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This session:  
 

1. Setting the scene 
2. Data and trends  
3. Policy and programmes implications.  
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1. Setting the scene 
 
 What is informal employment?  

To answer, understand two  key 
concepts:  
I) Informal sector 
II) Informal Job 
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Different sets of policy implications




1. Setting the scene 
 
 I. Informal Sector? 

I) Private unincorporated enterprises, i.e. enterprises not 
constituted as separate legal entities independently of their 
owners, and for which no complete accounts are available that 
would permit a financial separation 

II) All or at least some of the goods or services produced are 
meant for sale or barter.  

III) Their size in terms of employment is below a certain 
threshold to be determined according to national 
circumstances,  

IV) and/or they are not registered under specific forms of 
national legislation (such as factories’ or commercial acts, tax 
or social security laws tec..), and/or their employee (if any) are 
not registered.  
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Self employed are those workers whose remuneration is directly dependent upon the profits (or the potential for profits) derived from the goods or services produced (where own consumption is considered to be part of the profits)

Paid employee jobs where the incumbents hold explicit (written or oral) employment contracts which give them a basic remuneration. This is not directly dependent upon the revenue of the enterprise for which they work. 

Informal Economy? Word is more suitable, but there is no statistical definition, although ILO 2007 defines informal economyî was proposed in lieu of the ìinformal sectorî to 
accommodate ìall economic activities that are ñ in law or practice ñ not covered or 
insufficiently covered by formal arrangementsî. The broadened term takes account of 
the considerable diversity of workers and economic units, in different sectors of the 
economy and across rural and urban contexts that are particularly vulnerable and 
insecure; that experience severe decent work deficits and often remain trapped in 
poverty and low productivity; 
ñ the informal economy includes wage workers and own-account workers, contributing 
family members and those moving from one situation to another; 




1. Setting the scene 
 
 II. Informal Job? 

 
Jobs outside the framework of regulations 
either because (a) the enterprises, in which 
the jobs are located, are too small and/or 
not registered, or (b) labour legislation 
does not specifically cover or is not 
applied (..) so that the jobs (and, therefore, 
their incumbents) are unprotected by 
labour legislation 
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1. Setting the scene 
 
 Informal employment?  

 
 

The total number of informal jobs, 
whether carried out in formal 
sector enterprises, informal sector 
enterprises, or households, during 
a given reference period.  
 

Presented at Global Forum on 
14-16 October 2014 
Organized by UNESCO-UNEVOC   

Presenter
Presentation Notes
Self employed are those workers whose remuneration is directly dependent upon the profits (or the potential for profits) derived from the goods or services produced (where own consumption is considered to be part of the profits)

Paid employee jobs where the incumbents hold explicit (written or oral) employment contracts which give them a basic remuneration. This is not directly dependent upon the revenue of the enterprise for which they work. 



1. Setting the scene 
 
 

Informal employment (breakdown)  
• Self employed. Own-account workers in informal 

sector enterprises or engaged in the production of goods 
for own final use; employers in informal sector 
enterprises;  contributing family workers (any type of 
enterprise); members of informal producers’ 
cooperatives;  

• Employees. Informal jobs in formal sector enterprises, 
informal sector enterprises, or as paid domestic workers 
employed by households. Informal job if the 
employment relationship is, in law or in practice, 
not subject to national labour legislation, income 
taxation, social protection or entitlement to 
certain employment benefits (advance notice of 
dismissal, severance pay, paid annual or sick leave, 
etc.).  
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Employees in informal employment. Main reasons. 
Non-declaration of the jobs or the employees; 
Casual jobs or jobs of a limited short duration; 
Jobs with hours of work or wages below a specified threshold (e.g. for social security 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 employment contract); 
Or jobs for which labour regulations are not applied, not enforced, or not complied with for any other reason. 




1. Setting the scene 
 
 

Informal employment: B+C 
 

 
 

 
A. Formal 

Employment  
in the  
formal  
sector  

B. Informal           
employment  

in the informal  
sector 

C 
Informal 

employment 
in the formal 

sector 



1. Setting the scene 
 
 Informal employment. (Main) statistical 

issues:  
•  the way in which informal employment 

manifests itself, varies among countries 
depending upon their level of development and 
other factors  

• the operational criteria for defining informal 
jobs are to be determined in accordance with 
national circumstances and data availability  
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1. Setting the scene 
 
 

Informal employment: Why do we care?   
• Remember: “Jobs outside the framework of regulations (..)”  

and “employment relationship which “is in law or in practice, 
not subject to national labour legislation, income taxation, 
social protection or entitlement to certain employment benefits 
(advance notice of dismissal, severance pay, paid annual or 
sick leave, etc.)”. 

• Not a controlling issue (in principle)  
• Governance issue related to the rights based approach: 

protect workers and units through regulation balancing the 
costs of compliance with incentives for compliance 

• Provide conditions and support for growth of MSME and of 
the economy as whole. (SSAfrica?) 

• Avoid unfair competition, enhance respect of commercial and 
civil law 

• (Labour) administration tool 
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1. Setting the scene 
 
 

Informal employment: Why do we care?   
• International Labour Conference (2002) resolution. 

Member states should:  
• address the needs of workers and economic units in 

the informal economy, notably by tackling the  
decent work deficit through tripartite interventions.  

• “Eliminate the negative aspects of informality while 
at the same time ensuring that opportunities for 
livelihood and entrepreneurship are not destroyed 
and promoting the protection and incorporation of 
workers and economic units in the informal economy 
into the mainstream economy”  

• “All workers should be able to enjoy, exercise, and 
defend their rights” so member states act to “support 
representational rights”  
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2. Data and Trends 
 
 

• Youth employment in the informal 
sector and informal employment.  

Source: elaboration on ILOSTAT, 25 countries (5/10/2014)  
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The results I am going to present stem from 25 School to Work transitions run (2012-3) with support of Master Card Foundation by the ILO I will focus or mention the trends in SSA while presenting the aggregated trends. Note that gepgraphical merging of the countries is done for exposition purpose, but there are, within regions significant differences 

The was the surveys were conceived, allow for distinctions, notably 
Formal vs informal employment
Informal employment in informal or formal sector
Note also that the surveys use proxies: 
Employed in the informal sector (if employer < 5 employees) 
and informal employment in the formal sector, i.e.  employee with no access to at the minimum one among paid leave, paid sick leave and social security contributions.

Latin America= Brazil, Colombia, El Salvador, Jamaicam Peru. Colombia and Brazil lower values, respectively 41% and 63% for informal employment and  for employment in informal sector
Middle East=Egypt, Jordan, occupied Palestinian territory and Tunisia. Outlier is Jordam with 46% an d10% respectively of informal employment or employment in the informal sector. However, Egypt, OPT and Tunisia have values similar to those of SSA countries for informal employment, while the employment in the informal sectors results much lower than in SSA
SSA=Benin, Liberia, Madagascar, Malawi, Tanzania, Togoi, Uganda and Zambia. Values fairly homogeneous, only partial outlier is Tanzania, where informal employment reaches 78% and employment in the informal sector reaches 56%.  
South and East Asia=Bangladesh, Cambodia, Nepal, Samoa, Vietnam. Ouliers and Vietnam 76 and 41% and to a lesser extent, Samoa (67% for both)
Eastern Europe and CIS= Armenia, Kirgistan, Macedonia, Moldova, Russia, Ukraine Values fairly homogeneus, outliers perhaps Moldova with 28 and 17% respectively. 




• Youth employment in the informal sector and 
informal employment (% share) by gender.  

Source: elaboration on ILOSTAT, 25 countries  (5/10/2014)  

2. Data and Trends 
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Informal Employment by Educational 
Attainment (20 Selected countries) 

Source: Shehu and Nilsson (2014)  

• Type of employment (formal vs informal) by 
levels of completed education (20 countries)  

2. Data and Trends 
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The main findings confirm the role of education in shaping labour market outcomes for young people. The findings also underline the labour market segmentation in developing economies, in particular between workers in non-vulnerable employment (employers and employees) and those in vulnerable employment (own-account workers and contributing family workers). Workers in vulnerable employment experience higher levels of skills mismatch and have much lower levels of educational attainment, which puts them at a great disadvantage. In accordance with the lower levels of education in low income countries, underqualification is also more prevalent in these countries. Returns to education show large differences between workers in paid employment, for which an additional year of schooling generally results in a higher income, and those in own-account work, for which significant returns are far less certain. Finally, the findings also point at the increasing importance of educational attainment beyond the primary level.




• Informal employment by level of completed 
education (SSA) 
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2. Data and Trends 
 
 

Source: elaboration on ILO STAT 
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Other trends:  
• Age, formality (+)  
• Migration Status (Not meaningful differences) 
• Pay, formality (+)  
• Health 

• In Sub Saharan Africa, no significant 
correlation between type of employment and 
declaring at least one health issue  

• Other parts of the world: significant 
relationship.  

• Job satisfaction, formality (+)  
• Reason for wanting to change (pay, temporary 

nature, better working conditions).  
 

 
 
 

2. Data and Trends 
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For what concerns migration status, across 20 countries those who changed residence have a slightly higher probability to be formally employed than those who never changed but the difference is low, about 5 PP  25% vs 19%). 

About Pay, informally employed workers tend to be paid less, either employees or self employed ones, but the difference is not always statistically significant. 

About health, in Armenia and FYR Macedonia (figure 17), workers with at least one declared health issue are more likely to be in formal employment (however, the difference is not significant at 10 per cent in the case of Armenia), possibly stemming from stronger social protection systems in the countries. Other countries, such as Brazil and Viet Nam (figure 18), show workers with health issues are considerably more prevalent in the informal sector (the difference in both cases is significant). In a number of countries, having a declared health issue does not seem to matter for formality outcomes.

About Job satisfaction, formally employed, across 18 countries, declare a 15% points to be more satisfied with the job (but note that it is 75% vs 90%) and informally employed declare (22% vs 9%) to be somewhat or very unstaisfied). In SSA the number of people who declared themsleves somehow satisfied is overall lower, and those of them who are employed in the formal sector are in higher number 61 vs 71

To look for a higher salary is the number 1 reason for wanting to change, but, iterestingly this is the case for both formal and informal sector excluding SSA, this is more than case in formal sector actually. Second issue is the temporary nature of the job, this is a reason more prominent for those youth informally employed, but more so in therest of the world than in SSA. In SSA there ssems to be not so strong differnce between types of employment. To improve working conditions is the third reason. 



The utmost majority of developing countries  youth 
are in informal employment and amongst them, the 
majority is employed in the informal sector.  
• Informal employment is invariably related with country 

income level (determinants? Speed of adjustment?) 
• There is a link between informality and education 

• Quantity and quality of education matter (+) but problem 
is not only, and probably not mostly, one of supply-side, 
nor one of modality of transition, especially in SSA and 
SEAP.  

• Understand the link (productivity? knowledge of workers’ 
rights? knowledge of business environment? Social 
capital? Reverse causality/parents?) 

• Informal employment in the formal sector is a concern 
for youth.  

 
 

3. Main Policy Implications.  
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Determinants of informality are more or less well known, issue is how to adequately and systemically address them. Two are the main issues within the political debate: the first is whether growth, is itself  sufficient for improving working conditions, or whether government intervention is also needed. The second is about labour market flexibility—whether labour market regulations impede economic growth and formal job creation. Also, when speaking about the level of development it may be worth mentioning the (poverty informality link). At the macro level, in a dual economy framework the size of the informal sector is seen as an indicator of the level of per capita income and development since growth in the modern sector relies upon and then depletes labor in the traditional sector. At the same time, at the micro level dynamism and growth potential is seen to be negatively affected by the smallness of size of enterprises in the informal sector. The fact that a large part of the informal workers are poor, and vice versa, supports the view that poverty and informality are connected. Poverty comprises those households below a certain income line. Informality, on the other side, includes a large fraction of workers with low earnings. The involuntary view of informality opens the way for household poverty to be a crucial determinant of informality, rather than simply being one of its unpleasant implications.

IN SSA and SEAP, the size of the informal sector is huge. There is certainly not enough offer of formal jobs. In other parts of the world, the issue appears to be more one of informal employment in th eformal sector. The distinction is relevant as the policy implications are different. 



How to cope?  
1. No “one-size-fits-all” policy response to 

informality: multidimensional approaches  
2. Combine, suitably adapt and sequence the two 

main objectives:  
• Formalization  

• Change in legal environment to increase the benefits or 
formalization, lowering the cost of the transition to 
formality (incentives, offering services), information 
sharing.  

• General rule of law, better governance, controls. 
• Support to informal sector   

• Services (training, education, RPL, certification of 
trainers and recognition of skills, access to finance, BDS, 
extend social security coverage (SPF), increase 
representation, bring the unprotected under the law) 

3. Main Policy Implications.  
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Change in legal environment must be donein a balanced way: Adequacy, affordability and efficacy of the regulatory framework should be assessed against the objective of  preserving and developing the job-creation potential and protecting workers and units. 





How to cope?  
 

3. Mainstream: consider the likely impact of 
every policy decision on the informal economy 
and on informal employment 
 

3. Main Policy Implications.  
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About information sharing, knowledge of workers rights for young workers, knowledge of opportunities for young entrepreneurs, e.g. special regime for domestic workers (Brazil) 





Relevant macroeconomic and legislative 
interventions:  

• Exchange rate, domestic credit, public investments 
(↑ growth) 

• CCTs, ↑ inclusiveness, ↑internal demand, ↑growth 
• Simplification (tax regimes, deductions and 

registration, esp. small business) 
• Strengthen labour inspection (incentive structure) 
• Revision of the law on employment relationship, 

combined with increased awareness and reduction in 
social security contributions (domestic workers and 
micro enterprises) 

• Targeted migration policy 
• Targeted  labour market policies combined with tax 

simplification and subsidies- 
• Moratoriums 

 
 

3. Main Policy Implications.  
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Consider the question Imentioned earlier: is economic growth sufficient to ensure an improvement of working conditions or not? The answer, if we take the examples of the two most successful countries in reducing informality, seems to be not. I am talking about  Argentina and Brazil, the two countries considered as good practices. Indeed, both experienced a number of reforms during the past decade which, taken together, substantially helped to reduce the share of informal employemnt. 

To start with they both intervened on both the exchange rate and the public investments (check) exchange rate in both brazil and argentina . In argentina a substantial simplification of the registration regime was put in place and was based on digital cross checks and ausiting of small and medium enterprises at the same time, it was combined with a reductionin social security contributions

The other question raised about the impact of labour market flexibility. In brazil, when informality went down, in the 2000,  following the raise in he 90’s were, arguably, stricter regulations were enforced, the trend of the 2000s was quite the opposite

Increased legal awareness translated in more cases brought to court. It was a change in the constitution (1988) which allowed to encompass domestic workers rights. Also in argentina, specific measures aimed at domestic workers, allowing employers to dedcut social security contributions were in place. In argentina, the law become also more encompassing with regards to migrant workers. 

In argentina The jobs generated by PAT (190,000 as of June 2011) are registered under the tax category of “Monotributo Social.” In late 2003, this system was established to foster employment insertion. By means of a special tax category, this program facilitates the legal recognition of productive and commercial activity, as well as activity in the service sector, performed by those in situations of social vulnerability.
Those enrolled in this category receive a partial subsidy for health insurance (50% of the amount for the standard—that is, non-social—“monotributo” category) and a total subsidy for social security
contributions. They are also exempt from the tax component of the general “monotributo” regime; they can issue invoices and be suppliers to the State in its direct purchases. As a result of the expansion of PAT, the number of individuals enrolled in this category reached 475,191 in 2011.

IN SSA and SEAP, the size of the informal sector is huge. There is certainly not enough offer of formal jobs. In other parts of the world, the issue appears to be more one of informal employment in th eformal sector. The distinction is relevant as the policy implications are different. 





Programmes? 
Consider a number of challenges:   

1) Informality earmarked resources? 
2) Programmes’ outreach (rural areas, 

unincorporated enterprises, unrepresented 
workers and employers, limited 
involvement of all the stakeholders) 

3) Legislative changes slow and cumbersome 
4) Seldom objectives are combined, 

fragmentation 
5) System of checks and balances 
 

3. Main Policy Implications.  
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Now, the previous measures are systemic in nature, require a certain effectiveness in the intervention of the state and may not be easily implementatable in SSA and SEAP countries where the size of the informal sector is huge. In these countries, programmatic interventions are more likely. As such, there are a number of challenges to consider: 
Resources
2) Involvement of all the stakeholders  (Tripartite actors, CSOs, Youth NGOs
Problem of representativeness
3) Consider the timing of passing new laws and the political economy argument. Are we actually offering advantages?
4) Consider the objetcives. Programmes in SSA and SEAP tend to focus on assistance to the informal sector, very rare ate the attempts to combiine with formalization. Even then, one has to consider how the services offered to the informal sector, can actually be offered. Think about modality of execution e.g. vouchers, but think also about how these services could translate in a formal employement related measure e.g. certification of acquired skills, recognition . Seldom or never there is some sort of conditionality imposed. 

5) Consider that when you target the informal sector, as participatory as the approach is, a solid system of checks and balances must be in place but this imposes constraints and burden on the implementation (think about Jua Khali)
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