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Overview

w Informal employment is:
¢ pervasive,
¢ persistent even in countries with adequate growth, and
¢ hardly a hidden phenomenon.

w Informal employment is linked to povertn average
but it encompasses very heterogeneous realities
A differentiated approaches

w The crisis makes policies to deal with informal employment all the
more urgent and relevant
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Old Agenda New Agenda
Alnformal employment to gradually AGrowth is not sufficient to eradicate
disappear with development informal employment
ABeing informal = Being poor Alnformal employment is heterogeneous
Alnformal employment = immobility APeople move between employment states
Policy agenda: Policy agenda:
APol icies to @f or ma AMustigiared appnoech to policyo r ma |
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Definition
Informal employmentrefersto jobs or activitiesin the production

and salesof legal goodsand serviceswhich are not regulated or
protectedby the state

Statistical implementation (ILO), based swtial protection

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

¢ Informal sector: selemployed (employers, own account workers, family
helpers) + wage employees + employers in mamterprises (less than five
workers)

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

protection
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Informal employment is pervasive in the developing world
Share of informal employment in total non-agricultural employment (%)
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Why is persistent informality worrying?
Informal work is very diverse buin average

w The share of informal workers is strongly correlated with poverty
rates (700 million informal poor workers)
w Substantially lower earnings for informal employees:
¢ 1.1 of minimum wage in Morocco, India.
¢ Less than half of average wage in Mexico, Brazil.
w Multiple social costs of informality:
¢ Shortfall in pension, health and labour safety coverage, fiscal receipts
¢ High vulnerability to idiosyncratind aggregated K2 O1 a X G KS ON
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Poverty and the prevalence of informal work
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Source: Is Informal Normal? and World Bank Group (2007).
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Informal employment and the crisis
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w Models of cyclical behaviour of Informal Employment:
dualist, entrepreneurship forneil NI Rl 6 £ S & S (
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¢ 20 million people in China return to rural areas, 95 % unskilled
¢ Reduced remittances
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GDP Growth and Informal Employment in Argentina (Argentine Economic Crisis)
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The gender dimension of informal employment

w Economic research and policy focused on Labour Force
Participation

w Neglect of quality of jobs

w Working women are not overall more likely to be
AYT2NXYI T X
Xodzi GKS& FNBE 20SNNBLINBAS
informal employment and earn substantially less
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Gender (earnings) gaps in informal employment
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Notes (1) Years and coverage: Morocco (2002), Tunisia (1997 and 2002), Ethiopia (1996), Kenya (1999), Brazil (1997), Colombia (1996), Mexico

(1994), Haiti (2004), Lebanon (2004), Turkey (2000).
(2) Data for Ethiopia, Brazil, Colombia, Mexico and Turkey are for urban areas only.

Source Various sources, see OECD Development Centre (2009), Chapter 2 for details.
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Composition of noragricultural employment
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Job mobility and informality

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

w Somewhat surprising labour dynamics: moves from formal to
informal

A not only queuing for the formal jobs.

w But: mobility depends on the same factors that make better jobs
accessible (e.g. educational level and gender)
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Who gains from mobility? (Mexico)

Wage employment
67% of the labour force)
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employed Ty
17% 18%
3%
WN?(t- s Informal
orking

OECD Development Centre _—

CENTRE DE DEVELOPMENT
<< DY aPP M RS

OECD

Who gains from mobility? Education (Mexico)

Wage employment
67% of the labour force)
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A policy framework

w. Se2yR GodzaAySaa | a dzadz f
poverty alleviation)

w 3 core objectives
I. Increase the number of good, formal jobs

ii. Protect and promote workers in the lower tier of informal
employment

iii. Provide incentives for more jobs to become formal
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What can we do about it?
w Improving the qualityalsoof informal jobs

w Three common ingredients
¢ More and better jobs:
¢ Incentives for choosing formality:
¢ Protecting and promoting informal workers
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More and better jobs

w Macro-economic policies:
¢ Crucial importance for employment outcomes

w Structural and sector policy:

¢ More policy coherence: social protection and business promotion agenda

w Labour market reform:
¢ betterregulation
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Providing incentives for the uppdier

w Business climate reforms to lower the cost of formality
¢ regulatory costs, tax administration reform, public goods

plus

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

w Improving the benefits of formality
Better governance, public service, linking contributions and benefits
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Promoting and protecting informal workers

w Inclusive education and training
¢ adapted to informal workers and recognising experience in informal work
w Social protection
¢ Cash transfers are useful poverty alleviation tools
¢ Social protection/assistance for workers (universal coverage programmes)
¢ Public works/work guarantee programmes
¢ Unemployment insurance
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Discussion

w How do these findings relate to structural change of an
SO2y2YeK 0a4SO02NBX LINE RdzO

w How do we protect informal workers while not providing
disincentives for formalization?

w How to promote employment intensive growth that leads
to more and better jobs?
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Earnings in informal work: low and heterogeneous

Income and wages in small informaknterprises
Multiples of minimum wage

® Entrepreneurs’ income o Wages
6
5
4
3
2
: -’>
0 1
N S s o DS 5 * D D > 3
& o N $ & & S & & > Y ©
& & F T FE Y S EE Y
& RS IS &
& D S Ry 3
P N \0\ @rz,
& S

Sources 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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Women in informal employment
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agricultural
employment (in %)

Source: OECD
Development Centre, 2009
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