mediate the links between individual
desire to create a start-up and informational and capital needs. Labour market policies, particularly
micro-enterprise support programmes, need to take into account preferences compatible with
individual lifestyles. The Andersen and Muriel (2007) study on Bolivia showed that households
preferred to operate several identical micro-enterprises in order to spread economic risks but
DOVRPDUNHWLQÀXHQFHZKLOHUHPDLQLQJXQGHUDFHUWDLQWD[DWLRQWKUHVKROG16.
The overall consensus on ALMPs is mixed. Public employment services and job assistance
schemes have been shown to have negative effects on employment since they make being
unemployed less unattractive in a study of 15 industrialised countries (Estevao, 2003). On the
other hand, a number of such policies targeting job assistance schemes have been successfully
implemented. In the case of Romania, they have helped reduce unemployment drastically since
1991 (Ecobici and Paliu-Popa, 2007).
Minimum wage legislation may also affect job mobility, especially in developing countries.
Ghana’s minimum wage policies during the 1970s and 1980s, for instance, reduced formal
sector employment opportunities and sent workers into the informal sector (Jones, 1998).
Khamis (2008), on the other hand, has shown that employers react differently to different levels
of legislation. In Argentina, a change in the legislated minimum wage had a stronger impact
on wages in the informal sector than in the formal sector. It would appear in this context that
employers may want to comply with some labour legislation but ignore other elements, such
as social security. The reason for this, however, is not fully understood as it is unclear whether
this is a sign that there is in fact no segmentation in the labour market and that informal labour
market employers have to pay the going wage rate.

Educational, Skill-Building and Training Policies
An area of policy intervention which enjoys public support and great returns is that of education,
skill-building and training. Active labour market policies tend to apply training programmes in
order to stimulate employment and create job mobility. One reason for their popularity is due to
the evidence linking low levels of education and bad informal work (Loayza, 2007). As Radwan
(2006) puts it, the skills of the labour force do not always match the requirements of the labour
PDUNHW,QPLJUDWLRQDOVRHGXFDWLRQSURJUDPPHVVHHPWR¿QGVXSSRUWIRUSROLF\LQWHUYHQWLRQ
In reviewing possible pro-poor paths for Ghana, Al-Hassan and Diao (2007) describe the low
levels of education and skills of migrants from the north of the country migrating to the south.
With such low levels of skills brought to the labour market, the returns, including remittances,
are also inherently low.
As educated individuals are less likely to be working informally, ALMPs aim at providing training
support, either through direct provision or through informational sources, such as licensing
(Betcherman et al., 2000). Different training support is needed depending on whether the
individual has been unemployed in the long or short term, is young or is a displaced worker.
(I¿FLHQW LPSOHPHQWDWLRQ UHTXLUHV FRRUGLQDWLRQ EHWZHHQ WKH SXEOLF DQG SULYDWH VHFWRUV DV
well as a thorough analysis of demand and supply of the current labour market, including the
informal sector.
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$ UHOHYDQW H[DPSOH RI D FRQFHUWHG HIIRUW LQ WKLV ¿HOG LV WKH 7HFKQLFDO DQG 9RFDWLRQDO 6NLOOV
Development (TSVD) initiative in Africa (OECD, 2008), present mostly in the informal sector.
It is hoped that such programmes will lead not only to moves out of informal work, but mostly
to moves out of bad jobs. The initiatives touch upon several key elements of labour mobility
previously mentioned, such as programmes for skills development outside urban areas, where
low levels of education and high levels of informality are found (especially true in the context of
rural-urban migration). In terms of matching and co-ordination schemes, they facilitate moves
from informal to formal sectors by creating recognition standards for skills that are useful and
learned outside the formal sector, as well as support for entrepreneurship initiatives. Further
analysis on TSVD in Africa is elaborated in the following chapter (see Box 6.1 in Chapter 6).
In addition to the TSVD initiatives for the informal sector, the World Bank also advocates
*UDVVURRWV0DQDJHPHQW7UDLQLQJ *07 SURJUDPPHVZKLFKVSHFL¿FDOO\WDUJHWYXOQHUDEOHJURXSV
(Monnet, 2002). GMT programmes, often aimed at women, are used to train individuals to
create marketable products to be sold and used as a basis for informal self-employment. The
work provides them not only with extra revenue, but also with technical and managerial training,
DFFHVVWRPDUNHWVDQGFDSLWDODQGLWOHDGVWRGLYHUVL¿FDWLRQLPSURYHGFUHGLWZRUWKLQHVVDQ
improvement in literacy and varying levels of economic and social empowerment. It is often
DQLPSRUWDQW¿UVWVWHSWRZDUGVHQWU\LQWRDFRPSHWLWLYHODERXUPDUNHW

Social Policies
Anti-discrimination policies should be integrated into labour market policies, preventing harmful
and potentially divisive practices against elderly individuals, women and certain ethnic groups.
6SHFL¿FSROLFLHVVKRXOGDOVREHGHYLVHGWRWDNHLQWRDFFRXQWVSHFL¿FDVSHFWVRIHDFKJURXS
)RULQVWDQFHWKHGLI¿FXOW\H[SHULHQFHGE\WKHHOGHUO\LQEHLQJPRELOHDQGDGRSWLQJQHZZD\V
of societal living, or female family-related aspects such as child-bearing, must be considered
when drafting policies affecting mobility. Policies should also create the incentive to create
diverse and multi-ethnic workplaces to enhance a better understanding of society and minimise
stereotypes.
A second important social issue relating to the spatial mobility of individuals is the level of
portability of basic state-sponsored social services. For instance, rural-urban migration in China
bars migrants in urban regions who wish to retain their rural rights from obtaining the same
rights they enjoyed in their rural hometowns. Migration is used by households as a tool for risk
GLYHUVL¿FDWLRQKHOSLQJWKHPHVFDSHH[SRVXUHWR¿QDQFLDOULVNZKLFKNHHSVWKHPLQGDQJHURI
poverty traps. It may in this sense be seen as a form of social protection, although it fails to
protect them in other fundamental ways. Migrants arriving in urban areas, other regions or
states or in irregular situations in other countries lack access to vital services such as sickness
and unemployment insurance. As such, internal social security policies should include portability
across the country, so as to ensure that the individual move from bad jobs to good jobs also
includes access to health, education and housing, allowing the individual the same basic amenities
WKDWRWKHUVLPLODUZRUNHUVHQMR\7KHLPPHGLDWHEHQH¿WVWRWKHLQGLYLGXDOZLOOVSLOORYHULQWR
productivity and inclusion into normal working society. In fact, in some developed economies,
social security schemes are devised to accelerate job mobility (Usuki, 1999). Such portability
of social services can also be envisaged for moves between formal and informal work.
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The implications resulting from helping individuals to be mobile will certainly bring to light a
host of social issues regarding vulnerable groups who may not be able to participate in the
advantages it provides. As such, policies must consider that certain non-mobile groups may
need to be targeted for subsidies, and other forms of protection and policy schemes must be
devised so as not to worsen the plight of vulnerable groups.
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Migration Policies
A main policy element in this area is to increase the circulation of information and improve
communication facilities. As a result, information on employment opportunities, living conditions
and daily urban costs will not grow to mythological proportions in rural regions. This is only one
side of the coin, however, as push factors also need to be dealt with. Rural region investments,
WD[DWLRQEHQH¿WVHPSOR\PHQWFUHDWLRQDQGDGHTXDWHLQIUDVWUXFWXUHLQKHDOWKHGXFDWLRQDQG
transport in rural areas can help diminish the pressures for people in the countryside to leave
home. In summary, what is needed is the reduction in geographical inequality in living conditions.
In developed economies, and even some developing economies, balanced rural-urban growth
projects have incited individuals to return to or stay in rural regions.
A certain level of internal labour readjustment is necessary, however, to achieve economic
growth and development. Policies can help mitigate this migratory pressure and its prevalence to
drive individuals towards low living conditions in the informal labour market. Internal migration
can be exploited as an agent for development while remaining compatible with existing social
protection schemes. Several solutions have been proposed and different initiatives have been
put in place; overall they aim to improve the plight of migrants, by improving infrastructure to
accommodate their needs and by facilitating mobility and circular migration.
The growing mobility of individuals in China and India, where circular migration appears to be
emerging as the dominant form of spatial mobility (Deshingkar, 2006), provides a good starting
point to evaluate potential policies. Several projects have been launched in these countries (for
instance, the UK Department for International Development (DFID) funded the Andhra Pradesh
Urban Services Project), mostly with the aim of improving the lives of migrants, identifying
vulnerable groups and generating local development.
In general, policies promoting internal migration and development target the removal of barriers
to movement, the provision of social protection (and security) for migrants, the improvement
of remittance-sending infrastructure, the creation of migrant-friendly services, the building
of relevant labour market skills for migrants and the implementation of systematic migration
surveys. Migrant community organisations, for instance, can play an important role – similar to
that of hometown associations (HTAs) in the international context – in providing vital information
on job opportunities, housing, migrant rights and support groups. Moreover, some regions of the
world, such as East Africa, have displayed greater regional mobility following regional integration
(Ammassari et al. 0RELOLW\LQWKLVVSHFL¿FFDVHZDVIDFLOLWDWHGE\WKHFRPELQHGFUHDWLRQ
of regional passports and regional migration arrangements. Similar observations are found in
West Africa, where as many as 8 million Sahelians can be found in other parts of West Africa
(Black et al, 2004). Such mobility-facilitating policies, however, must take into account the rapid
change of labour resources, including the important loss of rural labour and the degradation
of land resources because of its conversion to cropland.

CONCLUSION
The chapter addressed three questions. In seeking to answer them, it has analysed important
issues relating to mobility, informal employment and poverty: the role of mobility in bringing
people out of bad informal employment; the conditions that need to be in place for people to
PRYHDQGZKLFKOHDGWRSRVLWLYHHDUQLQJVLQFUHDVHVDQGSROLF\OHVVRQV7KHRYHUDOO¿QGLQJLV
that in many cases, mobility for the poor yields increases in their earnings, even when mobility
does not transcend the division between formal and informal labour markets. In other words,
there is much more mobility within informal employment than one would expect. This is the
good news. The rather bad news, and this relates to the second point, is that mobility bringing
about an increase in earnings depends on individual characteristics (education, networks, etc.)
as well as a healthy economic, institutional and social environment. Many barriers can prevent
people from moving out of bad jobs, such as discrimination and formal and social institutions.
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The impact of these barriers on individuals can have devastating effects on welfare and poverty,
violating individuals’ rights to occupational and social protection as well as their right to decent
work and equal treatment.
On the other hand, there are also cases in which mobility is not the voluntary choice of an
individual but rather imposed by force or unfortunate circumstances. Economic shifts and shocks
force people to change jobs. Those most likely to gain from these changes are those with high
KXPDQFDSLWDOSUR¿OHV)RUVSDWLDOPRELOLW\SROLF\SOD\VDQLPSRUWDQWUROHLQGHWHUPLQLQJZKR
JDLQVDQGZKR ORVHV,QWHUQDOPLJUDQWVPD\¿QGLWGLI¿FXOWWRLQWHJUDWHDQGIXOO\JDLQE\D
PRYHZKLOHLQWHUQDWLRQDOUHWXUQPLJUDQWVPD\¿QGLWGLI¿FXOWWRUHLQWHJUDWHLQWRWKHLUKRPH
country.
As a consequence of the above, policy makers need to recognise that informal labour markets
are fundamentally linked to the welfare of many poor individuals, who rely on them for a living
and who do not necessarily possess the option of opting out of them. Policies which shape
labour markets, educational opportunities, social cohesion, social security and migration must
therefore take into account poverty implications in both the formal and informal sectors. They
must also recognise that labour mobility and development are intrinsically linked, and that this
link is growing in no small because of the large windfalls associated with the current wave of
globalisation.
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NOTES
1. A bad job is one that does not allow a worker holding that job to exit poverty and eliminate
WKHULVNRIIDOOLQJLQWRSRYHUW\6RGH¿QHGgood jobs are typically formal jobs with social
protection but may also include better paid informal jobs, to the extent that better pay can
compensate for the additional risk borne by the worker.
2. (DUQLQJV GLIIHUHQWLDOV E\ WKHPVHOYHV DUH LQVXI¿FLHQW WR SURYH RU GLVSURYH VHJPHQWDWLRQ
along the formal-informal division because of unobservable characteristics of both workers
and jobs (see Maloney, 1998).
3. In practice, distinguishing according to job characteristics is best approximated by
discriminating according to more readily available information on employment status.
4. Cichello et al. (2003a) show this to be the case for Indonesia, South Africa (for the province
of KwaZulu-Natal) and Venezuela with respect to income: the poor enjoyed the largest
DEVROXWHJDLQV.KRUDQG3HQFDYHO  DOVR¿QGXQFRQGLWLRQDOFRQYHUJHQFHEXWPRUHRYHU
show that income mobility across quintiles or clusters in China in the 1990s was greater
WKDQWKDWLQWKH8QLWHG6WDWHV$VLPLODU¿QGLQJLQ&KLQDZDVVKRZQLQ'HQJet al. (2006)
for the period 1991-95, and in Indonesia and Peru by Grimm (2005).
5. 2WKHU SDSHUV KDYH IROORZHG DQG KDYH FRQ¿UPHGWKLV YLHZ *QWKHUDQG /DXQRY  
IRU&{WHG¶,YRLUHDQG%HUQDEqDQG6WDPSLQL  IRU*HRUJLDFRQ¿UPWKHH[LVWHQFHRI
a dualistic informal sector characterised by a free-entry segment, where earnings are low
relative to a competitively entered upper-tier segment.
6. 7KLVIDFWFRUUHVSRQGVWRDVLPLODU¿QGLQJLQWKHVWDWHRI*HRUJLDLQWKH86+RWFKNLVVDQG
Quispe-Agnoli (2008) show that an increase in the supply of labour in the informal sector
is associated with decreases in low-skill wages, mostly for other informal workers.
7. ,QIDFW<DPDGD  ¿QGVHYLGHQFHRIFRPSHWLWLYHHDUQLQJVDQGYROXQWDU\FKRLFHLQWRWKH
informal self-employment sector in Peru, but only those who did well stayed in the sector.
Others left for more suitable employment.
8. These are summary measures derived from transition matrices.
9. 3DJpV DQG 6WDPSLQL   KRZHYHU ¿QG WKDW ZDJH GLIIHUHQFHV DQG PRELOLW\ SDWWHUQV
between informal and formal sectors were not different across skill levels in three transition
countries (Albania, Georgia and Ukraine) and three emerging market countries in Latin
America (Argentina, Mexico and Venezuela). The study suggests that segmentation in these
countries is not solely caused by policies affecting low-skilled job sectors.
10. Although contingent on skill composition and human capital characteristics, urban residents
nevertheless have better knowledge of local labour conditions, not to mention social networks,
which enable them to obtain formal jobs.
11. The Harris and Todaro model supposes that during this process, armies of informal workers
JDWKHUZLWKLQWKHFRQ¿QHVRIXUEDQVSUDZOZDLWLQJWRREWDLQDMRELQWKHIRUPDOVHFWRU7KH
framework centres on potential migrants who compare the expected utility of migrating
with the expected utility of remaining in the rural economy. This “urban reserve army”
acts as a buffer and an adjustment mechanism between rural and urban wages, which in
turn leads to migratory pressure. The size of the informal labour market is then a function
of the urban wage; if the wage is set high, the amount of formal workers is small and the
informal labour market larger.
12. Also commonly referred to as population deconcentration.
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13. When economic hardship hits the household, women may even increase their labour supply
and enter the lower segment of the informal labour market in addition to covering other
tasks. This may also lead to positive social effects; an increase in earnings, such as this,
may accompany increases in household bargaining power (Khan and Qureshi, 1996).
14. A similar conclusion is made in Laiglesia et al. (2008).
15. The two counties were Yi county in Hebei province and Zizhong in Sichuan province
16. Similarly, the Pagés and Stampini (2007) study on transition in Latin American countries
showed that there was little movement between self-employment and formal salaried jobs,
HYHQZKHQFRQGLWLRQLQJRQHGXFDWLRQOHYHOV%HQH¿WVDPHQLWLHVEXWDOVRFRPSDWLELOLW\ZLWK
individual lifestyle surely account for this observation.
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CHAPTER
SIX

Dealing With Informal Employment:
Towards a Three-Pronged Strategy
Johannes Jütting and Juan R. de Laiglesia

ABSTRACT
Informal employment presents a challenge for low and middle-income countries as they strive
WR¿JKWSRYHUW\DQGPDNHSRVVLEOHIDLUHUVRFLHWLHV'HDOLQJZLWKLQIRUPDOHPSOR\PHQWUHTXLUHV
PRYLQJDZD\IURPSLHFHPHDODSSURDFKHVDQGPRYLQJEH\RQGFXUUHQWPDLQVWUHDPWKLQNLQJ
$QLQWHJUDWHGSROLF\IUDPHZRUNLVQHHGHGWKDWIROORZVWKUHHFRUHD[HVi) the creation of more
IRUPDOMREVii) the provision of incentives for formalisation for those who voluntarily opt out
RIWKHIRUPDOV\VWHPWREHFRPHLQWHJUDWHGLQWRWKHPRGHUQHFRQRP\DQGiii) the protection
DQG SURPRWLRQ RI WKRVH ZRUNHUV ZKR DUH VWXFN LQ EDG MREV *LYLQJ LQIRUPDO ZRUNHUV PRUH
rights, access to services and a voice, while reminding them of their duties as citizens, will
QRWRQO\FRQWULEXWHWRGHYHORSPHQWDQGWKHUHGXFWLRQRISRYHUW\EXWZLOODOVREULQJVRFLHWLHV
FORVHUWRJHWKHU
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INTRODUCTION
The previous chapters have shown that informal employment is normal, in the sense that it is
SHUYDVLYHDQGDFRPPRQIHDWXUHRIODERXUPDUNHWVLQGHYHORSLQJFRXQWULHV5RXJKO\VSHDNLQJ
WKHSURSRUWLRQRISHRSOHZKRZRUNLQLQIRUPDOHPSOR\PHQWYDULHVEHWZHHQRQHWKLUGDQGPRUH
WKDQWZRWKLUGVZLWKWKHSKHQRPHQRQPRVWFRPPRQLQVXE6DKDUDQ$IULFDIROORZHGE\$VLD
DQG/DWLQ$PHULFD&RQWUDU\WRFRPPRQEHOLHIHFRQRPLFJURZWKDORQHZLOOQRWHOLPLQDWHLW
On the contrary, in some parts of the world informal employment has even increased, in spite
of growing economic growth1 ,QGHHG LQIRUPDOHPSOR\PHQWUDWKHUWKDQGLVDSSHDULQJZLWK
GHYHORSPHQWKDVWUDQVIRUPHGLWVHOILQERWKGHYHORSHGDQGGHYHORSLQJFRXQWULHV1HZIRUPV
KDYHHPHUJHGVXFKDVWKHLQFUHDVLQJUHSUHVHQWDWLRQRIZRPHQLQLQIRUPDOEDGMREVDQGWKH
LQIRUPDOLVDWLRQ RI IRUPDO ZRUN 7KLV WUHQG PDQLIHVWV LWVHOI LQ YDULRXV IRUPV IRU H[DPSOH LQ
“false self-employment” and the practice of “envelope” payments2 (Parlevliet and Xenogiani,
IRU5RPDQLD2(&'a 
7KLV FRQFOXGLQJ FKDSWHU VHHNV WR GHYHORS D VWUDWHJ\ WR GHDO ZLWK WKH SUDFWLFH RI LQIRUPDO
HPSOR\PHQW,WWDNHVLQWRDFFRXQWWKHOHVVRQVOHDUQWIURPWKHSUHYLRXVFKDSWHUVEXWDOVRGUDZV
RQFRQFOXVLRQVIURPYDULRXVSROLF\H[SHULHQFHVLQGLIIHUHQWFRXQWULHV7KHPDLQOHVVRQIURP
SDVWSROLF\H[SHULHQFHLVWKDWQHLWKHUWKH³EXOOGR]HUDSSURDFK´±FUXVKLQJLQIRUPDODFWLYLWLHV
E\IRUFHWKHHFRQRPLFSROLF\HTXLYDOHQWRI2SHUDWLRQMurambatsvinaE\ZKLFK+DUDUH¶VVOXPV
DQG VKDQW\ WRZQV ZHUH PDVVLYHO\ GHPROLVKHG LQ ± QRU WKH ³ODLVVH] IDLUHGR QRWKLQJ
DSSURDFK´ DUH JRRG HQRXJK %RWK DUH PRVW OLNHO\ WR OHDG WR DGYHUVH HIIHFWV DQG LQFUHDVHG
SRYHUW\$QLQWHJUDWHGSROLF\IUDPHZRUNLVQHHGHGEXLOWDURXQGWKUHHFRUHSROLF\REMHFWLYHV
i)LQFUHDVLQJWKHQXPEHURIJRRGIRUPDOMREVii) providing incentives for formalising informal
MREVDQGiii)DIIRUGLQJWKRVHH[FOXGHGIURPWKHIRUPDOODERXUPDUNHWZLWKWKHQHFHVVDU\PHDQV
WREHFRPHPRUHSURGXFWLYHDQGLPSURYHWKHLUULVNPDQDJHPHQW7RSXWWKLVIUDPHZRUNLQWR
practice a three-pronged strategy is needed: i) WRRIIHULQFHQWLYHVWREHFRPHIRUPDOWRWKRVH
ZKRDUHLQWKHXSSHUWLHURILQIRUPDOHPSOR\PHQWii)WRPDNHDYDLODEOHWKHQHFHVVDU\PHDQV
OHJDO¿QDQFLDOVRFLDO WRWKRVHZKRDUHH[FOXGHGIURPWKHIRUPDOODERXUPDUNHW ORZHUWLHU 
WRHQDEOHWKHPWREHFRPHPRUHSURGXFWLYHZKLOHLQSDUDOOHOKHOSLQJWKHPLPSURYHWKHLUULVN
PDQDJHPHQWWKURXJKRIIHULQJEDVLFVRFLDOVHUYLFHVDQGIRVWHULQJLQVWLWXWLRQVIRUVRFLDOVHFXULW\
and iii)WRSURPRWHWKHFUHDWLRQRIIRUPDOMREVIRUDOOZRUNHUV
)RUDOOFRXQWULHVWKHFUHDWLRQRIPRUHIRUPDOMREVLVDQLPSRUWDQWFKDOOHQJHEXWDOVRDKXJHDQG
ORQJWHUPRQH:KLOHWKHORQJWHUPSROLF\REMHFWLYHVKRXOGLQGHHGEHWRPRYHWKHHFRQRP\DQG
ODERXUUHODWLRQVWRZDUGVIRUPDOLW\3LWLVHTXDOO\LPSRUWDQWWRUHFRJQLVHWKDWWKHWUDQVLWLRQWR
IRUPDOHPSOR\PHQWZLOOWDNHDYHU\ORQJWLPHDQGWKDWIRUPRVWSHRSOHLQWKHZRUOG³LQIRUPDO
LVQRUPDO´ZLOOUHPDLQWKHUHDOLW\IRUGHFDGHVWRFRPH:KHWKHUWKHUHVKRXOGEHDJUHDWHUIRFXV
RQWKH³XSSHU´SDUWRILQIRUPDOHPSOR\PHQWRUWKH³ORZHUWLHU´GHSHQGVRQFRXQWU\VSHFL¿F
conditions, and gathering enough statistical evidence is critical to an appropriate diagnostic of
LQIRUPDOODERXULQDJLYHQFRXQWU\7KHWUXWKLVWKDWFRQYHQWLRQDOSROLF\SUHVFULSWLRQVIDOOVKRUW
RIXQGHUVWDQGLQJWKHFRPSOH[LW\DQGKHWHURJHQHLW\RILQIRUPDOHPSOR\PHQWDQGWKHUHE\ULVN
QHLWKHUSURPRWLQJSURGXFWLYLW\QRUUHGXFLQJSRYHUW\
)DUIURPWKHUHEHLQJDFOHDUGLYLGHPDQ\VKDGHVRIJUH\DUHWREHIRXQGEHWZHHQIRUPDOLW\
DQG LQIRUPDOLW\ 1R JHQHUDOO\ DSSOLFDEOH SROLF\ IUDPHZRUN FDQ DFFRXQW IRU WKH GLYHUVLW\ RI
VLWXDWLRQV,QGHHGDQLPSRUWDQWSROLF\SUHVFULSWLRQLVWRXQEXQGOHWKHGLIIHUHQWHOHPHQWVWKDW
FKDUDFWHULVHLQIRUPDOZRUNDQGDGGUHVVHDFKRIWKHPZLWKDSSURSULDWHSROLFLHV7KHVHFDQWKHQ
EHUHJURXSHGE\WKHWLHURILQIRUPDOLW\WKH\DUHPRVWFULWLFDOLQDGGUHVVLQJ,QWKDWVHQVHWKH
IUDPHZRUNSUHVHQWHGLQWKLVFKDSWHULVQRWDUHFLSHIRUSROLF\5DWKHULWLVWKHFROOHFWLRQRI
essential ingredients, organised to highlight the most important distinctions within informal
HPSOR\PHQW

144

7KHUHVWRIWKLVFKDSWHUSUHVHQWVDVLPSOHSROLF\IUDPHZRUNPDSSLQJRXWWKHWKUHHSURQJHG
VWUDWHJ\WRZDUGVLQIRUPDOHPSOR\PHQWZLWKSROLFLHVIRFXVLQJRQDOOLQIRUPDOZRUNHUVWKHXSSHU
WLHUDQGWKHORZHUWLHU8VLQJWKLVIUDPHZRUNWKHPDLQSDUWRIWKHFKDSWHULVWKHQGHYRWHGWR
presenting the different policies in greater detail as well as the lessons learnt from country
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H[SHULHQFHZRUOGZLGH7KHFKDSWHUFRQFOXGHVZLWKDIHZJHQHUDOOHVVRQVUHODWHGWRWKHQHHGWR
LPSURYHSROLF\FRKHUHQFHLWVOLQNDJHWRLQVWLWXWLRQDOUHIRUPVDQGWKHQHFHVVLW\RIHPEHGGLQJ
UHIRUPVLQDZLGHUGHEDWHDERXWWKHUHODWLRQVKLSEHWZHHQWKHFLWL]HQVDQGWKHVWDWH

A SIMPLIFIED POLICY FRAMEWORK
7KHDLPRIWKHSROLF\IUDPHZRUNLQ)LJXUHLVWRJLYHDVWUXFWXUHGRYHUYLHZRIWKHYDULRXV
policy arenas related to informal employment and how these policies target the different forms
RIZRUNHUVLQDQHFRQRP\7KHSURSRVHGWKUHHSURQJHGVWUDWHJ\GLIIHUHQWLDWHVEHWZHHQSROLFLHV
JHDUHGWRZDUGVDOOZRUNHUVWKHORZHUWLHUDQGWKHXSSHUWLHURIWKRVHLQIRUPDOO\HPSOR\HG:LWK
WKLVLWPRYHVIURPYHU\JHQHUDOQRQWDUJHWHGSROLFLHVWRYHU\VSHFL¿FSROLF\LQWHUYHQWLRQV

Figure 6.1. Three-Pronged Strategy Dealing With Informal Employment
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0RVWLPSRUWDQWWKLVSROLF\IUDPHZRUNXQGHUOLQHVWKHQHHGIRULQWHUQDOSROLF\FRKHUHQFH)LUVW
LQIRUPDO HPSOR\PHQW JHQHUDWHV VRFLDO DQG HFRQRPLF SUREOHPV WKDW FDOO XSRQ PXFK PRUH
WKDQODERXURUVRFLDOSROLFLHVDORQH0DFURHFRQRPLFSROLFLHV¿VFDOSROLFLHVDQGJHQHUDOO\WKH
structural composition of value added and wealth creation are critical in steering the economy
WRZDUGVPRUHDQGEHWWHUMREV6HFRQGQXPHURXVLQWHUDFWLRQVDUHWREHIRXQGEHWZHHQDFWLRQV
LQGLIIHUHQWSROLF\GRPDLQV7KHPRVWQRWDEOHLVSUREDEO\WKHLQWHUSOD\EHWZHHQODERXUDQG
VRFLDOVHFXULW\SROLFLHVRQWKHRQHKDQGDQGVRFLDODVVLVWDQFHSROLFLHVRQWKHRWKHU,QIRUPDO
HPSOR\PHQWSUHVHQWVDFKDOOHQJHLQH[WHQGLQJWKHUHDFKRIWKHVWDWHWRVHFWLRQVRIWKHSRSXODWLRQ
WKDWDUHRIWHQYHU\ODUJH
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Macroeconomic Factors for Increasing Formal Jobs
7RVWDUWZLWKWKHFUHDWLRQRIPRUHIRUPDOMREVGHPDQGVFORVHDWWHQWLRQWRPRQHWDU\H[FKDQJH
UDWHDQG¿VFDOPDQDJHPHQWSROLFLHVDVWKH\DIIHFWHPSOR\PHQWFRPSRVLWLRQDQGSURGXFWLYLW\
WKURXJKWKHLUDELOLW\WRVWLPXODWH RUGDPSHQLQFHQWLYHVIRU LQYHVWPHQWDQGJURZWK$JJUHJDWH
GHPDQGDQGLQYHVWPHQWKDYHDQLPSRUWDQWHIIHFWRQWKHDYDLODELOLW\RIJRRGMREVLQDQHFRQRP\
Whereas there is an emerging consensus on the role that employment has to play for effective
SRYHUW\UHGXFWLRQDQGRQWKHIDFWWKDWLWVKRXOGEHEHWWHUUHÀHFWHGLQWKHGHVLJQRIWKH3RYHUW\
5HGXFWLRQ 6WUDWHJ\ 3DSHUV D GHEDWH KDV HPHUJHG DURXQG WKH LVVXH RI ZKHWKHU WKHUH LV D
QHHG WR UHYLVLW WKH SUHYDLOLQJ RUWKRGR[\ LQ PDFURHFRQRPLF SROLF\ WR EHWWHU DFFRXQW IRU WKH
UHDOLW\RIODERXUPDUNHWVLQGHYHORSLQJFRXQWULHV40F.LQOH\  IRULQVWDQFHDUJXHVWKDW
DPDFURHFRQRPLFIUDPHZRUNWKDWIRFXVHVRQO\RQVWDELOLW\FDQEHDWRGGVZLWKWKHREMHFWLYH
RIHPSOR\PHQWFUHDWLRQLISXEOLFLQYHVWPHQWLVUHGXFHGRUKDPSHUHGLQSDUWLFXODULQVWUDWHJLF
VHFWRUVDQGLIQRWHQRXJKDWWHQWLRQLVSDLGWRH[SDQGLQJSURGXFWLYHFDSDFLW\DQGPRELOLVLQJ
GRPHVWLF UHVRXUFHV )LVFDO SROLF\ LV DOVR RI FULWLFDO LPSRUWDQFH LQ DQ\ VWUDWHJ\ WR GHDO ZLWK
LQIRUPDOHPSOR\PHQW:KLOHWKHLPSRUWDQFHRILQIRUPDOHPSOR\PHQWIRUWKHUHYHQXHVLGHRI
¿VFDOSROLF\KDVEHHQVWUHVVHGIRUDORQJWLPHOHVVDWWHQWLRQKDVEHHQSDLGWRWKHH[SHQGLWXUH
VLGH±DQLVVXHWKDWZLOOEHGLVFXVVHGLQJUHDWHUGHSWKLQWKHIROORZLQJVHFWLRQ
Beyond policies that have wide-ranging impacts on the economy and that, as such, will affect
ERWKWKHUDWHRIWRWDOHPSOR\PHQWFUHDWLRQDQGWKHFRPSRVLWLRQRIHPSOR\PHQWLQWKHHFRQRP\
WKHSURSRVHGIUDPHZRUNUHVWVRQWKHK\SRWKHVLVWKDWDSSURSULDWHSROLFLHVQHHGWREHGHVLJQHG
WRUHVSRQGWRWKHVLWXDWLRQRIHDFKRIWKHWZRWLHUVRILQIRUPDOHPSOR\PHQW$VVXFKLQGLYLGXDO
policy measures addressing each of the two tiers might have many common points from one
FRXQWU\WRWKHQH[W2QWKHRWKHUKDQGWKHSROLF\PL[ZLOOGLIIHUPDUNHGO\DFURVVFRXQWULHVDV
DIXQFWLRQRIORFDOLQVWLWXWLRQVDQGODERXUPDUNHWRXWFRPHV
,QUHVSHFWRISROLFLHVWRDGGUHVVWKHSRYHUW\DQGPRELOLW\RISHRSOHZRUNLQJLQWKHORZHUWLHURI
LQIRUPDOHPSOR\PHQWSROLFLHVWRHQKDQFHHTXLW\DUHRIFUXFLDOLPSRUWDQFH7KH\DUHPDGHXS
of two different sets of policies and instruments: poverty reduction programmes and targeted
LQWHUYHQWLRQVVXFKDVSURYLGLQJVRFLDODVVLVWDQFH7KH\KDYHDGLUHFWLPSDFWRQSRYHUW\DQG
VRFLDOSURWHFWLRQWKURXJKHLWKHUGLUHFWHPSOR\PHQWFUHDWLRQLQSXEOLFZRUNVVFKHPHVRUWKH
SURYLVLRQRIEHQH¿WV LQNLQGRUFDVK WRWKRVHRXWVLGHIRUPDOVRFLDOVHFXULW\VFKHPHV,QUHFHQW
\HDUVSURJUDPPHVKDYHHPHUJHGWKDWFRPELQHERWKHOHPHQWV±WKHSURYLVLRQRIDVVLVWDQFHLQ
DPRPHQWRIFULVLVDQGDQLQYHVWPHQWLQKXPDQFDSLWDOWREUHDNWKHLQWHUJHQHUDWLRQDOWUDQVIHU
RISRYHUW\&RQGLWLRQDOFDVKWUDQVIHUSURJUDPPHVDUHH[DPSOHVRIWKHODWWHUDQGDUHJHWWLQJ
PRUHDQGPRUHSURPLQHQFH7KH\DUHFKDUDFWHULVHGE\WKHLUWZLQREMHFWLYHVRISURYLGLQJIRUWKH
LPPHGLDWHQHHGVRIWKHSRRUDQGRIEUHDNLQJWKHWUDQVPLVVLRQRISRYHUW\IURPRQHJHQHUDWLRQWR
DQRWKHUE\LQYHVWLQJLQWKHKXPDQFDSLWDORIWKHFKLOGUHQRIWKHEHQH¿FLDU\IDPLOLHV7RDFKLHYH
WKHVHWKH\FRPELQHDFDVKWUDQVIHUPHFKDQLVPDWDUJHWLQJV\VWHPDQGDVHWRIFRQGLWLRQV
QRUPDOO\UHODWHGWRVFKRRODWWHQGDQFHDQGFRPSOLDQFHZLWKKHDOWKFDUHSURJUDPPHV
7KHPDLQREMHFWLYHRISROLFLHVWDUJHWHGDWWKHXSSHUWLHURILQIRUPDOHPSOR\PHQWLVWRJHQHUDWHD
VHWRILQFHQWLYHVWKDWPDNHIRUPDOHPSOR\PHQWPRUHDWWUDFWLYHIURPDQLQGLYLGXDOSHUVSHFWLYH
6XFKLQFHQWLYHVFDQFRPHIURPERWKFDUURWVDQGVWLFNVDQGZLOOKDYHWRFRPSULVHLQPRVWFDVHV
ERWKHOHPHQWVORZHULQJWKHFRVWRIIRUPDOLW\DQGSURYLGLQJEHWWHUEHQH¿WVRQWKHRQHKDQG
ZKLOHDWWKHVDPHWLPHVWUHQJWKHQLQJWKHHQIRUFHPHQWRIH[LVWLQJUXOHVWRHQVXUHLPSURYHG
FRPSOLDQFH3ROLFLHVWKDWDIIHFWEXVLQHVVUHJXODWLRQDQGHQIRUFHPHQWDVZHOODVWKHGHVLJQRI
ODERXUPDUNHWLQVWLWXWLRQVDUHRISULPDU\LPSRUWDQFH
:KLOHWKLVIUDPHZRUNFDQEHDSSOLHGWRDOOFRXQWULHVUHJDUGOHVVRIWKHLUFXUUHQWGHYHORSPHQW
VWDWXV WKH LPSRUWDQFH RI WKH GLIIHUHQW SROLF\ SDFNDJHV YDULHV DFFRUGLQJ WR WKH GHJUHH RI
LQIRUPDOHPSOR\PHQWLQDFRXQWU\7DNLQJWKHH[DPSOHRIDSRRUFRXQWU\ZLWKPRUHWKDQSHU
FHQWRILQIRUPDOO\HPSOR\HGFUHDWLQJPRUHDQGEHWWHUJRRGMREVDQGWDLORUPDGHSROLFLHVIRU
WKHORZHUWLHUVKRXOGKDYHJUHDWHUZHLJKWLQWKHSROLF\PL[7KHVLWXDWLRQLVTXLWHGLIIHUHQWLQ
a middle-income developing country with fewer than 50 per cent informally employed where
PRVWZRUNHUVPRYHEHWZHHQIRUPDODQGLQIRUPDOMREV
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ELEMENTS OF THE THREE-PRONGED STRATEGY
Macroeconomic Policies: A Key Driver for the Creation of Better Jobs
0DFURHFRQRPLFSROLF\KDVDQHFRQRP\ZLGHLPSDFWDQGLVWKHUHIRUHUHOHYDQWIRUDOOZRUNHUV
7KURXJKWKHLUDELOLW\WRVWLPXODWHRUGDPSHQLQYHVWPHQWDQGJURZWKPDFURHFRQRPLFSROLFLHV
KDYHDFUXFLDOLPSDFWRQMREFUHDWLRQHPSOR\PHQWFRPSRVLWLRQDQGSURGXFWLYLW\:KHUHDVWKHUH
is an emerging consensus that macro-polices are indeed of crucial importance for employment
FUHDWLRQ WKH VSHFL¿F LPSDFW RQ WKH FRPSRVLWLRQ RI HPSOR\PHQW LV DQ XQUHVROYHG TXHVWLRQ
&RRNet al. 
:KDW FRXOG EH UHIHUUHG WR DV RUWKRGR[ PDFURHFRQRPLF SROLF\ ¿[HV D QXPEHU RI REMHFWLYHV
DQGLQVWUXPHQWVWRDWWDLQWKHVHREMHFWLYHVLQFOXGLQJLQVWLWXWLRQDODUUDQJHPHQWV,QWKLVYLHZ
PDFURHFRQRPLFVWDELOLW\IHDWXUHVDVDNH\REMHFWLYHDQGSULFHVWDELOLW\DVRQHRIWKHFULWLFDO
WDUJHWV WR EH PHW DORQJ ZLWK VXVWDLQDEOH GHEW PDQDJHPHQW DQG ¿QDQFLDO GLVFLSOLQH 7KLV
PHDQVWKDWWKHREMHFWLYHRIFUHDWLQJPRUHDQGEHWWHUMREVRIWHQFRPHVVHFRQG$PRQJWKHVL[
NH\GHWHUPLQDQWVIRUSURSRRUJURZWKLGHQWL¿HGE\WKH:RUOG%DQNPDFURHFRQRPLFVWDELOLW\
IHDWXUHVSURPLQHQWO\DORQJVLGHZHOOGH¿QHGSURSHUW\ULJKWVWUDGHRSHQQHVVDJRRGLQYHVWPHQW
FOLPDWH ZHOOIXQFWLRQLQJ ODERXU PDUNHWV DQG EURDG DFFHVV WR LQIUDVWUXFWXUH DQG HGXFDWLRQ
&RUG 

Faster growth to cut poverty
7KHUHLVDJUHHPHQWWKDWIDVWHUJURZWKWKDWLVPRUHSURSRRULVQHHGHGWRKDOYHH[WUHPHSRYHUW\
DQGDFKLHYHWKH¿UVW0LOOHQQLXP'HYHORSPHQW*RDO+RZHYHUWKHUROHRIWKHPDFURHFRQRPLF
SROLF\IUDPHZRUNDQGLWVLPSOLFDWLRQVLQWHUPVRIODERXUPDUNHWRXWFRPHVDUHWKHVXEMHFWRI
FRQWURYHUV\7ZRUHODWHGLVVXHVVWDQGRXWLQWKLVGHEDWHZKHWKHUORZLQÀDWLRQWDUJHWVDUHRYHU
HPSKDVLVHGDQGWKHUROHRISXEOLFH[SHQGLWXUHHVSHFLDOO\RISXEOLFLQYHVWPHQW
&ULWLFVRIWKHRUWKRGR[DSSURDFKFODLPWKDWLQÀDWLRQWDUJHWVWKDWDUHWRRORZDQGWRRULJLGDUH
LQDSSURSULDWHLQFRXQWULHVWKDWKDYHQDUURZHFRQRPLFEDVHVDQGODFNSULFHLQGH[DWLRQPHFKDQLVPV
EHFDXVHWKH\ZLOOUHVSRQGPRUHWRH[WHUQDOVKRFNVHYHQZKHQWKHVHFDQEHPDQDJHGZLWKRXW
UHFRXUVHWRPRQHWDU\WLJKWHQLQJ,QWKLVYLHZQRWRQO\DUHWLJKWLQÀDWLRQWDUJHWLQJIUDPHZRUNV
XQQHFHVVDU\EXWWKH\DUHDOVRFRXQWHUSURGXFWLYHDVWKH\FDQOHDGWRGHÀDWLRQZLWKWKHULVNRI
LQLWLDWLQJDGRZQZDUGVSLUDORISULFHVSUR¿WVDQGLQFRPHV7KH\DUJXHIRUDPDFURHFRQRPLF
IUDPHZRUNWKDWJUDQWVPRUHDWWHQWLRQWRHPSOR\PHQWFUHDWLRQSRVVLEO\DFFHSWLQJPRGHUDWH
OHYHOVRILQÀDWLRQ5 0F.LQOH\*RWWVFKDON 
3XEOLFVSHQGLQJDQGLWVFRPSRVLWLRQKDYHDNH\UROHWRSOD\LQGLUHFWLQJVSHQGLQJWRZDUGVDUHDV
WKDWZLOOPDNHJURZWKPRUHSURSRRU EDVLFLQIUDVWUXFWXUHDQGRWKHUSXEOLFJRRGVDUHLPSRUWDQW
FRPSRQHQWVDVDUHEDVLFHFRQRPLFDQGMXGLFLDOLQIUDVWUXFWXUHDQGLQVWLWXWLRQV 2QWKHRQH
KDQGWLJKWFRQWURORIWKHSXEOLFSXUVHDVSURSRVHGE\RUWKRGR[\PLJKWOLPLWLQYHVWPHQW2Q
WKH RWKHU KDQG 7R\H   DUJXHV WKDW WKH .H\QHVLDQ MXVWL¿FDWLRQ IRU H[SDQVLRQDU\ ¿VFDO
policy (through its multiplier effect on consumption) hardly applies to a developing countries
FRQWH[WZLWKYHU\GLIIHUHQWIRUPVRIHPSOR\PHQWZLWKPDQ\VHOIHPSOR\HGDQGOLPLWHGPRELOLW\
EHWZHHQVHFWRUV+HDUJXHVDJDLQVWUHOD[LQJLQÀDWLRQFRQWURODVWKLVZRXOGPDNHSXEOLFVHUYLFH
GHOLYHU\DQGVSHQGLQJPRUHGLI¿FXOWWRSODQ
7KH *URZWK 5HSRUW RI WKH &RPPLVVLRQ RQ *URZWK DQG 'HYHORSPHQW   DOVR KLJKOLJKWV
PDFURHFRQRPLFVWDELOLW\DVDQLPSRUWDQWLQJUHGLHQWIRUJURZWK:KLOHWKHUHSRUWDFNQRZOHGJHV
WKDWPDFURHFRQRPLFLQVWDELOLW\PLJKWFXWRIISULYDWHLQYHVWPHQWLWDOVRXQGHUOLQHVWKDWWKHUH
LVGLVDJUHHPHQWRQZKDWLWPHDQVH[DFWO\DQGKRZWRDFKLHYHLW7KHUHSRUWUHIHUVWRSROLF\
WUDGHRIIVPHQWLRQHGDERYHLHSXEOLFVSHQGLQJGHEWDQGLQÀDWLRQFRQWURO
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Fiscal policies
:LWKLQWKHRYHUDOOPDFURHFRQRPLFIUDPHZRUN¿VFDOSROLFLHVSOD\DSDUWLFXODUO\LPSRUWDQWUROH
IRUHPSOR\PHQWRXWFRPHV3XEOLFVSHQGLQJKDVDFULWLFDOUROHWRSOD\LQHQVXULQJWKDWSXEOLF
JRRGVDUHSURYLGHGLQDGHTXDWHTXDQWLW\DQGTXDOLW\2QWKHUHYHQXHVLGHWD[HVDIIHFWWKH
GHJUHHRILQIRUPDOHPSOR\PHQWLQDQXPEHURIZD\V)LUVWKLJKSD\UROOWD[HVDQGVRFLDOVHFXULW\
FRQWULEXWLRQV LQFUHDVH IRUPDO ODERXU FRVWV DQG LQFHQWLYHV WR KLUH RU ZRUN IXOO\ RU SDUWO\ 
XQGHFODUHG7KHVHDUHSDUWLFXODUO\ZRUU\LQJIURPDSRYHUW\VWDQGSRLQWZKHQWKH\DUHUHJUHVVLYH
EHFDXVHWKHORZHVWHDUQLQJZRUNHUVZLOOKDYHJUHDWHULQFHQWLYHVWRRSWRXWRIIRUPDOLW\WKHUHE\
LQFUHDVLQJWKHLUULVNRIIDOOLQJLQWRSRYHUW\5HJUHVVLYHVRFLDOVHFXULW\UHJLPHVFDQHPHUJHQRW
RQO\E\GHVLJQEXWDOVRde factoZKHQFHUWDLQEXQGOHGVHUYLFHVDUHQRWDFFHVVLEOHWRJURXSVRI
ZRUNHUV HJEHFDXVHRIGH¿FLHQWKHDOWKLQIUDVWUXFWXUHLQUXUDODUHDVRUZKHQFKLOGFDUHFRVWV
DUHPXWXDOLVHGYLDVRFLDOVHFXULW\ 6HFRQGWKHWD[VWUXFWXUHLQSDUWLFXODUGLIIHUHQFHVLQWKH
WD[DWLRQRIVHOIHPSOR\HGLQFRPHRUEXVLQHVVSUR¿WVFRPSDUHGZLWKODERXULQFRPHSURYLGHV
LQFHQWLYHVWRXQGHUGHFODUHZDJHVE\WKHHPSOR\HURUIRUZRUNHUVWRGHFODUHWKHPVHOYHVDVVHOI
HPSOR\HGHYHQZKHQLQDGHSHQGHQWHPSOR\PHQWUHODWLRQVKLSWKHUHE\IRUJRLQJWKHSURWHFWLRQV
DIIRUGHGWRIRUPDOHPSOR\HHV7KLUGDFRPSOH[WD[V\VWHPLQFUHDVHVFRPSOLDQFHFRVWVDQG
LQFHQWLYHVWRHYDGHWD[HV2WKHUWKLQJVEHLQJHTXDOKLJKHUODERXUWD[HVDUHDVVRFLDWHGZLWK
PRUHLQIRUPDOHPSOR\PHQWDOWKRXJKWKHH[WHQWWRZKLFKWD[UDWHVDUHHQIRUFHGDQGWKHTXDOLW\
of governance also play a crucial role (see OECD [2008b@IRUDIXOOGLVFXVVLRQ 

Structural and Sector Policies: Creating More Formal Jobs
and Providing the Right Incentives
Towards employment-intensive growth
3ROLFLHVIRFXVLQJRQLQIUDVWUXFWXUHODERXUPDUNHWVEXVLQHVVUHJXODWLRQVUXUDOGHYHORSPHQWRURQ
VSHFL¿FVHFWRUVKDYHDQLQÀXHQFHRQWKHHPSOR\PHQWHODVWLFLW\RIJURZWKDQGRQWKHLQFHQWLYHV
IRUIRUPDOLVLQJLQIRUPDOMREV7KHPXOWLSOHVHJPHQWDWLRQRIODERXUPDUNHWVLQGHYHORSLQJFRXQWULHV
KDVWKUHHPDLQLPSOLFDWLRQVIRUWKHUHODWLRQVKLSEHWZHHQJURZWKLQIRUPDOHPSOR\PHQWDQG
SRYHUW\UHGXFWLRQ +XOO 
1) *URZWKDORQHLVQRWVXI¿FLHQWWRDGGUHVVLQIRUPDOHPSOR\PHQWLQHFRQRPLHVZLWKVHJPHQWHG
ODERXUPDUNHWVDQGOLPLWHGPRELOLW\DVLWPLJKWRFFXURQO\LQWKRVHVHFWRUVZKHUHWKHJRRG
MREVDUHDOUHDG\WREHIRXQG6 In other words, to have an impact on informality, growth
must occur in those sectors in which the informally employed are located or to which they
KDYHDFFHVV
2) *URZWK LQ WKRVH VHFWRUV ZLWK OHVV SURGXFWLYH MREV PLJKW VLPSO\ OHDG WR DQ LQFUHDVH RI
LQIRUPDOHPSOR\PHQWDQGQRWWRDUHGXFWLRQ7KHUHLVVRPHHYLGHQFHWKDWWKHHYROXWLRQRI
LQIRUPDOHPSOR\PHQWLVLQPDQ\FDVHVLQGHHGSURF\FOLFDO7KLVEHKDYLRXUFDQUHVXOWIURP
GHPDQG VKRFNV WKDW DIIHFWPDLQO\ QRQWUDGHDEOHVHFWRUVZKHUHLQIRUPDOHPSOR\PHQWLV
more prevalent (Fiess et al. 
3) (DVLQJPRELOLW\IURPEDGMREVWRJRRGMREVWKURXJKVWUXFWXUDOSROLFLHVLVFUXFLDO$VGLVFXVVHG
LQ&KDSWHUEDUULHUVWRPRUHPRELOLW\FRXOGOLHDPRQJRWKHUIDFWRUVLQVRFLDOLQVWLWXWLRQV
DVZHOODVOLPLWDWLRQVFDXVHGE\LQVXI¿FLHQWLQIUDVWUXFWXUHDQGJHRJUDSK\$SRWHQWLDOVROXWLRQ
WRWKLVFRXOGEHPDQDJHGPLJUDWLRQEHWWHUWRPDWFKVXSSO\DQGGHPDQGIRUJRRGMREV
,QUHVSHFWRIZKLFKVHFWRUFRXOGEHVWOHDGSHRSOHLQWREHWWHUMREVWKHHYLGHQFHLVLQFRQFOXVLYH
8VLQJDVDPSOHRIFRXQWULHV*XWLHUUH]et al.  ¿QGVRPHKHWHURJHQHLW\ZLWKLQPDQXIDFWXULQJ
DQGDJULFXOWXUHZLWKUHVSHFWWRRIIHULQJ³PRUHSURGXFWLYH´DQG³OHVVSURGXFWLYH´MREV:KLOH
RYHUDOO WKH\ ¿QG WKDW PDQXIDFWXULQJ VHHPV WR EH DVVRFLDWHG ZLWK PRUH SURGXFWLYH MREV LQ
/DWLQ$PHULFDHPSOR\PHQWLQWHQVLYHJURZWKLQPDQXIDFWXULQJLVQRWUREXVWO\FRUUHODWHGZLWK
SRYHUW\UHGXFWLRQ
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VHWWLQJ7KHHPSLULFDOHYLGHQFHVXJJHVWVKRZHYHUWKDWZKLOHLQFUHDVLQJMRERSSRUWXQLWLHVLQ
WKHPRVWSURGXFWLYHVHFWRUVKDVVRPHPHULWVHVSHFLDOO\LISROLFLHVWRIDFLOLWDWHPRELOLW\DUH
LPSOHPHQWHG DW WKH VDPH WLPH VWUXFWXUDO SROLFLHV VKRXOG DOVR DGGUHVV ERWWOHQHFNV LQ OHVV
SURGXFWLYHVHFWRUV7KLVFRXOGLQFOXGHLPSURYHGVHUYLFHVWRVPDOODQGPHGLXPHQWHUSULVHVWKH
VWUHQJWKHQLQJRIRIIIDUPDFWLYLWLHVDQGWKHGHYHORSPHQWRIUXUDOXUEDQOLQNDJHV
6WUXFWXUDO SROLF\ WKDW FRQWULEXWHV WR VWUHQJWKHQLQJ WKH OLQNDJHV EHWZHHQ UXUDO DQG XUEDQ
GHYHORSPHQWZLOOPRVWOLNHO\DIIHFWWKHFUHDWLRQRIPRUHDQGEHWWHUMREV*OREDOLVDWLRQIRUFHV
KDYH FRQWULEXWHG WR DQ LQFUHDVHG OLQNDJH EHWZHHQ WKH UXUDO KLQWHUODQG DQG XUEDQ FHQWUHV
DURXQGWKHZRUOG,QFUHDVHGWUDGLQJRSSRUWXQLWLHVORZHUWUDQVDFWLRQFRVWVIDFLOLWDWLQJPDUNHW
H[FKDQJH DQG GHFHQWUDOLVHG JRYHUQPHQW VWUXFWXUHV UHYROXWLRQLVH WKH VWUXFWXUH GHSWK DQG
TXDOLW\RIOLQNDJHV7KHGUDPDWLFLQFUHDVHLQXUEDQLVDWLRQZLWKDFFHOHUDWLQJXUEDQSRYHUW\DQG
H[SORGLQJXUEDQODERXUPDUNHWVSRVHVDKXJHFKDOOHQJHWRFUHDWHPRUHMREVIRUWKHLQÀRZRI
\RXQJZRUNHUV %HWFKHUPDQQ 
$PRUHEDODQFHGGHYHORSPHQWSDWKZRXOGUHGXFHWKHSXOOIDFWRUVHQFRXUDJLQJUXUDOWRXUEDQ
PLJUDWLRQ,QRUGHUWRLPSURYHUXUDOXUEDQOLQNDJHVYRQ%UDXQ  VXJJHVWVi) fostering
DQGSURPRWLQJLQQRYDWLRQVLQDJULFXOWXUHDQGUHODWHGRQDQGRIIIDUPDFWLYLWLHVii) improving
WKHLQIUDVWUXFWXUH WUDQVSRUWFRPPXQLFDWLRQ WRORZHUWUDQVDFWLRQFRVWViii)GHYHORSLQJPDUNHW
LQVWLWXWLRQVWKDWHQDEOHWKHSRRUWRSDUWLFLSDWHDQGiv)WDFNOLQJWKHSROLWLFDOHFRQRP\RIUHIRUP
LQGHFHQWUDOLVHGSROLF\PDNLQJE\JLYLQJPRUHLQÀXHQFHDQGEHWWHUVHUYLFHVWRWKHSRRU$UHFHQW
UHSRUWE\WKH2(&'  RQ³3URPRWLQJ3UR3RRU*URZWK$JULFXOWXUH´KLJKOLJKWVWKHQHHG
WR³SURPRWHLQYHVWPHQWVLQKLJKHUSURGXFWLYLW\DFWLYLWLHVDQGOLQNVWRQHZPDUNHWRSSRUWXQLWLHV
LQXUEDQFHQWUHVDQGLQUHJLRQDODQGJOREDOPDUNHWV´
8QOLNHWKHSURSRVLWLRQVDERYHVXFKD³EDODQFH´GRHVQRWVROHO\UHVLGHRQWKHVHFWRUDOFRPSRVLWLRQ
RIJURZWKEXWRQWKHJHRJUDSKLFDOEDODQFH%DODQFHGJURZWKLQWKDWVHQVHGRHVUHTXLUHLQFUHDVHG
DJULFXOWXUDOSURGXFWLYLW\EXWDOVRWKHFUHDWLRQRIPRUHDQGEHWWHUQRQDJULFXOWXUDOMREVDOVRLQ
UXUDODUHDV

A better business climate, stronger rules enforcement, more inclusive
labour market institutions
The main aim of policies targeting the upper tier of informal employment is to put incentives
LQ SODFH WKDW PDNH IRUPDOLVDWLRQ PRUH DWWUDFWLYH IURP DQ LQGLYLGXDO SHUVSHFWLYH ,QIRUPDO
HPSOR\PHQWLVYROXQWDU\IRUWKHVHZRUNHUVLQWKHVHQVHWKDWWKH\DUHQRWUDWLRQHGRXWRIWKH
IRUPDOHFRQRP\7KLVLVQRWWRVD\WKDWXSSHUWLHULQIRUPDOZRUNHUVDUHULFK RUHYHQWKDWWKH\
DUHQRWSRRU $VGLVFXVVHGLQ&KDSWHUWKHFKRLFHRILQIRUPDOLW\DWWKHLQGLYLGXDOOHYHOLVPDGH
XQGHUDQXPEHURIFRQVWUDLQWVLQFOXGLQJWKHTXDOLW\RIDFFHVVLEOHIRUPDOVHFWRUMREV
7KLVVKRXOGLGHDOO\EHGRQHZLWKWKHFODVVLFDOFDUURWDQGVWLFNDSSURDFKORZHULQJWKHFRVWRI
IRUPDOLVDWLRQDQGSURYLGLQJEHWWHUEHQH¿WVRQWKHRQHKDQGZKLOHDWWKHVDPHWLPHVWUHQJWKHQLQJ
WKHHQIRUFHPHQWRIH[LVWLQJUXOHVWRHQVXUHLPSURYHGFRPSOLDQFH%XWIRFXVLQJRQWKHLQGLYLGXDO
FRVWEHQH¿WDVVHVVPHQWRIIRUPDOLW\LVQRWVXI¿FLHQWSROLF\DOVRQHHGVWRDGGUHVVWKHVKRUWFRPLQJV
RIWKHLQVWLWXWLRQDOVHWXS
7KHUH LV D VWURQJ OLQN EHWZHHQ WKH UHJXODWRU\ FRVWV WKDW EXVLQHVVHV IDFH DQG WKH H[WHQW RI
LQIRUPDOLW\ ,Q SDUWLFXODU WKH KLJKHU WKH FRVW RI HVWDEOLVKLQJ D IRUPDO ¿UP WKH JUHDWHU WKH
VKDUHRIRXWSXWRUHPSOR\PHQWLQLQIRUPDOVHFWRU¿UPV $XULRODQG:DUOWHUV'MDQNRY
et al., :KHUHWKHFRVWVRIHVWDEOLVKLQJDIRUPDO¿UPDUHKLJKPDQ\HQWUHSUHQHXUVZLOO
IDLOWRUHJLVWHUWKHLU¿UPVIRUPDOO\HLWKHUZLWKWKHJRYHUQPHQW¶VEXVLQHVVUHJLVWU\RUIRUWD[
VRFLDOVHFXULW\RUODERXUUHJXODWLRQSXUSRVHV5HGXFLQJWKHFRVWRIHVWDEOLVKLQJDIRUPDO¿UP
FDQLQFUHDVHWKHOHYHORIIRUPDOLW\DPRQJ¿UPVDQGLQFUHDVHWKHOLNHOLKRRGWKDWHPSOR\HHVDUH
VXEVHTXHQWO\UHJLVWHUHGIRUWD[HVDQGVRFLDOVHFXULW\SXUSRVHV
+RZWKLVFDQEHGRQHLVVKRZQE\WKHUHFHQWH[SHULHQFHRI&]HFK5HSXEOLF+XQJDU\.RUHD
0H[LFR3RODQG6ORYDNLDDQG7XUNH\DOORIZKLFKKDYHPDGHVLJQL¿FDQWSURJUHVVLQVLPSOLI\LQJ
EXVLQHVVVWDUWXSUHJXODWLRQVRYHUWKHSDVW¿YH\HDUVUHGXFLQJERWKWKHDYHUDJHQXPEHURI
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GD\VUHTXLUHGWRUHJLVWHUDEXVLQHVVDQGWKHFRVWRIGRLQJVR 2(&'a )RUH[DPSOHLQ
WKH&]HFK5HSXEOLFVLPSOL¿HGWKHUHJLVWUDWLRQSURFHVVE\LQWURGXFLQJVWDQGDUGDSSOLFDWLRQ
IRUPVIRUEXVLQHVVUHJXODWLRQDQGD³VLOHQFHLVFRQVHQW´UXOHZKHUHE\DSSOLFDWLRQVQRWDSSURYHG
DIWHU¿YHGD\VDUHDXWRPDWLFDOO\DSSURYHG6ORYDNLDFXWEXVLQHVVVWDUWXSFRVWVRYHUWKHFRXUVH
RI D IHZ \HDUV E\ WUDQVIHUULQJ WKH UHVSRQVLELOLW\ IRU DSSURYLQJ EXVLQHVV UHJLVWUDWLRQV IURP
MXGJHVWRFRXUWFOHUNVLQWURGXFLQJVWDQGDUGGRFXPHQWVFODULI\LQJWKHJURXQGVIRUUHMHFWLQJ
UHJLVWUDWLRQDSSOLFDWLRQVDQGVLPSOLI\LQJWD[UHJLVWUDWLRQSURFHGXUHV,Q7XUNH\DQXPEHURI
VWHSVLQWKHEXVLQHVVUHJLVWUDWLRQSURFHVVZHUHFRPELQHGLQWRRQHDQGGHOHJDWHGWRFKDPEHUV
RIFRPPHUFH$SSOLFDWLRQIRUPVZHUHDOVRVWDQGDUGLVHGDQGVKRUWHQHGDQGUHJLVWU\RI¿FHUV
JLYHQEHWWHUWUDLQLQJ %UXKQ.DSODQet al., 6LQJOHZLQGRZVHUYLFHVWKDWEXQGOHD
QXPEHURISURFHGXUHVFDQDOVRKHOSOLPLWWKHFRVWRIUHJLVWHULQJDQHZEXVLQHVVDVLQWKHFDVH
RI0H[LFR¶V6$5( Sistema de Apertura Rápida de Empresas 
7KHUHLVDUDQJHRIEHQH¿WVWR¿UPVRSHUDWLQJLQWKHIRUPDOVHFWRU7RWKHH[WHQWWKDWIRUPDO
VHFWRULQVWLWXWLRQV VXFKDVEDQNVDQGWKHOHJDOV\VWHP RSHUDWHHIIHFWLYHO\WKH\FDQSURYLGH
LQFHQWLYHVIRUWKHIRUPDOLVDWLRQRIVPDOOLQIRUPDO¿UPVRYHUFRPLQJVRPHRIWKHFRVWVRIRSHUDWLQJ
LQWKHIRUPDOVHFWRUDQGSURPRWLQJEXVLQHVVJURZWKLQWKHORQJHUWHUP,QIRUPDO¿UPVRIWHQ
KDYHOLPLWHGDFFHVVWRFUHGLWKLQGHULQJIXWXUHJURZWKSRWHQWLDO)RUH[DPSOHEDQNVPD\UHTXLUH
HYLGHQFHRIIRUPDOUHJLVWUDWLRQLQRUGHUWRDSSURYHDORDQZKLOHLQDFFXUDWHRUQRQH[LVWHQW
ERRNNHHSLQJPD\PDNHLWGLI¿FXOWIRULQIRUPDOEXVLQHVVHVWRFRQYLQFHSRWHQWLDOFUHGLWRUVDERXW
WKH¿QDQFLDOYLDELOLW\RIWKHHQWHUSULVHRUWKHH[LVWHQFHRIDVVHWVWRXVHDVFROODWHUDOIRUORDQV
7KHUHIRUHWKHVWUHQJWKRIIRUPDOVHFWRULQVWLWXWLRQVDQGHVSHFLDOO\¿QDQFLDOPDUNHWVLVFULWLFDO
in providing incentives to formalise7
(IIHFWLYH HQIRUFHPHQW RI WD[ VRFLDO VHFXULW\ DQG ODERXU UHJXODWLRQ PXVW EH D IXQGDPHQWDO
FRPSRQHQW RI DQ\ SROLF\ SDFNDJH DLPHG DW UHGXFLQJ LQIRUPDO HPSOR\PHQW LQ DOO FRXQWULHV
(QIRUFHPHQWHIIHFWLYHQHVVFDQEHLPSURYHGLQDQXPEHURIZD\V)LUVWZHOOGHVLJQHGUHJXODWLRQ
DQGWUDQVSDUHQWDGPLQLVWUDWLRQPDNHVLWHDVLHUIRU¿UPVDQGLQGLYLGXDOVWRFRPSO\ZLWKOHJDO
UHTXLUHPHQWVDQGVKRXOGLQFUHDVHYROXQWDU\FRPSOLDQFH6HFRQGVXI¿FLHQWUHVRXUFHVLQFOXGLQJ
ZHOOWUDLQHGLQVSHFWRUVRUDXGLWRUVDQGUHVRXUFHVWRVXSSRUWWKHLUZRUNVKRXOGEHDOORFDWHG
WRHQIRUFHPHQWDFWLYLWLHV7KLUGULVNDVVHVVPHQWPHWKRGVVKRXOGEHXVHGWRLGHQWLI\¿UPVRU
LQGLYLGXDOVPRVWOLNHO\WREHLQIRUPDODQGDOORZOLPLWHGUHVRXUFHVWREHXVHGPRVWHI¿FLHQWO\
(OECD, 2008a 
/DERXULQVSHFWLRQVHUYLFHVDOVRSOD\DYLWDOUROHLQFRPEDWLQJLQIRUPDOHPSOR\PHQWEHFDXVHLQ
PDQ\FRXQWULHVWKH\DUHWKHRQO\JRYHUQPHQWERGLHVZLWKWKHDXWKRULW\WRLQYHVWLJDWHEUHDFKHV
RIODERXUUHJXODWLRQVLQZRUNSODFHV/DERXULQVSHFWRUVFDQDOVRSOD\DQLPSRUWDQWHGXFDWLYH
UROHE\ZRUNLQJZLWK¿UPVDQGZRUNHUVWRHQFRXUDJHFRPSOLDQFH,QWHUQDWLRQDOVWXGLHVRIEHVW
SUDFWLFHKLJKOLJKWDQXPEHURIFKDUDFWHULVWLFVRIKLJKTXDOLW\ZHOOIXQFWLRQLQJODERXULQVSHFWLRQ
VHUYLFHV7KHVHLQFOXGHDGHTXDWHUHVRXUFHV ERWKVWDIIDQGLQIUDVWUXFWXUH UHFUXLWPHQWDQG
WUDLQLQJSROLFLHVGHVLJQHGWRDWWUDFWDQGUHWDLQKLJKTXDOLW\LQVSHFWRUVFHQWUDODGPLQLVWUDWLRQ
WRLPSURYHFRQVLVWHQF\DQGUHGXFHGXSOLFDWLRQSUHYHQWDWLYHWDUJHWLQJRI¿UPVEDVHGRQULVN
LQWHJUDWLRQRIGLIIHUHQWW\SHVRILQVSHFWLRQVWRUHGXFHWKHLQVSHFWLRQEXUGHQRQEXVLQHVVDQG
DIRFXVRQSUHYHQWLRQDQGHGXFDWLRQDVZHOODVHQIRUFHPHQW 6FKUDQNDQG3LRUH,/2
7UHLFKHO 
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:KLOHHDVLQJEXVLQHVVUHJLVWUDWLRQDQGLPSURYLQJWKHHQIRUFHPHQWRIH[LVWLQJHVWDEOLVKHGUXOHV
DUHEURDGO\DFFHSWHGDVPHDQVWRDGGUHVVLQIRUPDOHPSOR\PHQWWKHUROHRIODERXUUHJXODWLRQV
DQGODERXUPDUNHWLQVWLWXWLRQVDQGWKHLUOLQNWRLQIRUPDOHPSOR\PHQWDUHWKHVXEMHFWRIJUHDW
FRQWURYHUV\6HYHUDOVWXGLHVVHHPWRVXJJHVWWKDWPRUHULJRURXVODERXUUHJXODWLRQVOHDGWRDQ
LQFUHDVHLQLQIRUPDOHPSOR\PHQW +HFNPDQDQG3DJpV 8EXWRWKHUVFDOOWKHVH¿QGLQJV
LQWRTXHVWLRQ %HUJDQG.XFHUD 7KHDGYRFDWHVRIWKHIRUPHUYLHZDUJXHWKDWFURVV
FRXQWU\HYLGHQFHVXJJHVWVWKDWVWULQJHQWODERXUUHJXODWLRQVDQGWKHLUHQIRUFHPHQWDUHSRVLWLYHO\
UHODWHGWRWKHVL]HRIWKHLQIRUPDOVHFWRURIFRXQWULHV HJ/RD\]Det al.$OPHLGDDQG
&DUQHLUR +LJKPLQLPXPZDJHVFRQWULEXWHWRWKHFRVWRIIRUPDOHPSOR\PHQWDQGDUH
associated with lower formal-sector employment, at least in countries where the minimum
ZDJHLVELQGLQJLQWKHIRUPDOVHFWRU HJ&DUQHLUR>@DQG/HPRV>@IRU%UD]LO,QIDQWH
et al>@IRU&KLOH-DUDPLOOR>@IRU3HUX+DPLGLDQG7HUUHOO>@IRU&RVWD5LFD
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%HOO>@IRU&RORPELD-RQHV>@IRU*KDQD ,QPRVWFDVHVWKHIDOOLQIRUPDOVHFWRU
HPSOR\PHQWFDXVHGE\KLJKHUPLQLPXPZDJHVLVDFFRPSDQLHGE\DQ LQFUHDVHLQLQIRUPDO
sector employment, so that overall, higher minimum wages are associated with a higher share
RILQIRUPDOHPSOR\PHQW+RZHYHULQFRXQWULHVZKHUHPLQLPXPZDJHVDUHOHVVELQGLQJLQWKH
IRUPDOVHFWRUWKHUHDSSHDUVWREHOLWWOHHYLGHQFHRIDQLPSDFWRQIRUPDOHPSOR\PHQW %HOO
+DPLGLDQG7HUUHOO 
7KHUH LV HYLGHQFH WR VXJJHVW WKDW LQIRUPDO ZRUNHUV EHQH¿W de facto from the protection of
PLQLPXP ZDJHV DW OHDVW LQ VRPH FRXQWULHV 6DJHW   (YHQ LQ LQIRUPDO HPSOR\PHQW
W\SLFDOO\DVL]HDEOHSURSRUWLRQRIZRUNHUVHDUQWKHPLQLPXPZDJH,QRWKHUFDVHVWKHUHODWLRQVKLS
EHWZHHQZDJHVRIIRUPDODQGLQIRUPDOHPSOR\HHVLVORRVHUZLWKHDUQLQJVRILQIRUPDOZRUNHUV
EHLQJDWGLIIHUHQWOHYHOVEXWLQFUHDVLQJZLWKLQFUHDVHVLQWKHPLQLPXPZDJH6XFKGHYHORSPHQWV
KDYHEHHQREVHUYHGIRU%UD]LOIRUZRUNHUVZLWKRXWDVLJQHGODERXUFDUG DXVXDOLQGLFDWRURI
LQIRUPDOLW\ IRULQIRUPDOZRUNHUVLQ$UJHQWLQDIRUIDUPZRUNHUVDQGGRPHVWLFZRUNHUVLQ6RXWK
$IULFDDQGWRDOHVVHUH[WHQWLQVRPH,QGLDQVWDWHV9
7KHLPSDFWRIODERXUPDUNHWLQVWLWXWLRQV PLQLPXPZDJHKLULQJDQG¿ULQJSURFHGXUHVFROOHFWLYH
EDUJDLQLQJ RQWKHVL]HRILQIRUPDOHPSOR\PHQWLVLQFRQFOXVLYH$VUHIHUUHGWRLQ&KDSWHU
)UHHPDQ  LQKLVUHYLHZFRQFOXGHVWKDWLWLVQRW\HWSRVVLEOHWRHVWDEOLVKDFDXVDOUHODWLRQ
EHWZHHQODERXUPDUNHWLQVWLWXWLRQVDQGHPSOR\PHQWRXWFRPHVDQGSLQSRLQWVPDQ\PHWKRGRORJLFDO
SUREOHPV

Improving the benefits of formalisation, fighting corruption and improving
governance
,PSURYLQJJRYHUQDQFHVWDQGDUGVDQGFRPEDWLQJFRUUXSWLRQFDQSOD\DQLPSRUWDQWUROHLQUHGXFLQJ
LQIRUPDOLW\E\LQFUHDVLQJWKHSHUFHLYHGDQGDFWXDOEHQH¿WVWRWD[SD\HUVRISD\LQJWD[HV)UH\
DQG7RUJOHU  ¿QGWKDWSHRSOHDUHOHVVOLNHO\WRHYDGHWD[HVLIWKH\WKLQNWKDWRWKHUVDUH
SD\LQJWKHLUIDLUVKDUHVXJJHVWLQJWKDWSXEOLFLVLQJJRRGWD[EHKDYLRXUFRXOGSOD\DUROHLQD
VWUDWHJ\WRLPSURYHFRPSOLDQFH3HUFHSWLRQVDERXWWKHTXDOLW\RIJRYHUQPHQWVHUYLFHVFDQDOVR
LQÀXHQFHWD[DQGVRFLDOVHFXULW\FRPSOLDQFH 6OHPURG 7D[SD\HUVIHHOOHVVJXLOWDERXW
HYDGLQJWD[HVLIWKH\WKLQNWKDWWD[UHYHQXHVDUHEHLQJPLVXVHGHLWKHUWKURXJKFRUUXSWLRQRU
LQFRPSHWHQFH$QXPEHURIHPSLULFDOVWXGLHV¿QGDSRVLWLYHOLQNEHWZHHQWUXVWLQJRYHUQPHQW
RUJRYHUQDQFHTXDOLW\DQGWD[FRPSOLDQFHRUIRUPDOLW\ HJ)ULHGPDQet al)UH\DQG
7RUJOHU+DQRXVHNDQG3DOGD 
%H\RQGQDUURZWD[DWLRQLVVXHVWKHEHQH¿WVRIIRUPDOLW\DUHPDLQO\DVVRFLDWHGZLWKPDUNHW
RSSRUWXQLWLHV DQG SURGXFWLYLW\HQKDQFLQJ SXEOLF JRRGV RQ WKH RQH KDQG LQFOXGLQJ ODZ DQG
order, contract enforcement, and services such as health, education or housing provision on
WKHRWKHU,PSURYLQJWKHTXDOLW\RIWKHVHVHUYLFHVDQGDOLJQLQJWKHVHUYLFHVSURYLGHGZLWKWKHLU
SHUFHLYHGFRVWFDQDOVRKHOSHVWDEOLVKQHZOLQNVEHWZHHQFLWL]HQVDQGWKHVWDWH
,IZRUNHUVKDYHVRPHVD\LQZKHWKHURUQRWWKH\DUHHPSOR\HGIRUPDOO\WKHSHUFHSWLRQWKDW
WKH\UHFHLYHOHVVLQEHQH¿WV IURPVRFLDOSURWHFWLRQVFKHPHVRUSXEOLFVHUYLFHV¿QDQFHGRXW
RIJHQHUDOWD[DWLRQ WKDQWKH\SD\LQFRQWULEXWLRQVRUWD[HVPD\EHDIDFWRULQHQFRXUDJLQJ
LQIRUPDOLW\RUXQGHUGHFODUDWLRQ)RUFRXQWULHVZLWKVRFLDOLQVXUDQFHVFKHPHVZKHUHFRQWULEXWLRQV
DUHOLQNHGWRIRUPDOHPSOR\PHQWDFFHVVWRVRFLDOSURWHFWLRQFDQEHFRQVLGHUHGDVDEHQH¿W
RIZRUNLQJIRUPDOO\)RUWKRVHZRUNHUVZKRDUH¿QDQFLDOO\DEOHWRFRQWULEXWHDQGDUHSURYLGHG
ZLWKWKHFKRLFHRIZRUNLQJIRUPDOO\RUQRWLQFHQWLYHVIRUIRUPDOLVDWLRQPD\EHLPSURYHGE\
LQFUHDVLQJWKHOLQNEHWZHHQFRQWULEXWLRQVDQGEHQH¿WV
7KHSHUFHSWLRQRIDOLQNEHWZHHQFRQWULEXWLRQVDQGEHQH¿WVPD\EHSDUWLFXODUO\UHOHYDQWLQWKH
FDVHRISHQVLRQVDQGWRDOHVVHUH[WHQWXQHPSOR\PHQWLQVXUDQFHZKLFKFDQEHFRQVLGHUHG
GHIHUUHGZDJHV7KHEHQH¿WVWRZRUNHUVRIFRQWULEXWLQJWRSHQVLRQDQGXQHPSOR\PHQWLQVXUDQFH
ZLOOGHSHQGERWKRQWKHHDVHRIDFFHVVWREHQH¿WV LHWKHHOLJLELOLW\FRQGLWLRQV DQGRQWKH
YDOXHRIEHQH¿WV LHWKHUHSODFHPHQWUDWHV 'LIIHUHQWJURXSVRIZRUNHUVPD\KDYHGLIIHUHQW
SHUFHSWLRQVRIWKHEHQH¿WVRIFRQWULEXWLQJWRVRFLDOSURWHFWLRQGHSHQGLQJRQWKHTXDOLW\RIWKH
VHUYLFHSURYLGHGDQGRQWKHLUGLVFRXQWUDWH)RUH[DPSOH\RXQJZRUNHUVPD\SUHIHUFXUUHQW
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FRQVXPSWLRQWRPDNLQJFRQWULEXWLRQVWRDSHQVLRQVFKHPHWKDWZLOOKDYHOLWWOHSD\RIIXQWLOPDQ\
\HDUVLQWRWKHIXWXUHKHQFHWKHLPSRUWDQFHQRWRQO\RIUHWXUQVEXWDOVRRIWKHWUDQVSDUHQW
PDQDJHPHQW DQG SUXGHQWLDO UXOHV RI SHQVLRQ IXQGV 7KLV KLJKOLJKWV DQ LPSRUWDQW UROH IRU
JRYHUQPHQWVLQLQFUHDVLQJDZDUHQHVVRIWKHEHQH¿WVRIVRFLDOSURWHFWLRQDQGSXEOLFVHUYLFHV
:KDWLVWUXHIRUFLWL]HQVDQGZRUNHUVKROGVDOVRIRU¿UPV6DIDYLDQDQG:LPSH\  ¿QG
WKDW¿UPVDUHPRUHOLNHO\WRXVHLQIRUPDOFUHGLWZKHQWKH\DUHH[SRVHGWRFRUUXSWLRQRUZKHUH
WKH\¿QGWKHUHJXODWRU\HQYLURQPHQWRQHURXV%DWUD et al  FLWHGLQ6WUDXE  
¿QGWKDWSHUFHSWLRQVRISRRUSURWHFWLRQRISURSHUW\ULJKWVDQGPRUHFRUUXSWLRQOHDGWRJUHDWHU
LQIRUPDOLW\ DPRQJ ¿UPV $OWKRXJK KDUGO\ DXWRPDWLF LQFHQWLYHV IRU ¿UPV WR HVWDEOLVK WKHLU
EXVLQHVVIRUPDOO\DUHFRQGXFLYHWRWKHLUUHJLVWHULQJWKHLUZRUNHUV

Protecting and Promoting Those in the Lower Tier
$QLQFUHDVHLQWKHTXDQWLW\DQGTXDOLW\RIMREVFUHDWHGDQGLQFHQWLYHVIRUWKRVHMREVWREHFUHDWHG
RUEHFRPHIRUPDOFDQLQWKHORQJUXQOHDGWRODERXUUHODWLRQVEHFRPLQJPRUHIRUPDOLVHG%XW
LQIRUPDOODERXUPDUNHWVDUHWKHPVHOYHVVHJPHQWHG7RDOOHYLDWHDQGGXUDEO\UHGXFHSRYHUW\LQ
WKHORZHUWLHURILQIRUPDOHPSOR\PHQWLWLVQHFHVVDU\WRLPSOHPHQWSROLFLHVVSHFL¿FDOO\GHVLJQHG
WRSURYLGHZRUNHUVZLWKEHWWHURSSRUWXQLWLHVDQGZLWKEHWWHUWRROVWRPDQDJHULVN

Education and training policies
,PSURYLQJVNLOOVHVSHFLDOO\RIWKRVHZKRDUHZRUNLQJLQWKHORZHUWLHURILQIRUPDOHPSOR\PHQW
LVHVVHQWLDO7KHFRPELQDWLRQRIJOREDOLVDWLRQDQGWHFKQRORJLFDOSURJUHVVKDVOHGWRLQFUHDVHG
GHPDQGIRUVNLOOHGZRUNHUVDQGLQFUHDVHGUHWXUQVWRVNLOOV$VDFRQVHTXHQFHLQFRPHGLIIHUHQWLDOV
EHWZHHQVNLOOHGDQGXQVNLOOHGZRUNHUVKDYHLQFUHDVHGGUDPDWLFDOO\OHDGLQJWRODUJHULQHTXDOLW\
LQWKRVHFRXQWULHVZKHUHVNLOOVWKHPVHOYHVDUHXQHTXDOO\GLVWULEXWHG :RUOG%DQN 0DQ\
ORZLQFRPHFRXQWULHVLQVXE6DKDUDQ$IULFD 66$ IDFHDYLFLRXVFLUFOHRIORZHGXFDWLRQDQG
VNLOOVORZSURGXFWLYLW\DQGSRYHUW\2QO\RQH¿IWKRIER\VDQGJLUOVRIVHFRQGDU\VFKRRODJHLQ
WKHVHOHDVWGHYHORSHG66$FRXQWULHVDWWHQGVFKRRO7KHEHWWHUMREVLHWKHPRUHSURGXFWLYH
RQHVRIIHULQJGHFHQWSD\VHFXULW\DQGVRFLDOSURWHFWLRQDUHRIWHQWKRVHWKDWUHTXLUHDFHUWDLQ
OHYHORIVNLOOV7KH&RPPLVVLRQRQ*URZWKDQG'HYHORSPHQW  DUJXHVVWURQJO\LQIDYRXURI
LQYHVWLQJLQHGXFDWLRQRQHI¿FLHQF\DQGHTXLW\JURXQGV7KHFRQWURYHUVLDOLVVXHWRGD\WKRXJK
LVKRZEHVWWRDOORFDWHUHVRXUFHVZLWKLQWKHHGXFDWLRQDOVHFWRUDQGKRZWRLQFUHDVHWKHTXDOLW\
RIWHDFKLQJDQGLPSURYHRXWFRPHV
8SJUDGLQJVNLOOVLVQRWRQO\DERXWHGXFDWLQJWKHIXWXUHODERXUIRUFHEXWDOVRDERXWSURYLGLQJ
WUDLQLQJ WR WKRVH FXUUHQWO\ ZRUNLQJ ,Q UHVSHFW RI HGXFDWLRQ DQG WUDLQLQJ IRU WKRVH ZRUNLQJ
LQIRUPDOO\DUHFHQWUHSRUWE\WKH)UHQFKDJHQF\$JHQFH)UDQoDLVHGH'pYHORSSHPHQW :DOWKHU
2007) stresses the following three points:
² 7KHQHHGWRRIIHUWUDLQLQJHDUO\RQDQGDFNQRZOHGJHWKHIDFWWKDWLQIRUPDOHPSOR\PHQW
PD\EHWKHRQO\WUDLQLQJFRQGXFWHGRQWKHMREVRPHSHRSOHJHW
² 5HVWUXFWXULQJWUDGLWLRQDODSSUHQWLFHVKLSVWRFRPELQHWKHRU\DQGSUDFWLFH9DULRXVLQLWLDWLYHV
DUHFXUUHQWO\WDNLQJSODFHZLWKLQWKHLQIRUPDOVHFWRUWRWUDQVIRUPWUDGLWLRQDODSSUHQWLFHVKLSV
LQWRGXDODSSUHQWLFHVKLSV6HH:DOWKHU  IRUGHWDLOV
² 6WUHVVLQJWKHUROHRIORFDOJRYHUQPHQWVLQSURYLGLQJWUDLQLQJLQWKHLQIRUPDOVHFWRUDVSXEOLF
YRFDWLRQDOHGXFDWLRQDQGWUDLQLQJIRFXVPRVWO\RQVNLOOVQHHGHGLQWKHIRUPDOVHFWRUDQG
QHJOHFWFXUUHQWODERXUPDUNHWQHHGVLQ$IULFD
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7KHSULRULW\RILPSURYLQJWKHTXDOLW\DQGDYDLODELOLW\RIWUDLQLQJPHDQVWKDWLWLVQHFHVVDU\WRIRFXV
RQUHIRUPLQJHGXFDWLRQDQGWUDLQLQJV\VWHPVVRWKDWWKH\SURYLGHWKHVNLOOVDQGFRPSHWHQFHV
WKDWZLOOEHQHHGHGWRERRVWWKHJURZWKRIGHFHQWZRUNLQWKHIRUPDOHFRQRP\ HJVHHWKH
REMHFWLYHV RI WKH UHYLVHG 6RXWK $IULFDQ 1DWLRQDO 4XDOL¿FDWLRQ )UDPHZRUN LQ 10  3ROLF\
responses need to place emphasis on increasing the access of the poor to training, upgrading
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DSSUHQWLFHVKLSWUDLQLQJDQGLPSURYLQJWKHUHOHYDQFHRIWUDLQLQJLQSXEOLFLQVWLWXWLRQV7KLVFRXOG
LQYROYHVWUHQJWKHQLQJFRRUGLQDWLRQDQGSDUWQHUVKLSVZLWKWKHSULYDWHVHFWRUDQGFRPELQLQJ
LQVWLWXWLRQEDVHGHGXFDWLRQDQGWUDLQLQJZLWKVHOI¿QDQFHGDQGVHOIUHJXODWHGHQWHUSULVHEDVHG
OHDUQLQJLHIRUPDODSSUHQWLFHVKLS

Box 6.1. Technical and Vocational Training in Africa
7KH$(2 $IULFDQ(FRQRPLF2XWORRN 5HSRUW 2(&'c) provides a snapshot of Technical
DQG9RFDWLRQDO6NLOOV'HYHORSPHQW 796' LQ$IULFDQFRXQWULHVDWGLIIHUHQWOHYHOVRIHFRQRPLF
GHYHORSPHQWDQGZLWKGLIIHUHQWODERXUPDUNHWQHHGV,WGHPRQVWUDWHVWKDWRSSRUWXQLWLHVRIIHUHG
E\WKHSULYDWHHQWHUSULVHVHFWRULQFOXGLQJWKHLQIRUPDOVHFWRUKROGWKHJUHDWHVWSURPLVHIRUWKH
WUDLQLQJRI$IULFD¶V\RXWKDQGWKHQH[WJHQHUDWLRQRIHQWUHSUHQHXUVOLNHO\WRSURYLGHHPSOR\PHQW
DQGSURVSHULW\796'LWLVDUJXHGVKRXOGEHDQLQWHJUDOSDUWRIDQ\SURSRRUHFRQRPLFJURZWK
VWUDWHJ\DQGPRUHDWWHQWLRQVKRXOGEHSDLGWRWKHIDFWWKDWSHUFHQWRI796'LVGRQHLQWKH
LQIRUPDOVHFWRU
7KH UHSRUW UHYHDOV WKDW LQ WKH PRUH GHYHORSHG $IULFDQ FRXQWULHV LW LV SRVVLEOH RIWHQ WR ¿QG D
FRPELQDWLRQ RI KLJK JURZWK DQG SURGXFWLYLW\ LQ VRPH VHFWRUV DQG UHJLRQV FRPELQHG ZLWK ORZ
SURGXFWLYLW\ DQG SHUVLVWHQW SRYHUW\ LQ RWKHUV PDLQO\ LQ WKH ODUJH LQIRUPDO HFRQRP\ 7KH UROH
of training in promoting formalisation in many of these developing countries involves focusing
RQLPSURYLQJDFFHVVWRTXDOLW\VNLOOVGHYHORSPHQWRXWVLGHKLJKJURZWKXUEDQDUHDVFRPELQLQJ
UHPHGLDOHGXFDWLRQDQGHPSOR\PHQWVHUYLFHVZLWKWHFKQLFDOWUDLQLQJLPSOHPHQWLQJV\VWHPVIRU
WKHUHFRJQLWLRQRISULRUOHDUQLQJWRRSHQXSMREVLQWKHIRUPDOHFRQRP\WRWKRVHZKRKDYHDFTXLUHG
VNLOOVLQIRUPDOO\DQGWDUJHWLQJHQWUHSUHQHXUVKLSWUDLQLQJVRWKDWLWHQFRXUDJHVDQGHQDEOHVWKH
IRUPDOLVDWLRQRIVPDOOHQWHUSULVHV
0LFURFUHGLWUHSUHVHQWVDQLQWHJUDOSDUWRIWKHPHDQVGHSOR\HGWRUHLQIRUFHWUDLQLQJDQGPDNHLW
PRUHHIIHFWLYH,WSOD\VDFUXFLDOUROHLQKHOSLQJLQIRUPDOVHFWRUZRUNHUVSURJUHVVIURPWKH796'
SKDVHWRHQWHUSULVHFUHDWLRQFRQVROLGDWLRQDQGGHYHORSPHQW7KH³)LUVW-RE´ODZLPSOHPHQWHGLQ
$QJRODVLQFHLVDJRRGH[DPSOHRIKRZWKH$QJRODQ*RYHUQPHQWDLPVWRKHOSWUDLQHHV¿QG
ZRUNZKLFKLVDSUHUHTXLVLWHIRUVXFFHVVIXOWUDLQLQJVFKHPHV$QRWKHUH[DPSOHRIJRRGSUDFWLFH
LVWKHVWUDWHJLFSDUWQHUVKLSGHYHORSHGE\WKH$IULFDQ'HYHORSPHQW%DQNDQGWKH,/2WRVXSSRUW
JURZWKRULHQWHG ZRPHQ HQWUHSUHQHXUV ZKLFK KDV EHHQ DSSOLHG LQ &DPHURRQ (WKLRSLD .HQ\D
7DQ]DQLDDQG8JDQGD
7KHOLYHOLKRRG RIWKHODUJHPDMRULW\RIZRUNHUVLQWKHFRQWLQHQW GHSHQGV RQ LQFRPHJHQHUDWLQJ
DFWLYLWLHV LQ WKH VXEVLVWHQFH DJULFXOWXUH VHFWRU DQG WKH XUEDQ LQIRUPDO HFRQRP\ +HQFH WKH
LPSRUWDQFHRIHIIHFWLYHPHWKRGVIRULPSURYLQJDFFHVVWRKLJKTXDOLW\DQGUHOHYDQWVNLOOVWUDLQLQJ
LQ UXUDO FRPPXQLWLHV WR LPSURYH DJULFXOWXUDO SURGXFWLYLW\ RU WR PHHW RIIIDUP ODERXU GHPDQG
&RQFUHWHDFWLRQVVKRXOGLQFOXGHLPSURYLQJDJULFXOWXUDODQGUXUDOH[WHQVLRQVHUYLFHVDQGFRPELQLQJ
WHFKQLFDODQGHQWUHSUHQHXUVKLSWUDLQLQJLQORFDOFRPPXQLWLHV
Important reforms in many African countries are under way to strengthen training systems to
DGDSW WKHP E\ LQWURGXFLQJ RU VWUHQJWKHQLQJ SDUWQHUVKLSV EHWZHHQ VFKRROEDVHG WUDLQLQJ DQG
DSSUHQWLFHVKLSV LQ ERWK WKH IRUPDO DQG LQIRUPDO VHFWRUV )RU LQVWDQFH %HQLQ *KDQD DQG 0DOL
DUHPDNLQJLPSRUWDQWHIIRUWVWRPRGHUQLVHWUDGLWLRQDODSSUHQWLFHVKLSVFKHPHVDQGWRLQWHJUDWH
WKHPLQWRDQDWLRQDOWUDLQLQJV\VWHP7KHVHH[DPSOHVWKDWWDNHWKHIRUPRIGXDODSSUHQWLFHVKLS
systems, where craft enterprises co-operate with training centres to provide training and to issue
FHUWL¿FDWHVDWWHVWLQJWRWKHVNLOOVSRVVHVVHGE\LQIRUPDOVHFWRUZRUNHUVDUHSURPLVLQJDQGUHÀHFW
a trend towards a more holistic approach to education, training and employment than in the
SDVW
Sources: ILO (2008) and OECD (2008c 

Social protection and risk management policies
%HVLGHV LPSURYLQJ SURGXFWLYLW\ DQG WKH HDUQLQJV RI WKRVH ZRUNLQJ LQIRUPDOO\ D NH\ SROLF\
FRQFHUQLVKRZWRSURYLGHVRFLDOSURWHFWLRQLQDQHIIHFWLYHDQGHTXLWDEOHPDQQHUWRWKRVHZKR
DUHQRWIRUPDOO\UHJLVWHUHGDQGDUHRXWVLGHWKHUHDFKRIVRFLDOVHFXULW\
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7\SLFDOO\OLIHULVNVVXFKDVLOOQHVVGHDWKROGDJHDQGGLVDELOLW\DUHLQVXUHGWKURXJKMREUHODWHG
RIWHQFRPSXOVRU\LQVXUDQFHPHFKDQLVPV,QIRUPDOZRUNHUVZKRGRQRWKDYHDFFHVVWRVXFK
PHFKDQLVPV WKHUHIRUH EHDU PRUH ULVN WKDQ LI WKH\ ZHUH IRUPDO 7KLV LV SDUWLFXODUO\ WUXH RI
WKRVHLQIRUPDOZRUNHUVZKRRQWRSRIWKHLUHPSOR\PHQWVWDWXVDUHLQRFFXSDWLRQVWKDWDUH
WKHPVHOYHVULVNLHURURIIHUYRODWLOHUHWXUQV
7KHOLQNEHWZHHQVRFLDOSURWHFWLRQDQGLQIRUPDOLW\LVDFRPSOH[RQHDQGFKRLFHVDUHOLQNHGWR
WKHTXHVWLRQRIZKDWNLQGRIZHOIDUHPRGHODFRXQWU\LVSXUVXLQJ6RFLHWLHVDUHOLNHO\WRKDYH
GLIIHUHQWOHYHOVRIWROHUDQFHIRUWKHFRVWRISURYLGLQJVRFLDODVVLVWDQFHWRLQIRUPDOZRUNHUVRU
IRUSRVVLEOHLQFUHDVHVLQLQIRUPDOLW\VXEVHTXHQWWRWKHSURYLVLRQRIVRFLDODVVLVWDQFHVHUYLFHV
WRLQIRUPDOZRUNHUV7KHSURYLVLRQRIVXFKVHUYLFHVFDQIRVWHUWKHLPDJHRIVRPHSDUWLFLSDQWV
LQLQIRUPDOHPSOR\PHQWDVIUHHULGHUV7KLVHIIHFWLVWREHEDODQFHGDJDLQVWWKHUHGXFWLRQLQ
SRYHUW\WKDWWKHH[WHQVLRQRIEDVLFVRFLDOLQVXUDQFHVHUYLFHVFDQDFKLHYH
6RFLDODVVLVWDQFHVFKHPHVWKDWLQVXUHWKHSRRUDJDLQVWFDWDVWURSKLFULVNFDQSOD\DPDMRUUROHLQ
UHGXFLQJQRWRQO\WKHOHYHOEXWDOVRWKHVHYHULW\RISRYHUW\0RUHRYHUWKH\FRQVWLWXWHLPSRUWDQW
HOHPHQWVLQLQFUHDVLQJWKHSURGXFWLYLW\RILQIRUPDOZRUNHUV

Social assistance programmes
6RFLDODVVLVWDQFHSURJUDPPHVRIIHUEHQH¿WVWRWKRVHQRWUHDFKHGE\IRUPDOVRFLDOLQVXUDQFH
PHFKDQLVPV LQFOXGLQJ VRFLDO VHFXULW\ DQG FRQWULEXWLRQEDVHG XQHPSOR\PHQW LQVXUDQFH ,Q
SUDFWLFHVRFLDODVVLVWDQFHEHQH¿WVDUHPHDQVWHVWHGDQGHQFRPSDVVDZLGHUVHWRIEHQH¿WV
WKDQWKRVHSURYLGHGE\VRFLDOLQVXUDQFH,QSDUWLFXODUVRFLDODVVLVWDQFHFDQWDNHWKHIRUPRI
FDVKWUDQVIHUVZKHWKHUDVSDUWRILQFRPHJXDUDQWHHVFKHPHVRUDVDUHVSRQVHWROLIHHYHQWV
Recently, social cash transfers as a part of social assistance schemes have attracted a great
GHDO RI DWWHQWLRQ IURP SROLF\ PDNHUV GRQRUV DQG UHVHDUFKHUV 7KH\ LQFOXGH FRQGLWLRQDO RU
QRQFRQGLWLRQDOWUDQVIHUVSHQVLRQVFKLOGVXSSRUWJUDQWVGLVDELOLW\EHQH¿WVHWF6RFLDOFDVK
WUDQVIHUVDUHFORVHO\OLQNHGWRHPSOR\PHQW'HSHQGLQJRQWKHVSHFL¿FIRUPWKH\FDQLQÀXHQFH
ODERXUVXSSO\DQGGHPDQGKXPDQFDSLWDOIRUPDWLRQDQGRWKHUZHOIDUHYDULDEOHV7KHRYHUDOO
HYLGHQFHVHHPVWRVXSSRUWDSRVLWLYHLPSDFWRQHPSOR\PHQWRXWFRPHV 6DPVRQ 7KH\
GLUHFWO\SURPRWHVKRUWWHUPODERXUPDUNHWSDUWLFLSDWLRQDQGUHGXFHXQHPSOR\PHQW 'HYHUHX[
et al.,  0F&RUG    $V DQ H[DPSOH &KLPDLet al   ¿QG WKDW WKURXJK
SDUWLFLSDWLRQLQWKH=DPELDQSLORWFDVKWUDQVIHUVFKHPHKRXVHKROGVZHUHDEOHWRKLUHODERXU
IRUODQGFXOWLYDWLRQFUHDWLQJMREVIRUORFDO\RXQJSHRSOH
&DVKWUDQVIHUVKDYHRIWHQEHHQSUHVHQWHGDVWUDQVLWRU\PHDVXUHVWRDOOHYLDWHSRYHUW\LQWLPHV
RIHFRQRPLFFULVHVRUWUDGHUHJLPHFKDQJHVZKHQPRUHKRXVHKROGVDUHDWULVNRIIDOOLQJLQWR
SRYHUW\ 7KH PRUH FULWLFDO DQG GLVSXWHG LVVXH WKRXJK LV WKH ORQJHUWHUP SRVWSURJUDPPH
HPSOR\PHQWHIIHFWV:LOOZRUNHUVEHDEOHWRH[LWSXEOLFZRUNVDWVRPHWLPHWRHQJDJHLQWKHLU
RZQOLYHOLKRRGV"7KHHYLGHQFHVRIDUVHHPVWREHWRRVFDWWHUHGDQGLQFRQFOXVLYHWRGUDZDQ\
¿UPFRQFOXVLRQ:KDWRQHFDQVD\KRZHYHULVWKDWFDVKWUDQVIHUVFDQGXUDEO\JXDUDQWHHD
PLQLPDOLQFRPHLQFHUWDLQVLWXDWLRQV XQHPSOR\PHQWROGDJH VXEVWLWXWLQJIRUVRFLDOLQVXUDQFH
DOWRJHWKHU,Q0H[LFRZKHUHQRXQLYHUVDOROGDJHLQVXUDQFHH[LVWVROGDJHVHFXULW\LVSURYLGHGE\
YDULRXVVRXUFHVDWWKHIHGHUDOOHYHOIRUWKHHOGHUO\LQUXUDODUHDVDQGE\PXQLFLSDOJRYHUQPHQWV
LQFHUWDLQFLWLHV LQFOXGLQJ0H[LFR') 

154

Among social cash transfers, conditional transfers have received much attention as a means
RILQÀXHQFLQJEHKDYLRXULQSDUWLFXODULQWKHEHQH¿WRIIXWXUHJHQHUDWLRQVZLWKRXWUHFRXUVHWR
GLVWRUWLRQDODQGSRVVLEO\SDWHUQDOLVWLFLQNLQGWUDQVIHUVDQGVXEVLGLHV&RQGLWLRQDOFDVKWUDQVIHU
&&7 SURJUDPPHVKDYHVSUHDGWKURXJKRXW/DWLQ$PHULFDVLQFHWKHPLGVEXWDUHDOVR
LPSOHPHQWHGLQ$IULFD HJ=DPELD0DODZL 7KHEHVWNQRZQLQ/DWLQ$PHULFDDUHPROGRESA/
Oportunidades 0H[LFR Chile Solidario and Bolsa Família %UD]LO 'HVSLWHGLIIHUHQFHVLQWKHLU
GHVLJQ DQG VFRSH &&7 SURJUDPPHV DUH FKDUDFWHULVHG E\ WKHLU WZLQ REMHFWLYHV RI SURYLGLQJ
IRUWKHLPPHGLDWHQHHGVRIWKHSRRU YLDWKHWUDQVIHU DQGRIEUHDNLQJWKHLQWHUJHQHUDWLRQDO
WUDQVPLVVLRQRISRYHUW\E\LQYHVWLQJLQWKHKXPDQFDSLWDORIWKHFKLOGUHQRIWKHEHQH¿FLDU\
IDPLOLHV WKHFRQGLWLRQVDWWDFKHGWRWKHWUDQVIHU 7RDFKLHYHWKHVHWKH\FRPELQHDFDVKWUDQVIHU
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mechanism, a targeting system and a set of conditions, normally related to school attendance
DQGFRPSOLDQFHZLWKKHDOWKFDUHSURJUDPPHV7KHUHVXOWVRIHDUO\LPSDFWHYDOXDWLRQVEROVWHUHG
WKHUHSXWDWLRQRI&&7SURJUDPPHVIURPWKHRXWVHW7KHVHGHPRQVWUDWHGGH¿QLWHLPSURYHPHQWV
in education and health outcomes, some evidence of improvement in nutrition, mainly where
WKH&&7ZDVDFFRPSDQLHGE\WKHGLVWULEXWLRQRIIRRGVXSSOHPHQWVDQGQRQHJDWLYHLPSDFWRQ
ODERXUVXSSO\
&&7VDUHSDUWLFXODUO\JRRGDWWDUJHWLQJWKDQNVWRWKHFRPELQDWLRQRIVHOIVHOHFWLRQDQGDSSURSULDWH
LGHQWL¿FDWLRQRIWKHSRSXODWLRQDWZKLFKWKH\DUHDLPHG6XFKLQWHUYHQWLRQVDUHNH\WRDOOHYLDWLQJ
SRYHUW\DQGDQLPSRUWDQWWRROIRUIXWXUHSRYHUW\UHGXFWLRQ7KH\UHPDLQKRZHYHUJHQHUDOO\
WRR VPDOO WR DIIHFW WKH ZHOOEHLQJ RI LQIRUPDOO\ HPSOR\HG ZRUNHUV ZKHQ WKH\ UHSUHVHQW WKH
PDMRULW\RIHPSOR\PHQW
Because of their relatively modest size (relative to the size of informal employment) and the
IRFXV RQ SRYHUW\ DOOHYLDWLRQ FRQGLWLRQDO FDVK WUDQVIHUV DUH QRW D VXI¿FLHQW WRRO WR DGGUHVV
WKHULVNRISRYHUW\IDFHGE\PDQ\LQIRUPDOZRUNHUV1HLWKHUDUHWKH\DQLPSHGLPHQWWRWKH
LPSOHPHQWDWLRQRIODERXUPDUNHWSROLFLHVDQGLQWHUYHQWLRQV$VVKRZQE\6DPVRQ  IRU
6RXWK$IULFDVRFLDOWUDQVIHUVVHHPQRWWRFRPSHWHZLWKODERXUPDUNHWSROLFLHVDQGLQWHUYHQWLRQV
UDWKHUWRFRPSOHPHQWWKHP

Poverty reduction and promotion policies: distorting incentives?
,QPDQ\GHYHORSLQJFRXQWULHVKLJKOHYHOVRISRYHUW\DQGLQHTXDOLW\KDYHSURPSWHGWKHFUHDWLRQRI
VRFLDODVVLVWDQFHSURJUDPPHV7KHVHFDWHUWRLQIRUPDOZRUNHUVHLWKHUDVSDUWRIWKHLUVWDWXWRU\
IUDPHZRUNRUE\VHOIVHOHFWLRQVLQFHIRUPDOZRUNHUVKDYHDFFHVVWRIRUPDOVRFLDOVHFXULW\,I
LQIRUPDOHPSOR\PHQWLVYROXQWDU\DQGUHVXOWVIURPDQDQDO\VLVRIWKHFRVWVDQGEHQH¿WVRI
EHLQJIRUPDOSURYLGLQJVHUYLFHVWKDWDUHDQDOWHUQDWLYHWRFRQWULEXWLRQEDVHGVRFLDOLQVXUDQFH
DWORZRU]HURFRVWZLOOHQFRXUDJHLQIRUPDOZRUN,QWKRVHFRXQWULHVZLWKDKLJKSHUFHQWDJHRI
SHRSOHEHORQJLQJWRWKHXSSHUWLHURILQIRUPDOHPSOR\PHQWVXFKVRFLDODVVLVWDQFHSURJUDPPHV
IXQGHGHLWKHUWKURXJKSD\UROOWD[HVLQWKHIRUPDOVHFWRURUJHQHUDOWD[DWLRQPD\HQFRXUDJH
LQIRUPDOLW\GLVWRUWWKHDOORFDWLRQRIRWKHUIDFWRUVRISURGXFWLRQDQGWKUHDWHQWKHYLDELOLW\RIWKH
FRQWULEXWLRQEDVHGV\VWHP /HY\ ,QWXUQWKLVFDQFUHDWHVHJPHQWHGODERXUPDUNHWV
and the “missing middle” in an economy composed of many small and some large enterprises
*DOLDQLDQG:HLQVFKHOEDXP 
7KHGHEDWHLQ0H[LFRZDVSURPSWHGE\WKHLPSOHPHQWDWLRQRIDODUJHVFDOHKHDOWKLQVXUDQFH
VFKHPHIRUWKRVHZLWKRXWDFFHVVWRVRFLDOVHFXULW\7KHSeguro Popular (Sistema de Protección
Social de Salud)RIIHUVDEDVLFKHDOWKSDFNDJHZLWKDVXEVLG\WKDWGHFUHDVHVDVGHFODUHGKRXVHKROG
LQFRPHULVHV,QSUDFWLFHDERXWSHUFHQWRIWKHPLOOLRQIDPLOLHVWKDWZHUHEHQH¿FLDULHVRI
Seguro Popular DWWKHHQGRIUHFHLYHGDIXOOVXEVLG\6XFKLVVXHVDUHQRWRQO\SUHVHQWLQ
KHDOWKLQVXUDQFHEXWDOVRLQUHVSHFWRISHQVLRQ¿QDQFH,Q%UD]LOWKRVHHDUQLQJWKHPLQLPXP
ZDJHFDQDSSO\IRUDQROGDJHEHQH¿WIURPDJH PHDQVWHVWHGDQGHTXLYDOHQWWRDPLQLPXP
ZDJH WKHUHIRUHSURYLGLQJLQFHQWLYHVIRUWKHDJHGWRUHWLUHDQGZRUNLQIRUPDOO\
The relevance of these arguments depends on the degree to which informality is indeed
YROXQWDU\LQDJLYHQFRXQWU\DQGWKHHIIHFWWKDWQRQSHFXQLDU\EHQH¿WVDUHOLNHO\WRKDYHRQ
FKRLFH4XDOLWDWLYHHYLGHQFHVXJJHVWVWKDWQRQSHFXQLDU\EHQH¿WVLQFOXGLQJVXFKHOHPHQWVDV
IUHHGRPWREHRQH¶VRZQERVVDUHUHOHYDQWWRWKHGHFLVLRQWREHFRPHVHOIHPSOR\HG VHH3HUU\
et al. +RZHYHUWKHGHEDWHRQWKHUHODWLYHVL]HRIYROXQWDU\DQGUDWLRQHGVHJPHQWVRI
LQIRUPDOHPSOR\PHQWLVE\DQGODUJHXQVHWWOHG
7KHGHJUHHRIPRELOLW\EHWZHHQGLIIHUHQWVHJPHQWVRIWKHODERXUPDUNHWLVDKLJKO\FRQWHVWHG
WRSLF,QDUHFHQWFDVHVWXG\RI0H[LFRDFRXQWU\IRUZKLFKLWKDVEHHQIRXQGWKDWWKHUHLV
VXEVWDQWLDOPRELOLW\LQODERXUPDUNHWV/DLJOHVLD et al.  ¿QGWKDWHGXFDWLRQDQGJHQGHU
KDYHDFULWLFDOLQÀXHQFHRQPRELOLW\SDWWHUQV,QGLYLGXDOVZLWKIHZHUWKDQVL[\HDUVRIHGXFDWLRQ
DUHIRXQGWREHVLJQL¿FDQWO\OHVVOLNHO\WRJRIURPDQLQIRUPDOWRDIRUPDOMREDQGDOVROHVV
OLNHO\WRUHPDLQLQIRUPDOHPSOR\PHQW116RFLDOFRQWULEXWLRQVLQ0H[LFRDUHUHJUHVVLYH 2(&'
 ZKLFKLQGHHGSURYLGHVLQFHQWLYHVWRUHFUXLWORZSDLGZRUNHUVLQIRUPDOO\
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)URP D WKHRUHWLFDO VWDQGSRLQW ZLWKRXW PDUNHW VHJPHQWDWLRQ SURYLGLQJ FHUWDLQ EHQH¿WV WR
LQIRUPDOZRUNHUVPLJKWGLVWRUWLQFHQWLYHVWREHFRPHIRUPDO,QSUDFWLFHWKHVL]HRIVXFKDQ
HIIHFWUHPDLQVDQHPSLULFDOTXHVWLRQ0RUHRYHUDFHUWDLQSHUYHUVHHIIHFWPLJKWEHDUHDVRQDEOH
SULFHLIWKHSURYLVLRQRIEHWWHUULVNPDQDJHPHQWFDQLQFUHDVHWKHSURGXFWLYLW\DQGHDUQLQJVRI
SRRULQIRUPDOZRUNHUV
7KHGLVWRUWLQJHIIHFWRIVXFKSURJUDPPHVFRXOGDOVREHPLQLPLVHGE\DGRSWLQJV\VWHPVDNLQWR
WKRVHGHVLJQHGWR³PDNHZRUNSD\´LQ2(&'FRXQWULHV VXFKDVWD[FUHGLWVOLNHWKH(DUQHG,QFRPH
7D[&UHGLWLQWKH8QLWHG6WDWHVRUWKH:RUNLQJ)DPLOLHV7D[&UHGLWLQWKH8QLWHG.LQJGRP 7KH
PDLQWHQDQFHRISDUWRIWKHVXEVLG\IRUWKRVHLQIRUPDOHPSOR\PHQWDWORZHUHDUQLQJVZRXOG
HQVXUHWKDWWKHLULQFHQWLYHVWRRSWIRUIRUPDOMREVDUHQRWGLVWRUWHG$WORZHDUQLQJOHYHOVODERXU
VXSSO\LVXQOLNHO\WREHDIIHFWHGVLJQL¿FDQWO\E\WKHFRUUHVSRQGLQJZHDOWKHIIHFW
6LPLODUVFKHPHVIRUSHQVLRQ¿QDQFHFDQDOVREHHQYLVDJHGE\SURYLGLQJDSURJUHVVLYHVROLGDULW\
SHQVLRQHOLJLELOLW\FULWHULDEDVHGRQ\HDUVRIZRUNFRXOGDOVREHFRPSOHPHQWHGE\FULWHULDEDVHG
RQFDSLWDOLVDWLRQWKHUHE\FLUFXPYHQWLQJWKHSUREOHPVSRVHGE\ULJLGFULWHULDEDVHGRQ\HDUV
ZRUNHG±ZKLFKDUHRQO\UHOHYDQWLIZRUNHGLQWKHIRUPDOVHFWRU
0DQ\RIWKHPRVWYXOQHUDEOHDUHOLNHO\WRKDYHDORZHGXFDWLRQDODWWDLQPHQWDQGZRXOGKDYH
YHU\ORZSURGXFWLYLW\LQWKHIRUPDOVHFWRU$WWHQWLRQWRWKHSRWHQWLDOO\SHUYHUVHLQFHQWLYHVRI
social assistance programmes should not prevent addressing the needs of those who are indeed
H[FOXGHG 3URYLGLQJ EDVLF VRFLDO VHUYLFHV WR WKHP DQG HVSHFLDOO\ WR WKHLU IDPLOLHV UHPDLQV
LPSHUDWLYHIRUSRYHUW\DOOHYLDWLRQ,WLVSDUWLFXODUO\LPSRUWDQWLQEUHDNLQJWKHYLFLRXVF\FOHRI
SHUVLVWHQWSRYHUW\)RVWHULQJWKHHPSOR\DELOLW\RIWKHORZVNLOOHGDOVRUHPDLQVUHOHYDQW,QLWLDWLYHV
LQWKLVGLUHFWLRQFDQLQFOXGHVHWWLQJVRFLDOVHFXULW\FRQWULEXWLRQVIRUORZSDLGZRUNHUVDWOHYHOV
WKDWGRQRWPDNHWKHPXQHPSOR\DEOHDQGHQFRXUDJLQJKXPDQFDSLWDODFFXPXODWLRQQRWRQO\
EHIRUHEXWDOVRDIWHUHQWU\LQWRWKHODERXUPDUNHW

Voice and recognition: The role of non-state actors
3XEOLFSROLF\FDQGRPXFKWRSURPRWHZRUNHUVLQWKHORZHUWLHURILQIRUPDOHPSOR\PHQWRSHQLQJ
XSQHZRSSRUWXQLWLHVDQGSURYLGLQJPHDQVIRULQFUHDVHGSURGXFWLYLW\1RQVWDWHDFWRUVDOVRKDYH
DUROHWRSOD\LQSURPRWLQJZRUNHUVDQGWKHLUULJKWV%HLQJLQLQIRUPDOZRUNDGGVDSDUWLFXODU
FKDOOHQJHLQWU\LQJWRHVWDEOLVKZRUNHUV¶RUJDQLVDWLRQVWKDWDUHFUHGLEOHDQGUHSUHVHQWDWLYH
+RZHYHUWKHVHREVWDFOHVFDQEHRYHUFRPHDVVKRZQE\LQIRUPDOZRUNHUDVVRFLDWLRQVWKURXJKRXW
WKHZRUOG7KHEHVWNQRZQLVSHUKDSV6(:$ ,QGLD¶V6HOI(PSOR\HG:RPHQ$VVRFLDWLRQ ZKLFK
LVQRWRQO\HQJDJHGLQDGYRFDF\EXWDOVRSURYLGHVDZLGHUDQJHRIVHUYLFHVWRLWVPHPEHUV12
0HPEHUVKLSEDVHGRUJDQLVDWLRQVWKURXJKRXWWKHGHYHORSLQJZRUOGUHSUHVHQWLQGLYLGXDOVLQVXFK
W\SLFDOO\LQIRUPDODFWLYLWLHVDVVWUHHWYHQGLQJWUDQVSRUW HVSHFLDOO\WD[LVDQGPLFUREXVHV DQG
GRPHVWLFZRUN6XFKRUJDQLVDWLRQVFDQFULWLFDOO\SURYLGHDSXEOLFYRLFHIRULQGLYLGXDOVZKR¿QG
WKHPVHOYHVRXWVLGHWKHIRUPDOHFRQRPLFDQGOHJDOIUDPHZRUNDQGDFFRUGLQJO\ZLWKRXWDFFHVV
WRWKHIRUPDOSURFHGXUHVWRGHIHQGDQGHVWDEOLVKWKHLUULJKWV
:RUNHUV¶RUJDQLVDWLRQVFDQEHFULWLFDOLQHVWDEOLVKLQJWKHYRLFHRIWKHLUPHPEHUVLQWKHHFRQRPLF
GLVFRXUVH7KHLPSRUWDQFHRI3HUX¶V1DWLRQDO)HGHUDWLRQRI'RPHVWLF:RUNHUVLQWKHSDVVLQJ
RI OHJLVODWLRQ SURYLGLQJ GRPHVWLF ZRUNHUV ZLWK VRFLDO VHFXULW\ DQG KHDOWKFDUH FRYHUDJH DQG
HVWDEOLVKLQJWKHGXUDWLRQRIWKHZRUNLQJGD\LVDSULPHH[DPSOH7KH\FDQDOVRKHOSJHQHUDWH
VRFLDO GLDORJXH LQ WKRVH FRXQWULHV ZKHUH LQIRUPDOO\ HPSOR\HG ZRUNHUV ±HVSHFLDOO\ VDODULHG
ZRUNHUV±DUHOHJDOO\FRYHUHGE\PLQLPXPZDJHSURYLVLRQVDVLQWKHFDVHRI,QGLD 6DJHW
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BEYOND INFORMAL EMPLOYMENT AND POVERTY
REDUCTION: TOWARDS A SOCIAL CONTRACT
AND IMPROVED POLICY COHERENCE
,QIRUPDOLW\FDQEHVHHQDVDV\PSWRPRIDEURNHQRUQRQH[LVWHQWVRFLDOFRQWUDFW13$VRFLDO
FRQWUDFWLVJHQHUDOO\DQLPSOLFLWWKHRUHWLFDOFRQVWUXFWDOWKRXJKRFFDVLRQDOO\LWLVSDUWO\HPERGLHG
LQFRQVWLWXWLRQVRUVSHFL¿FPXOWLVWDNHKROGHUSROLWLFDODJUHHPHQWV)RUPDOLW\IUDPHVPDQ\RIWKH
HFRQRPLFLQWHUDFWLRQVEHWZHHQFLWL]HQVDQGWKHVWDWHIURPWD[SD\PHQWVWRWKHDGKHUHQFHWR
WUDGHDQGODERXUUHJXODWLRQVDQGWKHXVHRISXEOLFJRRGV±LQSDUWLFXODUWKHSURWHFWLRQRISULYDWH
SURSHUW\DQGWKHHQIRUFHPHQWRIFRQWUDFWV7KHUHFRJQLWLRQWKDWLQIRUPDOLW\LVV\PSWRPDWLF
RIDEURNHQOLQNEHWZHHQHFRQRPLFDFWRUV±SURGXFHUVDQGZRUNHUV±DQGWKHVWDWHFDOOVIRU
strategies in which formalisation is less a legal imperative than a tool of economic transformation
WREHXVHGLQSXUVXLWRIEHWWHURXWFRPHVIRUDOOLQFOXGLQJWKRVHFXUUHQWO\LQWKHLQIRUPDOVHFWRU
,QIRUPDOZRUNHUVDUHQRWLQIRUPDOper seEXWFKLHÀ\ZRUNHUVDQGHQWUHSUHQHXUV*LYLQJWKHP
more rights, access to services and a voice, while reminding them of their duties as citizens,
ZLOOQRWRQO\FRQWULEXWHWRWKHHFRQRPLFDQGVRFLDOGHYHORSPHQWRIDFRXQWU\EXWDOVRFRQWULEXWH
WREULQJLQJDVRFLHW\FORVHUWRJHWKHU
)RUPDOLW\ DQG LWV YDULRXV UHTXLUHPHQWV DUH DOVR RIWHQ SUHFRQGLWLRQV QRW RQO\ WR VHUYLFH EXW
WRHQWLWOHPHQWV7KHHQIRUFHPHQWRIEDVLFHFRQRPLFULJKWVLQFOXGLQJWKHGHIHQFHRISULYDWH
SURSHUW\WKHULJKWWRXQLRQLVDWLRQDQGIUHHGRPWRHVWDEOLVKHFRQRPLFHQWHUSULVHVDUHVXEMHFW
WRUHJLVWUDWLRQDQGFRPSOLDQFHZLWKIRUPDOUHTXLUHPHQWV:KHQVXFKUHTXLUHPHQWVDUHRYHUO\
VWULQJHQWWKH\JLYHULVHWRVHJPHQWDWLRQWKDWLVQRWRQO\WKHFUHDWLRQRIWZRPDUNHWVEXWWKDW
RIWZROHJDOZRUOGV GH6RWR81&RPPLVVLRQRQ/HJDO(PSRZHUPHQWRIWKH3RRU 
'H6RWR  DPRQJRWKHUVKDVDUJXHGIRUVLPSOL¿HGPHWKRGVRIUHFRJQLWLRQRIWKH
SURSHUW\RIWKHSRRURQWKHEDVLVRILWVLQFRUSRUDWLRQDVFDSLWDOLQWRWKHHFRQRP\7RNPDQ
 JRHVIXUWKHUDQGDUJXHVIRUWKHH[WHQVLRQRIWKLVDSSURDFKWRWKHUHFRJQLWLRQRIRWKHU
HFRQRPLFULJKWVLQHPSOR\PHQWEXVLQHVVUHJLVWUDWLRQDQGWD[DWLRQ7KLVDSSURDFKKDVZLGH
UDQJLQJLPSOLFDWLRQV,QWHUPVRIHPSOR\PHQWUHODWLRQVLWFDOOVIRUWKHIRUPDOUHFRJQLWLRQRI
RUDOODERXUFRQWUDFWV:LWKUHJDUGWREXVLQHVVHVWDEOLVKPHQWLWLPSOLHVOHJDOPHDQVWRVHSDUDWH
EXVLQHVVDVVHWVDQGSURYLGLQJWKHPZLWKSURWHFWLRQFRPSDUDEOHWRWKDWUHFHLYHGE\FRUSRUDWH
SURSHUW\6LPSOL¿HGPHWKRGVWKDWDOORZWKHUHFRJQLWLRQRIHFRQRPLFULJKWVZRXOGJHQHUDWHWKH
FRQGLWLRQVWRPRELOLVHDVVHWVDQGXOWLPDWHO\WREHVXEMHFWWRWKHEHQH¿WVRIIRUPDOODERXU
UHJXODWLRQ)LQDOO\QRWRQO\LVIRUPDOLW\DSUHFRQGLWLRQIRUHQWLWOHPHQWFHUWDLQRIWKHUHTXLUHPHQWV
RIIRUPDOLW\FDQWKHPVHOYHVFRQWULEXWHWRWKHPRGHUQLVDWLRQRIHFRQRPLFXQLWV)RUH[DPSOH
WKHDFFRXQWLQJUHTXLUHPHQWVRIEXVLQHVVWD[DWLRQFDQKHOSPLFURHQWUHSUHQHXUVGHYHORSWKH
WRROVWRDVVHVVWKHYDOXHRIEXVLQHVVRSSRUWXQLWLHVDQGWKHGRFXPHQWVWRFRQYLQFH¿QDQFLDO
EDFNHUV 7RNPDQ 
-XVWDVIRUPDOLW\LVQRWDPRQROLWKLFVHWRIREOLJDWLRQVDQGHQWLWOHPHQWVLQIRUPDOZRUNLVIDU
IURPKRPRJHQHRXV,QGHHGERWKLQIRUPDOZRUNHUVDQGHQWHUSULVHVW\SLFDOO\GRQRWLQIULQJH
DOO UHOHYDQW UHJXODWLRQV )RU H[DPSOH VWXGLHV IURP %ROLYLD DQG 0H[LFR IRXQG WKDW LQIRUPDO
¿UPVZHUHTXLWHOLNHO\WRKDYHDQRSHUDWLQJOLFHQFHIURPWKHPXQLFLSDOLW\EXWOHVVOLNHO\WREH
UHJLVWHUHGIRUWD[SXUSRVHV 2(&'b ,WLVWKHUHIRUHQHFHVVDU\WRXQEXQGOHUHTXLUHPHQWV
in order to understand the composition of informal employment in any given country and to
VHWSULRULWLHVIRUSXEOLFDFWLRQ
%HVLGHVWKHQHHGWRORRNEH\RQGVHFWRUSROLFLHVDQRWKHULPSRUWDQWFRQFOXVLRQIURPWKLVVWXG\
LVWKHQHHGWRDFKLHYHPRUHFRKHUHQFHEHWZHHQGLIIHUHQWSROLFLHV,QPRVWFRXQWULHVWKHUHLV
RQO\OLPLWHGFRRUGLQDWLRQEHWZHHQPLQLVWULHVGHDOLQJZLWKHPSOR\PHQWDQGWKRVHUHVSRQVLEOH
IRU ³SRYHUW\ UHGXFWLRQ´ RU ¿VFDO PDWWHUV 7KLV VWXG\ GRHV QRW FDOO IRU FUHDWLQJ \HW DQRWKHU
DJHQF\ORRNLQJIRUPRUHFRKHUHQFHDFURVVSROLF\DUHDV%XWLWDUJXHVWKDWLWZRXOGEHEHQH¿FLDO
to conduct more information campaigns within the government pointing to the side effects a
FHUWDLQSROLF\LQRQH¿HOGPLJKWKDYH
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,Q SRRU GHYHORSLQJ FRXQWULHV WKH 3563V VKRXOG UHÀHFW PRUH WKH OLQN EHWZHHQ HPSOR\PHQW
DQGSRYHUW\UHGXFWLRQ(YDOXDWLRQVRIWKHVHFRQGJHQHUDWLRQRI3563VKLJKOLJKWWKHQHHGIRU
DQ LQWHJUDWHG IUDPHZRUN WKDW FRPELQHV D IRFXV RQ VRFLDO VHFWRUV DQG ZHOOWDUJHWHG VRFLDO
LQWHUYHQWLRQV ZLWK DQ LQGHSWK DQDO\VLV RI KRZ SURGXFWLYH VHFWRUV FDQ EHWWHU FRQWULEXWH WR
SURSRRUJURZWK 2', $PRUHUHDOLVWLFVWUDWHJ\LVQHHGHGWRUHDFKRXWWRWKHPLOOLRQV
RILQIRUPDOZRUNHUVWRSURYLGHWKHPZLWKWKHQHFHVVDU\WRROV H[WHQVLRQVHUYLFHVWHFKQRORJ\
LQSXWV HWF  DV ZHOO DV GHYHORS DQ HQDEOLQJ ORFDO HQYLURQPHQW IRU EXVLQHVV FUHDWLRQ DQG DQ
LQFUHDVHRISURGXFWLYLW\
,QIRUPDOZLOOUHPDLQQRUPDOIRUDPDMRULW\RIZRUNHUVZRUOGZLGHIRUWKHIRUHVHHDEOHIXWXUH,W
LVKLJKWLPHWKDWSROLFLHVEHDGDSWHGWRZKDWVRPHPLJKWSHUFHLYHDVDQLQFRQYHQLHQWWUXWK
:KLOHWKHORQJWHUPREMHFWLYHRIPDNLQJLQIRUPDOMREVIRUPDOVKRXOGEHPDLQWDLQHGLWVKRXOG
QRW SUHYHQW WKH LPSURYHPHQW RI WKH SOLJKW RI WKRVH ZKR DUH VWULYLQJ IRU EHWWHU MREV ZLWKLQ
LQIRUPDOHPSOR\PHQW
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NOTES
 6HH&KDSWHU
 ³)DOVH´VHOIHPSOR\PHQWUHIHUVWRWKHVLWXDWLRQZKHUHVRPH³VHOIHPSOR\HGVXEFRQWUDFW
HYHU\GD\WRWKHVDPHHPSOR\HUEXWFKRRVHRUDUHIRUFHGWRRSHUDWHDVVHOIHPSOR\HGWR
E\SDVVWKHOHJDOUHTXLUHPHQWVRIDQRUPDOHPSOR\HUHPSOR\HHUHODWLRQVKLSRUUHGXFHWKHLUWD[
OLDELOLW\´ 2(&'a ³(QYHORSHSD\PHQWV´DUHDSUDFWLFHLQZKLFKRQO\SDUWRIZRUNHUV¶
HDUQLQJVDUHEHLQJGHFODUHGWRWKHWD[DXWKRULWLHVDQGVRFLDOVHFXULW\DGPLQLVWUDWLRQWKH
UHVWEHLQJSDLGWRWKHPLQFDVK WKH³HQYHORSHSD\PHQWV´ RULQNLQG *KLQDUDUX
$OEX 
 For a review of arguments on the societal costs of informal employment see OECD (2004)
DQGWKHUHIHUHQFHGOLWHUDWXUH
 6HH&KDSWHU
 7KHOLWHUDWXUHGRHVQRWDJUHHRQZKDWFRQVWLWXWHVPRGHUDWHLQÀDWLRQ
 ,QGLDLVDYHU\LQWHUHVWLQJFDVHLQZKLFKJURZWKKDVEHHQFRQFHQWUDWHGLQVHUYLFHVZKLOHLQ
DJULFXOWXUHWKHJURZWKLVLQFRPSDULVRQUHODWLYHO\PRGHVW7KLVLVRQHRIWKHUHDVRQVZK\
GHVSLWHJURZWKUDWHVRYHUSHUFHQWDJHSRLQWVWKHQXPEHURILQIRUPDOO\HPSOR\HGLQ,QGLD
UHPDLQVRYHUSHUFHQW
 ,QGHHG¿QDQFLDOPDUNHWGHSWKLVFULWLFDOIRUWKHLQFRUSRUDWLRQRI³GHDG´FDSLWDO LQWKHVHQVH
of de Soto, 1989) into the economy and for the formalisation of property in particular to
KDYHDPDMRUHIIHFWRQWKHHFRQRP\7KLVLVE\QRPHDQVJXDUDQWHHGLQPDQ\GHYHORSLQJ
FRXQWULHV
 7KH DXWKRUV ¿QG IRU WKH /DWLQ $PHULFDQ&DULEEHDQ UHJLRQ WKDW LQFUHDVLQJ HPSOR\PHQW
SURWHFWLRQ OHJLVODWLRQ (3/  PHDQV ODERXU PDUNHWV KDYH EHFRPH PRUH VHJPHQWHG ZLWK
IHZHUFKDQFHVIRUWKHXQVNLOOHG\RXQJDQGIHPDOHZRUNHUVWR¿QGDIRUPDOMRE
 6HH6DJHW  DQGWKHGLVFXVVLRQLQ&KDSWHU
 See ZZZLORRUJSXEOLFHQJOLVKHPSOR\PHQWVNLOOVKUGULQLWVDBKWm
 6HH&KDSWHUIRUGHWDLOV
 6HH&KDSWHUIRUDGHWDLOHGGLVFXVVLRQ
 $VRFLDOFRQWUDFWLVWKHDJUHHPHQWE\ZKLFKLQGLYLGXDOVDGKHUHWRDFRPPRQV\VWHPRI
ODZVDQGJRYHUQPHQWSRVVLEO\UHVWULFWLQJWKHLURZQIUHHGRPLQH[FKDQJHIRUWKHJUHDWHU
JRRGRUIRUWKHEHQH¿WVWKDWDUHGHULYHGIURPVXFKDQDUUDQJHPHQWVXFKDVWKHGLYLVLRQ
RIODERXUWKHUHVSHFWRISURSHUW\HWF7KHWKHRUHWLFDOFRQVWUXFWRIWKHVRFLDOFRQWUDFWWKDW
underlies the discussion in this section does not necessarily portray such a social contract
DVMXVWRUIDLU FRQWUDU\IRUH[DPSOHWR5DZOV¶V>@ODQGPDUNGLVFXVVLRQRIMXVWLFHLQ
WKHFRQWH[WRIWKHVRFLDOFRQWUDFW 
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