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Is Informal Normal?

Informal employment is:

— pervasive,
— persistent even in countries with adequate growth, and
— hardly a hidden phenomenon.

Informal employment is linked to poverty on average
but it encompasses very heterogeneous realities
A differentiated approaches

The crisis makes policies to deal with informal employment all the

more urgent and relevant
OECD Development Centre
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What ' s

new on I nform

From ol d presumpti odasto emergin

Alnformal employment to gradually
disappear with development

ABeing informal= Being poor
Alnformal employment = immobility

Policy agenda:

AGrowth is not sufficient to eradicate
informal employment

Alnformal employment is heterogeneous
APeople move between employment state

Policy agenda:

APol i cies to @f or maRMulitebedappreachitonpdlioyr ma |
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Definition
Informal employmentrefersto jobs or activitiesin the production

and salesof legal goodsand serviceswhich are not regulatedor
protectedbythe state

Statistical implementation (ILO), based on social protection

* Informal employment = employment in the informal sector +
informal employment in the formal sector

— Informal sector: self-employed (employers, own account workers, family
helpers) + wage employees + employers in micro-enterprises (less than five
workers)

— Formal sector: Wage employees and paid domestic workers without social

protection
OECD Development Centre _
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Informal employment is pervasive in the developing world
Share of informal employment in total ragricultural employment (%)
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ross-country patterns suggest that the share of informal
empl oyment should decl i n
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Informal employment is strongly correlated with poverty

100

BEN
® OHTI

o ML

80 0 ECU ® |IDN ® BFA ® [ND
® PHL ® KEN * Moz

® MAR ¢ IRR o PAK o NER

60 N .DUL
BRA  ®GPM ®SL ®ZMB

EX ARG
RN® V| A&(ﬂ&\' ® THA .ZAF.VE.NE\((;E{M

CH ‘COL
l'.TUN ® TUR

40

20 ®ROM

® RUS

O I I I I I I I I I 1
0 10 20 30 40 50 60 70 80 90 100

Share of Informal Employment in
Total Non-Agricultural Employment

Share of Population Living Below 2 USD (PPP) a Day

Source: Is Informal Normal? and World Bank Group (2007).
OECD Development Centre 12




CENTRE DE DEVELOPMENT
<< DEVELOPPEMENT CENTR!

OECD

Informal workers have significantly lower earnings

Income and wages in small informaknterprises
Multiples of minimum wage
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Source’ls Informal Normal?, OECD Development Centre 2009
Notes: *Relative to average wages; definitions and years vary, see table 2.5 for details
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The gender dimension of informal employment

Economic research and policy focused on Labour Force
Participation (LFP)

Neglect of quality of jobs

Wor ki ng women are not systemat
..but they are overrepresented

employment and earn substantially less

The causes largely overlap with causes of low LFP:
social institutions, limited entitlement to resources and assets,

limited freedom to move.
OECD Development Centre
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Women in informal employment
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Gender (earnings) gaps in informal employment

B Entrepreneurs' mcome gap B Wages gap
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Composition of non-agricultural employment
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Job mobility and informality

High mobility (at least in middle income countries) including
between formal and informal in both directions

Somewhat surprising labour dynamics: moves from formal to
informal
A not only queuing for the formal jobs.

But: mobility depends on the same factors that make better jobs
accessible (e.g. educational level and gender)

OECD Development Centre
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Who gains from mobility? (Mexico)

Wage employment
s of the labour force
Self-
employed .

Not
Working

17%
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Who gains from mobility? Gender (Mexico)
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What can we do about it? A policy framework

Beyond “business as usual
alleviation)

Improving the quality alsoof informal jobs
Addressing heterogeneity across and within countries

(two-tiered informal employment)

Three common ingredients:

— More and better jobs
— Incentives for choosing formality
— Protecting and promoting informal workers

OECD Development Centre
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More and better jobs

e Macro-economic policies:
— Crucial importance for employment outcomes

— Objective setting: Employment creation versus inflation targeting; is there a
trade-off and what to do about it?

e Structural and sector policy
— Employment elasticity of growth and driving sectors
— Recognise gender differences across and within sectors
— More policy coherence: social protection and business promotion agenda

e Labour market reform: better regulation and inclusiveanstitutions
— Engaging informal workers and their representation

OECD Development Centre
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Providing incentives for the upper-tier

* Business climate reforms to lower the cost of formality
— Reduce regulatory compliance costs, tax administration reform, public goods

plus

 Enforcement of labour, tax and social security regulations,
including strengthening labour inspections

 Improving the benefits of formality
Better governance, public service, linking contributions and benefits

OECD Development Centre
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Promoting and protecting informal workers

* Inclusive education and training

— adapted to informal workers, including women, and recognising experience
in informal work

e Social protection
— Cash transfers are useful poverty alleviation tools

— Social protection/assistance for workers (universal coverage programmes),
including childcare provision mechanisms

— Public works, work guarantee programmes, unemployment insurance
e Seeing the shades of grey:

— Lack of portability of benefits harms the most vulnerable

OECD Development Centre




Outlook

Informal employment is likely to rise during the crisis
Major challenge: vulnerability

Informal employment a buffer?
but no ‘buffer for

Urgency: social protection and empowerment.
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Share of SetEmployment in Total NorAgricultural Employment
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